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In the April 2005 issue of
Managing the Margin, the
authors discussed three
types of joint ventures:
offensive, defensive, or 
a combination of the two 
(see sidebar on page 3)
and evaluation criteria for
determining whether to
pursue a particular 

approach. In this issue, 
readers will see through a
real-life example how each
of the three types of joint
venture may evolve in
response to local market
initiatives. More important
is the lesson that joint ven-
tures should be carefully
evaluated and developed

to realize expected benefits
and achieve optimal finan-
cial performance.

Market Characteristics

The setting for the joint
venture scenario is a Mid-
western market with a
medium-sized city of 60,000

people, located about 75
minutes between two major
metropolitan areas. Although
the overall service area
population has experienced
only a slight decline over
the past 10 years, the down-
town area has declined
rapidly. At the same time,
the suburban area popula-
tion has increased to offset
the city population decline.
The market is a classic ex-
ample of the urban flight
that occurs as people seek
lower property taxes, less
crime, and better schools. 

Most of the suburban popu-
lation migration and growth
has been to the southern
part of the market, particu-
larly to Town B. The health-
care hub, however, remains
in the downtown area. (The
downtown area has two
large, tertiary hospitals, a
children’s hospital, many
outpatient diagnostic and
treatment facilities, and
physician offices.)

The general public has ex-
pressed dissatisfaction with
traveling to the downtown
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It’s always top of mind:
How do your costs com-
pare with those of other
hospitals? Are you allocat-
ing your resources appro-
priately? What does the
“average” hospital look
like? 

Although a customized
analysis of hospitals with
similar service mixes, case
mixes, and volumes is
needed to address these
questions with precision,
the following information
may be helpful in 

determining how you 
compare with the “aver-
age” hospital. The next 
few Benchmarking in Brief
columns will provide more
detailed information to

continued on page 6

BENCHMARKING IN BRIEF

Operational Trends for the ‘Average Hospital’
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Utility and 
Insurance 

(2.9%)

Capital (7.2%)

Rent and 
Maintenance 

(3.0%)

Salary (40.5%)

Benefits 
(10.3%)

Supply (17.8%)

All Other 
(18.3%)

Components of Cost for All Hospitals, 2004
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Operational Trends for the ‘Average Hospital’

assist in specific comparisons
of productivity, utilization,
and cost.

Note: Information for this
article was generated from
an analysis of hospitals par-
ticipating in Solucient’s
ACTION O-I™ program.
Annualized data for calen-
dar years 1997 through
2004 were reviewed to pro-
vide a snapshot of hospital
performance and trends.

Components of Cost

Data for calendar year 2004
show the distribution of
costs as a percentage of
total operating costs as
pictured on page 1.

The most significant
changes in costs between
calendar years 2002 and
2004 are reflected in the
table at top right. While
total operating cost
increased by 14 percent
from 2002 to 2004, the
greatest increases in cost
for the “average” hospital
were in salary expense,
benefits expense, and sup-
ply expense. Competition

for certain types of care-
givers, health insurance
premiums, and increases in
the cost of pharmaceuticals
were identified by partici-
pating hospitals as the key
cost drivers in these three
expense categories.

Margin Comparison

Operating margins have
recovered slightly over the
past four years but are still
not hitting the 4.5 percent
to 5.0 percent range that
many financial analysts rec-
ommend. Total margins have
paralleled the performance
of operating margins for the
past two years and are still
well below historic averages.

Information Is Key

Hospitals and health systems
will continue to address
questions related to the
efficiency of the services they
provide. Comparative infor-
mation that guides decisions
related to appropriate re-
source allocation is critical.  ■

Solucient is honored to be
the exclusive sponsor of
HFMA’s Managing the 
Margin. As a source of 

financial and operational
trends data, Solucient is
committed to providing
HFMA members with timely
and accurate information
that will help them address
the critical cost issues they
face every day. Solucient
also investigates and 

addresses ways to better
manage the bottom line
through its products and
professional services. More
information is available 
at www.solucient.com or by
e-mailing Phil Gaughan at
pgaughan@solucient.com.
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