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Statewide Total Margin Rises Again in FYO05,
Driven by an Increase in Statewide Operating Income
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Statewide Operating and Non-operating Margins
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non-operating gains from investments, the growth
in the FY05 total margin was driven by an increase
in operating income. After falling slightly in FY04
to 1.99%, the statewide operating margin grew

1.6 points to 3.59% in FY05. Statewide operating
income increased over 90% from a little over $500
million in FY04 to about $980 million in FY05.
Statewide operating income improved because
GAC hospitals collectively posted an increase in
operating revenue of about 7.3% while holding the
increase in operating expenses to about 5.6%. The
revenue hospitals received for patient care, net
patient revenue, grew at about the same rate as
overall operating revenue during FY05.

After nearly a ten-fold increase in non-operating
income from about $34 million in FY03 to $324 in
FY04, non-operating income declined about 9.6% to
slightly over $290 million in FY05. Changes in non-

operating income are primarily the result of changes

in the income and value of hospital investments.

With the improvement in operating income,
GAC hospitals received about 77% of their total
income from operations with the remaining 23%
coming from non-operating sources during FY05.
This is a significant shift from the previous year,
when 61% of income came from operations and
non-operating sources provided 39% of statewide
hospital income during FY04.

Fewer Hospitals Lose Money

Thirteen (13) fewer GAC hospitals reported
losses during FY05, reducing the number of hospi-
tals posting negative total margins from 61 in FY04
to 48 in FY05. Despite this improvement, 27% of
GAC hospitals still lost money during FY05. How-
ever, the scenario in FY05 is much better than just
two years earlier when nearly one-half (48%) of
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Pennsylvania’s GAC hospitals posted losses and last
year when 34% lost money.

Consistent with the growth in statewide oper-
ating income, 22 fewer hospitals ended FY05 with
operating losses. The number of hospitals with
negative operating margins fell from 75 in FY04 to
53 1in FY05. At 53, 30% of GAC hospitals lost money
from operations.

Since extraordinary or short-term events can
have a significant impact on a hospital’s annual
total margin, a three-year average total margin
can provide some perspective on a hospital’s me-
dium-term financial health. Seven fewer hospitals
realized average losses over the three-year period
ending in FY05. There were 59 hospitals with a

negative three-year average total margin at the end
of FY05, compared to 66 at the end of FY04.

There was a more dramatic change in the num-
ber of hospitals that posted small positive three-
year average total margins in the 0% to 2% range.
Eleven fewer hospitals had three-year average total
margins in this range at the end of FY05 compared
to FY04. At the other end of the spectrum, 14
more hospitals had three-year average total mar-
gins above 6%, bringing the total to 35 of the 175
hospitals that operated over the three-year period.
There was little change in the number of hospitals

with three-year average total margins between 2%

and 6%.

Statewide Distribution of Three-Year Average Total Margin
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Uncompensated Care Rates Remain
Constant

The dollar value of uncompensated care grew
by 3.7% or $20 million from $521 million dur-
ing FY04 to $541 million during FY05. However,
since statewide net patient revenue grew faster
(7.3%), uncompensated care comprised a slightly
smaller portion of total patient care during FY09.
Statewide uncompensated care revenue was equal
to 2.09% of total net patient revenue in FY05,
down from 2.16% in FY04.

Uncompensated care revenue provides an esti-
mate of the amount of revenue hospitals lost due
to bad debt and charity care. This foregone rev-
enue reflects what hospitals would have received
if they had been reimbursed for uncompensated
care. The estimate of foregone revenue is based
on the average overall reimbursement hospitals
received from all payors, including commercial
health insurers, Medicare, Medical Assistance and
patients.
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* Statewide Uncompensated Care Revenue in millions.

In order to meet the requirements under Act 77 of 2001 (Tobacco Settlement Act), PHC4 modified the way in which uncompen-
sated care is captured and reported. Beginning in FY03, hospitals submit bad debt and charity care at full charges. Uncompensat-
ed care revenue is calculated using each hospital’s unique revenue-to-charge ratio. The FYO1 and FY02 statewide uncompensated
care revenue levels are estimates developed by converting actual FYO1 and FY02 data to the new methodology. In converting the
data, it was assumed that hospitals did not change their accounting procedures for bad debt between FYO1 and FYO03.
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