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Today’s Focus

• Main causes for excessive labor expenses

• Why do we use premium dollars

• Relationship among budgets, volume variation, and 
premium costs

• Controlling labor costs
– Resource utilization

– Service utilization

– Staffing strategies

– Scheduling strategies
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Causes for Excessive Labor Costs

• Resource Utilization - Too many resources used for the 
workload leads to wasted productivity
– Lack of FTE control

– Inefficient processes

– Includes overhead

• Inappropriate Skill Mix – Using the wrong kinds of 
resources for the assigned workload
– Poor management

– Lack of available resources
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Causes for Excessive Labor Costs

• Utilization of Services – Applying the wrong types of 
services or excessive services on patients
– Examples: Diagnostic tests, length of stay, telemetry days

– Even if resource utilization is perfect, utilization of services will lead 
to excessive labor costs

• Poor Quality of Care – Can lead to additional workload
– Readmissions

– Increased length of stay

– Additional tests and procedures

• Cost of an employee hour
– How much attention do we give on how much we pay for each 

employee’s hour of work?
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How much does an hour cost?

• There are only two factors that effect cost of employee 
hour: how much we decide to pay them and premium pay

– Rate of pay
• Skill Mix

• Seniority

• Market Value

– Premium pay
• Straight overtime

• Incentive bonuses

– Deviation from the expected mean of volume
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How much does an hour cost?

• But why do we have so many premium hours?
– “I brought in the on-call person because someone was 

sick.”
– “I had open slots due to vacation schedules.”
– “I had to post overtime due to three open positions.”
– “Had to stay late to get my work done.”
– “We were busy and had to work through lunch.”

• These are all true, but have you heard your manager say:
– “We deviated from the expected mean of the budgeted 

volume.”
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Deviation from the Mean

• Bi-weekly volume curve for actual Med-Surg nursing unit in 
patient days

• Notice that volume budget is slightly less than actual mean
• Expense per unit is at its best when volume is closest to 

the budget
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Deviation from the Mean

• As volume decreases, expenses per unit increase
– Department is actually over budgeted for the demands of data 

points on left side of bell curve
– Fixed hours have greater impact on costs
– Managers find it more difficult to cut hours on enough resources to 

adjust for volume
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Deviation from the Mean

• As volume increases, expenses per unit increase
– Unit not budgeted to meet demands on right side of bell curve
– To meet demand, managers add hours in the form of overtime, 

bonuses, auction, and agency
– The bigger the deviation, the more expensive the hour as 

managers become desperate to make deals
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Variation – A Surgical Example

• Standard Deviation is +/- 50 cases biweekly
– Monday – 50 +/- 9 cases

– Tuesday – 48 +/- 6 cases

– Wednesday – 47 +/- 10 cases

– Thursday – 50 +/- 13 cases

– Friday – 43 +/- 9 cases

• How do we make resources flexible enough to handle 
variation?
– could be a swing of 26 cases 

– could be the difference of staffing 8 rooms
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Dealing with Variation

6048362412

Median

Mean

50.049.549.048.548.047.547.0

1st Q uartile 44.000
Median 50.000
3rd Q uartile 54.000
Maximum 68.000

47.236 49.382

49.000 50.000

8.712 10.235

A -Squared 5.02
P-V alue < 0.005

Mean 48.309
StDev 9.412
V ariance 88.591
Skewness -1.56654
Kurtosis 4.76214
N 298

Minimum 5.000

A nderson-Darling Normality Test

95% C onfidence Interval for Mean

95% C onfidence Interv al for Median

95% C onfidence Interval for StDev
95% Confidence Intervals

Summary for CountOfPrimary Procedure

• Daily Budget 
= 48

• Daily Average 
= 48

• But do we do 
48 cases 
every day?



12

Dealing with Variation

• Staffing with average volume
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Dealing with Variation

• Staffing with less than average volume
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Dealing with Variation

• What happens when volume is high?
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Increasing Labor Costs – A Case Study

• Spartanburg Regional Medical Center

– 588 beds

– 217,500 Adjusted Patient Days

– 4,113 Budgeted FTE

• Nursing Unit Incentive Policy

– Shift Auction – Shifts are paid at a rate of $35/hour and 
decrease 50 cents per subsequent bid

– Agency – very little is used, but paid at $55/hour and 
above when used

– Fiscal Year 2009
• Over 24,000 hours used at auction rate or $1.069 million
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Nursing Staffing Grid by Patient Day Volume

By calculating the fixed and variable hours needed at every 
census level, and then determining whether the budgeted 

FTE could cover the needed hours, I was able to make 
assumptions about Auction, Overtime, and Agency. I was 

then able to calculate cost per patient day.
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Nursing Cost per Patient Day
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How Auction Dollars Change the Expectations
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Auction Almost Always Comes with Overtime
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Cost per Patient Day if We Use Agency
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A Closer Look
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Case Study

• Does it really add up to much?
– If Spartanburg’s productivity is off by 5%, it can mean the difference 

of $14 million to the bottom line
– The cost of adjusting up to volume demands is at least $7.7 million

• Other Issues
– $1.069 million for incentives to work extra shifts
– $9.415 million in overtime
– $1.803 million for shift bonuses
– Documented nurse managers’ frustration with scheduling 

resources
– Documented lack of control of resources working for multiple 

departments
– Documented lack of control over PRN employees
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How do we reduce labor expenses

• Resource Utilization

– Benchmarking
• FTE levels per volume unit

• Skill Mix

• Labor expense per volume unit

– Productivity Monitoring
• Are we practicing appropriate resource utilization

• Is skill mix being used appropriately

• Is our labor cost per unit achieving budgeted targets

– Strong FTE Control Program
• Tracking of position control

• Committee to review new and replacement FTE

• Accountability to labor targets
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How do we reduce labor expenses

• Utilization of Services
– Clinical Benchmarking – Look for opportunities in areas 

that are known to increase expenses
• Patient days by DRG

• Readmission Rates

• Infection Rates

• Number of diagnostic studies by DRG

• All of these will lead to increased labor costs, but it 
will not show up when benchmarking operational 
indicators
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How do we reduce labor expenses

• Avoid the Premium Dollars
– Avoid building workload queues

– Improve employee scheduling practices

– Decrease the mix of full-time employees

– Make your float pools work for the hospital, not 
themselves

– Increase the ability to share resources

– Create a culture that does not reward “holding out”
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Reducing the Need for Premium Dollars

• Avoid building workload queues
– Queuing Theory states that it takes twice as many resources 

to decrease a queue than it does to normally run a process

– Hospital departments are notorious for scheduling resources 
based on traditional first and second shift start times.

– All department managers should know their demand rates by 
hour of the day in order to build effective resource schedules

– Employees may find themselves finishing tasks before it is 
time to clock-out if we do not allow the work queue to build 
earlier in the day, thus avoiding unnecessary overtime.
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Reducing the Need for Premium Dollars

• Decrease the mix of full-time employees
– When volume is high, not having enough resources is the 

result of having no room to grow. It is not the fault of the 
budget.

– Increase number of part-time positions – by having just two 
0.5 FTE positions, a department can expand a whole FTE 
without going into premium pay

– Add PRN positions – in return for a slightly higher rate of pay 
and flexibility, some employees can fill open slots without 
going into overtime

• Do not have to be budgeted resources
• Former employees can be great PRNs because they 

require no orientation
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Reducing the Need for Premium Dollars

• Float Pools – “Why am I paying them extra just so to give 
them the benefit of working when they want to?”

– Best Practices
• Rate of Pay vs Benefits

• Don’t promise only certain shifts

• Let them find open shifts

• Do Not Reward Holdout Behavior
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Reducing the Need for Premium Dollars

• Improve employee scheduling practices
– Get away from schedules being posted on paper in the department 

lounge
– Move toward an internet based scheduling system where 

employees and managers always have access to the schedule
• Increased communication will allow for increased accountability and 

employee satisfaction

– Choose a system that allows employees to compete for open slots 
in the schedule.

– When selecting employees who have signed up to fill an open 
position, make sure the manager has ability to make the best 
selection based on cost and/or experience of employee

• Most incentive based systems are more beneficial to the lower paid, 
less experienced employee
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Reducing the Need for Premium Dollars

• Increase the ability to share resources
– How many times do we see one department struggling to keep up 

while another department is sending employees home?
• Causes overtime to be used when available resources may have been 

on the next unit

– Make sure your scheduling system gives both employees and 
nursing supervisors ability to view schedules of multiple units

• Not just for nursing – radiology, labs, physician offices, and others can 
all benefit from sharing resources



31

Reducing the Need for Premium Dollars

• Create a culture that does not reward “holding out”
– Post schedules with open slots and allow “available” resources to 

complete
• Creating a schedule with ‘holes’ is very hard for a nursing manger to 

accept
• Do not make deals with employees while creating the schedule!

– Establish incentive to fill open slots, but never increase as date 
approaches

• If employees sense you will increase incentive, they will wait

– Create policies that deal appropriately with open slots
• On-call
• Mandatory overtime
• Pulling resources from other units
• Using Agency to cover shifts – this is a last resort, but may be 

necessary to combat ‘hold-out’ behavior



Questions


