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Introduction

River Community Hospital is presented as an acute-care, not-for-profit organization whose leadership
is concerned about financial performance. Evaluating that performance requires more than looking at
whether revenue increased or whether one year ended with less cash. The statement of financial
position, statement of operations, and statement of cash flows answer different questions and must
be interpreted together. A hospital can own substantial assets while facing near-term liquidity
pressure, report growing revenue while expenses rise faster, or experience a decline in cash because
it purchased equipment rather than because operations failed. Not-for-profit organizations also have
mission obligations and may hold donor-restricted assets that are unavailable for general use. The
figures provided for River Community Hospital therefore offer useful signals but are insufficient for a
definitive judgment without audited statements, footnotes, budgets, operating statistics, and details
about payer mix, debt, capital projects, and restrictions. A sound review should connect financial
statements with liquidity, operating margin, utilization, staffing, quality, and mission performance
before management decides whether the hospital’s reported trends are healthy or require corrective
action (Gapenski & Pink, 2015).

Financial Position, Liquidity, and Solvency

The hospital’s statement of financial position reports assets, liabilities, and net assets at a particular
date. The case provides 2017 liabilities of $4.401 million and net assets of $32.079 million, which
would imply total assets of approximately $36.480 million if the figures are complete and expressed
in the same units. That relationship suggests relatively low reported leverage, but it does not
establish that the hospital stayed within budget or possesses abundant spendable cash. Buildings,
equipment, restricted investments, and receivables can make net assets look strong while
unrestricted liquidity remains weak. Management should therefore calculate the current ratio, days
cash on hand, days in accounts receivable, cash-to-debt, and debt-service coverage while separating
unrestricted resources from donor-restricted funds. Solvency also depends on debt maturities,
interest rates, lease obligations, and future capital needs. A hospital with old facilities may require
substantial investment despite a favorable current balance sheet. The important question is not
simply how many assets exist but whether enough accessible financial resources are available to
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meet payroll, suppliers, debt service, patient-care obligations, and foreseeable replacement needs.

Understanding the Decline in Cash

The case reports that cash decreased by $2.274 million during 2017, from approximately $5.069
million to $2.795 million. The arithmetic is straightforward, but the interpretation is not. A cash
decline can result from weak operations, slow collections, debt repayment, equipment purchases,
construction, investment transactions, or several of these factors occurring together. The statement
of cash flows should therefore be separated into operating, investing, and financing activities. Positive
operating cash combined with a planned capital purchase would raise different concerns from
negative operating cash caused by recurring losses or rising receivables. Management should
reconcile the entire $2.274 million decline and determine whether minimum liquidity targets or lender
covenants were approached. If accounts receivable increased substantially, the revenue cycle should
be examined for registration errors, delayed claims, denials, contractual adjustments, or payer delays.
If capital spending caused the decline, leadership should compare the expenditure with the approved
capital plan and future debt capacity. Cash is a safety resource in healthcare because payroll, drugs,
supplies, and emergency capacity cannot be supported merely by illiquid property values.

Revenue Growth, Expenses, and Operating Margin

Total revenue reportedly increased from $28.796 million in 2015 to $34.582 million in 2017, an
increase of about $5.786 million or roughly 20.1 percent over two years. This is a favorable growth
signal but does not demonstrate that profitability improved. Revenue may rise because patient
volume increased, services became more complex, reimbursement changed, new programs opened,
or rates increased. If salaries, agency staffing, pharmaceuticals, supplies, purchased services,
depreciation, or interest rose faster, the operating margin could still deteriorate. A not-for-profit
hospital should distinguish operating income from the overall change in net assets because
investment gains, contributions, or other nonoperating items can make total performance look
stronger than core patient-care operations. Leadership should therefore calculate operating margin
and total margin across several years and compare them with budget and suitable peer organizations.
Recurring operating losses funded through volatile investment returns are not a stable model.
Conversely, one negative total year driven by market losses may not mean that patient-care
operations are failing. The source of the change matters as much as the final number.

Connecting Finance with Operations and Payer Mix

Hospital financial statements become more useful when linked with admissions, patient days,
emergency visits, outpatient encounters, surgeries, occupancy, case mix, length of stay, and staffing.
A rise in revenue caused by greater patient volume carries different implications from one caused
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mainly by rate changes. Payer mix is equally important because Medicare, Medicaid, commercial
insurers, and self-pay patients differ in reimbursement, payment timing, contractual terms, and
collection risk. Management should track denial rates, accounts-receivable aging, contractual
allowances, and concentration among major insurers. Labor is often the largest operating cost, so
vacancies, overtime, agency use, turnover, productivity, and benefit costs deserve close attention.
Supply and pharmaceutical expenses should also be analyzed for price changes, waste, clinical
variation, and purchasing opportunities. Cost control, however, cannot be separated from patient
safety. Indiscriminate staffing reductions can increase adverse events, burnout, readmissions, and
turnover, ultimately worsening financial performance. The objective is to remove low-value processes
and variation while protecting the staffing, equipment, and capacity required for safe clinical care.

Management Priorities and Financial
Recommendations

River Community Hospital should use a structured multi-year review rather than react to isolated
figures. Leadership should first prepare three- to five-year trends for revenue, operating expenses,
margins, cash, receivables, debt, capital expenditure, and net assets. Second, the finance team
should reconcile the cash decline by operating, investing, and financing activity and establish a
minimum unrestricted-liquidity target. Third, service-line analysis should identify programs that
produce positive contribution, programs that require redesign, and services that may be strategically
essential despite weak standalone margins. Revenue-cycle improvement should focus on accurate
registration, coding, documentation, clean claims, denial prevention, and timely follow-up. Capital
projects should be prioritized according to safety, regulatory requirement, strategic value, and
financial return. Finally, the board should review expected, adverse, and best-case scenarios rather
than rely on one forecast. These analyses should be integrated with quality, patient experience,
workforce stability, infection rates, access, and community benefit because financial sustainability in
a not-for-profit hospital exists to support mission and patient care rather than replace them.

Conclusion

River Community Hospital’s rising revenue and relatively high net assets are encouraging indicators,
but neither establishes financial health by itself. The 2017 decline in cash requires explanation, and
the meaning of revenue growth depends on how expenses, operating margin, and patient activity
changed over the same period. The statement of financial position shows resources and obligations,
the statement of operations explains revenues and expenses, and the cash-flow statement reveals
how liquidity moved through operating, investing, and financing activities. These statements should
be read with footnotes, budgets, payer mix, debt terms, accounts receivable, capital plans, and
clinical operating indicators. Management should therefore avoid both complacency and alarm based
on incomplete information. The most appropriate response is disciplined analysis: reconcile the cash
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decrease, test short- and long-term liquidity, examine the quality of operating earnings, identify cost
and revenue drivers, protect essential clinical quality, and build a multi-year forecast with stress
scenarios. This approach allows the hospital to distinguish a planned use of financial resources from a
developing operational weakness before strategic decisions are made.
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