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Abstract
The increasing cost of health care, trends toward outpatient care, and decreasing
reimbursement levels highlight hospital financial performance as an area of concern for both
the administrators of hospitals and the populations they serve. The purpose of this research
is to examine the financial performance of 81 acute care hospitals in Washington State.
Many of the hospitals included in this study are isolated facilities that serve small
populations, while others are in highly competitive environments. The data for this study are
obtained from the 2005 Washington State Department of Health (WSDOH) hospital financial
reports. Multiple linear regression analysis is used to determine the relative contribution to
returns on equity from profitability and leverage after controlling for ownership,
organizational type, critical access hospital status, case mix index, and available beds. The
financial performance Washington State hospitals is compared to the industry averages as
measured by return on equity and its subcomponent ratios using the Du Pont model: return
on assets, total assets to equity, total margin, total asset turnover, debt to equity, and total
assets to debt. The findings of this study reveal that there is a significant difference in the
relative contribution to return on equity from profitability and leverage in Washington
hospitals. The study shows that with the exception of total asset turnover, Washington
hospitals do not differ from industry averages in the study ratios. Several managerial and
policy implications from these findings are presented. Future research is identified
regarding how the performance of hospitals in Washington State can be improved.
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