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I. Executive Summary  

 

The private equity firm Cerberus is in health care because it believes that it will make money in that field, at a rate consistent with or superior to 
the rate of return from alternative investments. 
 
That belief is based, first, on Cerberus’ realization that government (at the federal and state levels) determines financial “winners and losers” in 
health care, as in other sectors of American economic life.  With a former Treasury Secretary (Snow) as Chairman, a former Vice President 
(Quayle) as an officer, bailout of a failed investment in Chrysler and GMAC, and—along with others in the private equity field generally—
extraordinarily favorable tax treatment of its income, Cerberus has good basis for this belief.   
 
That belief is supported, second, through the financial track record of the most prestigious of the private equity firms, Blackstone.  By taking HCA 
(the Hospital Corporation of America) “private,” then through a subsequent public offering of HCA shares, Blackstone has made “a mint” in the 
hospital field.  Now Blackstone is attempting to repeat that performance, as the largest shareholder in the public company Vanguard.  Steward 
believes that it can satisfy the financial requirements of Cerberus, and of private equity. 
 
Steward aims to acquire the most important tool in hospital reimbursement, namely influence on government.  The Commonwealth of 
Massachusetts, through the office of its Attorney General, concluded that “leverage” is more important than cost, location, teaching, or any other 
factor in obtaining higher reimbursement.  Because consolidated hospital systems can get higher rates from commercial insurance payers, they do.  
The leverage potential for Steward, however, is through influence on state and federal government, not through market dominance.  Steward has 
become the third largest employer in Massachusetts, on the way to being “too big to fail.”  Steward is a “Pioneer Accountable Care Organization,” 
(ACO) one of the newest lobbies on the federal government; ACOs are one of many market-changing portals to financial success under the Patient 
Protection and Affordable Care Act (PPACA).  Also favoring investment in Massachusetts hospitals: high cost hospitals, a liberal Medicaid 
program; “Romneycare”; capital starved and therefore failing hospitals in smaller communities; a legacy of unfunded pension liabilities for 
hospital employees; and high real estate values, for re-engineering (stripping) the asset base of hospitals. 
 
To date, however, Steward has lost money from operations; has made no progress—indeed has fallen back—on legacy pension costs; has made 
dramatic staffing cuts at three of its ten acute care hospitals; and has the same record on “quality” measures—namely, mediocre—which 
characterizes Massachusetts hospitals as a whole.  In addition, Steward hospitals now have twice the state average per bed in patient complaints 
investigated for the federal Center for Medicare and Medicaid Services (CMS).   To succeed and satisfy the goals of its financial masters, Steward 
will have to ramp up charges, elicit higher reimbursement for Medicaid patients, monetize hospital assets and lay off still more staff.   
 
The lag in compliance reporting by the Attorney General—evidenced by a January 30, 2013 Attorney General’s report which provided no 
information for 16 of the 27 months of Steward hospital ownership (i.e., no financial information for the period 9-30-2011 to 1-30-2013)—causes 
concern that events will outrace oversight. 
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II. Private Equity and Health Care 

 

Private equity, in general, is a phrase used to describe an asset class of equity securities in companies that are not publicly traded.   

 

By definition, private equity firms in the United States are eligible for participation from “wealthy” investors.  Securities and Exchange 

Commission rules provide that private equity funds are generally available to accredited investors, namely those with a net worth of $1 million, 

excluding primary residence, or earning more than $200,000 annually. 

 

Historically, the funds have required clients to commit significant amounts of money, for relatively lengthy (“locked up”) periods of time.  More 

recently1, some of the larger firms have begun developing plans to attract investment with lower thresholds, or beginning funds that can be sold 

directly to individuals.  In general, estimates are that private equity managers oversee $3 trillion worldwide.  A decision to appeal to individuals 

may be one aimed at attracting a part of the $3.5 trillion accumulated American investment in 402(k) retirement plans.  Hurdles to success (in 

general, and in attracting investment from low fee plans) include (a) the higher fees associated with private equity investment, and (b) the “story” 

of private equity, which is that - - generally without prior experience or expertise in a particular company, or even in that company’s field - - 

private equity firms can buy the company, improve their value, sell them for a profit, and, using debt to finance these transactions, multiply the 

returns.   

 

Currently, prior to any expansion to individuals or investors with lower thresholds, much of the funds committed to private equity come from 

pension plans.  These plans, frequently (especially from public and non-profit employers) underfunded, are compelled to support investments 

riskier than those which might otherwise have been made, to “make up” for the chronic underpayment (or, alternatively, in chronic optimism 

concerning returns that might have come, but did not). 

 

                                                             
1 Bloomberg Business Week, April 8 – 14, 2013 
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This broader generic phrase is inclusive enough in common use to include private equity firms, venture capital firms and others.  In general, the 

goal of investors in these firms is to promote expansion, new product development or to restructure company operations.  Private equity is a phrase 

which would have described the leveraged buyout firms of the 1980s.  A ranking of the largest private equity firms in New York City by Private 

Equity International is shown on the following page.     

 

Recently, the Boston Consulting Group (BCG) issued a study of private equity firms, describing the challenges those companies face.  They 

indicated that generating the type of returns for which private equity is known is more difficult in today’s environment in the U.S., with the lack of 

available debt (for leveraging) and general negative economic outlook.  The BCG study indicated that firms now need to build value through 

operational improvement.  They argued that to achieve an internal rate of return of 25% in the current climate, private equity’s portfolio needs an 

annual average EBITDA growth of 11%.  This rate of growth could be characterized as aggressive or impressive, and perhaps even impossible, 

that is, double-digit year-on-year EBITDA growth in a down or possibly recovering economy.   

 

Obtaining information about specific private equity transactions is often difficult.  Benjamin Edmands, Managing Director of CCMP Capital, can 

be seen discussing his firm’s philosophy concerning health companies at a “Deal Making Healthcare Symposium,” March 18, 2008, covered at 

www.thedeal.com.  In “The Deal Video Investors’ Conference,” Edmands described the increase in funds in the “health care investment space” as 

“unbelievable,” and indicated that the ways to “play the hospital space” would be heavily dependent on Medicare reimbursement in the near 

future.   

 

These firms cluster around the same area in Manhattan, with rents of $170 a square foot and above.  Their executives are frequently (but not 

always willingly) in the news for their compensation, sometimes in the tens or even hundreds of millions of dollars.  To support the investment 

expectations, and the financial “style” associated with private equity, the Steward hospitals would be expected to be involved - - albeit at a 

distance - - in transactions which remove value from the hospital, leverage the assets which formerly were the hospital’s assets, and reduce 

expenses, including personnel. 

 

http://www.thedeal.com/


Top 50 Private Equity Firms in NYC

Source: Preqin, www.preqin.com

Rank Name Address City  AUM 6/30/2011 Notable 2011Deal DealType 2011DealAmt.

1 Blackstone Group 345 Park Ave. New York $77,994,000,000 Emdeon Public to private 3,000,000,000
2 Goldman Sachs Merchant Banking Division 200 West St. New York $73,560,000,000 U.S. Security Associates Buyout 640,000,000
3 Kohlberg Kravis Roberts 9 W. 57th St. New York $42,118,000,000 Go Daddy Group Inc. Buyout 2,250,000,000
4 Apollo Global Management 9 W. 57th St. New York $40,957,000,000 CKx Inc. Public to private 511,000,000
5 Warburg Pincus 450 Lexington Ave. New York $27,179,000,000 Rural/Metro Corp. Public to private 738,000,000
6 Morgan Stanley Alternative Investment Partners 1585 Broadway New York $22,829,000,000 Sterling Energy Buyout
7 Riverstone Holdings 712 Fifth Ave. New York $18,548,000,000 Barnett Properties Add-on 900,000,000
8 Fortress Investment Group 1345 Sixth Ave. New York $16,572,000,000 BAE Systems Aircraft Lease and Asset Management Buyout 187,000,000
9 Cerberus Capital Management 299 Park Ave. New York $12,024,000,000 64 Innkeepers USA Trust Hotels Buyout 1,020,000,000
10 Angelo Gordon & Co. 245 Park Ave. New York $10,459,000,000 C&D Technologies Public to private 50,540,000
11 Clayton Dubilier & Rice 375 Park Ave. New York $10,121,000,000 Emergency Medical Services Public to private 3,200,000,000
12 Welsh Carson Anderson & Stowe 320 Park Ave. New York $9,963,000,000 Triple Point Technology Inc. Buyout 500,000,000
13 Credit Suisse Customized Fund Investment Group 11 Madison Ave. New York $8,903,000,000 NXT Capital Growth capital 318,000,000
14 JC Flowers & Co. 717 Fifth Ave. New York $8,706,000,000 Compagnie Européenne de Prévoyance Buyout 1,035,880,000
15 Lindsay Goldberg 630 Fifth Ave. New York $8,033,000,000 Pacific Architects and Engineers Inc. Buyout
16 Avenue Capital Group 399 Park Ave. New York $7,508,000,000 Sea Island Acquisition Buyout 212,000,000
17 Kelso & Co. 320 Park Ave. New York $7,382,000,000 Logan's Roadhouse Buyout 560,000,000
18 Centerbridge Capital Partners 375 Park Ave. New York $6,926,000,000 Santander Consumer USA Buyout 1,000,000,000
19 New Mountain Capital 787 Seventh Ave. New York $6,726,000,000 SymphonyIRI Buyout 800,000,000
20 WL Ross & Co. 1166 Sixth Ave. New York $6,472,000,000 Bank of Ireland Public investment in private equity 1,450,230,000
21 Energy Capital Partners 51 John F. Kennedy Parkway Short Hills $5,811,000,000 Odessa Generating Facility Infrastructure 335,000,000
22 Global Infrastructure Partners 12 East 49th St. New York $5,614,000,000 Fluxys Switzerland Infrastructure
23 AREA Property Partners 60 Columbus Circle New York $5,481,000,000 Heritage at Old Town, Alexandria, VA Real estate 41,000,000
24 Vestar Capital Partners 245 Park Ave. New York $5,182,000,000 Triton Container International Buyout 1,000,000,000
25 InSight Venture Partners 680 Fifth Ave. New York $4,932,000,000 Cvent Inc. VC - Unspecified Round 136,000,000
26 Court Square Capital Partners 55 East 52nd St. New York $4,721,000,000 Fibertech Networks Buyout 500,000,000
27 Tishman Speyer 45 Rockefeller Plaza New York $4,578,000,000 Eland House, London Real Estate 171,000,000
28 Westbrook Partners 645 Madison Ave. New York $4,515,000,000
29 Highstar Capital 277 Park Ave. New York $4,499,000,000 Caiman Energy Infrastructure 300,000,000
30 Silverpeak Real Estate Partners 1271 Sixth Ave. New York $4,443,000,000 141 Bothwell Street, Glasgow Real Estate 70,000,000
31 AEA Investors 666 Fifth Ave. New York $4,435,000,000 GRD Holding III Corp Buyout
32 JP Morgan Asset Management 245 Park Ave. New York $4,239,000,000 SouthWest Water Public To Private 275,000,000
33 MatlinPatterson Global Advisors 520 Madison Ave. New York $4,155,000,000
34 American Securities 299 Park Ave. New York $4,150,000,000 Unifrax Corporation Buyout 927,000,000
35 Crestview Partners 667 Madison Ave New York $4,148,000,000 Samson Investment Company Buyout 7,200,000,000
36 MHR Fund Management 40 W. 57th St. New York $4,146,000,000
37 LS Power Group 1700 Broadway New York $4,039,000,000
38 Jordan Company 767 Fifth Ave. New York $3,982,000,000 Pow! Pix Inc. Buyout
39 CCMP Capital Advisors 245 Park Ave. New York $3,922,000,000 Medpace Inc. Recapitalization 500,000,000
40 Tiger Global Management 101 Park Ave. New York $3,884,000,000 SPB Software Add-on 40,000,000
41 Yorktown Energy Partners 410 Park Ave. New York $3,865,000,000
42 Investcorp 280 Park Ave. New York $3,824,000,000 Sur La Table Buyout
43 Avista Capital Partners 65 E. 55th St. New York $3,587,000,000 Appalachian Midstream Partners Growth Capital 176,000,000
44 PineBridge Investments 399 Park Ave. New York $3,459,000,000 Ulusal Faktoring Growth Capital
45 Mount Kellett Capital Management 623 Fifth Ave. New York $3,271,000,000 The Great Atlantic & Pacific Tea Company Recapitalization 490,000,000
46 Irving Place Capital 277 Park Ave. New York $3,185,000,000 Emergent Group Inc. Add-on 70,000,000
47 Bessemer Venture Partners 1865 Palmer Ave. Larchmont $2,990,000,000 Altair Semiconductor VC - Series D 26,000,000
48 Trilantic Capital Partners 399 Park Ave. New York $2,951,000,000
49 DRA Advisors 220 E. 42nd St. New York $2,734,000,000 Enclave at Adobe Creek, Petaluma, Calif. Real Estate 68,000,000
50 JLL Partners 450 Lexington Ave. New York $2,389,000,000 American Dental Partners Inc. Buyout 398,000,000
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Cerberus and Steward 

 

What is the business plan of Cerberus for investment in Steward?  Is it the same plan as that of Steward? 

 

Blackstone and Cerberus, the two most visible private equity investors in health services, are among the very largest of these firms, with a 

combined total of more than $100 billion in assets under management.  Blackstone, in fact, is the largest, and arguably the most prestigious.  

Cerberus by contrast, has suffered, first in the wake of the bankruptcy of Chrysler and GMAC, then in the spotlight as a financier of arms 

manufacturing, following the slaughter of children in Newtown, CT.  Recently, “Private Equity International” (PEI), the research and analytics 

publication that follows private equity investment, released its 2012 awards for outstanding performance by firms in the private equity field, 

advertised as votes solely from and by participants in the field: Blackstone has one award, Cerberus none.   

 

Outsized executive compensation in the private equity field is controversial.  Blackstone’s chief executive, Stephen Schwarzman2, “earned” $213 

million in pay and cash dividends in 2012, flat from his compensation in 2011.  Of this amount, $8.4 million was estimated as carried interest, 

$204 million as cash dividends generating from his holdings of Blackstone stock.   

 

Speaking generally, private equity firms, with responsibility to Limited Partners to maximize returns, will seek financial advantage in a variety of 

areas which would be “off limits” to an independent community hospital, or even a non-profit chain or system of hospitals.  First, the hospitals’ 

real estate can be sold.  Selling real estate is an important part of financial engineering in the skilled nursing facility (long-term care) industry, the 

basis for development of a real estate investment trust business in the health field.  A study of private equity in the nursing home field3 

demonstrates that the presence of private equity investors “deconstructs” the financial base of the organization.  In addition, the study shows that 

private equity investment leads, almost inevitably, to leaner staffing and to more quality and patient safety complaints at the state level.   

 

                                                             
2 Winfrey, Graham, “Private Equity Honchos Collect Millions,” Private Equity International, posted March 5, 2013 
3 Harrington, Charlene, et al, “Nurse Staffing and Deficiencies in the Largest For-Profit Nursing Home Chains and Chains Owned by Private Equity Companies,” 
Health Services Research, 47:1, Part 1, February 2012  
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No similar study has been done in the hospital field, where private equity is a relatively more recent investor.  However, a study of HCA hospitals 

with Blackstone investment does show trends in profitability and cash flow margins.  Expenses are reduced, largely by eliminating personnel, also 

the case generally in for-profit hospitals.  Using “comparison” hospitals, McCue4 found that HCA hospitals made money not by raising rates, but 

by reducing expenses, especially the number of full time equivalents relative to local competitor hospitals.  This led, in addition, to a higher cash 

flow margin ratio, in part because HCA hospitals had a significant decrease in their capital investment in fixed assets.  McCue chronicles the cycle 

of HCA in and out of public ownership, private in March of 1989, public in 1992, private again through a leveraged buyout in 2006, public again 

in 2011.   

 

McCue notes that the leveraged buyout (now private equity) strategy “allows management to overcome the conflict between owners (stockholders) 

and managers of the organization with regard to activities that generate revenues and earnings.”  This can “increase a firm’s efficiency.”  Part of 

the focus on performance improvement, of course, includes “senior management with an equity interest,” as has been chronicled in the Cerberus 

control of Steward Health Care.  In other words, the indebtedness (or necessity to produce a return) taken on in the leveraged buyout leads to a 

reduction in expenses through lower FTEs - - necessity the parent of invention as a business strategy.  Even as a public company, HCA still has 

$27 billion in long-term debt, as of the end of FY 2011.  As McCue put it, “the greater pressure that HCA hospitals face to meet debt service 

payments likely contributed to company innovation to achieve greater efficiency in delivering care.” 

 

Early steps by Steward, with Cerberus investment, demonstrate financial deconstruction of real estate.  Mohl5 noted that a sale lease back of 

thirteen medical office buildings generated $100 million for Steward and/or Cerberus.  The “lease back” payments are, of course, being made by 

the Steward hospitals. 

 

So “deconstruction” is one strategy.  Selling off the real estate and leasing it back provides capital for the “dressing up” of the newly acquired 

hospitals.  The leasing expense is folded into operating costs, to be met by public and private payments in the future.  A further expense reduction 

strategy, outsourcing, has already been seen in the Steward hospitals.  Outsourcing, in general, is an enormous challenge in the health field, one 
                                                             
4 McCue, M., The Impact of HCA’s 2006 Leveraged Buyout on Hospital Performance, Journal of Healthcare Management, 57:5, Sept./Oct. 2012 
5 Mohl, B., “Cerberus Health Care Play,” CommonWealth Magazine, July 10, 2012 
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which has been linked to diminution of quality and accountability.  Outsourcing to related companies may be even more problematic, given the 

difficulty of “supervising” the services owned by the same parent investor. 

 

Of course, Cerberus’ numbers are big.  In the acquisition of the half dozen Caritas hospitals, for example, $250 million in debt, $360 million in 

pension liabilities and nearly $537 million in capital expenditures were discussed.  Mohl notes that the opacity of the transactions leaves the public 

in doubt as to whether the funds Cerberus has invested in Steward have gone to retire debt or capital improvements or pension liabilities or all 

three.  In addition, Mohl points out that the capital commitments discussed and memorialized in the various transfer agreements are “very 

flexible.”  For example, if Steward fails to reach the $400 million goal for capital expenditure over four years, it agrees to make a “donation equal 

to the unspent amount to a charity chosen by the Attorney General.”  However, capital expenditures are apparently broadly defined, not limited to 

accounting definitions of capital.   

 

The “lag time” associated with the recently released Attorney General’s report further compromises the public’s ability to track satisfaction of 

Steward commitments to unfunded pension liability.  At the date of closing on the Caritas Christi acquisitions, the underfunded amount in the 

pension plan was $213,545,000.  At the end of fiscal 2011, the last date the Attorney General’s report includes, the unfunded liability had grown 

by $50 million, to $263,992,000.  This notwithstanding the fact that, as the most recent report noted, the substantial underfunding “was a 

significant factor in the AGO’s determination that Steward’s acquisition of Caritas’s assets served the public interest.”6  In other words, the 

Attorney General thought this pension funding was important; “compliance” studies rely on financial results seventeen months out of date; and 

those results show that the pension liability has only grown.   

 

Finally, the private equity firms treat themselves like investment bankers when they make an investment, with millions in fees and transaction 

costs reverting to the fund. 

 

                                                             
6 Office of the Attorney General, “Interim Reports on Steward Health Care System,” January 30, 2013, page 54 
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In summary, the Cerberus strategy and the Steward strategy may be seen as complementary.  Cerberus will attempt to bulk up (the number of 

hospitals), dress up (appearing to provide “free” money—drawn from asset sales and underfunding of operations), and get ready for a profitable 

exit, while Steward staffs down and generates leasing, outsourcing and banking fees.   

 

Industry (Private Equity) Trends 

 

Private equity should be seen primarily as financial engineering, not as operations improvement.  Financial engineering involves recapitalization 

(investment), deconstruction (asset sales), improved financial metrics (without necessarily having improved operations) and an “exit” that returns 

the investors’ money, plus returns (at least advertised by private equity firms) larger than those available in publicly traded securities, real estate or 

alternative investments.  It is especially appealing to pension funds, underfunded by employers, eager to believe there is financial alchemy. 

 

An industry observation underlines the importance of the exit: “Henry Kravis and George Roberts are fond of saying ‘any fool’ can buy a 

company – it’s only a successful exit that deserves celebration.”7 

 

Recently, Private Equity International released its report on 2012 activity.8  According to PEI, fundraising (new money coming into the field) 

increased by 10% in 2012 over 2011.  Some $265 billion was brought on board in 2012, compared to $240 billion in 2011.  Both numbers pale in 

comparison, however, to the pre-financial crisis top new money figure of $512 billion in 2008.  The very largest firms were up 80% over their 

2011 figures.  Also noted, the “exits” - - the cashing out, a hallmark of private equity - - have improved.9  A commentary in FierceHealth notes: 

“Most people seem to agree that the golden era has ended with a whimper and that the returns going forward will lag significantly,” 

notwithstanding the “good news” of 2012.     

 

                                                             
7 Private Equity International Annual Review, 2012, page 72 
8 PEI, Private Equity International Friday Letter, “Inside 2012’s Fundraising Figures,” 2-15-13 
9 Kim, J., “Private equity deal flow soars, exits strong,” FierceHealth, 2-15-13 
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Forbes recently focused on another issue which may potentially move private equity out of the spotlight, namely the possibility for loss of the 

highly favorable tax treatment of “carried interest” income.  Increase in the marginal tax rate from 35% to 39.6%, and restoration of the 20% tax 

on capital gains, were part of the “American Tax Payer Relief Act,” the fiscal cliff bill at the beginning of the year.  A contributor10 notes that 

some of the larger firms, primarily Blackstone, have turned their attention to investment banking, that is, the underwriting of securities offerings 

and the earning of commissions, rather than the more lucrative alternative investments with carried interest.  This commentator says, “Large 

private equity firms are increasingly evolving away from their traditional business model, which allowed the general partners of these firms to wait 

patiently for the carried interest to start flowing.  When it did arrive, the preferential tax treatment made it all worthwhile.”  Ultimately, 

institutional investors - - whether backing private equity or through public share ownership - - will decide which course is more attractive; the 

“private equity” firms will continue to transform themselves, to capture shareholder backing.   

 

Of course, this preferential taxation has been under political attack.  Also, the “Volcker Rule” in the Dodd-Frank legislation will have an impact on 

private equity units within banks.  Banks will have to attend to at least the theory of the depression-era Glass-Steagall legislation that they should 

only be gambling with their own money, not with the (publicly insured) depositors’ money.  Taxation, reestablishment of some division between 

commercial and investment banking, opportunity costs involved in investment and the leverage buy-out business, may all conspire to drive private 

equity leaders to diversification, or perhaps entirely into other areas of finance. 

 

Private equity metrics are reported to industry available sources, collected by publisher Preqin.11  Preqin in turn is dependent on Performance 

Analysts, which it represents to be the industry’s most extensive source of net to LP (return to Limited Partner) private equity fund performance.  

A variety of measures are reported quarterly - - to some extent obviating the advantage of avoiding quarterly reports as a private company (!) - - 

including performance mediums, distributions and residual values.  The top quartile for funds investing after 2009 - - that is after the financial 

crisis (as measured by the financial industry) shows an internal rate of return in excess of 18%, a median of 12%, and a bottom quartile of 6%.  

These might be seen as reasonable standards, against which the performance of Steward will be measured by Cerberus.   

 
                                                             
10 Spangler, T., “Private equity turns its eyes toward underwriting fees,” Forbes, 2-6-13 
11 Preqin Private Equity Performance Benchmarks as of October 2012 
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Private equity funds have shown significant interest in the hospital field, especially in the lead up to and passage of the Patient Protection and 

Affordable Care Act (“Obamacare”).  PPACA holds the promise of eliminating “bad debt” as an expense from the hospital income statements, 

adding from 4% to 7% or 8% on the “bottom line.”  However, implementation has been more difficult than anticipated, at least as anticipated by 

the legislation’s sponsors.  In consequence, the “payoff” (addition of 16 million new Medicaid enrollees, additional 16 million individual and 

small group participants in a health exchange - - now “marketplace” - - mechanism at the state level) may be delayed.  Massachusetts, in any 

event, under legislation initiated by then-Governor Romney, has already managed to significantly reduce the number of uninsured statewide, albeit 

with consequences including significant increase in the cost of health care and apparent contraction in the supply of available practitioners, 

especially primary care practitioners.   

 

Hospitals in northeastern states in general might be seen as attractive targets for private equity investment, that is, for acquisition by individuals 

who feel that they can “shed” unnecessary costs, dress up (recapitalize) physical facilities and resell (exit) hospital acquisitions.  Among the 

factors which characterize northeastern hospitals, which may attract private equity investment, are these:   

 

• High cost hospitals 

• Liberal Medicaid Programs 

• Failing hospitals, smaller communities, consolidation 

• Participation in Obamacare 

• High legacy costs, high real estate value 

 

In addition, hospital valuations, notwithstanding PPACA, are “pretty close to a trough in the industry on a public basis,”12 and, finally, there is the 

uncertainty associated with massive reconfiguration of the industry - - the development of 254 Medicare-approved Accountable Care 

Organizations, and another 200 or so private arrangements between insurers and larger health systems.  These payor-provider combinations hold 

                                                             
12 Shinkman, R., “For Hospitals, M&A Market Means More Private Equity, Payer Partnerships,” FierceHealthFinance, January 29, 2013 
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out the promise that the resulting enterprise will be closer to the payor dollar, whether that payor is an exchange (marketplace), commercial insurer 

or government payor. 

 

Private equity investment in health care doubled from $15 billion in 2010 to $30 billion in 2011, representing 15% of total “global private equity 

deal” activity.  This was helpful for the private equity market, as, overall, “deal activity” was stagnant in 2011, estimated by Bain at 184 deals and 

less than $200 billion in value, compared to the market peak of 2006, with more than 2,500 deals, valued at nearly $700 billion.  Most of the 

money went to medical technology and related services (40%), pharmaceuticals (30%), with the remaining 30% to “providers and services,” the 

category with the largest number of transactions.  In general, private equity investment in health care is concentrated in the U.S., with some in 

Western Europe, but few opportunities in other parts of the world for “scalable assets.”  

 

For the most part, investors in 2011 distanced themselves even further from categories with significant direct reimbursement risk, limiting deal 

activity with hospitals, home health care providers and payers.  In general, Bain represents that, investment is “increasingly aimed to capitalize on 

the regulatory and reimbursement trends by targeting companies that focus on hospital-physician alignment, new care-delivery methods and 

payment models, and consumer-directed health care options.  The primary “competition” for private equity - - that is, other organizational types 

seeking to enter into transactions which would be attractive to private equity firms - - are “strategic buyers,” that is, companies in the health care 

services sector seeking to consolidate within their respective market or geographic areas.   

 

The leading transactions, largest and by the most visible sponsors, included new initial public offerings of HCA Holdings at $4 billion and 

Vanguard Health Systems at $450 million.  Bain reports that Bain Capital and Kohlberg Kravis Roberts generated “meaningful returns” from the 

HCA deal, “more than three times cash-on-cash returns.”13 

 

The role of government in making hospital and health system investment attractive to private equity is well recognized.  So is the role of 

government in “bailing out” politically sensitive private equity failures, such as the Cerberus investment in Chrysler. 

                                                             
13 Murphy, K, and Vanbiesen, T., Global Health Care Private Equity Report 2012, Bain & Company, page 9 



13 
 

Becker notes that “hospitals and health systems seem to fit the category of ‘too big to fail’ and are expected to enjoy relatively long-term 

government support.”14  Aside from the size of the investment, Becker notes that funds see opportunities to “consolidate and to monetize 

investments through debt or an IPO.”  

 

By way of background, Cerberus is unusually private, even in an industry defined by opaque finance.  Privacy, in fact, approaches secrecy in 

private equity investment.  Steven Feinberg, the chief executive of Cerberus, said in 2007, “We try to hide religiously.”  He went on to say, in an 

address to shareholders, “If anyone at Cerberus has his picture in the paper and a picture of his apartment, we will do more than fire that 

person…we will kill him.  The jail sentence will be worth it.”  Public communications for the firm are generally undertaken by John Snow, former 

U.S. Treasury Secretary.  Another prominent politician at Cerberus is Dan Quayle, the former Republican Vice President.  The firm, which began 

with distressed debt, moved gradually into “equity turnaround” and is now seen as a mainstream buy-out group, together with Blackstone, KKR 

and others.  Notwithstanding its privacy, Cerberus has been unashamed to take government hand-outs, including bailing out two of its largest 

portfolio companies, Chrysler and GMAC, the auto finance company.  The “too big to fail” strategy will certainly benefit from this perspective: 

Steward is now the third largest employer in Massachusetts, with some 17,000 employees.  About 55% of its total net revenue is from Medicare 

and Medicaid, in a company with one quarter of the acute care beds in eastern Massachusetts. 

 

The Cerberus Capital Management purchase of the six hospitals of the Archdiocese of Boston was for $895 million.  The analyst Martha Bebinger 

has pointed out that there is less here than meets the eye.  Of the $895 million, the actual purchase price is $496 million, and more than half of that 

is pension liability that, in theory, Cerberus will pay off over the years that it continues to hold the hospitals.  The remaining $400 million is not a 

lump sum, but is money that Cerberus is committed to spend out from what it expects will be increasing revenue at Caritas.  None of this accounts 

for other profit opportunities, such as (a) the sale and lease back of hospital and associated medical office building real estate, or (b) for 

relationships with other organizations, for example a Cerberus funded firm to which Steward hospitals have outsourced security services.   

 

                                                             
14 Becker, S., “Private Equity Investment in Health Care – Thirteen Hot and Four Cold Areas,” McGuireWoods, 2011 
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In addition to private equity companies investing in hospitals, hospitals are now investing in private equity companies.  In January of 2011, five 

hospital groups announced they would form “The Heritage Group,” in Nashville, an investment and consulting group, with the target of $200 

million (the five limited-partner investors in the Heritage Healthcare Innovation Fund are affiliates of Community Health Systems, Brentwood, 

Tennessee; Iowa Health System, Des Moines; LifePoint Hospitals, Brentwood, Tennessee; Trinity Health, Novi, Michigan; and Vanguard Health 

Systems, Nashville.)  Subsequent to the original five members, new fund backers include Health Care Service Corp, a BCBS plan; Cardinal 

Health; Amedisys; and Memorial Hermann Healthcare System.  Some individuals are reportedly also investors in the fund, whether executives of 

the plans or not cannot be determined.  Also, Ascension Health, the largest Catholic health system, and Oak Hill Capital Partners, formed 

Ascension Health Care Network to invest in “distressed Catholic hospitals.”  

 
Private Equity in Health Services 

 

A hypothesized downward spiral following private equity investment in non-profit hospitals - - removal of cash from operations, to pay investors; 

subsequent reduction in the number of staff and degrading of the quality of staff; and resulting quality problems are hard to “prove.”  First, finding 

“before” and “after” examples is difficult.  Second, what should be the control group?  Third, what confounding variables exist - - did factors 

change, together with ownership, such as, for example, economic climate, government reimbursement, etc.?  Finally, the presence of private equity 

investors in the hospital field is sufficiently new that inadequate time has elapsed for the hypothesized links to become obvious.  Indeed, in the 

early years of acquisition, new capital investment, a psychology of renewal and a quiescent (if not an “energized”) workforce may combine to lead 

to short-term improvements.  In the absence of studies of the impact of private equity investment in the hospital field, there is at least one 

controlled study involving nurse staffing in nursing homes.  This study sought to compare the staffing levels and the “deficiencies” (as reported to 

state authorities) of the ten largest for-profit nursing home chains.  The variable was “before and after purchase by four private equity (PE) 

companies.”  The period examined was 2003 – 2008, and the authors indicate they controlled for facility characteristics, resident acuity and market 

factors.” 15 

 

                                                             
15 Harrington, D. et al, “Nurse Staffing and Efficiencies in the Largest For-Profit Nursing Home Chains and Chains Owned by Private Equity Companies,” Health 
Services Research, February 2012 
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Their findings would support the hypothesis outlined above for hospitals: namely, the top ten for-profit chains had both lower Registered Nurse 

and total nurse staffing hours than comparable government facilities.  They received 36% higher deficiency notices and 41% higher serious 

deficiency notices, again, compared to government facilities.  The authors indicate, “The chains purchased by PE companies show little change in 

staffing levels, but the number of deficiencies and serious deficiencies increased in some post purchase years compared to the pre-purchase.” 

Not conclusive, but suggestive, and strongly supportive of the hypothesis outlined for the likely outcome of private equity purchase of health 

facilities.  With a new (estimated at $20 million per year) tax bill, capital requirements, outsourcing to crony or related corporations controlled by 

the same fund source, and a public as yet not demonstrated to be willing to have stripped down health insurance, Steward will have its hands full 

not to repeat in the other seven hospitals the dramatic staff reductions that have taken place thus far in three. 

 
The Difficulty of Tracking Private Equity Investments and Results 

 

Results from the activities of firms in the private equity field will be, by definition, more difficult to follow than, for example, firms that are 

publicly listed and traded.  The latter are regulated by the Securities and Exchange Commission and the securities laws of 1933 and 1934.  Private 

equity, with strong relations to the “leveraged buyout” firms of the 1980s and 1990s, features no public disclosure, with information about the field 

generally dependent upon (1) highly visible transactions, for example, the bankruptcy and collapse of the Chrysler Corporation and the role of 

Cerberus in Chrysler’s modern history, (2) representations made by private equity firms to potential investors (known in the field as “limited 

partners or LPs), and (3) disclosures made about the businesses in which private equity firms have invested. 

 

The last of these is most fruitful for health care, and especially for hospitals.  First, the conversion of non-profit to investor-owned hospitals 

(whether privately or publicly held) involves the Attorney General of any state in which such transactions take place.  As the guardian of public 

charities, and a long trail of common law, the heritage of the Statute of Elizabeth and in fact the outlines of the first tax on income (1913) in the 

U.S. - - which assumed that hospitals were charities - - the Attorney General will be involved.  Any transformation of a public charity into a 

private corporation will of necessity involve the Attorney General’s office. 
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A second window on private equity activity will be through the corporations in which the private equity firms have made an investment, to the 

extent those corporations (such as hospitals) are subject to reporting and regulation at the state level.  For example, hospitals in Massachusetts will 

continue to have to report to the Center for Health Information and Analysis, irrespective of ownership. 

 

In addition, there are limited “expert” documents which can be obtained and reflect on private equity.  Private Equity International, the 

publication/research/communication organization which reports on this field, complains of the difficulty of measuring performance and the ‘black 

box’ like nature of returns16 with “blended performance” the norm - - that is, no particular breakdown on the performance of specific firms.  PEI 

quotes a professor of investment banking as noting that traditional indices for measurement of returns, such as the holding value of funds in terms 

of a multiple of invested capital, or the internal rate of return, don’t work well (at least on behalf of the investor) in private equity.  Said Professor 

Josh Lerner, “We really want to look at…some kind of time-weighted, dollar-weighted kind of measure…IRRs are prone to getting distorted, 

because all it takes is a quick return on a small amount of money to make a big IRR, and multiples don’t really take advantage of the time value of 

money.”  Professor Lerner and the review generally indicated that “an increasing number of LPs and advisors say they are trying to boost their 

understanding of returns – or put them in better context – by incorporating relative performance measures into reporting repertoires.”  Such 

equations, which can be adjusted to factor in leverage, might be measured against a public market equivalent (PME), for comparative performance 

purposes.  PEI editorializes on this matter, noting that “We found many industry insiders are hoping the use of PMEs will help to shed more light 

on basic [and] core issues that strike at the heart of private equity’s ethos: not just performance relative to public markets, but also concepts like 

persistence, or the idea that top performers can replicate performances with subsequent funds across different time periods and market cycles.”  In 

other words, investors in private equity funds frequently have as much trouble determining how they are doing as the general public, again with no 

SEC to guide, disclose or supervise.  Therefore, any party interested in tracking the results of private equity investment will have to rely on (1) 

notoriety of the investment, (2) regulatory activity and (3) as noted, where conversions of public charities are involved, the respective Attorneys 

General. 

  

                                                             
16 Private Equity International, Newsletter, February 1, 2013 
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III. Steward Health Care System and the Steward Hospitals 

 

Steward Health Care System (SHCS) is a Delaware Limited Liability Company, formed March 18, 2010.  SHCS, in turn, is the parent company of 

SMH, a Delaware Limited Liability Company; Steward Hospital Holdings (SHH), a separate Delaware Limited Liability Company; and other 

entities which, taken together, form the Steward enterprise in Massachusetts.  An organization chart for SHCS is found in the appendix.  A chart 

showing the Steward acute care hospitals follows this page. 

 

The ten acute inpatient general care hospitals now part of the Steward Health Care System all experienced (to varying degrees) financial distress 

prior to their acquisition.  (The long-term acute care hospital, New England Sinai, is not included in this study; the constellation of services in a 

long-term acute care hospital differ significantly from those in an acute general hospital.)  Subsequent to their acquisition, financial performance 

deteriorated in these ten hospitals, resulting in an aggregate loss of $39 million from operations for fiscal year (FY) 2011.  (Hospital fiscal years in 

Massachusetts, excepting only a handful not involved in this study, are from October 1 to September 30; fiscal year 2011, for example, ended on 

September 30, 2011.) 

 

Leverage and Prices in Steward Hospitals 

 

First, there is no apparent strategy to create geographic or local market “leverage.”  Attorney General Martha Coakley demonstrated, through use 

of subpoena power and analysis in a report published originally in 2010, that the high degree of variability in hospital reimbursement was due to 

leverage.   

 

Medicare originally set in “soft concrete” differences in hospital prices paid.  From 1965 (the passage of Medicare) to 1983 (the first year when 

“Diagnosis Related Groups” were used) Medicare reimbursed on the basis of costs, in line with the commitment of then-President Johnson during 

the passage of Medicare that hospitals would be reimbursed on a cost basis.  Effort throughout the hospital system at the time was devoted to the 

identification of cost, its appropriate allocation, and of course to maximizing cost-based reimbursement, especially for inpatient services.  Those 



Steward Acute Care Hospitals
Location, Date Acquired, Beds

*Members of the Caritas Christi Health System

Name of Hospital Street Address City Zip Code Phone Date Acquired Licensed Beds

Carney Hospital* 2100 Dorchester Avenue Dorchester 02124 (617) 296-4000 11/6/2010 159

Good Samaritan Medical Center* 223 North Pearl Street Brockton 02301 (508) 427-3000 11/6/2010 198

Holy Family Hospital* 70 East Street Methuen 01844 (978) 687-0151 11/6/2010 223

Merrimack Valley Hospital 140 Lincoln Avenue Haverhill 01830 (978) 374-2000 5/1/2011 122

Morton Hospital 88 Washington Street Taunton 02780 (508) 828-7000 10/1/2011 133

Nashoba Valley Medical Center 200 Groton Road Ayer 01432 (978) 784-9000 5/1/2011 57

Norwood Hospital* 800 Washington Street Norwood 02062 (781) 769-4000 11/6/2010 263

Quincy Medical Center 114 Whitewell Street Quincy 02169 (617) 773-6100 10/1/2011 196

Saint Anne's Hospital* 795 Middle Street Fall River 02721 (508) 674-5600 11/6/2010 160

Saint Elizabeth's Medical Center* 736 Cambridge Street Brighton 02135 (617) 789-3000 11/6/2010 252

Total 1,763
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services, divided into “room and board” and “special services” were without limit, so long as the costs were identified as legitimate, that is, 

appropriate for the category delineated on the institutional cost report.   

 

Subsequent to 1983, the relative position of hospitals and their charges remained, as the “DRGs” were developed originally on a cost basis, with 

additional adjustment for teaching (direct and indirect medical education), capital (an extra allowance, now gone) and Disproportionate Share (too 

many Medicare and Medicaid patients for financial health, without the DSH supplement).  By 1988, the Montana hospitals had had enough, and 

pioneered an experiment, the Critical Access Hospital (which now constitute 1,300 hospitals or more than  25% of the nation’s hospitals), 

exempting them from the limitations of DRGs.   

 

In all of this, however, the commercial side - - that is, the ability of hospitals to negotiate higher rates through commercial health insurance plans 

and health maintenance organizations - - was also subject to the same historical differences.  On examining the rationale for these differences, Ms. 

Coakley and her staff found the following: 

 

Price variations are not correlated to (1) quality of care, (2) the sickness or complexity of the population being served, (3) the extent to 

which a provider is responsible for caring for a large portion of patients on Medicare and Medicaid, or (4) whether a provider is an 

academic teaching or research facility.  Moreover, (5) price variations are not adequately explained by differences in hospital costs of 

delivering similar services at similar facilities….Price variations are correlated to market leverage as measured by the relative market 

position of the hospital or provider group compared with other hospitals or provider groups within a geographic region or within a group 

of academic medical centers.17 

 

None of the Steward Health Care System hospitals can be said individually to have leverage; if they had, they would not be receiving lower than 

average payment from insurers (see chart, next page).  They may play important community roles, but, had they been indispensable for 

“coverage” from one or another health plan, might have been able to escape the grip of historically low prices.  As shown in the work of the 

                                                             
17 Investigation of Health Care Cost Trends and Drivers, Office of the Attorney General, Massachusetts, January 29, 2010 
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Massachusetts Center for Health Information and Analysis (formerly the Division of Health Care Finance and Policy), in a report published 

November 2012, all ten of the hospitals receive relatively less reimbursement from the major commercial payer (Blue Cross and Blue Shield), with 

the exception of St. Elizabeth’s and St. Anne’s, sometimes much less.   

 

As can be seen on the chart on the next page, a map of the location of acute care hospitals in Massachusetts, and a key to same, there is little 

geographic benefit to “clustering” of hospitals, as was characteristic of the original Caritas system.  However, a number of the hospitals (especially 

Norwood, Merrimack, Morton, Nashoba and St. Anne’s) benefit from their relative isolation, that is, the absence of adjacent competitors.   

 

So one hypothesis for the acquisition of the Steward hospitals - - that they will be used to concentrate market power - - is not supported by the 

facts.   Moreover, many of the other “public relations” oriented statements (greater buying power, more effective centralized administration, etc.) 

are also without evidence.  The idea that the collection of these hospitals, second, third or fourth in their respective markets, low reimbursed, with 

low “quality” scores in a low “quality” scoring state, will somehow be more effective is optimistic. 

 

A second hypothesis concerning the business plan may be somewhat more plausible, that is, development of health systems which are “too big to 

fail.”18  It is widely recognized that the American system of providing health services is not a free market.  To the contrary, it is an administered 

market, including prices, franchises and profits.  The close relationships between health system entrepreneurs and public officials demonstrates a 

community of interest, namely the profit of the former and the continued election of the latter.  A larger voice, a larger presence, more 

sophisticated lobbyists, all auger well for a health “system” as opposed to relatively less powerful individual hospitals, some of them quite small.  

Coaxing another nickel out of the state, especially in a high cost, high health profile state such as Massachusetts, is a business strategy which may 

well succeed.  In fact, the greater the concentration of payment decisions in the hands of public officials, the more likely this will be the case.  

Cerberus Capital Management, in a report on lobbying expenses19  understands this, reporting lobbying expenditures of $540,000 in 2012, 

including $210,000 paid in by the Steward hospitals and a separate $60,000 paid in by St. Elizabeth’s. 

 
                                                             
18 Arnold, M., “Cerberus to Cut Staff as it Seeks Assistance,” Financial Times, January 19, 2009 
19 OpenSecrets.org, downloaded 12-15-2012 
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The only publicly available examination of Steward, prior to the Massachusetts Attorney General’s report, came from the Health Systems Planning 

Division of the Rhode Island Department of Health, on the occasion of Steward’s attempt to acquire the Landmark Hospital.  That examination, by 

Michael Kraten20, of Enterprise Management Corporation, found these financial “red flags”: 

 

• A negative working capital (evidenced below by the average current ratio of the hospitals at 9-30-2011 of .84, even lower for the 

corporation as a whole); 

 

• A total equity value considerably less than the $251 million investment by Cerberus, that is, an equity which had already been offset by 

deficits; 

 

• Recording of “good will” from previous acquisitions, pressing the positive equity value lower; 

 

• Debt already incurred of $96 million in a revolving credit facility provided by Steward and backed by Cerberus, making an overall 

working capital shortfall of $43.6 million in addition to this $96 million liability; 

 

• Underfunding of pension plans by $264 million, a 56% funding level; and 

 

• A negative $39 million from hospital operations - - perhaps the most important of the “red flags,” as organizations not providing cash from 

operations (patient care) in the health field will rarely survive. 

 

Dr. Kraten outlined other questions which remain unanswered, at least in a public forum, since Steward subsequently withdrew from the 

Landmark acquisition. 

 

                                                             
20 Kraten, Michael, Ph.D., CPA, Letter of April 23, 2012 to Melinda Thomas, Rhode Island Department of Health 
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PPACA 

 

The Patient Protection and Affordable Care Act provides new opportunities for profitable investment—it contains a virtual cornucopia of portals 

through which investors might approach the federal treasury.  Chief among these is the Accountable Care Organization, or ACO.  The “Pioneer” 

ACOs in particular have opportunities to combine insurance and provider profit, with a virtual guarantee of immunity from prosecution under the 

federal anti-trust laws.   

 

Advocates21 argue that the Accountable Care Organizations will be able to keep their savings from under-treatment, over-pricing, or both.  “This is 

not a return to 1990s-style HMOs, with the focus largely on reducing costs, so that patients and their physicians worried about stinting on care.  

Under the ACO payment model, the health-care providers aren’t eligible to keep the savings from lowering costs unless they achieve measurable 

quality improvements.”  This is the theory, but the reality, already, is different.   

 

For example, nearly all of the “Pioneer” ACOs threatened to drop out of the program22 over this very issue.  The threat came in response to CMS’ 

desire to have the ACOs start meeting quality measures, instead of merely requiring that they report the measures.  In a letter signed by, among 

others, Steward Health Care System, this threat was made: “Pioneers need to know before April 2, 2013, if you accept our recommendations, so 

that we can make informed decisions regarding our ongoing participation.”  The “Pioneers recommend that, rather than CMS data, the new 

program use ‘the ACO database to determine best in class performance.’”   

 

So the representation that quality measurement wasn’t really available in the 1990s-style HMO, and that the measurements “can’t come primarily 

from insurance companies,” are both misleading.  CMS has measures that it regards as quality measures - - correct or not, they have them - - and, 

through this initiative, the “Pioneers” have shown that they are willing to drop out of the program if they can’t set the rules.  None of this should 

be surprising, although, apparently, it is. 

 
                                                             
21 Fisher, Elliott, McClellan, Mark, and Shortell, Stephen, “The Real Promise of ‘Accountable Care,’” The Wall Street Journal, March 4, 2013 
22 Wilkerson, John, “Nearly All Pioneer ACOs Threaten to Drop Out of Demo,” InsideHealthPolicy.com, March 1 2013 
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All of these investments have this in common: they are gambles on financially distressed, capital starved, generally safety net institutions.  The 

“gamble” is that the “promises” of PPACA will in fact be followed, that is, that 16 million additional beneficiaries will be enrolled in state 

Medicaid programs, that, for three years, the federal government will pay the cost of this expansion, and that, for years four and forward, the 

federal government will pay 90% of the cost, rather than the percentage which it customarily pays, varying from 50% to 83%.   

 

A second promise of PPACA is that states (or, in lieu of the action, the federal government) will create “exchanges” (now, “marketplaces”) for 

health insurance, to be sold to individuals and small business, with varying degrees of federal subsidy, depending upon the income of the 

purchaser, accounting for another 16 million individuals.  In theory, in other words, there are 32 million new “customers” available for hospitals, 

especially in the service areas (Boston, Detroit) characterized by the financially distressed, capital starved institutions.  Who is caring for these 

patients now?  By and large, these hospitals are, but they are not being paid for it. 

 

What can go wrong with this scheme?  First, there is a trade-off.  Specifically, the additional Medicare and Medicaid reimbursement which 

characterized “Disproportionate Share Hospitals” (DSH) will disappear.  The hospitals of the type acquired by these private equity investors are 

already distressed financially, but will be in even more acute difficulty in the absence of DSH funding.  “Savings” from the elimination of DSH is 

a part of the generation of “savings” of $716 billion (CBO estimate, summer of 2012) necessary in the reduction of existing Medicare and 

Medicaid commitments to allow for the expansion of the benefits.  Second, there is uncertainty about the economic incentives for “Accountable 

Care Organizations” (ACOs).  The Steward “ACO play” has this thought: that many of the admissions of patients from eastern Massachusetts to 

world class teaching hospitals could take place, instead, at lower priced community hospitals, if the patients had been enrolled in a lower cost 

health plan.  Behind this of course is the extensive study of the Attorney General indicating that price variation among hospitals is largely based on 

leverage, with no relationship to quality or outcomes demonstrated.  There is no evidence, however, that a “stripped down” or “lower cost” health 

insurance plan will attract citizens believing that health care is a “right.”   Finally, the interest by the private equity firms and investors in the 

health field has increased, indicating their belief that the Patient Protection and Affordable Care Act (PPACA), or “ObamaCare” will, by 

expanding benefits, eliminate the “bad debt” historically experienced by hospitals at about 4-5% of total expenses.   
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Exit 

 

Finally, the business plan may be to “dress up” the Steward hospitals, and sell them to a higher bidder, one who will provide the “exit” always 

anticipated for private equity funds.   

 

The “exit” in private equity is—together with the favorable tax treatment of “carried interest”—one of the most important factors in “financial 

engineering.”  The 2012 awards of Private Equity International, noted above, recognize this importance.  The “exit of the year” award goes to the 

“most admired exit” in Europe, the Americas and Asia.  In 2011, “exits” - - that is, the escape of the private equity company with returns, leaving 

ownership behind - - had this expected feature: “Sales from private equity sponsors to strategic buyers accounted for about 60% of health care 

exits globally.”23  Steward is clearly taking steps to prepare investors for some future public opportunity.  For example, on September 20, 2012, 

Steward sponsored a “health care deal making summit” in Nashville, Tennessee, at the Gaylord Springs Golf Links.   

 

An exit, however, in health services, would seem to have two doors.  Through one, the “assets” would be brought public, or otherwise rearranged 

financially.  This door would be available if the properties, now stripped of assets, such as real estate, were to be profitable on their own.  Through 

another door, the “exit” might be into the arms of an operator, that is, an organization strategically positioned to further promote leverage, access 

to the insurance dollar and profitability.  The most likely acquirer would be Vanguard, publicly traded but also private equity-backed (Blackstone), 

already present in Massachusetts, another ACO “Pioneer,” with current letters of intent to acquire two non-profit hospitals in nearby Connecticut. 

 

In summary, the business plan of Steward might be hypothesized to include economies or efficiencies of scale, but without evidence; greater 

leverage, at least at the state level, which is plausible; and development of a more attractive acquisition for exit, also plausible. 

 

  

                                                             
23 Murphy, K, and Vanbiesen, T., Global Health Care Private Equity Report 2012, Bain & Company, page 7 
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IV.  Performance of Hospitals to Date Under Steward Ownership 

 

Utilization 

 

Utilization of the Steward hospitals, measured from FY 2008 to 2011, has declined overall.  Seven of the ten hospitals have seen declines in 

discharges.24  All ten have seen declines in total days, in part due to reduction (in nine of the ten hospitals) in average length of stay.   

 

Total discharges from 2008 to 2011 are down 3% in the Steward hospitals, while they are up 1.16% statewide in Massachusetts.  Total days of 

care are down 9.7% in the Steward hospitals, while they are down 3.7% statewide in Massachusetts, during the same time period.  Average length 

of stay is down 6.5%, while in Massachusetts it is down 4.9% in the same time period.   

 

A chart on the following page chronicles this decline for the Steward hospitals. 

 

Finance 

 

The review of financial information in development of this report has included 990 forms filed by the individual hospitals that have been acquired 

by Steward, audited financial statements and, most helpfully, the information gathered by Massachusetts’s Center for Health Information and 

Analysis (CHIA).  Collection of information and discussion is limited to the ten acute general care hospitals. 

 

Data has been reviewed for the period Fiscal Year 2008 through the third quarter of Fiscal Year 2012 by CHIA, and is extracted and reformatted 

and discussed here.  Fiscal years for hospitals in Massachusetts are, with a handful of exceptions, October 1 to September 30.  Since the first 

Steward acquisitions were made in November of 2010, discussion of any “Steward impact” omits Fiscal Year 2010 (ending September 30, 2010), 

but includes Fiscal Year 2011 and the first three quarters of Fiscal Year 2012, that is, through September 30, 2012.  For Merrimack and Nashoba 

                                                             
24 Source: MHDC, Inpatient Discharges, Summary of Total, Total Charges, Length of Stay, Average Length of Stay, Charge per Discharge Calculated. 



Steward Hospitals
Inpatient Utilization and Total Charges, Steward Hospitals, 2008-2011

Name of Hospital Total Discharges Total Days AverageLOS Total Charges Charge/Discharge

Carney Hospital, 2011 5,835 31,503 5.40 $76,701,194 $13,145 
Carney Hospital, 2010 6,545 34,948 5.34 $84,746,924 $12,948 
Carney Hospital, 2009 6,409 37,160 5.80 $86,168,497 $13,445 
Carney Hospital, 2008 6,447 38,321 5.94 $86,695,586 $13,447 
Change, 2008 or 2009 to 2011 (612) (6,818) (0.55)  ($9,994,392) ($302)

  
Good Samaritan Medical Center, 2011 13,610 57,127 4.20 $167,972,023 $12,342 
Good Samaritan Medical Center, 2010 13,218 55,563 4.20 $167,018,436 $12,636 
Good Samaritan Medical Center, 2009 14,058 60,710 4.32 $173,337,810 $12,330 
Good Samaritan Medical Center, 2008 13,576 58,838 4.33 $157,038,770 $11,567 
Change, 2008 or 2009 to 2011 34 (1,711) (0.14) $10,933,253 $774 

  
Holy Family Hospital, 2011 11,359 53,694 4.73 $164,999,984 $14,526 
Holy Family Hospital, 2010 10,977 50,022 4.56 $147,092,477 $13,400 
Holy Family Hospital, 2009 10,889 50,553 4.64 $138,448,646 $12,715 
Holy Family Hospital, 2008 11,668 55,424 4.75 $147,240,336 $12,619 
Change, 2008 or 2009 to 20011 (309) (1,730) (0.02)  $17,759,648 $1,907 

  
Merrimack Valley Hospital, 2011 3,697 18,118 4.90 $59,390,179 $16,064 
Merrimack Valley Hospital, 2010 3,873 19,596 5.06 $61,341,310 $15,838 
Merrimack Valley Hospital, 2009 4,134 19,956 4.83 $64,467,601 $15,594 
Merrimack Valley Hospital, 2008 4,172 20,425 4.90 $68,251,278 $16,359 
Change, 2008 or 2009 to 20011 (475) (1,838) 0.07  ($8,861,099) ($295)

  
Morton Hospital, 2011 6,274 25,933 4.13 $59,913,113 $9,549 
Morton Hospital, 2010 6,702 29,886 4.46 $64,785,213 $9,667 
Morton Hospital, 2009 7,816 35,058 4.49 $77,899,527 $9,967 
Morton Hospital, 2008 7,647 35,526 4.65 $78,474,340 $10,262 
Change, 2008 or 2009 to 20011 (1,373) (9,593) (0.51)  ($18,561,227) ($713)

  
Nashoba Valley Medical Center, 2011 1,913 6,098 3.19 $27,857,111 $14,562 
Nashoba Valley Medical Center, 2010 1,787 5,845 3.27 $27,267,392 $15,259 
Nashoba Valley Medical Center, 2009 1,791 6,007 3.35 $27,712,037 $15,473 
Nashoba Valley Medical Center, 2008 1,914 6,749 3.53 $27,068,627 $14,142 
Change, 2008 or 2009 to 20011 (1) (651) (0.34)  $788,484 $420 

  



Steward Hospitals
Inpatient Utilization and Total Charges, Steward Hospitals, 2008-2011

Name of Hospital Total Discharges Total Days AverageLOS Total Charges Charge/Discharge

Norwood Hospital, 2011 13,173 60,746 4.61 $171,132,662 $12,991 
Norwood Hospital, 2010 13,425 62,330 4.64 $174,981,709 $13,034 
Norwood Hospital, 2009 12,778 60,455 4.73 $161,457,404 $12,636 
Norwood Hospital, 2008 12,527 61,721 4.93 $156,545,842 $12,497 
Change, 2008 or 2009 to 2011 646 (975) (0.32)  $14,586,820 $494 

  
Quincy Medical Center, 2011 5,875 29,354 5.00 $80,999,095 $13,787 
Quincy Medical Center, 2010 6,047 31,719 5.25 $85,572,635 $14,151 
Quincy Medical Center, 2009 6,546 32,547 4.97 $94,120,061 $14,378 
Quincy Medical Center, 2008 6,622 33,482 5.06 $91,252,690 $13,780 
Change, 2008 or 2009 to 2011 (747) (4,128) (0.06)  ($10,253,595) $7 

  
Saint Anne's Hospital, 2011 6,992 33,906 4.85 $109,732,378 $15,694 
Saint Anne's Hospital, 2010 6,638 33,545 5.05 $102,854,819 $15,495 
Saint Anne's Hospital, 2009 5,874 29,250 4.98 $88,026,396 $14,986 
Saint Anne's Hospital, 2008 6,336 35,320 5.57 $94,849,630 $14,970 
Change, 2008 or 2009 to 2011 656 (1,414) (0.73)  $14,882,748 $724 

  
Saint Elizabeth's Medical Center, 2011 13,913 63,537 4.57 $280,919,739 $20,191 
Saint Elizabeth's Medical Center, 2010 14,131 63,789 4.51 $283,603,703 $20,070 
Saint Elizabeth's Medical Center, 2009 13,203 62,445 4.73 $258,435,343 $19,574 
Saint Elizabeth's Medical Center, 2008 14,180 70,929 5.00 $267,947,762 $18,896 
Change, 2008 or 2009 to 2011 (267) (7,392) (0.44)  $12,971,977 $1,295 

  
Steward Total, 2011 82,641 380,016 4.60  $1,199,617,478 $14,516 
Steward Total, 2010 83,343 387,243 4.65 $1,199,264,618 $14,390 
Steward Total, 2009 83,498 394,141 4.72 $1,170,073,322 $14,013 
Steward Total, 2008 85,089 416,735 4.90 $1,175,364,861 $13,813 
Change, 2008 or 2009 to 2011 (2,448) (36,719) (0.30)  $24,252,617 $703 
% Change, 2008 to 2011 -2.96% -9.66% -6.51%  2.06% 5.09%

  
Mass Total, MHDC Inpatient Discharges   
2011 853,207 3,923,178 4.60 $21,195,330,387 $24,842 
2010 851,154 3,929,155 4.62 $20,478,679,898 $24,060 
2009 853,447 3,970,556 4.65 $19,701,271,103 $23,084 
2008 843,309 4,067,470 4.82 $18,630,811,498 $22,093 
Change, 2008 or 2009 to 2011 9,898 (144,292) (0.23)  $2,564,518,889 $2,749 
% Change, 2008 to 2011 1.16% -3.68% -4.89%  13.76% 12.45%
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Valley Hospitals, acquired May 1, 2011, the only full year of membership in the Steward group would be 2012.  For Morton Hospital and Quincy 

Medical Center, acquired October 1, 2011, the same would apply, that is, only 2012 is considered a “Steward year.”  The source for the “acquired 

date” is shown on the first page of Exhibit 1 following the report, and is generally associated with the statements from the Office of the Attorney 

General, but in two cases (Morton and Quincy) come from non-governmental sources.  In any event, the full impact of Steward ownership can 

only be assessed for the Caritas Christi hospitals (Carney, Good Samaritan, Holy Family, Norwood, St. Anne’s, St. Elizabeth), while 2012 will 

show some impact of Steward ownership for Merrimack, Morton, Nashoba Valley and Quincy. 

 

Massachusetts hospitals operating in groups were largely profitable, for FY 2011.  See chart, following page.  Of the eight such systems, six 

(Baystate, Berkshire, Cape Cod, CareGroup, Partners, UMass) were profitable, for a total of $600 million in profit; more than half of that was 

Partners’ profit, the prime example in Massachusetts of high prices resulting from leverage.  The only two unprofitable systems were Steward and 

Vanguard, losing a combined total in excess of $42 million, $39 million of which was from Steward. 

 

Audited financial statements, the most accurate representation for an organization’s financial performance, are available for the ten hospitals and 

for Steward itself only through September 30, 2011.  Steward Health Care System, LLC projects income (for example, from premiums) in excess 

of its hospital net patient service revenue.  However, these may be, together with past projections of hospital income, optimistic.  In regulatory 

filings required by the State of Rhode Island in the aborted Landmark acquisition, Steward clearly did not anticipate having an operating loss in 

FY 2011, and, to the contrary, anticipates EBITDA (earnings before interest, taxes, depreciation and amortization) in excess of $200 million for 

FY 2011 and 2012.   

 

Moreover, the balance sheet provided by Steward to Rhode Island regulatory authorities shows short-term insolvency for the corporation as a 

whole, with a current ratio of .62, at September 30, 2011.  The hospitals, taken alone, had an aggregate current ratio on that date of .84.  Neither 

number is financially healthy, a current ratio below 1 indicating insolvency.  Hospitals in total had a current ratio of 1.5 in Massachusetts at that 

time. 

 



Multi-Hospital Systems 

Hospital Name ---Baystate Health Inc., and Subsidiaries 

Baystate Franklin Medical Center D -4.57% -5.24% 
Baystate Mary Lane Hospital -4.60% -5.50% 
Baystate Medical Center T D 3.48% 3.66% 

Berkshire Health System 

Berkshire Medical Center T D 6.20% 4.20% 
Fairview Hospital 5.72% 4.09% 

Cape Cod Health Care and Affiliates 

Cape Cod Hospital D 7.59% 6.94% 
Falmouth Hospital D 9.21% 8.04% 

Care Group 

Beth Israel Deaconess Hospital -Needham -1.36% -1.98% 
Beth Israel Deaconess Medical Center T 4.50% 3.48% 
Milton Hospital 0.30% -0.53% 
Mount Auburn Hospital T 7.94% 6.46% 
New England Baptist Hospital 4.27% 2.69% 

Partners Healthcare 

Brigham and Women's Hospital T 5.18% 5.29% 
Faulkner Hospital T -2.29% -2.25% 
Martha's Vineyard Hospital (FY 12Q2)* 1.57% 3.33% 
Massachusetts General Hospital T 7.38% 6.95% 
Nantucket Cottage Hospital -19.96% -24.88% 
Newton-Wellesley Hospital 4.95% 5.20% 
Nortl1 Shore Medical Center D -3.34% -3.42% 

Steward Health Care System 

Carney Hospital, Inc. T D -1.16% -1.16% 
Good Samaritan Medical Center D 0.06% 0.06% 
Holy Family Hospital D -1.43% -1.43% 
Merrimack Valley Hospital D -5.16% -5.16% 
Morton Hospital and Medical Center D -2.46% -3.64% 
Nashoba Valley Medical Center -1.12% -1.12% 
Norwood Hospital -2.75% -2.75% 
Quincy Medical Center D -18.81% -17.53% 
Saint Anne's Hospital D 7.74% 7.74% 
St. Elizabeth's Medical Center T D -7.93% -7.93% 

Umass Mcmol'ial Health Care Inc., and Affiliates 

Clinton Hospital D 3.38% 2.65% 
Healtl1 Alliance Hospital 5.49% 5.63% 
Marlborough Hospital 1.66% 0.91% 

UMass Memorial Medical Center T D 3.12% 3.30% 
Wing Memorial Hospital D 2.08% 1.80% 

Vanguard Health System 

Metro West Medical Center (FY 12Q 1 )* -7.13% -7.24% 
Saint Vincent Hospital (FY12Q1)* T D 1.87% 1.87% 

Key: T: Teaching Hospital , D: Disproportionate Share Hospital 

Notes: Profitability percentages may not add due to rounding 

Non-Operating 
Margin 

0.67% 
0.90% 

-0.18% 

2.01% 
1.62% 

0.65% 

1.17% 

0.62% 
1.02% 
0.84% 

1.49% 
1.58% 

-0.11% 
-0.04% 
-1.76% 
0.43% 
4.92% 

-0.26% 
0.08% 

0.00% 
0.00% 
0.00% 
0.00% 
1.18% 
0.00% 
0.00% 

-1.28% 
0.00% 
0.00% 

0.74% 
-0.14% 
0.76% 

-0.17% 
0.28% 

0.11% 
0.00% 

* Most calculations on this page use data reported by hospitals on an October 1 to September 30 fiscal year. Hospitals noted 
with an asterisk use alternative fiscal year periods. 
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Division of Health Care Finance and Po licy 

P.-ofit (Loss) 

$25,587,000 

($3 ,517,000) 
($1 ,371,000) 
$30,4 75,000 

$23,495,842 

$21 ,016,770 
$2,479,072 

$45,173,073 

$31,4 70,229 
$13,702,844 

$95,347,747 

($746,816) 
$62,250,000 

$207,563 

$24,971,000 
$8,666,000 

$342,314,136 

$121 ,961,000 
($4,145,000) 

$485,136 
$223,913,000 
($5,402,000) 
$19,633,000 

($14, 131 ,000) 

($38,907,801) 

($1 ,281 ,000) 
$107,824 

($2, 198,259) 
($1 ,165,861) 
($3,088,540) 

($193,648) 
($4,276, 764) 

($18,545,553) 
$12,664,000 

($20,930,000) 

$56,154,704 

$891,000 
$9,230,580 
$1,273,000 

$42,852,124 
$1,908,000 

Fred Hyde
Highlight

Fred Hyde
Highlight
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In addition, there is no evidence that Steward has, as yet, succeeded in raising its overall charges.  Charges are essentially the “list prices” for 

hospitals.  They bear only a variable relationship to actual prices paid, but may be important, for example, in the percentage of Medicare income 

derived from outliers.  Overall, from 2008 to 2011, total charges in the Steward hospitals increased by 2%, and charges per discharge by 5%.  

Statewide, however, Massachusetts hospital charges increased by 14% during the same time period, and charge per discharge by 12.5%.   

 

Overall deterioration in financial performance ($39 million operating deficit) may have reversed somewhat in 2012.  A report from the Attorney 

General, charged with oversight of these acquisitions, and dated January 30, 201325, provides financial information only through the end of fiscal 

year 2011.  Beginning November 2010, and through the end of January, 27 months would have elapsed for the first six hospitals - - the Caritas 

Christi hospitals - - under Steward’s ownership; the Attorney General’s report covers only eleven of those 27 months, that is, the months from 

November 2010 through September 30, 2011.  As a consequence, most of the period of Steward ownership has as yet not been reviewed by the 

Attorney General’s Office.   

 

Limitations on information will continue to plague any oversight process.  The Attorney General’s report was out-of-date on issuance, and 

incomplete.  Will those shortcomings be remedied in the future?  The public only has access to Steward (as opposed to hospital) financial data 

because of the diligence and transparency of Rhode Island authorities.  Steward has now failed in three potential out-of-state acquisitions (Florida, 

Rhode Island, Maine).  Steward may not face regulatory pressure to release corporate financial information, unless it comes from Massachusetts. 

 

Financial performance is detailed in the first appendix.  For this analysis, audited results from fiscal year 2011, also used in the Attorney General’s 

report, are shown.  Also included are results from the third quarter (through June 30, 2012) of fiscal year 2012, derived from reports to the Center 

for Health Information and Analysis (CHIA).   

 

                                                             
25 Office of the Attorney General, “Interim Reports on Steward Health Care System,” January 30, 2013 
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The chart on the next page shows the operating margin, which averaged negative -.39% in fiscal 2008, 3.09% in fiscal 2009, 1.07% in fiscal 2010, 

negative -3.29% in fiscal 2011, and negative -2.33% year to date 2012.  (The negative 2012 results reflect an unusual and significant 12 percentage 

point profit at St. Anne’s, without which the Steward average would be considerably lower). 

 

  



Steward Hospitals
Operating Margin 2008-2012

Name of Hospital Operating Margin, 
FY12Q3

Operating Margin, 
FY11

Operating Margin, 
FY10

Operating Margin, 
FY09

Operating Margin 
FY08

Carney Hospital -2.75% -1.16% 2.17% 4.29% 0.70%

Good Samaritan Medical Center -0.51% 0.06% 5.30% 6.42% 0.00%

Holy Family Hospital 3.08% -1.43% 2.63% 4.09% 1.31%

Merrimack Valley Hospital -17.46% -5.16% -7.38% -2.32% -6.01%

Morton Hospital -2.53% -3.64% 1.21% 3.87% 0.36%

Nashoba Valley Medical Center -9.84% -1.12% -1.79% 1.35% -0.96%

Norwood Hospital -3.94% -2.75% 1.48% 2.17% -2.50%

Quincy Medical Center -0.86% -17.53% -5.63% -1.47% -2.33%

Saint Anne's Hospital 11.88% 7.74% 7.06% 6.36% 3.71%

Saint Elizabeth's Medical Center -0.39% -7.93% 5.61% 6.10% 1.83%

Average, Ten Steward Hospitals -2.33%  -3.29%  1.07%  3.09%  -0.39%

MA Industry Median FY12Q3 2.39%

Northeast US Median FY10 1.40%
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The chart on the following page shows the current ratio, that is, the mathematical result of dividing current assets by current liabilities, indicating 

deterioration overall of the Steward hospitals, consistently from fiscal 2008 forward through the years (2011 and 2012) of Steward ownership.  

The average current ratio goes from 1.08 in 2008 to 1.07 in 2009, to 1.03 in 2010, to .66 in 2011, recovering (again, on the unaudited third quarter 

2012 figures) to .84 in 2012.  The .84 can be compared to the median in Massachusetts of 1.51 and in the northeast of 1.58, as measured by CHIA.  

In other words, there is a consistent erosion and deterioration of the balance sheet of the Steward hospitals as a whole.  The only hospitals that 

appear to have positive current ratios are Nashoba Valley (consistently positive throughout these years) and Morton, in 2012, where the sudden 

change from .77 to 1.49 (2011 to 2012) must be examined more closely, and reviewed once audited financials are available. 

 

  



Steward Hospitals
Current Ratio 2008-2012

Name of Hospital Current Ratio, 
FY12Q3

Current Ratio, 
FY11

Current Ratio, 
FY10

Current Ratio, 
FY09

Current Ratio, 
FY08

Carney Hospital 0.62 0.51 0.51 0.68 0.63

Good Samaritan Medical Center 0.61 0.50 1.27 1.01 0.89

Holy Family Hospital 0.73 0.56 0.94 1.67 1.59

Merrimack Valley Hospital 0.56 0.97 1.90 1.33 1.52

Morton Hospital 1.49 0.77 0.97 1.07 0.93

Nashoba Valley Medical Center 1.57 0.97 1.28 1.13 1.29

Norwood Hospital 0.60 0.55 0.69 0.73 0.76

Quincy Medical Center 0.80 0.73 0.91 1.02 0.90

Saint Anne's Hospital 0.80 0.42 0.93 1.22 1.42

Saint Elizabeth's Medical Center 0.66 0.58 0.89 0.82 0.83

Average, Ten Steward Hospitals 0.84  0.66  1.03  1.07  1.08 

MA Industry Median FY12Q3 1.51 

Northeast US Median FY10 1.58 
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The chart on the following page shows the average payment period, that is, the speed with which the hospital pays its vendors.  The 

Massachusetts median is 53 days, while the average of the Steward hospitals is 68 days.  In other words, combining observations from these two 

pages, Steward collects its bills in 38 days, and pays them in 68 days.  

 

These late payments (except, again, for Nashoba Valley and Morton) essentially mean that the hospitals will be compromised on obtaining 

supplies, will fail to secure “prompt payment” discounts, may be compelled to pay “COD” for some supplies, and will, in general, suffer the pains 

of relative cash shortage.   

 

  



Steward Hospitals
Average Payment Period 2008-2012

Name of Hospital Average Payment 
Period, FY12Q3

Average Payment 
Period, FY11

Average Payment 
Period, FY10

Average Payment 
Period, FY09

Average Payment 
Period, FY08

Carney Hospital 92 86 77 73 80

Good Samaritan Medical Center 75 91 56 83 69

Holy Family Hospital 93 114 56 55 58

Merrimack Valley Hospital 88 127 27 31 35

Morton Hospital 37 50 55 69 61

Nashoba Valley Medical Center 30 129 37 41 41

Norwood Hospital 76 82 68 81 78

Quincy Medical Center 66 72 70 69 79

Saint Anne's Hospital 54 110 69 78 61

Saint Elizabeth's Medical Center 66 87 68 66 70

Average, Ten Steward Hospitals 68  95  58  65  63 

MA Industry Median FY12Q3 53 

Northeast US Median FY10 60 
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The chart on the next page shows cash flow to total debt, 2008 – 2012.  Reports from all Steward hospitals show cash flow to total debt of 6.5%, 

compared to the northeast U.S. median of 15.4%.  Again, it is too early to draw conclusions based on the information available. 

 

  



Steward Hospitals
Cash Flow to Total Debt 2008-2012

Name of Hospital Cash Flow to Total 
Debt, FY12Q3

Cash Flow to Total 
Debt, FY11

Cash Flow to Total 
Debt, FY10

Cash Flow to Total 
Debt, FY09

Cash Flow to Total 
Debt, FY08

Carney Hospital na 9.3% 14.4% 19.5% 7.9%

Good Samaritan Medical Center na 15.1% 37.0% 28.1% 10.5%

Holy Family Hospital na 11.9% 21.8% 18.2% 12.6%

Merrimack Valley Hospital na -6.5% -42.1% 26.9% -0.5%

Morton Hospital na 5.1% 16.8% 21.1% 19.6%

Nashoba Valley Medical Center na 6.2% 12.9% 44.4% 31.6%

Norwood Hospital na 12.2% 15.7% 13.9% 0.9%

Quincy Medical Center na -17.5% -2.2% 2.6% 1.3%

Saint Anne's Hospital na 40.5% 33.9% 25.9% 7.0%

Saint Elizabeth's Medical Center na -11.5% 26.7% 24.6% 8.4%

Average, Ten Steward Hospitals na  6.48%  13.49%  22.52%  9.93%

MA Industry Median FY12Q3  

Northeast US Median FY10  15.40%
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The chart on the following page shows total net assets and reflects the caution indicated by Dr. Kraten, namely, that total net assets turned from 

positive to negative in the years following the Steward hospitals acquisition.  While modest, net assets had ranged in the black from $16.4 to 

nearly $20 million prior to Steward acquisition, and now are from $6 to $10 million negative. 

 

  



Steward Hospitals
Total Net Assets 2008-2012

Name of Hospital Total Net Assets, 
FY12Q3

Total Net Assets, 
FY11

Total Net Assets, 
FY10

Total Net Assets, 
FY09

Total Net Assets, 
FY08

Carney Hospital -$8,104,384 -$5,662,000 -$13,491,809 -$15,550,478 -$17,982,819

Good Samaritan Medical Center -$3,321,459 -$2,470,000 $26,154,262 $16,922,000 $16,470,673

Holy Family Hospital -$3,033,092 -$7,527,493 $49,891,016 $17,167,943 $17,267,762

Merrimack Valley Hospital -$8,440,229 -$1,166,000 -$18,638,586 -$8,340,614 -$8,412,776

Morton Hospital -$2,486,466 -$25,314,777 -$7,448,509 $1,598,873 -$1,236,322

Nashoba Valley Medical Center -$3,406,004 -$192,649 $248,153 $1,055,518 $451,354

Norwood Hospital -$18,529,804 -$13,216,000 -$11,741,137 -$7,473,841 $12,909,779

Quincy Medical Center $413,999 -$17,984,856 -$1,011,536 $3,254,409 $4,714,661

Saint Anne's Hospital $27,145,610 $8,771,000 $79,522,240 $66,909,741 $58,881,486

Saint Elizabeth's Medical Center -$39,491,467 -$38,616,000 $96,201,806 $89,185,034 $84,502,163

Average, Ten Steward Hospitals ($5,925,330)  ($10,337,878)  $19,968,590  $16,472,859  $16,756,596 

MA Industry Median FY12Q3  

Northeast US Median FY10  
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The final page of these charts, again based on CHIA data, shows net patient service revenue.  The only remarkable finding is a significant 

decrease in net patient service revenue in fiscal 2011, recovering in the as yet unaudited third quarter 2012 numbers, annualized. 

 

  



Steward Hospitals
Net Patient Service Revenue 2008-2012

Name of Hospital Net Patient 
Service Revenue, 
FY12, Annualized 
from Q3

Net Patient 
Service Revenue, 
FY11

Net Patient 
Service Revenue, 
FY10

Net Patient 
Service Revenue, 
FY09

Net Patient 
Service Revenue, 
FY08

Carney Hospital $101,405,607 $104,368,234 $113,753,705 $114,512,052 $110,608,011

Good Samaritan Medical Center $213,994,880 $176,503,453 $190,847,473 $190,507,463 $177,360,218

Holy Family Hospital $188,786,136 $149,382,610 $149,244,777 $143,153,429 $147,040,989

Merrimack Valley Hospital $54,808,789 $22,175,529 $54,763,976 $55,608,054 $54,190,452

Morton Hospital $123,201,093 $121,285,827 $128,196,453 $128,449,094 $120,673,463

Nashoba Valley Medical Center $42,094,967 $16,731,134 $43,893,368 $43,643,450 $43,782,243

Norwood Hospital $177,277,816 $152,897,361 $165,327,338 $156,854,340 $149,005,997

Quincy Medical Center $92,001,256 $95,551,171 $97,950,183 $102,492,695 $97,024,636

Saint Anne's Hospital $199,829,833 $160,324,127 $147,043,298 $139,391,391 $134,456,121

Saint Elizabeth's Medical Center $302,474,817 $256,255,000 $396,383,483 $368,497,105 $356,759,333

Average, Ten Steward Hospitals $149,587,519   $125,547,445  $148,740,405  $144,310,907  $139,090,146 

Total, Ten Steward Hospitals $1,495,875,195   $1,255,474,446  $1,487,404,054  $1,443,109,073  $1,390,901,463

Change, Year-to-Year, Total Net Patient 
Service Revenue

$240,400,749  ($231,929,608)  $44,294,981  $52,207,610
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Steward in States Other Than Massachusetts 
 

Steward has struck out on three occasions in its attempt to expand beyond Massachusetts.  (Jackson Health System in Florida, Landmark in Rhode 

Island, Mercy in Maine).  Again, the “targets” for acquisition were financially distressed and, generally speaking, safety net hospitals.  Presumably 

Steward has less influence on public officials in states other than Massachusetts, or Steward’s arguments were less persuasive, or Steward’s 

strategies were, for other reasons, ineffective in these acquisitions.   

 

So the fate of Steward for the moment depends on the fate of the hospitals it has acquired in Massachusetts.  Representations have been made that 

Steward will succeed where the non-profit sponsors of the hospitals failed because (a) there are economies of scale, (b) Steward will have 

“leverage” where the individual hospitals had none, and/or (c) the cost of capital or ease of access to capital will make a difference for these 

hospitals, individually and collectively.   

 

However, there is no evidence in the modern history of American hospitals or in the literature describing the business of hospital care to support 

any of these propositions.   

 

• Economies of scale just do not exist beyond the trivial, and, frequently, expenditures in larger systems go up.   

• Leverage is, indeed, important, in Massachusetts, as demonstrated with stunning clarity in the work of Attorney General Martha Coakley 

and her staff.  Leverage enables the provider to extract additional compensation (above cost) from the payer.  The clarity of this work, in 

comparison to general handwringing in the field about variation, is enough to make one believe that no serious health service research 

should be undertaken without subpoena power.  What is equally clear, however, is that Steward does not have leverage with private health 

insurance payers.  To the contrary, Steward’s individual hospitals exist in markets where others have leverage.   

• Even without the specter of debt, the hurdle (or return) rate sought by private equity investors is far in excess of the cost, for example, of 

long-term tax-exempt debt.   

 

 



34 
 

Summary 

 

In summary, the financial history of the Steward hospitals, based on publicly available information, is as yet too short to reach definitive 

conclusions.  However, the hospitals are losing money, and losing it from operations; have negative margins; have very weak (essentially 

insolvent) balance sheets; are paid about a month earlier than they actually pay their bills; and may or may not have adequate cash flow to service 

their total indebtedness in the near future. 

 

Staffing and Private Equity Companies 

 
Consistently, and across the board, the staffing algorithms of the investor-owned hospitals mimic and are in many cases derived from algorithms 

first used by the Hospital Corporation of America (HCA) in its early corporate days.  So many of the executives and board members of the other 

investor-owned companies come from the Nashville area and its surrounding suburbs that there should be no surprise - - that is, the management 

tools of the apple don’t fall far from the tree.   

 

What are those management tools?  By and large, the most important tools are staffing guidelines, that is, the same type of guidelines that some 

organized nursing groups, for example, have sought in state legislation, but with a far leaner mix of fuel and air.  The common practice in staffing 

management in the investor-owned systems is to have goals, to measure deviation from the goals and to require justification for those deviations 

from the goals.  The common practice in the not-for-profit hospitals is for staffing to be calculated on the basis of patients’ needs.  That is, in the 

non-profit system, there are nursing and other staffing “black boxes,” but they generally begin with the patients, their acuity, their co-morbidities, 

all of their needs.  So there is a key difference between hospital management in the investor-owned and hospital management in the non-profit 

fields, and it becomes a difference which, financially, enables the investor-owned to pay taxes, to have a positive result from operations, and, most 

importantly, to have a return on equity for investors.  Are more people needed?  Are fewer people needed?  These are arguable positions.  What is 

less arguable is that there is a significant difference between the manner in which the management of investor-owned hospitals approach staffing 

and the manner in which the management of non-profits approach staffing.   
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By way of studying staffing in for-profit hospitals, Professor Jack Needleman published “Nurse Staffing in Hospitals: Is There a Business Case for 

Quality?” 26.  The Commonwealth Fund, supporter of Needleman’s study, summarized the results as follows: “…increasing the use of RNs and 

hours of nursing care per patient could help avoid more than 6,700 patient deaths and 4 million days of care each year.  Doing so can also help 

avoid negative outcomes, like urinary tract infections, cardiac arrest, or hospital-acquired pneumonia…for patients, the benefits are clear.” 

 

More recently, attention has turned toward ownership of health services facilities by private equity companies.  It appears that the private equity 

companies are following the path outlined by investor-owned hospitals toward profitability, namely by cutting staffing levels and suffering 

deficiencies.  In the February 2012 issue of Health Services Research27 is the first comprehensive study on nurse staffing deficiencies in the largest 

for-profit nursing home chains owned by private equity companies.  The study focused on staffing levels before and after purchase by four private 

equity companies.  Already, poor quality care was known to be an endemic problem in U.S. nursing homes (see, for example, U.S. General 

Accountability Office publications from 1987 to 2009), with a number of studies showing that “for-profit ownership is related to poorer quality 

care than non-profit ownership.”  The 2009 GOA report found the most poorly performing nursing homes of all tended to be owned by for-profit 

chains.   

 

The study published in February was undertaken by researchers at the University of California because of the trend of private equity investment 

firms to acquire facilities in the health services field.  The study notes that RN staffing and total nurse staffing were lower in the for-profit 

enterprises.  It notes that “lower staffing levels, especially RN staffing, translate into lower labor costs, which appears to be a management strategy 

by the top ten chains as well as other for-profit facilities to reduce costs.  The low staffing levels are a major concern because low staffing, 

especially RN staffing, have been associated with more federal deficiencies and poorer resident outcomes as noted in previous studies.”  

 

For chains purchased by private equity companies, “the total number of deficiencies increased in the 2006, 2007 and 2008 periods after purchase 

by PE firms, and the total number of severe deficiencies increased in the first two of these years.”  The study went on to note that staffing remained 

                                                             
26 Needleman, Jack, “Nurse Staffing in Hospitals: Is There a Business Case for Quality?” Health Affairs, January/February 2006 
27 Harrington, C., et. al., “Nurse Staffing and Deficiencies in the Largest For-Profit Nursing Home Chains and Chains Owned by Private Equity Companies,” 
HSR:Health Services Research, 47:1, Part I (February 2012) 
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low after PE purchase of for-profit companies, and that, in addition, “changes in leadership, management and employees after the purchase could 

have resulted in poorer quality of care, because, as noted previously, these companies may have less management expertise than owners who 

specialize in nursing homes.  PE companies may also be less concerned about quality if they believe their litigation risks are low.”   

 

In summary, the paper concludes “The study does provide evidence of the need for more study of quality of care in the largest for-profit chains 

and in chains purchased by PE firms, because they are under pressure to improve shareholder and investor values, with little oversight by 

regulators.” 

 

Staffing Changes in the Steward Hospitals 

 

Staffing changes in the Steward hospitals, as measured by unit, and reported in the Massachusetts Hospital Association “Patient Care Link,” show 

some increases in hours worked per patient day under Steward (1.7% at Carney, 12.6% at Good Samaritan; .2% at Holy Family; 1% at Merrimack 

Valley; .4% at Morton; 4.8% at Nashoba Valley; 1.9% at Norwood), as well as some dramatic reductions (8.6% at Quincy; 10.8% at St. Anne’s; 

9.8% at St. Elizabeth’s), comparing the period 2006 – 2010 and the period 2011 – 2012.  A sample of these reductions is shown (for St. 

Elizabeth’s) on the next page. 

 

Complete detail of the six year history of staffing in all units of all ten hospitals is found in the second appendix, and on the web site associated 

with this project, www.mnastewardproject.org.   

 

Continued scrutiny of these ratios may prove extremely valuable in determining whether Steward (or any other Massachusetts hospitals) will 

continue to provide appropriate nurse-patient ratios.  A recent comprehensive review28 shows that “the strongest evidence supporting a causal 

relationship between higher nurse staffing levels and decreased inpatient mortality comes from a longitudinal study in a single hospital that 

                                                             
28 Shekelle, Paul, “Nurse-Patient Ratios as a Patient Safety Strategy, A Systematic Review,” Annals of Internal Medicine, Vol. 158, Number 5 (Part 2), March 5, 
2013 



Staffing Data, MHA "Patient Care Link," Steward Hospitals, 2006 - 2012

Red background =fiscal years during which the hospital was for the complete year part of Steward

Hospital Unit 2012, Actual Worked 
Hours Per Patient Day

2011, Actual Worked 
Hours Per Patient Day

2010, Actual Worked 
Hours Per Patient Day

2009, Actual Worked 
Hours Per Patient Day

2008, Actual Worked 
Hours Per Patient Day

2007, Actual Worked 
Hours Per Patient Day

2006, Actual Worked 
Hours Per Patient Day

Saint Elizabeth's M6 8.13 8.37 8.33 8.63 8.39 7.95 8.50

M6 Step Down 12.15 12.45 11.25 11.89 12.74 13.80

M7 8.22 8.93 8.40 8.20 7.70 8.13 7.98

NICU 12.68 14.12 12.34 13.73 12.84 13.60 12.96

RICU 18.93 19.41 19.79 19.68 19.02 18.49 18.49

Seton 5 West 6.91 7.36 6.96 7.28 7.22 7.60 7.44

Seton 6 West 8.98 9.09 8.96 9.01 8.34 8.61 8.43

Seton 6 West Step Down 9.61 9.93 10.10 9.89 10.43 10.14 9.27

Seton 7 East 8.50 8.28 8.13 8.37 7.57 8.00 8.31

Seton 7 East Step Down 12.63 13.04 12.82 13.40 12.97 12.58

Seton 7 West 9.16 9.11 10.71

SICU 19.41 21.26 20.86 20.34 20.86 20.79 19.36

Neurology 9.49 9.27 9.13 8.43 8.45 8.28

Neurology Step Down 13.61 13.82 12.28 14.21 14.62 13.67

SECAP 5.59 5.91 6.44 6.06 6.29 6.68 5.89

CCU 18.23 18.02 18.83 20.06 19.82 18.73 18.87

Average, 2006-2010 M6 8.36 Average 2011-2012 M6 8.25 Difference (0.11) -1.3%

M6 Step Down 12.43 M6 Step Down 6.08 (6.35) -51.1%

M7 8.08 M7 8.58  0.49 6.1%

NICU 13.09  NICU 13.40 0.31 2.3%

RICU 19.09 RICU 19.17 0.08 0.4%

 Seton 5 West 7.30  Seton 5 West 7.14 (0.17) -2.3%

Seton 6 West 8.67 Seton 6 West 9.04 0.37 4.2%

Seton 6 West Step Down 9.97  Seton 6 West Step Down 9.77 (0.20) -2.0%

 Seton 7 East 8.08  Seton 7 East 8.39 0.31 3.9%

Seton 7 East Step Down 12.96 Seton 7 East Step Down 6.32 (6.65) -51.3%

Seton 7 West 2.14 Seton 7 West 9.14 6.99 326.5%

SICU 20.44 SICU 20.34 (0.11) -0.5%

Neurology 8.71 Neurology 4.75 (3.97) -45.5%

Neurology Step Down 13.72 Neurology Step Down 6.81 (6.92) -50.4%

SECAP 6.27 SECAP 5.75 (0.52) -8.3%

CCU 19.26 CCU 18.13 (1.14) -5.9%

  

Total: 178.58   161.01 (17.57) -9.8%
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carefully accounted for nurse staffing and patient co-morbid conditions, and a meta-analysis that found a ‘dose-response relationship’ in 

observational studies of nurse staffing and death.”   

 

Quality and Patient Safety 

 

“Quality” reporting is variable among American hospitals.  A variety of commercial enterprises (Consumer Reports, Health Grades, Leapfrog, for 

example) award recognition, stars, ratings, some of them based clearly on commercial relationships (the purchase, for example, by individual 

hospitals of rating “packages” and “licenses” offered by the rating sponsors.)  All of these packages are dependent upon information gathered by 

the Centers for Medicare and Medicaid Services (CMS) under the “Hospital Compare” project which began in 2004.  In general, the hospitals 

purchased by Steward were in the mid- to lower part of Massachusetts ratings.  Also, in general, Massachusetts is relatively low rated among all 

hospitals nationally.   

 

Massachusetts as a whole has not fared well in the CMS measurement of Medicare bonuses and penalties to be effective in the current hospital 

fiscal year (see chart, following page).  These penalties come in two basic categories, so called value-based purchasing (VBP) and readmission.  

The value-based purchasing, in turn, measures timely heart attack care, effective heart attack care, effective heart failure care, timely pneumonia 

care, effective pneumonia care, timely surgical care, and effective surgical care.  Also measured are effective children’s asthma care, timely 

emergency department care and preventive care.  (The word “effective” is as used by CMS, and indicates the specific measures given each of these 

categories in appendix 3 of this report, a comprehensive study of CMS “Hospital Compare” data from 2005, 2008 and 2012 in the Steward 

hospitals.) 

 

The readmissions, complications and death measures include 30-day outcomes, readmissions and deaths, “serious complications and deaths,” 

deaths for certain conditions and “other complications and deaths,” as well as hospital-acquired conditions and infections.  Patient survey results 

(Hospital Consumer Assessment of Healthcare Providers and Systems, HCAHPS) are included, together with a special focus on medical imaging 

usage (or supposed over-usage) and relative Medicare spending per hospital patient. 



MEDICARE BONUSES AND PENALTIES FOR U.S. HOSPITALS, CMS 12-20-2012

1

Provider 
Number

Hospital Name City State ZIP Code Hospital Referral Region VBP Percent Readmission 
Percent

Total 
Bonus/Penalty 
Percent

220046 BERKSHIRE MEDICAL CENTER INC PITTSFIELD MA 1201 Albany, NY 0.46% -0.05% 0.41%
220088 NEW ENGLAND BAPTIST HOSPITAL BOSTON MA 2120 Boston, MA 0.35% -0.03% 0.32%
220135 FALMOUTH HOSPITAL FALMOUTH MA 2540 Boston, MA 0.21% 0.00% 0.21%
220051 NORTH ADAMS REGIONAL HOSPITAL NORTH ADAMS MA 1247 Springfield, MA 0.53% -0.34% 0.19%
220008 STURDY MEMORIAL HOSPITAL ATTLEBORO MA 2703 Providence, RI 0.16% -0.01% 0.15%
220077 BAYSTATE MEDICAL CENTER SPRINGFIELD MA 1199 Springfield, MA 0.14% 0.00% 0.14%
220065 NOBLE HOSPITAL WESTFIELD MA 1085 Springfield, MA 0.11% -0.02% 0.09%
220015 COOLEY DICKINSON HOSPITAL INC,THE NORTHAMPTON MA 1060 Springfield, MA 0.26% -0.22% 0.04%
220108 MILTON HOSPITAL INC MILTON MA 2186 Boston, MA 0.26% -0.23% 0.03%
220035 NORTH SHORE MEDICAL CENTER SALEM MA 1970 Boston, MA 0.02% 0.00% 0.02%
220062 ADCARE HOSPITAL OF WORCESTER INC WORCESTER MA 1605 Worcester, MA 0.00% 0.00%
220075 MASSACHUSETTS EYE AND EAR INFIRMARY BOSTON MA 2114 Boston, MA 0.00% 0.00%
220029 ANNA JAQUES HOSPITAL NEWBURYPORT MA 1950 Boston, MA 0.32% -0.32% 0.00%
220066 MERCY MEDICAL CENTER SPRINGFIELD MA 1104 Springfield, MA -0.02% -0.02%
220052 SIGNATURE HEALTHCARE BROCKTON HOSPITAL BROCKTON MA 2302 Boston, MA 0.16% -0.24% -0.08%
220101 NEWTON-WELLESLEY HOSPITAL NEWTON MA 2462 Boston, MA -0.02% -0.07% -0.09%
220033 BEVERLY HOSPITAL CORPORATION BEVERLY MA 1915 Boston, MA 0.05% -0.19% -0.14%
220012 CAPE COD HOSPITAL HYANNIS MA 2601 Boston, MA 0.03% -0.18% -0.15%
220024 HOLYOKE MEDICAL CENTER HOLYOKE MA 1040 Springfield, MA 0.06% -0.21% -0.15%
220017 CARNEY HOSPITAL BOSTON MA 2124 Boston, MA -0.03% -0.13% -0.16%
220176 ST VINCENT HOSPITAL WORCESTER MA 1608 Worcester, MA 0.16% -0.33% -0.17%
220174 MERRIMACK VALLEY HOSPITAL HAVERHILL MA 1830 Boston, MA -0.05% -0.14% -0.19%
220050 BAYSTATE MARY LANE HOSPITAL WARE MA 1082 Springfield, MA -0.20% 0.00% -0.20%
220082 SAINTS  MEDICAL CENTER INC LOWELL MA 1852 Boston, MA -0.12% -0.12% -0.24%
220070 HALLMARK HEALTH SYSTEM MELROSE MA 2176 Boston, MA -0.18% -0.06% -0.24%
220016 BAYSTATE FRANKLIN MEDICAL CENTER GREENFIELD MA 1301 Springfield, MA -0.20% -0.06% -0.26%
220063 LOWELL GENERAL HOSPITAL LOWELL MA 1854 Boston, MA -0.11% -0.21% -0.32%
220067 QUINCY MEDICAL CENTER QUINCY MA 2169 Boston, MA 0.12% -0.48% -0.36%
220090 MILFORD REGIONAL MEDICAL CENTER MILFORD MA 1757 Boston, MA 0.02% -0.43% -0.41%
220119 FAULKNER HOSPITAL BOSTON MA 2130 Boston, MA 0.45% -0.86% -0.41%
220002 MOUNT AUBURN HOSPITAL CAMBRIDGE MA 2138 Boston, MA 0.20% -0.65% -0.45%
220100 SOUTH SHORE HOSPITAL SOUTH WEYMOUTH MA 2190 Boston, MA -0.01% -0.46% -0.47%
220105 WINCHESTER HOSPITAL WINCHESTER MA 1890 Boston, MA -0.24% -0.28% -0.52%
220110 BRIGHAM AND WOMEN'S HOSPITAL BOSTON MA 2115 Boston, MA 0.03% -0.56% -0.53%
220177 NANTUCKET COTTAGE HOSPITAL NANTUCKET MA 2554 Boston, MA -0.53% -0.53%
220030 WING MEMORIAL HOSPITAL AND MEDICAL CENTER PALMER MA 1069 Springfield, MA 0.39% -0.95% -0.56%
220098 NASHOBA VALLEY MEDICAL CENTER AYER MA 1432 Boston, MA -0.23% -0.34% -0.57%
220010 LAWRENCE GENERAL HOSPITAL LAWRENCE MA 1842 Boston, MA -0.31% -0.27% -0.58%
220084 EMERSON HOSPITAL W CONCORD MA 1742 Boston, MA -0.60% 0.00% -0.60%
220126 NORWOOD HOSPITAL NORWOOD MA 2062 Boston, MA -0.19% -0.42% -0.61%
220058 CLINTON HOSPITAL ASSOCIATION CLINTON MA 1510 Worcester, MA -0.62% -0.62%
220019 HARRINGTON MEMORIAL HOSPITAL SOUTHBRIDGE MA 1550 Worcester, MA 0.04% -0.70% -0.66%
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Provider 
Number

Hospital Name City State ZIP Code Hospital Referral Region VBP Percent Readmission 
Percent

Total 
Bonus/Penalty 
Percent

220036 ST ELIZABETH'S MEDICAL CENTER BRIGHTON MA 2135 Boston, MA 0.28% -1.00% -0.72%
220086 BETH ISRAEL DEACONESS MEDICAL CENTER BOSTON MA 2215 Boston, MA 0.27% -1.00% -0.73%
220001 HEALTHALLIANCE HOSPITALS, INC LEOMINSTER MA 1453 Worcester, MA -0.54% -0.21% -0.75%
220073 MORTON HOSPITAL TAUNTON MA 2780 Boston, MA -0.08% -0.69% -0.77%
220171 LAHEY CLINIC HOSPITAL BURLINGTON MA 1803 Boston, MA 0.20% -0.97% -0.77%
220071 MASSACHUSETTS GENERAL HOSPITAL BOSTON MA 2114 Boston, MA -0.25% -0.53% -0.78%
220080 HOLY FAMILY HOSPITAL METHUEN MA 1844 Boston, MA 0.00% -0.86% -0.86%
220074 SOUTHCOAST HOSPITAL GROUP, INC FALL RIVER MA 2720 Boston, MA 0.10% -1.00% -0.90%
220020 SAINT ANNE'S HOSPITAL FALL RIVER MA 2721 Boston, MA 0.08% -1.00% -0.92%
220116 TUFTS MEDICAL CENTER BOSTON MA 2111 Boston, MA 0.07% -1.00% -0.93%
220060 JORDAN HOSPITAL INC PLYMOUTH MA 2360 Boston, MA 0.05% -1.00% -0.95%
220095 HEYWOOD HOSPITAL GARDNER MA 1440 Worcester, MA -0.28% -0.74% -1.02%
220083 BETH ISRAEL DEACONESS HOSPITAL - NEEDHAM NEEDHAM MA 2494 Boston, MA -0.16% -0.88% -1.04%
220049 MARLBOROUGH HOSPITAL MARLBOROUGH MA 1752 Worcester, MA -0.06% -1.00% -1.06%
220175 METROWEST MEDICAL CENTER FRAMINGHAM MA 1701 Boston, MA -0.06% -1.00% -1.06%
220031 BOSTON MEDICAL CENTER CORPORATION BOSTON MA 2118 Boston, MA -0.12% -1.00% -1.12%
220163 UMASS MEMORIAL MEDICAL CENTER INC WORCESTER MA 1655 Worcester, MA -0.15% -0.99% -1.14%
220111 GOOD SAMARITAN MEDICAL CENTER BROCKTON MA 2301 Boston, MA -0.28% -1.00% -1.28%
220011 CAMBRIDGE HEALTH ALLIANCE CAMBRIDGE MA 2138 Boston, MA -0.39% -0.99% -1.38%

Average, Massachusetts -0.45%
Average, Steward (ten acute care hospitals) -0.64%
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All of this is summarized in two measures released by CMS December 20, 2012, namely the value-based purchasing percentage and the 

readmission percentage.  A total of 3,429 hospitals were the subject of this report.  Massachusetts hospitals, as mentioned, did not fare particularly 

well.  Hospitals with excellent reputations (for example, Massachusetts General, Beth Israel Deaconess) did not fare well at all.   

The “score” for Medicare penalties is shown on the chart on the next page, the total bonus or penalty percent, ranging from a negative -.16% for 

Carney to a negative -1.28% for Good Samaritan.  All of the Steward hospitals were negative.     

 

This collection of Hospital Compare data demonstrates the “before and after” consequences, at least in the “value-based purchasing” (including 

patient survey under HCAHPS) program, and the readmissions, complications and death measurements.  As with other CMS programs, however, 

lack of standardization and validation are obstacles.  The lack of standardization is evident, in that the parameters actually measured in value-based 

purchasing have changed from the program’s origin in 2004, so that the assessment of the Steward hospitals as above or below the Massachusetts 

and national standards in a comparison of 2005, 2008 and 2012 data is incomplete, with more gaps than actual data points.  The lack of validation 

is a second problem plaguing federal quality collection programs29.  By “validation” is meant objectively ascertainable improvements for the 

patient which follow from adherence to the “quality measurement” guidelines.   

 

For the moment, therefore, the quality measurement will remain as a template for future assessment, rather than a definitive analysis of the recent 

past.  Now that CMS is adding (or subtracting) to a hospital’s overall reimbursement, depending on its VBP (up to 1% greater or 1% less than 

would otherwise be the case) and readmissions (up to 1% less), there may be pressure to achieve consistency, year to year.  For the moment, all 

that can be realistically said is that (1) Massachusetts as a whole has mediocre ratings in the CMS system, (2) the Steward hospitals as a whole are 

in the middle of these mediocre ratings, and (3) the Steward hospitals suffer most notably in patient survey responses. 

 

 

 

                                                             
29 McKinney, Maureen, “Quality Campaign Makes Headway, But Lack of Standardized Data Blurs Picture,” Modern Healthcare, March 4, 2013 



MEDICARE BONUSES AND PENALTIES FOR STEWARD HOSPITALS, CMS 12-20-2012

Provider 
Number

Hospital Name City State Hospital Referral Region VBP Percent Readmission 
Percent

Total 
Bonus/Penalty 
Percent

220017 CARNEY HOSPITAL BOSTON MA Boston, MA -0.03% -0.13% -0.16%

220174 MERRIMACK VALLEY HOSPITAL HAVERHILL MA Boston, MA -0.05% -0.14% -0.19%

220067 QUINCY MEDICAL CENTER QUINCY MA Boston, MA 0.12% -0.48% -0.36%

220098 NASHOBA VALLEY MEDICAL CENTER AYER MA Boston, MA -0.23% -0.34% -0.57%

220126 NORWOOD HOSPITAL NORWOOD MA Boston, MA -0.19% -0.42% -0.61%

220036 ST ELIZABETH'S MEDICAL CENTER BRIGHTON MA Boston, MA 0.28% -1.00% -0.72%

220073 MORTON HOSPITAL TAUNTON MA Boston, MA -0.08% -0.69% -0.77%

220080 HOLY FAMILY HOSPITAL METHUEN MA Boston, MA 0.00% -0.86% -0.86%

220020 SAINT ANNE'S HOSPITAL FALL RIVER MA Boston, MA 0.08% -1.00% -0.92%

220111 GOOD SAMARITAN MEDICAL CENTER BROCKTON MA Boston, MA -0.28% -1.00% -1.28%

Average Steward Bonus/(Penalty) -0.64%
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Patient Safety 

 

A second means of examining “quality” in the group of the hospitals now owned by Steward is through complaints investigated by the State 

Department of Health.  These complaints, initiated from the State or from CMS, are generally conducted under authority of CMS to examine 

compliance with the Conditions of Participation, and on forms called the “2567.”  Recently, the Association of Health Care Journalists, in 

cooperation with CMS, has made an online search tool available for these complaint forms on file.  The search form only encompasses complaints 

on file since January of 2011.  This is a valuable means of examining those aspects of hospital quality performance which involve patient safety, 

the environment of care, cleanliness, the integrity and privacy of patient information, errors in medication, and the like.  This is the “warp and 

woof” of day to day patient care management.  Often, these reports, with their graphic detail, are more revealing than the abstract, policy-driven 

and sometimes politically motivated “quality measures” applied to demonstrate one or another theory of higher quality, lower cost, etc.   

 

On the next page, a chart has been prepared showing the totality of these reports from the State of Massachusetts, January 2011 through the 

present.  The reports themselves are available on the website prepared to accompany this report, mnastewardproject.org.  

 

The chart shows that all ten of the Steward acute general care hospitals are represented with one or more complaints in this time period.  Steward 

hospitals represent 14% of the total “bed count” of the hospitals shown on this report, based on licensed beds from the Massachusetts Department 

of Public Health.  While representing 14% of the beds, Steward hospitals represent 29% of the complaints.   

 

Therefore, it can be safely said that, in the period of time during which Steward has been responsible for these hospitals, they have generated 

roughly twice the number of complaints per bed as the other hospitals which have generated complaints, and of course many more than the 

hospitals (more than a dozen in Massachusetts) that have had no complaints at all. 

 

 

 



Massachusetts State Records of CMS Violations

Source: HospitalInspections.org, accessed 3-18-2013

Hospital City State Ownership type Complete 
reports

Missing reports Violations Licensed Beds

ANNA JAQUES HOSPITAL NEWBURYPORT MA Voluntary non-profit - Private 3 0 5 111

BAYSTATE FRANKLIN MEDICAL CENTER GREENFIELD MA Voluntary non-profit - Private 1 0 1 90

BAYSTATE MEDICAL CENTER SPRINGFIELD MA Voluntary non-profit - Private 2 1 6 716

BERKSHIRE MEDICAL CENTER INC PITTSFIELD MA Voluntary non-profit - Other 1 0 2 293

BETH ISRAEL DEACONESS MEDICAL CENTER BOSTON MA Voluntary non-profit - Private 4 0 6 676

BRIGHAM AND WOMEN'S HOSPITAL BOSTON MA Voluntary non-profit - Private 9 0 13 763

CAMBRIDGE HEALTH ALLIANCE CAMBRIDGE MA Government - Local 1 0 1 475

CAPE COD HOSPITAL HYANNIS MA Voluntary non-profit - Private 2 0 2 252

CARNEY HOSPITAL BOSTON MA Proprietary 2 0 6 159

COOLEY DICKINSON HOSPITAL INC,THE NORTHAMPTON MA Voluntary non-profit - Private 1 0 2 140

DANA-FARBER CANCER INSTITUTE BOSTON MA Voluntary non-profit - Private 1 0 2 0

EMERSON HOSPITAL W CONCORD MA Voluntary non-profit - Private 2 1 5 150

FAULKNER HOSPITAL BOSTON MA Voluntary non-profit - Private 3 0 9 153

GOOD SAMARITAN MEDICAL CENTER BROCKTON MA Proprietary 2 0 9 198

HARRINGTON MEMORIAL HOSPITAL SOUTHBRIDGE MA Voluntary non-profit - Private 2 0 3 114

HEALTHALLIANCE HOSPITALS, INC LEOMINSTER MA Voluntary non-profit - Other 2 0 7 110

HOLY FAMILY HOSPITAL METHUEN MA Proprietary 1 0 1 223

JORDAN HOSPITAL INC PLYMOUTH MA Voluntary non-profit - Private 1 0 1 155

LAHEY CLINIC HOSPITAL BURLINGTON MA Voluntary non-profit - Private 4 0 12 317

LAWRENCE GENERAL HOSPITAL LAWRENCE MA Voluntary non-profit - Private 3 0 5 189

LOWELL GENERAL HOSPITAL LOWELL MA Voluntary non-profit - Private 0 1 2 239

MARLBOROUGH HOSPITAL MARLBOROUGH MA Voluntary non-profit - Private 3 1 7 79

MASSACHUSETTS GENERAL HOSPITAL BOSTON MA Voluntary non-profit - Private 1 0 1 1051

MERCY MEDICAL CENTER SPRINGFIELD MA Voluntary non-profit - Private 1 0 1 251

MERRIMACK VALLEY HOSPITAL HAVERHILL MA Proprietary 2 0 8 122

METROWEST MEDICAL CENTER FRAMINGHAM MA Voluntary non-profit - Private 2 0 5 269

MILFORD REGIONAL MEDICAL CENTER MILFORD MA Voluntary non-profit - Other 3 0 7 121

http://www.hospitalinspections.org/hospital/anna-jaques-hospital-220029
http://www.hospitalinspections.org/hospital/baystate-franklin-me-220016
http://www.hospitalinspections.org/hospital/baystate-medical-cen-220077
http://www.hospitalinspections.org/hospital/berkshire-medical-ce-220046
http://www.hospitalinspections.org/hospital/beth-israel-deacones-220086
http://www.hospitalinspections.org/hospital/brigham-and-womens-220110
http://www.hospitalinspections.org/hospital/cambridge-health-all-220011
http://www.hospitalinspections.org/hospital/cape-cod-hospital-220012
http://www.hospitalinspections.org/hospital/carney-hospital-220017
http://www.hospitalinspections.org/hospital/cooley-dickinson-hos-220015
http://www.hospitalinspections.org/hospital/dana-farber-cancer-i-220162
http://www.hospitalinspections.org/hospital/emerson-hospital-220084
http://www.hospitalinspections.org/hospital/faulkner-hospital-220119
http://www.hospitalinspections.org/hospital/good-samaritan-medic-220111
http://www.hospitalinspections.org/hospital/harrington-memorial-220019
http://www.hospitalinspections.org/hospital/healthalliance-hospi-220001
http://www.hospitalinspections.org/hospital/holy-family-hospital-220080
http://www.hospitalinspections.org/hospital/jordan-hospital-inc-220060
http://www.hospitalinspections.org/hospital/lahey-clinic-hospita-220171
http://www.hospitalinspections.org/hospital/lawrence-general-hos-220010
http://www.hospitalinspections.org/hospital/lowell-general-hospi-220063
http://www.hospitalinspections.org/hospital/marlborough-hospital-220049
http://www.hospitalinspections.org/hospital/massachusetts-genera-220071
http://www.hospitalinspections.org/hospital/mercy-medical-center-220066
http://www.hospitalinspections.org/hospital/merrimack-valley-hos-220174
http://www.hospitalinspections.org/hospital/metrowest-medical-ce-220175
http://www.hospitalinspections.org/hospital/milford-regional-med-220090


Massachusetts State Records of CMS Violations

Source: HospitalInspections.org, accessed 3-18-2013

MILTON HOSPITAL INC MILTON MA Government - Federal 1 0 1 83

MORTON HOSPITAL TAUNTON MA Proprietary 4 0 14 133

MOUNT AUBURN HOSPITAL CAMBRIDGE MA Voluntary non-profit - Private 1 0 2 235

NASHOBA VALLEY MEDICAL CENTER AYER MA Proprietary 1 0 4 57

NEWTON-WELLESLEY HOSPITAL NEWTON MA Voluntary non-profit - Other 1 0 3 258

NOBLE HOSPITAL WESTFIELD MA Government - Federal 2 0 4 97

NORTH ADAMS REGIONAL HOSPITAL NORTH ADAMS MA Voluntary non-profit - Private 1 0 1 109

NORTH SHORE MEDICAL CENTER SALEM MA Voluntary non-profit - Private 1 0 1 399

NORWOOD HOSPITAL NORWOOD MA Proprietary 4 0 11 263

QUINCY MEDICAL CENTER QUINCY MA Proprietary 2 1 7 196

SAINT ANNE'S HOSPITAL FALL RIVER MA Proprietary 2 0 3 160

SAINTS MEDICAL CENTER INC LOWELL MA Voluntary non-profit - Church 2 0 4 157

SIGNATURE HEALTHCARE BROCKTON HOSPITAL BROCKTON MA Voluntary non-profit - Other 1 0 2 197

SOUTH SHORE HOSPITAL SOUTH WEYMOUTH MA Voluntary non-profit - Private 5 0 10 318

SOUTHCOAST HOSPITAL GROUP, INC FALL RIVER MA Voluntary non-profit - Private 7 1 10 809

ST ELIZABETH'S MEDICAL CENTER BRIGHTON MA Proprietary 4 0 8 252

ST VINCENT HOSPITAL WORCESTER MA Proprietary 4 0 8 321

STURDY MEMORIAL HOSPITAL ATTLEBORO MA Voluntary non-profit - Other 1 0 3 128

TUFTS MEDICAL CENTER BOSTON MA Voluntary non-profit - Private 1 1 5 415

UMASS MEMORIAL MEDICAL CENTER INC WORCESTER MA Voluntary non-profit - Private 6 0 18 734

Total 110 7 248 12,737
Steward Total 24 1 71 1,763
Steward % of Total 22%  29% 14%

http://www.hospitalinspections.org/hospital/milton-hospital-inc-220108
http://www.hospitalinspections.org/hospital/morton-hospital-220073
http://www.hospitalinspections.org/hospital/mount-auburn-hospita-220002
http://www.hospitalinspections.org/hospital/nashoba-valley-medic-220098
http://www.hospitalinspections.org/hospital/newton-wellesley-hos-220101
http://www.hospitalinspections.org/hospital/noble-hospital-220065
http://www.hospitalinspections.org/hospital/north-adams-regional-220051
http://www.hospitalinspections.org/hospital/north-shore-medical-220035
http://www.hospitalinspections.org/hospital/norwood-hospital-220126
http://www.hospitalinspections.org/hospital/quincy-medical-cente-220067
http://www.hospitalinspections.org/hospital/saint-annes-hospita-220020
http://www.hospitalinspections.org/hospital/saints-medical-cent-220082
http://www.hospitalinspections.org/hospital/signature-healthcare-220052
http://www.hospitalinspections.org/hospital/south-shore-hospital-220100
http://www.hospitalinspections.org/hospital/southcoast-hospital-220074
http://www.hospitalinspections.org/hospital/st-elizabeths-medic-220036
http://www.hospitalinspections.org/hospital/st-vincent-hospital-220176
http://www.hospitalinspections.org/hospital/sturdy-memorial-hosp-220008
http://www.hospitalinspections.org/hospital/tufts-medical-center-220116
http://www.hospitalinspections.org/hospital/umass-memorial-medic-220163
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