EXECUTIVE SUMMARY







Abstract
The Regional Medical Center at Memphis (The MED) is a regional healthcare
resource providing access to the only Level | trauma center and other safety net

services in a multi-state region. The MED is facing a clear and present danger to

its ability to remain a regional resource. To help ensure that The MED continues

to operate at the current level of services, $32 million in ag nal subsidies plus

consideration to upgrade the physical plant, is require

Introduction

Overview

For more than The MED has been under-funded and under-capitalized.

The subsidies fropt Shelby County and the State of Tennessee have not kept
pace with inflation. In addition, financial support from Mississippi and Arkansas
has been nominal. The organization has, and continues to face, a myriad of
challenges. These challenges include a growing uninsured population, an aged
physical plant, a payor mix that pays significantly less than costs, a flat county
subsidy and unpredictable financial support from the states of Tennessee,

Mississippi and Arkansas. These challenges are compounding and have created



a fiscal crisis that poses an immediate threat to The MED's ability to provide
critical specialty services, as well as serve as the regional safety-net facility and

as a major medical teaching site.

The under-funding and under-capitalization of The MED, as well as the external
challenges faced, have resulted in years of shortfalls in operational funding and
few capital investments. The MED has been unable to sufficiently reinvest in its

facilities, information technology and medical equipment#4Vith this in mind and

with the possibility of facing even greater operatignal.losses, the Board of

sufficient to address the long-tern
continuing, and have the potentia
MED's operating subsidi

The fiscal state of The MED is a daunting challenge and one that must be

addressed with operational improvements, sustainable and predictable sources
of funding and a new physical plant. The current state of The MED requires

immediate attention.



To meet the needs of The MED and to ensure continued services at today’s
level, The MED needs an additional $32 million dollars per year in operating
subsidies. The current average annual operating subsidy is approximately $63
million. A total operating subsidy of $95 million is quite specific. It allows The
MED to meet cash flow needs by increasing cash from an average of one to five
days cash-on-hand to 30 days. In addition, with the increased subsidy, The MED
will be able to reinvest $10-15 million annually in short-term gapital improvements

debt on a‘replacement
er 30 years is necessary,
r by 2014.

Adequate and le financial support is essential to The MED’s ability to

become a financialfy viable healthcare delivery system.

An investment in The MED's future will help to ensure that the residents of the
Mid-South have continued access to specialized quality healthcare when the
need arises. With the additional financial support and a capital improvement

project, The MED can continue to improve its operations, maintain critical



specialty services, survive an earthquake, improve its market share and pursue

new revenue opportunities.

Specifically, The MED can meet its current obligations, maintain and grow its
patient population as the nation moves to expand coverage for the uninsured and
under-insured and develop programs to help improve the health status of the

communities served. Replacement of the physical plant wil| help to ensure that
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Without additional financial support, The ME

providing access to quality care

" in the Mid-South will be

inues to lack the resources to invest
current obligation, it is not sufficiently
the “anpticipated changes that may result from national
repaged, The MED will risk losing its patient population

Financial Overvi

The five-year forecast assumes capital expenditures of $15 million per year. This
is significant because over the past nine years, The MED has under-invested in
capital expenditures by at least $40 million. A $15 million per year capital
investment forecast is the minimum required to keep The MED from falling

further behind in its equipment and facilities needs.



The chart below assumes that an increase in the annual subsidy is not provided.
The chart represents the loss from operations, and shows the cash affects under
this scenario. The MED's Five-Year Forecast Assumptions provide a complete
overview of the assumptions, income statements and cash flows. The chart
reflects an annual combined subsidy of $63 million dollars. A component of this
helby County. This
3 million over the

subsidy is approximately $27 million dollars of support fro
subsidy has been flat for the past 15 years increasing b

period. This has affected The MED negatively singé acrease has been far

Dollars in Millions

FY 2010 13 | FY 2014

Revenue | ($4,812) |($6,786) ($31,707)
over
(under)

Expenses

Cash net | (35,351 ($89,349)

of
restricted
cash

State of . The| stimulus dollars are projected to cease in FY
nd other supplemental payments from Tennessee are
reduced by 50 petgent | FY 2011 and 100 percent in FY 2012, the following are
the losses and cash position each year in the five-year forecast. in the event this

scenario becomes a reality, The MED becomes unsustainable.



Dollars in ‘000

FY 2010 | FY 2011 FY 2012 | FY 2013 FY 2014

Revenue | ($4,812) |($18,811) |($38,907) | ($47,537) |($55,757)
over

(under)
Expenses

Cash net | ($5,351) |($26,528) ($67,756) | ($117,451) | ($173,524)
of
restricted
cash

The Risk

elp ensure that The MED has enough
gr needs for the remainder of FY 2010.

crisis and result in gdditional services closures including:

e RMedPlex
¢ All Ambulatory Services

These additional closures must occur no later than June 30, 2010. and would

significantly alter the role of The MED. These service reductions will adversely



impact the University of Tennessee College of Medicine's medical educational

programs and access to quality healthcare for all citizens.

Finally, without significant capital investment and with potential FY 2011 cuts
from the State of Tennessee, The MED’s ability to continue to provide Level |
trauma services will be severely compromised and closing of the entire facility
almost inevitable. Sustainability would be impossible. Closyze of The MED would
burh center, high-risk

leave western Tennessee without a Level | trauma cen

obstetrical services and reduced high-risk neonat apacity. Further, the

ED and Shelby County Government have collaborated
and shared a compnitment o help ensure that our most vulnerable citizens have
access to quality healthcare. Since 2005, Shelby County Government's annual
appropriation has averaged approximately $27 million. With the support of the
County, The MED has been able to help ensure that all Shelby County citizens
have access to quality healthcare when the need arises, whether it's Level |

trauma services or welcoming a healthy new baby into a young family.



The federal government has also to some extent recognized the plight of The
MED and other safety-net hospitals by providing supplemental funding passed
through state governments. Most state supplemental funding for The MED is
federal doliars, not state dollars. The challenge is that states are allowed to
determine their respective distribution of the dollars and The MED's allocation

has not been sufficient to offset its uncompensated care costs.

In conclusion, The MED’s Board of Directors and ma emeént team seek, on

s

behalf of the patients we serve, a commitment for, annual subsidy and
funding to support a building project. Withoutsa I to increase The

MED’s operating subsidy and financial su izl project, The

ty. ask for your support and
s and solutions needed to become a
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