
FYA - For Your Advantage January 17, 2005 Page 1

FYA
Volume 4, Issue 2
January 17, 2005

An Essential Tool for Healthcare LeadersAn Essential Tool for Healthcare Leaders
For Your Advantage

Sponsored byTM

From
 Connections

TrendLeader

By S. Harvey Price

S. Harvey Price is editor
of For Your Advantage. A
health care industry
strategist based in Boca
Raton, Fla., Mr. Price has
worked as an independent
consultant since 1971. His
clients are community
hospitals, hospital systems
and major corporations.

About FYA

FYA  - For Your
Advantage,  is  a  free twice
- monthly newsletter
published by TrendLeader
Connections.

With every issue, FYA
provides insights into the
topics that concern
healthcare leaders today
and the challenges that will
be faced in the near future.

The newsletter is
provided free to healthcare
CEOs only. The editorial
content is not copyrighted,
and CEOs may use the
material in any way they
wish.

TrendLeader Connections
406-586-8775

www.ForYourAdvantage.com

First it was patient records.  Advocates, and eventually HIPAA regulations,
demanded that all patients have access to all their health records.  This was a
major cultural and logistical shift for our industry.  Now before that dust settles

comes demands from some state governments that chargemasters be open to the
public.

A new law in California mandates that its hospitals disclose the list prices for its
goods and services.  Arizona also has such a law.  And Wisconsin asks its hospitals to
disclose the cost of common procedures on a state Web site.

This comes at a time when myriad law suits have been filed alleging that nonprofit
hospitals are "price-gouging" the poor and the uninsured.

Like El Ninos and La Ninas that affect California and move on to impact the rest
of the nation, its demands for open chargemasters will likely sweep the country.

This will open Pandora's Box.

Here's a glimpse of what has been revealed in California already.  Tylenol, or its
generic version, acetaminophen, is offered free of charge in several Los Angeles
hospitals.  Others charge $5 on up to $9 for a single pill.

Every business marks up the wholesale cost of supplies and services.  But how do
we justify the dramatic variations among hospitals?  The answer is we kept our charges
secret.  We never disclosed our prices to institutional rivals, health plans and insurers-
and especially consumers.  Patients have had no knowledge of costs until they got
their bills.

California wants to change all that.  The advocates of the state law want consumers
to have more information to allow for comparison shopping.  The law allows anyone to
visit a hospital and request to see its price list.  Advocates hope the next step is for
hospitals to post their prices on the Internet.

For now, very few people have actually taken advantage of the law.  However, it
has opened a window into the irrational ways hospitals have established prices-and the
media is starting to report on the inconsistent formulas.

The chief financial officer of the University of California, Davis, Health System, in
Sacramento told a Wall Street Journal reporter:

For medicines that cost the hospital more than $40 but less than $100 wholesale,
the formula is 7.5 times cost.  Drugs that the hospital buys for $500 per dose wholesale
are marked up 2.5 times wholesale.  Some drugs that cost several thousand dollars a
dose are not marked up at all.  He works on the theory that the higher the unit price of
a pharmaceutical or supply, the lower the markup.  He also stated that markups are
significantly lower for procedures and items done on an outpatient basis because they
don't include some overhead costs associated with overnight stays.  This means that a
blood count done on an inpatient costs $166; the same test on an outpatient costs $24.

Historically pricing strategies were more clear-cut.  The markup formulas existed
to gain small profits on top of costs.  During the managed care environment of the
1990s, hospitals became more aggressive with their pricing to survive.

The dramatic discrepancies in pricing among hospitals came about because it was
difficult to learn what rivals were charging due to antitrust restrictions.  As a result

More Transparency Coming
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When's the last time you conducted a comprehensive
review of all of your hospital's compliance policies,
procedures and results?  Was it done internally or by

an independent expert?  Was it reviewed with your Board?  How
recently did you and your Board receive a report regarding
curative fixes needed to resolve existing problems and new
policies needed to comply with new legal requirements?

Hopefully your answers are, respectively: "recently",
"independent expert", "yes" and "within the last month."  If not,
perhaps the beginning of 2005 is a good time for you to
undertake a thorough review of all of your hospital's compliance
efforts, including:

Statutes and Regulations: Compliance with myriad
federal, state and local governmental statutes and
regulations that make it difficult to run a hospital,
particularly those targeted for investigation by the Office
of the Inspector General in its Work Plan Fiscal Year
2005 regarding HHS  programs and operations.

Internal Policies and Procedures:  Compliance with
your hospital's code of conduct (you do have one, don't
you?) and other policies and procedures (when's the last
time you updated them?) and if you have them, you'd
better be able to show you're complying with them.

Patient Safety:  Compliance with your internal clinical
protocols, policies and procedures, and perhaps a quality
and safety comparison to independent clinical quality
standards such as those employed by the National
Committee for Quality Assurance in its 2004 State of
Health Care Quality report or by HealthGrades in The
Seventh Annual HealthGrades Hospital Quality in America
Study; and

Patient Confidentiality/Privacy: Compliance with the
confidentiality, security and privacy provisions of federal
laws (particularly HIPAA) and state laws regarding patient

records and information.

Here's a list of the principal components that hopefully you
have included in your hospital's compliance program:

Written standards of conduct and program policies and
procedures;

Compliance officer and compliance committee, with
proper independence, authority and reporting to you and
to the Audit Committee of the Board (you do have an
Audit Committee don't you?);

Regular compliance training and education programs for
your employees;

Compliance hotline 7/24/365, with appropriate
confidentiality;

Employee and independent contractor screening,
background checks, etc.;

Regular auditing and monitoring, and prompt correction
of detected problems;

Corporate governance and independence (have you
voluntarily adopted appropriate provisions of Sarbanes-
Oxley?);

Compliance with all of your hospital's third party
contracts; and

Comprehensive risk assessment and evaluation of your
overall compliance program.

More helpful detail is included in Compliance Program
Guidelines for Hospitals published by the Office of Inspector
General in February 1998.

You, your management and your Board will all sleep
much better at night if you confirm that your hospital is
compliant (or quickly get it compliant if you're not).

More Transparency Coming (continued)
each hospital developed its own formula.  Over the years
elaborate pricing systems have developed that will be difficult
to change.  In this new era of transparency, these labyrinth
pricing systems are going to prove extremely embarrassing
to our industry.  How can we justify the formula of expensive
items not marked up high; inexpensive items marked up high
when it results in a $9 charge for one Tylenol pill?

The UC Davis CFO wants consumers to call their local

drugstore and ask them to bring one Tylenol delivered to their
bedside by a registered nurse after they have a prescription
from a doctor, along with a glass of water, and see what they
charge.

An interesting thought, but it won't save us the impending
embarrassment.

That’s my opinion.  What’s yours? Send it to:
hprice-tmg@worldnet.att.net.

By: Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

Are You Compliant?

I would like to hear your comments.
Send them to: Richard.Kneipper@phns.com
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PHNS is an innovative healthcare services company providing strategic outsourcing services in information technology, health
information management and receivables management to approximately 160 hospitals.  PHNS is not a consultant, vendor or
software company but a partner, a solution.  PHNS understands healthcare because our partners are healthcare and healthcare
only.  Unlike its competitors, PHNS strategically aligns itself with a hospital's clinical and financial goals and objectives.  Through
its unique business model, PHNS reduces costs by aggregating, consolidating and sharing resources among its participating
hospital partners.  PHNS helps hospitals manage information systems, computer technology, patient records, coding and patient
billing to improve patient care, safety and efficiency and increase profitability and efficiency.  For more information, visit
www.phns.com.

 Connections
TrendLeader

FYA - For Your Advantage is brought
to you by TrendLeader Connections.
The function of TrendLeader
Connections is producing educational
materials and seminars that help
healthcare executives differentiate
between fads and trends; and making
connections with "Trend Leaders"
within the healthcare industry.

We are committed to delivering
new perspectives and ideas, creative
and innovative healthcare solutions,
provocative concepts and quality
educational materials to today's
healthcare leaders.  We want to
concentrate on "what comes after what
comes next."
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The late Sister Irene Kraus coined
an expression, "No margin, no mission."
She was one of the early healthcare
leaders to appreciate that the
government, the payers and the public
expected hospitals to be efficient and
cost effective.  Gone were the days of
hospitals establishing charges and
getting full reimbursement for those
charges.  Hospitals were expected to
be business-like.

Most authors of hospital topics
tackle quality, safety and convenience.
Dennis Pointer and Dennis Stillman
engage readers with the business of
healthcare in their new book, "Essentials
of Health Care Organization Finance."

While their book is designed as a
primer for board members, it is a
valuable book to read for hospital
executives, physicians and employees.
The authors take on the daunting subject
of public finance and accounting and
make them clear and understandable.
Short of being the chief financial officer,
few people working for a hospital can
explain how hospitals make money,
spend money and account for the
money.  The reason is simple to
understand.  We are the only industry
that has reimbursement as its

fundamental business model.  Market
forces have little impact on pricing.

Dennis Pointer is Austin Ross
Professor at the University of
Washington School of Public Health and
Community Medicine.  He is a sought
after speaker and a leading consultant
on hospital governance.  He has
received national awards for many of
his previous books.

Dennis Stillman is associate director,
Program in Health Services at the
University of Washington where he
teaches graduate-level courses in
accounting and finance.  For 12 years
he was a chief financial officer at the
University of Washington Medical
Center.

They have blended their
backgrounds to write a clear and
concise book that not only takes the
mystery out of hospital finance, it adds
to the reader's understanding of how to
use hospital financing in strategic
planning.

There will be no excuse for glossing
over hospital financial statements
because of intimidation.  This book
offers simple to understand concepts,
easy to follow examples and is written
in uncomplicated language.

Essentials of Health
Care Organization

Finance
A Primer for Board

Members

$45.00 - Hardback
Click here to order this book online.

[BOOK CONNECTIONS]
BOOK STORE

By Dennis D. Pointer & Dennis M. Stillman


