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Valuation of Hospitals: Introduction

Hospitals are one of the key elements in the market for
healthcare services in the U.S.,! both as a clinical
provider and as an economic actor. Clinically, hospitals
operate as one of the fundamental elements of the
continuum of care, providing intensive services to
patients with severe conditions, whose treatment requires
a significant investment of time and resources.
Economically, hospitals control a dominant portion of
U.S. healthcare expenditures, with healthcare
expenditures for hospital care expected to overtake
healthcare expenditures for physician clinical services.?

Hospitals face multiple challenges, due to conditions in
the competitive, reimbursement, regulatory, and
technological environments in which these providers
operate. Chief among these challenges is the rise in
demand for healthcare services resulting from the aging
of the Baby Boomer generation.® Additionally, hospitals
must continue to navigate increasing regulatory scrutiny
in the realm of healthcare fraud and abuse. Further, the
current state of the reimbursement environment for
hospitals is marked by stagnant payments for inpatient
services as well as the implementation of a number of
programs that punish poor quality healthcare services
with reduced payments (even in the wake of the COVID-
19 pandemic, which decimated hospital finances),
creating a setting in which hospitals must simultaneously
provide high quality healthcare and control the costs
associated with providing that healthcare in order to
survive. Lastly, hospitals must find ways to compete with
less traditional outpatient care settings (e.g., ambulatory
surgery centers and urgent clinics), which patients find to
be more convenient and payors find to be more cost
efficient. To meet these challenges, hospitals may be able
to leverage certain technological advancements in order
to provide the high quality, efficient healthcare that is
demanded by the modern healthcare industry.

There are various types of hospitals in the U.S.:

e  Short-term acute care hospitals, which represent
over half the nation’s hospitals, specialize in the
general, short-term treatment of patients;

e Academic medical centers (AMCs) are short-
term acute care hospitals that educate healthcare
providers in partnership with medical schools,
with  some AMCs conducting medical,
academic, and human subject research, in
addition to delivering a wide breadth of
healthcare services;

©HEALTH CAPITAL CONSULTANTS

e Specialty hospitals focus on certain medical
conditions or patient population and offer a
specialized subset of technology and skills.
Examples of specialty hospitals include
children’s hospitals and psychiatric hospitals;

e Critical access hospitals (CAHs) provide
healthcare services to underserved and rural
communities. CAHSs typically have fewer than
25 inpatient beds, a 24-hour emergency
department (ED), and are located more than 35
miles away from the closest hospital;

e Rural emergency hospitals are small rural
hospitals that maintain emergency outpatient
hospital services in communities that may not
have a CAH or other rural hospital,

e Federal hospitals are operated by government
agencies, such as the Veteran’s Administration
(VA), Department of Defense (DOD), or the
Department of Health and Human Services
(HHS).4

Hospitals provide a variety of healthcare services, which
can generally be categorized as either (1) inpatient care
or (2) outpatient care. Inpatient care refers to those
services that are furnished to patients who have been
admitted by a physician’s order to stay in the hospital,
while outpatient care refers to observation services, ED
services, many diagnostic services, and any other
hospital services furnished to patients who have not been
admitted to the hospital.® In recent years, improvements
in technology and medical practices have allowed many
procedures that formerly required inpatient care to be
performed on an outpatient basis, thus drawing attention
to the distinction between inpatient and outpatient
services.® This distinction between inpatient and
outpatient care may have a significant impact on a
hospital’s revenue, as hospitals typically receive higher
reimbursement for inpatient care than outpatient care,
even for patients with similar clinical needs.”

Inpatient hospital stays in the U.S. typically span 4.5
days, with average costs of over $3,000 per day.?
Common services furnished during inpatient hospital
stays include: (1) procedures associated with pregnancy,
childbirth, and newborns; (2) orthopedic procedures; and
(3) cardiovascular procedures.®

Outpatient hospital care is often provided in either a
hospital outpatient department (HOPD) or hospital ED.
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In 2021, the five most common primary outpatient
diagnoses were:

(1) Essential
diagnoses);

(2) Contact with and (suspected) exposure to COVID-
19 (2.5% of diagnoses);

(3) Other long term (current) drug therapy (1.4 % of
diagnoses);

(4) Hyperlipidemia, unspecified (1.1% of diagnoses);
and

(5) Type 2 diabetes mellitus without complications
(1.0% of diagnoses).°

Comparatively, the reasons for visits (as defined by
patients’ own words) to hospital EDs are more varied,
with the five most common reasons for ED visits
accounting for less than one quarter of all visits to
hospital EDs.!* The top five most common reasons for
visits to hospital EDs are:

(primary) hypertension (3% of

(1) Stomach and abdominal pain, cramps, and
spasms (8.7% of visits);

(2) Chest pain and related symptoms (5.3% of
Visits);

(3) Fever (4.3% of visits);

(4) Cough (3.6% of visits); and

(5) Shortness of breath (2.9% of visits).*2

Across all settings, elderly patients are the most frequent

users of hospital services. Despite comprising
approximately 18.64% of the total population,®

1 “IBISWorld Industry Report 62211: Hospitals in the US” By Marley
Brocker, IBISWorld, February 2024, p. 10.

2 “CMS Releases 2023-2032 National Health Expenditure Projections”
Centers for Medicare and Medicaid Services, June 12, 2024,
https://www.cms.gov/newsroom/press-releases/cms-releases-2023-
2032-national-health-expenditure-projections (Accessed 7/11/24).

3 Brocker, IBISWorld, February 2024, p. 12.

4 “Academic Medical Center (AMC)” Definitive Healthcare,
https://www.definitivehc.com/resources/glossary/academic-medical-
center#:~:text=Academic%20medical%20centers%20(AMCs)%20ar
e,American%200steopathic%20Association%20(A0A). (Accessed
7/11/24); “Critical Access Hospitals (CAHs)” Definitive Healthcare,
https://www.definitivehc.com/resources/glossary/critical-access-
hospital#:~:text=A%?20critical%20access%20hospital%20(CAH)%2
0is%20a%20medical%20center%z20that,1%2C353%20CAHs%20in
%20the%20U.S. (Accessed 7/18/24); “Specialty Hospitals”
American Association of Orthopedic Surgeons, June 2016,
https://www.aaos.org/globalassets/about/position-statements/1167-
specialty-hospitals.pdf (Accessed 7/11/24); “Rural Emergency
Hospitals” Rural Health Information Hub,
https://www.ruralhealthinfo.org/topics/rural-emergency-hospitals
(Accessed 7/11/24); “Short-Term Acute Care Hospital (STAC)”
Definitive Healthcare,
https://www.definitivehc.com/resources/glossary/short-term-acute-
care-
hospital#:~:text=What%20is%20a%?20short%2Dterm,around%?20hal
%200%20the%?20hospitals. (Accessed 7/18/24)

5 “Inpatient or outpatient hospital status affects your costs” Centers for

Medicare & Medicaid Services, https://www.medicare.gov/what-

medicare-covers/what-part-a-covers/inpatient-or-outpatient-hospital-

status (Accessed 6/18/24).

Brocker, IBISWorld, February 2024, p. 31.

Ibid.

“Hospital Adjusted Expenses per Inpatient Day: 2022” Kaiser

Family Foundation, State Health Facts, https://www.kff.org/health-

costs/state-indicator/expenses-per-inpatient-

day/?currentTimeframe=0&sortModel=%7B%22col1d%22:%22Loca

tion%22,%22s0rt%22:%22asc%22%7D (Accessed 7/22/24);

“Hospital average length of stay by state” Definitive Healthcare,

W~ o

©HEALTH CAPITAL CONSULTANTS

individuals age 65+ represent approximately: (1) 35.5%
of inpatient stays; (2) 18% of visits to HOPDs; and, (3)
18% of visits to hospital EDs.** For inpatient hospital
stays, individuals age 65+ have the highest utilization per
capita of all age groups.’®> For HOPDs (as compared to
ambulatory surgical centers), Medicare beneficiaries
were more likely to be under age 65 or over age 85 and
have higher medical acuity.’® Due to their relatively
frequent use of inpatient hospital services, combined with
the high cost of inpatient hospital stays, patients age 65+
may have a disproportionate impact on a hospital’s
revenue. As such, the aging of the Baby Boomer
generation will likely have significant consequences for
the hospital industry, although the ultimate impact on
hospital revenue may depend on inpatient or outpatient
classification trends.

In light of the current conditions of the U.S. healthcare
delivery system, demand for hospital services may be
driven by: (1) the number of individuals with private
health insurance; (2) disposable income per capita; (3)
funding for Medicare and Medicaid; and (4) the number
of adults aged 65+.17 While there is significant demand
for hospital services, competition from other facilities,
such as ASCs, urgent care centers, and freestanding
emergency departments (FSEDs), may lessen the role of
hospitals going forward.*® The next installment of this
five-part series will review the competitive environment
in which hospitals operate.
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HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas
of valuation and financial analysis for hospitals, physician practices, and other
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valuation, financial, transaction and strategic advisory services nationwide in
over 2,000 transactions and joint ventures. Mr. Zigrang is also considered an
expert in the field of healthcare compensation for physicians, executives and other
professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare - 2nd
Edition” [AICPA - 2015], numerous chapters in legal treatises and anthologies,
and peer-reviewed and industry articles such as: The Guide to Valuing Physician
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D] @ % Accountant’s Business Manual (AICPA); Valuing Professional Practices and
Licenses (Aspen Publishers); Valuation Strategies, Business Appraisal Practice;
and, NACVA QuickRead. Additionally, Mr. Zigrang has served as faculty before professional and trade
associations such as the American Society of Appraisers (ASA); the National Association of Certified Valuators
and Analysts (NACVA); the American Health Lawyers Association (AHLA); the American Bar Association
(ABA); the Association of International Certified Professional Accountants (AICPA); the Physician Hospitals
of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial Management
Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare
Executives (FACHE) and holds the Certified Valuation Analyst (CVA) designation from NACVA. Mr. Zigrang
also holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter. He is also a member of the America Association
of Provider Compensation Professionals (AAPCP), AHLA, AICPA, NACVA, NSCHBC, and, the Society of
OMS Administrators (SOMSA).

Jessica L. Bailey-Wheaton, Esq., is Senior Vice President and General Counsel
of HCC. Her work focuses on the areas of Certificate of Need (CON) preparation
and consulting, as well as project management and consulting services related to
the impact of both federal and state regulations on healthcare transactions. In that
role, Ms. Bailey-Wheaton provides research services necessary to support certified
opinions of value related to the Fair Market Value and Commercial Reasonableness
of transactions related to healthcare enterprises, assets, and services.

Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting
service line. In this role, she prepares CON applications, including providing
services such as: health planning; researching, developing, documenting, and
reporting the market utilization demand and “need” for the proposed services in the
subject market service area(s); researching and assisting legal counsel in meeting
regulatory requirements relating to licensing and CON application development;
and, providing any requested support services required in litigation challenging
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rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also been engaged by both state
government agencies and CON applicants to conduct an independent review of one or more CON applications
and provide opinions on a variety of areas related to healthcare planning. She has been certified as an expert in
healthcare planning in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in publications such
as: The Health Lawyer (American Bar Association); Physician Leadership Journal (American Association
for Physician Leadership); The Journal of Vascular Surgery; St. Louis Metropolitan Medicine; Chicago
Medicine; The Value Examiner (NACVA); and QuickRead (NACVA). She has previously presented
before the American Bar Association (ABA), the American Health Law Association (AHLA), the National
Association of Certified Valuators & Analysts (NACVA), the National Society of Certified Healthcare
Business Consultants (NSCHBC), and the American College of Surgeons (ACS).

Fw 5 Janvi R. Shah, MBA, MSF, CVA, serves as Senior Financial Analyst of HCC.

: | Mrs. Shah holds a M.S. in Finance from Washington University Saint Louis and
the Certified Valuation Analyst (CVA) designation from NACVA. She develops
|| fair market value and commercial reasonableness opinions related to healthcare
enterprises, assets, and services. In addition she prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most probable
i future net economic benefit related to healthcare enterprises, assets, and services
and applies utilization demand and reimbursement trends to project professional
medical revenue streams and ancillary services and technical component (ASTC)
revenue streams.
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