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Introdu ction  
 The hospTrends Featured Topic this quarter is a discussion of operating and non-operating income during 
the recent economic upheaval.  The Featured Topic is a financial or utilization category that is given a slightly 
longer explanation.  hospTRENDS reviews the current plus previous 12 quarters, which equals three years 
plus one quarter.  To be consistent we use quarterly data for the entire period even though actual fiscal year 
end data is available through 2008 for most facilities.  Our web site information and a short description of the 
data we have available are at the end of the report. 
 

Quarterly Quick Review  
Below is a summary table of the statewide trends.  The total number of discharges by period increased 

2.9%.  For the previous five periods, however, the increase was below 2.0%.  Between the periods beginning 
third quarter 2002 and ending fourth quarter 2004 increases were between 0.38% and 1.68%.  Patient days 
have grown 4.67% in this period.  The previous high in recent years was 3.66% for the period ending 
December 31, 2005 and smaller increases for the next two periods.  Average length of stay increased to 4.36, 
the highest value since the ending December 31, 2003. 

Deductions from revenue grew at a 14.6% rate, continuing a cycle where the growth in deductions had 
been slightly smaller each period from 2003 until the fourth quarter of 2006.  The operating revenue grew 
slightly slower (10.4%) than operating expenses (10.55%) which translates into a modest operating margin 
increase of 2.3% over the previous period.  Operating expense grew by 10.55%, which is within the annual 
percentage change range of the past 10 years that includes a low of 7.5% and a high of 10.9%.  Charity care 
grew at 11.46% compared to recent growth of up to 81.2%.  Bad debt continued recent trends with an increase 
of 6.31%.  Both charity care and bad debt have seen decreasing rates of change in the past five periods. 

 
Statewide Summary of Quarterly Reports  

  4 Quarter Period Ending Percent 

2008 
Percent 

    12/31/2007 12/31/2008 Difference of Tot Rev 

  Discharges                 562,784                   579,106  2.9%   

  Patient Days              2,413,853                2,526,518  4.7%   

  Average Length of Stay                       4.29                        4.36  1.7%   

+ Total Revenue     27,495,565,635        31,072,071,747  13.0%   

- Deductions from Revenue     15,281,836,525        17,509,064,204  14.6% 56.3% 

= Net Revenue     12,213,729,110        13,563,007,543  11.0% 43.7% 

+ Other Operating Revenue         819,936,224             828,090,719  1.0% 2.7% 

= Operating Revenue 13,033,665,334  14,391,098,262  10.4% 46.3% 

- Operating Expenses     12,381,077,038        13,687,620,902  10.6% 44.1% 

= Operating Margin 652,588,296  703,477,360  7.8% 2.3% 

+ Other Income/Tax Revenue 296,318,426          (220,770,234) -174.5% -0.7% 

= Total Margin 948,906,722  482,707,126  -49.1% 1.6% 

  Charity Care          610,801,895             680,785,931  11.5% 2.2% 

  Bad Debt          634,374,772             674,413,170  6.3% 2.2% 

  Operating Margin                       4.99                        4.87  -2.4%   

  Total Margin                       7.10                        3.39  -52.3%   
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Featured Topic  
 
A continuation of last quarterôs discussion of non -operating income trends  

The business of providing care to patients is only one component of the income a hospital earns.  Other 
activities, such as sales of hospital assets, medical office rental, tax income (for district hospitals), donations 
and investment gains or losses all contribute to a hospitalôs net income.  As the overall US economy began to 
falter in late 2007 through 2008, hospitals in Washington saw their income from these sources begin to decline 
for the first time in several years.  Net non-operating income in Washington had increased 293% or over $221 
million during the four and one quarter years between the year ending September 30, 2003 and the year 
ending December 31, 2007.  That growth trend reversed itself and net non-operating income plummeted to 
slightly more than $15 million for the year ending September 30, 2008, a decline of over $281 million, or 
94.9%.  In the year ending December 31, 2008, that declining net non-operating income became a net loss of 
over $220 million.  This is the first net non-operating loss on a statewide basis since the Department began 
collecting this value in its quarterly reports in 2000.  

Accounting rules require changes in the values of assets such as the securities and real estate that may 
make up hospitalsô investments to be reported as increases or decreases in income, regardless of whether 
those assets have actually been sold for a profit or a loss.  As a result, the current drop in non-operating 
income may be the result of changes in value of assets still owned by the hospitals, or it may reflect losses 
incurred by selling assets such as securities or real estate for less than they were previously valued.  If these 
losses are not realized by selling the underlying assets and the value of those assets recovers in the future, we 
can expect to see gains in net non-operating income to follow. 

In the last quarterôs analysis we noted that as net non-operating income fell, net operating income climbed 
sharply.  In the current period, net operating income declined, but still showed an increase over the twelve 
months ending December 31, 2007, of 7.8%.  

 
Operating and Non -Operating Income  
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FINANCIAL INDICATORS  
   Total Patient Service Revenue  
 Total billed charges for patient services, which are identified as total patient service revenue or total 
revenue, increased by $3.6 billion from $27.5 billion to $31.1 billion for the period ending December 31, 2008.  
The annual increase rate of 13.0% is similar to recent rates.  The annual dollar increase had been between 
$2.05 and $2.55 billion each four-quarter year for sixteen periods, but has now advanced to over $3 billion in 
each of the last five periods.  The billed charges are based on common billing charge sheets that the hospital 
uses for all patients regardless of the payer and regardless of any contractual adjustments. 
 

Total Patient Service Revenue  

 
 

   Total Deductions from Revenue  
For the twelve months ended December 31, 2008 total deductions from revenue reached $17.5 billion.  This was an 

increase of $2.2 billion, or 14.6% over the previous period ending December 31, 2007.  Total deductions from revenue 
have been more than 50% of total patient service revenue since the four quarters ending September 2004.  Total 
deductions include contractual adjustments and charity care.  Deductions are the difference between what the hospital 
billed and what they were paid. 

 
Total Deductions from Revenue  
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 Contractual Adjustments  
Contractuals, the most significant part of deductions from revenue, vary by payer.  Below are three 

graphs, one for each payer, Medicare, Medicaid and other.  The three graphs are set up so you can see the 
relative size of the contractual adjustments and the net revenue by payer.  The chart shows net revenue and 
contractuals and the percentage change for each over the prior year period.  Other payer has the largest 
portion of net revenue, $8.34 billion and deductions of $7.07 billion.  Medicareôs net revenue of $4.21 billion is 
much less than other however the contractuals are similar to other at $6.67 billion.  Medicaid net revenue was 
$1.70 billion and deductions were $3.09 billion.  Based on the hospitalôs rate sheet, or billed revenue, hospitals 
bill Medicare an average of $3.11 for each dollar they receive, other payers an average of $1.85 and Medicaid 
an average of $2.82.  

 

Medicare Contractuals  

 
Medicaid Contractuals  

 
Other Contractuals  
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Uncompensated Care  

Uncompensated care is composed of charity care and bad debt expense.  While charity care is part of the 
deductions from revenue category and bad debt is part of the operating expenses, they are similar.  Each 
represents billed charges for hospital services that are not paid.  Charity care represents charges that are not 
paid by patients who are unable to pay, while bad debt expense arises from charges that are not paid by 
patients who are unwilling  to pay.  During this four-quarter cycle, charity care has grown by 11.5% and bad 
debt has increased by 6.3%, for a total increase in uncompensated care of 8.5%. 

 
   Charity  

While charity care is only 2.19% of billed revenue, the dollar amount and percentage have been growing 
very rapidly during the past five years.  Recently, during the December 31, 2007 to December 31, 2008 period, 
charity care has increased 11.5% or $70 million.   

 
   Bad Debt  

The bad debt dollar amount has grown from $634 million for the four quarters ending December 31, 2007 
to $674 million for the period ending December 31, 2008, which is a 6.3% increase.  Bad debt has been 
slowing its rate of increase since the four quarters ending December 31, 2005.   

 
Charity and Bad Debt  

 
   
  
Net Patient Services Revenue  
 During the twelve-month period ended December 31, 2008, net patient service revenue grew by 11.05%, 
or $1.4 billion, from $12.2 billion to $13.6 billion.  Other payer continues its strong percentage and dollar growth 
(13%, $959 million).  The percentage change by payer from the previous year period shows that Medicare had 
a 9.8% increase and other had a 13.0% increase over the twelve month period ending December 31, 2007.  
Medicaid revenue increased 14.2% while Medicaid deductions increased by 19.7%, increasing the net patient 
service revenue for Medicaid by 5.3% from the previous period. 
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Net Patient Service Revenue by Payer  

  
 
   Operating Expenses  
 Operating expenses are the costs of providing health care services to hospital patients.  Growing by 
10.6%, or $1.31 billion, operating expenses reached $12.4 billion in the twelve-month period ended December 
31, 2008.  Adjusted discharges only increased 2.11% during the same period.  Operating expenses per 
adjusted discharge increased by 8.27%.  The 8.27% increase exceeded the 0.1% annual increase in the 
overall United States consumer price index as well as the 5.4% annual increase in the United States hospital 
services component of the index for the same period of December 2007 to December 2008.  The category with 
the largest dollar increase in operating expenses was salaries at 10.3% or $519 million for a total of $5,439 
million.  The category with the largest percentage increase in operating expenses was interest expense at 
13.3%, or $21 million for a total of $176 million.  Despite having the largest percentage increase, Interest 
expense had the smallest dollar increases during the same period, while bad debt had the smallest percentage 
increase. 
 
Operating Expense  
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United States Consumer Price Index and Produce Price Index change from previous year (Overall vs. 
Hospital)  

 
  
 Net Operating Income  
 During the four quarters ended December 31, 2008 net operating income equaled $701 million, which was 
up 7.8% over the year ago level.  This is the lowest rate of growth since the year ending March 31, 2007.  Net 
operating income is volatile due to the large dollars that are involved in the calculation.  A small change in the 
ratio of operating income, which grew 10.41% and operating expense, which grew 10.55%, caused the 7.8% 
change in net operating income.  Net operating income includes other operating income.  
 
Net Operating Income  
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UTILIZATION INDICATORS  
 
Discharges  

Discharges and patient days are the primary indicators of inpatient activity.  Discharges continued to grow 
slowly, reaching 579,106 discharges during the four quarters ending December 31, 2008.  This was a gain of 
16,322 discharges, or 2.9%, over the corresponding 2007 period.  Medicaid discharges increased 2.2%, while 
Medicare discharges increased 2.58% and other discharges increased 3.5%. 
 
Discharges by Payer  

 
 
 
Patient Days  
 Patient days also continued to grow modestly, reaching 2,526,518 during the four quarters ending 
December 31, 2008.  This was a gain of 112,665 patient days, or 4.67%, over the corresponding year ago 
period.  Medicare days grew 3.0%, Medicaid days increased 6.2% and other increased by 5.7%.  
 
Patient Days by Payer  
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Length of Stay  
 Since the percentage increase in statewide discharges during the four quarters ending December 2008 
was less than the increase of patient days, statewide average length of stay increased slightly to 4.36 days, or 
1.72%.  Statewide average length of stay (ALOS) had remained in the range of 4.37 days to 4.24 days from 
calendar year 1995 through second quarter 2006.  During the four quarters ended December 31, 2008, the 
average length of stay has increased by 0.07 days from the previous period ending December 31, 2007.  In the 
latest period, Medicare average length of stay was 4.88, Medicaid was 4.55 and other was 3.86.  Medicare 
ALOS was 7.2% higher than Medicaid and 26.4% higher than Other Payer.  
 
Length of Stay by Payer  

 
 
Adjusted Discharges  
 Adjusted discharges reached 1,031,834 in the four-quarter period ended December 31, 2008.  This was 
an increase of 21,333 adjusted discharges, or 2.1%, from the four-quarter period ended December 31, 2007.  
Adjusted discharges were created as a proxy for total hospital volume since discharges only count inpatients.  
Adjusted discharges, within the quarterly system, are calculated by increasing discharges by the percent of 
inpatient revenue to total revenue.  
 
Adjusted Discharges  
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OPERATING INDICATORS 
   Rates per Adjusted Discharge  

When the total dollar amounts for various categories are divided by the adjusted discharge count, the 
result is an average rate per adjusted discharge.  This formula removes volume fluctuation from the review and 
makes it easier to look at other factors.  Total or billed revenue is becoming less relevant each year, as it is 
now more than twice the actual dollar amount collected.  Of note this quarter, while total revenue, net revenue, 
deductions and operating expense each grew between 8.1% and 12.2% over the previous twelve months, 
operating margin per adjusted discharge declined a dramatic 50.2% below the previous yearôs value.  This is 
the largest decline in this value in recent history.  

 
 

Rate per Adjusted Discharge  

 
 
Percent Change - Rate per Adjusted Discharge  

 


