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Strike a balance between
revenue and expenses

to protect patients

and your financial bottom line.
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health care Organization’ S finan-  Abstract: Variable budgeting allows managers

to support a resource management plan that

cial performance and productivity reports provides for efficient staffing and patient
can startle even the most astute manager. e s Homie SRS
The next time you're staring with disbelief at

figures that don’t seem to add up, keep in

mind that the data directly reflects opera-

tional decision-making. And although it may

seem so0, the numbers didn’t invent them-

selves. Someone did—or didn’t—do some-

thing that shows up in the budget. A firmer

understanding of the following key relation-

ships will help boost your departments’ care

provision, operational performances, and

financial health.

Michael Trinsey
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Number crunching

Creating the budget

Successful departmental budgets
support a resource management
plan (RMP)—a structured approach
to the process of identifying and
allocating unit-based personnel
resources in the most effective and
efficient manner.! To support an
RMP when building a budget, focus
on stabilizing unit core staffing.
View your budget as the long-range
plan for how you'll allocate
resources throughout the year.
Planning for all foreseeable depart-
mental needs during the budget year
provides a strong foundation for
resource deployment. Stable unit
core staffing translates into low
reliance on supplemental resources,
which often reduce operational effi-
ciency and quality patient care, and
can prove to be expensive and diffi-
cult to find.

care hours in an adult medical/sur-
gical unit is 7.4. The mid-point for
care hours in the intensive care unit
is 16.2 It's important to separate
direct caregiving hours (RN, aide)
from indirect hours (manager, clerk).
The direct caregiver HPPD should
remain constant, even as census
varies, so as to maintain the care
standard promised to the communi-
ty. Base HPPD targets on national
benchmarks for each type of care
unit in your hospital.

& determine each department’s expected
census. This should be a carefully
reasoned estimate. Measure, study,
and apply past census patterns to
the current year. Ideally, you’d bud-
get each department for 85% occu-
pancy. It’s better to have a small
number of full departments than
several fairly empty ones.
Predictability and stable staffing

When monitoring a variable budget, note

how revenue and expenses fluctuate with

volume. Rather than measuring static

numbers, such as budgeted FTEs or dollars,

evaluate these numbers within the context of

census variations.

To develop a comprehensive vari-
able budget, take the following
steps:
¢ establish a care standard. Most hos-
pitals use hours per patient day
(HPPD), which is essentially a con-
tract with the community that your
hospital serves because it indicates
the level of care they will receive
when they’re patients. Specifically,
HPPD represents how many care
hours you provide during a 24-hour
day. For example, the mid-point for
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remain your goals. The less your
census flexes up and down, the more
efficient your resource management
remains. Make your budgeted aver-
age daily census one that your
departments will comfortably main-
tain the majority of the time.

¢ apply HPPD to census, then deter-
mine full-time equivalents (FTEs).
Calculate the necessary number of
FTEs to yield the desired care stan-
dard to the expected number of
patients in each department. For

Budgeting best
practices

+ Clearly differentiate direct, worked,
paid FTES, and hours per unit of service
(such as patient day).

+ Establish universal definitions/use
categories within direct and indirect cate-
«gories, including multifunctional workers.
+ Identify nonproductive time and orien-
tation time within the budget. Create a
clear plan for overtime.

+ Demonstrate a firm understanding of
the impact of incentives, premium pay,
bonuses, sitters or constant compan-
ions, and other premium strategies.

+ Implement a variable staffing plan.for
each patient care unit: Ensure that the ~
plan doesn't exceed budgeted-care
hours and dollars. :

example, a med/surg unit with 32
patients requires 236.8 care hours in
24 hours (32 multiplied by 7.4 HPPD
equals 236.8.) Then, divide by 8
hours per FTE/day to arrive at 29.6
FTEs. Use this number as your start-
ing point for determining the total
FTEs required to meet the daily
staffing model. Note that it doesn’t
account for benefit time, staffing
deficits, or high census.

¢ calculate the amount of FTEs needed
to replace staff members when they use
benefit time. Although you include
benefit time in the hours paid to
each FTE, you obviously must
replace that person on the unit when
he or she isn’t there. The usual
strategies include usage of part-time
staff, overtime, float pools, or agen-
cies. You must include the cost of
these elements in the budget or one
of two things will happen: The
department won't deliver the
desired care standard to the commu-
nity or the department will be over
budget due to the use of these sup-
plemental staffing measures. To cal-
culate the FTEs needed for replace-
ment of benefit time, determine the
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percent of paid time that’s not
worked (vacation, sick, holiday, con-
tinuing education classes) according
to human resource policies, then add
that percent of additional FTEs.
(Usually 10% to 15% additional is
needed for benefit replacement.) For
example, an FTE works 260 shifts
per year (2,080 hours per 8-hour
shift). If he or she takes 3 weeks off
for vacation, 1 week off for sick
leave, 3 holidays, and 2 workshop
days, he or she really only works 235
shifts per year (90% of his or her
paid time). Add 10% more to the
budget for each department to
replace the use of this benefit time.

o design a hiring template for full-time
and part-time positions of each unit.
Calculate the ideal complement of
positions, using the precise number
of positions and the FTE of each
position as guidance. If you keep
these exact positions filled, you'll
stabilize the unit core staffing and
minimize costs while delivering
quality patient care. If, on the other
hand, you hire all of the budgeted
FTEs into mostly full-time staff, your
unit may come up short every
weekend.

¢ plan for the float pool’s cost. The
department’s focus is to stabilize
unit core staffing; the float pool's
focus is to supplement the depart-
ment. Ideally, determine budget con-

www.nursingmanagement.com

siderations for the float pool by mea-
suring common deficits experienced
by the departments. The primary
deficits to measure are those that
occur at the last minute, including
sick calls, leaves of absence, and
higher-than-budgeted census.
Leaves of absence (LOA) can create
huge deficits because they're long
and not permanently replaced.
Include in the budget the dollars to
pay for the LOA itself and all
replacement shifts. Also, specifically
measure and plan for patient

volume fluctuations. Keep in mind
that as patient volume goes up,
you'll need additional staff shifts
and dollars to pay them, which usu-
ally come from the excess revenue
generated from additional patients.
¢ plan for any special programs. For
staff, these might include weekend-
only work, incentive bonuses, and
recruitment or retention pay-outs.
For patients, these might involve the

offering of constant companions (sit-
ters) for a restraint-free environment.
Carefully assess these possibilities
and allow room in the budget for
their provision.

Monitoring the budget

When monitoring a variable budget,
note how revenue and expenses fluc-
tuate with volume. Rather than mea-
suring static numbers, such as bud-
geted FTEs or dollars, evaluate these
numbers within the context of cen-
sus variations. As volume increases,

so does the need for more staff mem-
bers—and the need for allocated
funds to pay them. Fortunately, as
previously mentioned, the revenue
generated by the additional patients
usually covers these additional costs.
If you use FTE reports, adjust them
for volume. Remember, FTEs should
flex with patient volume. Don't try
to control FTE performance to con-
trol the budget—this leads to
reduced care standards.

Ratios remain solid performance
indicators: FTEs and dollars vary
with volume but stay constant com-
pared to patient days. But you must
maintain the HPPD care standard
regardless of volume. It's unethical
to make margin by not increasing
staffing levels when the census
increases. Staffing should flex up
when volume goes up and flex
down when volume goes down to
keep hours per patient day and dol-
lars per patient day constant.

March 2003 Nursing Management 31

Reproduced with permission of the copyright owner. Further reproduction prohibited without permissiony\\w.manaraa.con



E—
Number crunching

Remain accountable for produc-
tive hours within your cost centers,
including direct and indirect caregiv-
er hours. Flex staff up and down as
census varies, using a variable
staffing model designed to maintain
the HPPD care standard at every
census level. It’s more difficult to
flex indirect caregivers since they're
often fixed costs. Also remain
accountable for the nonproductive
budget, recognizing that justifiable
variances may exist. For example, if
you give paid time off on low census
days to flex staffing down, your unit

monitoring of key unit variables,
such as staffing deficits and response
to them, allows you to understand
potential impacts and to intervene
promptly to improve operational
performance. Important ratios to
track include HPPD, dollars per
patient day, and FTEs per patient
day. (See “Budgeting best prac-
tices.”)

The vacancy factor

It’s essential that you keep all bud-
geted positions filled. After you
complete your budget and are aware

Flex staff up and down

as census varies, using a variable staffing model

designed to maintain

the HPFD care standard at every census level.
It’s more difficult to flex indirect caregivers
since they’re often fixed costs.

will appropriately exceed the non-
productive budget for those pay
periods. Because there are so many
financial indicators, data from one
source often doesn’t match data
from another source. Rather than
deeming all of the data equally
important, it’s best to pick a few key
indicators to monitor. It’s also wise
to choose common definitions of
what goes into each monitor.

For you to manage your depart-
ments effectively, your facility
should provide as much accurate
financial data as often as possible. If
you receive this data in a timely
fashion and you understand it, you
can intervene much sooner if things
begin to go wrong. Ideally, you
should also report on vital financial
indicators each pay period. Frequent
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of your department’s necessary
number of unit FTEs, design a hiring
template for full- and part-time posi-
tions to meet the staffing model
every shift for your budgeted num-
ber of patients. Hire into those posi-
tions only, keeping every position
filled at all times.

Caution: If, because you assume
that there’s always a certain percent-
age of open positions, you don’t use
your designated FTEs and the
money allocated for them, you're
inadvertently undermining the
entire RMP. Whether regular staff fill
the positions or not, you should
ensure that the shifts are actually
worked and the money actually
spent. Adequate patient care
requires using all of your budgeted
FTEs, plus benefit replacement FTEs

and dollars needed for special needs.

Every unfilled position creates
numerous deficits. Because the goal
of resource management planning is
to stabilize unit core staffing, open
positions weaken the foundation
and threaten quality care delivery.
Under-hiring leads to the use of
higher-cost supplemental strategies
such as overtime, float pool, and
agencies. When you use these strate-
gies for known needs in core unit
staffing, you're left with fewer avail-
able supplemental resources to
respond to common last-minute
staffing deficits. If every extra shift
goes to core staffing, there are no
shifts available to respond to sick
calls, leaves of absence, and higher-
than-budgeted census.

Open positions, leaves of absence,
sick calls, and high census challenge
every shift, every week—but they're
especially problematic on weekends
and holidays. Response strategies
employed during the week may prove
less effective on weekends and holi-
days when it’s difficult to entice staff to
work more than their normal amount
of time. That means, unless census
drops, staffing deficits may cause care
quality to suffer.

Weekend staffing is also
challenging—even in the best of
times. If you haven't hired into a
template that provides for an ade-
quate level of weekend coverage, or
if you have open positions, you’ll
need to employ additional strategies.
(See “Go-to guidelines.”) Be careful
when resorting to weekend-only
programs or weekend bonuses.
These methods are pricey, and in the
end, produce the same number of
shifts the department would’ve had
if all positions were filled.

Chronic open positions often seri-
ously impact unit schedules because
staff members work long stretches,
have frequent shift reassignment,
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take inadequate time off between
shifts, and experience unequal distri-
bution of undesirable shifts.# They
often tire of working “short” and of
not having enough coworkers to
provide the type of care they can be
proud of. Some may resign and seek
a more professionally satisfying
environment at another facility.
Others may stay, growing more frus-
trated each shift and negatively

they won't receive support when
needed.

In the past, hospitals would keep
positions open as a money-saving
strategy, believing that with man-
aged care, inpatient census would
decline. But for most hospitals, this
hasn’t happened-—and, ironically,
census is high, core staffing is low,
and reliable, affordable supplemen-
tal help remains in short supply.

time: Your patients” well-being and
your departments’ financial health
depend on it.
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NUMBER CRUNCHING WITH VARIABLE BUDGETS

PURPOSE: To provide registered professional nurses with an overview of how variable budgeting promotes efficient staffing and patient care.
OBJECTIVES: After reading the article and taking this test, you should be able to: 1. List the steps to take in creating a comprehensive variable
budget. 2. Identify how to monitor a variable budget and the importance of keeping all budgeted positions filled.

1. Which of the following best describes a
Resource Management Plan (RMP)?

1. a number of care hours provided during a
24-hour day

2. national benchmarks for each type of care
unit in the hospital

3. the budgeted average daily census that’s
comfortably maintained the majority of the
time

4. a structured approach to the process of
identifying and allocating unit-based
resources effectively and efficiently

2. To support an RMP when building a bud-
get, focus on stabilizing

. unit core staffing.

. float pool positions.

. vacant positions.

. weekend staffing.

. Stable unit core staffing translates into
. low reliance on supplemental resources.
. reduced operational efficiency.

. decreased patient care quality.

. unforeseeable expenses.

£ AP ONP®W PWNPE

. View your budget as a long-range plan for
how you’ll allocate resources during the next
1. 4 weeks. 3. 12 months.

2. 6 months. 4. 5 years.

5. Which of the following is correct about
hours per patient day (HPPD)?

1. It's rarely used as a care standard.

2. It’s important to group direct caregiving
hours with indirect hours.

3. The direct caregiver HPPD should vary as
census varies.

4. It represents the care standard promised
to the community.

6. The mid-point for care hours in an adult
medical/surgical unit is

1,.5.4. 3.9.4.

o ledy o 4.11.4.

Evaluation: Listed below are statements about the CE offering. Please circle the number that best

indicates your response.

7. The midpoint for care hours in the
intensive care unit is
118: <Ll
20 4. 16.

8. Ideally, you'll budget each department for
an occupancy rate of

1. 65%. 3. 85%.

2. 165%; 4. 100%.

9. Which of the following is correct about
determining each department’s expected
census?

1. It's better to have several fairly empty
departments than a small number of full
ones.

2. The goals are predictability and stable
staffing.

3. The more the census flexes up and down,
the more efficient your resource management
remains.

4. The budgeted average daily census should
be one that the department will maintain for
an average of 4 months of the year.

10. Calculating the necessary number of full-
time employees (FTESs) to yield the desired
care standard to the expected number of
patients in each department accounts for

1. benefit time.

2. staffing deficits.

3. high census.

4. basic daily staffing.

11. To calculate benefit replacement time,
add which of the following to each depart-
ment’s budget?
1. 1-5%

2. 10-15%

3. 20-25%
4. 30-35%

12. Which of the following is correct about a
plan for the float pool costs?

1. The focus is to stabilize unit core staffing.
2. Common primary deficits include a lower-
than-budgeted census.

3. Leaves of absence have minimal impact on
the budget.

4. The focus is to supplement the depart-
ment.

13. When monitoring a variable budget,

1. measure static numbers.

2. measure budgeted FTEs.

3. measure dollars.

4. note how revenues and expenses fluctuate
with volume.

14. Which of the following is correct about
calculating productive hours within a cost

center?

1. Include only direct caregiver hours.

2. It's easier to flex indirect caregivers.

3. Flex staff up and down as census varies.
4. Direct caregivers are often fixed costs.

15. Unfilled positions

1. are especially problematic on weekdays.
2. on weekends and holidays are effectively
managed with response strategies employed
during the week.

3. threaten quality care delivery.

4., should be addressed with weekend bonus-
es and weekend-only programs.

16. Budgeting best practices includes

1. ensuring that the variable staffing plan for
each patient care unit exceeds budgeted care
hours.

2. establishing unit-specific definitions within
direct and indirect categories, excluding multi-
functional workers.

3. excluding the impact of premium strate-
gies, such as bonuses.

4. creating a clear plan for overtime.

17. Which of the following remains constant
with patient volume?

1.'FYES: 3. revenues.

2. dollars. 4. HPPD.

NUMBER CRUNCHING WITH VARIABLE BUDGETS

Answer Form

Disagree Agree
1. | met objective 1. i 2 3 4 1. 2. 3. 4. 5. 6. i 8. 2
2. | met objective 2. 1 2 3 4 (T (o [ s B 1 e 0 s ol v o B G . 9 8 86 e
i i Jity LR NS D2|02l 02l 02l 02| o2l 02| 02| O
4. The objectives related to the overall purpose of the activity. 1 2 3 4 T
5. The learning method was effective for me. 1 2 3 4 08 03|03 03 O3 O3 03] O3, 03
6. It took (hrs.) (mins.) to read and review the article and take the test. 04 04 U4 U4l O4) O4) 04) T4, 4
A'\:; ::]eensed nurse may submit this evaluation form directly to the lowa Board of Nursing. 10. 11 12. 13. 14. 15. 16. 17.
i i Bl S B e ] G B G B, TS (8

Address ONew D202 02| 02(02|02{02) 02
Cit State Zip e T e e LS e L e 4 Gl e R e A

i D4l04l 04l 0aloal oal 04l Da.

Social Security No.

Nursing License No.(s) and State of Licensure

(One of the above numbers is required to process this test.)

Phone Number (home)

(work)

[ Fax my certificate to (fax number)

Before March 31, 2005, cut out or copy this form and mail or fax to: Lippincott
Williams & Wilkins, 2710 Yorktowne Blvd., Brick, NJ 08723, fax number 732-255-
2926, phone number 1-800-346-7844, ext. 6513. Mail your test with a check for

$12.95 (1st test) payable in U.S. funds only, to Lippincott Williams & Wilkins, or

] home ] work

[J Visa
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include your credit card information. Take 75¢ off every test if submitting two or
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