WILLMAR

FINANCE

*

Finance Committee Meeting
4:00 P.M., Monday, November 26, 2012
Willmar Municipal Utilities Auditorium

Chair:

Denis Anderson Members:

Vice Chair:  Rick Fagerlie

AGENDA
Public Comment
Rice Hospital Budget Presentation
Willmar Municipal Utilities Budget Presentation
2013 Mayor's Proposed Budget
Future Meeting Agendas
A. Western Interceptor Final Budget
B. Update 1995 Contribution Policy
C. LELS 2012 Budget Amendment

Miscellany

Adjourn

Wilimar

All-America City

2005

City Office Building
Box 755
Willmar, Minnesota 56201

320-235-4984
FAX: 320-235-4917

Jim Dokken
Tim Johnson

B L | I B

RN a1 S | i S Uik 1 UL L R R e



Rice Memorial

Hospital
2013 Budget

Presented to:

City Council

November 26, 2012



To: City of Willmar

From: Mike Schramm
Bill Fenske

Date: November 15, 2012

Subject: 2013 Budget

Attached is the 2013 Budget which has been approved by the Rice Memorial Hospital
Board of Directors at its meeting on November 14, 2012, Previously the Rice Executive
Team had received support from the Finance Committee at its meeting on November 6,
2012.

The 2013 Budget was developed based on assumptions that were reviewed and approved
in the 5-Year Financial Plan. However, there are a couple of assumption changes from
the approved 5-Year Financial Plan that need to be noted. The first assumption relates to
volumes and revenues. The 5-Year Financial Plan was prepared earlier this year and was
based on 2011 activity and 2012 budgeted activity. However, the volumes and revenues
have significantly declined and thus the 2013 budgeted assumptions needed to reflect the
revised and more accurate 2012 numbers.

Adjusting the volume assumptions resulted in the overall operating income margin
declining from a 5-Year Financial Plan projection of 3.4% to the current 2013 Budget of
2.4%. The positive impact that the Therapy Suites has realized is more accurately
reflected in the 2013 Budget. In addition, Home Medical activity has been adjusted to
more accurately reflect 2012 activity which will result in another year of adjusting the
operation in order to meet Rice’s strategic growth initiatives. We realize that this is
taking longer than anticipated, but still believe Rice is on the right track to strategically
position Home Medical. The 2013 Capital Budget is the same as what was approved in
the 5-Year Financial Plan.

A summary of Key Indicators are as follows:

2013
Key Indicator 09/30/2012 (5-Yr. Plan) | 2013 Budget | Benchmark

Operating Margin % -0.5% 3.4% 2.4% 2.2%
Excess Margin % 0.6% 4.6% 3.2% 2.8%
EBIDA 10.3% 14.6% 12.5% 10.8%
Debt/Capitalization 44% 43% 42% 39%
Debt Service Coverage 2.6x 3.6x 3.1x 2.9x
Net Days in Receivables 57 50 50 46
Days of Cash 112 131 129 131
Unrestricted Cash/Debt 62% 77% 75% 87%
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FTE/Adj. Admit 14.5 14.4 14.7 14.9
FTE/Adj. Patient Day 4.1 4.1 4.1 4.1
Controllable

Expense/Adj. Admit $8,236 $8,363 $8,630 $8,682
Compensation Ratio 50.9% 48.3% 49.6% 50%
Capital Expense Ratio 9.2% 9.8% 9.1% 6.9%
Care Center

Hours/Resident Day 6.2 6.0 6.7 5.8
Sales/FTE-Home

Medical $145,749 $174,686 $159,750 $170,000

The average daily census is projected to be 32 in 2013 compared to the projected 2012
census of 32.9. Qutpatient activity is projected slightly up by 1%. The current staffing
models should continue to work into 2013 even though the census will be slightly lower
in 2013; however, close scrutiny will be necessary for all staffing within the organization,

Rice is projecting a positive Operating Margin of 2.4% for 2013 compared to the
projected 1.3% for 2012 which is down from the 2011 Operating Margin of 4.4%. The
2012 projected Operating Margin of 1.3% includes $1.2 million of “Meaningful Use”
reimbursements which was received today and relates to the Epic Project. Rice’s Excess
Margin for 2013 is projected at 3.2% compared to the projected 2012 margin of 2.3%;
last year’s margin of 5.8%; and the industry benchmark of 2.8%. The EBIDA ratio is
projected at 12.5% for 2013 compared to projected 2012 of 11.8%; last year’s 14.6%; and
the benchmark of 10.8%. Although productivity ratios at the Hospital have crept up from
last year and projected 2012, the ratios are still in line with benchmark data.

The various worksheets related to the 2013 Budget are as follows:

Tab 1 Statistics & Volumes
Tab 2 Financial Statements

- Balance Sheet

- Income Statement

- Cash Flow Statement
Tab 3 Key Indicators
Tab 4 Capital Budget
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Process:
The building of the budget was based upon four major components; capital expenditures,
statistical indicators, revenues & contractual allowances, and operating expenses.

Capital:
The first step was to develop the capital expenditure budget. The purpose was to identify

capital expenditures for next year related to new initiatives, new technology, or
replacements. With any capital expenditure there are related operating expenses in
addition to depreciation expense that will affect the operating budget. These expenses
could relate to improvements in efficiencies, reduction of service contracts or other
expenses, or increased volumes. Once these are identified, they are incorporated into the
operating budget. In addition, if a capital expenditure request is greater than $50,000,
then a financial analysis is performed specific to the request to determine how the request
is related to one or more of Rice’s Five Pillars as well as determining an internal rate of
return, if applicable.

Prior to reviewing all of the requests, a budgeted dollar amount is determined. This is
based on the 5-Year Financial Plan which incorporated a routine capital expenditure
budget of approximately 110%-120% of equipment depreciation expense. The requests
were further broken down imto four categories; major equipment, equipment <$15,000,
computer equipment & software, and minor projects. In addition, $800,000 was
unallocated and put in a contingency category for unforeseen needs that arise during the
year. The 2013 Capital Budget includes renovation expenditures at the Care Center,
renovation at three Home Medical stores, and a permanent solution for the store in
Redwood Falls.

A multi-disciplinary committee was developed consisting of directors from across the
organization. The committee reviewed the requests and then prioritized the requests
based on the Core Goals and an internal rate of return. Once the capital budget is
approved, only items greater than $50,000 or unbudgeted items will be further reviewed
during the year; otherwise, items approved in the budget or items less $15,000 will be
approved by the appropriate executive at the time of the request.

Statistical Indicators:

A preliminary 2013 statistical budget was drafted and sent to all directors for
departmental review. The directors reviewed and in a few cases modified the 2013
statistical budget and returned the statistics back to Finance. It is from these statistical
indicators that the revenue and expense budgets were built upon. Rice is projecting
declining inpatient volumes in 2013 as compared to actual 2012 and mostly stable
volumes in the ancillary departments.

Revenues & Contractual Allowances:

This component of the budget was derived and determined by the Director of Revenue
and Reimbursement. The final statistical indicators were utilized to determine revenues.
Revenues in this budget assume an overall average of a 3% price increase. Actual
increases by procedure, service, or department may vary from the overall 3% average.
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Once again, historical data was compiled related to revenues in terms of revenue by unit
within each revenue producing department. The price increase was then applied to the
projected 2013 revenue per unit and then multiplied by the statistical indicator to
determine total revenues.

Contractual allowances were determined based on historical trends in terms of payor mix,
the net revenue reimbursement rate, and projected reimbursement increases by major
payor category (Medicare, Medicaid, Blue Cross, and Commercial). From these
calculations and deducting these amounts from total patient revenues, net patient
revenues were calculated. This was then compared to a blended or weighted
reimbursement increase and the projected total volume increase.

Operating Expenses:

The historical operating expenses were gathered by department and included with the
projected 2012 operating expenses by department. It should be noted that the projected
2012 operating expenses were based on YTD July 2012 results and then annualized.
Statistical indicators and paid staffing hours by department were also included to
calculate expense and hours per unit calculations going back to 2003. A preliminary
2013 operating expense budget was projected by Finance based on historical trends of
expense and hours per unit assuming per unit increases in salaries, benefits, and most all
of the expense categories. This preliminary 2013operating expense budget was then sent
to the directors for their review.

Department directors reviewed their budgets with the Finance Staff as well as their
respective executive and modifications were proposed. Once all of the departmental
budgets were returned to Finance, they were once again compiled.

Major Initiatives:
There are no other major initiatives that are being developed or that have been developed
that are not included above.
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Tab 1

Statistics
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Tab2

Financial Statements
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Capital Budget
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WILLMAR MUNICIPAL
UTILITIES

2013 WMU BUDGET OVERVIEW .

2012 was a year to move from a reactive mode towards a proactive mode, We had retirements of key
people that had not been adequately planned for, so the replacements are still getting up to speed with
the WMU “‘way of operating”. 2013 will see them getting all the processes and procedures down. We
also anticipate that their “fresh set of eyes” will see areas we can improve and make our procedures
more efficient.

Financially, through September of 2012, electric revenue has exceeded estimates mainly in the
commercial and industrial sectors due to increased demand. Residential electric revenues were slightly
helow estimates in the same time frame due to reduced demand. Water revenues were slightly higher
than forecast mainly due fo dry weather. Heating revenues were fow due to a very warm 2012 portion
of the winter.

Overall financial performance is highly dependent on the cost of power. In 2012, MISO market power
pricing was lower than budgeted because of low natural gas pricing and a lower regional demand.
Existing power purchase contracts covered almost all the requirements for the year, and any market
purchases we did make had a relatively small impact on overall costs. In July, WMU signed a long term
contract with CMMPA for over @ MW of nuclear generated power with a start-delivery of August. This
expense was not anticipated during the 2012 budgeting process, so the savings realized from low
market pricing early in the year will be spent on the new contract the final months of the year.

Projects started in 2012 that will run into 2013 include the water plant life extension project, carhoe
unloading system, and the storm water drainage project.

The 2012 projected budget shows revenues adequate to cover expenses with enough retained earnings

to fund capital projects. Looking at the 2013 budget, revenues are projected to cover the approved
budget expenses. However, as 2013 progresses and we have a better idea how the new power
purchase contract affects the financial performance, we will study whether a rate adjustment may need
to be considered in 2014,

The year 2013 will be a year of preparation.

Power Plant Operations and Maintenance
The Power Plant will overhaul turbine #3, the unit that we run 24-7, eleven months of the year Wthh

provides power to our grid and steam to our district heating system. The estimated cost to just open up
the cover of the turbine, clean, maintain and rebalance the rotor inside and work on the rest of the
contents of this turbine is $250,000. If we discover any major issue once we open it up, the bill to put it
back together will be higher, depending on what is found.

Associated with the Power Plant are equipment repair and maintenance projects that allow for the
normal operation of it. The coal unloading system, steam valves, safety issues, and normal wear and
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tear have caused some maintenance needs o be addressed. These needs are essential for normal
operating and are not included in the future upgrade project that was permitted in March of this year.

The capital projects planned for 2013 will mainly be to prepare for future projects that will cost much
more.

Prepare for a Cooling Tower Replacement ($0.5 million)
2013 will be a design and permit investigation year so we could move on the project in 2014.

Prepare for Power Plant Upgrade (tota! possible cost is $16 million)
The permit states that if we start the upgrade, which includes a baghouse, biofuel handling, coal dust
contro! and all the other things that will make the plant ready for co-firing biomass, we have to do

everything at once.
Preparation for this is mainly financial in 2013.

Prepare for a Transmission Substation (52.3 million)
There are issues such as land acquisition, an Xcel interconnection agreement, and other foundational

nheeds to be met prior to actual design and build in 2014 and possibly 2015.

Prepare for Power Purchase Contracts ($150,000 operating expense)

In 2012, we were able to take advantage of a long term contract for a portion of our needs that is
projected to limit our risk o market price fluctuations for many years in the future. In 2013 we will
continue to work on acquiring other power purchase contracts with cost and risk mitigation in mind.

Prepare to Rebuild our Mobile Sub Transformer (4,000 to $350,000)
Recent testing revealed damage that needs to be addressed. This means we will send It to a vendor who
specializes in this type of work. Once they open up the tank, we will know what will need to be done.

Best case is a cleanup , worst case may be a rebuild.

Prepare for Final Undergrounding Projects ($150,000 2013 and $154,000 2014)

After over 25+ years of converting our residential distribution system to underground system, we are
nearing the last projects. The main feeders will remain overhead to enhance reliability, but the system
that serves our residential customers will be mainly underground. The next phase of our
undergrounding efforts will be replacing what was installéd in the 1970’s and 1980’s.

Prepare to Integrate the KPC System in the City on the South Side of the Hwy 23 Bypass ($2.03 million)
Work to integrate the KPC system that serves Abbot Drive and the Mills auto center will include feeder
lines that will run under the bypass as well as a new distribution substation inside the Willmar

substation.

Prepare for LED Street Lighting (510,000)
As LED technology improves and prices come down, the replacement of our existing fleet of High

pressure sodium street fights becomes a real possibility. 2013 will be used as a test year to see how
some of the newest units perform. The winners may not be known for a while, but we will have data to

help make that decision.

Prepare to Upgrade our Meter Reading System ($50,000)
Our meter reading system is not being supported by the original vendor, and is showing cracks. The
latest technology is also known as smart metering, a possible two way communication between the
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utility and our customers. These systems are very expensive; so 2013 will be a year of analysis and
testing of various systems and their potential for WMU.

Prepare for Water Treatment Plant Upgrades ($6.9 million across 2014-16)

The water treatment plants were built in the early 1990’s and have done their job of removing iron from
our water supply very well. Lately, they have shown signs that they may need some work. Adding to
that, there are regulations that we need to comply with and a plan has been put into place to upgrade
these plants. In 2012, the Commission was shown a plan that first uses a pilot plant that investigates
how to comply with the new rules. Once a process is found that will treat our water to satisfy the new
rules, a detailed design using as much of our existing plant will be done. In 2015 and 2016 the plan is to
remodel the existing plar'lts to the new standards.

Prepare for Retirements

In 2012, as stated above, there was not a replacement hired in time to learn from the retiring person. As
we move forward, we plan to be able to put the replacements in place while the existing employee Is
still here or spend more time and effort documenting the S|gn|flcant institutional knowledge our retiree
has before they leave.

Prepare for Future

In 2010, WMU engaged an architect firm to study our space, how we use it and what could be done to
improve our operations. The results of that study clearly show that WMU has outdated buildings with a
host of issues, and that our organization is segmented with separated buildings that cause much
inefficiency in the operation. As we move into the future, the Commission approved plan should be
followed and new facilities should be considered.
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