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Executive Summary

The Massachusetts Rate Setting Commis-

sion report, Comparing Hospital Costs

Beginning a Dialogue For Improvement ,

directs attention to variation in acute1 hospital

inpatient costs. While such differences are not

unique to Massachusetts, acute hospitals, in-

surers and other purchasers in the Com-
monwealth can collaborate more effectively

by using the variation to benchmark per-

formance and to improve the efficiency of the

hospital system. By focussing on the causes of

cost variation, they may identify opportunities

to make health care more affordable.

In the long term, most providers can only

support prices which are high enough to cover

the costs of treatment. When negotiating con-

tracts with insurers and managed care plans,

hospitals should know not only their own
costs, but also how their costs deviate from

other facilities delivering similar services. Apart

from the contracting process, hospitals may

use that knowledge to them help manage their

own costs.

Commencing with the passage of the

acute hospital access and financing law in

1991, the Commonwealth of Massachusetts

began to emphasize reliance on market forces

over state regulation to promote hospital effi-

ciency. Through this report and its other

publications, the Commission seeks to pro-

mote the use of information for improvement

in the delivery of care.

Full Inpatient Costs

Inpatient costs are the primary focus of

this report. They include capital and operating

expenses associatedwith delivering care topa-

tientswho have been admitted to a hospital. In

Fiscal Year 1992, costs among general service

providers currently operating under an acute

hospital license2 ranged from less than $2,700

per discharge, to over $ 10,800. The median full

inpatient cost was $4,276 per discharge.

While numerous factors produce varia-

tion in costs, many are outside the short term

control of a hospital's management and clini-

cal staffs. For example, the composition of the

patient population, the mission of the hospital

and its location are unique to each provider.

These elements explain much of the variation

in inpatient costs between hospitals.

Case-Mix
Estimates of the relative resources re-

quired to treat patients with different illnesses.

Case-mix does not account for all clinical

differences in case type and severity.

(Indices vary from 0.65 to 2.55; 1.00

represents an average hospital stay)

Capital

Majormovable equipment and estimated

fixed capital Oand and buildings). Since these

assets have useful lives of longer than a year,

their costs may reflect a hospital's investment

cycle, credit rating or other factors more than

the appropriateness of its strategic decisions.

(Costs rangefrom less than $150 to over

$900per discharge)

1
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Sustainable improvements in efficiency demand partnerships between purchasers and
providers using clear, accurate and comparable data.

Purchasers and providers of hospital care should explore with each other the variation

in costs and should use these data to benchmark performance.

Through efficient management, most hospitals can hold costs to a competitive level,

regardless of teaching status, size or location.

Medical Education
Direct and indirect teaching costs borne

by hospitals with residency and nursing train-

ing programs. Costs may vary due to program

size or focus of training.

(Costs rangefrom SO to more than $2,500
per discbarge)

Hospital-Based Physicians
Physician compensation paid by hospi-

tals for patient treatment. Some hospitals

directly employ many physicians for patient

treatment and for department supervision.

Other hospitals only employ physicians as

supervisors, meeting more of their patient

care needs through non-salaried staff physi-

cians.

(Costs range from $0 to over $500 per

discharge)

Geographic Wage Variation

In 1992, the Health Care Finance Admin-

istration (HCFA) classified Massachusetts hos-

pitals into six distinct wage areas. Because

labor represents a large portion of total hospi-

tal costs, regional differences in wage rates

may strongly influence operating costs.

(Standardizing hospital wages to the

national average wage rate reduces costs by

amounts between about $50 and $700 per

discharge)

Extraordinary Share of
Medicaid and Free Care (ESMFC)

Some providers derive a very large part

of their revenue from serving Medicaid and

uninsured patients. Such hospitals may make
intense use of social and translation services,

may have more difficulty discharging patients

to an appropriate setting, and must deal with

inadequate primary care of their uninsured

patients. While this report attempts to correct

for such cost differences, the ESMFC adjust-

ment is formulaic and may therefore mask

costs which are high for other reasons.

Comparable Inpatient Costs

An analysis comparing costs at different

hospitals should adjust for factors beyond the

reasonable control of hospital administrators

and clinicians. In response, the Commission

has calculated a comparable cost per case-mix

adjusted discharge (CMAD) for each institu-

tion. These amounts facilitate the comparison

Executive Summary 2
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of hospital costs by standardizing for the effect

of case-mix, as well as capital, medical educa-

tion, hospital-based physician, geographic

wage variation, and ESMFC costs. Of course,

these amounts do represent actual costs and
may themselves reflect efficient or inefficient

hospital decisions.

Like the full inpatient costs, comparable

costs cover a fairly broad range. Costs for

general service acute care providers2 ranged

from about $2,500 to over $4,600 per dis-

charge, with a median of $3,494.

When grouped by number of beds, hos-

pital location or teaching status, average com-

parable costs across groups proved remark-

ably consistent, which indicates that most

hospitals can hold their costs to a competitive

level. Further, the variation in comparable

costs suggests that concerted efforts by hospi-

tals and payers may yield meaningful im-

provements in the efficiency of hospital ser-

vice delivery.

Although it is beyond the reach of this

report to explore them in detail, a number of

operating and clinical considerations may ex-

plain some of the range which remains in

inpatient costs after standardization. Still other

factors, which are outside the control of hos-

pital administrators and clinicians, may too

have an important effect on the distribution of

comparable costs.

Through effective hospital administra-

tion and through closer ties with insurance

plans and physician groups, hospitals can

influence not just their cost structure, but also

their patient mix, quality of care, and volume.

By collaborating to reduce the variation in

comparable inpatient costs, hospitals and pur-
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Figure 1 Full and comparable costs per discharge at acute hospitals.2 Although comparable costs have a

narrower range, the variation may still reflect opportunity for improved efficiency.

Source Massachusetts Rate Setting Commission
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chasers can increase the efficiency of hospital

care.

To create the information in this report,

the Rate Setting Commission used data from

the RSC-403 hospital cost report and from the

merged billing and discharge records ("case-

mix tapes"). The Commission screens these

hospital submissions for accuracy and com-

pleteness, and each acute hospital has had the

opportunity to review and to verify the data

presented here.

Despite these steps, differences in how
hospitals maintained the data and reported it

to the Commission may explain some of the

variation between hospitals. Users of this

information will find the report most effective

if they work directly with individual hospital

providers to understand their data.

Because numerous factors render each

hospital unique, readers of the report should

not interpret it as a complete statement about

the efficiency of individual hospital providers.

Rather, aided by this report, purchasers and

providers should engage in dialogue for which

they share a common source of hospital cost

information. By contributing to these discus-

sions the Commission hopes to help the

hospital market to become more efficient.

Executive Summary 4
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Preface: AWord About
the Rate Setting Commission

The mission of the Massachusetts Rate

Setting Commission is to promote for the

citizens ofthe Commonwealth cost effective

systems for delivering high quality, accessible

health care. Historically, the Commission

fulfilled this mission primarily as a regulatory

agency, establishing rates of payment for

health care services purchased by the

Commonwealth and workers' compensation

insurance. In addition, the agency has

established a comprehensive health care

information program for policy-makers,

providers, and purchasers of health care in

Massachusetts.

An Expanded Mandate
for Health Care Information

The state's Health Care Financing Act,

widely known as Chapter 495, expanded the

Commission's information program. This law

altered the rules of reimbursement and explic-

itly instructed the Commission to support and

evaluate the effectiveness of these rules.

Chapter 495 embodies the state's com-

mitment to competition in health care, relying

on market forces to establish prices and pro-

mote efficiency in the provision of hospital

services.

However, in order for this or any market

to function properly, purchasers and providers

must have accurate and useful information to

develop strategies to improve the efficiency

and effectiveness of services.

A Program for Improvement

As part of its health care information

program, the Commission is publishing a

series of reports meeting the need for

information relevant to the rapidly evolving

Massachusetts health care marketplace. These

reports focus on various health policy and

market issues. The Commission intends these

reports to serve as a catalyst for beginning a

dialogue among health care market players

who will work cooperatively to improve the

health care delivery system in Massachusetts.

Health Care Costs in Massachusetts
Published in December 1992, Health

Care Costs in Massachusetts addresses a primary

objective of the Commission's health care

information program—to identify the forces

that are driving costs upward and to assist in

the development of strategies to reduce them.

Toward this end, this extensive report presents

a formal review of trends in health care

spending, acute hospital unit costs, and the

utilization of inpatient hospital services.

Health Care Policy Projects

The Commission's policy monitoring

projects advise state government policy mak-

ers of the present health care environment,

and suggest where policy investigation or

action may be appropriate. Current monitor-

ing efforts are in three areas:

Health insurancepremiums and enroll-

ment trendsare indicators used to measure the
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cost ofproviding health care. Analysis of these

trends also reveals clues about how to better

control costs.

The hospital market is influenced by the

provisions of Chapter 495 and by national and
local trends. In the current competitive envi-

ronment, the Commission is monitoring the

dynamic changes that are occurring in the

hospital industry and is assessing the effects of

these changes on hospital efficiency, spending

by public and private purchasers and the

financial health of hospitals.

Access to servicescontinues to be a policy

priority in the competitive marketplace. Moni-

toring access and measuring the changing

availability of services provides early warning

if there are increasing barriers to quality care.

Health Care Market Projects

The Commission's market projects sup-

ply information to help identify opportunities

to improve both the efficiency and effective-

ness of the health care system. The goal is for

players to use this information to modify their

activities and effect positive change in the

delivery of health care services.

Preventable Hospitalization
,
published

in January 1994, is the product of a market

project. This report focuses on an analysis of

the incidence of hospitalizations for condi-

tions that can be managed in a primary care

setting. It introduces a valuable tool that health

care purchasers and providers can use to

measure how effectively the health care sys-

tem delivers care, to guide efforts to improve

the system and to evaluate the success ofthose

efforts.

Already, market players have joined to-

gether in using the information presented on

preventable hospitalization to improve the

system of care in several areas across the

Commonwealth.

The information presented in this report,

Comparing Hospital Costs: Beginning a Dia-

logue for Improvement , establishes a base line

for hospital costs against which future perfor-

mance may be benchmarked. Providers and

purchasers of hospital care are encouraged to

explore the variation in costs presented in this

report and to join together in using this

information to improve the efficient delivery

of inpatient hospital services.

Preface vi
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Introduction

When the Massachusetts legislature en-

acted Chapter 495 of the Acts of 1991,

the hospital access and financing law,

it phased out the Commonwealth's regulatory

control over the growth of acute hospital

revenue. Instead, the new law encouraged the

establishment of a competitive environment

for hospital contracting. The goal of this sys-

tem is to allow market forces to promote the

delivery of high quality hospital services at an

efficient price.

By meeting information needs created

by the Commonwealth's rapidly evolving

health care environment, the Rate Setting

Commission seeks to encourage hospitals,

insurance plans and other purchasers ofhealth

services to use these data for improvement.

The Commission hopes thereby to promote

the efficient operation of hospitals and health

care networks and the development of a more

cost effective health care system.

To succeed in a competitive market,

participants must have ready access to accu-

rate and useful data concerning themselves

and their industry. Although many hospitals

have improved their management information

systems in recent years, these provide limited

opportunity to benchmark costs or to compare

cost structures with others operating in the

market.

This report offers acute hospitals an

opportunity to compare their inpatient costs

on a standardized basis with those of other

institutions, and encourages them to identify

areas for improvement in operational effi-

ciency. It provides insurers with information to

explore with hospitals some of the reasons for

cost variation, and as a result fosters collabo-

rative efforts which actively promote the effi-

ciency of the overall system. In addition, it

gives employers and employer groups an

opportunity to evaluate the hospital network

choices of their insurers.

This report focuses exclusively on the

variation in 1992 hospital inpatient operating

costs at the 90 acute care hospitals in Massa-

chusetts. Although the outpatient share of

hospital business has grown dramatically in

recent years, inpatient costs and revenues still

represent about70% ofthe total. Currently, the

Commission maintains inpatient data in more
detail than the outpatient information. Users of

the report would require such detail to draw

accurate comparisons between hospitals.

In This Report

How to use this information

The variation in costs per discharge and some

possible explanations

Comparing hospitals, andsome additional reasons

for the variation in costs

A look at "case-mix" variation and the "non-

comparable'' costs.

Grouping hospitals by teaching status, location

and size

Some limitations of the data sources

1
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In the long run, hospitals can sustain

contracted prices only ifthey cover the costs of

treating patients. To enter into contracts with

insurers and managed care plans, providers

should know how and why their costs deviate

from those of their competitors. Such costs

may differ significantly between facilities.

Among general service hospitals currently

operating under an acute hospital license2

statewide variation in cost per discharge ex-

hibits a range ofmore than four-fold, from less

than $2,700 to over $10,800.

Patients with different treatment needs,

costs which may be beyond the short term

control of hospital management, and hospital

location and mission explain much of the

variation. Nevertheless, adjusted costs which

take these factors into account still exhibit a

fairly broad range, from about $2,500 to about

$4,600 per discharge.

By examining the reasons for inpatient

cost variation, health care providers and pay-

ers can act to improve the affordability of their

services. Doing so, they will make the whole

market more efficient.

How To Use this Information

The Commission hopes that this report

will augment other management information

tools already available to hospitals, to third

party payers, and to employers. Dialogue

among these groups, based on consistent data

sources, can engender more informed pur-

chasing decisions.

Hospitals should use this report to com-

pare their patient costs with those of other

hospitals that deliver similar services. Through

this process, they may identify areas where

they can look to reduce operating costs.

Naturally, these comparisons will raise ques-

tions about cost structure which cannot be

answered solely through this report. The Com-
mission will assist this process by addressing

some ofthese issues in a more detailed follow-

up report.

Managed care plans and other insurers

shoulduse this information to explore with hos-

pitals the reasons for cost variation and to devel-

op plans for collaborative projects to increase

efficiency. Cost information is just one ofmany
elements to consider in this process. Utilization,

outcomes, subscriber preference, and other

factors remain important ingredients in build-

ing long-term relationships. By inquiring about

provider costs, however, contracting will be-

come a more effective influence on the ef-

ficiency of the acute hospital delivery system.

Employers and employer groups should

take the opportunity to utilize the data in this

report to evaluate the network contracting

choices of their insurers and to encourage

efforts to promote more efficient providers.

Through this mechanism, as well as their

attention to quality, access and consumer

preference, they too can stimulate increased

efficiency within the hospital industry.

Introduction 2
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Full Inpatient Costs

Distribution of full inpatient costs and

some factors contributing to the varia-

tion exhibited among hospitals are the

focus of this section.

What Are Full Inpatient Costs?

Full inpatient costs comprise all hospital

expenses associated with delivering inpatient

care. These expenses consist of labor costs,

physician compensation, purchased services,

supplies, major moveable equipment, and the

depreciation which each hospital expends for

fixed capital Gand or buildings). Hospitals may

generate any of these costs in their overhead

or ancillary departments or in the routine

patient service centers.

Overhead departments provide services

to the entire hospital. Examples include ad-

ministration, maintenance, parking and laun-

dry. In contrast, ancillaryservices^ primarily

patient related, usually limited to inpatient and

outpatient care, although they may also per-

tain to research activities. Some of the larger

ancillaries are surgery, laboratory and radiol-

ogy.

Hospitals allocate ancillary and overhead

costs to the routinepatientservice centerssuch

as medical-surgical, obstetric and pediatric

units. By apportioning costs to the patient

centers, hospitals can estimate the part of their

total budget which they use to provide inpa-

tient care.

Full Inpatient Cost Distribution

The distribution ofthe full inpatient costs

of hospitalization in Massachusetts exhibits a

considerable range. Costs per discharge vary

from about $2,700 at the lowest cost provider

to over $16,200 at the highest (Figure 2 on p. 4).

Notably, many ofthe hospitals at the high

cost end of the range are specialty hospitals

that focus their resources on very sick and
more narrowly defined patient populations.

For example, the hospital at the top of the

range, expending $16,239 per discharge, spe-

cializes in the treatment ofcancer patients. The
highest cost non-specialty hospital expended

just over $10,800 per discharge. At the other

extreme, many of the hospitals at the low end

of the spectrum concentrate on the treatment

of less resource intensive patients. A signifi-

cant share of volume from chemically-depen-

dent and psychiatric patients iscommon among
these facilities. Among all hospitals, the me-

dian cost was $4,320 per discharge.

Some Influences

Contributing to the Variation

Many elements play a role in the varia-

tion ofcosts. Some factors are simplybeyond the

short term control of hospital management,

reflecting the composition ofthe patient popu-

lation, the mission of the hospital or its loca-

tion. These determinants explain much of the

variation between hospitals in inpatient costs.

3
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Case-mix
Perhaps the greatest influence on costs

stems from the patient composition of each

provider. Differences in the resources needed

to treat patients with diverse illnesses are

known as case-mix. For some hospitals, case-

mix may explain the entire deviation from

statewide norms in full operating cost per

discharge.

Capital

In the long term, hospital management
controls capital investment, both fixed capital

and major movable equipment (MME). For

most hospitals, these represent significant ex-

penditures. In the short term, however, since

capital purchases have usable lives of longer

than one year, their costs may reflect the

position in a hospital's capital investment cycle

or other factors more than the efficiency of its

management decisions.

Medical Education
About one third of Massachusetts' acute

hospitals offer residency programs. Because

teaching hospitals serve a dual function,

they must expend their resources on
both patient treatment and physician

training. Medical education-related costs,

direct and indirect, can contribute signifi-

cantly to the inpatient costs of these

providers.

Hospital-Based Physicians
Some hospitals directly employ many

physicians, paying their salaries, benefits, and

malpractice premiums. Other hospitals em-

ploy only a small number of physician su-
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Figure 2 Full inpatient costs per discharge. A few variables relating to patient type, hospital mission and

location explain much of the variation, however, substantial opportunity for improvement remains.

Source Vassacnusette Rate Setting Commission
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pervisors. These facilities meet their other

patient care needs through non-salaried staff

physicians. Differences in hospital-based phy-

sician costs add to the variation in inpatient

costs.

Geographic Wage Variation

Because labor represents a large portion

of total hospital costs, regional differences in

wage rates may strongly influence operating

costs. In 1992, the Health Care Finance Admin-

istration (HCFA) classified Massachusetts hos-

pitals into six distinct wage areas.

Extraordinary Share

ofMedicaid and Free Care Patients

Due to their locations, missions, or status

as public hospitals, some providers derive an

extraordinary share of their revenue from

serving Medicaid and uninsured patients. Cost

structures at these facilities may differ for a

variety of reasons including greater need for

social and translation services, difficulty locat-

ing suitable discharge settings, inadequate

primary care for uninsured patients, or other

causes unrelated to the composition of the

patient population.

Full Inpatient Costs 5
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Comparable Costs

Commission has adjusted the discharges at

each provider using the case-mix index (See

box on page 7).

As described, some costs are beyond the

ability of hospital management and clini-

i cal staff to control in the short term, and

patient case types and hospital missions vary

among institutions. An analysis comparing

different hospitals should acknowledge these

factors. In response, the Commission has

calculated a comparable cost per case-mix

adjusted discharge (GMAD) for each institu-

tion. These amounts provide standardized

measures to facilitate the comparison of hos-

pitals operating in a variety of locations, fulfill-

ing distinct missions, and offering different

services. Unadjusted amounts, however, rep-

resent actual costs and may themselves reflect

efficient or inefficient hospital decisions.

What Are Comparable Costs?

Comparable cost values begin with full

inpatient costs, and exclude amounts paid by

each hospital for capital, teaching programs,

and physicians. In addition, the Commission

adjusted labor costs for regional variation in

wages, and further revised the costs at those

facilities with the most extreme concentrations

of Medicaid and free care patients. Just as cost

structure may diverge between facilities fulfill-

ing different missions, the cost of a hospital

stay may also vary with the type of illness of

each patient. To account for this variation, the

Comparable Cost Distribution

Figure 3 (on p. 8) displays the distribution of

comparable costs per CMAD at the 90 acute

hospitals operating in Massachusetts in Fiscal Year

1992. After adjusting for influences noted in the

previous section, the range from lowest cost to

highestcostprovidernarrowsconsiderably.Among
currently existing acute hospitals which are not

sole community or specialty providers, the com-

parable costs ranged from $2,495 to $4,638 per

CMAD. The median value for these hospitals was

$3,494, and about 80% fell between $3,000 and

$4,000 per CMAD.
A comparison ofthe comparable cost per

GMAD distributionwith the full inpatient costper

discharge distribution (Figure 4 on p. 8) re-

veals that case-mix and the excluded non-

comparable costs explainmuch ofthe variation

in hospital unit costs. The same 80% of hospi-

tals with comparable costs between $3,000 and

$4,000 perCMAD experienced actual full costs

ranging from about $2,900 to over $ 10,800 per

discharge. In contrast with the full inpatient

cost distribution, the standardization process

creates a narrower array of comparable costs.

Focus On the Variation

in Comparable Costs

Although it is beyond the scope of this

report to quantify their impact, a number of

operating and clinical considerations may ex-

6
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1) Full Cost/Discharge $7,000

2) Case-mix Index ~ 1.2500

3) Case-mix Standardized Cost = $5,600

4) Capital Cost - $400

5) Teaching Cost - $500

6) Hospital-based Physician Cost - $100

7) Area Wage Index Adjustment - $300

8) Extraordinary Share Medicaid and Free Care Adjustment - $0

9) Comparable Cost = $4,300

(Except as noted, all costs are expressed as amount per case-mix adjusted discharge)

plain some of the variation which remains in

inpatient costs after standardization. The range

of comparable costs suggests that concerted

efforts by hospitals and payers may yield

meaningful improvements in the efficiency of

hospital service delivery. Because Massachu-

setts acute hospitals admit nearly 900,000

patients each year, even small cost reductions

can add up to important savings for both

providers and purchasers of hospital care.

Factors which most profoundly impact

costs and which are within the purview of

hospital management include staffing deci-

sions, overhead expense composition, and

information system investment. In addition,

through the contracting process and through

close ties to insurance plans and physician

groups, management can also influence pa-

tient mix, quality of care, volume and other

aspects of cost structure.

Because labor costs represent such a

large portion of overall hospital expenses,

many hospitals focus on salaries, benefits and

staffing mix to reduce costs. Likewise, the cost

of overhead services, such as dietary and
housekeepingwhich many facilities have con-

tracted out to private companies, may vary

widely from one facility to another. They too

hold the potential of substantial savings. To
maximize the opportunity for improvement in

these or any other areas, hospital management
must have timely access to detailed cost and

utilization information regarding their facility

and the means to benchmark their perfor-

mance against that of other hospitals.

Clinicians control many other factors

which add to the variation in comparable

costs. Their judgments directly impact patient

volume, treatment patterns, and quality of

care. Development of critical path and clinical

practice guidelines by hospital staff and clini-

cians may improve efficiency as well as out-

comes.

Although the Commission has included

an adjustment for case-mix variation, the cal-

culation of comparable costs does not account

Comparable Costs 7
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Unique circumstances at each hospital complicate direct comparisons of cost data, but

the variation in comparable costs suggests room for improvement by most or all

providers.

Purchasers and providers require not just comparable costs but also more detailed cost

information and other data to benchmark performance.

Effective use of this information must include candid discussion of the data variation

involving both purchasers and providers.

Because decisions by both administrators and clinicians contribute to the variation in

costs, both groups must work to capitali2e upon opportunities for improvement.

for all of the clinical differences in patient case

type and severity. Nor does it attempt to

quantify the impact of different treatment

patterns or outcomes.

Some hospitals treat a highly specialized

and frequently severely ill cohort of patients.

For example, a handful of acute hospitals in

the Commonwealth concentrate exclusively

on pediatric medicine, cancer or eye and ear

treatment. Their unique status may give rise to

costs which remain unaccounted for in the

calculation of comparable costs.

Other factors both within and outside the

control of hospital administrators and clini-

cians may have had an effect on the distribu-

tion of comparable costs. Changes in account-

ing rules, such as the requirement to record the

liability for retiree health benefits, may have

affected hospitals differently depending on the

nature of their operations and the period of

amortization. Also, as discussed in more detail

below, some of the cost differences are un-

doubtedly attributable to variation in data

reporting.

By collaborating to reduce the variation

in comparable inpatient costs, hospitals and

payers can increase the efficiency of hospital

care.

Comparable Costs 9
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Non-comparable Costs

Comparable cost values facilitate the com-
parison of hospitals on a standardized

basis. To generate comparable costs, the

Commission eliminated certain amounts from

full inpatient costs. The excluded amounts or

"non-comparables" do, however, represent

real costs to the hospitals.

Non-comparabies accounted for a sig-

nificant portion of the variation in the full

inpatient costs. Examining them individually

may provide important insight into the ser-

vices provided at each hospital. While these

data help to clarify the reasons for variation in

full costs, they also raise questions and suggest

additional areas to which providers and payers

may look to reduce costs. This section dis-

cusses six non-comparable areas as well as the

costs explained by each adjustment.

Case-mix

Patient case type and severity of illness

strongly influence variation in hospital costs.

To account for the costs of treating different

illnesses, this report uses a measure, the case-

mix index, which reflects the specific practice

patterns in Massachusetts. In it, an average

case yields an index of 1.0. As cases increase

in complexity, the weight assigned to them in

the case-mix index also increases. A very

complex case, such as a liver transplant may

have a weight of more than 20 times the aver-

age. The case-mix index does not capture all

clinical differences in case types or their sever-

ity. In Fiscal Year 1992, hospital case-mix

indices ranged from 0.6516 to 2.5516. The me-
dian hospital had a case-mix index of 0.9826

(Fig. 5 on p. 11). The average inpatient in

Massachusetts had a case-mix index of 1 .0470.

In other words, patient volume was greater at

hospitals with higher case-mix indices.

Thevolume ofservices provided in a few

specific areas may strongly influence the over-

all case-mix index. Because maternity and

normal newborn procedures tend to have low

case weights, hospitals with a high number of

maternity cases generate relatively low case-

mix indices. While the six hospitals with the

highest case-mix indices did not offer substan-

tial maternity services, many ofthose hospitals

with the lowest indices had much of their

volume in this area. Specialty hospitals may
also generate extreme or distorted case-mix

values. For example, one hospital with a

concentration on oncology exhibited a case-

mix index of 2.5516. This index was signifi-

cantly higher than that of any other hospital.

The next closest hospital had an index of

1 .7759. The high case-mix index at the oncology

hospital reflects its specialty status.

Capital

Owing to vastly different facilities and

equipment, providersdemonstratedwide varia-

tion in capital costs. These costs include pur-

chases of land and the depreciation of build-

ings, other fixed and major moveable equip-

ment (MME). The variation in capital costsmay

10
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Distribution of Case-mix Indices
90 Hospitals, Fiscal Year 1992
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Figure 5 Case-mix indices are estimates of the relative resources required to treat patients with different

illnesses. Case-mix does not account for all clinical differences in case type or severity.
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reflect the age of hospital facilities, their loca-

tion, the perceived credit worthiness of the

organization or the extent to which they

purchase expensive new equipment. The na-

ture and volume of particular services may
require extensive capital investment on the

part of some facilities.

Expressed in terms of cost per case-mix

adjusted discharge (CMAD), total major mov-

able equipment and estimated fixed capital

costs ranged from $124 to $921 perCMAD. The
industry average was $379 (Fig. 6 on p. 11).

To improve their ability to offer a com-

petitive range of services and to attract and

maintain quality physicians, many institutions

invest extensively in state-of-the-art MME. Al-

though expensive, some of the equipment

may allow shorter patient stays. As a result,

these hospitals may have high capital expen-

ditures, but also enjoy savings through lower

operating costs.

Teaching

Massachusetts possesses a widely recog-

nized reputation as a leader in medical educa-

tion. In Fiscal Year 1992, more than one third

(34) of the acute care hospitals offered at least

one accredited residency program. Of these,

19 hospitals qualified as major teaching insti-

tutions, meetingminimum requirements in the

type and number ofapproved residency train-

ing programs, as well as the number of

residents enrolled.

Because many physician residents par-

ticipate in rotations outside of the teaching

institutions, some non-teaching hospitals also

incur medical education costs. In addition,

several hospitals conduct nursing education

programs. The costs associated with this train-

ing are also regarded as medical teaching

expenses. Comparable costs remove both

direct and indirect medical expenses.
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Figure 7 Teaching costs per case-mix adjusted discharge. Medical education expenses represent 1 3.3%

of the full inpatient costs at the average major teaching institution, but only 1 .5% at other hospitals.

Source Vassacnusetts Rate Setting Commission
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Direct medical expenses include all costs

incurred to administer training programs such

as the salaries paid to the residents. After

removing DME, cost differences remain be-

tween teaching and non-teaching hospitals.

The model used to develop the case-mix

weights in this report assumes a direct relation-

ship between those indirect medical expenses

and the number of residents.

Medical education expenses among the

major teaching hospitals ranged from a low of

$396 up to $2,592 per GMAD. The remaining

hospitals spent up to $846 per GMAD on

teaching costs, but just 12 had costs greater

than $100 and 50 hospitals spent nothing at all.

The number of residents and their clini-

cal focus does not relate directly to the quantity

ofCMADs at each hospital. As a result, the size

of residency programs and the nature of the

training may account for a substantial part of

the variation in teaching costs.

Hospital-Based Physicians (HBP)

At each hospital, mission and location

lead to unique physician staffing require-

ments. To some degree, all hospitals either

contract with or directly employ physicians.

Every hospital compensates a number of phy-

sicians for supervision, but most also hire

doctors for patient treatment. Because compa-

rable costs only exclude HBP expense for

patient treatment, the physician costs depicted

in Fig. 8 (below) do not reflect payments for

department supervision.

Specific hospital-based physician (HBP)

cost figures may vary because of reporting

differences. For example, a few hospitals

report spending almost all of their physician

expense on supervision. A hospital which

designates physician expense in this manner

will exhibit low non-comparable physician

costs. Another hospital employing a similar
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Figure 8 Hospital-based physician costs per case-mix adjusted discharge. The costs include wages, fringe

benefits, and malpractice insurance for physicians employed by hospitals for patient treatment.

Source Vassac^usens Rate Setting Commission
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number of physicians but reporting more HBP
patient treatment may appear to have higher

physician costs.

The expenses associated with hospital-

based physicians include salaries and fringe

benefits, as well as professional medical liabil-

ity insurance (malpractice). Malpractice ex-

pense may vary among institutions according

to the number of physicians, the nature of

specialty services the hospital or the type of

coverage (such as self-insurance). Provider-

based physician costs range from $0up to $563

with an average of $94 per CMAD.

Wage Variation

Through its regulation of government

sponsored health care programs, the Health

Care Finance Administration (HCFA) has rec-

ognized local differences in wage rates. Al-

though Massachusetts is a relatively small

state, HCFA acknowledges six geographic

areas in the Commonwealth with different

wage and salary environments. For example,

they have deemed that the cost of living in the

Boston area is higher than in most of the rest

ofthe Commonwealth. In contrast, Springfield

county is lowest Hospital wages throughout

Massachusetts are higher than the national

average.

For employers to retain personnel, they

must offer higher salaries in areas where the

cost of living and prevalent wage rates are

higher. Further, because these HCFA wage

area adjustments affect public sector reim-

bursement, hospitals have an incentive to

apply for the highest possible wage area

adjustment.

HCFA classified over70% ofthe hospitals

in Massachusetts into the Boston wage area

HCFA Geographic Wage Areas

Essex, Ml

Norfolk,

(#) = Number of Hospitals Classified into Region

Figure 9 Geographic Wage variation. The Health Care Finance Administration (HCFA) classified hospitals

into six distinct wage regions, but placed over 70% into the Boston area.

Source Massachusetts Rate Setting Commission
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Hartford, Connecticut 118.25%

Boston Area 118.20%

Bristol County, Rural Massachusets 117.23%

Berkshire County 107.92%

Worcester County 107.40%

Springfield County 10336%

Figures are a percentage of the national average hospital wage rates.

(index rate of 18.2% over the national average)

in Fiscal Year 1992. In several cases, they have

even designated hospitals located in the same

county into different wage areas.

Comparable costs include a wage area

adjustment to compensate for salary differ-

ences due solely to location. The adjustments,

which are applied only to labor costs, range

from about 3% to more than 18%. The effect of

the adjustment was to lower comparable costs

by amounts extending from $53 up to $732

and averaging $328 per GMAD.

Extraordinary Share

of Medicaid and Free Care (ESMFC)

The Commission derived the Extraordi-

nary Share ofMedicaid and Free Care (ESMFC)

adjustment from computations related to the

development of the Massachusetts case-mix

weighting system. Hospitals that provided

more than 40% of their non-Medicare business

serving Medicaid and free care patients re-

ceived an ESMFC adjustment to the calculation

of their comparable costs.

Although the formulaic ESMFC calcula-

tion attempts to correct for cost differences

created by serving this patient population, it

may mask other reasons for high costs. Indeed,

several public programs already pay a number
of hospitals to help offset the additional costs

of treating these patients.

Hospitals which serve a large population

of Medicaid and uninsured patients may incur

obligations which do not exist to the same

extent at other institutions. Because the unin-

sured may not have received adequate pri-

mary care, these patients may be more se-

verely ill when they appear at a hospital.

Unavailable or inappropriate discharge set-

tings may lead to longer patient lengths of stay.

In addition, these patients may require more

extensive social and translation services, and

may be more difficult to follow-up.

Hospitals which met this criterion in

Fiscal Year 1992 and the adjustments to their

comparable costs follow in the table below:

ESMFC Cost per CMAD

Cambridge Hospital $1,086

Boston City Hospital $ 941

Somerville Hospital $ 825

Winthrop Hospital $ 759

Providence Hospital $ 689

Heritage Hospital $ 594

Non-comparable Costs 15
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Cost Comparisons

Tl
his section looks at cost comparisons

among Massachusetts hospitals according

to their teaching status, geographic loca-

tion and bed capacity.

Cost Comparison by Teaching Status

Over one third of Massachusetts acute

hospitals train new physicians through a vari-

ety of residency and other graduate medical

education programs. As discussed above, these

programs lead major teaching hospitals to

incur some costs which are notsharedby other

hospitals.

Other than direct and indirect teaching

costs, numerous other factors distinguish the

teaching institutions. For example, the patients

seen at major teaching hospitals had an aver-

age case-mix index of 1.2907. This was over

30% greater than the average case-mix of

0.9668 at the community hospitals.

The major teaching institutions are also

tertiary referral providers and many are spe-

cialty hospitals. Consequently, the mix ofcases

within particularDRGs and their severity likely

differs from that of other hospitals. These

differences in case type and severity may, in

turn, give rise to other costs such as the

purchase of expensive medical equipment,

different treatment protocols and longer lengths

of stay.

As detailed above, the direct and indirect

costs of medical education at the major teach-

ing hospitals averaged over $1,000 per CMAD.
At the other hospitals, teaching costs amounted

to less than $100 per CMAD.
Although the average full cost per dis-

charge was about $3,500 higher at the major

teaching hospitals than at the community
hospitals (Figure 10 on page 2), case-mix and

teaching costs account for more than 80% of

the difference between the two types of facili-

ties. In fact, when fully adjusted to yield

comparable costs, the difference shrinks to

less than $250 per case-mix adjusted dis-

charge.

Cost Comparison by Region

This section explores the full and compa-

rable cost variation between different geo-

graphic regions of the Commonwealth. For

this analysis, the report groups all Massachu-

setts counties into five regional areas. The
regions maintain counties intact, and divide

the Commonwealth such that each region has

at least ten hospitals. The groupings are:

Western Massachusetts

Worcester

Greater Boston

Southeast Massachusetts & Cape Cod
Northeast Massachusetts

The slight variation in comparable costs

(Figure 11 on page 2) masks some significant

structural differences, but suggests hospitals

can operate efficiently in any region. For

example, the Greater Boston region, which
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Figure 10 Full and comparable costs at major teaching hospitals versus all other hospitals. Although teaching

hospitals have higher average full costs, case-mix and teaching costs account for over 80% of the difference.

Regional Average Full and Comparable
Cost Per Discharge
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Region
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Full

Comparable

Figure 1 1 Regional full and comparable costs per discharge. Because of its many tertiary care hospitals, the

Boston region had higher full costs. Comparable costs were consistent across the Commonwealth.

Source Massachusetts Rate Setting Commission
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combines Suffolk and Middlesex Counties, has
the largest number of hospitals within its

boundaries. It also has the largest number of

major teaching hospitals. Not surprisingly, the

region had the highest average full cost per

discharge ($5942). Nevertheless, the average

comparable cost per GMAD was just $3,660.

By a slim margin, the Southeast Massa-

chusetts& Cape Cod area displayed the lowest

full cost per discharge ($4,117). The Western

Massachusetts and Worcester areas had the

lowest average comparable costs per GMAD
($3,400 and $3,404 respectively).

On average, the Worcester area hospitals

provided a very intensive and complicated

mix of services. Treating high case-mix pa-

tients without substantially raising average full

costs allows the region to maintain slightly

lower standardized costs.

Notably, the range in costs from the

region with the lowest average comparable

cost per GMAD to the one with the highest was
less than $350. The greater variation among
full costs relates closely to the average case-

mix index and the number of major teaching

hospitals in each region.

Regional Comparison of Comparable and Full Costs per Discharge

Region

(counties)

Total

Hospitals

Major

Teaching

Hospitals

Full

Cost

Comparable

Cost

Western Mass. 14 2 average $4,139 $3,400

(Berkshire, Franklin, median 4,240 3,467

Hampden, Hampshire) low 2,655 2,712

high 5,482 3,885

Worcester 11 3 average 4,258 3,348

(Worcester) median 3,983 3,322

low 2,909 2,495

high 9,113 4,108

Greater Boston 37 14 average 5,942 3,660

(Middlesex, Suffolk) median 5,208 3,567

low 2,817 2,338

high 16,239 6,244

Southeast Mass. & 18 0 average 4,117 3,549

Cape Cod median 4,037 3,436

(Barnstable, Bristol, low 3,329 3,002

Nantucket Norfolk, Plymouth) high 4,994 4,864

Northeast Mass. 10 0 average 4,178 3,706

(Essex) median 3,947 3,598

low 3,009 2,902

high 5,884 5,127
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Cost Comparison by Number of Beds

This section examines the variation in full

and comparable costs per discharge when
hospitals are grouped according to number of

beds. The analysis includes four categories,

each with at least 20 hospitals:

<100 beds

100-199 beds

200-299 beds

300+ beds

Within both the largest and the smallest

bed size classifications, hospitals exhibited the

greatest variation in full cost per discharge.

Each of the two groups contains at least one

hospital with an extremely high case-mix

value. Major teaching hospitals, one with

fewer than 100 beds and others with over 300

beds had significantly greater than average

numbers of high intensity patients.

Although the smallest hospitals, 0-99

beds, must spread their fixed costs across the

fewest beds, that category still included several

hospitals with low comparable and full costs.

Hospitals with 100-199 beds demonstrated the

greatest range in comparable costs per CMAD.
They also had the lowest average comparable

cost. Hospitals in that size category appear to

have functioned slightly more efficiently than

either smaller or larger sized institutions.

Remarkably, the average comparable cost

was extremely close across all bed size catego-

ries. Clearly, hospitals ofany size can hold their

costs to a competitive level.

Hospitals Grouped By Bed Size
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Figure 1 2 Bed size comparison of full and comparable costs per discharge. Through efficient management,

hospitals of any size can hold their costs to a competitive level.

Source Vassacr ^set!8 Rate Setting Commission
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Bed Size Comparison of Comparable and Full Costs per Discharge

Number Major

of Total Teaching Full Comparable

Beds Hospitals Hospitals Cost Cost

<100
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200-299

300+
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Limitations of

Data Sources

Tl
o create the information in this report, the

Commission used data from the Fiscal Year

1992 RSC-403 hospital cost report and from

the Fiscal Year 1992 merged billing and dis-

charge records (case-mix tapes). Hospitals file

the cost report in both hard-copy and elec-

tronic formats on an annual basis. They file the

case-mix tapes on a quarterly basis exclusively

on electronic media.

The Commission screens each report for

accuracy and completeness, but does not audit

them. Each acute hospital has had the oppor-

tunity to review and to verify the data pre-

sented here.

Several hospitals have noted factors in

their data or operations which would compli-

cate comparisons to other facilities. The Com-

mission has assembled a record of letters from

these hospitals, which it will make available

upon request.

Hospitals have a degree of flexibility

concerning the reporting of a number of

specific data items. Further, although offi-

cial instructions accompany MRSC reports,

past changes to these instructions have not

always kept up with the rapid pace of

innovation in hospital service delivery. Such

flexibility combined with the reporting of

costs whose proper designation may have

been unclear, may have led to cost variation

between hospitals due solely to reporting

differences.

Some reporting variation may remain

even after adjusting costs for the non-

comparables. The Commission has noted the

following examples of variation in filing the

RSC-403 hospital cost report. Other differences

can and do exist Some examples of these

differences are listed below.

Internal Structure

Some hospitals may directly attribute

specific expenses to patient service areas such

as the medical-surgical unit. Other facilities

may treat thesame costs as general administra-

tive expenses, which they then allocate to

patient areas based on a statistical process.

Special Units

Hospitals which operate special units

such as burn units may combine the data for

these beds with that of non-specialty units.

Alternatively, other facilities may retain sepa-

rate cost center information.

Research Expenses
Hospitals appear to allocate research

expenses in a variety of ways, some of which

may inadvertently misrepresent inpatient ex-

penses.

Inpatient/Outpatient Split

The use by some hospitals of ancillary

statistics which vary from the MRSC instruc-

tions may lead to a distorted separation into

inpatient and outpatient costs on the hospital

cost report.

Contracted Physicians

Some hospitals may have reported con-

tracted hospital-based physician (HBP) costs
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as purchased services or otherwise designated

them so that this report failed to recognize

them as legitimate HBP costs.

Summary measures, such as the full

inpatient cost per discharge calculated from

information in the hospital cost report, are

more reliable than detailed measures for direct

comparisons of facilities. Nevertheless, infor-

mation at the more detailed level may suggest

points for further discussion and review.

The report relies on the case-mix tapes

for discharge and case-mix adjusted discharge

information.

Severity

The case-mix index calculated from this

source does not correct for differences in

severity within case types.

Special Populations

Cost weights developed for the general

population may not accurately account for the

resources expended to treat pediatric or psy-

chiatric cases.

Mix ofCases Within a DRG

Individual DRGs may include several

related case-types. The mix of cases grouped

into any particular DRG may vary between

hospitals.

This report uses hospital cost report and

case-mix tape data from Fiscal Year 1992.

Since that time, many Massachusetts hospitals

have undertaken new measures to reduce

their costs.

Some hospitals have initiated new ser-

vices which also would change the costs at

their facilities. Any dialogue regarding hospital

expenses should include mention of changes

undertaken by individual providers, and their

likely impact on costs.
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Conclusion

Tl
hrough this and its other reports, the

Commission hopes to provide information

to help the hospital market function in a

more efficient and cost effective manner. The

data should serve as a guide to providers,

payers and employers, and should allow these

groups to engage in discussions which include

reference to a common source of hospital cost

information.

The report provides standardized, com-

parative data on all Massachusetts acute care

hospitals. Users of the information should

focus on areas of variation and seek to under-

stand why they exist. By discerning the under-

lying reasons for cost variation, providers can

more effectively manage their operations.

The information in this report will leave

many questions about hospital costs unan-

swered. For purchasers and providers to gain

a thorough understanding of why hospital

costs vary, they must consider a broader array

of causes. Such factors might include input

levels, such as length of stay, tests per patient

or employees per discharge. They might also

consist of more detailed examination of costs,

like costs by department, DRG or case type.

The Commission intends this report to

serve as a starting point for discussion rather

than a statement about the efficiency of indi-

vidual hospital providers. An informed dia-

logue among and between purchasers and

providers will aid the health care market to

become more efficient.

Sustainable improvements in efficiency demand partnerships between purchasers and

providers built on clear, accurate and comparable data.

Purchasers and providers of hospital care should explore with each other the variation

in costs, and should use these data to benchmark performance.

Through efficient management, most hospitals can hold costs to a competitive level,

regardless of their teaching status, size or location.
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Endnotes for this Report

1. Massachusetts designates hospitals as either acute or non-acute. Non-acute hospitals focus on the treatment

and rehabilitation of individuals with chronic diseases, psychiatric and substance abuse disorders. Acute hospitals

provide emergency care and treatment for acute episodes of illness which are usually characterized by short

duration. Many acute hospitals also provide services, such as psychiatric and rehabilitation care, which are found

at non-acute hospitals.

2. The ranges of full inpatient costs and comparable costs exclude hospitals which have closed their inpatient

facilities or which have convened to non-acute hospital status as of July 1, 1994. The ranges also exclude

specialty hospitals and hospitals which HCFA has designated as sole community providers. The appendix to this

report, however, does contain data for these hospitals.

3 The case-mix indices in this report use the NY v.8.1 All Patient grouper created by 3M and the Massachusetts-

specific cost weights developed by Network, Inc. The report employs this case-mix measure to facilitate cross-

hospital comparisons within the Commonwealth. At this time, no payer uses this measure for reimbursement

purposes.

4. In Fiscal Year 1992, the RSC-403 cost report did not require acute hospitals to allocate Fixed capital

depreciation to inpatient and outpatJent cost centers. For this report, the Commission has estimated the inpatient

portion of fixed capital based on the inpatient share of total hospital expenses. The results of this approach may
differ significantly from the actual inpatient fixed capital costs at each hospital. Hospitals allocated MME cost

values themselves. This portion of capital costs is as reported, and was not estimated by the Commission.

5. Hospitals report direct medical education costs to the Commission on the RSC-403 cost report. For this report,

the Commission estimated indirect medical education costs using a formula derived from the Massachusetts cost

weight calculation (see note *3). The formula is driven exclusively by the number of residents and the number
of CMADs at each facility. IME adj. = 0.001 * residents • (15,000 / CMADs).

6. The Commission calculated the ESMFC adjustment to costs based on a formula derived from the calculation of

the Massachusetts cost weights (see note *3) Hospitals which benefit from this adjustment are those that receive

more than 40% of their non-Medicare gross revenues from Medicaid and free care. After all other non-

comparable cost adjustments, the ESMFC deducts 25 39% from remaining expenses. Although the Commission

intends for the ESMFC adjustment to correct for cost differences caused by the unique patient populations

treated at these facilities, its formulaic approach may obscure other reasons for high costs. Indeed, several public

programs already pay a number of hospitals to help offset the additional costs of treating these patients.

7. The following hospitals met the criteria to be classified as major teaching institutions: Baystate Medical Center,

Berkshire Medical Center, Beth Israel Hospital, Boston City Hospital, Boston University Medical Center, Brigham

and Women's Hospital, Cambridge Hospital, Carney Hospital, Children's Hospital Medical Center, Dana Farber

Cancer Institute, Faulkner Hospital, Lahey Clinic, Massachusetts General Hospital, Medical Center of Central

Massachusetts, New England Deaconess Hospital, New England Medical Center, St. Elizabeth's Hospital, St.

Vincent Hospital, University of Massachusetts Medical Center.
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This Appendix provides data for 90

acute hospitals in Massachusetts. The data

are for Fiscal Year 1992. The hospitals are

listed in alphabetical order. The following

categories of data are included on the data

table (beginning on page 25):

Full Inpatient Cost per Discharge

Comparable Cost per CMAD
Total Non-Compatible Cost/CMAD
Case-mix Index

Discharges

Total Non-Comparable Cost per CMAD
Capital Cost per CMAD
Teaching Cost per CMAD
Hospital-Based Physician Cost per CMAD
Salary & Wage Adj. per CMAD
Extraordinary Share of Medicaid and Free Care Adj./CMAD.

Several hospitals have noted factors in their data or operations which would

complicate comparisons to other facilities. The Commission has assembled a record of

letters from these hospitals, which it will make available upon request. For a copy of

this record, please contact:

Harry O. Lohr, Jr. Director

Office of Communications
Massachusetts Rate Setting Commission

Two Boylston Street

Boston, MA 02116

(617) 451-5330
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Fiscal Year 1992 Hospital Data

Full Inpatient Comparable Total Non-
Cost per Cost per Comprable Case-mix

Hospital Discharge CMAD Cost CMAD Index Discharges

Addison Gilbert Hospital $4,151 $3,713 $ 759 0.9282 4,763

Amesbury Hospital
'

5,261 4.222 577 1.0962 1,632
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1
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Beverly Hospital, Inc. 3,335 3,070 739 0.8756 14,056

jlum nusLn leu 6,355 3 707 4,666 0 7590 14 74ft

LJ l Ul KXI 1 1 CU IU 1 IIOII 3 1 tUd^l Idl 7,537 4 051 2,865 1.0899 45 R79

uiuwMU'i nvdpilal 4 297 3 605 1 145 0.9045 19 954

Burbank Hospital, Inc. 4,483 4,108 471 0.9789 6 690
Cambridge Hospital 6,455 4,277 3.821 0.7972 7,228

Cape Cod Hospital, Inc.
2 4,438 3,656 683 1.0229 14,169

Cardinal Cushing General Hospital 4,680 3,406 749 1.1263 8,178

Carney Hospital 5,322 3,251 1,426 1.1381 11,671

Charlton Memorial Hospital 3,980 3,353 759 0.9679 15,370

Children's Hospital Medical Center 3 9.807 4,358 3,420 1.2608 16,528

Clinton Hospital Association 4.393 3,573 377 1.1123 1,550

Cooley Dickinson Hospital 3,568 3,642 282 0.9094 8,433

Dana Farber Cancer Center 3 16,239 4,751 1,613 2.5516 2,337

Emerson Hospital 3,458 3,569 834 0.7854 1 1 ,023

Fairview Hospital 3.927 3,275 51

1

1.0374 1,952

Falmouth Hospital 3,846 3,304 901 0.9147 6,086

Faulkner Hospital Corporation 5,548 3,193 1,544 1.1712 7,347

Franklin Medical Center 3,170 2,839 596 0.9228 6,387

Glover Memorial Hospital 4,357 3,450 667 1.0584 2,635

Goddard Memorial Hospital 3,561 3.837 886 0.7539 10,446

Hahnemann Hospital 5,931 3,522 853 1.3556 1,350

Hale/Haverhill Municipal Hospital 3,295 2,902 783 0.8944 6,970

Harnngton Memonal Hospital 3,083 3,276 437 0.8301 5.316

Henry Heywood Memorial Hospital 2,909 2,495 480 0.9779 4,534

Heritage Hospital
4

2,817 2,338 1,461 0.7415 5.467

Hillcrest Hospital, Inc. 4,139 3.756 495 0.9736 3,185

Holy Family Hospital & Medical Center 3,541 3,065 701 0.9402 10,396

Holyoke Hospital 4,610 3.688 384 1.1321 7,547

Hubbard Regional Hospital 4.384 3,822 414 1.0349 1,922

Jordan Hospital 3.975 3,728 891 0.8606 8,248

Josiah B. Thomas Hospital 1 5.884 5,127 679 1.0133 1,952

Lahey Clinic 7,322 3.461 1,390 1.5095 12,270

Lawrence General Hospital 3,009 3.201 582 0.7955 13,334

Lawrence Memorial Hospital of Medford 4,789 3,139 982 1.1621 4,664

Leominster Hospital 2,929 3,169 657 0.7657 7,491

' closed inpatient acute facilities

2 sole community provider
3 specialty provider
4 converted to non-acute hospital

Note. Compilation of letters from hospitals available upon request.

Appendix 26



Comparing Hospital Costs:

Beginning a Dialogue for Improvement

Full Inpatient Comparable Total Non-

Cost per Cost per Comprable Case-mix

Hospital Discharge CMAD CostCMAD Index Discharges

Lowell General Hospital $3,023 $ 3,567 $ 705 0.7076 11,068

Ludow Hospital Society 4.798 3.855 617 1.0730 1.589

Maiden Hospital 4.733 4,197 1.465 0.8359 9,283

Marlborough Hospital 4,860 3.455 840 1.1315 4.151

Mary Lane Hospital 2,970 3,292 325 0.8213 2,003

Massachusetts Eye and Ear Infirmary 3 3.223 2,673 1,191 0.8342 7,600"

Massachusetts General Hospital 10,257 4.035 2.362 1.6035 36,315

Medical Center of Central Massachusetts 4,232 3,569 918 0.9433 24.358

Melrose-Wakefield Hospital 3,530 3.032 908 0.8957 11.127

Mercy Hospital 5.482 3.751 256 1.3679 10,205

MetroWest Leonard Morse Campus 4,178 3.548 885 0.9425 8.248

MetroWest— Framingham Campus 3.657 3,123 1.079 0.8703 14,637

Milford Whittensville Regional Hospital 3.851 3.322 753 0.9451 6,701

Milton Medical Center 4.094 3.150 845 1.0246 5,284

Morton Hospital & Medical Center 3.930 3.423 725 0.9476 7,711

Mount Auburn Hospital 4.946 3,504 1.318 1.0256 14,003

Nantucket Cottage Hospital 2 4.335 4.864 817 0.7632 798
Nashoba Community Hospital 4.019 3,098 547 1.1027 2,591

New England Baptist Hospital 7,404 4.034 1.339 1.3777 7,738

New England Deaconess Hospital 10,803 3.896 2.188 1.7759 12,822

New England Medical Center Hospital 10,334 4,638 2,632 1.4214 18.087

New England Memorial Hospital 3,928 3.797 879 0.8402 8,599

Newton-Wellesley Hospital 4,273 3.621 1,403 0.8507 18.507

Noble Hospital 5,310 3,733 384 1.2899 2,998

North Adams Regional Hospital 4,341 3,828 729 0.9524 5,106

Norwood Hospital 4,304 3,211 1.177 0.9806 10,614

Providence Hospital 2.655 2,712 932 0.7286 8.372

Quincy Hospital 4.830 3.734 1.136 0.9919 10,347

Salem Hospital 3.855 3.484 911 0.8772 18,327

Somerville Hospital, Inc. 5,615 3.249 1,985 1.0726 3,213

South Shore Hospital 3,701 3.393 909 0.8603 18,867

Sturdy Memorial Hospital 3.329 3.148 627 0.8820 7,338

St Anne's Hospital 4,994 4.024 1.021 0.9900 5,807

SL Elizabeth's Hospital, Inc. 6.658 3,599 2.015 1.1861 15,692

St John's Hospital 5,207 3,941 854 1.0859 6,507

St Joseph's Hospital, Inc. 4,278 3,740 1.014 0.9001 5,783

St Luke's Hospital of New Bedford 3,579 3,002 596 0.9949 19,480

St Margaret's Hospital 1 5.567 6,244 2,300 0.6516 5.379

St Vincent Hospital 3,983 2,795 1,048 1.0363 21 ,669

Symmes Hospital, Inc. 5!010 3^12 821 1.2421 3,949

Tobey Hospital, Inc. 3,883 3,596 695 0.9048 3.886

University Hospital, Inc. 10.188 4.036 2,305 1.6065 10.753

University of Massachusetts Hospital 9,113 4,097 1,999 1.4951 15,046

Waltham-Weston Hospital 4 Medical Center 4,247 3,324 1,074 0.9657 8,345

Whidden Memorial Hospital, Inc. 5,208 3,993 863 1.0724 4,819

Winchester Hospital 3,282 3,354 839 0.7829 12,205

Wing Memorial Hospital 3,196 2,790 276 1.0422 2,253

Winthrop Hospital, Inc.
1 5,504 2,989 1,981 1.1075 2,669

1

closed inpatient acute facilities

2 sole community provider
3 specialty provider
4 converted to non-acute hospital

Note: Compilation of letters from hospitals available upon request.

All hospital data are for Fiscal Year 1992.
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Extraordinary

Total Non- Capital Teaching Hospital- Salary Share of

Comparable Cost Cost Based & Wage Medicaid

Cost per per per Physician Ad], per and Free Care

Hospital CMAD CMAD CMAD Cost per CMAD CMAD Ad CMAD

Addison Gilbert Hospital $ 759 $ 282 $ 0 $ 112 $ 366 $ 0

Amesbury Hospital
1 577 132 0 68 376 0

Anna Jaques Hospital 806 331 0 85 390 0

Athol Memorial Hospital 332 174 0 27 131 0

AtianoCare Medical Center 971 477 19 129 345 0

Baystate Medical Center, Inc. 1.644 404 762 73 405 0

Berkshire Medical Center, Inc. 1,021 429 421 11 160 0

Beth Israel Hospital 2,849 753 1,450 176 470 0

Beverty Hospital, Inc. 739 339 0 64 337 0

Boston City Hospital 4,666 427 2.592 0 706 941

Brigham and Women's Hospital 2,865 738 1.500 115 512 0

Brockton Hospital 1,145 427 316 11 392 0

Burbank Hospital, Inc. 471 257 24 16 174 0

Cambridge Hospital 3,821 349 1.568 182 636 1.086

Cape Cod Hospital, Inc.
2 683 222 11 96 353 0

Cardinal Cushing General Hospital 749 286 43 95 326 0

Carney Hospital 1,426 340 670 19 397 0
Charlton Memorial Hospital 759 311 0 137 311 0

Children's Hospital Medical Center J 3,420 921 1.646 121 732 0

Clinton Hospital Association 377 162 0 39 175 0
Cooley Dickinson Hospital 282 185 0 17 79 0

Dana Farber Cancer Center 3 1,613 289 415 498 411 0
Emerson Hospital 834 471 0 18 345 0
Fairview Hospital 511 309 0 56 146 0
Falmouth Hospital 901 548 0 12 341 0
Faulkner Hospital Corporation 1,544 413 637 131 364 0
Franklin Medical Center 596 195 0 64 337 0

Glover Memorial Hospital 667 180 0 81 406 0

Goddard Memorial Hospital 886 534 0 6 346 0

Hahnemann Hospital 853 289 0 211 353 0

Hale/Haverhill Municipal Hospital 783 491 0 9 282 0

Harnngton Memorial Hospital 437 194 0 78 165 0

Henry Heywood Memorial Hospital 480 233 0 124 123 0

Heritage Hospital
4

1,461 513 0 81 274 594
Hiilcrest Hospital, Inc. 495 285 0 19 191 0
| I — 1 . , C.i- jut, i 1 l j 11 — — fvitnl 0 ft l^yJI^ws 1 AAtAfHoly ramiiy Hospital s Meoicai oenter 262 0 120 319 0

Holyoke Hospital 384 295 0 21 69 0

Hubbard Regional Hospital 414 176 0 83 154 0
Jordan Hospital 891 487 0 21 383 0
Josiah B. Thomas Hospital

' 679 132 0 114 434 0

Lahey Clinic 1,390 376 522 137 355 0

Lawrence General Hospital 582 216 0 75 291 0

Lawrence Memorial Hospital of Medford 982 236 257 121 368 0

Leominster Hospital 657 344 73 96 144 0

1 closed inpatient acute facilities

2 sole community provider
3 specialty provider
4 converted to non-acute hospital

Note: Compilation of letters from hospitals available upon request.

All hospital data are for Fiscal Year 1992.
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Extraordinary

Total Non- Capital Teaching Hospital- Salary Share of

Comparable Cost Cost Based & Wage Medicaid

Cost per per per Physician Ad), per and Free Care

Hospital CMAD CMAD CMAD Cost per CMAD CMAD Ad|. CMAD

Lowell General Hospital $ 705 $ 309 $ 8 $ 10 $ 378 $ 0

Ludlow Hospital Society 617 400 0 139 78 0
MaJden Hospital 1,465 609 278 148 430 0

Marlborough Hospital 840 240 30 219 350 0
Mary Lane Hospital 325 244 0 13 69 0
Massachusetts Eye and Ear Infirmary 3

1,191 440 380 45 326 0

Massachusetts General Hospital 2,362 744 760 347 511 0

Medical Center of Central Massachusetts 918 251 396 114 157 0
Melrose-Wakefield Hospital 908 595 0 37 276 0

Mercy Hospital 256 160 0 29 67 0

MetroWest Leonard Morse Campus 885 387 0 134 363 0

MetroWest— Framingham Campus 1,079 403 342 33 301 0

Milford Whittensville Regional Hospital 753 297 64 63 330 0

Milton Medical Center 845 479 0 67 299 0

Morton Hosprtal & Medical Center 725 303 0 26 397 0

Mount Auburn Hospital 1,318 486 439 26 367 0
Nantucket Cottage Hospital 2 817 268 0 86 463 0
Nashoba Community Hospital 547 212 0 19 317 0

New England Baptist Hospital 1,339 524 373 59 384 0

New England Deaconess Hospital 2,188 498 1,081 185 424 0

New England Medical Center Hospital 2,632 606 1,416 107 504 0
New England Memorial Hospital 879 431 45 13 389 0

Newton-Wellesley Hospital 1,403 653 240 100 410 0
Noble Hospital 384 223 0 87 75 0
North Adams Regtonal Hospital 729 409 0 78 242 0

Norwood Hospital 1,177 709 0 180 288 0

Providence Hospital 932 124 0 56 63 689
Ouincy Hospital 1,136 777 0 6 353 0
Salem Hospital 911 276 194 45 397 0
Somerville Hospital, Inc. 1,985 367 333 57 404 825
South Shore Hospital 909 419 0 144 345 0

Sturdy Memorial Hospital 627 294 0 18 314 0
St_ Anne's Hospital 1,021 483 59 154 324 0

St. Elizabeth's Hospital, Inc. 2,015 372 895 367 381 0
Sr. John's Hospital 854 454 0 23 377 0

Sr_ Joseph's Hospital, Inc. 1,014 623 0 11 379 0

St. Luke's Hospital of New Bedford 596 243 0 62 291 0

St. Margaret's Hospital
1 2,300 ififi

I OQ CMCOHU ceo 70^
/ c.0 u

St. Vincent Hospital 1,048 253 437 57 302 0

Symmes Hospital, Inc. 821 390 0 108 323 0
Tobey Hospital, Inc. 695 280 0 70 345 0

University Hospital, Inc. 2,305 746 1,069 50 440 0

University of Massachusetts Hospital 1,999 320 1,243 235 201 0
Waltham-Weston Hospital & Medical Center 1 ,074 415 205 31 423 0
Whidden Memorial Hospital, Inc. 863 330 0 133 400 0

Winchester Hospital 839 464 11 17 347 0

Wing Memorial Hospital 276 152 0 71 53 0

Wmthrop Hospital, Inc.
1 1,981 577 0 244 402 759

1 closed inpatient acute facilities

2 sole community provider
3 specialty provider
4 converted to non-acute hospital

Note: Compilation of letters from hospitals available upon request.

All hospital data are for Fiscal Year 1992.
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