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ABSTRACT

This graduate management project compares the cost of continuing to offer
inpatient services at DeWitt Army Community Hospital (DACH) to paying civilian
providers for providing these services at the prevailing Civilian Health and Medical
Program of the Uniformed Services (CHAMPUS) rate--a “make” or “buy” decision.

A review of the costs to “make” and “buy” inpatient services at DACH uses the same
method as used by CAPT Lane T. Rogers (1994) with slight modifications adopted by
CPT Michael D. Crandell (1996). Efforts to contract externally for inpatient services
reimbursed at a discounted rate lower than the CHAMPUS prevailing rate have proven
largely unsuccessful.

The goal of this study is to advise the DACH Governing Board on the financial
implications of continuing to provide inpatient services in house as opposed to paying for
services from local providers at the prevailing CHAMPUS rate. Fiscal year 1996 (FY96)
inpatient data is used for the conduct of this study. The final result of the “make”
equation indicates the amount of federal appropriations required to provide DACH’s
FY96 inpatient workload in house:

Total MEPRS Inpatient Expense ’ $15,401,739
Total MEPRS Inpatient Expense $15,401,739
Less Inpatient Salary Savings  -$6,800,197
Less Other MEPRS Savings -$3.039.941
Equals MEPRS Fixed Costs $5,561,601

Less MEPRS Fixed Costs | -$5.561,601
Equals: The Revised Federal Appropriation for DACH _ '
to Provide Inpatient Services in FY96 $9.840,138

The final “buy” equation cost for DACH’s FY96 inpatient workload if provided outside
of DACH by civilian providers is as follows:

Total CHAMPUS Allowable Charge (no discount) $20,348,945
Plus CHAMPUS Professional Fees +$6,864,500
Less Patient Cost-Share -$10,112.254
Equals FY96 Total Cost to buy DACH’s FY96 Inpatient

‘Workload from local civilian providers $17,101,191

The results of the study show that inpatient services should remain at DACH.
Even with the possibility of negotiating for a discounted inpatient service contract with
local civilian providers, DACH clearly provides inpatient services at a significantly lower
cost. '
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CHAPTER 1

INTRODUCTION

As the health care industry experiences numerous mergers, consolidations,
reductions, and closures of facilities, one can only wonder what is in store for the present
day survivors. Tenet Healthcare Corporation’s purchase of Ordna Healthcorp for $1.82
billion is an example of the mega-mergers recently occurring in the industry (Rundle
1996). This merger created a 126 hospital chain in a 22 state region and over $8.5 billion
in revenue (Rundle 1996).

The financial survival of many health care facilities and networks is being
affected by broad changes in the industry. Acquisitions }and mergers of hospifals roée 44
percent between 1994 and 1995 (Hospital & Health Networks 20 APR 96). Hospitals
now depend on utilization management and case managers in an effort to contain costs
(Feldstein 1993). Kongstvedt asserts the health care industry has aciopted numerous ;iata
collection systems on provider outcomes and productivity. Economic indicators on
providers are created from the results of these data collection systems by health care
managers (Kongstvedt 1995). This system of economic comparison of providers is
known as “provider profiling.”

Some facilities have used ;')rovider. profiling to determine whom they will employv
and to justify changes in daily operations. Other organizations use provider profiling to -

re-engineer themselves through the identification of less productive services for internal -




process redesign. This has led many independent health care firms to embrace the once
feared juggernaut known as managed care. |

;l"he Canadian health care system’s adoption of managed care has led to ethical
problems regarding resource allocation decisions (Meslin 1997). The United States
(U.S.) health care industry has similar ethical problerhs concerning containmeﬁt of costs
and resource allocation. A statement by the chief of cardiothoracic surgery at a major
U.S. university hospital reflects what ﬁlany health plan enrollees believe is the major fault
of managed care, “When managed-care companies look at things, I think quality is an
issﬁe, but the three most important things are cost, cost and cost” (Anders 1996).

The civilian health care sector is not the only one with its eye on cost. The
military health services system (MHSS) has recently adopted a new program known as
TRICARE. The commander of the‘local military héspital will be held strictly
accountable for the health care of the hospital’s enrolled DoD beneficiaries under this
program. If TRICARE enrollees are not satisfied with the care the military medical
treatment facility (MTF) provides, th¢y may elect to enroll with the civilian TRICARE
contractor when the option becomes available each year. The MTF commander does not
want to lose his enrollees. The enrollees’ switch from the MTF to the civilian contractor
translates to a reduction in the commander’s “capitated” budget.

The TRICARE contractor will receive funding equal to the historic CHAMPUS

expenditures for those beneficiaries it enrolls. The contractor’s for-profit motive has

often led to a reduction of fees to practitioners and fewer patient contacts in order to

increase profits (Willis 1996). DoD has closed many of the loopholes which existed in




some of the early TRICARE contracts. These loopholes had allowed the contractor
increased profits for treating fewer pétiénts and providing fewer benefits to those patienfs
they do treat. DoD has kept abreast of the recént trends in the civilian health care
industry. Mergers, consolidations, reductions, and closures of facilities are buzz words
throughout the government as well as the military and military medicine.

DoD has uhdergone significant changes since the establishment of the Base
Realignment and Closure Commission (BRAC). This Commission was created by the
Defense Base Closure and Realignment Act of 1990 (P.L. 101-510, title XXIX, part A).
It is a disinterested party charged with the identification of DoD facilities for closure or
scaling back of operations. The existent Commission replaced the DoD’s internal
commission that was suspected of partisan recommendations. Of the four Commission
recommendation lists to date, GAO report NSIAD-96-172 states that 311 bases and
activities have been identified for closure with another 112 bases scheduled for
realignment (GAO 1996).

In order fof the MHSS to do its share of the military’s downsizing and cost. .
saving, it has conducted analyses of its operations. Two exampleé of these analyses are
the National Capital Area Study (Vector Corporation 1995) and the Small Hospital
Survey (facilities with 50 beds or less) (Vector Corporation 1992). These studies were
conducted to identify possible services and sites for reduction or closure.

_The results of the National Capital Area Study identified redundant services
provided by multiple MTFs as candidates for consolidation. Statistically, the Small

Hospital Survey demonstrated the need for one of the following actions for each facility:




(1) maintaining a facility as is; or (2) reducing it to a “super clinic”; or (3) closing the
facility. The Small Hospital Survey employed utilization, availability of care from other
sources, and cost as variables to arrive at its conclusions. Although the small hospital
study recommended closure or reduction in‘ services at various sites, the results were not
supported by many of the affected districts” elected officials. As a result, major cost
savings were not achieved. Few of the study’s recommendations were adopted.

Cost was also the primary céncem in the studies by Rogers and Crandell. These
studies were conducted to inform the respeétive decision makers of the financial impact
of their decisions on the provision of patient services. Both Rogers’ and Crandell’s
studies concluded that it would cost less to purchase inpatient services from civilian

providers.

Conditions Which Prompted the Study

DACH is known as a community-oriehted, primary care facility. The major
elements of a community-oriented primary care facility include: (1) the clinical practice
of comprehensive primary medical care; (2) the use of applied epidemiology in practice
planning; (3) the involvement of the community in program planning; (4) the use of data
gathered in practice planning and organization; and (5) a continuing surveillance of
community health status and needs (Kovner 1995). DACH also provides inpatient café to
DoD beneficiaries in its catchmeﬁt area. |

DACH provides primary health care services an& selected specialty care to

134,063 eligible DoD beneficiaries (DMIS FY96). These beneficiaries include: 12,569




active duty members; 111,010 non-active duty beneficiaries under 65 years old; and

- 10,484 Medicare eligible beneficiaries (Figure 1).
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Figure 1. Beneficiary Categories. Source: DMIS FY96.

Figure 2 displays a by-service breakdown of the beneficiary population by sponsor’s

branch of servicé: 63,244 Army; 20,621 Navy; 24,310 Air Force; 22,606 Marine; and

3,642 Coast Guard or other.
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Figure 2. Beneficiary Sponsor’s Branch of Service. Sourée: DMIS FY96.




The DeWitt Health Care System has four main portals of entry: (1) the forty-year-old

main hospital which houses 63 staffed beds, limited specialty care, and the Family Health

Center of Fort Belvoir; (2) the Family Health Cehter of Fairfax; (3) the Family Health

Center of Woodbridge; and (4) the Family Health Center of Fort Myer. The family health
~ centers are community (population) based to provide. ambulatory care to their

i

beneficiaries. Figure 3 is a graphical representation of the DeWitt Health Care System.
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Figure 3. Map of DeWitt Health Care System. Source: Ms Susan Allen, Chief of
Marketing, DeWitt Health Care System.




DACH has been directed to develop and implement a plan to reduce the fiscal year

1997 (FY97) budget by' $5 million. This 11 percent redﬁction was part of the Army
Medical Department’s budget reduction plan. DACH’s commander and Executive
Committee must consider drastic measures to stay within this projected FY97 budget.
Even without the budget decrerﬁent, the commander shoﬁld femain keenly aware of the
cost of health care provided at DACH.

DACH is ata key juncture as a health care organization. If DACH’s inpatient
costs exceed local civilian providers’ costs, then very careful consideration should be
given to adopting a “buy” position. Benefits of providing care, e.g. readiness concerns, '
would need to be weighed against the additional cost. If DACH .is in the “buy” position,
DACH will purchase inpatient services from other institutions. The decision maker must
remember that if care is provided by civilian providers under the current CHAMPUS
system, the Government pays for 75 to 80 percént'of the patieﬁt’s bill (OCHAMPUS
1994). Those CHAMPUS costs come straight from DACH"s budget. If CHAMPUS
costs go u}i, adequate measures must be taken to increase DACH’s economic efﬁcigncy in
providing care. If DACH is in the provider position, DACH should provide inpatient

services up to its maximum capacity.

Statement of the Problem
The management problem is to compare DACH’s FY96 inpatient costs to the cost

of thosé same services provided by local civilian facilities reimbursed under CHAMPUS.




Review of fhe Literature

A review of the literature indicates there are a variety of financial trends in the
health care industry. These trends include governmental interventions, cost containment
measurres, mergers, closures, resource sharing, staffing reductions, and termination of less
profitable services. Many of the trends are attempts to improve provider, facility, or
network ﬁnanéial situations.

Insights into an organization’s profitability may be gained by compéring cost of
providing services against other facilities providing similar services. Cosf comparisons
of this nature are on the rise (Sopariwala 1997). Most of these comparisons have studied
capacity levels within networks or given facilities. Sopariwala states this is due to the
fact that “inpatient care prices are market-driven and do not depend on the actual cost of

, delivering care” (Sopariwala 1997). This statement implies vthat purchasers of inpatient
services should be able to buy services at fair market rates. FDACH might opt to “buy”
inpatient services if the CHAMPUS reimbursement rate is lower than DACH’s cost to
providing these services.

CHAMPUS costs are calculated using adjusted standard amounts published
-annually in the Federal Register (Escobar 1996). Adjusted standard amounts represent
the average operating costs for the treatment of CHAMPUS beneficiaries during a
selected time period, each fiscal year. - The adjusted standard amounts are assigned to

~ each diagnosis related group (DRG).

DACH’s cost of providing inpatient services is reflected in the Medical Expense’

and Performance Reporting System (MEPRS). The MEPRS report (Appendix E)




provides financial and usage data for each inpatient sgrvice at DACH (MEDCOM 1996).
Each service is assigned a MEPRS code (i.e., internal medicine’s code is AAAA). The
data related to each MEPRS code is listed in the columns to the right of the codes
contained in the report. The final two columns display the average length of stay and
average daily patient load. Page three of the MEPRS report states the formulae used to €
calculate these figures, ALOS and ADPL (MEDCOM 1996). Average length of stay
equals the number of occupied bed days divided by the numbef of dispositions during the
period. Average daily patient load equals the number of occupied bed days divided by the

number of days in the period.

 MEPRS provides DoD with a mechanism to compare MTF heaith care costs with
the costs of care under CHAMPUS and managed care support contracts (Escobar 1996).
DoD decision makers have used MEPRS data to support decisions to cre;ate a DoD mail-
order pharmacy system, to establish core budget funding for MTFs, to determine the
appropriate size of MTFs, and to consolidate activities performing similar missions
(MEDCOM 1996).

Mergers and consolidations of organizations are often undertaken to reduce layers
of hierarchical positions within both entities and cut costs by giving more work to fewer
workers (Robertson 1996). Resource sharing increases the likelihood of maximum return
on investment by increasing utilization of the resource, while providing discounted rates
to the outsider (Kassirer 1996). Reducti(;n of an organization’s staff provides immediate

cost savings as salary and wage expenses go down relative to the number and type of
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employees released. Lastly, the manager may decide to terminate the provision of a
given service based on thc;, organization’s inability to compete with its competitors.
These financial trends relate little, or not at all, fo the 'improvement of the

patients’ costs or outcomes. In Bed Number Ten, Sue Baier relates how simple efforts by
hospital staff inembers can help a patient immeasurably (Baier 1985). Baier’s book is
based on her experiences as a long-term patient in an intensive care unit. Improveménts
in patient care can occur without causing any significant increase in costs (Baier 1985,
1996). Stories like Ms Baier’s raise public concern over What the true focus. of today’s
_health care industry should b'e--patient care or cost control.

The gox}ernment intervenes when health care providers or insurers display an
apparent lack of focus on patient outcome or satisfaction. Governmehtal intervention in
the health care industry occurs as legislation. For example, the State of Washington has
granted antitrust clearance, on a case by case basis, for proposed hospital mergers in
exchange for prémises of price increase limits (Burda 1996). Governmental activities
have helped and hurt the patients, providers, and hospitals (Burda 1996). Authors have
reported both financial successes and failures as a result of mergers, consolidations, and
legislation.

Another example of governmental intervention in health care is the recent
maternity stay legislation in 31 states (West 1996). President Clinton used his office to
endorse efforts to require health insurance plans to provide coverage for 48-hour

,mihimum hospital stays following normal vaginal deliveries (West 1996). Clinton
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praised the Blue Cross and Blue Shield Plan of Pennsylvania for voluntarily adopting the
minimum coverage. -

Managerial personnel in many health care networks perceived state legislation
dictating minimum lengths of stay as an imposition on the caregiver’s judgment. These
network mangers saw this as the first step in a possible governmental plan to dictate
minimum lengths of stay for all categories of patients. Pam Drellow, spokesperson for
the Blue Cross and Blue Shield Plan of Pennsylvania, stated, “We’re pleased at the

President’s comments, but we remain opposed to federal regulations on length of stay™

(West 1996).

Fiustrated and irate health care providers have attempted to influence
governmental actions pertaining to length of stay. Some providérs have informed their
representatives that network utilization managers have criticized certain physicians for
inappropriate lengths of stay and for the use of expensive non-generic drugs (Fine 1996).
Both of_these inciicators are then scrutinized to compare individual providers with one
another and entire networks against their rivals. Fine states the roots of these indicators
can be traced to a 1983 cost containment initiative--the introduction of DRG
reimbursement (Fine 1996).

Efforts at cost éontainment are evinced by the shift from inpatient care to
ambulatory care, mergers for vertical and horizontal integration (Lagnado 1996), and
reductions in staff and facilities (Robertson and Dowd 1996), as well as the embracing of

utilization review (Kongstvedt 1993). Utilization review efforts have led to programs

- that identify hospital admissions that are inappropriate and lengths of stay that exceed
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established guidelines (Kongstvedt 1993). Many health care executives are convinced
that a well-run h¢alth care organization can survive only if it monitors and keeps in check
physicians’ performances (Gradison 1996). |

Health care within the United States Army Medical Department is influenced by
utilization revie\& and cost containment strategies. The BRAC was formed to plan the
military’s biggest cost containment strategy--the identification of units and installations
for termination or scaling back of operations (Palmer 1993).

DoD has felt the need for downsizing as budgets have continued on a downward
slope the last few years (Dervarics 1996). The DoD Health Affairs response to re-
engineering initiatives was the creation of a kprogram kno‘wn as TRICARE. TRICARE is
the DoD managed health care program. TRICARE was introduced to facilitate a
capitation—Based, resource allocation health care syétem for the military. It provides for
the enrollment qf DoD health care beneficiaries to the MTF where they will receive their
primary care (Mértin‘ 1994). TRICARE is scheduled to start in the northeastern U.S.,
DACH’s region, in April 1998.

A major similarity between TRICARE and health maintenance organizations
(HMOs) is that both require enrollment. Enrollment data provide the health care proQider
a key benefit. The provider for an enrolled population will know the number and type of
patients he serves by age group and gender. These statistics are used with local usage
factors to calculate the likely demand for primary and specialty care appointments.

Even with increased accuracy in predicting enrollee usage, some managed care

organizations have sold off their HMOs. This is due to the dichotomous pressures of
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providing patient service and the financial expectations of owners (Kertesz 1996). These
networks employed the cost containment strategy of downsizing. The health care
industry was not the ﬁrst to embrace the downsizing trend as a cost containment strategy.
However, the health care industry has been a large participant in the last few years
(MacPherson 1996). |

Managed care has forced many U.S. hospitals and individual providers to re-
evaluate their role in the provision of health care (Rogers 1994). Many doctors have left
their specialties and have reverted to primary care (Oliver 1996). HMOs have continued
to compete for market share through mergers and acquisitions (Hospital & Health
Networks 20 March 1996, Stahl 1995). Two méjor payers, large industrial employers and
the government, have exerted pressure on health care organizations. These major payers
have not seen adequate changes in the health care industry to meet their expectations of
reduced costs (Moore 1996, Gardner 1995).

Recent cc;st studies on the financial feasibility of militafy hospitals have
considered the “make” or “buy” option of various inpatient services. Rogers condugted a
cost comparisdn study of Wilford Hall Medicél Center. Rogers’ study compared Wilford
Hall’s FY93 inpatient costs as shown in MEPRS, with the CHAMPUS cost
reimbursement for the same workload (Rogers 1994). A study by Watkins (1995)
explored the differential costs of providing an individual inpatient service, cardiothoracic
surgery, at Wilford Hall Medical Cénter based on Rogers’ methods (Rogers 1994).

Crandell’s study compared the FY95 inpatient workloéd “make” costs a;t Bliss

Army Community Hospital to the CHAMPUS “buy” cost of those services using a slight
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modification to Rogers’ methodology (Crandell 1996). Crandell’s 1996 work used
Rogers’ formulae to advise the'comma.nd ona make or buy decision for all inpatient
services at Bliss Army Community Hospital (Crandell 1996). McNeill’s 1994 study on
determining the costs of graduate medical education within the military gave the Army
Medical Department a method for putting a dollar amount to what had previously been an
intangible cost (McNeill 1994). Martin’s 1994 work attempted to determine the most
cost efficient staffing model for a military primary care setting. Martin’s study resulted in
the adoption of a new primary care oriented staffing model by many military treatment
facilities (Martin 1994).

Rogers’ and Crandell’s studies both concluded the civilian sector was the better
financial choice--less ex'pensive. The results of their studies indicgted that local civilian
health care providers, being reimbursed at CHAMPUS rates, could provide inpatient
services for DoD beneficiaries at lower rates than could the respective military facilities.
However, neithe; facility has closed its inpatient service to date.

Military readiness and continuum of care considerations are the likely
justifications for these decisions. Each organization must clearly identify its vision and
values. These guiding :precepts should be reflected in all strategic decision outcomes
(Duncan, Ginter, and Swaynevl995). The military will always have a need for hospitals
in the future. However, the number and configuration of these facilities and the number
of active duty military providers wiihin those facilities may change drastically. This
graduate management project, based on the cost methodologies of Rogers, will assist the

facility by providing timely information using tried methods.
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Purpose of the Study
The purpose Qf this sti;dy is to compare the cost of providing inpatient services at
DACH‘to the cost of purchasing inpatient services from civilian proiliders reimbursed at
the CHAMPUS rate--a “make” or “buy” decisiqn. The alternate hypothesis is that
inpatient services provided at DACH cost less than would thg same services if they were
provided by civilian providers reimbursed at CHAMPUS rates. The null hypothesis is
that inpatient services providéd at DACH do not cost less than would the same.services if

they were provided by civilian providers reimbursed at CHAMPUS rates.




CHAPTER 2

METHODS AND PROCEDURES

The primary data source for this study, as with Rogers’ and Crandell’s earlier
works, is the MEPRS data base. The shortcomings of usihg the MEPRS data base as
citeci by Rogers are still applicable to this study. MEPRS fails to capture all costs
directly attributable to the facility. These costs include facility depreciation, automation
support, and medical readiness (Rogers 1994). |

This study’s methods include a review of the costs to “make” or to “buy” inpatient
services for DACH. The formulae_ used throughout this study were used by Rogers and
Crandell (Rogers 1994, Crandell 1996). Rogers received guidance for the formulae

development and use from the national CHAMPUS office (OCHAMPUS), located in

Aurora, Colorado (Rogers 1994).

(1

‘Make” Equation

The “make” equation utilizes MEPRS data to calculate the government’s cost of
providing inpatient services at DACH. The goal of analyzing MEPRS data is to
determine the relevant costs of providing inpatient services (Rogers 1994). Relevant
costs are those‘ costs incurred that are directly related to each case of inpatient care
provided. Direct and indirect costs pius a predetermined percentage for department level

costs are calculated to allocate costs to the inpatient service (Watkins 1995).

16
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The MEPRS report (Appendix E) provides the initial “make” equation costs for
inpatient ser\;ices. An adjustment must be made to the amount reflected on the MEPRS
report. The amount of fixed costs assigned to the inpatient services must be realloéated
among the other hospital services. This fixed cost component is determined by
subtracting the estimated inpatient salary component (Appendix D) and other direct and
indirect cost components (Appendix G) attributable to the inpatient services from the
initial MEPRS inpatient cost (Crandell 1996). |

The MEDCOM Mahpowér Assessment Model version 1.0 is used to identify the
positions on DACH’s 0196 TDA that should be eliminated if DACH provided only
outpatient services. Consultation with DACH’s department and section chiefs confirmed
which paragraph and line number positions should be deleted if inpatient services did not
exist at DACH. The calculation of the inpatient salary component requires identifying
military and civilian positions to be eliminated.

The milifary inpatient salary component is determined by using rates from the
FY96 Army Composite Standard Rates Table (DFAS-IN-AM 201507Z AUG 95). This
table includes costs for “quarters, subsistence, medical, and personnel suppdrt” in |
addition to base salary figures (DFAS-IN-AM 201507Z AUG 95). The civilian inpatient
salary component is determined by.using calendar year 1996 federal pay tables for the
specific position code of each worker. The step four level (Wage grade) and step five
level (all others) are used as median figures to facilitate the inpatient salary computafion.

The civilian workers’ annual income figures also include a five percent increase for




retirement plans. This is to account for the government’s maximum matching

contribution for enrollees in the Thrift Savings Plan.

The other MEPRS cost savings (Appendix G) reflects reductions or eliminations
of costs supporti;lg inpatient care. These cost savings include reductions in the cost of
linen procurement and laundering, the cost of food stuffs for the inpatient tray service,
and the cost of food-service equipment support. Another cost saving is the termination of
5.67 full-time equivalent Certified Registered Nurse Anesthetists positions--a saving of
$617,200.

Subtracting the inpatient personnel salary savings and the 6ther MEPRS costs
savings from the total MEPRS inpatient expense yields the MEPRS fixed cost
component. The “fixed cost component” is defined as that part of the total operational
costs of DACH which remains if inpatient services are eliminated at DACH. The fixed
cost component consists of items such as: (1) administrative staff salaries apportioned
through the step;down process to inpatient serx;ices; (2) costs related to the physical plant
of the facility--depreciation, maintenance, housekeeping, and utilities; and (3) costs of
contracts for services and equipment suéh as transériptionists’ fees and pharmécy drug
counting machines. |

Fixed costs assigned through MEPRS for DACH’s inpatient services are
calculated using Formula 4, Appendix F. DACH’s MEPRS assigned fixed cost for
inpatient services is determined by isubtracting the sum o-f the inpatient salary sayings and

the other MEPRS savings from the total MEPRS inpatienf expense.
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DACH’s revised funding level is calculated using Formula 5, Appendix F. The
revised Federal appropriation is determined by subtracting direct inpatient costs from the
total MEPRS inpatient expense. The result of Formula 5, Appendix F, is the basis for

DACH’s “make decision”.

4

“Buy” Equation

' This study follows Rogers’ “buy” equation rather than Crandell’s modification of
it. DACH still provides obstetrical and gynecological inpatient services--these costs are
included in the calculation of inpatieni costs. Crandeil omitted all obstetrical and
gynecoiogical inpatient services from his study because his facility no longer provides
these services.

The “buy” equation (Formula 3, Appendix F) is used to calculate the total
CHAMPUS costs for DACH’s FY96 inpatiént workload. This formula includes an
estimation of the professional fees for DACH’s inpatient workload to ensure an accurate
calculation of all CHAMPUS costs. The cost of the professional fees is estimated by
using Rogers’ formula and DACH’s actual CHAMPUS expenses reflected on the
CHAMPUS Health Care Summary by Diagnosis (Appendix B) for FY96. |

The estimated cost of professional fees is calculated using Formula 1,

Appendix F. The total government hospital cost (Appendix E) is divided by total
government professional fees cost (Appendix E) to yield the proféssional'fee mﬁltiplier.
The tofal hospital CHAMPUS charge for DACH (Appendix C) is then multiplied by the

professional fee multiplier to yield the estimated cost for CHAMPUS professional fees.
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Patients in most cases are responsible for paying part of the total hospital bill.

" This is the “patient cost-share.” The amount of the cost-share usually ranges from 20 to

25 percent of the total allowable CHAMPUS charge. The total estimated patient cost-
share is calculated by using Formula 2, Appendix F. The total pétient cost-share is
divided by the total number of inpatient admissions to yield the average cost;share per
admission.” The average cost-share per admission is multip@ied by the number of inpatient
admissions at DACH (Appendix C) fo yield the total estimated patient cost-share.

The total cost to “buy” DACH’s ini:atient services is calculated by using
Formula 3, Appendix F. The total allowable CHAMPUS charges (Appendix C) are
added to the estimateci cost for CHAMPUS prbfessional fees. From this sum, the patient
cost-shafe is subtracted to yield the total CHAMPUS cost to “buy” DACH’s inpatient
services. Comparison of DACH’s revised Federal funding level with the total
CHAMPUS cost to “buy” inpatient services shows whether it is more expensive for
DACH to “maké” or “buy” inpatient services.

The reliability and vali.(.lity of this study depend on the accuracy of the MEPRS
data reviewed (Rogers 1994). MEPRS is the accepted DoD Health Affairs standard for
data accuracy in military health care (Rogers 1994). The CHAMPUS data base is
accepted by the Health Care Financing Administration and is used- to esﬁmate future costs
of the CHAMPUS program (Escobar 1996).

The amount of error in a measured process determines the reliébility of the study.
DACH’s entire FY96 inpatient Qorkload is the sample population of this stqdy. This

sample populétion was designed to reduce the potential of seasonal skewing of the
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inpatient workload. Confidentiality of patient information was protected during the

conduct of this study to ensure the privacy of patient data.




CHAPTER 3

FINDINGS AND UTILITY OF RESULTS

This graduate management project is designed using the formulae used by
Rogers (1994). The cost of DACH’s FY96 inpatient workload (Appendix E) is compared
to the CHAMPUS reimbursement civilian providers would have received if they had
provided services equivalent to DACH’s FY96 inpatient Workload.

This study provides a bcomparison of DACH’s FY96 inpatient MEPRS costs in’
comparison with the costs of purchasing the same services from civilian providers
reimbursed by CHAMPUS. The findings of this study will be relevant to decision ﬁakers
in determining the level of inpatient services for DACH as .part of the FY98 budget
planning process. This study does not prove that the number of inpatient episodes of care
will remain constant for DACH once TRICARE operations start. TRICARE operations
will have an impact on patient usage and provider requirements.

| The results of this study, using FY96 data, are of concern to the DACH command
group even without knowing the actual effects of TRICARE--a possible decrease in the |
quantity of inpatient services demanded due to increased patient costs. The current
DACH patient population possessing third party insurance is also expécted to change due
to the onset of TRICARE. These patients are more attractive to DACH to enroll in

TRICARE. DACH would receive funding for these patients based not only on the
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captitated rate for enroliees, but also gain the benefit of additional funds through the third
party collection program. |
DACH should continue to examine costs and concentrate scarce financial
resources on the most cost efficient means of providing care to beneﬁciéries. The
outcome of this study indicates there is né financial need for closure of DACH’s inpatient
services. While DACH is not in competition with the civilian hospitals, DACH could be
. downsized or closed if the civilian sector is perceived as lesé expensive. The economic
viability of DACH requires the command to be an efficient provider of health care.
DACH’s continued pursuit of more efficient methods of follows contemporary
strategic planning principles (Dﬁncan, Ginter and Swayne 1995). DACH must take
action now to influence what services it will offer in the future. Cost comparisons such
as this study must be done to evaiuate each of DACH’s services. “Make” or “buy”
decisions made now can provide potentially vast savings. DoD is conducting “make”
versus “buy” stﬁdies in many areas to determine whether to contract out for various
services. These studies are a necessity as DoD attempts to do more with less (GAO/T-

AIMD-95-146 1995).




CHAPTER 4

DISCUSSION

Numerous articles have reported the possible savings the government could realize
if many of its functions were prbvided by civilian firms. The government has been
exploring these options for more than a decade. The cost of health care provided within
DoD was compared with CHAMPUS costs in a 1985 DoD report. The report concluded
that the MHSS enjoyed a 44 percent cost advantage over the civilian sector in thé mid-
1980s (Rogers 1994).

In recent years though, there has been a huge push for the privatization of
governmen_tal functions. Newer studies have been qonducted to compare the MHSS to

| the civilian sector. A 1994 DoD report states the cost to provide care by the MHSS is no
longer significantly less than the civilian sector. The cost advantage was reported to
have “dropped to a 1 to 2 percent margin” in favor of the MHSS (DoD 1994).

The results of this study are significantly different from those of Rogers (1994)
and Crandell (1996). The results of Rogers’ and Crandell’s studies demonstrated their
respective facilities were not cost competitive with the civilian sector (Rogers 1994,
Crandell 1996). DACH, however, is shown to have provided care at a much lower rate
than potential CHAMPUS providers.

Cost efficiencies developed in recent years by the comrﬁand at DACH, may have

influenced the outcome of this study. Also, the high cost of professional services in the

24




25

Washington D.C. area may have significantly effected.the outcome of this study. The
professional services provided by the civilian sec;tor are estimated to cost 50 percent
more those provided by DACH. The results of this study warrant further investigation on
possibly a regional basis to see if any of the other federal MTFs in the area demonstrate

similar findings.




CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS

The results of this study indicate DACH is a less expensive provider of inpatient
services than the civilian sector reimbursed by CHAMPUS--$9,840,138 compared to
$17,101,191. This outcome supi)orts the alternate hypothesis of the study. DACH’s
provision of inpatient services should continue if this decision is based solely on a cost
comparison.

The National Capital Area’s high cost of living may hé\}e led area heallth care
providers to have abnormally higher costs when compared to DACH.F The steps DACH
has taken steps to reduce cost inefficiencies in its provision of care. DACH’s decision to
provide a community-based delivery system with a focus on primary care and wellness is
justified in Shortell’s writings (1996). Some of DACH’s significant cost advantage,
indicated by this study may be attributed to the adoptién of the principles employed in
managed care.

The results of this study are significantly different thén the studies conducted at
Wilford Hall (Rogers 1994) and Bliss Army Community Hospitai (Crandell 1996).
DACH’s managed care workload céncentrates heavily on primary care. Wilford Hall
Medical Center provides éhigh volume of specialty care as well as graduate medical

education. Bliss Army Community Hospital provides a low volume of general medical

care. DACH’s concentration on primary care is a cost containment strategy in
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preparation for TRICARE. This study shows that the continuation of inpatient services at
DACH is a prudent financial decision in support of its primary cafe mission.

This conclusion should be explored further in other studies to evaluate the cost
efficiencies derived specifically from the employment of managed care principles.
Further use of the MEDCOM Manpovs}er Assessment Sprvey Model version 1.0 is not
recommended. The model’s successor, the Automated Staffing Assessment Model
(ASAM), is currentl& being ﬁel&ed by thé U.S. Army MEDCOM Suéngth Management
Division. ASAM is scheduled for full deploymént by 1 January 1998 (Esparza 1997).
ASAM was designed as a refinement of its predecessor. It will facilitate MTF command
decisions on TDA positions based on workload to providér modeling. '

Future studies should accounf for the impact of the third party collection program.
The third party collection program is a recent change to MTF financial calculations. The
program allows MTFs to bill third party insurers for a portion of health care provided to
DoD beneﬁciari;es who possess civilian health insurance. FY96 was DACH’s first full
year to participate in the third party collection program. DACH provided MEDCOM
with $1,158,383 in FY96 (Mack 1997).

In FY96, MTFs were required to give all income generated throﬁgh the third party |
collection program to MEDCOM. In FY97 and thereafter, MEDCOM will establish a
third party collection program goal for each MTF. This goal will be in the form of a
decremént from the MTF’s core budget. Income from the third party collection program
received above the established décrement is kept by the MTF and added into the MTF 'S
budget (Mack 1997). This provides the MTF with an incentive to garner as much income

from the third party collections program as possible.
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DACH is projected to add $600,000 in third party collection program funds to its |
FY97 budget. This amount is in excess of DACH’s program goal, budget decrement, of
$755,000 (Mack 1997). This addition makes DACH’s already favorable cost comparison
look even better. The program was not factored into this study, as the funds generated
through the program during FY96 all went to MEDCOM.

DACH also is now remunerated by other governmental agencies from which it
could not previously collect. The cost of health care provicied by DACH to members of '
the United States Coast Guard, the National Oceanic and Atmospheric Administration,
and the United Stafes Public Health Service is now reimbursable. This.addition to
DACH’s coffers constitufes an additional improvement in DACH’s comparison to
CHAMPUS paid providers.

Upon examination of the results of this study, only one cost compérison
conclusion can be reached: care at DACH is much less cosﬂy than that delivered by
civilian provide_;s reimbursed at CHAMPUS rates. This conclusion supports the premise
that DACH should remain a provider of at least some, if not all, of the inpatient services
it currently provideé. Some economies of scale may be derived by a consolidation of
ce_rtain services with other NCA MTFs, but further cost analysis studies should be

conducted prior to any decisions along these lines.




APPENDIX A

List of Acronyms

| ASAM - Automated Staffing Assessment Model

BRAC - Base Realignment and Closure Commission
CHAMPUS - Civilian Health and Medical Program of the Uniformed Services
DACH - DeWitt Army Community Hospital

DRG - diagnosis related group

DoD - Department of Defense

FY - fiscal year

HMO - health maintenance organization

MEPRS - Medical Expense and Performance Reporting System
MHSS - military health services éystem

MTF - medical treatment facility

NCA - National Capital Area
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APPENDIX B

DACH FY96 Healthcare Summary by Primary Diagnosis
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APPENDIX D

MEDCOM Manpower Assessment Survey Results
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MANPOWER SURVEY RESULTS

MANPOWER SURVEY RESULTS

PARA |LINE POSITION GRADE| CODE | CIV PAY MIL PAY
881N | 9 SECY GS-7 | 318 $28,404

883N | 2 TNG CMS SP E-4 91D $30,349

883N | 3 CBT CMS SP E-4 91D $30,349

883N | 4 CBT CMS SP E-4 91D $30,349

883N | 5 MED SUP TEC GS-4 | 622 $20,449

883S | 3 CBT OR NUR 0-2 66E $55,860
883S | 8 TNG OR SP E-4 91D $30,349
883S | 8 TNG OR SP E-4 91D $30,349
883S | 9 CBT OR SP E-3 91D $25,177
883S | 9 CBT OR SP E-3 91D $25,177
883T | 2 CMF OBGYN 0-4 60J $88,229
883T | 4 CMF OBGYN 0-4 60J $88,229
883T | 7 CMF OBGYN NUR 04 66H $88,229
883T | 7 CMF OBGYN NUR 0-4 66H $88,229
883T | 11 MED OFF OBGYN | GS-14| 602 $74,627

883T | 16° NUR ASST GS-4 | 621 $20,499

885A | 1 | CMFDEPCDRNSG | 0O-6 66N $126,832
885A | 6 EXP C WDMSTR E-8 91C $58,099
885G | 1 CLIN HD NUR 0-3 66H $74,862
885G | 2 MED SURG NUR 0-3 66H $74,862
885G | 3 MED SURG NUR 0-2 66H $55,860
885G | 4 | - EXPWDMSTR E-7 91C $50,086
885G | 5 CBT PRAC NUR E-6 91C $42,735
885G | 6 CBT PRAC NUR E-5 91C $36,421
885G | 6 CBT PRAC NUR E-5 91C $36,421
885G | 7 TNG MED SP E-4 91C $30,349
885G |- 8 SUPV NUR SP GS-12| 610 $53,110

885G | 9 NUR SPEC GS-11| 610 $46,641

885G | 9 NUR SPEC GS-11| 610 $46,641

885G | 9 NUR SPEC GS-11| 610 $46,641

885G | 9 NUR SPEC GS-11; 610 $46,641

885G | 10 NUR SPEC GS-11! 610 $46,641

885G | 11 NUR SPEC GS-11| 610 $46,641

885G | 11 NUR SPEC GS-11' 610 $46,641

885J ; 1 TNG WDMSTR E-6 | 91C $42,375
885J | 2 CBT PRAC NUR E-5 | 91C $36,641
885J | 3 TNG MED SP E-4 91B $30,349
885J | 4 SUPV CLIN NUR GS-11| 610 $45,475

885J | 5 CLIN NUR GS-10| 610 $42,449

8854 | 5 | CLIN NUR GS-10| 610 $42,449

885J | 5 CLIN NUR GS-101 610 $42,449

885J | 6 CLIN NUR GS-10| 610 $42,449

885J | 6 CLIN NUR GS-10| 610 | 942,449

885J | 7 CLIN NUR GS-10 | 610 $42,449

885J | 8 PRAC NUR GS-5 | 620 $26,077

885J | 8 PRAC NUR -GS-6 | 620 $26,077

885J | 9 NUR ASST GS-5 | 621 $22,931
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885J | 10 NUR ASST - GS-5 | 621 $22,931

885J | 11 MED CLK (OA) GS-4 | 679 $21,607 .
885K | 6 TNG WDMSTR E-7 91C $50,086
885K | 7 CBT PRAC NUR E-6 91C $42,735
885K | 8 CBT PRAC NUR E-6 91C $42,735
885K | 9 CBT PRAC NUR E-5 91C $36,421
885K | 10 CBT PRAC NUR E-5 91C $36,421
885K | 11 TNG MED SP E-4 91B $30,349
885K | 12 TNG MED SP E-4 | 91B $30,349
885K | 13 CBT MED SP E-3 91B $25,177
885K | 14 CBT MED SP E-3 91B $25177
885K | 15 CLIN NUR GS-11| 610 $46,523

885K | 16 CLIN NUR GS-10| 610 $43,341

885K | 17 CLIN NUR GS-10| 610 | $43,341

885K | 18 CLIN NUR GS-10| 610 $43,341

885K | 19 CLIN NUR GS-10| 610 $43,341

885K | 20 PRAC NUR GS-5 | 620 $26,077

885K | 21" PRAC NUR GS-5 | 620 $26,077

885K | 22 NUR ASST GS-5 | 621 $22,931

885K | 23 MED CLK (OA) GS-4 | 679 $21,607

885K | 24 MED CLK (OA) GS-4 | 679 $21,607

885L | 3 |CMF MED SURGNUR| O-2 66H $55,860
885L | 3 |CMF MED SURGNUR| O-2 66H $55,860
885L | 3 |CMFMEDSURGNUR| O-2 66H $55,860
885L | 4 |CMF MED SURG NUR| 0O-2 66H $55,860
885L | 4 |CMF MED SURG NUR| O-2 66H $55,860
885L | 4 |CMF MED SURGNUR| O-2 66H $55,860
885L | & EXP WDMSTR E-7 91C $50,086
885L | 6 CBT PRAC NUR E-6 91C $42,375
885L | 6 CBT PRAC NUR E-6 91C $42,375
885L | 7 CBT PRAC NUR E-5 91C $36,421
885L | 7 CBT PRAC NUR E-5 91C $36,421
885L | 8 TNG MED SP E-4 91B $30,349
885L | 8 TNG MED SP E-4 91B $30,349
885L | 8 TNG MED SP E-4 91B $30,349
885L | 8 TNG MED SP E-4 91B $30,349
885L | 9 TNG MED SP E-3 91B $25,177
885L | 9 TNG MED SP E-3 91B $25,177
885L | 10 CLIN NUR GS-11|. 610 | $46,523

885L | 11 CLIN NUR GS-10| 610 $43,341

885L | 11 CLIN NUR GS-10| 610 $43,341

885L | 11 CLIN NUR GS-10| 610 $43,341

885L | 11 CLIN NUR GS-10| 610 | $43,341

885L | 12 CLIN NUR GS-10| 610 $43,341

885L | 13 CLIN NUR GS-10| 610 $43,341

885L | 13 CLIN NUR GS-10| 610 $43,341

885L | 13 CLIN NUR GS-10| 610 $43,341

885L | 13 CLIN NUR GS-10 | 610 $43,341

885L | 14 PRAC NUR GS-5 | 620 $26,077
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GSs5

885L | 14 PRAC NUR 620 $26,077

885L | 15 PRAC NUR GS-5 | 620 $26,077

885L | 15 PRAC NUR GS-5 | 620 $26,077

885L | 16 NUR ASST GS-4 | 621 $22,931

885L | 16 NUR ASST GS-4 | 621 $22,931

885L | 16 NUR ASST GS-4 | 621 $22,931

885L | 17 NUR ASST GS4 | 621 $22,931

885L | 18 MED CLK (OA) GS-4 |- 679 $21,607

892 5 TNG RAD SGT E-5 91P $36,421
892 8 TNG RAD SP E-3 91P $25,177
892 8 TNG RAD SP E-3 91P $25,177
892 | 12 OFF AUTOM CLK GS4 | 326 $21,607

893 2 CMF PATH 0-4 61U $88,229
893 6 | TNGMEDLABNCO | E-5 91K $36,421
893 9 TNG MED LAB SP E-4 91K $30,349
893 | 10 TNG MED LAB SP E-3 91K $25,177
893 | 13 MED TECHNO GS-11| 644 $50,139

894 | 19 MED TECHNO GS-9 | 644 $46,829 :
896A | 1 EXP CHIEF 0-4 67E $88,229
896A | 4 EXP PHARM NCO E-7 91Q $50,086
896A | 8 TNG PHARM SGT E-6 91Q $42,735
896A | 9 TNG PHARM SP E-4 91Q $30,349
896A | 11 TNG PHARM SP E-3 91Q . $25,177
896A | 13 PHARMACIST GS-11| 660 $50,139

896A | 13 PHARMACIST GS-11| 660 $50,139

896A | 13 PHARMACIST GS-11| 660 $50,139

896A | 13 PHARMACIST GS-11| 660 $50,139

896A | 16 PHARM TECH GS-5 | 661 $23,5633

896A | 16 PHARM TECH GS-5 | 661 $23,533

896A | 16 PHARM TECH GS-5 | 661 $23,633

896A | 16 PHARM TECH GS-5 | 661 $23,533

896A | 16 PHARM TECH GS-5 | 661 $23,533

896A | 16 PHARM TECH GS-5 | 661 $23,533

896A | 17 PHARM TECH GS-5 | 661 $23,5633

896A | 17 PHARMTECH - | GS-5 | 661 $23,533

896A | 17 PHARM TECH I GS-5 | 661 $23,533

896B | 4 TNG MED EQ REP E-b 91A $36,421

896B | 5 TNG MED EQ REP E-4 91A $30,349

896B | 6 TNG MED EQ REP E-3 | 91A $25,177
896B | 9 MED EQ RPR GS-11| 4805 $38,484 ‘
896F | 4 SUP TECH GS-6 | 2005 $25,561

896G | 9 | MATRHNDLRMVO | GS-5 | 6907 $27,465

896G | 10 | MATRHNDLRFLO | GS-5 | 6907 $27,465

896J | 2 CUSTWKINSP | WG-6 | 3566 $27,632

896J | 4 LAUNDRY WRK WG-2 | 7304 $19,931

897A | 1 EXP CHIEF 0-3 70E $74,862

897A | 2 | EXP PAT ADM NCO E-8 71G $68,099

897A | 3 | PREADCERTNUR | GS-10| 610 $42,449 ‘

897A | 4 SECY (OA) GS-5 | 318 $23,533
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8978 | 4 MRT (OA) GS5 | 675 | $23533
897B | 5 MRT (OA) GS5 | 675 | $23533
897B | 6 MRT (OA) GS5 | 675 | $23,533
897E | 3 | TNG PATADMNCO | E-5 | 71G $36,421
897E | 8 | ADMDISP CLK (OA) | GS-5 | 303 | $23,533
897E | 10 MED CLK (OA) GS-4 | 679 | $21607
897E | 11 MED CLK (OA) GS-4 | 679 | $21,607
897F | 1 | PRE-ADMIN COORD | GS-5 | 679 | $20,989
901A | 1 CMF CHIEF 0-3 | 65C $74,862
901D | 1 | CBTHOSPFSNCO | E-6 | 91M $42,735
901E | 1 COOK SUPV WS-6 | 7404 | $38,422
901E | 2 COOKSUPV | WS4 | 7404 | $34,394
901E | 2 COOK SUPV WS4 | 7404 | $34,394
901E | 4 “COOK WG-6 | 7404 | $27,632
901E | 4 COOK WG-6 | 7404 | $27,632
901E | 5 COOK WG-6 | 7404 | $27,632
901E | 5 COOK WG-6 | 7404 | $27,632
901E | 6 COOK WG4 | 7404 | $23,687
901F | 1 FS WKR LDR WL2 | 7408 | $21,914
901F | 1 FS WKR LDR WL2 | 7408 | $21,914
901F | 2 FSWKR | WG-3 | 7408 | $21,621
901F | 2 FS WKR WG-3 | 7408 | $21,621
901F | 2 FSWKR | WG-3 | 7408 | $21,621
901F | 2 FS WKR WG-3 | 7408 | $21,621.
901F | 2 FS WKR WG-3 | 7408 | $21,621
901F | 2 FS WKR WG-3 | 7408 | $21,621
901F | 2 FS WKR WG-3 | 7408 | $21,621
901F | 3 FSWKR WG-3 | 7408 | $21.621
901F | 3 FS WKR WG-3 | 7408 | $21,621
901F | 3 FS WKR WG-3 | 7408 | $21.621
901F | 3 FSWKR WG-3 | 7408 | $21.621
901F | 3 FS WKR WG3 | 7408 | $21,621
TOTAL| 179 111 CIV, 68 MIL $3,493.320 | $3,132,211
CIV * 105% = ADJUSTED CIV | $3,667,986
| | i
ADJ CIV + MIL=TOTAL PERS SAVINGS
I i [$6,800,197 |
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PREFARED: 1997 09 18 1210 £RS MEPRG U LUMP-0LZ
FACILITY NAHE: FT. BELVOIR DETAILED HEDICAL EXPENSE AND PERFORMANCE PAGE 1
FADILITY CODC: W2LFAA ‘ ‘

DOD REGION: &1

OCT - 527 7Y% PART I  HEBICAL EXPENSE REFORT

SICTION 1 - IWPATIZNT SERVIEES

TOTAL CLINIC's OCCURIED  COST PER TOTAL LoST PER £OST PR
ACCT DESCRIPTION EXPENSES SALARIES BED DAYS QBd - DISPS BISF ADHIS ADKIS ¥ALOS - RADPL
#AR  IAT HoD 4279023 199549 4494 974,42 1627 2691.47 1624 269644 Ug - idGS
AAAF  INT MED PARTNERGHIP 0 0 0 0.00 0 0.0¢ 0 0.00 0.0 0.0
AAA  SUETOTA 4379023 199549 4494 974.42 1627 2691.47 1624 2896.4%  LE 1L
HABF  CARDIOLOGY PARTNCRGHF { 0 0 0.00 { 0.00 0 0.00 w0 GO
ARR  SURTOTAL ¢ 0 0 0.00 0 0.00 ¢ 0.60 0.0 0.0
ARDA  DIRE : ¢ 0 0 ¢.00 0 0.00 ¢ 0.00 0.6 G0
AAD  SUBTOTAL 0 0 0 .00 0 0.00 0 0.00 0.0 €0
AAFA  GASTROMINTERCLOGY 130097 9730 23 363,38 212 13.67 210 619,51 0 1.1 D
RAF SURTOTAL 130097 9730 23t 563.19 212 £13.67 210 61951 1.1 (.4
ARJA ReURD 4148 1436 8 768.50 b 1229.60 3 122960 L.e .0
Akd  SUBTOTAL 6148 1436 8 768.50 5 1229.40 3 122¢.60 1.6 0.0
4BAA Gk SURD 1534447 60032 1168 1331.03 731 2126.74 720 15020 i S
aB4  SURTOTAL 1554647 - 40032 1168 1331.03 731 2126.74 720 215%.23 1.6 4.2
#B=p OPHTR 173497 7i58 4 1487.28 120 1462.49 119 474,78 L0 0
ABZ  SUBTOTAL 175499 7158 118 1487.28 1200 1462.49 11% 474,78 1.0 0.3
ABA DRAL SURC 74283 2014 43 1650.73 43 1727.51 4 075 L ud
ABF  SUBTOTAL 74283 2814 43 1650.73 43 1727.51 42 72791 1.0 0.1
ABGA ERT 413.3 3022 30 1443.77 30 443,77 30 1443.77 L. dal
ABGF IHFT ENT PARTNERSHIF 227245 { 229 992.34 22 1019.04 222 1023.62 1.0 0.é
ABE  SUBTOTAL 270538 Joz22 239 . 1044.43 253 1069.40 232 1073.64 1.0 ./
KA URGL 293476 22918 215 1365.00 122 2405.594 122 2405.54 B G.o
4BK  SUBTOTAL 293476 . 22918 215 1363.00 122 2405.54 122 2405.54 1.8 0.6
ACAA YR 1257949 71324 807 1398.80 421 2988.00 47 3018.66 1Y Al
#CAF  GYH PARTNERSHIP LY 0 0 0.00 -0 0.00 0 0.00 0.0 0.0
ACA  SURTOTAL : 1257949 7:324 807 1558.80 421 2988.00 417 016,66 1Y i
ACBA OB 3396947 83027 3026 1122.59 1310 2593.09 1288 2637.3B Y8 Hud
ACR® OB PARTNERSHIP » 0 0 4 0.00 0 0.00 0 0.00 6.0 0.0
ACR  SUBTOTAL 3396947 83027 3024 122,59 1310 2593.09 1268 2637.38 L B
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APPENDIX F

Cost Formulae |

Cost formulae listed below were originally used by Rogers’
study that compared Wilford Hall Medical Center’s MEPRS cost
to CHAMPUS costs for the same level of services.

FORMULA 1.
Calculation formula for inpatient professional services if
provided by the civilian sector and paid for by CHAMPUS:

Step 1.
Total Government Hospital Costs
Total Government Professional Costs =

Estimated CHAMPUS
Professional Fee

» Multiplier
$2,119,891 = .3373
$6,284,150
Step 2.
Total Hospital CHAMPUS Charge for DACH Estimated
im Prof 1 F Mul = CHAMPUS
Professional
Fees

.3373 =

$20,348,945 X $6,864,500

FORMULA 2.

Calculation formula for patient cost- share if inpatient
services were provided by the civilian sector and paid for
by CHAMPUS:

Step 1.

Total Patient Cost-Share =

Total number of Admissions

$1,961,.641
1,309

Average Cost-Share
per Admission

$1,499
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APPENDIX F (continued)

Cost Formulas

Step 2.

Average Cost-Share per Admission Estimated Total

X Number of DACH Inpatient Admissions = Estimated
Patient

Cost-Share

$1,499 X 6,746 $10,112,254

FORMULA 3.

Calculation formula for DACH’s inpatient workload if these
were provided by the civilian sector and paid for by
CHAMPUS :

Total Allowable CHAMPUS Charge Total Cost to Buy
+ CHAMPUS Professional Fees = DACH’s
- Patient Cost-Share Inpatient Services
$20,348,945
+$6,864,500
-$10,112,254
$17,101,191

FORMULA 4. Calculation formula for DACH's direct inpatient
MEPRS fixed costs:

Total MEPRS Inpatient Expense ‘ DACH’s MEPRS
- Inpatient Salary Savings* = Fixed Costs
- r PR vi

$15,401,739
-$6,800,197
-$3,039,941

$5,561,601

*Inpatient salary savings based on MEDCOM Manpower
Assessment Survey Model.
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APPENDIX F (continued)
Cost Formulas
FORMULA 5.

Calculation formula for DACH'’s revised Federal appropriation
for the provision of inpatient services: '

DACH's

Total MEPRS Inpatient Expense Revised

- Direct inpatient costs(Result of Formula 4) = Funding
Level

$15,401,739

+ 561,601
$9,840,138

FINAL EVALUATION OF COSTS FOR “MAKE” OR “BUY” DECISION:
Examine the result of Formula 5 (DACH’s costs) and compare
and it to the result of Formula 3 (CHAMPUS costs)--the lower
of these results is the least costly method of providing
inpatient services for DACH’s inpatient workload.

Result of Formula 5: $9,840,138

Result of Formula 3: $17,101,191.
After examining the results above, it is concluded that DACH
provides inpatient services at a much lower cost to the

government than civilian providers would reimbursed at the
CHAMPUS prevailing rate.
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APPENDIX G

MEPRS Inpatient Cost Savings
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- MEPRS COST SAVINGS

Linen Laundry Contract $53,907
Linen Replacement Cost $10,828
Inpatient Ward Housekeeping Cost $56,909
Inpatient Indirect Supply Cost $2,202,204 | /
Food Service Indirect Supply Cost $40,000
CRNA Contract $617,200
Food Service Indirect Equipment Cost $58,893
Total Inpatient MEPRS Cost Savings | $3,039,941
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