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S insights on the state of pediatric
hospitals today

While freestanding pediatric hospitals make up roughly 5% of total
hospitals, they face unique challenges as the One Big Beautiful Bill Act
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(OBBBA) comes into effect.

Audience:

All told, pediatric hospitals are in a similar situation to their adult peers * Hospital and health system
in that they must plan across the near- and long-term using potentially leaders

divergent strategies. However, pediatric facilities face unique
challenges due to their greater dependency on public payers and faster
pace of outpatient shift.

» Finance and investors
» Professional services

This briefing captures Advisory Board’s analysis of the financial impact
on pediatric hospitals as well as insights gleaned from an inaugural
roundtable on pediatric hospitals, spearheaded by Optum Advisory.
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Data sources

This report was developed using data from Syntellis Market Insights, which is sourced directly
from business systems at more than 1,300 hospitals. Unless specifically noted, all data in this
report comes from Syntellis Market Insights.

We used a rolling 12-month year to include the most recent available data ending in September
2025. For provider segments, we used existing Syntellis Market Insights presets and
designations for provider type. The sample sizes for various hospital populations and parameters
ranged from 600 to 21.
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A challenging road ahead for our pediatric

hospitals

The One Big Beautiful Bill Act (OBBBA) potentially reduces Medicaid spending by $910B and is
projected to increase our nation’s uninsured population of 14M individuals. Over time, pediatric
hospitals, with a higher proportion of Medicaid funded care, are vulnerable to fewer planned
presentations (because of coverage reversal) and higher rates of uncompensated care.

Below are our key insights from financial analyses and discussion in our 2025 Pediatric Hospital

Roundtable.
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INSIGHT

Pediatric hospitals enter 2026 on shakier financial ground

INSIGHT

Outpatient revenue growth blunts pediatric hospitals' overall revenue growth

INSIGHT

OBBBA's full impact to erase all pediatric margin based on national analysis

INSIGHT

Pediatric-specific business levers must be front and center for margin
management

INSIGHT

For 2026, pediatric hospitals must operate at two speeds: Near-term financial
improvement and long-term business transformation
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O 1 Pediatric hospitals enter 2026 on shakier
financial ground

The median performance for a 21-hospital cohort comparing three-year snapshots (2019, 2024, and 2025) shows a
dramatic decline in margin performance in the last 12 months. This recent dynamic appears to erase all post-
pandemic gains for pediatric hospitals.

The data is limited in what it can tell us about why this decline is happening. However, while acknowledging sample
size limitations, an outlier in the data, bad debt deductions, might be a culprit. Over the last 12 months bed debt
deductions grew 54% compared to 29% for all hospitals. The median year-over-year increase in bad debt
deductions for pediatric hospitals totaled $4.8M compared to $157K increase for all hospitals.

Additionally, the cost growth for pediatrics outpaces the overall hospital population. Notably, supply cost for the
pediatric cohorts grew at 8.1% compared to 7.5% for all hospitals. Contingency labor, as a percentage of labor
expense, is also higher for pediatric hospitals (5.2%) compared to the total hospital population (3.4%).

Managing the hospital cost structure has always been an objective for hospital leaders. In previous bouts of financial
challenge, leaders of average hospitals have been able to navigate through a series of cost management and
growth strategies with a bias toward the revenue growth side. But pediatric hospitals, because of Medicaid’s
dominance in their payor mix, unique clinical sub specialization needs, and even supply requirements (smaller
devices for smaller bodies), require more unique solutions, perhaps with less time to deliver on them.

2024’s recovery disappeared for pediatric hospitals

Median cohort operating margin (2025: 12-month average)

2019 2024 2025

Pediatri
His,fitglcs 12% — 11% — 1%

All h tal
cohoifpla 5% - 7% - 7.5%
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02 Outpatient revenue growth blunts pediatric
hospitals' overall revenue growth

When we dug into the data, we found that the pace of outpatient shift, when measured by share of revenue, is more
dramatic for pediatric hospitals than their adult peers. Our benchmarking found that outpatient-generated revenue for
pediatric hospitals increased eight percentage points from 44% of gross revenue in 2019 to 52% in 2025. For
comparison, across the same period adult hospitals went from 64% to 67%. Pediatric hospitals, while starting from a
lower baseline, increased their reliance on outpatient revenue at more than double the rate of their adult peers.

Analysis using our Market Scenario Planner, found the following service lines had the highest shift to outpatient
when adjusting for the pediatric population:

» Endocrinology (31%): largely driven by the rising incidences of diabetes
» Physical therapy/rehab (17%): involving physio-therapy diagnostics and activity
» Psychiatry (15%): Driven by psychotherapy services

Of all the insights we shared in our pediatric roundtable, this observation resonated almost universally. And the
strategic implication for pediatric hospitals tracks with their adult peers: Over time, the future of care delivery is
outpatient. To accurately pace that shift, all hospitals, including pediatric ones, are going to have to conduct deeper
data-driven analysis of sub-service line shifts.

From a financial standpoint, rising outpatient revenue means that every care interaction is generating less revenue
than an inpatient one. And if we expect this trend to continue, and we do, pediatric hospitals can only rely on
inpatient volume growth for so long.

Forward-thinking pediatric providers might be inclined to embrace the future, even in a moment of financial
tightening. For those institutions, our recent research on ambulatory network design should hold true for pediatric
hospitals. The core insight being that pediatric hospitals should be thinking about their ambulatory network strategy
through the lens of capabilities instead of sites.

Comparison of revenue and composition

Provider category Year-over-year change in Year-over-year change IP Year-over-year change OP
NPSR revenue revenue

Pediatric 3.67% 6.88% 11.7%

100-199 bed hospital 3.48% 5.20% 7.9%

All hospitals 5.58% 5.87% 8.5%
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03 OBBBA'’s impact to erase all pediatric
margin based on national analysis

Using Advisory Board’s baseline OBBBA policy calculator, we adjusted the underlying assumptions to reflect the
pediatric-specific dynamics. We used the same financial benchmarks for the pediatric cohort to establish median
operating income of $11M for pediatric hospitals. We assumed a 55% Medicaid payer mix and median benchmarks
on drug and supply spend. Lastly, to model the impact of administrative burden on children enroliment in Medicaid,
we used a 6% drop rate as established in a 2023 National Bureau of Economic Research' working paper on the
subject.

We also include additional impacts related to reductions in funding for research grants (already in place in 2025)
plus a 35% increase in drug acquisition costs related to the changes assumed to the 340B program.

We conclude that if all provisions of OBBBA go into effect, this simulated pediatric hospital will see its $11M income
surplus drop to a $1.7M deficit in three years.

All caveats around extrapolating from median performance hold true here. And this analysis should be considered
one of many inputs hospitals should be taking into consideration when planning. Additionally, this analysis excluded
any pediatric-specific impacts from changes to coverage through the exchanges.

Into 2026, pediatric provider are likely to share their modeling with state and federal legislatures to find time and
options to mitigate the worst of these impacts. Additionally, throughput and access improvement initiatives are key
places to start as pediatric hospitals look to build their cash cushion.

Projected costs increase and revenue loss (in millions of dollars) on operating income

Model pediatric hospital with a $134M NOR, $11M in net income, 55% proportion of Medicaid payers, a high
dependence on research grants

Early 2025 Late 2026 FY 2027
Research grants Work requirement provision in effect Potential start for 340B
$11 canceled for Medicaid; potential start for reimbursement
Medicare eligibility changes rate modifications
[ [
$7.6
$3.3
[
-$1.7

End of 2025 2027 2028
Enhanced credits for ACA Tariffs impact Provider tax
Marketplace premiums expire; supply chain limits and
changes to enrollment and eligibility assuming three state-directed
enforced year timeline payment limits
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Pediatric-specific business levers must be front
and center for margin management

For pediatric hospitals and their partners looking for financial sustainability, no single solution alone will make the
difference. Instead, multiple approaches across both growth and cost management are key.

Our default is to ‘apply universal margin improvement practices to the pediatric setting’, but without accounting for
structural and operational nuances of providing care for children and their families, we risk blunting our efforts with
suboptimal applications.

Margin domain

Universal place to start

Pediatric-specific considerations

Commercial patient
acquisition

Workforce
optimization

Clinical operations
improvement

Supply cost
management

Patient and family
financial experience

Service line,
market growth

Value-based care

EHR integration /
optimization

Medicaid

Expanding physician availability through
workflow redesign instead of adding more
appointment slots to the provider calendar.

Unbundling workflows into tasks and
allocating tasks to a wider team of clinical
and nonclinical personnel.

Increasing percentage of patients that have
hit an expected date of discharge.

Deepening physician coordination on
preference items and consolidating of
volumes to fewer contracts.

Estimating early and transparently on
patient experience and financial
obligations.

Evaluating service line position with a lens
for differentiation and comparative
advantage.

Deepening experience with downside risk,
care model maturation
for target populations.

Treating electronic health record as a
living, strategic asset with investment and
operations guided by business objectives.

Ambulatory deployment to match acuity
and cost to resource intensity.

More granular analysis of outpatient and sub-
service line trends to match rising clinical
complexity and the push to outpatient care
delivery.

Balancing workflow and task mix optimization
with pipeline development for future talent —
with the recognition that pediatric clinicians are
paid less.

Scaling care standardization across clinical units
and facilities.

Narrower consortia of pediatric provider
purchasers to account for smaller volume and
unique supply needs.

Building a multi-stakeholder experience that
accounts for needs of pediatric patients and their
families.

Interrogating markets and clinical programs to
understand referral patterns, access gaps, the
ideal destination for patient care.

Actuarial analysis from external partners and
datasets to craft tailored contracts and key
performance indicators.

Expanding access to information acknowledging
that multiple stakeholders play a role in pediatric
care.

Augmented eligibility support to ensure coverage
continuity.
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O 5 For 2026, pediatric hospitals must operate at
two speeds: Near-term financial improvement
and long-term business transformation

In Advisory Board’s 2025 State of the Industry, we highlighted that health systems needed to manage two
imperatives at the exact same time: Ensuring the immediate term capture and delivery of surgical volumes to shore
up income while preparing for a future where elective care will be a smaller proportion of the volume you treat.

Pediatric hospitals face a similar two-speed problem but with a twist. In the immediate term they're positioning to
max out on commercially insured patient volumes, while preparing a long-standing demographic transition that
comes from declining birth rates.

Put another way, pediatric hospitals need to be prepared for a future where there will be fewer pediatric patients.

Barring a reversal in birth rates or a rapid expansion in immigration, two core approaches are appropriate for this
two-time horizon strategy:

1. Accelerating on the patient flow, throughput, and referrals strategy ensures that pediatric providers are making
the most of their existing capacity without overcommitting to inpatient capacity that may be obsolete for future
need.

2. Continuing to pace and harness the site-of-care shift in the pediatric space affords pediatric providers with the
opportunity to smartly right-size their footprint for future demand.

The future of pediatric hospitals is multifaceted. There is continued need for care for the pediatric population, even
as payment and demographic changes make the environment more challenging for pediatric hospitals. Advisory
Board is committed to continuing to see you through the shifts.

Projected population distribution by age and sex, 2010 and 2030
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Related content

Advisory Board resources

N\ EXPERT INSIGHT N\ EXPERT INSIGHT
6 strategies to improve your operating Labor costs continue to go up. What
margins and financial resilience does it mean for health systems?
Read now Read now
N\ EXPERT INSIGHT N\ REPORT
How policy changes will impact your The road ahead for hospitals: Financial
bottom line insights that could shape 2026
Read now Read now

Hands-on support to meet your financial goals

Optum Advisory offers the industry expertise and support you need to
effectively manage your margins and improve revenue, volume, and cost
performance.

Get in touch at advisory.com/optum-support

Endnotes

1. Arbogast I, Chorniy A, Currie J.Administrative Burdens and Child Medicaid
Enroliments. NBER working paper series, September 2023
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LEGAL CAVEAT

Advisory Board has made efforts to verify the accuracy of the information it provides to
members. This report relies on data obtained from many sources, however, and Advisory
Board cannot guarantee the accuracy of the information provided or any analysis based
thereon. In addition, Advisory Board is not in the business of giving legal, medical,
accounting, or other professional advice, and its reports should not be construed as
professional advice. In particular, members should not rely on any legal commentary in this
report as a basis for action, or assume that any tactics described herein would be permitted
by applicable law or appropriate for a given member’s situation. Members are advised to
consult with appropriate professionals concerning legal, medical, tax, or accounting issues,
before implementing any of these tactics. Neither Advisory Board nor its officers, directors,
trustees, employees, and agents shall be liable for any claims, liabilities, or expenses
relating to (a) any errors or omissions in this report, whether caused by Advisory Board or
any of its employees or agents, or sources or other third parties, (b) any recommendation
or graded ranking by Advisory Board, or (c) failure of member and its employees and
agents to abide by the terms set forth herein.

Advisory Board and the “A” logo are registered trademarks of The Advisory Board Company
in the United States and other countries. Members are not permitted to use these
trademarks, or any other trademark, product name, service name, trade name, and logo

of Advisory Board without prior written consent of Advisory Board. All other trademarks,
product names, service names, trade names, and logos used within these pages are the
property of their respective holders. Use of other company trademarks, product names,
service names, trade names, and logos or images of the same does not necessarily
constitute (a) an endorsement by such company of Advisory Board and its products and
services, or (b) an endorsement of the company or its products or services by Advisory
Board. Advisory Board is not affiliated with any such company.

IMPORTANT: Please read the following.

Advisory Board has prepared this report for the exclusive use of its members. Each member
acknowledges and agrees that this report and the information contained herein (collectively,
the “Report”) are confidential and proprietary to Advisory Board. By accepting delivery of this
Report, each member agrees to abide by the terms as stated herein, including the following:

1. Advisory Board owns all right, title, and interest in and to this Report. Except as stated
herein, no right, license, permission, or interest of any kind in this Report is intended to be
given, transferred to, or acquired by a member. Each member is authorized to use this
Report only to the extent expressly authorized herein.

2. Each member shall not sell, license, republish, or post online or otherwise this Report, in
part or in whole. Each member shall not disseminate or permit the use of, and shall take
reasonable precautions to prevent such dissemination or use of, this Report by (a) any of
its employees and agents (except as stated below), or (b) any third party.

3. Each member may make this Report available solely to those of its employees and agents
who (a) are registered for the workshop or membership program of which this Report is a
part, (b) require access to this Report in order to learn from the information described
herein, and (c) agree not to disclose this Report to other employees or agents or any third
party. Each member shall use, and shall ensure that its employees and agents use, this
Report for its internal use only. Each member may make a limited number of copies, solely
as adequate for use by its employees and agents in accordance with the terms herein.

4. Each member shall not remove from this Report any confidential markings, copyright
notices, and/or other similar indicia herein.

5. Each member is responsible for any breach of its obligations as stated herein by any of its
employees or agents.

6. If amember is unwilling to abide by any of the foregoing obligations, then such member
shall promptly return this Report and all copies thereof to Advisory Board.
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