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MINUTES OF THE _SENATE  COMMITTEE ON PUBLIC HEALTH AND WELFARE

Senator Jan Mevyers
Chairperson

The meeting was called to order by at

10 a.m./BX¥ on March 2 184 in room _526-S of the Capitol.

All members were present except:

Senator Roitz, excused, and Senator Francisco
Committee staff present:

Emalene Correll, Legislative Research Department
Bill Wolff, Legislative Research Department
Norman Furse, Revisor of Statutes office

Conferees appearing before the committee:

Senator Jack Steineger

Ruth Lyon, Chairman, AARP, Independence

Morton ¥. Ewing, Vice Chairman, AARP, Hutchinson
Don Wilson, President, Kansas Hospital Association
Lynelle King, Kansas State Nurses Association
Marlon Dauner, Blue Cross-Blue Shield

Richard Charlton, ADAPT

Others present: see attached list

SB 541 -~ Hospital Cost Containment Act

Senator Jack Steineger testified in support of SB 541 and submitted
testimony stating that we have one of the highest rates for both hospital
admissions and length of stay for any group in the nation, and this bill
addresses the problem by establishing a Kansas Hospital Commission and
providing for a uniform system of financial reporting by hospitals.
Senator Steineger stated that we are reaching a crisis point in health
care and the people of Kansas expect us to take action to avert a disas-
ter in health care. (Attachment #1). Senator Steineger also distributed
information concerning Health Care Expenditures in Kansas. (Attachment #2).

Ruth Lyon, Chairman, American Association of Retired People, testified in
support of SB 541 and distributed testimony stating that the hospital
costs continue to rise at 15% per year. State regulation would not add
to hospital costs, and there is no well-substantiated evidence that the
quality of care in the cost containment states has suffered. In the
states with mandatory cost controls, there is no evidence that physicians
have changed their affiliations or left the state because of state regu-
lation. Patients are not to blame for rising hospital costs. More

cost sharing - such as increasing copayments and deductibles - would not
result in greater savings than mandatory cost containment programs, and
hospital closings are unrelated to mandatory cost containment programs.
Hospital cost containment programs do not force hospitals into ruinous
financial situations. (Attachment #3).

Morton F. Ewing, Vice Chairman, AARP, Hutchinson, testified in support

of SB 541 and distributed testimony stating that AARP supports both
regulatory and competitive market approach to health reform, but for the
short term they support a regulatory approach that includes cost controls
at the federal and state levels for all payers and a cap on capital ex-
penditures. AARP feels there should be a commission with regulatory
power; a uniform system of financial reporting; and an adivsory committee
to give the commission advice on particular problems. (Attachment #4).

Don Wilson, President, KHA, testified in opposition to SB 541 and distri-
buted testimony to the committee stating reasons for their opposition.
Mr. Wilson said that state rate commissions are not in step with current
third-party payer initiatives, and KHA urges the committee to allow the

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as réported herein have not
been submitted to the individuals appearing before the committee for

2
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major payers to continue to develop their systems of prospective payment.
This will set what rates will be paid for hospital care, and still not
impose another layer of bureaucracy on the industry. (Attachment #5).

Iynelle King, KSNA, testified in opposition to SB 541, and distributed
testimony stating their concerns about the bill. They ask there not be
furhter cost containment legislation until there has been time to observe
effects of prospective payment gsystems (DRGs); similar commissions in
other states have had a negative impact on the quality of nursing care;
and the process a hospital would have to go through to gain a rate in-
crease would be expensive. (Attachment #6) .

Senator Johnston distributed an article to the committee entitled "Every-
one's Entitled to Blame for Soaring Health Costs" by Gregory E. Pence,
University of Alabama in Birmingham. (Attachment #7).

Marlon Dauner, BC-BS, testified in opposition to SB 541, saying that six
hospitals have already taken initiatives to lower their costs and he
believes the costs will not rise next year as they have this year.

Senator Mevers asked when he would have some comparative statistics on
the costs and Mr. Dauner replied they should have them in July or August.

Richard Charlton, ADAPT, testified in support of SB 541 and stated that

he supported AARP's position. He said he represented the disabled com-
munity and they have more needs because of their medical impairments.

Mr. Charlton felt they were being priced out of gquality health care market.

Additional testimony supporting SB 806 was distributed to the committee
from: The Kansas Dental Hygienists; Jamie Menes, RDH; Mary Jo Nigg, RDH.
(Attachments #8, 9, 10).

The meeting was adjourned.
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REMARKS BY SENATOR JACK STEINEGER
1 - PuBLic HeEaLTH AND WELFARE COMMITTEE
FRIDAY, MarcH 2, 1980

MADAM CHAIRMAN, MEMBERS OF THE COMMITTEE, I APPRECIATE THIS
OPPORTUNITY TC PRESENT ANOTHER PIECE OF THE 1984 DEMOCRATIC
CONSUMER FAIRNESS PACKAGE, SENATE BILL 541,

I'M SURE THAT MOST OF YOU ARE ALREADY FAMILIAR WITH
SENATE BILL 541. THIS BILL WOULD IMPLEMENT TEE KANSAS HOSPITAL
COST CONTAINMENT ACT AND ESTABLISH THE KANSAS HOSPITAL COMMISSION
IN ORDER TO CONTROL OUT-OF-CONTROL HEALTH CARE COSTS.

AS WE ALL KHOW, IN THE PAST TWO DECADES, BOTH THE PRIVATE
AND PUBLIC SECTORS HAVE SEARCHED FOR WAYS TO CONTROL OUR
CONSTANTLY ESCALATING HEALTH CARE COSTS. ON THE NATIONAL LEVEL,
THESE COSTS CONTINUE TO CONSUME MORE AND MORE OF THE GROSS
HATIONAL PRODUCT---AND NO END APPEARS IN SIGHT.

IN 1981, THE LATEST YEAR FOR WHICH WE HAVE COMPLETE DATA,
HEALTH CARE COSTS AMOUNT TO 9.87 OF THE GROSS NATIONAL PRODUCT,
Al INCREASE OF MORE THAN 157 FROM THE PREVIOUS YEAR. THE INCREASE
IH 1981, ALONG WITH THE 15,87 INCREASE IN 1980, WERE THE HIGHEST
ANWUAL INCREASES IN 15 YEARS. MUCH THE SAME KIND OF INFLATION
IS TRUE FOR KANSAS,

N
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S.B. 541/2

ALTHOUGH THE HEALTH CARE PCRTION OF OUR STATE'S ECONOMY
HAS HOT GROWN AS FAST AS THE HEALTH CARE COMPONENT OF THE GROSS
AATIOWAL PRODUCT, OUR PER CAPITA HEALTH CARE EXPENDITURES HAVE
GREATLY OUTSTRIPPED THE NATIONAL RATE OF INCREASE. LET’S LOOK
AT THE FIGURES,

IN 1981, KANSANS SPENT $2.6 BILLION FOR ALL HEALTH SERVICES
AND SUPPLIES---A 147 INCREASE FROM 1930,

I# 1981, KANSANS SPENT $1,014 EACH FOR PERSONAL HEALTH CARE
SERVICES COMPARED TO $1,090 NATIONALLY.

I} 1981, KANSANS SPENT $491 EACH FOR HOSPITAL CARE COMPARED
WITH $504 NATIONALLY---JUST $13 BELOW THE NATIONAL AVERAGE. COMPARE
THIS T0 1978 WHEN WE FELL $20 BELOW THE NATIONAL AVERAGE, AdD YOU
BEGI{ TO GET A PICTURE OF THE GROWTH IN HOSPITAL COSTS. IN FACT,
DURING THE PAST 18 YEARS, HOSPITAL COSTS IN KANSAS INCREASED MORE
THAN 13% A YEAR,

THESE INCREASED HOSPITAL COSTS SHOULDN'T SURPRISE ANYONE,
BECAUSE IT APPEARS KAHSANS---AS A GROUP---HAVE ONE OF THE HIGREST
RATES FOR BOTH HOSPITAL ADMISSIONS AWD LENGTH OF STAY FOR ANY GROUP
Il THE NATION,



S.B. 541/3

S.B. 541 ADDRESSES THE PROBLEM BY ESTABLISEING A KANSAS
HOSPITAL COMMISSION AND PROVIDIWG FOR A UNIFORM SYSTEM OF
FINANCIAL REPORTING BY HOSPITALS. THE CCMMISSION WOULD REVIEW
HOSPITAL RATES PROSPECTIVELY AND HAVE THE AUTHORITY TO APPROVE
OR DISAPPROVE THE RATES.

THE COMMISSION ENVISIONED BY S.B. 541 WOULD DIRECTLY
ADDRESS THE PROBLEM OF SKYROCKETING HEALTH CARE COSTS BY
IMPLEMENTING DIRECT CONTROL OF THOSE RATES. AT THIS POINT, MORE
THAN HALF THE STATES HAVE IMPLEMENTED HEALTH CARE COMMISSIONS OF
ONE FORM OR ANOTHER. MOST HAVE PROSPECTIVE RATE REVIEW POWERS,
BUT OilLY SEVENl CAN REQUIRE COMPLIAWCE, THESE COMMISSIONS HAVE
MET WITH VARYING DEGREES OF SUCCESS, BUT OVERALL, THEIR IMPACT
Ol HOLDING DOWN HOSPITAL COSTS HAS BEEN GOOD.

PRESIDENT REAGAN HAS POINTED OUT THAT HEALTH CARE COSTS
ARE A NATIONAL PROBLEM WHICH SHOULD BE ADDRESSED AT BOTH THE
STATE AND NATIOWAL LEVEL WITHOUT DELAY. THIS LEGISLATURE HAS
GRAPPLED WITH THE PROBLEM IN ONE FORM OR ANOTHER FOR A NUMBER
OF YEARS.

FRANKLY, 1 DON’T THINK WE'VE MADE MUCH PROGRESS IN ADDRESSING
PROBLEMS KEALTH CARE COSTS PRESENT TO KANSANS, AND I THIRNK
MANY KAiSANS, PARTICULARLY OUR OLDER CITIZENS WHO ARE OFTEN ON
FIXED INCOMES, ARE LOSING PATIENCE WITH US. AS YOU CONSIDER
SENATE BILL 541, THERE ARE TWO THINGS YOU SHOULD BEAR IN MIRND.



S.B. 541/4

FIRST, THERE’S ABSOLUTELY #O REASON FOR FURTHER DELAY.
EVERY YEAR WE DELAY TAKING ACTION TO CONTROL HEALTH CARE COSTS
IN KANSAS, THE PROBLEM ONLY GROWS WORSE, NOT BETTER.

SECOND, IT'S OBVIOUS TO EVERYONE THAT WE DO HAVE A PROBLEM.
THE POINT IS MEARING WHEN HEALTH CARE OR HEALTH INSURANCE WILL
BE PRICED OUT OF THE REACH OF MANY KANSANS.

FINALLY, I WANT TO CALL THE COMMITTEE’S ATTENTIOH TO
WHAT OHE HEALTH CARE EXPERT HAS CALLED THE "MOST IMPORTANT
HEALTH CARE DEVELOPMENT OF THE DAY”---THE MOVEMENT AWAY FROM
HON-PROFIT OR PUBLIC CONTROL OF HOSPITALS TOWARD MULTI-HOSPITAL,
FOR-PROFIT CONTROL,

THIS TREND IS NOTHING NEW, BUT IT HAS GAINED IMPORTANT SUPPORT _.
UWDER THE REAGAW ADMINISTRATION. REAGAN’S BUDGET DIRECTOR, DAVID
STOCKMAN, HAS SUGGESTED A SYSTEM UNDER WHICH--AND I QUOTE--"MOST
HOSPITALS WILL BECOME PART OF FOR-PROFIT MARKETING OPERATION OR
THEY WILL BECOME FOR-PROFIT ON THEIR OWN.”

MADAM CHAIRMAN, MEMBERS OF THE COMMITTEE, I SUGGEST TO YOU
THAT THIS TREAD DOESH’T BODE WELL FOR EITHER THE PUBLIC OR
HEALTH CARE COSTS.

FOR ONE THING, STUDIES SHOW THAT THERE IS NO EVIDENCE TO SUGGEST
THAT FOR-PROFIT HOPSITALS ACHIEVE ANY SAVINGS OVER NONPROFIT HOSPITALS.



S.B. 541/5

IN FACT, FOR-PROFIT HOSPITAL CHARGES AVERAGE 17 PERCENT MORE PER
ADMISSION THAW COMMUNITY HOSPITALS. WHILE FOR-PROFIT HOSPITALS MAY
BE EFFICIENT IN MAXIMIZING REIMBURSEMENT RATES, THEIR EFFICIENCY
DOES NOT BENEFIT PATIEWTS, OR THE PUBLIC IN GEWERAL, THROUGH LOWER

RATES.

ANOTHER FACET OF THE TREND TOWARD FOR-PROFIT HOSPITALS IS
THE PROPENSITY FOR PROFIT-MAKING OPERATIONS TO DELIBERATELY LOCATE
FACILITIES IN STATES WITH NO COST CONTAINMENT REGULATION. WHILE
KANSAS HASN’T BEEN OVER-RUN BY THESE KINDS OF OPERATIONS, WE
HAVE SEEN THE NUMBER OF KANSAS PROFIT-MAKING HOSPITALS GROW FROM
TWO IN 1974 TO SIX TODAY---A THREEFOLD INCREASE IN THE PAST 10 YEARS.

AS I SAID, I DOW'T BELIEVE THE TREKD TOWARD PROFIT-MAKING
HOSPITALS BODES WELL FOR EITHER CONSUMERS OR HEALTH CARE COSTS,
PROFIT-MAKING HOSPITALS, IN THE FINAL ANALYSIS, AREN'T INTERESTED
IN TREATING PEOPLE WHO CANHOT AFFORD TO PAY. THIS FACT, COUPLED
WITH CUTBACKS IN PUBLIC FUNDING OF MEDICAL PROGRAMS, IS MOVING US
TOWARD A TWO-CLASS SYSTEM OF HEALTH CARE, HARDLY AN IMPROVEMENT FROM
A CONSUMER’S POINT OF VIEW,

SECONDLY, THE DRIVE TO MAXIMIZE PROFITS WILL FURTHER FUEL THE
FIRES PUSHING HEALTH CARE COSTS INTO THE STRATOSPHERE. AT A TIME
WHEN BOTH THE PUBLIC AND PRIVATE SECTORS ARE SEARCHING FOR WAYS TO
SLOW OR CONTAIN THE GROWTH IN HEALTH CARE COSTS, WE FIND OURSELVES
BESET BY YET ANOTHER FORCE WHICH WILL PUSH COSTS EVEN HIGKER.



STEINEGER/B

MADAM CHAIRMAN, MEMBERS OF THE COMMITTEE, I THINK IT'S
FAIR TO STATE---WITHOUT RESERVATION---THAT WE ARE REACHING A
CRISIS POINT IN HEALTH CARE. WE ARE REACHING THE LIMIT OF PEOPLE’S
ABILITY TO PAY FOR EITHER HEALTH CARE OR HEALTH CARE INSURANCE.
WE ARE REACHING THE LIMIT OF SOCIETY'S ABILITY TO ABSORB FURTHER
RUNAWAY GROWTH IN HEALTH CARE COSTS.

IN CLOSING, I THINK WE SHOULD AKNOWLEDGE THAT WE DO FACE A
CRISIS---AND THAT THE PEOPLE OF KANSAS EXPECT US TO TAKE ACTION TO
AVERT A DISASTER IN HEALTH CARE,  HEALTH CARE COSTS ARE THE NUFBER
ONE PRIORITY OF AGING GROUPS THROUGHOUT THE STATE.  HEALTH CARE
COSTS HAVE BECOME A HIGH PRIORITY FOR PHYSICIANS---AS EVIDENCED
BY THE LETTER SENT LAST WEEK TO 390,000 DOCTORS BY THE AMERICAN
MEDICAL ASSOCIATION CALLING FOR AN "IMMEDIATE” FREEZE ON DOCTORS'
FEES,

IF THIS LEGISLATURE INTENDS TO CONTINUE TO SIDETRACK EFFORTS
TO CONTAIN EXPLODING HEALTH CARE COSTS BECAUSE OF PHILOSOPHICAL
OBJECTIONS TO “REGULATION,” THEN I BELEIVE IT'S THE DUTY ARD
RESPONSIBILITY OF LEGISLATORS WHO DON'T WANT REGULATION TO COME
FORTH WITH THEIR PLAN TO REMEDY THE CRISIS WE NOW FACE.

THANK YOU VERY MUCH.
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Health Care Expenditures

In Kansas
1966 to 1981

Department of Health and Environnent
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HIGHLIGHTS

Health care spending continues to be a major cause of concern in Kansas and
the nation. Several trends underscore the importance of this issue:

*

Kansans spent nearly $2.6 billion in 1981 for all health services and
supplies, up 14 percent from 1980. This amounted to $1,079 per capita.

1981 health care spending contributed 8.9 percent of the Gross State
Product, a slight increase over the 1980 share of 8.6 percent.

Kansans spent $1,014 per capita for personal health care services in 1981,
compared to $1,090 nationally. Per capita spending in Kansas is now 93
percent of the U.S. level; it was 96 percent in 1980.

Kansans spent $49]1 per capita for hospital care in 1981, compared to $§504
nationally. Hospital care accounted for the largest share, 48 percent, of
1981 personal - health care spending in Kansas. Since 1975 the rate of
spending for hospital services has grown faster in Kansas than the national
rate.

Since 1966 nursing homes have shown the most growth in health care
expenditures nationally and in Kansas. Per capita spending in Kansas
increased from $5.55 in 1966 to $101 in 1981, for an average annual
increase of 22 percent.

In 1981 $102.9 billion were spent for personal health services under
public programs nationally, and $969 million in Kamnsas. Expenditures for
these publicly funded services increased at an average annual rate of 26
percent in Kansas between 1966 and 1969. Between 1969 and 1981, these
programs grew at an . average annual rate of 14 percent. The Medicare
Program contributed the largest share of public spending in Kansas
amounting to $416 million in 198l. The ten percent increase in 1981
Medicare spending in Kansas was half the 20 percent increase experienced in
1980. The Medicaid Program contributed the second largest share of public
funds amounting to $266 million in 1981.

The federal govermment funded nearly 30 percent of all personal health care
services nationally and in Kansas in 1981, compared to only about ten
percent in 1966. The federal government funded 41 percent of all hospital
care nationally and 42 percent in Kansas in 1981.

In 1981 out-of-pocket spending by consumers accounted for about one~third
of all outlays for personal health care nationally and in Kansas, a notable
decrease from the half contributed by consumers in 1966.
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Medical S}'stem

Strains at Limits

R £ Youmsns'Siz Pnologranhe
Jdnsurance covered most of Dar-
Zrell Link’s long bill for surgery.

:Ahead in Series

.~ Monday: How doctors con-
tribute to the price of care,
‘which for the first time they
must worry ebout.

v Tuesday: The  hospitals,
where most of the money
goes, are under orders to
run more like businesses.

v Wedpesday: The insurers, who

pay most of the cost, are
pushing for lower bilis.

+ Thursday: The ethics of who
jives, who dies and who gets
cere must de decided.

Benefits Make
Surgery Viable

By Bob von Sternberg
Staft wniter

One day a little more than a year
apo, the pain squeezed Darrell
iink’s chest

“Myv father had that pain — the
anginz,” he said. “They t0id him 1o
take hic pilis and take it easy.
That's all. A heart attack killed
“him ™

As recentlv as 10 vears mgo.
Link's fate probably would have

-been the same. But today. afier &

triple coropary bypass operation.
the pain in Link's chest is gone.
His bill came to $30,279.10.

“WITHOUT THE surgery. he
would have had a2 heari altaCk.”
said Link’s wife, Millie. “My though!t
was: Will Darrell come through this
and be bealthy? It wasn’t the mor-
ev.”

Onlv $308.74 came out of the
Links” pockets after all the bills bad
come in from his doctors and Wichi-
ta's St. Joseph Medica) Center. The
rest was paid by Blue Cross & Blue
Shield. thanks to a2 benefit from his

" emplover. Southwestern Bell Tele-

phone Co.

“l1 didnt worry about the moneyv
— 1 didn't even think of iL.” Link
said

He didn’t have to.

LIKE MOST people. Link didn’t
bave 1o worry about the moneyv be-
cause his insurance policy paid his
doctors and the hospital. Hospital
officiais bad little reason {0 hol¢
down their charges because they
knew the insurance company would
payv up. The doctors sei their fees
with the same assurance ang were
able to count on the hospital 1o give
them zll the equipment and space
thev needed.

link's case isn'l unusual. either
Fvery dav. three oper-heart surger-
ies are performed in Wichiiz: ne-
tionwide, more than 450 people &
dayv undergo the operation.

Add up those operations. thou-
sands of other surgeries. tens of
thousands of tests, millions of days -
spent in hospitals, &nc¢ the bill
swells to hundreds of billions of do}-
lars.

@ MEDICINE. BA. Co! 1
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€ MEDICINE. From 1A

PATIENTS, DOCTORS, hospitals anc insurers have
beer riding the giani merry-go-round that the nation’s
health care systemn has become. As il spins faster all
the time. no bne has tromped on the brakes.

Unti} now. the insurance system — privale anc gov-
ernment — has done the most to keep il spinning. by
raising Tates and taxes.

Bu: if something 4sn’t done io finally apply the
brakes. the fear is growing thal the syslem may com-
pletely bresk down. sending iis riders flving

Last vear — When that sysiem cosi $362 bilhion. up
from $321 billipn in 1982 — it was the first ume health
cosic mccounted for smore than eope-lenth of the gross
national productl.

CLOSER TO bome. Kansans spen: nearly $2.6 billion
on their-health in 1881 (the mosi recent figures avail-
abie) — &imos! 9 percent of the gross stale product. Put
another way, $1.014 was spent on health for every mac.
woman &nd child in the staie, compared with $1,080
neuonally. B

In Wichite. nearly 1,000 life-saving open-heart surger- '

jec like Link's were performed in 1982. The price: ‘at
Jeast $20 million, most of it covered by private insurers
or the federal povernment. Nationwide. the 170,000
bypasses done in 1982 cosl more than $3 billion.
Eealth costs bave been increasing faster than infla-

" tion. devouring mmore tax goliars. emplovers dollars

and personal income every year.

AND OMINOUSLY, the push to force down medice!
costc could eventually run headlong into the eging of
the American population

The burden of aging elready 1= falling on the Med:-
care svstem. & money spent in the {ast months of olc
people’s lives consumes more than 2 'one-guarter of the
budge! of the federal ipsurance prograim for the elder-
Iv. Lasi vear, $12.5 billion was spen! 10 treat the esti-
matec 520.000 Medicare recipienis who ended up dving
d¢uring the year.

“We're in & classic Tock and & Bard spot.” said Steve
Harris. vice president Zor finance &t Su Francis Region-
al Medica) Center in Wichite. “What about & 75-year-old

‘whe needs & total hip replacemeni & bypass anc 2

kigney Gransplant — and he’s going 10 live anotber vear
and & half? Do vou spenc $200.000. or let him die?

“IN AN impersonal society, we would Thake vou
comfortable bul say you're 1oo old. so you're not worth
the resources. We don’t want to make those decisions in
the hospital. Who's going to?"

-
N

§

The costs. invariably described es “skyrocketing” for

more than & decade, have slowly begun forcing radical
changes op the nation’s health care system.

If those changes — & mew way of paving the bills —
are successful. they will siow down the cos! increases.

But no one has come up with a2 way to actually lower
the costs.

f

" THE NEW system of paving bills is setting the health
care system on its heac. Instead of paVing doctors anc
pospitals whatever thev charge. Mgmcare( andé Blue
Cross for the first ume have se! binding limits o wha!
thev will pay pospitals , .
“We've lost contro! of the COSLS, and that couid brgak
the svstern,” said Harmy Steinmever. former gxecunve
direcior for the southeas! Kanses health p}anmng agerf;
cv. “1t could fell apart. Anc no change Wwill come until
e rstem
we change the reimbursement EY ' ) )
- The rush to change the bill-paying system 1£ being lec
by the teders! governmeni &s it tries to prevent the
aollapse of Medicare. . ‘
0003: behind are private insurers who Bre losing
pustomers — Bn¢ MOReEY = becsuse individuals anc
gmplovers have begun to Tesist their continually TISIRE
premium €OSLS.

: : brupt tharn
. N KANSAS, the change fiac been more & :

glmos! anywhere else. On Jan. L. Blue Cross end Blue
ghield of Kansas. the state’s biggest private insurer,
gdopted & system much like Medicare’s. Blue Cross anc

Medicare account for &( percent of the bospital admis
d i te.

é%:euhllggczi changes. which took effect Oct. 1, s}ped
fhrough Congress ias! spring on the heels of pred)’cnons
that the Medicare fund would g0 broke by 1987.

" Medicare spending bas increasec by ngarly 30 per:
cent in the past two vears. 10 more than §56 billion last
year. More than £32 bilbor wen! o hospitals, so the
brakes were put oo nospitel charges.

- BUT SVEILE the overhaul in reimbursement mal
save almost §10 billion this vear. federal budge! ane-
lvsts say that onlv buys time. The bankruptcy of Medi-
éafe, they say. nec beern staved off by no more than
three years.

* Blue Cross, which imposed the new payment system
an the 148 general hospitals I Kansas on Jen. 1, hopes
simply to survive. After josing 150,000 subscribers who
have fled from its crushing rates, “we had to do some-



thing — or we weren'l! going be in business” said
Mezrion Dauner. tne Blue Cross official in charge of the
new sysiem.

“Wha! Megicare anc Biue Cross are doing isn't an
atiemp: ic cramm anvihing down anyone's throat,” he
said. “IU's the survival of the system. We're all trving to
respond 1o whal the public’s saying: They can’t afford
o

143 LINK’§ beart had belc up untl & couple of yeers
from now. be migh! have been discharged from the
bospita] sooner. .or spent fewer davs in SU Joseph’s
coronary care unit. His tests might have been stream-
hinec¢. and some eliminated Or be might not have had
the surgery &! all

Traditionzlly. hospitals and doctors have been the
pricesetters of medicine. **Now, they’re going to be
price-takers.” Dauner saic. “All the providers are going
to bave tc make realistic economic decisions, or they
won't be there”

The providers have resistecd the changes being forced
or them. agreeing to go along only because to them, the
new pavment svsiem is-preferable 10 & iore radical
chanpe — such as universal bealth insurance, guaran-
ieed by the federal government

THEY WOULD rather be left to themselves to con-
trol cosis without outside interference.

“The only wayv we're going to eccomplish savings is
8t the Jocal level, what we're doing. pot with & regule-’
tory cookbook trom the federal government.” said Ivan
Rhodes. 8 Wichita radiologist who heads & locel organi-
zation that reviews dociors’ practices 1o elimingie up-
necessary treatment. “We're trying to achieve the same
thing ™

Doctors have long been the sovereigns of the medicsl
svstem. They put people in the hospiigl, decide on tests
and treatrmnent sndé charge their own 4dees — in .8l
responsible for nearly three-fourths of the dollars spent
or health care

“PEOPLE ARE saving Bll we want to do is protect
our own turf.” said Terry Poling. 8 Wichita family
practitioner anc presigent of the Medical Society of
Sedgwick County. *“Hell. we know we've -g0l to do
something about coste”

Physicians generelly are far more satished with the
medica) svstern than anvone else. Thal atfitude was
confirmed in & Harris poll last fall; two-thirds of the
nation's doctors think the bealth care system “works
pretry well” and doesn't need a major overhaul

But three-fourths :of the public thinks major changes
are needed, as radical as 8 complete restructuring of
the system, according to the survey.

AT THE same time. the polisters found “a remark-
able acceptance” by the public of cost-controlling tac-
ncs. even those that would increase their out-of-pocke!
expenses.

Another nationwide survey, conducted last fall for
the American Association of Retired Persons, found

that almosi three-fourths of the public fevors cost cor-
trols in the system — and tbat four oul of five favor &
limit on doctors’ and hospitale’ charges.

Kansans' totz] health bill could be lower if doctors
<id not put their patients inlo hospital beds more ofter
than physicians elsewhere.

Compared to national averages. Kansans spent one-
thiré more davs during 1962 in the hospital and were
.admitied 46 percent more ofien.

DOCTORS AND hospital officials blame the age of
Kansans for the higher hospilalization rates, while in-
surers point the finger at the doctors’ practice patterns
— and the fact tha: excess hospital beds in Kansas
encourage hospitalization

The new pavmen! systems. along with public pres-
sure to lower medical costs. are squeezing physicians 1o
practice “cost-effective” medicine.

“Before about five years ago, €osl Wasn't & concern.”
said Kay Clawson, executive vice chancellor of the
University of Kansas Medical School. “You were
trained to order anything an¢ evervihing We never
mentioned it.”

Now, the cost of & test or & procedure is routinely
mentioned to resident physicians as they make their
rounds. While older phvsicians sav they slowly have
become more aware of costs. they feel shoved in the
opposite direction.

THEY ORDER more tests. and more costly tesis,
than are medically necessary in parl because they gre
afraid of being sued for miliions of dollars.

“There’s 8 tremendous squeeze on you.” Poling said.
“Ypu wan! 1o cut costs, bul you want to cover every
possible eventuality in case of 2 malpractice suit. Attor-
neys say it's good medicine. but it's costly.”

So costly, the doctors say, that the growing pumber of
melpractice cases and mMushrooming jury awards
should get much of the blame for high medical costs.

Physicians’ malpractice insurance premivms oSt
anvwhere from $2.300 to $12.000 &2 year — up from
$100 or $200 & geperation ago. The average size of
awards to plaintifts hac more than quintupled in the
pas! decade. In Kansas the number of malpractice
awards of more than $100.000 has increased by more
than 300 percent since 1877

SO THE doctors practice what they call “detensive
medicine.” which the American Medical Association
calculates cost $15 billion in 1982

More pressure on the doctors: Under the new reim-
bursement setup, bospitels will lean on pbysicians to
keep their costs down. Unnecessary tests or unjustifia-
blv long hospita) stays won't be paid for by Medicare or
Blue Cross and patients can’t be billed for any excesses.

“The new sysiem puts the hospita] in an edversarial
position with the physicians.” said Lee Baker. adminis-
trator of Wichita’s Riverside (formerly Osteopathic)
Hospital. “We have to watch their practice — and you
don’t change their practice patterns overnight”

PN

g S ke, AT SRFSH RS beAT Kk, B0 aicrh



THE STATE’S penerz] hospitzls face an economic
tlumatum. heep thelr charges below the insurers 4im-
its or lose mones.

“It’s probablyv the mos! difficult ume ever 1o run 2
bospitzl.” sei¢ Walier Wentz. chairmen of the healin
adminisiration en¢ educalion deperument &l Wichilz
State Umniversitv. “Cost -has become the No. 1 issue.”

Dick Morrissev. the state official whe oversees Kab-
sac hospitals. said the new reimbursement svstem “will
force them: to really look at their operations for the
first timme. Under the old sysiem. they couldn’t lose
money.”

Under the new system. hospital adminlstrators will
trv get patients in and out as guickly as possible while
trving to boost their admissions — & neat trick for mos!
Kansas hospitals.

“IF YOU keep vour eccupancy at 80 or 85 percenL
you can eperate gujte comforiably.” Wentz said

keansas hospitals operated in 1982 B! an average

occupancy rate of 70 percent. nationwide, the average

was 77 percent. In Wichita, onlv Wesley Medical Center
Jed mn occupancy of more then 80 percent

And ip the small towns and rural paris of the State,
some hospitals have been struggling 3o keep half their
beds filled.

“®e couldr’t be financially siable with that kiné of
occupancy.” said Jon Boller, edministrator of Susan B.
Allen Bospital in E] Dorado, where & 50 percent occu-
pancy rate forced the firing of one-eighth of the em-
piovees anc removal of ope-fifih of the beds.

SMALL HOSPITALS, which are mos: of those in
Kanpsas. could have an especiallv tough time under the
pew insurance payvmeni system. Along with low occu-
pancy. mos! lack sophisticated manapement and pur-
chasing power enjoved by larger hospitals.

“Nol 100 many hospilals are doing well.” Morrissey
saic. “They don't have enough patents. Rural folks are
£oing to have 1o make & decision whether they want to
subsidize their small hospitals. Even where there are
too 1many beds. local folks don’t want 10 give up their
hospital. It's like & local schoo! ™

Too many beds pushes up medical costs. while acung
/s & financia! drag op hospitals.

Apd there are 100 many hospital beds in Kansas. As a2
rule of thumb, federal guidelines sav that fewer than 4
beds for every 1,000 people is enough In 1982, there
were 4.4 beds for every 1,000 Americans, 5.8 beds for
every 1,000 Kansans. ~

AS THE state’s health plan puts it “Beds bege:
patients.” Because.of statfing and overhead costs. an
£mpty bed cosis & hospital one-half to three-fourths as
muck as & filled bed — without & patient bringing in
revepue

“Hospital sdministrators don’t like to get rid o! beds
any more thap they wan! to quit offering medical
services that drain them financially.

“But thev're going 10 have to start asking themselves
what services they can afford to offer if the community
isn't using those services.” Wenlz said.

The new payment setup may force such decisions,
accelerating trends that are reshaping the hospital ip-
dustry. Hospitals probably will specialize in certain
fields, such as minor emergency care, more than they
heve in the past. They wili huddle under corporate
umbrellas thal save them administrative costs. Kansac’
non-profit hospitals — meaning all but two of them —
will continue 1o spin off profil-making corporate subsic-
iaries. Thev will iav off emplovees. They will compete,
with ads gné prormotions. more than ever.

AND SOME bospitals probably will be forced to shut
down.

“] wouldn't be surprised to see some of ours close in
the pext vear.” Morrissey said. “1 would be if it's &
large number.”

Wher pressecd to explain their rising costs, doctors
and hospite] officials blame patients as the ultimate
culprit
* *If the patient wat paving the bill economic dec:-
sions would be made.” St. Francis’ Harre said. “Whern
the psatient isn't paving. ibe whole svysiem breaks
down.”

The doctors and officials sayv they are simply giving
their customers what they want! an¢ what the custom-
ers want is evervibing available.

«pFOPLE HAVE arn insatiable demand for health
care,” said Bob O’'Brien. executive vice president of the
weslev Corp., parent pf the medical center. “We nere-
ly were responding to that desire.”

That meant building beds thet ended up not being
needed. performing tbe procedures people wanted &nc
scrambling to obtain the technology that could perform
tasks that would have seemed like miracies 8 geners-
tion BgO.

And it was all pai¢ for, by the insurers — and only
indirectly by the pauents, through their insurance rates
&nd their taxes.

According to the state’s health pian. there g« “literally
no relation berween cost and the consumer's decision 1o

r Seek care, nor ibe physician’s desire to obtain care.”

|
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Checkbooks Suffer

/

L A Te

As Cures Improve

*

By Brian Settie
Siati wrne’

Ter vears age. the ®Bverage
charge for & semiprivate room 4n &
¥ anpsac hospital was $44 2 day.

Today. & day in the same YOOI
costs a1 least $144.

From blood tests to baby deliver-
jes. from drugs to & day in the bos
pitai, hezlth costs have shot up like
& thermomeler inside 8 ho! overn.

+ Thbe price of & dav’s antibiotic
1reatment has increased from §2 to
gnvwhere from §100 to $200 in
some cases, according to hoSpital
phermacisi

® The average stav in & Kansas
bospital today — 3.8 days — costs
$2.185.07. up from =mn averapge of
256850 in 1573

@ & blood test 8t & Kansas hospt
te] cosic around $2{. up from jus!
more than $10 8t mosi bospiwals 10
vears 8gC

-+ Having 2 baby 10day Cosls &n
gverage of $3.702, up from less than
£1.000 10 years age.

THE INCREASING cosic add up.
The consumer price index. which
measures the average change ip
prices for products bought by urban
wage earners based oo 1987 costs.
shows the meteoric rise of heslth
costs.

Like evervthing else, bealth €osis
have increased in the pasi gecade.
But health cosis have increased

_faster than any consumer COmMmMOoe-
iy excepi energy.

At the end of 1873. the CP1 for
medical care was 137. Tha! means
health care that cost $100 in 1967
cos! consumers $137 in 1873. But by
Tid-1983, consumers Were payIng
$35¢.

@ ECONOMICS. BA. Col.
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Doctors, Hospitals Point at Each Other and System

.tCONON\lCS, Fiuh YA

OTHER CONES wenl up o, of cqurse. Bul health
are stands wul For exatuple, the CRL four tood 10 1973
wady 41, cothpared with 284 a0 L1943,

Tue teasuns afe as widespread us the ncreasing
ubls. bocluny allnibule the cosls on sdvaaced technol-
JRY ahd the defensive medicine they practice 10 heud
M malpractice suis. Hospital officials point Lo higher
alafles for nurses aad olher heallh protessionuls, i
he sathe Lreath blannng duclurs who liave no incen-
ive o cul cusls,

Bul all agree thal somcthing needs o be depe Lo
cuifatn the cuat ol medical care.

Accotding to Tom Malicr, vice president of Blue
CToss & Blue Sticld of Kansas, the daily palicat churge
e Kaisas bospotal e 1973 was §85 a day.

YHY L82," Niller said, Vihe average dally cusl was
$470 o day. When yuu quulliply the avergge g o
persun stays w the nospital (5.9 days), that comes oul
o $2,18) per prrson per stay. Ypu Can see thal's 4 ot of
hioney.”

Whitle the average cust of o hospitu) bed has e
creascd by hare thug 3100 0 10 yean, ancillury costs
bave shol up even wre, health officlals suy.

“Ancillary cosla are anyihung besides whal the room
costy,” Miller said “That nciudes such things as bleod
profues, drugs, those types of things.” '

kven the suapleal medical care 10 o haspital cosla
mulre tuday. '

“A COMPLELL Lload-cuunl test today costs §10,"
sard bBdd Beals of wictuta's st Joseph Medical Cealer,
“Oul avallable fites gu back only to 178, when 1l cost
$14"

But e tnacine S Joseph’s uses (o lest blood
Cuttlily, Bealas said, “oust $20,000 1 1978 Now il costs
$lyvuuu ™

Loven the price of drugs - lolig a stable cost in the
health profession -— has gone up.

“Fur quite sute Lie, sand Ked Schalerineyer of the
Kaisas Phatinavialy Assuciation, “prescriplion drugs
have aol ncreased e prce Deugs come ob the market
very eapelinive apd dedrcase as (hey aluy on the mar-
kel

P
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Soutca Raraas Uepariment of Hegltn and £ nviionmant

BUT THAT changud In the lust couple of yeurs, suld
schafermeyer,

“We had a preal pumber of new producls, much
mare specitic products, and much more cosl elteclive
0 the long rua. But that has itncreused the averull
wveruge of dvug prices, and thul changey u 20-yeur
lrend."”

Oune of the “more specific producls” v expanded
spectrum pentcihing And Ws a good exumple of the
advunced techoology of drugs and the gh price thal
Luspilals, patieals — and, ultimalely, nsurers — puy
fur the lechnology.

“The new drugs are really expensive,” said Pack
LaMonl of the pharmacy deparineat at Sk Juseph.
rspecially some of the antiblolics. iU used Lo be yuud
gave a palieat some peulcithn tor §2 a day und seol
hun alf. Bul now il can cost anywhere frain §100 W
§200 & day for pauibiotics alone.” ‘

ANOTHER REASON for (he tncreased copl of drugy
5 the way they are admimsiered, LaMont sald.
“It used 1o be you uduunjstered it with 4 acedie,

. LY ) L& 1
Cynptia Giaqr/atall Aikivt
Now, maeny drugs arg adninisiered wtravenously, and
you pay far the batiles, the needles ... 1l udds up.”
The reasan (he more expenyive drugs ure used, La-
Moqt suid, 5 "thal's what doctors ure preacripipg. They
don't huve tu worry aboul goska

THEY PO now, und 50 do hospitals, pow {hat Blue
Crogs ypd Medicure have cunged Ihe way 1hey pay
bills. '

Huspitals = and most docturs — now accepl fixed
payments trom isurers. I they spend are 1hug the
afmounl, jliey they can't turn uround and il the pu-
trent, Jul thusl wbsurb e exira Cusi,

The new payhichl syslem pnd Increasing costy ot
medicue have chunged the way medicine is viewed on
{he stock exchange, whera it hiss loog held w blygwhip
reputagian,

“Whul we're sceing sow,” said Jetfrey Sucbel, an
idustry unalyst for Kidder-Peubody and Co. In New
Yurk, "4 very aiuch tnsecurily 1o the murkel loward
e health lndustry. People know there are changes
coming they're just npl sure what they will be”

(o]

OUECTXS

AND MINOR care cealers are becoming the rage «
the stock maurketl, said Bl Goodwin, an lowa-based
industry wnalyst fur R.G. Dickinson & Company Inc.,
which bas an office in Wichhua. “The feellng 5 thal's€
where medicing 15 headed, thal these places can gel!
you in and oul tuster und more etticlently while provida
ing the same services as hospials.” e
In Wichila, for instance, St. Joscph hus fuken the leadivs
jn thal markel with ily three minar emMergency ceplerda.a
And Wesley Medical Ceater operales & mipor surgarpuis !
center.
The ncrease 10 hospital costs resulted from “u lod of
reasons,” sald Miller of Blue Cross & Hlue Shield. 1.~
“Medical technology ncreused considersbly in (wgr!,
jusl 10 yeurs” he sald. “lhey were dolng very few
open-heurt surgeries in 1474, Today, IUs fuirly comman.
You lhrow in one expensive, compliculed procedures.
Jike thal, und It has an lmpact on the averall cost. AQd
thyl's just one procedure,” -

‘.u.:|

S
DOCTORS POINT (0 an increuse in the yag of 58k
vices .and defensive medicine because of malpracige
lawsuits. Car
“Physiclans feel they have (0 run tes 10 prolegy,,;
themselves. So that shouls up ancillury Cosly beCauyg
lhere are more lests,” Miller suid. R
The incressed amount of mouey puid 10 selaliey 4 .
another reason cosls are higher, Milier sgid. o
“During the late 16705 and early 15408, It reslly weal
up. There was an extreme compeiition (or regisioneq
nurses during that periad, for pxample, and hat feml, .
ed In iremendous sulary increuacs.” L
IN 1882, the four Wichia huspllals were second only
(o Bueing Military Airplune Co. us a source of jobs g™’
wichily, The hospituls — SU Juacph's, Wesley Mcmcullw’
Center, St Francis Regonal Medical Center, and River "
side Hospitul (formerly Osteoputhic) — puid §188.51
million in selaries and beaefits tu their more than 8,800
fyll- ud part-iliie employces, T
Bul Millgr and others think the wicrcwsd aatiapal'’
concern and the chunges that result ubout the cost of*!
medicul cure will stabilize the cost of mcdical seFvices
in the coming years.
“We'rg headed 1 the right dipection,” Miller sald.
think we're on the roud 10 restraining costs.” .
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Insurers Take Aim at Rising Bills

N

—' ‘)!ow ueq!m P
Carg Costs

Small chiunge was all that Darrell Link
had to lake Jrom lis own pockyt to pay
of) s heart surgery bl Nine-tenths of
all hospital charges are paid for either by
Imsurance  comipuiies  or  public assist-
ance. Bul o wasn't fice, even Jor Link.
He, like ull cimployees, employers — uall
luxpuyers, in Jucl — puys the nation’s
exploding medwual bills. Today's stories
exanine how the system of insurance
has pushied wp vosts und how change
may turn that around. Tomorrow: Who
hves und who dies?

New Payment Systems Devised

By Bob von Sternberg
Stalt Wiy

Even if Darrell Link's staggering medical bills
hada't been covered by his health insurance polt-
cy, he thinks he still would have gone ahead wilh
his heart surgery.

Buf payipg his wad of bills, which tolaled
$30,279.10, probably! would have forced him Lo
sell his house in south Wichita.

“] guess [ would have had 1o," he suld, nearly a
yeur ufter his successful friple coronury bypuss.
“Or | would have gone lp the doctors and told
them, Maybe | could have golten a discount ar
something.”

None of thul was necessary.

Hiue Cruss & Blue Shicld of Kansas paid nearly
89 percent of the tub, a beunefll thal is part ol
Link’s lineman job with Southweslern Bell Tele-
phone Co.

“I guess thal's why dactor bills and hospitul
bills are so hgh,” Link sald. “You've gol people

whu «ant alturd o pay, su peuple Dkg e end ug
paying.”

Not exactly.

Like muost people, Link couldw’t have atforded
L pay all of his bills 1t wsucpnce had ool shicldey
him trom the real cosl.

Indirectly, Link's hill way pisd by Southwestera
Bell, which picked pp the prgmiums of his Blye
Cruss & Blue Shield policy. Healtl insurupeg costs
the compuny an uverige 9f $180 4 mpath for each
of 1s 7,143 emplayges 1) lfunsus, a total of §15.4
milhon,

Other people wip pay part ar all the premiging
of their lnsurance fael the 1pereusiug beallh cunty
mare direcily.

And indiectly, Link — Uhe all luxpuyers —
pays the cost of wedical care for ulliers wbo cap'l
affurd o, through the luxes thal higance Medicarg
und Mediciid.

® INQURANCE, 8A, Cal. 1
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& INSURANCE. From 1A

Less than a third of all medical
cosie are paid oul of pauenw
pockets. Nine-tenths of gl] hospital
COSIs are covered by private insur-
ance or public assistance.

Public and private bealth insur-
ance has become st widespread
tha! & recenl Harric survey re-
vealed that onlv 6 percent of the
families in the nation — 3.9 mil-
hion — said tbere had been times
wher they or someone in their
families needed medical care byt
di1d not obtain it

FIFTY YEARS ggo. almost no
one in the nation had health insur-
gnce. As recently es 1966, 4nsur-
ance took care of less than half of
the bill.

“It's free money,” said Harry
Steinmeyer. the former chief pub-
lic health planper for southeast
Kansas. “Evervone wants health
care. anc thev can afford it be-
cause thev're covered.

“Whether it's private insurance
or Medicare, vou feel like you're
petung some of vour money back
when vou use the sysitem”™

Blank checks have been the Je-
gel tender of that free money.

N¢ markel mechanisms were gl
work to holé down charges Gen-
eraliv. doctors and hospitals woulc
be paid whetever they charged for
therr services. That pushed up
costc because guaranteed reim-
bursemen! of their expenses ep-
couraged them to 4o more proce-
durez, buy new eguipment and
erect pew buildings. Patients,
whose bille were covered, pushed
therr 1o do gll those things

ABRUPTLY, AN upbeava! has
biasie¢ through that system. Tpe
ces 1o most individuals may have
beern hittle or pothing but the co&
1o sociery overall hes become
hug:

Now. Biue Cross end Medicare.
whick insure almos! 8¢ percent of
the hospital bilic i Kansas. heve
change¢ the wav thev pav bilis

ir theon. the mew reimburse-
men! svstem will tear up the blank
checks. Bospialk will have to &c-
cep! fixed payments from the ip-
surers. If they cap 4o & procedure
for jess than the fixed amount,
thev make money. If they do it Tor
more. they lose.

Patients will pot bear the finap-
cial burden for & bospital thal
can’t keep its charpes within the

himits. because ‘Thospitels are
barrec from charging patients for
8 exces:

IF HOSPITALS fing thev are
)osx_ng money on their Medicare
and Biue Cross, patients. adminis-
Irziors said they probably woulg
B} 0 make up the difference
trom: otber patientc — those who
are insured by other commercial
Companies or people who have no
insurance

“That's the way hospitels have
alwavs donme it said Walter
Wentz. chairman of health admin-
stration and education et Wichits
State  University. *“Eventually,
though. the other commercial in-
surers will say they don’t feel it's
fair fo be charged & higher raie
than Biue Cross, 50 they’ll demeand
the ssme rate”

HL AND other: predicted the’
the widespreac move to the pew
repavmeni syvsiem in Kansas wil
create z dominoe effect, eventualls
Inspirning other commercial firm:
1o si2r charging the same was

BU! ne one knows how the pes
svstem will work Phvsicians we-
ryv tha! pressure i¢ hoid dowr
costs will hurt the gualin of cere
they can give. Hospitais worry that
the same pressure could cut inic
tbelr revenue — and mavbe pu
thermr, out of businesc )

Some public officials fear tha!
the doctors anc hospitak wil’

jearr all too easily how to Bbust
the systemm — &nd end up making
amore money than ever.

FINALLY, AS big 2 change &=
the new system represents, it
merely will siow down — but not
lower — rising health cosis. Anc
paymen! leveis may -actuslly ip-
crease bills in some cases.

“Sure. you ©ould bring insur-
snce rates down dramatically —
but you’d put bospitals out of busi-
pess tomorrow,” said Marion
Dauner. the Biue Crosc vice pres:-
gen! who 1 orchestrating the new
payment system. “Insurerc tool
the burden off the individual to be
cosi-conscious. This all tries to de-
velop competition &nd instill the
econormc forces that work in the
rest of the economy.”

“Competition” ha< become &
magic word 1n health care: The
more competibon thst can be
crammed into the system. the
more savings that will resull.

HOSPITALS throughout the na-
bor heve been living with the new
reimbursement svstem since Oct.
1. wher Medicare cases — about
one-thirc of their patients — glan-
ec to be paid under the pew rules

With the Medicare svsiem toi-
tering at the brink of bankrupicy
ies! year. bospital costc were an
obvious target Almost two-thirds
of the $56 billior spent on Med:-
care lasi vear weac spen! in the

 mation’s hospitals

Blue Cross isn’t facing bankrupi-
Ty and remains the bigpest insurer
ir Ksansas, but it has seen §tc sub-
scriber ranks dwindle from almos!
hal! of eligible Kansans 1o & little
more than one-thiré — g Yosc of
150,000

“THE IMAGE of Blue Cross &
Blue Shiel¢ is probabiv lower than
it's been in our historv.” Dauner
saic. “When we lose 150.000 mem-
bers, they are saving they dorn
like what we're doing ~

As subscribers” emplovers have
fied from Blue Cross. thev have
Sl Up systems to insure them-
selves or signed ur with heslth
maintenance  organizations. or
HMOS. which keep rates low bv
dizcouraging expensive trestment

The new Medicare and Blue
Cross reimbursement setup:s are

celled “prospective”™ payvment sys
tems. the: is. £ rate ic sel before
the wors i done Insteac of the olc
evster:, ¢f peving £ bili. howeve:
bigh efer the fzct

MEDICAL rocedures  heve
beer, turnec intc procuct lines ur-
ger the new sysiem. Everything —
th= cost of & hospital bec. drups
tests, surgicel rooms — is jumpec
together and the cost is adaded up

More than 10.000 possibie med;-
cz! diagnose: are arraved unde:
467 diagnosis-relatec  groupings
(DRGs) that describe disease, age,
surgica’ procedures ang
complications.

For example. Darrell Link re-
ceive¢c DRG 106 — & coromary
bypass with cardiac catheterize-
tior Forry-twe other DRG: de-
scribe diseases anc disorders of
the heart anc circulatory svstem.
from ches! pain 10 amputation.

THE BOTTOM line — the
amount & hospital will receive for
each procedure — will differ, de-
pending on whether 2 patient is
covered by Medicare or Blue
Cross. because the private insurer
anc the federel governmen! calcu-
lated their charges in completely
different wayve.

Using Link's case as an exam-
ple. St Joseph Medice! Center
chargeC $20.843.60 for his beart
Surgeryv &nc¢ an earlier catheterize-
won of his heart & vear ago. lower
than the average for thal proce-
dure Under the pew Blue Cross
DRG system. the hospital could
fiave charped as much as $27,704.

IF LINK hac been & Medicare
recipien!. the hospital would have
beer, pai¢ onlv $17,770. It would
have been barred from wtving to
coliec! the difference from Link

Sometimes Medicare ic & better
ceal than Blue Cross for the hospi-
12ls. sometimes noL

For hospitalc in Wichite. Blue
Cross will reimburse up to $3.237
1o~ simple pneumoniz in &r adul
unaer €5 with ne comphcations,
Medicare wili pav $3.32% If & ps-
ueni wilt pneumonis has comph-
cauon: Or 1= older than 70. the
maximurm charge 1o Bive Cross is |

£015 Medicere. $§3.491 A hospi- °
1z: car charge Blue Cross up to
$2.367 for an appendectomy. |
Medicare. $3.553. For a birth witb-J,
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out complicapons. Blue Cross will

pev up to §3.020¢

THE BLUL Cross reimburse-
men: formuls isr'1 es tough as It
couié bs

"W e coulc have sei il lower. bul
we'¢ bankrup! every hospiial in
the siate.” Dauner saic. “If & hos-
pital hac consisiently high charges.
it'c going to go broke. And we
can't care about them.”

Comparing the old system Wwith
the pew one i difficull because
Blue Cross does no! Know how
much “average” hospital charges
were. Dauner ssic. Tne company
simply paid the toial

The reimbursement rates will
ditfer depending on the size of the
hospiial: the larger the bospital.
the more expensive. The average
charge for the siate’s bigges! hos-
pitais — most o! which are in
Wichite — was $2.595.0% last vear,
more than double the average
charge at the 72 smallest hospilals
— §1.266.02.

UNDER THE Medicare sysiem.
if & hospita} can do procedures for
lesz than the DRG rate. it gets {0
keep the difference. Under the
Blue Cross Tate. & hospita] will be
paid 1S aciual costs. ©p to the
meximum. If it mepapes keep its
charge: under the maximurn
throughout the year, It will gel &
cash bonuc st the £nd of the vear.

Al p! the siate’s hospitals Bre
required to follow the Medicare
DRG svsiem 8né have agreed ¢
use the Blue Cross sysiem.

For gll the hooples anC WwOIrT)
surrounding tbe DRG system. Biue
Cross's promises aren’t grandiose
Insteac of vearly rate increases of
pesrly 25 percent, the company
hopes 10 keep those below 15
percent

EVERYONE IS long on specule-
tior, because they are Bhort oo
experience

At Helsteac Hospital. the Med:
cere DRGk “eren't 100 paintul vel
becsuse thev're still being phasec
. saic Admnistrator Richard
Niermar, “‘Bu! there are .going to
be problems”

For insiance. be said. hospie!
officiais have giscovered 1ha! the
DRG tnat covers repiacement -of
ciogeed cerolic arienes in the
neck doesn’l refiect the realirv of
the procegure.

“Usually. you do Twe becsust
bott are wsuaslly affectec”™ be
szic “Bul with the DRG. vot pel
paic for ope evep if Ihe Pperson
needc bott. You either dc bot
&nc apsort the CosL OF GISChBTRE

an¢ readmit the patuient
persor. could have & SIroke while
thev're gone. Or we could get gu-
dited for double

-

-~ the

-billing ”
AS FOR the doctors. the AmeTi-
can Medical Association last fall
repeatec itc lonmpstanding fear
that “the program being consic

ered had pnever been demonstret-
ed and that there were Sericus
guestions™
care DRG patients will gel

about the gqualirv of

Rut DRGs are too new to know

what they will do.

In Okizhomsa and Arizona. Blue
Cross is trving the system as 11 is
in Kansas. In New Jersey, an ex-
periment with DRGs bas been con-
ducted since 1980.

The New Jersev trigl has re-
duced the average hospital stay,
but the financial savings — if any
— siill aren’t clear. according 10 &
recent study by tbe federal Gener-
al Accounting Office.

BUT THREE vyears of DRGs
bave revealed several polential
problems. identified by the GAO
and Congress’ Office of Technok
Oy Assessment

According 1o the studies. tbe
pavment sysiem encourages hospi-
tals 1 boost their admissions
while reducing the length of their
patients’ siav. Reducing patients’
length of stey will save the mos!
monpey. but will not be as much
belp for bospitals witb already-low
occupabcy Tales ADd DO ODE

e e e e o o b e i e

et e e e
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PAYING THE BILL
| HOSPITAL REIMBURSEMENT

narges tor hospiale ounng 18E2 are no' a.2riabie Detause eath
1ee< ‘Bitter 50 wioeh Some charpoec more angd

knows if patiente will be satisfiec
with the svsiem.

The new svsiem can be under-
mined if hospilgle use g “Tevolv-
ing-6oor™ scheme. hospitalizing
marginzally ili patients. discharging
themn and readmitling them for &
different ailment. Doctors can use
DRG “creep” — diagnosing pe-
tientc 2c sicker than thev really
are. drawing more reimbursement
than the hospitals actually need.

WHILE THE OTA study said
those deceptions are “easv for
phyvsicians to impiement ang diffs-
cult for third-party pavers to con-
trol.” officials of Blue Cross and
the state’s hospitalc said too many
doublechecks &re buill into the
DRG system for it to be easily
manipulated.

DRGs sren’t the only alphabeti-
cal innovation sweeping health
care in an attempt to rein in costs.

Along with HMOs, preferred
provider organizations, or PPOs,
are popping up around the country
— setups in which physicians and
hospitale agree to hold their
cherges down in exchange for &
guaranteec fiow of business. Busi-
nesses promise to send their ip-
sured emplovees to g PPO in ex-
change for the  guaranteed
discoun! rates

The Blue Cross & Blue Shielc
organization tha!l serves the Kan-
sac Ciry metropolitan ares is ex-
perimenting with the PPO ides, It
onlv eppearance so far in Kansac.

sorne charged tess

Figures show Oifferences i reimbursement 1o hosDitals UNOP” New 0iagnosis-
reiaies group {DRG; system Bive Tross pays ub
Al houres
Rewnpursement at hospiials etsewhere 1. Kansas probaby wii

1c the histel amount

are for 18B& Vh:hn: marke.

be 1owe:
Bilue Cross Medicare
S27 702 $17.770
S2 et g2 48
£3.237 $3.322
§1.31¢% $1.08%°
s L
$L.3¢ £255¢
£3.027 no: apoicadle

PRY SICIAA’ REIM'BURSEMEIE’ ]

Figures show maximum Biue Smelo reimpursmen o

physisigne i Kanses

1983 1984
£3100 £2100
S$5EC 8550

§oel $640
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Vher Larm  Griffie recentlv
toor hic Z-vear-oid daughier 1o a
free medice] clinic for her cold
an¢ high fever. the unemploved
worker hopec tc heac ofi the
pneumoniz and croup tha! hosp:
talized the chilc last vear.

Before he founc out about the
chinic, sponsored by the Unitec
Methodist Church’s Wichitz Urban
Ministry. Griffie &nd hic wife,
Margarel tried to treat their chil-
dren’s illnesses at home.

“If it geis to the point that we
tave to gel heip. we go fo the
emergency room.” said Griffie, a
father of three who has been wiih-
cut work since July 1981. “Right
now, we can't afford to do thatl
We baven't paid off the (previous)
bills yet. It's hard to pay off
anything.”

WITH RENT, food and utility
bills to pay, the family of five
scrapes by on $68( @ montb that
Margare! Griffie takes home from
ber job with the staie Deparument
o] Social wnd Rehabilitabion
Services.

Although she’s covered by medr
caj insurance through her job, the
rest of the family isn’t. They can't
atord the extre $10% monthly pre-
mium for family coverage. And
the tamily makes toc much money
to be eligible for government mec-
icr] assistance.

The Griffies. like many others
throughou! the United States. are
caught in z Cstch-22 situation
dbev don’t earn enough money to
aftord bealtr insurence, yel they
€arn tot muct money or bave too
many assets te gualify for & gov-
.ernment medical program. such
as Medicaid anc¢ Medikarn

IN A 198z Herms survey. abou!

€ percent of the femibes io the
Linitec States — representing 3.0
gniltiop families — szic there hac
peer Gimes during the previous
pear whep they ©7 somepne io
their gamiliec peeded medical
gare byt did no: oblan L
~ miore than balf of those people
saié thev did po! even try The
rest triec to obtain cere and failed
-— sbout 1 miliion families had &
JSeast one member wWho was re-
$useqd care for financial reasons. &
Tigure that includes members of
205 000 famibes al
SnSUrance.
" sdanv o! the uninsured are the
pewly poor. Tecently iag-off work-
ers wnc use¢ to be covereC by
comprerensive policies  through
their empiovers Others are sirug:
gung o gel by or NINITUIT:-Wags
jobs becaust toed coular’t find €
petier-paving 100 o7 iack the skilk
to gqualify for ont

STILL OTHERS are tor sick 1o
work reguiarh. bul Do SicH
enough ko gualify fo7 disabiin
nenefite Or they may bf URIDSUTE
ple becaus: ¢ eXISHDE

riske for tnsurance COMpanies

baé o

medice’
ropditions thal make them mgh

In Wichita. at least, the problem
iSp’t &5 greal ac it was g vear agoe.
when iarge lav-offs at the aircraf
companies put Wichita unemploy-
ment at 9.6 percent Less than &
vear later, the November unem-
plovinent rate droppsd to 5
percent.

“Compared tc & vear age. the

pressure is less.” said Terry Poil-.

ing. president of the Medical Soci-
erv of Sedgwick County. “We were
frightenec about the implications
of the problem 2 year ago. We
don’t see it as as much of a prob-
lem now.”

ALTHOUGH IT’S difficult to de-
termine how many people fall
through the cracks when it comes
to bealth insurance, there are indi-
cations that many people still have
dithculty payving for medical care.
For example:

# Of the 500 people who went {0
the United Way of Wichita-Sedg-
wick County Emergency Center
for Laid-off Workers in December,
274 said thev had no medical in-
surance. During 1983, the United
Wayv center paid about $2.300 for
Pprescripuon arugs.

® The Medical Services Bureat.
sponsorec¢ by the Medical Society
o! Sedgwick County and the Unit-
ed Way, helped nearly twice &S
many people in 1983 over 1882
Lest vear, they helped 2.880 peo
ple. compared with 1,536 peopie io
1982, The buresu primarily belps
jow-income people pay for eve-
glasses 8D prescripuon druge.

® In December, of the 198 pec
ple who applied only for medical
assistance trom the Wichite office
of the state Departmen! of Socig)
and Rehsabilitatior. Services 317

people receive¢ help Generally,
officials szy. about 75 percent of
those whoe applv for any tvpe of
general welfare assisiance gualify.
e 4 free medical clinic. spon-
sored by the United Methodist Ur-
bar Ministry. has treatec 600 pe-
tiente in Wichitz and Hutchinson
since it openec 10 months ggo.
® Overall lasy wvear, Wichite's
four hospitals spent $14.1 million
for charitv care and people who
couldn’t pav their debts. That fip-
uyre amounts to 4 perceni or $
percent of each hospital’s vearly
budget. St. Joseph Medical Center.
for example, spent $1.46 million
on charitv cases in 1983. about $}
million more than in 1982, and
another $2.71 miliion ip bad debis.

SOME LOCAL programs started
in the pasi year have helped to
ease the crunck for many people.
For example, the Sedgwick County
Medical Society last year began &
program to help laié-off workers.
Neariv 400 doctors agreed to see
them and their families if they
were relerred through the Medi-
cal Services Bureau.

Limited services, such &s inocCu-
lations. are available through the
Wichite-Sedgwick County Depari-
men! of Communirv Health. and
through & free clinic sponsored by
Unitec Methodist's Urbar
Ministry.

For tamibies such as the Grif-
fies. the help is particularly impor-
tant. When the Griffies sat down 10
figure oul whether they could af-
foré medical insurance for their
entire family. the decision didn’t
just involve prescriptions and doc-
tor's visite. It came down to & mat-
1er of survival.

As & minor, John Colemar receivec medice! help through 2
stste BIENcy. But Those benefits ran out when he tumedQZ‘i.



ABOUT HALTF their
pavs the rert. with at least another
15 percent going for utilities. They
also owe ghout £2.000 in hospial
bills from their daughter’s iliness
las! vear.

“We peec it (insurance) and
everything “saic Larry Griffie. 34.
“But the jmmediate things came
first. I had tc look at feeding them
and clothing them. ... It was @
harg decisior. We reallv need the
insurance. I{ something were to
bhappen to ns. we'd be in & bad fix.
We're in a bacd fix right now.”

Gritfie received help last month
from the free clinic rurc bv Caro-
lvn and Marvin Piburnw. medically
trained Methodist missionaries
who take care of patients three
davs 8 week gt St. Paul United
Methodist Church 30 Wichita and
one dav & week In Huichinson.
Later this month. the Wichita clin-
ic will be moving to Cathedra!
Apartments a! Central and
Broadway.

CAROLYN PIBURN said about
10 percent of the patients they see
have no insurance.

“We see a good many people
who can’t afford to pay doctors,”
she said. “Many are baving trou-
ble even buying teelr medicines. I
think that it is & serious problem.
It may bave let up & little bit in
past couple month:. but not overly
so for the hard-core people having
problems.”

Jobhr (Colemarn i one of tbose
people. Borp with birtt delecrts,
including one ear. & clelft palste
and curvawure of the spine, Cole-
msarn had an operation every year
until he reachec age 20. Before he
turnec 21. he receivec medical
help through Kansas Cripplec anc
Coronicallv Ill Children’s Services.

NOW 23, he hasn't beer gbie t¢
ge medica! INsurance because he
czr’t afforé the higr premiums
enc hic exisiing medica! probiems
woul¢ nor immediaiely b: cov-
erec. Although be has apphed for
governmen! - medice) assisiance.
he was turned dowrn because his
%$5.75-apour job as & trim carper-
ter puts bhim over the incoms
guidelines.

ir addition. he recentiyv had sur-
gery for problems ansing from &rn

suto accident three vears ago. He'

elsc plans to have furiner surgery
thic month because ©f probiems
w1tk hic teett. His motber esu-
mates he owes St Francic Medica!
Center sbou! $3.00C. whick he
pians 10 pay back & littie i & ime

“THEY CAN'T throw wyoL iC jai
fo- making sr efiorn”  Coiemer
sei¢ “Al vou cap 4o is psy & Hille
e & ume Since 1 have medical
bilrs. ] don’t heve maney 107 insur-
gnce IM's mot really worth § The
insurabor woUld £OVET -Very few
things by pay for something yolL
car’i use?” - .

Sgic it mother. Annie Tols
man "There's 6o Belp opf there, If
i ever pelr - the poim tha! no
doctor will take you. I gor™ gnow
whe' will dappen. Xhe ques

.
S

income.

B Youmens/Stah Photographe-

iarry and Margaret Griffie hsve meade tough decisions ebout
care for their children: Lerry, € Tressie, §; and Tiare, 2.

tien doctors ask is ‘How will wou
pav” "

Through the vears. many hosp)-
tals acceptedé & certain pumber of
charity cases through the Hill-
Burtor pian, & post-World War II
prograin. tha! gave hospitals build-
ing money in exchange for accepi-
ing patients who couldn’t payv for
reaument .

ST. JOSEPH, for example, mus’
provide $300.000 8 vear in Irec
care s the result of using $804.00¢
i Hill-Burior mobney berweer
182} nc 187€. The bospital spenas
1.16 millior more thar that i
tree care. About 5 perceni of the
hospliel's ¥7¢ millior budpe: it
spen! or cherin care &nc bac

gebls

Vesiev Medics! Center ik the
only other Wichite bospits! the’
received Hill-Bumo: money. Anc
on the firs: day thic vee- the: g]-
phications were accepied. the hos
piiai bad requesrc for $140.000
Irorr. people withou! &ny insur-

ance. Although the hospital i re-
guired only to spend $112662 8
vear through the program. the
hospital accepied the additional
appiicants and has another $90.0600
in reguests pending

HOWEVER. NO Kansas hosphal
turns swav pahbents whe are uop-
able to pav. accorging to the Kap-
sas Hospilel AssoCiation

“%e don't wani {0 see the peo
pie whe wuly need care turnegd
ewa) &DC po! getung il said Ker
Schan- director of patien: ec-
counis 87 St Francic. “Be fee]
that's par of our responsibiliues
tc the comrmunity.”

Bu: Scpnenc seic¢ those peopie
WInoUl IRSUTance &ren't ever th«
gresies: number ©f charitv case:
&l tne hospitel For instance, he
B&IC. many people have insurance
bui finC our thev aren't coverec
because of preexisung medice
problems. Others can aftord 1o
pay tbe share of the bill tha! insur-
&nce doesn't cover.
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A $7.90 valium tablet wus only
one of hundreds of jltems that con-
tributed to Darrell Link's $30,000-
plus heart surgery bill. Most of the
charges came. from the hospital —
and mosl of the dollars fluwed back
1o the hospilal, paying for staff,
equipment, energy and a host of
other ilems. Today's stories show
how and why such charges huve

grown and how pressures are

mounting on the houspitals tu remn in
Ltheir prices. Al the same tune, hos-
puals — in Wichita and rural Kan-
sas alike — try o cope with rising
operating cosls, loo few patienls
and income limits. They are expert-
menting with management while
trying to reshape their relationship
with the physiciuns who are vital
o their survival.

Pressures, Costs Rlsmg
Hospttals Struggle to Avmd Fiscal Crisis

By Bob von Sternberg
Slalt Wriles

When Darrell Link needed heart
surgery last winter, he had three
Wichita hospitals to choose trom,
Because his doctors wanted him to
go to St. Joseph Medical Center,
that's where he ended up.

He and his wife, Millie, never
gave il a second thought. "“Shop?
For a hospital?” Millie Link sald.
“You can shop for clothing maybe,
but not a hgspital.”

“You might find a cheap one”
her husband said, “bul you won'l
get the care. They've got labor, ma-
terials to worry aboul. 1f they can't
nmake money, they can't keep {helr
heads above water.”

IN FACT, hospitals are finding It
tougher and tougher {o keep (heir
nheads above waler, even though
their revenue has been jumping by
as much as 20 percenl every year.

And, Millie Link's skepticism nol-

“wilhstunding, major changes in

health care may push patients Into
shopping for thelr hospilal to save
nioney,

When Link's medical treatment

finally ended, more than (wo-thirds
of his $30,279.10 bill came from St.
Joseph — everything from $1.05 for
a pain plil to $2,760 for an operating
room.

Overall, 45 cenls ot evéry dollar
spent on health care In Kansas goes
to the slate's 148 general hospitals.

“THIS WAS become a blg busi-
ness,” sald St Joseph Presldent Jo-
seph Heeb. "And we've gol the
same pressures thal are on all big
businesses.”

Those pressures — Increased
competition, high cosls, customer
digsatistaction — come at a time
when the rising cost of health care
is moving toward a politlcal crisis.

“We all thought we were heading
off the crisis on our own,” Heeb
sald.

Unimpressed with the lndustrys
cost-trimming elforls, government
regulalors, insurers and business
leaders have been leaning hard on
adminlstrators.

@ PRESSURE, 8A, Col. 1
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- ",01111ting Pressures Incre

® PRESSURE, From 1A

FOF THE firs! time, bospitake
have mr incentive t¢ hold down
their cosie. No longer will mos! of
their charges — however large —
be paid automatically by iosurers.

*J1 psed to be there wasn'l &ny
financial reward for doing 2 000
job” Heeb said.

The coming vears “are poing to
‘be & ruthless. knockdown pernod.”
said Jeftrey Seubel, & New York-
Dased hospital industry analyst for
Kidder, Peabodv &nd Co. “There
are drastic chapges occurTing io the
industry, &nd we're going o have
some losers.”

Some Kansas bospitals sre des
perately scrambling not to be one of
‘the Josers. Unable to fill their beds,
wmany have been losing -mopey.
Some are shutiing down the empty
beds and dsying off emplovees.

“THEY ARE competing Like pever
before, trying to sell themselves Be
speciglistc in snopey-inaking wedi-
cal sechniques They even 8re be
-ginning to think Bbout cutting out
.BOMe services. ’

*Hospitals simplv Carp mo ionger
be 21 things to all people,” Senbe
s8id.

‘During the past 18 vears. hosphal
zosts ir Ksnsec have increased by
Tnore than 13 percen! & year, faster
thsn the metionwide InCresse.

And bhospital costs have ©onsis
-gentlv outstripped general infiation.
- A study by sate officials found that
4ess thap two-thirés of the increes
4ng cost during the late 1870s could
e traced to infNation: mos! of the
vest was aitributed o expanded ser-
wice &and escalating cosl ©f Care.

PURING #0ST of the matior’s
history, hospitals were little more
than geath bhouses for people who
.couldn't afford personal physicians.

The explosion of the bospita) ép-
gustry — @apd hospital costs —
came sher World War II, &ben
-Congress came up with the Hill-Bur-
ton program. It was & hupe boost to
&ospital” expansion: $3.7 billiop in
federal grants for hospital construc-
®on gnd another $9.1 dilbon ip Kate

&n¢ Soce)l matching money. Most
bospitals 4n Kansas were buill or
expanded with thai mobey.

The mumber of hospital beds i
Americe increased trom 117,000 &t
the end of the war to 1.3 milllion in
3882,

'

PURING THE same periot, med-
ica) research, paid for by pharme-
ceutica) companies gnd — for the
firss Lime — the federa] goverp-
amepl, vielde¢ new procedures,
grugs and mechinery that insurec
patients could afforc.

Another federa! bodst came in
196¢. with the creation of the Medi-
care and Medicaid health insurance
programs. For the first time, pay-
mep! wac gssured for old people,
who geperally peed more care thanp
the population &t Jarge.

“The demand was unbelievable
— {or pew £acilites, mew gech-

———

"HOSPITAL BEDS
PER 1,000 POPULATION
5*3‘982‘ ﬁgms : ;

,4‘,‘1? &, s ”
S N o 1

Sources. Kansas

niques,” said Bob O'Brien, executive
wice president of the Wesley Corp.,
which operates Wesley Medica
Center in Wichite. *The government
said build. Nobogdy had any idea the
momentum was going to slow, thet
people would say we cap't alford
18

BY THE end o] the 1870s, it was-

clear there were top many beds anc
no! enough -patients. As & Tule of
‘thumb, federa) guidelines sey thal
fewer than 4 beds for every 1,000
people is enough In 1882, there
were 4.4 beds for every 1,000
Americans.

The gatio was even worse ib Kan-

'S

& o
BRSPS St 2

Hospital Assoaehc;n Amam;an Hospital ASSOCENON, .
. and Biwe Oross end Blue Shielo of Kansas

-Cynthis DrverISiat! Arst

ses, where 13,593 beds ggualed 58
Deds for every 1,000 Kansans

Ope reasor is that! o mddition to
the hospitals ip medium and largs
cities, scores of tiny hospitals gre
scattered throughout the lightlv-pop-

ulated rura) 8rees of Kansas ‘As a .

result, the average bospital in the
state hes oply 80 beds -small by
4ndustry standarge. ’

Hospitals in kansas gnd other
states BO! &n 'eddilionz) helping
hand to expanc. '

THROUGE THE end o! 1882, ic-
cal governments across the state
had issved $412.6 million in 4ndus
~triel revenue bonds from docal gov-
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ernments to builé and renovele 104
bospitzle. laboratories ent medice!
buildinge Tha! was neariy one
seventh of the IRB: issuec iv Rer
szc 1r. Wichile lone, §144 million
-pas been tunneled to the four hosp
telc and & few clinics

At St Josepb ir Wichite, the $§24.5
milliop ir TRBs given fo the hospital
“hsve made Ppossible our expan-
sior..” Beeb said, making it afforde
ble.

But being able to build @ bospital
doesp’t guaraniee that it xan be op-
ersted io the blach

And the Dpew insurance Telm-
bursemen! svstems -— aflecting
more thap threefourths of the bos-
pita] admissions ip Kensas — could
make it even tougher.

ON OCIT. 1, Medicare changed
the way 11 payvs bills. Hospitak were
$o0ld they would have to Bceep! & 1id
oo psyments for each procedure,
whether or ot it vovered their
- Bilue Cross of Kansas firopped the
Diber shoe Jar. 1, when i adopted &
similar psymen! system, meking
dKansas hospitals pne of the mation'’s
sguinez pigs of the pew reimburse
fment sysiem

Under the o©ld svstem, Darrell
Link was sent home from S1 Fran-
£is 32 fdev: atier he entered the
tospliel He wes B satished cusiom-
2T,

-*The care 1 go! wes excelient”
te s8id. “You'd Ting for them, &nd
they were there. They were Super.
And I've never seen §0 @D many
<octors ip my life”

$ITH THE wmev reimbursemen! .

system. Link fkely wwould BBVE
teen put of the hospital ‘spoper BB
s @ursing gare gmight Dol heve
‘been g iniensive, &dmipistrators
said. St 3osept charged $20,843.60
for bis heart surgery 8nd an earhes
catheterization of hic heart & year
220, fower ghan the sverage for thal
procedure. Under ihe pew . Blue
Cross sysiemm, §t could hinve ChETRES
&s much as $27,704.

Hospitals such &s SL Joseph that
charpe 3ess thep the meximum Wil
get e financial bonus for doing S0.

A hospits! that fares well under
the pew system will increase i1 ac-
nissions — especially in medical
speciaities that 4on't €05t it money
— while kesping the tength of Its
patients” stay fiown. Al the same
fime, &t will be under the gup 10
.xeep dowp i administrative and
emploves costs — 81 Jeast o
third< of & hospitel's budget

“UNDER THE o0ld system, & bos
pita) couldn’? help makibg money.”
.£2id Ror Smiley. manager of Med
care reimbusement in Xansac “You
didn’t have to think twice, DeCBUsE
vou were essured of having your
costs coverec. 1f the docs wanied 2
nevw (T scenner D0r DEw surgical
100ls, Do problem.

“Now you Wan! 1o ge! the patients
in gnc¢ ge! ‘em oul e fesl BS you
can. Do that, &né you'll have mONeY
1ip the bank”

- The recent history of Kansas Dos-
pitals shows “that meny &re in B

Ahead in Series

v Wednesday: The insurers,
who pay mos! of the cosi,
sre pushing tor fower bilis.

v Thursdsy: The ethics of who
fives, who dies and who gets
care mus! be decided.

shambles — ever without the com:-
‘plication 0f the pew payvment sy&
tem. 1t glso shows that for &l the
price-setting latitude they enjoy. &
lack of patients can be disastrouvs.

IN EL DORADO, at Susan E. Al-
len Memorial Bospital, 35 of tbe
hospital's 280 emplovees were laid
off lest summer gnd 23 of s 103
beds were shut down. Administrator
Jon -Boller .opes state law will

- change 1o allow him to use those

beds. for Jess expensive lopg-lerm
pursing care.

=1t's better.to be & strong 80-bed
hospital than 8 weak 100-bed bospi-
ta)” Boller said. "Evervbody’s oing
to have to take & res! hard ook &t
their ;overhead €osts.” .

Emplovees .glso have been re-
cently izi¢ off 81 ML Carmel Medi
ca) Center in Pinsburg St Francis
Regiona! Medical Center ip Wichitz
&nc Lebette County Medica) Center
in Parsons. Hours, pay and some
services have been cut 8t St. Josepb
Memoris) ‘Hospitel 30 Larped

MOST HOSPITALS have svoided
the outright eliminetion of beds, &s
occurred -ut Alen Hospiial, bu!
many have guietly guit Bafhng
some ©of thelr ‘beds 10 save mobey.
-:Dccoupied beds are critical to &
hospital’s-health; Bp Bverage 0CCL-
pancy sate of 80 percent i consic-
ered pecessary 0 operate comfort-
ably.

“Natiopwide, occupany fell shori

-of thet by-3 percent ip 1882, & result

of slower growth of populauor thar
o! -beds, &nd the recession, which
ha: discouraged -some hospitaliza-
ton. In Eanses, the OCCUPADCY Fale
was 70 percent

At S1. Jpseph in Larned, occupsn-
¢y ‘was pnly 47 percent in 1882,
jeaving the hospital with 8 year-end
pperating doss of $55,748, out of &
$22 million budpet The hospital
asp is trying to pay for & new $3.8
million addition.

“HALSTEAD BOSPITAlL -made
money ip 1PE2 — more than $!
million — & year when tewer than
two-thirds of its 180 beds were occu-
pied, on sverage. The hospita! tried
10 boost that rate lest year by offer-
ing free room &nd board to patients
who meeded tesic ‘8! the hospital,
counting on return business &nd
revenue from the ests

*The drop-0lf in our census if
why we got into that,” said Adminws-
trator Richaerdé Nierman. “We prob
ably got $600600 of mew busines
because pf it”

1ike supermarkels, hospitals
have Jonp been &ble to jugele the
prices ol their products so their
money-makers ran carry the ser-
vices tha! operate &t & loss

leaical Competiiion

PATIENTS ARE repularly out-
raged over bills tbat show them
thev were charged $7.95 for 8 Ve
hum tablel. &« Link was.

Byt ftemizing charges “doesn’t
have anvthing fo do witb - what
something costs.” Wesley's O'Brien
szic “1i pever made 8 damp bit of
difterence what the real costs were
e jong &< the tota} bill added up:
Did we get all our money back or
nol?”

The new repavinen! system will
for the first time force bospital otir-
cials to keep close track of the actu-
a] cost of treating their patients,
O'Bries 8nd oibers predicied.

Even i the bospitals Bop’t know
the actual cost of single titems for
individua! patients, they <an tell
where they make Bnd dose mopey.

DRUGS, FOR cxamp}e nsuaDy
are & big money-maker. Kanses bos-

. pitals mark up their drug charges

80 percent or ®0 percent — or
more. At St Joseph in Wichite, the
amount charged for drugs in 1882
was 121 percent over the hospital's
cost. $4.7 milliop in extre gash. -

At Pratt Regional Medical Oenter,
which is manaped by the Sisters of
St Joseph, the markup was B5 per-
cent ‘The! grossed the hospital
gbout $482,000, more than Twice the
groount of the hospital's €XCess rev-
enue in 1882 Z

Operating rooms Fun in the black
ec ohen &s they rup in &he ved
Anesthesiology, radiology and medi-
cs) supplies pfien &re Ioney-
fnakers, While -£mergency Tooms
end infant delivery services usually
lose money. . o
- "EVEN IF & service 30ses money,
hospital officiels resist the prospes
o! dropping BRy 0f their four basic

services — surpery, medicine, pedi-
gtrics &nd obstetrics — “because
they've ‘glwsys Teli theyre seslly
not ® tull-fiedged bosplial withoot
the four basics,” said Walter Wentz,
chairman -pf bealth sdministratior
&nd education 8! Wichie Swate Uns-
wversity. -
““The bew payment sysiem 8l
wil] encourage bospitals to specisl
ize i enopey-making fields »ven
more thap they heve 4p the past.

*The $des is to develop progrems
tkst make you B lithie different ®
littie TnoTe Bitractive” Seubel, the
market Bnalyst, said “You've got &
cepture more ©f & market share”

HE SAID bhospitels have to ex-
pand in Two ways 8! pnece.

~You have to €xpand by bringing
the res! of the players in: the pey-
chisrrists. the extended Care, “the
outpatient services, the clinies You
can use putpatient services to fun-
pcl people intc other paten! ser-
vices.”

Seube) also said hospitals have o
expanc “horizontally. through inte-
gration with others™ Tna! glready
ic pecuring ip Kansac gnc sdminl-
tretors said they expect the pace to
pick up. &

1p exchanpe for helping the smal
bospitels — Bl & Pprice — the big
magnet hospiiels gain TYelerrals
from the smell ones. -
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SB 541  TESTIMONY

Presented by Ruth M. Lyon, Chairman of the AARP State Legislative Comnittee
in behalf of the 194,000 AARP members in Kansas.

The time has come that something must be done to halt the run-a-way
costs of hospital care. During the past ten years the U. §. Department of
Labor places the rise at L5(C% and doctors' fees at 250%. This seems
exhorbitant when compared to the rise in the cost of Tiving at 150%.

Hospital costs continue to rise at 15% per year. In another six years
at this rate the L50% will seem small compared to what we will be peying.

As a community college trustee, I am an employer whose medical insurence
for individual employees in & Blue Cross and Blue Shield group plan has
risen during the past 5 yeers from $LC.LE o $1C7.07, ¢ rise of ZCL
We cannot continue to give & full membership as & fringe benefic ex ;his rete.
Nther ewployers are finding themselves in the same boat.

Tre argument thet Medicare's Diagnosis Rkelated Groups program will conLrol
costs sufficiently is invalid, since that covers less than 50% of the billings.
Neither will Blue Cross and Blue Shield's Competitive Allowance Program (CAP)
for agein only 50% of the people in Kansas will be protected. Are your
children and grandchildren to be left unprotected?

We know that mandatory hospital cost regulation will work because
experience is the best teacher. The six states operating hospital cost
containment programs have significantly lower rates of cost escalation
than the non-programn or voluntery stetes. In 1681, the regqulated states'
costs increased 2C% less than in the non-reqgulated states. If the non-
requlated states had experienced the same average rate of incresse, U.S.
hospital costs would have been $12 billion less in 1c871.

The hospital industry should never be mistaken for a classic free-
tnarket enterprise. Hospitals do not compete for patients, they compete
for the affiliation of physicians. Only physicians cen ccdmi’® paiients o

hospitals and consumers are rarely offered an opportunity to exercise &
ckoice over the hospital with which their doctor is &sffilistec.

State requlation would not add to hospital costs and rhus be passed
on t0 consurers. Hospitals e'ready make reports to health insurance companies
and to federal agencies. Under state regulation all ron-federal hospitals
and all purchasers of hospital care, current reporting requirements could
be coordinated and the burden of regulation reduced.

Further, the benefits far outweigh costs. Connecticut, one of the

first states to impose hospital cost regulation, estimates that its review

responsibilities saved consumers more then $153.2 million in 1¢er.
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TESTIMONY on SB 541 by Ruth M. Lyon AARFP

There is no well substantiated evidence that the quality of care in
the cost containment states has suffered. The preference of many patients
from outside the cost containment states--e.g., New Jersey, New York and
Massachusetts--to receive care in these states indicates they do not perceive
their care will be of lower quality. However, there will always be & dynamic
tension between cost and quality of cere. Therefore, it is critically
important that quality assurance and control be maintained by strong
Utilization Review (UR) and Professional Review Organization (PRC) pro-
cedures. In addition, new data collected under mendatory progrems Teke
it possible for hospitals and the state commission to assess quality in
ways not possible until the mandatory progran took effect.

. Hospitals will not lose the affiliation of physicians because they con't
obtain the most advanced and costly technologies that doctors demand for
their prectice. Although there will be doctors who ere exceptions, we
must assume that doctors will exercise the necessary professional seif-
discipline to contain costs. Wise physicians know that the continued
escalation of health care costs must be contained to avoid a revolution
in public opinion. State mandated programs provicde physicians with oppor-
tunities to influence cost containment far more essily and more appropriately
than federzl progrems. More importent to this question is the fact that
in the stetes with mandatory cost controls, there is no evidence that phy-
Sicians have changed their affiliations or Teft the state because of
state regulation.

Patients are not to blame for rising hospital costs. While everyone
wants high quality health care, most patients, regardless of age, put off
goirg to the hospital as long as possible and want to be discharged as soon
as possible. The myth being perpetuated that older people get themselves
adnitted to hospitals because they're looking for rest or 2 vacation is
particularly reprehensible. FPhysicians are the only persons authorized
to azdmit anyone to a hospital and physicians who will admit a patient
on a whim are not practicing professionally.

More cost sharing--such as increesing copayments &nd deductibles--
would not result in greater savings than mandatory cost containment programs.
As far as the elderly are concerned, increasing copayments end deductibles
have proven to be neither an effective nor fair mechanism to recduce hospical
costs. Since 1978, out-of-pocket payments for the elderly heve increased
by ¢5% with no consequent reducticn in the rate of hospitel cost increase.
At the se¢mce time, physicianc' fees no- covered by Medicare increesed By ey
over the last five years. Uhat increesing copayments anc deductibles Fes
achieved is increasing the patients' burden while decressing the govern-
ments?.

If 2 mendatory cost containment progrem is esteblished, some hospitals
will ot be forced to close. Hospitel closings-are unrelated to mandatory
cost containment programs, in and of themselves. Maryland, for example, has
perhaps the most stringent cost control mechanism yet has experienced
& growth in hospital beds. While New York has witnessed the closing of
some hospitals; loss of populetion rather than the existence of ¢ hospizeal
cost control program justifiec that outcome. New York has no cost control.
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TESTIMONY on SB 5kl Ruth M. Lyon

Hospital cost conteinment programs do not ferce hoeritels into ruinous
finamcial situstions. Using Marylanc es en exesple, thet srztels Fesninele
(.1
2

Fave had just the cppost e experience. Basecd or ihe
their siturtion is better now than it was before the mandelory preiram was
implementec: (&) net income after taxes; (b) cpereting surpluses;

(c) longtert debt-equity ratios; (¢} operating mergins; enc, (&) reduced
bad debts.

Under mandatory cost containment regulation, hospitals will not have
2 far more difficult time gaining favorable access to bond markets for
financing. Let's look a2t Maryland again, both for an example of the facts
and an example of the partnership between regulators and the industry that is
possible. In Maryland, the Health Services Cost Review Commission provigdes
the bond market with a guarantee that hospitals erranging for the issuance
of bonds will receive sufficient revenues under tha state system tec honor
the bends.

In closing I beg of you to consider the welfare of your constituents zhead
of continuéd high profits for the medical care industry.



#S =t~ F-2NTF

SE Skt TESTIMONY

Presented by Ruth M. Lyon, Chairman of the AARP State Legislative Committee
in behalf of the 194,000 AARP members in Kansas.

The time has come that something must be cone to helt the run-a-way
costs of hospital care. During the past ten years the U. §. Department of
Labor places the rise at L50% and doctors' fees at 25C%. This seems
exhorbitant when compared to the rise in the cost of living at 15C%.

Hospital costs continue to rise at 15% per year. In another six years
at this rate the 450% will seem sma!l compared to what we will be peying.

As a community college trustee, I am an employer whose medical insurance
for individual employees in & Blue Cross anc Blue Shield group plan has
risen during the past 5 years from $LC.LE o $1C7.07, e rise of 26LX.
We cannot continue to give & full membership as 2 fringe benefit e this reate.
Nther enployers are finding themselves in the same boat.

The arqument that Medicare's Diagnosis kelared Groups program will control
costs sufficiently is invalid, since that covers less than 5C% of the billings.
“either will Blue Cross and Blue Shield's Competitive Allowance Program (CAP)
for zgain only 50% of the people in Kansas will be protected. Are your
children and grandchildren to be left unprotected?

We know that mandatory hospitsl cost regulation will work because
experience is the best teacher. Ihe six states cperating hospital cost
contzinment programs have significantly lower rates of cost escatation
than the non-program or voluntery states. In 1681, the regulated states'
costs increased 20% less than in the non-regulated states. If the non-
regulated states had experienced the same average rate of increase, U.S.
hospital costs would have been $12 billion less in 1087,

The hospital industry should never be mistaken for a cltassic free-
warket enterprise. Hospitals do not compete for patients, they compete
for the affiliztion of physicians. 0Only physicians cen ecwi® patients ‘o

hospitals and consumers are rarely offered an opportunity to exercise &
choice over the hospital with which their doctor is effiliated.

S-ate reculztion would not add to hospital costs and rthus be passed
on 1o consumers. Hospitals 2'ready make reports to health insurence companies
and to federal agencies. Under state regulation all non-federal hospitals
and all purchasers of hospital care, current reporting requirements could
be coordinated and the burden of regulation reduced.

Further, the benefits far outweigh costs. Connecticut, one of the
first states to impose hospital cost regulation, estimates that ius review

responsibilities savec consumers more than $153.2 million in 1GE1.
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/ There is no well substantiated evidence that the guality of care in
the cost containment states has suffered. The preference of many patients
from outside the cost containment states--e.g., New Jersey, New York and
Massachusetts--to receive care in these states indicates they do not perceive
their care will be of lower quality. However, there will always be & dynamic
tension between cost and quality of care. Therefere, it is critically
important that quality assurance and control be maintained by strong
Utilization Review (UR) and Professional Review Orgenization (PRC) pro-
cedures. In addition, new data collected under mendatory Programs neke
it possible for hospitals and the state commission to assess quality in
ways not possible until the mandatory program took effect.

./ Hospitals will not lose the affiliation of physicians because they con't
obtain the most advanced and costly technologies that doctors demand for
their practice. Although there will be doctors who are exceptions, we
must assume that doctors will exercise the necessary professional seif-
discipline to contain costs. Wise physicians know that the continued
escalation of health care costs must be contained to avoid 2 revolution
in public opinion. State mandated programs provide physicians with oppor-
tunities to influence cost containment far more easily ancd more appropriately
than federzl progrems. More important to this question is the fact that
in- the stetes with mandatory cost controls, there is no evidence that phy- ‘
sicians have changed their affiliations or left the state because of ;
state regulation. R S

Patients are not to blame for rising hospital costs. While everyone
wants high quality health care, most patients, regardless of age, put off
goirg to the hospital as long as possible and want to be discharged as soon
as possible. The myth being perpetuated that older people get themselves
admitted to hospitals because they're looking for rest or 2 vacetion is
particularly reprehensible. Fhysicians are the only persons authorized
to admit anyone to a hospita! and physiciens who will admit 2 petient
on a whim are not practicing professionally.

More cost sharing--such s increesing copayments &rd deductiibles--
would not result in greater savings than mandatory cost conteinment programs.
As far as the elderly are concerned, increasing copayments and deductibles
have proven to be neither an effective nor fair mechanism to reduce hospital
costs. Since 1978, osut-of-pocket payments for the elderly heve increased
by 95% with no consequent recuction in the rate of hospital cost increase.

At the sime time, physicianc' fees no covered by Mecicere increesec by 1087
over the las: five years. Vrat increesing copayments anc deductibles Fkas
achieved is increasing the patients' burden while decressing the govern-
ments?.

If 2 mandatory cost containment progrem is esteblishec, some hospitals
will 7ot be Forced to close. Hospital closings are unrelated to mandatory
Cost containment programs, in and of themselves. Maryland, for example, has
perhaps the most stringent cost control mechanism yet has experienced
a growth in hospital beds. While New York has witnessed the closing of
some hospitals; loss of populetion racther than the existence of & hospitel
cost control progrem justifiec that outcome. HNew York Fas no cost control.
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Hospitel ceost contéinnent progra~s do not force hes—iicls inic ruinous
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financial situations. Loire Merylord ne ooexe vlo, ke Staiete boenicade
Feve had just the pres’ "o ooxnerierce.  “rsed oo Re TN dng efsures,
their situr-ion is ber:ier now than it wes before the @oiiiory pruiream was
implementec. (2) net inconre after lexes; (£) croreting surpluses;

(c) longterw cebu-equity retios; (¢' operating wercins. enc, (¢) reduced

bad debts.

Under mandatory cost containment regulation, hospitals will not have
a far more difficult time geining fevorable access to bond merkets for
financirng. Let's look 2t Maryland again, both for an example of the facts
and an exemple of the parinership between regulators and the industry that is
possible. 1In Marylend, the hHealth Services Cost Review Commission proviges
the bond market with a guerantee that hospitals arranging for the issuance
of bonds will receive sufficient revenues under tha state system tc honor
the honds.,

In closing I beg of you to consider the welfare of your constituents ehead
of continuéd high profits for the medical care industry.
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March 2, 1984
Chairperson Meyers and other members of the committee on Public Healtn and Welfare.
I want to thank you for giving vs the time to avpear today to testify on Senate Rill
Shl. At the lzst meeting of the Sta te Legislative Committee of the American Assoc-
iation of Fetired Persors the committee voted to accept the concept of this bill as
the bill most in line with our priority in this field. |
We repressent the AAPP on legislafive matters in Kansas on the state level but we feel
that this issue is one that affects all age levels and 511 strata of society. Our
agze level uses medical care more than any cther because we are of the age that requires
more medical attention. Also, we are anxious for something to be abne soon. O.r age
group makes up over 11 ver cent of the national mopulation and over 13 per cent of
the Kansas population 2né that per centage is growing. When you really think about
it we are all consumers and we are all vayers.
Granted there has been tremendous sirides made in technology in the medical field,
but there have also been efreat strides made in technology in many fields. Yet
hospital costs have risen out of proportion to other costs. We realize that

hospitals, either profit or non-profit need to make a profit to stay in business

but we think it should be in line with other iadustries.

i
il

Arthur F. Bouton Cyril F. Brickfield
AARP President Executive Director

National Headquarners: 1909 K Sireer. N.W., Washingron, D.C. 20049 (202) 872-4700




Medicare, whose patients account for about half of the hospital pa{ients and Rlue/Cross
Elue/Shield in Kansas have gone on a Diagnostic Felated “rouping Plan instead of the
open end cost plus tasis that has been in effect. This will undoubtablyg help some buﬁ
this will not affect zbout half of the peonle that carry health insurance. Employers
and emplovess alike have felt the pinch of high health insurance premiums cauvsed by
high costs of health csre, States that have regulatory rate-setting commissions: have
experience¢ less of an increase in hospital costs than those thah do not.

In a report bty the President-Elect of the AARP last November she stated that "health
care costs mow consume more than 10 percent of our Gross National Product. America
now spends nesrly 1 billion per day on hezlth care. These expenditures are expected
to more thkn double by 1990,

- AARP supports both regulziory and competitive market approach to health reform.

For the short-term, we supvort a regmlatory apvroach that includes cost controls
at the federal and stats levels for all vpayers and a cap on capiital expenditures.
Once we have reduced the rate of health care cost inflation to a folerable level,

we can then concentrate on the long-term *ask of restructuring our health care
syséem into the wore corpetitive, cost-effective system it can--and must--become".

We think that hospitals should charpe all payers the same rates for the same
service. That when only -bout half of the rates are under a fixed-rate system there
is really not a handle »n rates to re charged.

Our committee voted on the corcept that there should be: 1, a commission with
regulatory power--2, a uniform system of financial peporting--3, an advisory
committee to give the commission advice on particular problems.

W& think this bill has those characteristics and enough flexibility built in to
meet special needs of individual hospitals.

We all want guality hea 1lth care at affordable prices.

Thank you again for giving us this time.

W] it F- Evon
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KANSAS HOSPITAL ASSOCIATION

TESTIMONY

on S.B. 541

Members of the Committee, the Kansas Hospital Association is pleased to

have the opportunity to provide testimony on SB 541. The Association and its

members are opposed to SB 541 and urge that it not be passed.

We are opposed to this "cost containment" initiative for several reasons.

The following statements show the cost containment efforts already in place in

the state.

Medicare

Medicaid

©

The prospective payment system (PPS) in effect October 1, 1983
now limits reimbursement to fixed payment rates by DRGs. These
rates, after a transitional period, will be purely federally set
rates.

According to a study done by KHA in late January, the effects of
PPS on those hospitals that entered PPS on October 1, 1983 are
(compares Oct.-Dec. '82 with Oct.-Dec. '83):

1) a decrease in total days of 16.8%

2) a decrease in Medicare days of 22.6%

3) a decrease in total and Medicare discharges of 7.1%

The implementation of PPS takes away the "cost-based" reimburse-

ment incentive.

Prospective payment for inpatient services began July 1, 1983
limiting reimbursement to a per diem based on 1981 costs rolled
forward.

A Primary Care Network (PCN) Program is being experimented with
in three counties in Kansas which puts cost containment

responsibilities on the managing physician.
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RBlue Cross The (CAP) Competitive Allowance Program began January 1, 1984
and is "similar" to PPS. Reimbursement to the hospital is
limited to the lesser of billed charges or the Maximum Allowable
Payment (MAP) set by Blue Cross for a particular DRG.

Blue Cross has implemented Health Maintenance Organizations

(HMO, Inc.) in Topeka and Wichita and will be expanding to other

communities.

All of these changes mean that 80 percent of the payments for hospitals in
Kansas already are subject to some form of rate setting. The establishment of a
commission, therefore, is redundant, and merely adds to the rate setting
initiatives that are already taking place.

With respect to state rate review commissions, I would also like to point
out to the Committee, the experience of our neighboring state, Colorado. Inthe
late 1970s, a Colorado Hospital Commission was established. The legislation you
have before you is very similar, if not identical, to the makeup of that
Commission. The Colorado Commission was plagued with problems from the very
beginning which resulted from a Commission staff that was unable to handle the
complex job and excessive bureaucratic red tape created by the Commission. An
example of this "red tape" was the uniform accounting system required by the
Commission. These reports were generally 70 to 100 pages long and were
extremely burdensome, especially to the small, rural hospitals with limited
staff's and resources.

An interesting highlight is that one of the Senators who originally
sponsored the bill, Senator Fred Anderson, ultimately introduced the legislation
in 1979 to repeal the Commission. Thus, in just a year after its inception, the

Colorado Commission was repealed.



In fiscal year 1979, the costs for operating the Colorado Hospital
Commission were approximately $450,000. A similar effort today would incur a
much larger cost, perhaps even triple or quadruple Colorado's $450,000 cost
experience, Today it would not only be costly to hire the staff qualified to
meet the requirements of a commission, but also to address the complexity
necessary in a new DRG-based payment system. As the industry switches from
traditional cost-based systems to systems dependent upon establishing prospec-
tive payment rates for 468 different diagnostic categories, it is obvious that
we all will have to develop much more sophisticated systems for management,
monitoring and reporting. Completely separate computer systems will need to be
managed for the Medicare and Blue Cross groupers and the proposed State report-
ing system.

Given these new developing systems, establishing a commission as proposed
by the legislation, will force hospitals to maintain at least two completely
separate sets of records in order to accommodate both the commission and the
other third-party payers. This alone is not in keeping with the spirit of cost
containment.

To summarize our opposition to SB 541, first of all, currently the major
third-party payers account for 80 percent of the payments to Kansas hospitals.
Each of these major payers has developed new prospective payment systems that
will establish payment rates for Kansas hospitals. Secondly, an effort almost
identical to SB 541 was attempted in Colorado, a state which is similar to
Kansas in many demographic aspects. The Colorado Commission was a complete
failure because it created an expensive, burdensome, bureaucratic nightmare. The
final reason for our opposition is the high cost of establishing such a

commission -- both to the State and the Kansas hospitals.



In closing, I think we can say that we are coming into a period where the
reimbursement to hospitals will be reduced and we will see significant reduc-
tions in the rate of increase in health care costs. I can assure you that the
industry is posturing itself to operate within these limited resources.

State rate commissions are not in step with current third-party payer
initiatives. Therefore, the Kansas Hospital Association urges you to allow the
major payers to continue to develop their systems of prospective payment. This
will, in effect, set what rates will be paid for hospital care, and still not
impose yet another layer of bureaucracy on the industry.

Why take a chance on state controlled cost contaimment when we already have
in place systems that regulate 80 percent of Kansas hospitals' revenues and
costs.

Again, thank you for the opportunity for allowing us to express to your our

concerns on SB 541,

March 2, 198l
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KSNA

the voice of Nursing in Kansas
Statement of Kansas State Nurses' Association
by Executive Director Lynelle King, R.N., M.S.
Before the Senate Public Health and Welfare Committee

In Opposition to SB 541 — Hospital Cost Containment Act

Madam Chairperson and members of the Committee, my name is Lynelle
King and I represent the Kansas State Nurses' Association, the
professional organization for RNs in Kansas.

KSNA sincerely and strongly supports health care cost containment.
A plank which has been in KSNA's Legislative Platform for several
years states: '"KSNA supports efforts to contain health care costs
while insuring a high quality of patient care." In several
previous hearings over the years KSNA has spoken in favor of
measures which would cut costs and maintain or improve quality

of health care.

Thus it is with regret that we must respectfully oppose SB 541.

Summary of our concerns regarding SB 541

. We ask that there be no further cost containment legislation
until there has been ample time to observe the effects of
prospective payment systems (DRGs) under Medicare and Blue
Cross/Shield.

. Similar commissions in other states have had a negative
impact on the amount and quality of nursing care to
hospital patients and upon salaries of nurses, although
nurse salaries are not a significant cause of high health
care costs.

. The process a hospital would have to go through to gain a
rate increase would be quite expensive - necessitating
hiring economists, attorneys and others for this process,
thus diverting funds away from the hospital's main mission -
caring for patients.

If it is the wish of this committee to pass this bill favorably
KSNA requests at least that a professional nurse be mandated
for membership on the Advisory Committee. This might be accom-
plished by striking '"er-prefessiemsl-mursinmg' in line 0110 and
adding after line 0114 (4) "One person representative of
professional nursing in this-state and who is knowledgeable in
hospital administration'.

Thank you for the opportunity to comment. We will be happy to
answer questions.



Everyone’s Entitled to Blame

By Grecory E. PENCE

"I once was a liberal about financing

medical care, then I became a conserva-
tive; now I am a nothing. I once thought
physicians® fees caused increases.in medi-
cal costs, then 1 blamed large institutions;
now 1 blame everybody and nobody..I once
thought escalating medical costs were a
problem. later 1 thought they were a
crisis; now I think our system may col-
lapse before the second millennium.

I came to medicine as a new philosophy
Ph.D. who had written a thesis about
Rawlis’ liberal theory of justice. Starting
in 1977, 1 began making rounds with phys-
icians, seeing patients in- oncology ser-
vices, dialysis units and public clinics.
Since then, I've talked with many physic-
ians,” learned much about-what medicine
. can and cannot do, and come to believe

that ominous  patterns are emerging in.

American life and medical care.
* Some people may doubt my belief that
' medical costs are uncontrollable. After all,
Social Security was *‘saved” recently and
surely we can do the same for medical
costs. What the critics pointed out and
what the Social Security Commission pur-
posely overlooked was that three-fourths
‘of Social Security's problems are in rising
medical costs. The commission did nothing
about this, and Social Security, as well as
medical finance, is still in trouble.

Consider "some alarming trends: Be-
tween 1968 and 1980, medical payments for
veterans jumped 410% to $6.6 billion from
$1.6 billion (after which two presidents
vastly increased military personnel and
their benefits). Furthermore, and for vari-
ous reasons, between 1960 and 1980, recipi-
ents of Aid to Families With Dependent
Children jumped to 11 million from three

million, with these youngsters entering the

world on Medicaid.

Physicians, too, must bear some blame.
Very soon there will be too many physic-
jans, and a glut of physicians creates not

competition, but too much use of medical’

services. Moreover, just as veterans,
AFDC recipients and middle-class patients
feel entitled to their benefits, so physicians
feel—after a decade of sacrifice and an av-
erage debt at graduation of $28,000—enti-
tled to a salary often exceeding $100,000 a
year.

Many other factors contribute to run-
away medical costs, each bearing their
own ‘“‘entitlement”: Private companies,
managing hospitals and nursing homes or
making pacemakers and dialysis equip-
ment, feel entitled to a good profit (like the

oldest for-profit medical business—phar--

maceuticals). For every physician, there
are seven allied health professionals, each
wanting more pay and status—together
bloating the national heaith-care bill.
(There are even philosophers and minis-
ters on the payroll at medical schools
now!)  Hospitals finance expansions
through interest-bearing bonds, building in-
flation into future medical costs. More om-
inously, we may have a permanent class of
unemployed and underemployed workers
who do not qualify for Medicaid but lack
private medical insurance. It is unlikely
that we are just going to let these people
die when they present themselves to emer-
gency rooms late at night, and since the
poor always have the worst health, the cost
of their care will be high.

Lest we blame everyone but ourselves,
notice, too, how we've become accustomed

to seeing medical insurance as paying for

most of our medical care instead of insur-
ing us against catastrophic illness and ac-
cident. If our policies cover dentistry,
eyeglasses, or even psychotherapy, we now
feel entitled to these services.

The most ominous factor of all behind
the coming crisis in medical finance con-
cerns something of which I am-a part: the
baby-boom generation. Sometime in the

next few decades, my friends and I will"
awake to find ourselves suffering from

gall bladder problems kidney stones and
heart murmurs, and will begin to knock

~hard at medicine’s door. We will say,
““We've paid for all these years; now we

deserve something back!" At the same
time, the marvelous advances of medicine

(as well as its retreats, in maintaining in-

definitely bodies whose biographies are
over) will bequeath to us a large, medi-
cally expensive population made up of our
parents. I feel frightened in realizing that
the workers who will be obligated to pay
for all the medical care for the by-then
majority of senior citizens will be our chil-
dren. The burden may be intolerable.
I've stressed the word “‘entitled™ so far

to buttress my conclusion: Medical costs

are uncontrollable because we lack moral
agreement about how to deny medical ser-
vices. In fact, we've inherited incompati-
ble, contradictory systems: in justice, a
raw property-rights conservatism, for
which high taxes are a kind of slavery,

running up against Judeo-Christian egali-

tarianism, in which the effects of Fate's
unequal health lottery must be minimized
by a just society. Here claims for more
personal income and lower taxes fight
those of institutionalized charity. In ethics,
we've inherited a sanctity-of-life principle
from Hippocrates (a pagan who followed
the mystic, Pythagoraslt, as well as the
dominant quality-of-life principle of Socra-
tes and most ancient Greek physicians.
Combinations and permutations of these
four beliefs can be interesting: low-taxa-
tion champions who favor government
bans on abortion and forced, expensive
treatment of defective babies; angry phys-
icians complaining about government in-
terference who murmur no protest when
unions force businesses to pay for exorbi-
tant medical policies or when governments
“interfere” with workers to pay for medi-
cal care by increasing taxes.

Alas! Few of us are totally consistent in
such emotionally charged areas. We want
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lower medical costs, but we want everyone
to be treated.

Technology and medical advances have
intensified, not solved, such moral di-
lemmas: A hemophiliac lacking a clotling
factor does not die today, but his Autoplex
units for three months cost  $100,000; the
usual method for feeding children who lack
a digestive tract costs even more for a
year of an infant’s life but dooms the child
to live in a hospital; the fantastically ex-
pensive neonatal intensive care units—
which have saved thousands of *'preemies”
and other compromised babies who other-
wise would have died—didn't exist 30 years
ago. Even inside medicine there are dark
rumblings about the new technologies, as
seen in a family-practice physician’s re-
mark to me that “transplant surgeons will
bankrupt the system’ (followed by a dia-
tribe on surgeons’ fees).

Liberals want to subsidize medical care
for the medically unfortunate and my com-
passion agrees with them: The healthy and
wealthy should subsidize the sick and poor.
Conservatives counter that this cannot go
on forever: There are too many people, too
many possible medical services, too many .
“entitled’” - and not- enough ‘“obligated.”.
Again, I agree. Moreover, if the system
does collapse, I can see that the poor and
sick will be hurt the most.

But knowing the desperate need to cut
costs, I also understand the physician’s di-
lemma. I have been with him as he tries to
tell a.teen-age girl, in effect, that she's
going to die because there’s no money. De-
ciding how to say “'no" to such people, and
to say it with honesty and integrity, is per-
haps the most profound, most difficuit
moral question our society will face in
coming years. But face it we must, for the
alternative is disastrous.

Mr. Pence is an associale professor in
the philosophy departinent and the medi-
cal school at the University of Alabna in

~ Birminghan.
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FREQUENTLY ASKED QUESTIONS ABOUT PROPQSED LEGISLATION

Why is KDHA seeking these changes?
~ to provide greater access to quality oral health care to those
Kansans currently without access.

Is it not to expand the potential job market?
- These changes may provide for an expanded job market, but our
main concern is expanded accessibility since nearly 50% of the nations
population will not be seen by a dentist this year. :

Do _the dental hygienists really want to have independent practice?
- No! The dental hygienists seek to offer preventive oral health
care as a part of the dental team.

How do the dentists feel about these changes?

- The KDA is opposing these changes; however, in a one-on-one
survey conducted by dental hygienists to dentists (random sampling of
approximately 25Z of licensed dentists) an average of 65% of those surveyed
favored "general supervision" (84% of those dentists surveyed who employ a
hygienist favored "general supervision); 692 of those dentists surveyed
favored allowing the hygienists to administer local anesthesia under the
direct supervision of the dentist (96% of those dentists surveyed who
"employ a hygienist favored this position); 65% of the dentists surveyed
favored allowing the hygienist to administer nitrous oxide analgesia (91%
of those dentists surveyed who employ a hygienist favored this provision);
72Z of those dentists surveyed favored the opportunity for hygienists to
offer regular preventive services (i.e. Prophylaxis, Oral hygiene
instruction, Flouride treatments) to adult care facilities, institutions
and school systems (99% of those dentists who employ a hygienist favored
this provision). .

How do other states stand with respect to these provisions?
~ 12 states currently allow for the administration of local
anesthesia by dental hygienists (some have special qualifications); 16
states currently allow for the administration of nitrous oxide analgesia
(some with qualifications); 32 states allow for General Supervision as
defined much the same way as we have defined it in the proposed
legislation. ’

What will these changes do to the cost of oral health care?

- We cannot say that the cost of visiting the dentist will
decrease but we do anticipate that the cost will increase much more slowly.
Since these changes increase the prevention of dental disease, we can also
foresee a long-range reduction in the overall cost of oral health care to
citizens. :

What educational requirements are placed on dental hygiene applicants?
-~ In order for a dental hygiene applicant to receive a license she
must have a two or four year degree from an accredited dental hygiene
program and pass State, Regional and National Board examinations. These
exams are both written and clinical and cover such areas as oral
inspections, radiographs, providing diagnostic aids, prophylaxis, applying
topical agents, supportive treatment services, and emergency assistance.

Under these provisions, who would receive payment for dental services?
- The method of payment would not change.

What happens to liability under these provisions? .

- Liability would remain much the same as it is now. Dentists, as
well as hygienists, carry insurance. The dental hygienist in any practice
setting is under the authority of either the dentist or an appropriate
governing body under these proposed changes. Please remember that this
bill is permissive; if the dentist feels unsure of his liability or of his .
hygienists' abilities, he does not have to authorize his hygienist to
perform dental hygiene without his presence.

How are dental hygienists qualified to administer local anesthesia and nitrous
oxide analgesia? :

- Educational requirements in this area include head and neck
anatomy, oral physiology, pharmacology, local anesthesia and pain control,
chemistry, and microbiology. At the University of Missouri at Kansas City,
for example, the dental hygiene student must take 750 hours of clinical
time in order to receive their degree.
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