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An executive at a not-for-profit hospital 
system in Oregon made $6.3 million in 
2012. But he retired from Legacy Health in 
2005. 

Such forms of deferred compensation are 
not uncommon in the health care industry 

and form the basis for sometimes elaborate 
compensation packages paid to top hospital 
executives. You see it in Memphis, too. 

While those who bemoan the escalating 
costs of health care shudder when they 
hear a hospital CEO makes $2 million a 

year, recruiters and the board members 
who approve these lucrative contracts say 
it’s the cost of getting the best talent in a 
rapidly changing and highly regulated in-
dustry.
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emphis hospital 
executives make 
handsome  
salaries that 

grow with tenure through 
deferred compensation  
and other benefits.

by cole epley

Talk of  cutting costs and maximizing 
efficiencies seems to dominate every 
other conversation in American health 
care, but trends in Memphis and beyond 
demonstrate even not-for-profit hospi-
tals will fork over executive compensa-
tion packages well into seven figures for 
leaders who will navigate them through 
health care reform.

Health systems in the 75th percentile 
gave their president and CEO $1.4 mil-
lion in total compensation in 2012, ac-
cording to global human resources ad-
visory Mercer LLC. Systems in the 50th 
percentile paid $1.13 million.

In Memphis, at least six local execu-
tives from Methodist Le Bonheur Health-
care and Baptist Memorial Health Care 
Corp. — the city’s largest not-for-profit 
systems — claimed annual compensa-
tion packages exceeding $1 million, ac-
cording to tax data.

Stephen C. Reynolds, president and 
CEO of  the Baptist umbrella that in-
cludes 14 hospitals and more than 4,000 
affiliated physicians, saw $3.27 million 
in total compensation through the fiscal 
year ended Sept. 30, 2011, the most recent 
data available. Gary Shorb, who serves 
in the same capacity at rival health sys-
tem Methodist, earned $1.7 million in 
the most recently reported fiscal year.

As not-for-profits, these organizations 
and others like them operate tax-free. 
The trend to increasingly high executive 
compensation in health care has drawn 
the ire of  charity watchdog groups and 
municipalities across the U.S. 

A November 2012 referendum passed 
by voters in Mountain View, Calif., 
capped executive pay at a district hospi-
tal at $330,576, or twice what the state’s 
governor makes annually. And lawmak-
ers in New York, Florida and Massa-
chusetts have worked to impose caps on 
nonprofit executives in their states, to 
varying degrees of  success.

Still, as providers, insurers and legis-
lators battle the challenges and intrica-
cies of  health care reform, the demand 
for experienced leadership remains 
high, and with that demand comes hand-
some executive compensation. 

“If  you’re the CEO of  a billion-dollar 
entity, the level of  skills 
that it takes absolutely ne-
cessitates those employers 
to be competitive in order 
to obtain and retain that 
type of  talent,” says Garen 
Haddad, president of  Mem-
phis-based executive place-
ment and staffing firm 
Gateway Group Personnel.

Across the health care industry, CEOs 
were paid more than their peers in the 
financial and technology sectors in 2012, 

according to executive compensation re-
searcher Equilar. 

Equilar data showed the typical CEO 
hauled in $9.7 million in 2012, up 6.5 
percent from the previous year; median 
health care CEO pay was $11.1 million.

And health care executive compensa-
tion packages can be as complex as the 
regulations their organizations must 
comply with. 

COMPENSATION: MORE THAN MEETS THE EYE
Reynolds’ base salary at Baptist was 

$1.02 million in fiscal 2011, but other 
elements in his compensation package 
brought his pay total to $3.27 million that 
year, according to Baptist’s most recent 
Form 990 filed with the Internal Rev-
enue Service. 

Shorb’s base salary at Methodist was 
$791,018 in fiscal 2011 and his total com-
pensation package came to $1.7 million.

But these packages vary based on ma-
ny factors, including incentives, bonuses 
and deferred compensation, executive 
pay consultants and others point out. 

Reynolds, for example, has been 
with Baptist much longer than Shorb 
has been with Methodist, so a larger 
percentage of  deferred compensation 
comes into play for Reynolds each year 
as he nears retirement.

Most of  these CEO packages include 
Supplemental Executive Retirement 
Plans, or SERPs, says Jerry Wilson, an 
independent executive compensation 
consultant. Wilson has spent 35 years 
establishing executive compensation at 

large health care systems 
and works with Baptist as 
a third-party consultant.

Wilson says SERPs and 
other deferred compensa-
tion have forfeiture provi-
sions and vesting schedules 
and are reported when the 
executive becomes vested, 
not when they are earned.

 “As a result, the value of  those ben-
efits reported on the Form 990 may ap-
pear to be very high or very low because 
of  the vesting schedules,” Wilson says.

That helps explain how retired execu-
tives continue to reap handsome pay 
even after leaving their organizations. 

For example, Harry Jacobson, who 
retired in June 2009 as leader of  Vander-

Million-dollar salaries come
COvER STORY
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COMPENSATION bREAkdOwN: MIllION dOllAR MEN

Source: IRS Form 990, fiscal 2011  

 Base Bonuses &  Other Deferred Nontaxable Total
 compensation incentive pay compensation compensation benefits compensation

Stephen C. Reynolds $1,017,704 $752,307 $1,433,523 $46,500 $23,366 $3,273,400

David Hogan  $631,021 $438,378 $928,335 $46,500 $17,893  $2,062,127

Gary Shorb  $791,018 $251,322 $74,129 $583,580 $8,532 $1,708,581

Galen Van Whye $1,014,161 $83,270 $0 $14,700 $13,301  $1,125,432

Robert S. Gordon $594,502 $414,957 $27,101 $53,520 $19,103 $1,109,183      

James Litzow $917,749 $77,036 $0 $14,700 $13,301 $1,022,786

Baptist Memorial Health care corp.
Hospitals: 14  
FTE employees: 8,587
2011 revenue: $2.5 billion 
6th largest employer in Memphis

Methodist Le Bonheur Healthcare
Hospitals: 7
FTE employees: 10,175 
2011 revenue: $1.39 billion
5th largest employer in Memphis
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bilt University Medical Center, received 
$6.56 million in total compensation from 
Vanderbilt during the tax year ending 
June 30, 2011 — more than two years after 
his effective retirement date. Form 990 

data shows $6 million of  that year’s com-
pensation was “other compensation.”

Of  the 11 Vanderbilt officials pulling 
in annual compensation of  $1 million or 
more that fiscal year, Jacobson topped 

the list, getting paid more than twice 
that of  the next-closest official.

An April 2013 report by Oregon health 
care industry watchdog The Lund Re-
port identified one health executive who 
claimed $6.3 million from a hospital sys-
tem seven years after retiring.

Another consideration many dismiss 
when dealing with the sticker shock of  
these compensation packages is the rev-
enue these organizations garner. 

Methodist logged $1.39 billion in reve-
nue in fiscal 2011, according to IRS data, 
while Baptist reported revenue of  $2.5 
billion. Experts say that makes lucra-
tive compensation packages more of  a 
necessity than a luxury. 

“People working at these hospitals 
know that if  their organizations aren’t 

competitive with compensation and 
benefits, a recruiter like me or a com-
peting organization will be,” Gateway’s 
Haddad says.

That reality plays out often.
“I can’t think of  one of  our executives, 

and I’m not just speaking for myself,” 
Shorb says, “that doesn’t (regularly) get 
approached for other opportunities.” 

In February 2013, Methodist Univer-
sity Hospital CEO Kevin Spiegel left the 
organization to become CEO at Erlanger 
Health System in Chattanooga. Spiegel 
— who gained some publicity when for-
mer Apple Inc. CEO Steve Jobs had his 
liver transplant at Spiegel’s facility in 
2009 — had earned $552,632 the year be-

by cole epley

While the compensation packages doled out for 
not-for-profit health care executives may draw the 
ire of  some, the marketplace dictates these payouts 
to a large extent.

A look at how much these CEOs are paid relative 
to the revenue their systems generate is one way to 
see these market forces at work.

While Baptist CEO Stephen C. Reynolds was 
paid almost twice that of  Methodist’s Gary Shorb 
in 2011, in terms of  compensation per $100,000 of  
revenue, Shorb and Reynolds are nearly neck-and-
neck. Shorb was compensated $127.55 per $100,000 
in revenue generated by Methodist, while Reynolds 
earned $130.94 for every $100,000 Baptist pulled in.

At The Regional Medical Center at 
Memphis, CEO Reginald Coopwood 
was paid $522,698, or $143.96 per 
$100,000 in revenue that facility gener-
ated in fiscal 2011.

A more broad comparison of  for-
profit CEO compensation both inside 
and outside the health care industry 
shows that health care is the top dog 
for pay among various industries, and 

that for-profit systems pay much more handsomely 
to keep their chiefs than do not-for-profits. 

And industry associations like the American 
College of  Healthcare Executives and American 
Hospital Association encourage high-dollar execu-

tives to be prepared to defend their keep. A state-
ment within the AHA’s online advocacy center 
reads:

“As a hospital leader, it is imperative that you 
be prepared to answer questions from your board, 
your employees, the media and, most importantly, 
the community whose health care you hold in 
trust, about your organization’s executive com-
pensation practices and the steps it has taken to 
ensure they are fair and reasonable.”

Recruiter and consultant Shane Davis has the 
advantage of  seeing a national cross-section of  
executive compensation structures. Specializing in 
the health care and technology sectors in the Mem-
phis office of  employment recruiting firm Vaco, 
Davis says markets in Memphis and nationally are 
highly competitive.

“What’s driving increased salaries is health care 
reform, which is the main driver, as well as the 
other things going on within the industry,” Davis 
says. “With reform, you’re dealing with electronic 
health records implementation and optimization 
of  those systems, along with transition to the ICD-
10, HIPAA compliance … all of  that hits health care 
at the same time, and that’s what’s driving the pay.”

And board members he works with express no 
concern or anxiety with regard to executive com-
pensation, Davis says.

COLE EPLEY, a former staff writer, is now a freelance writer.  
He can be reached at cole.epley@gmail.com.

Health care executives get top pay when broken down by revenue generation

“If  their organizations
aren’t competitive with compensation 

and benefits, a recruiter like me 
or a competing organization will be.” 

Garen Haddad
Gateway Group Personnel

lee SweTS  |  mBj

See MiLLionS, Page 6

coopwood

Data from the U.S. Securities and Exchange Commission show 
CEOs at the largest for-profit hospital systems in the Nashville 
area held down the upper end of the compensation spectrum 
through 2012.

richard Bracken
CEO, Hospital Corporation  
of America $46.36 M

Wayne Smith
CEO, Community Health Systems $17.26 M

Bill carpenter
CEO, LifePoint Hospitals $8.96 M

charles Martin Jr.
CEO, Vanguard Health Systems $7.94 M

Source: SeC Form DeF 14A

HOw bIg A CHuNk?

MuSIC CITY MulTI-MIllIONNAIRES

SourceS: IRS form 990s; SeC filings

regional executive salaries based on revenue in fiscal 2011 
(both for-profit and not-for-profit, health care and other industries)

chief executive     organization Total compensation organization’s total revenue compensation per $100,000 in revenue

Robert J. Palmisano    Wright Medical Group Inc.          $4.16 million         $513 million      $810.93

Gregory L. Christopher Mueller Industries Inc.             $3.33 million        $2.42 billion     $137.70

Stephen C. Reynolds    Baptist Memorial Health Care Corp.        $3.27 million      $2.5 billion                 $130.94

Gary Shorb          Methodist Le Bonheur Healthcare      $1.7 million       $1.39 billion                $127.55   

Bruce A. Efird         Fred’s Inc.                         $1.34 million        $1.87 billion     $71.60       

John V. Faraci         International Paper Co.            $17.1 million        $26.03 billion      $65.70

with the territory
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fore leaving Methodist.
Two other Methodist-affiliated profes-

sionals — James Litzow and Galen Van 
Wyhe, each of  whom is affiliated with 
Methodist through Sutherland Cardiol-
ogy Clinic — topped the million-dollar 
earnings mark in fiscal 2011.

Baptist executive vice presidents Da-
vid Hogan and Bob Gordon, both now 
retired from Baptist, were compensated 
$2.06 million and $1.11 million, respec-
tively, in fiscal 2011, Form 990 data show. 

That represented a 3.7 percent year-
over-year pay increase for Gordon, who 
was chief  administrative officer, and 2 

percent for Hogan, who was COO.
By comparison, a February report by 

The Charlotte Observer found most exec-
utives within the $7.5 billion Carolinas 
HealthCare System based in Charlotte, 
N.C., enjoyed annual compensation in-
creases exceeding 8 percent. System 
CEO Michael Tarwater saw his compen-
sation grow 12 percent to $4.76 million.

HOw MuCH ARE THEY PAId, ANd wHO dECIdES?
Consultants and board members who 

have a direct say in setting the compen-
sation of  executives in Memphis take a 
methodological approach to the process.

Luke Yancy, chairman of  the Method-
ist board of  directors and CEO at the 
Mid-South Minority Business Council 
Continuum, says the organization hires 
a consultant who compiles data from 
more than 40 not-for-profits similar in 
size to Methodist. That data is then used 
as a benchmark from which the board 
determines compensation levels.

“We’re constantly looking at what oth-
ers are doing and looking at ourselves 
with the attitude to improve and become 
more efficient,” Yancy says. “We’re find-
ing we’re right in the middle or a little 
above the middle of  the pack.”

Independent consultant Wilson, who 
sets compensation guidelines for Bap-
tist, says that’s the best way to set sala-
ries for health care executives.

“For Baptist, the key is to adhere to a 
stated executive compensation philoso-
phy that addresses how all elements of  
executive compensation will be deter-
mined,” Wilson says. “To illustrate, base 
salaries are based on comprehensive 
survey data from other not-for-profit 
health care organizations with multiple 
hospital operations and net annual reve-
nues in a range similar to the $2.5 billion 
that is generated by Baptist.”

The methodological approach leaves 
little room for informed criticism, say 
hospital leaders and the consultants and 
board members working with them.

For executives like Shorb and Reyn-
olds, they say, pay should be above in-
dustry averages based on tenure alone. 
Reynolds has been with Baptist for 43 
years; Shorb with Methodist for 23.

“We expect that someone who is rela-
tively new in the position would be paid 
toward the minimum of  the salary 
range,” Wilson says. “For Mr. Reynolds 
… we would expect that his base salary 
would be near the maximum.”

Reynolds declined multiple interview 
requests for this story. 

He instead deferred to Wilson, who 
adds that while “criticism of  executive 
pay is not uncommon, regardless of  
whether it is in a not-for-profit or for-
profit environment,” the need for talent, 
again, is an overriding factor.

Shorb says it all comes down to orga-
nizations being confident that the sala-
ries being paid are “fair and justified in 
terms of  the overall market.”

Like Baptist, Methodist works with a 
third-party consultant to establish base-
line pay levels. Its board of  directors has 
the final say in who gets paid how much. 

Asked how he would respond to criti-
cism regarding his compensation, Shorb 
reiterates the organization’s confidence 
in its compensation methodology.

“Some people will question it, but you 
just have to be able to explain it,” Shorb 
says. “I think when it’s explained and-
understood, it’s pretty much accepted.”

COLE EPLEY, a former staff writer, is now a freelance 
writer. He can be reached at cole.epley@gmail.com.

Millions: Boards ultimately decide pay
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Health industry CeOs led all S&P 500 peers in terms of 2012 median pay:

Source: equilar lee SweTS  |  mBj
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