HS6200: Healthcare Finance
Class Notes – July 19, 2007
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Notes Provided by Molly Freeman
Class Outline:

· Quiz #5

· Student Presentations

· Randeep Ramamurthy
· Joe Riley

· Elaine Smith

· Xiao Liu

· Lecture on Materials Management by David Cowan

Notes:

· Quiz #6 is next Thursday during class
· Final Exam is from 9am to noon next Friday, July 27


Student Presentations

· Randeep Ramamurthy – Hospital Pricing Strategies
· Using models to determine price – can the process be automated?

· Healthcare is not a free market

· Costs and charges are influenced by many factors

· Must determine costs before determining charges

· Automated model will reduce the time it takes to calculate charges annually

· Mathematical Model

· Cost function estimation

· Charge estimation

· Use Game Theory techniques to estimate charges

· Joe Riley – Small Practice EMR

· Physicians will end up paying for EMRs even though they don’t want to
· A decent EMR costs $15,000 or less for a small physician practice
· 13% of small practices are currently using EMR systems
· It will cost $11.8 billion for all remaining small practices to implement EMRs

· Physicians are choosing not to get EMRs because of fear, doubt & uncertainty as well as a lack of investing training

· Planning is crucial to successful EMR implementation

· Vision & Scope of project

· How to make the numbers work (risks vs. returns)

· Choosing the correct system

· Three types of systems

· Client-Server

· Web-Based

· Hybrid

· Joe thinks that by 2015, 90% of small practice physicians will have an EMR!

· Elaine Smith – Individual Health Insurance Mandate

· 16% of the US population is uninsured
· Universal Healthcare involves providing all citizens adequate access to care regardless of ability to pay
· Funding will come from the government (for those who can not pay), employers (for qualifying businesses), and individuals (those who do not qualify for government or employer sponsored insurance)
· It will be similar to car insurance – everyone will be legally required to have it
· Benefits:
· Healthier population (access to primary and preventative care for all)
· Decrease burden on hospitals
· Addition of the healthy will offset costs
· 18-24 year olds make up 10% of the US population, but 21% of the uninsured
· Healthier people in the mix will reduce overall costs
· Problems:
· Gathering data – how to tell if everyone has insurance?
· Use federal tax returns – but 9% of people aren’t required to or don’t file tax returns
· How to penalize the uninsured
· What penalty will be harsh enough to encourage insurance participation
· Enforcing penalties
· Who will enforce penalties?
· What are the ramifications for not paying?
· Income-based Mandate
· Will premiums be subsidized based on income?
· Should premiums be subsidized for people with pre-existing conditions (who will likely have to pay more because of the conditions)?
· It would cost the government $75 billion per year to subsidize insurance plans based on income
· Definition of acceptable plan
· What must be covered?  How much should it cost?
· Limiting the number and type of insurance will decrease competition which may decrease quality
· Must have feasible infrastructure before getting started
· The benefits of insurance are debatable – does having insurance increase the health of the population?
· Non-US citizens, illegal immigrants still won’t be covered
· Xiao Liu – Rational and Defensible Pricing

· Traditional Pricing Models:
· Cost-Plus:  add a percentage surcharge to the determined cost

· Market Based – pricing based solely on the prices being offered by the competition

· Vale Based – determine the value each customer places on the product & charge that value

· Most healthcare organizations are using a combination of the above techniques to set prices

· Most frequent methods used to set prices (March 2007 HFMA study)

· Market Data – 60%

· % of Medicare – 57%

· Cost Accounting – 40%

· Activity Based Costing – 23%

· Pricing & Reimbursement

· Case based payment methods

· Charge based payment methods

· The healthcare is still struggling with industry standards to set prices!

· Rational & Defensible Pricing

· A pricing methodology that helps providers to survive through the challenges they are faced with

· Challenges to hospital pricing:

· Competition (market)

· Law suits, payment confrontations (defensible)

· List price vs. pocket price (rational)

· Consumer Driven Healthcare, pricing transparency (transparent)

· Pricing Transformation Process

· 3-Diminsions:

· Market

· Cost

· Reimbursement

· A more rational pricing system is the 1st step to consumerism


Materials Management – David Cowan Lecture (see slides from website)
· $11 billion in potential cost savings in supply chain/materials management

· When inflation goes up, the importance of materials goes up

· Materials management:

· Necessary for good patient care

· Quality & Availability of materials are both crucial

· Very complex

· Many different items (different quantities, prices & expectations)

· Purchased by a variety of people – must be coordinated

· Supplies and equipment are major satisfiers for physicians – more important than nursing care!

· Costs are incurred as materials are purchased, warehoused, distributed and disposed

· Organization of Materials Management

· Purchasing Department

· Finance Department

· Budget

· Asset management

· Financing

· Distribution

· Most of the cost related to managing inventory is where to store it

· Most hospitals have an offsite warehouse 

· Must be able to efficiently distribute supplies from the warehouse to where they are needed

· Official and unofficial inventory

· Disposal

· Hazardous waste

· Salvage

· User Departments

· Who uses the materials?

· Maintenance & installation

· Service contracts for equipment

· IT

· Key Issues

· What costs matter?

· During times of low inflation:

· Purchase price over inventory size

· Waste

· Cost of storage/distribution/maintenance

· During times of high inflation:

· Keep inventory low

· Group purchasing

· VHA, Premier, UHC

· Volume purchasing

· Cost Saving Opportunities

· The easiest (most effective) place to reduce costs is labor, also the hardest because real people get hurt
· 12%-20% of costs in a hospital are materials

· Surgery

· Look for standardization opportunities

· IT

· Bulk purchasing

· Software licenses

· Radiology

· Film

· Maintenance agreements/contracts

· Pricing audits can identify savings opportunities

· Tiered pricing

· Direct purchasing – when departments buy their own materials rather than going through the purchasing/materials management department

· Must be stopped or managed

· Standardization

· Formulary in the pharmacy

· Pharmacy and therapeutics committee to decide what new drugs are added to the formulary (and which can be removed)

· Keep formulary to around 2,000 to 2,200 items

· Distribution

· Unit does packaging at the pharmacy (bulk buying)

· Barcoding for safety

· Packaging

· Robotics in the pharmacy

· Service Agreements

· Radiology

· IT

· Lab equipment

· Salvage

· Silver recovery from Radiology ($3,000 to $4,000 per month)

· Incinerator to generate power
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