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EXECUTIVE SUMMARY

THIS REPORT is the second of two
reports by the N.C. Center for Pub-
lic Policy Research on investor-
owned hospitals in North Carolina.

For generations, most hospi-
tals in North Carolina were pub-
licly-owned or not-for-profit hospi-
tals designed to provide health care at modest rates for
the citizenry. Butsince 1980, the ownership and man-
agement of North Carolina’s hospitals has changed
dramatically, and now 47 of the state’s 162 non-fed-
eral hospitals—more than one in every four—are ei-
ther owned, leased or managed (at least in part) by for-
profit, commercial enterprises. This marks an in-
crease from the 42 hospitals owned, leased, or man-
aged by investor-owned companies in July 1986, when
the N.C. Center released its first report, The Investor-
Owned Hospital Movement in North Carolina. Two
years in the making, that first report incorporated
original research as well as material from interviews
with officials at 39 hospitals throughout the state, and
with community leaders in areas where for-profit hos-
pitals had begun to function.

Hospital ownership can be classified into three
broadly-defined categories: (1) public; (2) not-for-
profit (both secular and religious—also called volun-
tary); and (3) investor-owned (also called for-profit or
proprietary). The majority of North Carolina’s hospi-
lals are owned by local governments (counties, cities,
hospital districts, or special hospital authorities) or by
not-for-profit corporations.

In both reports by the N.C. Center for Public

Policy Research, the term public hospital refers spe-
cifically to those owned by state or local governmental
bodies and excludes federal hospitals. Not-for-profit
hospitals (secular or religious) are privately-owned
and operated as charitable community service organi-
zations. Sometimes called “voluntary” hospitals, they
are tax-exempt. Investor-owned hospitals are also
privately owned but are not tax-exempt. The investor-
owned hospital seeks to earn a profit for its sharehold-
ers in addition to providing health care services in the
community. A multi-hospital system consists of a
group of hospitals with common ownership or man-
agement. Like individual hospitals, hospital manage-
ment companies can be public, not-for-profit, or in-
vestor-owned.

The Center’s first report represented an overview
of the issues raised by for-profit involvement in the
hospital industry. It contained individual profiles of
the hospitals owned, leased, or managed by the 11
investor-owned, multi-hospital systems then operat-
ing in the state. In addition, the report identified some
of the possible factors leading to the acceleration of
investor-owned involvement in North Carolina. Fi-
nally, the report examined several other components
of the health care industry which are relatively new to
the state and which may affect the viability of any of
the state’s hospitals.

An earlier report, titled The Investor-Owned Hospital
Movement in North Carolina and published in 1986, focused
on the trend toward for-profit hospitals in this state. The
report is available from the Center (at P.O. Box 430,
Raleigh, NC 27602) for $31.40.

vil
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I. TRENDS FACING HOSPITALS IN
NORTH CAROLINA AND THE
NATION

Retrenchment in the National
Investor-Owned Hospital Movement

SIGNIFICANT CHANGES in both the public and pri-
vate sectors have combined to slow the American
investor-owned hospital movement.

« Federal prospective payment systems and pre-
admission reviews have significantly lowered hospi-
tals’ inpatient occupancy rates, shortened the length of
patients’ stays, and restricted the potential profits on
inpatient hospital care.

« Investor-owned companies’ efforts to diversify
their business holdings have met with only limited
success, and the industry has witnessed widespread
divestment of these ventures.

+ Many states have intensified their scrutiny and
regulation of the health care system which may have
helped slow the pace of the investor-owned hospital
movement.

» Competition from inside and outside the inves-
tor-owned hospital industry has slowed the investor-
owned hospital movement nationwide.

Small and Specialized Investor-Owned
Companies Emerged During the
Investor-Owned Hospital Industry’s
Retrenchment

ONE PART of the investor-owned hospital industry
has weathered the storms in the health care system—
specialized facilities such as psychiatric, chemical
dependency, and rehabilitation hospitals. Many of the
new, small firms in the for-profit hospital industry
have used these avenues to move into the business.
And these firms are succeeding at a rate which signifi-
cantly outpaces the industry’s giants.

Investor-Owned Hospitals in North
Carolina Reflect National Trends

NORTH CAROLINA, where major investor-owned
hospital chains rapidly expanded in the early 1980s,
now mirrors the national trend of retrenchment in one
aspect. Since the North Carolina Center for Public
Policy Research published its first report, the overall
number of hospitals owned by for-profit corporations
remains unchanged at 24.* (The first report used, in
most cases, data current through 1985.) Three inves-
tor-owned hospitals in North Carolina have been sold

viii

to private, not-for-profit firms, marking a new trend
among hospitals in the state. On the other hand, one
investor-owned hospital has been built, and two not-
for-profit hospitals have been purchased by investor-
owned corporations.

The number of N.C. hospitals which have man-
agement contracts with investor-owned corporations,
however, has grown by six to a total of 21 as of
November 1988. Five of these contracts are for psy-
chiatric beds only—a new development in North
Carolina. The number of hospitals leased by for-profit
companies has increased slightly as well, from one to
two.

Not-For-Profit Hospitals—
Getting Down to Business

NOT-FOR-PROFIT HOSPITALS are getting down to
business in North Carolina and across the nation.
Changes in the way not-for-profit hospitals operate
testify to their growing entrepreneurial bent, as well as
to some differences in business strategy between not-
for-profit and investor-owned hospitals.

* Blackwelder Memorial Hospital in Lenoir, owned by
Futura Health Care Services since 1985, closed in October
1988, when Futura filed for bankruptcy. According to
officials of the for-profit corporation, Futura plans to reopen
the facility in 1989. Tables and text in this and following
chapters do not reflect this closure.
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« Not-for-profit hospitals are succeeding with
limited diversification.

» Not-for-profit hospitals are buying investor-
owned hospitals.

+ Not-for-profit hospitals are joining alliances.

+ Public hospitals are reorganizing as private, not-
for-profit hospitals.

+ Public hospitals are seeking a chance to start
profit-making ventures.

» County systems of public hospitals are compet-
ing for paying patients with private not-for-profit and
investor-owned hospitals by opening facilities in af-
fluent suburbs.

Other Trends Affecting Hospitals

OTHER TRENDS affecting hospitals and identified by

the N.C. Center in the first chapter of this report
include:

» Occupancy rates have fallen for all hospitals
during the 1980s, but they have fallen to precariously
low levels at small hospitals—which, in North Caro-
lina, are usually rural facilities with a high percentage
of Medicare and Medicaid patients. According to
James Bernstein, adviser to rural hospitals and section
chief of Health Resources Development in the N.C.
Department of Human Resources, North Carolina
hospitals with fewer than 50 beds “are at the highest
risk and are going to have a difficult time operating
solely as inpatient institutions. Many will enter a
period of transition from inpatient care to multi-serv-
ice centers, including skilled nursing and outpatient
services,” he predicts.

» Once patients are admitted to the hospital, they
are being discharged sooner than in previous years.

» Long thought to be a problem distant from the
Tar Heel state, the national shortage of nurses and
other skilled medical personnel has hit North Carolina
this year.

« Hospitals have begun to use marketing tech-
niques to attract patients.

The next four chapters contain the results of the
N.C. Center’s research comparing the performance of
for-profit (investor-owned, -managed, or -leased)
hospitals and not-for-profit (private and public) hospi-
tals. The research was designed to answer the follow-
ing four questions:

» Do for-profit hospitals provide more or less
indigent care than not-for-profit hospitals? (Chapter
2, pages 37-80.)

» Do for-profit hospitals have higher or lower
costs and charges than not-for-profit hospitals?
{Chapter 3, pages 81-117.)

» Do for-profit hospitals offer a broader or nar-

rower range of services than not-for-profit hospitals?
{Chapter 4, pages 119-153.)

» If for-profit hospitals provide less indigent care,
do they (as for-profit corporations) pay taxes which
would offset any deficiencies in indigent care? (Chap-
ter 5, pages 155-198.)

II. COMPARISON OF LEVELS OF
INDIGENT CARE

CHAPTER 2 contains the Center’s findings on indigent
care, based on a survey sent to all 127 general, acute
care hospitals in North Carolina. Sixty-three percent
(80) of the 127 hospitals replied, including both for-
profits and not-for-profits. The data were later veri-
fied in telephone interviews.

The private not-for-profit and public hospitals
responding to the survey provided uncompensated
care in an amount equal to 8.4 percent of their gross
patient revenue in 1984. This compares with 6.6
percent of gross patient revenue going to uncompen-
sated care at investor-owned and -managed hospitals
—27.3 percent less than that provided by not-for-
profit hospitals. Uncompensated care is defined in the
study as the total of a hospital’s indigent care, charity
care, and bad debt.

A recent study conducted by Lewin and Associ-
ates, a Washington-bascd consulting firm, also found
differences in the provision of uncompensated care by
investor-owned and not-for-profit hospitals. In four of
five states examined (one of which was North Caro-
lina), the study found that not-for-profits commit sig-
nificantly more of their resources to uncompensated
care than do investor-owned hospitals. Harry Nurkin,
president of Charlotte Memorial, a public hospital, is
not surprised by such findings. “If they are investor-
owned, their first obligation is to their investors,”
says Nurkin. “Providing services to people who are
sick and injured is secondary.” But Earl Tyndall, ad-
ministrator of Medical Park Hospital in Winston-Sa-
lem, which is managed by a for-profit corporation,
contends, “The emphases on patient care and business
orientation are identical at for-profit and not-for-profit
hospitals.” Medical Park Hospital was an independent
for-profit hospital until it was purchased by Carolina
Medicorp, Inc. in 1986, and is now a private not-for-
profit hospital managed by for-profit Hospital Corpo-
ration of America.

The increasing number of indigent patients is
likely to become a major issue facing the N.C. legisla-
ture. For example, a Duke University study estimates
that nearly 900,000 individuals in North Carolina have
no health insurance at some point during the year.

— continued on page xii

ix
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Table 1: Investor-Owned Involvement with Hospitals in North Carolina, 1988

Owned/
Beds Leased/ Date I-O  Date of
in  Hospital Managed/ Involvement Latest

Hospital Name Location Use Type & Company Began Changeover
A. Owned by Investor-Owned Corporations (24)
1. Appalachian Hall Asheville 100 P O-PIA 1931 1981
2. Blackwelder Memorial Hospital *  Lenoir 35 G O-FHCS 1985 1987
3. Brynn Marr Neuropsychiatric Jacksonville 76 P O-HSA 1984 1984
Hospital
4. Central Carolina Hospital Sanford 142 G 0O-AMI 1980 1980
5. Charter Hills Hospital Greensboro 68 P 0O-CMC 1981 1981
6. Charter Mandala Center Winston-Salem 99 P O-CMC 1973 1981
7. Charter Northridge Hospital Raleigh 66 P O-CMC 1984 1984
8. Charter Pines Hospital Charlotte ) P O-CMC 1985 1985
9. Community Hospital of Rocky Mount 50 G O-BAHC 1913 1986
Rocky Mount
10. CPC Cedar Spring Hospital Pineville 50 P O-CPC 1985 1985
11. Davis Community Hospital Statesville 149 G O-HT 1925-37 1987
12. Franklin Regional Medical Louisburg 53 G O-HMA 1983 1986
Center!
13. Frye Regional Medical Center Hickory 275 G O-AMI 1912 1972
14. Heritage Hospital 2 Tarboro 127 G O-HT 1982 1987
15. Ten Broeck Hospital 3 Hickory 64 P O-UMC 1935 1979
16. Highland Hospital Asheville 98 P O-PIA 1904 1982
17. Highsmith-Rainey Memorial Fayetteville 150 G O-HCA 1901-63 1983
Hospital
18. Holly Hill Hospital Raleigh 106 P O-HCA 1978 1984
19. HSA Cumberland Hospital Fayetteville 154 P O-HSA 1976 1983
20. Life Center of Wilmington Wilmington 27 S O-CAPS 1984 1984
21. Lake Norman Regional Medical Mooresville 111 G O-HMA 1983 1986
Center*
22. McPherson Hospital Durham 24 S O-Ind 1926 1926
23. Orthopaedic Hospital Charlotte 120 S O-HT 1971 1987
24. Raleigh Community Hospital Raleigh 140 G O-HCA 1950 1977
B. Managed or Leased by Investor-Owned Corporations (23)
25. Angel Community Hospital Franklin 81 G M-HCA 1926-65 1983
26. Ashe Memorial Hospital Jefferson 48 G M-HCA 1981 1981
27. Bertie County Memorial Windsor 49 G M-FHI 1985 1987
Hospital
28. The Brunswick Hospital Supply 60 G L-HT 1981 1987
29. Burnsville Hospital ° Bumsville 24 G M-HCA 1982 1982
30. Chatham Hospital Siler City 68 G M-HMP 1987 1987
31. Craven Regional Medical Center®  New Bern 24 G M-HHM 1987 1987
32. District Memorial Hospital’ Andrews 61 G M-HCA 1987 1987
—continued

* See note at bottom of page 5.
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Owned/
Beds Leased/  DateI-O Date of
in  Hospital Managed/ Involvement Latest

Hospital Name Location Use Type & Company Began Changeover
33. Duplin General Hospital ® Kenansville 20 G M-PIA 1987 1987
34. Gaston Memorial Hospital ° Gastonia 70 G M-MHM 1987 1987
35. Granville Medical Center Oxford 66 G M-HMP 1988 1988
36. Hamlet Hospital Hamlet 64 G L-HMA 1987 1987
37. Hoots Memorial Hospital Yadkinville 54 G M-HCA 1986 1986
38. Hugh Chatham Memorial Hospital ~ Elkin 81 G M-HMP 1985 1985
39. Johnston Memorial Hospital Smithfield 107 G M-HCA 1983 1983
40. Margaret R. Pardee Memorial Hendersonville 21 G M-MHM 1987 1987
Hospital ®

41. The McDowell Hospital Marion 65 G M-Delta 1982 1982
42. Medical Park Hospital Winston-Salem 120 G M-HCA 1971 1986
43. Morehead Memorial Hospital Eden 85 G M-HMP 1984 1984
44, Person County Hospital Roxboro 54 G M-HCA 1981 1981 -
45. Rutherford Hospital Rutherfordton 165 G M-HMP 1983 1983
46. Spruce Pine Community Hospital>  Spruce Pine 68 G M-HCA 1982 1982
47. Wilson Memorial Hospital ® Wilson 23 G M-MHM 1987 1987

G - General hospital (primarily) O - Owned

P - Psychiatric M - Managed

S - Specialty L - Leased

Full names for the 17 for-profit corporations listed above are as follows:

AMI ....... American Medical International, Inc.  HHM ... Horizon Health Management Co.
BAHC....Best American Health Care HMA ...Health Management Associates, Inc.
CAPS .....Comprehensive Addiction Programs HMP ...Hospital Management Professionals, Inc.
CMC ......Charter Medical Corporation HSA ....Healthcare Services of America

CPC ....... Community Psychiatric Centers HT....... HealthTrust, Inc. — The Hospital Company!®
Delta ...... The Delta Group, Inc. MHM .. Mental Health Management Co.
FHCS .....Futura Health Care Services PIA ...... Psychiatric Institutes of America!!
FHI. ....... Forum Health Investors UMC ... United Medical Corporation
HCA ... Hospital Corporation of America Ind.......Independently owned, not affiliated with
a chain
FOOTNOTES

!'Formerly named Franklin Memorial Hospital.

2Heritage Hospital was built in 1985 as a replacement facility for Edgecombe General.

3Formerly named Hickory Memorial Hospital.

“Formerly named Lowrance Hospital.

3Spruce Pine Community Hospital and Burnsville Hospital are the only hospitals in the Blue Ridge Hospital System, which
is managed under contract by Hospital Corporation of America.

Craven Regional Medical Center, formerly Craven County Hospital, is county-owned; Horizon Health Management Co.
manages 24 psychiatric beds of the hospital’s 276 beds.

"Formerly named Mountain Park Medical Center.

8Duplin General Hospital has 60 beds and is county-owned; Psychiatric Institutes of America manages 20 psychiatric beds
of that total.

Gaston Memorial Hospital is a private, not-for-profit hospital, as is Margaret Pardee Memorial Hospital; Wilson Memorial
Hospital is county-owned. Mental Health Management Co. manages 70 psychiatric beds of Gaston Memorial’s 354 total beds,
21 psychiatric beds of Margaret Pardee Memorial’s 149 total beds, and 23 psychiatric beds of Wilson Memorial’s 281 total
beds.

'%HealthTrust is an Employee Stock Ownership Plan formed in September of 1987 by Hospital Corporation of America.
HCA divested 104 of its 186 acute care hospitals in the United States that year.

Vpsychiatric Institutes of America is a subsidiary of National Medical Enterprises, one of the largest national investor-
owned hospital companies.
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Also, a 1986 report by the University of North Caro-
lina at Chapel Hill Health Services Research Center
revealed that nearly one-fourth (23) of the 100 coun-
ties in North Carolina had more than 6 percent unin-
sured poor. The estimate was based on an analysis of
data from the annual N.C. Citizens Survey conducted
by the N.C. Office of State Budget and Management.
Statewide distribution of the uninsured poor ranged
from 1.1 percent in Alexander County in western
North Carolina to 9.2 percent in Warren County in the
northern Piedmont.

IIL. COMPARISON OF COSTS AND
CHARGES

IN CHAPTER 3’S COMPARISON of costs and charges,
the Center matches seven investor-owned hospitals
with seven not-for-profit hospitals of similar size
(number of beds), number of employees and admis-
sions, and occupancy rates. (There were only seven
hospitals in North Carolina owned by investor-owned
corporations during FY 1983, the year of the most

—continued on page xvi

Table 2: Uncompensated Care Provided By For-Profit and Not-For-Profit

Hospitals in North Carolina, 1984

Eleven Investor- Sixty-Four
Owned and -Managed Not-For-Profit and
Hospitals Responding Public Hospitals Percentage
Variables to Survey Responding to Survey Difference
Average uncompensated
care! as percentage of 6.6% 8.4% 27.3%
gross patient revenue?
Average uncompensated $7,000 $8,593 22.8%
care per bed
Average uncompensated
care per inpatient $ 203 $ 237 16.7%
admission
Average uncompensated
care per inpatient and $ 4 $ 53 20.5%
outpatient admission?

'Uncompensated care is defined as the total of indigent care, charity care, and bad debt.

2Gross patient revenue consists of revenue from services rendered to patients, including payments received from
or on behalf of individual patients.

3Qutpatient admissions include outpatient clinic visits, outpatient surgery visits, and emergency room visits.

Sources: N.C. State Center for Health Statistics, Health Facilities Data Book, 1984, and surveys of chief executive
officers of general acute care hospitals in North Carolina by the N.C. Center for Public Policy Research.
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Table 3: Comparisons of Revenues/Charges to Patients Between Investor-Owned

and Not-For-Profit Hospitals

Average
Percentage
Difference P(t), or
Between Investor- Level of
Owned and Significance
N (Pairs Not-For-Profit (*** = highly
Measure in sample) Hospitals significant)
A. Charge Payers — self-pay, private insurance, Blue Cross (ipf)
1. Gross inpatient revenue per day 7 +18.1 % *k
2. Gross inpatient revenue per admission 7 +16.0 *
Routine Care Service
3. Gross inpatient routine revenue per day 7 -13.7 N/A
4. Gross inpatient routine revenue per admission 7 -15.7 N/A
5. General inpatient routine care service revenue
per day 7 -13.6 N/A
6. General inpatient routine care service revenue
per admission 7 -15.7 N/A
7. Special inpatient care service revenue per day 6 - 49 N/A
8. Special inpatient care service revenue per
admission 6 - 58 N/A
Ancillary Services
9. Gross inpatient ancillary revenue per day 6 +29.6 *k
10. Gross inpatient ancillary revenue per admission 6 +27.6 *
11. Gross inpatient ancillary revenue as percentage
of total inpatient revenue 6 + 7.5 *
B. Cost Payers — Medicare and Medicaid (expf)
12. Inpatient allowable costs (plus return on equity
for investor-owned hospitals) per day 7 +21.5 Hokk
C. Net Patient Revenue (ipf)
13. Adjusted net patient service revenue per day 7 +274 kK
14. Adjusted net patient service revenue per
admission 7 +253 kK

ipf = including professional fees
expf = excluding professional fees
+ =
*¥*  =p®<.05
*¥»* = 05<pih)<.1
* =1 <p)s.2
N/A =

investor-owned hospitals as a group had higher values on this measure
not-for-profit hospitals as a group had higher values on this measure

percentage difference on this measure was not statistically significant
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Table 4: Comparisons of Costs/Expenses Between Investor-Owned and Not-For-Profit

Hospitals
Average
Percentage
Difference P(t), or
Between Investor- Level of
Owned and Significance
N (Pairs Not-For-Profit (*** = highly
Measure in sample) Hospitals significant)
A. Total Operating Costs
1. Total operating costs per adjusted day 7 + 200 % ko
B. General Service (Nonpatient) Costs
2. General service costs per adjusted day 7 + 269 *rk
3. Administrative and general costs per adjusted day 7 + 48.1 Horok
4. Building and fixture depreciation per adjusted day 7 + 591 wk
5. Movable equipment depreciation per adjusted day 6 + 66 N/A
6. Plant operation, laundry service, and
housekeeping costs per adjusted day 7 - 12 N/A
C. Patient Care Costs
7. Total patient care costs per adjusted day (ipf) 7 + 159 Hkk
8. Adjusted total patient care costs per
admission (ipf) 7 + 13.8 *
9. Total inpatient care costs per inpatient day (ipf) 7 + 143 *k
10. Total inpatient care costs per admission (ipf) 7 + 123 *
11. Total inpatient care costs per inpatient day (expf) 7 + 16.5 hokk
12. Total inpatient care costs per admission (expf) 7 + 144 *
13. Routine inpatient service costs per inpatient
day (expf) 7 + 19.5 HAk
14. Routine inpatient service costs per
admission (expf) 7 + 173 *
D. Ancillary Department Costs
15. Total inpatient ancillary costs per day (expf) 7 + 132 *
16. Operating room inpatient costs per day (expf) 7 + 385 HHE
17. Drugs charged to patients costs per day (expf) 7 + 252 ok
18. Delivery and labor room inpatient costs per
day (expf) 3 +123.8 Hork
19. Electrocardiology inpatient costs per day (expf) 5 - 523 *
20. Anesthesiology inpatient costs per day (expf) 7 - 35 N/A
21. Radiology inpatient costs per day (expf) 7 - 21 N/A
22. Medical supplies costs per day (expf) 7 - 45 N/A

ipf = including professional fees
expf = excluding professional fees
+ = investor-owned hospitals as a group had higher values on this measure
- = not-for-profit hospitals as a group had higher values on this measure
¥k = p(t)<.05
#* = 05<p(n<.1
* =1 <p)g.2
N/A = percentage difference on this measure was not statistically significant
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Table 5: Comparison of Daily Charges for Semi-Private Room for Seven Matched Pairs

- of Investor-Owned and Not-For-Profit Hospitals in North Carolina

Rates per day Rates per day

Investor-Owned Hospital 1986 1987 | Not-For-Profit Hospital 1986 1987

1. Raleigh Community Hospital $155 $155 Grace Hospital* $175 $175
(Raleigh) (Morganton)

2. Frye Regional Medical Center 150 156 Margaret R. Pardee 137 143
(Hickory) Memorial Hospital

(Hendersonville)

3. Medical Park Hospital® 124 135 Alamance County Hospital 172 172
(Winston-Salem) . (Burlington)

4. Humana Hospital Greensboro® 155 155 Cape Fear Memorial Hospital 124 141
(Greensboro) (Wilmington)

5. Central Carolina Hospital 155 155 Stanly Memorial Hospital* 139 169
(Sanford) (Albemarle)

6. Gordon Crowell Memorial closed Park Ridge Hospital* 149 156
Hospital (Fletcher)
(Lincolnton)

7. Community Hospital of 143 143 J. Arthur Dosher Hospital 139 139
Rocky Mount (Southport)
(Rocky Mount)
Average daily room rate for Average daily room rate for
investor-owned hospitals: $147 $150 not-for-profit hospitals: $148 $156
Median room rate for investor- Median room rate for not-
owned hospitals: $153 $155 for-profit hospitals: $139 $156

* = rates available for private rooms only

* Medical Park Hospital was purchased by Carolina Medicorp, Inc. in 1986 and is now a private, not-for-profit hospital.

® Humana Hospital was purchased by Moses Cone Memorial Hospital, a private, not-for-profit hospital, in 1988.

Source: Telephone interviews with hospitals on November 6, 1986 and November 2, 1987 by N.C. Center for Public

Policy Research staff.

XV



Comparing the Performance of For-Profit and Not-for-Profit Hospitals in North Carolina

‘recent available data when this analysis began.) Using
Medicare Cost Reports—financial reports filed annu-
ally with the federal Health Care Financing Adminis-
tration—the Center compared costs (to the hospital)
and charges (to the patient) between for-profits and
not-for-profits. For-profits had higher charges gener-
ally than comparable not-for-profits, particularly for
what are called ancillary services. Ancillary services
are those which are not included in the room charge,
such as x-rays, drugs, anesthesiology, and laboratory
services. The Center found that gross inpatient reve-
nue per day from ancillary services was almost 30
percent higher at investor-owned hospitals.

The only previous study on hospital charges in
North Carolina was done by Blue Cross and Blue
Shield of North Carolina in 1983. This study com-
pared the charges to Blue Cross subscribers in 1981-
1982 for three commonly performed procedures—
hysterectomies, cholecystectomies (gall bladder re-
movals), and normal baby deliveries at investor-
owned and not-for-profit hospitals. Blue Cross and
Blue Shield found that charges at the six investor-
owned chain hospitals in the sample were higher than
those at the not-for-profit hospitals with which they
were compared, with one exception. Only one inves-
tor-owned hospital had lower charges for normal de-
liveries than the not-for-profit hospitals.

Interestingly, charges for room rates were almost
identical in the for-profit and not-for-profit hospitals
examined in the Center’s study. The average room
rate in the for-profit hospitals in 1986 was $147, while
the average in not-for-profits was $148. This finding
is consistent with that of other studies nationally. For-
profit hospitals make money on ancillary services,
not room rates. As Dwight Gentry, formerly associate
director of the not-for-profit New Hanover Memorial
Hospital in Wilmington, puts it, “They [for-profit
hospitals] pump up high the I-V [intravenous solution]
and all the ancillary charges-—sky high.”

The Center’s research also revealed that investor-
owned hospitals had higher costs than their not-for-
profit counterparts in all areas — general service
(nonpatient care) costs, patient care costs, and ancil-
lary department costs. And total operating costs were
20% higher at for-profit hospitals.

IV. COMPARISON OF RANGE OF
SERVICES

CHAPTER 4 compares 22 service offerings at for-
profit and not-for-profit hospitals in North Carolina.
Over the years, critics have charged that for-profit
hospitals “skim the cream” in providing services.
That is, detractors allege that for-profits offer only
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Table 6: Comparisons of Services
Offered More Frequently by
Medium-Sized For-Profit and
Not-For-Profit N.C. Hospitals
in 15 Non-Standard Services'
(Ranked in order of greatest
percentage difference)

A. Services offered more frequently by
all Medium-Sized Not-For-Profit
Hospitals (10)

1. obstetrics

. newborn nursery

. cardiac ICU

. eye, ear, nose, and throat (EEN&T)

. orthopedics

. gynecology

. pediatrics

. cardiology*

. psychiatric outpatient*

O 0 1 N L AW

—
o

. neurosurgery*

B. Services offered more frequently by
all Medium-Sized For-Profit
Hospitals (5)

1. outpatient clinic

2. psychiatry

3. medical/surgical ICU*
4. neonatal ICU*

5. thoracic surgery*

 Non-standard services are those not offered by all
medium-sized hospitals.

* Percentage difference between hospital types was
10% or less.

services that make money and do not offer other less
Jucrative services. The Center’s findings on this issue
were mixed.

First, the Center found that there are four services
that can be considered standard at all N.C. hospitals
regardless of size or ownership—general medicine,
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Table 7: Comparisons of Services

Offered More Frequently by
Small For-Profit and Not-For-
Profit N.C. Hospitals in 18
Non-Standard Servicest
(Ranked in order of greatest
percentage difference)

A. Services offered more frequently by
all Small For-Profit Hospitals (11)

1

O 0 N N AW N

—
o

11.

. outpatient clinic

. thoracic surgery

. outpatient surgery

. cardiac ICU

. obstetrics*

. psychiatric outpatient*
. psychiatry*

. neurosurgery*

. orthopedics*

. newborn nursery*

physical therapy*

B. Services offered more frequently by
all Small Not-For-Profit Hospitals (3)

1.
2.
3.

gynecology
medical/surgical ICU*

eye, ear, nose, and throat (EEN&T)*

C. Services offered by same percentage
of Small For-Profit and Not-for-Profit
Hospitals (4)

1. urology (80%)

2. pediatrics (60%)
3. cardiology (10%)
4. neonatal ICU (0%)

t Non-standard services are those not offered by all
small hospitals.

* Percentage difference between hospital types was
10% or less.

general surgery, pharmacy, and emergency room serv-
ices. And medium-sized and large hospitals also had
three additional standard services—physical therapy,
outpatient surgery, and urology—regardless of owner-
ship type.

In hospitals of medium size (101-399 beds) — the
category with the largest number of hospitals (62) —
for-profit hospitals offered a narrower range of serv-
ices. Ten of the 15 non-standard services at medium-
sized hospitals were offered more frequently by not-
for-profits, including obstetrics and newborn nursery
services, generally regarded as less profitable services
or revenue losers. By contrast, investor-owned hospi-
tals were more likely to offer only five services more
frequently than not-for-profits.

Among small (100 beds or fewer) hospitals, how-
ever, for-profits offered 11 of the 18 non-standard
services more often than not-for-profit hospitals, par-
ticularly in the outpatient area. Small investor-owned
and -managed hospitals offered outpatient clinic, out-
patient surgery, and psychiatric outpatient services
more frequently than not-for-profit hospitals. Three
services—gynecology, medical/surgical intensive
care units, and eye, ear, nose, and throat (EEN&T)—
were offered more frequently by small not-for-profit
hospitals than by for-profit hospitals. Four services
were offered by the same percentage of for-profit and
not-for-profit hospitals.

Chapter 4 also examines whether investor-owned
multi-hospital systems, in order to ensure profitability,
take into account the population and wealth of an area
when deciding whether to purchase a hospital or pur-
sue a management contract. Forfune magazine sug-
gests that at least one for-profit chain does. “Humana
prefers to own facilities in suburbs where young
working families are having lots of babies,” the maga-
zine reported in its Nov. 17, 1980 issue. “Though
young people use hospitals less than the elderly, they
are more likely to be privately insured and in need of
surgery, which makes the most money. The babies
provide a second generation of customers.”

Research by the N.C. Center shows that the an-
swer appears to be yes in North Carolina as well.
When the three groups of for-profit hospitals—owned,
managed, and leased—were combined, the indicators
were strong that investor-owned corporations do take
area wealth and population size into consideration.
Twenty-three of the 44 hospitals owned, managed, or
leased by a for-profit chain as of June 1987 were lo-
cated in the 25 wealthiest of North Carolina’s 100
counties, and 20 of these 23 hospitals were also in the
top 25 counties in terms of urbanization.

—continued on page xix
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Table 8: 1984 Taxes Paid By For-Profit Hospitals (Investor-owned, -managed, and -leased)

State &
Local Local State Federal
Property Sales Income Income
Hospitals Paying Taxes in N.C. County TaxPaid TaxPaid TaxPaid Tax Paid
1. Frye Regional Medical Center I0) Catawba $ 177,349 NA  $290,709 $2,095,042
2. Raleigh Community Hospital (10) Wake 161,571 $ 164,564 258,294 1,701,943
3. Highsmith-Rainey Memorial Cumber- 203,203 50,195 146,525 1,055961
Hospital (10) land
4. Central Carolina Hospital (10) Lee 123,468 14,636 95,344 491,637
5. Davis Community Hospital (I0) Iredell 61,056 70,985 9,129 62,195
6. Humana Hospital Greensboro (10)*  Guilford 119,652 NA NA NA
7. Medical Park Hospital (10) Forsyth 73,286 16,773 0c¢ 0°
8. Heritage Hospital (I0) ¢ Edgecombe 61,323 NA NA NA
9. Community Hospital of Nash 29,704 NA NA NA
Rocky Mount (1I0)
10. Cape Fear Valley Medical Cumber- 3,800 © 0 0 0
Center (IM) land
11. Angel Community Hospital (IM) Macon 2,939 NA NA NA
TOTAL: $1,017,351 $317,153 $800,001 $ 5,406,778

10 = Investor-Owned
IM =Investor-Managed
NA = Not Available

FOOTNOTES

# Humana Hospital was purchased by Moses
Cone Memorial Hospital, a private, not-for-profit
hospital, in 1988.

® Denotes hospitals which did not respond to the
North Carolina Center for Public Policy Research
survey. Property tax information was supplied in-
stead by the county tax supervisors. Thus, this figure
may not accurately depict the total taxes paid by the
hospital to other levels of government.

¢ Because Medical Park was a limited parinership
in 1984, the hospital itself did not pay any state and
federal income taxes. The holding corporation
(Maplewood Corp. and Casstevens Co.) made all tax
payments. Medical Park Hospital was sold to Caro-
lina Medicorp, Inc. in 1986.

4 Formerly Edgecombe General Hospital.

¢ Taxes were paid on property leased by the hos-
pital. Cape Fear Vally Medical Center ended its
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County
Appropriations

. Other Total for Hospital
Taxes Paid Taxes Paid Services
$ 535 $ 2,563,635 $ 0
0 2,286,372 3,846,000
33,819 1,489,703 0
11,163 736,248 0
0 203,365 0
NA 119,652 ° 205,000
0 90,059 0
NA 61,323° 0
NA 29,704 ® 0
0 3,800 0
NA 2,939° 0

$45,517 $7,586,800 ¢

management contract with National Medical Enter-
prises, Inc. in 1985, and is currently managed by
SunHealth Enterprises.

£94% of the federal, state, and local taxes
$7,779,397) paid by the for-profit and not-for-profit
hospitals responding to the Center’s survey came
from five investor-owned hospitals (7% of the total
sample of 75 hospitals). These five investor-owned
hospitals which provided complete tax information
paid $7, 279,323.

Executive Summary

V. TAXES PAID BY FOR-PROFITS

CHAPTER 5 examines the issue of taxes paid by for-
profit hospitals. The chief explanation offered by for-
profit hospital officials for their lower levels of indi-
gent care (discussed in Chapter 2) is that for-profits
pay taxes to state and local governments. Again
through use of surveys of all general acute care hos-
pitals in North Carolina, the Center found that for-
profit hospitals pay substantial amounts in taxes—
more than $7.5 million in 1984. More than $2.1 mil-
lion was paid in local and state taxes. The vast major-
ity of the taxes, however—$5.4 million—went to the
federal government.

Among survey respondents, the highest contribu-
tor in total taxes was Frye Regional Medical Center in
Hickory, which paid almost $2.6 million in total taxes
in 1984. Highsmith-Rainey Memorial Hospital in
Fayetteville paid the most in local property taxes
($203,203), while Frye Regional Medical Center and
Raleigh Community Hospital paid the most in state
income taxes ($290,709 by Frye Regional Medical
Center and $258,294 by Raleigh Community Hospi-
tal).

For-profit hospital officials point to a number of
advantages enjoyed by their tax-exempt counterparts.
Exemption from taxes under Section 501(c)(3) of the
Internal Revenue Code allows not-for-profits to de-
vote more of their gross revenues to internal opera-
tions and expansion and to secure tax-exempt bond
financing. Also working to the advantage of not-for-
profits are lower postal rates, access to state appro-
priations, and tax-deductible charitable contributions
from foundations, corporations, and individuals.

The Center’s research on charitable contributions
to hospitals confirms that philanthropic giving can be
a congsiderable source of income for not-for-profit
hospitals. In 1982, North Carolina’s not-for-profit
hospitals and health care institutions received $25.3
million in charitable gifts from foundations and cor-
porations. The Duke Endowment alone gave more
than $10 million in grants to hospitals for construc-
tion, equipment, and free bed days for indigent pa-
tients that year, and Cabarrus Memorial Hospital in
Concord received grants totaling $1,755,000 from
four different Cannon foundations in 1983.

To survive in an increasingly competitive health
care environment, not-for-profit hospitals are diversi-
fying into money-making outpatient services such as
wellness and stress management programs, sleep dis-
order centers, home health care, and long-term reha-
bilitation. Such revenue-boosting efforts are fueling
the debate over whether not-for-profit hospitals
should retain their tax-exempt status. Current law
stipulates that a not-for-profit hospital must pay taxes

—continued on page xxi
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Table 9: The 10 Largest Grants Made in 1982 by Foundations in North Carolina
to North Carolina Hospitals

Amount Recipient Foundation
1. $1,950,000 Duke University Medical Center The Duke Endowment
Durham, NC Charlotte
2. 986,500 Cabarrus Memorial Hospital Charles A. Cannon Charitable
Concord, NC Trust Number One
Concord
3. 480,000 Cabarrus Memorial Hospital The Cannon Foundation
Concord, NC Concord
4, 250,000 Durham County Hospital Corporation The Duke Endowment
Durham, NC Charlotte
S. 250,000 Lenoir Memorial Hospital The Duke Endowment
Kinston, NC Charlotte
6. 250,000 Memorial Hospital of Alamance County ~ The Duke Endowment
Burlington, NC Charlotte
7. 250,000 Mercy Hospital The Duke Endowment
Charlotte, NC Charlotte
8. 250,000 Northern Hospital of Surry County The Duke Endowment
Mount Airy, NC Charlotte
9. 250,000 Presbyterian Hospital of Charlotte The Duke Endowment
Charlotte, NC Charlotte
10. 250,000 Scotland Memorial Hospital The Duke Endowment
Laurinburg, NC Charlotte

North Carolina Center for Public Policy Research, p. 11.

Source: Anita Gunn Shirley, Grantseeking in North Carolina: A Guide to Foundation and Corporate Giving,
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on any net business income not “substantially related”
to its charitable purpose, but Congress is considering
greater restrictions on the types of activities that are
tax-exempt. Some lawmakers, such as U.S. Rep.
Fortney “Pete” Stark (D-California), chairman of the
House Ways and Means Subcommittee on Health,
a1gue against tax exemptions for not-for-profit hospi-
tals, saying they do not provide enough charity care to
justify continued exemptions. Robert Taylor, an asso-
ciate professor of health administration at Duke Uni-
versity, says there is less difference between the social
benefit provided by not-for-profit hospitals and for-
profit hospitals than people think. “Why shouldn’t
hospitals pay taxes?” asks Taylor. *“What do not-for-
profit hospitals do that makes them unique? Why do
we tax an HCA hospital making $8 million a year and
not tax the not-for-profit hospital with the same bot-
tom line?”

Not-for-profit hospital executives defend their
tax-exempt status, saying that not-for-profit hospitals
not only provide a large amount of uncompensated
care to indigent patients, but also a majority of the
community health care. Not-for-profit hospitals also
provide many specialty programs such as burn units
and neonatal intensive care units, which unlike for-
profit institutions, produce little if any revenue, ac-
cording to Merlin K. Duval, former president of
American Healthcare Institute.

The tax-exempt status of hospitals is drawing
attention not only at the national level, but at the state
level as well. In 1987, at least 13 states considered
changes in the tax-exempt status of not-for-profit hos-
pitals. Local govermments, feeling the crunch of de-
creasing revenue and increasing demand for city serv-
ices, also are reviewing the tax-exempt status of not-
for-profit hospitals. In Pennsylvania, the city of Pitts-
burgh balked at allowing property tax exemptions for
three hospitals on grounds they no longer carry out

their part of the tax bargain by providing large -

amounts of free care to the poor. Dan Pellegrini, city
solicitor, says with the advent of Medicare, Medicaid,
and other third-party payers, hospitals do less free
care and therefore no longer earn their property tax
exemptions. Eventually, an agreement was worked
out under which the hospitals would pay $11.1 million
in service fees over 10 years to retain the property tax
exemption.

The Institute of Medicine of the National Acad-
emy of Sciences attempted to answer the question of
whether for-profit hospitals make as great a social
commitment in taxes paid and charity care given as do
not-for-profit hospitals in charity care alone. To do so,
the Institute created a social commitment index by
adding (a) expenditures within the hospital for indi-
gent care and (b) taxes paid to the county, which

theoretically could then also be spent for indigent care.
The total was compared to the amount spent on indi-
gent care by not-for-profit hospitals. For-profit hos-
pitals were found to have the greater social commit-
ment. Using the same concept, the Center’s research
showed a similar finding within two North Carolina
counties (Iredell and Wake), but in three other coun-
ties (Catawba, Cumberland, and Forsyth), not-for-
profit hospitals were found to have the greater social
commitment.

CONCLUSIONS AND
RECOMMENDATIONS

THE CENTER'S RESEARCH FINDINGS lead to four
major policy conclusions—(1) the state should de-
velop a policy of allocating the burden of indigent care
among hospitals; (2) the state needs to make available
to the public more information about costs and charges
of health care services; (3) the public should be noti-
fied if a hospital plans to eliminate or decrease the
level of a service; and (4) all not-for-profit hospitals
should be monitored by the state to see if they are
providing sufficient benefits to their communities to
merit their tax-exempt status, and counties should
earmark tax revenues received from investor-owned
hospitals for indigent care for county residents. The
Center does not recommend a moratorium or prohibi-
tion on further expansion by for-profit hospital chains
in the state. Such a moratorium was enacted by the
N.C. legislature for six months in 1984. Other states
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such as Nevada have placed limits on the amount of
profits hospitals can make.

The Center recommends that the N.C. General
Assembly enact a program to support care for indigent
patients. The Center suggests the state choose one of
four options: (a) to require all hospitals to provide a
minimum amount of indigent care as measured by a
percentage of gross patient revenues; (b) mandate that
counties develop and fund their own indigent care
programs; (c) assess all hospitals an amount based on
each hospital’s gross patient revenues and use those
assessments for a statewide fund for indigent care; or
(d) appropriate state funds for indigent care to hospi-
tals with high levels of indigent care.

The Center also recommends that the General
Assembly adopt legislation enabling the N.C. Medical
Database Commission to collect data on costs, as well
as charges, at all hospitals in North Carolina. The
Commission should be authorized to publish this data
in order to help the public make more informed
choices in the health care marketplace.

The Center’s third main recommendation is that a
new article be added to Chapter 131E of the N.C.
General Statutes requiring any hospital—public or
private not-for-profit or investor-owned—to give no-
tice and hold a public hearing if (a) the hospital plans
to eliminate permanently or indefinitely any health
care service; (b) if the hospital plans to reduce perma-
nently the volume of a service to the extent that the
hospital deliberately plans to limit its treatment to
fewer patients than used the same service the year
before; or (¢) if a hospital has temporarily eliminated
or reduced a service for more than 30 days.

The Center’s last major recommendation is that
all private not-for-profit and public hospitals should
be required to meet a “social benefit = tax exemptions”
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test. Not-for-profit hospitals should be required by
the legislature to submit a “community benefit report”
to the N.C. Medical Database Commission document-
ing services to the poor, educational services for all in-
come levels, and other community services. The
Commission should submit this data to the N.C. De-
partment of Revenue, which would then determine if
the community benefit provided justifies each not-
for-profit hospital’s tax exemption. Currently, under
the state’s revenue laws, any organization that is ex-
empt from federal income tax under the Internal Reve-
nue Code is also exempt from state income tax. The
Center proposes that the linkage between the state and
federal exemption policies be severed. If state poli-
cymakers do not adopt this recommendation, then the
Center recommends that (a) the state consider removal
of the tax exemption for investor-managed hospitals;
(b) the state allow public and private not-for-profit
hospitals to retain their tax exemptions; and (c) that
counties receiving tax payments from investor-owned
hospitals earmark the revenues to provide indigent
care for county residents.

The Center’s report served as the research base
for a joint production with the University of North
Carolina Center for Public Television which aired on
the North Carolina Public Television Network on May
25, 1988. James Bernstein, chief of the state’s Office
of Health Resources Development, led a discussion by
a panel comprised of: Earl Tyndall, administrator of
Medical Park Hospital in Winston-Salem; Glenn
Wilson of the UNC-CH School of Social and Admin-
istrative Medicine; Chris Fitzsimon and Jill
McSweeney of UNC-TV; and Lori Ann Harris of the
Center for Public Policy Research. Copies of the
videotape are available for $87 by contacting Ted
Harrison at WUNC Television at 919-737-2853.
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CHAPTER 1

CHANGES IN THE INVESTOR-
- OWNED HOSPITAL
MOVEMENT

by Melissa Jones

A SUMMARY OF THE CENTER’S FIRST REPORT ON THE INVESTOR-OWNED
HOSPITAL MOVEMENT IN NORTH CAROLINA*

FOR GENERATIONS, most hospi-
tals in North Carolina were pub-
licly-owned or not-for-profit hospi-
tals designed to provide health care
at modest rates for the citizenry—
and not designed to bring stock-
holders a return on investment.
But since 1980, the ownership and management of
North Carolina’s hospitals has changed dramatically,
and now 47 of the state’s 162 non-federal hospitals—
more than one in every four—are either owned, leased
or managed (at least in part) by for-profit, commercial
enterprises, the N.C. Center for Public Policy Re-
search has found. This marks an increase from the 42
hospitals owned, leased, or managed by investor-
owned companies in July 1986, when the N.C. Center
released its first report on the state’s investor-owned
hospital movement.

The Center examined this trend in the first of two
reports on the for-profit hospital movement in North
Carolina. The first report, published in 1986, was
called The Investor-Owned Hospital Movement in
North Carolina. Two years in the making, the report
incorporated original research as well as material
from interviews with officials at 39 hospitals through-
out the state, as well as community leaders in areas
where for-profit hospitals had begun to function. “The
for-profit trend is one of the most significant health
care issues that North Carolina citizens will face,”
said Ran Coble, executive director of the N.C. Center.

“Sooner or later, each of us may require the services of
a hospital, and how that hospital is operated and man-
aged may be vital—literally.”

Hospital ownership can be classified into three
broadly-defined categories: (1) public; (2) not-for-
profit (both secular and religious—also called volun-
tary); and (3) investor-owned (also called private for-
profit or proprietary). The majority of North
Carolina’s hospitals are owned by local governments
(counties, cities, hospital districts, or special hospital
authorities) or by not-for-profit corporations.

In both reports by the N.C. Center for Public
Policy Research, the term public hospital refers spe-
cifically to those owned by state or local governmen-
tal bodies and excludes federal hospitals. Not-for-
profit hospitals (secular or religious) are privately-
owned and operated as charitable, community service
organizations. Sometimes called “voluntary” hospi-
tals, they are tax-exempt. Investor-owned hospitals
are also privately owned but are not tax-exempt. The
investor-owned hospital seeks to earn a profit for its
shareholders in addition to providing health care serv-
ices in the community. A multi-hospital system con-

*This introductory section, pages 1-5, is primarily com-
prised of excerpts from the Executive Summary of the N.C.
Center's previous report, The Investor-Owned Hospital
Movement in North Carolina, published in 1986 and edited
by Elizabeth M. “Lacy” Maddox, as well as from the news
release accompanying that report.
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sists of a group of hospitals with common ownership
or management. Like individual hospitals, hospital
management companies can be public, not-for-profit,
or investor-owned.

The Center’s first report represented an overview
of the issues raised by for-profit involvement in the
hospital industry. It contained individual profiles of
the hospitals then owned, leased, or managed by the
11 investor-owned, multi-hospital systems operating
in the state. In addition, the report identified some of
the possible factors leading to the acceleration of
investor-owned involvement in North Carolina. Fi-
nally, the report examined several other components
of the health care industry which are relatively new to
the state and which may affect the viability of the
state’s hospitals.

Advantages and Disadvantages of
For-Profit Hospitals

THE FIRST REPORT assessed opinions of hospital
administrators and health care experts about the ad-
vantages and disadvantages of for-profit hospitals.
Among the possible advantages are the following:

1. Access to private capital. The major advan-
tage investor ownership or management may offer is
access to private capital that can be used to repair,
replace, or expand hospital buildings. Hospitals also
use these funds to purchase increasingly expensive
and sophisticated medical equipment.

2. Access to a national personnel pool. Inves-

-tor-owned corporations may use their national sys-

tems to develop a pool of qualified personnel, particu-
larly hospital administrators. .

3. Management expertise. Such a personnel
pool may contribute to management expertise. The
skills required to be a good county commissioner or a
good doctor are not necessarily the same skills that
would guarantee a well-run hospital. While a hospital
seeks to provide quality health care, it must also man-
age to stay out of debt.

4. Volume purchasing. Any multi-institutional
system has the advantage of saving money through
large-volume purchases of basic medical necessities
such as intravenous solutions. A single hospital usu-
ally lacks the buying power of an investor-owned cor-
poration.

5. Promoting competition in the hospital sec-
tor. The presence of investor-owned hospitals in a
community may increase competition in the health
care sector generally. Competition between hospitals
might lower prices and provide more health care op-
tions for consumers.

6. Tax advantages for the community. If a
hospital changes from a county-owned or other public
facility to an investor-owned facility, it will also
change from being tax-supported to being a taxpayer,
because investor-owned hospitals are subject to local
property taxes and corporate income tax levies.

7. Taking the county out of the hospital busi-
ness. The final potential advantage applies when the
hospital has been previously owned by a county or
city. County commissioners who have turned over a
county-owned facility that was losing money to a
private company frequently say a burden has been
lifted from their shoulders.

Possible disadvantages also accompany the
growth of the investor-owned hospital movement in
North Carolina. These potential drawbacks include
the following: )

1. Higher charges. A chief possible disadvan-
tage of investor-owned hospitals is that they may have
higher charges.

2. Indigent care. Another major concem ex-
pressed about hospitals affiliated with investor-
owned corporations is whether they provide less in-
digent care than do not-for-profit hospitals.

3. Skimming the cream. Hospitals affiliated
with investor-owned corporations may narrow the
range of services or alter the patient mix to the extent
that investor-owned hospitals provide more of the
profitable services and get more of the paying pa-
tients—Ileaving fewer revenue-producing patients or
services for not-for-profit hospitals.

4. Changing the nature of health care. Just as
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there is a political and financial factor that may be an
advantage of investor-owned corporations—namely,
increased tax revenue—there is also a philosophical
question of whether profit considerations properly be-
long in the delivery of hospital care. This question is
not a problem for research but rather a debate about

who has the responsibility for delivery of health care
in a democratic society.

Investor-Owned Hospital Companies in
North Carolina in 1985

FOLLOWING THIS ANALYSIS, the first report pro-
vided extensive summary data on the location, owner-
ship, services, and size of North Carolina’s non-fed-
eral hospitals. The Center’s research also looked at
multi-hospital systems in the state. Only one of the 11

for-profit hospital companies operating in North
Carolina in 1985—Hospital Corporation of America
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(HCA)—both owned and managed hospitals in the
state at that time. Seven systems then operated in the
state only as hospital owners. Three investor-owned

systems were engaged exclusively as hospital man-
agers.

Common Assumptions Found to be
Wrong

AS PART OF ITS RESEARCH for both the first and
second reports, the Center disproved two hypotheses
concerning changeovers to for-profit hospitals. The
first hypothesis was that public hospitals would be
more likely to join investor-owned hospital systems
than would not-for-profit or independent proprictary
hospitals. But the Center found that thus far, this has
not been true in North Carolina. Of the 24 hospitals
which are owned by investor-owned corporations,
only five were once public hospitals—Central Caro-
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lina Hospital in Sanford, Heritage Hospital in Tar-
boro, Highsmith-Rainey Memorial in Fayetteville,
Franklin Memorial in Louisburg, and Lowrance Hos-
pital in Mooresville, now called Lake Norman Re-
gional Medical Center. However, future sales to in-
vestor-owned firms would have to come from not-for-
profit and public hospitals because there is only one
remaining independent, for-profit hospital left in
North Carolina—McPherson Hospital in Durham.
The second hypothesis was that a decision by
public or not-for-profit hospitals to join an investor-
owned system would be likely to follow the defeat of
a local hospital bond referendum. Again, the Center’s
research has found that this is not true. Based on the
available evidence from the N.C. Local Government
Commission and from the Department of the State
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Treasurer, no significant relationship appears to exist
between these two events. First of all, hospital bond
referenda usually pass. Since November 1970, coun-
ties and towns have presented 45 hospital bond refer-
enda to the voters, and only nine have failed. And
second, in only three (Lee, Iredell, and Franklin) of
those nine counties has the county subsequently affili-
ated with an investor-owned hospital corporation.

Alternative Health Care Facilities
Compete with Hospitals

THE FIRST REPORT examined several new, growing
components of the health care industry which affect
the viability of the state’s community hospitals.
Health maintenance organizations (HMOs) and pre-
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ferred provider organizations (PPOs), both alterna-
tives to traditional insurance plans, seek to limit pa-
tients’ use of medical specialists and of inpatient
hospital care. Ambulatory surgery clinics and urgent
care centers—the so-called “Doc-in-a-Box” health
clinics that have popped up in many communities—
compete directly with hospitals. “These new service
providers can weaken a hospital’s economic stability
and perhaps make it more likely to be a candidate for
sale to an investor-owned company,” said Coble.
Some health care experts believe that the very
existence of many hospitals will be threatened as
these new competitors peel away one hospital profit
center after another and turn the hospital into a money
loser. “If you pull out all the parts of the hospital that
are profitable, the hospital system as we know it will
fly apart,” said John Young, a staff researcher with the
N.C. General Assembly. Three hospitals in North
Carolina (Warren General in Warrenton, Gordon
Crowell Memorial in Lincolnton, and Huntersville
Hospital in Huntersville) have already closed in the
past few years.* In this initial report, the Center
looked closely at those North Carolina hospitals
which have opted for affiliation with an investor-
owned corporation. The report also discussed major
problems facing hospitals in the next decade.

HOSPITALS FACE CHANGE: AN
OVERVIEW OF TRENDS IN NORTH
CAROLINA AND THE NATION

PART OF AN INCREASINGLY DIVERSE health care
industry, modern American hospitals have begun to
shift with the winds of government policies and the
market economy. And because those winds change in
strong, sudden gusts, hospital administrators can have
a tough time keeping their institutions on a steady
flight.

The remainder of this introductory chapter traces
the various recent trends buffeting hospitals—inves-
tor-owned and not-for-profit, public and private, rural
and urban—across North Carolina and the nation.
While this summary is not exhaustive, it provides a
backdrop for the research which follows.

Retrenchment in the Investor-Owned
Hospital Movement

RETRENCHMENT, today’s buzzword among analysts
of the nation’s investor-owned hospital industry,
seems a far cry from the predictions heard during most
of the last decade. In the late 1970s and early 1980s,
the “megasystem”—a handful of national investor-

owned conglomerates running hospitals, providing
insurance, and establishing new sorts of health care
entities from health maintenance organizations to ur-
gent care centers—seemed certain to appear on the
horizon. Paul Starr charted the “Coming of the Corpo-
ration” in his Pulitzer Prize-winning book The Social
Transformation of American Medicine, and New
England Journal of Medicine editor Arnold S. Relman
wrote an article on “The New Medical-Industrial Com-
plex” which shaped much subsequent debate. Starr
and Relman viewed the impending changes as an
ominous trend, harmful to the traditional ethos of
service to patients in American hospitals.! Other ana-
lysts, including former Reagan administration budget
director David A. Stockman, considered the changes
a welcome and necessary addition of rational business
expertise to hospitals which, amid mounting costs,
could no longer afford less-than-efficient manage-
ment.2 Critics of increasingly entrepreneurial hospi-
tals described patients who, under the duress of illness,
had little control of their treatment and placed a vital
trust in their physician and in their hospital. However,
proponents of what Greensboro News & Record col-
umnist Giles Lambertson called “the customer theory
of running hospitals” hailed the competition among
emerging alternatives to traditional insurance, hospi-
tals and physicians’ offices as effective at both cutting
costs and pleasing the consumer.?

What happened to this predicted megasystem?
Although the investor-owned movement’s influence
has significantly changed the way Americans receive
medical care and how they pay for it, the prospect of a
few large corporate chains providing all facets of
health care from cradle to grave now seems unlikely.
Although the number of investor-owned hospitals con-
tinues to grow, and although fewer investor-owned
hospitals remain independent of chains, the major for-
profit hospital corporations are either slowing the pace
of their purchases or are divesting hospitals, insurance
plans, urgent care centers, and other enterprises. From
early in the summer of 1986 until just recently, the
major investor-owned corporations once known as the
“Golden Boys of the ‘buy, build and grow’ era of the
hospital business™*—American Medical International,
Hospital Corporation of America, Humana, and Na-

* Blackwelder Memorial Hospital in Lenoir, owned by
Futura Health Care Services since 1985, closed in October
1988, when Futura filed for bankruptcy. According to
officials of the for-profit hospital corporation, Futura plans
to reopen the facility in 1989. Tables and text in this and
following chapters do not reflect this closure. For more de-
tails on hospital closures in North Carolina, see The Inves-
tor-Owned Hospital Movement in North Carolina, pp. 50-
52.
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tional Medical Enterprises—posted major financial
losses. A feature story in The Wall Street Journal
recounted the woes of one investor-owned hospital
conglomerate—Humana. The Journal noted that
Humana’s profits, although relatively high for the
investor-owned hospital industry, had “eroded some-
what,” and observed that “Humana stock has lost its
glamour.”’

‘Significant changes in both the public and private
sectors have combined to slow the American investor-
owned hospital movement:

1. Prospective payment systems and pre-admis-
sion reviews have significantly lowered hospitals’
inpatient occupancy rates, shortened the length of
patients’ stays, and restricted the potential profits
on inpatient hospital care. Since 1983, the federal
government’s prospective payment system for Medi-
care has used diagnosis related groups (commonly
known as DRGs) to reimburse hospitals at a flat rate
set before hospitals provide a given service. This pro-
spective payment system (PPS) differs from the retro-
spective method once used by Medicare officials to re-
imburse hospitals for the costs which the hospital had
already incurred. (For a quick view of DRGs—what
they are and why the government uses them—see the
sidebaron pages 10-11.) Even before this watershed in
the history of the nation’s health care system, private
insurance companies, along with groups of physicians
and public health officials, had begun to review hos-
pital admissions with an eye toward encouraging out-
patient services in place of expensive inpatient care
whenever possible. These pre-admission reviews also
sought to trim any unnecessary time spent in the hos-
pital or the intensive care unit. Private insurers insti-
tuted these reviews at the urging of employers, who
were feeling the pinch of rising health insurance pre-
miums for their employees.

Such changes in the way government and insur-
ance companies pay for health care has affected hospi-
tal bills and budgets. Making less money from fewer
patients, “hospitals are having to pass extremely high
[price] increases to those of us who pay full price,”
says Daniel Butler, senior vice president for health
affairs at Blue Cross and Blue Shield of North Caro-
lina. While most hospitals are managing to stay in the
black, Butler says that doing so is “becoming very
difficult.” Although Medicare officials assert that
hospitals have healthy profit margins, another analyst
paints a grimmer picture. All hospitals, says Stephen
Morrisetle, senior vice president of the North Carolina
Hospital Association, “have found out that you cannot
make money in general, acute care services alone. It’s
a no-win situation.”

2. Investor-owned companies’ efforts to diver-
sify their business holdings have met with only lim-
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The Wellness Center at The McDowell Hospital

ited success, and the industry has witnessed wide-
spread divestment of these ventures. Although di-
versification—spreading risks over and gathering in-
come from a number of different enterprises—is a
comrmon corporate practice, it has not proven as simple
or successful as the chief executive officers (CEOs) of
investor-owned hospital chains first anticipated. For
example, insurance businesses owned and operated by
the four major investor-owned chains—American
Medical International (AMI), Hospital Corporation of
America (HCA), Humana, and National Medical En-
terprises (NME)—have lost large amounts of money
in recent years, in part by paying insurance benefits to
competing hospitals. Also, competition from their
networks of doctors’ offices and ambulatory surgery
centers has irked local physicians. Said former AMI
president and CEO Walter L. Weisman, “We and
many others lost sight of the importance of the individ-
ual physician”—the physician who admits patients
and thus controls the hospital’s viability.® The inves-
tor-owned hospital corporations have divested most of
their insurance businesses and other subsidiaries.

In another kind of divestment, investor-owned

hospital chains have not merely sold subordinate busi-
nesses like their urgent care centers but have actually
created a new company and sold to it a significant
number of their hospitals. Hospital Corporation of
America started its spinoff, called HealthTrust, in Sep-
tember 1987. American Medical International com-
pleted its spinoff of 36 hospitals to Epic Healthcare
Group in September 1988. Each of these sales in-
cludes nearly half of the parent company’s acute care
hospitals, but AMI and HCA are holding on to their
psychiatric facilities. Both AMI and HCA own sub-
stantial shares of stock in their spinoffs. And both
HealthTrust and the AMI spinoff are using their em-
ployees’ pension funds to finance loans used to pur-
chase hospitals from their parent company. If the
spinoffs make money, employees will receive their
retirement benefits as shares of company stock. These
employee stock ownership plans (ESOPs) bring tax
breaks and low interest rates to the corporations but
place employees’ retirement benefits at risk in the
stock market.”

Of course, all industries have experienced times of
boom and bust. Reacting to this business cycle, CEOs

Courtesy McDowell Hospital
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of investor-owned hospital chains knew when to shift
gears in their business ventures. If they failed to make
such changes, they could not pay dividends to stock-
holders or keep their hospitals open.

In the wake of this rush to divest, the big investor-
owned firms are making different predictions about
the hospital business. While none are predicting a
megasystem, their decisions about diversification
differ. AMI, for example, “will not diversify again”
according to Weisman,® but Humana plans to get rid
of the bugs in its strategy and make diversification
work. Taking a middle course is HCA, which now has
a joint insurance venture and will maintain its outpa-
tient and psychiatric clinics. All the big firms, how-
ever, seem to have weathered the October 1987 stock
market crash, and their earnings are up, as of Sep-
" tember 1988. Stock market analysts say the com-
panies got a boost from a drop in corporate income
tax rates.’ :

3. Many states have intensified their scrutiny
and regulation of the health care system which may
have helped slow the pace of the investor-owned
hospital movement. According to a study by the
National Conference of State Legislatures, in 1984
there were 800 state government programs designed
to limit health care costs; in 1986, there were 2,972.1°
A few state commissions even regulate hospital rates.

Like many industries, the investor-owned hospital
chains have gravitated to the Sunbelt, where state
governments are less likely to have imposed strict
regulations. But in Nevada, where hospitals owned
and managed by for-profit chains predominate, and
where health care costs are some of the highest in the
nation, Gov. Richard Bryan has led a fight to cap
hospitals’ profit margins. (See the sidebar in Chapter
3, page 111, for a more detailed account of state gov-
ernment regulation of the price of health care.)

4. Competition from inside and outside the in-
vestor-owned hospital industry has slowed the in-
vestor-owned hospital movement nationwide.
New, smaller investor-owned firms, many of which
concentrate on a particular region, population, or clini-

cal service, have emerged as the major corporations

began to divest; but on the other hand, competition
from some of these relatively small investor-owned
chains may have contributed to the divestitures in the
first place.

Major investor-owned hospital companies also
compete with their own record of growth and profits.
Ironically, a hospital or service yielding early high
returns which then level off, or one taking time to turn
a profit, can hurt an investor-owned firm’s corporate
image. David G. Warren, professor of health adminis-
tration at Duke University, explains that even if such
a facility or service keeps a steady profit margin, it

may be viewed as a handicap by a corporation watch-
ing the bottom line over the short term.

Competition has also come from outside the inves-
tor-owned hospital industry. Independent ambulatory
surgery centers have pulled patients away from hospi-
tals, which are, after all, the core of investor-owned
chains. And not-for-profit hospitals, which have been
banding together in an array of corporate and volun-
tary networks, have also learned to compete for pa-
tients and have become more adept at guarding their
market share. (For a discussion of the trends among
not-for-profit hospitals, see pages 18-25.)

:,'S'mall and Specialized Investor-Owned

Companies Emerge During Industry’s

- Retrenchment

ONE PART of the investor-owned hospital industry
has weathered the storms in the health care system—
specialized facilities such as psychiatric, chemical
dependency, arid rehabilitation hospitals.!! Many of
the new, small firms in the for-profit hospital industry
have used these avenues to move into the business.
And these firms are succeeding at a rate which signifi-
cantly outpaces the industry’s giants. In 1986, accord-
ing to the Federation of American Health Systems’
(FAHS) annual directory, the number of investor-
owned specialty hospitals grew by more than 15 per-
cent, with psychiatric hospitals comprising a major
part of the increase. Investor-owned psychiatric hos-
pitals grew by a whopping 23 percent that year. These
figures outshone the overall investor-owned hospital
industry’s 1986 performance—a 5 percent increase in
the number of hospitals. This S percent overall rate of
increase matched the pace of growth in the investor-
owned hospital industry during the previous five
years.2
The next year’s survey by FAHS, posting the
industry’s marks for 1987, revealed an overall growth
rate of only 1 percent in the number of investor-owned
hospitals, to a total of 1,375. Again, the number of
specialty hospitals—up 6 percent to a high of 498—
grew faster than the whole industry, but that marked a
significant slowdown from the previous year. Spe-
cialty hospitals comprise more than one third of the
investor-owned hospital industry. Psychiatric hospi-
tals, which make up almost 60 percent of the investor-
owned specialty hospital market, still led the industry
but slowed their rate of growth. Nonetheless, psychi-
atric hospitals added 9 percent more facilities to reach
a total of 297, over 20 percent of the entire investor-
owned hospital market.?? '
The fact that Medicare uses neither DRGs nor
prospective payment systems for psychiatric services
—continued on page 12
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HOW DO HOSPITALS FARE UNDER
MEDICARE?

by Melissa Jones

-IN THE FIRST REPORT on investor-owned hospitals

by the N.C. Center for Public Policy Research,
Robert Conn explained how Medicare pays for a
patient’s hospital stay:

On October 1, 1983, the way in which the
federal government pays for Medicare in-
hospital services changed dramatically. Until
that time, the amount of the payment for
Medicare patients was not determined until
all the hospital’s services had been provided
and the costs of providing those services had
been determined. Then—retrospectively—
the hospital would tell Medicare how much
the services cost and learn how much of the
bill Medicare would pay.

Beginning with the new 1984 fiscal year
on October 1, 1983, the federal government
began to try to get control of rising costs in the
Medicare program by changing its payment

. system so that a hospital would know at the
beginning of treatment how much the pro-
gram would pay for inpatient hospital care.

This new Prospective Payment System (PPS)

was designed so that hospitals will be paid on

the basis of pre-determined—or prospec-
tively determined—rates for the operating
costs of inpatient services. The PPS pays an
amount that has been calculated by multi-
plying a weighting factor assigned to a par-
ticular Diagnosis Related Group (DRG) by an
amount called the appropriate federal rate.

DRG is a classification approach using major

medical diagnostic categories.'

This reimbursement system was supposed to en-
courage efficient hospital management and reduce
the rate of growth in the federal Medicare program.
Under the system’s first four years, the appropriate
federal rate was blended with a regional rate in an
attempt to allow hospitals to adjust gradually to a
uniform national rate. But congressional budget
compromises delayed the uniform national rate,
which was scheduled to take effect in 1988. Con-

gress especially tried to help hospitals in the north-
east handle the region’s higher labor costs, which
have been aggravated by a severe nursing. shortage
Those hospitals can choose payments under ‘a
blended rate, as can hospitals in states along the
Atlantic coast. ‘Medicare’s reimbursement rates
rose in April 1988 for all hospitals, and inner city
and rural hospitals recelved shghtly blgger boosts in
their rates.2 '

Do hospitals profit from these ad]ustments——or,
for that matter, from PPS? That question sparks
quite a debate. “According to Brown Gardner, the
senior director of benefits administration for Blue
Cross and Blue Shield of North Carolina, hospitals
in the state did receive a boost in Medicare funds
when the reimbursement system changed. And even
after inflation in health care costs:and growth in the
number of claims are considered, PPS and DRGs
accounted for about 10 to 13 percent of the increase
in federal reimbursements to hospitals from fiscal
year 1983 to fiscal 1984—an increase of between
$72 and $95 million.* More recently, the U.S. De-
partment of Health and Human Services reported
that American hospitals still earned, on average, a
9.6 percent profit during the 1986 fiscal year, though
this is less than the 14.4 percent average for fiscal
1985.4

But hospital administrators assert that the federal
government’s accounting ‘method fails to consider
the full costs of caring for Medicare patients when
measuring profits. Surveys and studies by pnvate
research firms and trade associations, these adrmms-
trators point out, contradict the federal gov-
ernment’s findings and report that under: Medxcare ,
hospitals either have minimal profit margins or are
losing money.* Increases in Medicare reimburse-
ment rates, about 1 percent annually accordmg to the i
Federation of American Health Systems (an organi-
zation of investor-owned hospitals), have not kept
up with inflation in health'care costs.¢ (For moré in-
formation on inflation and the cost of health care, see
the sidebar in Chapter 3, pp. 93-95.)

—continued
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/ Mqéicare rules and reviews continue to be com-
~ plex under the prospective payment system, which
was originally designed to simplify the hospital

. claims: process and thus save both the govcmment‘

and the hospitals money. Furthermore, those hospi-
tals which do make money under PPS are, their ad-
- ministrators say, doing what the federal governmeit
wants them to do—running a tight ship. Michael D.
Bromberg, executive director of the Federation of

- American Health Systems, explained :why the-
amount Medicare pays is so 1mportant to all hospi-

tals:
i About one-half the income received by most
hospitals comes from the Medicare and Medi-
caid programs. For health care managers, that

means that the federal govérnment is their

largest customer. Given the Medicare DRG
payment system, that also means that this -

largest customer is also-setting the price for

services rendered by hospitals.”

While all hospitals complain that Medicare rates
treat them unfairly, rural hospltals in particular fare
poorly under PPS. Federal Medicare officials agree
. that rural hospitals are losing money: These hospi-
' tals have received lower reimbursement rates be-
cause it was assumed that the cost of living was
lower in rural areas than in cities. But any such
differences between urban and rural areas are “not
significant” compared to other costs faced by rural
hospitals, says Stephen Morrisette, senior vice pres-
ident of the North Carolina Hospital Association.
“Rural hospitals must compete for skilled medical
staff,” says Morrisette, and to persuade medical pro-
fessionals to forgo the conveniences of cities and
major medical centers “can cost more, not less.”

The recent congressional changes in reimburse-
ment rates have “taken a little pressure off” North
Carolina’s rural hospitals, says .the state Hospital
Association’s finance director, Harold Bennington:?
But the debate continues about how much to raise
payments to rural hospitals. The N.C. Hospital As-

~ sociation says that all hospitals should be paid at the

same basic rate but get discounts when they offer
certain types of community service, such as physi-
cian residency programs. Advocates for rural hospi-
tals claim that neither the government nor state and
federal hospital associations recognize the full ex-
tent of the rate’s discrepancy. In'Missouri, a group
of rural hospitals is taking the U.S. Department of
Health and Human Services to court. The hospitals
are contending that the government’s use of metro-

polltan statlstlcal .areas (MSAs) in differentiating
between rural and urban hospitals discriminates
against rural hospitals and, they assert, violates the
u.s. Consntuuon 5 equal protection and due process
clauses.®

- In future years, Medlcare s prospective payment
‘program will play an increasingly significant role in
this country’s health care system. As the American

population ages, more people will depend upon

Medicare to pay their hospital bills, and Medicare
reimbursement will comprise a growing percentage
of hospital revenue. Congress is now considering

. proposals to use prospective payments for the part of .
" Medicare which covers outpatient and physician

services. (These types of health care are now reim-
bursed o the basis of costs incurred; as all Medicare
claims ‘once were funded.) If these reforms take
place in 1991 as scheduled, Medicare’s prospective
payment system will not only influénce hospitals but
will affect how much doctors, home health nurses,

.and other medical professionals eamn. And as the

scope of prospective payment plans expands, the

debate surrounding them will undoubtedly continue.

FOOTNOTES
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partment of Health and Human Services, Profit Margins
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may attract investor-owned corporations to this mar-
ket. Investor-owned hospital administrators also note
that a large percentage of psychiatric patients can pay
their bills out of their own pockets or with the help of
private insurance, unlike acute-care patients, half of
whom rely on Medicare or Medicaid.'*

It is important to note that this deceleration in the
investor-owned industry has come at a time when the
number of American hospitals in general has been
falling. The past two years have marked a record
number of closings of American acute care hospitals:
71 closed in 1986 and 79 in 1987, according to the
American Hospital Association. Thirty-five of the
hospitals closing in 1987 were investor-owned. While
investor-owned hospitals comprise about 15 percent of
the nation’s hospitals, they accounted for 44 percent of
hospital closures in 1987.1%

Investor-Owned Hospitals in North
Carolina Reflect National Trends

NORTH CAROLINA, where major investor-owned
hospital chains rapidly expanded in the early 1980s,
now mirrors the national trend of retrenchment in one

aspect. Since the North Carolina Center for Public
Policy Research published its first report the overall
number of hospitals owned by for-profit corporations
remains unchanged at 24. (The first report used, in
most cases, data current through 1985.) Three inves-
tor-owned hospitals in North Carolina have been sold
to private, not-for-profit firms, marking a new trend
among hospitals in the state. On the other hand, one
investor-owned hospital has been built, and two not-
for-profit hospitals have been purchased by investor-
owned corporations.

The number of hospitals which have management
contracts with investor-owned corporations, how-
ever, has grown by six to a total of 21 as of November
1988. The number of hospitals leased by for-profit
companies has increased slightly as well, from one to
a total of two. These management contracts and
leases between chains and not-for-profit hospitals
demonstrate that the investor-owned hospital move-
ment continues to expand in the state, despite a stand-
still in the number of hospitals owned by for-profit
corporations.

Tables 1.1 and 1.2, as well as Figure 1.1, illustrate
specific changes in the state’s investor-owned hospi-

Figure 1.1: The Growth of Investor-Owned Hospital Involvement in North Carolina
(Total — Owned, Leased and Managed) 1950-1988
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Chapter 1

tal movement. Table 1.1 lists the 47 hospitals affili-
ated with investor-owned corporations in the state.
Figure 1.1 traces the growth of the investor-owned
hospital industry in North Carolina since 1950. Table
1.2 describes the specific changes in the investor-
owned hospital movement since the Center’s first
report in 1986. Significant developments in the in-
dustry since the beginning of 1986 include the follow-
ing:

1. Management contracts between five not-for-
profit hospitals and three investor-owned chains—
Horizon Health Management Company, Psychiatric
Institutes of America, and Mental Health Manage-
ment Company—mark a new development in the
state. (Table 1.3 lists the hospitals which have en-
tered contracts with these companies). These inves-
tor-owned firms do not manage entire hospitals but
specialize in running only psychiatric units.

Such contracts with national investor-owned firms
enable not-for-profit hospitals to recruit psychiatrists,
clinical social workers, and other qualified personnel
from across the country. Managers from the investor-
owned company can also put their expertise to use for
not-for-profit hospitals by quickly putting in place
comprehensive, workable psychiatric treatment pro-
grams. These advantages help not-for-profit hospi-
tals attract patients in the highly competitive and
lucrative market for psychiatric care.

While management contracts with investor-owned
firms may offer not-for-profit hospitals these kinds of
benefits, the contracts sometimes come with strings
attached. Because the investor-owned firm’s profit
motive may conflict with a hospital’s mission of com-
munity service, the hospital must be careful to stay in
control of its psychiatric services, says one North
Carolina hospital official whose not-for-profit
hospital’s psychiatric unit is managed by an investor-
owned company. “You don’t want to sell them the
farm,” the official commented, adding that a not-for-
profit hospital should, if at all possible, take the time
to develop its own psychiatric program without the
help or hindrance of a contract with an investor-
owned company.

2. Seventeen investor-owned firms are currently
affiliated in some way with 46 North Carolina hospi-
tals. (McPherson Hospital in Durham is North
Carolina’s only independently owned for-profit hos-
pital.) Table 1.4 shows these companies and their
hospitals in the state. Several of the nine investor-
owned companies which have entered the North
Carolina market since 1985 epitomize the expanding
presence of relatively small, emerging corporations in
the investor-owned hospital industry. These investor-
owned hospital firms are described in Table 1.5.
Table 1.5 also notes which firms have left the state

since the N.C. Center’s last report.

One investor-owned company new to North Caro-
lina, Comprehensive Addiction Programs, specializes
in managing chemical dependency centers like the
Life Center of Wilmington, which Healthcare Serv-
ices of America divested in late 1987.

Not all of the new companies are small, however.
HealthTrust, which now owns three and leases one
hospital in North Carolina,-is one of the largest hospi-
tal chains, investor-owned or not-for-profit, in Amer-
ica. (See below and the sidebars on pages 27-31 for
more about HealthTrust’s unusual origin.)

3. While some North Carolina communities are
witnessing a new investor-owned involvement in
their not-for-profit hospitals, others have felt first-
hand the consequences of the industry’s retrench-
ment.

» Bertic County Memorial Hospital in Windsor
has come full circle since it closed for two months in
the summer of 1985. Once county-owned but oper-
ated by SunHealth (a not-for-profit hospital manage-
ment firm and alliance headquartered in Charlotte),
the hospital closed in July 1985 only to open again in
September under the management of Forum Health
Investors (FHI), a for-profit firm. In February of
1986, the investor-owned Westworld Community
Healthcare Inc. leased the hospital from the county.

Westworld had entered the investor-owned hospi-
tal industry in the early 1980s and grew into a network
of rural health care systems including hospitals, a
health maintenance organization (HMO), alcohol
dependency and pain treatment centers, and even an
air ambulance service. But in communities with
Westworld hospitals, patients said prices were too
high. Some insurance companies agreed and refused
to pay the bills; eventually banks refused Westworld
credit. On Wall Street, the company’s stock fell flat.!¢
Despite divesting all of its businesses except for a few
rural hospitals and changing executive officers,
Westworld failed to turn a profit. In fact, it lost
millions.

When Westworld finally declared bankruptcy in
July 1987, its hospitals got two days’ notice to close
their doors. Bertie Memorial reverted to the county’s
ownership and, once again, entered a management
contract with Forum Health Investors.

e In September 1987, Hospital Corporation of
America (HCA) divested 104 of its 186 acute care
general hospitals in the United States. HCA also
created a new company, named HealthTrust, to buy
the hospitals. That move made HealthTrust the larg-
est single owner of acute care general hospitals in the
country according to Modern Healthcare magazine."
It also sparked a controversy about the financial

—continued on page 16
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Table 1.1: Investor-Owned Involvement with Hospitals in North Carolina, 1988

Owned/
Beds Leased/ Date I-O Date of
in Hospital Managed/  Involvement Latest
Hospital Name Location Use Type & Company Began Changeover
A. Owned by Investor-Owned Corporations (24) )
1. Appalachian Hall Asheville 100 P O-PIA 1931 1981
2. Blackwelder Memorial Hospital * Lenoir 35 G O-FHCS 1985 1987
3. Brynn Marr Neuropsychiatric Jacksonville 76 P O-HSA 1984 1984
Hospital
4. Central Carolina Hospital Sanford 142 G O-AMI 1980 1980
5. Charter Hills Hospital Greensboro 68 P O-CMC 1981 1981
6. Charter Mandala Center Winston-Salem 99 P O-CMC 1973 1981
7. Charter Northridge Hospital Raleigh 66 P O-CMC 1984 1984
8. Charter Pines Hospital Charlotte 60 P O-CMC 1985 1985
9. Community Hospital of Rocky Mount 50 G O-BAHC 1913 1986
Rocky Mount
10. CPC Cedar Spring Hospital Pineville 50 P O-CPC 1985 1985
11. Davis Community Hospital Statesville 149 G O-HT 1925-37 1987
12.  Franklin Regional Medical Louisburg 53 G O-HMA 1983 1986
Center !
13.  Frye Regional Medical Center Hickory 275 G O-AMI 1912 1972
14.  Heritage Hospital 2 Tarboro 127 G O-HT 1982 1987
15. TenBroeck Hospital 3 Hickory 64 P O-UMC 1935 1979
16. Highland Hospital Asheville 98 P O-PIA 1904 1982
17. Highsmith-Rainey Memorial Fayetteville 150 G O-HCA 1901-63 1983
Hospital
18.  Holly Hill Hospital Raleigh 106 P O-HCA 1978 1984
19. HSA Cumberland Hospital Fayetteville 154 P O-HSA 1976 1983
20. Life Center of Wilmington Wilmington 27 S O-CAPS 1984 1984
21. Lake Norman Regional Medical = Mooresville 111 G O-HMA 1983 1986
Center *
22.  McPherson Hospital Durham 24 S O-Ind 1926 1926
23.  Orthopaedic Hospital Charlotte 120 S O-HT 1971 1987
24. Raleigh Community Hospital Raleigh 140 G O-HCA 1950 1977
B. Managed or Leased by Investor-Owned Corporations (23)
25. Angel Community Hospital Franklin 81 G M-HCA 1926-65 1983
26. Ashe Memorial Hospital Jefferson 48 G M-HCA 1981 1981
27. Bertie County Memorial Windsor 49 G M-FHI 1985 1987
Hospital
28. The Brunswick Hospital Supply 60 G L-HT 1981 1987
29. Bumnsville Hospital * Burnsville 24 G M-HCA 1982 1982
30. Chatham Hospital Siler City 68 G M-HMP 1987 1987
31. Craven Regional Medical New Bemn 24 G M-HHM 1987 1987
Center ¢ :
32. District Memorial Hospital ’ Andrews 50 G M-HCA 1987 1987
33. Duplin General Hospital ® Kenansville 20 G M-PIA 1987 1987
34. Gaston Memorial Hospital * Gastonia 70 G M-MHM 1987 1987
35. Granville Medical Center Oxford 66 G M-HMP 1988 1988
36. Hamlet Hospital Hamlet 64 G L-HMA 1987 1987
37. Hoots Memorial Hospital Yadkinville 54 G M-HCA 1986 1986
* See note at bottom of page 5. —continued

14



Chapter 1

Table 1.1: Investor-Owned Involvement with Hospitals in North Carolina, 1988,

continued
Owned/
Beds Leased/ Date I-O Date of
in Hospital Managed/ Involvement Latest
Hospital Name Location Use Type & Company Began Changeover
38. Hugh Chatham Memorial Elkin 81 M-HMP 1985 1985
Hospital
39. Johnston Memorial Hospital Smithfield 107 G M-HCA 1983 1983
40. Margaret R. Pardee Memorial Hendersonville 21 G M-MHM 1987 1987
Hospital ®
41. The McDowell Hospital Marion 65 G M-Delta 1982 1982
42. Medical Park Hospital Winston-Salem 120 G M-HCA 1971 1986
43. Morehead Memorial Hospital Eden 85 G M-HMP 1984 1984
44, Person County Hospital Roxboro 54 G M-HCA 1981 1981
45. Rutherford Hospital Rutherfordton 165 G M-HMP 1983 1983
46. Spruce Pine Community Spruce Pine 68 "G "M-HCA 1982 1982
Hospital ®
47. Wilson Memorial Hospital ® Wilson 23 G M-MHM 1987 1987
G - General hospital (primarily) O - Owned
P - Psychiatric M - Managed
S - Specialty L - Leased
Full names for the 17 corporations listed above are as follows:
AMI ....... American Medical International, Inc. Horizon Health Management Co.

BAHC.....Best American Health Care
CAPS.....Comprehensive Addiction Programs
CMC......Charter Medical Corporation

CPC .......Community Psychiatric Centers
Delta.......The Delta Group, Inc.

FHCS .....Futura Health Care Services

FHI ... Forum Health Investors

HCA ... Hospital Corporation of America

Health Management Associates, Inc.

Hospital Management Professionals, Inc.
Healthcare Services of America

HealthTrust, Inc. — The Hospital Company !°
Mental Health Management Co.

Psychiatric Institutes of America !

United Medical Corporation

Ind............... Independently owned, not affiliated

with a chain

FOOTNOTES

! Formerly named Franklin Memorial Hospital.

? Heritage Hospital was built in 1985 as a replacement facility for Edgecombe General.

3 Formerly named Hickory Memorial Hospital.

4 Formerly named Lowrance Hospital.

% Spruce Pine Community Hospital and Burnsville Hospital are the only hospitals in the Blue Ridge Hospital System, which is
managed under contract by Hospital Corporation of America.

¢ Craven Regional Medical Center, formerly Craven County Hospital, is county-owned; Horizon Health Management Co. manages
24 psychiatric beds of the hospital’s 276 beds.

7 Formerly named Mountain Park Medical Center.

¥ Duplin General Hospital has 60 beds and is county-owned; Psychiatric Institutes of America manages 20 psychiatric beds of that
total.

9 Gaston Memorial Hospital is a private, not-for-profit hospital, as is Margaret Pardee Memorial Hospital; Wilson Memorial
Hospital is county-owned. Mental Health Management Co. manages 70 psychiatric beds of Gaston Memorial’s 354 total beds,
21 psychiatric beds of Margaret Pardee Memorial’s 149 total beds, and 23 psychiatric beds of Wilson Memorial’s 281 total beds.

19 HealthTrust was formed in September of 1987 by Hospital Corporation of America. HCA divested 104 of its 186 acute care
hospitals in the United States. : .

11 Psychiatric Institutes of America is a subsidiary of National Medical Enterprises, one of the largest national investor-owned
hospital companies.
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health of HealthTrust and of employee pensions
which HCA used to fund the deal. (The sidebars on
pages 27-31 explain this controversy.) Four North
Carolina hospitals—The Brunswick Hospital in Sup-
ply, Davis Community Hospital in Statesville, Heri-
tage Hospital in Tarboro, and Orthopaedic Hospital in
Charlotte—are now owned by HealthTrust, while
three hospitals—both Holly Hill and Raleigh Com-
munity in the capital city and Highsmith-Rainey
Hospital in Fayetteville—remain with HCA.

One update to the HealthTrust story is in order.
The company announced its plans to trade some
bonds publicly in February 1988. This move, accord-
ing to analysts of the investor-owned hospital indus-
try, signals some financial success for the company
and is the market’s first chance to assess Health-
Trust’s value.!® Although its future over the long haul
remains uncertain, HealthTrust has paid, well ahead
of schedule, $320 million of its $1.7 billion dollar
debt as of August 31, 1988, according to Mark Kim-
brough, investor relations manager for HCA.

 After a decade of skirmishes with local physi-
cians and low occupancy rates, Humana, Inc. sold its
Greensboro hospital to the city’s largest hospital—

the private, not-for-profit Moses H. Cone Memorial.
Even before Humana opened its Greensboro facility
in 1977, it had spent five turbulent years of court bat-
tles with state health planners and eventually settled
for a scaled-down version of the proposed hospital.
(Humana faced similar difficulties in an unsuccessful
attempt to open a hospital in Cary.) And when the
investor-owned corporation opened two MedFirst
urgent care clinics in Greensboro, local doctors, fac-
ing this new competition, cried foul. Some resigned
from Humana Hospital’s board of trustees, and many
refused to send patients there.

Ironically, it was Greensboro physicians who had
first urged Humana to open a hospital in the city as an
alternative to the not-for-profit facilities in the area.
Just before Humana, Inc. struck the deal with Moses
Cone in 1988, several Greensboro doctors—worried
about Cone possibly having too great a market share
in the city—offered to buy the hospital from Humana.

Moses Cone officials are making major changes in
the hospital. Maternity care—the one major clinical
service not previously offered at Humana Hospital—
is exactly what Cone plans for its new sister facility.

—continued

Table 1.2: Changes in North Carolina’s Investor-Owned Hospital Movement, 1986-1988

A. Hospitals newly owned by investor-owned corporations

1. CPC Cedar Spring Hospital, in the Mecklenburg County town of Pineville, is a new facility

built by Charter Medical Corporation in 1985.

2. Franklin Regional Medical Center in Louisburg, previously named Franklin Memorial
Hospital, was owned by the county and was managed by Health Management Associates

(HMA). HMA purchased the hospital in 1986.

3. Lake Norman Regional Medical Center, formerly named Lowrance Hospital, was owned by
Iredell County and managed by Hospital Corporation of America. Health Management
Associates bought the hospital, located in Mooresville, in 1986 and renamed it the following

year.

B. Hospitals no longer owned by investor-owned corporations

1. Charlotte Eye, Ear and Throat Hospital in Mecklenburg County, formerly owned by
Humana, was purchased by Presbyterian Hospital in 1987. The hospital is now legally named

Presbyterian Specialty Hospital.

2. Humana Hospital Greensboro in Guilford County was purchased in 1988 by Moses Cone
Hospital, a private, not-for-profit facility in the same city.

3. Medical Park Hospital, previously an independent for-profit hospital, was purchased in
December 1986 by Carolina Medicorp, a private holding company in Winston-Salem.
Medical Park has been managed by Hospital Corporation of America since 1984. Carolina
Medicorp was formed in 1984 and serves as the holding company owning the not-for-profit
Forsyth Memorial Hospital, as well as for-profit subsidiaries.

—~continued
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Table 1.2: Changes in Ndrth Carolina’s Investor-Owned Hospital Movement, 1986-1988,
continued

C. Not-for-profit hospitals newly managed by investor-owned corporations

1. Chatham Hospital in Siler City has been managed by Hospital Management Professionals
since 1987.

2. Craven Regional Medical Center in New Bern has a psychiatric unit which has been managed
by Horizon Health Management since 1987. The facility was named Craver County Hospital
until 1988.

3. Duplin General Hospital in Kenansville has a psychiatric unit which has been managed by
Psychiatric Institutes of America since 1987.

4. Gaston Memorial Hospital in Gastonia has a psychiatric unit which has been managed by
Mental Health Management since 1987.

5. Granville Medical Center signed a management contract with Hospital Management Profes-
sionals in April 1988.

6. Hoots Memorial Hospital in Yadkinville has been managed by Hospital Corporation of
America since 1986. .

7. Margaret Pardee Memorial Hospital in Hendersonville has a psychiatric unit which has been
managed by Mental Health Management since 1987.

8. District Memorial Hospital in the Cherokee County town of Andrews has been managed by
Hospital Corporation of America since 1987. In October of that year, its name changed from
Mountain Park Medical Center.

9. Wilson Memorial Hospital in Wilson has a psychiatric unit which has been managed by

- Mental Health Management since 1987,

D. Not-for-profit hospitals no longer managed by investor-owned corporations

1. Cape Fear Valley Medical Center in Fayetteville ended its management contract with
National Medical Enterprises in 1985. It is now managed by SunHealth Enterprises, a for-
profit subsidiary of The Sun Alliance, a partnership of not-for-profit hospitals.

2. Franklin Regional Medical Center in Louisburg ended its management contract with Hospltal
Corporation of America in 1986. See A2 above.

3. Lake Norman Regional Medical Center ended its management contract with Hospital
Corporation of America in 1986. See A3 above.

-E. Not-for-profit hospitals newly leased by investor-owned corporations

1. The Brunswick Hospital in Supply is now leased from Brunswick County by Hospital
Corporation of North Carolina, a wholly-owned holding subsidiary of HealthTrust. Hospital
Corporation of America leased the hospital from 1981 until it created HealthTrust in 1987.

2. Hamlet Hospital in Richmond County has been leased by Health Management Associates since
1987.

F. Not-for-profit hospitals no longer leased by investor-owned corporations

1. Bertie County Memorial Hospital in Windsor was leased by Westworld Community
Healthcare Inc. from February 1986 until the investor-owned chain went bankrupt in July
1987. The hospital then reverted to the county and is now managed by Forum Health
Investors, as it was prior to the lease with Westworld.

One final note is needed to update the list of investor-owned facilities published on page x in the North
Carolina Center’s 1986 report on The Investor-Owned Hospital Movement in North Carolina. The Life
Centers of Fayetteville and Jacksonville arenow considered part of the HS A hospitals in those cities— HSA
Cumberland Hospital and Brynn Marr Neuropsychiatric Hospital, respectively.
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Table 1.3: Not-For-Profit Hospitals in North Carolina with Psychiatric Units Managed by

Investor-Owned Corporations, 1988

Total beds Psychiatric Investor-owned
Hospital in use beds in use corporation

1. Craven Regional 276 24 HHM
Medical Center

2. Duplin General 60 20 PIA
Hospital

3. Gaston Memorial 354 70 ' MHM
Hospital

4. Margaret Pardee 149 21 MHM
Memorial Hospital

5. Wilson Memorial
Hospital 281 23 MHM

Full names for the corporations above are as follows:

HHM ....Horizon Health Management Co.
MHM ...Mental Health Management Co.

PIA ... Psychiatric Institutes of America, a subsidiary of National Medical Enterprises.

Although it is too early to predict how much of the
Greensboro market the planned 115-bed women’s
hospital will capture, Moses Cone Memorial Hospital
already holds a major share of the hospital business in
Guilford County. (In 1986, more than 40 percent of
Guilford County residents who sought hospital care
went to Moses Cone.’®) This move by Moses Cone
administrators to transform their second hospital into
a women’s health center not only illustrates the trend
towards specialty facilities extending to the not-for-
profit sector but also underscores the increasing busi-
ness savvy of not-for-profit hospitals.

Not-For-Profit Hospitals—Getting Down
to Business

NOT-FCR-PROFIT HOSPITALS are getting down to
business in North Carolina and across the nation. A
seasoned hospital administrator in both investor-
owned and not-for-profit facilities and currently ex-
ecutive director of Medical Park Hospital in Winston-
Salem, Earl H. Tyndall Jr. says, “Those administra-
tors who do not run their hospitals like businesses will
find that they have no hospitals to run. It is not
possible to run a hospital today as it was 20 years
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ago.” Changes in the way not-for-profit hospitals op-
erate testify to their growing entrepreneurial bent, as
well as to some differences in business strategy be-
tween not-for-profit and investor-owned hospitals.

1.Not-for-profit hospitals are succeeding with
limited diversification.

Some not-for-profit facilities, out of the glare of
shareholder scrutiny and Wall Street Journal public-
ity, are absorbing preliminary losses on new ventures
and are coping successfully with federal Medicare re-
imbursement limits and other prospective payment
systems, says health care industry analyst Donald E.
L. Johnson. (For more about how hospitals fare under
Medicare, see the sidebar on pages 10-11.) Because
of their traditionally “cautious boards and conserva-
tive medical staffs,” as well as “insufficient access to
capital,” not-for-profit hospitals took considerably
smaller steps to diversify their holdings than did the
investor-owned chains, says Johnson.2® And while a
recent survey for Hospitals magazine showed that
most hospitals have usually made money or at least
broken even on nearly all diversification efforts from
outpatient surgery to retirement communities, not-
for-profit hospitals may have to scale back their di-
versification plans if ambulatory services become
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“overbuilt,” says Diane Howard, director of the
American Hospital Association’s Division for Ambu-
latory Care, Women’s and Children’s Health.?!

. 2.Not-for-profit hospitals are buying investor-
owned hospitals,

In North Carolina alone, three investor-owned
hospitals have been sold to not-for-profit firms since
late 1986. Since Presbyterian Health Services, owner
of Presbyterian Hospital, bought Charlotte Eye, Ear
and Throat Hospital from Humana in 1987 and Moses
Cone Memorial purchased Humana Hospital Greens-
boro in 1988, Humana no longer has any holdings in
the state. Carolina Medicorp, a holding company
which owns the not-for-profit Forsyth Memorial
Hospital, purchased Medical Park Hospital, once an
independent, for-profit facility, in December 1986.
One analyst sees the trend as a “complete role rever-
sal” for investor-owned and not-for-profit hospitals.
Lawrence Gerber, an attorney with a Chicago law
firm which often handles hospital purchases, says,
“Proprietary systems tried to build an empire on the
financial desperation of not-for-profits. Now, not-
for-profits are trying to capitalize on the financial des-
peration of the proprietaries.”??

3. Not-for-profit hospitals are joining alliances.

While investor-owned hospital chains have pur-
chased independent proprietary hospitals in North
Carolina, many of the state’s not-for-profit hospitals
have been seeking safety in numbers from strict gov-
ermnment reimbursement policies and adverse market
forces. Many have joined alliances, as have not-for-
profit hospitals nationwide. Participation in these
multi-institutional arrangements is voluntary, and
member hospitals—often concentrated in one region
of the country—generally own shares in a central
corporation. Recently, small hospitals which could
not afford full membership on their own have begun
to affiliate with alliances through a complex mix of
organizational plans.

These alliances are actually partnerships of not-
for-profit hospitals, but they generally oversee a
tangled web of for-profit subsidiaries and holding
companies. These subsidiaries, collectively called a
health system, are owned by the partnership of not-
for-profit hospitals but may undertake joint and inde-
pendent for-profit ventures, such as hospital manage-
ment, health insurance, and laundry services.

The nation’s largest hospital alliance and health
system, Voluntary Hospitals of America (VHA), is
—continued on page 22
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Table 1.4: Investor-Owned Hospital Companies Active in North Carolina (17), 1988 *

Company
Owns (0),
Leases (L), or
General (G), Manages (M) hospital

Name of Hospital Company and Psychiatric (P),  or Manages the
Hospitals in North Carolina Hospital or Specialty (S)  Psychiatric Unit
Affiliated with the Company Location Hospital (MPU) only
American Medical International (2)
1. Central Carolina Hospital Sanford G 0
2. Frye Regional Medical Center Hickory G 0]
Best American Health Care (1)
3. Community Hospital of Rocky Mount Rocky Mount G 0]
Comprehensive Addiction Programs (1)
4, Life Center of Wilmington Wilmington S o
Charter Medical Corporation (4)
5. Charter Hills Hospital Greensboro P )
6. Charter Mandala Center Winston-Salem P 0]
7. Charter Northridge Hospital Raleigh P 0]
8. Charter Pines Hospital Charlotte P 0]
Community Psychiatric Centers (1)
9. CPC Cedar Spring Hospital Pineville P 0
The Delta Group, Inc. (1)
10. The McDowell Hospital Marion G M
Futura Health Care Services (1)
11. Blackwelder Memorial Hospital Lenoir G O
Forum Health Investors (1)
12. Bertie County Memorial Hospital Windsor G M
Hospital Corporation of America (12)
13. Angel Community Hospital Franklin G M
14. Ashe Memorial Hospital Jefferson G M
15. Burnsville Hospital Bumsville G M
16. District Memorial Hospital Andrews G M
17. Highsmith-Rainey Memorial Hospital Fayetteville G o
18. Holly Hill Hospital Raleigh P 0
19. Hoots Memorial Hospital Yadkinville G M
20. Johnston Memorial Hospital Smithfield G M
21. Medical Park Hospital Winston-Salem G M
22. Person County Hospital Roxboro G M
23. Raleigh Community Hospital Raleigh G O
24. Spruce Pine Community Hospital Spruce Pine G M
—continued
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Table 1.4: Ihvestor-OWn‘éfd Hospital Companies Active in North Carolina (17), 1988, *

continued
Company
Owns (0),
Leases (L), or
General (G), Manages (M) hospital

Name of Hospital Company and Psychiatric (P),  or Manages the

Hospitals in North Carolina : Hospital or Specialty (S) * Psychiatric Unit

Affiliated with the Company Location Hospital (MPU) only
Horizon Health Management Co. (1)

25. Craven Regional Medical Center New Bern G MPU only
Health Management Associates, Inc. (3)

26. Franklin Regional Medical Center Louisburg G 0O

27. Hamlet Hospital Hamlet G L

28. Lake Norman Regional Medical Center Mooresville G 0
Hospital Management Professionals, Inc. (5) -

29. Chatham Hospital Siler City G M

30. Granville Medical Center Oxford G M

31. Hugh Chatham Memorial Hospital Elkin G M

32. Morehead Memorial Hospital Eden G M

33. Rutherford Hospital Rutherfordton G M
Healthcare Services of America (2)

34. Brynn Marrr Neuropsychiatric Hospital Jacksonville P o

35. HSA Cumberland Hospital Fayetteville P 0]
HealthTrust, Inc—The Hospital Company (4)**

36. The Brunswick Hospital Supply G L

37. Davis Community Hospital Statesville G O

38. Heritage Hospital Tarboro G 0]

39. Orthopaedic Hospital Charlotte S 0]
Mental Health Management Co. (3)

40. Gaston Memorial Hospital Gastonia G MPU only

41. Margaret R.'Pardee Memorial Hospital Hendersonville G MPU only

42. Wilson Memorial Hospital Wilson G MPU only
Psychiatric Institutes of America (3)

43. Appalachian Hall Asheville P O

44. Duplin General Hospital Kenansville G MPU only

45. Highland Hospital Asheville P O
United Medical Corporation (1)

46. Ten Broeck Hospital Hickory P 0]

* McPherson Hospital in Durham is North Carolina’s only independently owned for-profit hospital; it is not included in
this table.
** Hospital Corporation of America formed HealthTrust in September 1987 and sold the new company 104 acute-care
hospitals. For more information about HealthTrust, see page 13 and the sidebars on pages 27-31.
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Table 1.5: Investor-Owned Companies Entering and Leaving North Carolina, 1986-1988

N.C. N.C. N.C.
Hospitals Hospitals Hospitals
Corporation Owned Leased Managed
A. Investor-owned corporations new to North Carolina
1. Best American Health Care 1 0 0
2. Comprehensive Addiction Programs 1 0 0
3. Community Psychiatric Centers 1 0 0
4. Futura Health Care Services 1 0 0
5. Forum Health Investors 0 0 i
6. Horizon Health Management Co. 0 0 1
7. Health Management Associates 2 1 0
8. HealthTrust, Inc. 3 1 0
9. Mental Health Management Co. 0 0 3
B. Investor-owned corporations no longer in North Carolina
1. Health Care Management Corp.* 1 0 0
2. Humana, Inc.** 2 0 0
3. National Medical Enterprises, Inc.*** 0 0 1

* Health Care Management Corp. owned Blackwelder Memorial Hospital in Lenoir from 1985 until 1987, when Futura

Health Care Services purchased it.

** Humana owned Charlotte Eye, Ear and Throat Hospital from 1981 until 1987 as well as Humana Hospital Greensboro
from 1977 until 1988. Presbyterian Health Services Inc., owner of the private, not-for-profit Presbyterian Hospital,
purchased Charlotte Eye, Ear and Throat Hospital. Another private not-for-profit hospital, Moses Cone Memorial, bought
Humana Hospital Greensboro. Since Humana, Inc. sold those two hospitals, it is no longer active in North Carolina.

*** National Medical Enterprises managed Cape Fear Valley Medical Center from 1982 until 1985. The hospital is now
managed by SunHealth Enterprises of Charlotte, a for-profit subsidiary of The Sun Alliance, a partnership of not-for-profit
hospitals. Although NME does not directly own, lease or manage any hospitals in the state, its subsidiary, Psychiatric
Institutes of America, owns two psychiatric hospitals in the state—Appalachian Hall and Highland Hospital, both in
Asheville. PIA also manages the psychiatric unit at Duplin General Hospital, a county-owned hospital in Kenansville.
Another NME subsidiary, The Hillhaven Corporation, owns or manages several North Carolina nursing homes.

active in North Carolina. Through its shareholders
and regional health care systems, VHA is affiliated in
some fashion with 10 North Carolina hospitals, as
well as with several nursing homes and an ambulatory
surgery center. VHA shareholders include Carolina
Medicorp Inc. (the private holding company in For-
syth County which owns Forsyth Memorial and Medi-
cal Park Hospitals) and Charlotte Memorial Hospital
and Medical Center, Inc. (owned by the Charlotte-
Meckienburg Hospital Authority, a public entity
which also owns Charlotte Rehabilitation Hospital
and University Memorial Hospital).

22

SunHealth Corporation is based in Charlotte and is
the holding company for a partnership of not-for-
profit hospitals known as the Sun Alliance. Sun-
Health’s holdings make it the third largest health
system and alliance in the United States,?® but its
market share in North Carolina is more than twice the
size of VHA’s. While VHA has affiliated with the
state’s two major public medical centers in Meck-
lenburg and Wake counties, those two hospitals’ pri-
mary competitors—the private, not-for-profit Presby-
terian Hospital in Charlotte and Rex Hospital in
Raleigh—are SunHealth shareholders or “partners™
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in the Sun Alliance. The Sun Alliance has 26 partner
hospitals in North Carolina. SunHealth Enterprises,
Inc., a for-profit subsidiary of SunHealth Corpora-
tion, manages two outpatient clinics and nine hospi-
tals in the state. Hospitals managed under contract
with SunHealth Enterprises include Alamance
County Hospital and Alamance Memorial Hospital,
both in Burlington, as well as Chowan Hospital in
Edenton. All hospitals affiliated with SunHealth,
whether partners or managed facilities, are members
of the SunHealth Network.

Like most recent developments in the American
health care system, alliances have generated contro-
versy. Hospital administrators are taking a closer
look at the costs and benefits of alliances before they
join.** Some observers criticize alliances for quietly
generating profits for not-for-profit hospitals. Offi-
cials like VHA’s former president Don Arwine con-
tend, however, that alliances “bring entrepreneurship
to the not-for-profit sector. . . to perpetuate and en-
hance that sector.”?® Alliances, these executives
maintain, help to preserve those not-for-profit hospi-
tals which value their voluntary mission.

4. Public hospitals are reorganizing as private,
not-for-profit hospitals.

In North Carolina, some counties are getting out of
the hospital business. Since 1983, when the General
Assembly first passed a law permitting counties to
convert their public hospitals to private, not-for-profit
facilities, five county boards of commissioners—
Alamance, Forsyth, Gaston, Wayne, and Wilson—
have decided to do just that.¢ Once a hospital’s assets
are transferred to a private, not-for-profit holding
company, the hospital can establish both for-profit
and not-for-profit subsidiaries, like joint ownership
of a medical office building with a group of local phy-
sicians. For instance, Carolina Medicorp in Forsyth
County has launched Foundation Healthsystems Inc.,
which has opened a. medical mall with doctors’ of-
fices, a pharmacy, and centers for outpatient surgery,
X-rays, and other high-tech medical services. Salem
Health Services, also part of Carolina Medicorp, runs

a for-profit laundry service. And the holding com-

pany has won state approval to build a nursing home.

Again, the introduction of profit-seeking ventures
into traditionally not-for-profit hospitals has aroused
controversy. The North Carolina statute does require
the newly-created private, not-for-profit hospital to
continue to serve as a nondiscriminatory “community
general hospital” and to provide indigent care if the
county so requires. It also permits county commis-
sioners to retain control of the hospital’s board of
trustees.?’” But some of the state’s newspapers have
voiced concern that the hospital trustees will not open
their meetings to public scrutiny, even though the

boards make decisions for the community hospital.
The News and Observer of Raleigh worried in an
editorial that “over time in counties that approve con-
versions, the public may notice its hospital increas-
ingly run on the basis of financial considerations and
more aloof from the community.”28

Hospital corporation officials, however, contend
that financial problems besetting public hospitals
make the change a must. -Although all the hospitals
which changed to a private, not-for-profit status were
financially stable at the time, David C. Knesel,
spokesman for Carolina Medicorp Inc., maintains that
Forsyth Memorial faced a dilemma common to public
hospitals:

It was that [a 19 percent property tax increase
for Forsyth County] or go broke. We needed
millions of dollars and did not want to seek a tax
increase. Reorganization allows us to compete
in many areas to make the money we need while
responding to what the community wants.?”

5. Public hospitals are seeking a chance to start
profit-making ventures.

Public hospitals also are seeking authority to un-
dertake business ventures for profit without reorgan-
izing as private, not-for-profit corporations. Public
hospital administrators want to enter joint ventures
with physicians to develop medical office buildings
and to undertake other profit-making enterprises
which do not directly provide medical services.
These administrators and their attorneys, along with
the N.C. Hospital Association, have urged a state
legislative study commission to support an amend-
ment to North Carolina’s Constitution, which, they
assert, is the only feasible way to put public hospitals
on what they term a “level playing field” with com-
peting hospitals.

North Carolina’s Constitution currently states that
the “power of taxation shall be exercised in a just and
equitable manner, for public purposes only, and shall
never be surrendered, suspended, or contracted away”
[emphasis added].>® The state Supreme Court takes a
broad view of this public purpose doctrine, and “it
would surely apply to revenues at a county hospital,”
says J. Phil Carlton, formerly a state Supreme Court
justice and now an attorney for one of the state’s
largest public hospitals—Wake Medical Center in
Raleigh. Just what activities public hospitals are
barred from undertaking remain uncertain, says
Carlton, for “it would take the wisdom of Solomon for
anyone to predict whether a court would deem a new
hospital endeavor as being for a public purpose.”!
Public hospital administrators express frustration that
they cannot undertake joint profitable ventures with
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physicians without treading on legal thin ice. Such
uncertainties place public hospitals—especially those
in rural areas——at a significant disadvantage in at-
tracting physicians and their patients, the administra-
tors say.

While legislators on the Study Commission on
Survival of Public Hospitals acknowledge that public
hospitals are facing financial hard times, they say that
the proposed constitutional amendment flies in the
face of political reality. In North Carolina, constitu-
tional amendments must pass each chamber of the
General Assembly by a three-fifths majority and must
be approved in a statewide referendum. This particu-
lar “overkill provision” on “an esoteric point of law”
stands little chance of success, says former Sen.
Charles Hipps of Haywood County. Hipps recognizes
that “public hospitals have one hand tied behind
them” when they try to compete with investor-owned
and private not-for-profit hospitals, which can launch
for-profit subsidiaries. But he and other legislators on
the study commission doubt that the proposed amend-
ment can solve what Hipps calls rural public hospi-
tals’ “demographic dilemma”—the fact that people in

rural areas are bypassing their local public hospital
for high-tech medical centers in the city. Legislators
say they are searching for some sort of statute to aid
the smaller public hospitals in rural communities.
These hospitals may have less to gain from the pro-
posed amendment allowing for-profit ventures than
the large county medical centers, and they may even-
tually have to specialize in skilled nursing care or
basic emergency service to survive, Hipps notes.

6. County systems of public hospitals are com-
peting for paying patients with private not-for-
profit and investor-owned hospitals by opening
facilities in affluent suburbs.

Public hospitals often bear a disproportionate bur-
den of Medicare and Medicaid patients. In an attempt
to fill hospital beds and attract paying patients, two
North Carolina counties are putting their hospitals
where their people are.

After converting Huntersville Hospital to a nurs-
ing home, the Charlotte-Mecklenburg Hospital Au-
thority opened its new hospital, University Memorial,
in the booming area near the University of North
Carolina at Charlotte. The hospital lost more than $5
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million between early September of 1985 and late
October 1986, and by the start of 1987, the hospital’s
patient count remained under a third of capacity.>?

University Memorial’s struggles have not dis-
suaded Wake County Hospital System administrators
from planning to close Western Wake hospital in
Apex to make room for a new hospital scheduled to
open in 1992 in the sprawling suburb of Cary.

An Overview of Other Trends Affecting
Hospitals

OBVIOUSLY, THE INTRODUCTION of prospective
payment systems and pre-admission reviews have
changed the health care system across North Carolina
and the nation, as has the investor-owned hospital
movement itself. Other trends, intertwined with those
significant changes, also challenge hospitals today.
1. During the 1980s, occupancy rates have
fallen for all hospitals, but they have fallen to pre-
cariously low levels at small hospitals — which, in
North Carolina, are usually rural facilities with a high
percentage of Medicare and Medicaid patients. The

decline in occupancy rates began in 1981, as insur-
ance companies and other groups of health care pro-
fessionals stepped up their screening of hospital
admissions. The advent of Medicare’s prospective
payment system in October of 1983 accounts for the
sharp drop between 1983 and 1984. Today, North
Carolina hospitals with fewer than 100 beds are strug-
gling to fill even half of their rooms. (Table 1.6
illustrates the decline in occupancy rates at North
Carolina hospitals.)

According to James Bernstein, advisor to rural
hospitals and section chief of Health Resources De-
velopment in the N.C. Department of Human Re-
sources, North Carolina hospitals with fewer than 50
beds “are at the highest risk and are going to have a
difficult time operating solely as inpatient institu-
tions. Many will enter a period of transition from
inpatient care to multi-service centers, including
skilled nursing and outpatient services,” he predicts.
Faced with competition from large urban medical
centers, small hospitals—those with fewer than 100
beds—are trying to develop quality services which
respond to their communities’ needs. In turn, people

Table 1.6: Declining Occupancy Rates in North Carolina’s General Acute Care Hospitals,

1981-1986

Occupancy Rate (%) By Year

Hospital Size 1981 1982 1983 1984 1985 1986
6-24 beds 583% 57.1% 53.6%  38.0% 333%  26.8%
25-49 55.8 54.7 529 453 435 359
50-99 67.3 64.7 614 529 50.8 50.3
100-199 73.1 72.1 68.4 60.8 551 57.1
200-299 80.6 79.2 76.5 71.0 66.2 64.6
300-399 81.1 80.4 79.8 69.4 66.7 70.2
400-499 84.7 82.0 76.6 75.7 69.8 75.5
500 or more 86.2 84.9 83.5 81.8 79.7 80.4
All sizes 785% 77.0% 144% 689% 648%  65.0%

Source: Data for North Carolina from Hospital Statistics, 1987 Edition. Chicago: American Hospital Association, 1987.
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in rural communities will have to use those services if
the local hospitals are to survive.

Some observers of health care in North Carolina,
such as Glenn Wilson, chairman of the department of
social and administrative medicine at the University
of North Carolina—Chapel Hill School of Medicine,
believe that major medical centers and large hospitals
should reach out to people who need care in the
state’s small towns and farmlands. Hospitals such as
Duke University Medical Center and Charlotte Me-
morial have little trouble filling rooms. “I think the
worst thing we can do is let the smaller hospitals
swing in the wind, which is what we are doing,” he
told a legislative study commission on public hospi-
tals.?* Small, struggling hospitals, he said, may need
to close or provide only minimal care on an outpatient
basis.

2. Once patients are admitted to the hospital,
they are being discharged sooner than in previous
years. Unlike the decline in occupancy rates, which
began before Medicare’s introduction of DRGs in late
1983, the major decline in the length of patients’

hospital stays came in 1984, in the first year of the
prospective payment system. (Table 1.7 shows the
length of patient stays in the state’s hospitals from
1981-1986.) Although patients’ average length of
stay rose slightly in 1986 in North Carolina, this
change reflects the fact that only the sickest patients

are now admitted to hospitals in the first place.
Again, pre-admission reviews and prospective
payment systems account for this trend. The sooner a
patient leaves the hospital, the less the patient costs
the hospital. Most private insurers reimburse hospi-
tals for only a percentage of hospitals’ charges to
patients. And because Medicare reimburses hospitals
at a fixed rate based on the diagnosis, hospitals, in
effect, have a limit on the length of time a patient can
stay before the hospital begins to lose money—unless
the patient can pay the balance, which is not always
the case. Although some observers of the American
health care scene worry that patients are leaving the
hospital “quicker and sicker” under the system with
such incentives, physicians usually hesitate to dis-
—continued on page 31

Table 1.7: Length of Stay in North Carolina’s General Acute Care Hospitals

(Average Stay in Days), 1981-1986

Days Per Year

Hospital Size 1981 1982 1983 1984 1985 1986
6-24 beds 74 7.8 7.8 6.6 4.7 49
25-49 6.4 6.4 6.0 55 6.1 5.6
50-99 72 7.3 7.1 6.5 6.8 6.6
100-199 6.9 6.8 6.8 6.4 6.2 6.6
200-299 7.5 1.5 7.5 6.8 6.8 6.8
300-399 7.9 8.2 8.3 6.8 6.5 6.6
400-499 7.3 7.3 7.1 6.9 6.8 7.0
500 or more 8.5 84 8.5 8.1 7.8 7.6
All sizes 7.5 7.5 1.5 7.0 6.8 6.9

Source: Data for North Carolina from Hospital Statistics, 1987 Edition. Chicago: American Hospital Association, 1987.
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These articles are reprinted 'by permission of The News and Observer of Raleigh, North Carolina. Both articles
originally appeared in The News and Observer on January 24, 1988, on pages 1A and 6A.

PENSIONS USED IN HOSPIT AL
PURCHASES

by Donna Alvarado

TARBORO—A. Thomas Outlaw was surprised to learn last summer that he had been made part owner
of a $2.1 billion hospital empire.

Nobody had asked him whether he wanted it. He hadn’t paid a penny for it. He scarcely could have
afforded it with the modest wages he has earned for the last 18 years as a nurse anesthetist at Heritage Hospi-
tal in Tarboro.

But he came to understand that he was one of about 23; 000 hospital employees nationwide, and hun-
dreds in North Carolina, who had bought their community hospitals from their employer, Hospital Corp. of
America.

HCA had made them members of an employee stock ownership plan in a new company formed to buy
104 of HCA’s worst-performing hospitals, including Heritage Hospital, The Brunswick Hospital in Supply,
Davis Community Hospital in Statesville and Orthopaedic Hospital in Charlotte.

HCA used its employees’ pension fund as collateral to borrow $1.6 billion through a company it set up,
HealthTrust. HealthTrust then bought the 104 hospitals from HCA, using the $1.6 billion. The sale was
completed Sept. 17. '

Some analysts of the for-profit hospital industry are calling the transaction a “brilliant strategic stroke”
and a model for other hospitals. They say the company offers hope to hospital chains searching for ways to
wring profits from hospitals gone flat ﬁnancially.v

Critics have a different view.

“The model is that the slimy owners have kept the profitable hospitals for themselves and gotten rid of
the losers,” said Robert J. Brand of the National Union of Hospital and Health Care Employees in
Philadelphia. .

Brand called the HealthTrust employee stock ownership plan “absolutely unethical” and said the
message to employees was: “We have a gun to your head. You can risk your pension and wages to save your
jobs.” :

Critics say that by mortgagmg the workers’ retirement benefits, HCA has put them in jeopardy.

“I think it’s an outrage,” said 1. Glenn Wilson, chairman of social and administrative medicine at the
University of North Carolina at Chapel Hill. “These employees are going to wake up one day and find their
pension fund is gone.”

HealthTrust officials acknowledge that there are risks for the workers but say they have a stake in
‘improving their hospitals. "

“No company can sit there and guarantee wages, pensions and jobs to anyone,” said C. Richard Gaston,
former HCA executive and a vice president of HealthTrust. “It’s up to these employees to make sure that
this enterprise is well-received by their community. Their efforts are directly proportional to whether they
keep their jobs.”

Past contributions to the pension fund are probably secure. They are no longer used as colateral, and
they are covered by federal pension insurance.

But employees of the new company will have money added to their pensions only if the HealthTrust
makes money. If it doesn’t, employees won’t get any pension for the years they work with HealthTrust.

“From HCA'’s point of view, this makes excellent sense,” said Joseph R. Blasi, a business professor at

—continued
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become pawns in a convenient financial shuffle.

-——continied
California Polytechnic State University at San Luis Obispo. Blasi wrote “Employee Ownershtp Revol,
or Rip-Off?”
“They have taken a part of the company that they could not have sold easnly, and they’ have sol
a good price,” he said. “It could turn out to be the pioneering case in the health-care industry. If Heal
Trust can use the commitment of employees to cut costs, it could become a model for the industry.”
But he said that employees, rather than playing a substantial part in improving therr hosprtal

“It just pains me to think that so much potentlal cotld be lost because all they (- domg is
restructuring,” Blasi said. 7

Outlaw, 40, the Heritage Hospital worker, said he didn’t understand how hIS retu‘emen nl2
under HealthTrust but was willing to give the new company a try.

“We’re still receiving our paychecks ” he said. But he added, “We feel hke the
in big trouble all over the country It bothers us to think we mnght not have a ret_
We've raised our children here.” . o

Outlaw said he understood even less about HealthTrust s employee stock ownership

“I'm real fuzzy about how it’s employee-owned,” he said. What he- suspects itm

“we’ll make it run or we’ll have to go somewhere else to work.” _ :

The HealthTrust hospitals had occupancy rates 23 percentage points lower than the natlonal aver
U.S. hospitals in 1987, and they face futures ranging from uncertain to grim. :

Even more revealing is a profile of the HealthTrust hospitals’ financial decline in the past f _
while they were owned by HCA. Their net income fell 35.8 percent in 1984-1985; 83.5 percent in 198
and 67.8 percent in 1986-87.

HCA kept 82 other hospitals, many of them larger hospitals in urban areas, that have occupancy rates
average 15 percentage points higher than their HealthTrust counterparts and 8 percentage points lower th
the national average. Raleigh Community Hospital and Highsmith-Rainey Hospital in Fayettevrlle '
such institutions.

Gaston, the HealthTrust vice president, defended the transaction as fair to the rural hosprtals
Trust will be better able to concentrate on turning the hospitals’ rural character into an asset, he. s_a_r ‘

He dismissed criticism that the sale of the rural hospitals had shifted a financial burden from'HCA
23,000 hospital employees.

" “The financial destiny of all of us in the company is in their own hands,” Gaston said. “To
saying these people aren’t smart enough to hold their destiny in their own hands o
But Gaston acknowledged that HealthTrust hospltals faced big. challenges. ‘

urban competitors. :
“On the surface of things, I don’t know how they could make it profitable, said

the prospects for HealthTrust. ;
Heritage Hospital, where Outlaw works, is perhaps in better shape than most of HealthTrust s
tals. Bullt in 1985 ata cost of $18 million, the hospital boasts a staff of doctors provrdmg a full

matching bedspreads.
Heritage also has a steady stream of patlents coming from a loyal community in Tarboro, the s

for HealthTrust hospxtals
But Heritage also has a heavy construction debt and a lot of unpaid medical bills from poor pa'
James E. Raynor, administrator at Heritage, is optimistic that it will be able to weather t

times facing hospitals in general, and HealthTrust hospitals in particular. e
“I know there are some other hospxtals in the [HealthTrust] system that en doi
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-——contmued _ ; '
in an interview at his office. But he added, “I thmk we’re doing well.” :
Raynor acknowledged however, that Heritage employees were subdued when they were told last

sion fund,” Raynor sard “People weren’t too excited.” s
Some of HealthTrust s hosprtals face longer odds of turmng a proﬁt The Brunswrck Hosprtal in the

“Smaller facrlmes in the rural areas need to be creanve S0 the commumty does not. need to leave to get

basic medical care,” he said. ‘ :
- One - priority w1ll be to targ ices:to spltal s Medlcare patrents ‘who; are over 65 years old and
make up about 57 percent of its patients. Amo 12 new services planned are:
* A nursing home unit that accommodates people who otherwrse would be drscharged from the hospital
into a nursing home. - . . :
“It s somethmg that people:would otherwrse -have to l

Ve the~coun"for Marshall sard Brunswrck

» Cataract and lens -implant surgery to be provxded through an agreement wrth a Southem Pines cataract
center, Carolina Eye Associates. -

The nursing home services could pay off.. The hospltal’s occupancy has been boosted to nearly 40
percent since the nursmg beds be~ ’ August 'ndearshall ealls the: servrce ‘a key stabrhzmg
factor.” ’ =

Lots of people wxll be watching nationwide to see whether hospltals lrke Herltage and Brunswick survive
under HealthTrust. But local communities and hospxtal employees have the most riding on the gamble.

“I need to work, no matter what the company“rs "’ said Frances Daughtry a laboratory techmcran who has
worked at Herrtage for 22 years: “No matter:w‘ at the company ' i

Hospltal Corp gets the best
~HealthTrust gets the ‘rest

Hospttal Corp of Amenca HealthTrust i

82 general hospitals 104 general hospitals

Average size'— 224 beds Average size — 134 beds -
- -Otcupancy average — 55% Occupancy- average - 40.3% :
* "Mostly urban - "Mostly rural ' &

’More sophtsttcate subspemaltles Fewer sophisticated: subspeclalttes

,EXAMPLE EXAMPLE :
The 8' nswtck Hospltal
er.of be

Compared tothe prevcous year
1984 1985 1986

Securnies and Exchange Commission Federation 8
of American Health Systems, Amencan Hospttal Assocnaﬁon Modern Healthcare magazine
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'HOSPITAL EMPLOYEES GAINED
LITTLE SAY-SO WITH THEIR
OWNERSHIP

by Donna Alvarado

~ in their profits.
And the workers stand to lose future pensions if the hospitals. can’t reverse th
The 1974 federal laws that gave tax mcermves to cornpames formmg emplo

by the U.S. General Accountmg Office.
Critics say employee stock ownerslup plans have funcuoned

~ employees are the members of three-member committee appomted by former HCA executives now at
HealthTrust. The committee reports to a board of directors dominated by former HCA executives. Iif., :
“The management structure is the same,” said James E. Raynor, administrator at Hentage Hos' al i
~ Tarboro. “I think the employees have input only to the point that the admxmstratlon is willing to
' Under the HealthTrust plan, if the company makes enough money to pay: off the $1:6 billi
employees will be rewarded with a retirement plan made up of gradually accumulanng shares of com
stock. If not, they have no augmented retirement plan.
Hospital industry analysts have been skeptlcal that HealthTrust would be able to.meet its debt payments

and demand quick returns..
HealthTrust employees have protection from losmg prewous

administration. o
The Labor Department could require HCA to pay HealthTmst employees a lump sum for the
amount they accumulated under HCA, Gaston sald

retirement. .
Gaston said he did not know when the Labor Department woul_d rule on theq

_ could far outstrip their previous pension plan under HCA. "
: But Raynor, the Heritage administrator, said that HealthTrust
- that tymg employee pensnon beneﬁts to the company performan
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$250 million in cash flow, hardly “losers.”
" be completely protected.

" HealthTrust.

Jack O. Bovender Jr.

. Senior Vice President o
Hospttal Corporation of America < v
Raleigh -

This letter is reprinted by permission of the author and of The News and Observer of Ralefgh, North Carolina. The
letter to the editor originally appeared in The Newg.’gnd Observer on Feb;gqry' 7,1988.

HCA RESPONDS

AS A NORTH CAROLINA NATIVE and senior officer responsible for the Carolinas, I was disappointed at
_ the tone of The News and Observer’s articles, “Pensions used in hospital purchases” and “Hospital - -
- employees gained little say-so with their ownership.” By its apparent measurement of hospitals’ value in
. profits and ownership rather than the quality of medical care delivered, your newspaper does a gross
disservice to the hospitals, their employees, physicians and to the residents who rely upon them. ‘
Your sensational story neglected to consider some relevant facts involved in our corporate restructur-
ing. The 104 hospitals divested to HealthTrust have more than $1.5 billion in revenues and approxxmately

During the past five years, HCA has invested more thai. $600 million in.these facilities for the .
maintenance of their physical plants and the addition of modemn equipment. Wh:le ‘HealthTrust’s- employ- K
ees will have the new ESOP as their primary fetirement plan their exxsung HCA retirement benefits will

HCA retains a significant interest in HealthTrust and in these communities. In addmon to guarantee- .
ing $240 million in debt for HealthTrust, we own $460 million of preferred stock of the new company.
This is obviously a substantial commltment, demonstratmg our mterest in the long-term success of

In forming HealthTrust our overndmg concern was to.assure that both HCA and the new: company
remained viable operations providing quality care in each of their communities. After looking at a variety
of restructuring options, we determined that this innovative ESOP plan offered the best vehicle to ensure
quality medical care and continued success for these facilities and their employees. :

charge patients who cannot cope with home care. A
study by the Rand Corp. found that while Medicare
patients are leaving the hospital sooner since the
introduction of the prospective payment system, they
do not seem to be sicker when discharged.>* Prospec-
tive pricing has affected when patients are admitted to
American hospitals, however. The days of patients
entering the hospital for some simple tests the night
before routine surgery are definitely over, and outpa-
tient surgery has become a common practice.

3. Long thought to be a problem distant from
the Tar Heel state, the national shortage of nurses
and other skilled medical personnel has hit North
Carolina. According to Clare L. LaBar, executive
director of the N.C. Nurses Association, a 1987 sur-
vey revealed an 11 percent vacancy rate in registered
nursing jobs at hospitals across the state. That figure
places North Carolina just behind the 1986 national
average of 13.6 percent, a rate which doubled from
6.3 percent in 1985.3° Compounding the crisis, an
even more severe lack of medical technologists,

physical therapists, respiratory therapists, and radio-
logic technologists “is slipping up on us,” warns W.
E. “Pete” Roye, director of management services for
the N.C. Hospital Association.

Shortages of nurses and skilled medical techni-
cians can quickly cripple a hospital’s services and
finances. Without enough nurses, Chowan Hospital
in Edenton recently shut down its recovery unit for in-
tensive care patients, while Wake Medical Center
temporarily lost the use of its pediatric intensive
care beds—the only ones in the city. And Durham
County General Hospital “turns away as many as 30
non-acute patients a week,” said president Richard L.
Myers, because of its lack of nurses.’” If hospitals
lose too many of their medical technologists and must
close a cardiac catheterization laboratory, they could
lose hundreds of thousands of dollars in revenue,
according to Stuart S. Walden, director of personnel
for Pitt County Memorial Hospital in Greenville.?

4. Hospitals have begun to use marketing — a
tool common to the board room, not the operating
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room—to recruit nurses, technicians and physicians,
as well as to find their way to financial stability.
“All of North Carolina’s hospitals are scrambling to
maintain their market share,” explains the N.C. Hos-
pital Association’s Steve Morrisette. Although some-
times leery of the cost, hospital administrators are
putting marketing tactics—from research about po-
tential services or patients’ needs to newspaper and
radio advertising—to the task. “Five years ago,”
notes Morrisette, “most hospitals did not have a mar-
keting person on staff. Now just about all of the

32

medium-size and large hospitals have several people
that do nothing but marketing.”

A recent survey of 100 general hospitals in the
state revealed that more than half had developed
marketing plans, nearly half had tried direct mail, and
60 percent had launched advertising campaigns.*
While some hospital marketing tactics, like physician
referral services and special weekend nursing shifts,
are designed primarily to recruit staff, a host of pro-
motional tactics focus on what paying patients,
considered consumers of health care, shop for in a
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hospital. B

Hospitals are spending big  amounts—often six-
figure sums~——on marketing.® A hefty portion of hos-
pitals’ advertising budgets target pregnant women, in
the hope that if they woo mom—who is thought to
make the household health care decisions—they can
win a whole “family of customers.”' Hospital ads do
more than tout their innovations in maternity care or
expertise in cardiac surgery; some, like High Point
Regional, also hail their low cost and personal touch.

The major medical centers, however, are not the
only ones marketing. Once called “No Hope Hos-
pital,” Harnett County’s Good Hope Hospital uses
radio and billboard ads to promote a variety of new
services, including outpatient clinics, an urgent care
center, and inpatient psychiatric treatment. Since a
new administrator launched these marketing tactics in
1977, the rural hospital has added 25 beds, pushed its
occupancy rate to 75 percent, and boosted its outpa-
tient service by a whopping 600 percent.*> And a
financially troubled urban hospital, Greensboro’s L.
Richardson Memorial, is also relying on marketing
strategies, from open houses promoting its services to
contracts with local businesses for employee physi-
cals, wellness programs, and emergency care.*> For
hospitals trying to turn financial losses around and
still serve a community in need of health care, finding
their place—or niche, in business jargon—in the
market proves essential. “It’s their salvation,” says
Morrisette.

Governments, Markets, and Hospitals

NORTH CAROLINA'S HOSPITALS operate under
market forces as well as government regulation. Ala-
mance Memorial Hospital administrator John Currin,
expressed his “frustration in trying to maintain a
viable and accountable hospital in turbulent economic
times and in this hybrid [government] regulated/eco-
nomic theory environment.” “The truth is,” he said,
“it’s damned hard to do.” Currin notes that “true com-
petition works its wonders by forcing weaker com-
petitors out of the market” and wonders if some North
Carolinians could effectively lose access to hospitals
or health care if such a harsh shakedown occurs. On
the other hand, he asserts that total regulation *“pro-
vides no better answer than total market competi-
tion.”

North Carolina’s hospitals are not what Currin
calls “regulated public utilities,” nor are they wholly
“competitive creatures of free enterprise.”? Based
upon careful research and thorough discussion, the
N.C. Center for Public Policy Research intends, with
this volume, to recommend measures best suited to

balance the traditional duties and responsibilities of
hospitals with the new opportunities in North

Carolina’s health care market.

Current Research by the N.C. Center for
Public Policy Research

IT IS CLEAR that hospitals in North Carolina have
witnessed significant changes in recent years. Be-
cause many of the changes have involved the inves-
tor-owned hospital industry, this report by the N.C.
Center for Public Policy Research focuses on hospital
ownership and how it affects health care in the state.

The following chapters compare the performance
of for-profit (investor-owned, -managed, or -leased)
hospitals and not-for-profit hospitals in four impor-

" tant areas:

* Do for-profit hospitals provide more or less
_indigent care than not-for-profit hospitals?
(Chapter 2, pages 37-80.)

Do for-profit hospitals have higher or lower
costs and charges than not-for-profit hospi-
tals? (Chapter 3, pages 81-117.)

* Do for-profit hospitals offer a broader or nar-
rower range of services? (Chapter 4, pages
119-153)

« If for-profit hospitals provide less indigent
care, do they (as for-profit corporations) pay
taxes which would offset any deficiency in in-
digent care? (Chapter 5, pages 155-198.)
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“Economists revisit competition in the health care market,”
Hospitals, May 20, 1988, pp. 38-41.
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CHAPTER 2

THE PERFORMANCE OF FOR-
PROFIT AND NOT-FOR-PROFIT
HOSPITALS IN PROVIDING
HEALTH CARE FOR THE
MEDICALLY INDIGENT

by Lori Ann Harris

Introduction

ACCESS TO HEALTH CARE for the
medically indigent—individuals
unable to pay—continues to be a
problem in search of a solution.
The challenge of providing health
care to the medically indigent is
nearing crisis proportions, with analysts estimating
the number of Americans who lack adequate private
health insur-ance coverage at more than 35 million.!
In North Carolina, nearly one-third of the popula-
tion—1.9 million people—is at risk of becoming
medically indigent.? These individuals have no health
insurance coverage, inadequate coverage, or are not
eligible for government “social safety net” programs
such as Medicare and Medicaid.

A combination of factors has sparked increases in -

uncompensated care levels at hospitals, including cut-
backs in private health insurance coverage by many
businesses and reductions in Medicaid coverage due
to tight budget conditions in various states. Histori-
cally, health care institutions have accepted what they
viewed as a social and moral obligation to provide
health care services to those who cannot pay. In this
chapter, the N.C. Center for Public Policy Research
will examine the question of whether for-profit and
not-for-profit institutions act differently in their ef-
forts or willingness to provide hospital services to
indigent patients.

Problems with Defining Indigent Care

PROVIDING HEALTH CARE to the indigent has al-
ways been of serious concern and debate in the United
States. The indigent are a vulnerable population, par-
ticularly with respect to health care. In colonial Amer-
ica, poor and sick people without a home went to
hospitals for care. The early hospitals, called “alms-
houses,” were actually infirmaries, and the original
function of the hospitals was to provide the poor with
aplace to die. Private voluntary hospitals financed by
charitable donations soon evolved, emphasizing med-
ical care for the poor.?

Through the years, the federal government has
constantly redefined its “safety net” role. Federal
amendments implemented under the Omnibus Budget
Reconciliation Act of 1981 (OBRA) resulted in signi-
ficant cutbacks in Medicaid assistance and tightened
eligibility requirements in many states.* State and
local governments, in response to these federal cut-
backs, have also begun to reduce financial support for
public hospitals. Such hospitals in turn have been
forced to curtail the amount of free care they provide.

The issue of medical indigence requires some
knowledge of the definition of indigent care. Medical
indigency is a function of level of poverty, health
insurance coverage, and need for medical services.
The American Hospital Association defines medical
indigence as “the condition of having insufficient in-
come to pay for adequate medical care without depriv-
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ing oneself or dependents of food, clothing, shelter,
and other essentials of living.”S The following list
encompasses the most frequently used definitions of
“indigent care.”

1. charity care: care provided to patients who
upon admission are determined to be unable
to pay. Some hospitals are still required to
provide charity care as repayment of Hill-
Burton obligations. (See sidebar on page xx.)

2. bad debt: the difference between hospital
charges and reimbursements (payments)
from patients. Nonpayment of hospital bills.
Bad debt may result from poor collection
procedures by the hospital.

3. free care: see charity care.

4. unsponsored care: care provided to patients
who are uninsured or who do not qualify for
Medicare and Medicaid.

5. uncompensated care: those services pro-
vided by a hospital or by a physician or other
health care professional for which no charge
is made or for which no payment is expected.
This definition does not include contractual
adjustments obtained by public and private
insurers using a cost-based reimbursement
method.

6. total uncompensated care: the sum of char-
ity care and bad debts absorbed by a hospital
in providing medical care for patients who
are uninsured or are unable to pay.

. uncollectible charges: see bad debt.

accounts outstanding: unpaid hospital bills

as a result of bad debt.

0 =

The American Hospital Association defines indi-
gent care to include: *“. . . bad debt, charity care,
service discounts, contractual adjustments, and Medi-
caid program recipients.” More recently, a study by
the American Hospital Association’s Section for
Multihospital Systems and the national accounting
firm of Arthur Andersen & Co. surveyed representa-
tives from the multihospital systems across the coun-
try for their opinion on indigent care issues. These
representatives reached a consensus on a definition
of who is indigent. The majority of the respondents
felt that persons who are eligible for general public
assistance programs, the chronically unemployed,
and Medicaid recipients who are unable to pay for
non-covered charges should be considered indigent.
Conversely, seventy-five percent of those surveyed
felt that employed persons (or those with the ability to
work), regardless of whether they have limited or no
employer health benefits, should not be considered
indigent.”
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The hospitals and physicians who deliver care to
the indigent often perceive it to be “uncompensated”
care, although it is more commonly referred to as
“free” or ‘“charity” care. ‘“Bad debt”. differs from
charity care in that it refers to people who are unwill-
ing to pay their share of the bill, as well as those un-
able to pay. Some of the bad debt cases have some
insurance and are not necessarily poor. Those who
prefer the term “unsponsored” care believe that it
should relate solely to the medically indigent popula-
tion and have nothing to do with uncollected debts.
Hospital experts agree that although these two con-
cepts are quite different, they are not used consistently
by hospitals. Uncompensated care that might be writ-
ten off as charity care at one institution may be ac-
counted for as bad debt at another. The only institu-
tions that have any reason to account separately for
charity care are not-for-profit and public hospitals that
have an undischarged Hill-Burton “free care obliga-
tion.”

The Catholic Health Association (CHA), of St.
Louis calls for uniform definitions of charity care that
would adequately measure the charitable activities of
not-for-profit hospitals. CHA recommends that the
new definition of charity care, once developed, be
adopted by all not-for-profit hospitals, state data com-
missions, and hospital associations.®

Lewin and Associates have proposed a definition
of unsponsored charity costs as a replacement for the
traditional definition of uncompensated care. “Un-
sponsored charity costs (UCC) are defined broadly
as those incurred on behalf of patients who cannot
afford to pay, and that are recoverable only by obtain-
ing cross-subsidies from paying patients or non-pa-
tient revenues (e.g., philanthropy), or by reducing net
income. This new definition provides a clear distinc-
tion between charity care and bad debt with the intent
“to include unreimbursed costs incurred primarily for
charitable purposes, and to exclude costs more directly

related to commercial purposes. . . .[as well as] to
count only for those costs for which there is no spon-
sorship. . .”?

The definition of indigent care, as evidenced from
the list above, is subject to various interpretations.
Government providers of indigent care through such
programs as Medicaid and Hill-Burton regulations of-
ten operate under different assumptions about indi-
gent care. Medicaid, a federal/state funded program
for the poor, covered only 38% of the poor in 1984,
down from 65% in 1976.1° According to a General
Accounting Office (GAO) report, severe inequities
exist among state Medicaid programs. States have the
flexibility to define mandatory and optional benefits
and determine the income and asset limits for eligibil-
ity. The eligibility and benefit levels of state programs
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vary greatly. In FY 1985, Medicaid spending aver-
aged $1,721 per recipient but ranged from $821 in
West Virginia to $3,384 in New York.!! In order to
receive Medicaid benefits in North Carolina, the an-
nual income for a family of four may not exceed
$6,984. The change in percentages of the poor cov-
ered by Medicaid bears some relation to the fact that
Medicaid is only extended to the “needy” as defined in
eachstate. Only those meeting state-specified income
levels—which in 23 states are at or below 55% of
the federal poverty level—and who are also aged,
blind, disabled or part of a single-parent family with
dependent children, are categorically eligible for
Medicaid. The difficulties in establishing a uniform
definition of indigent care make it hard to quantify
how such care is being financed through federal as
well as hospital budgets.

There are two other aspects of indigent care which
exacerbate this problem of definition. Because hospi-
tals have different markup prices, not all bad debt and
charity care is equal. Uncompensated care costs are
usually expressed in terms of charges, not costs. (See

3 sutes & .
MO u)m(au) 1500

Chapter 3 for an explanation of this difference in
terms.) In 1986, hospitals nationwide absorbed $7
billion worth of indigent care.!? This figure may
significantly overstate the actual cost of care which
hospitals must recover. Another aspect of the problem
may suggest that the magnitude of the indigent care
problem is understated. Uncompensated care costs
relate only to care provided by hospitals, thus exclud-
ing other providers of indigent care, such as physicians
in private practice. Many physicians continue to pro-
vide free care to patients who are unable to pay,
however, much less is known about the total volume
and dollar amount of these voluntary contributions
of health services.

Financing Uncompensated Care

THE COSTS OF PROVIDING uncompensated care
continue to grow. Who is responsible for picking up
the bill? Those who ask this question think it should
be answered in a way that spreads the burden of
indigent care as equitably among hospitals and other

fata) ilin
d‘,eam\!\g

AssOLCy
T\\eca\\m\\c“\‘a‘gwfw“"' N

oclation c“h

‘.‘m A B,




Comparing the Performance of For-Profit and Not-for-Profit Hospitals in North Carolina

providers as possible, because the reality is that there
is no free care; someone must pay.

Uncompensated care is paid for in one of three
ways: health care providers accept lower incomes
and profit margins; state and local government tax
revenues (to which for-profit corporations contribute
in the form of income and property taxes); or higher
charges to insured patients in the form of cost-shifting.
Cost-shifting is a widespread practice among hospi-
tals. It isone way hospitals can cover the expense of
uncompensated care. A hospital shifts costs to third-
party payers, particularly insurance companies, to
make up what it loses in inadequate Medicare and
Medicaid reimbursements or uncompensated care.
Chris Conover, a Duke University researcher, says:

Among economists, the most widely accepted
theory is that hospitals set prices to maximize
revenues, so that most hospitals have enough left
over to cover any uncompensated costs. But in
some cases, charging what the market will bear
does not produce enough income to cover losses
on some patients, so a deficit results. If hospitals
had unlimited ability to cost-shift, no one would
ever run a deficit.”3

Health insurance companies have estimated that
$8.8 billion was shifted from Medicare and Medicaid
patients to commercially insured patients in 1984.14
The N.C. Hospital Association reports that the na-
tional average of the cost shift is $29.96 per patient
day. In North Carolina, the cost shift is $38.92 per
patient day—30 percent more than the national aver-
age.!* However, third-party payers (e.g. insurance
companies) are increasingly reluctant to finance a dis-
proportionate share of hospital charges not incurred by
their subscribers. In some cases, insurers have refused
to pay what they viewed as unreasonable hospital
charges incurred through cost-shifting. As health care
costs have risen, the federal and state governments
have enacted regulatory measures which make cost-
shifting more difficult. And as the number of medi-
cally indigent patients rises, health care providers are
becoming less willing to pay for indigent care.

Furthermore, the burden of financing indigent
care is often unevenly distributed. Public hospitals,
urban hospitals, and teaching hospitals often carry a
disproportionate burden of bad debt and charity care
because they are more likely to be located near large
indigent populations. Results of a survey by the Na-
tional Association of Public Hospitals shows that of
43 not-for-profit hospitals responding, 51,788 (29%)
of their 180,052 inpatient days were uncompensated
in 1987. This compared with 42,877 (26%) uncom-
pensated days of 167,184 days for the same not-for-
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profit hospitals in 1985. In 1985 and 1987, 48% of
the hospitals reported a negative profit margin, with
an average loss of $6.3 million in 1987.6

Hospital location and a well-insured patient base
are important considerations of investor-owned hospi-
tal companies. (See sidebar on page 122 for more on
where investor-owned hospitals locate.) While inves-
tor-owned hospitals are required to treat all emergency
cases (and usually do), non-emergency uninsured pa-
tients are sometimes transferred to public hospitals in
the area. For example, in 1984 officials at the state-
run N.C. Memorial Hospital testified at a legislative
study commission meeting that they were receiving
patient referrals from Central Carolina, the for-profit
American Medical International hospital in Sanford
(Lee County). Ben Gilbert of N.C. Memorial’s legal
department says that uncompensated care referrals
from Lee County for 1987 and 1988, however, have
decreased by 32 percent from the preceding year
(1986-1987).17 N.C. Memorial plays a special role in
serving the needs of the poor, who in turn play a
necessary role in the teaching hospital’s educational
system. In some cases, even financially strapped not-
for-profit hospitals have dumped indigent patients on
state-, county-, or city-owned institutions.

Who Are the Medically Uninsured and
Underinsured?

THE NUMBER OF MEDICALLY INDIGENT persons in
the United States varies widely, depending on the
study and the calculation methods used to derive the
figures. According to the Institute of Medicine of the
National Academy of Sciences, there are an estimated
35 million Americans who are medically indigent.'®
An American Hospital Association Council Report
estimates that the national population at risk of medi-
cal indigency was approximately 45.3 million people
in 1982. This estimate includes the uninsured and
underinsured populations. The AHA also noted that
22.4 percent of the population under age 65 is at risk.
Of the total at-risk population, about 25.4 million
(56.1%) were poor or near-poor in 1982.'° These
estimates, although based on somewhat different defi-
nitions and counting methods, indicate the seriousness
of the indigent care problem. While a significant
portion of the medically indigent have incomes below
the federal poverty level, not all are poor or unem-
ployed. Today, increasing numbers of persons sim-
ply cannot afford health care or fall outside the
boundaries of existing public programs.

Another group of indigents consists of those who
can afford health insurance but are unable to obtain it.
This portion of the indigent population is unable to get
insurance because of age, illness, or poor health. A
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1985 study by researchers at Duke University’s Center
for Health Policy Research examined the problems of
the medically indigent.*® According to Chris Conover,
one of the Duke researchers, the number of uninsured
persons in North Carolina who have no health insur-
ance at some point during the year has been estimated
at nearly 1.2 million individuals. There are more than
six million people living in North Carolina. Of this
total, 624,000 persons are always uninsured, and an-
other 532,000 are sometimes uninsured during the
course of a year. These startling statistics translate to
nearly 900,000 persons in North Carolina without
health insurance coverage on a typical day. . About
400,000 of the estimated 900,000 state residents with-
out health insurance- had incomes below the federal
poverty level. Moreover, another 750,000 people are
underinsured and are unable to pay their medical bills
fully. Persons were categorized as underinsured if
they had a 5% chance of having health expenses ex-
ceeding 10% of their income, or if they only had
Medicare coverage.?!

While the poor in North Carolina are likely to be
uninsured, not all the uninsured are poor. The poor are
three times as likely to be uninsured compared to those
of other income levels. However, nearly 75% of the
uninsured population are full- or part-time workers or
are dependents of workers, and half of the people
working who do not have insurance are employed at
small firms that are not required by law to provide
health insurance coverage.?? About 14.3% of North
Carolina’s people have incomes below the poverty
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level as determined by the federal poverty guide-
lines.

The uninsured poor tend to be children or young
adults. They have relatively less education than those
who are insured and are less likely to have completed
high school. The uninsured poor also tend to be
female and non-white. They are unlikely to be em-
ployed. The North Carolina data reveal that the unin-
sured poor are disproportionately concentrated in the
far eastern and western regions of the state.?

According to the Duke University study, the unin-
sured population on average has 45% fewer ambula-
tory visits and hospital stays than the general popula-
tion.# They are likely to make greater use of public
clinics and emergency room care. Lack of access to
care is a contributing factor to the poor health status of
the uninsured. Barriers to access for the uninsured
poor include lack of transportation to the health care
provider, lack of health care facilities within certain
geographic areas, inability to pay pre-admission de-
posits which may be required by hospitals for non-

. emergency care, difficulty in finding physicians who

are willing to treat them, and inability to pay for
necessary medical prescriptions.?

Because the uninsured are more likely to have a
disability or a serious health condition that limits em-
ployment opportunities, they are placed in a “Catch- .
22” situation. In other words, poor health reduces the
probability of steady employment, which in turn in-
creases the chance of becoming uninsured, and de-

—continued on page 46
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creasing access to care, which leads to poor health.
Data are unavailable to determine the extent to which
the lack of insurance is the cause of poor health, and
conversely the extent to which poor health affects the
inability to obtain insurance coverage.?

A report by the UNC-CH Health Services Re-
search Center analyzed data from the annual N.C.
Citizens Survey conducted by the N.C. Office of State
Budget and Management. They estimate that nearly
one-fourth (23) of the 100 counties in North Carolina
had more than 6% uninsured poor. The estimated
distribution of uninsured poor ranges from 1.1% in
Alexander County in the western part of the state to
9.2% in Warren County in the northern Piedmont.
(See Table 2.1 and Map2.1.)7 There are more than 35
publicly funded programs in North Carolina that pro-
vide health care to the medically indigent.® During
the 1984 fiscal year, $480 million was spent on subsi-
dized care through publicly-funded programs (i.e., ex-

cluding third party payments and patient fees), and of
that total, $106 million was spent on health care for
the uninsured poor.?

Findings of Other Studies Comparing
For-Profit and Not-for-Profit Hospitals’
Performance in Providing Indigent Care

ON THE NATIONAL LEVEL, several studies have at-
tempted to measure the differences in the amount of
uncompensated care provided by investor-owned and
not-for-profit hospitals. There have been five studies
of this question at the state level. A review of the best
of these studies follows.

1. Studies on the National Level
a. Office of Civil Rights — In a 1981 study, the
Office of Civil Rights in the U. S. Department of
Health and Human Services surveyed 5,800 hospitals
—continued on page 48

Table 2.1: North Carolina Counties: Estimated Distribution of Uninsured Poor

Percentage Number of
County of Uninsured  Uninsured Poor
Poor
Alamance ..........oeeerrenee 2.0% eoerererrrrrreronens 1965
Alexander..........ccucu.... ) U N 278
Alleghany ......ccccccvreuee 59 e 561
ANSON ....evvrverernrrresenns X Y 1170
AShE ..o 6.9 oo 1530
AVELY .coirvrevreercenenns 54 et 735
Beaufort .......c.ccovvennnnee 6.0 .o 2410
Bertie.....oovvvervreneennnns 6.3 e 1333
Bladen .......covvvernenn. [ 2326
Brunswick ........ceeeuneen. b 3 2009
Buncombe ................... 2.5 e 3936
Burke.....occeeeceeenrernnnnee ) Y, 1090
Cabarrus ........ccceevenne. | QO 1361
Caldwell .......ccooevveennn. | 1084
Camden ........cooevevumnnnne v X 283
Carteret......coeeerervenneee 3.3 e 1330
Caswell........corverrennneee 59 e 1192
Catawba ......cceerevvvernene | DR T 1559
Chatham ........ceueenene | 388
Cherokee ........covrvenene 6.7 oo 1260
Chowan ........ccverueneeee T2 eeeeieerecreeennens 897
Clay ....ooverereeereceenens 58 e 358
Cleveland .................... P2 S, 2009
Columbus ......ceeverrernnne 6.2 e, 3140
Craven .......cccvveveeeennens 3.5 e 2300
Cumberland................. 3. S 9482

Percentage Number of
County of Uninsured  Uninsured Poor
Poor
Currituck .......cccevervnnne 43 e, 473
Dare........ooeevevverenrrnnnne 2 355
Davidson .......ccceevveeenene | 8 O 2171
Davie ....cocveveerrervierrennns I S 339
Duplin .....ccceveveverreenee S54 e 2202
Durham .........ccccvvevueneee 2.3 e 3299
Edgecombe ........ceune. 44 ... 2411
Forsyth .....cvveeeereenrncne. | 3 S 2881
Franklin ...........cccveue... ($ 3 A 1776
(CF:T17) 1 | 15 3083
Gates ..cevveveereveererneneanns 43 s 372
Graham.........cccevveereenee 59 e 427
Granville ............c........ S50 e 1549
GIeene ......coevvvvreverenene P, 1212
Guilford.......c.cccevvrruennn. 2.0 e 6205
Halifax ........cccocovvevnenee. 6.9 e 3742
Hamett ........ccoceeveeeenee < 2 S 2587
Haywood......cccecuvaenee : 0 SO 2048
Henderson ..........cu.... 2.9 s 1691
Hertford...........coouuen.... [ 1550
) 3(0) (U 6.3 e 1243
Hyde.....cceooevmmecnnneneen 3 501
Iredell ......ooveveereerecennnee | B 1289
JackSon .....cecveeveeceeeeenne 5.5 e 1256
Johnston ......cceeeereeennnens K 7 TR 2343
JONES...coivrieceeecerenenne N R 454
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Map 2.1  North Carolina Counties with Estimated Percentages of Uninsured Poor
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Percentage Number of Percentage Number of
County of Uninsured  Uninsured Poor County of Uninsured  Uninsured Poor
Poor Poor
LEE et 39 e 1402 Richmond.................... 43 e 1942
Lenoir .....cccoeveeeevennennn 5.7 e 3289 Robeson ......ccoeeereenee 5.9 e 5849
Lincoln ...coovvvvvnincnene, 2.0 s 835 Rockingham ................ 22 e 1838
McDowell .......coevenen. L5 e 523 Rowan .....ccccvrnvvvvennnns L8 e 1716
Macon ......ccecerereveenenne L2 7% ORI 821 Rutherford ...........cccn.n. 3.9 2077
Madison ........cccveeevennn. 55... reerrrnrerae s 883 Sampson .......cccereeruene 6.1 oo 2978
Martin.......coovrveverernenns 6.9 oo 1766 Scotland ..........ccenne.. 49 e 1541
Mecklenburg ............... 2.2 e 8616 NT7:1 01 2.2 e 1032
Mitchell ........ccvnnee.. 5.1 i 733 StOKES .ovevevererererenreenns L6 e 531
Montgomery ............... L8 e 403 NIT1 ¢ o2 2.8 e 1656
MOOre ....coccevuevrrarvennen 3.2 e 1607 Swain oo T8 e 788
A TS | R 37 e 2466 Transylvania ............... L7 e 375
New Hanover .............. 29 s 2890 Tyrrell ...ooovvveereiricane S e 216
Northampton ............... 6.0 .o 1298 UnNION .oveveeeveverneerennnens L8 i 1225
Onslow ...ccoevcverrvnnnnn. 42 e 3781 Vance .....oooeeveevenennenes 6.0 oo 2163
Orange. ......coeeveececreenne 2.5 s 1654 - WAKE e 14 e 3878
Pamlico ....ovvevevivcecnccd i e, 461 Warren .....oceeeeveeernenens 02 e 1473
Pasquotank .................. 5.1 e 1494 Washington ................. 6.5 e 956
Pender ......coccconeveenne. 64 o 1405 Watauga .....cocceevveenvenees 29 e 801
Perquimans ................. T e 688 Wayne .......covevevrenrenne 34 e 3133
Person.......cccoeeeevieeennn, 47 v 1369 Wilkes ...oooveeeeieneneenne 2.8 e 1650
Pitt e 44 s 3692 WilSON .veeererieecerieees 5.7 e 3493
| 0] 1S 32 e 415 Yadkin.....ooococeeenneneence 1.8 e 513
Randolph .....ccoceveernene 16 e 1494 Yancey ....oceeeeveenereenenes T e 1039

Presentation by Kit N. Simpson and Thomas C. Ricketts, UNC-CH Health Services Research Center, to the Indigent Health Care Study Commission,

April 22, 1986.

Reprinted with permission from UNC-CH Health Services Research Center.
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and gathered data on admissions of uninsured patients
during a two-week period. Analysis of the data re-
vealed that public hospitals admitted the most unin-
sured patients—16.8 percent of their admissions.
Private not-for-profit hospitals (including teaching
hospitals) admitted 7.9 percent uninsured, and for-
profit hospitals admitted 6 percent uninsured pa-
tients. 3

Further analysis by the Office of Civil Rights
revealed a smaller percentage of for-profit hospitals
(3.1 percent) reported that more than 25 percent of
their total admissions were uninsured, compared to
4.1 percent of total admissions for not-for-profit
hospitals, and 10.7 percent for public hospitals. For-
profit hospitals were also more likely to have fewer

than 5 percent uninsured patient admissions (58.6
percent for the for-profit hospitals versus 44.5 per-
cent for the not-for-profit hospitals). For-profit and
private not-for-profit hospitals reported that 22 per-
cent of emergency room patients were uninsured pa-
tients. The comparable figure for public hospitals was
34 percent.*!

b. American Hospital Association—The Ameri-
can Hospital Association conducts yearly surveys of
hospitals. The survey contains information on bad
debt and charity care as a percentage of hospital
charges. Between 1979 and 1982, state and local
government hospitals consistently had the highest
percentage of debt and charity care as a percentage of
gross patient revenue. By comparison, private not-

Table 2.2: Bad Debt and Charity Care in Registered Community Hospitals, 1979-1982

Gross Debt and Charity as
Patient Bad Charity Percentage of Gross
Number Revenue* Debt* Care* Patient Revenue

1979  Nongovernment, not-for-profit $3,330 $ 55,866 $1,521 $ 508 3.63%
Investor-owned 727 6,120 175 6 2.96
State and local government 1,785 14,089 1,110 585 12.03
Total 5,842 76,074 2,806 1,098 5.13
1980  Nongovernment, not-for-profit 3,322 65,700 1,849 656 3.81
3 Investor-owned 730 7,496 226 12 3.18
State and local government 1,778 16,292 1,249 606 11.39
Total 5,830 89,488 3,324 1,274 5.14
1981  Nongovernment, not-for-profit 3,340 78,282 2,221 793 3.85
Investor-owned 729 8,942 270 7 3.10
State and local government 1,744 19,055 1,299 967 11.89
Total 5,813 106,281 3,790 1,767 5.23
1982  Nongovernment, not-for-profit 3,338 92,856 2,761 1,037 4.09
Investor-owned 748 10,933 313 9 2.95
State and local government 1,715 22,172 1,471 943 10.89
Total 5,801 125,961 4,544 1,989 5.19

*In millions of dollars

Source: American Hospital Association, Hospital Data Center. Annual Survey of Hospitals (various years)

Reprinted by permission from Hospitals, 1985 AHA Convention Factbook, June 16, 1985, copyright, 1985, American Hospital Publishing, Inc.
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Table 2.3: Uncompensated Care as a Percentage of Charges, by Ownership and Location,

United States, 1982 and 1983

‘ Metropolitan Non-Metropolitan
Type of Hospital Areas,® 1982 Areas,® 1982 U.S., 1983
For-profit T 3.0% 4.2% 3.1%c
Not-for-profit 3.7 4.0 42
Teaching 4.6)
Nonteaching 3.6
Government 8.6 5.3 115
Teaching (15.0)
Nonteaching (71.2)
TOTAL 44 45

#Sloan et al. (1986).

® American Hospital Association, News Release, February 6, 1985.
¢ The Federation of American Hospitals, the association of for-profit hospitals, reported on the basis of its own survey that
its members’ deductions from gross revenue for charity and bad debt averaged 4.4 percent in 1983 (Federation of American

Hospitals, no date).

Reprinted with permission from For-Profit Enterprise in Health Care, © 1986, by the National Academy of Sciences, p. 102.

for-profit hospitals consistently provided more bad
debt and charity care than investor-owned hospitals.>?
(See Table 2.2) In 1983, AHA found that:
—Government hospitals provided 11.5 percent
uncompensated care as a percentage of total hos-
pital charges;
—Not-for-profit hospitals provided 4.2 percent
uncompensated care; and
—For-profit hospitals provided 3.1 percent un-
compensated care.®* Table 2.3 summarizes the
data.

2. Studies on the State Level—Significant dif-
ferences in the provision of uncompensated care
showed up in four out of five studies conducted at the
state level. The Institute of Medicine obtained data
from five states — California, Florida, Tennessee,
Texas, and Virginia.>* Table 2.4 summarizes the find-
ings. In four states—Florida, Tennessee, Texas, and
Virginia—for-profit hospitals provided substantially
less uncompensated care than not-for-profit hospitals,
when uncompensated care was measured as a percent-

age of gross patient revenues. Not-for-profit hospitals
provided 50% to 150% more uncompensated care
than their for-profit counterparts. In Tennessee and
California, the data indicated that hospitals associated
with investor-owned hospital chains had lower un-
compensated care rates than did independent proprie-
tary hospitals. Only in California was there no differ-
ence between investor-owned chain and not-for-profit
chain hospitals. (See Table 2.4)

A study performed by Lewin and Associates, a
Washington-based consulting firm, also found real
differences in the provision of uncompensated care by
investor-owned and not-for-profit hospitals. The
study was commissioned by the Volunteer Trustees of
Not-for-Profit Hospitals Foundation for Research and
Education. The study compared uncompensated care
at investor-owned and not-for-profit hospitals in Cali-
fornia, Florida, North Carolina, Tennessee, and Vir-
ginia. In four of the five states examined (FL, NC,
TN, VA) not-for-profit hospitals commit significantly
more of their resources to uncompensated care than do
investor-owned hospitals. In 1984, North Carolina’s
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Table 2.4: Hospital Uncompensated Care as a Percentage of Gross Patient Revenues,

Various States, 1981-1983

Type of California® Florida® Tennessee® Texas® Virginia®
Ownership 1981-1982 1982 1983 1983 1982
Public 7.0% 12.1% 18.7% 32.4% 21.5%
Not-for-profit 2.0 6.6 9.0 6.5 5.5
chain
Not-for-profit 8.7
independent
Investor-owned 20 38 34 35 35
chain
Proprietary 3.0 4.6
(independent)

#Robert V. Pattison (1986) Response to Financial Incentives Among Investor-Owned and Not-for-profit Hospitals: An

Analysis Based on California Data, 1978-1982.

®State of Florida (1984) Hospital Cost Containment Board, 1983-1984 Annual Report. Tallahassee, Fla.
“State of Tennessee, Department of Health and Environment, Nashville, Tenn. Unpublished data.
9Texas Hospital Association, Survey of Uncompensated Care in Hospitals, published in “THA Statement of Fair Share

Formula for Financing Care for the Medically Indigent, 1985.”

®Virginia Health Services Cost Review Commission, Richmond, Va. Unpublished data.

Reprinted with permission from For-Profit Enterprise in Health Care, © 1986, by the National Academy of Sciences, p. 103.

investor-owned hospitals absorbed 4.2 percent of the
charity load while not-for-profit hospitals carried 6.7
percent. The Lewin study also found that not-for-
profit hospitals are more likely than investor-owned
hospitals to have high uncompensated care loads. In
Florida, about half of all investor-owned hospitals
devote less than 4 percent of their total expenses to
uncompensated care, when compared to the statewide
average of 6.4 percent for all nongovernment hos-
pitals. In contrast, more than 80 percent of not-for-
profit hospitals are above the 4 percent level of un-
compensated care.>

Methodology

IN AN EFFORT TO DETERMINE the amount of indi-
gent care provided by investor-owned and not-for-
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profit hospitals in North Carolina, the N.C. Center for
Public Policy Research surveyed all 127 general acute
care hospitals in the state asking for data on indigent
care provided in fiscal year 1984. Eighty (63 percent)
hospitals responded to the survey. Of the 80 re-
sponses, 75 surveys were complete enough to use in
our data analysis, for an actual response rate of 60
percent. Those hospitals included 11 hospitals owned
or managed by for-profit corporations, and 64 private
not-for-profit and public hospitals. The response rate
among the for-profit hospitals (52 percent) was only
slightly lower than the not-for-profits (60 percent). Of
the four major teaching hospitals in North Carolina,
N.C. Baptist Hospital (Bowman Gray School of Med-
icine of Wake Forest), and Pitt County Memorial Hos-
pital (East Carolina University School of Medicine)
are included in this analysis. N.C. Memorial Hospital
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(University of North Carolina School of Medicine)
returned the survey; however, the data were not in-
cluded in the analysis because the hospital is a state-
owned teaching facility. Duke University Medical
Center (Duke University School of Medicine) chose
not to participate. The major strength of this method-
ology is that the Center attempted to look at the entire
market of hospital care in North Carolina. Also, the
data collected were later verified again by telephone.
For the purpose of this analysis, the Center lumped
together for-profit owned and for-profit managed hos-
pitals on the hypothesis that those groups would
probably not act differently with respect to providing
indigent care. B

The Lewin study and the N.C. Center’s study
both examined uncompensated care provided by hos-
pitals in the same year—1984. The outcome of the
studies was the same: not-for-profit hospitals provide
more uncompensated care than do investor-owned
hospitals. However, the percentages differ both be-
cause the source of the data was different and because
the Center analyzed a larger group. The Lewin study

used data from the 1984 American Hospital Associa-
tion Annual Survey which includes estimates for data
elements not reported by hospitals. The Center’s
study, however, used actual figures provided by hos-
pital administrators for the data elements during the
1984 fiscal year. Lewin and Associates examined for-
profit owned hospitals only, but the Center examined
for-profit owned and for-profit managed hospitals.
Lewin and Associates looked at not-for-profit hospi-
tals, while the Center looked at not-for-profit and
public hospitals.

The Center’s Findings

IN THIS ANALYSIS, The Center defined uncompen-
sated care as the total amount of indigent care, charity

" care, and bad debt. Medicaid and Medicare contrac-

tual adjustments are not included in the analysis. Con-
tractual adjustments reflect uncollectible differences
between established charges for services rendered to
insured persons and rates payable for those services
under contracts with third-party payers.

Results of the survey show that
for-profit hospitals provide 27.3 per-
cent less uncompensated care than
not-for-profit and public hospitals,
when bad debt and charity care are
measured as a percentage of gross
patientrevenue. As a percentage of a
hospital’s gross patient revenues,
not-for-profit hospitals spent 8.4
percent on uncompensated care,
while for-profit hospitals spent 6.6
percent on uncompensated care. In
terms of uncompensated care spent
per hospital bed, not-for-profit hos-
pitals spent $8,593 per bed and for-
profits spent $7,000, for a difference
of 22.8 percent. When considering
uncompensated care per inpatient ad-
missions, not-for-profits spent $237
per such admission and for-profits
spent $203, a difference of 16.7 per-
cent. And finally, if outpatient ad-
missions are added to inpatient ad-
missions, not-for-profits spent $53
per total admission and for-profits
spent $44, for a difference of 20.5
percent. These findings are summa-
rized in Table 2.5.

Duke University’s Chris Conover
surmises that all of these differences
probably would be even greater if
they were measured as a percentage
of private patient admissions, num-
ber of beds, etc., since for-profits
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Table 2.5: Uncompensated Care Provided By For-Profit and Not-For-Profit Hospitals in

North Carolina, 1984

Eleven (11) Investor-Owned

Sixty-Four (64)
Not-For-Profit and

and -Managed Hospitals Public Hospitals Percentage
Variables Responding to Survey Responding to Survey  Difference
Average uncompensated
care! as percentage of 6.6% 8.4% 27.3%
gross patient revenue?
Average uncompensated $7.000 $8,593 22.8%
care per bed
Average uncompensated
care per inpatient $ 203 $ 237 16.7%
admission
Average uncompensated
care per inpatient and $ 44 $ 53 20.5%
outpatient admission?

! Uncompensated care is defined as the total of indigent care, charity care, and bad debt.
2 Gross patient revenue consists of revenue from services rendered to patients including payments received from or on

behalf of individual patients.

3 Qutpatient admissions include outpatient clinic visits, outpatient surgery visits, and emergency room visits.

Source: N.C. State Center for Health Statistics, Health Facilities Data Book, 1984, and Surveys of Chief Executive Officers of
general acute care hospitals in North Carolina by the N.C. Center for Public Policy Research.

have a higher percentage of private patients than not-
for-profits.3® On the other hand, for-profit hospital
executive John C. Bedrosian believes that for-profit
hospitals are not the source of the uncompensated care
problem. According to Bedrosian, private not-for-
profit and for-profit hospitals are both reluctant to
accept high numbers of non-paying patients because
there is no source of funding for these patients, either
through direct subsidy or cost-shifting.*’

The Center also asked North Carolina hospitals
for information on pre-admission deposits. Of the 75
hospitals in the Center’s data base, 39 hospitals (52
percent) reported that they request pre-admission de-
posits.  Sixty-seven percent of the investor-owned
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hospitals responding to the survey require pre-admis-
sion deposits; 60 percent of the investor-managed
require deposits, and 48 percent of the private not-for-
profit and public hospitals reported that they require
pre-admission deposits. Most of the hospitals require
pre-admission deposits only for elective (non-emer-
gency) procedures. The pre-admission deposit varies,
however. Many hospitals reported that they request a
flat rate (e.g., $500 if the patient is uninsured) or a
percentage of the patient’s total estimated bill. Other
hospitals require 80% of the estimated bill. Some
hospitals reported that they were willing to work with
patients to arrange monthly payment schedules for
patients unable to pay the pre-admission deposit fully.
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Table 2.6: Pércentage of Respondents Reporting That Their Primary Hospital
Discouraged Admission of Uninsured or Medicaid Patients

Type of Patient
Hospital ownership - Uninsured Medicaid
Independent Hospitals
For-profit 43 % 15%
Private nonprofit 20 5
Public 14 3
Multihospital Systems
For-profit 52 16
Private nonprofit 19 6
Public 9 3

Source: 1984 Core Survey of the AMA’s Socioeconomic Monitoring System. Mark Schlesinger, Judy Bentkover, David Blumenthal,
Robert Musacchio, and Janet Willer. “The Privatization of Health Care and Physicians’ Perceptions of Access to Hospttal
Services,” The Milbank Quarterly, Vol. 65, No. 1, 1987, p. 33.

Reprinted with permission by The Milbank Quarterly.

North Carolina Legal Services offices contacted
approximately 75 hospitals in 1985 to ask about their
pre-admission deposit requirements. Nearly 85 per-
cent of the hospitals contacted requested a pre-admis-
sion deposit. Approximately 47 percent of the hospi-
tals stated that they would refuse to admit or would
reschedule an admission for a patient who was unable
to pay a pre-admission deposit or who had outstanding
debts—unless the patient needed emergency care.

In a 1984 survey conducted by the American

Medical Association, physicians were asked to pro-

vide information about the admitting practices of their
primary hospital, as they related to uninsured patients
and Medicaid patients. When averages were calcu-
lated for all hospitals, twenty-one percent of the physi-
cians reported that their primary hospital discouraged
admission of uninsured patients; and six percent of the
physicians reported that their primary hospital dis-
couraged admission of Medicaid patients.*® (See Table
2.6)

Based on the data in Tables 2.7-2.9, one can
conclude that any hospital (whether for-profit or not-
for-profit) which is the sole provider of hospital serv-

ices in the community tends to provide a higher level
of uncompensated care than would be provided if
there were other hospitals in the community. Of the
twenty not-for-profit North Carolina hospitals that
rank high in terms of providing uncompensated care,
six hospitals—Chatham, Duplin General, Lenoir
Memorial, Montgomery Memorial, Scotland Memo-
rial, and Wilkes General—are the sole provider of
hospital services in the community.

An examination of particular for-profit hospitals
responding to the Center’s survey (investor-owned
and investor-managed) reveals that there is wide varia-
tion of uncompensated care provided when measured
as a percentage of gross patient revenue. Johnston
Memorial Hospital, an HCA-managed hospital in
Smithfield, provided 14.2 percent uncompensated
care. Medical Park Hospital, formerly a physician-
owned hospital in Winston-Salem and now owned by
Carolina Medicorp, Inc., provided the least uncom-
pensated care (1.2 percent). Johnston Memorial is the
only acute-care hospital in Johnston county. The 1984
data shows that Cape Fear Valley Medical Center,

—~continued on page 60
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NORTH CAROLINA CON
PROPOSALS TO ASSIST PUBLICf
HOSPITALS

" by Lori Ann Harris

MANY NORTH CAROLINA HOSPITALS are struggling to exist in an environment characte
decreasing patlent revenues and increasing costs for taknng care of mdlgent P 'ents Since 198

garnish patients’ wages in order to collect debts on unpaid hospital bills.* The. garmshment bill, effecttve
June 3, 1988, will assist hospitals unable to collect outstanding debts from people who are able to pay but
refuse to do $0. Accordmg to Stephen Momsette senior vice presxdent of the N C. Hospltal Assocxanon

isator below 200% of the federal poverty guidelines, less the costs of the fannly, songoing medicalneeds.
The garnishment also may not exceed 10% of the debtor’s monthly dlsposable earnings. In addition, a
garnishment order cannot be entered if the debtor is making a good faith effort to obtam payment from.a
third-party payer.
~ Other legislative action included the establishment of a commission to
hospitals. The Public Hospital Study Commission will examine a reque;
constitutional améndment to allow them to pursue innovative delivery and financial anangement i
- to compete in the changmg health care environment. The issues to be examined by the Comrmssnon
include: :
—How the growth of a more competmve health care environment has affected publlc hosp tals in
North Carolina; ,
—How the operations and capltal expendltures of publlc hospltals ow
governments are currently financed;
—What constitutional, statutory, and case law restrictions prevent public hospltals from makmg.the
fullest use of their resources in competing with nonpublic providers of health care; and
—What constitutional, statutory, and case law restrictions prevent public hospitals or the. local
governmental units that own and control them from participating in or financing innovative arrangements
for the provision of health care.* :
’ For more on thxs proposed amendment see pages 161+ 162 in the text v

FOOTNOTES
'For more information on hospital closures, see
Jack Betts, “North Carolina Hospitals Succumb to Ills
_ of Health Care Industry,” Lacy Maddox, editor, The
Investor-Owned Hospttal Movement in: North Caro-
+ lina, N.C. CenterforPubhc PolwyResearch ‘1986, p.

50.

~ ™Public hospital” as defined by N.C.G.S. 159-39
means a hospital operated on a nonprofit basis, or a

Section 16.1.

54



Chapter 2

Table 2.7: Rankings of For-Profit Hospitals in Terms of Providing Uncompensated Care:

Most to Least (1984)
Uncompensated
Care as % of
For-Profit Gross Patient For-Profit Uncompensated
Hospital Revenue Hospital Care Per Bed
1. Johnston Memorial Hospital (IM) 14.2% 1. Cape Fear Valley $14,361
2. Cape Fear Valley Medical 10.3 2. Johnston 10,481
Center (IM) 3. Central Carolina 8,607
Not-For-Profit Hospital Average 84 Not-For-Profit Hospital Average 8,593
3. Spruce Pine Community Hospital (IM) 8.2 4. McDowell 8,151
4. The McDowell Hospital (IM) 1.7 5. Frye Regional 7,585
5. Central Carolina Hospital (I0) 6.7
For-Profit Hospital Average 6.6 For-Profit Hospital Average 7,000
6. Frye Regional Medical Center 1I0) 6.0 6. Raleigh Cdmmunity 6,631
7. Davis Community Hospital (I0) 54 7. Spruce Pine 6,261
8. Highsmith-Rainey Memorial (I0) 46 8. Highsmith-Rainey 5,387
Ashe Memorial Hospital (IM) 46 " 9. Davis 5,011
10. Raleigh Community Hospital (I0) 4.1 10. Ashe 3,430
11. Medical Park Hospital (I0) 12 11. Medical Park 1,095
Uncompensated Uncompensated
For-Profit Care Per Inpatient For-Profit Care Per Total
Hospital Admissions Hospital Admissions
1. Johnston $386 1. Johnston $93
2. Cape Fear Valley 362 2. Cape Fear Valley 69
3. Frye Regional 248
Not-For-Profit Hospital Average 237 Not-For-Profit Hospital Average 53
4. Central Carolina _ 231 3. Spruce Pine 51
- 5. Spruce Pine . 220 4. Highsmith-Rainey 50
' 5. Central Carolina 46
For-Profit Hospital Average 203 For-Profit Hospital Average 44
6. Highsmith-Rainey 197 - 6. Frye Regional 42
7. McDowell 164 7. Davis 38
8. Raleigh Community 141 8. McDowell 35
9. Davis 135 9. Ashe 28
10. Ashe 130 10. Raleigh Community 25
11. Medical Park 21 11. Medical Park 9

IO = owned by investor-owned corporation
IM = managed by investor-owned corporation

Note: Does not include Medicare and Medicaid contractual adjustments.

Source: Surveys of Chief Executive Officers of general acute care hospitals in North Carolina, and original research

by N.C. Center for Public Policy Research.
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Table 2.8: Rankings of Twenty Highest Not-For-Profit Hospitals in Terms of Providing
Uncompensated Care (1984)

Uncompensated
Not- Care as % of Not-
For-Profit Gross Patient For-Profit Uncompensated
Hospital Revenue Hospital Care Per Bed
1. Martin General 156% | 1. Wake Medical Center $16,533
2. Lincoln County 13.0 2. Lexington Memorial 16,018
3. Wilkes General 129 3. Memorial Mission 14,791
4. Duplin General 12.0 4. Moses Cone Memorial 14,761
5. Montgomery Memorial 119 5. Carteret General 14,557
6. J. Arthur Dosher Memorial 11.7 6. Wilkes General 14,500
(tie) Carteret General 11.7 7. J. Arthur Dosher 14,241
8. Charles A. Cannon Memorial 11.6 8. Caldwell Memorial 13,408
(tie) Lexington Memorial 11.6 9. New Hanover Memorial 13,192
10. Good Hope 113 10.  Montgomery Memorial 13,128
11. Annie Penn Memorial 10.7 11. Pitt County Memorial 13,027
(tie) High Point Regional 10.7 12. High Point Regional 12,971
(tie) Sloop Memorial 10.7 13. Craven County 11,864
14. Cleveland Memorial 10.6 14. Good Hope 11,399
15. Chatham 10.5 15. Martin General 11,205
16. Catawba Memorial 10.3 16. Grace 11,073
(tie) Lenoir Memorial - 10.3 17. Sloop Memorial 10,949
(tie) Richmond Memorial 10.3 18. Lenoir Memorial 10,751
19. Caldwell Memorial 102 19. Catawba Memorial ~ 10,348
20. Scotland Memorial 9.8 20. Richmond Memorial 9,908
Not-For-Profit Hospital Average 84 Not-for-Profit Hospital Average 38,593
For-Profit Hospital Average 6.6 For-Profit Hospital Average $7,000
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‘ Uncompensated Uncompensated
Not- Care Per Not- Care Per
For-Profit Inpatient For-Profit Total
Hospital Admission Hospital Admissions
1. Wake Medical Center $431 1. Pitt County Memorial $100
2. Martin General 371 2. Memorial Mission 99
3. Moses Cone Memorial 370 3. I. Arthur Dosher 82
4. Pitt County 366 (tie) Wake Medical Center 82
S. J. Arthur Dosher 355 S. Sloop Memorial 81
6. Carteret General 340 (tie) Wayne Memorial 81
7. Memorial Mission 335 7. Southeastern General 79
8. Good Hope 331 8. Caldwell Memorial 78
9. Anson County 328 (ie) Martin General 78
10. Lexington Memorial 322 10. Moses Cone Memorial 77
11. Richmond Memorial 321 11. High Point Regional 76
12. Chowan 316 (tie) Lenoir Memorial 76
13. Caldwell Memorial 315 13. N. C. Baptist 75
14. Annie Penn Memorial 308 14. Durham County General 73
15. Catawba Memorial 307 15. Catawba Memorial 69
16. Southeastern General 299 (tie) Roanoke-Chowan 69
17. New Hanover Memorial 298 17. New Hanover Memorial 68
18. Scotland Memorial 290 18. Charles A. Cannon 67
-19.  Wilkes General 287 19. Albemarle 65
20. Duplin G'enerall 283 20. Duplin General 63
Not-For-Profit Hospital Average  $237 Not-for-Profit Hospital Average  $53
For-Profit Hospital Average 3203 For-Profit Hospital Average $44

Note: Does not include Medicare and Medicaid contractual adjustments.

Source: Surveys of Chief Executive Officers of general acute care hospitals in North Carolina, and original research by
N.C. Center for Public Policy Research.
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Table 2.9: Rankings of Twenty Lowest Not-For-Profit Hospitals in Terms of Providing
Uncompensated Care (1984)

Uncompensated Care

Not-For-Profit as % of Gross Not-For-Profit Uncompensated
Hospital Patient Revenue Hospital Care Per Bed
1. SealLevel 2.2% 1. SealLevel $1,125
2. Charlotte Memorial 24 2. Alleghany County 2,825
(tie) Presbyterian 24 3. St.Luke’s 3,188
4. Cape Fear Memorial 38 4. Stokes-Reynolds 3,308
S. Rex Hospital 40 S. Presbyterian 3,331
6. Surry County 4.8 6. Cape Fear Memorial 3,710
7. Valdese General 52 7. Charlotte Memorial 4,028
8. N.C. Baptist 54 8. Mountain Park 4,108
Medical Center
(tie) St. Luke’s 54 9. Valdese General 4,161
10. Durham County Gen. 5.7 10. Memorial of Alamance 4,284
(tie) Forsyth Memorial 5.7 11. Davie County 5,465
(tie) Iredell Memorial 5.7 12. Charles A. Cannon 5,539
13. Stokes-Reynolds 58 13. Park Ridge 5,561
14. Alleghany County 6.1 14. Stanly Memorial 5,841
15. Memorial Hospital 6.2 15. Rowan Memorial 5918
(tie) of Alamance
16. Community General 6.4 16. Surry County 6,111
(tie) of Thomasville
17. C.J. Harris 7.0 17. Haywood County 6,214
18. Davie County 73 18. Rex 6,410
(tie) Stanly Memorial 7.3 19. Forsyth Memorial 6,429
20. Haywood County 74 20. Granville 6,580
(tie) Rowan Memorial 74
Not-For-Profit Hospital Average  8.4% Not-For-Profit Hospital Average  $8,593
For-Profit Hospital Average 6.6% For-Profit Hospital Average 37,000
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Uncompensated Uncompensated
Not-For-Profit Care Per Inpatient Not-For-Profit Care Per Total
Hospital Admission Hospital Admissions
1. Presbyterian $65 1. Charlotte Memorial $17
2. Alleghany County 98 2. Surry County 19
3. SealLevel 108 3. Presbyterian 21
4. Charlotte Memorial 121 4. Alleghany County 27
5. Surry County 126 5. Cape Fear Memorial 30
6. Cape Fear Memorial 130 (tie) Granville 30
7. St.Luke’s 133 (tie) Haywood County 30
8. Rex 140 8. Cabarrus Memorial 34
9. Iredell 149 (tie) St.Luke’s 34
(tie) Valdese General 149 10. Iredell Memorial 36
11. Forsyth Memorial 156 11. Cleveland Memorial 37
12. Rowan Memorial 160 12. Columbus County 39
13.  Columbus County 161 (tie) Forsyth Memorial 39
(tie) Davie County 161 (tie) Montgomery Memorial 39
15. C.J. Harris 166 15. Gaston Memorial 40
16. Community General 172 (tie) SealLevel 40
of Thomasville

17. Stokes-Reynolds 173 17. Pender Memorial 41
18. Stanly Memorial 176 18. Memorial Hospital of Alamance 42
19. Halifax Memorial 177 (tie) Richmond Memorial 42
20. Haywood County - 180 20. Annie Penn 43
(tie) . Memorial Hospital of 180 (tie) Community General-Thomasville 43
Alamance (tie) Stokes-Reynolds 43
(tie) Wilkes General 43
Not-For-Profit Hospital Average $237 Not-For-Profit Hospital Average $53
For-Profit Hospital Average $203 For-Profit Hospital Average $44

Note: Does not include Medicare and Medicaid contractual adjustments.

Source: Surveys of Chief Executive Officers of general acute care hospitals in North Carolina, and original research by
N.C. Center for Public Policy Research.
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Table 2.10: Uncompensated Care Provided By Large Hospitals with 400+ Beds (1984)
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1. Charlotte Memorial 853 $3,436,157 24% - $4,028 $121 $17
2. Forsytﬁ Memorial 762 4,898,893 5.7 6,429 156 39
3. N.C. Baptist 701 6,636,000 54 9,466 264 75
4. - Presbyterian 543 1,808,520 24 3,331 65 21
5. Pitt County 538 7,008,296 8.7 13,027 366 100
6. Wake Medical 524 8,663,271 8.9 16,533 431 82
7. Cape Fear Valley (IM) 492 7,065,563 10.3 14,361 362 69
8. Durham County 476 3,471,424 5.7 7,293 218 73
9. Moses Cone 468 6,908,010 9.0 14,761 370 77
10. Cabarrus Memorial 457 3,346,479 8.8 7,323 181 34
11. New Hanover 454 5,989,195 9.4 13,192 298 68
12. Memorial Mission 435 6,433,940 9.1 14,791 335 99
13. Gaston Memorial 431 3,933,973 8.4 9,123 227 40
Not-For-Profit Hospital Average 220 31,956,917 8.4% $ 8,632 3238 $53
For-Profit Hospital Average 172 $1,478,060 6.6% $ 7,000 $203 $44

IM = managed by investor-owned corporation

Note: Does not include Medicare and Medicaid contractual adjustments.

Source: Surveys of Chief Executive Officers of general acute care hospitals in North Carolina, and original research

by N.C. Center for Public Policy Research.

then managed by National Medical Enterprises, pro-
vided the most in uncompensated care per bed among
for-profits ($14,361), nearly $6,000 more than the
average ($8,593) for not-for-profit hospitals. Cape
Fear Valley, the state’s largest investor-managed hos-
pital in 1984 has 492 beds. All of the investor-
managed hospitals, except for HCA’s Ashe Memorial
Hospital, provided more uncompensated care as a
percentage of gross patient revenue than the investor-
owned hospitals. (See Table 2.7)
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Martin General Hospital, a county-owned facil-
ity, provided the most uncompensated care as a per-
centage of gross patient revenue (15.6 percent) of any
not-for-profit, indeed of any, hospital in this data base
during 1984. During the same year, the private not-
for-profit Sea Level Hospital in Carteret County pro-
vided the least uncompensated care (2.2 percent)
among not-for-profit hospitals. The inclusion of data
on the amount of indigent/charity care provided (only
the amount for bad debt was available) would have



Chapter 2

Table 2.11: Uncompensafed Care Provided by Hospitals With 250-400 Beds (1984)
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1. Rex 394 $2,525,555 4.0% $6,410 $140 $46
2. Southeastern General 355 3,354,000 8.9 9,448 299 77
3. Wayne Memorial 341 2,652,962 8.8 7,780 234 81
4. Rowan Memorial 324 1,917,299 7.4 5918 160 45
5. Cleveland Memorial 300 2813478 ° 106 9,378 250 37
6. High Point 282 3,657,757 10.7 12,971 272 76
7. Lenoir Memorial 281 3,021,148 10.3 10,751 269 76
‘8. Frye Regional Medical 275 2,086,000 6.0 7,585 248 42
Center (10)

9. Catawba Memorial 260 2,690,526 10.3 10,348 307 69
10. Craven County 254 3,013,348 8.0 11,864 278 60
Not-For-Profit Hospital Average 220 $1,956,917 8.4% 38,632 $238 $53
For-Profit Hospital Average 172 31,478,060 6.6% 37,000 $203 344

IO = owned by investor-owned corporation

Note: Does not include Medicare and Medicaid contractual adjustments.

Source: Surveys of Chief Executive Officers of general acute care hospitals in North Carolina, and original research

by N.C. Center for Public Policy Research.

increased Sea Level’s percentages for uncompensated
care. (See Tables 2.8 and 2.9)
The Center also analyzed the amount of uncom-

pensated care among hospitals of various bed sizes. '

Investor-managed Cape Fear Valley Medical Center
provided the most uncompensated care among large
hospitals (400+ beds). High Point Memorial Hospital
provided the highest level of uncompensated care in
the 250-400 bed category. In the 100-250 bed cate-
gory, HCA-managed Johnston Memorial Hospital

provided the most (14.2 percent) uncompensated care.
Two other hospitals, Murphy Medical Center and
Kings Mountain also provided a significant amount of
uncompensated care. The hospitals’ responses in-
cluded Medicare and Medicaid contractual adjust-
ments, however, -and thus overstates the actual per-
centage of uncompensated care provided when stan-
dardized against other responses. The Center did not
include Medicare and Medicaid contractual adjust-

—~continued on page 64
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Table 2.12: Uncompensated Care Provided by Hospitals With 100-250 Beds (1984)
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Hospital < O < O A4 A4
1. Memorial Hospital 222 $951,151 6.2% $4,284 $180 $42
of Alamance
Not-For-Profit Hospital Average 220 1,956,917 84 - 8,632 238 53
2. Albemarle 206 1,595,092 82 7,743 269 65
3. Haywood County 200 1,242,728 74 6,214 180 30
4. Halifax Memorial 190 1,398,212 8.0 7,359 177 49
5. Iredell Memorial 182 1,216,866 5.7 6,686 149 36
6. Johnston Memorial IM) 180 1,886,638 142 10,481 386 93
For-Profit Hospital Average 172 1,478,060 6.6 7,000 203 44
7. Murphy Medical Center 170 1,057,066 * 18.7* 6,218 * 546 * 115 *
8. Columbus County 166 1,391,455 75 8,382 161 39
9. Scotland Memorial 165 1,632,803 9.8 9,896 290 48
10. Grace 161 1,782,807 93 11,073 240 46
11.  Annie Penn 152 1,448,415 10.7 9,529 308 43
12. Highsmith-Rainey (IO) 150 808,081 4.6 5,387 197 50
13. Davis Community (IO) 149 746,604 54 5,011 135 38
14. Cape Fear Memorial 142 526,840 38 3,710 130 30
15. Central Carolina (I0) 142 1,222,133 * 6.7 * 8,607 * 231 * 46 *
16. Community General- 140 923,012 6.4 6,593 172 43
Thomasville
17. Raleigh Community (0) 140 928,288 4.1 6,631 141 25
18. Medical Park (I0) 136 148,889 12 1,095 21 9
19. Valdese General 134 557,508 52 4,161 149 51
20. Wilkes General 133 1,928,518 12.9 14,500 287 43
21. Caldwell Memorial 130 1,743,007 102 13,408~ 315 78
22. Stanly Memorial 130 759,312 73 5,841 176 46
23. Richmond Memorial 122 1,208,729 103 9,908 321 42
24. Roanoke-Chowan 120 1,069,608 9.2 8,913 215 69
25. Carteret General 119 1,732,326 117 14,557 340 51
26. Lincoln County 110 851,899 13.0 7,745 239 50
27. Chowan 109 739,691 8.6 6,786 316 62
28. Surry County 108 660,000 4.8 6,111 126 19
29. Park Ridge 103 572,739 82 5,561 215 62
30. Kings Mountain 102 1,326,138 * 22.7* 13,001 * 495 * 103 *
31. Stokes-Reynolds 100 330,808 58 3,308 173 43

10
™M

%*

owned by investor-owned corporation
managed by investor-owned corporation
Medicare and Medicaid contractual adjustments included.

Note: Except for three respondents, does not include Medicare and Medicaid contractual adjustments.

Source: Surveys of Chief Executive Officers of general acute care hospitals in North Carolina, and original research by
N.C. Center for Public Policy Research.
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Table 2.13: Uncompensatgd Care Provided by Hospitals With 0-99 Beds (1984)
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1. Anson County 96 $ 678,759 7.9% $7,070 $328 $52
2. Lexington Memorial 94 1,505,700 11.6 16,018 322 48
3. Spruce Pine (IM) 92 575,996 8.2 6,261 220 51
4. C.J. Harris 80 653,080 7.0 8,164 166 56
S. Duplin General 80 749,747 12.0 9,372 283 63
6. Charles Cannon 79 437,616 11,6 5,539 260 67
7. Ashe Memorial (IM) 76 260,684 4.6 3,430 130 28
8. St.Luke’s 74 235,944 54 3,188 133 34
9. Davie County 72 393,515 1.3 5,465 161 47
10. Good Hope 72 820,780 11.3 11,399 331 47
11. SealLevel 72 1,595,092 8.2 7,743 269 65
12. Chatham 68 649,933 10.5 9,558 277 51
13. Granville 68 447,463 8.2 6,580 259 30
14. McDowell IM) 65 529,784 7.7 8,151 164 35
15. Bladen Cunty 62 494,463 79 7.975 210 . 57
16. Mountain Park 61 250,573 8.1 4,108 187 49
17. Hamlet 60 452,262 . 8.5 7,538 269 51
18. Montgomery Memorial 57 748,314 119 13,128 259 39
19. Alleghany County 46 129,964 6.1 2,825 98 27
20.  Pender Memorial 44 355,731 8.8 8,085 233 41
Not-For-Profit Hospital Average 220 $1,956.917 8.4% $8.632 $238 $53
For-Profit Hospital Average 172 $1,478,060 6.6% $7,000 3203 $44

IM = managed by investor-owned corporation

Source: Surveys of Chief Executive Officers of general acute care hospitals in North Carolina, and original research by
N.C. Center for Public Policy Research.
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Table 2.14: Charity Care and Net Bad Debts as a Percentage of Gross Patient Revenue by
Hospital Size * (1983 Averages)

Charity Care As A Percentage

Net Bad Debts As A Percentage

Hospital Size of Gross Patient Revenue of Gross Patient Revenue

0 - 49 beds 68% 5.46%
50 - 69 beds 1.11 6.51
70 - 99 beds 83 7.19
100 - 149 beds 13 6.55
150 - 199 beds 140 6.36
200 - 299 beds 142 5.96
300 - 399 beds 1.17 5.14
400 + beds 1.40 5.73
Teaching Hospitals 448 5.14
All Hospitals 1.80 5.79

* All teaching hospitals are included in the category “Teaching Hospitals” — This category includes general, short-

term, acute teaching hospitals.

Source : Provider Payment Section, Blue Cross Blue Shield of North Carolina; Jeanne Johnson Chamberlin, Indigent
Health Care: Ensuring Access, Equity and Cost Effectiveness, State Health Planning, paper prepared for
SHCC Task Force on Uncompensated Care, December 1, 1984.

Reprinted by permission of the Provider Payment Section, Blue Cross and Blue Shield of North Carolina.

ments in the analysis. Finally, in the small hospital
category (0-99 beds), Duplin General Hospital was
the leader in providing 12.0 percent uncompensated
care. See Tables 2.10-2.13 for a complete listing.
N.C. Memorial Hospital, a state-owned teaching facil-
ity provided 16.9 percent uncompensated care in 1984.
N.C. Memorial was not included in the analysis of
hospitals in North Carolina.
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In 1983, Blue Cross and Blue Shield of North
Carolina also collected data on charity care and bad
debt by hospital size. When compared to large facili-
ties, small hospitals had a heavier burden of bad debt,
but a smaller charity care burden.®® (See Table 2.14)
A table listing the amounts of uncompensated care
provided by all North Carolina hospitals responding

—continued on page 71
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Table 2.15: County Appropriations to Hospitals, 1986-87 Fiscal Year

County County

Appropriations Appropriations Total County

to a County-Owned to a Privately- Appropriations to

County Hospital Owned Hospital Local Hospital(s)
1. Bertie $ 151,069 $ 0 $ 51,069
2. Buncombe 0 772,850 772,850
3. Cabarrus 229,167 0 229,167
4. Carteret 25,000 0 25,000
5. Davie 25,004 0 25,004
6. Duplin 150,000 0 150,000
7. Durham 2,862,213 0 2,862,213
8. Granville ' 0 229,401 229,401
9. Henderson 100,900 24,270 125,170
10. Jackson 0 15,000 15,000
11. Lincoln 1,800 0 1,800
12. Martin 368,038 0 368,038
13. Mecklenburg 0 9,269,199 9,269,199
14. Nash 150,000 0 150,000
15. Pender 152,774 0 152,774
16. Person 0 788,308 788,308
17. Sampson 70,000 | 0 70,000
18. Stokes 298,075 0 298,075
19. Wake 15,059.421 0 5,059,421
20. Warren 47,664 0 47,664
21. Washington 12,000 0 12,000
22. Yadkin 46,000 0 46,000
23. Yancey 104,708 0 104,708
TOTAL $9,807,833 $11,099,028 $20,906,861

Source: N.C. Local Government Commission in the N.C. Department of the State Treasurer.
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THE SEARCH FOR SOLUTIONS 0
- MEDICAL INDIGE! NCY
F EDERAL AND S TAT E LE VE

by Lon Ann Hams

MANY FEDERAL PROPOSALS AND INITIATIVES to address the poor’s need or ealth ‘ca
dlscussed A Nauonal Health Insurance Plan that would prov1

ﬁnancmg mdngcnt care is often vxeyved as a state matter, and hospnals are beginning to' w
leglslators to find solutlons A 1986 survey by the National Conference o State Leglsl:" _

State Survey of Heal h Leglslatwe Acnvmes conducted by the de
md1gent care and Mec
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1 since theearly 1970s.

. to employees rose 7.9 p_ercent
~ costs were prOJected to.inc

 to require employers to provide
) loyee Renrement Income

In Massachusetts, a uni ersal health i insurance plan was enacted in Apnl 1988. The law proposed by

Govemor Mrchael Dukakls_‘ is the nation’s ﬁrst system desrgned to assure. health insurance for everyone.

state, while the state would ‘provide insurance for the | employed through a trust fund Revenues
generated by the surcharge would provide a pool of funds to be used for free care and for hospitals’
uncollected bills. The legislation also restructures the state’ s hosprtal fmancmg system, allowing

Other states considered: mandated benefit programs sumlar to that of Massachusetts durtng the 1988
session. Legislation introduced in Kentucky and Tennessee’ was defeated; however, both state legislatures
are expected to consider the proposals in the next session.. Legislation still pending in Michigan would
establxsh an msurance pool to provnde_ medrcal coverage on a county-by-county basrs Vermont,

Of the umnsured workers inthe Umted States about 90%.tdo not have coverage because the1r employer
does not offer it, while the remaining 10%-choose not to pay for it. Somé employers impose a waiting -
period before new employees are eligible for health insurance. Additionally, employees with pre-existing
health conditions are often not eligible for»health coverage. : Furthermore, part-time workers are usually
not elrgtble for insurance its _ ' out of financial reach for a number of small
firms (firms with fewer than 25 employees ‘Premiums for small employers tend to be as high as 30 to 40
percent above the going rate for larger employers ‘A survey conducted by A. Foster Higgins & Company,
a New York-based benefits consultant group, showed that corporate and govemment employers paid an
average of $1,985 per worker in 1987 for health care benefits. The cost of providing health care benefits

or an average. $_128 per: employee:over 1986 ﬁgures Health care benefit -

83

Employer-based health coverage has been’ cntlcrzed s a burden on small busmesses essentrally
creating an additional tax on employment and entrepreneurship. Chrlstme Soloman, Director of State
.. Legislation for the Federatlon of Amencan Health Systems says, “. . .[T]hose businesses which cannot
- afford the expense of h ill.ei ist, or wnll be forced to let employees go,
thereby: addmg tothe n_" was developed to reduce 26.:0n the other ..

ance, none would have a cost advantage over competitors. - Indlvrduals n_nght have less money in their
paychecks, but they would have health msurance coverage It has been speculated, however, that
unemployment among mij (
health benefits

approach could possrbly speed up the trend to replace full: stime employees with part-nmers who do not
qualify for health i insurance or other beneﬁts The most notable advantage of any statutory mandate of

the states’ budgets.
On the natlonal front

a week or more, and their dependents The: Congressional Budget Ofﬁce esnmates the bill would cover
up to 23 million uninsured people if enacted.” - , o

’ '—-—continued
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Rep Fortney “Pete”” Stark (D-CA) sponsored a bill that would
~.not. .offer employees health benefits. Self-employed individuals a
“receive a higher tax deduction for health insurance plans purc _
~income tax credit for health insurance premium contributions for low mcome wor

Catastrophic Illness Insurance Program
v CATASTROPHIC INSURANCE programs are avanlable in seven

Medicare patients seekmg care in a SNF must be hospxtahzed‘
v vfehmxnanon of the 210—day annual limiton hosplce care for the te 1

i’-The hlgh cost of medxcanon forces many people to choose Wthh

- necessary medications.
A number of other states, including Delaware Hlinois, Marylk
have Pharmaceutical Assistance Programs. Program participants P
as some type of co-payment with each prescnptxon The pro
prescription costs.

: _Safety-Net Prog ra

. "_asswtance, the prov1der will have enough moncy to keep its doo
, payments to outpatlent clxmcs

among states, and an mcreasmg number of physxclans will not accept new Medicaid
reimbursement is generally less than their fees.!! Unemployed workers are general
Medicaid because they still have more assets than the law allows. But thhout aregul

5t eligible for
ycheck, most
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ves states the option
gnant, very young,
xpanded Medicaid

nt: diversion, or patient
] ‘ng poor unmsuredk

The practice of patient dumping has surged recemly, largely as a resuit of cuts in Medlcare and
Medlcald support to mdmdu :

the health care industry’s llls ‘d believes it is'the govemment s responsnbxhty to reform the health care
system. Bedrosian says, *. .. [T]he worst case of dumping, takmg place now is what the federal
government is threatening to. do to the health care‘industry by reneging on promlses made when Medicare
prospective pricing was firstconceived and app_ ved by Congress in 1983——and by:backing away from its

N Vs
mdustry didn’t create this problem, and it can’ "t be solved alone,” said Bedrosxan 15
Texas was the ﬁrst state to:»adopt provnsxons that greatly restnct patlent transfer. The Texas prowsxon

, A for-proﬁt hospital in Flbnda sued a public hospltal for not acceptmg the transfer of indigent patients.
. In the case, Hospital Develqpment and Services Corporation v.: “North Broward Hospital District, the
~ for-profit facxhty, Plantanon?General Hospltal .challenged Bro 'ard Hospltal Dlstnct on antitrust and

ospital for ser_.i/_ic'_es
_ “district’s policy on
transfers. The court said th ‘hospxtal dxsmct s pollcy is “rational as a matter of fiscal responsibility,
medical practice, and medical ethics” in light of the district’s chaner 1

A law governing the Medlcare program mandates that any hospntal which recexves Medlcare fundmg

- violation. The Health Car
A California hospital

C—Continued
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agreement with the federal government to end a patient dumping case. In October 1987, the hospital
agreed to pay $100,000 to the federal government to settle the dispute—the first since the 1985 COBRA
law went into effect. An order that terminated the hospital’s participation in Medicare and Medicaid was
rescinded.'® .

In June 1988, the Department of Health and Human Services (HHS) ﬁnally 1ssued regulatlons
implementing the COBRA amendment that restricts patient transfers. The guidelines were published in
the Federal Register. HHS has been criticized by Congress for the lengthy delay in proposing the anti-
dumping regulations — making the amendment ineffective. The regulations clarify the anti-dumping law
to ensure medical care to all who seek treatment. HHS seeks to strengthen existing rules by requiring that
transfers to another hospital cannot take place until after the patient has been stabilized and the receiving
hospital has approved the transfer. HHS has also proposed strict penalties for non-compliance. Hospitals
and physicians that do not comply with the new regulation could be subject to suspensxon from. the
Medicare program and to fines up to $50,000 for each incident.”

The practice of inappropriate patient transfers does not appear to be as serious a problem in North
Carolina, but as the health care environment becomes more competitive, it is something that should be
watched closely. It remains to be seen whether laws regulating patient transfer policies will be effective

in controlling patient diversion.
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to the Center’s survey is included as Appendix A of
this report. Also, see Table 5.3 on page 172 which
shows the counties which make appropriations to local
hospitals for indigent care or other hospital services.

Conclusions and Recommendations

HEALTH CARE FOR THE MEDICALLY INDIGENT is
a problem that affects many Americans. Nationwide,
there are 35 million medically indigent people. The
definition of indigent care varies widely. Most com-
monly, indigent care is considered to encompass
charity care to patients who are unable to pay for part
or all of the hospital bill. The many interpretations of
indigent care make it difficult to accurately and uni-
formly quantify it across the spectrum of health care
providers and third-party payers. '

In North Carolina, there are 1.9 million people at
risk of being medically indigent out of a population of
more than six million. This group of residents are
either uninsured—have no health insurance coverage,
or are underinsured—at risk of being unable to pay
fully their medical bills because of gaps in their health
insurance coverage.

There have been a number of studies on the na-
tional level that examined the differences in uncom-

pensated care provided by investor-owned and not-
for-profit hospitals. In all but one study highlighted
earlier in this chapter, for-profit hospitals provided
less uncompensated care than not-for-profit hospitals.
In North Carolina, the results were the same. A study
conducted by Lewin and Associates for the Volunteer
Trustees of Not-for-Profit Hospitals Foundation For
Research and Education found that investor-owned
hospitals commit significantly less of their resources
to uncompensated care than do not-for-profit hospi-
tals. The Center’s own analysis reveals that for-profit
hospitals provide 27.3% less uncompensated care,
when bad debt and charity care are measured as a
percentage of gross patient revenue. Not-for-profit
hospitals, on average, spent 8.4% of total gross patient
revenue on uncompensated care, while for-profit hos-
pitals spent 6.6% on uncompensated care.

A. Recommendation #1: New Hospital Data
Reporting on Indigent Care. The N.C. Center for
Public Policy Research recommends that the legisla-
ture direct the N.C. Medical Database Commission to
establish a uniform reporting and data collection sys-
tem for hospitals in the state that includes reporting on
the types and level of indigent care provided by all
hospitals in the state. This new financial data should

City & State C

Greenshoro News & Record

V" Obituaries, Classitied Ads

Friday. Decombor 12, 19867

Hospitals lobby for funding help in caring for pooF”‘

By LAWRENCE SPOHN sty vitlined the package Thursday night  health maintenance ar
s 0y i

fr 12 avwn iesishazors and adout 35 regiomal  HAI

i
Nerth Caroliza’s horpitals, juggling u bespatsl officais ¢ Mloses Cone Memorisl  supply th least crecly, hy
szl ) mus‘l for theis =

397 milicn nested Hospiial in Greensboro.
care for the poor, rv looking to Ralrign fr _“The haves gay Bavenots” be
relief. s, expliiog

The boagtals wast hesith bnsuraoc ao - SostahiRing. That
the sate-rua Morticand tobe aval. tients foot 1o-

for the
that hospitale -
o)

. S has no
mencan L
overy 5‘?;;';:5 are strugdnd

il

o

o g pumbet Gy he  DUIot whe N e,
win® P irnne® 1 Pror e Jaent 0f L0 n Car
ne 859 ih BT eran® o ens. otity HEB L
Vitoost B for S GRS Qenliin ey
ing D% asml“‘;:‘,v\dgri an i
0aW08 3 Loare
thealt

of i
roble™ " o e ¥ e
ot t0e T M eeds 10 ehoWEL ot
cnns 9SS s iy WL O i (e

“en Butler, president of Hizh Point fle.  for-profis conumunlly huspitala hava experi.
e incoring hi enced an 13 percen in patient oevu ¢

ients o, ©
“rescmenis are 8 percent shy of
*aten um-ma- the 3

g, b o ey 5 pp " 00
vies i 08 1, oy lim ¥ i i Wiy B,



Comparing the Performance of For-Profit and Not-for-Profit Hospitals in North Carolina

provide state and local policymakers, legislators, and
citizens with information on the amount of indigent
care provided by hospitals, use of hospital services by
indigent patients, and the financial impact on hospitals
providing such care. This data should be published on
a biennial basis by the Commission.

* %k %k

Who should fund indigent care? According to a
poll conducted by SRI Gallup for Hospitals magazine,
most Americans (62%) felt that government should
fund health care for the medically indigent. Thirty-
seven percent of the respondents indicated that the
federal government should pay. Fifteen percent main-
tain that state government should take the leading role,
while six percent state that local government should
pay. How should indigent care be funded? According
to the same survey, 69% of the respondents who felt
that government should be responsible for providing
indigent health care were also willing to pay higher
taxes.*! A survey commissioned by Health Manage-
ment Quarterly found that two of every three Ameri-
cans favor a national health insurance program. Most
of the respondents, however, were unwilling to pay
higher taxes to fund the program.*?

NME Chief Executive Officer John C. Bedrosian
once proposed this solution—"that we finance the care
from the broadest tax base possible, and that we de-
liver the care from the broadest provider case pos-
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sible.” Bedrosian sees public hospitals and private
community hospitals, as well as primary care phy-
sicians, playing an important role in the delivery of
health care.*?

B. Recommendation #2: A New Program For
Funding and Allocating the Burden of Indigent
Care in Hospitals. Indigent care has become a prior-
ity issue in nearly every state legislature. Many states
have proposed and implemented a variety of programs
to help resolve the problem of medical indigency.
According to the Federation of American Health Sys-
tems, approximately 20 states have developed pro-
grams to fund indigent health care. The state programs
are funded by a variety of mechanisms. Among them
are: hospital assessments, county appropriations, state
general revenue, and all-payer systems. What can
North Carolina do to enable the uninsured and under-
insured poor to obtain access to needed health serv-
ices?

The N.C. Center for Public Policy Research rec-
ommends that the N.C. General Assembly enact one
of the four options below, each of which is designed to
address two goals: (a) to provide health care for
indigent patients, and (b) to ensure that every hospital
in North Carolina does its fair share in providing
indigent care. The four options are as follows:

(1) to establish a state-level system of hospital as-
sessments, with the revenue generated to be allocated
to hospitals with high levels of uncompensated care;
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(2) to require all hospitals to provide a certain
amount of indigent care as measured by a percentage
of gross patient revenues;

(3) to require each of the 100 counties to enact
their own indigent care programs, leaving decisions
both as to how to spread the burden and how to tax the
hospitals to the counties; or

(4) to appropriate state funds for indigent care to
hospitals with high levels of uncompensated care.

1. Under Option One, all North Carolina hospi-
tals would be assessed an amount based on each
hospital’s gross patient revenues. The proceeds from
these annual assessments would be earmarked for a
state equalization fund for indigent care. Hospitals
providing more than the previous year’s average of
uncompensated care would be eligible for state reim-
bursement for indigent care. For-profit hospitals
should receive credit for any taxes they have paid. The
advantage of the assessment option is that it can be
adjusted to hospital size, level of patient revenue, and
financial health, and it is flexible from year to year. A
1.5 percent assessment on hospitals in Florida was
passed in 1984 to expand the state Medicaid program.

The assessment has drawn mixed reviews. South
Carolina has a program in which hospitals are assessed
a tax to fund the state indigent health care program.
The program is intended to distribute equitably the
burden of indigent care. The program is funded jointly
by assessments on hospitals and county governments.
The N.C. Hospital Association strongly opposes the
option of an assessment on hospitals.

2. Under Option 2, the legislature could require
all hospitals to provide a minimum amount of indigent
care. Under this proposal, every hospital in the state
would be mandated to provide a certain minimum
amount of indigent care. According to the N.C. Hospi-
tal Association, “North Carolina hospitals write off
7.6 percent of their gross revenue to charity and bad

_debt care. The national average is 6.5 percent.”* At

least 20 states now require hospitals to deliver a mini-
mum amount of care to the medically indigent. If the
legislature pursues this option, the Center recom-
mends that in accordance with our findings based on
1984 data, each hospital should be required to devote
at least 8.4 percent (the average for all not-for-profit
hospitals) of its gross patient revenues to health care

NORTH CAROLINA SEEKS
SOLUTIONS TO THE INDIGENT
CARE PROBLEM

by Lori Ann Harris

A SPECIAL STUDY COMMISSION was set up in 1985 by the North Carolina General Assembly to “study
the issues of access to and financing of health care services for North Carolinians who are unable to pay
for their medical care.” The Indigent Health Care Study Commission was reauthorized in 19872 to
continue its work and make. a final report to the 1989 General Assembly. The 1985-86 Commission
recommended that the 1987 General Assembly spend $37 million a year to expand Medicaid and provide
health services to North Carolina’s poor. " The plan was to éxtend Medicaid to more than 160,000
additional persons. In addition to the blind, disabled, and elderly, the program was to include pregnant
women and children in families: whose incomes fall below the federal poverty-level.> While all of the
Commission’s proposals were not approved during the 1987 General Assembly, significant progress was
made toward addressing the problem of indigent health care. Over the next two-years, $11 million will be
appropriated to expand Medicaid coverage to an additional 50,000 recipients. An appropriation of
$10,000 was made to create the N.C: Health Insurance Trust Commission, a-multiple employer trust

~ontinued
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services for indigent patients. This option is perhaps
the easiest to administer.

3. Under Option 3, the N.C. General Assembly
could mandate that the 100 counties take a larger role
in the provision of health care to indigent patients.
Under this proposal, counties would be required to
develop and fund their own indigent care programs.
As Dorothy Kearns, a Guilford County Commis-
sioner, puts it: “Local governments are closest to the
people being served. Therefore, they [the counties]
are in the best position to know the needs of the
population. They can target resources effectively and
spot problems before it’s too late.” At present, only
23 counties appropriate money to local hospitals for
health care services at the local level. (See Table 2.15,
for a list of counties that appropriated money to local
hospitals during the 1986-87 fiscal year.) The pro-
gram would have to be funded by additional property

or sales tax assessments. Thus, this option has the
disadvantage of relying on a regressive tax and per-
haps burdening the poorest counties with the greatest
indigent care problems. It also is probably the most
difficult to administer and to monitor at the state level.

The problem is compounded by those counties
which have no hospital. In such cases, indigent pa-
tients are sent to public hospitals in nearby counties
where the costs are absorbed by the hospitals and the
citizens of those counties. Thus providers which are
already overburdened with their own indigent patients
have the additional load of patients from adjacent
counties. Patients who are eligible for health care
services in one county would be encouraged to receive
their care in that county when possible. When patients
must cross over county lines to obtain health care (16
counties in North Carolina do not have a general
acute-care hospital), hospitals should be allowed to

legislative package includes:

covered under the AFDC program.®

3. Medicaid Working Family Funds

appropriation.®

designed to allow small companies to purchase health insurance at reasonable rates.. The apfiroved

1. Medicaid Coverage for Pregnant Women and Children :

Effective October 1, 1987, the N.C. Department of Human Resources is’ authorized to provnde
Medicaid coverage, to the extent permitted by federal law, for pregnant women and for children up to age
five whose family income is equal to or less than 100% of the federal poverty guidelines. This Medicaid
expansion program is fully funded by transfers from Maternal and Child Health Funds, Prenatal Funds,
and the Children’s Special Health Service Fund. No additional state appropriations were made. An
estimated 15,500 women and more than 23,000 children under age 2 will have access to health care based
on the new income guidelines. Health care for children up to age 5 will be phased in. Asof March 1, 1988,
qualified health care providers are also able to make initial eligibility determinations effective for up to 45
days to provide prenatal services to pregnant women. This concept is called presumptive eligibility.
Several demonstration projects throughout the state have already begun. »

2. Aid to Families with Dependent Children for Unemployed Parents (AFDC-UP)

An appropriation of $2.2 million expands AFDC to provide financial assistance and Medicaid to low
income families in which both parents are living in the home and are unemployed. In North Carolina,
children in these families already receive Medicaid benefits. Under the program, an estimated 2, 586
additional adults will become eligible for Medicaid coverage. An additional: 2,000 families will be

An appropriation of $1.4 million allows a working family to continue to receive small AFDC payments
after family members begin working. The program encourages recipients to find and keep jobs by
reducing the AFDC check by only fifty cents for every dollar earned. - These families will still be
categorically eligible for Medicaid. It is estimated that an additional 8 154 people w:ll benefit from thxs

—contznued

74



Chapter 2

collect payment from the patient’s county of resi-
dence. To ensure that counties comply with this man-
date, the state Department of Human Resources
should be given the responsibility for monitoring
county programs.

4. Under Option 4, the General Assembly would
appropriate state funds for indigent care to hospitals
with high levels of uncompensated care. The state of
North Carolina has already appropriated $49 million
from the General Fund to assist certain hospitals in the
state during the 1988-89 fiscal year. Nearly $40
million goes to N.C. Memorial Hospital ($30,540,316)
and Pitt County Memorial Hospital ($9,197,522) for
general support, which includes education, research,
and hospital services. The state also appropriates
funds to special programs administered by the De-
partment of Human Resources, where a percentage of
the appropriations is earmarked for inpatient care of

program participants. These are programs for high-
risk maternity, perinatal care, children’s special needs,
inpatient cancer treatment, etc. Hospitals across the
state receive approximately $9 million through these
programs. No state funds are appropriated specifically
to hospitals for uncompensated care. In North Caro-
lina, the burden of indigent care falls disproportion-
ately on certain hospitals. The N.C. Center for Public
Policy Research found that public and private not-for-
profit hospitals provide more uncompensated care
than for-profit hospitals. “The N.C. Hospital Associa-
tion believes the only realistic solution to the indigent
health care problem is to put more money in the health
care system for indigent care.”® State appropriations
are one option for addressing the problem of certain

_hospitals bearing a disproportionate share of the indi-

gent care burden.
— Footnotes begin on page 78

4. AFDC/Medically Needy Income Increase

limits by 2.5 percent.’

" 5. Medicaid for 19-21 Year Olds

- 6. Eligibility Worker Funds

programs.’ :

7. Multiple Employer Trust Authorized

The Medicaid medically needy income limit (the income level required for an individual or family to
qualify for Medicaid) is tied to 133% of the AFDC payment level. The AFDC payment in North Carolina
is approximately 33 percent of federal poverty guidelines, among the lowest in the country. An
appropriation of $3.9 million, effective January- 1, 1988, increased the AFDC and the Medicaid income

An appropriation of $440,000 expanded Medicaid coverage to young people 19-21 years old, effective
January 1, 1988. This program restored Medicaid coverage which had been removed in 1981. This
expansion provides Medicaid to 4,293 additional youths. State appropriations for fiscal years 1987-88

. and 1988-89 were $147,000 and $293,000 respectively.®

An appropriation of $1.5 million per year for fiscal years 1987-88 and 1988-89 will provide additional
local Department of Social Services eligibility workers to support the expansion of public assistance

Finally, the legislature created the N.C. Health Insurance Trust Commission to assist in making health
insurance available at lower cost to individuals and their dependents who are presently uninsured and who
are employed by small businesses. The hope is that with a low enough premium, many of the small
employers who currently do not offer a health plan will begin to do so. The Commission will try to
facilitate health insurance for employers with twenty-five or fewer employees. '

The Indigent Health Care Study Commission made recommendations to the General Assembly in the
1988 short session. Among the major recommendations were: (1) to increase the income guidelines for
pregnant women and children up to 185% of the federal poverty guidelines (The N.C. General Assembly

—~continued
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INDIGENT CARE IN GUILFORD
COUNTY: THE BILL COMES DUE

by Lori Ann Harris

MANY HOSPITALS in North Carolina and across the country are facing financial difficulty. Hospitals
are spending millions of dollars a year to provide care for indigent patients. How many hospital closures
must take place before this problem receives proper attention? Here is the story of one hospital, and
some efforts to sustain it.

L. Richardson Memorial Hospital, located in Greensboro North Carolina, was founded in 1923 by a
group of concerned citizens whose goal was to serve better the health care needs of the black commu-
nity. Today, the hospital still serves primarily a minority population and is located in southeast Greens-
boro. The hospital is named in memory of Lunsford Richardson Sr., founder of Vick Chemical Com-
pany in Greensboro. The Richardson family initially donated $50,000 to the hospital with numerous
other subsequent gifts.

L. Richardson Memorial Hospital prospered over the years and moved to its current location in 1966
with the assistance of funds from the federal Hill-Burton program (see sidebar on Hill-Burton, p. 42).
Construction cost over-runs, the hiring of additional staff, an increase in staff salaries, and higher
operating expenses posed problems for the hospital. The hospital had no reserve funds for relief.
Unable to raise money from local commercial lenders, the hospital board of directors turned to the city
council and county commissioners for help. In 1967, L. Richardson received a $75,000 loan from the
city council and a $75,000 loan from the county commissioners, The interest-free loans were to be
repaid from the hospital’s profits. The hospital has been financially unable to repay the loans. In
November 1988, Guilford County forgave the $75,000 loan to the hospital. The City of Greensboro is
expected to follow suit. “We are very grateful to the Guilford County Board of Commissioners. It will
certainly make a difference in our accounts payable ledger,” said J. C. Coleman, president of the
hospital. ' '

“QOver the years, L. Richardson has accepted the care of indigent patients as a community commit-
ment,"” Coleman emphasized. “The hospital has served unselfishly the City of Greensboro and Guilford

—continued on page 78

L. Richardson Memorial Hospital in Greensboro
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Indigent Care in Guilford County
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our mission to provide health care services.”

County. There has never been a question about the quality of health care provided at L. Richardson,” he
adds. The hospital maintains the maximum accreditation possible by the Joint Commission on Accredi-
tation of Healthcare Organizations. Coleman argues that when a hospital closes, the health status of
citizens in the community goes down. “We at L. Richardson Memorial don’t want this to happen, it is

According to Coleman, L. Richardson depends solely on patient service revenues, to support its
annual budget of $9.2 million. He adds, “The hospital receives no money from any public source and
has no endowment.” The hospital does receive some grant money from the Duke Endowment for free
bed days of care. (See p. 182 for more on the Duke Endowment.)

L. Richardson Hospital has provided $14.35 million in free care over the last 10 years. This figure
averages out to $1.4 million a year or approximately 18.65% of annual gross revenues. Medicare and
Medicaid contractual adjustments totaled $17.35 miilion over the same period — an average of $1.78
million per year (22.5% of annual gross revenue). L. Richardson Hospital has incurred nearly a $3.6
million loss over the past 10 years. “If the hospital had received funding for 50% of the free care it
provided over that period, the hospital would show a $3.6 million surplus from operation,”’ says
Coleman. ‘’We can’t continue to exist if.we have to provide high levels of indigent care with no major
source of funding.” The high dollar amount that goes to pay for free care has a secondary effect on
hospital operations. “We are often unable keep our hospital equipped with state of the art equipment,
and make all the renovations needed to maintain our fine facility.”!

L. Richardson did receive special legislative attention in 1987 because of its unique role in the
community. State legislation was passed to allow the hospital to convert 65 acute-care hospital beds
(almost half of the hospital’s licensed beds) to nursing home beds for long-term care.? This legislative
action allowed the hospital to avoid the normal review process by the N.C. Department of Human
Resources as mandated in the state’s Certificate of Need statute.® The hospital’s low occupancy rate and
its high uncompensated care costs have contributed to the financial losses incurred in recent years.
According to Coleman, “This is a way to help end the hospital’s financial troubles and to alleviate
partially the shortage of nursing home beds in Guilford County.”’

L. Richardson Memorial is not the only hospital in Guilford County facing problems with high un-
compensated care costs. In 1986, High Point Regional, Moses Cone Memorial, L. Richardson
Memorial, and Wesley Long Community hospitals — all located in Guilford County —together lost
$14.8 million to bad debt and charity care. At least two hospitals were considering denying medical

—continued
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In Guiiford County, all of the hospitals are private facilities. This phenomenon takes local
government out of the picture of hospital care. Thus the question of “who has the responsibility for
taking care of and paying for the county’s indigent patients?’’ becomes an issue. At the request of local
hospital administrators, the Guilford County Board of Commissioners formed the Task Force on
Indigent Health Care to try to answer this question. ‘

Guilford County has maintained limited involvement with the local hospitals. Moses Cone Hospital
contracts with the county to provide outpatient care services for indigent patients in return for county

- appropriations. In 1984, Cone received $205,000 from Guilférd County. Fast becoming a regional
medical center, Moses Cone Hospital boasted an $8 million profit margin in 1987.%

The Indigent Care Task Force presented its report to the Guilford County Board of County Commis-
sioners in December 1988.5 One of the conclusions of the task force is that county government has the
responsibility to provide health care for persons unable to afford it. An estimated 16,800 Guilford
County individuals have no health insurance coverage. In addition, the panel concluded that Guilford
County must make indigent health care a priority and appropriate more funds to provide health services.

The task force presented its recommendations to the county commissioners. The major recommen-
dation was that Guilford County should provide medical services (primary, preventive, diagnostic, and

. rehabilitative) to the medically indigent. The commissioners were asked to provide funds to pay for
indigent health care. The panel also recommended that Guilford County and its not-for-profit hospitals
_ work together to share the costs of indigent care. How much money is needed to provide health services
for the county’s medically indi'gént? The task force said a comprehensive set of benefits would cost $49
per month or $588 per year for each individual. Based on these figures, the projected cost of covering
the medically indigent population in Guilford County is $9.8 million. Guilford County’s efforts to study
the indigent care problem were a good first effort. All county governments across the state must take
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CHAPTER 3

COMPARING COSTS
AND CHARGES AT
INVESTOR-OWNED AND
NOT-FOR-PROFIT HOSPITALS
IN NORTH CAROLINA

by Marianne M. Kersey and Ran Coble

RAPIDLY RISING HEALTH CARE
costs are an important concern for
all Americans. The Consumer Fed-
eration of America identified rising
health care costs as the top con-
sumer issue of 1987 for good rea-
~ son. Health care costs jumped
nearly four times the general inflation rate in 1986,
according to U.S. Department of Commerce statistics.!
(See the sidebar on page 93 for more details.)

Competition among health care providers, in-
cluding hospitals, is also in the news. One of every 10
U.S. hospitals is likely to close by 1995 due to declin-
ing admissions and shorter stays, according to health
experts recently polled by Arthur Andersen & Co.?

Rising health care costs and competition between
hospitals have sharpened the debate on the role of
for-profit enterprise in health care. A philosophical
debate is raging over which parts of the health care
system should be a public responsibility, which parts
left to the private sector, and which parts a mixed
system. Debate also exists over whether investor-
owned involvement has increased efficiency in the
hospital system as a whole. But perhaps the sharpest
debate has centered on whether for-profit or not-for-
profit hospitals have higher costs, or charge more for
services. This chapter focuses on costs and charges at
North Carolina hospitals.

Costs and Charges in American Hospitals

FOR THE PAST 100 YEARS, hospital costs and
charges have changed according to the various
functions hospitals performed. Early U.S. hospitals—
voluntary hospitals operated by charitable groups and
public hospitals operated by municipal, county, and
federal governments—originally were set up for
custodial care and served primarily the poor. These
hospitals were financed largely by charitable
donations, so patients were not charged for the care
they received. Around the turn of the century,
however, hospitals began to place more emphasis on
relieving acute illnesses and performing surgery.
These new medical and surgical procedures, in turn,
resulted in higher costs for hospitals. As Paul Starr
notes in his Pulitzer Prize-winning book, The Social
Transformation of American Medicine:
As the functions and standards of hospitals
changed, construction and operating costs
both increased. . . [T]he greater emphasis on
acute care intensified hospital work, requir-
ing more employees and higher operating
costs per patient. Hospital budgets soared
beyond the capacity of charity to meet them.?
Hospitals in the early 20th century could no longer
survive chiefly on charitable contributions. At the
same time, more services and better care made hospi-
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-tals more attractive to the middle and upper classes.
They were willing to pay for hospital care. As aresult,
“the principle answer to the hospitals’ financial diffi-
culties proved to be greater payments by patients.”™
Charges to patients had emerged as an important issue
in hospital financing.

Early Competition Among Hospitals

ALL HOSPITALS, including the new proprietary hos-
pitals, came to rely more on payments from patients
early in the 20th century. These for-profit hospitals
were set up mainly by physicians who had been denied
hospital privileges at older voluntary hospitals. These
new hospitals were operated on a for-profit basis to
serve the middle and upper classes, and they were
independently owned. The first signs of for-profit/not-
for-profit competition appeared during this period, as
hospitals vied for paying patients, an increasingly
important source of income for all of them:
The increased competition from these new
enterprises catering to the middle and upper
classes forced the older voluntary hospitals to
make adjustments because of the threatened

loss of clients and revenue.’

In response to this competition, not-for-profit hospi-
tals granted hospital privileges to local physicians who
would bring in more patients and thus more revenue
for the hospital.

Although competition often leads to greater effi-
ciency, the competition between proprietary and not-
for-profit hospitals in the early decades of this century
actually increased inefficiencies in the hospital system
as a whole, says Starr. Voluntary, public, and proprie-
tary hospitals, while competing for patients, were
unwilling to work toward an integrated hospital sys-
tem. Such a system might have held down hospital
costs. Instead, each individual hospital remained re-
sponsible for raising its own funds for capital expendi-
tures, recruiting staff, collecting fees, and purchasing
supplies. These administrative tasks required staff,
space, and money—adding up to more costs for hospi-
tals to finance through patient charges.S

For-Profit Enterprise Limited

THERE WAS WIDESPREAD SUSPICION of commer-
cial enterprise in medicine in the early decades of this

“ 1 DON'T USE CHEMICAL ANESTHETICS ANYMORE. T JUST
GIVE THEAN AN ESTIMATE OF THEIR. HoSPITAL BILL. ”

S CHWAD P~
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century, but criticism was not directed at the new,
independent proprietary hospitals. Instead, the in-
volvement of corporations in health care was kept in
check. Court decisions which precluded the growth of
profit-making medical care corporations illustrate the
nature of the opposition to for-profit enterprise in
health care:

Between 1905 and 1917, courts in several

states ruled that corporations could not

engage in the commercial practice of

medicine .. .on the grounds that a

corporation could not be licensed to practice

and that commercialism in medicine violated

“sound public policy.” These decisions were

not models of rigorous legal reasoning . ..

fylet no one made much of a fuss.

Respectable opinion did not favor

“commercialism” in medicine.’

The arrival of national investor-owned hospital chains
thus remained decades away.

Debate on the implications of corporate involve-
ment in health care continues today. The debate has
become increasingly heated since the dramatic in-
crease in the number of hospitals affiliated with inves-
tor-owned corporations within the last decade, as
noted in Chapter 1. Issues of political and economic
philosophy are sometimes brought into the fray when
costs and charges are compared at investor-owned and
not-for-profit hospitals. But it is necessary to get
‘beyond philosophical debates and look at concrete
differences between for-profit and not-for-profit hos-
pitals in order to draw conclusions on the impact of
corporate involvement in health care.

For-Profit vs. Not-For-Profit

IN 1986, the Institute of Medicine of the National
Academy of Sciences issued a significant report, For-
Profit Enterprise in Health Care, which analyzes the
issues surrounding the provision of health care by
investor-owned corporations. Table 3.1 outlines the
common distinctions between for-profit and not-for-
profit organizations. Some notable distinctions are
that for-profit organizations must pay property, sales,
and income taxes and are accountable to stockholders,
whereas not-for-profits are tax-exempt but may re-
ceive charitable contributions and are accountable to
voluntary, self-perpetuating boards. (See page 181 in
Chapter 5 for more on charitable contributions to N.C.
hospitals.)

But while there are common distinctions between
organizational types, it is important not to oversim-
plify the picture when trying to determine the role
ownership plays in hospital behavior. Indeed, there
are many conflicting opinions about whether hospitals

operated on a for-profit basis really are much different
from not-for-profit hospitals.

For example, it would be inaccurate to assume
that all investor-owned hospitals, while aiming to
achieve a profit for their stockholders, are run more
efficiently than not-for-profits. Nor should one as-
sume that only for-profit hospitals respond to eco-
nomic incentives. Not-for-profit hospitals also can
earn a profit, although it usually is called a surplus or
fund balance instead. The same caution should be used
when discussing a hospital’s role in a community.
It would be unfair to say that only not-for-profits
respond to social responsibilities such as provision of
certain services or care to indigents.

This caution is especially important in light of the
fact that all hospitals, regardless of ownership type, are
operating in an increasingly competitive atmosphere, a
situation which may actually result in investor-owned
and not-for-profit hospitals acting in similar rather
than different ways. Earl Tyndall, executive director
of Medical Park Hospital in Winston-Salem, with over
33 years experience in both investor-owned and not-
for-profit settings, maintains, “The emphases on pa-
tient care and business orientation are identical at for-
profit and not-for-profit hospitals.”

One reason hospitals may be operating in similar
ways today is that Medicare’s prospective payment
system, as discussed in Chapter 1, challenges the fi-
nancial strategies of both investor-owned and not-for-
profit hospitals. Second, not-for-profit hospitals’ tra-
ditional sources of income are changing. As noted
above, government grants and charitable donations
were once the major source of revenue of not-for-
profit hospitals. But now, not-for-profits—like inves-
tor-owned hospitals—are placing greater reliance on
income from billing patients for services.® Third,
many not-for-profit hospitals are entering into man-
agement contracts with nationwide chains like Char-
lotte-based SunHealth, the most active management
company and alliance of not-for-profit hospitals in
North Carolina. These affiliations allow them to take
advantage of a larger personnel pool, potential savings
from volume purchasing, or new borrowing sources in
the event of tight cash flow.? (For more on SunHealth,
see page 22 in Chapter 1.) And perhaps the most
telling sign of the competitive atmosphere is the recent
debate over whether to revoke the tax-exempt status of
not-for-profit hospitals in many states.!® (See Chapter
5 for a closer look at this issue.)

Despite these cautionary notes, most distinctions
between for-profit and not-for-profit hospitals are still
valid. And regarding cost of hospital care, two ques-
tions arise. First, are investor-owned hospitals—the
vast majority of which now belong to multi-hospital
chains—better able to control expenses than not-for-
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Table 3.1: Common Distinctions Between For-Profit and Not-For-Profit Organizations

For-Profit

Not-For-Profit

Corporations owned by investors

Can distribute some proportion of profits
(net revenues less expenses) to owners

Pay property, sales, income taxes

Sources of capital include
a. Equity capital from investors
b. Debt
¢. Retained earnings (including de-
preciation and deferred taxes)
d. Return-on-equity payments from third-
party payers (e.g., Medicare)

Management ultimately accountable to
stockholders

Purpose: Has legal obligation to enhance
the wealth of shareholders within the
boundaries of law; does so by providing
services

Revenues derived from sale of services

Mission: Usually stated in terms of
growth, efficiency, and quality

Mission and structure can result in more
streamlined decision making and
implementation of major decisions

(1]

Corporations without owners or owned by “members

Cannot distribute surplus (net revenues less
expenses) to those who control the organization

Generally exempt from taxes

Sources of capital include
a. Charitable contributions
b. Debt
c. Retained eamings (including depreciation)
d. Governmental grants

Management accountable to voluntary, often
self-perpetuating boards

Purpose: Has legal obligation to fulfill a
stated mission (provide services, teaching,
research, etc.); must maintain economic
viability to do so

Revenues derived from sale of services and
from charitable contributions

Mission: Often stated in terms of charity,
quality, and community service, but may also
pursue growth

Mission and diverse constituencies often
complicate decision making and implementation

— Reprinted with permission from For-Profit Enterprise in Health Care, © 1986 by the National Academy of Sciences, p. 6.

profits? Second, does either type of hospital charge
more for services? Before discussing the evidence at
N.C. hospitals, it is helpful to review the findings of
other studies comparing costs and charges at different
types of hospitals.

Findings of Other Studies

THE INSTITUTE OF MEDICINE report cites one na-
tional study’s finding that hospitals of the same owner-
ship type (investor-owned or not-for-profit) are more
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similar than hospitals of the same organizational type
(belonging to a multi-institutional system or free-
standing).!! Accordingly, the Institute of Medicine’s
review of eight recent empirical studies focuses
chiefly on those comparing costs, charges, markup,
and profitability at investor-owned chain hospitals and
freestanding not-for-profit hospitals, the dominant
ownership forms in both categories.*

*This chapter discusses costs and charges; the Institute of
Medicine report refers to the same variables as hospital
expenses and prices to patients, respectively.

— continued on page 87
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Table 3.2: Summary of Eindings in Other Studies Concerning Hospital EXPENSES

Study / Controls

Data Sources Measure Findings
Lewin et al. (1981)
53 matched pairs of 1978 Medicare Cost Reports,  Total operating cost per For-profit chain hospitals
hospitals California, Florida, adjusted patient day 8 percent higher than
Texas and total inpatient care independent not-for-
cost per inpatient day profit hospitals
Inpatient care costs per No significant difference
admission
Sloan and Vraciu (1983)
Included only non- Data reported to Florida Operating expenses per For-profit chain hospitals
teaching hospitals Hospital Cost adjusted day 3 percent lower than
under 400 beds Containment Board not-for-profit hospitals *
Operating expenses per For-profit chain hospitals
adjusted admission 4 percent lower than not-
for-profit hospitals ®
Pattison and Katz (1983)

Large teaching, Kaiser, 280 hospitals in California; Total operating expenses For-profit chain hospitals
rural, specialty and data reported to the Cali- per patient day 6 percent higher than
tertiary care hospitals fornia Health Facilities C private not-for-profit
excluded; proxy Commission, 1980 hospitals
case-mix measure used . Operating expenses per For-profit chain hospitals

admission 2 percent higher than

Becker and Sloan (1985)
Numerous controls
including case mix,
teaching status, size,
area characteristics;
Regression analysis

Pattison (1986)
Included only short-
term 76- to 230-bed
hospitals

Watt et al. (1986a)
80 matched pairs of
hospitals, adjusted for
case-mix differences

Watt et al. (1986b)

Regression analyses,
length of chain affili-
ation, competition and
regulation, case mix,
input costs, capacity,
utilization, medical
education

Coelen (1986)
Regression analysis
geographic location,
bed size, case mix

2,231 community hospitals;
AHA Reimbursement
Survey & Annual Survey of
Hospitals, 1979

Over 230 hospitals in Cali-
fornia; data reported to the
California Health Facilities
Commission, 1977-1978,
1979-1980, 1981-1982

Medicare Cost .Reports, 1980
AHA Annual Survey of
Hospitals

561 general acute care
hospitals, 1980 Medicare
Cost Reports, AHA Annual
Survey of Hospitals, and
other sources

Medicare Cost Reports, AHA
Annual Surveys, and others,
1975-1981

Cost per adjusted patient
day

Cost per adjusted admission

Operating expenses per
adjusted discharge

Cost per adjusted admission
and cost per adjusted day
(including capital and
education costs)

Total operating and patient
care expenses per case

Total expenses per adjusted
discharge

private not-for-profit
hospitals

For-profit chain hospitals
10 percent higher than
chain not-for-profit
hospitals

For-profit chain hospitals
8 percent higher than
chain not-for-profit
hospitals

For-profit chain hospitals
4-7 percent higher than
voluntary hospitals
(1977-1981)

For-profit chain hospitals
higher than not-for-profit
hospitals, but difference
not statistically significant

For-profit chain hospitals
higher than the not-for-
profit chain hospitals
but the difference not
statistically significant

For-profit chain hospitals
4 percent higher than
not-for-profit chain
hospitals; independent
for-profit lowest;
differences statistically
significant

® The findings of lower expenses in for-profit chain than in not-for-profit hospitals in Florida were confirmed by Lewin et al. (1983).

Reprinted with permission from For-Profit Enterprise in Health Care, © 1986, by the National Academy of Sciences,

pp. 78-79.
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Table 3.3 : Summary of Findings in Other Studies Concerning Hospital PRICE

Study / Controls Data Sources Measure Findings
Lewin et al. (1981)
53 matched pairs of 1978 Medicare Cost Reports,  Price per inpatient day for For-profit chain hospitals
hospitals California, Florida, Texas charge payers (total in- 23 percent higher than
patient charges per patient not-for-profit hospitals
day)
Price per inpatient admission For-profit chain hospitals
for charge payers 17 percent higher than
not-for-profit hospitals
Price per inpatient day for For-profit chain hospitals
cost payers (inpatient allow- 13 percent higher than
able costs, plus return on not-for-profit hospitals
equity for for-profit hospitals)
Price per admission for cost ~ For-profit chain hospitals
payers 8 percent higher than
not-for-profit hospitals
Pattison and Katz (1983)

Large teaching, rural, 280 hospitals in California; Total inpatient charges per For-profit chain hospitals
specialty, Kaiser and data reported to the Cali- patient day 29 percent higher than
tertiary care hospitals fornia Health Facilities not-for-profit hospitals
excluded Commission, 1980 Total inpatient charges per For-profit chain hospitals

admission 24 percent higher than
not-for-profit hospitals
Pattison (1986)
Included only short-term Over 230 hospitals in Cali- Gross patient charges per For-profit chain hospitals
76- to 230-bed hospitals fornia; data reported to the adjusted discharge (equiva-  18-23 percent higher than

California Health Facilities lent to inpatient charges not-for-profits in 1977-

Commission, 1977-1978, per patient admission) 1981 period

1979-1980, 1981-1982 Net patient revenue per For-profit chain hospitals
adjusted discharge (weighted 12-14 percent higher than
average of prices to charge not-for-profits in 1977-
payers and price to 1981 period
cost payers— actual
average price realized
by hospital)

Watt et al. (1986a)

80 matched pairs of Medicare Cost Reports, 1980;  Price per patient day for For-profit chain hospitals
hospitals, adjusted for ~ AHA Annual Survey of charge payers 24 percent higher than
case-mix differences Hospitals, 1980; Office for not-for-profit hospitals

Civil Rights Survey of Price per inpatient admission For-profit chain hospitals
Hospitals, 1980 for charge payers 22 percent higher than
not-for-profit hospitals
Price per inpatient day for For-profit chain hospitals
cost payers 11 percent higher than
not-for-profit hospitals
Price per inpatient admission For-profit chain hospitals
for cost payers 8 percent higher than
not-for-profit hospitals
Net patient revenue per For-profit chain hospitals
adjusted day 17 percent higher than
not-for-profit hospitals

— table continued on next page
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Table 3.3 : S'ummary of Findings in Other Studies Concerning Hospital PRICE,

continued
Study / Controls Data Sources Measure Findings
Watt et al. (1986b)
Regression analyses, 561 general acute care Price per admission for For-profit chain hospitals
length of chain affilia- hospitals, 1980 Medicare charge payers (total patient 21 percent higher than

tion, competition and
regulation case mix,
input cost levels,
capacity, utilization,
medical education

Coelen (1986)
Regression analysis;
geographic location,  others, 1975-1981
bed size, case mix;
teaching hospitals
excluded

Cost Reports, AHA Annual
Survey, and other sources

Medicare Cost Reports, and

care revenues per adjusted  not-for-profit chain

admission) hospitals

Net patient revenues per For-profit chain hospitals
adjusted admission 12 percent higher than
(weighted average of not-for-profit chain
prices to charge payers hospitals

and price to cost payers—
actual average charges

realized by hospital)

Medicare charge per case For-profit chain hospitals
15 percent higher than
not-for-profit chain
hospitals

Reprinted with permission from For-Prafit Enterprise in Health Care, © 1986, by the National Academy of Sciences,

pp- 82-83

1. Costs. Table 3.2 summarizes the results of
eight studies on hospital expenses or costs. Overall,
these studies found that not-for-profit hospitals control
costs more effectively than investor-owned hospitals.
Four out of five studies found that investor-owned
chain hospitals had higher costs on a per day basis,
while six out of seven studies reported the same find-
ings on a per admission basis.!?

2, Charges. Table 3.3 summarizes the Institute
of Medicine’s review of six studies which examined
the issue of prices or charges at hospitals. Here,
charges were also consistently higher at investor-
owned hospitals. The findings were higher in per day
analyses than in per case analyses, but hospital charges
were still significantly higher per admission.??

The only previous study on hospital charges in
North Carolina was done by Blue Cross and Blue
Shield of North Carolina in 1983. This study com-
pared the charges to Blue Cross subscribers in 1981-82
for three commonly performed procedures—hysterec-
tomies, cholecystectomies (gall bladder removals),
and normal baby deliveries at investor-owned and not-
for-profit hospitals. Blue Cross and Blue Shield found
that charges at the six investor-owned chain hospitals
in the sample were higher than those at the not-for-
profit hospitals with which they were compared, with
one exception. Only one investor-owned hospital had

lower charges for normal deliveries than the not-for-
profit hospitals. Overall, however, the findings were
consistent with other studies listed in Table 3.3.1

3. Markup. National studies have pointed to
higher charges and costs at investor-owned hospitals,
and it would follow that markup, the ratio of the two
measures, would be significantly different for the
ownership types as well. There are two areas to
consider when examining markup. First is the ratio of
charges to costs for routine and visible services such as
room rates. The charges for these routine services are
usually kept low, at or even below the actual cost to
hospitals. This pricing strategy is used probably be-
cause charges for services such as room rates, which
are the most visible price to the public, are the ones
potential patients are most likely to compare among
hospitals. The second area to consider is the ratio of
charges to costs for the less-visible ancillary services,
such as x-rays and diagnostic tests. Charges for ancil-
lary services cross-subsidize routine services at most
hospitals. That is, charges are usually marked up much
higher than actual costs, enabling hospitals to recoup
losses they incur on room rates and other routine
services."® Four studies reviewed by the Institute of
Medicine each showed routine services priced artifi-
cially low by all types of hospitals, and ancillary
services marked up to be highly profitable, again re-
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Table 3.4: Hospitals Owned by Investor-Owned Corporations in North Carolina, 1983

Corporate Year
Location Affiliation Affiliation
Hospital City County in 1983 Began
1. Raleigh Community Hospital Raleigh Wake Hospital Corp. 1977
of America
2. Glenn R. Frye Memorial Hospital® Hickory Catawba American Medical 1972
International
3. Medical Park Hospital® Winston-Salem Forsyth Independent 1971
4. Humana Hospital® Greensboro Guilford Humana, Inc. 1977
5. Central Carolina Hospital Sanford Lee American Medical 1980
~ International
6. Gordon Crowell Hospital® Lincolnton Lincoln American Medical 1972
Intermational
7. Community Hospital of Rocky Mount®  Rocky Mount  Nash American Medical 1981
Intemational

# Renamed Frye Regional Medical Center in 1984,

® Medical Park Hospital was sold to Carolina Medicorp, Inc., a private hospital corporation with for-profit and not-for-profit

subsidiaries, in December 1986.

© Humana Hospital was sold to Moses H. Cone Memorial Hospital, a not-for-profit hospital, in 1988.

4 Gordon Crowell Hospital closed in 1984.

© Community Hospital of Rocky Mount was bought by Best American Health Care, another investor-owned corporation, in 1986.

gardless of ownership type. For-profit hospitals, how-
ever, apparently employed these pricing strategies
more vigorously than not-for-profit hospitals.'¢

4. Profitability. Comparing the profitability of
hospitals is complicated by factors such as tax pay-
ments, income from nonpatient care such as charitable
contributions, and different measures used. (See
Chapter 5 for more on charitable contributions to N.C.
hospitals.) Three of the four studies reviewed by the
Institute of Medicine found, however, that investor-
owned chain hospitals were more profitable than not-
for-profit hospitals. These findings held true whether
profitability was measured before or after taxes, and
whether nonpatient care revenues were included or
excluded.'”

Methodology

IN ORDER TO DETERMINE whether investor-owned
hospitals or not-for-profit hospitals in North Carolina
a) controlled expenses better and b) had higher
charges, the N.C. Center for Public Policy Research
followed closely the methodology of a 1981 report by
Lewin and Associates entitled The Comparative Eco-
nomic Performance of a Matched Sample of Investor-
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Owned and Not-for-Profit Hospitals. As shown in
Tables 3.2 and 3.3, the Lewin study used data from
1978 to compare 53 pairs of hospitals—53 investor-
owned hospitals matched with 53 similar not-for-
profit hospitals. The hospitals were located in Florida,
Texas, and California.'® This matched pair methodol-
ogy was used for the Cenfer’s analysis in North Caro-
lina as well.

1. Data Set. The data set for the Center’s study in
North Carolina depended upon the availability of au-
dited Medicare Cost Reports, the sole source of pub-
licly available, uniform hospital financial information
filed with the federal Health Care Financing Adminis-
tration. These reports contain financial information
for all hospital patients, not just those covered by
Medicare. Like Lewin and Associates, the Center
focused on general acute care (i.e. nonspecialty) hospi-
tals and excluded federal hospitals, such as the Veter-
ans Administration Medical Center in Asheville, and
teaching hospitals, such as N.C. Memorial Hospital in
Chapel Hill. The most recent audited Medicare reports
available in 1986, when the Center’s research began,
were for Fiscal Year 1983. At that time (1983), there
were only seven hospitals in North Carolina that had
been owned by an investor-owned corporation for the
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Table 3.5: Not-for-Profit Hospitals Matched with Investor-Owned Hospitals in

North Carolina, 1983
Location
Hospital City County Ownership in 1983

1. Grace Hospital Morganton Burke Private/Voluntary
2. Margaret R. Pardee Memorial Hospital ~ Hendersonville Henderson County

3. Alamance County Hospital® Burlington Alamance County

4. Cape Fear Memorial Hospital Wilmington New Hanover  Private/Voluntary
5. Stanly Memorial Hospital Albemarle Stanly Private/Voluntary
6. Fletcher Hospital® Fletcher Henderson Private/Voluntary
7. J. Arthur Dosher Memorial Hospital Southport Brunswick Township/Hospital

District

 Alamance County Hospital was managed by SunHealth Enterprises (a subsidary of SunHeath Corporation, the holding company fora
partnership of not-for-profit hospitals), but owned by the county, in 1983. In 1984, the county sold it to Alamance Health Services, a
private, not-for-profit, parent holding company, which also owns Alamance Memorial Hospital. Alamance Health Services still

contracts with SunHealth for management services.
® Renamed Park Ridge Hospital in 1985.

entire fiscal year. (Edgecombe General in Tarboro,
now Heritage Hospital, was purchased by Hospital
Corporation of Americain 1982, while Davis Commu-
nity- Hospital in Statesville and ‘Highsmith-Rainey
Hospital in Fayetteville were both purchased by HCA
in 1983; thus, these three hospitals were purchased too
late to be included in this analysis.) Table 3.4 lists the
seven investor-owned hospitals that formed the data
base examined in this chapter.

2. Matching Process. The matching process at-
tempted to control, as much as possible, for factors that
affect economic performance in order to
determine which differences in economic
performance were due to type of hospital
ownership. In order to compare the cost
and charge data of hospitals of different
ownership types, the seven investor-
owned hospitals were paired with not-for-
profit hospitals in North Carolina similar
in size, number of admissions, and number
of full-time-equivalent employees. Not-
for-profit general acute care hospitals
throughout the state were considered for
matching with the seven investor-owned,
or target hospitals, if they came within a
range of plus or minus 10 percent of the
target hospital on any one of the three
variables — size, admissions, or full-time
equivalent employees. Each investor-
owned hospital had at least 10 possible

match hospitals based on these criteria—and some had
more than 25. A point score for each not-for-profit was
then calculated, based on the differences between it
and the target investor-owned hospital in these catego-
ries. The smaller the point score, the closer the not-
for-profit hospital was to the target investor-owned
hospital, which had a point score of zero. The potential
matches were ranked according to these point scores.

Additional variables were then considered in the
matching process: occupancy rate, number of live
births, bed days in the cardiac intensive care unit, the
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number of inpatient surgeries as a percentage of inpa- number of acute care beds for the remaining three pairs
tient admissions, and whether there was another gen- were within 18%.

eral acute care hospital within 15 miles. The method-
ology used for matching was reviewed by cxperts in
the hospital finance and health care fields and modi-
fied based on their comments. Table 3.5 lists the not-
for-profit hospitals matched with the seven investor-
owned hospitals in Table 3.4.

Table 3.6 illustrates how the seven matched pairs
of hospitals actually compared on the criteria dis-
cussed above. The number of beds, full-time-equiva-
lent employces, and admissions were the most impor-
tant variables used in the matching process. These
three variables primarily address the capital, labor, and profit hospitals came within the 10 percent range of

utilization concerns of a typical acute care hospital. their investor-owned match on the number of admis-
The number of acute care beds—which excludes sions.

psychiatric and rehabilitation unit beds—serves as a
proxy for service complexity and capital costs. Four of
the seven not-for-profit hospitals came within 10 per-
cent of their target hospital on bed size. For example,
Stanly Memorial Hospital’s total of 130 beds was
within the requisite 10 percent, or 14 beds, of Central
Carolina Hospital’s 142 beds. Comparisons on the

The number of full-time-equivalent (FTE) em-
ployees reflects labor costs for a hospital. Three of the
seven not-for-profits came within 10 percent of the
investor-owned hospitals on this variable. Two other
matches came within 14% on FTE employees.

Admissions signify the level of activity at a hospi-
tal. For all 14 hospitals used in this study, the number
of admissions per year varied greatly—from approxi-
mately 1500 atJ. Arthur Dosher Hospital to more than
9000 at Margaret R. Pardee Memorial Hospital.
Within each maich, however, five of the seven not-for-

Rate of occupancy also gives an indication of the
level of activity at a hospital. Here, too, five of the
seven not-for-profit hospitals came within 10 percent
of their target hospital.

Some service-related variables—such as the num-
ber of live births, bed days in the cardiac intensive care

—~continued on page 92
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Chapter 3

Table 3.6: Key Variables Used in Matching General Acute Care Investor-Owned and
Not-for-Profit Hospitals in North Carolina, 1983 1

¢ o o &
¢ /& sy /&
s /&8 $F /¥
§/5 /§8 /s so /S8 8/ ES
S/s8/68 /6.8 /s & /5§ /88 [E8S/ fo
S/SE/ ST /§5 /8F /&L /s /RSB K
F/8§S/ /85 /eo8 /FFT/SF [0 §/TF
, §/SF/SF /EF /RS /L /S F [Te /O
Hospital Matches Ry O &y A ) v S Ao &
1. Raleigh Community Hospital i-o | 140 433 6960 84.1 0 0 59.4 2
(Raleigh)
Grace Hospital nfp 161 438 * | 8399 804 * 754 0*| 494 1
(Morganton)
2. Glenn R. Frye Memorial Hospital io | 214 578 | 8730 70.1 797 | 1495 87.5 1
(Hickory)
Margaret R. Pardee Memorial nfp | 233*| 590*| 9053*| 70.6* | 389 0 38.2 1
Hospital (Hendersonville)
3. Medical Park Hospital i-o | 136 276 | 7504 723 0 0 929 2
(Winston-Salem)
Alamance County Hospital nfp | 141*| 305 4877 59.9 434 1234 50.7 1
(Burlington)
4. Humana Hospital i-o | 100 243 | 4272 72.1 0 0 63.7**| 3
(Greensboro)
Cape Fear Memorial Hospital nfp | 110*] 304 | 4452* 734*| 102 0*| 510 1
(Wilmington)
5. Central Carolina Hospital to | 142 299 | 4932 64.8 499 0 334 0
(Sanford)
Stanly Memorial Hospital nfp 130*%| 298 *| 4699 *| 69.0* 438 0*| 320* 0
(Albemarle)
6. Gordon Crowell Hospital i-0 93 141 2790 433 259 0 39.7 1
(Lincolnton) =
Fletcher Hospital nfp | 103 179 3028 %] 493 406 0* ) 363* 1
(Fletcher)
7. Community Hospital of Rocky i-o 49 148 1592 723 0 0 30.8 2
Mount (Rocky Mount) '
J. Arthur Dosher Hospital nfp 40 128 1534 *%| 734+* 0* 0*| 238 1
(Southport)

t Not-for-profit hospitals were considered for matching purposes if they were within a range of plus or
minus 10 percent of the target investor-owned hospital on bed size, full-time-equivalent employees, or
admissions.

investor-owned hospital

not-for-profit hospital

Number is within the + 10 percent range of the target investor-owned hospital on this variable.
Estimated figure based on 1982 and 1984 data.

i-0

nfp

*%

Source of data for variables: State Center for Health Statistics, Health Facilities Data Book, 1983.
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Courtesy McDowell Hospital

el

Birthing room at McDowell Hospital in

Marion, North Carolina

unit, and inpatient surgeries as a percentage of inpa-
tient admissions—were also considered in determin-
ing the hospital matches. The ratio of inpatient surger-
ies to inpatient admissions—which reflects the full-
service nature of a hospital—was most helpful. Three
of the seven not-for-profits came within 10 percent of
their target hospital on this variable.

Another factor considered in this analysis was
whether there was another hospital in the community,
indicating potential competitive pressure in the health
care marketplace. Each hospital in six of the matched
pairs had at least one other general hospital within 15
miles. In the matched pair of Central Carolina and
Stanly Memorial, neither hospital was within 15 miles
of another general acute care hospital.

3. Calculations and Tests of Statistical
Significance. Once the matching process was com-
pleted, approximately 150 statistical comparisons be-
tween investor-owned and not-for-profit hospitals
were calculated. The formulas used for these compari-
sons—for example, hospital revenues derived from
patient charges—were based on data from the Medi-
care CostReports and were, in many cases, the same as
those used by Lewin and Associates (1981).1

After the calculations were completed for each
hospital, percentage differences between the investor-
owned and not-for-profit hospital in each pair were
calculated. For example, if $125 and $85 were the
values for a pair of investor-owned and not-for-profit
hospitals, respectively, then the percentage difference
for that pair was:

[(125 - 85)] + [(125 + 85) + 2] = 38%.
Percentage differences were used to make values from
different-sized hospitals comparable. The average
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percentage difference for all seven pairs of investor-
owned and not-for-profits was then calculated.

In order to determine if the percentage differences
between the two types of hospitals were statistically
significant, a “t” test was used. The t-test is a standard
statistical test that factors in the size of the sample, the
differences between the two sample groups, and the
size of the standard deviations (which tell how all the
scores are spread out in relation to the mean, or aver-
age). A two-tailed t-test was used to test the theory that
neither type of hospital, investor-owned or not-for-
profit, was expected to charge patients more for serv-
ices or hold down costs better. The t-test attempts to
assess whether the average percentage differences cal-
culated for each measure were due to chance or to the
sampling or matching process, rather than to actual
differences between the two groups of hospitals.

This latter assessment of whether the differences
between ownership types were due to actual perform-
ance differences between investor-owned and not-for-
profit hospitals is ex pressed in the following section on
the Center’s findings as “p(t).” This value indicates the
observed significance level of the statistical differ-
ences; the lower the p(t) value, the greater the level of
statistical significance of the percentage differences.

The maximum value for p(t) is 1.0. A common
statistical practice is to set the significance level of .05
as a cutoff point. The p(t) value of .05 would indicate
a 95% confidence level (“We are 95 percent sure. . .”)
that the percentage difference calculated was not due
to chance or the matching process. In other words, any
difference in the results would be most likely due to
actual performance differences between the sample

—continued on page 96
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DURING THE PAST TWO DBCADES the cost of

health care in the U.S. has risen rapidly. In 1965,

consumers spent $41.9 billion, or 5.9% of the gross
national product (GNP), on medicalcare. By 1986,
the amount of money spent on health care had
soared to more than $458 billion—almost 11% ‘of
the GNP.! Although the aging and growth of the
population have contributed to the rise in health
~ care costs, price inflation in medical care and in the

““general economy have accounted for most of this -

dramatic increase.

The accompanying chart compares the Con-
sumer Price Index (CPI) for all items with the price
index for medical care.. The overall medical care
component (MCC) includes medical services and
commodities. Physician and hospital services
comprise medical services; prescription drugs, non-

“prescription drugs, and:medical supplies comprise - =

medical commodities.

The annual percent increase in overall CPI
averaged 6.6% between 1970 and 1987. During the
- same time, the overall medical:care .Component'ay-
eraged an 8.1% annual increase, exceeding CP1 by
an average of 1.5% a year. Medical service costs
outpaced the increase in medical commodities;

medical service costs rose at an average annual fate . -

of 8.4%, while medical commodltles increased an
average of 6.1% a year.-
From 1970-1987, the overall medical care

component (MCC) increase exceeded the overall’

CPl in all but five years. Only between 1972-1974

(during the Nixon administration’s: Economic Sta-

bilization Program involving wage and price con-
trols on the health care industry) and during 1979-
1980 did the overall CPI increase more than medi-
cal care costs. Every: year beginning in 1981,
however, health care inflation (MCC) and its two
.components have accelerated. faster than.the gen-
eral inflation rate. The economy-wide inflation rate
averaged an increase of 7.7%.a year from 1970-

» 1980 From 1981- 1987 whlle the general rate of
“inflation slowed dramatlcally to an average of 4.8%
-'a year, medical costs contmucd to accelerate at an
“average rate of 8.1%. Medical services also rose an

average of 8.1%, while medical commodities rose

- an.average of 8.3% annually.

The differences between 1985 and 1986 are

" most striking. The general rateof inflation slowed

to 1.9%, but overall medical costs rose 7.5%, medi-

~cal services rose 7.7%), and medical .commodities

rose 6.6%. In 1987, however, while the general

inflation rate rose at a rate of 4.4%, up from 1.9% in

1986, medical care inflation rose at a rate of 5.8%,
less than in 1986. (Inflation in medical services
slowed 5.6%, but medical care commodities rose

7:1%.) It is-not yet clear if the decrease in the

overall medical care inflation rate between 1986

- and 1987 is the beginning 'of anew trend. However,

government experts predict that health care costs
will indeed continue to increase, and if they do so at
current rates, health care spending by the year 2000
may comprise as much as-15% of GNP, the highest
percentage among developed nations.?

+:- ‘What has driven the increase in health care
costs beyond the general inflation rate in recent

-years?: First:of all; the' consumers of medical serv-

ices—patients—seek the best health care available
and may equate expensive with best.*-Patients may
also be willing to forgo lower rates for health care

-services in favor of highet ones-at a hospital where

the staff has demonstrated concern and expertise.*
Both physicians -and hospitals; responding to con-
sumer demand for quality, sometimes regardless of

-price-=as well as:to their. own desire to serve

‘——continued on page 95

Suzanne Goyer is workxng ona Master s in Public Ad-

e mzmstratwn at UNC:CH, and Melissa Jones is-a law

student . at the University of Vtrgznza both are former

;mterns at the Center
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Annual Percent Change in National Consumer Pnce Indlex (CPI) '
and Medical Care Components, }
1970-1987
" Overall Medical d .
Care Component Medical Medical
Year Overall CPI (MCCQ) . Services .. Commodities.
1970 +59% +6.3% 1% £23%
971 43 | 6.5 RS SR T
1972 33 32 31 02
1973 - 62 39 44 03
1974 10 9.3 1335
1975 9.1 12.0 126 84
1976 58 95 01 61
1977 6.5 9.6 99 ... 64
1978 1.7 8.4 8.6 7.0
1979 113 93 97 12
1980 135 109 o3 93
1981 10.4 108 107 109
1982 6l 1.6 S 103
1983 32 8.7 87 _8 6
1984 43 6.2 60 13
1985 36 6.2 60 LT
1986 19 75 7.7 6:6
1987 44 58 s6 11
Average Yearly S ET L
Increase 1970-87: 6.6 % 8.1% ' 8.4% ' 611%
Sources: U.S. Department of Commerce. Bureau of the Census. Statisticai Abstrci’:c;t’of the United s:&?és, 1987':;: K
“National Health Expenditures, 1986-2000.” Health Care Financing Review, Vol. 8 No. 4, Summer 1987
~US. Department of Labor statistics quoted in' “Medical prices hold steady at 0: 4% CPI ” AHA News, :
January 25, 1988, p. 5. :
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»Inflation and. Cost— continued from page 93

- patients’ health needs and to achieve prestige:irt the

medical community—try to offer a full range of serv-

_ ices, including the latest in medical technology. As
aresult, an increase in costs féf medical services may

actually reflect higher quality. As Paul Starr ex-

plains, neither patients; physicians, hospital adminis- <

trators, or insurance executives immediately lose
from the growth in medical care prices.®

The American Hospital Association points out

that the labor intensity and rapid technological
changes of the health care industry also push medical
inflation above CPI. The price of health insurance, a

“highly volatile” component of health care costs,"
contributes to medical inflation as well: AHA econo- -

mists even question the validity of using CPI data,
contending that while hospital prices rise at rates

above those of the general economy, these rates re-

main in line with other service industries like hlgher
education.’ ; ~

Medical care costs have contmued torise rapndly
despite efforts to curb them. Prior to the introduction -
" of diagnosis related groups (DRGs) and other pro-
spective payment systems (PPSs) early in this dec-

ade, physicians and hospitals generally earned fees
for each service and received insurance, Medicare,
and Medicaid reimbursements based on their costs

alone. This method of reimbursement-provided little -

incentive for patients, hospitals, doctors, or insurers
to contain costs. And although PPSs have contrlb-

'uted to a significant decline in hospital use over the "

past few years, as have reviews by insurers prior to a
patient’s admission to-the hospital, the rise in the cost
of health care has not abated.” Moreover, many
hospitals are having trouble recovermg costs under

“the new reimbursement system-and are shlftmg unre- -

covered expenses from Medicare patients, as well as

costs for indigent care not covered by Medicaid, to

“insured patients. As John Currin, administrator at

Alamance Memorial Hospltal in Burlmgton ex-

‘plains: =

[Olne of the largest conmbutors to increasing
charges in the past four years [is] inadequate
Medicare payment. In most N.C. community
hospitals, Medicare accounts for about haif of
the total utilization. When the payments from
Medicare are inadequate to recover the
hospital’s operating and capital costs to care
for Medicare patients, the:only alternative-to
insolvency that the hospital has available to it
is to alter its pricing to charge payers. As the

populatwn ages’ -and Medlcare utilization in-
creases, the ability to shlft these costs is
diminishing. ‘

“And asthe inflation in health care prices has con-
tinued insurance companies, in turn, have raised
their premiums.

-~ In further efforts to curb health care CcOSsts, some
state governments have implemented extensive pro-
grams to oversee and even limit hospital and physi-
cian charges. These cost containment programs are
explained further in the sidebar on page 111.

It is important to note that the information for
this sidebar is based on national data. A state-level
consumer price index is not.compiled in North Caro-

. lina, and the national figure cannot be broken down

by individual states. State-level figures for the medi-
cal care component are also unavailable. The N.C.
Center for Public Policy Research recommends
that the N.C. Office of State Budget and Manage-
ment calculate and publish a consumer price in-
dex for North Carolina comparable to the federal

_data because such information is relevant to any

discussion of health care costs and cost contain-
ment efforts.

FOOTNOTES

“National Health Expenditures, 1986-2000,” Health
Care Financing Review, Vol. 8, No. 4, Summer 1987.

2“HHS Chief of Staff Burke urges industry to face up
to the economic facts of life,” Federation of American
Health Systems Review, March/April 1988, p.12. See also
Spencer Rich, “Cost of medical care resisting constraints,”
The News and Observer (Raleigh, NC) October 25, 1987,
p. 5D.

. 3See “Competition may push prices up, study says,”
The News and Observer (Raleigh, NC), June 19, 1987, p.
9A; Judith Graham, “Providers not picked by price,” Mod-
ern Healthcare, November7 1986, p. 16; and Karen San-
drick, “Will °88 be the year of price competition?” Hospi-
tals, December 20, 1987, pp. 34-39.

“Michael D. Hays, “Consumers base quality percep-
tions on patient relations, staff qualifications,” Modern
Healthcare, February 27, 1987, p. 33.

Paul Starr, The Social Transformation of American
Medicine (New York: Basic Books, Inc., 1982), pp. 386~
387.

- ®Mary ‘Gallivan, “Are “real/ medical costs really
soaring?,” Hospitals, April 5, 1987, p. 44; and Teri
Shahoda, “What the CPI doesn’t say about medical costs,”
Hospitals, January S, 1987, pp. 27-28.

"For a more complete discussion of DRGs, see Chap-
ter 1 of this report. See also Elizabeth M. “Lacy” Maddox,
ed., The Investor-Owned Hospital Movement in North
Carolina (Raleigh, NC: North Carolina Center for Public
Policy Research, 1986), p. 90.
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populations, in this case between investor-owned and
not-for-profit hospitals.

For this study, however, as with the method used
by Lewin and Associates, the significance of each
percentage difference is placed within a range of p(t)
values. If the p(t) value was less than or equal to .05,
there are three asterisks for the finding in the tables in
the following section, indicating a high level of statis-
tical significance. If the p(t) value was greater than .05
but less than or equal to .10, there are two asterisks, and
if the p(t) value was greater than .10 but less than or
equal to .2, there is one asterisk. It is not common to
report p(t) values in this range as “statistically signifi-
cant,” but such values are suggestive of real differ-
ences. If the p(t) value was .2 or more, “N/A” indicates
that the difference between the investor-owned and
not-for-profit hospitals was not statistically signifi-
cant.

This method of presenting p(t) values within a
range enables the reader to interpret the significance of
the findings based on a less rigid classification system
than that of an absolute cutoff point system.

Limitations of the Data

BEFORE DISCUSSING the Center’s findings on the
costs and charges at North Carolina investor-owned
and not-for-profit hospitals, it is important to note
limitations and strengths of the data set.

1. Change in the Medicare reimbursement
system. The financial data used in this chapter, taken
from audited Medicare Cost Reports for FY 1983, are
from the pre-DRG era. For most of 1983, hospitals,
regardless of ownership type, were reimbursed by
Medicare retrospectively—based on actual costs of
providing services to patients. As discussed in Chap-
ter 1, however, a prospective payment system was es-
tablished on October 1, 1983, the beginning of the
federal fiscal year. Under the new system, which the
federal government is using to control Medicare costs,
hospitals are reimbursed based upon a pre-determined
rate for the cost of care for a Diagnosis Related Group,
or DRG. This system has brought major changes in
financial strategies for both investor-owned and not-
for-profit hospitals. However, a change in Medicare
reimbursement policy does not necessarily mean that a
hospital with higher charges before DRGs could not,
or would not, have higher charges after that change.
Further study on hospital costs and charges under the
prospective payment system would obviously shed
more light on this issue. But again, the N.C. Center
used the most recently available Medicare Cost Re-
ports when its research began. As of this writing, the
latest year for which there is a complete set of audited
Medicare Cost Reports is still 1983.
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2. Some incomplete data. A few of the Medi-
care reports used for this study were incomplete in
some areas, although not to a significant degree. Tax
data for the investor-owned hospitals was incomplete
because this reporting is not required under Medicare.
Nursing costs at both types of hospitals were also
insufficient. However, the Center was still able to
make more than 100 statistical comparisons of hospital
costs and charges and to draw conclusions based on
those results.

3. Uniformity of the data set. The vast majority
of investor-owned hospitals belong to chains which
operate hospitals in a number of states. One of the
seven investor-owned hospitals in this study, how-
ever—Medical Park in Winston-Salem—was inde-
pendently owned in 1983. The Center decided that the
need for a seventh matched pair in the study out-
weighed the drawback of using an independently
owned for-profit hospital. Medical Park signed a
management contract with HCA in 1984, and is cur-
rently owned by Carolina Medicorp, Inc., a private
hospital corporation with for-profit and not-for-profit
subsidiaries. (For more on Carolina Medicorp, Inc.,
see page 22.) Also, Alamance County Hospital had a
management contract with SunHealth Enterprises—a
subsidiary of SunHealth Corporation, the holding
company for a partnership of not-for-profit hospitals
— in 1983. Since most not-for-profits did not have
such an arrangement during that year, this hospital was
somewhat atypical as well.

4. Size of the sample. The data set used was
limited due to the N.C. Center’s decision to use au-
dited Medicare Cost Reports and the study’s focus on
one state—North Carolina. Audited reports for FY
1983 were the most recent available when the project
began, and as noted above, there were only seven
hospitals in North Carolina owned by investor-owned
corporations for that entire year. Whereas Lewin and
Associates’ findings and conclusions were based on 53
matched pairs of hospitals in three states, the Center’s
conclusions are based on only seven matched pairs of
investor-owned and not-for-profit hospitals. It should
be emphasized, however, that no investor-owned hos-
pital was excluded from this comparison of costs and
charges at North Carolina hospitals.

Despite any limitations, it is important to remem-
ber that at the time this project began, (a) the Center
included all seven of the investor-owned hospitals
then operating in North Carolina, and (b) the FY 1983
Medicare Cost Reports were the latest audited reports
available then and now. The N.C. Center’s research on
costs and charges at for-profit and not-for-profit hospi-
tals is the most comprehensive done in North Carolina
to date and should add important information to the
for-profit versus not-for-profit debate.
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Findings

THE CENTER'S FINDINGS on the financial perform-
ance of matched pairs of investor-owned and not-for-
profit hospitals in North Carolina are grouped under
the following general categories:
1. Revenues/charges to patients
—revenue from charge payers
—revenue from cost payers
- net patient revenue’
2. Costs to hospitals
— total operating costs
— general service costs
— patient care costs
— ancillary department costs
3. Markup: ratio of charges to costs
4. Profitability

1. Revenues/Charges to Patients. Comparisons
of hospital revenues derived from charges to patients
are listed in Table 3.7. Numbers in the “N” column for
this and the following tables range from three to seven,
indicating the number of matched pairs used to calcu-
late the average percentage difference between hospi-
tal types for each comparison. Positive signs in the
“average percentage difference” column mean that the
values for the investor-owned hospitals were higher
than the not-for-profits as a group; negative signs
mean the investor-owned hospitals had lower values
on those particular measures. The p(t) column indi-
cates the level of significance of the findings. Three
asterisks indicate a high level of significance. Two or
one asterisk(s) indicate lower levels of significance,
while “N/A” indicates that the average percentage
difference between pairs was not significant. The
same system holds for all of the tables in this section.

. A. Revenue from Charge Payers. Gross pa-
tient revenue is derived from charges to patients (in-
cluding professional fees) before hospitals subtract
contractual allowances, discounts, or bad debts. Pro-
fessional fees are charges for hospital services pro-
vided by hospital-based physicians. Contractual al-
lowances are the differences between what a hospital
charges for services and the rates payable for those
services under contracts with third-party payers, e.g.,
insurance companies. Discounts are reductions in
charges for services made at the discretion of the
hospital. Bad debt is the cost hospitals incur for pa-
tients who presumably can afford to pay for hospital
bills, but for one reason or another do not. As shown
under section A in Table 3.7, gross inpatient revenue
on a per day basis was 18% higher for investor-owned
hospitals, and 16% higher on a per admission basis.
These charges determine what charge payers—those
who pay hospital bills on their own, as well as through

private insurance or Blue Cross—must pay for hospi-
tal care.

Findings for hospital types differed when gross
inpatient charges were broken down into routine and
ancillary service charges. Anexample of routine serv-
ice revenue is a room rate, while an example of an
ancillary service is an x-ray. Revenue from inpatient
routine services were lower at investor-owned hospi-
tals on both a per day and per admission basis—ap-
proximately 14% and 16% lower, respectively—but
the differences were not statistically significant. (See
sidebar on page 104 for more recent comparisons on
room rates at the matched pair hospitals.) The same
results—lower charges at investor-owned hospitals—
were found for general (nonintensive care) and special
(e.g., intensive care) care service categories under rou-

" tine care.

—continued
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Table 3.7: Comparisons of Revenues/Charges to Patients Between Investor-Owned and

Not-For-Profit Hospitals

Average
Percentage
Difference P(t), or
Between Level of
Investor-Owned Significance
N (Pairs and Not-For- (*** = highly
Measure in sample) Profit Hospitals significant)
A. Charge Payers — self-pay, private insurance, Blue Cross (ipf)
1. Gross inpatient revenue per day 7 +18.1 % *ok
2. Gross inpatient revenue per admission 7 +16.0 *
Routine Care Service
3. Gross inpatient routine revenue per day 7 -13.7 N/A
4. Gross inpatient routine revenue per admission 7 -15.7 N/A
5. General inpatient routine care service revenue
per day 7 -13.6 N/A
6. General inpatient routine care service revenue
per admission 7 -15.7 N/A
7. Special inpatient care service revenue per day 6 - 49 N/A
8. Special inpatient care service revenue per
admission 6 - 58 N/A
Ancillary Services
9. Gross inpatient ancillary revenue per day 6 +29.6 o
10. Gross inpatient ancillary revenue per admission 6 +27.6 *
11. Gross inpatient ancillary revenue as percentage
of total inpatient revenue 6 + 75 *
B. Cost Payers — Medicare and Medicaid (expf)
12. Inpatient allowable costs (plus return on equity
for investor-owned hospitals) per day 7 +215° kk
C. Net Patient Revenue (ipf)
13. Adjusted net patient service revenue per day 7 +274 Hokok
14. Adjusted net patient service revenue per
admission 7 +25.3 il

ipf = including professional fees
expf = excluding professional fees
+ =
*¥**x = p(t) £.05
= 05<p)<.1
* =1 <pH<.2
N/A =

investor-owned hospitals as a group had higher values on this measure
not-for-profit hospitals as a group had higher values on this measure

percentage difference on this measure was not statistically significant
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Gross inpatient revenue from inpatient ancillary
care, however—which also determines what charge
payers pay-—was approximately 30% and 28% higher
on a per day basis and per admission basis, respec-
tively, for investor-owned hospitals. These differ-
ences were statistically significant. Like the findings
discussed in the Institute of Medicine’ s report,” inves-
tor-owned hospitals in North Carolina charged higher
prices for ancillary services than not-for-profit hospi-
tals. And because gross inpatient ancillary revenue as
a percentage of total inpatient revenue was 7.5%
higher at investor-owned hospitals, it is clear that
investor-owned hospitals derived more of their reve-
nue from ancillary services than not-for-profit hospi-
tals. ‘

B. Revenue from Cost Payers. Table 3.7 also
shows how investor-owned and not-for-profit hospi-
tals in North Carolina compared on charges to cost
payers in the pre-DRG era. Cost payers are Medicare
and Medicaid patients who pay the hospital’s allow-
able rates for services. (In 1983, before the prospec-
tive payment system was instituted, the federal gov-
emment reimbursed hospitals for “reasonable costs
incurred;” these rates were not determined in ad-
vance.) Hospital revenue from these patients differs at
investor-owned and not-for-profit hospitals. Both
types derive revenue from inpatient allowable costs,
but investor-owned hospitals also earn a return on
equity. Return on equity (ROE) is an allowance paid
by Medicare to investor-owned hospitals enabling
them to maintain their funding—known as equity fi-
nancing—from their stockholders.?* Although these
payments have been eliminated for outpatient services
as of January 1, 1988, and are being phased out for
inpatient services, Bruce Chappell, supervisor of reim-
bursement services at Blue Cross and Blue Shield of
North Carolina, notes that “return on equity payments
in the pre-DRG era were a significant source of income
for investor-owned hospitals.” In this study, the N.C.
Center found that charges to cost payers in North
Carolina were 21.5% higher at investor-owned hospi-
tals, and the difference was statistically significant.

C. Net Patient Service Revenue. Net patient

service revenue, calculated after contractual allow-
ances, discounts and bad debts are subtracted from
gross patient revenues, was higher at investor-owned
hospitals—more than 25% higher—whether measured
on a per day or per admission basis. Both of these
measures were adjusted so that inpatient days and
admissions accounted for the hospitals’ outpatient vol-
ume.* The differences were statistically significant.
In summary, then, the N.C. Center’s findings on
hospital charges to patients were consistent with the
Institute of Medicine’s observations after reviewing
six national studies of hospital prices. In North Caro-

lina, both charge and cost payers paid higher prices at
investor-owned hospitals than at not-for-profit hospi-
tals. Gross inpatient revenues—which determine what
charge payers pay—were higher per day and per
admission at investor-owned hospitals. When these
revenues were broken down into routine and ancillary
services, the findings differed. Revenues from routine
services were higher at not-for-profits, but the differ-
ences were not statistically significant. More telling
was the fact that revenues from inpatient ancillary
services were considerably higher at investor-owned
hospitals—more than 29% higher per day, and almost
28% higher per admission—and statistically signifi-
cant. Investor-owned hospitals were clearly more
aggressive in recouping any losses on routine care
through higher prices in the ancillary service category.

" Charges to cost payers, as well as net patient service

revenue, were also higher at North Carolina’s inves-
tor-owned hospitals than at not-for-profit hospitals.

" 2, Costs/Expenses. Table 3.8 summarizes the
Center’s findings comparing total operating costs,
general service costs, patient care costs, and ancillary
department costs at investor-owned and not-for-profit
hospitals in North Carolina.

A.Total Operating Costs. A hospital’s total
operating costs include patient and nonpatient care
cost centers. Total operating costs per adjusted day
were 20% higher at investor-owned hospitals, and the
difference was statistically significant.

B. General Service Costs. General service costs
from nonpatient care centers are hospital expenses
such as building and fixture depreciation, operation of
the hospital facility, housekeeping services, employee
benefits, central services and supply, and medical rec-
ords. These are “overhead” or indirect costs to the
hospitals before they are allocated to patient care de-
partments. General service costs per adjusted day for
the matched pair hospitals were almost 27% higher at
investor-owned than at not-for-profit hospitals, and
this difference was statistically significant.

Administrative and general (A&G) costs are a
hospital’s overhead expenses that are not separated out
as specific categories under general service costs.
Nonmedical staff salaries are an example of a
hospital’s A&G costs. In North Carolina, administra-
tive and general costs were substantially higher at
investor-owned hospitals—48% higher. This differ-
ence was also statistically significant.

In addition to administrative and general costs
incurred by each hospital regardless of ownership
type, investor-owned hospitals often pay for services

*Measures termed “adjusted” in Table 3.7 or in succeeding
tables indicate that outpatient volume was accounted forin the
number of admissions and inpatient days.
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provided by the central office of the chain to which
they belong. These costs are known as home office
costs. The reporting method of the seven investor-
owned hospitals in this study varied, but six hospitals
did have data for this measure. Although Medical Park
Hospital, one of the six, did not belong to an investor-
owned chain, it did list “costs incurred as a result of
transactions with related organizations” on its Medi-
care Cost Report. These costs were passed from the
group of physicians who owned the hospital to the
facility. In the sense that these were costs beyond the
administrative and general costs listed in the Medicare
Cost Report, these costs were considered “home office
costs” for the purposes of this study. The average
home office cost for the investor- owned hospitals in
North Carolina as a group was approximately $18 per
adjusted patient day.

Other findings in the general service cost category
per adjusted day were mixed. Building and fixture
depreciation was much higher—more than 59%—at
investor-owned hospitals and the difference was sta-
tistically significant. This finding was not unexpected
since the investor-owned hospitals generally have
newer physical plants than their not-for-profit match
hospitals. The depreciation of movable equipment
was slightly higher at investor-owned hospitals, but
the differences were not statistically significant. Fi-
nally, costs from plant operations, laundry services,
and housekeeping were slightly lower at investor-
owned hospitals, but here the differences were not sta-
tistically significant.

These findings suggest that belonging to an inves-
tor-owned chain did not result in offsetting economies
and lower costs in nonpatient care categories for hospi-
tals in North Carolina.

C. Costs of Patient Care. Table 3.8 also lists
findings comparing patient care costs at investor-
owned and not-for-profit hospitals in North Carolina.
After being adjusted for outpatient volume, total pa-
tient care costs per day and per admission were ap-
proximately 16% and 14% higher, respectively, at in-
vestor-owned hospitals. The difference was more sig-
nificant on a per day basis. These measures included
fees hospitals paid hospital-based physicians for pro-
fessional services for patient care such as anesthesia.

Total costs for inpatient care alone, including pro-
fessional fees, were higher at investor-owned hospitals
than at not-for-profits. Inpatient care costs per inpa-
tient day were more than 14% higher at investor-
owned hospitals. They were more than 12% higher per
admission, although the difference here was less statis-
tically significant.

Comparing patient care costs excluding profes-
sional fees, investor-owned hospitals again had higher
costs. These costs were approximately 16% higher per
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day and 14% higher per admission, although the per
admission cost difference was less significant. Hospi-
tal expenses for routine inpatient services excluding
professional fees were also higher at investor-owned
hospitals—over 19% per day and 17% per admission.
Again, the per day difference between hospital types
was of greater statistical significance. Thus, no matter
how they were measured, patient care costs were
higher at investor-owned hospitals. They were higher
per inpatient day — whether professional fees were in-
cluded or excluded — and per admission.

D. Ancillary Department Costs. The last cate-
gory of hospital costs examined in this section was
ancillary department costs. Ancillary department
costs are a component of patient care costs and were
measured on a per inpatient day basis, excluding pro-
fessional fees. Under section D in Table 3.8, it is
evident that total inpatient ancillary service costs per
day were approximately 13% higher at investor-
owned hospitals. The difference was somewhat sig-
nificant. _

In three ancillary departments—operating room
costs, the costs of drugs charged to patients, and deliv-
ery and labor room costs—the costs were higher at
investor-owned hospitals and the differences were sta-
tistically significant. It is important to note that for one
of these comparisons—delivery and labor room
costs—data were available on only three matched
pairs of hospitals. Not-for-profits, on the other hand,
had substantially higher costs per day for electrocardi-
ology, though this difference was not highly signifi-
cant statistically. Higher costs were also found at not-
for-profit hospitals for anesthesiology, radiology, and
medical supplies, although the differences were statis-
tically insignificant in all three cases. "

These comparisons of hospital costs, or expenses,
revealed that, overall, inyestor-owned hospitals had
higher costs than not-for-profit hospitals in North
Carolina. Investor-owned hospitals had higher total
operating costs and higher general service costs—in-
cluding administrative and general costs. Costs from
patient care centers were higher in all categories: total
patient care costs, inpatient care costs (both including
and excluding professional fees), and routine inpatient
service costs. Comparisons of ancillary costs per day
differed by type of service, but the most statistically
significant findings were higher costs at investor-
owned hospitals for operating room services, drugs
charged to patients, and labor and delivery services.
Electrocardiology was the only service where costs
were higher at not-for-profit hospitals and where the
difference was somewhat statistically significant.

3. Markup: Ratio of Charges to Costs. The
Center’s research focused next on pricing strategies at
investor-owned and not-for-profit hospitals in North
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Table 3.8: Comparisons of Costs/Expenses Between Investor-Owned and Not-For-Profit

Hospitals
Average
Percentage
Difference P(t), or
Between Level of
Investor-Owned Significance
N (Pairs and Not-For- (*** = highly
Measure in sample) Profit Hospitals significant)
A. Total Operating Costs
1. Total operating costs per adjusted day 7 + 20.0 % Hokk
B. General Service (Nonpatient) Costs
2. General service costs per adjusted day T + 269 *kE
3. Administrative and general costs per adjusted day 7 + 48.1 *kk
4. Building and fixture depreciation per adjusted day 7 + 59.1 **
5. Movable equipment depreciation per adjusted day 6 + 6.6 N/A
6. Plant operation, laundry service, and
housekeeping costs per adjusted day 7 - 12 N/A
C. Patient Care Costs
7. Total patient care costs per adjusted day (ipf) 7 + 159 wk
8. Adjusted total patient care costs per
admission (ipf) 7 + 138 *
9. Total inpatient care costs per inpatient day (ipf) 7 + 143 Fok
10. Total inpatient care costs per admission (ipf) 7 + 123 *
11. Total inpatient care costs per inpatient day (expf) 7 + 16.5 ek
12. Total inpatient care costs per admission (expf) 7 + 144 *
13. Routine inpatient service costs per inpatient ‘
day (expf) 7 + 19.5 Fokok
14. Routine inpatient service costs per _
admission (expf) 7 + 173 *

D. Ancillary Department Costs
15. Total inpatient ancillary costs per day (expf) 7 + 132 *

16. Operating room inpatient costs per day (expf) 7 + 38.5 *Hk
17. Drugs charged to patients costs per day (expf) 7 + 252 *k
18. Delivery and labor room inpatient costs per

day (expf) 3 +123.8 Hk
19. Electrocardiology inpatient costs per day (expf) 5 - 523 *
20. Anesthesiology inpatient costs per day (expf) 7 - 35 N/A
21. Radiology inpatient costs per day (expf) 7 - 21 N/A
22. Medical supplies costs per day (expf) 7 - 45 N/A

ipf = including professional fees
expf = excluding professional fees
+ = investor-owned hospitals as a group had higher values on this measure
- = not-for-profit hospitals as a group had higher values on this measure
***x = p() £.05
** = 05<pin<.1
* = 1<p)<£.2
N/A = percentage difference on this measure was not statistically significant
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Table 3.9: Comparisons of Markup — The Ratio of Charges to Costs — Between
Investor-Owned and Not-For-Profit Hospitals

Average
Percentage
Difference P(t), or
Between Level of
Investor-Owned Significance
N (Pairs and Not-For- (*** = highly
Measure in sample) Profit Hospitals significant)
1. Net patient service revenue to total patient
care costs (ipf) 7 + 129 % *
2. Inpatient ancillary charges to costs (ipf) 6 + 46.2 Fok
3. Gross patient service revenue to total patient '
care costs (ipf) 7 + 33 N/A

4. Gross inpatient charges to costs (ipf) 7 + 6.0 N/A

5. Gross outpatient charges to costs (ipf) 5 +387.0 N/A

6. Routine inpatient charges to costs (expf) 7 - 400 *

7. Total ancillary charges to total ancillary

costs (ipf) 6 + 26.7 N/A
Ancillary Service Departments
8. Total oxygen inhalation therapy charges to
costs 6 + 64.5 *

9. Total medical supplies charges to costs 7 +183.1 *ok
10. Total anesthesiology charges to costs (ipf) 7 + 46.7 N/A
11. Total radiology charges to costs (ipf) 7 + 14.7 N/A
12. Total laboratory charges to costs (ipf) 7 + 26.0 N/A
13. Total electrocardiology charges to costs (ipf) 5 + 50.2 N/A
14. Total operating room charges to costs 7 - 66 N/A
15. Total delivery and labor room charges to costs 3 - 557 N/A
16. Total drugs charges to costs 7 - 23 N/A

ipf = including professional fees
-+ =
**x = p(t) £.05
** = 05<p()<.1
* =.1<p)<.2
N/A =

investor-owned hospitals as a group had higher values on this measure
not-for-profit hospitals as a group had higher values on this measure

percentage difference on this measure was not statistically significant

Carolina. Markup is the ratio of charges to costs for
hospital services. If the ratio is high—that is, if the
charges to patients for a service are greater than the
costs incurred by the hospital—then that particular
service is profitable for the hospital. As noted above,
markup is often higher on ancillary services than on
routine services like room rates (which includes board
and nursing service), where hospitals try to keep
charges close to or even below actual costs. Hospitals
practice this pricing strategy regardless of ownership
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type, although the Institute of Medicine found that
investor-owned hospitals have followed it more vigor-
ously.?? The markup comparisons at investor-owned
and not-for-profit hospitals made by the N.C. Center
were based on charges and costs including profes-
sional fees, and the results are summarized in Table 3.9
above. On the whole, the charge-to-cost ratios at
investor-owned hospitals were higher than at not-for-
profit hospitals, but the statistical significance of these
differences was mixed.
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Table 3.10: Comparisons of Profitability Between Investor-Owned and Not-For-Profit

. Hospitals
Average
Percentage
Difference P(t), or
Between Level of
Investor-Owned Significance
N (Pairs and Not-For- (*** = highly
Measure in sample) Profit Hospitals significant)
1. Net income from patient services as a percentage
of net patient revenue 7 + 75% *kk
2. Adjusted net income from patient services per day 7 +118.8 kK
3. Total net income as a percentage of total net
revenue 7 + 50 *Hk
7 + 88.8 ok

4. Adjusted total net income per day

+ =
% = p(t) <.05
¥ = 05<p)<.1

* =1 <pH<2

= investor-owned hospitals as a group had higher values on this measure
not-for-profit hospitals as a group had higher values on this measure

The markup ratios of net patient service revenue
to total patient care costs were approximately 13%
higher at the investor-owned hospitals, and the differ-
ence was somewhat significant. Thisratioisacompre-
hensive measure of how hospitals price their services
relative to costs. The ratio of inpatient ancillary serv-
ice charges to costs, a more specific category, was also
higher—46% higher—at investor-owned hospitals,
and this difference was very significant statistically.

Gross markup ratios—the ratios of gross patient
service revenue to patient care costs; gross inpatient
charges to inpatient costs, and gross outpatient charges
to outpatient costs—were also higher at investor-

owned hospitals. However, none of these differences -

was found to be statistically significant.

The ratio of charges to costs for inpatient routine
services, on the other hand, was 40% lower atinvestor-
owned hospitals. In other words, investor-owned hos-
pitals appeared more willing to generate minimal
revenue, break even, or even to accept losses, on
routine services than not-for-profit hospitals in North
Carolina. This is consistent with the finding in the
section above on hospital revenues, where not-for-
profits charged more for routine services (see espe-
cially Table 3.7). Total ancillary charges to costs were
higher at investor-owned hospitals, but this difference

was not statistically significant.

When examining the markup ratio of specific
ancillary services, the majority of findings again
showed investor-owned hospitals charging more than
not-for-profits. For example, markup ratios for oxy-
gen inhalation therapy and medical supplies were
much higher at investor-owned hospitals than at not-
for-profit hospitals. These differences of 64% and
183% were statistically significant.

The investor-owned markups for anesthesiology,
radiology, laboratory, and electrocardiology services
were also higher, but the differences between not-for-
profit and investor-owned hospitals were not statisti-
cally significant. Not-for-profits had higher charge-to-
cost ratios for operating room, delivery and labor room
(where N = only 3), and drugs sold to patients, but the
findings again were not statistically significant,

The most statistically significant finding compar-
ing hospital markup reinforces the Center’s findings in
the charges and costs sections above. Investor-owned
hospitals charged considerably higher for inpatient an-
cillary services than the costs incurred compared to
not-for-profit hospitals in North Carolina. As Dwight
Gentry, then Associate Director of New . Hanover
Memorial Hospital in Wilmington, said of one hospi-

—continued on page 106
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COMPARING DAILY CHARGE
EMI-PRIVATE ROOMS AT THE SEV
{ED PAIRS OF INVESTOR-OWNED
OT-FOR-PROFIT HOSPITALS

£TO DETERMINE - how. the ‘hospitals in-the seven do hospitals in‘every other state except:Mississi
" matched pairs examined in this study compared on and Arkansas." The five states with the highestroo
- more recent charge data for routine services, the N.C. rates, and the five states at the other end of the scale;
Center conducted telephone interviews in November are listed below. =
“+of 1986 and again in Novemberof 1987. Center staff ;
asked each hospital what it was charging daily for a Average Rates For Semi-Private R
:+semi- private room; which includes room, board,and 1987 —
nursing services. (In a few instances, only private
;ig.rco::t;lrf;eé ::;Z :,'vailap]e.)z The table below lists the Five States With
In 1986, the average room rate at investor- - H.ighes:t_‘ RoomRates
owned and not-for-profit hospitals differed by only Alaska "$ 347.14 | Mississi
w.one dollar-—$147 for the investor-owned hospitals California . ;.- 333.26
versus $148 for the not-for-profit hospitals. In 1987, Pennsylvania =~ 303.90 |
sthe difference was larger; investor-owned hospitals Michigan. ... 296.55| Gi
averaged $150, while the not-for-profit hospitals llinois '
*.charged an average of $156.for a semi-private room. -
Investor-owned hospitals increased their prices an
_average of $2.80 over the one year period. Not-for- FOOTNOTE .- . o
profits, on the other hand, increased their room rates ! Survey of Hospital Semi Room Charges as of July
1987, (Chicago, IL: Health Insurance Association of America,

by $8.60 on average during the same time. These jgp7) "prmive on room ratss and the cost of services at North

increases represent approximately 2% and 5% in- Carolina and other states’' hospitals, see 1987 Hospital Da

. creases over 1986 rates at investor-owned and not-  Service Charges (Nashville, TN:- EQUICOR, 1987).
" for-profit hospitals, respectively. I
. This finding-—that there are relatively small dif-
" ferences in room rates between investor-owned and
‘not-for-profit hospitals: as a group—is consistent
with studies done in other states. Both types of
. hospitals keep room rates—the most visible routine
" service—competitive, because consumers usually
..compare only room rates. Hospitals of both owner-
" “ship types thus keep this service priced artificially
_Jow and fry to recoup. anylosses through higher
 prices on ancillary services. - '
. Compared to hospital room rates nationwide,
“however, North Carolina’s hospital rooms remain a
- bargain. According to.a study by the Health Insur-
“‘ance Association of America; hospitals in this state
- charge, on average, less for a semi-private room than
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tal chain active in North Carolina in 1983, “They pump
up high the I-V [intravenous solution] and all the
ancillary charges—sky high,”

4. Profitability. Profitability is an indicator of a
hospital’s financial viability. Lewin and Associates
(1981) used three measures of profitability when com-
paring the financial performance of investor-owned
and not-for-profit hospitals. In each case, investor-
owned hospitals were found to be more profitable,
whether comparing margins on patient care revenues,
total net income from patient and nonpatient care
sources before taxes, or total net income after taxes.?

The N.C. Center was able to compare the profita-
bility of investor-owned and not-for-profit hospitals
using measures of net income from patient services
and total net income before taxes. Because the Medi-
care reports did not supply the necessary tax data for
the investor-owned hospitals in the data set (this re-
porting is not required under Medicare), calculating
total net income after taxes was not possible. (See
Chapter 5, however, for more Center research on hos-
pital tax payments obtained from a different source.)

Net income from patient services was calculated
for each hospital by subtracting total operating ex-
penses from net patient service revenues. As shown in
Table 3.10, net income from patient services as a
percentage of net patient service revenue was 7.5%
higher at investor-owned hospitals in North Carolina.
And when measured on an adjusted day basis, net
income from patient services was almost 119% higher
atinvestor-owned than at not-for-profit hospitals. The
differences in both cases were statistically significant.

Profitability was also measured by total net in-
come, which was calculated by subtracting a hospital’s
total expenses from total revenue. Using this second
measure, profitability again was higher at investor-
owned hospitals. Total net income as a percentage of
total revenue was approximately 5% higher at inves-
tor-owned hospitals, and this difference was statisti-
cally significant. And total net income per adjusted
day was about 89% higher at investor-owned hospi-
tals; the difference was highly significant statistically.
The smaller margin of difference for investor-owned
hospitals on total net revenues than for patient care
revenues is consisterit with studies by Lewin and Asso-
ciates and Coelen.?* This evidence reveals that inves-
tor-owned hospitals as a group had higher profits than
comparable not-for-profit hospitals in North Caro-
lina.

It is helpful to note here that all hospitals have a
real need to generate profits, often called surpluses in
not-for-profit hospitals. Profits are needed to purchase
or replace equipment, or to finance a major renovation
or facility expansion, for example. Such investments
of profits may actually result in higher quality medical

106

care, an important consideration when choosing a
health care provider. It is also important to note that
after-tax measures of profitability, not calculated in
this study, are useful when comparing hospitals. The
Lewin study, for example, found that while investor-
owned hospitals did have higher profits based on
income after taxes, this difference was smaller than on
pretax measures. And Sloan and Vraciu’s 1983 study
found no statistically significant differences in after-
tax profit margins between for-profit and not-for-
profit hospitals.?

Conclusions .

THE NORTH CAROLINA CENTER for Public Policy
Research found that investor-owned hospitals in North
Carolina charged more for services and incurred
higher costs than not-for-profit hospitals. These find-
ings were similar to the majority of other comparison
studies discussed at the beginning of this chapter.
Overall, investor-owned hospitals in North Caro-
lina had higher charges than comparable not-for-
profits. Revenue from routine services was lower at
investor-owned hospitals, but higher for ancillary
services and gross patient service revenues. Investor-
owned hospitals also had significantly higher costs
despite the assumption that belonging to a multi-hospi-
tal chain would enable these hospitals to keep costs
down. Markup, or the ratio of charges to costs, was
lower at investor-owned hospitals for routine services.
Markup was higher at investor-owned hospitals, how-

‘ever, for comprehensive measures such as the ratio of

net patient service revenue to total patient care costs,
and inpatient ancillary service charges to costs.
Markup was also higher for two ancillary services—
oxygen inhalation therapy and medical supplies.
Moreover, investor-owned hospitals in North Carolina
had higher profit margins than not-for-profit hospi-
tals.

Through this research, the N.C. Center seeks to
provide the public with more information on hospital
charges and costs than that reported occasionally in the
news. In 1986 and 1987, the Center found compara-
tive rates on hospitals in only a few newspapers, and-
these comparisons were only on room rates in a one- or
two-county area. Few hospitals hesitate to disclose
room rates, but information on ancillary service
charges, often the lion’s share of a patient’s hospital
bill, is much more difficult to track down. The detailed
findings presented here add important empirical infor-
mation to the hot debate over whether for-profit or not-
for-profit hospitals better serve the public interest.
Quality of care issues also should be addressed, but
were beyond the focus of this study.? Because the
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Center’s findings are based on data from the era of
cost-based reimbursement, it is clear that there is a
need for research on the prospective payment system
era.

If an analysis in the DRG reimbursement era
shows that investor-owned hospitals belonging to
multi-hospital chains are better able to keep costs
down and show signs of being more efficient, will
those hospitals pass any of these savings on to the
public, or will they respond only to their stockholders
and keep prices high? As Harry Nurkin, president of
Charlotte Memorial Hospital, says of investor-owned
hospitals, “If they are investor-owned, their first obli-
gation is to their investors. Providing services to
people who are sick and injured is secondary.” On the
other hand, as Chris Conover, research associate at
Duke University’s Center for Health Policy Research,
points out, “if a post-DRG analysis shows that inves-
tor-owned hospitals are more efficient than not-for-
profits in controlling costs, it is equally valid to ask
what should be done to hold down health care costs at
not-for-profit hospitals.” These issues are a real con-
cern for all consumers, particularly in light of the
dramatic decade-long increases in health care costs.

It is important to note that choosing among health
care providers—either among individual doctors for a
checkup or among hospitals for surgery—is compli-

Courtesy McDowell Hospital

cated by factors other than price. People are often
unable to evaluate their own health care needs and
often lack the information needed to make an informed
decision. And as authors Brock and Buchanan ob-
serve, seriously i1l patients “are often anxious, fearful,
confused, and dependent in ways that further impair
their capacities to assess for themselves their health
care needs in an informed and rational fashion.”” John
Currin, administrator of Alamance Memorial Hospi-
tal, agrees: “Idon’t think price is foremost in the minds
of people when they are sick or when their.child,
mother, father, or spouse is really ill. When decisions
are made about treatment, it has been my experience
that patients or others making the decision will most
often choose what they perceive to be the best avail-
able treatment and not the lowest available price.”
Despite these factors that complicate an individual’s
health care decisions, however, there is a clear need for
more readily available information to help consumers
become better informed when they face such difficult
decisions.

Recommendations

SHEDDING LIGHT on the implications of investor
ownership on North Carolinians’ health care proved
difficult, in large part because of the lack of recent,
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uniform data. Consumers, insurance companies, busi-
nesses, the news media, and state and local govern-
ments need clear, comprehensive information about
hospital costs in the state. Even hospitals can benefit
from such information in their management and plan-
ning efforts. While some large private organizations
such as Blue Cross and Blue Shield of North Carolina
and the North Carolina Hospital Association conduct
their own surveys, their data and reports are not always
made available to the public. Universities, founda-
tions, and consumer groups also undertake studies of
the state’s medical system, but the paucity of their data
and funds can limit these studies’ scope and influence.
Newspapers and radio and television stations usually
take only brief glances at a single health care issue
rather than pursuing a long investigative series.

All these reports fail to provide the public with a
guide to health care costs in North Carolina. Purchas-
ers of health care—employers, Blue Cross, and com-
mercial insurance carriers, for example—need to make
comparisons between health care providers to develop
preferred provider networks. And while average citi-
zens may not comparison shop for a tonsillectomy the
same way they hunt for a grocery store bargain on
bread and milk, consumers still need to make informed
choices about how they purchase increasingly ex-
pensive health care services. Conover explains, “one
of the basic underlying premises which makes free
markets work well in general is the assumption of
rational consumers armed with good information.
When that is lacking, the markets result in less efficient
outcomes. Therefore, if the efficiency of hospital
markets is to be improved, some might argue for more
widely available price information.”

Legislators also need to understand trends in the
health care industry if they hope to devise workable
solutions to the problem of rising health care costs.

The state of North Carolina has both the resources and

the authority to answer Tar Heels’ questions about
hospital costs and charges.

N.C. Medical Database Commission. In re-
sponse to rising medical costs and to rapid changes in
the health care system, the 1985 General Assembly
established the North Carolina Medical Database
Commission in the Department of Insurance to serve
as a “clearinghouse” for information on the cost, use,
and quality of health care in the state.”® Appointed by
the General Assembly on the recommendations of the
Speaker of the House and the Lieutenant Governor, the
nine voting commissioners include medical profes-
sionals, health care administrators, insurance execu-
tives, business people, and civil servants. (Both the
State Insurance Commissioner and the Secretary of
Human Resources serve as ex-officio members of the
Commission.) Currently, the Commission has three
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staff members and is assisted by an outside contractor
for system design, data processing, and reporting ac-
tivities.

The Medical Database Commission has spent the
past two years drafting its administrative rules, select-
ing a data processor, and developing the content of
data reports. It began collecting data from 156 acute
care hospitals, alcohol rehabilitation facilities, and
psychiatric hospitals in North Carolina for all dis-
charges as of Jan. 1, 1988. Using the UB-82, a billing
form standard in the health care industry and mandated
by the U.S. Department of Health and Human Services

_ for Medicare and Medicaid, the Commission will have

diagnostic, utilization, demographic and charge data
for every patient discharged from North Carolina’s
nonfederal, licensed hospitals.?? The Commission will
publish the data in standard reports to be issued rou-
tinely, and will also publish topical reports in response
to written requests. Through the Commission’s work,
North Carolina joins the ranks of more than 30 states
which now collect medical data statewide (see sidebar
on page 111 for more). The N.C. Center commends
the progress and plans of the Medical Database Com-
mission, but proposes the following recommendations
to enable the Commission to address what the General
Assembly called “an urgent need to understand pat-
terns and trends in the use and cost of these medical
services™® more completely.

1. The Medical Database Commission should
collect and publish data on hospital costs as well as
charges. The charge information currently being col-
lected by the Medical Database Commission and
planned for publication early in 1989 will provide the
bottorm line for health care purchasers and consumers.
The lack of data on costs incurred by hospitals, how-
ever, prevents purchasers and consumers from com-
paring markup and profits for various services and
hospitals. If hospitals with efficient management keep
their expenses down, such cost, markup, and profita-
bility figures would enable these groups to identify
which hospitals pass savings along to patients, which
pass dividends along to investors, and which reserve
savings for additional services or financial rainy days.

The Commission has acknowledged that the data
base currently being compiled would be even more
useful to health care purchasers and consumers, as
well as to health policy analysts and legislators, if used
in conjunction with information from data sources
such as Medicare Cost Reports which are filed annu-
ally with the federal Health Care Financing Adminis-
tration.! Medicare Cost Reports were used for this
study and are the only source of public, uniform data
on hospital costs and charges. Illinois collects both
UB-82s and Medicare Cost Reports for its data base,

——continued
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and the Illinois Health Care Cost Containment Council
is researching ways in which these two sources of
financial information can be linked to provide a more
complete picture of the hospital industry. As John
Forneris, information systems administrator at the I1li-
nois agency points out, “Medicare Cost Reports used
in conjunction with UB-82 data has become essential
for any in-depth analysis of the hospital system.”

Accordingly, the N.C. Center recommends that
(a) North Carolina hospitals be required to submit
copies of their Medicare Cost Reports to the Medi-
cal Database Commission, and that (b) the General
Assembly make an additional appropriation ena-
bling the Commission to incorporate cost and
charge information from the reports into its data
base. The Commission should then calculate and
publish the markup for routine and ancillary serv-
ices and profit margins for hospitals in one of its
routine reports.

Requiring N.C. hospitals to submit Medicare Cost
Reports will cause controversy. For instance, some
hospital administrators have raised concerns about the
information currently being collected by the Medical
Database Commission, the UB-82 data records.
These administrators suggest that the time and energy
devoted to providing the government with such data
will drive up the price of health care. As John Taft,
administrator of the not-for-profit Grace Hospital in
Morganton contends, “The resources needed to report
cost information may actually result in higher
charges—the thing hospitals are trying to avoid.” Be-
cause hospitals already use the UB-82 form, and be-
cause the Commission will reimburse hospitals for
discharge data records on patients who lack a third
party payer—necessitating records created solely for
the data base—there will not be an additional cost to

hospitals which would have to be passed on to con-.

sumers.

With regard to the proposal for the Medical Data-
base Commission to collect and publish cost data,
other hospital representatives worry that publicizing
costs of health care services would reveal confidential
information to their rivals and could undermine their
hospital’s position in the increasingly competitive
medical marketplace. On the other hand, hospitals will
be able to put the Commission’s reports to use by
comparing themselves to their competitors, identify-
ing any relatively high costs or charges, and focusing
their management resources to make those services
more efficient. Data collection states such as Mary-
land and West Virginia, for example, report that their
hospitals use the data in their planning efforts.*

The N.C. Center maintains that the additional
appropriation* necessary for the Commission to col-
lect and publish data on hospital costs is justified by
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the need to provide the public with such information.
As the Medical Database Commission 1988 reference
book notes, purchasers need more information when
selecting health care providers. And because purchas-
ers are relying more and more on higher deductibles
and co-payments to reduce their costs, ‘“Patients now
have a real and well-founded concern about the out-of-
pocket expenses they may incur for the health care
services they receive,” the Commission report ex-
plains.*® Because the Center’s research indicates that
hospitals reduce their room rates and recoup profits
from ancillary services, the price and markup on room
rates and ancillary services provided on a hospital-by-
hospital basis would be a particularly revealing piece
of the information puzzle.

2. The Medical Database Commission should
(a) create ‘“non-confidential” files which ensure
patient confidentiality, and (b) make individual
patient records available to researchers for addi-
tional studies. The reports now planned for publica-
tion by the Medical Database Commission will be a
positive step in making health care data available in
North Carolina. The Commission has also agreed to
compile data for additional research on request and
will charge only for the cost of producing the custom
reports. Those requesting these special compilations
may receive data in printed form, on magnetic tape, or
on a personal computer diskette** Analyses using
aggregate data from the UB-82 forms will prove useful
to health care researchers, but individual data records,
not now considered public records, could serve as an
extensive data base for a variety of further studies.
Indeed, research by others in the university commu-
nity and elsewhere may well prove as significant to
monitoring health care in the state as the
Comimission’s own work.

In its 1987 annual report, the Medical Database
Commission recognized “the value of dataset linkage
in health care research.” At the same time, the Com-
mission ruled that release of individual patient records
to be used in conjunction with other data sources
would endanger the Commission’s legislative man-
date to preserve patient confidentiality.> The N.C.
Center for Public Policy Research recognizes and re-
spects the necessity, both legal and ethical, for preserv-
ing the confidentiality of a patient’s individual rec-
ords. However, the Center also views public access to
the state’s medical data base as vital to future health
care research and subsequent policy development.
The Center maintains that a compromise between the
Commission and researchers can reconcile these two
conflicting demands.

*The Medical Database Commission’s budget for FY 1988-
89 is $964,215.
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Following the example ~sgtv by the West Virginia
Health Care Cost Review Authority and the Maryland
Health Services Cost Review Commission, the N.C.
Medical Database Commission should create “non-
confidential files” by excluding Social Security num-
bers and other information which could identify specific
patients. The individual data records remaining in these
files should be open to public scrutiny. Maryland’s
experience with releasing individual data records with-
out patient identification numbers (with modified items
such as patient age instead of birthdate, and day of week
of admission rather than specific date) has been success-
ful. According to Theressa Johnson, research stat-
istician at the Maryland Cost Review Commission,
“Maryland’s system has worked well for 10 years with-
out jeopardizing patient identity.”

Making a non-confidential data set available in
North Carolina would enable researchers to link the
state’s data with other data sets such as census data and
patient income in their own studies. Working with a

non-confidential data set themselves, researchers would
be able to make their own judgments when analyzing
data and to respond to questions inevitably raised by
data manipulation. As long as the North Carolina
Medical Database Commission prohibits the release of
non-confidential individual data records, an outside
researcher’s confidence in conclusions drawn from
Commission staff’s research will be limited, and any
subsequent policy recommendations based on those
conclusions subject to question. As a final note, re-
disclosure or redistribution of any non-confidential files
should be subject to the same restrictions as the current
data set.*

3. The Medical Database Commission should
submit its reports annually to the Government Op-
erations Commission of the N.C. General Assembly.

" In order to ensure that the state’s Medical Database

Commission does indeed provide data in a manner
helpful and accessible to purchasers of health care (such
as insurance companies), consumers, and researchers,

THE RISING PRICE of health care in America,
coupled with federal belt-tightening on Medicare and
Medicaid spending, has sent legislators scrambling
to hold down costs in their states. The measures used
to cope with mounting health care costs are as varied
as the states themselves: prospective reimbursement
systems for Medicaid, Certificate of Need laws,
health insurance regulation, preferred provider ar-
rangements, alternatives to nursing home care, spe-
cial programs for indigent patients not covered by

rate setting laws, and limits on corporate health care
profits.! _

With the latter three measures—data reporting,
rate setting, and limits on profits—state legislatures
have sought to reveal and then restrict charges at
hospitals and other medical facilities. The map be-
low depicts the 39 states with laws encouraging or
requiring collection or publication of health care

Melissa Jones is a law student at the University of Virginia
and a former intern at the N.C. Center.

HOLDING DOWN THE ‘COST OF HEALTH CARE:
A SUMMARY OF ACTION BY OTHER STATES

by Melissa Jones

Medicaid, health care data reporting and publishing,

data. While some states have gathered and reported
medical data for nearly two decades, more than half
of the 40 states enacted such laws within the past
three years.? In most of the states which do not have
such laws, business and consumer groups are lobby-
ing actively for them; and several legislative com-
missions are studying proposals for data reporting.’
Some data reporting laws consist only of a vol-
untary program to provide consumer information.
Others, however, require uniform accounting of
medical facilities’ costs and charges, as well as data
on diagnoses and the use of various services. Many
states publish portions of the data they collect, not
only to help consumers make decisions about where
they seek medical care but also-to encourage further
research, highlight any excessive charges, and en-
courage hospitals and other medical facilities to offer
care at competitive rates. The more elaborate laws,
which can involve linking diagnostic and financial
data sets, often serve as the basis for medical rate

regulation.* _
—continued
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the N.C. General Assembly should amend N.C.G.S.
131E-212(h) to require the Commission to present its re-
ports on the charges and costs of medical services to the
legislature’s Government Operations Commission each
year. This committee is a joint House and Senate
committee which meets between sessions and is charged
with legislative oversight of executive agency activities.
Presentation of the Medical Database Commission’s
reports will ensure that policymakers who need to keep
a close watch on health care costs and on innovative
measures to contain them will have the necessary infor-
mation when considering any future legislation.

A number of states use their medical data bases not
only to inform consumers and legislators about medical

costs and to encourage future health care research, but
also to serve as a basis for regulating the price of health
care. (For an explanation and analysis of state cost
containment laws and rate setting commissions, see the
sidebar on page 111.) Because North Carolina’s hospi-
tal rates remain low compared to other states (as noted
in the sidebar on page 104), and because these rate-
setting commissions generally demand a sizable staff
and substantial state appropriations, the N.C. Center
does not recommend that the state enact such a law at
this time. In lieu of regulation, the Center has adopted a
market-oriented approach of advocating provision of
more information to the public. In fact, the Medical
Database Commission’s publication of the cost and

A Summary — continued

As indicated on the map below, 12 state govern-
ments set health care rates or approve the budgets of
health care facilities. Five of these 12 states control
charges to all payers—private insurance companies,
Medicare and Medicaid funds, and patients them-
selves. These state commissions regulate medical
rates much the same way the North Carolina Utilities
Commission controls increases in the cost of electric-
ity.

Giving a state commission the power to limit
health care costs—or even considering the idea of
government mandating such limits—always sparks
intense debate. Supporters of rate-setting legislation
avow that in times of rapidly escalating health care
prices (described in the sidebar on page 93), such
state action gives individual consumers and busi-
nesses (which offer health insurance as part of a
benefit package) the chance to purchase one of life’s
necessities at a reasonable price. State government,
they point out, is heavily involved in planning and
funding health care, and thus has both the interest and
the expertise necessary to control medical costs. To
substantiate their claims, proponents point to a study
conducted by the Johns Hopkins Center for Hospital
Finance and Management. After examining all-
payer rate-setting systems in four states from 1982
through 1985, that study found that hospital charges
in those states rose at rates somewhat lower than
those in other states across the nation.’

Those who oppose rate-setting regulation, how-
ever, note that the study also found that hospital
profit margins in the states with all-payer systems

were lower than those in other states.® Rate regula-
tion, they contend, is a double-edged sword which,
though it may reduce rising prices in the short run,
slashes hospitals’ reserve funds and increases their
debt in the long run. This financial pressure, they
say, hinders a hospital’s ability to deal with crises
such as nursing shortages or increasing numbers of
expensive and often uninsured AIDS cases.” In some
instances, opponents of rate-setting laws contend, the
quality of hospital care may suffer, and hospitals may
close. In lieu of government rate control-—which
groups like the American Medical Association, the
Federation of American Hospitals, and the Health
Insurance Association assert creates an inefficient
bureaucracy®—these and other organizations advo-
cate a variety of voluntary cost restraints, such as ne-
gotiated agreements between insurers and hospitals.’
Although no rate-setting commiission exists in
Nevada, a state with some of the highest medical
costs in the nation, its governor has spearheaded an
effort to contain costs by mandating lower hospital
charges and profits. The law, effective in July 1987,
curtails most sharply profits and revenues at those
hospitals with profit margins exceeding 17%, which
include three investor-owned hospitals in Las Vegas.
Other restrictions apply to hospitals if their profit
margins exceed 10%, and this may affect not-for-

profit hospitals as well. _ ,
The Nevada law has stirred intense controversy
throughout the state. In his criticism of profits made
by the state’s for-profit hospitals, Gov. Richard
Bryan argued that “out-of-state investors” should not
“reap these kinds of profits from sick people in
—continued
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price of medical services at North Carolina hospitals and
any media coverage of the price differences may help
curtail the:rate of growth in health care prices. The
market, the Center contends, should have a chance to
hold down the price of medical care, but the state,
through detailed and frequent Medical Database Com-
mission reports, should help consumers make more in-
formed choices within the health care market.

4. Financial penaities should be imposed on
hospitals which do not comply with the Medical Da-
tabase Commission’s collection efforts. As further in-
surance that the Medical Database Commission will in
fact be able to carry out its legislative mandate to make
a “significant contribution to health care management

and health policy development in North Carolina,”’ a
range of penalties for a hospital’s failure to supply finan-
cial information to the Commission should be enacted as
an amendment to N.C.G.S. 131E-212, the statute which
outlines the authority of the Commission. Currently, if
ahospital fails to file timely or complete reports with the
Medical Database Commission, state government can-
not do much. Neither the North Carolina General Stat-
utes nor the state’s Administrative Code spell out spe-
cific sanctions—such as fines in worst cases or the
suspension of a hospital’s license—which could be used
to enforce compliance with Commission orders. The
Center suggests that, in most cases, fines would provide
sufficient incentive to comply with the law.

—continued on page 116

Nevada.” The Nevada Hospxtal Assocmtnon on; the
‘other hand, suggested that instead of limiting hospi-
tal charges, employers should be able to negotiate
privately for discounted rates with hospitals. And

hospitals, worried by the law’s less severe restraints,
asserted that the “governor is trying to nail the inves-
tor-owned hospitals,” and that not-for-profit hospi-
tals “are being carried along.”® Despite the law’s
controversy, however, Daniel J. O’Donnell, admin-
istrator of the Division of Health Resources and Cost
Review in Nevada's Department of Human Re-
sources, says that hospitals in the state “seem to have
decided that compliance is the best order of bus1-
ness.”!!

North Carolina has not been immune to rising
health care costs, although prices have' not risen as
high as those in many other states. As this inflation-
ary trend pushed up the cost of Medicaid and state
employees’ health insurance premiums; state legisla-
tors took notice. The Medical Cost Containment
Commission, formed during the 1977 session of the
General Assembly, . recommended several measures
designed to reduce health care costs, curb the growth
in the state Medicaid program, and provide less
costly alternatives to long-term nursing home care.'?
Upon the Commission’s recommendation, the 1978
General Assembly enacted a Certificate of Need
(CON) law. At the time, the federal government
required all states to enact such laws. The law
required anyone wanting to build a new health care
facility or expand an existing one to get a certificate

that such a facility was negded Today, this law

.. *v:;;ppﬁes}t‘d!bpmf hbspi;als and nursing homes ACON
‘is: required” for capital expenses of more than $2

*.-million a year." The N.C.-Medical Cost Contain-
".ment Commxssxon, as well-as the Commission on
'Prepaid Health Plans, also took steps to encourage

an administrator at one of Nevada’s not-for-proﬁt '
A - ferred provxder orgamzanons (PPOs) to set up shop
_"b.dvlscussed regulating medical rates in the late seven-
~“tion and private competition."* As recently as 1985,
-‘controlling Medicaid costs has become an ongoing
11982, the state has reimbursed hospitals at a flat, or

-prospective, rate for every day of a Medicaid

.. hospital. ) And although hospitals in- North Carolina
* have taken some voluntary steps to lower their costs,

. stances; ‘their rates: have' risen to .absorb federal

~ 'Medicaid cuts and to accommodate the other infla-

k".»{h'ospnals and indigent care have been examining
. issues related to health care costs and will report to

of need (in effect, a license) from the state certifying - - 'tion, a- scaled-d

million and for operating expenses of more than $1

health maintenance organizations (HMOs) and pre-

in the state. ,
Although North Carolina leglslators actually

ties, they decided against such a state role in control-
ling prices and sought instead a2 mix of public regula-

the legislature declined to establish another Medical
Cost Containment Commission, largely because

necessity for the N.C. Department of Human Re-
sources’ Division of Medical Assistance. (Since
patient’s stay, rather than funding the full cost to the

even to the point of laying off employees in some in-

tionary factors in health carg.'
Two legislative study commissions on public

the 1989'session of the General Assembly. In addi-
v :»-Cemﬁcate of Need process still
: g -—connnued
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D State does not collect data or regulate rates State regulates rates, but not for all payers
(10) )
State requires data collection but does not _ State regulates rates for all payers (5)

regulate rates (28)
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better at capping .t:osts—smd‘y,r
1987, p. 19. :
61, l% in all-payer states versus 6.8% in other states. lbxd

8Tlllet, “Health Cost €
Health Costs,” p. 2. ’

94Let the free market negulate Nevada,” edltorlal in Modern:
Healthcare, June S, 1987, p. 7. ;

l°Cyntl‘ua Wallace, “Nevada’s investo
irked by govemor's proposcd payrnent féform,
care, April 24, 1987,p.72. ‘ ;
YFor further information on the Nevada statute, see “Ne-

1. States collect health care data, including hospi- 3. States regulate medical rates, including
tal prices, but do not regulate rates (28): hospital reimbursement rates, for all payers
Alaska North Carolina ©): _
Arizona North Dakota Connecticut New Jersey
Arkansas* Ohio Indiana West Virginia
California Oklahoma Maryland
Colorado Oregon
Georgia Pennsylvania 4. States donotcollect health care data or regulate
N hospital rates (10):
Hawaii Rhode Island .
L Alabama Louisiana
IHinois South Dakota o
Delaware Mississippi
Iowa Tennessee . .
o Idaho Missouri
Michigan* Texas .
Kansas New Mexico
Montana Utah .
Kentucky South Carolina
Nebraska** Vermont
Nevada*** Virginia
New Hampshire =~ Wyoming * Voluntary program only.
** Nebraska hospitals must make information available to
the public upon request, but state does not collect the data.
2. States regulate medical rates, including hospi- *+*+* As explained above, Nevada does not regulate hospital
tal reimbursement rates, and/or review and rates but does limit hospital profits.
approve hospital budgets, but do not control
reimbursement rates for all payers (7):
Florid New York Sources: Polchow, Michelle. State Efforts at Health
orda ew Tor Care Cost Containment: 1986 Update. Denver, CO:
Maine Washington National Conference of State Legislatures, December,
. . 1986.
Massachusetts Wisconsin “The 1987 state-by-state legislative survey.”
Minnesota Federation of American Health Systems Review,
September/October, 1987, pp. 24-42.
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The N.C. Center’s research comparing the costs
and charges at for-profit and not-for-profit hospitals
was designed to shed more light on the implications of
one important aspect of corporate involvement in the
health care field. These policy recommendations are
offered as a step along the way toward better and more
readily accessible data for purchasers of health care
(such as employers) and consumers. It is important
that present and future efforts to collect and make
medical cost and charge data available continue as
long as the information is helpful and accurate. As
Larry Lewin, a nationally known health care consult-
ant, summarized at an April 1988 meeting of the Medi-
cal Database Commission, there needs to be ““a spirit of
cooperation, commitment, and accessibility in provid-
ing health care data in North Carolina.”
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From “News at Deadline,” Hospitals, June 20, 1988, p.12.

2Brock and Buchanan, “Ethical Issues in For-Profit
Health Care,” For-Profit Enterprise in Health Care, pp. 236-
237.

28Chapter 757 of the 1985 Session Laws, now codified
as N.C.G.S. 131E-210-213.

2%North Carolina Medical Database Commission,
“1987 Annual Report to the North Carolina General Assem-
bly” (March 12, 1987), p. 1.

30N.C.G.S. 131E-210(b).

3INorth Carolina Medical Database Commission, “The
North Carolina Hospital Discharge Database: A Reference
Book” (April 1988), p. 3.

32Based on phone interviews with the West Virginia
Health Care Cost Review Authority and the Maryland Health
Services Cost Review Commission.

33North Carolina Medical Database Commission, “The
North Carolina Hospital Discharge Database: A Reference
Book,” p. 15.

34Ibid., p. 24.
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bly,” pp. 4-5; and 11 N.C.A.C. 15 .0009.

3611 N.C.A.C. 15 .0009.

37North Carolina Medical Database Commission, “The
North Carolina Hospital Discharge Database: A Reference
Book,” p. 4..

117



Chapter 4

CHAPTER 4

COMPARING THE RANGE
OF SERVICES AT
FOR-PROFIT AND

NOT-FOR-PROFIT HOSPITALS
IN NORTH CAROLINA

by Marianne M. Kersey *

THE POTENTIAL advantages and
disadvantages of the increased in-
volvement of investor-owned cor-
porations in health care, particu-
larly hospitals, have been debated
on many fronts, including the
Center’s first report on The Inves-
tor-Owned Hospital Movement in North Carolina.!
For-profit hospitals are analyzed both in terms of
their economic incentive to achieve a profit for stock-
holders, as well as the responsibilities they have in
providing health care to their communities. Compar-
ing the range of services at for-profit and not-for-
profit hospitals is one key area where such issues are
raised by citizens and health care policymakers.
Specifically, do for-profit hospitals offer a broader or
narrower range of services than not-for-profits? This
chapter compares the evidence at North Carolina’s
for-profit and not-for-profit general acute care hospi-
tals.

The Development of Specialized Services
in American Hospitals

THE FIRST HOSPITALS in this country did not even
offer what could be called a range of services. As
Paul Starr documents in The Social Transformation
of American Medicine, there were three main phases
in the development of the modern American hospital
system, and it was many years before specialized
services were offered.

1. Three Phases in the Development of the
American Hospital System. The first phase of the
hospital system in the U.S.—from the mid-18th cen-
tury to the mid-19th century—was characterized by
two kinds of institutions. There were voluntary hospi-
tals operated by charitable lay boards, and public
hospitals operated by municipal, county, and federal
governments. Both types relied heavily on charitable
contributions. They were primarily for the poor and
were viewed with disdain by the middle and upper
classes. Patients typically stayed for weeks in these
hospitals and were responsible for providing some of
the health care and doing housekeeping chores.?

The second phase of the hospital system began in
the middle of the 19th century when more specialized
hospitals were formed to take care of particular dis-
eases or categories of patients, such as women and
children. Religious and ethnic groups also opened
hospitals during this period. Here too, patients were
mostly poor and stayed for the duration of their ill-

nesses. Hospitals had yet to *“. . .[emerge] from the
underlife of society to become a regular part of ac-
cepted experience. . . .

The third phase of the hospital system, from the
late 19th century through the first two decades of this
century, witnessed the beginning of what Starr calls
“the moral assimilation of the hospital.”* During

* Research assistance for this chapter was provided by
former N. C. Center intern H. Lee Cheek Jr.
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these years, the number of hospitals increased dra-
matically from 178 in 1872 to more than 4,000 in
1910, and profit-making hospitals operated by physi-
cians and corporations arrived on the scene.’> Hospi-
tals moved away from being largely dependent on

charitable gifts to being financed increasingly by

payments from patients, and were “no longer a well
of sorrow and charity but a workplace for the produc-
tion of health.”® Medical and surgical procedures
were used to treat acute illnesses for all classes of
patients. Care went beyond custodial to active treat-
ment.
The internal organization of hospitals corre-
spondingly changed dramatically during this era:
Authority over the conduct of the institution
passed from the trustees to the physicians and
administrators. Nursing became a trained pro-
fession, and the division of medical labor was
refined and intensified, as conceptions of effi-
cient and rational organization prevailing else-
where in the economy were applied to care of
the sick. The sick began to enter hospitals, not
for an entire siege of illness, but only during its
acute phase to have some work performed on
them.’

2. Levels of Care and Categories of Patients.
Starr notes that “[t]he hospital system had no design

" since it was never planned, but it had a pattern be-
cause it reflected a definite system of class rela-
tions.”® Accordingly, each type of hospital in the
early 20th century had its own organizational struc-
ture, patients, and methods of finance. Voluntary
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hospitals had the closest ties to medical schools and
focused on acute care. They served both the very
poor and the very rich; treating the poor helped the
voluntary hospitals further their teaching function,
and treating the rich helped their financial viability
since these hospitals continued to receive charitable
contributions. Hospitals run by city and county gov-
emments, on the other hand, cared for chronic as well
as acute illnesses. These public hospitals treated all
classes including the less desirable poor, relying on
government subsidies to care for these mostly
chronic cases. Religious and ethnic hospitals, smaller
than the other two groups, served the working and
middle classes chiefly for short-term illnesses. Fi-
nally, the relatively new profit-making hospitals
owned by physicians concentrated mainly on surgi-
cal procedures. And because they relied on fees
from patients, these proprietary hospitals served the
middle and upper classes. Thus while the hospital
system in the U.S. reflected a system of class rela-
tions, “the split between public and private hospitals
did not become a straightforward class boundary”
because both private and public hospitals treated poor
patients.®

3. Standardization of Services. By the begin-
ning of the 20th century, then, American hospitals
had achieved a higher level of organization than in
the past, but unlike other corporations in this country,
“hospitals remained at an earlier stage of industrial
development. . . .”° Hospitals were typically small
and underutilized, but no group worked toward a
more efficient, integrated system.

Despite efforts to maintain their distinct identi-
ties, however, hospitals actually became more similar
in the following decades. There were some early
reform efforts aimed at increasing efficiency through
standardization of hospital organization. Hospitals
did respond, but chiefly to avoid more governmental
regulation. In effect, the hospitals actually became
more similar in their service offerings:

Emulating one another, hospitals became
more standardized than might have been desir-
able, offering the same services regardless of
the needs of their communities. They came to
present the familiar American paradox of a
system of very great uniformity and very little
coordination."

The chief aim of this chapter is to examine just
how uniform hospitals are today, particularly since
the recent arrival of national investor-owned corpora-
tions on the health care scene. Do investor-owned
and -managed hospitals offer only profitable serv-
ices? Or do they offer a similar range of services
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when compared to not-for-profit hospitals? The fol-
lowing sections will provide a unique look at the
situation in North Carolina hospitals.

Skimming the Cream

THE RANGE OF SERVICES available at different
- types of hospitals today is often discussed in terms of
what many analysts have labeled the “skimming the
cream” issue. Skimming the cream essentially refers
to hospitals offering only the most profitable services
to the best-paying patients.!? For example, Dr.
George Barrett, a physician at Presbyterian Specialty
Hospital in Charlotte maintains, “Investor-owned
hospitals limit the services they offer—the high cost,
high profit services.” Critics like Barrett contend that
for-profit hospitals—the majority of which are now
run by national, investor-owned corporations rather
than physicians—skim the cream, resulting in a nega-
tive impact on not-for-profit hospitals, as well as the
community as a whole. They maintain that for-profit
hospitals attract paying patients away from not-for-
profit hospitals, making the practice of cross-subsidi-
zation more difficult for not-for-profit hospitals.
Cross-subsidization refers to the dual practices of (a)
financing indigent care by charging higher prices to
paying patients and (b) subsidizing the more expen-
sive services with inflated prices on less costly serv-
ices.!? Defenders of for-profit hospitals, however,
point out that there is little evidence pointing to that
result.’* In fact, most hospitals—regardless of own-
ership type—practice cross-subsidization, or cost-
shifting. Daniel Butler, senior vice president of
health affairs at Blue Cross and Blue Shield of North
Carolina, explains that “it is the only avenue hospitals
have” to avoid taking a loss from the less profitable
services. Room rates are a good example of where
hospitals cost-shift. They often set the charge for this
routine care at or even below actual cost because that
is where the public is likely to compare hospitals. In
such an instance, hospitals would be using a room
rate as a “loss leader”—they will accept losses and
make more money on other services. (See page 104
in Chapter 3 for the Center’s findings on room rates at
N.C. hospitals.)

At the community level, critics say for-profit
hospitals skim the cream by providing less indigent
care, by building or acquiring hospitals only in
wealthy urban and suburban areas, and by offering
only the most profitable services. The issue of indi-
gent care, which involves decisions to treat fewer
unprofitable patients or sometimes allegations of re-
fusing to treat patients with no health insurance, is
discussed in detail in Chapter 2 of this book. The
question of whether for-profit hospitals tend to lo-

cate in prosperous areas in North Carolina is dis-
cussed in the sidebar in this chapter on page 122. Do
for-profit hospitals eliminate or avoid offering serv-
ices which.are used infrequently or are unprofit-
able—even though there may be a need for them in
the community? Or do for-profit hospitals offer serv-
ices comparable to not-for-profits both in terms of
range and quality?

Advocates of for-profit hospitals point out that
investor-owned corporations, by purchasing hospi-
tals in serious financial trouble, sometimes actually
prevent hospital services from being lost in a commu-
nity. And Walter Weisman, former Chairman of the
Board and CEO of American Medical International,
one of the largest investor-owned hospital corpora-
tions in the country, said of the company, “We will
continue to provide services that are responsive to the
needs of the communities we serve.”

Before turning to the Center’s comparison of
hospital services in North Carolina, it is helpful to
first review the findings of other studies focusing on
the range of services offered at different types of
hospitals.

Findings of Other Studies

IN 1986 the Institute of Medicine published For-
Profit Enterprise in Health Care, the most compre-
hensive study of the influence of for-profit hospitals
to date. The summary chapter on access to health care
discusses the fact that it is widely agreed that
hospitals do lose money on some services. This is
due to the difficulty in charging full cost on services.
which are used infrequently and the fact that some
services, such as emergency rooms, attract an unusu-
ally large proportion of uninsured patients.!’> These
points are related to the issue of cross-subsidization
discussed above.

The Institute of Medicine then tried to determine
which services can be characterized as unprofitable,
but found the data from other studies unsatisfactory.
It did note that maternity and emergency room care
are a primary source of bad debts but cautioned that
the same might not be true for all hospitals. The
report then focused on the central question of which
services do for-profits tend to offer or not to offer?
Using American Hospital Association data, the Insti-
tute of Medicine drew four conclusions.

First, it concluded that there is a basic set of
services that almost all hospitals offer, regardless of
ownership type, echoing the historical trend of stan-
dardization noted by Paul Starr above. These serv-
ices are emergency room, post-operative recovery
room, respiratory therapy, physical therapy, and

—continued on page 124
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R URSUING management
0 investor-owned multi-
‘ hospxtal systems try to operate more in populous and
wealthy areas to-ensure that they will be able to make
aprofit? Fortune magazine suggested that at leastone
for-profit chain does: = .-
mana prefers t6’own facilities in suburbs
re young workmg ammes are havmg lots '

less than the elderly, they are more likely to be
privately insured and in need of surgery, which
makes the most money. The babies provide a
second generation of customers.'
Research by the N.C. Center shows that the answer to
' th same questlon appe ) be: yes in North Carohna

"To test this theory, he ‘Center looked at the
location of the 44 general and specialty hospitals af-
filiated with for-profit multi-systems in North Caro-
lina, as of June 1987. Researchers ranked the counties
in which these 44 hospltals were located in terms of

per caplta income and percent of county populatlon
, consu!_ :

likely the hospltal is to.attract paying patlents and
_better its financial prospects. And locating in a subur-
ban or urban area also helps boost the supply of
patxents thereby helpmg a hospital keep its beds
, ed, a 't tor in financial solvency.
- The two rankings were based on data gathered from
¢ 1980 census and the Bureau of Economic Analy-
sns in the U.S. Department of Commerce.

-County wealth seemed to be a more important
factor than percent urbanization. The chart on the
facing page is set up to reflect this; the counties are
Jistéd in order of their rank in per capita income.

: sets of rankings, it is clear that
: _,nvestor-owned corporatxohs ‘have located 'in the
. wealthier and more populous of North Carolina’s 160
counties, particularly when they are buying a hospital.
For example, almost half (12 of 25) of the hospitals
owned by a for-profit chain were located in the 10
: v'wealthlest countiés in North Carolina, and all but two
‘ ese 12 hospitals were located in the state’s 10
ban counties: as w Moreover, 17 of the 25

the N.C. Center.

ongis a former mtem

OWﬁ ED M ULT I-HOSPITAL SYS T EMS

“ by Bill Long and Marianne M Kersey

fHE LOCA ION OF NORTH CAROLINA HOSPITALS

mvestor-owne_d ‘hospitals were located in the 24
wealthiest counties and 16 of these hospitals were also
in the 25 most urban counties.

Indicators were not as strong for hospitals man-
aged or leased by investor-owned corporations. Six of
the 17 investor-managed hospitals were in the 25
wealthiest counties and four of these six hospitals were

“also in the 25 most urban counties. ‘And the only two

hospitals leased by investor-owned corporations at
that time were in rural Brunswick and Bertie counties,
which ranked 80th and 71st in per capita income,
respectively. One explanation for these findings could
be that when a hospital is owned by a for-profit corpo-
ration, the purchase or decision to build truly reflects

‘the corporation’s choice of location, By contrast,ina

management contract or leasing agreement, a hospital
corporation is more likely to be responding to a request
for help from a hospital with financial difficulties, in
which case ownership may be a less attractive option
for the corporation. In such an instance, a decision on
hospital location is out of control of the investor-
owned corporatxon but may enter into the corporate
decision on whether such a contract could be profit-
able.

" When the three groups—owned, managed and
leased-—were combined, the indicators again were
strong that investor-owned corporations take area
wealth and population size into consideration.
Twenty-three of the 44 hospitals owned, managed or
leased by a for-profit chain were located in the 25
wealthiest counties, and 20 of these 23 hospitals were
also in the top 25 counties in terms of urbanization.

Investor-owned hospital corporations certainly
cannot be faulted for taking such factors into consid-
eration. All hospitals, whether for-profit or not-for-
profit, are concerned about their financial perform-
ance, pamcularly in light of mcreased competition in
the health care field. And any for-profit corporation
has to consider prospects for profit before beginning
operation. ’

FOOTNOTES ,
'Gwen Kinkhead, “Humana’s Hard-Sell Hospitals,”
Fortune, Novémber 17, 1980, p. 70, as quoted in Paul Starr,
The Social Transformatwn of Amertcan Medtcme, (New-
York: Basnc Books, Inc., 1982), p 436 S

122




Chapter 4

Location of N.C. Hospitals Affiliated With Investor-Owned
Multi-Hospital Systems, June 1987 In Relation
To County Rank in Per Capita Income and in Percent Urban Population

Number and Ownership Type

Of General and Specialty
Rank in Hospitals Affiliated
Rank in Per Percent Urban With Investor-Owned
Capita Income Population Multi-Hospital Systems
(1980) County (1980) in that County
| Meckienburg .......ccoeivcvivennen OSSR 310
2 e Forsyth .....cccccevvienvnvniiirieenn. 6ot 1I-0,1 M
K ST Guilford ..........ccoeeveveeeceenirnnnnen. S s 21-0
Z: SRR WaAKE ..ot eereanen T oo 31-0
T reeencrnnrennennns Catawba .....coovvverniecnreniennirennns 15 e 21-0
8 e Henderson .....ovveeeeelovennennes 55 e 1 M (part)
10 e, New Hanover .......cccocecevvvrnnnen. 2 et an 11-O0
| ) ORI Wilson ....covviviviinnieccnenenneneennn, 16.iiiecrrveeneerrcerrreeen 1 M (part)
13 i Lee .t 25 s 11-0
| T SR Buncombe .......cccovvviiiievininnne 12 erreecrrversenrenresesnes 21-0
| Y SRR D €:T¢ 1 <1 | 7. N IM
£ J U LC 110} ( - J U 1 M (part)
23 e Nash oo, 27 e 11-0
24 . Edgecombe ......cocvrvevrnccrnennnens 21 e 11-0
25 e, Rockingham .........ccoccnvennnne 24t M
P2 P Iredell ......oovvrveveereineeeenrecnens 3 e 21-0
30 e, SUITY covveeerecrrierenneresresseseseens Y SO M
35 e McDowell.......ccooeerveerireinecnnnn. [ U IM
40 Craven .......ceninicnnnneninens |8 SR 1 M (part)
Z: § SRR Johnston ......ceeevevvenveriveneennns 44 ..., 1M
Z: Lt Rutherford ........ccovvevvevvereennens 3 U 1M
- SO Caldwell .......cccovecrvnerencnrnenenn 43 e 11-0
ST oenererrennns Cumberland ........ccoevvvuverveneenen. 3 e 31-0
0 Macon......oooveeveeerre e X U 1M
64 ., Person ......oovvveeeieneececieenennens 46 ceeeeeeeeeireereeene IM
Y Mitchell ......covveeerecvenieeninae N/A o 1M
) SO Bertie ..oooveeeiiineieerecere, N/A o 1L
TT eeeeneverinesinnnnns ASNE oot N/A covrecrrerreenene IM
T8 errerrririrerranne Frankhin ......cccoccvivvveinninineonnens 13 T 11-0
80 .o Brunswick ....ccocevvevinenrenennee 7 S 1L
. O OnSIOW ..o | (4 O 11-0
85 e Duplin.......covieiecrmecnnecnnnnes 3 ST IM
99 e Yancey ...c.cccceceeecemnienenseneanees N/A e, IM

I-O = investor-owned hospital
M = hospital managed by an investor-owned corporation
M (part) = hospital is not-for-profit, but some or all of its psychiatric beds are managed by an investor-owned
corporation
L = hospital leased by an investor-owned corporation
N/A = the county was unranked in urban population because its entire population was classified as rural.

Source: U. S. Department of Commerce, Bureau of Economic Analysis. Data published in Stare Data Center
Newsletter, Vol. 4, No. 3 (August 1982). Also County and City Data Book, N.C. Office of State Budget and
Management.
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Courtesy Franklin Regional Medical Center

Franklin Memorial Hospital in Louisburg was a county-owned facility until it was
purchased by Health Management Associates, a for-profit corporation, in 1986. Renamed
Franklin Regional Medical Center in March 1988, the hospital is undergoing an extensive

refurbishing project as depicted in the artist’s rendering above. Franklin Regional

Medical Center is one of three hospitals owned or leased by HMA in North Carolina.

pharmacy. Second, there is a large group of services
more commonly offered in not-for-profits than in
investor-owned hospitals. This group numbered ap-
proximately 10 services, including premature nurs-
ery, home care, and psychiatric services. Third, only
two services were more commonly offered in inves-
tor-owned hospitals than in not-for-profits (with 100-
199 beds). They were abortion services and patient
representatives.  (In smaller hospitals, investor-
owned facilities offered four other services more
frequently than not-for-profit hospitals.) Finally, the
Institute of Medicine concluded that there is some
evidence that investor-owned hospitals offer a nar-
rower range of services compared to not-for-profits.
The study pointed out, however, that the data do not
show the extent to which services not offered by hos-
pitals are essential services which are not otherwise
available in the community.'®

Other studies Ieading up to the Institute of Medi-
cine report have looked at the range of services at
acute care hospitals while examining additional is-
sues in the for-profit/not-for-profit debate as well.
Although the focus was not on for-profit/not-for-
profit comparisons, Biggs’ 1980 analysis provides
insight into the behavior of hospitals managed, but
not owned by, investor-owned corporations. In a
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management contract, all hospital personnel remain
employees of the institution except the administra-
tor, and in some cases, the controller. The local hos-
pital’s board of trustees retains its policymaking au-
thority. The administrator, however, must report to
the board of trustees and to the management corpora-
tion. Service offerings at the hospital can therefore
be changed by the management company, but only
with the approval of the trustees.!” Biggs and others
compared service offerings at not-for-profit hospitals
managed by investor-owned corporations and tradi-
tionally managed not-for-profit hospitals in 18 states
using 32 matched pairs. Using data from the 1975
American Hospital Association Guide, they found
that contract-managed hospitals tended to offer a
somewhat broader range of services, particularly in
the outpatient area, although the differences were not
statistically significant.

In 1983, Pattison and Katz focused on the eco-
nomic performance of investor-owned and not-for-
profit hospitals in California. They focused more on
the issue of profitability than on the tendency of
different types of hospitals to offer particular serv-
ices. In their discussion of hospitals’ managerial
strategies, Pattison and Katz found that ancillary
services like clinical laboratories, central services
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and supply, pharmacies, and inhalation therapy were
profitable for all classes of hospitals, and that for-
profit chain hospitals tended to earn higher, per-unit
profits on these services than not-for-profit hospitals.
On the other hand, ancillary services such as blood
banks, radiology, emergency, and home health serv-
ices—along with routine services like room and
board—were found to be generally unprofitable for
all classes of hospitals. For-profit chains also had
smaller per-unit losses on unprofitable services than

not-for-profit hospitals.'® (See Chapter 3 of this re- -

port for findings on markup of ancillary services at
N.C. hospitals.)

That same year, Sloan and Vraciu released a de-
tailed study of service availability at investor-owned
and private not-for-profit hospitals using Florida
data. They found that independent investor-owned
hospitals — those not belonging to a chain — of-
fered a more limited range of services than private
not-for-profits or investor-owned system hospitals,
but no pattern emerged when looking at profitable
versus unprofitable services. Overall, their compari-
sons suggested equality between not-for-profits and
investor-owned systems in terms of service sophisti-
cation and willingness to offer unprofitable services,
concluding that hospitals tend to structure themselves
similarly, regardless of ownership type.!® This study
was sponsored by the for-profit Hospital Corporation
of America.

Using 1984 data, Shortell and others examined
the effects of hospital ownership on the provision of
non-traditional services rather than acute inpatient
care services. Their study also considered the influ-
ence of competition from nearby hospitals, the level
of rate review regulation, and Medicaid eligibility
levels on the provision of services. Among their
findings were that not-for-profit system hospitals
provided more alternative services—such as ambula-
tory and long term care—than investor-owned sys-
tem hospitals. Also, investor-owned hospitals of-
fered fewer of the unprofitable, but more of the prof-
itable alternative services, than not-for-profit system
hospitals.?®

And finally, a 1986 survey of 300 U.S. hospitals
by Jackson and Coker provides information on the
profitability of particular hospital services, based on

recenttrends. According to results published in Hos- -

pitals magazine, services such as neurosurgery and
thoracic (chest) surgery—when measured by hospital
revenue from physicians with these specialties—have
been increasingly profitable for hospitals in the last
couple of years.?! And based on patient revenue from
different specialties, hospitals in the survey reported
that general surgery, general medicine, psychiatry,
and urology were increasingly profitable.?? Patient

revenues from thoracic surgery, orthopedic surgery,
pediatrics, and obstetrics/gynecology had also shown
an increase in recent years, but less so than other
services.

These studies’ findings and conclusions will be
helpful in explaining some of the N.C. Center for
Public Policy Research’s findings in North Carolina.

‘Methodology

THE N.C. CENTER BEGAN its comparison of services

-at North Carolina hospitals with a hypothesis that

ownership type would not be predictive of what range
of services would be offered. A/l non-federal general
acute care hospitals in North Carolina were included
in the Center’s analysis—hospitals owned, managed,
or leased by investor-owned corporations, and both
private and public not-for-profit hospitals.

1. Data Source. The data source used by the

N.C. Center was the most recent information available -

on N.C. hospitals from the State Center for Heaith Sta-
tistics, which is in the Division of Health Services .
under the N.C. Department of Human Resources.
Each year, the Division of Facility Services—also in
the N.C. Department of Human Resources—mails an
“Application for Renewal of License to Operate a
Hospital” to all non-federal hospitals in the state. The
data collected from these licensure reports are com-
piled and published by the State Center for Health Sta-
tistics in the Health Facilities Data Book. The book
provides a summary of each hospital’s services and
utilization rates. The most recent year available when
the Center’s analysis of this issue began was 1985.
(Data on specialty hospitals, such as psychiatric and
chemical dependency hospitals, are included in the
Data Book but were not used by the Center.*)

In 19885, there were 125 non-federal general acute
care hospitals in North Carolina. Tables 4.1, 4.2, and
4.3 list them alphabetically by ownership type includ-
ing the city and county location of each hospital.
Table-4.1 shows that there were 10 hospitals owned,
12 managed, and one leased by investor-owned corpo-
rations in North Carolina in 1985. The most active
corporation at that time was Hospital Corporation of
America (HCA) which owned four, managed seven,

: —continued

* The data-used in Chapter 3’s analysis of hospital costs and
charges were from 1983; the data in this chapter were from
1985 because the reporting procedures for Medicare Cost
Reports differ from those regarding statewide hospital facility
data. The State Center for Health Statistics publishes the
Health Facilities Data Book annually in September, the year
following the collection of data. ’
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Table 4.1: General Acute Care Hospitals Owned, Managed, or Leased by Investor-Owned
Corporations (23), 1985

Location Investor-Owned

Hospital City County Corporation
A. Owned by Investor-Owned Corporations (10)
1. Blackwelder Memorial Hospital Lenoir Caldwell HealthCare Management
4 - Corporation
2. Central Carolina Hospital Sanford - Lee American Medical
International
3. Community Hospital of Rocky Mount Rocky Mount  Nash American Medical
International
4. Davis Community Hospital Statesville Iredell Hospital Corporation
of America
5. Frye Regional Medical Center Hickory Catawba American Medical
International
6. Heritage Hospital Tarboro Edgecombe Hospital Corporation
) of America
7. Highsmith-Rainey Memorial Hospital Fayetteville Cumberland Hospital Corporation
of America
8. Humana Hospital Greensboro' Greensboro Guilford Humana, Inc.
9. Medical Park Hospital® Winston-Salem Forsyth Independent
10. Raleigh Community Hospital Raleigh Wake Hospital Corporation
of America
B. Managed by Investor-Owned Corporations (12)
11. Angel Community Hospital Franklin Macon Hospital Corporation
: of America
12. Ashe Memorial Hospital Jefferson Ashe Hospital Corporation
of America:
13. Blue Ridge Hospital System? Bumsville/ Yancey/ Hospital Corporation
Spruce Pine Mitchell of America
14. Cape Fear Valley Medical Center* Fayetteville Cumberland National Medical
Enterprises, Inc.
15. Franklin Memorial Hospital Louisburg Franklin Hospital Corporation
» . of America
16. Hugh Chatham Memorial Hospital Elkin Surry Hospital Management
_ : Professionals
17. Johnston Memorial Hospital Smithfield Johnston Hospital Corporation
of America
18. Lowrance Hospital® Mooresville Iredell Hospital Corporation
of America
19. The McDowell Hospital Marion McDowell The Delta Group, Inc.
20. Morehead Memorial Hospital Eden Rockingham Health Management
Professionals
21. Person County Memorial Hospital Roxboro Person Hospital Corporation
of America
22. Rutherford Hospital Rutherfordton  Rutherford Hospital Management
Professionals
C. Leased by Investor-Owned Corporations (1)
23. The Brunswick Hospital Supply Brunswick Hospital Corporation
of America

— table continued
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and leased one of the 22 general hospitals affiliated
with investor-owned corporations. American Medical
International (AMI) was the second most active, own-
ing three general hospitals in North Carolina. Only
one investor-owned general hospital, Medical Park,
was independently owned in 1985. Table 4.2 lists the
52 hospitals owned by not-for-profit corporations, and
Table 4.3 lists the public hospitals, according to which
of six types of governmental entities owned the hospi-
tal. These categories are county-owned, city-owned,
those owned by hospital authorities or hospital dis-
tricts, township-owned, and state-owned.

2. Categorizing by Size. The 125 general acute
care hospitals were then grouped according to three
standard categories of bed size. Bed complement,
which is beds currently set up and staffed, rather than
licensed bed capacity, was uséd. Small hospitals are
those with a bed complement of less than 100 beds.
There were 50 hospitals in this category in 1985.
There were 62 medium-sized hospitals with 100 or
more but less than 400 beds. Large hospitals, those
_ with 400 or more beds in use, were the smallest
group—13 hospitals. This categorizing helped factor
out the role which hospital size might play in whether
a service is offered, thus giving ownership type more
weight in the analysis.

3. Categorizing by Ownership Type Within
Size Categories. Within each size category, the hos-
pitals were again separated by ownership type. Tables

FOOTNOTES, Table 4.1

! Humana Hospital was purchased by Moses Cone Memo-
rial Hospital, a private, not-for-profit hospital, in 1988.

2Medical Park Hospital was purchased by Carolina Medi-
corp in 1986 and is now a private, not-for-profit hospital.
Medical Park has been managed by Hospital Corporation of
America since 1984.

3The Blue Ridge Hospital System includes Burnsville
Hospital and Spruce Pine Community Hospital, both of which
are managed by Hospital Corporation of America. Data are
reported for the system as a whole.

4 Cape Fear Valley Medical Center’s management con-
tract with National Medical Enterprises ended in September
of 1985. Itis currently managed by SunHealth Enterprises,
Inc., a subsidiary of SunHealth Corporation, an alliance of
not-for-profit hospitals.

3 Lowrance Hospital was renamed Lake Norman Regional
Medical Center in 1987 and was purchased by Health Man-
agement Associates in 1986.

— Based on the State Center for Health Statistics’ Health
Facilities Data Book, 1985, and original research by the N.C.
Center for Public Policy Research.

4.4,4.5, and 4.6 list hospitals in each of the three size
groupings and note the bed count and one of five types
of ownership—investor-owned, managed by an inves-
tor-owned corporation, leased by an investor-owned
corporation, private not-for-profit, and public.

Of the 50 small hospitals listed in Table 4.4, two
were investor-owned, seven were managed by an in-
vestor-owned corporation, and one was leased by an
investor-owned corporation; 20 were owned by pri-
vate not-for-profit corporations; 20 were public.
Small hospitals made up 40% of all general North
Carolina hospitals. In the medium-sized hospital cate-
gory, Table 4.5 lists the eight investor-owned, four
investor-managed, 27 private not-for-profit, and 23
public hospitals. These 62 hospitals represented 50%
of all general hospitals in the state. And finally, Table
4.6 lists the 13 large hospitals. Only one large hospi-
tal—Cape Fear Valley Medical Center—was man-
aged by an investor-owned corporation in 1985, con-
sistent with the observation that investor-owned cor-
porations are usually only interested in building and
acquiring small and medium-sized hospitals.*® Five
of the 13 large hospitals were owned and managed by
private not-for-profit corporations and seven were
public hospitals. This group accounted for 10% of
North Carolina’s general acute care hospitals. There
were no hospitals leased by an investor-owned corpo-
ration in either the medium or large categories.

4. Selection of Service Categories. The serv-
ices analyzed in this chapter were largely determined
by the categories and information available in the
1985 .Health Facilities Data Book. Most were fairly
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Table 4.2: General Acute Care Hospitals Owned by Private Not-For-Profit Corporaticns

(52), 1985*
Location
Hospital City County

. Alamance County Hospltal ! .........ccouvmmriimesnsnnissinincssencesencssnnes
. Alexander County Hospital ..o,
. Alleghany County Memorial Hospital
Annie Penn Memorial Hospital ........ccccovieeerinrccenenccccenecencneneenecnene
. Blowing Rock Hospital ........cccricmencivcnnnnicsssssnnsesssins
. C. J. Harris Community Hospital ...
. Caldwell Memorial Hospital ...........ccoecvurrenerernnnn.

. Cape Fear Memorial Hospital ................... New Hanover
. Charles A. Cannon Memorial Hospital
. Chatham Hospital .......ccoccomieinen e i
. Community General Hospital
. Crawley Memorial Hospital ........ccovovccorenrecnecarmnnmnnnrescncsecneecnncns
. Duke University Hospital........ccccoevecireecrrnmnrnreeninccnecciesmnensnecnnns
. Forsyth Memorial Hospital .. .
. Gaston Memorial Hospital ......

. Good Hope Hospital.............

. Grace Hospital...........ccccvcruenee.
. Highlands-Cashiers Hospital.......
. High Point Regional Hospital
. L. Richardson Memorial Hospital ......

. Lenoir Memorial Hospital .......c..coceoveererurnnen. ....Kinston .......

. Lexington Memorial Hospital ....Lexington........
. Maria Parham HoSPDItal .......ccccvvvvrercrnrceneecrerccnrene s

24. Memorial Hospital of Alamance County !..........ccccevvveveeveensenencne

25. Memorial Mission Medical Center
26. Mercy HOSPital......ccouerevemeererinesnsernensesssesnnesesnssssesnsssssssssssessessssssnens
27. Montgomery Memorial Hospital .......c.cccccveneccerenrnrnnnrienenenenens
28. Moore Regional Hospital
29. Moses H. Cone Memorial Hospital.......c.ocevimmerinrernreesscenennesecenens
30. North Carolina Baptist Hospital .........cccceceriemeerereeneseessccceenecseenees
31. Our Community Hospital ................ .
32. Park Ridge Hospital ........ccoeererimnssensesesennns

33. Presbyterian Hospital ........c.ccceerivnenene

34. Pungo District Hospital ........ccconnvvnanes

35. Randolph Hospital.....
36. Rex Hospital.......coccevvevenvrvarennanes
37. Richmond Memorial Hospital ...........ccoeeereceeneeecccecnrenenssnsnenenannes
38. Roanoke-Chowan Hospital ..........ccummmicicniniinnnisenssncnsncans
39. Robersonville Community Hospital ...
40. Rowan Memorial Hospital .......c...ccocimmcncrensniininsnenvnicsccssscenen SASBUTY wencnverivinnnnn,
41. Scotland Memorial Hospital Laurinburg

42. Sea Level Hospital .........cueee. ....Sea Level

43. Sloop Memorial Hospital .....
44. Southeastern General Hospital ....
45. St. Joseph's Hospital .....cccocecennne
46. St. Luke’s Hospital ...............
47. Stanly Memorial Hospital ....
48. Swain County Hospital ......cceevvrrrcncricincrrniincccenencnnes
49. Transylvania Community Hospital
50. Union Memorial Hospital .................
51. Valdese General Hospital........cococvmsesirnssisnnencninsnisssisesnsssinnans
52. Wesley Long Community Hospital

B N N DN = = e e e e et ek ek
WNR, OOV~ WUMBWN~O

* Table does not include private, not-for-profit hospitals managed by investor-owned corporations; hospitals managed
by investor-owned corporations in 1985 are listed in Table 4.1.

! Alamance County Hospital was sold in 1984 to Alamance Health Services, a private, not-for-profit parent holding
company, which also owns Memorial Hospital of Alamance County.

—Based on the State Center for Health Statistics’ Health Facilities Data Book, 1985, and original research by the N.C.
Center for Public Policy Research.
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broad categories of services providing a comprehen-
sive view of the hospitals, but some specialties were
listed to0.” The N.C. Center checked each hospital’s
profile for the following 18 inpatient and four outpa-
tient services:

Inpatient Services (18) OQOutpatient Services (4)

cardiology emergency room
cardiac intensive outpatient clinic
care unit (ICU)
eye, ear, nose outpatient surgery
and throat (EEN&T)
general medicine psychiatric outpatient
general surgery
gynecology

medical/surgical intensive care unit (ICU)
neonatal intensive care unit (ICU)
newborn nursery

neurosurgery

obstetrics

orthopedics

pediatrics

pharmacy (full- or part-time)
physical therapy

psychiatry

thoracic surgery

urology

5. Criteria for Determining Hospital Service
Offerings. In most cases, it was clear from the Data
Book whether a service was offered by looking at a
hospital’s profile and/or utilization statistics, which
list the number of discharges for various service cate-
gories. The availability of a service was indicated by a
“yes” or “no” response in a column in the Data Book,
or by a figure indicating the number of patients that
were provided that service. If a service was listed as
contracted out—such as psychiatric outpatient serv-
ices in some cases—it was considered offered because
the hospital did provide some way for the patient to
obtain the service.

In a few categories, there was no indication that a
service was offered other than a listing of an active
staff person with that specialty at the hospital. This
criterion was somewhat problematic because physi-
cians often practice in areas other than their particular
specialty and often have privileges at more than one
hospital. Tables 4.8 and 4.11, which summarize the
Center’s findings, note the categories for which this
was the case. An asterisk indicates that the criterion of
a staff person with that specialty was the only informa-
tion available for that service for one or more hospitals
in any ownership group.

Although the information used was what the hos-
pitals themselves reported, some of the data were un-

clear. Any discrepancies or problems were followed
up by Center staff by telephone inquiries to the hospi-
tal for confirmation or correction as to whether a
service was actually offered.

6. Limitations of the Data. Before presenting
the Center’s findings on the range of services at N.C.
hospitals, some observations and comments about the
potential limits of the data in this analysis are war-
ranted. First of all, the accuracy of the information in
the Health Facilities Data Book is dependent on each
hospital’s reporting standards and procedures, which
may vary from hospital to hospital. For example,
Heritage Hospital, Murphy Medical Center, Univer-
sity Memorial Hospital, and Swain County Hospital
lumped data under the heading of general medicine
instead of itemizing discharges under specific service
utilization categories. Another example is the Blue
Ridge Hospital System’s method of combining data
for Burnsville Hospital and Spruce Pine Community
Hospital. Although there are two hospitals in this
system, they were treated as one for the purposes of
this analysis because that is the way the data were
reported. The different age categories used by differ-
ent hospitals in reporting pediatric cases was another -
potential problem. What one hospital lists as pediatric
discharges, another may list as general medicine dis-
charges which include adult patients.

Second, as mentioned above, some assumptions
about whether a service was actually offered at a hos-
pital were necessary. An example of such a judgment
call was in the category of orthopedic services, which
was considered to have been offered if there was a
staff member with that specialty at the hospital. In
other words, the hospital was given the benefit of the
doubt in questions as to whether the service was of-
fered. .

Third, there was only one large hospital in 1985
managed by an investor-owned corporation, an insuf-
ficient number for a comparison by hospital type. For-
profit/not-for-profit comparisons on services, there-
fore, were limited to the small and medium-sized cate-
gories. Moreover, even in the small and medium-
sized categories, there was a relatively small number
of investor-owned hospitals—only two of small size
and eight in the medium-sized category. Thus, the
best place to draw conclusions about comparisons of
service offerings was in the medium-sized hospital
category.

Fourth, some of the hospitals involved with inves-
tor-owned corporations began or changed their corpo-
rate affiliation not long before providing the 1985
information. In these cases, whether a service was
offered at the hospital may not necessarily reflect the

—continued on page 133
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Table 4.3: General Acute Care Public Hospitals Owned by State or Local Governmental

Bodies (50), 1985*
Location
Hospital City County
A. County-Owned Hospitals (40)

1. Albemarle Hospital Elizabeth City Pasquotank

2. Anson County Hospital Wadesboro Anson

3. Beaufort County Hospital Washington Beaufort

4. Bertie County Memorial Hospital Windsor Bertie

5. Bladen County Hospital Elizabethtown Bladen

6. Cabarrus Memorial Hospital Concord Cabarrus

7. Carteret General Hospital - Morehead City Carteret

8. Catawba Memorial Hospital Hickory Catawba

9. Chowan Hospital Edenton Chowan
10. Cleveland Memorial Hospital Shelby Cleveland
11. Columbus County Hospital Whiteville Columbus
12. Craven County Hospital ! New Bern Craven
13. Davie County Hospital Mocksville Davie
14. Duplin General Hospital Kenansville Duplin
15. Durham County General Hospital Durham Durham
16. Eastern Wake Hospital Zebulon Wake
17. Granville Hospital Oxford Granville
18. Hamlet Hospital Hamlet Richmond
19. Haywood County Hospital Clyde Haywood
20. Hoots Memorial Hospital Yadkinvilie Yadkin
21. Iredell Memorial Hospital Statesville Iredell
22. Kings Mountain Hospital Kings Mountain Cleveland
23. Lincoln County Hospital Lincolnton Lincoln
24. Margaret R, Pardee Memorial Hospital Hendersonville Henderson
25. Martin General Hospital Williamston Martin
26. Nash General Hospital Rocky Mount Nash
27. New Hanover Memorial Hospital Wilmington New Hanover
28. Northern Wake Hospital Wake Forest Wake
29. Onslow Memorial Hospital Jacksonville Onslow
30. Pender Memorial Hospital Burgaw Pender
31. Pitt County Memorial Hospital Greenville Pitt
32. Sampson County Memorial Hospital Clinton Sampson
33. Southern Wake Hospital Fuquay-Varina Wake
34. Stokes-Reynolds Memorial Hospital Danbury Stokes

— continued
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Table 4.3: General Acute Care Public Hospitals Owned by State or Local Governmental

Bodies (50), 1985*, continued

Location
Hospital City County
A. County-Owned Hospitals (40), continued
35. Wake Medical Center Raleigh Wake
36. Washington County Hospital Plymouth Washington
37. Watauga County Hospital Boone Watauga
38. Wayne Memorial Hospital Goldsboro Wayne
39. Western Wake Hospital Apex Wake
40. Wilson Memorial Hospital Wilson Wilson
B. City-Owned Hospitals (2)
41. Betsy Johnson Memorial Hospital Dunn Hamett
42. Wilkes General Hospital North Wilkesboro Wilkes
C. Hospital Authority-Owned Hospitals (4)
43. Charlotte Memorial Hospital Charlotte Mecklenburg
and Medical Center
44. Mountain Park Medical Center 2 Andrews Cherokee
45. Murphy Medical Center Murphy Cherokee
46. University Memorial Hospital Charlotte Mecklenburg
D. Hospital District-Owned Hospitals (2)
47. Halifax Memorial Hospital Roanoke-Rapids Halifax
48. Northem Hospital of Surry County Mt. Airy Surry
E. Township-Owned Hospitals (1)
49. J. Arthur Dosher Memorial Hospital Southport Brunswick
F. State-Owned Hospitals (1)
50. North Carolina Memorial Hospital Chapel Hill Orange

* Table does not include publicly-owned hospitals managed by investor-owned corporations; hospitals
managed by investor-owned corporations in 1985 are listed in Table 4.1.

! Craven County Hospital was renamed Craven Regional Medical Center in 1988.

2 Mountain Park Medical Center was renamed District Memorial Hospital in 1987.

— Based on the State Center for Health Statistics’ Health Facilities Data Book, 1985, and original research

by the N.C. Center for Public Policy Research.
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Table 4.4: Sfmalll (Less Than 100 Beds) General Acute Care N.C. Hospitals (50),.1985,

By Ownership Type
Bed Location
Complement City County
A. Investor-Owned Hospitals (2)
1. Blackwelder Memorial Hospital 31 Lenoir Caldwell
2. Community Hospital of Rocky Mount 48 Rocky Mount Nash
B. Hospitals Managed by Investor-Owned Corporations (7)
3. Angel Community Hospital 81 Franklin Macon
4. Ashe Memorial Hospital 76 Jefferson Ashe
5. Blue Ridge Hospital System' 92 Bumnsville/ Yancey/
Spruce Pine Mitchell
6. Franklin Memorial Hospital © 54 Louisburg Franklin
7. Hugh Chatham Memorial Hospital 96 Elkin Surry
8. The McDowell Hospital 65 Marion McDowell
9. Person County Memorial Hospital 54 Roxboro Person
C. Hospitals Leased by Investor-Owned Corporations (1)
10. The Brunswick Hospital 60 Supply Brunswick
D. Hospitals Owned and Managed by Private Not-For-Profit Corporations (20)
11. Alexander County Hospital 62 Taylorsville Alexander
12. Alleghany County Memorial Hospital 46 Sparta Alleghany
13. Blowing Rock Hospital 28 Blowing Rock Watauga
14. C.J. Harris Community Hospital 80 Sylva Jackson
15. Charles A. Cannon Memorial Hospital 79 Banner Elk Avery
16. Chatham Hospital 68 Siler City Chatham
17. Crawley Memorial Hospital 51. Boiling Springs  Cleveland
18. Good Hope Hospital 72 Erwin Hamett
19. Highlands-Cashiers Hospital 27 Highlands Macon
20. L. Richardson Memorial Hospital 68 Greensboro Guilford
21. Lexington Memorial Hospital 94 Lexington Davidson
22. Montgomery Memorial Hospital 57 Troy Montgomery
23. Our Community Hospital 20 Scotland Neck Halifax
24. Pungo District Hospital 49 Belhaven Beaufort
25. Richmond Memorial Hospital 76 Rockingham Richmond
26. Robersonville Community Hospital 12 Robersonville Martin
27. Sea Level Hospital 26 Sea Level Carteret
28. Sloop Memorial Hospital 38 Crossnore Avery
29. St. Luke’s Hospital 74 Columbus Polk
30. Swain County Hospital 48 Bryson City Swain
E. Public Hospitals: Owned and Managed by State or Local Governmental Bodies (20)
31. Anson County Hospital 52 Wadesboro Anson
32. Bertic County Memorial Hospital 36 Windsor Bertie
33. Bladen County Hospital 62 Elizabethtown Bladen
34. Chowan Hospital 70 Edenton Chowan
— continued
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investor-owned corporation’s decision or willingness
to offer it, or any of the other services the Center
examined.

Finally, although the number of discharges for
most of the service categories were listed in the Data
Book, caution should be exercised concerning the re-
liability of these numbers. Therefore, the Center did
not attempt to analyze utilization levels and whether a
service was offered “for show or for go.” Instead, the
Center used a check-off system, where a service was
checked off as being offered or not offered. This
means that a service could have been offered infre-
quently or limited in its availability. This possibility
would be especially important if such a service was
generally thought to be profitable or essential. If an
essential service is not offered by a particular hospital,
it may not necessarily signal a serious drawback for
the community because other hospitals nearby may
offer the service. The quality of care at the different
hospitals was also beyond the scope of this study.

Despite these cautionary notes, however, the N.C.
Center’s study on the range of services at general
hospitals—the first done in North Carolina—has im-
portant strengths. For example, the Center used the
most recent data (1985) available from the State Cen-
ter for Health Statistics when the study began. This
data is more recent than many of the national studies of
hospital services. Second, all non-federal acute care
hospitals in North Carolina were included in this
analysis. This approach contributed to a third strong
point—the number of medium-sized hospitals and
small hospitals examined provided a good basis on
which to compare service offerings at hospitals of
different ownership types. As a result of these
strengths, the comparisons and conclusions presented
in the following sections give a comprehensive view
of N.C.’s general hospitals and provide more insight
into an important issue in the debate over for-profit
and not-for-profit hospitals.

—continued on page 136

Table 4.4: Small (Less Than 100 Beds) General Acute Care N.C. Hospitals (50), 1985,
By Ownership Type, continued

Bed Location

Complement City County
35. Davie County Hospital 66 Mocksville Davie
36." Duplin General Hospital 80 Kenansville Duplin
37. Eastern Wake Hospital 20 Zebulon Wake
38. Granville Hospital 66 Oxford Granville
39. Hamlet Hospital 56 Hamlet Richmond
40. Hoots Memorial Hospital 72 Yadkinville Yadkin
41. J. Arthur Dosher Memorial Hospital 40 Southport Brunswick
42. Martin General Hospital 49 Williamston Martin
43. Mountain Park Medical Center 2 61 Andrews Cherokee
44. Murphy Medical Center 50 Murphy Cherokee
45. Northern Wake Hospital 20 Wake Forest Wake
46. Pender Memorial Hospital 43 Burgaw Pender
47. Southern Wake Hospital 28 Fuquay-Varina  Wake
48. Stokes-Reynolds Memorial Hospital 60 Danbury Stokes
49. Washington County Hospital 49 Plymouth Washington
50. Western Wake Hospital 20 Apex Wake

! The Blue Ridge Hospital System includes Burnsville Hospital and Spruce Pine Community Hospital. Data are

reported for system as a whole.

2 Mountain Park Medical Center was renamed District Memorial Hospital in 1987.
— Based on the State Center for Health Statistics’ Health Facilities Data Book, 1985, and original research by the

N.C. Center for Public Policy Research.

133



Comparing the Performance of For-Profit and Not-for-Profit Hospitals in North Carolina

Table 4.5: Medium-Sized (100 or More Beds But Less Than 400 Beds) General Acute

Care N.C. Hospitals (62), 1985, By Ownership Type

Bed Location
Complement City County
A. Investor-Owned Hospitals (8) i
1. Central Carolina Hospital 142 Sanford Lee
2. Davis Community Hospital 149 Statesville Iredell
3. Frye Regional Medical Center 260 Hickory Catawba
4. Heritage Hospital 127 Tarboro Edgecombe
5. Highsmith-Rainey Memorial Hospital 150 Fayetteville Cumberland
6. Humana Hospital Greensboro 103 Greensboro Guilford
7. Medical Park Hospital? 136 Winston-Salem Forsyth
8. Raleigh Community Hospital 140 Raleigh Wake
B. Hospitals Managed by Investor-Owned Corporations (4)
9. Johnston Memorial Hospital 180 Smithfield Johnston
10. Lowrance Hospital3 121 Mooresville Iredell
11. Morehead Memorial Hospital 133 Eden Rockingham
12. Rutherford Hospital 165 Rutherfordton Rutherford
C. Hospitals Owned and Managed by Private Not-For-Profit Corporations (27)
13. Alamance County Hospital 147 . Burlington Alamance
14. Annie Penn Memorial Hospital 152 Reidsville Rockingham.
15. Caldwell Memorial Hospital 128 Lenoir Caldwell
16. Cape Fear Memorial Hospital 137 Wilmington New Hanover
17. Community General Hospital 129 Thomasville Davidson
18. Gaston Memorial Hospital 340 Gastonia Gaston
19. Grace Hospital 161 Morganton Burke
20. High Point Regionél Hospital 318 High Point Guilford
21. Lenoir Memorial Hospital 247 Kinston Lenoir
22. Maria Parham Hospital 100 Hendersonville Vance
23. Memorial Hospital of Alamance 139 Burlington Alamance
24. Memorial Mission Medical Center 392 Asheville Buncombe
25. Mercy Hospital 371 Charlotte Mecklenburg
26. Moore Regional Hospital 302 Pinehurst Moore
27. Park Ridge Hospital 103 Fletcher Henderson
28. Randolph Hospital 145 Asheboro Randolph
29. Rex Hospital 394 Raleigh Wake
30. Roanoke-Chowan Hospital 106 Ahoskie Hertford
31. Rowan Memorial Hospital 315 Salisbury Rowan
32. Scotland Memorial Hospital 125 Laurinburg Scotland
33, Southeastern General Hospital 299 Lumberton Robeson
—continued
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Table 4.5: Medium-Sized (100 or More Beds But Less Than 400 Beds) General Acute
Care N.C. Hospitals (62), 1985, By Ownership Type, continued

Bed Location

Complement City County
34. St. Joseph’s Hospital 283 Asheville Buncombe
35. Stanly Memorial Hospital 130 Albemarle Stanley
36. Transylvania Community Hospital 104 Brevard Transylvania
37. Union Memorial Hospital 160 Monroe Union
38. Valdese General Hospital 134 Valdese Burke
39. Wesley Long Community Hospital 341 Greensboro Guilford

D. Public Hospitals: Owned and Managed by State or Local Governmental Bodies (23)

40.
41.
42.
43.
44.
45.
46.
47,
48.
49.
50.
51
52.
53.
54.
55.
56.
57.
58.
59.
60.
61.
62.

Albemarle Hospital

Beaufort County Hospital

Betsy Johnson Memorial Hospital
Carteret General Hospital
Catawba Memorial Hospital
Cleveland Memorial Hospital
Columbus County Hospital
Craven County Hospital 4

Halifax Memorial Hospital
Haywood County Hospital

Iredell Memorial Hospital

Kings Mountain Hospital

Lincoln County Hospital

Margaret R. Pardee Memorial Hospital
Nash General Hospital

Northern Hospital of Surry County
Onslow Memorial Hospital
Sampson County Memorial Hospital
University Memorial Hospital
Watauga County Hospital

Wayne Memorial Hospital

Wilkes General Hospital

Wilson Memorial Hospital

205
151
117
117
260
300
166
238
190
200
182
102
110
233
282
108
150
146
130
141
333
133
277

Elizabeth City
Washington
Dunn
Morehead City
Hickory

Shelby
Whiteville

New Bern
Roanoke-Rapids
Clyde
Statesville
Kings Mountain
Lincolnton
Hendersonville
Rocky Mount
Mount Airy
Jacksonville
Clinton
Charlotte
Boone
Goldsboro
North Wilkesboro
Wilson

Pasquotank
Beaufort
Harnett
Carteret
Catawba
Cleveland
Columbus
Craven
Halifax
Haywood
Iredell
Cleveland
Lincoln
Henderson
Nash
Surry
Onslow
Sampson
Mecklenburg
Watauga
Wayne
Wilkes
Wilson

! Humana Hospital was purchased by Moses Cone Memorial Hospital, a private, not-for-profit hospital, in 1988.

2 Medical Park Hospital was purchased by Carolina Medicorp in 1986 and is now a private, not-for-profit hospital. Medical
Park Hospital has been managed by Hospital Corporation of America since 1984.

3 Lowrance Hospital was renamed Lake Norman Regional Medical Center in 1987 and was purchased by Health Management
Associates in 1986.

% Craven County Hospital was renamed Craven Regional Medical Center in 1988.

—Based on the State Center for Health Statistics’ Health Facilities Data Book, 1985, and original research by the N.C. Center
for Public Policy Research.
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Table 4.6: Large (More Than 400 Beds) General Acute Care N.C. Hospitals (13), 1985,

By Ownership Type
. Bed Location
Complement City County
A. Hospitals Managed by Investor-Owned Corporations (1)
1. Cape Fear Valley Medical Center * 492 Fayetteville Cumberland
B. Hospitals Owned and Managed by Private, Not-For-Profit Corporations (5)
2. Duke University Hospital ‘ 959 Durham Durham
3. Forsyth Memorial Hospital 695 Winston-Salem Forsyth
4. Moses H. Cone Memorial Hospital 468 Greensboro Guilford
5. North Carolina Baptist Hospital 642 Winston-Salem Forsyth
6. Presbyterian Hospital 524 Charlotte Mecklenburg

C. Public Hospitals: Owned and Managed by State or Local Governmental Bodies (7)

7. Cabarrus Memorial Hospital 457
8. Charlotte Memorial Hospital 777
and Medical Center

9. Durham County General Hospital 481
10. New Hanover Memorial Hospital 420
11. North Carolina Memorial Hospital 576
12. Pitt County Memorial Hospital 560
13. Wake Medical Center 513

Concord Cabarrus
Charlotte Mecklenburg
Durham Durham
Wilmington New Hanover
Chapel Hill Orange
Greenville Pitt

Raleigh Wake

* Cape Fear Valley Medical Center’s management contract with National Medical Enterprises ended in September of 1985.
It is currently managed by SunHealth Enterprises, Inc., a subsidiary of SunHealth Corporation, which is an alliance of not-for-

profit hospitals.

— Based on the State Center for Health Statistics’ Health Facilities Data Book, 1985, and original research by the N.C.

Center for Public Policy Research.

Findings

TABLES 4.8 and 4.11 summarize the Center’s findings
on the range of services at medium-sized and small
for-profit and not-for-profit hospitals in North Caro-
lina. The findings for medium-sized hospitals (Table
4.8) are presented first because that category had the
largest number of hospitals. The first three columns of
these tables pertain to hospitals involved with inves-
tor-owned corporations and the percentage of hospi-
tals in these categories that have the 22 services se-
lected for this analysis. The first column shows the
percentage of hospitals owned by investor-owned
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corporations that offer each service; the second col-
umn shows the percentages of hospitals managed
(and leased in the small category only) by investor-
owned corporations that offer each service; the third
column lists the percentages for the for-profit-owned
and -managed groups combined.

The percentages in the next three columns of
these tables pertain to the service offerings at not-for-
profit hospitals. The fourth column is for hospitals
owned and operated by private not-for-profit corpora-
tions; the fifth column is for all public hospitals; the
sixth column is for these two groups, or all not-for-
profit hospitals combined. The last column (7) in
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Table 4.8 lists the percentage of hospitals with a serv-
ice for all of the medium-sized hospitals in North
Carolina; in Table 4.11, the seventh column lists the
average for all small hospitals combined. This column
indicates the presence of each service for all hospitals
of a certain size, without hospitals being separated by
ownership type, which is also helpful for comparison
purposes. The actual number of hospitals in each
column is noted in parentheses under hospital type
(N =#). ' '

Before comparing the findings on the range of
services at hospitals of different ownership types, it is
helpful to make some general observations about some
of the service offerings at all of the hospitals in this
study, including the large N.C. hospitals. Similar to
the Institute of Medicine’s conclusions in For-Profit
Enterprise in Health Care (see page 121 above), the
N.C. Center found that there are a few services which
it is possible to characterize as standard at all N.C.
general acute care hospitals. Not surprisingly, all hos-
pitals—regardless of size, ownership, or management
type—offered general medicine and had a full- or
part-time pharmacy. General surgery probably also
can be labeled as standard, since 100% of all large and
medium-sized hospitals, and 98% of the small hospi-
tals indicated they offered this service. Only one
private not-for-profit hospital-—Highlands-Cashiers
in Macon County—did not offer general surgery.
Emergency room services were similarly universal at
general hospitals. Only one investor-owned hospital,
Medical Park, did not list emergency room service.
(Medical Park is now a private not-for-profit hospital.)
Since 99.2% of all hospitals did list it, emergency
room service was considered a standard service in this
analysis.

Table 4.7: Standard Services (7) at
Medium-Sized N.C. Hospitals

Percentage of all
medium-sized
hospitals with service

1. general medicine 100 %
2. general surgery 100

3. pharmacy 100

4. physical therapy 100

5. outpatient surgery 100

6. urology 98.4
7. emergency room 984

Hospital size is apparently an important factor in
the provision of some services. Comparing column
seven in Tables 4.8 and 4.11 clearly illustrates the
importance of hospital size in the range.of services a
hospital can offer.

Because all of the medium-sized hospitals offered
physical therapy compared to 88% of the small hospi-
tals in North Carolina, it can be considered a standard
service in the medium-sized category, but perhaps not
in small hospitals. Outpatient surgery was also offered
at all medium-sized hospitals, but not in all small
hospitals. And because 61 of the 62 medium-sized
hospitals offered urology (98.4%), it can be consid-
ered a standard service at those hospitals as well (see
Table 4.7).

The presence of a neonatal intensive care unit
(ICU) seemed to depend upon hospital size more than
any other service. None of the 50 small hospitals had
such a unit, and only a handful of medium-sized hos-
pitals did—four of the 62 hospitals (one investor-
owned and three private not-for-profits) for an average
of 6.5% of all medium-sized hospitals. On the other
hand, 10 of the 13 large hospitals, or 76.9%, had a
neonatal ICU. In the past, the presence of a neonatal
intensive care unit in some N.C. hospitals was depend-
ent upon which hospitals were eligible for reimburse-
ment funds from the state for indigent babies who
needed such care. According to Dr. Richard Nugent,
medical consultant to the Maternal and Child Care
Section in the Division of Health Services in the N.C.
Department of Human Resources, since this fund has
been cut, the formal reason for which hospitals have
units no longer exists. The presence of neonatal ICU
in some N.C. hospitals, however, still reflects this pol-
icy.

Size was apparently a major factor in the provi-
sion of seven other services at N.C. hospitals as well.
In each case, more medium-sized hospitals offered
the service. Medium-sized hospitals were at least
30% more likely to offer cardiac ICU, cardiology,
medical/surgical ICU, neurosurgery, pediatrics, psy-
chiatry, and thoracic surgery than small hospitals. The
percentage of large hospitals offering these services
was even higher—100% offered medical/surgical
ICU, neurosurgery, pediatrics, psychiatry, and tho-
racic surgery, while 92.3% of the large hospitals of-
fered cardiac ICU and 76.9% offered cardiology. As
James Bernstein, chief of the Health Resources Devel-
opment Section in the Division of Facility Services
explains, “This is because larger hospitals can more
easily afford both the physicians and the technology
necessary to offer specialized services.”

1. Comparisons of the Range of Services at
Medium-Sized Hospitals. Tables 4.7 and 4.8 show
the Center’s findings for medium-sized North Caro-
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Table 4.8: Percentage of Hospitals With Certain Services at North Carolina’s Medium-
Sized, Non-Federal, General Acute Care Hospitals, 1985

Hospital Type
1 2) 3) )] (%) © )
Owned by .
Investor Investor- || Private All All
Owned [Managed | Owned Not- Not- Medium-
I1-0) by I-O and For- For- Sized
Corp. Corp. |-Managed|| Profit Public Profit Hospitals
(N=8) (N=4) (N=12) (N=27) (N=23) (N:SO) (N=62)
Percentage of Hospitals With Service
Inpatient Services
1. Cardiac Intensive Care 37.5% 0 % 25.0% 48.1% 60.9% 54.0% 48.4%
Unit .
2. Cardiology! 62.5 250 50.0 59.3 478 540 532
3. Eye, Ear, Nose & Throat 75.0 75.0 75.0 96.3 95.7 96.0 919
4. General Medicine 100.0 100.0 100.0 100.0 100.0 100.0 100.0
5. General Surgery 100.0 100.0 100.0 100.0 100.0 100.0 100.0
6. Gynecology 75.0 100.0 833 100.0 95.7 98.0 95.2
7. Medical/Surgical 100.0 100.0 100.0 92.6 87.0 90.0 919
~ Intensive Care Unit
8. Neonatal Intensive 12.5 0 8.3 11.1 0 6.0 6.5
Care Unit
9. Neurosurgery 50.0* 0 33.3* 48.1* 17.4% 34.0* 33.9%
10. Newborn Nursery 50.0 100.0 66.7 92.6 100.0 96.0 90.3
11. Obstetrics? 50.0 100.0 66.7 92.6 100.0 96.0 90.3
12. Orthopedics 75.0 100.0 833 100.0 100.0* 100.0* 96.8*
13. Pediatrics 75.0* 100.0* 83.3* 96.3* 100.0* 98.0* 95.2*
14, Pharmacy (full- or 100.0 100.0 100.0 100.0 100.0 100.0 100.0
part-time)?
15. ‘Physical Therapy 100.0 100.0 100.0 100.0 100.0 100.0 100.0
16. Psychiatry 75.0* 75.0*% 75.0* 63.0* 65.2* 64.0* 66.1*
17. Thoracic Surgery 50.0* 25.0% 41.7% 44 4% 34.8* 40.0* 40.3*
18. Urology 87.5% 100.0 91.7* 100.0 100.0* 100.0* 98.4*
Outpatient Services
19. Emergency Room 875 100.0 91.7 100.0 100.0 100.0 984
20. Outpatient Clinic 75.0 75.0 75.0 444 43.5 440 50.0
21. Outpatient Surgery 100.0 100.0 100.0 100.0 100.0 100.0 100.0
22. Psychiatric Outpatient® 0 50.0 16.7 18.5 174 18.0 17.7

* There was an active staff person with this specialty at the hospital, and thus the service was considered to have been
offered, although there were no beds in the unit or no utilization statistics listed for at least one hospital in this category.

! This service was considered to have been offered based solely on the presence of an active staff person with that specialty.

2 A few hospitals had less than five births listed and no obstetrical unit or nursery beds, so the service was assumed to be
offered only in emergency situations, and not considered offered for purposes of this analysis.

3 Though the service was contracted out, it was considered offered by the hospital.

Source: State Center for Health Statistics, Health Facilities Data Book, 1985
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lina hospitals—hospitals with bed com-
plements of 100 or more beds but less
than 400 beds. Of the 62 hospitals in this
size category, eight were investor-
owned, four were managed by investor-
owned corporations, 27 were private
not-for-profit, and 23 were public.

Table 4.7 shows that @/l medium-
sized hospitals, regardless of ownership
type, offered the standard services of
general medicine, general surgery, phar-
macy (full- or part-time), physical ther-
apy, and outpatient surgery. As noted
above, two other services—urology and
emergency room services—were each
offered by all but one of the medium-
sized hospitals, bringing the total of stan-
dard services up to seven for this size
category. These services are also listed
in Table 4.8. The comparisons that fol-
low, therefore, will only discuss the
remaining 15 of the 22 service categories
where differences in service offerings
between hospital types were found. The
Center first compared investor-owned
and -managed hospitals as a group with
all not-for-profits, both public and pri-
vate (columns 3 vs. 6 in Table 4.8). The
two groups of hospitals affiliated with
investor-owned corporations were analyzed together
because, as Biggs and others explained in their study,
hospitals managed by investor-owned corporations
have an incentive to cut costs similar to that of
investor-owned hospitals which may affect service
offerings.” Therefore, the comparisons that follow
sometimes use the term “for-profit” to characterize
both investor-owned and -managed hospitals as a
group.

a. Medium-Sized Investor-Owned and -Man-
aged vs. All Not-for-Profit Hospitals. Ten services
were offered more frequently by medium-sized not-
for-profits, public and private, than by investor-owned
and -managed hospitals. The largest percentage differ-
ence was found in obstetrics and newborn nursery.
Ninety-six percent of medium-sized not-for-profits,
but only 66.7% of investor-owned and -managed hos-
pitals, offered these two services. Cardiac ICU offer-
ings also differed; 54% of the not-for-profits versus
25% of investor-owned and -managed had such a unit.
Eye, ear, nose and throat* (EEN&T) services were
offered by 96% of the not-for-profits versus 75% of
the investor-owned and -managed hospitals. Orthope-
dics was offered by all of the not-for-profit hospitals
compared to 83.3% of the for-profit hospitals. Gyne-
cology and pediatrics were both offered by 98% of the

not-for-profits and 83.3% of the for-profit hospitals.
The percentage differences between hospital types
were smallest for cardiology, psychiatric outpatient
services, and neurosurgery.

In five categories, investor-owned and -managed
hospitals offered the service more often than all not-
for-profit medium-sized hospitals. The largest differ-
ence was in outpatient clinic services; 75% of for-
profits compared to 44% of not-for-profits offered the
service. Psychiatry was offered by 75% of for-profits
versus 64% of not-for-profits. Medical/surgical ICU
was offered by all of the for-profits, while 90% of not-
for-profits had a unit. Very small differences were
found for neonatal ICU and thoracic surgery. Table
4.9 summarizes these findings.

b. Medium-Sized Investor-owned and -Managed
vs. Private Not-for-Profit Hospitals. Comparisons
on the for-profit hospitals as a group versus privately

* According to Alice Hammond, assistant administrator for
public affairs and planning at Randolph Hospital in Asheboro,
EEN&T is an out-of-date specialty. Eye (ophthalmology) and
ear, nose, and throat (otolaryngology) are currently recog-
nized as two distinct specialties. However, because the 1985
Health Facilities Data Book—the data source for this chap-
ter—lists them together, the Center used the classification
EEN&T.
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owned, not-for-profit hospitals in North Carolina
(columns 3 vs. 4 in Table 4.8) produced similar results
to the comparison of all not-for-profits except for two
services. In addition to the 10 services offered more
frequently by all not-for-profits than by for-profit
hospitals, private not-for-profits also offered neonatal
ICU and thoracic surgery more frequently than inves-
tor-owned and -managed hospitals. The differences
for these two services, however, were small.

Table 4.9: Comparisons of Services Offered
More Frequently by Medium-Sized
For-Profit and Not-For-Profit
N.C. Hospitals in 15 Non-Standard
Services’
(Ranked in order of greatest
percentage difference)

A. Services offered more frequently by
all Medium-Sized Not-For-Profit
Hospitals (10)

1. obstetrics

. newborn nursery

. cardiac ICU

. eye, ear, nose, and throat (EEN&T)

. orthopedics

. gynecology

. pediatrics

. cardiology*

O 0 3 N L hwN

. psychiatric outpatient*

—
o

. neurosurgery*

B. Services offered more frequently by
all Medium-Sized For-Profit
Hospitals (5)

1. outpatient clinic

2. psychiatry

3. medical/surgical ICU*
4. neonatal ICU*

5. thoracic surgery*

t Non-standard services are those not offered by all
medium-sized hospitals.

* Percentage difference between hospital types was
10% or less.
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Accordingly, there were only three services of-
fered more frequently by for-profit hospitals than by
private not-for-profit hospitals. There were five—in-
cluding neonatal ICU and thoracic surgery—when
for-profits were compared with all not-for-profits.

c. Medium-Sized Investor-Owned and Managed
vs. Public Hospitals. Comparing investor-owned and
-managed hospitals with only public hospitals shows
that the number of services offered more frequently by
not-for-profit hospitals dropped from 10 to eight. (See
columns 3 vs. 5 in Table 4.8.) Unlike the comparison
between for-profit and private not-for-profits—where
only three services were offered more frequently by
for-profit hospitals—here, investor-owned and -man-
aged hospitals offered seven services more frequently
than public hospitals. These seven services were
cardiology, medical/surgical ICU, neonatal ICU,
neurosurgery, outpatient clinic, psychiatry, and tho-
racic surgery.

Because private not-for-profit and public hospi-
tals each offered a broader range of services than for-
profit hospitals, however, it follows that medium-
sized not-for-profit hospitals as a group had a broader
range of services than investor-owned and -managed
hospitals of comparable size. Beyond the variations
between private not-for-profit and public hospitals
discussed above, there were eight services which each
of these groups offered more frequently than for-profit
hospitals: obstetrics, newborn nursery, cardiac ICU,
EEN&T, orthopedics, gynecology, pediatrics, and
psychiatric outpatient services.

It is also helpful to take a closer look at service
offerings for each of the two groups of for-profit hos-
pitals—those owned by an investor-owned corpora-
tion versus those managed by an investor-owned cor-
poration (but owned by a private not-for-profit corpo-
ration or a governmental body). Comparing these

two groups (columns 1 vs. 2 in Table 4.8) reveals that

where the largest percentage differences were found

Table 4.10: Standard Services (4) at
Small N.C. Hospitals

Percentage of all small
hospitals with service

1. general medicine 100 %
2. pharmacy 100
3. emergency room 100
4. general surgery 98
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between all for-profits and not-for-profits—obstetrics
and newborn nursery—investor-owned hospitals were

less likely than investor-managed hospitals to have
these services.

2. Comparisons of the Range of Services at Small
N.C. Hospitals. Table 4.11 shows how the different
types of small hospitals, where bed size is less than
100, compared on the 22 services offerings. The for-
profit hospitals in this size category include investor-
owned and -managed hospitals, as well as the one
hospital leased by an investor-owned corporation in
1985. Column 7 in Table 4.11 shows that all small
hospitals offered general medicine, pharmacy, and
emergency room services, and all but one small hospi-
tal offered general surgery; these four services, there-
fore, were considered standard at small hospitals in
North Carolina. Table 4.10 lists these standard serv-
ices. Table 4.11 also shows that none of the small hos-
pitals had neonatal ICU. The following comparisons,
therefore, discuss the remaining 17 of the 22 service
categories.

a. Small Investor-Owned, -Managed and
—Leased vs. All Not-for-Profit Hospitals. Comparing
columns 3 and 6in Table 4.11, itis evident that in three
service categories, the percentage of offerings by for-
profit hospitals and all not-for-profits were exactly the
same. Eighty percent of all investor-owned, -man-
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aged, and -leased hospitals and of all not-for-profits
offered urology, 60% of both groups offered pediat-
rics, and 10% of both for-profits and not-for-profits
offered cardiology.
Further comparisons of for-profit and not-for-
profit hospitals reveal that small for-profit hospitals
offered more services percentage-wise than small not-
for-profit hospitals. This is the opposite finding from
what occurred when comparing medium-sized hospi-
tals. In the small hospital category, investor-owned,
-managed, and leased hospitals offered 11 of the 17
non-standard services more frequently than all not-
for-profit hospitals. The percentage difference was
largest in outpatient clinics—60% of for-profits ver-
sus 25% of the public and private not-for-profits had
such a clinic. This finding is similar to that for me-
dium-sized hospitals and may reflect an ability or
desire on the part of for-profit hospitals in North
Carolina to keep up with the recent trend toward
outpatient services in health care. (See Chapter 1 for
more on recent trends in the hospital industry.) The
percentage differences were smaller for thoracic sur-
gery, outpatient surgery, and cardiac ICU; twenty
percent of for-profits versus 5% of the not-for-profits
offered thoracic surgery, while 100% of for-profits
offered outpatient surgery compared to 85% of not-
for-profits, and 20% of for-profits—compared to 7.5%
of not-for-profits—offered cardiac ICU. More for-
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Table 4.11: Percentage of Hospitals With Certain Services at North Carolina’s Small,

Non-Federal, General Acute Care Hospitals, 1985

Hospital Type
1) (2) (3) ) (5) (6) Q)
Owned by |Managed | Investor-
Investor and Owned, || Private All
Owned Leased [-Managed,|| Not- Not-
(1-0) by I-O and For- For- All Small
Corp. Corp. -Leased Profit Public Profit Hospitals
(N=2) (N=8) (N=10) || (N=20) | (N=20) | (N=40) (N=50)
Percentage of Hospitals With Service
Inpatient Services
1. Cardiac Intensive Care 0. % 25.0% 20.0% 5.0% 10.0% 7.5% 10.0%
Unit
2. Cardiology! 50.0 0 10.0 15.0 5.0 10.0 10.0
3. Eye, Ear, Nose & Throat 50.0* 62.5 60.0* 60.0 65.0 62.5 62.0*
4. General Medicine 100.0 100.0 100.0 100.0 100.0 100.0 100.0
5. General Surgery 100.0 100.0 100.0 95.0 100.0* 97.5* 98.0*
6. Gynecology 50.0* 75.0* 70.0* 80.0 85.0* 82.5* 80.0*
7. Medical/Surgical 50.0 50.0 50.0 50.0 60.0 55.0 54.0
Intensive Care Unit
8. Neonatal Intensive 0 0 0 0 0 0 0
Care Unit
9. Neurosurgery 50.0* 0 10.0* 5.0* 0 2.5% 4.0*
10. Newborn Nursery 0 100.0 80.0 80.0 70.0 75.0 76.0
11. Obstetrics? 0 100.0 80.0 75.0 65.0 70.0 72.0
12. Orthopedics 50.0* 87.5 80.0* 80.0* 65.0 72.5* 74.0*
13. Pediatrics 100.0 50.0* 60.0* 70.0* 50.0* 60.0* 60.0*
14, Pharmacy (full- or 100.0 100.0 100.0 100.0 100.0 100.0 100.0
part-time)?
15. Physical Therapy 50.0 100.0 90.0 85.0 90.0 87.5 88.0
16. Psychiatry 50.0* 37.5% 40.0* 40.0* 20.0* 30.0* 32.0*
17. Thoracic Surgery 50.0* 0 20.0* 10.0* 0 5.0* 6.0*
18. Urology 50.0* 87.5* 80.0* 75.0 85.0* 80.0* 80.0*
Outpatient Services
19. Emergency Room 100.0 100.0 100.0 100.0 100.0 100.0 100.0
20. Outpatient Clinic 0 75.0 60.0 20.0 30.0 25.0 320
21. Outpatient Surgery 100.0 100.0 100.0 75.0 95.0 85.0 88.0
22. Psychiatric Outpatient® 0 250 20.0 10.0 10.0 10.0 12.0

* There was an active staff person with this specialty at the hospital, and thus the service was considered to have been
offered, although there were no beds in the unit or no utilization statistics listed for at least one hospital in this category.

' This service was considered to have been offered based solely on the presence of an active staff person with that specialty.

2 A few hospitals had less than five births listed and no obstetrical unit or nursery beds, so the service was assumed to be
offered only in emergency situations, and not considered offered for purposes of this analysis.

3 Though the service was contracted out, it was considered offered by the hospital.

Source: State Center for Health Statistics, Health Facilities Data Book, 1985
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profit hospitals than not-for-profits also offered neuro-
surgery, newborn nursery, obstetrics, orthopedics,
physical therapy, psychiatry, and psychiatric outpa-
tient services. The percentage differences between the
two groups, however, were only 10% or less for each
of these seven services.

Private not-for-profit and public hospitals as a
group offered only three services—gynecology, medi-

Table 4.12: Comparisons of Services Offered
More Frequently by Small For-Profit
and Not-For-Profit N.C. Hospitals in
18 Non-Standard Services'

(Ranked in order of greatest
percentage difference)

A. Services offered more frequently by
‘all Small For-Profit Hospitals (11)

1. outpatient clinic

. thoracic surgery

. outpatient surgery

. cardiac ICU

. obstetrics*

. psychiatric outpatient*

. psychiatry*

. neurosurgery*

. orthopedics*

. newborn nursery*

. physical therapy*

O 00 N AW

ke
—- O

B. Services offered more frequently by
all Small Not-For-Profit Hospitals (3)
1. gynecology
2. medical/surgical ICU*
3. eye, ear, nose, and throat (EEN&T)*

C. Services offered by same percentage
of Small For-Profit and Not-for-Profit
Hospitals (4)

1. urology (80%)

2. pediatrics (60%)
3. cardiology (10%)
4. neonatal ICU (0%)

t Non-standard services are those not offered by all
small hospitals.

* Percentage difference between hospital types was
10% or less.

cal/surgical ICU, and EEN&T—more frequently than
the investor-owned, -managed or -leased hospitals in
the small category, and the percentage differences
were small. Table 4.12 summarizes the differences
between investor-owned, -managed and -leased and
all not-for-profit hospitals in service offerings.

b. Small Investor-Owned, -Managed, and
—Leased vs. Private Not-for-Profit Hospitals. Com-
paring columns 3 and 4 in Table 4.11 shows that
besides the set of four standard services of general
medicine, pharmacy, emergency room, and general
surgery at small hospitals, for-profit hospitals and pri-
vate not-for-profits offered five additional services
with the same frequency: EEN&T (60%), medical/
surgical ICU (50%), newborn nursery (80%), orthope-
dics (80%), and psychiatry (40%). And, as noted
above, no small hospital offered neonatal ICU serv-
ices.

Hospitals owned, managed, and leased by inves-
tor-owned corporations offered nine services—car-
diac ICU, neurosurgery, obstetrics, physical therapy,
thoracic surgery, urology, outpatient clinic, outpatient
surgery, and psychiatric outpatient services—more
frequently than private not-for-profits. The biggest
differences were in outpatient clinics and outpatient
surgery. Sixty percent of the for-profit hospitals of-
fered outpatient clinics, but only 20% of private not-
for-profits did, while all of the for-profits (compared
to 75% of private not-for-profit hospitals) offered out-
patient surgery. Cardiac ICU was offered at 20% of
the investor-owned, -managed, and -leased hospitals,
compared to only 5% of the private not-for-profits.
For the remaining six categories—neurosurgery, ob-
stetrics, physical therapy, thoracic surgery, urology,
and psychiatric outpatient services—the differences
between for-profits and private not-for-profits in fre-
quency of offerings were small.

In only three categories—cardiology, gynecol-
ogy, and pediatrics—did private not-for-profits offer
services more frequently than investor-owned, -man-
aged, and -leased hospitals, and these differences were
small.

¢. Small Investor-Owned, —-Managed and
—Leased vs. Public Hospitals. In addition to the four
standard service categories at small N.C. hospitals
noted above in Table 4.10, the same percentage of for-
profit hospitals and public not-for-profit hospitals of-
fered physical therapy (90%). (Compare columns 3
vs. 5 in Table 4.11.) No small hospital had neonatal
ICU. Investor-owned, -managed, and -leased hospi-
tals offered 12 services more frequently than public
hospitals. Again, the largest difference was for outpa-
tient clinics, which were present in 60% of the inves-
tor-owned, -managed, and -leased hospitals, but in
only 30% of the public hospitals. Frequency of psy-
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chiatry and thoracic surgery offerings also differed—
40% of for-profit hospitals versus 20% of public hos-
pitals offered psychiatry, while 20% of the for-profits
but none of the public hospitals offered thoracic sur-
gery. Obstetrics and orthopedics were both offered by
80% of the investor-owned, -managed, and -leased
hospitals compared to 65% of the public hospitals.
For-profit hospitals also offered cardiac ICU, neuro-
surgery, newborn nursery, pediatrics, psychiatric out-
patient services, cardiology, and outpatient surgery
more frequently than public hospitals, but the differ-
ences were small. Seven of these 12 services were also
offered more frequently by for-profits when they were
compared to private not-for-profit hospitals (compar-
ing columns 3 vs. 4 in Table 4.11) above: cardiac ICU,
neurosurgery, obstetrics, outpatient clinic, outpatient
surgery, physical therapy, and psychiatric outpatient
services.

On the other hand, small public hospitals offered
four services—EEN&T, gynecology, medical/surgi-
cal ICU, and urology—more frequently than small
for-profit hospitals (comparing columns 3 vs. 5). Like
the comparisons with private not-for-profit hospitals,
however, no large differences were found.

In summary, then, small for-profit hospitals over-
all had a broader range of services than comparable
private not-for-profit and public hospitals. This is the
opposite conclusion drawn from the N.C. Center’s
research on medium-sized hospitals. However, it
should be noted that more for-profit hospitals are of
medium size. And although obstetrics and newborn
nursery were offered more frequently by for-profits in
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small hospitals, comparing investor-owned versus
-managed and -leased (columns 1 vs. 2) reveals a
finding similar to that in medium-sized hospitals.
Investor-owned hospitals were less likely to offer
obstetrics and newborn nursery than investor-man-
aged hospitals. In fact, neither of the two small inves-
tor-owned hospitals offered these services, while each
of the investor-managed and -leased hospitals did.

Conclusions

BASED ON ITS RESEARCH, the N.C. Center for Pub-
lic Policy Research is able to make some general ob-
servations about the tendency of different North Caro-
lina hospitals to offer particular services. The Center
also gathered evidence about whether for-profit hospi-
tals of medium or small size “skim the cream” by
offering only the more profitable services. Some of
the Center’s findings were consistent with the conclu-
sions ‘of other studies and raise important points re-
garding access to services at N.C. hospitals.

1. First, like the Institute of Medicine study,
the Center did find a set of standard services at
N.C. hospitals regardless of size or ownership
status. Not surprisingly, the N.C. Center found that
all general acute care hospitals offered general medi-
cine and pharmacy. General surgery and emergency
room services were each offered at 124 of the 125
hospitals in the data set, and therefore could also be
considered standard services.

2. Some service offerings seemed to depend on
hospital size more than ownership type or manage-
ment status. The most notable example in North Car-
olina was neonatal intensive care unit (ICU), which
was offered at 10 of the 13 large hospitals (77%), but at
only four of the 62 medium-sized hospitals {(6.5%),
and at none of the 50 small hospitals. Other examples
of services where hospital size seemed to be a factor
include physical therapy, outpatient surgery, and urol-
ogy.
Unlike the Institute of Medicine report, physical
therapy was not standard at N.C.’s small hospitals,
because six of the 50 hospitals with less than 100 beds
did not offer it. All medium-sized hospitals, however,
did offer physical therapy. The same was true for
outpatient surgery; all medium-sized hospitals of-
fered it, but six small hospitals did not. Urology was
also considered a standard service at medium-sized
hospitals because all but one of the 62 hospitals in this
category offered it. Medium-sized hospitals, there-
fore, had seven standard services, compared to only
four at small hospitals.

3. As noted in the beginning of this chapter, the
range of services at hospitals is often examined to see
if for-profit hospitals skim the cream by offering only
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the more profitable services and treating only patients
who have insurance or are otherwise likely to be able
to pay for services. The Center’s findings on the
tendency of for-profits to offer a narrower range of
services or avoid unprofitable ones were mixed, de-
pending on hospital size.

a. Among medium-sized hospitals—the
grouping which contains the largest number of hos-
pitals in North Carolina—the findings indicate that
not-for-profit hospitals had a broader range of serv-
ices than for-profit hospitals. Both private not-for-
profit and public hospitals as a group offered 10 of the
15 non-standard services more frequently than the for-
profit hospitals. The largest percentage differences
were found for obstetrics and newborn nursery. Of the
two types of for-profit hospitals in this analysis

(owned vs. managed), investor-owned hospitals were
less likely than investor-managed hospitals to offer
these services.

Whether medium-sized for-profit hospitals
skimmed the cream by failing to offer unprofitable
services, however, is problematic. For example, while
most analysts generally agree that emergency room
and obstetrical services are unprofitable for a hospital,
other factors need to be considered. As Alice
Hammond of Randolph Hospital in Asheboro points
out, “The emergency room is the portal of entry for 10-
20% of inpatients. This is one illustration of how the
emergency room is not a revenue loser in every case.”
Doctor George Barrett of Presbyterian Specialty Hos-
pital agrees: “The emergency room feeds profitable
services, which counterbalances the cost negatives to
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a hospital.” Moreover, only one acute care hospital in
the state did not offer emergency room services—
Medical Park in Winston-Salem. (Medical Park Hos-
pital was an investor-owned hospital in 1985, but is
now a private not-for-profit hospital managed by
Hospital Corporation of America.) And because other
large hospitals in the area—Forsyth Memorial and
N.C. Baptist Hospital—have emergency rooms, the
community does have access to those services.

A similar observation can be made concerning the
fact that fewer medium-sized for-profit hospitals of-
fered obstetrical and newborn nursery services. In
Raleigh, for example, although Raleigh Community
Hospital (owned by for-profit Hospital Corporation of
America) does not have these services, Rex Hospital
and Wake Medical Center, also in Raleigh, do offer
them. It can be argued therefore, that the absence of
these services at Raleigh Community Hospital does
not necessarily signal a drawback, because the com-
munity does have access to them. And although it is
usually a revenue-loser on a strict cost and charge
basis, obstetrical care arguably can be a revenue win-
ner in the long run. Barrett says that obstetrics help a
hospital attract entire families as patients: “Parents
bring their babies back, and when those babies grow
up, they will go back to that same hospital.”

b. By contrast, at small hospitals, the Cen-
ter found that for-profit hospitals offered a broader
range of services than not-for-profit hospitals.
Investor-owned, -managed, and -leased hospitals of-
fered 11 of the 17 non-standard services at small
hospitals more frequently than all not-for-profit hospi-
tals. In this case, the largest percentage differences
were found for outpatient clinic services. Investor-
managed hospitals offered this service more fre-
quently than investor-owned hospitals.

Interestingly, small for-profit hospitals offered
obstetrics and newborn nursery care more often than
the not-for-profits, unlike the finding among medium-
sized hospitals. However, neither of the two small
investor-owned hospitals offered these generally un-
profitable services, while each of the eight investor-
managed or -leased hospitals did so. A closer look at
these services, therefore, reveals a finding similar to
that in medium-sized hospitals—investor-managed
hospitals offered a broader range of services than
investor-owned hospitals.

4. In terms of targeting and attracting the
best paying patients, additional research by the
Center (see the sidebar on page 122) indicates that
investor-owned corporations tend to purchase,
build, or manage hospitals in wealthier and urban
areas. As a result, for-profits probably are making
cross-subsidization of costly services at not-for-profit
hospitals more difficult.
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However, competition for paying patients among
all hospitals is not just a result of investor-owned
corporations getting involved in health care. Nor is the
difficulty in cross-subsidization—financing more ex-
pensive services with higher prices on less costly serv-
ices and financing indigent care with higher charges to
paying patients—solely the result of increased compe-
tition. Alternative delivery systems, declining admis-
sions and rates of occupancy, and the rapid rise in
health care costs are other important players in this
game. (See Chapter 1 for more on the difficulties
facing all N.C. hospitals.)

5. While the Center’s comparisons of the range
of services between for-profit and not-for-profit me-
dium-sized hospitals differed from a similar compari-
son among small hospitals, there were a few consistent
differences which showed up on the scoreboard, re-
gardless of hospital size. In both small and medium-
sized hospitals, for-profits offered outpatient clin-
ics, psychiatry, and thoracic surgery more fre-
quently than private and public not-for-profits,
while not-for-profit hospitals offered gynecology
and eye, ear, nose and throat (EEN&T) more
frequently than for-profit hospitals. Again, it is
difficult to evaluate the profitability of various hospi-
tal services. However, as Robert Fitzgerald, assistant
director of the Division of Facility Services in the N.C.
Department of Human Resources points out, “Outpa-
tient clinic, psychiatry, and thoracic surgery generally
are profitable hospital services.”

6. Focusing only on outpatient services, the
N.C. Center’s research shows that small investor-
owned, -managed, and -leased hospitals offered



Chapter 4

outpatient clinics, outpatient surgery, and psychi-
atric outpatient services more frequently than did
private not-for-profit and public hospitals. All
medium-sized hospitals offered outpatient surgery,
but only outpatient clinic services were offered
more frequently by investor-owned and -managed
than by not-for-profit hospitals.

The fact that, overall, a higher percentage of for-
profit hospitals offered outpatient services than not-
for-profit hospitals in North Carolina is consistent
with the Biggs’ study’s conclusion with respect to
contract-managed hospitals. Biggs concluded that
hospitals managed by investor-owned corporations
offered a broader range of services in the outpatient

arca than traditionally managed not-for-profit hospi-
tals.?

Recommendations

USING DATA FROM 1985 hospital licensure reports,
this analysis focused on hospital services at one point
in time. As a result, the Center was unable to deter-
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mine if any hospital—whether for-profit or not-for-
profit—had recently reduced or eliminated any serv-
ices due to cost considerations, which is the chief
concern of critics of for-profit hospitals. However, as
the cost of health care is rising, both for-profits and
not-for-profits may be forced to consider such a move
in the future. Today’s expensive, compeltitive health
care market and restrictive government reimburse-
ment policies compel all hospitals—public, private
not-for-profit, and investor-owned alike—to become
more cost-conscious and more marketing-oriented.
This business orientation increases the chance that
some services may be cut to save money.

Itisimportant to note, too, that cost may not be the
only reason a hospital might consider cutting a service.
Alice Hammond points out that physician shortages,
particularly in the obstetrics-gynecology field, are
becoming an increasing problem for many hospitals.
She says “It can’t be done without the doctors. If they
refuse to deliver the babies—and more are refusing all
the time—the hospital can hardly ask the switchboard
operator to do it.”
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Nursing shortages present a similar problem.
Wake Medical Center, for example, was forced to
temporarily close its pediatric intensive care beds late
in 1987 until the number of nurses on the staff was sta-
bilized. Moreover, the need for a hospital service may
decrease over time because the population may not be
large enough to support it. In such an instance, a
hospital’s level of proficiency in providing the service
would be an important consideration. If a service was
cut, it might be a drawback for those people who were
forced to travel longer distances to a larger hospital
which offered it. Butas Dr. Barrett points out: “It may
be inconvenient to travel to have a test done, but it’s
also inconvenient to have that complex test done slop-
pily.” In addition, cutting a service used infrequently
may actually save money for everyone—the hospital
and the community.

The N.C. Center for Public Policy Research
believes that those people affected by changes in a
hospital service need to know if and when any hospi-
tal--not just those regulated by the Municipal Hospi-
tal Act (see sidebar on page 149)—plans to reduce or
terminate a service. A public hearing, for example,
would make citizens aware of the change and assess
the impact on the community. In turn, the hospital
may use the public hearing to seek community support
for its decision to cut the service. In fact, by getting the
word out that it can no longer offer obstetrics-gynecol-
ogy due to a physician shortage, for example, the hos-
pital may advertise its need to a doctor who could help
remedy the situation by assisting with physician re-
cruiting or expanding the hospital’s resources to con-
tinue the service. As John Taft, administrator of Grace
Hospital in Morganton stresses, if a hospital should
decide to eliminate a service, it should have to “dem-
onstrate that it has made a substantial effort to assure
that availability and accessibility to that service will
not be significantly compromised” in the community.
Therefore, the N.C. Center proposes the following rec-
ommendations regarding the range of services at all
hospitals in the state.

1. The N.C. Center recommends that a new
article be added to the Health Care Facilities and
Services Act, Chapter 131E of the N.C. General
Statutes, requiring any hospital—public or private,
not-for-profit or investor-owned—to give notice
and hold a public hearing in any of the following
instances:

a. If the hospital plans to eliminate perma-
nently or indefinitely any health care service (as
listed in the hospital licensure application);

b. If the hospital plans to reduce permanently
the volume of a service to the extent that the hos-
pital plans to deliberately limit its treatment to
fewer patients than used the same service the year
before; or
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c. If a hospital has temporarily eliminated or
reduced a service for more than 30 days. (If the
hospital restores the service prior to the date of the
public hearing, it should proceed with the hearing
and explain the interruption in the service.)

At least 30 days prior to the hearing, the hospital
should give notice by publication in one or more pa-
pers of general circulation in the area served by the
hospital. Specific notice, by certified mail, should be
given at least 15 days prior to the hearing to (1) the
Health Care Facilities Section of the Division of Fa-
cilities Services in the Department of Human Re-
sources, (2) the County Manager, and (3) all County
Commissioners in the main counties served by the
hospital. These requirements are similar to those
governing all public rulemaking hearings under the
N.C. Administrative Procedure Act in G.S. 150B-12.
The Division of Facilities Services should be given the
authority to monitor and enforce compliance with this
proposed statute.

If a hospital’s annual licensure report filed with
the Division of Facility Services indicates that a serv-
ice was cut by the hospital the previous year, and the
hospital had failed to hold a hearing to inform the
public in any of the above instances, the hospital
should be fined. The public then should be notified by
the local news media of the hospital’s violation and
the penalty invoked by the Division of Facility Serv-
ices. County Commissioners should also be made
aware by the Division of a hospital’s failure to inform
them and the public of a change in service availability.

Under this recommendation, the N.C. Center does
not intend to force every hospital in the state to offer
every service. That would not be realistic, for as the
findings in North Carolina illustrate, service offerings
differ not only among hospitals of different owner-
ship type, but among hospitals of different sizes as
well.

As mentioned above, there is already a law on
the books which governs services at some N.C. hospi-
tals. But this law, known as the Municipal Hospital
Act, has three limits. First, it only regulates medical-
surgery, obstetrics, pediatrics, outpatient, and emer-
gency services at public hospitals sold or leased to for-
profit corporations after July 1, 1984. (As of this
writing, only three of North Carolina’s 71 public gen-
eral acute care hospitals have been affected by the
1984 amendments to the act.) It does not regulate those
services at public hospitals sold or leased to nonprofit
corporations.

Second, the act does not specifically address a re-
duction in the level of these five services — only their
termination.

Third, there are no rules governing termination of
the services in the few cases where the statute does
apply. Despite a legislative mandate to develop rules
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in N.C.G.S. 131E-13(a)(l), the Department of Human
Resources has not promulgated rules to govern termi-
nation of services “to guarantee public participation.”
(See sidebar below for more on the Municipal Hospi-
tal Act.) As aresult, the N.C. Center makes the follow-
ing recommendation.

2. The N.C. Center for Public Policy Research
recommends that the Division of Facility Services
in the N.C. Department of Human Resources
promulgate rules governing termination of serv-
ices when a municipality or hospital authority is
selling, leasing, or conveying a hospital to a for-
profit corporation in order to comply with the
legislative mandate under N.C.G.S. 131-13(a)(l). If
the General Assembly enacts recommendation #1
above, that would obviate the need for the Department
to implement this recommendation.

It is clear that hospitals are facing financial and
staffing challenges which may affect the delivery of
some services. The N.C. Center’s recommendations,
therefore, are intended as insurance that the public will
be informed of any such changes in the range of
hospital services as the health care industry continues
to evolve.
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ACT governs the range of services to some extent at

strains. While legislators allowed a municipal .
hospital* to enter a management contract, lease, or
sale agreement with nonproﬂt companies, they in- .

Melissa Jones is a law student at the Umverstty of Vzrgmza
and a former intern at the Center.

THE NORTH CAROLINA M UNICIPAL‘
HOSPITAL ACT’S LIMITED EFFE
HOSPITAL SERVICES

NORTH CAROLINA'S MUNICIPAL HOSPITAL - .sisted that the hospxtal continue to erve the general,
‘ ;_commumty, mcludmg 1nd1gent patlents ‘
hospitals in the state, but the law has its limits. In "~
1983, the General Assembly set out to give public - ,,:_hospltals to for'prof it ﬁrms however sparked a-
hospitals leeway to cope with growing financial =~ \

leglslators voxced concem that mvestor-owned hos-

“Proposals permitting the lease or salefof.fpubhc

committee drafting the: leglslatlon in, 1983 Some |

—contmued :

“*Municipal hospitals ‘are def':ﬁéd as those’ 'owned by countiés;

< authonities'are also regulated in' i the

cities, other local govemments or hospital districts. Hospital
;tute NCGS 131E-5~14.-
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“* " North'Carolina was the first state in thé nation'to
! 'Because of such fears  impose such a moratorium, but the investor-owned
" corporations already in North Carolina expressed
mo .. little concern: An official of Hospital. Corporatlon of
‘ orium on the sale of pub- ' America explamed that municipal hospitals did not
nedﬁcorporatlons for the ., represent “‘a substantial market” for investor-owned
hi firms seeking to expand their holdings in North Car-
( i .- olina. Royce Diener, then Chief Executive Officer of
period . and requu‘ed any- hospxtals ‘that were ~ American Medical International, another for-profit
-;,Jeased to.remain open-to:the. publlc and admnt Medi- hospital corporation, also argued against the morato-
care and Medxcaxd patlems rium, asserting that “a truly comprehensrve, factual

hat Have Been Subject to the 1984 Amendments to North Carolina’s
Municipal Hospltal Act (N C.G.S. 131E- 13 and 14)*

Applicable Only When Public Hospital Sold or Leased to a For- |
Proﬁt Corp. Aftéer 711/84: Range of Services; Indigent Access, and |
Annual Reportmg Requlrements Under §131E-l3(a)

Apphcable to All Public Hospnals Sold or Leased After 7/1/84;
’ Pubhc Notice Requufements Under §131E l3(d) and -14 |

of Most Recent Sale or Lease of Public. Hospltal to I-O
g E ’ or PFNP Corporation

- Owned (0) orLeased (L) by Corporauon P

.- Affiliated with Investor-Owned (I-O) or
Private Not-For-Profit (PFNP) Corporation
. County
Alamance PNFP O s 1986 | yes .| N/A**
Alamance PNFP' | O 1986 “yes 1 Niaw
“ Franklin | TO | O |'1986 | yes | yes
" Richmond | 1O | L | 1987 yes | yes
Moore_sville .. Iredell I-0 el O | . 1986 | yes .| yes

LR The Mumcrpal Hospital‘Act mandates that after July 1, 1984, mumclpalmes and hospnal authonnes must hold public
heanngs before sellmg or leasing hospltals to for-profit or nonprofit corporations. However, the act regulates services only

. at'those: pubhc hospltals purchased or leased by for-profit corporations after that date; it does not regulate ¢ serv1ces at public
hospltals purchased or leased by nonproﬁt corporanons .

o Alamance County Hospltal and Alamance Memorial Hospital are owned by Alamance Health Servu:es a pnvate not
: for proﬁt parent holdmg company, and therefore are sub_]ect only to the pubhc nonce provxsxons in the statute _ ‘

Source: Ongmal research by N. C Center for Pubhc Pohcy Research staff
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: and objectrve study would show the for—proﬁt hos

' pital industry’s “substantial health care and eco-

nomic benefits” for the. state.>; anately, represen:

tatives of the for-profit hospltals told the N.C. Center -

" in 1983 that they thought the legislation violated the
guarantees in the state and federal Constitutions of ..
“equal protection under the laws,” but that they
would not challenge the moratorium in court unless "~
the legislature extended it beyond the six-month

period.

As the executives of investor-owned firms pre- -
dicted, the General Assembly did allow:the morato- ..

rium to expire on June 30, 1984, upon the recommen

" dation of the Legislative ResearchCommission’on" "
Public Health Facilities. However, the legislative ..

study committee also recommended amendments to

the Municipal Hospital Act which were designed to
safeguard the public interest when investor-owned

corporations purchased a public hospnal

The act’'s 1984 amendments -outline extensive- *
~ requirements for public hearings and state govern-
ment consultations surrounding the sale or lease of a -
public hospital to both investor-owned or:private -

nonprofit corporations. They mandate that the mu-

nicipality or hospital authority consider how the
change might affect hospital prices, services, and -

access to care for people who are poor, have handi-
caps, or belong to racial minorities. And in the case

of for-profit corporations only, the hospitals must. .
compile annual reports following a sale or lease -

by the Secretary ‘of the Departmentggof Human Re:
- sources.”).. There: are :no rules: /affecting, the: three

k' ’proﬁt corporatlon“ the Depar
.'(N CGS: 13’1E-13(a)(1 /st

hosprtals currently regulated under this part of the
act, nor any publlc hosprtais sold or leased to for-

showing compliance with these conditions. If afor- * "t

profit hospital fails to abide by-the:law, its ownership ..

reverts to the municipality or hospital authority

which sold or leased it. Just five public hospitals: -
were subject to the .act’s public hearings. require- .
ments when the sale or lease was proposed—Ala-
mance County Hospital, Alamance Memorial Hospi-*

tal, Franklin Memorial Hospital, Hamlet Hosprtal L. .vie

and Lake Norman Regronal Medlcal Center (for- :

merly Lowrance Hospital).

Designed to maintain a consistent level of hospr-

tal services, the 1984 amendments to the Municipal

Hospital Act require that for-profit ‘corporations::
prov1de the same or similar clinical hospital sery-_
ices . . . that the hosprtal provided prior to the lease,

sale, orconveyance” in the following areas: medreal-,i‘::- o

surgery, obstetrics, pediatrics, outpatient and emer-
gency treatment, and emergency services for the
indigent.* According to- the statute, these services:
can be terminated only in one of two ways. One way -
is through an application for a change in services ™
under the state Certificate of Need (CON).Law.}. If:
that law does not apply, services may be tenmnate
after a review guaranteerng pubhc nVolvement as®
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Pubh Hospltals in ,North: Carolina Managed by Private Multi-Hospital Corporations ",
: ' 't_to 1984 Amendments to the N.C. Municipal Hospital Act’s
Pro s10ns on Maintammg Servrces, 1988 (13)* ” '

* Management
Corporation:
‘Investor-Owned
o _ " (@-O)or
City County SunHealth (SH)**
. _ Franklin Macon HCA (1-0)
L ‘.~»=»'s‘~»-»Anson County Hospltal - Wadesboro Anson - s ~SH
Beaufort County Hosprtal Washington Beaufort SH
7 Bertie County Memorial -~ © Windsor Bertie FHI (1-0)
"7 Fayetteville Cumberland ~ SH
~ Edenton Chowan SH
* Andrews Cherokee - " HCA (1-0)
~ Oxford Granville HMP (1-0)
""" Yadkinville Yadkin HCA (1-0)
ie, 10k Johnston Memonai Hosprtal Smithfield Johnston -HCA (I-0)
11 The McDowell Hospltal Marion McDowell DG (1-0)
4712, Martin General Hospltal * Williamston Martin - - SH
13 St Luke sHos 1tal Columbus Polk SH

:  *Table does not include N C pubhc hospitals with only psychiatric units managed by a multi-hospital corporation.
“## “SunHealth Enterpnses Inc.isa ‘subsidiary of SunHealth Corpotation, the holding.company for a parmershrp of not-for-
proﬁt hospltal ba ed in Charlotte

: ) Full Names for the Corporatrons k ' |
YUDG The Delta Group, Inc.©~* HCA .......... Hospital Corporation of Amierica
F Health Investors ~ HMP ... Hospital Management Profcssionals Inc.

. Source: Original research by N.C. Center for Public Policy Research staff.

=>55f"3f“’expla1ned'1 NC. Center for Publrc Policy in 1980. However, the N.C. Center’s first report also

Research’s 1986 report, most of the existing inves-
“ tor-owned hospx s" in the state have always been
. for-profit facilities, because they were built by the
* current for—proﬁt owner or purchased from a group of
-, doctors or other proprietary organization.®, And the
" law does not, as presently written, apply to hosprtals

purchased by corporations. prior to the passage of .

amendments to the Municipal Hospital Act in
1984~——hosp1ta1s suchaas Central Carolina Hospital in
Sanford bought by Amencan Medrcal Imernauonal

noted that the investor-owned hospital movement
can grow further within the state ‘only if for-profit
corporations purchase public or private not-for-profit
hospitals.” And the legislative study committee on
Public Health Facilities in 1984 found that many
public hospitals in the state fit the profile of those
typically bought.by investor-owned corporations—-
“an aging institution with a substandard plant and
equipment and a weak financial structure.”'?.Such.a
trend might bring more public hospitals under the
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law’s coverage. Aithough legiél}itOrs may have
a flurry of investor-owned takeovers of public hospi-
law does not control services offered by the vast

majority of North Carolina hospitals. .
Even if local governments and hospital authori-

through management contracts. .. The Mumcnpal

services, however, do not apply to the 13 (of North

Currently, seven public hospitals are managed by in-
vestor-owned firms, and six are managed by Sun-

see page 22 in Chapter 1.) And although local gov-

the level of health care services available.: - The
Municipal Hospital Act would not affect any such
changes ifi services.

passed the Municipal Hospital Act in anticipation of

tals—a-change which thus far has not-occurred—the -

Mo:{gr(_x Healthca‘(\
ties decide not to sell or lease financially troubled‘ o
hospitals in the future, they may try to find help- "

Hospital Act’s provisions regarding the range..of

Carolina’s 71) non-federal public hospltals managed..
by multi-hospital chains. (See table on page 152.) -

Health Enterprises Inc., a subsndlary of SunHealth
Corporation, the holding company for a partnershxp o
of not-for-profit hospitals. (For more on SunHealth -

ernment officials may exercise veto power over
major changes proposed by the management ﬁrms P

they hire, these firms may seek to cutexpenses at the” N
public hospitals they run by eliminating or reducing
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CHAPTER 5

TAXES PAID AND CHARITABLE
CONTRIBUTIONS RECEIVED:
A COMPARISON OF
FOR-PROFIT AND
NOT-FOR-PROFIT HOSPITALS

by Lori Ann Harris and Ran Coble

Introduction

ONE OF THE MAIN ARGUMENTS
in support of investor-owned hospi-
tals is that they pay taxes. As for-
profit organizations, investor-
owned hospitals must pay local,
state and federal taxes. At the same
time, there are increasing concerns in Congress and at
the state and local level that not-for-profit hospitals
are not providing enough charity care. The debate
over the tax-exempt status of not-for-profit hospitals
has reached a critical point, as state and local govern-
ments are forced to assume more and more of the re-
sponsibilities traditionally handled by the federal gov-
ernment. It has also been suggested that the tax-ex-
emption for not-for-profit hospitals gives them an
unfair competitive advantage over for-profit institu-
tions. Investor-owned hospitals must pay taxes on the
expenditure side but are unable to receive income in
the form of tax-deductible charitable contributions on
the revenue side of the ledger. This chapter will
examine the issues surrounding this debate. Here, the
Center examines the amounts of taxes paid by for-
profit hospitals and the question of whether those tax
payments by for-profits offset the lesser amounts they
spend on indigent care as found in Chapter 2. This
chapter also contains the Center’s findings on the level
of charitable giving by foundations and corporatmns
to hospitals in North Carolina.

The question of whether not-for-profit hospitals
merit their tax-exempt status is being examined by
Congress, state legislatures, and local governments.
Today, there are more than 850,000 organizations
which qualify for nonprofit status under section
501(c)(3) of the Internal Revenue Code (IRC). These
nonprofit organizations pay no federal, state or local
property taxes, state sales tax, or corporate income tax,
resulting in savings of nearly $6 billion a year to the
organizations.! According to the Internal Revenue
Service, nonprofit organizations had total revenues in
excess of $300 billion in 1985.2 A large number of
the tax-exempt organizations are health-related, chari-
table, educational, or religious in nature. Health-
related organizations generated revenues equaling
$108 billion (36%) of the $300 billion nonprofit total
in 1985.3

In an effort to make up for the loss of federal
funding due to congressional budget cuts and an ex-
pected decline in charitable contributions as a result of
changes in the tax laws that went into effect in 1987,
many nonprofit organizations, including hospitals, are
expanding into money-making ventures. The for-
profit sector has become increasingly concerned with
this trend, arguing that nonprofit operations are gain-
ing a competitive advantage over taxable businesses.
John Motley, director of federal government relations
for the National Federation of Independent Business
(NFIB) has this to say:
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During the past few years, there has been a
virtual explosion in the number of nonprofit
organizations. An increasing number of
those groups are competing with tax-paying

- businesses. The small-business community
and chambers of commerce across the coun-
try see the government allowing this to hap-
pen, and they want to debate the direction the
situation is going. They want to know
whether this country is going to rely on pri-
vate, for-profit free enterprise or allow more
and more nonprofit business activity.*

The Advantages of Tax-Exempt Status

1. Exemption from Federal, Staté, and Local
Taxes. Tax-exempt organizations including not-for-
profit hospitals have many distinct advantages over
their for-profit counterparts. One advantage is an
exemption from taxes under Section 501(c)(3) of the
Internal Revenue Code. This exemption allows non-
profits to devote more of their gross revenues to inter-
nal operations and expansion.’ Tax-exempt organiza-
tions have other advantages over their for-profit
counterparts. Among other tax advantages to not-for-
profit hospitals are tax-exempt bond financing, lower
postal rates, state appropriations, and access to foun-
dation grants and other tax-deductible charitable con-
tributions.

On the state and local level, not-for-profit hospi-
tals benefit from a number of additional exemptions.
Not-for-profit hospitals are exempt from state and
local taxation, including property taxes, an important
break for hospitals. Although each state and locality
has different determining factors, property tax exemp-
tion may derive from constitutional, legislative, and/or
regulatory grounds. Tax exemptions for hospitals on
the state and local level have been challenged in recent
years (see section on state legislation later in this chap-
ter). Additionally, hospitals are exempt from state and
local sales taxes (for hospital purchases) and corporate
income taxes. County hospitals can qualify for an
additional exemption. As organizations that perform
an essential governmental function, county hospitals
are exempt under Section 115 from even filing the IRS
Form 990.° This form, called the Return of Organiza-
tion Exempt From Income Tax, must be filed by other
exempt organizations.

2. Tax-Exempt Bond Financing. Governmen-
tal, tax-exempt bond issues are a major source of
financing for public and private not-for-profit hospi-
tals’ capital projects for construction, expansion, or
renovation. Bonds issued by states, local govern-
ments, and public authorities to finance health care
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facilities are attractive to investors because the interest
is exempt from federal income taxes. A hospital ob-
tains a lower interest rate through the use of tax-
exempt financing and the total cost of the project is
less. Tax-exempt bond financing is more important
than ever before. Public and private not-for-profit
hospitals are unable to turn toward the federal Hill-
Burton construction program for hospital construc-
tion, renovation, or expansion because the Hill-Burton
program is now defunct, so they are going to the bond
market instead. (For more on the Hill-Burton Act, see
p.42)

Private not-for-profit hospitals also have access to
tax-exempt bond financing. This financing mecha-
nism enables not-for-profit hospitals to issue revenue
bonds with lower interest rates, thereby increasing the

" marketability of the bonds. If the hospital is also in

good financial shape, the bonds may receive a high
rating (e.g., AA, Al), again lowering interest rates.
The elimination of tax exemptions for not-for-profit
hospitals would result in substantially higher financ-
ing costs for hospitals’ capital projects. The long
amortization periods and low interest rates they cur-
rently receive would no longer be available. A hospi-
tal, like any company, uses debt to finance future
projects. When the net income drops, it reduces the
hospital’s ability to take on debt. Kenneth Kaufman,
an Illinois financial adviser predicts that the loss of
tax exemptions and the need for capital might force
not-for-profit hospitals to seek for-profit status so that
they might explore alternative financing sources, such
as the sale of common stock.’

By contrast, investor-owned corporations issue
corporate bonds, in addition to raising capital through
the sale of shares of stock in their corporations. Cor-
porate bonds are interest-bearing certificates, issued
by a business, promising to pay the holder a specified
sum on a specified day. Another financing method
available to investor-owned companies for hospital
construction is the state- or locally-sponsored indus-
trial development bond. Industrial development
bonds are tax-exempt bonds that are used to help bring
private business to economically disadvantaged or
under-served areas of a state. Although industrial de-
velopment bonds are typically available to investor-
owned hospitals across the country, they are not avail-
able to investor-owned hospitals in North Carolina.?
In general then, investor-owned hospitals in North
Carolina may be a bit more disadvantaged by the lack
of access to tax-exempt bond financing in North Caro-
lina.

3. Lower Postal Rates. Postal regulations grant
reduced rates to nonprofit organizations that are or-
ganized and operated primarily for religious, educa-
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tional, scientific, philanthropic, agricultural, labor,
veteran, and fraternal purposes. Tax-exempt organi-
zations thus have the advantage of mailing promo-
tional literature at reduced rates. The activities of the
nonprofit organizations which benefit from lower
postal rates are often in direct competition with the
activities of taxable businesses. While lower postal
rates benefit nonprofit organizations, the savings are
often small.

4. Eligibility for State Appropriations. Thanks
to their tax status, not-for-profit hospitals also are eli-
gible for state appropriations from the N.C. General
Assembly. By contrast, the state cannot make appro-
priations to for-profit entities and still meet the consti-
tutional test of a “public purpose” for such an appro-
priation.’ In 1987, at least seven hospitals received
legislative appropriations. North Carolina Memorial,
a state-owned and -supported hospital, received $30.5
million for operating and general expenses. Pitt Hos-
pital in Greenville received $9.2 million from the
General Fund.!® Hospitals also receive appropria-
tions—commonly known -as ‘pork barrel’ funds.
Mercy Hospital in Charlotte received $5,000 for a
restoration project. Robersonville Community Hospi-
tal in Robersonville was granted $5,000 to upgrade lab
equipment, while Thoms Rehabilitation Hospital in

(]

Asheville got $2,500 for a head injury program. Per-
son County Memorial Hospital in Roxboro received
$16,000 for renovation of hospital facilities, and Pitt
County Memorial Hospital in Greenville received
$700 for a counseling education/femotional support
program.'!

5. Charitable Contributions from Founda-
tions, Corporations, and Individuals. The 501(c)(3)
designation is important to not-for-profit hospitals
because it also provides access to additional sources
of support such as tax-deductible gifts from founda-
tions, corporations, and individuals. The Center’s
research on the extent of giving by foundations and
corporations in North Carolina is reviewed later in this
chapter. Some argue that recent changes in federal tax
laws may lessen the amounts contributed to hospitals.

The Attack on Not-For-Profit Hospital
Tax Exemptions: What Does It Mean?

THE DEBATE OVER THE TAX-EXEMPT STATUS of
nonprofit organizations is due, at least in part, to
efforts of not-for-profit hospitals to initiate new pa-
tient and non-patient services to generate additional
revenue. In order to survive in an increasingly com-
petitive health environment, hospitals are diversifying
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into commercial services. Not-for-profit hospitals are
developing outpatient services such as wellness and
stress management programs, sleep disorder centers,
home health care, and long-term rehabilitation, Other
commercial ventures include pharmacies, helicopter
and taxi services, interior decorating, laundries, and
real estate development firms.'? Hospitals which pro-
vide non-patient services pay property taxes on the
income derived from these activities. Representatives
of various for-profit health care entities attack the tax-
exempt status, citing unfair competition from not-for-
profit hospitals. They are urging Congress to review
the law and recommend changes to limit unfair busi-
ness activity.

Current law stipulates that a not-for-profit hospi-
tal must pay taxes on any net business income not
“substantially related” to its charitable purpose. In-
come from unrelated profit-making activities are sub-
ject to an unrelated business income tax (UBIT). The
law enacted in 1950 was designed to address the
alleged unfair competition between for-profit busi-
nesses and not-for-profit organizations. Additionally,
UBIT would prevent a potential loss in federal tax
revenue if a tax-exempt organization were to purchase
and operate a taxable business on a tax-free basis.

The UBIT legislation is set forth under Sections
511 through 514 of the Internal Revenue Code. Sec-
tion 511 establishes a tax on unrelated business in-
come; section 512 defines unrelated business taxable
income; section 513 defines an unrelated trade or
business; and section 514 discusses how income de-
rived from debt-financed property should be handled.
An activity is subject to unrelated business income tax
if it meets the following criteria:

—It must be a trade or business. This includes any
activity which produces income from the sale of
goods or the performance of services.

—It must be regularly carried on. A trade or busi-
ness is regularly carried on if the activity is as
frequent or as continuous as it might be if con-
ducted by a non-exempt taxable organization.

—It must not be substantially related to the

organization’s exempt purpose. A trade or busi-

ness is considered substantially related if it con-

tributes importantly to the accomplishment of the

organization’s exempt purpose.'3

The language of the Internal Revenue Code often
makes administration and enforcement of the regula-
tions difficult. IRS officials agree that terms such as
“substantially related” or “regularly carried on” are
vague, subjective and difficult to define, leading to
problems of interpretation. However, the IRS con-
tends that despite the problems of vague definitions,
its personnel strive to apply the interpretations on a
consistent basis to each venture under study. Officials
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of tax-exempt organizations are often confused about
how to allocate portions of the organization’s total
expenses to unrelated business activities. Of the
850,000 tax-exempt groups in the United States, only
27,000 of them filed 990T forms to report unrelated
business income exceeding the $1,000 threshold. The
IRS has begun an audit of 3,000 tax-exempt groups
which reported unrelated business income. They hope
to gather data that would help them gauge the activi-
ties of tax-exempt groups and develop criteria to util-
ize when identifying tax returns for future audits.'*

Congress has also begun a study of the business
income of tax-exempt organizations. Changes are
being considered in tax exemptions for hospitals be-
cause not-for-profit hospitals are setting up for-profit
subsidiaries and competing directly with for-profit
hospitals. Advocates for removing the tax exemption
for hospitals say the nonprofits are engaging in “unfair
competition,” and they say that the not-for-profit hos-
pitals are not doing enough indigent care.

Steven Simpson and Robert L. Wilson Jr., both
attorneys in Raleigh, say those who complain of “un-
fair competition” have not defined the term “unfair
competition.” They argue, “These complaints gener-
ally refer only to the existence of ‘competition’ and do
not attempt to define let alone quantify, the extent of
alleged ‘unfair competition’.” Simpson and Wilson
believe that the complaints are founded upon a fear of
competition and not merely unfair competition. They
go on to say, “Why it should be ‘unfair’ for a hospital
to set up a taxable subsidiary in order to conduct a
particular activity is not clear. It is simply a situation
where two tax-paying entities compete. It would scem
that in this situation, the competition would be ‘fair’
rather than ‘unfair’.”??
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Many not-for-profit hospitals fear that Congress
may limit the types of activities that are currently tax-
exempt. A series of hearings were held in the spring of
1987 by a U.S. House of Representatives Ways and
Means oversight subcommittee investigating the unre-
lated business income tax law. Rep. Fortney “Pete”
Stark (D-California), chairman of the Subcommittee
on Health, does not favor continued tax exemptions
for not-for-profit hospitals. He says that not-for-profit
hospitals provide little charity care when compared to
the tax exemptions they receive.'® “Some bad apples
are using their tax-exempt status to compete with
taxable entities,” Stark adds, as he warns hospitals not
to be “too outrageous in starting new lines of busi-
ness.”'” Stark challenges not-for-profit hospitals to
prove how their community services and charity care
activities justify a tax-exempt status.

In May 1988, the Ways and Means oversight sub-
committee recommended retaining two provisions
used in the current tax laws to test whether an activity
is tax-exempt—whether it is “substantially related”
and “regularly carried on.” The subcommittee had
previously discussed replacing the “substantially re-
lated” test—which defines a nonprofit’s business ac-
tivity as tax-exempt if it contributes significantly to
the accomplishment of the organization’s exempt pur-
pose—with a much more stringent “commerciality”
or “directly related” test for business activities. The
test would determine whether each income-producing
activity standing alone is exempt. The subcommittee
had also considered repealing the “regularly carried
on” test—which exempts from taxation some “special
event” fundraising activities not carried out on a regu-
lar basis. The subcommittee is expected to present its
final UBIT proposal to the full House Ways and
Means Committee in the spring of 1989.1%

Even if there are no substantial changes in the
federal tax law, tax exemption is an issue hospitals
must face. Robert Taylor, an associate professor of
health administration at Duke University, agrees, as-
serting that *“for-profit hospitals are providing a lot of
social benefit.” He maintains that for-profit hospitals
provide emergency room services, employ a great
number of people, and provide a certain amount of
free care to indigent patients. The differential in the
social benefit provided by not-for-profit and for-profit
hospitals is not as great as a lot of people might think,
he adds. Taylor asks three questions: “Why shouldn’t
hospitals pay taxes? What do not-for-profit hospitals
do that is unique? And why do we tax an HCA hospi-
tal making $8 million a year and not tax the not-for-
profit hospital with the same bottom line?”*® These
questions often put hospital administrators in a diffi-
cult position.

Not-for-profit hospital executives defend the tax-

exempt status, saying that not-for-profit hospitals not
only provide a large amount of uncompensated care to
indigent patients, but also a majority of the community
health care. They believe that the claim that tax-
exempt organizations are competing unfairly with the
for-profit sector is a red herring used by those who
advocate increased taxation of not-for-profit organiza-
tions’ activities. They further defend the tax exemp-
tion because not-for-profit hospitals employ a lot of
people and because not-for-profit hospitals have a
charitable purpose as outlined in their mission state-
ments. Not-for-profit hospitals also provide many
specialty programs such as burn units and neonatal
intensive care units, which unlike for-profit institu-
tions, produce little if any revenue, according to
Merlin K. Duval, former president of the American
Healthcare Institute.?® In order to ensure their survival
and yet continue to provide charitable services, not-
for-profit hospitals say they have been forced to find
new ways to produce income. John Leech, a hospital
trustee at Hillcrest Hospital in Mayfield Heights,
Ohio, maintains that “any change in tax policy that
would decrease the ability of these hospitals to engage
in appropriate revenue-raising activities would under-
mine the competitive model of health care and the
promise of continued high quality services.”? Dan
Bourque of Voluntary Hospitals of America summa-
rizes the difference between for-profit and not-for-
profit hospitals this way: *“A not-for-profit hospital
in financial trouble would find a way to stay in the
community, while a for-profit hospital would close its
doors and leave town.”2

State Legislative, Executive and Judicial
Actions

A. Challenging the Tax Status of Not-For-
Profit Hospitals. At the state level, the tax-exempt
status of hospitals is also beginning to draw attention.
In 1987, at least 13 states considered changes in the
tax-exempt status of not-for-profit hospitals. Several
states established study commissions to look into the
tax-exempt status for not-for-profit hospitals. In
Georgia, the assembly considered but killed legisla-
tion to make property of not-for-profit hospitals sub-
ject to taxation.> Legislation to remove certain tax ex-
emptions from not-for-profit hospitals has been intro-
duced in California, Florida, Minnesota, Oklahoma,
Pennsylvania, Utah, Washington, and West Virginia.

In an important legal opinion by the California
Attorney General, “a not-for-profit hospital which
had eamed surplus revenue in excess of ten percent
during the preceding fiscal year might still qualify for
the welfare exemption from taxation” under the state’s
revenue and taxation code.® The opinion was re-
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quested by Yuba County officials who taxed the 128-
bed Rideout Memorial Hospital because of its high
yearly revenues. Rideout Memorial in Marysville,
paid a total of $305,000 in taxes for the 1986 and 1987
tax years.?

In 1986, the Florida legislature approved a five
percent sales tax on all service industries. Under the
initial legislation, hospital and physician services
would be subject to the sales tax. The revenue raised
would help finance indigent care. Revisions of the
legislation later permitted hospitals and physicians to
retain their tax exemption from state sales tax on
services provided.s Pressured by intense opposition,
including a large senior citizen population, the Florida
legislature completely repealed the sales tax on serv-
ices in 1987 and raised the five percent sales tax on
goods to six percent.?

The Minnesota legislature is considering a pro-
posal by Governor Rudy Perpich to levy the state’s six
percent sales tax on purchases by not-for-profit hospi-
tals. Under current law, not-for-profit hospitals re-
ceive an exemption from sales tax payments. Addi-
tionally, the state House of Representatives is study-
ing legislation that would impose property tax pay-
ments on not-for-profit hospitals.?® More recently, a
preliminary report by the Citizens League, a policy
research group, recommended that Minnesota’s not-
for-profit organizations be required to pay taxes. The
group has called for the abolition of all sales tax
exemptions and a requirement that not-for-profit or-
ganizations pay a fee instead of property taxes.?

Oklahoma’s governor proposed to remove the
sales tax exemption on services provided by not-for-
profit hospitals. The governor later withdrew the
proposal, thereby enabling the hospitals to retain their
sales tax exemption.>

A proposal in the Pennsylvania legislature has
focused on restricting the unrelated business practices
of not-for-profit organizations. Under Pennsylvania
state law, not-for-profit organizations are exempt from
taxation if they are *“founded, maintained, and en-
dowed as a purely public charity.” In 1986, legislation
was proposed that would levy a property tax on the
holdings of not-for-profit groups, including hospitals.
Other bills proposed during that year would restrict
activities between not-for-profit organizations and
for-profit subsidiaries.®® During the 1988 session of
the General Assembly, a bill was introduced by state
Rep. Italo S. Cappabianca that would authorize the
state revenue department to look into the business
practices of not-for-profit organizations. All non-
profit corporations would be required to “supply infor-
mation as to affiliation, activities and tax status” to the
state.? It is believed to be the strongest effort pro-
posed in any state assembly to monitor the operations
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of not-for-profit groups. Rep. Cappabianca has ac-
cused hospital administrators of the “simultaneous
wearing of the nonprofit halo while unfairly compet-
ing with for-profit enterprises.” The bill was referred
to the Committee on Business and Commerce. A
legislative commission has been formed to study the
competition between not-for-profit and for-profit en-
terprises.

A 1985 ruling by the Utah Supreme Court has
established strict requirements for tax-exempt groups.
Not-for-profit hospitals and nursing homes are now
required to pay property taxes unless they can meet the
requirements of a six-point test. Among the require-
ments, hospitals must provide services without imme-
diate expectation of payment, receive support from
donations and gifts, not require payment from charity

" care patients, and not operate any commercial ven-

tures. Counties in the state can apply the standards on
a case-by-case basis to determine whether hospitals
will retain their tax exemptions. For example, four of
Salt Lake County’s nine not-for-profit hospitals and
six not-for-profit ambulatory centers are now liable
for property tax based on court-set guidelines. Salt
Lake County is the first local government in the state
to deny a tax exemption to not-for-profit hospitals.
County commissioners have ordered the facilities to
pay two years of back taxes totaling $2.4 million. The
hospitals appealed the decision.3

The Utah court ruling may generate an estimated
$7 to $10 million annually in additional state tax reve-
nues.> In 1986, Utah voters narrowly rejected a con-
stitutional amendment that would have nullified the
state Supreme Court ruling of 1985—thereby granting
blanket tax exemptions to all not-for-profit hospitals.>
This is clear evidence that the public, while not neces-
sarily advocating a tax on hospitals, wants to make
sure not-for-profit hospitals retain their charitable
mission.

In Washington, the state revenue department once
considered a plan that would require hospitals to pay
property taxes on their outpatient departments. The
property tax payment would be required only if “reve-
nues from non-patient services exceed ten percent of
the unit’s gross revenues.” The state revenue depart-
ment could impose the tax on hospitals even without
approval by the state legislature.” The proposal has
been put on hold. Still, seven large not-for-profit
hospitals in Seattle have been required to pay county
taxes on their unrelated business income in recent
years. In other action, the state Supreme Court de-
cided not to protect the interest on municipal and local
government bonds from taxation. This decision will
likely have an effect on future health care bonds.*®

The West Virginia state revenue department pro-
posed regulations to end not-for-profit hospitals’
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property tax exemptions. Hospitals would have to
meet strict eligibility tests, covering specific amounts
of indigent care, to qualify for exemptions.*

B. Expanding the Range of Permissible Activi-
ties for Not-For-Profit Hospitals. In Kansas and
North Carolina, the movement is in the opposite
direction—that of expanding the range of permissible
activities for not-for-profit hospitals and of protecting
not-for-profit hospitals’ tax exempt status. The Kan-
sas legislature is working to protect the tax exemp-
tions of hospitals. Proposed state legislation would
change the legal definition of a hospital. This proposal
would give hospitals the flexibility to enter new busi-
nesses without jeopardizing their tax exemptions.*

In North Carolina, public hospitals in general and
the N.C. Hospital Association are seeking a constitu-
tional amendment that would enable public hospitals
to enter into joint ventures or partnerships with pri-
vate, profit-making groups. Proponents of the legisla-
tion and a resulting referendum on the constitutional
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amendment say they want to ensure the survival of
public not-for-profit hospitals in North Carolina. To
remain competitive in the marketplace and “level the
playing field,” public hospitals say they must be able
to enter into joint ventures and engage in for-profit en-
terprises.*! They say constitutional restrictions and
legislation presently on the books prevent public hos-
pitals from participating in the financial and innova-
tive arrangements that are available to for-profit and
not-for-profit hospitals. In particular, public hospitals
would be able to form partnerships with physicians to
build medical offices and purchase expensive medical
equipment such as CAT scanners and lithotripters.
Says John Currin, administrator at Alamance Memo-
rial Hospital, “The inability to joint venture is a major
competitive disadvantage for public hospitals. If you
look at why public hospitals want to joint venture,
you’ll find the basic reason is the need to find the
money to replace dwindling public financial support
of the public hospital.”
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The state Constitution’s “public purpose doc-
trine” precludes the use of public tax revenues for
anything not considered a public purpose.*? In the
area of joint ventures, the question inevitably would
be raised as to whether the venture is primarily for
the benefit of the private venture rather than the pub-
lic. Raymond Champ, president of Wake Medical
Center states, “The medical office building would give
the public hospital a dependable source of private
patients so that the hospital would have enough reve-
nue to deal with those who cannot pay. If the public
hospital is not allowed to enter into a joint venture
such as this, physicians may build an office building
with the competing for-profit hospitals.”?

The State of Illinois has repeatedly denied tax
exemptions to public and not-for-profit hospitals
which have formed subsidiaries to buy and own real
estate in order to build outpatient clinics and medical
office buildings. While the subsidiaries were organ-
ized under 501(c)(2) of the Internal Revenue Service
Code to give hospitals the flexibility to expand, they
do not meet the state’s six-point test requirement for
exemption.* The state will likely continue to get
embroiled in tax decisions on exemptions for subsidi-
aries. Thus, it is possible that the state of North
Carolina would also get caught up in many local tax
exemption decisions on for-profit subsidiaries should
public hospitals be granted permission to enter for-
profit ventures.

J. Phil Carlton, attorney for Wake Medical Cen-
ter, believes that because of the volatile changes in the
health care market, public hospitals which provide
only inpatient care and the traditional hospital-based
outpatient care will not survive in the future.*> “If they
don’t stay competitive, if they are not able to buy this
expensive equipment, then your hospital becomes
rundown,” he said. “The first thing you know, your
county hospital is just for indigent people, and you
have two classes of hospitals ... If we want public
hospitals, then we have to figure out a way to keep
them financially viable.”*6 Attorneys Steven Simpson
and Robert L. Wilson Jr. view joint ventures as a way
for public hospitals to attract qualified physicians to
rural hospitals. While metropolitan areas in North
Carolina do not have trouble attracting doctors, the
rural counties (especially in eastern and western North
Carolina), have great difficulty attracting qualified

physicians. Simpson and Wilson say, “In order to

attract qualified physicians to rural counties, public
hospitals and tax-exempt hospitals must offer recruit-
ment packages sufficient to attract physicians away
from the metropolitan areas.™’

The question of unfair competition from non-
profit entities has been raised in numerous instances.
Opponents of joint ventures say not-for-profit hospi-
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tals have a distinct cost advantage over their investor-
owned counterparts and are well-cushioned, while
most organizations are tightening the belt and trying
to control costs. The joint venture and partnership
deals are designed to make a profit, thereby subsidiz-
ing the not-for-profit hospital. According to Susan
Valauri, N.C. state director of the National Federation
of Independent Business, the issue is so important to
the small business community that they identified
unfair competition from the nonprofit sector as the
third most critical issue at a meeting of the White
House Conference on Small Business in 1986. She
states that the National Federation of Independent
Business is also well aware of governmental competi-
tion in the past, and that “the Federation has developed
a consensus decision to oppose governmental intru-
sions into business.”*®

Local Attacks on Tax Exemptions

LOCAL GOVERNMENTS are also beginning to exam-
ine whether hospitals merit exemption from property
taxes and other levies. Taxing not-for-profit hospitals
has become very popular politically. In many cities,
newspaper editorials and the broadcast media have
been favorable to the idea. The public wants proof that
not-for-profit hospitals are charitable organizations.
And some city tax officials feel hospitals are taking
money .out of taxpayers pockets. Local governments
present three reasons for wanting to tax not-for-profit
hospitals. First, hospitals have become a big business
producing huge revenues. Second, local governments
need the revenues. Third, not-for-profit hospitals are
in the apparently contradictory position of wanting to
compete with for-profits while remaining tax-exempt.
Several cities have sought to tax not-for-profit
hospitals. In Pennsylvania, the city of Pittsburgh has
denied property tax exemptions for three not-for-profit
hospitals. According to Dan Pellegrini, city solicitor
for Pittsburgh, hospitals are no longer carrying out
their part of the bargain made between hospitals and
municipalities—that if hospitals would provide free
care to the poor, cities would not charge taxes. The
bargain has changed dramatically, he contends. The
advent of Medicare, Medicaid and other third-party
payers means that hospitals do less free care now.
“Hospitals compete for patients through extensive
marketing campaigns and form partnerships with
doctors to gain patients, further changing the bargain
made with municipalities,” he adds. Pellegrini says
that “from a municipal approach, no hospital should be
exempt. It’s simply a social justice issue.”® The City
of Pittsburgh and the hospitals have reached an agree-
ment. Three medical centers have agreed to pay $11.1
million in municipal service fees over the next ten
—~continued on page 166
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HOSPITAL BOND ISSUES 1
NORTH CAROLINA

PUBLIC AND PRIVATE NOT-FOR—PROFIT HOSPITALS in North Carolma often 1ssue bonds to r:use}:;-.

obtain bond financing in North Carolma it must ﬁrst gam approval by mumcnpal or county ofﬁcnals A
local government can only issue general obligation bonds on'behalf of a: ;public hospltal :General ..

obligation bonds are tax-free bonds secured by the full taxing power and general credit of the municipal

government issuing the bonds. The hospital project must obtain approval by the N.C. Local Government -
Commission in the Department of the State Treasurer. The: Commission-examines: the project’s-financial
feasibility and must be assured of the hospital’s ability to service debt A hospital with financial problems
is unlikely to be able to meet the Commission’s approval The hospua] must also obtain appfoval from the
Certificate of Need Section in the State Division of*Facility“Services‘in the Depanment of Human® -~
Resources. If the hospital obtains approval from both the Local: Government.Commission. and. the.

Certificate of Need Section, the appropriate local government ofﬁc1als still must brmg the hospltal bond

referendum to the voters. Between November 1970 and May 24, 1988; 46 counties preserited hospital
bond referenda to the voters (see Table A). More than $199 million in bond authorizations were approved.
for hospital projects. In its first report on North Carolina hospitals, the Center found no significant
relationship between the defeat of a local hospital bond referendum and a pubhc hospital’s dec1sxon tojoin”
an investor-owned system. Referenda in only eight counties were defeated during that penod A onlysf;

three of these counties has the hospital subsequently joined an investor-owned system.'

The N.C. Medical Care Commission, also in the Division of Facxhty Services in the Department of

" Human Resources, conducts financing activitiesto “acquire, construct; equip; -or provxde health'care=
facilities for any public or nonprofit agency,” pursuant to the N.C. Health Care Fac1lmes Fmance_._,
Act. The law provides that to qualify for assistance under the Acta project must meet séveral criteria; the
applicant must be a nonprofit corporation with 501(c)(3) designation under the- Intemal Révenue Code;™
the Commission must be satisfied that there is a need for the project in the area where it is to be located;”.
the project applicant must be financially responsible and capable of fulﬁllmg 1ts obllgatlon for makmg )
debt service payments; all public facilities such as utilities and other public services necessary for the®
health care facility must be made available; and all costs associated with the project must be borne by the;

applicant and not the state. The Medical Care Commission: has 1ssued tax freerevenue bonds on beha]f of

many private not-for-profit hospitals Revenue bonds are tax-free bonds in which revenue from the
facility financed by the bonds is used to repay principal and pay interest on the bonds: Between Decem-;

ber 1977 and June 30, 1988, the Commission had issued revenue bonds or notes for 56 hospital, pro_]ects
The total authorized principal amount of all such ﬁnancmgs was $1 218,437,033 (see Table' B). ‘The

Commission also issued nine revenue bonds for nursing. homes, reurement homes, andvthe! Carohna’-~

Chapter of the American Red Cross.

IN.C. Department of the State Treasurer, Local Government Commission; séé also Elizabeth M. “Lacy” Maddox;’
The Investor-Owned Hospital Movement in North Carolma (Ralelgh NC The North Caro a Center for Publlc 3

Policy Research, 1986), pp. 42-46. :
N.C. Department of Human Resources, The N.C..Medical Care Commzsszon Annual Report June. 30 1988,

~continued’
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‘Table A: Public Hospltal Bonds m North Carohna
November 1970 May 1988 o ;
[ Local Government-Revenue Bonds‘ _,
$4,500,000 -
2,500,000
5,000,000
2,500,000
513,000,000 # ' .
430,000 ;
12,300,000
.. 5,300,000- ; v LT = N -
: . 250,000 " General obligation "bonds are
Henderson’ - - ¢ <& 285,000 , ' ~  tax-free bonds secured by ‘the full tax-
: y Alamance o © 360,000 ing power and general credit of the mu-
062795 *"Mecklenburg 15,000,000 . ~  nicipal govemmem issuing the bonds:
5 3: :;;g . 13’000000 5 800000 * Tnthese cases, a vote of the people
: 04-03-81* Hen. derson 70.000 A authorizing the bondsﬂ was not requnred
Rob 3¢ o ”Johnston - 7500000 s6 the bond order adoption'date is
’2‘15’000 ,shownf The N:or.th Carolina Const%—
e 22.750.000 §Ut10n states in Amcle V: Section 4 that
3 060 000 2T cailocal governmental unit cannot “con-
: 5’900’000 tract §ebt secured by a p}edge of its
'2"8'010, 000 faith and credit” unless the debtis ap-" -
’ - T 5.000.000 - proved by amajority of voters inthe ju-
l '1 700 00'0 CUTTETE AT rigdiction. 'One 1mportam exceptxon to
- 12-10-85 9 6'900’000 this rule is .that the coumy may. 1ssue
;?:05 06-8 6k: 3’ 500'000 bonds for any authorized purpose with:
g i 05-06:86 - 3_’ 00.0’ 000 otit voter approval for an amount up'to
'-’09_30 86 : 1‘500'000 two-thirds of the debt that was retxred in
. ;'3’5'-0:"('):000 the- immediate ‘previous -year.: "See
03-08.88 . 4000000 NCGS 15949, o
"105.24-88% 2 510,000 ‘ EE 1 Authonzauon extended for three
IR R R | ”years pursuant’ to action of the govem-
4,000 $ 60,350,000 ; i f
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Table B: Revenue Bonds Issued by the N.C. Medical Care Commission,
December 1977 - June 1988
Authorized Authorized
Date of Principal Date of Principal
Name of Facility Issue Amount Name of Facility Issue Amount
Presbyterian Hospital 12/21/77  $ 20,000,000 Memorial Mission Hospital
Charlotte of Western North Carolina 5/2/84 1,475,000
Lexington Memorial Hospital 3/1/78 6,510,000 Asheville
Lexington St. Joseph's Hospital 6/15/84 30,330,000
Rex Hospital 6/1/78 31,535,000 Asheville
Raleigh Moses H. Cone Memorial Hospital 8/1/84 29,330,000
Duke University Hospital 18 79,000,000 Greensboro
Durham Alamance County Hospital 2/22/85 2,504,000
Cape Fear Memorial Hospital 711118 3,600,000 Burlington
Wilmington ’ Wesley Long Community Hospital 4/1/85 10,670,000
Memorial Mission Hospital of Greensboro
Western North Carolina 11719 35,100,000 Carolina Medicorp, Inc. 5/1/85 36,550,000 -
Asheville Winston-Salem
Duke University Hospital /1179 6,650,000 Presbyterian Hospital 5/24/85 8,700,000
Durham Charlotte
Annie Penn Memorial Hospital 5/1/79 7,650,000 Southeastern General Hospital 7/1/85 16,345,000
Reidsville Lumberton
Stanly Memorial Hospital 5/1/79 7,535,000 Duke University Hospital 7/1/85 48,245,000
Albemarie Durham
Moore Regional Healthcare Corp.  8/23/79 10,710,000 North Carolina Baptist
Pinehurst Hospitals, Inc. 7/15/85 86,000,000
Duke University Hospital 7/1/80 7,930,000 « Winston-Salem
Durham Bowman Gray School of Medicine
Carolinas Hospital and of Wake Forest University 7/15/85 42,000,000
Health Services 7/22/80 200,000 Winston-Salem
Charlotte Mercy Hospital 8/1/85 29,980,000
Mercy Hospital 1/1/81 8,275,000 Charlotte
Charlotte Duke University Hospital 10/2/85 43,500,000
Memorial Hospital of 4/1/81 7,000,000 Durham
Alamance County Presbyterian Hospital 12/1785 24,000,000
Burlington Charlotte
Carolinas Hospital and Southminster, Inc. 12/1/85 23,825,000
Health Services 4/8/81 500,000 Charlotte
Charlotte Pooled Equipment Financing
Scotland Memorial Hospital 6/1/81 10,800,000 Project 12/1/85 100,000,000
Laurinburg Raleigh
Rex Hospital 12/15/81 760,000 Moses H. Cone Memorial Hospital 12/1/85 15,000,000
Raleigh : Greensboro
Morehead Memorial Hospital 2/1/82 6,000,000 Moore Regional Healthcare
Eden Corporation 12/1/85 10,980,000
Chatham Hospital 6/16/82 355,000 Pinehurst
Siler City Memorial Mission Hospital of
Grace Hospital 8/1/82 9,465,000 Western North Carolina 12/1/85 25,855,000
Morganton Asheville
Carolinas Hospital and Duke University Hospital 12/18/85 34,415,000
Health Services 8/4/82 600,000 Durham
Charlotte The McDowell Hospital 6/1/86 8,935,000
Southeastern General Hospital 9/1/82 14,100,000 Marion
Lumberton Pooled Financing Project 7/1/86 100,000,000
Community General Hospital 12/1/82 3,100,000 . Raleigh
Thomasville Grace Hospital 2/1/87 23,450,000
Grace Hospital 7/1/83 10,855,000 Morganton
Morganton High Point Regional Hospital 2/1/87 34,280,000
High Point Regional Hospital 9/1/83 29,820,000 High Point
High Point Carolina Medicorp, Inc. 8/1/87 53,142,316
Grace Hospital 11/1/83 8,870,000 Winston-Salem
Morganton Wesley Long Community Hospital 8/15/87 25,715,000
Mercy Hospital 11/10/83 2,205,000 Greensboro
Charlotte Mermorial Mission Hospital of
Rowan Memorial Hospital 3/16/84 1,833,000 Western North Carolina . 6/15/88 21,337,717
Salisbury Asheville
High Point Regional Hospital 4/16/84 915,000 -
High Point TOTAL $ 1,218,437,033
Revenue bonds are tax-free bonds in which revenue from the nursing homes, retirement homes, etc. The total authorized
facility financed by the bonds is used to repay principal and pay principal amount of all financings by the commission as of June
interest on the bonds 30, 1988 was $1,266,393.013.
* The N.C. Medical Care Commission also issued nine Source: N.C. Department of Human Resources, The N.C. Medi- 165
revenue bonds between December 1977 and June 1988 for cal Care Commission Annual Report, June 30, 1988.
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years to retain the property tax exemption. The mu-
nicipal service fee is based on the hospital’s potential
tax liability as well as the percentage of non-city
residents that use the hospital

Tennessee’s not-for-profit hospitals have not es-
caped the watchful eye of county tax assessors. In
Chattanooga, the state Board of Equalization ruled
that the not-for-profit Downtown Hospital was not
exempt from paying taxes. The decision was later
overturned. The judge said the board “exceeded its
statutory authority” when it decided that the hospital
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must pay taxes, and that the ruling conflicts with the
state exemption statute for nonprofit organizations.
According to state law, any nonprofit organization
which devotes its efforts to the improvement of condi-
tions in the community is a charitable institution and is
exempt from property taxation. The state board has
appealed the case. In Nashville, the county tax
assessor decided that not-for-profit hospitals do not
have full property tax exemptions. Six not-for-profit
hospitals faced tax bills of $5.4 million in 1987. The
not-for-profit hospitals already pay property taxes on
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non-patient services such as gift shops, cafeterias,
parking lots, medical office buildings, and other facili-
ties used by the public. Metro officials contend the six
hospitals are not acting in a charitable manner by
charging rates comparable to for-profit hospitals.
“I"ve looked at their financials and they are making
more money than the for-profit hospitals and don’t
appear to be providing any more free care,” said Jim
Clary, property tax assessor for the metropolitan gov-
ermnment of Nashville and Davidson County. “They
aren’t acting like the charity hospitals set forth in our
(state) constitution,” he adds. The city’s lawsuit was
dismissed in June 1988, after the trial court judge ruled
the court lacked jurisdiction to hear the case. The
presiding judge felt that the lawsuit should go back to
the state Board of Equalization for final determina-
tion.%

In Burlington, Vermont, the city sent a $2.83 mil-
lion property tax bill to one of its private, not-for-
profit hospitals. The city cited high hospital profits
and low amounts of charity care as the primary reasons
to deny the hospital a continued exemption. Medical
Center Hospital, the city’s major hospital, then sued
the city to retain its tax-exempt status. Although the
hospital won the decision, the city has appealed to the
state supreme court.

These examples show that not-for-profit hospitals
across the country increasingly will have to prove that
they operate as charities and deserve to maintain their
tax-exempt status.>> Subsequent rulings on the state
and local level will be watched closely by hospitals
guarding their tax status and by cities and states seek-
ing additional revenues.

Summary of Other Research
on the Tax Issue

THE QUESTION of whether for-profit hospitals accept
as great a burden in taxes and charity care as not-for-
profit hospitals accept in charity care alone defies an
easy answer. Only five other studies have focused on
this question. Two studies by Lewin and Watt exam-
ined the difference between the gross patient service
charges of the investor-owned and not-for-profit hos-
pitals, in order to determine whether the difference is
due to the tax burden the investor-owned hospitals
bear, or other factors (e.g., differences in expected net
non-patient care revenues, or the costs of purchasing
services). They found that even after removing taxes
from the differences in price, for-profits were charg-
ing ten percent more than not-for-profits.>*

A third study sponsored by Hospital Corporation
of America of Nashville, Tennessee examined the fi-
nancial performance of a group of Florida hospitals.

Frank Sloan and Robert Vraciu measured the cost of
hospital services, comparing investor-owned and not-
for-profit hospitals. Their comparison took into con-
sideration the tax-exempt status of not-for-profit hos-
pitals as well as the payment of taxes by investor-
owned hospitals and adjusted for these differences.
Sloan and Vraciu used an unconventional research
method to compare community cost in terms of “net
operating funds.” The results of the study showed that
there were few differences between not-for-profit and
investor-owned hospitals on the measure of “commu-
nity cost.”s

Most recently, Regina Herzlinger, a professor at
Harvard University Business School, and William
Krasker, a former professor and now vice-president at
Salomon Brothers, a brokerage house in New York
City, also examined the performance of for-profit and
not-for-profit hospitals. They compared the perform-
ance of 14 major hospital chains—six for-profit and
eight not-for-profit—between 1977 and 1981. They
concluded that not-for-profit hospitals do not operate
as efficiently as their for-profit counterparts. Further-
more, they said not-for-profit hospitals are unde-
serving of the subsidies they receive in the form of tax
exemptions because they are not treating a significant
portion of the medically indigent and uninsured popu-
lation. By contrast, for-profit hospitals are more effi-
cient, said Herzlinger and Krasker, providing the same
services to the community at a lower cost. They based
this conclusion on findings that investor-owned hospi-
tals use fewer full-time employees and replace facili-
ties and equipment more rapidly.’® This study has
drawn heavy criticism from experts in the health care
field. Their assertion that investor-owned and not-for-
profit hospitals provide nearly the same amount of
indigent care conflicts with other research on the same
question (see Chapter 2). Critics of the study also
cite flawed methodology and misleading assertions
as major problems with the study’s findings. Further-
more, the article was not submitted to peer review
prior to publication.

Finally, the national Institute of Medicine at-
tempted to answer the question of whether for-profit
hospitals make as great a “social commitment”—in
taxes paid and charity care given—as not-for-profit
hospitals do in charity care alone.’” In this method of
analysis, one would accept the for-profit hospital in-
dustry argument that researchers should add (1) out-
right expenditures within the hospital for indigent
care, and (2) taxes paid to the county, which theo-
retically could then also be spent for indigent care. If
this equaled the amount of expenditures by not-for-
profits on indigent care, then one could argue that for-
profit hospitals are doing their fair share, or fulfilling
their social commitment. The Institute of Medicine
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Table 5.1: 1984 Taxes Paid By For-Profit Hospitals (Investor-owned, -managed, and -leased)

State &
Local Local
Property Sales State Income

Hospitals Paying Taxes in N.C. County Tax Paid Tax Paid Tax Paid
1. Frye Regional Medical Center (I0) Catawba $177,349 $§ NA $ 290,709
2. Raleigh Community Hospital (I0) Wake 161,571 164,564 258,294
3. Highsmith-Rainey Memorial Hospital (I0) Cumberland 203,203 50,195 146,525
4. Central Carolina Hospital (I0) Lee 123,468 14,636 95,344
5. Davis Community Hospital (I0) Iredell . 61,056 70,985 9,129
6. Humana Hospital Greensboro (I0)? Guilford 119,652 NA NA

7. Medical Park Hospital (I0) Forsyth 73,286 16,773 0c°
8. Heritage Hospital (I0)¢ Edgecombe 61,323 NA NA
9. Community Hospital of Rocky Mount I0) Nash 29,704 NA NA
10. Cape Fear Valley Medical Center (IM) Cumberland 3,800 © 0 0
11. Angel Community Hospital (IM) Macon 2,939 NA NA
TOTAL: $ 1,017,351 $317,153 $800,001

10 = Investor-Owned IM = Investor-Managed

NA = Not Available

noted that Steven Renn, a researcher and now adjunct
professor at John Hopkins University, had found that
the four leading hospital chains (Hospital Corporation
of America, Humana, National Medical Enterprises,
and American Medical International) paid 2.5 percent
of their gross revenues in state and federal income
taxes. And a 1983 American Hospital Association
study found that for-profit hospitals provided uncom-
pensated care equaling 3.1 percent of gross revenues.s®
The Institute of Medicine then calculated what it
called “social commitment” of for-profit hospitals, by
adding these percentages—2.5 percent of gross reve-
nue in taxes paid and 3.1 percent in indigent care—to
obtain a total of 5.6 percent social commitment by for-
profit hospitals. This figure was larger than the 4.1
percent of gross revenues devoted to indigent care and
0 percent in taxes paid by not-for-profit hospitals.
Thus, these for-profits companies can argue they did
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their fair share.’® Bradford Gray, editor of For-Profit
Enterprise in Health Care, however, is quick to point
out that “social commitment” is not the only basis on
which to rate not-for-profit hospitals. Not-for-profit
hospitals provide many services to the community
through educational activities, unsponsored research,
as well as charity care.

Methodology of the N.C. Center’s Study

IN A 1985 SURVEY of the 127 general acute care
hospitals in North Carolina (see p. 50 for more on the
survey), the N.C. Center for Public Policy Research
asked for and received data on taxes paid in 1984.
This study is unique in examining actual taxes paid;
two of the four studies mentioned above used esti-
mated taxes, and all used taxes accrued, not taxes
paid. A few hospitals refused to supply the requested
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. County
Federal Appropriations ®Humana Hospital was purchased by
Income Other Total for Hospital Moses Cone Memorial Hospital, a private,
Tax Paid Taxes Paid Taxes Paid Services not-for-profit hospital, in 1988.
: ®Denotes hospitals which did not respond
$2,095,042 $535 $ 2,563,635 $0 to the North Carolina Center for Public Policy
Research survey. Property tax information
1’701 ,943 0 2,286,372 3,846,000 was supplied ins?ead by the county tax super-
) visors. Thus, this figure may not accurately
1,055.961 33.819 1,489.703 0 ;iepict total taxes paid by the hospital to other
] evels of government.
“Because Medical Park was a limited part-
491,637 11,163 736,248 0 nership in 1984, the hospital itself did not pay
_ any state and federal income taxes. The hold-
62,195 0 203,365 0 ing corporation (Maplewood Corp. and
Casstevens Co.) made all tax payments.
NA NA 119,652 205,000 Medical Park Hospital was sold to Carolina
Medicorp, Inc. in 1986.
0° 0 90,059 0 dFormerly Edgecombe General Hospital.
®Taxes were paid on property leased by the
NA NA 61323 b 0 hospiu.ll. Cape Fear Valley Medical Center
ended its management contract with National
Medical Enterprises, Inc. in 1985, and is cur-
NA NA 29,704 ® 0 rently managed by SunHealth Enterprises.
£949% of the federal, state, and local taxes
0 0 3,800 0 paid by the 75 hospitals responding to the
Center’s survey came from five investor-
NA NA 2939° 0 owned hospitals (7% of the total sample of 75
hospitals). These five investor-owned hospi-
$ 5,406,778 $45,517 $7,586,800 * tals which provided complete tax information
contributed $7,279,323.

tax data. In all cases, the tax figures supplied were
later verified by Center researchers with county tax
supervisors in North Carolina. The Center did not
have statistics on taxes paid by an exempt hospital’s
taxable subsidiaries, or the unrelated business income
tax paid by not-for-profit hospitals from their non-
patient activities.

Findings

THIS STUDY IS BASED largely on the procedure sug-
gested by the Institute of Medicine. The N.C. Center’s
research revealed that for-profit hospitals in North
Carolina paid a total of $7.5 million in taxes in 1984
(see Table 5.1). About the only hospitals paying taxes
are the hospitals owned—not managed or leased—by
for-profit corporations, since 95% of all taxes paid by
hospitals in North Carolina came from only six

investor-owned hospitals. These hospitals paid a total
of $7.4 million in local, state, and federal taxes in
1984. Contributing the most in total taxes paid
among investor-owned hospitals was Frye Regional
Medical Center in Hickory with $2,563,635.
Highsmith-Rainey Memorial Hospital paid the most
($203,203) in local taxes (for personal and real prop-
erty), and Davis Community Hospital paid the least
(861,056). Two investor-managed hospitals, Cape
Fear Valley Medical Center and Angel Community,
paid a small amount of money in local property taxes.
The Center checked these local tax figures with county
and city tax officials and found the numbers to be
accurate. When combining the state and local sales
tax and the state income tax, Raleigh Community
Hospital in Raleigh paid the most in state-level taxes
($422,858). From a federal income tax standpoint, the
largest taxpayer was Frye Regional Medical Center
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Table 5.2: 1984 Taxes Paid by Investor-Owned Hospitals in North Carolina
(Taxes Paid Per Bed, Taxes Paid as a Percentage of Gross Patlent Revenues,
and Taxes Paid Per Admission) :

Taxes Paid as

Federal, State Number of a Percentage
Investor-Owned and Local Acute-Care Taxes Paid of Gross
Hospital Taxes Paid Beds Per Bed Patient Revenues

1. Raleigh Community

Hospital $2,286,372 140 $16,331 10.0%
2. Highsmith-Rainey

Memorial Hospital 1,489,703 150 9,931 8.4%
3. Frye Regional

Medical Center 2,563,635 275 9,322 74%
4. Central Carolina

Hospital 736,248 142 5,185 4.0%
S. Davis Community

Hospital 203,365 149 1,365 1.5%
6. Medical Park

Hospital? 90,059 136 662 7%

TOTALS AND .

AVERAGES $7,369,382 165 $7,133 5.3%

(average) (average) (average)
TOTALS AND
AVERAGES
- (Excluding
Medical Park) $7,279,382 171 $8,427 6.3%
(average) (average) (average)

! Includes outpatient visits, emergency room visits, outpatient surgery visits, and all inpatient admissions.
2 Medical Park Hospita! was purchased by Carolina Medicorp in 1986 and is now a private, not-for-profit hospital. It has been

managed by Hospital Corporation of America since 1984.

with $2,095,042.

Other measures are more indicative of taxes paid
in proportion to the total hospital operation. On a per-
bed basis, the six hospitals paid $7,133 on the average
in local, state, and federal taxes, with Raleigh Com-
munity Hospital paying the most ($16,331) (see Table
5.2). Examining taxes paid as a percentage of gross
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patient revenues, the average for the six hospitals was
5.3 percent, with Raleigh Community Hospital the
highest again with 10.0 percent. In terms of taxes paid
per inpatient admission, the average was $200, with
Highsmith-Rainey paying the most ($363). On taxes
paid per total admissions (inpatient and outpatient
combined), the average was $42, with Highsmith-
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Taxes Paid
Total Per Total
1984 Taxes Paid (Inpatient and (Inpatient and
Inpatient Per Inpatient Outpatient) Outpatient)
Admissions Admission Admissions?! Admissions
6,599 $346 37,152 $62
4,102 363 16,062 93
8,413 305 49,708 52
5,281 139 26,778 27
5,510 37 19,408 10
6,989 13 15,731 6
6,149 $200 27,473 $42
(average) (average) (average) (average)
5981 $238 29,822 $49
(average) (average) (average) (average)

Source: Survey of Hospital Chief Executive Officers, N.C. Center for Public Policy Research, 1984,
and State Center for Health Statistics’ Health Facilities Data Book, 1984.

Rainey again paying the most ($93). In each of these
four measures, Medical Park Hospital in Winston-
Salem and Davis Community Hospital in Statesville
paid the least taxes. This is understandable in Medical
Park’s case, since it was a limited partnership in 1984.
That is, the hospital itself did not pay any state and
federal income taxes, since the holding corporation

was responsible for all tax payments. The Center was
unable to obtain information on tax payments by the
holding company. Medical Park was purchased by
Carolina Medicorp in 1986 and is now a private, not-
for-profit hospital. It has been managed by Hospital
Corporation of America since 1984. Medical Park
Hospital’s property tax information was supplied by
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Table 5.3: Counties Appropriating Money
- To Local Hospitals for Indigent
- Care or Other Hospital Services,

1984
Amount Appropriated
by County for Indigent
Care or Other

County Hospital Services
1. Mecklenburg $6,448,000
2. Wake 3,846,000
3. Durham 1,958,000
4. Buncombe 754,000
5. Martin 472,000
6. Guilford 205,000
7. Bertie 186,000
8. Brunswick* 162,000
9. Duplin 153,000
10. Warren 117,000
12. Stokes 101,000
13. Carteret 70,000
14. Granville 60,000
15. Person 58,000
16. Yadkin 40,000
16. Wilson 36,000
17. Pender 30,000
18. Rutherford 26,000
19. Wilkes 20,000

Hertford 20,000
21. Harnett** 8,000
22. Jackson 5,000
23. Vance 4,000
24. Sampson - 3,000
25. Clay 1,000

Lincoln 1,000

TOTAL $14,784,000

* Includes operating subsidies paid to J. Arthur Dosher

Memorial Hospital, a township-owned facility in Southport.

These payments are made from a tax levied by Smithfield
Township.

** Includes operating subsidies paid to Betsy Johnson
Memorial Hospital, a city-owned facility in Dunn. These
payments are made from taxes levied by the city of Dunn.

Source: Figures obtained from the N.C. Local Government
Commission in the N.C. Department of the State
Treasurer.
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the county tax supervisor. Almost all of the averages
went up when Medical Park was removed from the
analysis.

It is interesting to note that most counties and
cities in which these six investor-owned hospitals re-
side do not appropriate any government funds for
indigent care. An argument can be made that if a
county is receiving tax contributions from a for-profit
hospital, it ought then to funnel or earmark that money
for indigent care in the county. That is, knowing that
for-profits provide less indigent care (see Chapter 2),
the county ought to use one of the advantages of for-
profit hospitals—taxes paid—to offset one of the dis-
advantages—lower levels of indigent care. In 1984,
only 26 counties in North Carolina appropriated
money to local hospitals for hospital services (see
Tables 5.3 and 5.4). During the 1986-87 fiscal year,
the number of counties providing funds to hospitals
dropped to twenty-three (see Table 2.15, p. 65).
Among the 10 counties which had for-profit hospitals
paying taxes, only Wake County and Guilford County
also appropriated money for indigent care, hospital
operations, or hospital-based services in 1984. Wake
County Commissioners appropriated $3,846,000,
while Guilford County appropriated $205,000.
Raleigh Community Hospital’s local property tax
contribution that year was $161,571, while Humana
Hospital’s contribution in Guilford County was
$119,652. The counties and cities in which the re-
maining for-profit hospitals are located did not appro-
priate any funds for indigent care. Throughout the
state that year, counties and cities appropriated a total
of $14,784,000 for indigent care, hospital operations,
and hospital-based services.

Five investor-managed hospitals—Ashe Memo-
rial, Blue Ridge Hospital System, Cape Fear Valley
Medical Center, Johnston Memorial, and McDow-
ell—responded to the Center survey. These investor-
managed hospitals are owned by private not-for-profit
companies or are public facilities and thus not subject
to taxation. Cape Fear Valley Medical Center, located
in Fayetteville, however, reported a $3,800 local tax
payment for property leased by the hospital. Of these
five investor-managed facilities, only two hospitals
are public facilities—Cape Fear Valley Medical Cen-
ter, which is owned by Cumberland County, and
Johnston Memorial, which is owned by Johnston
County. The remaining hospitals are owned by pri-
vate, not-for-profit corporations. Thus, ironically,
counties, which choose to sign management contracts
rather than selling their hospital to a for-profit com-
pany, do not receive one of the main advantages of for-
profit investor-owned hospitals—obtaining a new tax-
payer. Yet, the county may still suffer the conse-
quences of for-profit managed hospitals providing
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lower levels of indigent care or offering a narrower
range of services (see Chapters 2 and‘ 4). CognFy
officials might argue that the tradeoff is worth it in
order for the county to retain local control of the
hospital—which they do under a mz}nagement con-
tract but do not when they sell a hosplta!. .

A comparison of taxes paid and mdlggnt care
provided by hospitals which are the sole providers ?f
hospital care in the community shows that AMI’s
Central Carolina Hospital in Lee County paid the most
in local taxes—$123,468 (see Table 5.5). The gther
sole provider investor-owned hospital—cht.age
Hospital—paid $61,323 in taxes. S.even hospitals
managed by investor-owned corporations were also

sole providers. Because they were ovgned b.y. private,
not-for-profit companies or were public facilities, tl}e
hospitals were tax-exempt at the time of' the (;enter' s
survey. Of the nine sole provider hospitals listed in

yw?
Yronic, 0

Table 5.5, the investor-managed Johnston Memorial
Hospital provided the most indigent care—nt.:arly $1.9
million, or 14.2% of the hospital’s gross patient reve-
nues. '
In an effort to refine the analysis above even
further, the Center re-examined the total amount of
taxes paid by hospitals that go back to county coffe.rs,
because the figure for fotal taxes paid dpes pot pr.ov1de
a true picture of local hospital contributions in the
community. The only taxes that actually are.pald to
the county and thus potentially can be appropriated by
Boards of Commissioners for indigent care are prop-
erty tax revenues and a portion of sales tax revenues.
The federal income tax revenue is used for other
purposes—defense, Social Security, intgrest on debt,
and other federal expenditures. Using this standard of

examining taxes paid to local governments, the hospi-
—continued on page 178
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C omﬁaring the Performance of For-Profit and Not-for-Profit Hospitals in North Carolina

Table 5.4: Comparisons of 1984 Taxes Paid and Indigent Care Provided By Investor-
Owned Hospitals with Other Hospitals in the Same County (Where Investor-

Owned Hospitals Are Not the Sole Providers of Hospital Services)

Gross Local Taxes Paid Total
Hospital County Patient [real and personal] Indigent Care
. Revenues (GPR) (% of GPR) (% of GPR)

1) Frye Regional Catawba $34,766,667 $177,349 $2,086,000
Medical Center (10) (51%) 6.0%)
Catawba Memorial $26,063,347 tax-exempt $2,690,526
Hospital (CO) (10.3%)

2) Davis Community  Iredell $13,913,199 $61,056 $ 746,604
Hospital (I10) (:44%) (54%)
Iredell Memorial $21,443,776 tax-exempt $1,216,866
Hospital (CO) (5.7%)
Lowrance Memorial NA tax-exempt NA
Hospital (IM)

3) Highsmith-Rainey Cumber- $17,635,969 $203,203 $ 808,081
Hospital (10) land (1.2%) 4.6%)
Cape Fear Valley $68,597,699 tax-exempt $7,065,563
Medical Center (IM) (paid $3,800 on (10.3%)

leased property) '

4) Humana Hospital Guilford NA $119,652° NA
(10)®
‘High Point Memorial $34,290,832 tax-exempt $3,657,757
Hospital (NFP) (10.7%)
L. Richardson Mem. NA tax-exempt " NA
Hospital (NFP)

Moses H. Cone $76,893,944 tax-exempt $6,908,010
Memorial Hospital (9.0%)
(NFP)

Wesley Long Commun- NA tax-exempt NA
ity Hospital (NFP)
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Total Dollar
Amount Spent
Locally
(% of total
county revenues)

1984
County Appropriations
for Hospital Services

Total County Revenues
1984

$2,263,349
(6.9%)

$2,690,526
(8.3%)

$32,381,211

$ 807,660
“4.4%)

$1,216,866
(6.7%)

$18,208,104

$1,011,284
(1.4%)

$7,069,363
(10%)

$70,382,072

$ 119,652
(-1%)

$3,657,757
3.7%)

$6,908,010
(7.1%)

NA

$205,000

$97,889,538

—table continued
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Table 5.4: Comparisons of 1984 Taxes Paid and Indigent Care Provided By Investor-
Owned Hospitals with Other Hospitals in the Same County (Where Investor-
Owned Hospitals Are Not the Sole Providers of Hospital Services), continued

Gross Local Taxes Paid Total
Hospital County Patient [real and personal] - Indigent Care
Revenues (GPR) (% of GPR) (% of GPR)

5) Community Hospital Nash NA $29,704 ® NA
of Rocky Mount (I0)

Nash General NA tax-exempt NA
Hospital (CO)

6) Raleigh Community Wake $22,878,586 $161,571 $ 928,288
Hospital (I0) (711%) (4.1%)
Wake County $97,638,321 tax-exempt $8,663,271
Medical Center (CO) (8.9%)
Rex Hospital (NFP) $62,600,000 tax-exempt $2,525,555

(4.0%)
Eastern Wake NA tax-exempt NA
Hospital (CO)
Northern Wake NA tax-exempt NA
Hospital (CO)
Southern Wake NA tax-exempt NA
Hospital (CO)
‘Western Wake NA tax-exempt NA
Hospital (CO)

7) Medical Park Forsyth $12,400,000 $ 73,286 $ 148,889
Hospital (I0)* (.59%) (1.2%)
Forsyth Memorial $85,790,036 tax-exempt $4,898,893
Hospital (NFP) (5.7%)
N.C. Baptist $122,821,303 tax-exempt $6,636,000
Hospital (NFP) (54%)

I0 = Investor-Owned NFP = Private, Not-For-Profit
IM = Investor-Managed CO = County-Owned
NA = Not Available. The hospital did not respond to the Center survey.
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Total Dollar
Amount Spent
Locally
(% of total
county revenues)

1984
County Appropriations
for Hospital Services

Total County Revenues
1984

$ 29,704
(.16%)

NA

$18,208,642

$1,089,859
(.9%)

$8,663,271
(1.4%)

$2,525,555
(2.2%)

NA

NA

NA

NA

$3,846,000

$116,614,511

$ 222,175
(25%)

$4,898,893
(5.6%)

$6,636,000
(7.6%)

$ 87,199,675

* Humana Hospital was purchased by Moses Cone Memorial Hospital, a private, not-for-profit hospital, in 1988.
® Tax information provided by county tax supervisors.
¢ Medical Park Hospital was purchased by Carolina Medicorp in 1986 and is now a private not-for-profit hospital. It

has been managed by Hospital Corporation of America since 1984.
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Table 5.5: Comparison of 1984 Taxes Paid and Indigent Care Provided By Investor-
Owned and -Managed Hospitals Where They Are Sole Providers of Hospital

Services
Gross Local Taxes Paid Total
Hospital County Patient [real and personal] Indigent Care
. Revenues (GPR) (% of GPR) (% of GPR)
1) Central Carolina Hospital Lee $18, 240,791 $123,468 $1,222,133
{10) (.68%) (6.7%)
(includes Medicare/
Medicaid)
2) Heritage Hospital Edgecombe NA $61,323® NA
(10y*
3) McDowell Hospital McDowell  $ 6,900,000 tax-exempt $ 529,784
M) (7.7%)
4) Johnston Memorial Johnston $13,272,019 tax-exempt $1,886,638
Hospital (IM) (14.2%)
5) Ashe Memorial Ashe $ 5,714,980 tax-exempt $ 260,684
Hospital (IM) (4.6%)
6) Person County Person NA tax-exempt NA
Hospital (IM)
7) Bumsville Hospital Yancey NA tax-exempt NA
M)
8) Franklin Memorial Franklin NA tax-exempt NA
Hospital (IM)
9) Spruce Pine _ Mitchell NA tax-exempt NA
Community Hospital (IM)

10 = Investor-Owned
IM = Investor-Managed

NA = Not Available. The hospital did not respond to the Center survey.

tal contributing the most in taxes returning to the
county was Highsmith-Rainey with $203,963. Medi-
cal Park paid the least ($73,538).

The N.C. Center was unable to determine how
much hospital management companies paid in state
income taxes. By law, any corporation that does busi-
ness in North Carolina and is not exempt under the
state revenue law, is subject to taxation on its North
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Carolina source income. It is possible that the hospital
management companies did not make money on the
contracts and therefore owed no income tax to the
state. Since tax payments to the state are not public
information, the Center can not determine how much
in taxes hospital management companies paid to the
state as a result of management contracts with hospi-
tals in North Carolina.



Chapter 5

Total Dollar
Amount Spent
Locally . 1984 :
(% of Total County Appropriations Total County Revenues
County Revenues) for Hospital Services 1984
$1,345,601 0 $12,298,733
(10.9%)
$ 61,323 0 $14,153,763
(4%)
$ 529,784 0 $7,959,010
(6.6%)
$1,886,638 0in 1984; $19,970,241
(9.4%) ($100,000 in 1985)
$ 261,474 0 $5,014,845
(52%)
NA $58,000 $9,782,532
NA 0 $5,144,058
NA 0 $ 7,828,491
NA 0 $3,591,355°

# Formerly Edgecombe General Hospital.

® Tax information provided by county tax supervisor.

Do Hospitals Have a “Social
Commitment” Obligation?

IT HAS BEEN a long-held-belief that public and not-
for-profit hospitals ought to serve the community by
providing health care services—a social benefit.
David Falcone, associate professor of health adminis-
tration at Duke University, poses a new equation this

way: “Do not-for-profit hospitals provide a measure
of social benefit equal in quantifiable amounts to the
value of the tax exemptions (state and federal income
tax, sales and property tax) accorded them?” He
suggests that “on average, they [not-for-profit hospi-
tals] would fail this social benefit = exemptions test.”s!

The tax data and the figures for uncompensated
care that the N.C. Center for Public Policy Research
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Table 5.6: A Measurement of the Social Commitment of North Carolina Hospitals in
Counties With Both Investor-Owned and Not-for-Profit Hospitals

% of Social Commitment
% of Gross Gross Revenues Index
Revenues Paid Provided in (% of Taxes Paid plus
Hospital County in Local Taxes Indigent Care % of Indigent Care Provided)
Frye Regional Catawba S51% 6.0% . 6.51
Medical Center (IO)
Catawba Memorial tax-exempt 103 10.3
Hospital (CO)
Davis Community Iredell 44 54 5.84
Hospital (I0)
Iredell Memorial tax-exempt 5.7 5.7
Hospital (CO) :
Lowrance Memorial tax-exempt NA NA
Hospital (IM) o
Highsmith-Rainey Cumberland 12 4.6 58
Hospital (IO)
Cape Fear Valley tax-exempt 10.3 10.3
Medical Center (IM)
Humana Hospital (O)! Guilford NA NA NA
High Point Memorial tax-exempt 10.7 10.7
Hospital (NFP)
L. Richardson Memorial tax-exempt NA NA
Hospital (NFP)
Moses Cone Memorial tax-exempt 9.0 9.0
Hospital (NFP)
Wesley Long Community tax-exempt 'NA NA
Hospital (NFP)
Community Hospital Nash NA NA NA
of Rocky Mount (I0)
Nash General (CO) ' tax-exempt NA NA
Raleigh Community Wake a1 4.1 4.81
Hospital (I0)
Wake County Medical tax-exempt 8.9 89
Center (CO)
Rex Hospital (NFP) tax-exempt 40 4.0
Medical Park Forsyth 59 12 1.79
Hospital (I0)?
Forsyth Memorial tax-exempt 5.7 5.7
Hospital (NFP)
N.C. Baptist Hospital (NFP) tax-exempt 54 54
I0 = Investor-Owned NFP = Not-For-Profit
IM = Investor-Managed CO = County-Owned

NA = Not Available. The hospital did not respond to the Center survey

! Humana Hospital was purchased by Moses Cone Memorial Hospital, a private, not-for-profit hospital, in 1988.
2 Medical Park Hospital was purchased by Carolina Medicorp in 1986 and isnow a private, not-for-profithospital. Ithas been
managed by Hospital Corporation of America since 1984.
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obtained enabled the Center to compute the social
commitment of some investor-owned and not-for-
profit hospitals in North Carolina. Using the Institute
of Medicine’s research method (combining expendi-
tures within the hospital for indigent care and taxes
paid to the county which theoretically could also be
spent for indigent care), then one could argue that
some for-profit hospitals are doing their fair share.

A comparison of North Carolina hospitals in the
same county reveals that in two instances, the “social
commitment” of investor-owned hospitals, as defined
here, was greater than that of not-for-profit hospitals.
In Iredell County, Davis Community Hospital, an in-
vestor-owned facility, had a social commitment index
of 5.84 (.44 percent of gross revenues in taxes paid
plus 5.4 percent of gross revenues in indigent care
provided). On the other hand, Iredell Memorial Hos-
pital, a county-owned facility, had an index of 5.7 (the
percentage of gross revenues in indigent care pro-
vided). In Wake County, for-profit Raleigh Commu-
nity Hospital’s social commitment index was 4.81.
This figure lagged far behind the index for the public
Wake County Medical Center (8.9), but it was higher
than the 4.0 social commitment index for Rex Hospi-
tal, a private not-for-profit hospital.

By contrast, in Cumberland County, Cape Fear
Valley Medical Center, a public hospital, had a social
commitment index of 10.3 which exceeded that of
investor-owned Highsmith-Rainey Hospital (5.8). In
Catawba County, Catawba Memorial, a county-owned
facility, measured 10.3 in social commitment com-
pared to the Frye Regional Medical Center’s 6.5 social
commitment index. And in Forsyth County, both the
not-for-profit hospitals—Forsyth Memorial and N.C.
Baptist—had a much higher social commitment index
than Medical Park Hospital. The N.C. Center was
unable to make comparisons in Guilford and Nash
counties because the investor-owned hospitals there
did not respond to the Center survey. (See Table 5.6
for how these figures were derived).

It is important to point out that the payment of
taxes and the amount of indigent care provided is not
the only way to determine a hospital’s total service to
the community. These measures, however, are the
most easily quantifiable ones that are available. Ac-
cording to “Mission Matters,” a report by the United
Hospital Fund of New York, measures of community
service include medical research, education, commu-
nity health services, and the delivery of unprofitable
health care services (neonatal pediatric, burn and
trauma centers, and cardiac intensive care units).5?
Other measures of service include educating and
training doctors and other health care personnel; pro-
viding medical care to people with unpopular condi-
tions and diseases such as AIDS, alcoholism, and drug

addiction; assuring access to medical care in rural
communities and to inner-city, low income popula-
tions; medical clinics; and discounts on services to the
elderly and poor.

If taxes are in some way related to uncompensated
care, and if the measure of social commitment used
above is indeed meaningful, then some investor-
owned hospitals in North Carolina are doing their
fair share. Others, however, would argue that all hos-
pitals, whether investor-owned or not-for-profit, have
an obligation to provide care to those who cannot pay.
From this viewpoint, the payment of taxes as a trade-
off to providing indigent care is irrelevant.

Charitable Contributions to Hospitals

WILLIAM LANGLAND'S 14th Century poem “The
Vision of Piers Plowman” lists the ways a wealthy
merchant might distribute his riches to save his soul:

and therewith repair hospitals
help sick people
mend bad roads
build up bridges that had been
broken down
help maidens to marry or make
them nuns
find food for prisoners and
poor people
put scholars to school or some
other crafts
help religious orders, and
ameliorate rents Or taxes.

(emphasis added)

Not-for-profit hospitals have long taken advan-
tage of their tax-exempt status by soliciting charitable
gifts from individuals, corporations, and foundations.
The New York City-based American Association of
Fund-Raising Counsel (AAFRC) Trust for Philan-
thropy reports that over a 32-year period, philan-
thropic giving in the United States has skyrocketed
from $7.7 billion in 1955 to $93.68 billion in 1987.
The $93.68 billion figure, the highest giving total ever
recorded, represents a 6.45 percent increase over the
$88 billion given in 1986. This growth has surprised
many, especially those who predicted that charitable
giving would drop off due to recent tax reforms and
the October 1987 stock market crash. Donations to
health organizations and hospitals escalated from 8.9
percent ($.7 billion) of total national philanthropy in
1955 to 14.5 percent ($13.65 billion) in 1987. Accord-
ing to AAFRC, individual gifts continue to be an
important source of contributions to charitable organi-
zations. In 1987, individual contributions comprised
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$76.82 billion, or 82 percent of the total. Foundations
contributed nearly seven percent ($6.38 billion) of the
total, while corporations provided six percent. For the
first time in 20 years, corporate contributions did not
increase from the previous year, while foundation
giving increased 8.14 percent over 1986 giving.®

Similarly, the National Association for Hospital
Development (NAHD) of Falls Church, VA, reported
a 37 percent increase in charitable contributions to
hospitals and other health care institutions between
1986 and 1987. During this period, individual contri-
butions to hospitals increased from 55 percent to 64
percent while corporate contributions to hospitals
declined from 16.7 percent to 12.7 percent. Cash
donations in 1987 increased 25 percent to $1.56 bil-
lion, compared with $1.25 billion in 1986. Non-cash
gifts such as property and art, increased 20 percent to
$161 million, up from $134 million. NAHD also
reported that in 1987, hospitals with development
programs more than four years old eamed a median of
$3.90 per dollar invested.5*

An American Hospital Association survey on
trends in hospital philanthropy to community hospi-
tals indicates a steady increase in the dollar amount of
gifts and the number of hospitals receiving gifts. An
increased emphasis on fundraising is evident, as more
and more hospitals are establishing development de-
partments. In 1979, metropolitan community hospi-
tals received nearly five times more money than non-
metropolitan community hospitals. This trend stems
from the fact that metropolitan hospitals serve larger
communities and therefore are able to target their
fundraising activities to a larger segment of the popu-
lation S

The American Hospital Association’s 1982 An-
nual Survey indicated a large decline in charitable
contributions for hospital construction. In 1981, phi-
lanthropy made up only 4 percent of the funding
sources for hospital construction, down considerably
from 21 percent in 1968.5

Hospital Philanthropy in North Carolina

HOSPITALS AND HEALTH ORGANIZATIONS are
major beneficiaries of foundation and corporate phi-
lanthropy in North Carolina. In 1985, the N.C. Center
for Public Policy Research released a major report
entitled Grantseeking in North Carolina. The report
examined charitable giving by all 589 foundations in
North Carolina and by 81 corporate-giving programs
which voluntarily supplied data to the Center. In
1982, North Carolina hospitals and health institutions
received 28.4 percent ($25.3 million) of all charitable
contributions by foundations and corporations.5 Na-
tionally, hospitals and health organizations received
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20.8 percent of grant dollars awarded during the same
year.® Included in this category were hospitals, hos-
pices, clinics, health funds, societies (such as the Heart
Fund, Cancer Fund, or Society for the Prevention of
Blindness), medical research, science-oriented or-
ganizations, and health services. Table 5.7 lists the 10
largest grants given by North Carolina foundations to
hospitals during 1982.

The Duke Endowment plays a major role in mak-
ing grants to not-for-profit hospitals in North Caro-
lina. It is the largest foundation in the state and the
twelfth largest in the country. In 1982, the Duke
Endowment had assets of $462.6 million and awarded
$36.1 million in grants, the largest amount of any
foundation in the state. In 1982, hospitals in North
Carolina received more than $10 million of the

" Endowment’s gifts. Forty-one hospitals received

$8,055,000 for construction, and purchase of equip-
ment. Another $2.5 million was disbursed for a vari-
ety of programs, including financing charity care
based on a formula system of “free bed days of care”
($1,206,959), health and medical education, programs
for the elderly, establishment of clinics, improving
hospital administration, and development of a hos-
pice.®? In recent years, North Carolina and South
Carolina hospitals have received nearly $15 million
annually from the Duke Endowment.”®

Grantseeking in North Carolina contains lists of
sample grants for each foundation and corporate-giv-
ing program. The sample grants for the foundations
were based on their IRS 990 tax forms, which are
available to the public. Between 1981 and 1983, at
least 48 North Carolina hospitals received foundation
and corporate grants from 52 foundations and 12 cor-
porations. These grant recipients are listed in Table
5.8. For example, Cabarrus Memorial, a county-
owned hospital in Concord, received grants in excess
of $1.7 million in 1983 for emergency room services
and medical education programs. The grants to Cabar-
rus Memorial Hospital were gifts from the four chari-
table entities established by Charles A. Cannon, the
late chairman of Cannon Mills: The Cannon Founda-
tion, Inc. and The Charles A. Cannon Charitable
Trusts Number One, Two and Three.

Philanthropic giving remains an important source
of operating revenue for not-for-profit hospitals. As
non-patient revenues decline, hospitals are increas-
ingly likely to look to foundations and corporations
for continued support. Large cutbacks in federal do-
mestic spending have reduced the amount of federal
funds going to hospitals since 1981. President Ronald
Reagan suggested that the private sector—especially
the philanthropic community—fill in the gaps left by
the federal government. However, priorities of phil-

—continued on page 194
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Table 5.7: The 10 Largest Grants Made in 1982 by Foundations in North Carolina to
North Carolina Hospitals

Amount Recipient Foundation
1. $1,950,000 Duke University The Duke Endowment
Medical Center Charlotte
Durham, NC
2. 986,500 Cabarrus Memorial Charles A. Cannon Charitable
Hospital Trust Number One
Concord, NC Concord
3. 480,000 Cabarrus Memorial The Cannon Foundation
Hospital Concord
Concord, NC
4, 250,000 Durham County The Duke Endowment
Hospital Corporation Charlotte
Durham, NC
5. 250,000 Lenoir Memorial The Duke Endowment
Hospital Charlotte
Kinston, NC
6. 250,000 Memorial Hospital of The Duke Endowment
Alamance County Charlotte
Burlington, NC
7. 250,000 Mercy Hospital The Duke Endowment
Charlotte, NC Charlotte
8. 250,000 Northern Hospital of The Duke Endowment
Surry County Charlotte
Mount Airy, NC
9. 250,000 Presbyterian Hospital The Duke Endowment
of Charlotte Charlotte
Charlotte, NC
10. 250,000 Scotland Memorial The Duke Endowment
Hospital Charlotte
Laurinburg, NC

Source: Anita Gunn Shirley, Grantseeking in North Carolina: A Guide to Foundation and Corporate Giving, North Carolina
Center for Public Policy Research, p. 11.
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Table S.8. S'ample Grants to N.C. Hospitals by Foundations in North Carolina
— 1981, 1982, and 1983
by Whitney Warren and William C. Long

NOTE: In 1982, The Duke Endowment made grants to 41 hospitals in North Carolina for construction,
equipment, and purchases totaling $8,055,000. The Duke Endowment also made grants to North Carolina
hospitals totaling $1,026,959 for free bed days, hospital administrative services, and a professional activity
study in 1982. Some of those grants are included in the table below.

A. Foundation Grants to North Carolina Hospitals

Name of Hospital City County
1. Alamance County Hospital . Burlington Alamance
2. Amos Cottage Rehabilitation Hosp. Winston-Salem Forsyth
3. Blowing Rock Hospital Blowing Rock Watauga
4. Cabarrus Memorial Hospital Concord Cabarrus
5. Caldwell Memorial Hospital Lenoir Caldwell
6. Charles A. Cannon, Jr. Banner Elk Avery
Memorial Hospital, Inc. '
7. Catawba Memorial Hospital Hickory Catawba
—Catawba Medical and
Cancer Foundation
8. Charlotte Memorial Hospital Charlotte Mecklenburg
and Medical Center
9. Charlotte Treatment Center Charlotte Mecklenburg
10. The Chatham Hospital, Inc. Siler City Chatham
11. Cleveland Memorial Hospital Shelby Chatham

—<Cleveland Memorial Hospital
Women’s Auxiliary
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Foundation Making Grant Year Amount
The Duke Endowment 1982 $ 40,000
Kate B. Reynolds Poor and Needy Trust 1983 6,196
Broyhill Foundation, Inc. 1982 1,000
The Cannon Foundation, Inc. 1983 5,000
Century Foundation 1982 1,000
The Goodman Foundation, Inc. 1982 200
Levin Foundation 1982 50
The Cannon Foundation, Inc. 1983 480,000
Charles A. Cannon Charitable Trust

Number One 1983 986,500
Charles A. Cannon Charitable Trust

Number Two 1983 138,500
Charles A. Cannon Charitable Trust

Number Three 1983 150,000
The Coffey Foundation, Inc. 1983 10,000
Kate B. Reynolds Charitable Trust 1983 70,000
Charles A. Cannon Charitable Trust

Number One 1983 35,000
Petro Kulynych Foundation, Inc. 1982 200
Marsh Foundation 1982 250
Century Foundation 1982 100
The Ballenger Foundation 1983 600
Alwinell Foundation 1982 3,000
Rush S. Dickson Family Foundation 1982 3435
Alex Hemby Foundation 1982 100
Marsh Foundation. 1982 250
O’Herron Foundation, Inc. 1982 600
Dickson Foundation 1982 500
Rush S. Dickson Family Foundation 1982 500
Foundation for the Carolinas 1982 3,700
The Philip L. Van Every Foundation 1982 10,000
Wren Foundation, Inc. 1982 1,000
0. Max Gardner Foundation, Inc. 1983 250
The Dover Foundation 1983 1,000

— table continued
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Table 5.8: continued

Name of Hospital City

County
12. Community General Hospital Thomasville Davidson
—Thomasville Hospital Guild
13. Davie County Hospital ~ Mocksville Davie
14. Duke University Medical Center Durham Durham
(for Center for Health Policy Research and Education)
(for new nursing education program)
—Cardiovascular Education Center
—Comprehensive Cancer Center
—Oncology Recreational Therapy
Program
15. Durham County Hospital Durham Durham
Corporation
16. Garrett Memorial Hospital* : Crossnore Avery

* Now known as Sloop Memorial Hospital.
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Foundation Making Grant Year Amount
The Dillard Fund, Inc. 1982 $ 1,000
Brown F. Finch Foundation 1982 1,000
Thomas Austin Finch Foundation 1982 50,000
The Thomas Foundation 1981 1,000
Thomasville Community

Foundation, Inc. 1982 2,000
Thomasville Furniture Industries

Foundation 1982 100,000
Thomasville Community Foundation

Incorporated 1982 100
Margaret C. Woodson Foundation, Inc. 1982 20,000
The Kathleen Price & Joseph M.

Bryan Family Foundation, Inc. 1982 1,000
Burroughs Wellcome Fund 1983 15,000
The R. L. Davis Charitable

Trust Fund, Inc. 1983 275
The Duke Endowment 1982 250,000
The Duke Endowment 1982 178,000
The Goodman Foundation, Inc. 1982 350
Hillsdale Fund, Inc. 1982 10,000
Mary Lynn Richardson Fund 1982 5,000
The Alexander Worth McAlister

Foundation, Inc. 1982 4,986
Brody Brothers Foundation 1983 100
Harry L. Dalton Foundation 1983 500
The Dillard Fund, Inc. 1982 1,000
Ralph N. Jones Foundation 1983 100
Petro Kulynych Foundation, Inc. 1982 200
Mills Family Foundation 1982 3,100
Myers-Ti-Caro Foundation 1983 5,000
Garrison Community Foundation

of Gaston County, Inc. 1982 1,000
Kate B. Reynolds Charitable Trust 1983 62,620
The Duke Endowment 1982 22,300
The Goodman Foundation, Inc. 1982 100
Marsh Foundation 1982 500
Myers-Ti-Caro Foundation 1983 2,500
Petro Kulynych Foundation 1982 200

— table continued
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Table 5.8: continued

Name of Hospital City County
17. Gaston Memorial Hospital Gastonia Gaston
18. Good Hope Hospital Erwin Hamett
19. Grace Hospital Morganton Burke
20. Haywood County Hospital Clyde Haywood
21. High Point Memorial Hospital High Point Guilford
22, Hoots Memorial Hospital ._Yadkinville Yadkin
23. Huntersville Hospital Auxiliary** Huntersville Mecklenburg
24. Lexington Memorial Hospital Lexington Davidson
25. Marion General Hospital*** Marion McDowell
26. McPherson Hospital Foundation Durham Durham
27. Memorial Hospital of Alamance Burlington Alamance
28. Mercy Hospital Charlotte Mecklenburg
29. Montgomery Memorial Hospital Troy Montgomery
30. Moore County Memorial Hospital Pinehurst Moore
31. Moses H. Cone Memorial Hospital Greensboro Guilford
32. North Carolina Baptist Hospital , Inc. Winston-Salem - Forsyth

—Bowman Gray School of Medicine
(for Cancer Center)
(for oncology support program)
(for pediatric sickle cell program)
—Medical Center Challenge Fund

** Huntersville Hospital closed in 1984.
*** Marion General Hospital changed its name to The McDowell Hospital in 1983.
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Foundation Making Grant Year Amount
Z. Smith Reynolds Foundation 1983 $18,221
Blue Bell Foundation 1982 2,000
Wellons Foundation 1982 1,000
The J. Alex & Vivian G. Mull

Foundation 1983 4,800
Josephus Daniels Charitable

Foundation 1982 2,500
The Thomas Foundation 1981 1,000
The Duke Endowment 1982 6,600
The Blumenthal Foundation 1983 100
Dacotah Foundation, Inc. 1983 11,000
The Thomas Foundation 1981 1,000
Baldwin Foundation Trust 1983 10,000
Broyhill Foundation, Inc. 1982 10,000
Cozart Foundation, Inc. 1982 1,000
ABC Foundation 1983 15,000
Burlington Industries Foundation 1983 50,000
Cone Mills Corporation 1982 15,000
Liberty Hosiery Mills Foundation 1983 600
Alwinell Foundation 1982 12,500
The Blumenthal Foundation 1983 1,000
Harry L. Dalton Foundation 1983 100
Dowd Foundation 1983 1,000
O’Herron Foundation, Inc. 1982 100
The Surtman Foundation 1983 500
Capel Charitable Trust 1982 50,288
Doak Finch Foundation 1982 2,800
The Alexander Worth McAlister

Foundation, Inc. 1982 1,000
Wilbur Lee Carter Charitable-Trust 1982 9459
Fieldcrest Foundation 1982 8,000
Brenner Foundation 1983 500
The Dillard Fund, Inc. 1982 100
The Winston-Salem Foundation 1982 31,119
The Winston-Salem Foundation 1982 26,563
The Akzona Fund 1982 5,000
Carolina Steel Foundation 1982 3,000

—table continued
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Table 5.8: cbntinued

Name of Hospital

City County
33. Northern Hospital of Surry Mt. Airy Surry
County
34. Pitt County Memorial Hospital Greenville Pitt
35. Presbyterian Hospital Charlotte Mecklenburg
(for hospital foundation)
36. Randolph Hospital Asheboro Randolph
37. Rex Hospital Raleigh Wake
38. Rowan Memorial Hospital Salisbury Rowan
39. Rutherford Hospital, Inc. Rutherfordton Rutherford
40. Scotland Memorial Hospital Laurinburg Scotland
41. St Joseph’s Hospital Asheville Buncombe
42. St. Luke’s Hospital Columbus Polk
43. Stanly County Hospital Albemarle Stanly
44. Thoms Rehabilitation Hospital Asheville Buncombe

190



Chapter 5

Foundation Making Grant Year Amount
The McAdenville Foundation 1982 $ 5,000
Piedmont Aviation Foundation 1982 750
North Carolina Foam Industries

Foundation 1982 30,000
R. L. Davis Charitable Trust

Fund Inc. 1983 2,273
Kate B. Reynolds Charitable Trust 1983 147,468
Alwinell Foundation 1982 2,000
Associated Foundation Incorporated 1983 5,000
Blythe Brothers Foundation 1982 5,000
Dowd Foundation 1983 16,000
Foundation for the Carolinas 1982 26,968
Foundation for the Carolinas 1982 22,600
Alex Hemby Foundation 1982 12,500
Ivey’s Trust Fund of Charlotte, N.C. 1982 3,400
Ralph N. Jones Foundation 1983 100
Lowe’s Charitable and Educational

Foundation 1983 1,000
Marsh Foundation 1982 200
The McAdenville Foundation 1982 10,000
Robert Lee Stowe, Jr. Foundation,

Inc. 1982 10,000
The Philip L. Van Every Foundation 1982 20,000
S. A. Bossong Trust Fund 1982 10,000
Acme-McCrary Foundation, Inc. 1982 2,500
Josephus Daniels Charitable

Foundation 1982 1,000
George Smedes Poyner Foundation, Inc. 1982 100
Trent Ragland, Jr. Trust 1982 100
The Goodman Foundation, Inc. 1982 500
Margaret C. Woodson Foundation, Inc. 1982 5,000
Stonecutter Foundation, Inc. 1983 3,000
Tanner Foundation 1982 7,500
Fieldcrest Foundation 1982 15,000
The Memorial Fund, Inc. 1983 70,000
Morgan Trust for Charity,

Religion and Education 1982 100,000
Community Foundation of Western N.C. 1983 100
Polk County Community

Foundation, Inc. 1982 5,059
E. J. Snyder Family Foundation 1982 20,000
Mills Family Foundation 1982 100.

—table continued
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Table 5.8: continued

" Name of Hospital City County
45. UNC-CH Memorial Hospital **** Chapel Hill Orange
(for Cancer Center)
—The Medical Foundation of North

Carolina, Inc.’

46. Wilkes General Hospital N. Wilkesboro Wilkkes

47. Wilson Memorial Hospital Wilson Wilson

****+ North Carolina Memorial Hospital received $27,805,159 in state appropriations for current operations, 1987-1988.

B. Corporate Contributions to North Carolina Hospitals

1. Community General Hospital Thomasville Davidson
Duke University Medical Center Durham Durham
—Comprehensive Cancer Center :

3. Durham County Hospital Durham Durham

Corporation

4. Haywood County Hospital _ Clyde Haywood

5. Margaret Pardee Hospital Hendersonville Henderson

6. Northern Hospital of Surry Mt. Airy Surry

County

7. Presbyterian Hospital Charlotte Mecklenburg

8. Rex Hospital Raleigh Wake

9. Scotland Memorial Hospital Laurinburg Scotland

10. UNC-CH Memorial Hospital Chapel Hill Orange

(for Burn Center)

Source: Anita Gunn Shirley, Grantseeking in North Carolina: A Guide to Foundation and Corporate Giving, North Carolina
Center for Public Policy Research, 1985.

Whitney Warren and William Long served as interns at the N.C. Center for Public Policy Research in 1987.
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Foundation Making Grant Year Amount
Myers-Ti-Caro Foundation 1983 $ 1,500
BarclaysAmerican Foundation, Inc. 1982 5,000
Victor Bates Foundation, Inc. 1982 1,000
Battle Foundation, Inc. 1982 10,000
Carter Foundation, Inc. 1982 1,000
The Chatham Foundation 1982 5,000
The Dover Foundation 1983 3,500
A. E. Finley Foundation 1982 1,000
The Felix Harvey Foundation 1983 1,000
Lundy Foundation, Inc. 1982 1,000
J. P. Riddle Charitable Foundation 1982 10,000
Petro Kulynych Foundation 1982 200
The R. L. Davis Charitable Trust
Fund, Inc. 1983 72
Total (all years combined): $3,591,202
Total in 1981: $ 3,000
Total in 1982: 1,255,227
Total in 1983: 2,332,975
The Wachovia Corporation 1982 24,000
Sellers Manufacturing Company, Inc. 1982 1,400
Union Carbide Agricultural
Products Co., Inc. 1982 1,000
Champion International Corporation 1982 35,000
Olin Corporation 1982 15,000
The Planters National Bank and
Trust Company 1982 1,000
Harris-Teeter Super Markets, Inc. 1982 6,000
Monsanto Agricultural Products
Company 1982 1,000
MCM Corporation 1982 1,000
North Carolina Natural Gas
Corporation 1982 2,000
J. P. Stevens & Co., Inc. 1982 20,000
Carolina Power and Light Company 1982 10,000
Total in 1982: $117,400
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anthropic organizations are not expected to change
greatly. Hospitals will continue to be among the major
beneficiaries of this tax-exempt support. Clearly, the
philanthropic dollar is a major tax advantage for not-
for-profit hospitals in North Carolina.

Conclusions and Recommendations

COMPETITION BETWEEN taxable businesses and
tax-exempt organizations in providing similar serv-
ices has become a major concern of both communities.
Not-for-profit organizations are turning more to busi-
ness ventures as a means of supporting themselves. A
recent U.S. General Accounting Office study esti-
mated that non-profit reliance on commercial activi-
ties as a source of revenue has nearly doubled since
World War II. Among the major tax advantages for
not-for-profit organizations are: exemption from fed-
eral, state and local taxes; tax-exempt bond financing;
eligibility for state appropriations; and access to chari-

table contributions. For-profit hospitals must pay
taxes, while most investor-managed and not-for-profit
hospitals are exempt from paying taxes.

The analysis of tax payments in North Carolina
shows that the investor-owned hospitals paid more
than $7.4 million in federal, state and local taxes in
1984. In addition, computing the “social commit-
ment” of hospitals in North Carolina (taxes paid plus
charity care provided as a percentage of gross reve-
nues) shows that some investor-owned hospitals have
a very strong argument that they are doing their fair
share.

Not-for-profit hospitals may solicit charitable
gifts from individuals, corporations and foundations.
Nationwide, charitable contributions are a major
source of funding for not-for-profit hospitals. North
Carolina’s not-for-profit hospitals benefit tremen-
dously from charitable gifts, which in 1982, totaled
$25.3 million. In recent years, North Carolina hospi-
tals have received nearly $15 million annually from
the Duke Endowment alone.
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Chapter 5

The analysis in this chapter on taxes paid by hos-
pitals and charitable gifts to hospitals in North Caro-
lina leads to five specific recommendations.

1) All private not-for-profit and public hospi-
tals should be required to pass a “social benefit =
tax exemptions” test. Not-for-profit hospitals would
submit a “community benefit report” to the N.C.
Medical Database Commission documenting services
to the poor, educational services for all income levels,
and other community services. The commission
should submit this data to the N.C. Department of
Revenue, which would then determine if the commu-
nity benefit provided justifies each not-for-profit
hospital’s tax exemption. Currently, under the state’s
revenue law, any organization that is exempt from
federal income tax under the Internal Revenue Code is
also exempt from state income tax. The Center pro-
poses that the linkage between the state and federal
exemption policies be severed, but only as it pertains
to hospitals. Every hospital seeking exemption from
the state income tax would have to meet all criteria for
tax exemption. Current state law allows any corpora-
tion to seek a determination on tax exemption. This
provides for-profit hospitals with a mechanism to
achieve tax-exempt status if they are deserving. For-
profit hospitals secking an exemption would submit a
report on tax payments and the amount of community
benefit provided. This would give the Department of
Revenue a means of determining the benefit provided
by a hospital versus the tax payments foregone.

This recommendation will help ensure that all
private not-for-profit and public hospitals provide a
true benefit to the community. If a hospital fails to
provide a measure of social benefit reasonably equal
in quantifiable dolar amounts to the value of the tax
exemptions (state and federal income tax, sales and
property tax), then the hospital should be subject to
taxation. Duke researcher Chris Conover said, “If
you’re going to have tax-exemptions, then it’s quite
legitimate that they be earned.” And as Steven Kroll,
a former Duke graduate student suggests, “A defen-
sible position must be forged, where those who de-
serve exemptions receive them, and those who do not
either change their methods or prepare to join the
ranks of for-profit providers.”

If state policymakers do not adopt this recom-
mendation, then the Center recommends that:

2) The state should consider removal of the tax
exemption for investor-managed hospitals. The
N.C. Center’s analysis of hospitals in North Carolina
reveals that investor-managed hospitals engage in
similar activities as do investor-owned hospitals and
act more like for-profit entities than not-for-profits.
Investor-managed hospitals, like investor-owned hos-
pitals, often provide less indigent care and provide a

somewhat narrower range of services. Unlike
investor-owned hospitals, however, investor-managed
facilities are not required to pay taxes. Each county
with an investor-managed hospital should evaluate the
hospital’s mission statement and activities to deter-
mine whether they are carrying out their mission by
providing community benefits substantial enough to
justify a tax exemption.

3) The Center recommends that the state allow
private not-for-profit and public hospitals to retain
their tax exemptions. The state of Utah has adopted
this same position, but with strict requirements, after a
major public debate. The tax-exempt status should be
retained for private not-for-profit and public hospitals
(excluding not-for-profits managed by for-profit com-
panies, which are covered by Recommendation #2
above) because the Center’s study shows they shoul-
der a greater burden of indigent care. However con-
stant re-evaluation of this data should be performed.

The N.C. Center also recommends that further
study of tax-exempt hospitals be undertaken. The
following questions should be investigated.

a) What restrictions (if any) are imposed on
tax-exempt hospitals that are causing them to behave
in a manner contrary to their mission?

b) What would be the likely effects of re-
movals of the exemptions from federal, state, and local
taxation on tax-exempt hospitals?

4) Counties receiving tax payments from inves-
tor-owned hospitals should earmark the revenues
to provide indigent care for county residents. The
Center’s study, based on 1984 data, reveals that nine
counties received $1 million in local property tax
payments from investor-owned hospitals. Consistent
with the recommendation in Chapter 2—which advo-
cates that counties take a larger role in caring for
indigent patients—the Center recommends that coun-
ties which receive local property tax payments from
investor-owned hospitals earmark those tax payments
for indigent care. In 1984, only 26 counties made ap-
propriations to local hospitals for indigent care or
other hospital-based services.

5) Finally, the Center recommends that the
legislature not submit a constitutional amendment
which would allow public hospitals to enter into
joint ventures to the voters in 1989-90. Currently,
public hospitals are not allowed to enter joint ventures.
The legislature should first require hospitals to pro-
vide data on hospital performance on provision of
indigent care and payment of taxes (see Recommenda-
tion #1 above) and then analyze that data before mak-
ing a decision on the draft constitutional amendment.
As in Illinois, if not-for-profit hospitals are allowed to
go into joint ventures, the state of North Carolina
could possibly get bogged down in hospital-by-hospi-
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tal decisions on tax exemptions for every subsidiary of
every hospital.

For the first time, tax-exemption challenges at
federal, state, and local levels are forcing many hospi-
tals to defend their role as charitable institutions. For-
profit and not-for-profit health care providers are in-
creasingly being viewed as the same. As the debate
over the tax-exempt status of hospitals and other non-
profit groups continues, not-for-profit hospitals will
undergo a great deal of scrutiny. Hospitals are also
being pressured to improve their financial viability in
a competitive environment. Opponents of the tax-
exempt status for not-for-profit hospitals will continue
to cry foul and push for legislative and IRS rule
changes. In light of all of these issues, all hospitals
will be asked to demonstrate a high degree of excel-
lence—through service to the community and ac-
countability to the public.
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Chapter 5

THE TAX REFORM ACT——WHAT DOES
THE FUTURE HOLD FOR TAX-
EXEMPT BOND FINANCIN 38?

by Ldri AnnHams e

TAX-EXEMPT BOND FINANCING offers many advantages to hospltals and mvesto } Howev r, the ¢ concept

new requirements and restrictions affectmg most tax-exempt ﬁnancmg for not-for-proﬁt h ospltals “The tax
reform act threatens, in the future, to classify not-for-profit hospital financing in the same category as fundmg
for investor-owned companies and other private purposes.'

A landmark decision by the U.S. Supreme Court'has fueled arguments toend contmued tax exemptlon
for municipal bonds. In South Carolina v. Baker’, the state and the National Govemors ‘Association
challenged the government’s authority to require federal registration of mumcnpal bon The reglstrat on
requirement was passed by Congress in 1982. The National Governors’ Association argued that registration
of municipal bonds is a tax on states. The Supreme Court ruled that the constitution does not restrain the
power of Congress to tax interest on municipal bonds, and that Congress, “if it chooses, may end the federal
tax exemption for state and local bonds.” The decision overturned the 1895 precedent P Iack V. Farmer s
Loan & Trust Co.3, and opens the way for taxing all mumcrpal bonds.4 "+ v

Congress is consrdenng further limits on tax-exempt financing. In the 1987- 88 Congress there was a
proposal to put a cap on the amount of all 501(c)(3) bonds, mcludmg hospltals bonds. The Congressxonal
Budget Office has proposed direct subsidies for 501(c)(3) issuers in lieu.of tax-exempt financing. With a
direct subsidy, the borrower would receive all beneﬁts rather than shanng the beneﬁts with i mvestors in tax-
exempt bonds.’ s SRS SO

The future is uncertain for hospital bond issues as the attack on tax-exempt ﬁnancmg contmues ngher ‘
interest rates have greatly depressed the dollar volume of tax-exempt health care bonds and downgradmg of
hospital credit ratings continue to outpace upgradings. Hospitals are 1ncreasmgly cautious about refundmg
outstanding debt. If anything, Congress will be looking for ways to raise more revenues and that means
another round of debate over proposals affecting the tax-exempt bond market :
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Appendix

APPENDIX A

The following tables list the amount of uncompensated care provided by North Carolina
hospitals in 1984. The information in the tables has been taken from the Survey of Chief
Executive Officers of North Carolina General Acute Care Hospitals. :

Table A-1: Uncompensated Care Provided by Investor-Owned and Investor-
Managed Hospitals in North Carolina Responding to the N.C.
Center’s Survey (1984)

Table A-2: Uncompensated Care Provided by Private Not-for—ProfitA and Public

Hospitals in North Carolina Responding to the N.C. Center’s Survey
(1984) o
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Appendix

APPENDIX B

Survey of Chief Executive Officers of North Carolina General Acute Care Hospitals

North Carolina Center for Public Policy Research

Survey of Chief Executive Officers of North Carolina General,
Acute-Care Hospitals

Date _

Name of Hospital
Matling Address

Number of Acute-Care Beds in Use

Is this hospital currently owned, leased, or managed by a
multi-institutional hospital mana?ement company (for example, Hospital
Corporation of America or SunHealth)?

Owned (Y or N)
Leased (Y or N)
Managed(Y or N)

Name of company
Name of company
Name of company

Name of Chief Executive Officer
When did he or she begin working at this hospital
How long has he or she worked with this hospital management company (if

applicable) ,
Hospital's fiscal year begins and ends
Month/Day Month/Day

I. Please list the types and amounts of taxes your hospital paid to all

levels of government in fiscal year 1984 _The list below is provided as a

suggestion only and s not intended to be exhaustive. ’

" Patd to (v)

Type of Tax Amoun e al
Real property
Personal property J |
Invento ]
Intangtbles ]
Sales
Social Security
Unemployment
State income
Federal income ] ]
Other (please specify)

L L _ L L
Sy Ly GHEN S
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rJ

N G Cenler rar Public Folicy Resasreh
Maspital Chrer Executive Officer Survey
November 25, 1955

Services ,
2. The N. C. Center seeks to learn of the types of services provided at
?eneral hospitals in North Caroltna. Using the area below, please check
¥) the appropriate column to indicate
whether this hospital offers (or previously offered) the listed
service;
wRether the service has been added or discontinued and if so,
when;
or whether the level of the service has been reduced.

Use riscal year!980 as the beginning date. /7 this hosprtal Nas
undergone a change in ownership or management since /980, please /ist
the date(s) or the management change(s) at the bottom or this
page. |f you require more room for additional services or
reasons, please attach another sheet of paper.

OfTered

Neme of Service in 1980 [Added | Date | Discontinved! Date| Redyced! Reason

inpatient.
Genersal Madicine
Intensive Care Unit
Cardisc ICU
Padiatrics
Psychiatry
General Surgery
Neurosurgery
Thoracic Surgery
Gynecology
Eys. Ear, Nose &
Throst
Urology
Orthopedics
Obstatrics
Abortions
Nursery
Neonstal ICU
Pharmacy .
Physical Therapy
Other

S T N A N S .
==
—'——'—'—--P—'—_

-~~~

Cutpatient:
Surgery
Emergency Room
Clinic

Other_.

e e e e e e e
— b b— — e — b
e e e e B B e
b = e b e e P
— =
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Appendix

M C center ror Public Folicy Resesrch 3
Haspital Chier Executive Officer Survey
November 25, 1985

3. Does this hospital provide free care to indigent patients? Please do
not include any contractual adjustments for Médicare and Medicaid in your
answer. (Y or N)
a. lfa/es, how do you describe this expenditure on your financial
records? Please define each as used in ;/our hospital accounting.
as Charity care”

as Indigent care?
as Bad Debt?
Other (please explain)

4. For the hospital's fiscal year ending in 1984, please provide the
following:

| Amount | How Much asa
Amount | Actually Percentage of
Budoeted Provided Oross Revenues

Free indigent care

Charity care

Medicare

Medicaid

Bad Debt (if different
from the above

5. Do you require a deposit or proof of insurance coverage before admitting
a patient? (Y or N)
If yes on the deposit, how much?

6. Does your hospital have a responsibility to provide free care under the
federal Hill-Burton legisiation? (Y or N)

If yes, what amount were you required to provide during the fiscal
year that ended in 19847

Thank you for your assistance. Please return the completed survey form to
Ms. Lacy Maddox
Research Coordinator
N. C. Center for Public Policy Research

Post Office Box 430
Raleigh, N. C. 27602 using the enclosed envelope.

If you have any questions or commenfs about the survey, please direct
them to Ms. Maddox at the above address or at (919) 832-2839.

In case we have questions of you after recetving this survey, please tell us
how ﬁlo get in touch with you, the responding hospital representative.
ame ~
Title
Telephone Number
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Index

INDEX

Access to care, see Indigent care

Adjusted measures
—defined 99

Alamance County Hospital (Burlington) 23, 96,
151

Alamance Memorial Hospital (Burlington) 23, 151

Alliances 19,22,23

Alvarado, Donna 27, 30

Ambulatory surgery clinics 5

American Association of Fund-Raising Counsel
(AAFRC) Trust for Philanthropy 181

American Hospital Association 12, 37, 38, 40, 48-
49,51, 95,121, 168, 182

American Hospital Association Guide 124

American Medical Association 53, 112

American Medical International (AMI) 5, 8, 9, 20,
40,42, 127,152, 168, 173

AMI, see American Medical International

Ancillary services 87,97,99, 100, 102, 103, 106,
110

Angel Community Hospital (Franklin) 169

Arthur Andersen & Co. 38, 81

Arwine, Don 23

Ashe Memorial Hospital (Jefferson) 60, 172

Bad debt 38,40, 97,99
—defined 38
see also Indigent care
Barrett, Dr. George 121, 145, 146, 148
Bed complement
—defined 127
Bedrosian, John C. 52, 69, 72
Bennington, Harold 11
Bernstein, James 285, 28, 137
Bertie County Memorial Hospital (Windsor) 13
Best American Health Care 20
Blasi, Joseph R. 27, 28
Blue Cross and Blue Shield of North Carolina 64,
87,108 '
Blue Ridge Hospital System 129, 172
see also Burnsville Hospital and Spruce Pine
Community Hospital
Bourque, Dan 159
Bovender, Jack O. Jr. 31
Brand, RobertJ. 27

Bromberg, Michael D. 11

Brunswick County Hospital Authority 43

The Brunswick Hospital (Supply) 16, 27, 29, 43
Bumsville Hospital (Burnsville) 129

Butler, Daniel 121

Cabarrus Memorial Hospital (Concord) 182
California 88, 124, 159-160 .
Cape Fear Valley Medical Center (Fayetteville) .60,
61,127, 169, 172, 181
Carlton, J. Phil 23, 162 ‘
Carolina Eye Associates 29 o
Carolina Medicorp, Inc. 19, 22, 23,96, 171
Catastrophic insurance programs 68
Catawba Memorial Hospital (Hickory) 181
Central Carolina Hospital (Sanford) 3, 4, 42, 90,
92,152,173 .
Certificate of Need (CON) Law 78, 113, 151, 163
Champ, Raymond 162
Chappell, Bruce 99
Charge payers 97
— defined 97
Charges (to patients) 97-99, 103, 106
— other studies 87, 106, 107, 112
Charge-to-cost ratio, see Markup
Charitable contributions (to hospitals) 157, 181-194
Charity care
— defined 38
see also Indigent care
Charles A. Cannon Charitable Trusts (Numbers One,
Two, and Three) 182
Charlotte Eye, Ear and Throat Hospital (Charlotte)
19
see also Presbyterian Specialty Hospital
Charlotte-Mecklenburg Hospital Authority 22,24
Charlotte Memorial Hospital and Medical Center,
Inc. (Charlotte) 22,26
Charlotte Rehabilitation Hospital (Charlotte) 22
Charter Medical Corporation 20
Chatham Hospital (Siler City) 53
Chowan Hospital (Edenton) 23, 31
Clary,Jim 167
Coble,Ran 1,5
Coleman, J.C. 77-78
Community Psychiatric Centers 20
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The Comparative Economic Performance of a
Matched Sample of Investor-Owned and Not-
For-Profit Hospitals, see Lewin and Associates

Comprehensive Addiction Programs 13, 20

Congressional Budget Office 67, 197

Conn, Robert 10 .

Conover, Chris 40, 41, 51, 107, 108, 195

Consolidated Omnibus Budget Reconciliation Act of
1985 (COBRA) 69 ‘

Contractual allowances 38, 97, 99
—defined 97

Cost payers 99
— defined 99

Costs (to hospital) 99-101, 108, 110
— other studies 87, 106

Cost-shifting
— defined 40
see also Cross-subsidization

Cross-subsidization 121, 146
—defined 121
see also Cost-shifting

Currin, John 33, 95, 107, 161

Davis Community Hospital (Statesville) 16, 27, 89,
171, 181

The Delta Group, Inc. 20

Diagnosis Related Groups (DRGs) 6, 9, 10, 11, 26,
95,96
see also Medicare prospective payment system

Diener, Royce 150

Division of Facility Services, see North Carolina
Department of Human Resources, Division of
Facility Services »

Division of Health Services, see North Carolina
Department of Human Resources, Division of
Health Services

DRGs, see Diagnosis Related Groups

Dukakis, Gov. Michael (Massachusetts) 67

Duke Endowment 78, 182

Duke University Center for Health Policy Research
41

Duke University Medical Center (Durham) 26, 51

Duplin General Hospital (Kenansville) 53, 64

Durham County General Hospital (Durham) 31

Duval, Merlin K. 159

Edgecombe General Hospital (Tarboro), see Heritage
Hospital

Employee Retirement Income Security Act of 1974
(ERISA) 67

Employee Stock Ownership Plan (ESOP) 8§, 27-31
see also HealthTrust, Inc.
see also Epic Health Care Group
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Epic Healthcare Group 8
Expenses, see Costs (to hospital)

Falcone, David 179

Federal Register 70

Federation of American Health Systems (FAHS) 9,
10, 66, 72

Federation of American Hospitals 112

Fitzgerald, Robert 146

Florida 73, 88, 125, 160

Fomneris, John 110

For-Profit Enterprise in Health Care, see Institute of
Medicine

For-profit hospital 1
— advantages 2
- disadvantages 2
see also investor-owned hospital

Forsyth Memorial Hospital (Winston-Salem) 19,
22,146, 181

Fortune 122

Forum Health Investors (FHI) 13, 20

Foundation Healthsystems, Inc. 23

Franklin Memorial Hospital (Louisburg) 4,43, 151

Free care, see Indigent care '

Frye Regional Medical Center (Hickory) 169, 181

Futura Health Care Services 20

Gardner, Brown 10

Gaston, C. Richard 27, 28, 30

General acute care hospital 88

Gentry, Dwight 103

Georgia 159

Gerber, Lawrence 19

Gilbert, Ben 40

Good Hope Hospital (Erwin) 33

Gordon Crowell Memorial Hospital (Lincolnton) 5,
54

Goyer, Suzanne 93

Grantseeking in North Carolina 182

Gray, Bradford 168

Greensboro, City of 77-79

Guilford County 77-79, 172
— Board of Commissioners 77-79
— Task Force on Indigent Health Care 79

Hamlet Hospital (Hamlet) 151

Hammond, Alice 139, 145, 147

HCA, see Hospital Corporation of America

Health care data collection 111

Health Care Financing Administration (HCFA) 69,
88, 108

Healthcare Services of America (HSA) 13,21



Index

Health Facilities Data Book 125, 127, 129, 133,
139
Health Insurance Association of America 104, 112
Health Maintenance Organizations (HMOs) 4, 113
Health Management Associates, Inc. 21, 43
Health Management Quarterly 72 -
Health Services Research Center (Chapel Hill) 46
HealthTrust, Inc. 8, 13, 21, 27-31, 43
see also Employee Stock Ownership Plan
Heritage Hospital (Tarboro) 4, 16, 27-29, 89, 129
Herzlinger, Regina, see Taxes, other studies
Highlands-Cashiers Hospital (Highlands) 137
High Point Regional Hospital (High Point) 33, 61,
78
Highsmith-Rainey Memorial Hospital (Fayetteville)
4,16, 28, 89, 169-171, 178, 181
Hill-Burton program 38, 42-45, 77, 156
Hipps, Sen. Charles 24
Holly Hill Hospital (Raleigh) 16
Horizon Health Management Company 13, 21
Hospital bond referenda 4, 163-164
Hospital Corporation of America (HCA) 3,5, 8, 13,
20,27-31, 42, 53, 89, 96, 125, 146, 150, 159,
168, 171
Hospital Management Professionals, Inc. 21
Hospital ownership 1
see also North Carolina hospitals
Hospitals 18,772,125 ’
Howard, Diane 19
Humana, Inc. 5, 8-9, 16, 19, 122, 168
Humana Hospital Greensboro 16, 172
Huntersville Hospital (Huntersville) S, 24, 54

Illinois 108, 110, 162, 195
Indigent care 37-80
— AFDC program 74-76
— catastrophic illness insurance program 68
—defined 38
— other studies 46, 48-50
— Pharmaceutical Assistance Program 68
Institute of Medicine of the National Academy of
Sciences, For-Profit Enterprise in Health Care
40,49, 83, 84, 87, 88,99, 102, 121, 124, 137,
144, 167-168, 181
Internal Revenue Code (IRC) 155-156, 158, 195
Internal Revenue Service (IRS) 155-156, 158, 182,
196
Investor-managed hospital, see Management con-
tracts with investor-owned corporations
Investor-owned hospital corporations
— active in North Carolina 13
Investor-owned hospital 1, 13, 125
The Investor-Owned Hospital Movement in North
Carolina 1,119
Iredell Memorial Hospital (Statesville) 181

J. Arthur Dosher Memorial Hospital (Southport) 90

Johnson, Donald E.L. 18

Johnson, Theressa 111

Johnston Memorial Hospital (Smithfield) 61, 172-
173

Kansas 161

Kaufman, Kenneth 156

Kearns, Dorothy 74

Kimbrough, Mark 16

Kings Mountain Hospital (Kings Mountain) 61
Knesel, David C. 23

Kroll, Steven 195

LaBar, Clare L. 31

Lake Norman Regional Medical Center (Mooresville)
4,151

Lambertson, Giles 5

Leases to investor-owned corporations 12

Leech, John 159

Length of stay 26

Lenoir Memorial Hospital (Kinston) 53

Lewin and Associates

— The Comparative Economic Performance of
a Matched Sample of Investor-Owned
and Not-for-Profit Hospitals 88,92, 96,
106 .

— Investor-Owned and Not-for-Profit Hospi-
tals— A Second Look at Economic
Performance 167

— Setting the Record Straight: The Provision
of Uncompensated Care By
Not-For-Profit Hospitals 49,71

— A Study of Investor-Owned Hospitals 167

— Unsponsored Charity Care Costs: A
Proposed Definition for Hospital Care
to the Medically Indigent 38

Lewin, Larry 116

Life Center of Wilmington (Wilmington) 13

Long, Bill 122

Lowrance Hospital, see Lake Norman Regional
Medical Center

L. Richardson Memorial Hospital (Greensboro) 33,
77

Management contracts with investor-owned corpora-
tions 13,124

Margaret R. Pardee Memorial Hospital (Henderson-
ville) 90

Marketing 31-33

Markup 87, 100, 102, 103, 106, 108

Marshall, John A. 27-29

211



Comparing the Performance of For-Profit and Not-for-Praofit Hospitals in North Carolina

Martin General Hospital (Williamston) 60

Maryland 111 '

The McDowell Hospital (Marion) 172

McPherson Hospital (Durham) 4

MedFirst 16

Medicaid 24, 38, 42, 68, 73-76, 95, 99, 108, 111,
113,125

Medical indigency, see Indigent care

Medical Park Hospital (Winston-Salem) 19,22, 53,
96, 100, 127, 137, 146, 171, 178

Medicare
—costreports 88,92, 96, 100, 106, 108, 110,
125
— prospective payment system 6, 10-11, 25,
83,95, 96,99,107, 111

Mental Health Management Co. 13, 15, 21

Mercy Hospital (Charlotte) 157

Minnesota 160

Modern Healthcare 13

Montgomery Memorial Hospital (Troy) 53

Moratorium (on sale of public hospitals to investor-
owned corporations) 150, 151

Morrisette, Stephen 6, 11, 32, 54

Moses H. Cone Memorial Hospital (Greensboro)
16, 18, 78-79

Motley, John 155

Multi-hospital system
—defined 1-2
see also Alliances

Municipal Hospital Act, see North Carolina Munici-
pal Hospital Act

Murphy Medical Center (Murphy) 129

Myers, Richard L. 31

National Association of Public Hospitals 40, 69

National Association for Hospital Development
182 : '

National Conference of State Legislatures 9, 66

National Governors’ Association 197

National Federation of Independent Business 155,
162

National Medical Enterprises (NME) 5-6, 60, 168

Nevada 9,112,113

The News and Observer (Raleigh) 23, 27-31

North Carolina Administrative Procedure Act 148

North Carolina Baptist Hospital (Winston-Salem)
50, 146, 181

North Carolina Constitution 23, 162

North Carolina Department of Human Resources
74,75, 78, 148, 149, 151

North Carolina Department of Human Resources,
Division of Facility Services 125, 137, 148
— Certificate of Need Section 163
— Health Care Facilities Section 148
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North Carolina Department of Human Resources,
Division of Health Services 125
— State Center for Health Statistics 125, 133

North Carolina Department of Human Resources,
Division of Medical Assistance 113

North Carolina Department of Revenue 195

North Carolina Department of State Treasurer 4,
163

North Carolina General Assembly 23,24, 72,73,
74,75, 108, 110, 113, 149, 151, 157
— Commission on Prepaid Health Plans 113
— Government Operations Commission 112
— Medical Cost Containment Commission
113
— Study Commission on Indigent Care  73-76
— Study Commission on Survival of Public
Hospitals 24, 26, 54
— Study Committee on Public Health Facilities
151, 152

North Carolina General Statutes
—N.C.GS. 131E 112, 113, 148, 149, 151
—N.C.GS.150B 148

North Carolina Health Care Facilities and Finance

Act 163
North Carolina Health Care Facilities and Services
Act 148

North Carolina Health Insurance Trust Commission
73,75

North Carolina Hospital Association (NCHA) 11,
40, 73,75, 108

North Carolina hospitals ,
— independent for-profit 4, 13, 127
— investor-owned 12, 13, 125, 127
— leased by investor-owned corporations 12,
13,125,127
— managed by investor-owned corporations
12,13,125,127
— not-for-profit 127
— public 127

North Carolina Legal Services 53

North Carolina Local Government Commission 4,
163

North Carolina Medical Care Commission 163

North Carolina Medical Database Commission
(Department of Insurance) 71, 108, 110-113,
116, 195

North Carolina Memorial Hospital (Chapel Hill)
40, 50, 64, 75, 88, 157

North Carolina Municipal Hospital Act 148, 149-
153

North Carolina Office of State Budget and Manage-
ment 46,95 :

North Carolina Supreme Court 23

Not-for-profit hospital
— defined 1



Index

— discussed 18-19, 22-25
Nugent, Dr. Richard 137
Nurkin, Harry 107
Nursing shortage 31

Occupancy rates  25-26, 89

O’Donnell, DanielJ. 113

Oklahoma 160

Omnibus Budget Reconciliation Act of 1981
(OBRA) 137

Orthopaedic Hospital (Charlotte) 16, 27

Outlaw, A. Thomas 27-28

Outpatient services 146, 147

Patient “dumping” 69-70
Pellegrini, Dan 162
Pennsylvania 160, 162
Person County Memorial Hospital (Roxboro) 157
Pitt County Memorial Hospital (Greenville) 31, 50,
75,157
Pittsburgh 162
Pre-admission deposits 41, 52-53
Pre-admission review (PAR) 6, 25-26
Preferred Provider Organizations (PPOs) 5, 113
Presbyterian Health Services 19
Presbyterian Specialty Hospital (Charlotte) 19, 22
Profitability 88, 106, 108
Profit margin, see Profitability
Proprietary hospital 1, 82, 120
see also for-profit hospital
see also investor-owned hospital
Prospective Payment System (PPS) 6,9, 10-11, 25,
26,95
Psychiatric Institutes of America (PIA) 13,21
Public hospital
— defined 1
— discussed 23-25,48, 81, 119, 149-152, 161

Raleigh Community Hospital (Raleigh) 16, 28, 146,

170, 172, 181
Rand Corporation 31
Range of services, see Services
Rate setting (regulation) 111
Raynor, James E.  28-29, 30
Relman, Amold S. 5
Renn, Steven 168
Return on equity (ROE) 99
Revenue, see Charges (to patients)
Rex Hospital (Raleigh) 22, 146, 181
Robersonville Community Hospital (Robersonville)
157
Roomrates 104, 105, 106

Routine services 87, 97, 99, 100, 102-104, 106, 110
Roye, W. E. “Pete” 31
Rural hospitals 11

Salem Health Services 23
see also Carolina Medicorp, Inc.
Scotland Memorial Hospital (Laurinburg) 53
Sea Level Hospital (Sea Level) 60-61
Services 119-153 '
— other studies 121, 124, 125, 139, 147
see also ancillary services
see also routine services
see also skimming the cream
Shenton, William 151
Simpson, Steven 158, 162
Skimming the cream 2, 121, 144, 145
—defined 121
“Social commitment” obligation of hospitals 179-
181
The Social Transformation of American Medicine,
see Starr, Paul
Soloman, Christine 67
South Carolina 73
Specialized hospitals 9
Spruce Pine Community Hospital (Spruce Pine)
129
Stanly Memorial Hospital (Albemarle) 90, 92
Starr, Paul, The Social Transformation of American
Medicine 5,81, 82,95, 119, 120, 121
SunHealth Corporation 13, 22-23, 83, 96, 153
Swain County Hospital (Bryson City) 129

Taft, John 110, 148

Taxes (paid by investor-owned hospitals) 155-181
— other studies 167-168

Tax-exempt bond financing 156, 163-165, 197

Tax exemption (of not-for-profit hospitals) 155-198

Taylor, Robert 159

Tennessee 166-167

Third-party payers 40, 71

Thoms Rehabilitation Hospital (Asheville) 157

T-test 92 '

Tyndall, Earl H. Jr. 18, 83

Uncollectible charges, see Bad debt
Uncompensated care 3840, 48, 51-65, 71
— defined 38
see also Indigent care
Underinsured 40, 71
see also Indigent care
Uninsured 40, 71
see also Indigent care
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United Medical Corporation 21
University Memorial Hospital (Charlotte) 22, 24,
129 -
Unrelated business income tax (UBIT) 158-159
Unsponsored care
— defined 38
see also Indigent care
Unsponsored charity costs
— defined 38
see also Indigent care
Urgent care centers 5, 8
U.S. Constitution 11
U.S. Department of Commerce 81, 122
U.S. Department of Health and Human Services
10-11, 42-43, 46, 70, 108
U.S. Department of Labor 30
U.S. General Accounting Office 30, 194
U.S. House of Representatives 69, 159
U.S. Supreme Court 197
Utah 159-160, 195

Valauri, Susan 162

Vermont 167

Veterans Administration Medical Center (Asheville)
88

Voluntary hospitals 37, 81, 119, 120
see also Not-for-profit hospitals

Voluntary Hospitals of America 19, 22

Wake County 22, 25, 181

Wake County Medical Center (Raleigh) 23, 146,
148, 181

Walden, Stvart S. 31

The Wall Street Journal 6,18

Warren, DavidG. 9

Warren General Hospital (Warrenton) 5,54

Washington (State) 160

Weisman, Walter L. 8, 121

Wesley Long Community Hospital (Greensboro)
79

West Virginia 111, 159, 160

Western Wake Hospital (Apex) 25

Westworld Community Healthcare, Inc. 13

Wilkes General Hospital (North Wilkesboro) 53

Wilson, I. Glenn 26, 27

Wilson, Robert L. Jr. 158, 162

Young, John 5
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