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Abstract

It is well-established that non-profit hospitals employ performance bonuses
with much lower frequency than for-profit hospitals. Weisbrod (1999, 2003a,
2003b) suggest that this implies that principals of non-profit and for-profit
firms have different objectives or purposes. Brickley and Van Horn (2002)
dispute the different-objectives hypothesis. They present evidence that the
salaries and turnover of executives at non-profit hospitals reward financial
performance but not altruistic activities. Employing a unique data set of
executive compensation at 2,700 nursing homes in 2001 and 2002, this paper
improves on Brickley and Van Horn’s analysis in three important ways. First,
we provide an explanation for how non-profit firms and for-profit firms may
both seek to reward financial performance but write different executive com-
pensation contracts. This explanation relies upon tax penalties on the use
of financial rewards for executives by non-profit firms. Second, we introduce
direct comparisons of wages at non-profit and for-profit facilities as well as
superior controls for quality of patient care and the risk profile of patients.
Third, we consider the implications of observed patterns in executive compen-
sation for alternative theories of non-profit behavior, such as quality /quantity
maximization. We conclude that executive compensation at non-profit firms
supports that the hypothesis that principals at non-profit firms either care
about profits just like principals at for-profit firms (the strong version of the
for-profit-in-disguise model) or behave as if they do (the weak version).






































































































Table 4. Summary statistics for remaining variables.

Ownership

status Variable Mean Std. dev. N

NFP Beds 105.15 68.92 1247
Skilled nursing facility 0.84 0.37 1402
Hospital-based 0.05 0.21 1247
Region - Northeast 0.20 0.40 1402
Region - Midwest 0.42 0.49 1402
Region - South 0.24 0.42 1402
Region - West 0.15 0.35 1402

FP Beds 110.55 51.45 2475
Skilled nursing facility 0.89 0.31 2726
Hospital-based 0.02 0.13 2475
Region - Northeast 0.15 0.36 2726
Region - Midwest 0.33 0.47 2726
Region - South 0.38 0.49 2726
Region - West 0.14 0.35 2726

Notes. All variables except for beds are 0-1 dummies.



Table 5. Coefficient on NFP indicator in regressions of salary component on ownership status and

controls.
Salary Regression Estimation Exec. dir. Assoc. dir. Nurs. home Dir. of
component model method Statistic of CCRC of CCRC administrator C.F.O. nursing
Total (1) OoLS Coeff. 4.98 10.63** 1.13 9.72*** .0.56**
salary Std. err. 1.23 0.23 0.43 0 0.02
Obs. 555 167 3058 404 3312
R-sqd. 0.06 0.24 0.22 0.15 0.25
(2 OLS Coeff. 5.70* 11.64* 0.65 7.07*** -0.97*
Std. err. 0.54 1.28 0.61 0.05 0.11
Obs. 406 115 2748 337 2940
R-sqd. 0.1 0.27 0.26 0.16 0.27
Median Coeff. 1.55 7.22 -0.84 0.91 -1.91%*
Std. err. 5.94 4.57 0.64 1433 0.48
Obs. 406 115 2748 337 2940
Base (1) OoLS Coeff. 14.31** 13.97** 2.80* 10.64*** 0.85**
pay Std. err. 0.88 0.25 0.39 0.03 0.05
Obs. 555 167 3058 404 3312
R-sqd. 0.11 0.28 0.24 0.15 0.26
2 OLS Coeff. 14.30** 15.08** 2.14 8.14*** 0.44**
Std. err. 0.23 1.15 0.5 0.08 0.01
Obs. 406 115 2748 337 2940
R-sqd. 0.12 0.32 0.28 0.16 0.29
Median Coeff. 14.12%*  12.32%* 0.58 5.07 -0.38
Std. err. 3.81 3.14 0.61 13.24 042
Obs. 406 115 2748 337 2940




Table 5. Coefficient on NFP indicator in regressions of salary component on ownership status and
controls (continued).

Salary Regression Estimation Exec. dir. Assoc. dir. Nurs. home Dir. of
component model method Statistic of CCRC of CCRC administrator C.F.O. nursing
Bonus (1) OLS Coeff. -9.33** -3.33%** -1.67** -0.92%* -1.41**
pay Std. err. 0.35 0.02 0.04 0.03 0.03
Obs. 555 167 3058 404 3312
R-sqd. 0.27 0.14 0.06 0.02 0.07
75th Coeff. -16.64***  -7.64%** -3 -2.6 0
quantile Std. err. 1.1 2.15 2.39 1.75 0
Obs. 555 167 3058 404 3312
2 OLS Coeff. -8.60** -3.44%* -1.49*%* -1.07%% -1.41%
Std. err. 0.31 0.13 0.11 0.03 0.1
Obs. 406 115 2748 337 2940
R-sqd. 0.18 0.17 0.06 0.03 0.09
75th Coeff. -16.88***  -10.80*** 0 -4.00** 0
quantile Std. err. 1.9 2.87 1.72 1.88 0
Obs. 406 115 2748 337 2940
Turnover (1) OLS (%) Coeff. -7.59*
(for all Std. err. 0.61
executive Obs. 341
positions) R-sqd. 0.02
Logit (share) Coeff. -0.22%**
Std. err. 0.01
Obs. 282
Median Coeff. -7.43
Std. err. 5.62
Obs. 341
2 OLS (%) Coeff. -9.99***
Std. err. 0.06
Obs. 294
R-sqd. 0.04
Logit (share) Coeff. -8.34
Std. err.  170.12
Obs. 168
Median Coeff. -11.15%**
Std. err. 3.07
Obs. 294

Notes. All regression are facility-level. The sample pools observations from 2001 and 2002. All
regression models include the following controls: number of beds, skilled nursing facility indicator,
hospital-based facility indicator and region indicators for northeast, south and west. (Midwest indicator is
omitted). Regression model (2) adds two quality measures as controls: additional percentage of
residents who require assistance with daily living and percentage of residents living in moderate to
severe pain. The OLS and logit regressions allow for heteroskedasticity by ownership status. Robust
standard errors are reported for OLS and logit coefficients. Standard errors in quantile regressions are
obtained by bootstrap methods with 20 replications. Significant coefficients marked with asterisks: 10%
(*), 5% (**), 1% (***). Odds ratios for two logit estimates are (1) 0.8 and (2) 0.00029.



Table 6A. Level salary on level profits, quality, quantity.

(@) @) €)] ) ®)
Profits -0.043448
(0.035874)
Profits * NFP 0.019323
(0.051852)
Revenues -0.000525
(0.045997)
Revenue * NFP 0.008109
(0.046185)
Costs 0.101134*
(0.053473)
Costs * NFP -0.020406
(0.055890)
Return on assets (ROA) -0.000005**
(0.000002)
ROA * NFP -4.199551
(4.349122)
Relative profits -0.029803
(0.036092)
Relative profits * NFP -0.00044
(0.051564)
Relative ROA -0.000005**
(0.000002)
Relative ROA * NFP -2.958941
(4.152397)
Quialityl (daily activities) -0.678021*  -0.618933*  -0.675503*  -0.681276*  -0.675724*
(0.350685) (0.346134) (0.349666) (0.350284) (0.349666)
Quality 1 * NFP -1.519098*  -1.911991**  -1.428807*  -1.505694*  -1.442466*
(0.791588) (0.780762) (0.784281) (0.790209) (0.784374)
Quiality 2 (pain) 0.203883 -0.058226 0.213969 0.209136 0.215145
(0.402271) (0.400625) (0.403313) (0.402561) (0.403310)
Quiality 2 * NFP -3.623704***  -3.268432*** -3.631269*** -3.624962*** -3.638726***
(0.862794) (0.887904) (0.864714) (0.863045) (0.866799)
Quiality 3 (pressure sores) 1.093129**  0.710283*  1.112689*** 1.102112*** 1.112360***
(0.408398) (0.408161) (0.408043) (0.408336) (0.408057)
Quiality 3 * NFP 0.017422 -0.124221 -0.098756 0.001793 -0.089714
(0.933261) (0.950781) (0.923142) (0.933090) (0.924613)
Beds 0.096234***  0.051314*** 0.095565***  0.095905***  0.095535***
(0.009829) (0.012722) (0.009579) (0.009743) (0.009579)
Beds * NFP 0.028297 0.009745 0.029945 0.02857 0.029931
(0.019333) (0.020653) (0.019206) (0.019290) (0.019157)
Occupany rate (in-patient days) 1.405713**  0.616479**  1.358385*** 1.391848*** 1.358143***
(0.282203) (0.298176) (0.267830) (0.280894) (0.267711)
Occupany * NFP -0.992847***  -0.755143** -0.937410** -0.982125*** -0.934887***
(0.312959) (0.345439) (0.298712) (0.312114) (0.298996)
Observations 2663 2663 2660 2663 2660
R-squared 0.27 0.3 0.27 0.27 0.27

Notes. Dependent variable is total salary for nursing home adminitrator. Profits are measures by profits,
revenue and cost, return on asstes (ROA), profits relative tp median in county, and ROA relative to median in
county. Quality variables are scores for a three-factor factor analysis on 14 quality variables in the Nursing
Home Quality Initiative. Occupancy rate is total inpatient days divided by (beds * 365). Regressions include
region fixed effects. (State fixed effects do not materially change the findings.) Estimation was by OLS.
(Median regressions produce similar results.) Finally, we permit group-wise heteroskedasticity at the firm-
level and report robust standard errors.



Table 6B. Level salary on level profits, quality, quantity. Includes variance of outcomes and interaction of
outcomes and variance of outcomes.

(€] 3 €] 3
Profit -0.037685 Qualityl 1.085313 0.909513
(0.114632) (0.822466)  (0.831082)
Var(profit) * profit -0.009752 Var(ql) * q1 -2.038692*  -2.079249*
(0.153465) (1.150170)  (1.157589)
Var(profit) 7.662200%** Var(ql) 0.754901 0.786652
(1.430163) (1.189750)  (1.220560)
Profit * NFP -0.163846 Qualityl * NFP -3.983885**  -3.391365
(0.217140) (2.030075)  (2.082099)
Var(profit) * profit * NFP 0.245579 Var(ql) * g1 * NFP 3.275513 2.865174
(0.258497) (2.755862)  (2.778998)
Var(profit) * NFP 8.270089*** Var(ql) * NFP -3.720456 -3.098917
(3.198709) (2.766212)  (2.742160)
ROA -0.000400*  Quality2 0.262921 0.244237
(0.000213) (0.912527)  (0.916771)
Var(ROA) * ROA 0.000402*  Var(g2) * g2 0.019933 -0.053987
(0.000217) (1.299970)  (1.299156)
Var(ROA) 5.155971***  Var(q2) 0.643436 0.864802
(1.266150) (1.207003)  (1.226227)
ROA * NFP -1.42001 Quality2 * NFP -2.603704 -2.291888
(15.441109) (2.209084)  (2.197980)
Var(ROA) * ROA * NFP -3.977021  Var(q2) * q2 * NFP 1.556232 0.591649
(27.252314) (2.851297)  (2.893920)
Var(ROA) * NFP 3.368727 Var(g2) * NFP -9.172433***  -9.909393***
(2.762398) (2.713569)  (2.718613)
Occupancy rate 1.132219** 1.189159***  Quality3 0.784356 0.529934
(0.303343)  (0.298728) (0.994536)  (1.016145)
Var(occ.) * occ. 0.080651*  0.092682**  Var(q3) * q3 -0.294159 0.230292
(0.043198)  (0.042897) (1.442292)  (1.479397)
Var(occ.) -8.548173* -9.393572***  Var(qg3) 2.333519*  2.943540**
(3.692484)  (3.627295) (1.204939)  (1.209407)
Occupancy rate * NFP -1.044527** -0.916872** Quality3 * NFP 0.474198 1.013918
(0.344961)  (0.318891) (2.535365)  (2.516308)
Var(occ.) * occ. * NFP -0.041015 -0.031378  Var(g3) * q3 * NFP -2.088832 -2.514083
(0.102116)  (0.103967) (3.616400)  (3.624496)
Var(occ.) * NFP 3.283807 2.435029 Var(g3) * NFP 3.196678 5.415117*
(9.063032)  (9.258702) (2.861769)  (2.798112)
Observations 2545 2542
R-squared 0.31 0.3

Notes. Dependent variable is total salary for nursing home administrator. Profits are measures by profits, revenue
and cost, return on asstes (ROA), profits relative to median in county, and ROA relative to median in county.
Quality variables are scores for a three-factor factor analysis on 14 quality variables in the Nursing Home Quality
Initiative. Occupancy rate is total inpatient days divided by (beds * 365). Variances are calculated at the county-
level. In order to generate a common scale for variances, regressions do not include variance directly, but rather
the quantile of a county's variance among all counties in the nation. Regressions include region fixed effects.
(State fixed effects do not materially change the findings.) Estimation was by OLS. (Median regressions produce
similar results.) Finally, we permit group-wise heteroskedasticity at the firm-level and report robust standard errors.



Table 7. Difference in salary on difference in profits and quantity.

(6] @) [€)] 4) ®)
Profits 0.084413**
(0.039630)
Profits * NFP -0.063779
(0.061797)
Revenues 0.076719**
(0.038631)
Revenue * NFP -0.040353
(0.058346)
Costs -0.049329
(0.067326)
Costs * NFP 0.180032*
(0.092742)
Return on assets (ROA) 0.000024***
(0.000001)
ROA * NFP 0.164995
(2.880509)
Relative profits 0.084413*
(0.039630)
Relative profits * NFP -0.063779
(0.061797)
Relative ROA 0.000024***
(0.000001)
Relative ROA * NFP 0.164995
(2.880509)

Occupany rate (in-patient days) 5.966596* 5.542918  6.426413** 5.966596* 6.426413**
(3.186198) (4.112098) (3.246111) (3.186198) (3.246111)

Occupany * NFP -3.724578  -10.421264 -4.050217 -3.724578  -4.050217
(5.489120) (7.030335) (5.520959) (5.489120) (5.520959)

Observations 845 845 845 845 845

R-squared 0.02 0.03 0.02 0.02 0.02

Notes. Dependent variable is change in total salary for the nursing home administrator from 2001 to
2002. This differencing drops observations from firms where we only have one year of data. All
independent variables are also differences. Profits are measures by profits, revenue and cost, return on
asstes (ROA), profits relative tp median in county, and ROA relative to median in county. Quality
variables are scores for a three-factor factor analysis on 14 quality variables in the Nursing Home Quality
Initiative. Occupancy rate is total inpatient days divided by (beds * 365). Regressions include region
fixed effects. (State fixed effects do not materially change the findings.) Estimation was by OLS.
(Median regressions produce similar results.) Finally, we permit group-wise heteroskedasticity at the firm-
level and report robust standard errors.



Table 8. Probit of turnover on lagged profits based on sample of non-profit firms only.

@) @) [€)] )] ©)
Profits (t-1) 0.02168
(0.026248)
Profits (t-2) -0.00622
(0.023717)
Profits (t-3) -0.037608**
(0.017161)
Revenue (t-1) 0.098143*
(0.058981)
Revenue (t-2) -0.083653*
(0.044706)
Revenue (t-3) -0.011485
(0.017567)
Costs (t-1) -0.076172
(0.050749)
Costs (t-2) 0.090070**
(0.043015)
Costs (t-3) -0.014467
(0.028952)
ROA (t-1) 0.681315
(1.068711)
ROA (t-2) -1.610345***
(0.546255)
ROA (t-3) -0.957192*
(0.505875)
Relative profits (t-1) 0.012218
(0.007756)
Relative profits (t-2) -0.016371**
(0.006955)
Relative profits (t-3) -0.009399
(0.007594)
Relative ROA (t-1) 1.221547%*
(0.361561)
Relative ROA (t-2) -1.082537**
(0.509325)
Relative ROA (t-3) -0.779744
(0.497503)
Observations 101 102 198 198 198

Notes. Dependent variable is share turnover for in all executive positions at a nursing home.
(Where turnover was greater than 100%, we reduced turnover values to 1.) Profits are
measured by actual profits, revenue and cost separately, return on assets (ROA), profits
relative to median in county, and ROA relative to median in county. Regressions in clude
quality and quantity variables, though coefficients are not reported. Quality variables are
scores for a three-factor factor analysis on 14 quality variables in the Nursing Home Quality
Initiative. Occupancy rate is total inpatient days divided by (beds * 365). We estimated a
probit model. We permit group-wise heteroskedasticity at the firm-level and report robust
standard errors.



