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Part 1: Analyzing Financial and Operational Metrics by Ownership Type

Key Takeaways

e Government/public-owned health systems have the highest average net revenue
per discharge, followed by secular nonprofit and faith-based nonprofit
organizations.

e Despite the extensive existing research of the quality and financial performance
differences at nonprofit and for-profit U.S. health systems, there is limited
understanding of price variation by system.

e Compass+ Exclusive: Comparing Health System Average Net Revenue per

Discharge by Ownership Type
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According to the Centers for Medicare and Medicaid Services, hospital expenditures
were $1.35T in 2022, representing 30% of U.S. national health expenditures of $4.5T. As
the largest sector of the U.S. health economy, hospitals and health systems will

continue to face increased scrutiny from policymakers about the cost of healthcare (i.e.,
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their reimbursements). In this edition of The Compass, we review the extensive exist

research of the quality and financial performance differences at nonprofit and for-prére
U.S. health systems and compare select operational (e.g., hospital ownership) and
financial (e.g., average net revenue per discharge) metrics. While existing research casts
for-profit healthcare in an unfavorable light, it reveals little about the price variation in
nonprofit and for-profit health systems, especially in markets with similar sizes and level
of competition. This analysis serves as a precursor to our exploration into these price

differences (Part 2).

Background

The variation in ownership structures of hospitals and health systems has been a point
of contention for decades. However, these conversations intensified in the 1980s in the
aftermath of significant growth in for-profit hospitals and national hospital systems
between the introduction of Medicare in 1965 and the establishment of the Medicare

prospective payment system in 1983.

Academics have long debated the quality, efficiency, community benefit, financial and
administrative differences between nonprofit and for-profit health systems, rendering
mixed results over the last few decades, but leaning more favorably towards nonprofit
entities in each category.’?3%In 2014, Harvard researchers analyzed hospitals that
converted from nonprofit to for-profit ownership structures and found that converting to
for-profit ownership was associated with net profit margin improvement but not
associated with differences in quality or mortality rates.>® However, University of lllinois
at Chicago in 2018 found that Medicare readmission rates for six major conditions a€"“
acute myocardial infarction (AMI), heart failure (HF), coronary artery bypass graft
(CABG), pneumonia (PN), chronic obstructive pulmonary disease (COPD) and total hip
arthroplasty and/or total knee arthroplasty a€“ were statistically higher among for-profit

hospitals compared with nonprofit or government hospitals.”
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More recently, whether community benefits and charity provided by nonprofit hospitd

and health systems are commensurate with the tax exemptions they receive has been
the subject of debate.® %1112 For-profit institutions have also been subject to scrutiny

around levels of charity care for decades.’® The recent rapid financial unwinding of one
of the largest U.S. for-profit health systems, Steward Health Care, has recentered focus

on the role of private equity ownership in healthcare.’31415

In Part 1 of this series, we first provide an overview of operational differences (e.g.,
number of hospitals and physicians) in U.S. health systems by ownership type and
assess the distribution of for-profit and nonprofit hospitals across states. Next, we
evaluate average net revenue per discharge at U.S. health systems to examine and

compare financial performance based on ownership type.

Analytic Approach

Leveraging the Agency for Healthcare Research and Qualitya€™s Compendium of U.S.
Health Systems (the 4€0eAHRQ Compendiuma€l), we analyzed the 640 U.S. health
systems that represent all non-Federal hospitals.'® We examined operational (i.e.,
number of hospitals, outpatient sites, employed physicians, discharges and beds) and
financial (i.e., net revenue) aspects of health systems by ownership structure. Health
system ownership is generally categorized by tax-exempt status a€“ nonprofit vs. for-
profit a€" but for the purpose of this analysis we categorized tax-exempt as secular

nonprofit, faith-based nonprofit and government/public.

Findings

The AHRQ Compendium lists 640 health systems and 5,763 hospitals. As of 2022, 2,353
non-Federal hospitals have secular nonprofit ownership, 575 have government
ownership, 1,147 have faith-based nonprofit ownership and 1,689 have for-profit
ownership as of 2022 (Figure 1). The 17 for-profit U.S. health systems own almost 30%

of all U.S. non-Federal hospitals.


https://www.cnn.com/2023/07/10/health/nonprofit-hospitals-community-benefits-kff-health-news/index.html
https://www.cnn.com/2023/07/10/health/nonprofit-hospitals-community-benefits-kff-health-news/index.html
https://www.nytimes.com/2022/09/24/business/nonprofit-hospitals-poor-patients.html
https://www.nytimes.com/2022/09/24/business/nonprofit-hospitals-poor-patients.html
https://www.fiercehealthcare.com/providers/nonprofits-hospitals-charity-care-shrank-operating-incomes-cash-reserves-grew-study
https://www.fiercehealthcare.com/providers/nonprofits-hospitals-charity-care-shrank-operating-incomes-cash-reserves-grew-study
https://www.modernhealthcare.com/finance/hospital-charity-care-tax-breaks-lown-institute
https://www.modernhealthcare.com/finance/hospital-charity-care-tax-breaks-lown-institute
https://www.statnews.com/2024/04/08/hca-charity-care-reported-to-medicare-1-billion-higher-than-financials/
https://www.statnews.com/2024/04/08/hca-charity-care-reported-to-medicare-1-billion-higher-than-financials/
https://www.wsj.com/health/healthcare/hospital-chain-financial-crisis-steward-mpt-45be8bfb
https://www.wsj.com/health/healthcare/hospital-chain-financial-crisis-steward-mpt-45be8bfb
https://www.statnews.com/2024/04/03/massachusetts-senators-elizabeth-warren-ed-markey-steward-health-care-hospitals/
https://www.statnews.com/2024/04/03/massachusetts-senators-elizabeth-warren-ed-markey-steward-health-care-hospitals/
https://link.axios.com/click/34984844.56703/aHR0cHM6Ly93d3cuYXhpb3MuY29tLzIwMjQvMDQvMDQvc2VuLW1hcmtleS1vZmZlcnMtYmlsbC10by1ibG9jay1wcml2YXRlLWVxdWl0eS1kZWFscy1pbi1oZWFsdGgtY2FyZT91dG1fc291cmNlPW5ld3NsZXR0ZXImdXRtX21lZGl1bT1lbWFpbCZ1dG1fY2FtcGFpZ249bmV3c2xldHRlcl9heGlvc3ZpdGFscyZzdHJlYW09dG9w/610c0f53e3643a2b632ca821Bfde3eb65
https://link.axios.com/click/34984844.56703/aHR0cHM6Ly93d3cuYXhpb3MuY29tLzIwMjQvMDQvMDQvc2VuLW1hcmtleS1vZmZlcnMtYmlsbC10by1ibG9jay1wcml2YXRlLWVxdWl0eS1kZWFscy1pbi1oZWFsdGgtY2FyZT91dG1fc291cmNlPW5ld3NsZXR0ZXImdXRtX21lZGl1bT1lbWFpbCZ1dG1fY2FtcGFpZ249bmV3c2xldHRlcl9heGlvc3ZpdGFscyZzdHJlYW09dG9w/610c0f53e3643a2b632ca821Bfde3eb65
https://www.ahrq.gov/chsp/data-resources/compendium-2022.html
https://www.ahrq.gov/chsp/data-resources/compendium-2022.html

FIGURE 1. CHARACTERISTICS OF U.S. NONPROFIT AND FOR-PROFIT HEALTH SYSTEMS, 2022
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The mix of ownership of hospitals varies among states and has been shaped over the
past 50 years by population demographics and state-level regulations, particularly
Certificate of Need. Texas has the highest number of for-profit hospitals in the U.S,,
while Louisiana has the highest proportion of for-profit hospitals (59.4%). Conversely,
Vermont and Hawaii do not have any for-profit hospitals. While California and
Pennsylvania lead the U.S. with the highest number of secular nonprofit hospitals,
Vermont (93.8%), Maine (81.6%) and Montana (78.3%) have the highest proportion of

secular nonprofit hospitals.
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FIGURE 2. SECULAR NONPROFIT AND FOR-PROFIT NON-FEDERAL HOSPITALS,

BY STATE, 2022
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Despite the motives commonly ascribed to for-profit healthcare, tax status is not
correlated with the most basic unit economic of a hospital: average net revenue per
discharge. As every experienced healthcare executive knows, Medicare reimbursement
is adjusted for a national wage index, resulting in higher average Medicare
reimbursements per discharge in urban areas, a pattern also generally reflected in

commercial reimbursement.

We compared the net revenue per discharge by ownership category and highlighted the
three health systems with the highest average net revenue per discharge in each
ownership category as set forth in the AHRQ Compendium. Our analysis reveals that
University of California Health has the highest average net revenue per discharge of
$99,201 of any health system in any ownership category (Figure 3). While HCA
Healthcare has the highest annual net revenue of the health systems analyzed, it has

the lowest average net revenue per discharge.
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FIGURE 3. HIGHEST-NET-REVENUE HEALTH SYSTEMS BY OWNERSHIP TYPE,

RANKED BY AVERAGE NET REVENUE PER DISCHARGE, 2022
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Compass+ Exclusive: Comparing Health System Average Net Revenue per
Discharge by Ownership Type

FIGURE 4. U.S. HEALTH SYSTEM NET REVENUE VS. TOTAL DISCHARGES,

BY OWNERSHIP TYPE, 2022
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Conclusion

While there are numerous metrics to evaluate quality, efficiency, administrative burden
and financial performance across U.S. health systems, this analysis highlights the
widely disparate unit economics among secular nonprofit, for-profit, faith-based
nonprofit, and government/public health systems. Contrary to common belief, for-profit
health systems do not have the highest average net revenue per discharge, suggesting
that their financial performance is attributable to is attributable to something other than

the fundamental unit economic of average net revenue per discharge.

Effective public policy always begins with accurate benchmarks, and it is incumbent on
policymakers to have an accurate understanding of clinical, operational and financial
benchmarks for healthcare providers before implementing broad changes. These
findings call into question some of the most deeply held beliefs about the impact of tax
status on health system performance and point to a need for further research into the
variations in several metrics across different ownership structures. These findings also
raise questions about how negotiated commercial rates vary for the same services
within the same market across health systems of different ownership types, a topic to
be explored next week in the Part 2 of this series exploring the reimbursement

differences between nonprofit and for-profit health systems.

Thanks to Katie Patton for her research support.
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