
Healthcare observers were split between the November elections
and the economic downturn as their choices for the top hospital
stories of the years. Both impacted hospitals in multiple ways and

will continue to exert influence on hospital finances and operations and
access to quality hospital care for years to come.

While the obvious top choices were related to the economy and the elec-
tions, laws, regulatory and reimbursement changes, executive turnover
and government inaction also impacted hospitals in 2008. Surprisingly,
there were no groundbreaking qui tam lawsuits, civil settlements or crim-
inal cases making the list, nor were there any huge healthcare transactions
like last year’s $5.1 billion purchase of Triad Hospitals by Community
Health Systems.

Here are the choices of top healthcare industry leaders for the stories that
affected hospitals the most in 2008.

1. Economy. No surprise here. It’s frozen credit and financial markets,
shrunken hospital investment portfolios and cost millions their jobs and
health insurance. With the decline in personal and corporate revenue
comes the reduction in state and federal tax income, causing government
hospital owners and Medicare and Medicaid to cut and reassess spending
on health programs. 

“The economic meltdown has already had a big effect on hospitals and we
haven’t felt the complete blow of it yet,” says Chip Kahn, president and
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15 Hospitals with 
Great Orthopedic 
and Spine Programs
Cleveland Clinic. This academic medical center is located in Ohio and treats a
variety of musculoskeletal impairments in its orthopedic department and has its very
own center for spine health. Established in 2003, it covers the full scope of spinal
services. The center has specialists in neurosurgery, orthopedic surgery and medical
spine, as well as experts in manipulation and interventional pain management. These
specialists work together to diagnose and treat spinal disorders, including scoliosis,
spinal stenosis, chiari malformation and spinal tumors. For the past several years,
U.S. News & World Report has consistently ranked the Cleveland Clinic’s department
of orthopedic surgery among the nation’s top five orthopedic programs and the num-
ber one program in Ohio. Each fall, physicians in the orthopedic department pub-
lish an orthopedic insights newsletter, which can be obtained online. 

Duke University Medical Center. Located in Durham, N.C., Duke
University Medical Center’s orthopedic department is not only home to expert
orthopedic surgeons, but also two orthopedic traumatologists who specialize in
the management of complex fractures. In addition to handling bone and soft 
tissue cancer, elbow, hand, foot and ankle problems, the department also 
performs joint replacement (including hip and knee). Like many orthopedic 
programs, Duke also covers sports medicine and spine issues, and orthopedic
trauma. Previously known as the Duke University Hospital and Medical School,
Duke University Medical Center was established in 1930 and now occupies 7.5
million square feet in 90 buildings on 210 acres. 

El Paso Specialty Hospital. El Paso is an innovative orthopedic surgical facil-
ity that specializes in orthopedic and spine surgeries as well as pain management. Its
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Letter from the Editor

2009 will be a challenging year for hospitals and
health systems nationally. There are a handful of
core considerations that parties should take into
consideration as they make their plans for the
coming year.

1. There will be some deceleration in
outpatient and possible inpatient 
procedures.

As parties are more cautious regarding spending
money on co-payments and about concerns
regarding being off of work for some period of
time, this will lead to some slow down in the
number of aggregate procedures. Some commen-
tators have already indicated that after cosmetics,
the largest area of deceleration for hospital proce-
dures is in the orthopedic space.

2. Payors and patients will slow down
on payments.

In addition to the deceleration of procedures,
payors and patients will be slower on their pay-
ment of amounts due.

3. Increased patients on Medicaid. 

This will reduce overall average payments per
procedure.

4. Core concepts to improve prof-
itability.

Much of the plans for next year will center on
improving and applying some core concepts and
blocking and tackling to retain and keep profits
where they should be. These can be clarified to
five core concepts.

• Keep debt low, particularly new debt low. This
is a good time not to be overleveraged. In fact,
overleveraging has led to many of the problems
throughout the nation’s economic system as a
whole.

• Redouble efforts to improve managed care
contracts. This may be a good time to review
managed care contracting and to see if it 
makes sense to try and reopen negotiations.
Unfortunately, managed care payors are themselves
benefiting from increased consolidation and are
facing more pressure to reduce healthcare costs.

• Careful on head count. This is a time to be very
careful about staffing and overstaffing to assure
that hospitals are staffed at the right amounts and
not overstaffed.

• Improvements in collecting. A good deal of
improvements in terms of profitability is often in
billing and collections. This is a good time to

allocate people to improve collecting and to
examine better ways to improve your billing and
collecting.

• Improved marketing. This is a terrific time to
double-down on inexpensive marketing types of
efforts that may lead to more patients and more
follow-through with patients and referral sources.

5. Strategic and capital partnerships. 

2009 will also bring about a new level of mergers
and acquisitions as hospitals seek capital and
business partners.

We see 2009 as a challenging year. While fortunate
to be in the healthcare area, it is still an area where
there will be efforts made to bring down costs
nationally and it is an important time to redouble
the efforts to improve the profitability of 
hospitals and health systems.

Should you have any questions, please 
contact Scott Becker at (312) 750-6016 or at
sbecker@mcguirewoods.com. 

Very truly yours,

Scott Becker

(800) 417-2035
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Top 10 Hospital Stories of 2008 (continued from pg. 1)

CEO of the Federation of American Hospitals. “It’s
been a triple whammy.”

The economy was such a big story that it takes up
numbers one through four.

2. Turmoil in the housing and financial
markets and the credit crunch. “This
has impacted the cost of capital and access to 
it,” says Dick Clarke, president and CEO
of the Healthcare Financial Management
Association (HFMA). Mr. Clarke says more 
hospitals and health systems will merge or consol-
idate facilities because of capital shortages. 

“Some will close due to an inability to keep their
doors open without lines of credit and access to
short term capital,” he predicts. He says that hos-
pital construction projects may be delayed or can-
celled without access to capital. “This could be
revolutionary if it lasts awhile,” Mr. Clarke says.
“There is still much resistance to funding health-
care debt.”

3. Rising unemployment. Mr. Clarke says the
speed and spread of layoffs and plant closings means
millions of insured Americans will lose access to
health insurance in the coming year. “This will
affect hospitals because we’re already seeing vol-
ume declines in hospitals. Coupled with declines
in state and federal tax revenues, there will be
more people seeking charity care and more states
cutting back on big ticket item expenditures like
Medicaid,” Mr. Clarke says. “Those programs are
likely to reduce coverage and payments to
providers and cut eligibility. The federal govern-
ment will also look at identifying savings by 

making changes in its payments. Collectively,
that probably means greater pressure on emer-
gency rooms from patients without insurance.”

4. Market collapse. The stock market’s col-
lapse sent stock values plummeting. That’s had
two effects: to decrease the value of stocks of pub-
licly-traded hospital companies and to reduce the
value of hospital investments. David Felsenthal, a
partner in the Chicago-based firm Principle
Valuation and a 50-year veteran of the hospital val-
uations industry, says the market fall poses a real
challenge to hospitals and he says the decline in
share values of for-profit chains could have long-
term growth implications for those companies. 

Dallas-based Tenet Healthcare’s stock dropped
from $5.08 per share on Dec. 23, 2007 to $1.08
on Dec. 23, 2008. The stock for Community
Health Systems of Nashville dropped from
$36.86 over that same period to $13.39 per share.
Mr. Clarke says the drop in hospital investment
portfolios has “considerably weakened the bal-
ance sheets” of hospitals and health systems from
one year ago. “They’ve lost between 10 percent
and 40 percent of their portfolio,” he says. In
November, Moody’s posted a negative outlook for
healthcare, which had been stable.

5. November elections. Democrats, the
political party that traditionally supports univer-
sal healthcare and broader access to healthcare
services, won decisively, controlling the Senate by
nearly a veto-proof margin and holding a sizable
advantage over Republicans in the House of
Representatives. More importantly, Sen. Barack

Obama’s victory in the presidential election and
nomination of former Sen. Tom Daschle to HHS’
secretary signals a significant change away from
the market-based health reform initiatives imple-
mented during the Bush administration. 

Dick Hanley, president and CEO of Broomfield,
Colo.-based surgery center development compa-
ny Health Inventures, says Obama’s election and
the economic downturn have focused national
attention on healthcare reform and universal
health coverage. 

“There’s no question that it is coming, whether
it’s in 10 months or two years,” Mr. Hanley says.
“Historically, this has been proposed eight times
in our nation’s history, but now the odds are
greater than ever before. And because of the
change in administration, focus on the issue is
accelerating at a much faster rate.”

Thomas Dolan, president and CEO of the
Chicago-based American College of Healthcare

For a copy a report 
entitled “Accelerating

Hospital-Physician
Collaboration 2008,” 

e-mail Scott Becker at 
sbecker@mcguirewoods.com.
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Executives (ACHE), agrees the election offers real
hope for healthcare reform. “While there were many
reasons Obama won, healthcare was obviously an
issue in this election and the America people’s desire
to have meaningful reform,” he says. “He jumped
on it quickly by nominating Daschle, who will get a
lot done. I think we’ll see a lot more government
activity in healthcare than in the past.”

Mr. Kahn concurs, saying Obama’s choice of Sen.
Daschle for HHS’ secretary is very telling, calling it
the “biggest predictor of the future.”

6. Staffing and workforce issues. Mr.
Dolan says the supply of new nurses is not keeping
pace with nursing retirement rates. “And what’s even
more depressing is this last year we turned away
30,000 qualified nursing applicants because we did-
n’t have enough nursing student positions because of
the lack of nursing faculty,” says Mr. Dolan. “Some
of the economic challenges can be fixed with money.
But you can’t grow nurses overnight. The same with
primary care physicians. It takes so long to 
address those.”

He says the average age of RNs in 2004 was 46.8,
the highest average age since 1980 and Mr. Dolan
says it has risen since then. In 2000, 33 percent of
nurses were over 50, but by 2004 that figure had rise
to 41 percent. In 1980, 25 percent of nurses were
under 30. “But in 2008, only 8 percent were under
30,” he says.

Mr. Dolan says the shortage of primary care physi-
cians grew more critical in 2008 as primary care
physicians are retiring faster than medical schools
and residency programs can replenish them and as
doctors gravitate towards higher paying specialties.

“This problem will continue to grow,” he says.

7. Recovery Audit Contractor (RAC) pro-
grams. CMS began contracting with private com-
panies who are paid a contingency fee to review hos-
pital Medicare billings and find overpayments,
recovering around $1 billion since the program’s
inception three years ago, according to Mr. Clarke. 

“This has caused hospitals to become very nervous,
because not everything in big hospital organizations
runs perfectly,” he says. “Plus it’s another adminis-
trative burden.”

So far the RAC companies have been confined to
states participating in the pilot demonstration proj-
ect in California, Florida and New York, with the
pilot later expanding to include Arizona,
Massachusetts and South Carolina. But now that
the program has been completed, the Government
Accountability Office is producing a study to be
released in Feb. 2009 and HHS hopes to launch the
RAC program nationally. 

Mr. Clarke says that the program will change the
way hospitals do business, increasing investments in
billing and auditing programs and seeking ways to

Resources
Anesthesia staffing and practice management
Somnia. Somnia is a physician-owned and managed leading provider of anesthesia services to hospitals, ASCs, and office-
based surgical facilities nationwide. Visit Somnia at www.somniaanesthesiaservices.com or call (877) 476-6642, ext. 3538.

Superior Medical Services. Superior Medical Services is a full-service medical recruitment firm specializing in permanent
and locum tenens placement of anesthesiologists, CRNAs and pain management physicians nationwide. Visit SMS at
www.smsanesthesia.com or call (847) 816-9296.

Back-office management, outsourcing and accounting
MedHQ. MedHQ provides accounting, revenue cycle, human resources and credentialing services to clients in 10 states.
Learn more at www.medhq.net or call (708) 492-0519.

Debt collections
Affiliated Credit Services. Affiliated Credit Services is a Colorado-based professional account receivables manage-
ment firm which focuses on increasing businesses cash flow by providing superior collection services. Learn more at
www.acscollects.com or call (970) 867-8521.

Health information technology providers
ProVation Medical. ProVation Medical, part of Wolters Kluwer Health, offers ProVation EHR, designed to meet the
patient charting and documentation needs of cost-conscious surgery centers; ProVation EHR provides electronic 
physician, nursing, anesthesia and other documentation combined in a patient-centric system that eliminates printing,
transcription and chart storage costs and streamlines workflow. Learn more about ProVation Medical at 
www.provationmedical.com or call (612) 313-1500.

Management, development and equity firms
Foundation Surgery Affiliates. Foundation Surgery Affiliates is a healthcare management organization specializing
in project development, innovative facility design, partner recruitment and facility operations for surgical hospitals and
bariatric hospitals and healthplexes, medical office buildings and surgery centers. More information about FSA can be
found at www.foundationsurgery.com or call (405) 608-1700.

Health Inventures. A management and consulting services firm, Health Inventures has been developing and expand-
ing ambulatory surgery care and other outpatient services since 1976. Learn more at www.healthinventures.com or call
(720) 304-8940.

Physicians Endoscopy. Physicians Endoscopy develops and manages endoscopic surgery centers in partnership 
with practicing GI physicians and hospitals. Visit the company at www.endocenters.com, e-mail John Poisson at 
jpoisson@endocenters.com or call him at (215) 589-9003.

Pinnacle III. Pinnacle III specializes in the operational development, management, select management and billing for
surgical and specialty hospitals, joint ventures and surgery centers. For more information, visit Pinnacle III online at
www.pinnacleiii.com or call (970) 484-2826.

Prexus Health. Prexus Health is a 100 percent physician-owned company that specializes in the development and 
management of multi-specialty, physician-owned ASCs and small hospitals. For more information, call (513) 454-1414,
e-mail Prexus at info@phcps.com or visit www.prexushealth.com.

Outsourced medical implantable device management solutions [new category]
Access MediQuip. Access MediQuip is one of the largest and most experienced providers of outsourced implantable
device management solutions to the healthcare industry. For more information, call (877) 985-4850 or visit
www.accessmediquip.com.

Patient satisfaction and benchmarking
CTQ Solutions. CTQ Solutions is a leading provider of healthcare satisfaction and benchmarking services, helping 
support hospital patient satisfaction targeting quality and process improvement initiatives, improving patient loyalty 
and meeting all industry accreditation requirements. For more information, visit www.ctqsolutions.com or call 
(877) 208-7605.

Real estate acquisition and real estate investment trusts
The Sanders Trust. The Sanders Trust provides capital to leading institutions through the development and acquisition of
income-producing real estate properties related to the delivery of healthcare services, including medical office buildings, physician
clinics, ambulatory care centers, surgery centers and hospital parking garages. To learn more about The Sanders Trust, visit it at
www.sanderstrust.com, e-mail Bruce Bright bbright@sanderstrust.com or call him at (205) 298-0809.

Surgical supply and equipment manufacturers
Progressive Dynamics Medical. Progressive Dynamics Medical manufactures six different types of 
warming covers to meet various requirements for the operating and recovery rooms. Learn more at 
www.progressivedynamicsmedical.com or call (269) 781-4241.

Valuation
HealthCare Appraisers. HealthCare Appraisers is a nationally recognized valuation and consulting firm providing
services exclusively to the healthcare industry. Visit HealthCare Appraisers’ Web site at  www.healthcareappraisers.com or
call the Delray Beach, Fla., office at (561) 330-3488 or the Denver, Colo., office at (303) 688-0700 to learn more.

Principle Valuation. Principle Valuation specializes in the valuation of all types of healthcare real estate including 
hospitals, independent-living communities, assisted living residences, skilled-nursing facilities, continuing-care retirement
communities, medical office buildings, ASCs, pharmacies and rehabilitation facilities. To learn more, visit 
www.principlevaluation.com or call (312) 422-1010.

VMG Health. VMG Health is recognized by leading healthcare providers as one of the most trusted valuation and 
transaction advisors in the United States. For more information, visit VMG at www.vmghealth.com, e-mail Jon O’Sullivan
at osullivan@vmghealth. com or call (214) 369-4888.

For more information or an introduction to any of the following companies,
e-mail sbecker@mcguirewoods.com, call (800) 417-2035 or fax with the
company circled to (866) 678-5755.



8 visit www.hospitalreviewmagazine.com (800) 417-2035

“The tightening economy contributed to the important secondary story of
top hospital executives leaving or being asked to leave,” Mr. Self says.
“We’re not just seeing it at the CEO level, but also the rungs just below.
We’ve seen successful senior executives at an age where they could have
retired several years ago now doing that. They’re seeing that these econom-
ic times call for different skill sets and like war presidents during peace
time, they realize they have skill sets that don’t serve their organizations as
well in changing times and a tough economy. Some are leaving before
they’re asked.”

10. Federal legislative malaise. Mr. Kahn views 2008 as a year
that epitomized inaction. 

“We had a Congress out of alignment with the president,” he says. “2008
was the year of misalignment. Congress was only able to pass a version of
the SCHIP bill extending it to March. This was symbolic of the failure to
come to grips with healthcare during the Bush years.” 

Contact Mark Taylor at mark@beckersasc.com.

overturn claims against them. He says that the companies are incentivized
to find overpayments, which they did 96 percent of the time, and not
underpayments, which they found only 4 percent of the time. He says
through June 2008, providers appealed only about 20 percent of the find-
ings against them, but were successful 35 percent of the time.

8. Legal and regulatory hurdles. Peter Liebold, executive vice
president and CEO of the American Health Lawyers Association, says 
several legal developments rank among the year’s top hospital stories, after
the economy and the elections. Mr. Liebold says the CMS announcement
that it would no longer pay for treatment or follow ups for so-called ‘never
events’ captured hospitals attention. Mr. Liebold also says the revised IRS
form 990 (a tax form that tax-exempt entities are mandated to complete
and make public) will “lend new transparency to hospital charity care, com-
munity benefits and executive compensation.” 

Mr. Dolan says the new 990s will motivate hospitals to get serious about
measuring that community benefits uniformly and provide more data on
executive compensation. 

“They will have ramifications on community relations,” he predicts. 

Industry leaders say payment reform, such as the type mandated by CMS
over bundling payments, will drive changes in hospital behavior. Mr.
Clarke says the moves, which are driven by rising healthcare costs, the
growing quality movement and “the brokenness of the system,” could drive
physician/hospital integration. 

“There’s a growing chorus of organizations looking at access to care and
how to align incentives,” he says.

9. Executive turnover. John Self, chairman and cofounder of the
Dallas-based executive search firm John March Partners, said executive
turnover was a big story this year that will bleed into 2009. 

For more information about
your subscription, call
(800) 417-2035
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With further respect to TomoTherapy, William Blair indicated that the average 
selling price for the hi-art system is about $2.7 million. Here William Blair notes
that in this environment, financing may be more difficult to come by for
TomoTherapy’s for-profit customers and large hospitals are likely to delay pur-
chases to preserve cash. It also stated that single linear accelerator centers, which
account for more than 50 percent of the cancer centers in the United States, are
likely to find hi-art much more appealing due to its costs. It also states and
believes that radiation and oncology will remain an important revenue generat-
ing component for hospitals. Here, it states that the typical break-even for a 
linear accelerator is 12 to 18 months on a $3 million system.

5. Intuitive Surgical. William Blair continues to see Intuitive Surgical’s Da Vinci
as transformational technology. However, the cost of the unit at approximately
$1.35 million, together with the fact that many surgeons have not started using it
as commonly as ultimately expected, and certain other factors will likely lead to a
slowdown on the purchases of the Da Vinci robotic technologies for next year.
Certain of the comments related to the Da Vinci system are as follows: The sys-
tem is very good; the equipment has not generated the expected profitability and
procedure volume; you have to have surgeons who are trained on it and fully com-
mitted to using it; more and more surgeons are starting to use it; the timing of a
purchase is underdetermined at this point. The slowing down of purchases of the
Da Vinci robotic system has led to a reduced William Blair system placement 
estimate for 2009 from 425 to 350 systems, which is down from 2008. 

Contact Scott Becker at sbecker@mcguirewoods.com.

This article briefly highlights five concepts from the William Blair &
Company survey of hospital administrators. The survey included discus-
sions with 27 administrators and 10 senior executives and specifically

focused on capital spending and the impact on companies such as Intuitive
Surgical (the DaVinci Robotic), Stryker Corp. and TomoTherapy (linear acceler-
ators). The report was issued on Dec. 3. The report was extremely informative and
intelligently done.

1. Overall hospital conditions. Hospital executives generally expect their patient
volumes to be flat to slightly higher next year but see revenues dropping. They also
expect that, as unemployment rates rise, more patients will stretch out payments,
seek care under Medicaid and defer elective procedures. Hospital funding is also
being constrained by the higher cost of borrowing, losses in investment portfolios
and a significant slowing in charitable donations.

The interviews further indicated that patient volumes through this year are not
down but generally remain solid. However, hospitals have seen declines in collec-
tions and an increase in bad debt. They are also seeing payors slowing down their
payments as well. 

William Blair found that inpatient procedures are not nearly as exposed to the
slowdown as outpatient cases. Many places have seen essentially no decline in inpa-
tient procedures. However, some are seeing some reductions in outpatient proce-
dures. Specifically, the survey results also noted that procedures outside cancer, car-
diology, imaging, pulmonary and critical care and neurosciences are being deferred.
The largest slowdowns are being seen in both cosmetic surgery (plastic surgery) and
the second most common procedures experiencing slowdown were orthopedic
procedures. Here, the belief is that these procedures are ultimately going to be done
but that (1) the co-pays may be leading people to delay their procedures or (2) cer-
tain people may delay procedures for concern of losing their jobs and insurance.

Hospitals are also seeing an increase in the number of Medicaid patients. This is
problematic in that the payments for Medicaid are significantly lower than for
commercial payors and Medicare patients. The increased amount of the patient
portfolio on Medicaid will cause challenges for facilities.

2. Capital spending. Capital spending is likely to decline and the biggest areas of
decline will be larger capital expenditures ($3 million to $5 million and above)
and planned facility expansions. 

Many hospitals will continue to spend for revenue generating equipment such as
linear accelerators (radiation therapy) and technologies for robotic surgery.
However, many hospitals will delay these purchases due to the credit environment.

Some hospitals noted renewed efforts at cost containment. However, they see less
ability to utilize GPOs effectively where they are working with large ticket devices
and implants that are less commodity-type products.

3. Stryker. The core concepts discussed as to Stryker are essentially that the com-
pany is an extremely healthy company but may face challenges as orthopedic pro-
cedures begin to decelerate because patients fear being away from work for
extended periods of times or cannot afford the required deductible or co-pays. 

William Blair’s long term view on Stryker’s value as a diversified high-quality medical
technology company has not changed. With that stated, about 41 percent of Stryker’s
business is med-surg and, of this, 60 percent is related to capital purchases. In the
third quarter, Stryker did not report any slowing in orthopedic implant procedure
growth rates. William Blair still believes that Stryker deserves an “outperform” rating.

4. TomoTherapy. William Blair believes that the demand for linear accelerators
remains strong but purchases may be delayed next year due to the difficult lend-
ing environment. Moreover, an increasing amount of the linear accelerators being
purchased are the “hi-art” accelerators which are priced at about $2.7 million 
versus the more expensive linear accelerators.

5 Key Concepts from the William Blair &
Company Survey of Hospital Administrators 
By Scott Becker, JD, CPA
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physicians specialize in all aspects of orthopedic, neu-
rosurgical and rehabilitative care, offering treatment
in many areas including general orthopedics, sports
medicine, knee arthroscopy and reconstruction. The
31-bed Texas facility, operated by National Surgical
Hospitals, features advanced technology and sophis-
ticated equipment. It offers both in-patient and out-
patient services and is staffed by experienced, highly
trained surgical RNs and technicians. 

Hospital for Special Surgery. Located in
New York City, the Hospital for Special Surgery
(HSS) was ranked #1 in the nation for orthopedics
by U.S. News & World Report. It offers comprehen-
sive orthopedic services in 11 areas including foot
and ankle; limb lengthening and deformity; osteo-
porosis/metabolic bone disease; orthopedic trauma;
and sports medicine. It was founded in 1863 by
James Knight, MD, and is the oldest orthopedic hos-
pital in the country. HSS is known for its treatment
of musculoskeletal conditions and performed more
than 20,000 surgical procedures in 2007. HSS has
developed minimally invasive spine surgery tech-
niques that do not require spinal fusion and AARP
Modern Maturity named HSS the #1 knee-hip
orthopedic hospital. It is an affiliate of the New York-
Presbyterian Healthcare System and an affiliate of
Weill Cornell Medical College.  In 2004, 400 appli-
cants competed for eight spots at its residency pro-
gram. Today, over 400 of its graduates hold positions
in successful orthopedic departments. 

Indiana Orthopaedic Hospital. “OrthoIndy,”
located in Indianapolis, is the largest private, full-serv-
ice orthopedic practice in the Midwest. With more
than 65 orthopedic specialists and 10 different
locations, OrthoIndy offers a range of treatments
including bone tumor and soft tissue oncology, carti-
lage restoration, non-operative spine, pediatric ortho-
pedics, physiatry and pain management, sports med-
icine, spine, total joint replacement and trauma.
OrthoIndy services a variety of patients, including
people with life-threatening injuries to bunions. It
also has the OrthoIndy Research Foundation, which
publishes 15 peer review scientific manuscripts annu-
ally. This foundation currently has 25 physicians par-
ticipating in more than 30 studies. OrthoIndy has
been nationally recognized for the quality of its ortho-
pedic care by HealthGrades, ranked among the top 5
percent in the nation for joint replacement surgery
and has received high accolades for spine surgery and
several other procedures. 

John Hopkins Hospital. This teaching hospi-
tal is located in Baltimore. It was founded in 1889
and has been ranked by U.S. News & World Report as
the best hospital in America in its annual rankings of
American hospitals for 18 consecutive years. In the
2008 report, its orthopedics specialty was ranked
sixth best in the United States. Within orthopedics,
the hospital performs hand surgery, pediatric ortho-
pedics, orthopedic oncology, shoulder surgery, spine

surgery, sports medicine surgery and adult recon-
struction. John Hopkins is devoted to education and
offers a fellowship in arthroplasty each year and its
orthopedic residency program has been training out-
standing surgeons and leaders for nearly 100 years. 

Massachusetts General Hospital. The
department of orthopedic surgery at Boston-based
Massachusetts General Hospital (MGH) treats the
largest volume of trauma, sports-medicine-related
injury and musculoskeletal tumors of any hospital
in the New England area with approximately
6,000 inpatient admissions and 30,000 ambula-
tory encounters every year. The department of
orthopedic surgery at MGH is a major partici-
pant in the Harvard Combined Orthopaedic
Residency program. A total of 50 resident physi-
cians are involved in clinical care through the
program, with approximately 18 residents at
MGH at any one time. In addition, MGH has
approximately 14 clinical fellows involved in pro-
viding patient care.

Mayo Clinic. Mayo Clinic is a non-profit
medical practice with headquarters and research
facilities in Rochester, Minn., and hospitals and
clinics in Jacksonville, Fla., and Scottsdale, Ariz.
These three locations treat more than half a 
million people annually. There are nine orthope-
dic surgeons practicing for Mayo Clinic in
Florida, 50 in Minnesota and 11 in Arizona.

15 Hospitals with Great Orthopedic and Spine Programs to Know (continued from pg. 1)
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Orthopedic surgeons at Mayo specialize in the
following areas: adult joint reconstruction and
revision, foot and ankle injuries, hand surgery,
microvascular procedures, sports injuries,
tumor surgery for bone cancers (osteosarcoma,
Ewing sarcoma and chondrosarcoma) and soft
tissue sarcomas such as rhabdomyosarcoma.
Mayo’s orthopedic research division currently
has 24 investigators conducting research in 10
basic research laboratories on every aspect of
musculoskeletal pathology. 

McBride Clinic Orthopedic Hospital.
McBride was rated the top orthopedics program
in Oklahoma by HealthGrades in 2008, with
five-star ratings in joint replacement, total knee
replacement, hip fracture repair, spine surgery
and back and neck surgery. Founded in 2005,
McBride has 64 acute care beds and 14 in-
patient rehabilitation beds as well as a level four
emergency room. The hospital provides a full
range of orthopedic surgical services, physical
and occupational therapy, diagnostic imaging
and education and support programs. McBride
has provided more than 80 years of service to the
Oklahoma community, with clinic locations 
in downtown Oklahoma City, Edmond,
Norman, an occupational health center and
several rural outreach clinics. McBride also has
a foundation that promotes education and
research for orthopedic and musculoskeletal
conditions in Oklahoma. 

Nebraska Spine Center. Nebraska
Spine Center, founded in 1979 and located in
Omaha, is a specialized practice of orthopedic
spine surgeons dedicated to the comprehensive
management of work-related injuries, diseases
and degenerative disorders, deformities, trau-
ma, tumors and infections of the cervical, tho-
racic and lumbar spine. Serving adults and
children, the organization is committed to
providing spinal care services, teaching and
research. It has four clinics located in Omaha,
Fremont, Grand Island and Lexington. Its
research foundation is currently conducting
several investigations, including research into
degenerative disc disease, exploring non-surgi-
cal approaches for lower back pain and observ-
ing the use of Optimesh graft in patients
requiring spine fusion. The center provides
teaching to practicing orthopedic spinal sur-
geons and neurosurgeons from across the
country and internationally, and helps train
orthopedic surgery residents from the
University of Nebraska Medical Center and
Creighton University.

Neurologic & Orthopedic Hospital
of Chicago. NOHC provides a range of
orthopedic procedures, treating everything
from sports-related injuries to the pain caused
by arthritis. Physicians at NOHC also 
perform newer therapies including cartilage
repair and regeneration procedures, hip 

resurfacing and unicompartmental knee replace-
ment. NOHC offers a multidisciplinary approach to
spine care and was named as the best hospital in
Illinois for spine surgery by HealthGrades in 2008.
NOHC, founded in 1987 by Leonard J. Cerullo,
MD, is the country’s only freestanding acute care
facility dedicated exclusively to neuroscience and
orthopedic services. 

NorthShore University HealthSystem.
Headquartered in Evanston, Ill., NorthShore
University HealthSystem serves the greater North
Shore and northern Illinois communities. The facil-
ity uses the latest technology and techniques to diag-
nose, treat and rehabilitate musculoskeletal diseases
and injuries. Affiliated with the University of
Chicago’s Pritzker School of Medicine, the integrat-
ed health system offers strong services and treatment
in areas related to orthopedics, cancer, heart, high-
risk maternity and pediatrics. The system includes
three hospitals: Evanston Hospital, Glenbrook
Hospital, Highland Park Hospital – and a fourth,
Skokie-based Rush North Shore Hospital, will be
added in 2009. The NorthShore University
HealthSystem Research Institute, with more than
$100 million of grants, focuses on clinical and 
translational research. 

Ronald Reagan UCLA Medical Center. A
part of the UCLA Health System, Ronald Reagan
UCLA Medical Center is rated as one of the top
three hospitals in the United States and is the top
hospital on the West Coast, according to U.S. News
& World Report. Its orthopedic surgery department
evaluates and treats all patients with acute orthope-
dic problems in its orthopedic center within 24
hours and, if necessary, patients are referred for spe-
cialty care. In addition to its main Los Angeles loca-
tion, orthopedic surgery has a satellite practice in
Santa Monica, Calif. The department offers compre-

hensive services, including treating arthroscopy,
spinal diseases and metabolic bone disease. It also
specializes in orthopedic oncology. 

Rush University Medical Center.
Chicago’s Rush is an academic medical center
with specialists devoted to diagnosing and treat-
ing virtually any problem of the bones, joints,
cartilage and ligaments within their orthopedic
trauma program. Orthopedic surgeons at Rush
performed the world’s first minimally invasive hip
surgery and pioneered many advances in hip and
knee implants, including minimally invasive
techniques that enable patients to return home
within a day. The organization was among the
first to implant a “growing prosthesis” for chil-
dren with bone cancer, which can be lengthened
as the child grows and lessens the need for repeat-
ed surgeries. It also has a spine and back center
and women’s sports medicine program.  Publisher
Castle Connolly Medical has listed orthopedic
surgeons at Rush among Chicago’s best. 

University of Pittsburgh Medical
Center. University of Pittsburgh has one of the
oldest orthopedic practices in the United States.
The department will celebrate its centennial in
2009. Over the past five years, Pittsburgh’s ortho-
pedics department has captured the Kappa Delta
Award for clinical research, the highest recogni-
tion given by the American Academy of
Orthopedic Surgeons, four times. The program
currently has more than 20 studies either 
completed or underway. For the 2008-2009 
academic year, the department’s residency 
training program received 564 medical student 
applications, of which only eight students 
were accepted. Of the eight, a record five 
were women. 
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Mike O’Keefe, a director in the healthcare real estate group of
Navigant Consulting, a practice which provides facility develop-
ment, program management, real estate advisory, strategic 

planning, performance improvement, facilities planning and capital advisory
services to healthcare providers throughout the United States, answers five
critical questions concerning hospital real estate and financing.

1. How has the recent tumultuous activity on Wall Street
affected hospital real estate transactions?

Mike O’Keefe: The aftermath of the current global credit crisis and “cratering”
of equity values has meant that the days of easy access to low cost sources of cap-
ital are certainly over, and hospitals are no exception. In fact, virtually all health-
care bond issues in the queue as of mid-Oct. 2008 have been shelved and the
credit markets are essentially frozen and not functioning for long-term bonds or
variable rate demand bonds (VRDB). Existing issues of VRDBs are being “put”
back to bank issuers, resulting in re-sets at higher interest rates for hospitals and
amortization schedules being significantly shortened. The demise of the auction-
rate securities market was an early casualty of the capital market debacle as well,
further limiting the financing vehicles of choice for healthcare providers.

In addition to the difficulties healthcare organizations have experienced manag-
ing the liability side of their balance sheet as a result of the credit crisis, equity
investment portfolio values have significantly deteriorated healthcare providers’
asset base and severely curtailed the use of investment returns as a source of 
capital to fund capital expansion programs and current operations.
Philanthropic pledges have also dropped in lockstep with the market. These
convergent events — combined with the expectation that reimbursement levels
will continue to be squeezed — have forced many healthcare systems to suspend
all planning for future projects until further notice.

As government leaders desperately search for the right prescription to thaw and
stabilize the frozen global capital markets, the new world order for healthcare
providers needing to access the capital markets in the foreseeable future will be
severely tightened credit, a heightened scrutiny of business plans, and significant
pressure placed upon hospital management teams’ experience in and approach

to managing the significant risks inherent in large scale capital spends. Only
healthcare providers with the most solid credit profile, business plans, manage-
ment teams and risk mitigation plans and will obtain affordable financing.

2. As the bar continues to be raised in an ever-challenging
credit environment, what can a hospital or healthcare system
do to be well-positioned to secure the capital it needs to 
continue to fund its strategic capital initiatives? 

MO: First and foremost, capital sources will want evidence that providers have a
good track record of being good stewards of their limited financial resources —
and that starts with diligently “planning the work and working the plan.” With
razor-thin margins in a highly competitive environment, there is no longer any
margin for error. Hospitals need to get it right the first time. From a credit under-
writer’s perspective, here are 10 critical components for a successful business plan.

1. Internal project management organizational structure in place; project 
leadership by a designated senior project executive and steering committee 
comprised of board committee members, physicians and department heads.

2. Project guiding principles that include operational/performance improve-
ment metrics and objectives. (Note: This is an extremely critical step to 
offset the rising cost of capital with reduced operational costs from 
performance improvement initiatives.)

3. Independently validated market-based volume projections.

4. Cohesive physician integration strategy and “buy-in.”

5. Right sized facility plan; forecast inpatient and ancillary space capacity 
requirements based on service-line volume projections.

6. Realistic benchmark-tested “all-in” capital budget, inclusive of all hard, soft 
and financing costs, furniture, fixtures, equipment and medical technology 
as well as appropriate contingencies and cost escalation factors.

7. Independently validated financial feasibility study.

8. Experienced external team; program/project management, design, 
construction management and other qualified professional consultants.

9. Early guaranteed maximum price (GMP) and schedule in-hand from 
construction manager (at completion of design development drawings).

10. Project risk management tools and processes in place, including schedule 
and budget controls.

Hospitals that have well-conceived project-specific business plans that include
realistic project budgets, schedules and an overall risk mitigation strategy are more
likely to attract capital. Hospitals that bring forth fragmented plans will find
themselves in a less creditworthiness position.

3. What alternative, non-traditional sources of capital can
healthcare provider’s access to fill the void created by the 
current turmoil in the credit markets?

MO: More healthcare organizations will consider monetizing non-core assets on
their balance sheet such as medical office buildings, health and fitness centers,
and ambulatory care centers, and use the proceeds to fund new acute care 
capital projects and technology. 

Using third-party developers to develop, finance, own and operate medical office
buildings, surgery centers and ambulatory care centers has become commonplace
with healthcare providers. In fact, many healthcare providers are starting to use
private capital to fund acute care projects including new hospitals, especially
acute care projects that are for-profit joint ventures with physicians. 

Hospital Real Estate and Financing Q&A
With Mike O’Keefe of Navigant Consulting
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Top 10 States With More Hospitals 
Than Surgery Centers
Here are the top 10 states with more hospitals than surgery centers, ranked
by ratio of hospitals per surgery center, according to SDI’s 2008
Outpatient Surgery Center Market Report. Ratio of number of hospitals per
surgery center (ASC) is indicated in parentheses.

1. West Virginia — 70 hospitals, 15 ASCs (4.7)
2. Iowa — 133 hospitals, 33 ASCs (4.0)
3. Montana — 64 hospitals, 16 ASCs (4.0)
4. South Dakota — 69 hospitals, 18 ASCs 
5. Louisiana — 240 hospitals, 82 ASCs (2.9)
6. Alabama — 134 hospitals, 49 ASCs (2.7)
7. North Dakota — 54 hospitals, 20 ASCs (2.7)
8. Kentucky — 137 hospitals, 51 ASCs (2.7)
9. Oklahoma — 173 hospitals, 66 ASCs (2.6)
10. Minnesota — 147 hospitals, 58 ASCs (2.5)

Source: SDI’s 2008 Outpatient Surgery Center Market Report.
To learn more about SDI and this report, go to www.sdihealth.com. 
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Healthcare providers should be cognizant that most traditional
developers/investors rely upon highly leveraged transactions and therefore
will not be able to secure required project financing until the credit crisis sub-
sides. A few cash buyers — such as equity real estate investment trusts
(REIT) — have remained open for business and have prospered by being able
to fund with speed and certainty in this uncertain environment. 

Healthcare REIT, the healthcare REIT with one of the highest investment
grade ratings, and a strategic capital partner of Navigant Consulting, has seen
a pronounced up-tick in deal flow and an improvement in the quality of
projects after the credit crisis began to unravel. By having Healthcare REIT
as our strategic capital partner, Navigant has ready access to over $1 billion
of equity available for immediate funding of our development projects,
which is especially critical in this uncertain credit environment. 

4. What are some of the implications hospitals need to be
aware of when considering utilizing third-party capital?

MO: Although transactions with third-party developers and investors can be
structured as off-balance sheet operating leases, hospital providers need to
understand what impact such transactions will have on their debt capacity.
Some credit rating agencies have taken the position that even though a trans-
action may be structured to achieve off-balance sheet treatment, each trans-
action will be evaluated on a case-by-case basis to determine its impact on a
hospital’s debt capacity. 

Depending upon the level of materiality, a typical approach is to convert a
hospital’s scheduled rental payments to an equivalent of debt service to deter-
mine the level of debt it would support and therefore its impact on debt
capacity. Credit rating agencies also have taken a more conservative position
recently. They are stating that though the underlying debt financing utilized
by a third-party developer/owner may be non-recourse to the hospital, if a
project is located on a hospital campus and may house key hospital physi-
cians and outpatient operations and if the developer/investor defaults on its
mortgage, the hospital would have the “moral obligation” to step in and cure
a loan default. Therefore, developers/investors that do not place mortgages
on properties offer healthcare providers the potential advantage of lessening
the impact a project may have on the organizations debt capacity.

5. What risk-management and control-related questions
should be asked by hospital executives and board members
when considering monetizing non-core assets or using a
third-party developer to finance and own a project?

MO: Here are 16 different sets of questions hospitals executives and board mem-
bers should consider asking themselves before monetizing their non-core assets.

1. What financial and other criteria should we establish to pre-qualify 
developers/property investors? 

2. How well-capitalized is the prospective investor? Are they highly leveraged? 
What is their funding source? Do they have financing contingencies that 
must be satisfied to close? Can they fund with speed and certainty? Do we 
have controls in place for the maximum leverage that can be placed on 
property assets? 

3. Do we expect the development or sale transaction to be treated as an off-
balance sheet operating lease? If so, has our auditor reviewed the ground 
lease and hospital tenant lease documents and provided an opinion that the 
transaction will be treated off-balance sheet?

4. What impact will the transaction have on our debt capacity? Have we 
obtained our credit rating agencies perspective on the proposed transaction? 
Do we know what level of off-credit treatment we expect to receive? What 
variables will impact this level? 

5. Have we conducted a compliance review to ensure the proposed 
transaction complies with all Stark, private inurement and other
regulatory requirements?

6. Has the developer/investor ever defaulted on a ground lease or property 
loan? Have they ever been involved in litigation with a hospital or project 
team member? 

7. What pre-leasing levels need to be achieved before they will commit to 
start construction? What commitments do we have from our developer to 
complete the project by a date certain? Has the appropriate level of liqui
dated damages been set if delivery dates are not met?

8. Are the necessary controls over permitted uses and tenants in place? Are 
we protected from allowing a potential competitor to occupy the building 
in the future? 

9. Are the use-restrictions structured to protect the organization in the future 
as the rapid pace of technological advancement changes what services and 
procedures can be performed in a physician’s office?

10. Does the firm have the necessary experience in developing and operating 
healthcare facilities?

11. How will the property be managed? Does the firm provide property 
management in-house or outsource to a local firm? Do we have the right 
to perform certain building services? What management fees and other 
fees will be passed through to tenants?

12. How will we and our physicians be treated as tenants, especially when 
leases are renewed? What is the investor’s reputation and track record on 
increasing rents on lease renewals? Did we talk to other hospitals and 
tenants that have a history with the firm? 

13. What correlation will the sale price of monetized assets have on the 
investor’s ultimate value creation strategy? Do we have a commitment 

(800) 417-2035



14 visit www.hospitalreviewmagazine.com

from the investor regarding caps on future rent increases? Are we at risk of 
alienating our key aligned physicians if the investor’s strategy is to 
aggressively increase rents to “market” to create value? 

14.Does the investor intend to hold for the long-term or do they 
typically sell in 3–5 years? Do we have a commitment from the 
investor to hold the property for a minimum term? Do we have the 
right to purchase the property when the investor decides to sell? Are 
we protected from the property being sold to a potential competitor in 
the future? Have we established criteria future owners must satisfy to be 
qualified to purchase the property?

15.Do we have the right to approve other project team members, includ
ing architect, contractor and property manager?

16.Is the investor prohibited from owning competing buildings that could 
pose a conflict of interest?

Healthcare providers that conduct the appropriate level of due diligence on
prospective capital partners and establish an appropriate level of controls will
be in a much stronger position to manage the risks and rewards of accessing
capital through private third parties. 

Mr. O’Keefe (mike.okeefe@navigantconsulting.com) is a director in the health-
care real estate group of Navigant Consulting (www.navigantconsulting.com).
Prior to joining Navigant, Mr. O’Keefe was a vice president of development and
principal of AMDC Corp., which was acquired by Navigant in 2007. Since
1985, Mr. O’Keefe has played an integral role in the planning, development,
financing, and leasing of more than $1 billion of healthcare projects ranging from
medical office buildings, ambulatory care centers, surgery centers, cancer centers,
medical fitness centers and new hospitals.

Quint Studer, founder of the Studer Group, a healthcare consulting
firm that coaches thousands of leaders at organizations worldwide
on creating and sustaining service and operational excellence,

and recently named one of the “Top 100 Most Powerful People” 
by Modern Healthcare, discusses five of the most important issues he
believes currently face hospital leadership. 

1. Financial crisis limits access to capital
The market strain has affected every sector, from Main Street to Wall Street,
and it has certainly affected hospitals and healthcare organizations. This is
easily the top issue for hospital leaders, says Mr. Studer. 

“What I’ve found in healthcare, over the last 20 years, is that the No. 1 chal-
lenge is financial,” he says. “Charitable giving is down, and getting access to
capital is becoming more difficult. As a healthcare industry, we tend to be
very regimented, so as soon as we see our revenue being squeezed, we look
to cut expenses, beat up vendors, change group purchasing deals and
squeeze our labor.” 

Mr. Studer says that while he understands this reaction, taking these restric-
tive measures can do more harm than good to a healthcare organization in
the long run. Many of those cost-cutting activities can ultimately impair an
organization’s ability to function optimally. It’s often smarter to reduce costs
by limiting a factor such as employee turnover, for example, because this not
only improves organizational performance but also eliminates money wast-
ed on hiring new staff. Without running afoul of ethics, you want to find
ways to positively impact both your balance sheet and your patients, so that
the actions you take are sustainable long-term. 

2. Resistance to change hinders execution
Mr. Studer suggests that healthcare leaders begin to view hospitals more

Quint Studer
Discusses 5 Important
Issues Facing Hospital
Leaders
By Ariel Levine
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Who is the 2008 Hospital
CEO and CFO of the Year?

We want to know who you think is the 2008 hospital
CEO and CFO of the year. Submit your nominations,
including why you think your nominees are 
worthy of the recognition of being named CEO 
or CFO of the Year, to Scott Becker at
sbecker@mcguriewoods.com. The Hospital Review
will name the CEO and CFO of the Year on its Web
site (www.hospitalreviewmagazine.com) and in the
April issue.
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holistically. That is, they should focus on 
their organizations’ cultures, make systems 
transparent, standardize functions and make 
evidence-based decisions in order to stabilize their
organizations financially. 

Mr. Studer cites the example of Dave Fox, CEO
of Advocate Good Samaritan Hospital in
Downers Grove, Ill., who leads using a values-
based system. 

“Dave finds cost savings by focusing on and pre-
venting preventable errors such as central-line
infections and hospital acquired pneumonia. By
focusing on these issues, he was able to make a
significant impact. He saved lives, and money —
about $92,000,” says Mr. Studer. “Cutting infec-
tions lets patients heal faster, return home sooner,
[which means it] costs less to care for them.
Everybody wins.

“That’s a sustainable way to manage finances, as
opposed to cutting out staffing or freezing travel
budgets, both of which end up having a negative
impact at times.”

Mr. Studer notes that if hospital leaders are “kept
busy with symptoms, they will miss root causes.”
Hospitals should try to cultivate a “culture of 
execution:” If you can’t execute actions, you are
not maximizing the investments you’ve already
brought in, he says. Although individuals in the
healthcare field are typically hesitant to change,
“Leaders have to understand cause and effect and
lead evidence based-leadership,” he says. “For
example, the research on hourly rounding to pre-
vent falls is clear: Falls are reduced 50 percent. If
every hospital in the United States rounded on
patients hourly, we could prevent 250,000 falls,
75,000 injuries and save the American healthcare
system more than $2 billion.”

When programs such as this fail to be carried out
and when projects are late or over budget, it is
rarely a problem in planning, he says, but rather
in the execution.

“In many cases, hospitals are led by people like
me, in their 50s, who were trained during a time
when there wasn’t a nursing shortage, when
financial challenges were met with tweaked hours
or negotiation. It’s hard to do things a little differ-
ently,” says Mr. Studer. “The first thing organiza-
tions need to look at is whether they have the
right accountability system in place. Without a
value system, they won’t achieve their goals. They
need to look at themselves in full-circle mode.
Then they need to make sure their leaders have
the skill sets they need to be successful.”

Many organizations struggle with maintaining
strong leadership because they fail to allocate
resources for supporting and further developing
leadership, he says. Unfortunately, when organiza-

tions cut costs, training and development often top
the list.

3. Lack of communication 
leads to major losses
Mr. Studer observes that leaders are often too
busy to effectively communicate decisions to
their organizations. Part of the reason is that exec-
utives don’t want middle managers to have to deal
with external changes, thinking they are better
left undistracted by budget cuts or larger admin-
istrative decisions. But this approach doesn’t
allow organizations the agility necessary to
change together and potentially alienates the
individuals the leaders are trying to protect.

“The best thing you can do to be financially
sound is reduce employee turnover,” says Mr.
Studer. “A startling stat reveals a direct correlation
between length of stay and employee turnover.
There are cost savings in that. And what’s more,
mortality is lowered.”

If employees don’t know why a supervisor or
organization leader decides to, for example, cut
the budget, they may lose their desire to work for
the organization, leading to turnover and extra
cost. This underlines the importance of commu-
nication to patient and employee satisfaction,
says Mr. Studer.

4. Leaders must 
consider women’s needs
Understanding your employees can ensure they
are satisfied. Mr. Studer notes that women com-
prise approximately 83 percent of the hospital
workforce. So while it’s certainly important to
work on your organization’s culture of execution,
sense of values and goals, if you are forgetting to
incorporate the unique needs of a predominantly
female workforce into the organizational plans,
you’re likely making a mistake.

In creating a culture for your organization you
have to create an environment women enjoy
being in, Mr. Studer says. On Oct. 29, the Studer
Group released the findings of a 2007 study
regarding work/life blend among women
employed in healthcare. The 20-minute online
survey was distributed nationally and 7,792
women responded. The results, which were dis-
cussed at the Creating Great Places for Women to
Work Summit for Senior Leaders in Chicago,
were clear: Hospital leaders must consider
women when they structure the culture and man-
agement of their organizations. 

“A woman in healthcare feels she has to make one
decision a week that puts her at odds either at work
or at home,” Mr. Studer says. Women who don’t
work for healthcare organizations aren’t put in this
position as frequently, he says. For example, if a
child is hurt at school, most parents will leave their
jobs to check on their child, but many women who
work in healthcare are unable to do this because

patient care requires their presence. This can cause
conflict, since the priorities of the job displace a
woman’s ability to care for her family.

Mr. Studer says that, in his career, he has found
that one of the keys to job satisfaction for women
in healthcare is that they feel supported by super-
visors. He further notes that, in many situations,
that supervisor, hospital leader or CEO is a man,
so he needs to think about that dynamic and how
he relates information and supports his employ-
ees, both men and women.

5. Execution and productivity 
should be top goals
Mr. Studer believes that without a value system,
an organization lacks strong leadership and
accountability. Employee and patient satisfaction
suffer, productivity slows and execution of poli-
cies and programs weakens. Every organization
should evaluate whether it is implementing prac-
tical and long-term beneficial tactics to save lives
and money, and ensure decisions are evidence-
based. For example, although many leaders find
peer interviews threatening in relation to hiring,
Mr. Studer noted the strong correlation between
letting employees hire and a decrease in turnover.
Policies need to be made with evidence and then
those policies need to be standardized. 

When making changes, an organization should
avoid taking on too many projects at once, as this
could hurt all projects, Mr. Studer says. It is also
critical for organizations to not reward employees
who hinder growth and quality.

“Healthcare as an industry hangs onto low perform-
ers longer than other industries [because many of us
have a] care-taking mentality,” Mr. Studer says.
“This absolutely kills us on productivity.” 

Mr. Studer (quint@studergroup.com) has spent the
last 20 years in the healthcare industry. Before
founding the Studer Group, he was the COO of
Holy Cross Hospital in Chicago and president of the
Baptist Hospital in Pensacola, Fla. He is the author
of many books including Hardwiring Excellence,
101 Answers to Questions Leaders Ask and
Results That Last. For more information, visit
www.studergroup.com.
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While most business sectors have seen a
slowdown in merger and acquisition
activity during the current financial

and credit crisis, the hospital sector continues to
see a significant level of activity. The driving
forces for this activity have changed and valua-
tions are varying more dramatically than the sec-
tor has seen historically. For hospitals considering
selling part of their organization or those facilities
interested in mergers or acquisitions, it is critical
to know how hospitals are valued and the driving
forces behind these trends.

Understanding how hospitals are valued
In the last five years, the number of hospital acquisi-
tions has remained relatively stable despite the down-
turn in the capital markets, and continues to be so.
What has changed from prior periods is the variation
in values placed on hospitals’ assets. In the past, hos-
pital valuations, and thus sale values, were generally
established by objective measures of financial per-
formance, where pricing rationale was relatively easy
to discern and typically a multiple of revenue or cash
flow in the form of earnings before interest, taxes,
depreciation and amortization (EBITDA). 

However, valuations in the hospital sector over the
past year have departed markedly from historical
norms reflecting increased emphasis on non-finan-
cial considerations. David Felsenthal, principle of
Principle Valuation, has witnessed fluctuation of
EBITDA multiples between hospitals with similar
revenue multiples across the country (See
“Comparison of revenue and EBITDA multiples”
on p. 18).

“The best explanation for this
variance in hospital valuation
multiples is that in addition to
financial statistics, purchase
prices, and thus valuation mul-
tiples, are also being largely
based on strategic considera-
tions,” says Victoria Poindexter
of Shattuck Hammond Partners.
“It has become a mix of art and
science that dictates the range of fair value of hospi-
tals.”

Mr. Felsenthal agrees that strategic placement is 
certainly at play in these deals. 

“A hospital will pay more to get a competing facility
out of the market than a new startup company
would pay for a freestanding hospital with the same
EBIDTA,” he says. 

Kenneth Hawkins, senior vice president of
Community Health Systems, adds that buyers are
looking for strategically placed deals. 

“We look for transactions that are not only good
stand-alone deals but also bring efficiencies to our
system as a whole,”  he says.

Dramatic changes in the availability and cost of debt
capital has removed a significant number of potential
buyers from the market and driven down valuations
for hospital assets where there are no buyers with
strong strategic motivations to make acquisitions,
according to Carsten Beith, managing director of
Cain Brothers. Due to the lack of debt capital in the
sector, a number of private equity funded hospital
operators, who in the past have been opportunistic
buyers of hospital assets, are no longer active and in
many cases have become sellers of assets, he says. 
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This has driven down valuations
for certain classes of hospital
assets, particular hospitals in
competitive markets.

While many factors do influence
a hospital’s value, generally the
starting point is objective finan-
cial considerations. 

“The biggest factor dictating the value and viability
of a hospital is the hospital’s operating margin,” says
James Unland, president of The Health Capital
Group. “In evaluating a hospital’s viability, potential
buyers will look specifically at income from opera-
tions but will also look at the relative stability of mar-
ket share and staff; and the physical facility.” 

Here are five factors that experts suggest considering
in a hospital valuation.

1. Income from operations. Income from 
operations is measured using the hospital’s net
cash flow. 

“Ultimately, the higher the net
cash flow is, the better invest-
ment return you will have,” says
Mr. Unland. Hospital viability is
driven mainly by the physicians
who practice at the facility
because it is these physicians that
drive utilization, he adds. 

“In an environment of increasing physician shortages
and aggressive employment of physicians by larger
systems, the ability to secure a hospital’s revenue
stream with a strong and stable medical staff is a key
valuation driver,” says Mr. Beith. 

2. Physical facility. The physical facility that the hos-
pital occupies can also be a crucial factor. A buyer will
sometimes pay a high multiple for a troubled hospi-
tal as long as the physical facility is in good condition
and within a strategic location, says Mr. Unland.
This is particularly true when the purchase is for a
turnaround project. 

“With the injection of good management, a troubled
hospital that has a good physical location will be
highly valued,” says Mr. Unland. “It will be even
more highly valued if money does not need to be
poured into modernizing or otherwise renovating
the structure.”

Ms. Poindexter agrees that the state of the facility and
its location can be key strategic factors to consider
when valuing a hospital. 

“From a strategic point of view, a buyer may consid-
er both how much capital needs to be invested into
the infrastructure of a hospital and the competitive
landscape of the hospital’s location,” she says.
3. Market share and staffing. Market share and staff

are important considerations when valuing a hospi-
tal, says Mr. Unland. 

“Hospitals lose market share when there are too many
physicians, medical suppliers and other healthcare
providers within the community, and for that reason a
buyer may pay top dollar for a less competitive envi-
ronment,” he says. Buyers may not highly value a hos-
pital in a community with duplicative services. For
example, he explains that a buyer may not want to buy
a hospital within a four hospital community in a state
lacking a certificate of need requirement. 

On the other hand, some buyers prefer to purchase a
hospital in a non-CON state because of the quicker
process. 

“I believe that there are more deals in states without
CONs than there are with CONs,” says Mr.
Felsenthal. “Many purchasers do not want to play
the game since it does take longer to go through the
CON process.” He also believes that in the next five
years, CONs will become obsolete.

Ms. Poindexter further stresses the strategic impor-
tance of market share and staffing but says it is
important to understand how those factors influence
marketplace leverage. 

“Many buyers are purchasing in order to leverage
their position within the marketplace,” she says. “A
multi-hospital buyer may be interested in 
buying a hospital, and paying a higher valuation for
it, if owning that hospital provides the buyer greater
negotiating leverage with payors across all of their
hospitals.” The market share and staffing will also
help leverage increased cases and patients and attract
more and better physicians, she adds.

4. Geographic and demographic region. The geog-
raphy and demographic of the hospital’s location
may play an important role in its valuation. The hos-
pital industry is highly regulated and as such is vul-
nerable to government reimbursement. For this rea-
son, a highly valued hospital will likely have a grow-
ing pool of commercially insured patients. 

“A study of the surrounding geographic area will let a
buyer evaluate the demographic of its patients,” says
Mr. Unland. “A community of commercially insured
patients will increase the hospital’s viability. Even the
best managed hospital won’t make money without
paying clients, unless it is a great academic institution.” 

5. Managed care contracting. With the increased
concentration and pricing power of the managed
care companies, the ability to effectively contract
with payors can have a significant impact on finan-
cial performance and thus valuations, says Mr. Beith.
In a number of markets, hospital acquisition activity
has been driven primarily to offset increased market
concentration among payors. Every percentage
increase in reimbursement rates that a hospital can
recognize through better contracts will instantly drop

to the bottom line and thus help improve hospital
performance and increase valuations. It is not
uncommon, according to Mr. Beith, to see managed
care rates improve 10–15 percent in market acquisi-
tions occur. 

Who is buying?
Both not-for-profits and for-profits were active par-
ticipants in hospital merger and acquisition activity
in the past few years. Data for 2007 from Shattuck
Hammond indicates that while not-for-profit organ-
izations were engaged in over 60 percent of merger
and acquisition deal volume and were net buyers, for-
profit organizations were net sellers, albeit slightly
(See “Distribution of transactions by ownership” on
p. 18). The numbers have remained relatively consis-
tent over the past few years, Ms. Poindexter says.

Despite the current problems in the credit and finan-
cial markets, private investors are still looking to
invest in healthcare, says Ms. Poindexter. 

“The healthcare sector typically is not as negatively
affected as other industries in economic downturns,”
she says. “There are still investors out there with
money that needs to be invested, and healthcare is a
relatively stable and lower-risk alternative.” 

But investors may pass up certain opportunities that
are not strategically sound. 

“Even though there is still capital for acquisition, the
higher cost and lower amount of leverage is driving
down valuations for stranded assets where strategic
buyers have limited interest,” says Mr. Beith.

For-profits, even in this market, have access to a great
deal of private capital, says Ms. Poindexter. These
for-profits are looking to buy hospitals that have
strong utilization, opportunities for increasing rev-
enue and good cash flow or, in the case of struggling
hospitals, those that meet the buyer’s strategic needs
and can be turned around financially.

In addition, for-profits often seek opportunities that
require no upfront cash. 

“Many mergers are more like bailouts in reality,” says
Mr. Hawkins. “The purchasing entity will assume
the debt of the hospital they are buying and not pay
anything more. Oftentimes though, the purchaser
will need to put a good amount of money into the
purchased hospital to modernize its systems.” 

What the future holds
While the experts agree that the future of hospital
acquisitions looks better than mergers in other indus-
tries, the future in the midst of the current financial
crises will present significant challenges for many
organizations. For example, the financial crisis has
caused a backlog of hospital financing deals waiting
to be completed, says Mr. Unland. 
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“Basically hospital deals are stalled and the future of many is unknown, which is
an uncomfortable position to be in,” he says. “It could be backlogged for anoth-
er two years. This includes all sorts of deals like refinancing debt and acquiring
money for capital projects and/or new construction.” 

While private investment groups and larger hospital systems should weather the
storm, says Ms. Poindexter, the credit market will continue to negatively affect
smaller buyers like physician groups who typically depend on external capital for
an acquisition. 

But that could turn around as well, according to Mr. Unland. 

“In the next few years with a let up in the credit markets, many hospitals will be
so financially stressed, and I predict that physician groups will enter the
acquisition field,” he says. “Many services within many hospitals are already 
co-owned with physicians.” 

But Mr. Felsenthal disagrees. 

“I am not sure that there will be more doctor-owned hospitals in the future,”
he says. “The federal government has been looking at this very carefully and it
seems to frown on the doctor getting it from both ends.”

Mr. Beith says he expects that hospital systems with strong balance sheets will
see the current environment as ripe for strategic acquisitions, often through non-
cash mergers where minimal up front cash is necessary. He also sees that stand-
alone hospitals, even if financially strong, will seek to affiliate with larger systems
where they can assure more predictable access to capital.

Comparison of revenue and EBITDA multiples
This two chart comparison of revenue multiples and EBITDA multiples reflect
data, collected by Shattuck Hammond Partners between 1995 and 2007, shows
the variances in valuation of hospitals with like revenues. This data will be part
of a report to be released by Shattuck Hammond.

Source: Shattuck Hammond Partners, “Mergers and Acquisitions in the Hospital Sector 2008.” Report
to be released on the Shattuck Hammond Partners Web site at www.shattuckhammondpartners.com.

Distribution of transactions by ownership
The pie chart below reflects data collected by Shattuck Hammond Partners in
2007 and shows the distribution of acquisitions across the not-for-profit and for-
profit sectors. This data will be part of a report that will be released by Shattuck
Hammond.

Source: Shattuck Hammond Partners, “Mergers and Acquisitions in the Hospital Sector 2008.” Report

to be released on the Shattuck Hammond Partners Web site at www.shattuckhammondpartners.com.

Ms. Kulvin (mrbones@the-beach.net) is a freelance writer based out of
Surfside, Fla.
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4 Critical Concepts
From the Latest
Stark Act
Regulations
By Scott Becker, JD, CPA, and Elissa Moore, JD

The Centers for Medicare and Medicaid Services (CMS) has, over the
last several years, grown increasingly concerned with percentage-
based lease arrangements, indirect financial relationships, per click

payments and “under-arrangements” transactions. It has long indicated that
changes to the Federal Ethics in Patient Referral Act (the “Stark Act”) were
required in order to address their concerns. The latest Stark Act rules were
released on August 19, 2008, in the Federal Register as part of federal 
regulations covering a variety of subjects relevant to healthcare providers.
The changes to the Stark Act regulations address several concepts that will
directly affect physicians, hospitals and the entrepreneurial relationships
between and of each. This article briefly discusses four of the more 
important changes. 

1. Stand in the shoes. Last year, CMS introduced the “stand in the shoes”
concept. Essentially, if a physician owned, or was employed by, an entity
(such as a wholly-owned practice or group practice) and that entity had a
financial relationship with a provider of designated health services (DHS),
the relationship would be viewed, for Stark Act purposes, as though the
physician or physicians had a direct financial relationship with the provider
of the DHS. Accordingly, the relationships between the physician and the
entity and the entity and the DHS provider had to meet a Stark Act excep-
tion. For example, if a practice had a lease relationship with a hospital, the



physician was deemed to “stand in the shoes” of the practice
and therefore the lease had to satisfy the lease exception. The
addition of this concept changed the way that indirect finan-
cial relationships were viewed. 

Previously, under the indirect financial relationships rules, a
physician might be employed by an entity that received com-
pensation from a DHS provider, and the compensation from
the DHS provider to the entity might not be fair market
value, but as long as the physician’s compensation itself met
a Stark Act exception and was not related to the volume or
value of referrals to the DHS provider, then the compensa-
tion would be permissible. The indirect relationship rules
allowed relationships that CMS viewed as problematic, such
as per-click or percentage-based lease relationships, as the
relationships were not deemed to be providing compensation
to a physician employee or owner of the entity. The indirect
relationship rules also allowed hospitals to provide support
payments to affiliated practices as long as the actual pay-
ments to the physician employees of the entity were not
based on the volume or value of referrals to the hospital or
other related provider of DHS. Accordingly, the “stand in the
shoes” provisions were intended to tighten up or eliminate
these perceived loop holes. 

CMS, after reviewing and considering comments on the
“stand in the shoes” concept, revised the “stand in the shoes”
rule. The “stand in the shoes” rules in the Aug. 19 regulations
were significantly less onerous. Specifically, the rules now
apply to situations where a physician is an owner of the enti-
ty that has a financial relationship with a DHS provider but
are not required to be applied to situations where a physician
is an employee or a titular owner (i.e., a physician who is not
entitled to receive any of the financial benefits of ownership
or investment in the entity) of an entity. Accordingly, the
“stand in the shoes” concept would apply to a typical group
practice relationship between a practice and a hospital but
not to a situation where a practice is owned by one person
and employs many other physicians. Here, the physician
owner would “stand in the shoes” of the practice and the
strict “stand in the shoes” rules would apply. The employed
physicians would still need to satisfy the rules regarding indi-
rect compensation arrangements but would not have to meet
the strict test of the “stand in the shoes” concept. 

That stated, CMS has noted: 

[W]e are aware of situations where non-owner physician
employees and contractors have compensation arrange-
ments that are not based on fair market value and benefit
from payments made to their physician organizations
from entities to which the physician employees and con-
tractors refer patients for DHS. We remain concerned
about such compensation arrangements. (We note that
the rules regarding indirect compensation arrangements
would apply to these arrangements.) In addition, 
depending on the circumstances, non-fair market value
compensation arrangements potentially implicate the
Federal anti-kickback statute (section 1128B(b) of the
Act) (the “anti-kickback statute”) and False Claims Act. 73
FR 48694 (Aug. 19, 2008).

Accordingly, although the standards are less stringent for
physician employees and titular owners, CMS remains 
concerned with arrangements involving these parties. 

2. Per-click relationships. The final Stark Regulations 
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prohibit per-click financial relationships. In essence, per-click relationships
for radiation therapy, gamma knives and several other services will no longer
be permitted. In a typical per-click relationship, a party would enter into a
lease arrangement for a service or piece of equipment. The rental charge
would be a set amount paid per service or “click” and there would be no limit
on the number of “clicks.” CMS indicated that per-click lease arrangements
give them significant concern regarding overutilization:

Even though the amount of payment per service may not vary, the incen-
tive for overutilization remains because the greater number of referrals, the
greater amount of revenue realized by the lessor. Whether a physician
receives a per-click payment directly or whether the entity in which the
referring physician has an ownership or investment interest receives the
payment, and revenues, profits and bonuses are then distributed to the
various physician owners/investors, it remains true that the lessor has an
incentive for overutilization. 73 FR 48718 (Aug. 19, 2008).

Accordingly, CMS has revised the space and lease exceptions to specifically
provide that the rental charges cannot be determined using a formula based
on “per-unit of service rental charges, to the extent that such charges reflect
services provided to patients referred between the parties.” 42 C.F.R.
§411.357(a)(5)(ii) and (b)(5)(iii). These revisions will become effective
October 1, 2009. As a number of industries have been built around per-click
relationships and block-lease relationships, these relationships will need to be
restructured by no later than October 2009.

In many per-click lease relationships, the leasing arrangements are between a
DHS provider and a physician group rather than individual physicians.

Therefore, a party could circumvent the per-click prohibition by relying on
the fair market value exception or the indirect compensation exception.
CMS addressed this issue:

We agree that the prohibition on per-click payments for space or equip-
ment, to the extent that such payments reflect services provided to
patients referred by the lessor to the lessee, should apply regardless of
whether the physician himself or herself is the lessor or whether the lessor
is an entity in which the referring physician has an ownership or invest-
ment interest. We agree with the commenter that our concerns with per-
click payments for office space or equipment are not fully addressed if
parties could structure an equipment or office space lease arrangement as
an indirect compensation arrangement that would qualify for the excep-
tion in §411.357(p). Likewise, we do not believe that parties should be
able to circumvent the prohibition by using the fair market value excep-
tion at §411.367(l) (which is applicable to equipment leases).
Accordingly, we are making corresponding changes to the exception in
§411.357(p) [indirect compensation exception] to prohibit the use of
per-click payments in the determination of rental charges for office space
and equipment arrangements, and to the exception in §411.357(l) [fair
market value exception] to prohibit the use of per-click payments in the
determination of rental charges for equipment. 73 FR 48720 (Aug. 19,
2008).

In addition to concerns with per-click arrangements, CMS also voiced con-
cern over time-based rental payments such as block leases. In a typical block-
lease relationship, a party would enter into a lease arrangement for a piece of
equipment. The rental charge would be a set amount and the party would
lease that equipment for a specified period of time, such as, for example,
three days a week for three hours. Here, CMS has less concern than it does
with per-click arrangements but still advises parties to be cautious when
entering into these types of arrangements:

We believe that time-based rental payments, such as block time leases,
depending on how they are structured, may meet the requirements of the
space and equipment lease exceptions, including the requirements that
the agreement be at fair market value and be commercially reasonable,
even if no referrals were made between the lessee and the lessor, and that
they not take into account the volume or value of any referrals or other
business generated between the parties. We believe that the same concerns
we identified above with respect to certain per-click lease arrangements
can exist with certain time-based leasing arrangements, particularly those
in which the lessee is leasing the space or equipment in small blocks of
time (for example, once a week for 4 hours), or for a very extended time
(which may indicate the lessee is leasing space or equipment that it does
not need or cannot use in order to compensate the lessor for referrals). We
will continue to study the ramifications of “block time” leasing arrange-
ments and may propose rulemaking in the future. Parties entering into
block leases should structure them carefully, taking into account the anti-
kickback statute. 73 FR 48719 (Aug. 19, 2008).

3. Percentage-based leases. In addition to prohibiting per-click leases, CMS
will no longer permit percentage-based leases. Specifically, the lease excep-
tions have been revised to provide that rental charges cannot be determined
using a formula based on “a percentage of revenue raised, earned, billed, col-
lected or otherwise attributable to the services performed or business gener-
ated” in the office space or through the use of equipment. 42 C.F.R.
§411.357(a)(5)(ii) or (b)(5)(ii). Percentage-based compensation for person-
al services will be permitted.

4. Under-arrangement transactions. CMS has long indicated its concern
with the increasing use of “under-arrangements” transactions between physi-
cian entities and hospitals. In an “under-arrangements” transaction, a physi-
cian entity performs services and sells those services to a hospital pursuant
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to a contract, i.e. provides the services “under arrangements.” The hospital 
then bills for those services, which then makes those services DHS as 
hospital services. 

The “under-arrangement” concept was used originally by hospitals (often in
rural areas) to provide certain services (such as certain types of imaging or
cardiac catheterization) to their patients that were not available at the hospi-
tal because the services were needed infrequently. However, in the last sever-
al years, the use of “under arrangements” has proliferated. 

CMS published comments to the recent Stark Act revisions highlighting why
these arrangements have become popular:

[T]he commenter stated that the increasing frequency of “under-arrange-
ments” contracts, coupled with greater Medicare payment for hospital
services (as opposed to payment for the same service under the Medicare
physician fee schedule), provides what may be an irresistible financial
incentive for physicians to refer patients to the entity contracted to pro-
vide the services “under arrangements” to the hospital or other provider.
The commenter, a large health benefits company, also stated that, because
hospitals use the same billing system for both Medicare and private com-
mercial payers, hospitals are frequently reimbursed where services were
performed by entities under contract with the hospital to provide services,
such as ASCs. Because the commenter’s contractual reimbursement rate is
higher for hospitals than for ASCs, in an “under-arrangements” situation,
the commenter sometimes inadvertently provides excessive reimbursement
for the actual cost of care rendered, thereby inflating the cost of 
medical care. 

A commenter asserted that the number of physician-owned entities pro-
viding services “under arrangements,” including cardiac catheterization
laboratories, have proliferated in recent years, presumably because of the
physician self-referral rules. 73 FR 48723 (Aug. 19, 2008)

Accordingly, CMS has revised the definition of “entity” such that the furnish-
ing DHS encompasses not only the entity that bills for DHS but also 
performs the DHS, if it is not the same entity. In other words, an entity will
be considered to be providing DHS if it performs DHS and sells the servic-
es to a party who bills Medicare and Medicaid even if it does not itself 
bill Medicare.

CMS provided support for its revised definition of “entity”:

Our conclusion that the Congress intended an entity that performs serv-
ices that are billed as DHS to be a DHS entity, notwithstanding that the
entity contracts with another to bill Medicare, is supported by both the
language of the physician self-referral statute and its underlying purpose.
Section 1877(a) of the Act contains two basic prohibitions with respect to
physician self-referral. First, under section 1877(a)(1)(A) of the Act, if a
physician (or an immediate family member) has a financial relationship
with an “entity,” it may not make a referral to the entity for the “furnish-
ing” of DHS, unless the financial relationship meets an exception. Second,
under section 1877(a)(1)(B) of the Act, an entity that receives a prohibit-
ed referral may not present or cause to be presented a claim to Medicare,
and also may not bill any individual, third party payor, or other entity. 

Section 1877(a)(1)(A) of the Act does not define “entity” as any particular
type of organization but rather defines it in a functional sense, that is, an
organization that furnishes DHS. Our current definition of “entity” at
§411.351 similarly provides that an “entity” is any type of organization,
regardless of form of ownership (for example, partnership, LLC or corpo-
ration) that “furnishes” DHS. We believe that furnishing DHS includes
performing services that are billed as DHS to the Medicare program, irre-
spective of whether the entity performing the services submits the claim or

whether some other entity (such as a hospital providing the services
“under arrangements”) submits the claim. In this regard, we note that
section 1877(a)(1)(B) of the Act provides that an entity that furnishes
DHS may not present, or cause to be presented, a Medicare claim. This
language demonstrates that the Congress intended that furnishing DHS
encompasses not only the entity that bills for the DHS, but also the enti-
ty that performs it, if those are not the same entities; otherwise there
would be no need to include the language “cause to be presented.” 73 FR
48723 (Aug. 19, 2008)

The revised definition of “entity” will become effective October 1, 2009.
Therefore, parties to “under-arrangements” contracts will have to unwind or
cease such arrangements by October 2009. 

Mr. Becker (sbecker@mcguirewoods.com) and Ms. Moore (emoore@mcguire-
woods.com) are attorneys for McGuireWoods.
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Here are national and regional benchmarks for operating profit margins
and cash-to-total-debt ratios for hospitals honored as the nation’s top

100 hospitals by Thomson’s National Benchmarks for Success program.

National
Operating profit margin — 10.13 percent
Cash-to-total-debt ratio — 0.93

Northeast
Operating profit margin — 10.62 percent
Cash-to-total-debt ratio — 0.81

Midwest
Operating profit margin — 9.12 percent
Cash-to-total-debt ratio — 0.87

South
Operating profit margin — 11.19 percent
Cash-to-total-debt ratio — 1.05

West
Operating profit margin — 16.34 percent
Cash-to-total-debt ratio — 0.87

The national list of top-performing hospitals includes 15 major teaching
hospitals, 25 teaching hospitals, 20 large community hospitals, 20 medium
community hospitals and 20 small community hospitals. Data for the
report are as of 2006. Learn more at www.100TopHospitals.com. 
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Ardent Health Services. Based in Nashville,
Tenn., Ardent owns and operates 11 acute care hospi-
tals, two multi-specialty physician groups, a 220,000-
member health plan and one national medical labora-
tory. A partner of some the most respected names in
healthcare, such as Ochsner in New Orleans and
Lovelace in Albuquerque, Ardent reports $1.7 billion
in revenues for 2006. The company’s medical/surgical
hospitals and health systems employ 10,000 people in
growing urban and suburban areas. Ardent says it
focuses on consistent reinvestment, with a system-
wide focus on quality and access to shared administra-
tive and clinical resources.

Capella Healthcare. Capella Healthcare was
founded in 2005 by hospital executives with more
than 100 combined years of management experience
in over 200 hospitals nationwide. Capella-affiliated
hospitals are non-urban, general acute care hospitals
operated in partnership with communities that are
growing or have service needs that are not currently
being met. Early in 2008, Capella finalized the acqui-
sition of nine general acute care hospitals representing
approximately $425 million in net revenue from
Community Health Systems. Capella is backed by
GTCR Golder Rauner, one of the nation’s leading 
private equity firms; it committed an initial $200 mil-
lion in equity to Capella in 2005. Capella says it is able
to leverage that capital at a multiple of four-to-six
times and therefore has total capital resources of
approximately $1 billion dollars. 

Cirrus Health. Founded in 1996, Cirrus Health
owns and operates seven surgical and community hos-
pitals in the southwest United States. Led by Tim
Parris, CEO, and John Thomas, president and chief
development officer, Dallas-based Cirrus identifies
markets that are underserved or show signs of growth,
studies market referral patterns and creates surgical
partnerships with physicians to fit communities’ surgi-
cal needs by delivering state-of-the-art facilities and
technology. The portfolio of Cirrus companies, which
includes Cirrus Health and The Cirrus Group, a 
medical services real estate development company,
includes more than 30 projects in 11 states.

Community Health Systems (CHS). One of
the largest investor-owned hospital companies, CHS
operates general acute care hospitals in non-urban
communities, with 118 hospitals in 29 states as of
Oct. 1, 2008. Wayne Smith, CEO and president.
who has been among Modern Healthcare’s top 50
most powerful people in healthcare four years run-
ning, led the acquisition of Triad Hospitals in 2007,
and has led CHS from $742 million in net revenue
to over $4 billion in 2006 — an industry-strongest
compound annual growth rate of 24 percent. CHS-
affiliated hospitals employ more than 90,000 peo-
ple and recruit hundreds of physicians to home-
town hospitals annually. 

Essent Healthcare. Eight-year-old Essent
Healthcare named Mike Browder, its longtime CFO,

to the role of CEO this past summer to carry out the
company’s “commitment to deliberate, sustainable
growth” through regular acquisitions. Essent, based in
Nashville, Tenn., acquires and manages full-service
institutions that are essential to their growing commu-
nities. The company’s facilities — which include
award-winning Sharon Hospital in Connecticut —
had an estimated $37.6 million in revenue in 2007.

Foundation Surgery Affiliates. Foundation
Surgery Affiliates was founded in 1996 by Thomas
Michaud. Based in Oklahoma City, Ok., FSA owns
and operates 25 surgical hospitals and surgery centers
in Texas, Oklahoma, New Jersey, Pennsylvania, Ohio
and Indiana. It works with physicians from each pro-
ject’s inception, and is involved in every phase, includ-
ing group formation, construction, development and
facility operation. FSA, which offers specialized servic-
es in developing bariatrics in surgical facilities, report-
edly had $20 million in revenues in 2007, and was
named one of Oklahoma’s 25 best places to work by
OKCBusiness.

Hospital Corporation of America (HCA).
Nashville-based HCA was one of the nation’s first hos-
pital companies when it was founded in 1968. It is
now the nation’s leading provider of healthcare servic-
es, composed of 166 hospitals and 114 outpatient cen-
ters in 20 states and England. The locally managed
facilities of HCA and its affiliates employ approxi-
mately 180,000 people. Now-retired chairman and
CEO Jack Bovender Jr. and Richard M. Bracken,
president and COO, led HCA to generate $26.9 bil-
lion in revenues and assets of more than $24 billion in
2007. With Mr. Bovender’s retirement at the end of
2008, Mr. Bracken also assumed the role of CEO.

IASIS. Founded in 1998, privately-held IASIS
Healthcare is a leading owner and operator of commu-
nity-focused hospitals in high-growth markets. It is
focused on building strong relationships with physi-
cians, employees and payors founded on a common
vision of quality care, customer service, appropriate
mix of services, cost control, and capital investments
designed to meet the healthcare needs of the commu-
nities the company serves. IASIS, based in Franklin,
Tenn., current owns and operates 15 general, acute-
care hospitals and one behavioral hospital spanning six
states. IASIS Healthcare began principal operations in
Oct. 1999, in transactions arranged by the manage-
ment team of Joseph Littlejohn & Levy. In 2004,
Texas Pacific Group, a private equity firm managing
over $13 billion in assets, led a group of investors to
acquire IASIS. Today, TPG is the single largest stock-
holder in IASIS. 

Legacy Hospital Partners. Established in Jan.
2008 by CEO James Shannon and CFO Daniel
Moen, Legacy Hospital Partners boasts an experienced
management team that will own, operate and manage
acute care hospitals in small cities and in select urban
markets throughout the United States. Legacy’s core
competency includes acquiring, operating, developing

and managing acute care hospitals, and its unique
development strategy focuses on acquiring and devel-
oping hospitals in partnership with various not-for-
profit hospital companies. Plano, Texas-based Legacy
is sponsored by an affiliate of private equity firm
CCMP Capital Advisors and Canada Pension Plan
Investment Board.

LifePoint Hospitals. Established in 1999 as a
spinoff of HCA, LifePoint’s sole mission is to develop
strong, community-based hospitals in non-urban
markets. In almost every case, each of the 49 LifePoint
hospitals located in 18 states serves as the only acute-
care facility in a community. Brentwood, Tenn.-based
LifePoint employs approximately 21,000 in non-
urban markets, which the company believes offers
potential for significant operational improvement.
LifePoint focuses on providing management,
enhanced medical services, dedicated physician
recruitment, state-of-the-art technology and capital
resources to its community hospitals. LifePoint report-
ed $2.63 billion in revenues for 2007, a gain of nearly
10 percent over 2006. 

Medical Facilities Corp. (MFC). MFC owns
51 percent or greater interest in four specialty surgi-
cal hospitals in South Dakota and Oklahoma. The
specialty hospitals perform scheduled surgical, imag-
ing and diagnostic procedures and, combined, have
a total of 30 ORs and 51 recovery beds. In its 2008
third-quarter financial results report, the company
announced that facility service revenue had
increased 24.9 percent to $48.4 million, up from
$38.7 million in the third quarter of 2007, and that
operating income was up 26.4 percent, from $15.2
million in 2007 to $19.2 million in the third quar-
ter of 2008. While MFC is a British Columbia cor-
poration, it is designed to be similar to Canadian
Income Trusts.

National Surgical Hospitals (NSH). Founded
in 1998 and based in Chicago, NSH partners with
local physicians to develop freestanding surgical hos-
pitals. NSH says it is one of the most highly capital-
ized specialty hospital companies, with access to the
growth capital necessary to remain competitive by
adding services and investing in the latest technolo-
gy for its 11 surgical hospitals. Under the guidance
of John Rex-Waller, NSH’s chairman, president and
CEO, NSH has continued to grow, opening or
acquiring interests in four facilities in 2008. NSH
had revenues of $250 million in 2007 and employs
over 1,500 people at its facilities.

Prexus Health. Led by Ajay K. Mangal, MD,
MBA, Prexus Health specializes in developing and
managing surgical hospitals as well as other healthcare
facilities. Cincinnati-based Prexus counts five medical
centers among its portfolio, all of which are 100 per-
cent physician-owned (and which employ open-
model ownership); the company itself is owned and
controlled by physicians with more than 40 years’
combined public and private company experience.
The company’s facilities are focused on specialized
outpatient and inpatient services across multiple spe-
cialties, and on providing community-based care.
Prexus was named No. 137 on Entrepreneur maga-
zine’s “Hot 500” companies list for 2008 and report-
ed 2006 revenues or $39 million.

22 Investor-Owned Hospital
Companies to Know
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Regent Surgical Health. Regent Surgical
Health is an experienced physician-owned hospital
developer and manager. Co-founders Tom Mallon,
CEO, and Mike Karnes, CFO, lead a team that spe-
cializes in acquiring and turning around underper-
forming physician-owned hospitals. In 2008,
Westchester, Ill.-based Regent launched a program
with board-certified neurological surgeon James Lynch,
MD, to help physicians develop neurosurgery centers
and specialty spine hospitals. Regent’s principals invest
their capital and expertise in each facility, sharing risks
side-by-side with its surgeon and hospital partners. 

Resurgence Health Group. Resurgence Health
Group was founded to acquire smaller, sole or domi-
nate provider non-urban hospitals in key areas
throughout the Southeast. The company acquires and
then converts provider community hospital into an
integrated acute care medical facility, adding non-
acute care services and physicians where needed to
increase utilization and profitability. Over the past 20
years, the company has recruited more than 750
physicians with a 95 percent retention rate.
Resurgence reported $4.6 million in revenues in 2007.

RMC Medstone Capital. RMC MedStone
Capital was founded in 2007 when parent compa-
ny RM Crowe, a Dallas-based real estate developer
and property manager led by R. Maurice Crowe Jr.,
who is CEO of both companies, bought out
TruMedical Partners and renamed the company
RMC MedStone Capital. RMC MedStone, which
is headed up by Mike Lipomi, president, currently
owns and operates five facilities, with several others
in various stages of development. Doug Johnson,
president of the board of Physician Hospitals of
America, is a new addition to the management team
as COO. RMC Medstone recently announced
plans to use a $50 million fund to acquire healthcare
opportunities worth $150 million over the next six
to nine months.

Signature Hospital Corp. Houston-based
Signature focuses on revitalizing the market position
and operating performance of community hospitals.
The company’s collective experience includes serv-
ing as CEO of five public companies, co-founding
more than a dozen successful healthcare corpora-
tions and directing the management of more than
400 hospitals ranging in size from small rural hospi-
tals to major academic medical centers. In total, they
have helped recruit hundreds of physicians to hospi-
tals across the country and have raised more than $5
billion in capital. It currently operates hospitals in
Texas and West Virginia. The company is backed
financially by Goldman Sachs. 

SunLink Health Systems. SunLink is a non-
urban community healthcare provider for seven
hospitals and related businesses in four states in the
Southeast and Midwest. Each SunLink hospital is
the sole acute general healthcare provider in its com-
munity. The company, based in Atlanta, strategical-
ly acquires, manages and grows its facilities to
improve healthcare in the communities it serves.
The company, formed in 2000, reports more than
$143 million in net patient service revenue for
2007, $8 million more than in 2006. SunLink’s mis-
sion is to provide facilities, services, products and

dedicated physicians and health professionals to
deliver quality, efficient medical care to residents of
rural communities.

Tenet Healthcare Corp. With 56 acute care
hospitals in 12 states employing 62,000 workers and
$8.7 billion in net operating revenues, Dallas-
based Tenet is one of the largest hospital players.
The company says it aims to achieve dual goals of
competitive returns for investors and holding
integrity and honesty as its most important prin-
ciples. As a result, the company’s facilities saw
over half a million admissions and 4 million out-
patient visits in 2007, while the Tenet Healthcare
Foundation gave more than $5.1 million in char-
itable contributions in 2007. Tenet is led by
Trevor Fetter, president and CEO.

Transition Healthcare Co. (THC). THC is a
newly formed company with offices in Chicago and
Nashville. Led by founding members Tom Reardon,
Arnold Kimmel, Barbara Groux, Enrique Beckman,
MD, PhD, and John Ulett, and financially backed
by Falcon Investors, the management team presents
expertise in hospital turnaround and management,
financial resources and financial market savvy. THC
and Falcon jointly own MSMC Investors, which, in
July 2008, acquired St. Francis Hospital & Health
Center in Blue Island, Ill., SSM Hospice at St.
Francis and SSM Home Care at St. Francis from
SSM Health Care Corp., and renamed the hospital
MetroSouth Medical Center. The company invest-
ed more than $30 million for initial the purchase
and turnaround effort. After years of losing millions,
MSMC was close to breakeven in the first month of
operation, a slight gain was achieved in September
and profitability was expected to be restored by the
end of calendar year 2008.

Universal Health Services (UHS). UHS,
one of the nation’s largest investor-owned healthcare
management companies, owns and operates,
through its subsidiaries, acute care hospitals, behav-
ioral health centers, surgical hospitals, surgery cen-
ters and radiation oncology centers nationwide and
in Puerto Rico. Founded in 1978 by Alan B. Miller,
president, CEO and chairman of the board, the
company’s facilities now employ more than 38,000
people. UHS, based in King of Prussia, Pa., is one of
only a few investment-grade-rated publicly traded
healthcare companies. UHS notes that, in addition
to ready access to the public capital markets, it is
supported by a very strong bank group, including
many of the country’s largest banks as well as sever-
al strong regional banks.

Vanguard Health Systems. Vanguard Health
Systems owns and operates 15 hospitals and comple-
mentary healthcare services in four states, developing
locally-branded, comprehensive healthcare delivery
networks in urban markets, and targeting acquisitions
where there are opportunities to partner with leading
delivery systems in new urban markets. The
Nashville-company reports that, for the year ended
June 30, its total revenues were nearly $2.8 billion, an
increase of $210 million or 8.1 percent from the prior
year period. Vanguard attributes its success to “work-
ing with each partner system one-on-one.” 

Will the Federal
Government Shut
Down Surgery
Centers and
Physician-Owned
Hospitals?
By Scott Becker, JD, CPA, and Elaine Gilmer, JD

As the Democrats take control of the House,
the Senate and the Presidency, many 
question the impact of such a change on

ambulatory surgery centers (ASC) and physician-
owned hospitals. The most significant question is:
Will the federal government shut down and/or restrict
physician-owned hospitals and ASCs?

The short answers to this question are: 
1. no, the federal government will not shut 

down ASCs; and 
2. maybe the federal government will halt the 

development of new physician-owned 
hospitals and/or restrict the activities of 
and adopt new rules relating to existing 
physician-owned hospitals.

A story of numbers and politics
Currently, there are approximately 5,800 ASCs in the
United States. Of these, approximately 900 are not
Medicare-certified. Forty percent of all ASCs are locat-
ed in five states: California, Florida, Texas, Georgia
and Pennsylvania. In addition, there are approximate-
ly 200 physician-owned hospitals in the United States.

Mood in Washington, D.C., and states
towards physician ownership 
The mood in Washington and states towards physi-
cian ownerships is slightly more favorable than the
Bush administration’s view of Iran, Iraq and North
Korea. Essentially, physician ownership is viewed very
negatively in Washington D.C. and in many states.

A. Imaging. In the imaging sector, there is a com-
mon perception that supply drives demand (i.e., the
more imaging facilities that are available, the more



24 visit www.hospitalreviewmagazine.com (800) 417-2035

Top 10 States With More Surgery Centers 
Than Hospitals
Here are the top 10 states with more surgery centers than hospitals, ranked
by ratio of surgery centers per hospital, according to SDI’s 2008 Outpatient
Surgery Center Market Report. Ratio of number of surgery centers per hospi-
tal is indicated in parentheses.

1. Maryland — 263 ASCs, 75 hospitals (3.5) 
2. Delaware — 28 ASCs, 13 hospitals (2.2)
3. Washington — 210 ASCs, 117 hospitals (1.8)
4. New Jersey — 199 ASCs, 121 hospitals (1.6)
5. Arizona — 175 ASCs, 111 hospitals (1.6)
6. Florida — 459 ASCs, 293 hospitals (1.6)
7. California — 775 ASCs, 512 hospitals (1.5) 
8. Georgia — 285 ASCs, 195 hospitals (1.5) 
9. Oregon — 92 ASCs, 66 hospitals (1.4) 
10. Colorado — 118 ASCs, 101 hospitals (1.2) 

Source: SDI’s 2008 Outpatient Surgery Center Market Report.
To learn more about SDI and this report, go to www.sdihealth.com.

procedures that will be performed). Recently, the Wall Street Journal published an
article reporting that many payors are implementing new prescreening require-
ments to “ensure that physicians use high-tech scans only when it is clear that
patients will benefit.”1

Insurers such as Aetna, WellPoint and Cigna Corp. have hired radiology benefits
managers to monitor scans. A Government Accountability Office report found that
Medicare spending on scans varied based on geographic area, suggesting that all pro-
cedures may not be necessary or appropriate. Further, the federal government is
implementing a series of rules relating to (i) the designation as an independent diag-
nostic testing facility; (ii) the inability to lease space to other Medicare providers; (iii)
the elimination of per-click relationships; (iv) the elimination of block-leasing rela-
tionships; and (v) several other requirements designed to make physician-owned
imaging, as well as imaging as a whole, less costly to the federal government.

The initial reasoning behind the Stark Act (initially only applicable to physician-
owned labs) was based upon an older study which found that the number of proce-
dures performed at a facility increased when (i) a physician owned an interest in the
facility, (ii) the physician was able to refer patients to such facility and (iii) the physi-
cian did not have to personally perform the procedure at the facility. In 1998, the
Department of Health and Human Services, in proposing the Phase I Rule of Stark
II explained:

Both the anti-kickback statute and section 1877 address Congress’ concern
that health care decision-making can be unduly influenced by a profit
motive. When physicians have a financial incentive to refer, this incentive
can affect utilization, patient choice, and competition. Physicians can
overutlilize by ordering items and services for patients that, absent a profit
motive, they would not have ordered.2

The Stark Act continues to develop around this concept, and thus the Stark Act
has traditionally restricted situations where a physician could refer a patient to a
facility, such as a lab or imaging facility, but did not have to personally perform
the services on the patient.

B. Physician-owned hospitals. The federal government has conducted
approximately 10 different studies as to the effects of physician-owned hospitals. The
vast majority of these studies have indicated that physician-ownership of a hospital
is fairly benign. Notwithstanding this fact, the physician-owned hospital industry has
a number of very strong opponents in Washington, D.C. These include Sen. Max
Baucus, Sen. Charles Grassley and Rep. Pete Stark. For political and other reasons
these individuals look very unfavorably upon physician-owned hospitals. In Dec.
2007, The Washington Post quoted Sen. Grassley as follows:

My motivation for seeking reforms over a long period of time is the effect that
specialty hospitals have on community hospitals when specialty hospitals pass
the buck on emergency care and cherry-pick based on profits rather than
patient needs.3

Interestingly, many of these physician-owned hospitals are amongst the leaders
in the country in certain quality studies. As expected, there are an extremely
small number of aberrational types of physician-owned hospitals that provide
a sub-standard level of care. However, notwithstanding the fact that (i) gener-
al acute care hospitals may also provide such substandard level of care and (ii)
infections picked up in a general hospital are one of the leading causes of death
in this country, each time a bad action occurs at a physician-owned hospital, a
congressional study and investigation commences.

C. Surgery centers. Many individuals at CMS have long taken the view
that, although they do not love ASCs or physician-owned hospitals, ASCs are
located in so many congressional districts and such a large outcry would result
if they tried to outlaw physician ownership that it will be impossible to now
prohibit physician ownership of ASCs. As a result, their belief is that the ASC’s
ship on restriction has sailed but prohibitions may still be possible for physi-
cian-owned hospitals. 

D. The New Jersey Codey Law. For nearly a decade, the New Jersey
Codey Law — the state’s version of the Stark Act — had been read to permit
physician-ownership of ASCs. However, in recent cases unrelated to the Codey
Law, judges have opined that the Codey Law prohibits physician-ownership of
ASCs in the traditional sense. 

In Garcia v. Health Net of New Jersey, Inc., the court found that referrals to an
ASC in which the referring physician had a significant financial interest violat-
ed the Codey Law. Due to such decisions, New Jersey may become one of the
first states to prohibit and outlaw the new development of physician-owned
ASCs. The compromise likely to result in New Jersey is typical of such politi-
cal struggles and outcomes. In essence, those already developed physician-
owned ASCs have political clout and thus will likely maintain their facilities
without prohibition. In contrast, there is no one to protect the unborn ASCs. 

This type of situation is precisely why many new laws include a grandfather-
ing clause. Such a clause allows the politicians to protect themselves by
allowing the existing ASCs or hospitals to survive while simultaneously
pleasing their allies in the American Hospital Association or the Federation
of American Hospitals by outlawing new developments. In Jan. 2008, the
New Jersey Board of Medical Examiners elected to move forward on an
emergency rule in response to these recent cases. 

E. Pain management. The government has made pain management part
of its work plan for 2009. In essence, much like imaging, the government
believes that pain management has grown to unnecessary proportions and that
the ownership and profit that pain management procedures provide has led to
unnecessary procedures.

F. PET and radiation therapy ventures. CMS has extended the Stark
Act to apply to radiation therapy ventures and positron emission tomography
(“PET”) services. Therefore, these arrangements may only operate if structured
to meet an exception to the Stark Act. 

G. Block leases, per-click and under-arrangements. The
federal government has made negative comments on “indirect” referrals in
various advisory opinions. CMS has taken action to prohibit most types of
per-click leases and under-arrangements structures. It has also determined
that the anti-markup rules apply to block leases. Further, in Advisory
Opinion No. 08-10 issued on Aug. 19, 2008, the Office of Inspector
General also raised concerns regarding block lease arrangements under the
anti-kickback statute. 

What will happen next? 
ASCs are likely to survive largely intact. While ASCs may be challenged in
some states, the outstanding work of the ASC Association and the fact that for
each patient treated in an ASC, the Medicare program receives a 35 percent dis-
count or savings for the procedure (as opposed to the procedure being per-
formed in a hospital outpatient department), it is likely that ASCs will survive
the upcoming political changes.

The physician-owned hospital situation is more challenging. Over the last year, the
House and Senate have reached agreement on different types of provisions that
would essentially eliminate the new development of physician-owned hospitals. 
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The physician-owned hospital industry has been
protected by both the White House and a number
of Republican and conservative Democratic sena-
tors who support entrepreneurial healthcare growth
and service (as opposed to protecting acute care
hospitals from competition). 

With that said, the change in the make-up of the
House, the Senate and the White House is not ben-
eficial to physician-owned hospitals. In many ways,
it is a story of political clout. Since physician-owned
hospitals are in few districts, the Congressmen and
Senators in the numerous districts without such
facilities may take campaign contributions and
abide by the wishes of certain enemies of physician-
owned hospitals (i.e., the American Hospital
Association and the Federation of American
Hospitals), without fear of retribution. In essence, a
Congressman or Senator who does not have a
physician-owned hospital in his or her district need
not worry about retribution in voting positively to
restrict physician-ownership. Thus, the risk of
applying physician-owned hospital prohibition
rules to existing physician-owned hospitals signifi-
cantly rises. 

Mr. Becker (sbecker@mcguirewoods.com) and Ms.
Gilmer (egilmer@mcguirewoods.com) are attorneys
for McGuireWoods. 
1 Anna Wilde Mathews, “Insurers Hire Radiology Police to Vet Scanning.”
Wall Street Journal online, Nov. 6, 2008.
2 63 Fed. Reg. 1659, 1662 (Jan. 9, 1998).
3 Christopher Lee, “Limits Weight on Physician-Owned Hospitals.” The
Washington Post, Dec. 9, 2007, p. A03

This remains a challenging time in the
healthcare industry. Unfortunately, it is
also an interesting and fascinating time in

the general economy as a whole. This article out-
lines 15 short observations regarding trends and
concepts in the healthcare industry.  

1. Political power. Political power provides a
strong defense against federal reimbursement and
regulatory changes. As a corollary, a lack of political
power in certain sectors can be devastating. The
necessity of political power as a hedge against the
risk of reimbursement cuts and negative regulatory
developments varies depending on the industry sub-
sector. For a copy of an article entitled “Investing in
Health Care — A Story of Political Clout, Successful
Niches, and Recurring Cycles,” please go to
www.BeckersASC.com. The article offers a compar-
ative analysis of some of these industry sectors and
how they have fared politically over time.

2. Payor consolidation. The consolidation of
payors in many markets is starting to have a signifi-
cant impact on commercial reimbursement. It took
a couple of years to work such changes through the
system and to have the payors start to understand
and utilize their strength across markets, but this is

beginning to happen and is increasingly evident in
negotiations between payors and providers. 

3. Healthcare-direct versus healthcare-
lite. In analyzing healthcare sectors, we often divide
the universe into two distinct categories. First, there
are healthcare providers and provider-based compa-
nies. Second, there are companies that provide serv-
ices, items and real estate to healthcare providers.
The core difference is often the direct risk as to reim-
bursement and regulatory changes, as opposed to
indirect as risk to the same. For example, while
ambulatory surgery centers (ASC) provide services
directly to patients and, as a result, would feel the
full impact of a reimbursement reduction, a compa-
ny that sells medical supplies to ASCs is one addi-
tional step removed from the direct payor and,
therefore, would likely still feel the effects of a reim-
bursement cut, but more indirectly.

4. Hospitals and health systems. Several
general observations can be made as to the hospital
and health system sector. First, both for-profits and
not-for-profits generally are tending to have strong
results in 2008. The for-profit chains such as HCA,
Community Health Systems and Universal Health
Systems, are reporting relatively strong earnings. For

15 Healthcare Trends
and Observations
By Scott Becker, JD, CPA, Bart Walker, JD, and Elaine Gilmer, JD
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example, for the six months ended June 30, 2008,
CHS (post-merger) generated $5.418 billion in net
operating revenues, a growth of 130.33 percent over
the six months ended June 30, 2007, and $108 million
of net income, consistent with the six months ended
June 30, 2007.1 Furthermore, UHS net income
increased $14 million to $116 million during the six-
month period ended June 30, 2008, as compared to
$102 million during the comparable prior year period.2

There are approximately 1,000 to 1,500 hospitals in
the country that are extremely healthy. In contrast,
several of the rural and critical-access hospitals lack
substantial volume and higher-acuity services, and
tend to be struggling. The hospitals that are most like-
ly to go bankrupt often include some of the urban
hospitals that have a difficult reimbursement mix and
hospitals that are smaller but are large enough to have
very serious overhead.

5. Physician-owned hospitals. Physician-
owned hospitals lack political clout and continue to
be under siege from a regulatory and legislative stand-
point. They tend to have few allies and, unfortunate-
ly, some powerful enemies. In contrast, relatively few
serious legislative threats have been seen in recent
years as to physician-ownership of ASCs. See
“Physician Hospitals and Ambulatory Surgery
Centers — What Causes the Political Chasm?” at
www.HospitalReviewMagazine.com.

6. Imaging. The attack on the imaging sector con-
tinues to be relentless from a regulatory and 
reimbursement perspective. There is a widely held
perception that supply creates demand; thus, the
greater the supply available, the more that supply will
drive up demand for imaging services. There is also a
general perception in Washington and in CMS that
physician-ownership of imaging and profiting from
imaging is bad. From a business perspective, this
remains an area in which to be cautious.

7. Ambulatory surgery centers. The ASC
business continues to be a good business. That 
stated, the easy profit in that sector is either under
pressure or gone. Medicare reimbursement remains
relatively stable. Higher-acuity procedures are doing
better and lower-acuity procedures have been cut.
The easy profits from commercial payors and from
workers’ compensation programs are largely under
pressure or being reduced. Payment that is at a certain
discount from usual and customary charges, out-of-
network and high-paying workers’ compensation
business are all becoming less common. The big three
in terms of procedures performed in ASCs and reim-
bursed by Medicare are orthopedics (often 20 to 30
percent Medicare business), gastroenterology (often
25 to 35 percent Medicare) and ophthalmology
(often 75 percent and higher Medicare).

Current Medicare reimbursement cuts resulted in
ASCs being reimbursed at approximately 65 percent
of hospital outpatient department rates. This will
have an impact on reimbursement of certain special-
ties and procedures performed at ASCs. Although a
four-year transition period will soften some of the
blow, the American Gastroenterological Association
has calculated that reimbursement in gastroenterolo-
gy will be reduced by approximately 5 percent in
2008 with the transition period (and 15 percent with

no transition period).3 Kathy Bryant, JD, president of
the Ambulatory Surgery Center Association, 
calculates that in the year 2009, both gastroenterolo-
gy and pain management reimbursements will be
reduced by approximately 6 percent.4

8. Practice management. Physician-manage-
ment companies are reemerging in many markets. In
these markets, the solvent physician-management
companies are built around specialties where the
physicians are not responsible for referrals; rather, the
organization of the company can drive business. For
example, the development of physician-management
companies has been seen in anesthesia, hospitalists,
emergency physicians, dental and a few other areas.
This is unlike the last iteration of this sector where 25
of the 30 or so physician-management companies
went bankrupt. In that prior situation, the business
deals relied largely upon taking money off the top in
exchange for buying such interests, but physicians real-
ly continued to own and operate their own practices.

9. Healthcare REITs and medical office
buildings. The strength in the healthcare REIT
market is stronger than in the general REIT market.
That stated, it is starting to run into serious head-
winds. The strength of healthcare REITs and medical
office buildings depends greatly on their portfolios of
providers and tenants. For example, are they diversi-
fied? Are they highly dependent upon higher-risk areas
such as block leasing, imaging, LTACHs, skilled nurs-
ing facilities or “under-arrangements” transactions?
Like many “healthcare-lite” businesses they are highly
dependent upon the types of tenants they have.

10. Licensing. State and federal licensure agencies
are suffering from serious shortfalls in funding. The
inability to get licensed or certified in relatively short
order is leading to gaps and delays in reimbursements.
Where available, certain providers have been able to
short-circuit this process and obtain deemed status
through approved accreditation organizations. Still, in
many states, licensure delays remain.

11. Lending market. The tight lending market
and the credit crunch are causing some impact on the
pricing of private-equity deals as well as on the ability
of many deals to close in a timely manner. We are also
seeing large premiums in interest rates for situations
where there is less collateral or guarantees. For exam-
ple, on a recent transaction, we saw an interest rate
premium of nearly 4 percent based on a lower
required amount of collateral and guarantees. We are
starting to see a greater depth of lenders returning to
the market. Almost universally, credit conditions,
financial covenants and due diligence on a borrower’s
credit worthiness are all much tighter and much more
closely scrutinized in today’s market.

12. Buy-and-resell or per-click. Buy-and-
resell providers and per-click lease arrangements are
both under great pressure in areas such as cardiac
catherization, gamma knives, radiation therapy
(where a recent advisory opinion ruled against block
leasing) and lithotripsy (where there have been
Department of Justice settlements based on per-
click over-payment arrangements). Another sector
under pressure relates to businesses built around in-
office testing and pharmacies where infrastructure
companies provide physicians with the ability to

provide these services. A related concept is the “pod”
model of satellite location pathology and diagnostic
testing labs, a type of arrangement equally under
siege by regulatory challenges.

13. Hospital bankruptcies. We are seeing
some increase in hospital bankruptcies, but it is not
overall significant. For example, since 1996, approx-
imately 70 community hospitals have closed across
California due to financial distress. 

14. Uninsured patients. The nation as a whole
is seeing a small decrease in the number of uninsured
patients. The percentage of people without health
insurance was 15.3 percent in 2007, down from 15.8
percent in 2006; and the number of uninsured was
45.7 million, down from 47.0 million.5

15. Patient payments. We are also seeing a situ-
ation in which most provider businesses are seeing an
increased need to collect reimbursement co-pays and
co-insurance from patients, and these parts of the pay-
ments will reflect a larger and larger part of reimburse-
ment. Here, a great percentage of overall payment
responsibility is being shifted to patients, and the abil-
ity to efficiently collect from patients is becoming a
more important gauge of overall profitability. 
References
1 Community Health Systems 10-Q, filed August 5, 2008.
2 Universal Health Systems, Inc. 10-Q filed August 8, 2008
3 CMS Freezes 2008 ASC Payments, American Gastroenterological
Association.
4 Kathy Bryant, Ltr. To Centers for Medicare & Medicaid Services, August
29, 2008.
5 U.S. Census Bureau.
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Kenneth Hawkins
Discusses 3 Key
Capital Partner 
Issues for Community
Hospitals 
By Ariel Levine

(800) 417-2035

As community hospitals face increases in com-
petition, declines in admission rates and 
decreases in profits, along with the current

national credit crunch, some organizations are consid-
ering whether to sell a portion of the hospital to a cap-
ital partner. While such an approach may be a wise
decision to ensure stability, it is a decision that should
not be made impulsively, says Kenneth Hawkins, vice
president of acquisitions and development at
Community Health Systems (CHS). 

Here are three key issues he suggests community
hospitals consider when deciding whether to seek
out a partner. 

1. Understand your needs from the start. 
If a hospital doesn’t consider and clearly understand its
economic, community and management needs from
the beginning, a decision to bring in a capital partner
could hurt the organization, as a whole, later. 
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“There are lots of variables that the board has to take into consider-
ation when considering whether to take on a partner,” says Mr.
Hawkins. “One is the amount of cash they have, the competition
and how the competition is funded. For example, if it’s part of a local
nonprofit chain, it could erode your market position.” 

Mr. Hawkins suggests hospitals should consider other issues such as
whether a majority of your board of directors would be receptive to
a capital partner; your current infrastructure and capital needs and
whether a capital partner can provide you with the funding necessary
to move ahead with these projects; and if your hospital is nonprofit
organization, it is important to understand that bringing in a part-
ner could potentially change your status to for-profit. 

2. Recognize the benefits of a partner. 
Finding a good capital partner can place a hospital in a better 
position — making it more profitable, secure and attractive to
employees and patients. 

By being part of a “bigger buying unit, the hospital can option
better rates when purchasing things like equipment and medici-
nal supplies,” says Mr. Hawkins. “It’s easier to spread cost such as
health insurance for employees. An organization with more stabil-
ity will also have an easier time recruiting physicians and then
keeping them.” 

A merger can benefit everyone involved, he says. 

For-profit “buyers are required to pay the community fair market
value for its hospital’s assets,” Mr. Hawkins says. “So, a potential out-
come is the community hospital gets a new foundation, which they
can use for other community healthcare needs, and still have a hospi-
tal that is run by professionals who have expert management skills.” 

All of this strengthens a hospital and makes it more efficient, and
therefore more successful — increasing the cash flow can allow hos-
pital to further improve itself by making renovations, expanding,
upgrading their information systems and equipment, and introduc-
ing new services and specialties. The new capital partner reaps the
rewards with a strong return on the investment.

3. Gaining a partner does not mean loss of all
freedom. 
One reason why hospitals hesitate to bring in a partner is the fear of
losing control of their organization and making concessions to their
partner. They want to retain their decision-making power and avoid
becoming dependant. But if a hospital wants the influx of capital
that comes with bringing in a partner, then it needs to expect to give
up some control. 

“Everyone has someone who is looking over his or her shoulder,” says
Mr. Hawkins. “No one is safe from outside influences. It’s the
Golden Rule: He who has the gold makes the rules. When you bring
a partner in, whether for-profit or not-for-profit, if they invest in the
hospital they (will) want control.” 

But this doesn’t mean your hospital will necessarily have to sacrifice
all of its freedom. Finding a good balance can just be a matter of
communication during sale negotiations and having a strong local
board in place after the partnership is formed. 

“It depends on who you pick as a partner and if they will work with
you,” Mr. Hawkins says. “We keep a local board [and try to encour-
age] a lot of community involvement — United Way, Little League
and numerous other organizations. That way, it doesn’t appear that
they’ve lost their community hospital. The biggest issue that people
perceive is maintaining local control, and we keep community
involvement without hurting our investment.” 

Mr. Hawkins (ken_hawkins@chs.net) is vice president of acquisitions
and development at CHS, one of the nation’s leading operators of 
general acute care hospitals. He has more than 20 years of healthcare
experience and is an expert in hospital acquisitions, development and
finance. Learn more about CHS at www.chs.net. 
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Agreat deal of publicity has accompanied
the recent so-called “financial crisis” in 

the United States in regards to the 
hospital bond markets, a dislocation that appears
to be producing a pronounced capital access
backlog in the hospital sector and flat-out lack of
capital access in other provider sectors. In addi-
tion, recent publicity has also mentioned, within
a limited context, the impact that much larger
numbers of uninsured could have on hospital
operations including a recent Moody’s announce-
ment warning that this could affect performance
in the for-profit hospital sector. However, there is
very little written about the true scope and
breadth of the adverse effects of a serious and 
prolonged recession on hospitals and nearly every
other type of health care provider.

There are two principles that hospitals need to
apply during this time period prior to what may
eventually become national healthcare payment
reform.

• Hospitals and community leaders,
including local medical community
leaders, need to keep the uninsured
away from hospitals to the extent
possible. It would behoove hospitals, local
industries and local public health providers to
urgently subsidize more primary care, health edu-
cation, etc., inasmuch as more than half of all
emergency room visits really do not require full
hospital ER capability. Put bluntly, hospitals need
to aggressively participate in making venues other
than their ERs the ‘doctor’s office’ while still
responding to appropriate medical emergencies.

• Hospitals that have not already done
so need to rework pricing and 
payment plans for the uninsured to
attempt to increase the net yield from
this population. Although the uninsured will
never provide a terrific net yield, pricing services
at lower managed care rates and putting unin-
sured patients on reasonable payment plans will
increase the net yield. Keep in mind that an
increase in the net yield from 3 percent of adjust-
ed charges to 15 percent or 20 percent represents
significant marginal revenue.

Here are five other points relating to the effects of
a severe recession that hospitals need to take quite
seriously.

1. Insurance is not what it used to be. Many
insured patients, with ever-increasing co-pays and
deductibles, will postpone or totally avoid any-
thing that they even remotely consider ‘elective’
— meaning, in their minds, not serious or life-
threatening.

2. Families will self-triage, meaning that children
will receive care and everyone else within the fam-
ily will wait as long as possible. Many people will
just stay away from doctors and dentists.

3. A growing number of patients will shun hos-
pitals simply because of the dramatically
increased risks of infections that we have seen in
recent years. This will be especially true if a test or
procedure can be done in a freestanding imaging
center, surgery center, etc.

4. Price disclosure and price competition will
increase, and I do not mean disclosure of hospi-
tals’ goofy ‘list prices.’ I mean disclosure of the
prices that people will actually be asked to pay
given their insurance status. Price disclosure and
price competition go hand-in-hand and will 
take place hospital-to-hospital and hospital-to-
physician.

5. With nearly all medical technology continu-
ing to move toward outpatient modalities, physi-
cian-owned surgery centers, imaging centers,
freestanding offices and other physician venues
that are not owned or otherwise co-opted by hos-
pitals will have a unique opportunity to yank
market share away from hospitals by advertising
price differentials and by aggressively helping
consumers compare hospital versus physician
pricing impacts for exactly the same services. In
addition, it is just a question of time before lower
infection rates in independent physician facilities
are advertised as compared with local hospitals.

Physicians and other providers will also be great-
ly impacted by a severe recession. Relative to hos-
pitals, however, physicians have the theoretical
potential to be quite competitive and less severe-
ly impacted. I say ‘theoretical potential’ because
many physicians possess organizational, business
and even psychopathological handicaps. 

Nonetheless, the physician organizations that are
sophisticated will stop whining about Medicare’s

fee adjustments, adjust their own fees and 
payment plans, and go after consumers to gain
the single most precious asset a provider can have:
market share among paying customers.

The behavior of insurers and other payors needs
to be taken into account as well. Many are ratch-
eting up their watchdogging in respect to imaging
tests and other drivers of utilization. These
attempts at making utilization more ‘appropriate’
from their points of view will continue to affect
both hospitals and all forms of medical practices.

A small percentage of hospitals will aggressively
adjust their approaches to both the uninsured
and the insured populations. Whether even the
‘smart’ hospitals can tackle the dangerous growth
in infections is unknown, and if this is not dealt
with, it will have long-term ramifications.

This aside, hospitals will need to think about
completely re-engineering their outpatient
departments, re-pricing all of these services and
downsizing some inpatient services.

Prepare for the worst
My bottom line for a serious recession: A one-
third to one-half drop in hospital utilization and
at least a 20 percent drop in utilization of 
physicians, with an even larger drop in specialist
utilization, tests, procedures, etc.

This may sound crazy, but remember that the
stock of General Motors has gone from $93 per
share to $3; General Electric has dropped from
$60 to $16; Caterpillar from $80 to $37;
Citigroup from $58 to $9, etc. Although health-
care is insulated to some degree from recessionary
trends, the era of higher deductibles and co-pays
is changing consumer behavior. And keep in
mind that the full brunt of the recession has not
really even hit the vast majority of consumers.

Memo to hospitals: Get ready, and really do start
to ‘think outside the box.’ 

Mr. Unland is president of Chicago-based The
Health Capital Group, a consulting firm specializ-
ing in mergers/acquisitions, valuation and strategic
planning for health care organizations. Contact Mr.
Unland at (800) 423-5157. Learn more about The
Health Capital Group at www.capitalexperts.com.
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Serious Recession Could Greatly Harm
Hospitals — And Not Just Because of 
the Uninsured
By James Unland



Distribution
of Hospitals
and Surgery
Centers by
Population
Levels

Here is the distribution of hospitals and sur-
gery centers and by population levels, with

percent of total number of each facility type in
parentheses, according to SDI’s 2008 Outpatient
Surgery Center Market Report.

Hospitals
Population of more than 1,000,000 — 2,472 (36
percent)
250,000 – 1,000,000 — 1,297 (19 percent)
100,000 – 249,999 — 621 (9 percent)
Under 100,000 — 2,567 (36 percent)

Total number of hospitals: 6,957

Surgery centers
Population of more than 1,000,000 — 3,169 (54
percent) 
250,000 – 1,000,000 — 1,371 (23 percent)
100,000 – 249,999 — 593 (10 percent)
Under 100,000 — 743 (13 percent)

Total number of surgery centers: 5,876

This data, according to SDI, indicates that sur-
gery center operators remain attracted to regions
with high population levels that ensure a steady
stream of patients, referrals and growth opportu-
nities, while hospitals remain the primary deliver-
er of outpatient surgery services to regions of the
country that may be considered rural or that have
low population levels.  

Source: SDI’s 2008 Outpatient Surgery Center
Market Report.

To learn more about SDI and this report, go to
www.sdihealth.com. 
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Dick Hanley, president and CEO of
Broomfield, Colo.-based Health
Inventures, which specializes in devel-

oping and managing ambulatory surgery centers
(ASC) and imaging centers, often brokering
partnerships between hospitals and physicians,
offers the following six predictions and assess-
ments relating to physician/hospital ASC joint
venture trends in 2009.

1. More hospitals will joint venture
with physicians. “We’re seeing increased
activity among leading hospitals and health sys-
tems in pursuing partnerships with their physi-
cians,” says Mr. Hanley. “There are nearly 6,000
surgery centers in the country and 5000 are
owned by somebody other than hospitals. All
that growth represents lost market share or com-
petition. They also represent a missed opportu-
nity for hospitals and health systems. As eco-
nomic pressures mount, hospitals need to fight
for market share and become more entrepre-
neurial. Through joint ventures they can buy
back or partner with their doctors to become
more formidable competitors. Most hospitals
get very low marks as competitors on ambulato-
ry care side.”

2. An evolving competitive landscape.
All major ASC chains are targeting ASC acquisi-
tions for expansion, Mr. Hanley says. 

“If I’m Hospital X in a market with five to six
ASCs that are a nuisance, but not currently a
large threat to my business, and suddenly those
local doctors are joined by a large, well-financed
ASC chain, they become much more formida-
ble competitors and pose a far greater threat to
my future,” he says.

Hospitals need to reposition themselves to
regain market share and think outside the wall
of their hospitals for revenue and expansion
opportunities, he says.. 

3. Worsening economy presents
both challenges and opportunities.
Physician-owned centers that are not well man-
aged may feel pressure to sell as volume drops
from reductions in elective procedures. 

“If hospitals don’t pay attention to local doctors’
need to sell, the for-profits chains certainly
will,” says Mr. Hanley. “The economic climate
will create a need for physician to sell as well,
which could multiply problems for hospitals
that don’t act.” 

4. Increased legislative activity at
the state level. “We’re seeing more and
more legislative changes at the state level, with
New Jersey topping the list,” Mr. Hanley says.
“New Jersey won’t grant new ASC licenses
unless physician owners partner with hospitals.
It’s a concern of our industry, but there may be
other states taking similar paths. We’re seeing a
lot of activity in Pennsylvania as well. Others
may follow in restricting access. This gives 
hospitals more opportunity.”

5. Pressure on volume and rates of
growth. “With unemployment approaching
double digits in the months to come, we can see
some troubled times ahead,” Mr. Hanley says.
“Anytime lots of people out of work and 
benefits packages change, adding higher co-pay-
ments and bigger deductibles, it will affect 
elective healthcare. This will reach hospitals,
too, without question.” 

6. Big ASC chains face challenges.
Large ASC companies surveyed said they want
to expand acquisitions, but are so highly lever-
aged that they may have trouble going after
them, Mr. Hanley says. 

“These ASCs are bought with very expensive
money and that debt will affect growth,” he
says. “Any company with cash reserves will be in
a powerful position. But some tapped into it so
deeply, (they’re) a little concerned about cash
flow that could restrict acquisitions.” 

Dick Hanley (contact via lynda.goodrich@
healthinventures.com) is president and CEO of
Health Inventures, which currently manages 30 ASCs
in the U.S., three abroad and has plans to develop cen-
ters in the Middle East. Learn more about Health
Inventures at www.healthinventures.com.

6 Insights Into
Physician/Hospital Surgery
Center Joint Ventures from
Dick Hanley of Health
Inventures
By Mark Taylor
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Affiliated Credit Services is a bonded and licensed debt collection agency
that services medical facilities west of the Mississippi. Its primary business is
servicing accounts that have been classified as bad debt from medical clients.
ACS currently contracts with two of the largest hospital systems in the coun-
try and continues to pick up market share based on its service and recovery
results. ACS’s secondary business is servicing self-pay balances from medical
facilities as an extension of its business office through the company’s 
subsidiary Enable Billing Services. Learn more about ACS by visiting
www.acscollects.com or calling (888) 289-2053.

HealthCare Appraisers is a nationally recognized valuation and consulting
firm providing services exclusively to the healthcare industry. Services
include the following: 

• Fair Market Value opinions for compensation and service arrangements
(including but not limited to employment; on-call; medical directorships;
collection guarantees; “per click” equipment leasing; billing under 
arrangements; and block leasing); 
• Business Valuation (including but not limited to ASCs, hospitals, 
dialysis centers; home health, diagnostic and other treatment 
facilities, physician practices, and intangible assets); 
• Consulting and Advisory Services; and 
• Litigation Support

You can learn more about Healthcare Appraisers at
www.healthcareappraisers.com, or call the Delray Beach, Fla., office at 
(561) 330-3488 or the Denver, Colo., office at (303) 688-0700. 

Somnia is a national provider of turn-key anesthesia services for health
facilities. By taking care of the anesthesia service details, it helps surgeons
and facilities focus on providing safe, efficient, surgical and anesthesia expe-
riences to patients. Somnia provides anesthesia services to hundreds of
healthcare facilities throughout the United States. From as far west as
California and Washington State, all the way to the East Coast, whether it
is a small office-based surgical facility performing surgery from time to time
or a large facility with multiple anesthetizing locations, Somnia takes each
client’s needs very seriously. Learn more about Somnia by visiting
www.somniaanesthesiaservices.com or call (877) 476-6642, ext. 3538.

VMG Health is recognized by leading healthcare providers as one of the most
trusted valuation and transaction advisors in the United States. VMG’s expe-
rience is unparalleled and their credentials are unmatched. Whether circum-
stances call for a comprehensive valuation, the sale or acquisition of a facility,
or joint-venture development assistance, VMG Health offers a unique and
in-depth understanding of the relationships, requirements and business issues
that surround today’s healthcare facilities. Along with performing hundreds
of ASC valuations each year, VMG maintains the most comprehensive data-
base on ASC financial benchmarking statistics. VMG’s annual benchmark-
ing study, the Intellimarker, provides decision makers with real information
to measure and improve the value of their centers. For healthcare organiza-
tions seeking to grow, maximize profitability or form new relationships, hav-
ing a partnership with financial experts who thoroughly understand the value
drivers in today’s healthcare industry is absolutely essential. For more 
information, visit www.vmghealth.com, e-mail Jon O’Sullivan at
osullivan@vmghealth.com, or call its Dallas office at (214) 369-4888 or
Nashville office at (615) 777-7300.
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Hospital Medical Device, Equipment and Supplies
Product Shopper

Revenue Per Case by
Specialty in Surgery Centers
From the VMG Health 2008 Intellimarker
Here are how specialties fare in terms of gross charges and net revenue per case in
ambulatory surgery centers; they are listed in descending order of net revenue achieved.
These figures come from the VMG Health 2008 Intellimarker.

1. Orthopedics
— Gross charges: $6,222
— Net revenue: $2,192

2. OB/GYN
— Gross charges: $4,789
— Net revenue: $1,558 

3. ENT
— Gross charges: $5,251
— Net revenue: $1,538 

4. Podiatry
— Gross charges: $5,249
— Net revenue: $1,424 

5. Plastic
— Gross charges: $3,990
— Net revenue: $1,384 

6. General surgery
— Gross charges: $4,150
— Net revenue: $1,328 
7. Other
— Gross charges: $3,560
— Net revenue: $1,233 

8. Urology
— Gross charges: $3,777
— Net revenue: $1,196 

9. Ophthalmology
— Gross charges: $4,350
— Net revenue: $1,153 

10. Oral surgery
— Gross charges: $2,655
— Net revenue: $1,044 

11. Pain management
— Gross charges: $2,609
— Net revenue: $868 

12. GI/Endoscopy
— Gross charges: $2,572
— Net revenue: $780 

To receive a free copy of the VMG Health 2008 Intellimarker, visit
www.vmghealth.com. 
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