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ealth systems are grappling with competing priorities,
trying to corral costs while still attracting and keeping
top executive talent with competitive salary and benefit
packages.

Judging by the steady increase in executives’ total compen-
sation over the past several years, it seems that health system
boards are not compromising executive pay in their cost-con-
tainment efforts. Yet, that dynamic may slowly be changing as
more systems emphasize lofty long-term incentives and rein in
base salaries to limit their financial exposure.

Base salaries used to be more flexible, said Elaina Gen-ser,
senior vice president of executive search firm Witt/Kieffer. Pro-
viders are putting more weight on the bonus side and less on
base salary—one way they're keeping costs in check, she said.

“The conservatism relative to base salary is really something
we are getting quite a bit of,” Genser said. “A lot of elements have
come into play to limit compensation. It has had an impact.”

Average total cash compensation across 39 health system ex-
ecutive positions rose 4.8% from 2017
to 2018, compared with a 3.6% annual
increase for 12 hospital executive posi-
tions analyzed, according to Modern
Healthcare’s 38th annual Executive
Compensation Survey. Average base
salary increases for system executives
rose 4.7%, outpacing hospital execu-
tives’ raises of 3.1%. Modern Health-
care’s survey included 384 health
systems and 988 hospitals.

Cost containment is a top priority

THE TAKEAWAY

Total executive
compensation rose
4.8% from 2017

to 2018, a slight
slowdown from the
past several years
and a sign that rising
scrutiny of executive
pay might be having
an impact.
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among health system executives, according to a recent survey
from the Advisory Board Co. Previous surveys indicated that ex-
ecutives thought that they could grow their way out of thinning
margins. But for the past several years, the forces weathering
providers’ finances have not been temporary. Caring for an older,
sicker population, for instance, means that providers will have to
implement systemic change to get by on dwindling Medicare and
Medicaid reimbursement levels.

That trend, coupled with the rising scrutiny of executive pay,
has put more pressure on hospitals and health systems. There are
tax penalties for not-for-profit providers that exceed certain exec-
utive pay thresholds and provide exorbitant parachute payments
for departing executives. Some for-profit companies are releasing
comparisons of chief executives’ pay with the median pay of their
employees, revealing ratios exceeding 300-to-1 for some firms.

But not all industry observers think that pressure to cap execu-
tive pay is having an impact.

“I do think cost pressures are significant, and I believe that
more health systems will continue to put greater emphasis on
performance-based pay, but there may be continued increases
because there’s a supply and demand issue,” said Tom Pavlik, a
managing principal at Sullivan, Cotter and Associates, the com-
pensation consulting firm that has supplied data for Modern
Healthcare’s annual surveys since 2003. There are fewer quali-
fied executives to fill these complicated roles, Pavlik added.

Kevin Reddy, vice president of executive search firm Furst
Group, said he hasn’t seen an overriding strategy to reduce ex-
ecutive compensation.

“The air becomes pretty rarefied when you're doing some-
thing new or different and need to find people with a success-
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Executive compensation by organization size

Key titles by organization revenue, ranked by average total cash compensation, 2018 ($ in thousands)

MEDIAN AVERAGE
BASE TOTAL CASH COMPENSATION TOTAL CASH COMPENSATION

TITLE 2018 2017  CHANGE 2018 2017  CHANGE 2018 2017  CHANGE
HOSPITALS WITH NET REVENUE LESS THAN $300 MILLION
President and CEO, stand-alone hospital $4945  $4576  8.1% $533.2  $497.0 7.3% $569.1  $553.5 2.8%
President and CEO, system-owned hospital 316.3 313.8 0.8 3731 365.1 2.2 392.9 389.0 1.0
Chief medical officer, system-owned 3249 319.3 1.8 368.8 356.1 3.6 373.0 353.7 55
hospital
Chief financial officer, system-owned 207.4 203.6 1.9 231.0 2311 0.0 243.5 238.2 2.2
hospital
Chief operating officer, system-owned 197.8 190.6 3.8 226.3 219.2 3.2 242.3 2345 33
hospital
HOSPITALS WITH NET REVENUE OF $300 MILLION OR MORE
President and CEO, stand-alone hospital $800.0 $7400 8.1% $927.0 $867.5 6.9% $9249 $888.6 4.1
President and CEO, system-owned hospital 459.4 450.0 2.1 592.4 557.5 6.3 647.9 6175 49
Chief financial officer, stand-alone hospital 438.6 400.2 9.6 503.1 471.2 6.8 478.7 4554 5.1
Chief medical officer, system-owned 366.0 359.5 1.8 432.3 406.4 6.4 442.7 424.2 4.3
hospital
ﬁhief_torl)erating officer, system-owned 280.0 262.3 6.7 334.2 322.5 3.6 355.8 349.5 1.8

ospita

SYSTEMS WITH NET REVENUE LESS THAN $1 BILLION

President and CEO $7284  $711.7  2.3% $809.9  $7918  2.3% $860.7  $854.7  0.7%
Chief operating officer 465.8 439.2 6.1 496.8 478.7 3.8 519.9 500.0 4.0
Chief financial officer 424.6 4150 23 476.6 4615 33 492.9 4705 438
Chief medical officer 437.0 4261 2.5 486.0 4490 8.2 491.0 4848 1.3

SYSTEMS WITH NET REVENUE OF $1 BILLION TO $3 BILLION

President and CEO $954.8 $926.7 3.0% $1,240.0 $1,1905 42% $1,229.3 $1,181.6 4.0%
Chief operating officer 609.3 581.0 4.9 701.8 6885 1.9 733.5 6989 4.9
Chief financial officer 554.9 520.0 6.7 660.7 618.2 6.9 661.6 6278 54
Chief medical officer 500.0 4750 53 578.6 5569 3.9 594.6 567.7 47

SYSTEMS WITH NET REVENUE OF $3 BILLION OR MORE

President and CEO $1,432.5 $1,329.2 78% $2,0335 $1,851.7  9.8% $2,174.1 $2,059.8 5.6%
Chief operating officer 880.0 869.5 1.2 1,150.7  1,038.1 10.9 1,2021  1,141.5 5.3
Chief financial officer 728.2 7008 39 902.5 937.1 -3.7 1,000.4 979.5 2.1
Chief medical officer 683.4 675.0 1.2 874.4 859.8 1.7 914.4 889.2 2.8

Note: All numbers rounded.
Source: Sullivan, Cotter and Associates
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ful track record,” Reddy said. “And that talent is expensive.”

The annual bump in total compensation is down from last
year’s 6% increase, suggesting that cost and executive pay pres-
sures have made a slight dent. Still, health system executives took
home raises of 6% to 8% over three of the past four years, up from
around 2% in 2014.

As for the new tax law implemented this year, not-for-profit
health systems are using creative loopholes to avoid the fines.
Meanwhile, high executive pay is part of the reason that hospital
spending accounts for about a third of the “unsustainable” pace
of healthcare inflation.

Nearly 60% of the healthcare providers that participated in
executive search firm DHR International’s 2016 survey said they
don't have the adequate bench strength for executive positions,
particularly those that can meet governmental and bottom-line
targets over the next several years. That’s partly due to the wave
of retirees as well as the demand for population health and other
emerging goals.

Which of the pressures is driving the current thinking on ex-
ecutive compensation—getting talent or reducing costs? asked
Paul Keckley, industry consultant and managing editor of the
Keckley Report.

“Clearly it’s get the best talent and then let the talent worry
about cost,” he said. “Nine out of 10 health systems err on the
side of talent. There are high stakes for executive positions.”

Select health system executive positions received increases
in average base salary and total compensation of at least 4%,
including the CEQO, chief administrative officer, chief technolo-
gy officer, human resources, legal, public affairs, clinical nurs-
ing officer, ambulatory care, pharmacy, process improvement,
managed care and support service executive.

Systems’ top ambulatory care executives drew the biggest
pay raise in average total cash compensation, which increased
7.1% to $377,300. The next highest were top construction ex-
ecutives, up 6.4% to $314,100; top human resources executives,
increasing 6.1% to $457,900; top legal services executives, ris-
ing 6% to $581,300; chief nursing officers, up 5.7% to $414,700;
top revenue cycle executives, increasing 5.4% to $340,400, top
medical informatics executives, rising 5.3% to $408,500; and
top professional services executives and chief operating offi-
cers both up 5% to $358,400 and $825,100, respectively.

For the CEO, chief financial officer, chief medical officer and
COO positions, independent hospitals offered higher pay raises
than subsidiary hospitals. Total compensation growth was 4.2%
compared with 3.4%, while base salary was 3.7% versus 3%. Nota-
bly, the current inflation rate is about 2.9%.

“Bigger health systems are putting a premium on growing am-
bulatory care and more preventive care,” said Steven Sullivan, a
managing director at executive compensation consulting firm
Pearl Meyer. “Over the last three years, they've established alli-
ances with care providers along the continuum. Now they want
to put some metrics in place to see if they are getting better in pre-
ventive care.”

Several new positions were added to the survey in 2018, includ-
ing top population health executive, top performance improve-

ment executive and top pharmacy executive.

Hospitals and health systems are also expanding their CEO
search to executives with nursing backgrounds, rather than
just business or financial acumen, said Brenda Doherty, part-
ner at executive search firm Buffkin/Baker. “Nurse executives
can navigate everything from the bedside to the boardroom,”
she said.

The pay increases and expanded roles represent the evolution
of the healthcare landscape. Health systems need leaders—in-
creasingly recruited from other industries—who can make sense
of growing data sets as they expand ambulatory networks. They
also need to organize staffing appropriately and align perfor-
mance incentives.

Often, those responsibilities go to physician executives, said
Kathy Hastings, a managing director and executive workforce
practice leader at Sullivan Cotter.

“There is great demand for physician leaders who can serve in
executive roles and optimize clinical care and align performance
goals,” she said. “Providers need to be innovative to compete
with disruptors who demand more cost-effective care and higher
quality. They are looking for talent to lead that innovation.”

Of the 51 executive positions surveyed for both hospitals and
health systems, only top home health executives at systems had
both lower average and median total compensation year-over-
year. This may indicate that health systems will continue to
offload their home health operations, or partner with a more ex-
perienced provider.

Presidents and CEOs at health systems received a 4.1% year-
over-year increase in average total cash compensation, from $1.33
million in 2017 to $1.38 million this year. That was down from the
4.8% pay increase last year in average total compensation.

It also contradicts the trend of total cash compensation, which
factors in short- and long-term incentives, generally outpacing
base salary hikes. The average base salary for system presidents
and CEOs increased 4.3% in 2018.

There has been some pullback on executive perks, Genser said.
That can make it hard for executives to leave companies that still
offer attractive benefit packages, which she described as “golden
handcuffs.”

“They want it to be more difficult to leave the organization,
and that makes it more difficult for the acquiring organiza-
tion,” she said.

Today, success is often measured on systemwide areas rather
than individual facilities. Population health management, align-
ment, integration, quality and patient safety are high priorities.
Health systems and hospitals are becoming increasingly sophis-
ticated in how they track and measure performance and hold
leaders accountable for performance objectives.

Nearly 60% of health systems with at least $3 billion in annu-
al revenue use long-term incentives, according to the survey.
Those incentives consider ambulatory market share, employee
and patient engagement, partnerships and shared risk, emergen-
cy department wait times and utilization, and population health,
among other metrics.

“Often, these executives take a broader view of how reimburse-
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Executive compensation—hospitals

Selected titles, ranked by average total cash compensation, 2018 ($ in thousands)

MEDIAN AVERAGE
BASE TOTAL CASH COMPENSATION TOTAL CASH COMPENSATION
TITLE 2018 2017 CHANGE 2018 2017 CHANGE 2018 2017 CHANGE

C-SUITE EXECUTIVES

President and CEO, stand-alone $600.0 $579.2  3.6% $706.7 $690.0 2.4% $750.4 $7242  3.6%
President and CEQ, system-owned 368.6 355.2 3.7 4457 4376 1.9 4875 473.8 29
Chief medical officer, stand-alone 373.7 358.6 4.2 420.5 407.5 3.2 440.7 433.7 1.6
Chief medical officer, system-owned 345.0 337.2 2.3 412.0 382.0 7.8 413.8 395.0 4.8
Chief financial officer, stand-alone 350.0 336.6 4.0 3972 3779 5.1 406.5 3919 3.7
Chief operating officer, system-owned 223.1  220.0 1.4 260.5 2585 0.8 290.0 2828 2.5
Chief information officer 267.0 260.0 2.7 2750 263.0 4.6 289.0 274.1 5.4
Chief financial officer, system-owned 229.2 225.0 1.9 2649  260.1 1.9 283.0 2751 29
Chief nursing officer/top patient-care executive 207.0 201.7 2.6 237.2  228.6 3.8 250.5 240.4 4.2

OTHER TOP EXECUTIVES

Legal services (general counsel) $312.0 $297.8  4.8% $331.9 $330.8 0.3% $353.4 $327.3 8.0%
Foundation or fund development 2504 234.3 6.9 277.3 2803 -1.0 290.3 269.8 7.6
Human resources 215.0 209.7 2.5 248.4 2358 5% 270.7 2551 6.1
Operations 205.8 201.6 2.1 236.3 2315 2.1 256.9 245.3 4.7
Business development 210.9 209.6 0.7 2476 2451 1.0 250.7 249.0 0.7
Professional services 207.3  200.3 3.5 243.0 238.6 1.9 2485 244.0 1.9

Source: Sullivan, Cotter and Associates

ment is changing,” Reddy said. “These are people who are bring-
ing experience and knowledge to the table and who have helped
systems transition from a fee-for-service world and know how
revenue can flow differently by aligning with payers.”

Salaries and benefits are health systems largest expense, but
also a key bargaining chip in recruiting and retaining qualified
employees. More providers are using deferred compensation
programs to attract talent, according to the survey.

Providers are often quick to lay off staff or let vacant positions
disappear to fix short-term budget deficits. But systems should
pay more attention to how their pension benefits are structured,
said John Lowell, Atlanta-based partner and actuary at October
Three, an actuarial firm specializing in retirement plans.

A market return cash-balance plan looks a lot like a 401(k) or
other defined-contribution plans, but there are key differences,
he said.

They are not “back-loaded,” which means the bulk of the

benefit to employees and cost to employers comes later in an
employee’s career, Lowell said, allowing for more predictable
budgeting. There is also a buffer that protects employers if their
workers need to withdraw funds or take loans against their re-
tirement plans to pay for sudden expenses, he said. They almost
always have a lump-sum option, allowing workers to roll over
pension benefits to an IRA or another employer while maintain-
ing tax-deferred status. Market return cash-balance plans can
allow higher-paid talent to effectively defer more compensation.

“Costs can be controlled through proper design,” Lowell said.

The market for elite healthcare executives is moving quickly,
Pearl Meyer’s Sullivan said. Compensation will continue to in-
crease around 6% a year for that diminishing group of individu-
als, he said.

“The right COO, CEO and CFO, especially those who work in
physician alignment—those people are worth their weight in
gold,” Sullivan said. ®
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