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UNITED STATES GENERAL ACCOUNTING OFFICE 
WASHINGTON, D.C. 20548 

II llll 
119007 JULY 20,1982 

The Honorable.Richard S. Schweiker 
The Secretary of Health and Human Services 

Dear Mr. Secretary: 

Subject: ,Waiver of Medicaid Freedom-of-Choice Requirement: 
Potential Savings and Practical Problems' 
(GAO/HRD-82-90) 

Medicaid recipients have been free to obtain health care 
services from any qualified provider they choose. The authorizing 
legislation guaranteed this "freedom of choice." Section 2175 of 
the Omnibus Budget Reconciliation Act of 1981 (Public Law 97035), 
however, added to the Social Security Act section 1915, which au- 
thorized you to grant the States waivers of the freedom-of-choice 
provision for inpatient hospital services and other services. The 
regulations implementing section 2175, effective on October 1, 1981, 
provide that, in applying for a waiver, the State Medicaid agency 
must document the (1) cost effectiveness of the project, (2) effect 
on recipients regarding access to care and quality of services, 
and (3) projected impact of the waiver. 

To explore the hypothesis that restricting freedom of choice 
for hospital services would reduce costs without affecting access 
to or quality of care, we made some cost comparisons in Maryland 
and Georgia and believe the results will be of interest to you. 
In Maryland for example, for 17 selected nonemergency procedures, 
the data show that Medicaid savings of nearly $1.6 million could 
possibly have been realized in calendar year 1979 in the city of 
Baltimore. How much of the savings could actually be realized 
would depend on the extent of physician and hospital acceptance. 
We identified similar potential savings and circumstances in the 
Atlanta, Georgia, area. 

The results of our analysis follow. Additional information 
is included in enclosures I (Georgia) and II (Maryland). 
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OBJECTIVES, SCOPE, AHII METXZQDOLOGY 

Becaruace of Merdicaid ffs;cal problems, some states have supported 
the elimination of frse~dchm of choice for Medicaid recipients. The 
idea is that Imaltb costs could be reduced if only lower cost pro- 
viders furnished the modieal services. we initiated our review to 
determine if satirrgs could be achieved and to identify the prac- 
tical problmts that my bias encountered if freed-of choice were 
eliminated anc$ lower cost providers furnished the services. 

Maryland was seltrcted for oux study because its Health Sam- 
ices Coat Review CondssLon, in a letter to the Senate Finance 
Coxn&ttee staff, supported the provision to amend Medicare and 
Medicaid freedom of choice to allow payers either to direct pa- 
tients to a less costly provider or to give patients incentives 
to select mre efficient providers. In addition, they strongly 
supported allowing Eovermmnt agencies to selectively contract 
with efficient hearth care providers. Also, the Commission has a 
data base on hospital chargas. Georgia was selectrnd because the 
State recatrat9.y edified its Medicaid reimbursement system and one 
of the appr~~aches it considered was the exclusion of high cost 
hospitals. 

Our analysis focused on hospitals in metropolitan Atlanta and 
Baltimcxe. These areas accounted for a large portion of the M&i- 
caid expenditures in the States and have many hospitals. We looked 
at the metropolitan azeas because they offered the maximum poten- 
tial for savings. 

Regarding quality of care, we only considered hospitals cur- 
rently licensed by the State to provide service and certified by 
the State to participate in Medicaid. We assuraed such hospitals 
would be able to provide care at an acceptable level of quality. 

Various ways can be used to identify the most efficient pro- 
viders and to 1iaQ.t the number of providers from whom beneficiaries 
can obtain services.. We tested two alternative methods to identify 
low cost hospitals. Diagnoses related groups A/ were used to 
identify low cost hospitals fn the Atlanta area, and surgical and 
delivery procecdurcss were used in the Baltimore analysis. In both 
locations savings were computed on the basis that five or more . . 
hoapitaLs would provide the service. 

L/A diagnoses related group is a set of individual diagnoses.that 
are expected to be similar in the type and extensiveness of serv- 
ices required for treatment. Therefore, the expectation is that 
the costs to treat these diagnoses will be similar. 
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In, computing patentiah isavings, we excluded Maryland hospital 
admissioas cl~mie"fedE as "emergemy" l/ which in the Baltimore 
area accorrntekd far about one-third ofthe total Medicaid caseload. 
In Gwrgfa, thar data bahsau did not distinguish emergency admissions, 
and accordingly, WBT did not conaidar this in our potential savings 
estfmuatab. 

In Maryland the, potsutia+ cost savings are bas'ed on BR anal- 
ysis of ohage data that aze required to be reported by hospitals 
to Maryland's Health-Services Cost Review Commission. The ccm- 
mission is an independent body which, among other things, is re- 
sponsible for setting rates for individual Maryland hospitals 
that are applied to all the- hospitals' claims, including Medicaid. 
Each hospital is required to submit to the Ccmmisaioa various claim 
information, including diaguosis, surgical procedures, and charges. 
For Medicaid patients, the State pays the charges less a B-percent 
discount* 

In Georgia, the potential cost savings are baaed on an 
analysis of a spscial hospital reimbursement data base developed 
and maintained by the Georgia Department of Medical Assistance. 
The claims included in the data base were obtained from the 
State's Medicaid Managemnt Information System and were coded 
according to 383 dfagnoses related groupings. 

In developing the potential cost savings, we essentially 
used charge data in the existing data bases and, as noted above, 
excluded where we could certain hospital +missious that could 
affect the potential savings. There are other factors that could 
affect the potential savings which could not be developed through 
the data bases used to make our analysis. The following describes 
some of these other ciroumstances that could affect the savings: 

-Transportation costs could increase if Medicaid benefici- 
aries were required to travel longer distances to obtain 
hospital care. 

--Professional fees for services, such as anesthesiology and 
radiology, could affect the estimated savings depending ou 
whether such charges are included in the hospital billing __ 
or are billed separately by physicians. If high cost hos- 
pitals generally include charges for these services in their 

L/In Maryland, emergency admissions are defined as those required 
within 24 hours of request. While a portion of the emergency 
admissions would allow sufficient time for a patient to go to 
a low cost hospital, for estimating purposes, we assumed that 
all emergency admissions required immediate medical attention- 
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hospital claims and the low cost hospitals do not, the - 
potential savings would be less. The savings would be 
greater if the opposite is true. 

-The savings would be overstated to the extent of increases 
in the cost per unit of service at hoapftals where Medicaid 
cases are reduced. Such increases can occur because de- 
creased occupancy and utilization rates increase the costs 
for the other Medicaid patients. This saxm effect could 
affect other payers, such as Medicare. 

We discussed the practical problems that may be encountered 
in shifting Medicaid patients with a number of affected parties, 
including Maryland and Georgia State officials, Professional 
Standards Review Organization officials, and selected hospital 
officials and physicians. Our work was performed in accordance 
with the Comptroller General’s current standards for audit of 
governmental organizations, programs, activities, and functions. 
Additional information on our scope, methodology, and study limit- 
ations is discussed below and in the enclosures. 

ESTIMATES OF POTENTIAL SAVINGS 

Baltimore 

Our estimate of $1.6 million in potential Medicaid savings for 
the Baltimore area represents about 1.8 percent of the inpatient 
charges of 17 Baltimore City hospitals for 1979 and 1.2 percent 
of the inpatient charges for all Maryland hospitals. The estimate 
is based on the analysis of 13 high volume surgeries (such as 
hysterectomies and tonsillectomies) and four classifications of 
deliveries. These 17 procedures -which are classified as non- 
emergency admissions -represented about 12 percent of the total 
charges by the Baltimore hospitals. 

Potential savings were computed for each of the 17 proce- 
dures by first determining an overall average charge for the five 
lowest charge hospitals. The savings were then calculated on the 
assumption that the procedures performed at the high cost hospi- 
tals would be performed at one of the five low cost hospitals at 
a charge approximating the average charge. A total of five hos- 
pitals was selected judgmentally in light of-the following con- 
siderations: first, the fewer the number of low cost hospitals 
chosen, the greater the likelihood that the hospitals would not 
have sufficient capacity to absorb the caseload from the high cost 
hospitals, and second, the greater the number of hospitals, the 
smaller the savings that can be realized. 
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Atlanta 

We computd potential savings of about $1.7 million (including 
emergency admi~ariormds) in the Atlanta area using a different method- 
ology than us& for Baltimret. 

In the Atlanta analysis, we used diagnoseas related groups 
instead of psocedrjlreagl in a tPJd-stmp process to c*uta the 
$1.7 million savings. In the first step, we identified what 
appeared to bes the seven moat costly hospitals by comparing the 
cost of their cases to the other hospitals. In the second, phase 
of this aaalyais, W(EI dpatexmined thea savings if the approximately 
3,000 cases the seven high cost hospitals had reported would have 
been transferred to any of the 10 other hospitals at the weighted 
avcerrage coat of the 10 hospitals. 

Emergency cases in the Atlanta universe were not excluded 
because they could not be! readily identified. As a result, the 
$1.7 million Medicaid savings would likely be significantly lees 
if eamrgency type casesw~~lre excluded. About one-third of the 
39,000 cases in the Baltimore analysis were coded as emergc%ncy. 

Atlanta was quite different than Baltimore. One hospital 
was dominant in Atlanta reporting over half of the cases and the 
volume of casedlps admitted to the 17 hospitals in the Atlanta area 
was much less than in the Baltimore area, 13,000 and 39,000 cases, 
respectively. Also, by way of comparison, 9 of the 17 Baltimore 
hospitals reported 2,000 or more Medicaid cases, while each of 
12 Atlanta hospitals reported 406 or fewer cases. The $1.7 mil- 
lion representar about 7.4 percent of the. inpatient charges of 
17 Atlanta ama hospitals and about 1.6 percent of the inp&i.ent 
charges for all of Georgia. 

PEZSICIAN AHD HOSPITAL ACCEPTANCE 

In the Atlanta area, hospital officials said they would accept 
some additional Medicaid patients, but they did not want to signi- 
ficantly increase their Medicaid patient loads., Baltimore hospi- 
tals were more willing to increase their Medicaid loads. In both 
areas, there was concern about physician participation in tile pro- __ 
gram priznarily because of low Medicaid reimbursement rates. 

Several Atlanta hospital officials said they would not want 
to be designated Medicaid hospitals or increase their proportion 
of Medicaid patients. They said designation, as a Medicaid hos- 
pital, is an irreversible stigma that would cause other patients 
to seek care elsewhere. Also, the hospitals did not want to sig- 
nificantly increase the proportion of Medicaid patients because 
Medicaid generally pays less than other third-party payers. 
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Atlanta area hospital officials and physicians said physician 
participation in the Medicaid program coulid bda afflectesd if hospital 
participation is restricted. They said physicians who want to 
extend their practice. to the designated Medicaid hoapitalr may not 
be able to because of hospital policies and requirements related 
to physician admitting privilegm. They were also cancerned about 
the time and travel involved as a result of practicing at sr;aPvemral 
hospitals and the comparatively Low Maidicaid r&mkmssmmrrt rates. 

Some Baltimore area hospital officials said thy ware willing 
to accept 'more Medicaid patients: however, one hospital pointed 
out that it was concerned about the financial implications of in- 
creased Medicaid caseloads due to factors, such as governmen t WY- 
ment limitations and Maryland's 200day limitation on hospital 
stays. Other officials said physicians with admitting privileges 
may not be willing to increase their Medicaid camloads because of 
low Medicaid faes. One official said that physicians may object 
to increasing their proportion of Medicaid patients. Be said some 
physiciaas may impose lfmita on the numb~tr of Medicaid patients 
they will treat. 

Other comments relative to restricting freedom of choice of 
Baltimore Medicaid recipients are discussed in enclosure II. 

LIMITED INFORMATION 
REQUIRED TO OBTAIN WAIVER 

Thee rargulationrs iqlementing the waiver of the freedom-of- 
choice provision require States to document the (I) cost effective-- 
neseJ of the project, (2) effect on recipients regarding access to 
care and quality of services, and (3) projected impact of the pro- 
gYXUtL However, the regulations do not specify what kinds of data 
and/or analysis should be considered in documenting these areas. 
Our Baltimore and Atlanta analyses identified a number of issues 
that could affect these areas if freedom of choice for hospital 
services wera to be restricted, including 

--the size of the geographic area covered by the waiver, 

--the impact of including teaching hospitals, 

--the impact on physician participation in Medicaid, 

--the willingness of hospitals and physicians to partikipate 
in a waiver, arid 

--patient access to hospitals offering specialized services. 
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We also belimes: that siU.lar kinds of issues could arise under 
waiver raqussts fox other types of restrictions on recipients' 
fresdoxt of ohoicas, Thus* guidance on the types of information 
needed to document the requirements imposed on the States should 
be benstficial to them in damsigning waiver requests. 

We mtad that t&m oolaiekrence report for the CWWx&s Budget 
Reconclliatfoa Am& of 198X (H.& 97-208) stated that regcllatiorm 
should be issusd as soon as possible so that the States. will have: 
guidancrer concefrnizzg the standards you will apply concexning waivtpr 
requests. ' Currant regulations contain littla guidance. 

Eight St&ear ham rub&tted 11 requests asking you to waive 
requirements of srcltion 1902(a)(23) of the Social Security Act 
which pcemai.tsr MedScafd recipients to select the provider of their 
choice. Most of the-States have also requested waivers to sec- 
tion 1902(a)(l) which requires the State plan to be in effect 
throughout the State. 

Many of the eight States requested the waivers under sec- 
tion 19X5(b)(l) of the Social Security Act which permits you to 
waive requirexmnts of sections 1902 and 1903(m) as may be naces- 
sazy for a State to implemeent a case-management system that re- 
stricts the providers from whom an eligible Medicaid recipient 
can obtain primary care servicas in other than emergency circum- 
stances. The cam-managment systams proposed varied by State: 
however, the Medicaid recipient would generally obtain health 
care services through health maintenance organizations, prepaid 
health plans, or specified fee-for-service physicians. As of 
June 30, 1982, your Department had approved six waiver requests 
submitted by five States where case-management systems were pro- 
posed. Two other State requests for waivers involving cas%- 
management systems were being reviewed at that time. Three addi- 
tional States xaquested authority to waive the freedom-of-choice 
provision involving services to a specific group of recipients, 
such as a case-management system for patients overutilizing serv- 
icas and the restriction of psychological services to mental 
health clinics. As of June 30, 1982, the three requests were 
being reviewed. 

A Health Care Financing Administration official said that 
she was not aware of any waiver requests that deal specifically 
with hospitals. 

COMCLUSICNS 

Restrkting a recipient's freedom of choice for nonemergency 
hospital services could potentially result in significant Medicaid 
savings. However, practical problems associated with implementing 
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such restrictions eou3ld subitantially erode savings or have other 
unwanted impacts on the pmgram. Restricting freedom of choice for 
othear'typeta of sarvfeas cotlld have eimilar problems and impacts. 
Current reguI.ations cantain Little guidance on the standards your 
Department will apply in evaluating whether State requests for 
waivers of r~scipietmts' freedom of choice meet the 3xquirearEpstnts con- 
tained in the law. Furtbbar guidmce OR. this should aasist States 
in pIan,nfng for and pragarfng'waiver requests and also heLp 6tnsuzcat 
the! rerquiramm&s of the law permitting such waivers are met. 

We retcommmnd that you provide additional guidance to States 
on the information necemary to show compliance with the law for 
waivers to limit freedom of choicce. of Medicaid recipients. 

we-1 

As youknow, section 236 of the Legislative Reorganization 
Act of 1970 requires the head of a Pederal agency to submit a 
writtan stat nt on actions taken on our recommendations to the 
House Committt=ate on Govemmsnt Operations and the Senate Ccmmittee 
on Governmental Affairs not later than 60 days after the date of 
the report and to the Hovares and Senate Ccmmitte~es on Appropria- 
tions with the agency's first request for appropriations made more 
than 60 days after the data of the report. 

Copies of this raplort are being sent to the appropriate con- 
gressional committees; the Director, office of Management and 
Budget: the Administrator of the Health Care Financing Adminis- 
tration: and other interested parties upon request. 

sincerely youxs, 

//G&!&A/” 
Director 

enclosures - 2 
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I~, . EtiCLOSURE I ENCLOSURE I 

GECBGIA 

BACKGROUND 

For fir'cal year 19Eli1, Georgia spent $520 million for various 
Medicaid msdieal services, of which about $132 million was spent 
for inpatient hospital services. We reviewed data for 17 hospitals 
in ths Atlanta area to determine what savings might be attained if 
Medicaid patients were required to use low cost hospitals. 

The 17 Atlanta area hospitals are located inside or near the 
expressway that circles Atlanta. All 17 hospitals are located 
in Fulton or DeKalb counties. We selected only the hospitals in 
these two counties because both are served by the metropolitan 
area transit system and many recipients reside in these counties. 

The data base used for our analysis is contained in the Georgia 
Medicaid Management Information System which was developed and is 
maintained by the Georgia Department of Medical Assistance. 

Inpatient hospital claims for calendar year 1980 were used to 
make the analysis. However, not all claims during the latter part 
of 1980 wsre included because they had not been'entered into the 
data base at the time we obtained the records. The number of 
cases and billed charges for each of the 17 hospitals are shown 
in the following chart. 

NumlPer of Cases and Charges by 
Atlanta Area Hospitals 

(Calendar Year 1980) 

Hospital 

Atlanta 
Crawford W. Long Memorial 
Decatur 
DeKalb Generll 
Doctors Memorial 
Emory University 
Georgia Baptist 
Grady MemXial 
Metro Eye h Ear 
Northside 
Piedmont 
Shallowford Community 
South Fulton 
S.W. Community 
St. Joseph-Fulton 
W. Paces Ferry 
Physicians and Surgeons 

Total 

Cases 
Percent 

Nuinber 

258 
1,146 

3:: 
131 
406 
840 

6,887 
59 

197 
200 
104 
360 
991 
242 
312 
651 

13,249 

of total 

1.9 
8.6 

20:; 
1.0 
3.1 
6.3 

52.0 

K 
1.5 
0.8 
2.7 
7.5 
1.8 
2.4 
4.9 

a/99.9 $23,087,838 a/100.1 -- -- 

a/Does not add to 100 percent due to rounding. 

1 

Billed charges for 
covered services 

Amount Percent 

$ 411,108 
2,516,718 

79,887 
507,478 
314,582 

1,736,380 
1,824,057 
9,167,977 

70,740 
477,680 
347,284 
204,955 
569,942 

1,305,347 
838,311 

1,239,365 
11476,027 

lo':"9 
0.3 
2.2 
1.4 
7.5 
7.9 

39.7 
0.3 
2.1 
1.5 
0.9 
2.5 
5.7 

53:: 
6.4 



ENCLOSURE I EMCLOSURE I 

Over one-half of the cases were reported by one hospital. TWlW 
of the hospitals reported 406 cases or fewer, and 4 hospitals re- 
ported between 650 and 1,150 cases. 

Because Georgia's Medicaid program reimburses on the basis of 
cost, one of the first steps we performed was to convert the charge 
data to cost. This step was accomplished by applying to the charge . 
data MNIicaree'$~ coat to charge ratio for these hospitals. The 
Medicare cost to charge ratio was used because a State Medicaid 
official said that audits of all providers had not been completed 
and suggested that use of the Medicare factor would provide a good 
approximation of the costs. 

For the Atlanta analysis, we used diagnoses related groups 
(DRGs) . Cases classified by DRGs have similar medical characteris- 
tics and require similar hospital resources. For example, DRG 278 
identifies seven procedures used for normal deliveries. Included 
are episiotomy and procedures for inducing or assisting delivery, 
such as low and mid forceps. 

Initially, there were 13,249 Medicaid cases in our 17 hospital 
universe: however, it was reduced to 10,701 cases for two reasons. 
First, all cases in each DRG which varied by more 'than two stand- 
ard deviations from the mean cost of the DRG were excluded from 
the analysis. This was done to exclude cases that may distort the 
average due to severity of the case, improper classification, or 
the reporting of incomplete costs. Second, we excluded all cases 
from a DRG where sufficient information was not available for 
proper classification. 

SAVINGS 

Potential savings of about $1.7 million might have been 
achieved if Medicaid patients were required to use designated low 
cost providers. The $1.7 million represents about 7.4 percent 
of the inpatient charges of the 17 Atlanta hospitals and about 
1.6 percent of the inpatient charges for all of Georgia. We used 
a two-step process to estimate the savings. 

First, we identified low and high cost hospitals by compar- 
ing the cost of the cases they reported with the cost of similar -- 
cases treated by other hospitals. For example, hospital A reported 
531 cases in 162 DRGs. All providers treated 6,196 cases in these 
162 DRGs at an actual cost of about $8.1 million. If hospital A 
had treated the 6,196 cases at the hospital's average cost;the 
projected costs would have been about $10.7 million or about 
$2.6 million higher than the actual costs. By this process, we 
identified 10 hospitals whose projected costs were lower than 
actual costs and 7 hospitals where the projected costs exceeded 
the actual costs. 
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In the second step, we computed the weighted average cost for 
each of the DRG cases treated by the 10 low cost hospitals. These 
10 hospitals treated 7,370 cases in 295 DRGs. All 17 hospitals 
treated 10,557 cases in these same DRGs. The actual cost of the 
10,557 cases was $14.3 million. The projected cost for the 10,557 
CaSeS, assuming they were performed at the weighted average cost 
at the 10 lower cost hospitals, would have been $12.6 million, 
thus producing a savings of $1.7 million. 



ENCLOSURE II 

MAR&AND 

BACKGROUND 

The Maryland Medicaid program spent about $396 million in 
fiscal year 1WJO c of which about $170 million (or 43 percent) was 
for hospital inpatient services. The inpatient expenditures were 
made to hospitals in Maryland, the District of Columbia, and other 
States. 

The Maryland Health Services Cost Review Commission was 
created in 1971, and it approves the rates for each of the hospi- 
tals in the State. The rates are established for patient care 
centers, such as medical/surgery and obstetrics and ancillary 
services (e.g., radiology and drugs). The rates apply to all 
classes of patients in the hospital, including Medicaid and Medi- - 
care patients. 

Hospitals in Maryland are required by the Commission to re- 
port certain inpatient data on each discharged patient. Each 
hospital is responsible for (1) preparing the abstract information 
that includes data items, such as diagnosis, surgical procedures, 
and charges, and (2) forwarding the information to the Commission. 
To estimate savings, we used the Commission's data base for calen- 
dar year 1979 which was the most current year available when we 
started our analysis. 

Fifty-one hospitals in Maryland reported Medicaid charges 
amounting to $X31.7 million for 69,543 cases in 1979. The 
following chart shows the charges and number of cases by the 
Professional Standards Review Organization (PSRO) area: 

1979 Maryland Medicaid Cases and Charges 

PSRO area 
Number 

of cases Percent Charges Percent 

4,415 6.4 $ 3,972,823 3.0 
38,907 56.0 901642,821 68.8 

4,409 6.3 6,905,473 
7,621 11.0 13,347,566 10":: 
5,120 7.4 6,841,043 5.2 
4,111 5.9 4,722,709 3.6 
4,960 7.1 5,242,836 4.0 

Total 69,543 $131,675,271 

The above includes Medicaid charges and cases for a limited number 
of recipients from other States and the District of Columbia. It 
does not include all Maryland Medicaid charges since some Medicaid 
patients go to hospitals in the District of Columbia and in other 
States. 
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About 64 percant of the charges ($90.6 million) relating to 
56 percent of the cases (38,907) were reported by 17 Baltimore City 
hospitals in PSRC araa 2 which basically consists of Baltimore City. 
Given the significance of the expenditures in PSRO area 2 and its 
relatively small geographical area, we believed it was a good place 
to analyze the savings that might be achieved 6ry limiting free 
choice. 

The number of Medicaid cases, total charges, the average 
charge per case8 and the rankings of the 17 Baltimore hospitals in 
PSRO area 2 are as follows: 

JohnaEIc#ins 
Universi~ of 

m- 
Provident 
SW 
t!south Balti- 

mre General 
Baltire 

City 
Mary- 

cases 
l4tmare 
8,274 21.27 $23,899,855 26.37 $2,889 

4,743 12.19 l2,792,408 14.11 2,697 
4,262 10.95 10,800,074 11.91 2,534 
2,759 7.09 5,007,74l 5.52 1,816 

1 

4. 
7 

14 

2,507 6.44 3,779,739 4.17 1,508 16 

2,424 6.23 5,855,486 6.46 2,416 8 

2,405 6.18 4,979,450 5.49 2,070 11 
2,206 5.67 38582,122 3.95 1,624 15 
2,071 5.32 3,905,866 4.31 1,886 13 
1,844 4.74 4,276,229 4.72 2,319 9 
1,656 4.26 2,394,176 2.64 1,446 17 
1,264 3.25 2,888,154 3.19 2,285 10 
1,174 3.02 3,005,329 3.32 2,560 6 

544 1.40 1,563,810 1.73 2,875 2 
290 .75 590,484 .65 2,036 12 

264 
221 

38,907 

.68 744,227 .82 2,819 3 
.s7 577,871 .64 2,615 5 

$90,642,821 

Of the approximately $90.6 million for inpatient services, 
about $41.6 million (or 46 percent) was excluded from detailed 
analysis because the admissions were classified as emergencies. 
Also, another $7.6 million (or 8 percent) was excluded because a 
surgical procedure or diagnostic test was not reported for the 
admission. Included here were DRGs for psychiatric disorders and 
alcoholism, and there was wide variability in the cost for these 
diagnoses, within and between hospitals. 

Percent 

5 
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Of the remaining $41.4 million, we selected for detailed 
analysis 4 delivary and 13 surgical procedures that had high volume 
and high total charges. The charges for the 17 procedures amounted 
to $11.3 million (or 12 percent) of the total inpatient charges 
for the 17 hospitals. The total charges, number of cases, and 
number of days of hos'pitalization associated with these 
is shown below. 

procedures 

Charges and Days of Care by 
Type of Procedure 

Delivery 
(note a) 

Number of 
Total charges Cases 

$1,594,82s 1,074 

1,009,942 706 
2,412,087 1,617 

2,731,583 914 

Number 
of days 

Low forclaps with 
episiotomy 

Other manually 
aesisted delivery 

Episiotomy 
Low cervical cesarean 

section 

3,729 

2,229 
5,109 

7,342 

Other Procedures 

Hemorrhoids 
Abdominal Hysterectomy 
Vaginal Hysterectomy 
Cholecystectomy 
Local excision of 

lesion of breast 
Tonsillectomy without 

adenoidectomy 
Tonsillectomy with 

adenoidectomy 
Adenoidectomy without 

tonsillectomy 
Unilateral repair of 

inguinal hernia 
Umbilical herniorrhaphy 
Unilateral salpingo- 

oophorectomy 
Bunionectomy 
Athroplasty of 

foot and toe 

150,5os 92 609 
884,269 275 2,656 
293,322 118 962 
508,572 163 1,760 

148,448 137 412 

181,662 185 414 

230,679 243 494 

107,977 115 219 

238,954 183 563 
163,493 127 411 

154,200 61 491 
297,969 170 765 

169,655 107 431 

Total $il,278,142 6,287 28,596 

a/Included in the charge is an estimated charge for infant care. 
Separate charges are submitted for the mother's care and that 
of the newborns. 
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SAVINGS 

Savings were calculated under two alternative approaches: 
(1) using the five lowest charge hospitals ($1.6 million) and 
(2) using the five lawest charge hospitals plus the two teaching 
hospitals ($974,000). Concerning the latter, in its consideration 
of the Omnibus Reconciliation Act of 1980, the Senate Committee on 
Finance expressed the view that waiving recipients' freedom of 
choice should not have an adverse impact on access to medical care 
in teaching hospitals. Consequently, to estimate what impact this 
would have on savings, we assumed that the two largest teaching 
hospitals (Johns Hopkins and University of Maryland) in Baltimore 
would not lose any patients by limiting freedom of choice. 

If the five lowest charge hospitals were used to provide the 
servicee, potential savings of about $1.6 million (or about 14 per- 
cent) of the total charges for the 17 types of deliveries and sur- 
geries could be achieved. The savings were calculated on the basis 
that the procedures performed at the 12 higher cost hospitals would 
be done at the five low cost hospitals at the average charge of the 
low cost hospitals. 

Mercy, St. Agnes, and South Baltimore General hospitals were 
generally among the five lowest cost hospitals, and most of the time 
were the lowest, second lowest, and third lowest charge hospitals. 
Baltimore City, Maryland General, and Sinai were among the five 
lowest cost hospitals between six and eight times: however, they 
were more often the third, fourth, or fifth lowest charge hospital. 
Hospitals, such as Children's, Kernan, and Good Samaritan, did not 
report any cases in most of the procedures selected for review. 
Each of these hospitals reported fewer than 300 cases in 1979. 
Children's and Kernan are classified as children's facilities. 
Hospitals that reported cases in 10 or more surgeries, but were one 
of the five lowest cost hospitals in one or no surgeries include 
University of Maryland, Johns Hopkins, and Provident. University 
and Hopkins are teaching hospitals. The following chart shows the 
information relating to this analysis: 



Sumnary Analysis of 17 Procedures by CharE 
For 17 Baltimre Medicaid Providers (1979) 

Nu&er of times hospital 
E&ported cases was one 

Numberoftimeshospitalwas 
lowest to fifth low&t hospital 

second ?hird Fburth Fifth 

rrid not report but was not one of the five 
cases in the of the five lowest 
procedures lomst charge charge 

reviewed hospitals hospitals 

0 1 16 
1 2 14 
3 2 12 
1 8 8 
1 9 7 
3 8 6 
5 8 4 
5 9 3 

12 2 3 
3 11 3 

15 0 2 
15 0 2 
5 10 2 
1 15 1 
7 9 1 
1 15 1 

1 16 0 

mm@ of 
hospital 

South Baltimore 
Oaneral 

Mercy 
St. Agnes 
Baltimore City 
Maryland Oeneral 

m Sinai 
BonSemurs 
Church 
Good Samaritan 
Union Memrial 
Children's 
Kernan 
Eutheran 
Johns Hopkins 
Nxth Charles 
Provident 
University of 

Maryland 

Lowest lowest 1OWGSt ltx8est lowest 
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Xf the fives lowest charge plus two teaching hospitals had been 
used to provide the inpatient services, savings of abcut $974,000 
(or 8.6 percent) of total charges for the 17 surgeries could have 
been achieved. In computing the savings, we assumed that the two 
teaching hospitals wo~uld continue to do the same amount of work as 
they had reported and the five lowest charge hospitals would do 
the-remainder. The following chart shows savingi involved under 
this approach. 

Savings by Type of Procedure 

Delivery 

Low forceps with 
episiotomy 

Other manually 
assisted delivery 

Episiotomy 
Low cervical cesarean 

section 

Subtotal 

Other procedures 

Hemorrhoids 
Abdominal hysterectomy 
Vaginal hysterectomy 
Cholecystectomy 
Local excision of lesion 

of breast 
Tonsillectomy without 

adenoidectomy 
Tonsillectomy with 

adenoidectomy 
Adenoidectomy without 

tonsillectomy 
Unilateral repair of 

inguinal hernia 
Umbilical herniorrhaphy 
Unilateral salpingo- 

oophorectomy 
Bunionectomy 
Athroplasty of 

foot and toe 

Total 

Savings 

Savings 
ap3 a percent 

of total 
charges 

$ 82,360 

81,229 
173,519 

167,173 

504,281 

5.2 

8.0 
7.2 

6.1 

33,034 21.9 
81,435 9.2 
38,300 13.1 
73,906 14.5 

28,737 

20,927 

60,584 

4,754 

35,926 
15,242 

20,134 
56,470 

268 

19.4 

11.5 

26.3 

4.4 

15.0 
9.3 

13.1 
19.0 

.2 

$913,998 8.6 

9 

Range of 
avarragaz charges 

$1,227 - $1,969 

1,153 - 1,838 
1,148 - 1,917 

2,337 - 3,760 

814 - 2,721 
1,757 - 4,825 
1,871 - 3,748 
2,020 - 4,613 

660 - 1,730 

588 - 2,471 

542 - 1,611 

486 - 1,447 -* 

746 - 1,973 
1,052 - .2,678 

1,613 - 3,550 
883 - 2,045 

1,144 - 2,327 



EJKLOSURE II 

We diacuas& with hospital and hospital aa~aociation officials 
the practical problems that would affect the s'avingec and implemsn- 
tation of a plan if free&m of choice were limited, and we obtained 
the following comment@: 

--In cases involving deliveries, one hospital official said 
that the ,hcmpital would want responsibility for the pre- 
and paSat-natal care of the mother and the baby in cases 
where the mother daes not have a primary care physfciain. 
Thaw ImsepftaT. would want to provide the complete service 
rather than performing the delivery only. 

--One ho'spita official said that most of the Medicaid patients 
do not have primary care physicians, and most receive such 
care in the outpaitient departments or clinfca associated 
with the hospitals. Officials from one hospital said that 
they normally undercharge for clinic services; however, if 
they wers required to send the patient to another hospital 
for inpatient services, they would have to increase their 
outpatient charges for such services. 

--One hospital association official was concerned about qual- 
ity of care if a patient were required to go to ona hospital 
for one type of surgery or illness and to another for another 
type of surgery or illness. He said physicians may not be 
aware of other patient health problems if they were subject 
to treatment at different facilities for different illnesses. 




