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Financially Distressed Hospitals – Impact of Commercial Payers 
 

Abstract   

Correlation between commercial reimbursement rates and hospitals’ financial condition 

According to Char�s Center for Rural Health’s February 2024 reporti, Unrelenting Pressure Pushes Rural Safety 
Net Crisis into Unchartered Territory, 89% of Kansas’ rural hospitals operate in the red and 38% are vulnerable to 
closure. Char�s evaluated 16 indicators and found that 9 to be sta�s�cally significant in predic�ng hospital 
closures. Of those 9 indicators, Char�s determined those most likely to reduce the risk of closure are case mix 
index, government control status, Medicaid expansion, and average daily census for swing beds/skilled nursing 
facility. 

One indicator Char�s did not include in its vulnerability index is commercial reimbursement rates, most likely 
because this data is not readily available. Failure to evaluate the impact of these rates, however, results in an 
incomplete – and possibly misleading – analysis of the causes of the rural health crisis. This, in turn, may result in 
policymakers pursuing solu�ons which may have limited impact.   

To evaluate the poten�al impact of commercial reimbursement rates on hospitals’ financial condi�on – and, in 
turn, those hospitals’ con�nuing ability to serve their local communi�es – PYA developed a methodology to 
compare the rela�ve financial strength of Kansas hospitals to those in neighboring states (specifically, Nebraska 
and Oklahoma) and commercial reimbursement rates by state for key “payers”.   

Assuming a correla�on is iden�fied, we an�cipate “payers” will push back by claiming they cannot afford to 
increase hospital rates. Thus, PYA compiled and analyzed publicly available informa�on regarding those Kansas, 
Nebraska, and Oklahoma “payers” with significant market share to understand the rela�ve financial strength and 
profitability of these organiza�ons as compared to community hospitals. 

 

Hospital Assessment – Se�ng the Stage 

1) Hospital Configura�on - Kansas hospitals face financial challenges due to high fixed costs and low pa�ent 
volumes. Apprecia�ng this conundrum, federal and state healthcare programs operate special payment 
programs for rural providers. Some of those programs include: 
• cost-based reimbursement for cri�cal access hospitals  
• provider-based rural health clinics 
• programs for rural PPS hospitals:  

‒ sole community hospital 
‒ low volume hospital 
‒ Medicare dependent hospital 
‒ rural referral center  

 
Commercial payers, however, generally do not operate similar programs.   
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Some hospitals also receive non-opera�ng revenue which fills the gap (in whole or in part) between 
expenses and reimbursement. Examples include: 
• local tax support 
• investment income 
• grant monies (including COVID-19-related payments) 

 
2) COVID-19 - COVID-19’s impact on hospital opera�ons was significant and the post COVID-19 reality includes:  

• higher labor 
• higher pharmaceu�cal and supply costs to deliver services 

 
3) Hospital closures - From 2010 to present, eight hospitals in Kansas have either closed or converted to a 

model that excludes inpa�ent care (not including REH conversions).  This is compared to only 6 hospitals in 
Oklahoma and 2 hospitals in Nebraska ii. 

 

Phase I – Assessing Hospitals’ Financial Health 

1) Risk Score - PYA evaluated financial metrics of CAHs and PPS hospitals in Kansas, Nebraska, and Oklahoma to 
assess the financial health of each state’s hospitals. Specifically, we performed the following work steps:  
• Obtained financial statement data from Medicare Cost Reports 2019 through 2022   
• For each hospital, evaluated the following financial metrics to assign a risk classifica�on:  opera�ng 

margin, equity financing, and equity financing trend  
• Assigned a weight to each metric’s risk score 
• Based on its overall risk score, each hospital was assigned to one of four risk classifica�ons: limited short-

term risk, low risk, medium risk, and high risk 
 

Each financial metric assigned a risk score based on (1) the median metric results in each state, and (2) PYA’s 
professional judgment. 

 

 

 

 
 

Metric Period Evaluated
Metric 
Weight 

Operating Margin1    FY19 - FY21 Average (weighted 65%)
+ FY22 (or terminal year) (weighted at 35%) 

30%

Equity Financing2 FY22 (or terminal year) 60%

Equity Financing 
Trend3 FY19 - FY22 (or terminal year) 10%

1 Operating Margin = (Net Patient Revenue - Total Expenses) / Net Patient Revenue 

2 Equity Financing = (Total Assets – Total Liabilities) / Total Assets 

3 Equity Financing Trend = FY19 to FY22 (or terminal year) 
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Then, each hospital was assigned  
to one of 4 risk classifica�ons based 
on its cumula�ve score  
 
 
 
2) U.S. Opera�ng Margin - In FY22, U.S. hospitals’ median opera�ng margin was nega�ve 3.8%.  The average 

opera�ng margin was nega�ve 13.5%iii.  To remain financially viable, the average hospital must rely on non-
opera�ng income to close the gap between revenue and expenses. 

 
 
 

3) Kansas Opera�ng Margin - In FY22, Kansas hospitals’ median opera�ng margin was nega�ve 12.7%.  This 
can be broken down into Cri�cal Access Hospitals at nega�ve 19% and PPS hospitals at nega�ve 7%iv. 
 

 
                              CAH                                                        PPS 
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Kansas Hospitals – Median Opera�ng Margin by State by Year 

Opera�ng Margin Trends – U.S. Hospitals 
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4) Kansas Equity Financing - In FY22, Kansas hospitals’ median equity financing ra�o was 53% for CAHs and 
58% for PPS hospitals.v 
 

 
                           CAH                                                                PPS 
 
 
5) Risk Classifica�ons - Risk Classifica�ons for CAHs and PPS Hospitals were evaluated for 313 hospitals in 

Kansas, Nebraska and Oklahoma.  The Percentage of Medium/Higher Risk hospitals for each state were: 
• KS – 59% 
• OK – 55% 
• NE – 26% 

 
Nebraska has the highest percentage (75%) of Limited/ Lower Risk hospitals while Kansas has only 41% of 
hospitals at Limited/Lower Risk. 
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CAHs - When you break that down by looking at CAHs only, the percentage of CAHs with Medium/Higher Risk for 
each state were: 

• KS – 64% 
• OK – 57% 
• NE – 22% 

When evalua�ng CAHs only, Nebraska has the highest percentage (78%) of Limited/Lower Risk hospitals while 
approximately one-half of Oklahoma’s CAHs are Limited/Lower Risk.  Kansas only has 36% of their CAHs at 
Limited/Lower Risk. 

 
 
 

PPS - When you break that down by looking at PPS’ only, the percentage of PPS’ with Medium/Higher Risk for 
each state were: 

• KS – 50% 
• OK – 54% 
• NE – 34% 

Nebraska has the highest percentage (65%) of Limited/Lower Risk PPS hospitals while approximately half of the 
Kansas PPS hospitals are at higher risk. 

 

 

CAHs           78                                               37                                                63 

PPS               46                                              66                                              23 
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6) High BCBS-KS IP/OP Volume Hospitals - A�er resolving that Nebraska hospitals were at a much lower risk 
when compared to Kansas hospitals, PYA made the decision to compare commercial payers within the 
States.  Using hospitals’ posted price transparency nego�ated rates, PYA compared Kansas commercial 
reimbursement rates to those in Oklahoma and Nebraska for a limited number of services.  PYA iden�fied 23 
Kansas hospitals with a greater than 25% Blue Cross Blue Shield of Kansas (BCBSKS) IP/OP pa�ent volume in 
2022 and were classified as medium/higher risk.  This will move us into Phase II where we look deeper into 
commercial payers. 

 

Phase I Summary 
PYA’s analysis of opera�ng margin and equity financing metrics offers valuable insights into the financial health 
of Kansas CAHs and PPS hospitals, compared to their counterparts in Oklahoma and Nebraska. 
Our review of publicly posted price transparency data suggests a link between low commercial reimbursement 
rates and heightened financial distress. However, further analysis is necessary to substan�ate the strength of this 
correla�on. 
 
Key Findings: 

• Loss of Pa�ent Services – In FY 2022, the median opera�ng margin for Kansas Hospitals was nega�ve 
12.7%, with most hospitals losing money on pa�ent services.  PYA also evaluated hospitals in 
neighboring states, that showed Kansas had the lowest median opera�ng margin compared to Nebraska 
and Oklahoma 

• Low Financial Reserves – The hospitals at greatest financial risk are burdened with more debt than net 
assets (equity).  In FY2022, more than one-third of Kansas hospitals were in this posi�on. 

• Peer Comparison – Kansas had a higher percentage (59%) of hospitals classified as medium to high risk 
than Nebraska and Oklahoma.  Nebraska has the best percentage with 75% of Nebraska hospitals falling 
in limited/lower risk hospitals. 

 
While commercial rates are a significant factor in hospital financial stability, they are not the only considera�on. 
In Phase II, PYA selected a subset of hospitals from Phase I for a more detailed examina�on of: 

• The financial impact of services they provide to their communi�es 
• The implica�on of commercial reimbursement rates on their overall financial posi�on 
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Phase II – Correla�on between commercial reimbursement rates and hospitals’ 
financial condi�on  

Phase IIa - Specific Hospital Assessment 

The objec�ve of the first part of phase II was to assess the level of commercial reimbursement rates necessary 
for hospitals to sustainably provide care to their communi�es. 

1) Hospital Selec�on - PYA ini�ally iden�fied 23 Kansas hospitals based on the following criteria: 
• Over 25% BCBS KS inpa�ent/outpa�ent commercial pa�ent volume in 2022 
• Classified as Medium or Higher Risk 

From this group, PYA selected 3 hospitals for in-depth financial evalua�on 
• 1-Prospec�ve Payment System (PPS) Hospital 
• 2-Cri�cal Access Hospitals 

 
The following key data sources were gathered from the three hospitals selected for the more 
comprehensive assessment: 

• Billing and Collec�ons Data– to analyze reimbursement differences among major payers, 
including value-based arrangement incen�ves 

• Audited Financial Statements – to assess the overall financial strength of each facility fiscal 2022 
and 2023 as available by each hospital 

• Medicare Cost Reports – to evaluate Medicare reimbursement rates as a percent of billed 
charges by type of service from the most recent �me period available 

 
For the period analyzed, all three facili�es analyzed were opera�ng at a financial loss, a situa�on that is 
not viable long-term. Con�nuing down this path could compromise their ability to provide quality care to 
the community, invest in necessary infrastructure, ensure adequate clinical and support staff, and meet 
other opera�onal costs such as pharmaceu�cals and supplies. Without interven�on, these financial 
challenges could lead to reduced services, staff cuts, or even closure, highligh�ng the urgent need for 
strategic changes to achieve financial stability.  

 
 

2) Inadequate Payments from Private Health Plans - The Center for Healthcare Quality & Payment Reform 
recently published a document addressing the state of rural health care in the U.S. Key learnings from 
the study included the following: 

PPS 1 CAH 1 CAH 2
Net Patient Revenue $215.1M $18.7M $22.7M
Other Operating Income $6.3M $0.7M $2.4M
Operating Revenue $221.4M $19.4M $25.2M
Operating Expenses -$237.5M -$22.2M -$26.6M
Operating Margin -$16.1M -$2.8M -$1.5M
Other Income $10.5M $1.0M $0.2M
Total Margin before capital grants -$5.6M -$1.8M -$1.2M

Operating Margin % -7.3% -14.5% -5.8%
Total Margin % -2.6% -9.8% -5.4%
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Rural hospitals at risk of closing face underpayment from private insurance plans, which fail to cover the 
cost of patient services. While these hospitals also lose money on uninsured and Medicaid patients, 
losses from privately insured patients contribute most to their overall financial struggles. 
 
In contrast, successful rural hospitals profit from patient services due to adequate payments from 
private health plans. These payments cover costs for privately insured patients and offset losses from 
uninsured and Medicaid patients. 
 
The level of private plan payments, rather than Medicare or Medicaid reimbursements, typically 
determines a rural hospital's financial viability.vi 

 

 
 

3) Key Factors Impac�ng Opera�ng Margin - PYA conducted an analysis of key factors impac�ng opera�ng 
margin, including clinic opera�ons, hospice/home health and other items. We also iden�fied the 
es�mated financial effects of commercial payers and Medicare/Medicaid Advantage paying below the 
cost of providing services. 

 

Key services and variables impacting operating margin (in millions)

PPS 1 CAH 1 CAH 2
Professional Services, Clinic, and Other Operations -16.1 -1.3 -0.3
Home Health/Hospice Operations 0.0 -0.1 -0.7
Geriatric Psychiatry 0.0 0.6 0.0
Estimated Medicaid Loss -2.0 -1.4 -0.2
Medicare reimbursement compared to cost -9.8 0.0 0.0
Estimated Medicare Advantage compared to Medicare reimbursement -2.2 -0.5 -0.7
Commercial payers other than Blue Cross compared to Medicare reimbursement 8.9 0.1 0.1
Blue Cross compared to Medicare reimbursement 9.7 -0.9 0.5
340B contract pharmacy 0.0 0.3 0.8
Other Revenue 0.0 0.3 0.0
Unreimbursed and uncompensated care -4.6 -1.0 -0.8
Other 0.0 0.5 -0.2
Government appropriations (per cost report) 0.0 0.5 0.0
Operating Margin $ ($16.1) ($2.8) ($1.5)

Operating Margin % -7.3% -14.5% -5.8%

Services

Payer 
reimbursement

Other
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4) Modeling Commercial Reimbursement Rates - PYA next calculated the addi�onal reimbursement 
needed from commercial payers to help hospitals achieve a sustainable opera�ng margin. The 
assessment assumes these rates would be realized rates, a�er considering es�mated reduc�ons due to 
payer policies and the challenges associated with collec�ng pa�ent payments under high-deduc�ble 
health plans. 
 
Leveraging hospital billing and collec�ons data, PYA modeled proposed commercial reimbursement rates 
using various mul�ples of Medicare reimbursement. 
 
 
 
 

 
 
The proposed increase in commercial reimbursement rates shi�ed all three hospitals from financial 
losses to achieving posi�ve opera�ng and overall margins.  
 
 

 
  
 
 

 

 

 

 

 

PPS 1 CAH 1 CAH 2
Net Patient Revenue $215.1M $18.7M $22.7M
Other Operating Income $6.3M $0.7M $2.4M
Operating Revenue $221.4M $19.4M $25.2M
Additional Commercial Reimbursement $19.8M $3.4M $2.3M
Modeled: Operating Revenue $241.2M $22.8M $27.5M
Operating Expenses -$237.5M -$22.2M -$26.6M
Operating Margin $3.7M $0.6M $0.9M
Other Income $10.5M $1.0M $0.2M
Total Margin $14.2M $1.6M $1.1M

Operating Margin % 1.6% 2.5% 3.1%

Total Margin % 5.9% 6.9% 4.0%

Multiples of Medicare to model proposed  
commercial reimbursement rates 

% increase in commercial rates  
compared to current 



 
 

10 
December 2024 

 

Phase IIb – Processor Assessment 

*PYA has defined ‘processor’ as the health insurance payer for this study. 

The objec�ve of the second part of phase II was to understand the rela�ve financial strength of Kansas’ major 
processors.   

1) Financial Strength of Major Processors - PYA analyzed publicly available informa�on from the Na�onal 
Associa�on of Insurance Commissioners (NAIC) to gain a high-level understanding of processors- 

• Organiza�onal profitability 
• Financial strength over �me 
• Insured member volumes  

Note our analysis is limited by incomplete and/or inconsistent reporting of data. We have attempted to 
interpret the available data in an objective manner, but we cannot be certain our analysis provides a 
wholly accurate picture of the “payers’” financial positions.  
 
PYA evaluated the following processors: 

• Blue Cross Blue Shield of Kansas 
• Blue Cross Blue Shield of Kansas City  
• Blue Cross Blue Shield of Nebraska 
• Health Care Service Corpora�on (BCBS of Oklahoma) 
• Aetna Beter Health of Kansas, Inc. 
• United Health Care Group 

Blue Cross Blue Shield holds a dominant market share in the 3 states evaluated 
• Kansas – 85% 
• Nebraska – 82% 
• Oklahoma – 73%vii 

 

 

Market Share 
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Kansas ranks 49th in the na�on for having one of the lowest average annual family premiums per enrolled 
employee (for employer-based health insurance in 2022)viii; however, the Kansas Hospital Associa�on 
payer scorecard shows pa�ents in Kansas pay more out-of-pocket on pa�ent bills than most other states.  
Kansas ranks the second worst on pa�ent responsibility dollars. Pa�ents are responsible for paying 18% 
of the health care bill in Kansas.  Par�cularly, when looking at out-of-pocket pa�ent cost of BCBSKS 
pa�ents, 25% of the pa�ent bills are paid by the pa�ent.  When comparing to Nebraska BCBSNE, pa�ents 
pay only 11% of the pa�ent billix. 

 

 

 

 

 

2) Equity Finance Ra�o comparison - Since the level of equity compared to assets demonstrates the overall 
financial strength of each organiza�on, we felt it important to report this sta�s�c along with the 
opera�ng results of each en�ty.   While most “payers” reported opera�ng losses in 2022, other changes 
in equity (e.g., changes in various reserves, investment returns, sales of assets) materially impacted their 
equity financing ra�os.  
 
When looking at the Blue Cross Blue Shield Affiliates, based on the 2022 financial reports submited from 
these insurers, from a financial strength posi�on, BCBS-KS had the highest equity financing ra�o of all 
en��es evaluated at 56%, followed by BCBS-KC at 45% and BCBS-NE at 42%. HCSC (the BCBS affiliate 
opera�ng in Oklahoma, along with other states) had the lowest ra�o at 10%.  
    
Other processors such as UnitedHealthcare and Aetna Kansas had more limited data available. 
UnitedHealthcare is many �mes larger than any of the Blue Cross Blue Shield affiliates and has a 
financing ra�o of 54% (large and strong). Aetna Beter Health of Kansas, Inc. is smaller than the other 
processors we analyzed, and its 2022 equity financing ra�o was 37% 
 

Average Annual Family Premium per Enrolled Employee  
For Employer-Based Health Insurance (2022) 

Rank by State               25                         49                          50 
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When looking at Blue Cross Blue Shield of Kansas par�cularly, their equity financing ra�o remained 
strong and stable from 2018 through 2022 (56% at the end of 2022).  Four of the five years reviewed 
reflected a posi�ve change in equity.  In 2022, BCBSKS had $2.1 billion in assets.  While in comparison, 
BCBSKS and BCBSNE have similar dominant market shares, BCBSKS has more than double the assets of 
BCBSNE.  In 2022, BCBSNE had $951 million in assets. 
 

 

Phase II Summary 
PYA iden�fied key factors impac�ng opera�ng margins, including service offerings, reimbursement rates, and 
other considera�ons.  Addi�onally, PYA es�mated the financial impact of commercial payers and 
Medicare/Medicare Advantage programs reimbursing below the es�mated cost of providing services.   
 
Key Findings: 

• Blue Cross Blue Shield holds a dominant market share in the 3 states evaluated (Kansas – 85%, Nebraska 
– 82%, Oklahoma – 73%) 

• Blue Cross Blue Shield of Kansas reported the most favorable financial posi�on of the six insurers in our 
analysis with an equity financing ra�o of 56% on an asset base of over $2.1B which was the highest asset 
base of the regional insurers analyzed. 

• Blue Cross Blue Shield of Nebraska reported an equity financing ra�o of 42% on a smaller asset base of 
just under $1B. 

• HCSC (Blue Cross Blue Shield of Oklahoma) reported the lowest equity financing ra�o of 10%. 
• While Kansas employer premiums are low compared to other states, more pa�ent co-share dollars are 

being passed onto the pa�ent than other states. 
 
Historically, reimbursement from commercial payers has offset losses from services provided to Medicaid and 
other underfunded/uninsured pa�ents.   With over half of Kansas hospitals opera�ng at a loss, the ques�on 
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arises: where will the addi�onal funds come from to keep these hospitals running?  PYA evaluated the impact of 
increased commercial reimbursements in the following sec�on to understand what types of reimbursement 
increases would be required to balance the budget for these sample hospitals for fiscal 2022 (the year of data 
analyzed). 
 
PYA modeled the necessary reimbursement increases from commercial payers to help hospitals achieve a 
sustainable opera�ng margin. The analysis used hospital billing and collec�ons data to propose reimbursement 
rates as a percentage of Medicare reimbursement, aiming for an opera�ng margin between 1.5% and 3.0%. 
These opera�ng margin levels are intended to cover opera�onal costs, allow for necessary capital improvements, 
and enable hospitals to con�nue fulfilling their mission within the community. The rates as expressed below are 
rates that would actually be realized or received by the hospitals, not just contracted rates which may likely be 
reduced due to claim denials, downcoding of services, or unpaid patient obligations. 
 
The proposed rates that generated a small posi�ve opera�ng margin for the sample hospitals included the 
following: 

• 220% of Medicare for PPS hospital services 
• 130% for CAH services 
• 200% for professional services across both PPS and CAH hospitals 

These proposed rates ranged from rate increases of 20% to 60% across the three hospitals.  These proposed 
increases successfully shi�ed all three from financial losses to posi�ve opera�ng margins. 
 

 

Conclusion 
 
PYA’s analysis underscores the severe financial challenges facing rural hospitals, par�cularly in Kansas. With over 
30% of rural hospitals na�onwide at risk of closure, and more than half of Kansas’s hospitals threatened, urgent 
ac�on is needed. Without addi�onal funding, these hospitals will con�nue to operate at a loss, threatening their 
ability to provide essen�al healthcare services, maintain infrastructure, and support necessary staffing levels. By 
aligning funding more closely with the actual costs of care, whether through commercial reimbursement or 
other sources, these hospitals can move from financial distress to sustainability, ensuring they con�nue to serve 
their communi�es. 
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i Char�s’ report available at 
htps://www.char�s.com/sites/default/files/documents/char�s_rural_study_pressure_pushes_rural_safety_net_crisis_into
_uncharted_territory_feb_15_2024_fnl.pdf 
 
ii Source: htps://www.shepscenter.unc.edu/programs-projects/rural-health/rural-hospital-closures/  
 
iii Source: htps://www.defini�vehc.com/resources/healthcare-insights/hospital-opera�ng-margins-united-states 
 
iv Medicare Cost Reports (FY19 & FY22) 
 
v Source: Medicare Cost Reports (FY19 – FY22) - htps://www.cms.gov/data-research/sta�s�cs-trends-and-reports/cost-
reports/cost-reports-fiscal-year 
 
vi Source: Center for Healthcare Quality & Payment Reform 
 
vii Source: 2021 KFF analysis of MLR data from [Health Coverage Portal TM](htps://www.markfarrah.com/products/health-
coverage-portal/), a market database maintained by Mark Farrah Associates, which includes informa�on from the Na�onal 
Associa�on of Insurance Commissioners. Mini-med companies with a medical focus were included.  
 
viii Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends. Medical Expenditure 
Panel Survey Insurance Component. Data tool can be found [here.](htps://datatools.ahrq.gov/meps-ic)  
 
ix Kansas Hospital Associa�on All-Payers Scorecard Data 
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