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ABSTRACT
The nation is greatly concerned today about the s t i l l rising
costs o f medical care and ever increasing health expenditures.

Evidence

of the concern for risin g cost is indicated by the fa ct that Congress
passed the National Health Planning and Resources Development Act of 1974.
This law provides fo r additional e ffo rts to curb in fla tio n of health cost.
A new federal system is being created fo r the purpose of improving health
planning.

There exists a widespread opinion that Medicare and Medicaid

have caused a major portion of the in fla tio n in health care costs.
The purpose of this paper is to seek an answer to whether or not
Medicare and Medicaid do actu ally cause in fla tio n and, i f so, can i t be
proved by means of a case study.

The University of Arkansas Medical Science

Campus hospital located in L it t le Rock, Arkansas is the subject of the case
study.
A search was made of the 1ite ra tu re to see i f comparable case
studies had been done, but none of the same nature and intent were found.
Part I of the study traces the development of health leg islatio n
concepts, proposals and actions leading to Medicare and Medicaid.

The

actual Social Security Amendments are used to provide a description of the
two programs as they were enacted and as they currently e x is t.

Current

topics are discussed to complete background material for the study.

Part I I presents a descriptive analysis of data collected from
the University of Arkansas Medical Center adm inistration, finance and
accounting departments and from the medical records lib ra ry .

General

hospital s ta tis tic s are presented in addition to financial data concerning
hospital assets, expenses and revenues.

A ncillary services, diagnostic

and therapeutic services performed by specific hospital departments as
distinguished from general or routine patient care such as room and board,
are analyzed for possible effects on costs.
Part I I I presents model analysis of the case study hospital
data and an analysis of the effects o f Medicare and Medicaid on cost
increase factors.
In Part IV conclusions are drawn from the preceding analyses.
The study indicates th at in this p articu lar in s titu tio n Medicare and
Medicaid did contribute to increased in fla tio n .

An additional conclusion

is th at data of a type that is not available currently must be generated
by research in the future.

The data problem is not believed to be unique

in this hospital but is believed to be widespread among the health care
industry despite the tremendous progress made in improving data collection
in recent years.

INTRODUCTION
Id e n tific a tio n of the Problems
Since the passage of Public Law 89-97 in 1965 with its amend
ments establishing the Medicare and Medicaid programs e ffe c tiv e July
1966, the cost of medical care has increased a t a very high rate.
i
Subsequent amendments only increased the upward s p ira l.
The con
sumer price index (CPI) fo r a ll items fo r the year 1965 was 94.5; the
index rose to 147.1 fo r 1974, a percentage change of 55.7 percent.

At

the same time, the CPI fo r medical care rose from 89.5 to 149.7, a per
centage increase of 67.3 percent.^

In absolute value, hospital expendi

tures rose from $12,948,000 in 1965 to $36,290,000 in 1973, a percentage
change of 180.3 percent.^

This can be compared to the rise in gross

national product figures from $684.9 b illio n in 1965 to $1,289.1 b illio n
in 1973, a percentage change of 88.2 percent.

Hospital expenditures ac

counted fo r 1.89 percent of the 6NP in 1965 and 2.82 percent in 1973.
Federal actuarial estimates in 1965 fo r cost increases under
Medicare were 5.7 percent annually u n til 1970.

By 1967, i t became clear

lU. S ., Department of Health, Education and Welfare, Social
Security Administration, Social Security B u lle tin , XXXVIII, No. 2
(February, 1975), 75.
2Ib id .
^American Hospital Association, Hospital S ta tis tic s , (Chicago:
American Hospital Association, 1975), p. 3.
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the 1965 projections were wrong.
12.3 percent in 1967.

Average daily hospital costs increased

This figure was used as a basis fo r estimates

of a 13 percent increase in 1968, 12 percent in 1969, 9 percent in 1970
and declining amounts in the following years u n til a stable annual
increase of 3.5 percent was reached in 1975.^
The Senate Finance Committee f e l t that costs of health care were
rising so sharply and so many states were in financial d if f ic u lty because
of th e ir Medicaid programs that i t set back a reassessment goal of July
1975 u n til July 1977.5
Medicare and Medicaid have without question benefited many people
in the United States and have been of tremendous social benefit to the
nation, but they have also adversely affected health care costs and
financing fo r the general population.
Costs vs. Actuarial Estimates
Today both programs are in serious financial trouble with costs
soaring fa r beyond actuarial estimates.

With reference to the seriousness

of increasing Medicare and Medicaid costs, Dr. C lifto n Gaus, addressing
a workshop e n title d "Health Planning and Rate Review:

An Integrated

Approach to Moderating the Rise in Health Care Costs" in Chicago, Illin o is
on November 18, 1975, pointed out that the two programs are currently
consuming approximately 90 percent of the health budget of the Department

\ l . S ., Congress, Senate, Committee on Finance, Medicare and
Medicaid: Problems, I ssues and A lternatives, S ta ff Rept., February 9,
1970, 91st Cong., 1st s> s. (Washington, D.C.: Government Printing
O ffice, 1970), p. 31.
^Ib id . , p. 43.
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of Health,Education and
per year.

Welfare.

This amounts to almost

Dr. Gaussaid a lim it must come soon.

$20 b illio n

These costs

pushing rapidly into more and more government regulation.

are

This, in

turn, could cause a halt to innovations in health care.*’
At

the sameworkshop, Eugene J. Rubel also stated

our current

system drives costs higher and higher, providing no in it ia tiv e for
cost containment.
almost over.

Rubel maintains the days of cost reimbursement are

The cost impact is not ju s t a government problem, i t

hits everybody‘ s pocket.^
This situation is producing a ground-swell in Congress fo r reform
in a ll health le g is la tio n .

Alternatives to the current programs are

being avidly sought.
The Search fo r Alternatives
For example, demonstrating his continuing concern with health
a ffa irs and the proposed national health insurance plans, Senator Edward
M. Kennedy (D-Mass.) , during the week of January 12, 1976, visited the
Canadian c itie s of Montreal, Toronto, and Ottawa fo r talks with providers,

^Clifton Gaus, unpublished speech before a workshop e n title d
"Health Planning and Rate Review: An Integrated Approach to Moderating
the Rise in Health Care Costs," sponsored by the Division of Health
Insurance Studies of the Social Security Administration and the Bureau
of Health Planning and Resources Development of the Public Health Service,
Chicago, November 18, 1975.
^Eugene J. Rubel, unpublished speech before a workshop e n title d
"Health Planning and Rate Review: An Integrated Approach to Moderating
the Rise in Health Care Costs," sponsored by the Division of Health
Insurance Studies of the Social Security Administration and the Bureau
of Health Planning and Resources Development of the Public Health Service,
Chicago, November 18, 1975.

4

consumers, labor and insurance people that are involved in that country's
national health system.

Kennedy is the chairman of the Senate Labor

Health Subcommittee and chief Senate sponsor of organized labor's national
health insurance b i l l .

8

In addition to seeking alte rn a tiv e s, improvements in Medicare
are being sought by congressional leaders.

Senator Frank Church (D-Idaho)

has introduced the Medicare H o sp itilizatio n Improvement Act of 1975 (S .2473).
The major provisions of this b ill are to increase from 150 to 210 the
number of covered days under Medicare fo r individuals hospitalized who
must draw upon th e ir 1ifetim e reserve and to reduce the d a ily coinsurance
by 50 percent.

Senator Church points out that "valuable as i t is ,

Medicare s t i l 1 only covers about 38 percent of the e ld e rly 's health care
g

expenditures.

Major gaps in coverage s t i l l exist and must be closed".

Rising Hospital Service Charges
Congress is p a rtic u la rly upset by hospital service charges and
physicians' fees, both of which have jumped dram atically since the
price freeze on the health care industry was 1ifte d in la te April 1974.
The Labor Department consumer price index put the annual rate of increase
of hospital service charges at 20.5 percent in August 1974.

Physicians'

fees increased at an annual rate of 18.5 p e rc e n t.^

^McGraw-Hill, Washington Report on Medicine and Health, XXX, No.
2, January 12, 1976, 3.
^National Health Lawyers Association, Health Lawyers News Report,
I I I , No. 11, November, 1975, p. 1.
^McGraw-Hill, Washington Report, No. 1421, September 23, U74,
p. 4.

5
Starting January 1, 1976, Medicare beneficiaries were faced
with an increase in the deductible, i . e . , out-of-pocket fee Medicare
patients must pay fo r the f i r s t sixty days of hospitalizatio n, from
$92 to $104, a jump of 13.1 percent.

In announcing this fee hike,

Social Security Commissioner James B. Cardwell said the new deductible
is designed to equal the average cost of one day of hospital care.
Cardwell noted that the present hospital Stay of Medicare patients
averages thirteen and one-half days at a cost of $1,400.

According to

the Commissioner, the increase is a resu lt of the continuing ris e in
hospital costs, which he stated have been rising a t rates 50 percent
fa ste r than overall 1iving c o s ts .^
There are valid reasons for a substantial portion of the in
creases in medical care costs.

Expected were increases in (a) wages

paid hospital employees, (b) number of employees, (c) prices of non
labor inputs and (d) quantities of non-labor inputs.
The Case Study Hospital
The University of Arkansas Medical Center (UAMC) hospital
located at L it t le Rock, Arkansas is the subject of this case study.

12

The hospital is referred to as both the UAMC hospital and the Medical
Center ho spital.

The hospital has 313 beds and is classified as a

^N ational Health Lawyers Association, News Report, P. 1.
^Since this study was begun, and a fte r the time period covered
by the study, the University of Arkansas Medical Center was renamed the
University of Arkansas Medical Sciences Campus. The former designation
w ill be used throughout this paper.
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state owned short term general hospital.

The hospital is a f filia te d

with the University of Arkansas College of Medicine, and both are com
ponents of the University of Arkansas Medical Center.
further c la s s ifie d as a teaching hospital.

I t is , therefore,

The hospital is also a f

f ilia t e d with the University of Arkansas School of Nursing.
The ho sp ital, with its inpatient services, outpatient c lin ic s
and emergency room, serves a ll citizens of the state of Arkansas.

The

hospital does, in fa c t, receive patients from a ll seventy-five Arkansas
counties.

While a large percent of the hospital patients liv e in

Pulaski County, many are referred to the hospital by rural based phy
sicians and hospitals.

The hospital is a member of the American

Hospital Association and, as such, answers surveys conducted by the
Association.

These surveys generated data used in this study.

The Association guide issue lis ts th irty -e ig h t hospitals in
the same category with the Medical Center hospital — state owned short
term general with medical school a f f ilia t io n .

This category contains

hospitals with approximately 21,103 beds, 511,060 annual admissions
and 55,533 employees.

Twenty-three other publicly owned hospitals

(c it y , county, city-county and hospital d is t r ic t or a u th o rity ), ex
cluding fe d e ra lly owned in s titu tio n s , are classified general short
term hospitals serving as teaching hospitals.

This group lis te d 19,512

beds, 561 ,830 admissions and 62,189 employees.
In addition, th ir ty church owned and 100 non-governmental notfo r -p r o fit hospitals f a l l in the same general short term c la s s ific a tio n
with teaching a ffilia tio n s .

This group has 76,057 beds, 2,455,615

admissions and 239,344 employees.

The UAMC hospital, therefore, is

7
a member of an overall group of 195 hospitals with a sim ilar c las si
fic a tio n , operation and problems.
Scope of Study
The purpose of this study is to examine the operations of the
University of Arkansas Medical Center hospital over the period of
years from fis c a l year 1967, the f i r s t year of Medicare, through 1974,
seeking to determine what e ffe c t the Medicare and Medicaid programs
had on the costs of operating the hospital.

As indicated previously,

tremendous concern exists over risin g hospital costs.

The Medicare

and Medicaid programs had a considerable impact on the financial
status of a ll hospitals particip atin g in the two programs; and i f
national health insurance is adopted with coverage fo r most United
States c itize n s , a program lik e Medicare and Medicaid w ill become a l
most universal throughout the nation.

Presently, some doctors and

hospitals choose not to particip ate in the programs since a m ajority
of the American people remain outside Medicare and Medicaid coverage.
The physicians and hospitals can thrive economically without the sup
port of the federal programs.

This probably would not be true under

a system of national health insurance.
Part I:

History and Development
Part I traces the development of health care concepts from the

early part of this century up to the present laws and proposed le g is la 
tion.

Particular attention is given to the proposals and actions

leading to the passage of the Social Security Amendments of 1965 —
P. L. 89-97.

Many people, representing diverse groups and organizations,

took part in the development of health le g is la tio n concepts.

Many

8

presidents were concerned with the health problems of the nation during
th e ir administrations.
The Medicare and Medicaid programs are described in detail in
order to provide a background fo r the data th at has been assembled and
analyzed.

Services provided under the two programs are treated compre

hensively with e x p lic it provisions and cle a rly defined exclusions.
Congress recognized that problems were being created in the implementa
tion and administration of the programs.

Amendments were adopted in

subsequent sessions of Congress and, as indicated above, alternatives
are s t i l l being sought.

Abuses occurred and inefficien cy was demon

strated by both federal agencies, state agencies, intermediaries and
in s titu tio n s involved.

These amendments are, therefore, also dis

cussed in Part I .
Important le g is la tio n recently was enacted in the health care
fie ld .

The entire health care system is under examination in an e f

fo rt to provide access to health care fo r more people without developing
unnecessary services and duplicating f a c ilit ie s .

The overall concern

is cost containment but not at the expense of lessening q u ality of care.
Since national health insurance in some form w ill probably be
a r e a lity within the next few years, fu rth er changing the health care
delivery system, current proposals are discussed to complete the pres
entation of the summary of health care concepts.
Part I I ; Descriptive Analysis o f University of Arkansas Medical
Center Hospital Data
~
Part I I presents analysis of s ta tis tic a l data collected from
several sources but prim arily from the adm inistration, finance and

9

accounting departments o f the case study hospitals.

Another major source of

data from the hospital was the medical records lib ra ry .

Although financial

data is the single most important element, general s ta tis tic a l data is
presented so that trends important to th is analysis could be examined.
An e ffo rt was made to locate any and a ll available data having a bearing
on the two major programs under study.

The data is presented in general

s ta tis tic s , a n c illa ry services and general revenues, cost and assets.
The analysis is based on consideration of possible causes of cost increases
in the hospital's operation.
Part I I I :

Analysis of Cost Increase Factors a t the Case Study Hospital

A model developed by the Division of Research of the College of
Business Administration at the University of South Carolina is u tiliz e d to
id e n tify causes fo r hospital cost increases.13

A second model developed

by Nancy L. Worthington of the Social Security Administration was used to
id e n tify the major sources of annual changes affecting expenditures for
hospital c a r e .^

University of Arkansas Medical Center hospital data

were organized in the same formats to permit anlaysis of the data collected
at the case study hospital.

In modifications of the models, Medicare and

Medicaid data were separated from to tal data and introduced fo r analysis.

1O

Gary R. Fane, et a l . , "An Analysis of Hospital Costs in South
Carolina, 1968-72," Business and Economic Review, XXI, No. 1 (October,
1974), 1-11.
1&
U. S ., Department of Health, Education and Welfare, Social
Security Administration, "Expenditures for Hospital Care and Physicians
Services: Factors Affecting Annual Charges", by Nancy L. Worthington,
Social Security B u lle tin , XXXVIII, No. 11 (November, 1975), 3-15.
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Part IV:

Conclusions
Conclusions are drawn from the data and accompanying discussion

and analyses regarding the hypothesis that Medicare and Medicaid contrib
uted to in fla tio n in hospital costs above the rate o f general in fla tio n
as indicated by the consumer price index fo r a ll goods and services.

PART I
HISTORY AND DEVELOPMENT

CHAPTER I
BACKGROUND:

DEVELOPMENT OF HEALTH LEGISLATION CONCEPTS

From early times people in need have been provided with some
type of medical care, not necessarily adequate, but, nevertheless,
some type of care.

This care was provided by charitable and r e l i 

gious organizations in many cases.

Also, in the early days, doctors

possibly were more dedicated to providing care without pay than in the
present day.

In any event, doctors did perform services fo r which they

received no compensation o r, i f any, frequently on a barter basis.
Robert J. Myers states that
. . . possibly the f i r s t national advocacy of government health
insurance in the United States was a plank in the platform of
the S o c ia lis t Party in the early 1900's. Subsequently, when
former President Theodore Roosevelt founded the Progressive
Party before the 1912 elections, a plank supporting national
health insurance was included in its platform .'
American Association fo r Labor Legislation
The American Association fo r Labor Legislation (AALL) was
founded in 1906.

Its membership was made up of actuaries, economists,

lawyers, sociologists and p o litic a l sc ien tists .

In the beginning

AALL devoted its e ffo rts to promoting state workmen's compensation
laws.

These would provide medical care and cash payments fo r workers

who suffered job-related inju ries or illnesses.

These e ffo rts resulted

^Robert J. Myers, Medicare (Homewood, Illin o is :
Irw in, Inc. fo r the McCahan Foundation, 1970), p. 3.
12
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in many states adopting such laws and created in terest that led to
action by most other states.
The membership of AALL was impressed with progress made in
the United Kingdom in passing national health le g is la tio n in 1911.
Subsequently, in 1912, AALL developed a model b il l to provide health
care on a state basis.

The American Medical Association (AMA) i n i 

t i a l l y supported this e ffo r t and worked with the AALL conrnittee.

The

AMA changed its position of support to an announced opposition to any
play embodying the system of compulsory contributory insurance against
illn e s s .3
The AALL model b i ll provided fo r earnings-related cash bene
f i t s and medical benefits through regional funds under extensive govern
ment control.

This again was to be handled by the states ind ividu ally

with the federal government having no part in the plans.

The model

b i l l provided compu1sory coverage fo r a ll manual workers and to a ll
nonmanual workers who had earnings of $100 or less per month except
domestic and casual workers.

Patterned a fte r the German system, i t

made no provision fo r higher income w h ite-co llar workers.
Cash benefits would have been a t the rate of 66 2/3 percent
of wage fo r a maximum of twenty-six weeks (reduced to 33 1/3 percent
i f ho spitalized).

Extensive medical care would have been provided with

the administration of the benefits carried out by the various funds,

^Ib id . , p. 4.
^Theodore R. Marmor, The P o litic s of Medicare (revised American
e d .; Chicago: Aldine Publishing Co., 1973), p. 7.
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such as those established by fratern al orders, labor unions, employers
and local associations created fo r this purpose.
The financing of the program was to be based on earnings-related
contributions.

The model called fo r a 40-40-20 basis, i . e . , 40 percent

by the employee, 40 percent by the employer and 20 percent by the state.
Reimbursement plans were broad and fle x ib le .

These were purposely de

signed in such a fashion so as to a ttra c t support from physicians.
The AALL b ill was introduced in fifte e n state leg islatu res, but
the only actual vote taken was in New York where the b ill passed the
Senate but was defeated in the House.

Studies were undertaken; basic in 

terest in this type of program was f a ir ly extensive in other states, such
as C alifornia and 111inois.

At this time, the le g is la tio n was opposed

by the AMA, several large 1ife insurance companies and some fratern al
organizations.^

Even more disappointing to the supporters of labor

health insurance reform was the unequivocal opposition to the model b ills
5
of Samuel Gompers, the president of the American Federation of Labor.
At this time there was 1i t t l e a c tiv ity at the federal le v e l.

The

U. S. Commission on Industrial Relations in 1915 recommended a national
system of cash sickness and m aternity, medical care and lump sum death
benefits.

A study was made fo r the Public Health Service in 1916.^
Committee on the Costs of Medical Care

In 1927 the Committee on the Costs of Medical Care (CCMC) was
established.

The organization was composed of individuals from many

fylyers, Medicare, pp. 5-7.
5Marmor, The P o litics of Medicare, p. 7.
fylyers, Medicare, p. 9.
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in terest groups with an interest in health and medical problems.'7
As a private organization, the CCMC sought to accomplish re
search in the health area and planned to make recommendations based
on the results of the research.

Some financial support was obtained

from several foundations to cover the costs of the research and pub
lic a tio n .

Because of the broad differences in the background and in

terests of the members, the committee struggled over the recommendation
that should be presented.

Final recommendations were impossible to

make, but a consensus was reached on the need fo r extension of the publi c health service and strengthening professional education.

Deep

division remained in regard to the role of government.®
Committee on Economic Security
President Franklin D. Roosevelt, in his e ffo rts to fig h t the
depression of the 1930's, sought to develop an extensive system of
social insurance and public assistance.

Roosevelt appointed a group

of top government o ffic ia ls to be the Cormrittee on Economic Security
(COES), which was provided a s ta ff for study and d ra ft of le g is la tio n .
One of the subjects considered was health insurance, but no le g is la tiv e
proposal in the fie ld was made by COES.^

Roosevelt did not vigorously

sponsor government health insurance because of the p o s s ib ility of its
jeopardizing the passage of the Social Security b ill in 1935J0

^Myers, Medicare, p. 9.
8Ib id . , p. 10.
^ Ib id . , pp. 9-11.
^OMarmor, The P o litics of Medicare, pp. 8-9.
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The time crunch, less than a year, along with the controversy
and opposition already e xis tin g , resulted in in a c tiv ity .

The committee

was also hindered by the fear that the health leg isla tio n would be
declared unconstitutional and thereby damage prospects fo r old-age
benefits and unemployment compensation, two major p rio ritie s of the
New Deal.

COES did develop principles of health insurance which had

as th e ir basis compulsory state social insurance programs, established
with the encouragement of the federal government, which would provide
both case benefits and coverage of medical care costs.

The cash bene

f it s were to be 1inked with unemployment insurance and p a rtia lly
replace wage losses.

Benefits would be provided fo r the worker and

his dependents, as well as fo r nonworking persons without income.
Federal participation was lim ited to the establishment of minimum
standards fo r health insurance practices and subsidies or other f i 
nancial assistance to encourage the states to establish a plan.
Financing was to be provided by a system of tax-offsets sim ilar to
that employed to develop state unemployment insurance programs.

This

consisted of a payrol1 tax that would be returned to the states a fte r
the state system was developed.

An important development in 1935 was

the s h ift in a ttitu d e by the American Federation of Labor which previously had opposed social insurance throughout the 1910's and 1920's.
Social Security Act of 1935
In 1936 fed eral-state programs under the public assistance
t it le s of the Social Security Act of 1935 were in itia te d .

11 Myers, Medicare, pp. 10-13.

The public
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assistance provisions of old age assistance (OAA), aid to dependent
children (ADC) and aid fo r the blind (AB) provided matching federal
funds fo r medical care of recipients, but only as an allowance in
cluded in the monthly cash payment to the recip ien t, without re s tric tin g
any part of the payment fo r this p articu lar purpose.^
This procedure fo r providing medical care costs proved to be
unsatisfactory.

The federal matching maximum was at a low level and

because of the fluctuating nature of medical costs, the costs exceeded
the maximum from month to month.
bear the to ta l cost of the excess.

This forced the state to have to
Also, there was no way to keep

the recipients of cash fo r medical b ills from spending the money fo r
other purposes.^
The American Association fo r Old Age Security was founded in
1927 by Dr. Abraham Epstein.

The association was active during the

development of the Social Security Act.

In 1933 the name of the or

ganization was changed to the American Association fo r Social Security
(AASS).

This was probably the f i r s t usage of the term "social

security" in its present-day meaning.

Not completely s atisfied with

the Social Security Act, the Association developed its own model b ill
which provided fo r (1) coverage to a ll manual workers and to a ll nonmanual workers earning $60 or less per week, except self-employed
workers, agricultural workers and domestic employees and (2) cash
sickness and maternity benefits amounting to 50 percent of a person's

^Robert Stevens and Rosemary Stevens, Welfare Medicine in
America (New York: The Free Press of Macmillan Publishing Co., 1974),
pp. 11-13.
^Myers, Medicare, pp. 13-14.
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wages.

The medical benefits would have provided broad coverage of

medical, hospital and dental benefits fo r the worker and his dependents.
A twenty-six week lim it of coverage fo r any illness and some costsharing fo r ho sp italizatio n , drugs, eye glasses, convalescent care
and home nursing were included.

The financing fo r this program was

based on a 6 percent contribution rate (4^ percent by the employer
and employee with the employee's share increasing according to salary
and Ik percent by the s ta te ).

The b ill was not passed by any s tate ,

and in 1943 the Association ceased to function.

Dr. Epstein, however,

had produced a s ig n ific a n t series of publications which piayed an important role in the development of the American Social Security System.
National Health Insurance Proposals:

1940's

Looking toward a more extensive health program than th at pro
vided by the Social Security Act of 1935, President Roosevelt estab
lished the Interdepartmental Committee to Coordinate Health and Welfare
A c tiv itie s .

In the summer of 1938 this committee made recommendations

to a National Health Conference resulting in the f i r s t tru ly national
discussion of a formal national health program.

The recommendation

covered topics such as the extension of public health services and
services fo r mothers and children, grants-in-aid fo r hospital and other
f a c ilit y construction and grants-in-aid to help states develop medical
care programs, social insurance programs for temporary d is a b ility bene
f i t s along the lin e of state unemployment insurance and permanent disa b ility benefits under the national old-age benefits

^M yers, Medicare, pp. 13-16.
15I b i d . , pp. 19-20.

p ro g ra m .^
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The Wagner B ill
Following the National Health Conference, Senator Robert Wagner
(D-N.Y.) introduced the f i r s t major b ill outlining a broad health pro
gram.

The b ill would have provided federal grants-in-aid to the states

for medical care programs.

The programs contained broad coverage in

respect to services and persons to be covered.

The federal matching

payment would have ranged from 16 2/3 percent to 50 percent.

The

Wagner B ill never was brought to a vote but the b ill was important in
the development of the national health insurance concept since i t re
vived national in terest in health insurance.

The opposition which de

veloped also proved that simply compromising fed eral-state patterns
would not resu lt in acceptance of a program.

1C

Murray-Wagner-Dingell B ill
By 1949, the introduction of a Murray-Wagner-Dingell b ill had
become almost an annual event which was followed by congressional re
fusal to hold hearings on the b ills .

The b ills embraced goals to enact

a comprehensive insurance system which would remove the money barrier
between illness and therapy and to protect a ll the people equally against
i l l health.

By 1945 the proposal had the support of President Harry

Truman, but this support was o ffs e t by Republican m ajorities in both
the House and the Senate.

17

The 1948 election returned Truman to o ffic e and control of the
Congress to the Democrats.

This l e f t Truman with hopes fo r enactment

16Ib id ., pp. 20-21.
^Marmor, The P o litic s of Medicare, p. 10.
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of some domestic proposals he had made during his campaign.

In 1949,

Truman requested congressional action on medical care insurance which
repeated Murray-Wagner-Dingell provisions:
(1) The insurance benefits would cover a ll medi
cal , dental, hospital and nursing care expenses.
(2) Beneficiaries would include a ll contributors to
the plan and th e ir dependents, and fo r the medi
cal needs of a destitute m inority which would not
be reached by the contributory plan, provisions
were made fo r federal grants to the states.
(3) The financing mechanism would be a compulsory
3 percent payrol1 tax divided equally between
employee and employer.
(4) Administration would be in the hands of a
national health insurance board within the
Federal Security Agency.
(5) Doctors and hospitals would be free not to
jo in the plan. Patients would be free to
choose th e ir own doctors and doctors would
be free to accept or re je c t patients. The
b i l l 's reception by the 81st Congress was
disappointing to Truman, and the Administra
tio n 's health insurance plan was not reported
out of committee in eith er house.'8
Green-Eliot and Other B ills
The Green-Eliot b ill was constructed along the lines of the Ad
m inistration b i l l .

This plan covered active workers and th e ir e lig ib le

dependents covered by the Old-Age and Survivors Insurance System.
p ris in g ly , retire d workers were not included.

Sur

The benefits provided

for a th ir ty day hospitalization lim it per year.

The plan was to be

financed by increasing both employer and employee social security con
trib u tio n s.

No congressional action was taken on this b i l l .

^ M a r m o r , The P o l i t i c s o f M e d i c a r e , pp. 1 0 - 1 2 .
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Other b ills were introduced th a t, in general, f e ll into the
following categories or approaches:
(1) Encouraging the various forms of voluntary
health insurance.
(2) Providing federal financial support fo r state
programs fo r the medically indigent.
(3) Establishing a p a r tia lly compulsory, p a r tia lly
voluntary program fo r national health insur
ance, as proposed by Representative Allen T.
Threadway (R-Mass.) in 1938.
None of the a lte rn a tiv e proposals ever came to a vote in e ith e r
the House or the Senate.
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^9Myers, Medicare, pp. 23-26,

CHAPTER I I
PROPOSALS AND ACTIONS LEADING TO MEDICARE AND MEDICAID
In the 1950's and 1960's, many health benefit proposals sur
faced that were forerunners of the current Medicare-Medicaid programs.
The primary target group fo r those interested in national health in 
surance was those people who were beneficiaries of the Old-Age,
Survivors and D is a b ility Insurance System (OASDI), in general, but
especially those beneficiaries age s ix ty -fiv e and overJ

The concept

of concentrating on the OASDI group was originated by Wilbur J. Cohen
and I . S. Falk, advisors to Federal Security Administrator Oscar Ewing.

2

The fa ilu re s of the Truman health proposals in the 1940's indicated the
need fo r a new strategy that would be p o litic a lly feasib le.

Thus the

stage was set in early 1951 fo r what has come to be known as Medicare
proposal s . ^

The Social Security Board, with the support of President

Truman and Administrator Ewing, made the f i r s t proposal relatin g to
the OASDI group in 1951.^

Hhe d is a b ility benefits were not added u n til 1956, but the term
OASDI is used fo r convenience.
^Theodore R. Marmor, The P o litic s of Medicare (revised American
ed.; Chicago: Aldine Publishing Co., 1973), p. 13.
3Ib id . , p. 14.
^Robert J. Myers, Medicare (Homewood, Illin o is :
Trwin, Inc. for the McCahan Foundation, 1970), p. 28.
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During the period a fte r 1950, the proponents and opponents of
health benefits under social insurance were c le a rly id e n tifie d .

The

proponents included the labor unions, social workers and organizations
of people age s ix ty -fiv e and over.

The opponents were extremely

formidable, including the American Hospital Association (AHA), the
Blue Cross Association (BCA), the American Medical Association (AMA),
private insurance companies and many business groups.

As time passed

and progress toward passage of le g islatio n was made, however, BCA and
AHA became more neutral in regard to the matter.
Arguments Pro and Con Health Benefits
Robert J. Myers lis ts the arguments regarding health benefits
through social insurance fo r persons age s ix ty -fiv e and over.
arguments fo r this coverage include:
(1) High medical costs and low incomes. Health
costs fo r those s ix ty -fiv e and over are, on
the average, three times higher than those of
younger people and the former have only half
as much income.
(2) Rapidly rising hospitalization costs. These
costs were rising much more rapidly than
other prices.
(3) Insurance needed to solve the problem.
Aged persons need insurance against hospital
ization costs since hospital services cannot
be as readily purchased as can most other
i terns.
(4) Social Security program the ideal insurance.
The OASDI system is time-tested and has
proven its a b ilit y to provide monthly bene
f i t s in an e ffic ie n t manner.

5Ib id . , p. 29.
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(5) Hospital insurance under OASDI as an aid
to the growth of private insurance. Older
people would be better able and more
w illin g to purchase additional coverage
of other health care costs.
(6) Purchase of paid-up insurance during the
working years. The proposals would be
regarded as paid-up hospital insurance
purchased by contributions made during
the worker's productive years. This
recognizes that broad pooling of the
financial resources between generations
is a necessary characteristic of social
insurance.
The arguments against this coverage include:
(1) Rapid expansion of hospital benefits under
OASDI. Based on the historical develop
ment of OASDI, a sim ilar expansion of
health benefits would be inevitable.
(2) Threat of socialized medicine. The pro
posal would lead to socialized medicine.
(3) O veru tilizatio n of hospital f a c ilit ie s .
The program would greatly increase hospital
u tiliz a tio n and, therefore, to tal costs.
(4) Younger worker burdened with the cost for
the current aged. I t would be unfair for
young workers with low income and large
fam ily resp on sibilities to have to pay
fo r care of the older generation.
(5) Public assistance job. Public assistance
(the K err-M ills Act) could take care of
the existing problems.6
1950's Health Benefit Proposals
Numerous health benefit proposals were put forward during the
1950's.

Among these were the Ewing proposal, the Forand B ills and the

Eisenhower reinsurance plan.

6 I b i d . , pp. 2 9 - 3 3 .
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The Ewing Proposal
The Ewing proposal, advanced by Federal Security Administrator
Oscar Ewing and developed by the Truman administration in 1951-1952,
was the f i r s t proposal fo r hospital benefits fo r OASDI e lig ib le s and
others with a certain age and insured status.

Sixty days of hospital

care were to be provided per calendar year fo r a ll e lig ib le s .

I t was

not deemed necessary to provide special financing fo r this proposal
a t that time because the OASDI system had an "actuarial surplus."
The re la tiv e ly small number of persons on the OASDI r o ll and the low
hospital per diem cost in 1953 of about $15 were reasons fo r the f i 
nancing decision.

This reasoning would not have been supported by

future developments.

State agencies were to administer this program,

reimbursing hospitals on a reasonable cost basis.

Congress did not act

on the Ewing proposal in 1952 or at any la te r time when i t was resubmitted.'7
The Forand Plan
In 1957, Representative Aime Forand ( D - R .I.) , introduced a b ill
providing the following benefits fo r OASDI e lig ib le s in each twelve
month period:
(1) Sixty days of ho spitalizatio n.
(2) Skilled nursing home care a fte r transfer from
a hospital fo r a condition associated with
hospitalization (fo r a maximum of 120 days,
less the days in the hospital).
(3) Surgical services.
This proposal was to be financed by increasing the employeremployee Social Security tax rate and the program would have been

7 I b i d . , pp. 3 3 - 3 4 .

26
administered by the federal government dealing d ire c tly with hospitals.8
Representative Forand introduced a revised version of his b ill in 1959.
By this time, hospital insurance fo r the aged had moved to the forefront
of public debate.

Q

Extensive public debate did not mean the Forand b i ll had favor
able congressional prospects.

In 1959, the House Ways and Means Com

m ittee, a fte r public hearings, rejected the proposal.10
The Eisenhower Proposal
The Eisenhower Administration proposed to establish a federal
reinsurance fund to provide health benefits.

Private carriers were to

pay a certain percentage of th e ir health insurance premium into a re
insurance fund.

President Eisenhower, hoping to enable private in 

surers to broaden th e ir health insurance coverage, proposed federal
reinsurance against heavy c a rrie r losses.

The financing plan called

only fo r paying federal adm inistrative expenses and making an advance
to the fund which would be repaid from the reinsurance premiums.

This

proposal was not favorably considered by those who were interested in
health benefits under Social Security, by insurance companies or by Blue
Cross.

The AMA immediately responded unfavorably, and organized labor

also expressed opposition.

The b ill was defeated in the House.

11

^ Ib id . , p. 35.
^Herman Miles Somers and Anne Ramsay Somers,Medicare and the
Hospitals: Issues and Prospects (Washington, D. C .:
TheBrookings
In s titu tio n , 1967), p. 7.
10Marmor, The P o litic s of Medicare, p.
^Somers, Medicare, p. 6.
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Health Benefits Proposals and Action:

1960's

Anderson-Kennedy B ill
In I960, Senator Clinton Anderson (D-N.M.) and Senator John F.
Kennedy (D-Mass.) , supporting the social insurance approach to pro
viding health benefits, proposed a b i l l providing:
(1) Hospital benefits up to a maximum of 120 days
per year to a ll OASDI e lig ib le s age s ixty-eig h t
and over, with an in it ia l deductible of $75.
(2) Coverage fo r s k ille d nursing home care a fte r
the period of ho spitalizatio n.
(3) Home health care.
(4) Diagnostic outpatient hospital services.^2
No provisions were included fo r surgical benefits.

The financing

would have come from a 5 percent increase in the employer-employee Social
Security contribution rate.

1^
The proposal was defeated in the Senate.10

Both committees with authority ovvr action in this f ie ld , the House
Ways and Means Committee and Senate Finance Committee, however, were
concerned only with public assistance proposals J 4
K err-M ills Law
Responding to increasing pressure to assist persons age s ix ty -fiv e
and over, especially with respect to hospital costs and suggestions for
the expansion of medical care fo r Old-Age Assistance recip ients, Congress
passed the 1960 amendments to the Social Security Act.

These amend

ments, labeled the K err-M ills Law, contained two major provisions:

^2Myers, Medicare, p. 38.
^3Ib id . , pp. 38-39.
14Ib id . , p. 37.
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(1) Increased federal matching funds. This man
dated special additional federal matching
funds fo r medical vendor payments. The
level varied according to whether the state
had an average total grant fo r cash and medi
cal services above or below the maximum
matchable funds under the regular formula.
(a)

States below matchable minimum. F if 
teen percent federal funds matching
on the f i r s t $12 of average medical
vendor payments (increased to $15 by
the 1961 Amendments) were to be pro
vided.

(b)

States with average to ta l grants above
matchable minimum. Monthly variab legrant matching funds (inversely re
lated to the per capita income of the
State, between 50 and 80 percent) were
to be paid on the smallest of:
( i ) the excess of the to tal grant
over the maximum matchable
federal funds under the regu
la r formula,
( i i ) the average medical vendor payment,
or
( i i i ) $15.

(2) Medical assistance fo r the aged. Medical Assistance
for the Aged (MAA) was created as a public assistance
program. Those e lig ib le were the medically indigent,
i . e . , those persons who could normally support them
selves but who could not meet re la tiv e ly high medical
costs that could arise. Some 1eeway was allowed the
state in setting rules and regulations, but the
states could not require a residence requirement,
premiums or enrollment fees and imposition of
property liens during the life tim e of the recipient
and must be reasonable in establishing income,and
resource lim its fo r e l i g i b i li t y requirements.
Payments could be made under the Kerr-Mi11s Law fo r service of
hospitals, s k illed nursing homes, physicians, den tists, private-duty
nurses, physical therapists, osteopaths, chiropractors and optometrists.

15I b id ., p. 40.
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Then, i f the state plan so provided, home health care, laboratory ex
aminations and x-rays, prescribed drugs, eye glasses, dentures and
prosthetic devices could be included in the benefit structure.

The

exceptions were the exclusion of medical services furnished in non
medicalpublic

in stitu tio n s and in mental and tuberculosis hospitals

and alim it

six weeks of care fo r patients with tuberculosis or

of

psychosis in general medical in s titu tio n s .^
1961 Kennedy Administration Proposal
The Kennedy Administration in 1961 proposed a program fo r OASDI
e lig ib le s age s ix ty -fiv e and over, which differed from the age of s ix ty eight in the Anderson-Kennedy Amendment of 1960.
(1)

Provisions included:

Ninety days of hospital care within a benefit
period with a deductible of $10 per day fo r
the f i r s t nine days.

(2) 180 days of s k ille d nursing home care a fte r
transfer from a hospital.
(3) 240 home health service v is its per calendar year.
(4) Outpatient hospital services in excess of a
$20 deductible for each diagnostic study.
Financing was to come from a 5 percent increase in the employer-employee Social Security contribution rate and an increase
in the taxable earnings base from $4,800 to $ 5 ,0 0 0 .^
posal the name "Medicare" was o f f ic ia lly born.

With this pro

The name was taken

from an already existing armed forces medical program also e n title d
"Medicare."

In 1961, the House Ways and Means Committee held public

hearings on the proposal but took no action.

16 I b i d . , p. 41.
1 7 I b i d . , pp. 4 2 - 4 3 .

In 1962 both the Ways
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and Means and the Senate Finance Committees held executive sessions
to consider the proposal but again no action was taken J®
Anderson-Javits Amendment of 1962
The Anderson-Javits Amendment of 1962 was sim ilar to the 1961
Kennedy Administration proposal except fo r the following provisions:
(1) Benefits were available to noninsured persons age
s ix ty -fiv e and over fo r the f i r s t two years a fte r
benefits became available. Minimal residence and
citizenship requirements were included.
(2) Benefits were payable through private carriers
fo r individual policyholders who met certain
provisions.
(3) Separate tru s t funds were set up fo r financing with
an increase of 5 percent in the employer-employee
Social Security contribution rate and 18 percent
gained from increasing the taxable earnings base.
(4) Skilled nursing home care was restricted to
hospital-connected nursing homes.
This amendment also was defeated in the Senate.

Neither chamber

took any further action on health benefits during the 1962 session of
CongressJ9
1963 Kennedy Administration Proposal
A 1963 Kennedy Administration proposal was a new version of the
King-Anderson B ill with the same general provisions of the AndersonJavits Amendment except:
(1) The private c a rrie r option was removed.
(2) Two alternatives were available to benefi
ciaries in place of the ninety day, $90
deductible (fo rty -fiv e days and no deductible

^ I b i d . , pp. 4 3 - 4 4 .
19 I b i d . , pp. 4 4 - 4 5 .
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or 180 days with a deductible of two and oneh a lf times an average d aily hospital cost
based on a nationwide average).
(3) The maximum lim it on combined hospital-nursing
home coverage was eliminated. Again, no ac
tion was taken on this le g is la tio n .20
1964 Congressional Action
In 1964 congressional action the House Ways and Means Committee
in executive session considered a ll aspects of OASDI but the b il l re
ported out died in House-Senate conference.

The Senate Finance Com

mittee considered three major proposals in executive sessions:
(1) The Gore Amendment. The amendment added the
1963 version of the King-Anderson B ill with
financing calling for an employer-employee
Social Security contribution rate increase
of 8 percent.
(2) The Javits Amendment. This proposed a maxi
mum of fo r ty -fiv e days hospitalization with no
deductible, home health services up to 240
v is its per year and sk illed nursing home bene
f i t s up to 180 days per benefit period. These
benefits were available fo r uninsured in d iv i
duals on a phase-out basis, that is , those
insured at the time of enactment would have
been under a tran sition al basis that would
have required a certain amount of OASDI
coverage, phasing out about six or seven
years a fte r the program went into operation.
Financing fo r the OASDI e lig ib le s was to
come p a rtly from savings resulting from cash
benefits waived by beneficiaries age s ix ty fiv e and over who so elected and p a rtly by
an increase to 56 percent in the Social
Security contribution rate. In addition, a
new concept was included, i . e . , a program
of fe d e rally sponsored, complementary health
benefits fo r persons age s ix ty -fiv e and over.
A national association of insurance carriers
operating on a nonprofit, tax-exempt basis
would have provided a standard policy paying

2° I b i d . , pp. 4 4 - 4 5 .
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fo r most physicians' services, surgical fees,
at least $15 of the cost of a s p e c ia lis t's
consultation fee and diagnostic, laboratory
and x-ray fees. Payments on the fees would
have been based on a uniform schedule.
(3) The R ibicoff Amendment. Senator Abraham
R ibicoff (D-Conn.) designed a program pro
viding a reduced package of hospital and
related benefits that would not require an
ultim ate employer-employee contribution rate
of more than 10 percent on a $5,400 earnings
base to finance the plan. The beneficiary
could choose a fo r ty -fiv e day maximum with no
deductible or a ninety day maximum with a
deductible of two and one-half times the
average d a ily hospital cost under the pro
gram. The proposal also provided sk illed
nursing f a c ilit y benefits up to a maximum
of th ir ty days in a benefit period and
v is itin g nursing services, up to th ir ty
v is its per year fo r home health care.
Again, uninsured persons age s ix ty -fiv e
and older were covered under a phase-out
basis.21
The Senate Finance Committee did not adopt any of the three
amendments.

When the le g is la tio n reached the flo o r , however, the

Anderson-Javits Amendment was adopted.

B asically, this amendment

contained the same provisions as the King-Anderson B ill with the
following differences:22
(1) A $5,600 earnings base along with increased
contribution rates.
(2) Sixty days maximum s k ille d nursing f a c ilit y
benefits in a benefit period.
(3) Cost sharing elements of the R ibicoff Amendment
(deductible based on average d a ily hospital cost
which would have increased from year to year).

21 Ib id ., pp. 46-47.
2 2 ib id .,

p. 48.

(4) A fed erally sponsored program of complementary
health benefits (sim ilar to that contained in
the Javits Amendment).
The House-Senate conference could not agree on a fin a l form
so the e n tire b ill died when Congress adjourned.

Proponents of hospital

insurance were not discouraged because they hoped this would improve
the chances fo r enacting a better plan in 1965.

Opponents, however,

pointed out that beneficiaries were being denied sorely needed in
creased cash benefits.

One approach of future importance came out

of the conference sessions.

The concept of complete separation of

hospital insurance from the OASDI System was developed.^
1962 Amendments to Social Security Act
The 1962 Amendments to the Social Security Act provided addi
tional federal financing fo r medical vendor payments sim ilar to that
fo r persons age s ix ty -fiv e and over under the K err-M ills Law, and fo r
blind recipients and disabled recipients i f the state unified its
program by combining the new benefits with the Old Age Assistance
Program.

This made i t possible fo r more to tal payments to be matched

by federal funds.

At the end of 1964, ju s t p rio r to enactment of

Medicare, fourteen states and Puerto Rico had fe d e ra lly approved
combination programs.^

CHAPTER I I I
MEDICARE AND MEDICAID
The 1965 Amendments:

Public Law 89-97

The elections of 1964 changed the composition of Congress to
such an extent that the passage of leg isla tio n on medical care fo r
the aged was guaranteed.

President Lyndon B. Johnson's overwhelming

victory over Barry Goldwater was considered to be a popular mandate
for Medicare.^
Proposed Legislation
King-Anderson B ill
Senator Clinton Anderson (D-N.M.) and Representative Cecil King
(D -C a lif.) introduced in the Senate and House respectively the standard
Medicare package:

coverage of the aged, lim ited hospitalization and

nursing home benefits and social security financing.

In keeping with

the p rio ritie s of Congress and the Johnson Administration, Medicare
became H.R.1 and S .1.
Byrnes B ill
Representative John W. Byrnes (R-Wis.) introduced a b i ll (H.R.4351)
that was designed to get Republican c re d it fo r the Medicare law.

Byrnes

emphasized that his b ill would cover the major risks overlooked by H .R .l.
These included the costs of physician services and drugs.

The program

^Theodore R. Marmor, The P o litic s of Medicare (revised American
ed.; Chicago: Aldine Publishing Co., 1 9 7 3 ) ,p. 59.
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was voluntary:

the aged would be free to jo in the plan or not; and

th e ir share of the financing would be scaled to the amounts of the
p a rticip an t's social security cash benefits, while the government's
share would be drawn from general revenues.
Eldercare
A b ill e n title d "Eldercare" was proposed by the AMA and in tro 
duced by Representatives Thomas Curtis ( R-Mo.) and A. Sydney Herlong
(D -F la .).

Eldercare, to be implemented by the states, provided broader

benefits than Medicare, including physicians' care, surgical and drug
costs, nursing home charges, diagnostic services, x-ray and laboratory
fees and other services.^
H.R. 6675
The Ways and Means Committee went through a period of intensive
hearings and executive sessions on H .R .l.

Representative Byrnes was

invited to present his b ill to the committee, the presentation of which
resulted in a spirited and extensive discussion.

The Byrnes and King-

Anderson b ills were presented as mutually exclusive alte rn ativ es.
3
AMA's Eldercare a ltern ative received l i t t l e mention.

The

Ways and Means Chairman Wilbur M ills (D-Ark.) proposed a combi
nation of the Byrnes and King-Anderson b ills that involved extracting
Byrnes' benefit plan from his financing proposal.

M ills sought aid from

committee members, HEW o ffic ia ls and interest group representatives in
drafting a combination b i l l .

Blue Cross and the American Hospital

Association were consulted fo r technical assistance.

3 I b i d . , pp. 6 0 - 6 4 .
3 I b i d . , p. 64.

The Medicare b i l l ,
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H.R.6675, presented to the House on March 29, 1965, included parts of the
King-Anderson b i l l , the Byrnes package and the AMA suggestions of an
expanded K err-M ills program.

A fter discussion and defeat of a Repub

lican a lte rn a tiv e , i t became clear that H.R.6675 would pass.

On April

8, 1965, the House sent the M ills b il l to the Senate by an overwhelming
margin of 315 to 115.^
Although there was no doubt that the House's expanded version of
Medicare would pass the Senate and its Finance Committee, that Committee,
chaired by Senator Russell Long (D-La.) , held extended hearings during
Apri1 and May.

The Finance Committee considered provisions within the

M ills b ill that Administration spokesmen considered important defects
and sent a somewhat altered version of the M ills b i ll to the Senate
flo o r.

On July 9, a fte r amendments and heated debate, the Senate

passed its version of Medicare by a vote of six ty -e ig h t to twenty-one.®
Many differences were resolved in conference between the House
and Senate versions.

The bulk of these were compromises between d i

vergent benefit levels.
its report.

By la te July, the conference committee finished

On July 27, the House passed the revised b i l l by a margin

of 307 to 116; two days la te r the Senate passed the b i l l by a seventy
to twenty-four vote.®
The next day, President Johnson signed the Medicare b il l into
Public Law 89-97 in Independence, Missouri in the presence o f former

^Ib id . , pp. 64-68.
5Ib id . , p. 72.
® Ib id ., p. 74.
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President Harry S. Truman.

The ceremony was attended by many govern

ment o f f ic ia ls , health leaders and private c itize n s .

Among those were

many who participated in the extensive, b itte r fig h t fo r health in
surance during the administrations of Presidents Roosevelt, Truman,
Eisenhower, Kennedy and Johnson.^
Medicare and Medicaid
"Medicare" and "Medicaid" are the recognized names of two pro
grams, T itle X V III and T itle XIX respectively, which are 1965 Amendments
to the Social Security Act of 1935 and which are designed to help f i 
nance the costs of health services fo r certain persons.

The programs

originated from the same law, but each of the programs is quite d iffe re n t
from the other.
Medicare started providing benefits on July 1, 1966 as a health
insurance program administered across the nation fo r people age s ix ty fiv e or older.

Coverage has been extended by amendments to the law fo r

certain disabled workers regardless of age and fo r certain persons of
any age who suffer from chronic renal disease.

Hospital insurance under

Medicare is prim arily financed out of compulsory taxes paid by employers
and employees under the Federal Insurance Contribution Act and by the
self-employed under the S elf Employment Contribution Act.

The supple

mentary medical insurance under Medicare is a voluntary program with
monthly premiums paid by ben eficiaries, together with contributions by
the federal government and funds realized from certain deductible and
cost sharing provisions.

O

^Ib id . , p. 1.
^Aspen Systems Corporation, "Medicare Reimbursement," Topics in
Health Care Financing, Vol. 1, No. 3 (Spring, 1975), p. 15.
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Medicaid, on the other hand, is not an insurance program but
rather is an assistance program fo r q u a lifie d needy and low-income
persons.

This program is funded by the federal and state governments.

While Medicare is administered by the federal government on a nation
a lly uniform benefit structure, the Medicaid program is operated by
the states with federal aid and guidelines and, as such, varies widely
from state to state.
Medicare
Medicare, T it le X V III of the Social Security Act, provides fo r
hospital insurance (Part A) and supplementary medical insurance (Part
B).

Hospital insurance is provided fo r e lig ib le people from the tru s t

funds while the supplemental medical insurance is financed by monthly
premiurns paid jo in tly by e lig ib le recipients who sign up fo r the bene
f i t s and by the federal government.

Both the individual and the federal

government pay 50 percent of the total premium.

These premiums, sim ilar

to other insurance premiums, have varied due to increases put into
e ffe c t during the l i f e of the Medicare program.
Part A
Part A, hospital insurance (H I) benefits, include inpatient hos
p ita l services, extended care services and home health services.
Inpatient Hospital Services. — Generally, the program covers the
cost of hospital services provided by participating hospitals fo r up to
ninety days during one spell of illn e s s .^

Inpatient hospital services

include the following:

9"Spell of illness" is defined, with respect to any ind ivid u al,
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(1) Bed and board.
(2) Nursing services and other related services, use
of hospital f a c ili t ie s , and such medical social
services as are o rd in a rily furnished by the hos
p ita l fo r the care and treatment of inpatients.
(3) Such drugs, biologicals, supplies, appliances,
and equipment fo r use in the hospital as are
ord in a rily furnished by the hospital fo r the
care and treatment of inpatients.
(4) Other diagnostic or therapeutic items or services
o rd in a rily furnished to inpatients e ith e r by the
hospital or by others under certain contractual
arrangements,
(5) Services provided by an intern or resident in
training under an approved teaching program.
S p ecifically excluded are medical or surgical services provided by a
resident

or intern who is not providing services

an approved

teaching program and the services of

in the hospitalunder
a private duty nurse

or other private duty attendant.
Extended Care Services. — Included in the extended care benefit
are those services furnished to an inpatient of a s k ille d nursing f a c ilit y
who needs d aily s k illed nursing or other re h a b ilita tio n services:
(1) Nursing care provided by or under the supervision
of a registered professional nurse.
(2) Bed and board in connection with such care.
(3) Physical, occupational or speech therapy.
(4) Certain medical social services.

as a period of consecutive days (1) beginning with the f i r s t day (not in 
cluded in a previous spell of illn e s s ) on which such individual is fu r
nished inpatient hospital services or sk illed nursing f a c ilit y services,
and which occur in a month fo r which he is e n title d to benefits under Part
A, and (2) ending with the close of the f i r s t period of sixty consecutive
days thereafter on each of which he is neither an inpatient of a hospital
nor an inpatient of a s k illed nursing f a c il it y . Ib id . , n. 1, 24.
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(5) Such drugs, biologicals, supplies, appliances
and equipment fo r use in the f a c ili t y as are
o rd in a rily furnished by the f a c i lit y fo r the
care and treatment of inpatients.
(6) Medical services of interns and residents in
training under an approved teaching program of
a hospital with which the sk illed nursing
f a c i l i t y has a transfer agreement and other
services provided by a hospital with which
the f a c i l it y has a transfer agreement.
(7) Other health services generally provided by a
s k ille d nursing f a c il it y which may be necessary
to the health of its patients.
Home Health Services. — The hospital insurance program also
covers certain home health services.

Payments fo r home health services

fo r up to 100 v is its , furnished to an individual by an approved home
health agency during the one year period following his most recent hos
p ita l or s k ille d nursing f a c ilit y discharge, thus are covered under
Part A .10
Part B
Supplemental medical insurance (SMI) under Part B of T it le X V III
provides coverage fo r physicians' services, services and supplies in c i
dent to physicians' services, outpatient services and home health services.
Physicians' Services. — The program w ill pay "reasonable charges"
fo r physicians' services.

The term "physicians' services," as defined

by T it le X V III, means professional services performed by physicians in 
cluding surgery, consultation and home, o ffice and in s titu tio n a l c a lls ,
but not including services provided by an intern or resident in training
under an approved teaching program.

10I b id ., pp. 19-21.
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Services and Supplies Incident to Physicians' Services. - This includes various medical supplies and services of a u x ilia ry personnel
which are furnished as incident to covered physicians' services.

These

supplies and services may be supplied at the home, o ffic e or in s titu tio n .
For these supplies and services to be covered, d irec t physician supervision
must e x ist.
Outpatient Services. - - Part B covers outpatient hospital services,
both diagnostic and therapeutic, and supplies incident to those services.
A "hospital outpatient" is an individual who has not been admitted to
the hospital as an in p a tie n t, but who is registered by the hospital as
an outpatient and receives services from hospital personnel.

Out

patient diagnostic and therapeutic services are covered whether or
not furnished in the hospital.

I f , however, therapeutic services are

performed outside, there must be d ire c t supervision by the patien t's
physician.
Home Health Services. - - T it le X V III pays, fo r a covered
ind ividu al, fo r home health services up to 100 v is its during a calendar
year.

Part B benefits are e n tire ly separate from the 100 v is its

allowable under Part A hospital insurance program.

For coverage under

Part B, however, a patient must be currently enrolled under the program
11
and be in e lig ib le to receive such services under Part A.
Cost Sharing Provisions. - - Both Part A and Part B benefits
are subject to deductibles and coinsun.

2.

Each program is separate

from the other in regard to the deductibles and coinsurance.

U I b i d . , pp. 2 2 - 2 3 .
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The deductible and coinsurance d o lla r amounts involved are
subject to change fo r both programs.

E ffective January 1, 1975, the

Part A deductible increased to $92 fo r each spell of illn e s s .
January 1, 1976, the deductible rose to $104.

Beginning

The hospital insurance

program also requires the patient to pay coinsurance fo r each day
following tne s ix tie th day of any given spell of illn e s s .

This varies,

increasing at stages as determined by the length of stay, starting with
a coinsurance amount equal to one fourth of the inpatient deductible.
The supplemental medical insurance benefits are subject to an annual
deductible fixed by statute and a coinsurance amount equal to 20 percent
of the reasonable charges or costs.

The Part B insurance premium w ill

increase July 1, 1976, from $6.70 per month to $7.20, HEW announced
in the January 7, 1976, Federal Register.

The Washington Report on

Medicine and Health points out that the Social Security laws r e s tr ic t
the amount the premium may be increased at any one time, otherwise,
the new premium based on Social Security actuarial estimates would be
$10.70 instead of $7.20.
Medicare Exclusions
I t is interesting to observe the exclusions under Part A and
Part B of Medicare since la te r amendments to P.L. 89-97 concentrated
on revising the benefit schedules.

Payments may not be made under

e ith e r Part A or Part B fo r services that are not regarded as reasonable
or necessary fo r the diagnosis or treatment of illness or in ju ry , or
to improve the functioning of a malformed body member.
The Medicare program also excludes the following:

12McGraw-Hill, Washington Report on Medicine and Health, Vol.
30, No. 2, January 12, 1976, 3.
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(1) Custodian care. This includes expenses fo r care
and services designed to assist the patient in
routine a c tiv itie s of d a ily liv in g .
(2) Payments fo r services that are not legal o b li
gations. This covers items that are normally
available free of charge to anyone, e .g .,
chest x-rays.
(3) Items and services furnished by government
instrum entalities. These are items o rd in a rily
provided by a p articu la r in s titu tio n . Examples
are services in a Veteran's Administration
f a c i l i t y or services to prisoners in penal
in s titu tio n s .
(4) Personal comfort items. Included are those items
that do not contribute meaningfully to the pa
tie n t's treatment or recovery. Examples are
barber's services, radio, television and telephone.
(5) Items and services under a workmen's compensa
tion law. This includes payments that would
normally be provided under e ith e r a federal or
state plan.
(6) Other exclusions:
(a) Services performed outside the United
States.
(b) Services consisting of routine physical
checkups and eye examinations or f it t in g
of glasses.
(c) Services relatin g to the f it t in g of ortho
pedic or other supportive devices fo r the
fe e t.
(d) Services relating to cosmetic surgery not
fo r the prompt repair of accidental inju ry
or to improve the functioning of a mal
formed body member.
(e) Services in connection with various fe e t con
ditions.
( f ) Services in connection with the care of teeth
unless a physician c e rtifie s that hospitalization
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is required, pursuant to the provisions of
section 1814(a) of T it le X V I I I . '3
Medicare Financing
Hospital insurance and supplementary medical insurance have
d iffe re n t basic financing principles.

Essentially, HI is financed by

payroll taxes, or contributions, levied on employed or self-employed
persons in covered work and on th e ir employers.

SMI is financed by

premium payments made by those currently enrolled in the Medicare pro
gram and by matching contributions from general revenues.
HI Financing Principles and Provisions. — The general principle
is that the hospital insurance system should be self-supporting, f i 
nancing benefit payments and administrative costs from the contributions
received from insured persons and employers.
an ever-increasing schedule of rates.

This principle results in

A ll people who are subject to

contributions to the Old-Age Survivors and D is a b ility and Railroad
Retirement systems are subject to HI contributions.

V irtu a lly a ll em

ployment in the United States is covered except fo r certain employment
under fe d e ra l, state and local governments.

As under the OASDI system,

contributions with respect to employed persons are divided equally be
tween employer and employee.

Self-employed persons must pay one and

one half times the employee rate.
The HI program is financed by an increasing schedule of con
trib u tio n rates applicable to earnings in covered employment up to the
maximum earning base determined in the same manner as under the OASDI
program. 14

13Aspen Systems Corp., Topics in Health Care Financing, 27-29.
^4Myers, Medicare, pp. 154-162.
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SMI Financing Principles and Provisions. — The basic principle
behind the supplementary medical insurance program is that participants
pay premiums on a term insurance basis covering h alf the costs of the
program.

The federal government pays the other h alf from general revenues.

The Secretary of HEW has the power to change the premium rate a t annual
in te r v a ls .^

A uniform premium rate is applied to a ll participants which

is thought to be equitable in the long run i f not on a short term basis.
The primary method used to c o lle c t the premiums is a deduction from
OASDI or RR monthly benefits.

In the original law9 the standard premium

rate was set at $3.00 per month.
provided by law.

This has been subsequently amended as

The matching government share is always the same as

that paid by the p articip an t.

A higher premium rate is payable by

those who enter the program in an enrollment period subsequent to th e ir
i n it ia l enrollment opportunity.

The elapsed time between the original

enrollment period and the actual enrollment period determines the mag
nitude of the higher rate.
In addition to the normal deduction from OASDI and RR benefit
checks, premiums may be deducted from c iv il service retirement an
nuities and states may buy-in fo r certain of th e ir public assistance
recipients (prim arily old-age assistance c a s e s )J 6
Medicaid
Medicaid, T it le XIX of the Social Security Act, is not an in 
surance program.

I t is a federally-aid ed , state operated program of

T h e re a fte r, reference to the Secretary means the Secretary of
HEW.
^Myers, Medicare, pp. 164-172.
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medical assistance fo r the needy and other categorically needy such as
the aged, blin d, disabled or members of fam ilies with dependent c h il
dren.

E lig ib ilit y varies somewhat from state to s ta te , but basically

the determination of e l i g ib ili t y is based on income and economic re
sources of those categorically e lig ib le .
the states jo in tly pay fo r the system.

The federal government and
The federal share varies ac

cording to the per capita income fo r the p artic u la r state.

Federal

particip atio n ranges from a maximum of 83 percent to a minimum of 50
percent.
As indicated above, state programs must cover the "categorica lly needy."

In general, categorically needy are those persons re

ceiving cash assistance payments under the Aid to Families with Dependent
Children Program (AFDC) or aged, blind or disabled persons receiving
benefits under the Supplemental Security Income Programs (SSI).
The states are required to cover under Medicaid a ll recipients
of AFDC payments.

The states have certain options, however, in de

termining the extent of coverage fo r persons receiving federal SSI
benefits and/or state supplementary SSI payments.

A state may cover

additional persons who are classified as "categorically needy" under
the s tate 's Medicaid program.

An example would be persons who would

be e lig ib le fo r cash assistance, except that they are patients in
medical f a c ilit ie s (other than people under s ix ty -fiv e who are in men
ta l or tuberculosis in s titu tio n s ).
Federal law provides a comprehensive 1is t of services that
states may include as part of th e ir Medicaid program.

From this 1is t

there is a minimum number of services that must be included.
l i s t of services includes:

The f u ll
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(1)

Inpatient hospital services, other than
services in an in s titu tio n fo r tubercu
losis or mental diseases.

(2)

Outpatient hospital services.

(3)

Other laboratory and x-ray services.

(4)

Skilled nursing f a c ilit y services, early
and periodic screening, diagnosis, tre a t
ment of physical and mental defects in
e lig ib le people under 21 and family
planning services and supplies.

(5)

Physicians' services.

(6)

Medical care, other types of remedial
care recognized under State law,
furnished by licensed practitioners
( e .g ., chiropractors).

(7)

Home health services.

(8)

Private duty nursing services.

(9)

C lin ic services.

(10)

Dental services.

(11)

Physical therapy and related services.

(12)

Prescribed drugs, dentures, prosthetic
devices, eye glasses.

(13)

Other diagnostic, screening, preventive
and re h a b ilita tiv e services.

(14)

Inpatient hospital services, sk illed
nursing f a c i lit y services and intermediate
care f a c ilit y services fo r individuals
aged 65 or over in in s titu tio n s fo r
tuberculosis or mental diseases.

(15)

Intermediate care f a c ili t y services.

(16)

Inpatient psychiatric hospital services
fo r individuals under 21.

(17)

Any other remedial care or medical care
recognized under state law and specified
by the Secretary of Health, Education
and Welfare.
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For the categorically needy, states must provide the f i r s t fiv e services,
except that s k ille d nursing services may be lim ited to those 21 years
and older.

For the medically needy, states may provide the basic

fiv e or any seven (or more) of the f i r s t sixteen services 1isted.
Home health services must be provided fo r both groups, i f individuals
are e n title d to s k ille d nursing home services under a s ta te ' s Medicaid
plan.

States may not provide more in the way of services fo r the

medically needy than fo r the categorically needy, but they may provide
less.
Federal law requires states which cover the medically indigent
to impose monthly premium charges graduated by income in accordance
with standards prescribed by the Secretary of HEW.
States may, at th e ir option, require payment by the medically
indigent of nominal deductibles and nominal co-payment amounts that
do not have to vary by level of income.
With respect to "categorically needy" recip ien ts, nominal
deductible and co-payment requirements, while prohibited fo r the
mandatory services required under federal law, are permitted with
respect to optional Medicaid services such as prescribed drugs and
hearing a id s J ^
Medicaid Prohibitions
The states are prohibited from imposing certain conditions
on applicants fo r Medicaid.

Financial obligations may not be levied

17u. S ., Library of Congress, Education and Public Welfare
D ivision, "Medicare and Medicaid," Congressional Research Service,
RA 412 JSB 74-5 Ed. pp. 8-9.
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against any relatives except spouses, parents of minor children or
parents of blind or disabled children over 21.

No lie n may be imposed

against the property of any individual prior to his death.

A fter

death, i t may be imposed against his estate i f the individual was
s ix ty -fiv e or over when medical care was received and i f there is not
a surviving spouse or child who is under age 21, is blind or permanently
and to ta lly disabled.
Residence or citizenship requirements may not be imposed which
exclude any resident of the state or c itiz e n of the United States.
States may not impose deductibles, cost sharing or sim ilar charges fo r
hospitalization.

1R

The 1972 Amendments:

Public Law 92-603

A fter witnessing a few years of actual operation of the Medicare
and Medicaid programs, in June, 1969 the Senate Finance Corrcnittee
announced hearings on the two programs.

These hearings were to be a

part of a comprehensive review of the operations and status of Medicare
and Medicaid.

The major areas of concern were to be fraud, abuse and

lax adm inistration, but the overriding concern was the rising costs of
the programs.
In addition, on July 1, 1969, HEW Undersecretary John G.
Veneman announced that the department was forming a Medicaid Task
Force, chaired by Walter McNerney, president of the Blue Cross

^Margaret G reenfield, Health Insurance fo r the Aged: The
1965 Program for Medicare, Its History and a Summary of Other Provisions
of P.L. 89-97 (Berkeley, C a lif.: University of C alifo rn ia Press for
the In s titu te of Governmental Studies, 1966), pp. 12-13.
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Association.

The purpose of the task force was to investigate rising

costs, fraud, in fe rio r management and other problems of the system.
The General Accounting O ffice began its reporting on the Medi
caid system based on its audits of the program.

Without exception,

the reports were highly c r itic a l of every aspect of the administration
of M edicaidJ9
The McNerney task force gave legitimacy to several ideas:
Medicare and Medicaid should be viewed as health programs, Medicaid
as i t was then structured could not work and a basic minimum flow of
benefits should be f u lly fed e rally financed.
lic

The task force made a pub

report on June 29, 1970.^0
In view of

the mounting concerns, Congress began the lengthy

le g is la tiv e process that led to major reforms addressed in H.R.l which
became Public Law 92-603, the Social Security Amendments of 1972.

The

following are selected amendments which e ffe c t Medicare and Medicaid
hospital p a rticip atio n .
Medicare Provisions
Medicare Coverage fo r the Disabled. — Social Security d is a b ility
beneficiaries are covered under Medicare a fte r entitlement to d is a b ility
benefits for not less than twenty-four consecutive months.

Those covered

include disabled workers a t any age, disabled widows and disabled dependent

^Beverlee A. Myers, "The Formulation of Federal
Health Policy,"
in Medicaid: Lessons fo r National Health Insurance, ed. by Allen D.
Spiegel and Simon Podair (R ockville, Md.: Aspen Systems Corp., 1975),
p. 33.

^ Ibid. , p. 43.
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widowers between the age o f f i f t y and s ix ty -fiv e , beneficiaries age
eighteen or older who receive benefits because of d is a b ility prior to
reaching age twenty-two and disabled q u alified railroad retirement
annuitants.
Hospital Insurance fo r the Uninsured. — People age s ix ty -fiv e
or older who are in e lig ib le fo r Part A o f Medicare can volu n tarily
enroll for hospital insurance coverage by paying the f u ll cost of
coverage.
Automatic Enrollment in Part B. — The amendments provide fo r
automatic enrollment under Part B fo r the eld e rly and the disabled as
they become e lig ib le fo r Part A hospital insurance coverage.

People

e lig ib le fo r coverage have an opportunity to decline the coverage.
Disapproved Capital Expenditures. — Medicare and Medicaid pay
ments may not be made with respect to certain disapproved capital
expenditures which are s p e c ific a lly determined to be inconsistent with
state or local health f a c i lit y plans.
Lim itation on Coverage of Costs under Medicare. — The Secretary
of HEW is authorized to establish lim its on overal1 d irec t and indirect
costs recognized as reasonable fo r comparable services in comparable
f a c ilit ie s in an area.

The Secretary may also establish maximum accept

able costs in such f a c ilit ie s with respect to items or groups of services,
for example, food costs.
Payments to Health Maintenance Organizations. - - Medicare may make
a single combined Part A and Part B payment, on a capitation basis, to a
Health Maintenance Organization which provides care to a group not more
than one-half of whom are Medicare beneficiaries who fre e ly choose this
arrangement.
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Payments for the Services o f Teaching Physicians. — The services
of teaching physicians are reimbursed under Medicare on a cost basis un
less the patient is a bona fid e private patient or the hospital has
charged a ll patients and collected from a m ajority on a fee-fo r-service
basis.
Termination of Payment to Suppliers of Service. — The Secretary
may suspend or terminate Medicare payments to a provider found to have
abused the program.
Customary Charges Less than Reasonable Costs. — Reimbursement
fo r services under Medicaid and Medicare cannot exceed the lesser of
reasonable costs determined under Medicare, or the customary charges to
the general public.
In s titu tio n a l Planning under Medicare. — A ll providers of
services are required to have a w ritten overall plan and budget re fle c tin g
an operating budget and a capital expenditures plan updated at least
annually.
Professional Standards Review Organizations. — The 1972 amend
ments provide fo r the establishment of Professional Standards Review
Organizations (PSROs) consisting of substantial numbers of practicing
physicians (usually 300 or more) in local areas to assume responsibility
for comprehensive and on-going review of services covered by Medicare
and Medicaid.

The PSRO is responsible fo r assuring that in s titu tio n a l

services were (1) medically necessary and (2) provided in accordance
with professional standards.

PSROs have authority to approve the

medical necessity of a ll elective hospital admissions in advance, solely
for the purpose of determining whether Medicare or Medicaid w ill pay
for the care.

The Secretary, based on reports of the PSROs, can terminate

53

or suspend Medicare and Medicaid payments fo r services furnished by a
provider.
Physical Therapy Services. — A hospital may provide covered
outpatient therapy services to its Inpatients, so that an inpatient
can conveniently receive his Part B benefits a fte r his inpatient bene
f i t s have expired.

Reimbursement fo r services provided by physical and

other therapists in health in stitu tio n s is generally lim ited to a rea
sonable salary-related amount rather than a fe e-fo r-se rvic e basis.
Hospital Admissions fo r Dental Services. — The dentist who is
caring fo r a Medicare patient is authorized to make the c e rtific a tio n of
the necessity fo r inpatient hospital admission fo r noncovered dental
services without requiring a corroborating c e rtific a tio n by a physician.
Services of Podiatrie Interns and Residents. — Under Part A,
services furnished by an intern or res id e n t-in -tra in in g in the fie ld of
podiatry under a teaching program approved by the Council on Podiatry
Education of the American Podiatry Association are included within the
d e fin itio n of approved hospital teaching programs.
Speech Pathology Services. — The costs of speech pathology
services are covered under Medicare where such services are provided in
c lin ic s particip atin g in the program as providers of covered physical
therapy services.
Kidney Transplantation or D ialysis. - - Fully or currently insured
workers under social security are covered under Parts A and B of Medicare
in the event of d is a b ility .

About 180 m illio n people under age s ix ty -

fiv e are protected under this provision.

Kidney transplantation or

d ia lys is is automatically considered total d is a b ility .
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21u. S ., Congress, Joint Publication, Committees on Finance.
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Medicaid Provisions
Loss of Medicaid Due to Increased Earnings. — A fam ily e lig ib le
for assistance to needy fam ilies and fo r Medicaid which would lose
e l i g i b i li t y fo r Medicaid as a res u lt of increased earnings from employ
ment is continued on the program fo r a period of four months from the
date when Medicaid e l i g i b i li t y would otherwise terminate.
Effective U tiliz a tio n Review. — A one-third reduction in
federal matching payments fo r long-term stays in hospitals is author
ized i f states f a i l to have an e ffec tiv e program of control over
u tiliz a tio n of in s titu tio n a l services or to conduct the independent
professional audits as required by law.
Termination of Payment. — No federal particip atio n in Medicaid
payments may be made to a provider who is found to have abused the pro
gram.
Elimination of Medicaid Maintenance of E ffo r t. — Under prior
law, a state could not reduce its aggregate expenditures fo r the state
share of its Medicaid program from one year to the next.

The 1972

amendments repealed this provision.
Reasonable Cost of Inpatient Services. — States are allowed,
with the advance approval of the Secretary, to develop th e ir own methods
and standards fo r reimbursement of the reasonable costs of inpatient hos
p ita l services.

Reimbursement, however, cannot exceed the lesser of

reasonable cost determined under Medicare or the customary charges to
the general public.

(Senate) and on Ways and Means (House), Summary of Social Security
Amendments of 1972, Rept., Nov. 17, 1972, 92d Congress, 2d Sess.,
pp. 9-24.
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Cost Determination Systems. - - The law provides fo r 90 percent
federal matching fo r the cost of designing, developing and in s ta llin g
mechanized claims processing and information re trie v a l systems and 75
percent of the cost fo r operating such systems.
The 1973 Amendments:

Public Law 93-233

Congress deemed i t necessary to adopt additional refinements to
Public Law 92-603.

A l i t t l e over a year a fte r the major modifications

of the 1972 amendments, provisions were made furth er defining e lig ib le
services and delaying implementation of the previous amendments.
Capital Expenditures
The 1972 amendments restricted reimbursement fo r the costs of un
needed capital expenditures.

The 1973 amendments add that in the case

of disapproved capital expenditures by a provider reimbursed on a fixed
fee or negotiated rate basis, the Secretary determines the amount of
reimbursement to be withheld.
Health Maintenance Organization Option. — Section 226 of the
1972 amendments pertains to reimbursement of HMOs.

The 1973 amendments

c la r ify the provisions concerning savings earned by HMOs and allowable
premiums HMOs imposed on th e ir Medicare enrollees fo r optional supple
mental benefit packages.
Payments fo r Physicians' Services in Teaching Hospitals. - Section 227 of the 1972 amendments provides payment fo r the services
of teaching physicians on a cost rather than a charge basis.

The e f

fective date of this provision was deferred from accounting periods
beginning a fte r June 30, 1973 to accounting periods beginning a fte r
December 31, 1974.

At the Secretary's option, the e ffe c tiv e date could
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be deferred u n til a fte r June 30, 1975.

A hospital could e lec t to re

ceive reimbursement on a reasonable cost basis fo r the physicians'
services received by a ll its Medicare patients i f the physicians who
rendered the services in the hospital agree in w riting not to b i ll charges
to Medicare fo r such services.
Customary Charges Less than Reasonable Cost
Section 233 of the 1972 amendments lim its Medicare reimbursement
to providers to the lower of reasonable cost or customary charges with
respect to hospitals.

The 1973 amendments delay the e ffe c tiv e date of

th is provision from accounting periods beginning a fte r December 31, 1972
to accounting periods beginning a fte r December 31, 1973.
Physical and Other Therapy
Section 251(c) of the 1972 amendments lim its reimbursement to a
salary relationship fo r certain physical and other therapy services pro
vided.

The 1973 amendments delay the e ffe c tiv e date of this provision

from accounting periods beginning a fte r December 31, 1972 u n til accounting
periods beginning a fte r the month in which the Secretary issues fin a l
regulations.
Hospital Admissions fo r Dental Services
Section 256 of the 1972 amendments provides payment under Medi
care Part A fo r inpatient dental procedure fo r an excluded dental pro
cedure when the individual suffers from an impairment of such severity
that hospitalization is required.

The attending dentist is authorized

to c e rtify the necessity fo r admission.

The 1973 amendments make i t

clear that inpatient hospital services fo r excluded dental care are
covered only when the in d iv id u a l, because of his underlying medical
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condition and c lin ic a l status, requires hospitalization fo r the per
formance of such dental procedures.

The d e n tis t's authority to c e rtify

the need fo r admission is unaffected.22
The 1974 Amendments:

Public Law 93-484

The 1974 amendments concern the Medicare Provider Review Board
with its ju ris d ic tio n over Medicare cost disputes in excess of
$10,000.00 occurring during accounting periods ending on or a fte r
June 30, 1973.

Section three of Public Law 93-484 substantially

broadens the power of the Review Board.

The principal provision states

that a decision of the Board shall be fin a l unless the Secretary, on
his own motion and within sixty days a fte r the provider of services is
n o tifie d of the Board's decision, reverses, affirm s or modifies the
Board's decision.

Providers have the rig h t to obtain ju d ic ia l review

of any fin a l decision of the Board, or of any reversal, affirmance or
modification by the Secretary by a c iv il action commenced within sixty
days of the date on which notice of any fin a l decision by the Board
or action by the Secretary is received.

OO

22Aspen Systems Corporation, Topics in Health Care Financing,
146-147.
2 3 I b i d . , p. 150.

CHAPTER IV
CURRENT TOPICS
National Health Planning and Resources
Development Act of 1974;

Public Law 93-641

Legislation that received re la tiv e ly l i t t l e notice as i t wound
its way through Congress and became Public Law 93-641 could prove to
be a major step toward public supervision of the $100 b illio n per year
private health care industry in the United States.

The Act was

p rin c ip a lly sponsored by Edward M. Kennedy (D-Mass.) in the Senate and
Paul G. Rogers (D -F la .) in the House.

Although not e x p lic itly stated

in the law, the new program is intended to provide a framework for
national health insurance which is expected to pass in the next year
or two.^
Congressional Findings
That P.L. 93-641 is a product of current concern over the rapidly
increasing cost of health care is evidenced by the findings stated in the
text of the law:
(1)

Achievement of equal access to q u a lity health
care at a reasonable cost is a p r io r ity of the
Federal Government.

(2)

Federal funding has resulted in in fla tio n of
health costs without achieving adequate supply,
equitable d is trib u tio n or equal access.

^Deborah Shapley, "Health Planning: New Program Gives Consumers,
Uncle Sam a Voice," Science, January, 1975, p. 152.
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(3) Public and private sector responses to health
problems have not resulted in a comprehensive,
rational approach to effectiveness of delivery
and have caused m aldistribution of f a c ilit ie s
and manpower and increasing costs.
(4) Cost increases, p a rtic u la rly fo r inpatient ser
vices, have been uncontrollable and in fla tio n a ry ;
and there are presently inadequate incentives fo r
use of appropriate levels of health care.
(5) Health care providers should be encouraged to
play an active health policy ro le .
(6) Large segments of the public lack basic know
ledge of personal health care and e ffe c tiv e
use of available services.2
Senator Kennedy submitted the report from the Committee on Labor
and Public Welfare to accompany S.2994, the Senate version of the Act
which waseventually adopted with
ence to the

some changes.

This report, by re fe r

consumer price index, medical care prices, hospitalservice

charges, hospital costs and u t iliz a tio n , physicians' fees and other
professional services, drugs and prescriptions, v iv id ly illu s tra te s the
problem of the nation in regard to the increasing costs of health care.^
Principles of the New Legislation
The House Coircnittee on In te rstate and Foreign Commerce, in its
report No. 93-1382 outlines the principles used by the Committee in
w riting H.R.16204, the House version of the Act:

. S. , Congress, Senate, National Health Planning and Resources
Development Act of 1974, Pub. L. 93-641, 93rd Cong., 2d sess., 1974,
S .2994, pp. 2-3.
^U.S., Congress, Senate, Commi tte e on Labor and Public Welfare,
National Health Planning and Development and Health F a c ilitie s Assis
tance Act of 1974, S. Rept. 93-1285 To Accompany S .2994, 93rd Cong., 2d
sess., 1974, pp. 54-55.
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(1)

Planning should be done by organizations
which represent and incorporate the interests
of consumers of health servicess providers
of the services and concerned public and
private agencies and organizations.

(2)

In order to be e ffe c tiv e , health planning
must be adequately financed.

(3)

Effective planning requires a strong emphasis
on the implementation of plans, and implemen
ta tio n requires that planning agencies have
authority with which to implement the plans.

(4)

The generation of new health resources should
be closely tied to health planning.

(5)

I f health pianning is to be done, i t must be
good hea1th planning.

(6)

Effective fe d e ra l, state and areawide health
planning w ill be possible only i f the federal
government it s e lf engages in health planning.

(7)

I f health planning is actu ally to improve people's
health, i t must not be lim ited ju s t to planning
fo r medical care.^

National Health P rio ritie s
With the passage of P.L. 93-641, Congress established fo r the
f i r s t time, a comprehensive set of national health p r io r itie s .

The

p r io r itie s , subject to annual review and revision by a National Council,
incl ude:
(1)

Provision of primary care services fo r medically
underserved populations, especially those in
rural or economically depressed areas.

(2)

Development of m u lti-in s titu tio n a l systems for
coordination or consolidation of in s titu tio n a l
health services (including o b s te tric a l, p ed iatric ,
emergency, intensive care, coronary care and
radiation therapy.)

^U.S., Congress, House, Committee on In te rs ta te and Foreign
Commerce, National Health Policy, Planning and Resources Development
Act of 1974, R e p t .1382 To Accompany H.R.16204, 93rd Cong., '2d sess.,
1974, pp. 32-34.
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(3)

Development of group practices, health
maintenance organizations (HMOs) and
other organized systems.

(4)

Training and increased u tiliz a tio n of
physician's assistants, especially
nurse clin ic ia n s.

(5)

The development of m u lti-in s titu tio n a l
arrangements fo r sharing support services.

(6)

Achievement of improvements in qu ality
as indicated by Professional Standards
Review Organizations' a c tiv itie s review.

(7)

Development by health service in s titu tio n s
of the capacity to provide various levels
of care on a geographically integrated
basis.

(8)

Promotion of disease prevention, including
studies of n u tritio n al and environmental
factors of health and provision of preventive
services.

(9)

Adoption of uniform cost accounting, sim plified
reimbursement and u tiliz a tio n reporting systems
and improvement of management procedures fo r
health service in s titu tio n s .

(10)

Development of e ffe c tiv e methods of public
education with respect to personal health
care and e ffec tiv e use of available services.

National Council on Health Planning and Development
A National Council on Health Planning and Development is
established in HEW to advise, consult with and make recommendations to
the Secretary with respect to:
(1)

The development of national guidelines for
health planning.

(2)

Implementation of T it le XV (National Health
Planning and Development) and T it le XVI
(Health Resources Development).

5U. S ., Congress, Senate, Health Planning Act, pp. 3-4.
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(3)

An evaluation of the implications of new
medical technology fo r the organization,
delivery and equitable d is trib u tio n of
health care services.

T itle XV
This new t i t l e creates a national network of local health
systems agencies (HSAs), state health planning and development agencies
(SHPDAs) and statewide health coordinating councils (SHCCS) responsible
fo r health planning and resources development throughout the country.^
The act does more than merely give these agencies responsib i1i t i e s ; i t gives them tools by which the agencies can implement plans
to carry out the a c tiv itie s needed to f u l f i l l th e ir re s p o n s ib ilitie s .
Among these tools are the regulatory and review a c tiv itie s the
agencies are required to perform.

Grouped into four major areas, these

a c tiv itie s are (1) review of new in s titu tio n a l health services, (2) review
of existing in s titu tio n a l health services, (3) regulation of rates fo r
provision of health care and (4) review of proposed uses of funds
provided by federal programs.

O

T it le XVI
The purpose of this t i t l e is to provide assistance through
allotments, loans and loan guarantees and in teres t subsidies fo r projects
to accomplish the following:

6Ib id . , p. 4.
7Eugene J. Rubel, "Implementing the National Health Planning and
Resources Development Act of 1974," Public Health Reports, Vol. XCI, No. 1,
January-February, 1976. 3-4.
8Samuel U. S tile s and Katherine A. Johnson, "Regulatory and Review
Functions of Agencies created by the Act: National Health Planning and
Resources Development Act of 1974," Public Health Reports, Vol. XCI, No. 1,
January-February, 1976. 24.
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(1)

Modernization of medical f a c ilit ie s .

(2)

Construction of new outpatient medical
f a c ilit ie s .

(3)

Construction of new inpatient medical
f a c ilit ie s in areas which have experienced
(as determined under regulations of the
Secretary) recent rapid population growth.

(4)

Conversion of existing medical f a c ilit ie s
fo r the provision of new health services.

The law also provides fo r grants fo r construction_and modern
izatio n projects designed to prevent or eliminate safety hazards in
medical f a c ilit ie s or to avoid noncompliance by such f a c ilit ie s with
licensure or accreditation standards.
The allotments to be made from appropriated funds are awarded
to the states on the basis of population, the fin ancial need and the
need fo r medical f a c ilit ie s as described in plans provided by the states.
The loans are made from a fund established under section 1622(d) to
pay the federal share of approved projects.

The Secretary also

guarantees loans made by non-federal lenders to nonprofit private
e n titie s fo r media f a c ilit y projects and loans by the Federal Financing
Bank fo r such

p ro je c ts .9

The grants are made from appropriated funds

to a state or p o litic a l subdivisions of a state fo r the safety hazard
protection.

9U. S ., Congress, Senate, Health Planning Act, p. 40.
10T b id ., p. 44.
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National Health Insurance
A national health security plan is not expected to provide
solutions to a ll the problems of medical care.

In the foreseeable

future, the continued increase in demand fo r medical services while
the increase in supply remains in e la stic is expected to create in 
creasing prices and costs.

Necessary changes in the delivery and

access to health services cannot be made overnight.

School curricu la,

admissions and orientation are being changed, but slowly.

I t is gene

r a lly accepted that health education and preventive health measures
need to be expanded and a more e ffe ctive e ffo rt made to d is trib u te
medical services in a more rational and socially conscious manner.
National health insurance may provide a framework for the development of
a national health plan.

The proposals and discussions at the least

focus national attention to planning and p rio ritie s to change the
health delivery system, as we know i t today, into a more in te llig e n t
dis trib u tio n of health manpower and health resources.

11

With this in

mind, selected proposed le g islatio n introduced in the 93rd Congress is
presented.
H .R .l:

The Ullman B ill
The proposed b i l l e n title d The National Health Care Services

Reorganization and Financing Act of 1973 (H .R .l) establishes a program
covering the e n tire population.

Health Care Corporations (HCCs) cover

every geographic area of the country.

The HCCs are community based, non-

^W illiam J. Cohen, "Goals fo r an E ffective National Health
Program,", in Medicaid: Lessons fo r National Health Insurance ed. by
Allen D. Spiegel and Simon Podair (R ockville, Md.: Aspen Systems Corp.,
1975), p. 47.
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p r o fit organizations capable of providing comprehensive health services
to a ll residents of a given area.

The b ill provides fo r a new Depart

ment of Health with ju ris d ic tio n over a ll federal health programs.
Medicare Parts A and B are merged; the Part B premium eliminated and
catastrophic coverage added to the program.
During the f i r s t two years of the program, the aged and low
income population are covered under the combined Medicare program.

By

the end of a fiv e year phase-in period, a ll employers (except fe d e ra l,
state and local governments) are required to provide th e ir employees
and dependents with comprehensive health care benefits.
Comprehensive benefits are broken into three categories:
in s titu tio n a l services, personal services and other services and supplies.
In s titu tio n a l services includes:
(1)

Hospital (ninety days, $5 copayment per day).

(2)

S killed nursing f a c i l i t y (th ir ty days, $2.50
copayment per day).

(3)

Nursing home (ninety days, $2.50 copayment
per day).

Personal services includes:
(1)

Physicians (ten v is its per year, $2 copayment
per day).

(2)

Laboratory and x-rays (20 percent coinsurance).

(3)

Home health services (100 v is its per year, $2
copayment per v i s i t ) .

(4)

Dental services (children age seven to twelve,
one exam per year, other services 20 percent
coinsurance).

Other services and supplies covers:
(1)

Prescription drugs (lim ited to specified
condition, $1 per p res crip tio n ).
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(2)

Medical equipment and appliances and ambulance
services (20 percent coinsurance).

(3)

Eye glasses (children to age twelve, one set
per year, 20 percent coinsurance).

The program is financed through payroll taxes and general
revenues with some cost sharing fo r services.

Government insurance for

the poor and medically indigent is financed through general revenues
with some cost sharing and premium contributions by the medically in d i
gent.

Under the private plans, employers pay a t least 75 percent of the

premium cost with employees responsible fo r the remaining 25 percent.
Federal general revenues cover the cost of a 10 percent premium subsidy
fo r HCC enrollees.

Private insurance carriers issue q u alified insurance

p o lic ie s, c o lle c t premiums, administer claims and reimburse providers in
accordance with federal and state guidelines.
H.R.22:

1?

The G riffith s B ill
The proposed Health Security Act of 1973 (H.R.22 and S.3) pro

vides a program covering the e n tire population with a broad and compre
hensive range of services.

For covered services, there is no coinsurance,

no deductibles and no waiting periods.

The b i l l creates an adm inistrative

structure within HEW,
The benefits have no lim ita tio n s , except as noted.
In s titu tio n a l services includes:
(1)

Hospital.

(2)

Skilled nursing f a c ili t y (120 days of care).

* U .S ., Congress, House, Committee on Ways and Means, National
Health Insurance Resource Book, 93rd Congress, 2nd sess. (Washington,
D. C.:' Government Printing O ffic e , 1974), pp. 533-535.
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Personal services includes:
(1)

Physicians.

(2)

Dentists (fo r children under age fifte e n with a
scheduled extension to age tw enty-five and
eventually to the e n tire population).

(3)

Home health services.

(4)

Other health professionals.

(5)

Laboratory and x-rays.

Other services and supplies covers:
(1)

Medical appliances and ambulance services.

(2)

Optometrists and eye glasses.

(3)

Prescription drugs (as needed fo r chronic
illness and other specified diseases).

Financing is through a health security tru s t fund sim ilar to the
social security tru s t fund.

Income to the fund is provided from a 3.5

percent tax on employers' payrolls, a 1 percent tax on employees' wages
and on unearned income up to $15,000 a year, a 2.5 percent tax on s e lfemployment earnings up to $15,000 a year and contributions from federal
general revenues equal to the amount collected through the health security
taxes.

No private insurance organizations are used.

H.R.1054:

13

The Roe B ill

The proposed National Catastrophic Illn ess Protection Act of
1973 (H.R.1054 and S .589) encourages the development by the private in 
surance industry of policies providing individuals with extended coverage
against the costs o f catastrophic illn e s s .
on a voluntary basis.

A ll residents are covered

Each state designs its own health insurance plan

in accordance with the HEW regulations.

1 3 I b i d . , pp. 5 3 7 - 5 4 0 .

The program provides benefits for
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a ll health services e lig ib le as medical expense deductions under the
income tax law a fte r family medical expenses exceed a specified amount
(the deductible).
and income.

The specified amount varies according to family size

No deductible exists fo r low income fam ilies* but the

deductible rises rapidly as income increases.

Policyholders pay

premiums, set by HEW; and i f the rate set is lower than the actuarial
ra te , carriers pay the difference from general revenues.

The federal

government also reinsures against losses in instances where private insurance companies pay out more in benefits than they receive in premiums.
H.R.2222:

14

The Fulton-Broyhill B ill

The proposed Health Care Insurance Act of 1973 (H.R.2222 and
S.444), or Medicredit b ill, is designed to encourage the voluntary pur
chase of q u alified private health insurance plans.

The b i l l , supported

by the American Medical Association, provides credits against personal
income taxes to o ffs e t the premium costs of q u a lifie d private health
insurance providing specified ben efits.

The e n tire c iv ilia n population

under age s ix ty -fiv e is e lig ib le to elect voluntary coverage.
s ix ty -fiv e and over remain on Medicare and are not covered.

Persons
In s titu tio n a l

services includes:
(1)

Hospital (s ixty days of care, $50 deductible
per stay).

(2)

Skilled nursing f a c ilit y (substituted fo r
hospital days on a two for one basis with a
$50 deductible per stay).

Personal services includes:
(1)

Physicians (20 percent coinsurance).

14
I b i d , pp. 5 4 3 - 5 4 4 .
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(2)

Dental care ( i n i t i a l l y fo r children age two
to six and la te r extended to age seventeen).

(3)

Home health services (20 percent coinsurance).

(4)

Laboratory and x-ray (20 percent coinsurance).

Other services and supplies covers ambulance services with 20 percent
coinsurance.

Catastrophic coverage includes unlimited hospital days,

an additional th ir ty days in a s k ille d nursing f a c i l i t y , prosthetic
devices and blood (a fte r three pints) covered a fte r corridor deductible
(out-of-pocket payment) which varies according to income.

The total

coinsurance fo r physicians, laboratory and x-ray has a combined lim it
to $100 per fam ily; a separate lim it of $100 fo r hospital outpatient,
home health and ambulance and a separate lim it of $100 fo r dental care.
Medicaid pays a ll cost sharing fo r cash assistance recipients.
Financing calls fo r the costs of health insurance fo r the poor
to be met by federal general revenues through a special tru s t fund;
fo r those receiving tax c re d its , the cost is borne by a reduction in
federal income tax collections.

Individuals with no federal income tax

l i a b i l i t y receive f u ll payment of health insurance premiums.

For a ll

others, the federal share in premium costs gradually decreases from 99
percent to 10 percent of the premium cost.
A national Health Insurance Advisory Board determines policy
and regulations.

Private carriers issue p o lic ie s, c o lle ct premiums (or

fed erally issued c e rtific a te s fo r the poor) and process claims fo r
b e n e fits .^
H.R.5200:

The Burleson B ill

The proposed National Health Care Act of 1973 (H.R.5200 and

15 I b i d . , pp.

544-547.
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S .1100) establishes a three part voluntary health insurance plan:

(1)

an employee-employer plans (2) a plan fo r individuals and (3) a state
plan fo r the poor.

The b ill is supported by the Health Insurance

Association of America.
A ll persons are e lig ib le to purchase, v o lu n ta rily , a q u alified
individual health insurance policy fo r themselves and th e ir fam ilies.
Persons working for employers who volu ntarily establish an employee plan
are also covered.

The state plan covers the poor, near-poor and those

previously uninsurable fo r health reasons by establishing state pools of
private insurance c a rrie rs .
Benefits are phased in over a ten year period fo r private plans
and fiv e years fo r a state plan.

In s titu tio n a l services includes:

(1)

Hospital (300 days, $5 per day copayment).

(2)

Skilled nursing f a c ilit y (180 days, $2.50
copayment per day).

Personal services includes:
(1)

Physicians ($2 copayment per v i s i t ) .

(2)

Dentists (one exam each year, other services
20 percent coinsurance).

(3)

Home health services (270 days, $2.50 copayment
per day).

(4)

Laboratory and x-ray (no cost sharing).

(5)

Other health professionals (20 percent
coinsurance).

Other services and supplies covers:
(1)

Medical appliances (20 percent coinsurance).

(2)

Eye glasses (no coinsurance before age nineteen,
50 percent a fte r age nineteen).

(3)

Prescription drugs ($1 copayment per prescription).
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Private employer-employee plans have an annual lim it fo r a ll cost
sharing of $1,000 per fam ily.
on cost sharing.

For individual plans, there is no lim it

The state plan has no cost sharing fo r lower income

fam ilies and cost sharing according to fam ily income fo r others.
The insurance is issued by private carriers under state super
vision fo r private plans and state agreement fo r the state plan.
establishes the regulations.

HEW

Medicare continues to operate, but Medicaid

does not pay fo r services under the program covered by the plans.
Financing c a lls for jo in t payment of the premiums fo r the
employer-employee plans according to an arrangement between them, but
contributions of low income workers is lim ited according to th e ir wage
le v e l.

For the individual plan, the policyholder pays the en tire premium.

Employees and individuals who itemize th e ir income tax deductions are
e lig ib le to take the e n tire premium as a deduction.

Employers take th e ir

entire premium as a normal business deduction.

For the state plans, no

premium is required from the low income group.

For others, the premium

is paid by enrollees, varying according to th e ir family income.

Federal

and state governments pay the balance of costs from general revenues
with the federal share set at 70 percent to 90 percent according to the
s t a t e .^
H.R.11345:

The Staggers B ill

The National Comprehensive Health Benefits Act of 1973 (H .R .11345)
establishes a comprehensive benefits plan fo r a ll residents to be phased
in over a six year period.

Newly created state health commissions are

responsible fo r the administration of the program including assisting in

1 6 I b i d . , pp. 5 4 7 - 5 5 1 .
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the development of health maintenance organizations.
carriers underwrite most of the insurance benefits.

Private health
HMOs receive

additional d ire c t assistance and a 10 percent federal subsidy of HMO
premiums.
Within two years of enactment, a ll aged, low income and un
employed persons are provided coverage fo r basic health services.
Within four years of enactment, a ll individuals and fam ilies receive
coverage fo r basic health services and the costs of catastrophic i l l 
ness; and within seven years a ll individuals and fam ilies are covered
for comprehensive health services and the costs of catastrophic i l l 
ness.

U ltim ately, the in s titu tio n a l services category includes:
(1)

Hospital (s ix ty days, $5 copayment per day).

(2)

S killed nursing f a c i l i t y (th ir ty days, $2.50
copayment per day).

(3)

Nursing home (s ix ty days, $2.50 copayment per
day).

Personal services includes:
(1)

Physicians ( f i f t y v is its per year, $3 copayment
per v i s i t ) .

(2)

Laboratory and x-ray (20 percent coinsurance).

(3)

Home health services (100 v is its per year,
$2 copayment per v i s i t ) .

(4)

Dental services (children age seven to twelve
one exam per year, other services 20 percent
coinsurance).

Other services and supplies would provide:
(1)

Prescription drugs (lim ited to specified
prescriptions, $1 copayment per prescription).

(2)

Medical equipment and appliances and ambulance
services (20 percent coinsurance).

(3)

Eye glasses (children to age f ifte e n , one free
exam per year, 20 percent copayment on eye glasses).
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Catastrophic coverage is payable when certain noncovered expenses
reach a specified lim it , which varies by fam ily income and age.

The

lim itatio n s on number of hospital days and physicians’ v is its are re
moved, as is cost sharing on a ll benefits.
General revenues finance the federal insurance program fo r the
aged, poor and near-poor with cost sharing for services and premium
contributions scaled according to financial means.

Employers pay at

least 75 percent of the premiums fo r employer plans; employees pay
the other 25 percent.

Federal general revenues provide the 10 percent

subsidy fo r HMO enrollees.

Private insurance carriers issue p o licies,

c o lle c t premiums, administer claims and reimburse providers according to
federal and state g u idelin es.*7
H.R.12684:

The Mills-Schneebel B ill

The proposed Comprehensive Health Insurance Act of 1974
(H.R.12684 and S .2970), an administration b i l l , provides comprehensive
health protection through three separate programs.

The f i r s t , an

employee plan, requires employers to provide coverage fo r a ll fu ll-tim e
employees, including employees of state and local governments.

The

second, an assisted plan, covers low income fa m ilies , employed or non
employed, and fam ilies and employment groups who are high medical
risks.

The th ird plan improves the Medicare program for aged persons

insured under social security.

Under the employee health plan, employers

are allowed to s e lf insure.
The benefit structure sets no lim its on the amount of benefits,
except where indicated.

In s titu tio n a l services includes:

1 7 I b i d . , pp. 5 5 4 - 5 5 6 .
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(1)

Hospital inpatient and outpatient.

(2)

Skilled nursing f a c i l i t y (100 days per year).

Personal services includes:
(1)

Physicians.

(2)

Dentists (fo r children under age th irte e n ).

(3)

Laboratory and x-ray.

(4)

Home health services (100 v is its per year).

(5)

Family planning, maternity care and w ell-chiId
care (under age s ix ).

Other services and supplies covers:
(1)

Prescription drugs.

(2)

Medical supplies and appliances.

(3)

Eye glasses and hearing aids (fo r children
under th irte e n ).

Under the employee plan, private carriers provide the insurance,
supervised by states and under federal regulation.

The assisted plan

is administered by states using private carriers and under federal
government in a manner similar to the present Medicare program.
The employee plan has a deductible of $150 per person and 25
percent coinsurance with a total cost sharing of $1,500 annually per
family ($1,050 for individuals).

Employers i n i t i a l l y pay 65 percent of

the premium cost, with the employee contributing 35 percent.

After

three years, this employer share rises to 75 percent and the employee
share decreases to 25 percent.

The assisted health insurance plan is

financed from federal and state general revenues and from income related
premiums, deductibles and coinsurance for enrollees.

The scale varies

from none for the lowest groups up to the same maximum as the employer
plan.

The expanded Medicare plan is financed through the current 1.8

75

percent payroll tax plus small premium contributions from insured
18
persons (roughly equal to the current Medicare Part B premium).
S.915:

The Javits B ill
The proposed National Health Insurance and Health Services

Improvement Act of 1973 (S .915) establishes national health insurance
through a gradual extension of the Medicare program to the general
population.

Payroll taxes and general revenues are used to finance

the program, which is administered by the federal government.

In d i

viduals can elect out of the program by securing coverage from private
carriers providing comparable or superior protection.
All citizens and aliens admitted for permanent residence are
e lig ib le .

I n i t i a l l y , the e lig ib le are citizens and qualified aliens

age s ix ty -fiv e and over, those at any age e lig ib le for d is a b ility
benefits, widows over age sixty and widowers over age sixty-two.

After

two years, a ll citizens or permanently residing aliens qualify.
The benefits include those provided under Medicare, plus
additional ones.

Most services (except in s titu tio n a l) are subject to

the present Medicare Part B cost sharing of $60 annual deductible per
person and 20 percent coinsurance.

Institu tio nal services provides:

(1)

Hospital (ninety days, $84 deductible, $21
copayment per day a fte r the 60th day).

(2)

Skilled nursing f a c i l i t y (100 days, $10.50
copayment per day a fte r twenty days).

Personal services includes:
(1)

Physicians (Part B cost sharing).

(2)

Physical checkups (20 percent coinsurance).

18 1 b i d . ,
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(3)

Dentists (fo r children under eight, 20 percent
coinsurance).

(4)

Home health services (100 v is its plus 100
post-hospital v i s i t s ) .

(5)

Laboratory and x-ray (Part B cost sharing).

(6)

Other health professionals (Part B cost
sharing).

Other services and supplies includes:
(1)

Medical appliances (Part B cost sharing).

(2)

Prescription

drugs ($1 copayment per prescription).

Financing is provided from a tax on payroll and s e lf employment
income plus general federal revenues.

The tax rate is 3.3 percent of

earnings for employers, employees and self employed, with the general
revenue contribution equal to one-half of the total tax receipts.

The

f i r s t $15,000 of earnings for employees and s e lf employed are subject to
the tax; the total payroll for
social

employers is subject.

All workers under

security, plus federal, state and local employees, are subject

to the tax.

Under the individual option to provide protection, employers

and employees are exempt from the tax.

The employer is required to pay

at least 75 percent of the cost of the private plan.
The program administration is similar to that of the present
Medicare system.

There is a direct federal administration using private

c arriers, intermediaries and state health agencies for appropriate
19
roles.
S.2513:

The Long-Ribicoff B ill
The Catastrophic Health Insurance and Medical Assistance Reform

Act (S.2513) sets up a catastrophic health insurance plan and replaces

19 I b i d . , pp. 5 6 3 - 5 6 5 .
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Medicaid with a uniform national program of medical benefits fo r low
income persons.

Both parts of the program are administered through

the Medicare program, under which private carriers handle claims and
pay providers of service.
The catastrophic plan covers persons of a ll ages, insured or
receiving benefits, under social security.

The medical assistance

plan covers families with an income below specified amounts, varying
by family size, regardless of age or employment status.

The program

contains a spend-down provision under which an ind ividu al' s or family's
income is reduced by th e ir incurred health care expenses to determine
e lig ib ility .
The catastrophic plan provides the same type of benefits as
Medicare, but they are payable only when expenses reach specified
catastrophic provisions.

Institu tio nal services includes:

(1)

Hospital inpatient (coverage begins a fte r
f i r s t sixty days in hospital, unlimited
additional days covered with a $21 per day
copayment).

(2)

Skilled nursing f a c i l i t y (100 days, available
only to persons who receive catastrophic hospital
benefits, with $10.50 per day copayment).

Personal services, payable a fte r a family has incurred $2,000 in medical
expenses in a year and with 20 percent coinsurance, includes:
(1)

Physicians' services.

(2)

Laboratory and x-ray.

(3)

Home health services.

Other services, also a fte r the $2,000 expense level and with 20 percent
coinsurance, includes:
(1)

Medical supplies and appliances.

(2)

Ambulance services.
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The total coinsurance is limited to $1,000 annually per family.
The medical assistance plan has no lim its on amount of services
and cost sharing, except as indicated.

Ins titu tio n a l services provides:

(1)

Hospital inpatient (sixty days).

(2)

Skilled nursing f a c i l i t y .

(3)

Intermediate care f a c i l i t y .

Personal services includes:
(1)

Physicians' services ($3 copayment for the
f i r s t ten v is its per fam ily).

(2)

Laboratory and x-ray.

(3)

Home health service.

Other services and supplies includes:
(1)

Medical supplies and appliances.

(2)

Ambulance services.

The program pays f u l l benefits under the catastrophic plan
for noncovered medical assistance recipients and necessary cost sharing
for those covered.

The program also pays the supplementary medical

insurance premium for the aged e lig ib le s .
The catastrophic plan is financed by a federal payroll tax on
employers and employees and a tax on the covered earnings of the self
employed.

The tax rate is set i n i t i a l l y at .3 percent and rises to .4

percent.

The medical assistance plan is financed from federal and state

general revenues in the same manner as is the current Medicaid Program.
H.R.13870:

20

The M ills B ill

The proposed Comprehensive Health Insurance Act of 1974 (H.R.13870
and S.3286) provides comprehensive benefits on a social insurance basis

2° I b i d . , pp. 566-569.
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to a ll residents not e lig ib le for Medicare.

The program is administrated

by an independent Social Security Administration with the use of p r i
vate health insurers.
There are no lim its on benefits listed except as noted.
Institu tio nal services provides:
(1)

Hospital inpatient and outpatient.

(2)

Posthospital extended care (100 days per year).

Personal services includes:
(1)

Physicians.

(2)

Laboratory and x-rays.

(3)

Home health services (100 v is its per year).

(4)

Medical supplies and appliances and ambulances.

(5)

Prescription drugs (fo r specified chronic
conditions).

Preventive care services provides:
(1)

Dental care (fo r children under age th irte e n ).

(2)

Eye glasses and hearing aids (fo r children
under th irte e n ).

(3)

Well-child care (to age s ix ).

(4)

Prenatal care and family planning services.

A deductible of $150 per person applies to a l l services except
those lis te d as preventive care.
to coinsurance of 25 percent.

All services except drugs are subject

Drugs have a $1 copayment per prescription.

Total cost sharing (except for drugs) is limited to $1,000 annually with
special provision made for reduced cost sharing for people with lower
incomes and no cost sharing for the lowest income fam ilies.
21

is financed from general revenues.

2 1 1 b i d . , pp. 5 7 0 - 5 7 3 .
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PART I I
DESCRIPTIVE ANALYSIS OF UNIVERSITY
OF ARKANSAS MEDICAL CENTER HOSPITAL DATA

INTRODUCTION TO PART I I
In Part I , the history and development of health legislatio n was
traced to provide the reader with an overview of the principles and
problems involved in health le g is la tio n , including Medicare and Medicaid,
up to the current health problems and proposed legislatio n facing the
nation and Congress.
In addition, an account of the provisions of the Medicare and
Medicaid law was presented to fa m ilia rize the reader with the services
provided, the services not provided and the costs involved in the two
programs.

I t should be remembered, the nation's hospitals do not have

complete freedom in determining what services must be provided, what
costs may be incurred and, further, what costs are allowable.

That fa c t,

in addition to the background information, should provide a foundation for
the descriptive analysis of the case study hospital presented in Part I I .
As stated e a r lie r , the purpose of this study is to examine the
operations of the University of Arkansas Medical Center Hospital over
the period of years from 1966, the f i r s t year of Medicare, through 1974,
testing the hypothesis that the Medicare and Medicaid programs increased
hospital costs at a rate above that which would have resulted from general
in fla tio n .
The analysis of Part I I was performed with a preconceived set of
twelve possible causes of cost increases in the hospital's operation:
(1)

Increased length of stay.

(2)

Increased volume of admissions.

(3)

Increased use of inpatient rather than
outpatient services
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(4)

Case mix change.

(5)

Excess capital expenditures.

(6)

O ver-utilizatio n of ancillary services.
(a)

Radiology.

(b)

Laboratory.

(c)

Operating room.

(d)

Therapy.

(7)

Technology changes.

(8)

More intensive labor services.

(9)

Improved and changed services provided
by interns and residents.

(10)

Charges by outside suppliers.

(11)

Unionization.

(12)

Malpractice insurance charges.

The effects of the Medicare and Medicaid programs on the cost increases
in each of these twelve areas was addressed in lig h t of the overall
hypothesis.
Chapter V presents a descriptive analysis of admissions, occupancy,
length of stay, outpatient v is it s , emergency room use, patient ages and
patient days.

Data are presented from both the case study hospital and

selected national s ta tis tic s .
Chapter VI contains financial data and a descriptive analysis of
hospital expenses, revenues and plant assets.
Chapter V II presents s ta tis tic s and costs for a n c illa ry services,
a major component of hospital to ta l costs which is presently under close
scrutiny by health interests.

The descriptive analysis covers radiology,

operating rooms, laboratory, anesthesia and physical and occupational
therapy.
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The descriptive analysis of the data from the case study hospital
is summarized in Chapter V I I I and conclusions are drawn re la tiv e to the
hypothesis for the set of twelve possible causes of increased hospital
costs.

CHAPTER V
HOSPITAL STATISTICS
The University of Arkansas Medical Center (UAMC) hospital is
a state owned and operated in s titu tio n .

As such, the hospital has an

obiigation to provide health care services for the people of Arkansas
regardless of th e ir a b i l i t y to pay.

Under the Medicare and Medicaid

programs, individuals have freedom of choice in regard to which i n s t i 
tution they go for services.

With this in mind, a comparison is presented

between the hospital s ta tis tic s of the UAMC, a ll United States hospitals
and state and local government short term general hospitals.

The

s ta tis tic s indicate that the UAMC hospital's growth and u tiliz a tio n
patterns are more representative of hospitals in its class than they are
atypical.

The following comparisons support this conclusion.

Table 1

provides basic data for the case study hospital and Table 2 provides
similar national s ta tis tic s .
Admissions
Table 1 provides basic admission data.

Considering admissions

as one of the c r it e r ia of growth and u tiliz a tio n patterns, the case study
hospital, using 1967 as a base equalling 100, showed an increase in 1974
of 25.8 percent in admissions since 1967.

The trend showed a steady

increase; however, the peak admissions during the period occurred in 1971
when the increase was 28.3 percent over the 1967 base.
84

The rate of increase

during the same 1967-1974 time frame was 24.3 percent for state and local
government short term general hospitals and 20.9 percent for a ll United
States hospitals.

Hospitals in both categories showed a steady increase

since 1967 with the peak attained in 1974.
Occupancy
The 1967-1974 occupancy rate for UAMC, as shown in Table 1,
averaged 82.2 percent, peaking at 85.4 percent in 1969.
recent years (1970-1974) is s lig h tly downward.

The trend in

Nationally, a ll hospitals

averaged 80.8 percent occupancy with a range of 77.2 percent to 83.8
percent during the period.

State and local government hospitals averaged

72.3 percent occupancy with a range of 70.2 percent to 73.9 percent.
Nationally, the trend of these hospitals was downward during the past
fiv e years (1970-1974).

This may be evidence supporting a widely held

opinion that the nation has too many short term hospital beds.1

Too many

beds is considered a contributing factor to the rapid rise in hospital
costs.
Length of Stay
The average length of stay fo r the UAMC hospital from 1964 to
1974 was 8.7 days with a range of 7.6 to 10.2 days.

For state and local

government hospitals, the average was 8.4 days within a range of 7.7
to 9 days.

UAMC had its lowest average length of stay in 1974; the

average for the last four years is generally lower than the previous
years.

Nationally, this s ta tis tic also declined in state and local

government hospitals in recent years with 1974 being the lowest year

McGraw-Hill, Washington Report on Medicine and Health, No. 1443,
February 24, 1975, p. 4. and No. 1457, June 2, 1975, p. 4.
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reported.

This may contradict the theory that Medicare and Medicaid

resulted in patients remaining in hospitals longer than medically
necessary.^
Outpatient Visits
Observation of the health care f ie ld indicates the federal
government is stressing increased use of ambulatory services in place
of inpatient hospital services in an e f fo r t to control costs.

Using

1967 as the base year, the case study hospital showed a 29.8 percent
increase in outpatient v is its in 1974.

This service peaked during 1971

with a recorded increase that year of 40.7 percent.

The 29.8 percent

increase in 1974 outpatient v is its is roughly comparable to the increase
in use of inpatient f a c i l i t i e s as measured by the admissions increase
of 25.8 percent in 1974.

Nationally, outpatient v is its in a ll hospitals

increased during this time frame by 69 percent while state and local
hospitals showed an increase of 67 percent.

Both hospital groups recorded

a steady increase in outpatient v is its with 1974 representing the highest
increase in the study period.

This may indicate th a t, nation ally, more

u t iliz a tio n is being made of ambulatory services.
Emergency Room Occasions of Service
U tiliz a tio n of emergency room services did not show a consistent
trend during the time frame of 1967 through 1974.

With 1967 as the base

year, 1974 showed an increase of 17.6 percent which is not indicative
of a large increase in usage.

The peak year of the period was 1970 with

an increase of 48.8 percent.

2 I b i d . , No. 1445, March 10, 1975, p.
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Patients Age S ix ty -fiv e and Over
Table 3 indicates that patients age s ix ty -fiv e and over,
most of whom would be e lig ib le for Medicare, numbered 833 in 1967 and
reached a total of 1277 in 1974.

The number of patients in this

category declined in the early Medicare years (1967-1974) but increased
steadily a fte r 1971.

The hospital received 9807 patients in 1967 and

11,876 in 1974; the s ix ty -fiv e and over age group changed s lig h tly from
8.5 percent of the total to 10.8 percent in 1974.
o v e r-u tiliz a tio n by people age s ix ty -fiv e and over.

This does not indicate
The percent of

patient days fo r the elderly was 13.2 percent in 1967 and 16.6 percent
in 1974.

The average length of stay supports the contention that older

people stay in the hospital longer than younger persons.

The average

length of stay for the elderly was s lig h tly over fiv e days longer than
the normal stay for a ll patients in 1967 but followed a downward trend
similar to that of a ll patients over the next seven years.

I t remained

in the range of three and a half days above the general length of stay
for most of the period.
Patient Days
The term "patient days" refers to the patient days compiled by
the hospital daily census.
as shown in Table 1.

In 1967, 92,186 patient days were recorded,

The UAMC hospital actually showed more total

patient days in the years 1964 through 1966, pre-Medicare years, than
were recorded during the years under Medicare and Medicaid.

The occupancy

rate indicates the hospital possessed the capacity to increase u t iliz a tio n
as measured by patient days i f the demand had been present during the
years following implementation of the Medicare and Medicaid programs.
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As pointed out previously, more patients were probably free to go to
other institutions under the two programs than they were prior to
Medicare.

Using 1967 as a base of 100, the range of the Medical Center

hospital patient days from 1967 through 1974 was narrow, 96.8 to 102.1,
with the low point registered in 1972 and the high in 1969.
The 1972 Social Security Admendments expanded Medicare to include
kidney transplantation and dialysis.

The UAMC hospital has operated a

kidney program for the past ten years; however, according to a hospital
administrative o ff ic e r , the program showed no significant increases in
its patient load since the 1972 amendments.

The Department of Health,

Education and Welfare was slow in developing the regulations needed to
f u l l y implement the kidney program under Medicare.

Confusion s t i l 1

exists regarding the provisions of the law and the resulting regulations,
even though the purpose of both is perfectly clear.

The 1972 Social

Security Amendments also provide Medicare coverage for Social Security
d is a b ility beneficiaries a fte r a period of entitlement to d is a b ility
benefits of not less than twenty-four consecutive months.

This provision

resulted in no increase in the Medicare patient load within the UAMC
hospital according to the same hospital o f f i c i a l .

The Medicare program,

at least in this in s titu tio n , remains primarily a program for the elderly.
Indications are that future expansion of the physical size of the
hospital is dictated by the necessity of adding new services.

In recent

years, orthopedic surgery received increased emphasis in the hospital;
a head and neck section was established.

Open heart surgery procedures

are performed with more frequency as more s k ills and technology become
available.

Hospital records, as shown in Table 4, indicate that surgery

patients, in general, average lengths of stay above the rate for a ll patients.
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Surgery lengths of stay averaged 15.1 days in 1971 and 14.2 days in 1972,
according to the annual analysis of hospital services by the medical
records department.

The same analysis shows that Medicare patients,

according to discharge records by service category, received surgical
services second only to medicine in volume.

As change in services available

occurs, more hospital beds w ill be needed and, i f secured, the hospital
would show an increase in patient days.

Barring this type of growth from

within, the hospital w ill probably continue to remain in a stable pattern
of u t iliz a tio n as measured by total patient days.

TABLE 1
UNIVERSITY OF ARKANSAS MEDICAI
HOSPITAL STATISTICS

1964

1965

1966

1967

9,635

9,318

9,289

9,611

10.2

9.9

10.0

9.4

98,243

96,952

94,426

92,186

9,320

9,533

9,320

9,603

82.3

84.7

78.5

76.8

9,632

9,793

9,443

9,307

Outpatient V isits

65,153

69,945

71,012

64,210

Emergency Room Occasions of
Service

12,386

18,984

23,393

25,900

Admissions
Average Length of Stay (ALS)
Patient Days (Census)
Discharges
Occupancy Rate (Percent)
Patients (Census Days * ALS)

Source:

University of Arkansas Medical Center.

TABLE 1
' ARKANSAS MEDICAL CENTER
iPITAL STATISTICS

1966

1967

1968

1969

1970

1971

1972

1973

1974

),289

9,611

9,973

10,402

11,086

12,333

11,953

11,776

12,095

10.0

9.4

9.5

8.9

8.6

7.7

7.7

7.9

1,426

92,186

93,774

94,089

92,906

91,907

89,203

91,797

90,256

1,320

9,603

9,959

10,385

11,064

12,363

11,952

11,816

12,103

78.5

76.8

84.8

85.4

83.9

82.0

83.0

82.6

79.0

9,443

9,307

9,871

10,572

10,803

11,936

11,585

11,620

11,876

1,012

64,210

66,753

80,975

81,295

90,316

87,344

83,474

83,371

3,393

25,900

26,418

33,059

38,541

37,370

36,978

26,938

30,458

7.6

UD

O

TABLE 2
NATIONAL HOSPITAL STATISTICS

1964

1965

1966

1967

All Hospitals
Admissions (in thousands)
28,266 28,812
83.3
82.3
Occupancy Rate (percent)
Outpatient V is its (in thousands)125,123 125,793

29,151
83.3
142,201

29,361
82.6
148,229

5,778
72.8
8.6
32,850

5,646
72.8
9.0
32,794

State and Local Government
Short Term General Hospitals
5,522
Admissions (in thousands)
73.3
Occupancy Rate (percent)
8.5
Average Length of Stay (days)
Outpatient Visits (in thousands) 28,297
Source:

5,617
72.8
8.5
29,962

1968

29,766 3
82.9
156,139 16

5,781
73.9
8.9
33,614

i
3-

American Hospital Association, Guide to the Health Care Field , 1975

TABLE 2
HOSPITAL STATISTICS

>

1967

.
1
l

29,361
82.6
148,229

1
i
>
)

5,646
72.8
9.0
32,794

1968

1969

1970

1971

1972

1973

1974

29,766 30,729
82.9
81.6
156,139 163,248

31,759
80.3
181,370

32,664
79.5
199,725

33,265
78.0
219,182

34,352
77.5
233,555

35,506
77.2
250,481

6,023
73.9
8.9
34,216

6,273
73.2
8.7
37,854

6,540
71.6
8.3
40,550

6,741
70.2
8.0
47,103

6,939
70.6
7.8
51,072

7,016
70.2
7.7
54,777

5,781
73.9
8.9
33,614

Health Care Field, 1975 Edition.

TABLE 3
UNIVERSITY OF ARKANSAS MEDICAL CENTER
PATIENTS AGE S IX T Y -F IV E AND OVER

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Patients

Patient
Days

Average Length
of Stay (days)

833
743
733
758
1,019
1,082
1,171
1,277

12,164
10,859
10,038
9,333
11,416
11,874
13,487
14,948

14.6
14.6
13.7
12.3
11.2
11.0
11.5
11.7

University of Arkansas Medical Center, Medical Records.

TABLE 4
UNIVERSITY OF ARKANSAS MEDICAL CENTER
MEDICARE PATIENTS DISCHARGED BY SERVICE

Patients
1971- *72
Medicine
Surgery
Gynecology
E.N.T.
Neurosurgery
Orthopedics
Urology
Ophthalmology
Psychiatry
Dermatology
Radiology
Neurology
Totals
Source:

342
204
56
46
38
70
151
119
14
9
0
33
1,082

Patient Days

1970-*71

1971-'72

330
243
55
26
27
53
133
118
3
10
1
20
1,019

3,437
2,899
461
262
521
938
1,776
862
298
111
0
309
11,874

1970-171
3,418
3,661
490
152
370
620
1,448
817
22
145
15
218
11,376

Average Length
of Stay
1971-'72
1970-*71
10.0
14.2
8.2
5.7
13.7
13.4
11.8
7.2
21.3
12.3
0
9.4
11.0

10.4
15.1
8.9
5.8
13.7
11.7
11.2
6.9
7.3
14.5
15.0
10.9
11.2

University of Arkansas Medical Center - Medical Records .
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CHAPTER V I
PLANT ASSETS, HOSPITAL EXPENSES AND REVENUES
Hospital expenses serve as the base for most of the tables and
analyses in studying cost patterns.

Hospital revenues are not as essential

to this study as are expenses, but an examination of the revenues is needed
to achieve a total picture of the impact of Medicare on the operations of
the subject hospital.

Plant assets are considered to determine i f over

expansion of physical assets, financed by federal funds, resulted in
unnecessary medical care costs.
Comparisons are made in some instances using the consumer price
index (CPI) as a base.

Other comparisons are drawn from data provided

by the American Hospital Association on a ll United States hospitals and
the category of our subject hospital, state and local government owned
short term general hospitals.
Hospital Expenses
Cost Per Patient Day
Table 5 illu s tra te s that the medical care component of the CPI
increased at a more rapid rate than the CPI for a ll items, but possibly
not as dramatically in recent years as in the f i r s t years a fte r imple
mentation of Medicare and Medicaid.

In the f i r s t four years a fte r 1967,

the CPI for a ll items rose 18.8 percent; for the next three years, 20.9
percent.

The medical care component rose 24.6 percent the f i r s t four
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years and 17.8 percent during the following three years for total
increase of 42.4 percent for the period.

The UAMC hospital cost per

patient day rose at a rate fa r greater than that of the medical care
component, showing a rise of 136.2 percent over the years since 1967.
The price freeze on medical care services was in itia te d in the
f a l l of 1971 and expired in April of 1974.

The three years in which

the CPI for medical care more closely followed, even fa llin g below,
the CPI for a ll items were during this time period.

For the year

1974, a fte r the freeze was 1if t e d , medical care services rose 14.9
percent on an annualized basis, hospital service charges 17 percent
and a ll items 12.2 percent.'*'
From January 1, 1975 through December 31, 1975 increases in the
CPI were 15.7 percent for medical care, 17.3 percent for hospital services
and 10.9 percent for a ll items.3

These figures indicate that the rate

of increase for medical care resumed its more rapid rise than the rate
for a ll items, and the low period between 1971 and 1974 was a false
depression due to the price freeze.
The CPI component for total hospital service charges is not
available before January, 1972.

The January, 1972 figure was used as

a base of 100 in the hospital service charge component.

According to

this base, the CPI for hospitals rose 13.6 percent by June, 1974.

O

This compared to a UAMC rise of 56.2 percent from 1972 to 1974.

^McGraw-Hill, Washington Report on Medicine and Health, No. 1439,
January 27, 1975, p. 2.
3U. S. Department of Health, Education and Welfare, Social Security
Administration, Social Security B u lle tin , Vol. 39, No. 3 March, 1976,
pp. 68-69.
3 I b i d . , Vol. 38, No. 2 February, 1975, p. 76.
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Referring to Table 6 and considering the case study hospital
in relationship to a ll United States hospitals and state and local
government short term general hospitals, the cost per day for a ll
hospitals increased from $32.54 to $97.23, an increase of 198.8 percent,
higher than that of the UAMC hospital which had an increase of 184
percent.

The UAMC percent is calculated using census days as a base

since the percentages given by the American Hospital Association 1975
edition of Hospital S tatistics are based on census or non-adjusted
patient days.

State and local hospitals showed a rate of increase over

the period of 157.2 percent which is lower than that of the UAMC hospital.
The inference from this data suggests that the UAMC hospital had costs
in excess of general national averages as compared to CPI components,
but the hospital is more in lin e with the rate of increase in other
state and local hospitals.
Payroll Expenses
As shown by Table 7, UAMC hospital payroll expenses showed a
steady rate of increase from 1968 as did a ll U. S. hospitals and state
and local government hospitals.

The UAMC hospital increased at a rate

above other state and local government hospitals, with UAMC showing a
1974 increase of 41.3 percent over 1967 compared to an increase of
33.8 percent by 1974 for the group.

All U. S. hospitals, however,

experienced a more rapid rate of increase, rising 69.4 percent from
1967 to 1974.
The study hospital payroll (Table 8) has always been the major
portion of total costs of the hospital, but the portion of expenses
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declined from 71.9 percent in 1967 to 60.3 percent in 1973, the share
stood at 61.1 percent in 1974.

Payroll costs, therefore, did not show

as great a re la tiv e increase as nonpayroll costs.
Nonpayroll Expenses
Table 9 shows the extremely high rate of increase for nonpayroll
expenses.

Using 1967 as the base year, UAMC hospital nonpayroll expenses

per patient day jumped from $16.82 in 1967 to $66.18 in 1974, an increase
of 293.5 percent.

During the same period, state and local government

hospitals increased 194.9 percent.

When compared with the CPI for a ll

items (39.7 percent) the medical care component (42.4 percent) and general
hospital costs (136.2 percent), the nonpayroll expenses showed an increase
fa r beyond general in fla tio n figures.
Cost of Drugs Sold
Cost of drugs sold was $356,697 for 1967.

This cost item increased

steadily during the period from 1967 through 1974 ending with a total
of $1,004,636.

This is an increase of 181.6 percent which is a high rate

but not as high as 293.5 recorded by total nonpayroll expenses.

The cost

of drugs includes both outpatient and inpatient pharmacy sales to patients.
Food Costs
Most people in the United States rea lize food costs have gone
up steadily over the past several years.

Table 10 indicates the study

hospital experienced a rise in costs, both in raw food and total dietary
salaries and other direct and allocated expenses.

Raw food costs showed

a steady rising trend from 1967 through 1974 with a 66.7 percent increase.
This increase was larger than the increase of 53.1 percent shown by the
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food component of the CPI.

The rise in raw food costs per patient day

was smaller than that of total dietary costs with a 66.7 percent increase
compared to a 85.6 percent increase.

The CPI for food showed a rise

during the period sig n ific a n tly higher than the CPI for a ll items, 53.1
percent compared to 39.7 percent (Table 5).
Outpatient and Emergency Room Costs
Table 11 indicates the trend in outpatient and emergency room
costs.

Outpatient costs per occasion of service dropped during the

f i r s t years of the study but showed a substantial increase in the period
1972 through 1974.

The percent increase from 1967 to 1974 was 103.2

percent which is considerably above the CPI increase for a ll items and
for medical care.

The emergency room costs followed somewhat the same

pattern as that of the outpatient costs with the marked increase coming
during 1972, 1973 and 1974.

The rate of increase was, in total over

the period from 1967 to 1974, more rapid than that of outpatient costs,
151 percent to 103.2 percent.
Hospital Revenue
An in-depth study of hospital revenues is not pertinent to a
study of the effects of the Medicare and Medicaid programs on hospital
costs.

Revenues, however, are significant in that the two programs

provide a major portion of total collections.

An examination of Table

12 reveals that Medicare and Medicaid collections in 1974 comprised 54.1
percent of the total collections.

Collections from a ll sources totaled

$7,765,279, leaving a d e f ic it of $7,583,926.

I t is apparent that without

state support to cover the d e f ic it the in s titu tio n could not continue
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rendering quality care and u t iliz in g advanced technology as i t currently
does as a recognized, accredited teaching hospital.

I t is highly subjec

tive to speculate on the attitude of state and hospital o f f ic ia ls with
regard to purchasing expensive equipment and u t iliz in g more or less
expensive procedures.

Many of the indicators examined indicate a conser

vative attitude toward items considered inflatio nary.
The table shows a variance between fiscal year Medicare and
Medicaid collections and allowable costs.
costs do not coincide.

Collections and allowable

The normal procedure is fo r the Medicare ca rrie r

to reimburse the hospital on an estimated per diem basis.

A cost report

is then f ile d approximately three months a fte r the close of the fiscal
year, and a lump sum adjustment is made for any difference between actual
and estimated costs.

Medicaid payments are also adjusted a fte r the

appropriate agency receives an annual cost report.

The Medicare and

Medicaid costs are a major portion of total hospital costs, with the
two programs representing 60.7 percent of the total for the year 1974.
Plant Assets
Table 13 shows the physical property of the University of
Arkansas Medical Center.

These assets include those of the entire medical

center complex, not ju s t the hospital.

Hospital assets are not available

separately; however, the schedule of absolute values, compared with assets
of other hospitals (Table 14), indicates that the UAMC has not used the
flow of Medicare and Medicaid dollars for unnecessary capital expenditures.
Unnecessary capital expenditures with associated interest charges, main
tenance and depreciation costs, constitute another factor considered in
evaluating increased Medicare and Medicaid costs.

Land and land improve

ments were valued at $496,799 in 1967 and $660,336 in 1974, a 33 percent
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increase in seven years.

Buildings, building improvements and construc

tion increased from a 1967 total of $18,048,943 to a 1974 total of
$21,463,587, an increase of 18.9 percent.

The Arkansas General Assembly

appropriated $19,172,943 for expansion of the Medical Center in 1974,
with $7,500,000 earmarked s p ecifically fo r the hospital.

TABLE 5
CONSUMER PRICE INDEX
UNIVERSITY OF ARKANSAS MEDICAL CENTER - COST PER PATIENT DAY
(1967=100; yearly data are annual averages)

Fiscal Year

CPI
All
Items

CPI
Medical
Care

1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

94.5
97.0
100.0
103.3
108.3
114.7
118.8
123.3
128.2
139.7

89.5
93.3
100.0
106.4
113.3
120.6
124.6
130.7
134.7
142.4

Source:

Department of Labor, Bureau of Labor S ta tis tic s .
University of Arkansas Medical Center.

UAMC
Cost Per
Patient Day
$34.37
42.13
47.97
50.50
57.33
65.61
75.43
86.35
101.62
113.32

Index
71.6
87.8
100.0
105.3
119.5
136.8
157.2
180.0
211.8
236.2

TABLE 6
COST PER PATIENT DAY

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

All
United States
Hospitals
$32.54
37.78
45.01
53.95
63.82
73.89
83.67
97.23

State and Local
Government Short Term
General Hospitals
$ 51.77
60.25
68.02
79.57
88.74
107.22
117.37
133.13

American Hospital Association, Hospital S t a t is t ic s , 1975 Edition.
University of Arkansas Medical Center.

Medical
Center
Hospital
$ 59.87
63.58
77.36
95.33
101.89
132.09
150.63
170.06

TABLE 7
PAYROLL EXPENSES

University of Arkansas Medical Center
Fiscal Year

Total
Payrol1
$3,968,551
3,911,817
4,738,989
5,579,964
5,801,849
7,129,670
8,336,432
9,375,719

1967
1968
1969
1970
1971
1972
1973
1974
Source:

Patient
Days

Payroll Per
Patient Day

92,186
93,774
94,089
92,906
91,907
89,203
91,797
90,256

$43.05
41.71
50.37
60.06
63.13
79.93
90.81
103.88

United States
Hospitals
Payroll Per
Patient Day
$20.76
23.78
28.11
33.16
39.07
44.17
49.18
55.93

American Hospital Association, Hospital S ta tis tic s , 1975 Edition.
University of Arkansas Medical Center.

State and
Local Government
Short Term Hospital:
Per Patient Day
$31.99
36.50
41.14
46.60
53.33
61.97
66.60
74.80

TABLE 8
UNIVERSITY OF ARKANSAS MEDICAL CENTER
TOTAL EXPENSES-PAYROLL EXPENSES-NONPAYROLL EXPENSES

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Payroll
Expenses
$3,968,551
3,911,817
4,738,989
5,579,964
5,801,849
7,129,670
8,336,432
9,375,719

University of Arkansas Medical Center.

Nonpayrol1
Expenses
$1,550,443
2,050,382
2,539,583
3,276,548
3,562,136
4,653,023
5,490,939
5,973,486

Total
Expenses
$5,518,994
5,962,199
7,278,572
8,856,512
9,363,985
11,782,693
13,827,371
15,349,205

TABLE 9
NONPAYROLL EXPENSES

Fiscal Year
1967
1968
1969
1970
1971
1972
1S73
1974
Source:

Medical Center
Hospital Per
Patient Day
$16.82
21.87
26.99
35.27
38.76
52.16
59.82
66.18

University of Arkansas Medical Center.
American Hospital Association, Health S ta tis tic s , 1975 Edition.

State and Local
Government Owned
Short Term Hospitals
Per Patient Day
$19.78
23.75
26.88
28.97
35.41
45.25
50.77
58.33

TABLE 10
UNIVERSITY OF ARKANSAS MEDICAL CENTER-C
CONSUMER PRICE INDEX-FC

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Raw
Food
Cost

Total
Dietary
Cost

Hospital
Patient
Days

$91,089
95,872
102,024
111,397
120,334
120,878
121,421
148,791

$313,092
316,033
346,084
401,524
438,036
466,303
567,027
569,907

92,186
93,774
94,089
92,906
91,907
89,203
90,823
90,256

Raw Food
Hospi tal
Cost Per
Patient Day

F
F
Ir
196

$.99
1.02 •
1.08
1.20
1.31
1.36
1.34
1.65

1C
1C
1C
1C
111If

University of Arkansas Medical Center.
Department of Labor, Bureau of Labor S ta tis tic s .

TABLE 10
ARKANSAS MEDICAL CENTER-DIETARY STATISTICS
CONSUMER PRICE INDEX-FOOD

Raw Food
Hospi tal
Cost Per
Patient Day
$.99
1.02 •
1.08
1.20
1.31
1.36
1.34
1.65

Raw
Food
Index
1967=100
100.0
103.0
109.1
121.2
132.3
137.4
135.4
166.7

Total Dietary
Cost Per
Patient Day

Total Dietary
Index
1967=100

$3.40
3.37
3.68
4.32
4.77
5.23
6.24
6.31

100.0
99.7
108.2
127.1
140.3
153.8
183.5
185.6

CPI
Food
1967=100
100.0
102.0
106.3
113.4
116.2
120.1
129.9
153.1

;tics.

o
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TABLE 11
UNIVERSITY OF ARKANSAS MEDICAL CENTER
OUTPATIENT AND EMERGENCY ROOM COSTS

Outpatient
Fiscal Year

Costs
$547,348
557,720
573,741
730,867
778,513
1,056,362
1,217,238
1,443,364

1967
1968
1969
1970
1971
1972
1973
1974
Source:

Occasions
of Service
64,210
65,494
80,975
81,295
90,316
87,344
83,479
83,371

Emergency
Costs Per
Service

Costs

$8.52
8.52
7.09
8.99
8.62
12.09
14.58
17.31

$153,743
180,744
219,217
282,637
298,965
372,350
418,457
454,266

University of Arkansas Medical Center.

Occasions
of Service
25,900
26,418
33,059
38,541
37,370
36,978
26,938
30,458

Costs Per
Service
$5.94
6.84
6.63
7.33
8.00
10.07
15.53
14.92

TABLE 12
UNIVERSITY OF ARKANSAS MEDICAL CENTER
REVENUES-COSTS

Fiscal
Year

Total
Collections

Total
Costs

Loss from
Operations

1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

$1,831,534
2,148,699
3,088,329
3,268,800
3,193,625
4,029,791
5,566,759
5,630,488
7,415,734
7,765,279

$4,345,105
5,126,901
5,518,994
5,962,199
7,278,572
8,856,512
9,363,985
11,782,693
13,827,371
15,349,205

$2,513,571
2,978,202
2,430,663
2,693,399
4,084,947
4,826,721
3,797,226
6,152,205
6,411,637
7,583,926

Medicare
Percentage
Loss
Collections
57.8
58.1
44.0
45.2
56.1
54.5
40.6
52.2
46.4
49.4

P r i m a r i l y Medicaid.
Source:

University of Arkansas Medical Center.

$598,093
501,431
632,738
979,853
893,660
1,533,402
1,691,647

Medicare
Allowable
Costs

$637,814
647,338
612,124
772,429
897,671
996,290
1,564,497
2,277,132

Federal
and State
Medicaid
Program
Allowable
Collections3
Costs

$775,418
1,193,539
1,756,543
1,985,871
2,510,782

$471,577
1,279,088
1,447,052
2,170,935
2,433,868

TABLE 13
UNIVERSITY OF ARKANSAS MEDIC
PHYSICAL PROPERTY
(Selected Items)

1967

1968

1969

1970

$276,162

$282,462

$282,462

$282,462

220,637

234,766

236,161

236,183

Buildings & Improvements

16,767,276

16,983,640

18,178,674

18,348,926

Construction in Progress

1,281,667

1,195,339

521,892

587,061

Furniture and Equipment

4,483,671

4,918,290

5,335,820

5,827,652

602,030

655,300

691,150

710,760

23,631,443

24,269,797

25,246,159

25,993,044

Land
Improvements Other Than
Buildings

Library Books
Total
Source:

University of Arkansas Medical Center, Financial Report.

TABLE 13
SITY OF ARKANSAS MEDICAL CENTER
PHYSICAL PROPERTY
(Selected Items)

1969

1970

1971

1972

1973

1974

282,462

$282,462

$283,163

$283,163

$283,163

$283,163

236,161

236,183

260,724

277,269

369,676

377,173

178,674

18,348,926

19,521,738

19,536,826

20,085,846

21,463,587

521,892

587,061

335,820

5,827,652

6,355,608

7,043,267

7,473,557

8,969,186

691,150

710,760

731,174

763,590

840,000

878,200

246,159

25,993,044

27,152,407

27,904,115

29,052,242

31,971,309

ia l Report.

PLANT ASSETS

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Total
United States
Hospitals
(M ill ions)
$21,813
23,113
25,061
26,575
28,175
31,048
33,914
36,971

Total State and
Local Government
Short Term General Hospitals
(Mil 1ions)

Medical
Center
(Thousands)

$3,233
3,258
3,605
3,867
4,266
4,687
5,135
5.623

$23,631
24,270
25,246
25,993
27,152
27,904
29,052
31,971

Amercian Hospital Association, Hospital S ta tis tic s , 1975 Edition.
University of Arkansas Medical Center.

CHAPTER VII
ANCILLARY SERVICES
One of the assumed abuses caused by Medicare and Medicaid
concerns the use of a n c illa ry services in hospitals.

One opinion is

that such services as x-ray, laboratory, physical therapy and occupa
tional therapy are overutilized.^

With o v e ru tiliz a tio n , overpricing

could also occur as reimbursement is guaranteed by the federal programs.
O
I f surgical procedures are overutilized, as has been suggested, hospital
costs associated with surgery would be higher than would be expected
from a normal supply and demand economic situation.

Ancillary services,

as provided by the UAMC hospital, are closely examined in this chapter.
In the conclusions ultimately drawn in the fin a l chapter, some subjective
opinions from professional s ta ff in the various a n c illa ry departments
are considered and embodied in the fin a l analysis.
Radiology
Table 15 shows the s ta tis tic s of the University of Arkansas
Medical Center (UAMC) radiology department.

Departmental costs were

■*-U. S., Congress, Senate, Committee on Finance, Medicare and
Medicaid: Problems, Issues and Alternatives, S. Rept., Feb. 9, 1970,
91st Cong., 1st sess. (Washington, D.C.: Government Printing Office,
1970) p. 204.
2Ib id . , p. 128.
Ill
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not compiled prior to 1967.

In reviewing costs, total departmental

and unit costs are developed for the years data are available, fiscal
years 1967 through 1974.

U tiliz a tio n review is based on a calculated

number of examinations per patient.

Using 1967 as a base year equal

to 100, unit costs were converted to an index base for calculations.
Within this major department, the s ta tis tic s as indicated below
show costs rising higher than national indices (Table 5) but becoming
a smaller portion of the overall costs within the in s titu tio n .
Unit Costs
Comparison shows unit radiology costs exceeded the Consumer
Price Index ( C P I f o r a ll items by increasing 66.5 percent from 1967
through 1974, compared to 39.7 percent for a ll items in the CPI during
the same period.

The CPI for medical care rose 42.4 percent in 1974,

considerably less than the unit costs of radiology.

The departmental

cost increase, however, compared to the index fo r cost per patient day,4
was decidedly lower, the former rising 66.5 percent compared to 136.2
percent for the la t t e r ; and the departmental percentage of total costs
declined from 9.2 percent to 7.3 percent in a r e la tiv e ly steady pattern
of decline.

Within the total cost of the radiology department, the three

expense elements remained in a re la tiv e ly stable relationship.

Direct

labor varied within a range of 18.4 percent to 22.1 percent; direct
expenses ranged from 34.9 percent to 36.2 percent and allocated expenses
showed a range of 42.3 percent to 45.0 percent.

3See T a b le 5 , p. 97.
4 Ib id .
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U tiliz a tio n
The radiology u t iliz a tio n pattern, based on the number of
examinations per patient, remained steady during the period 1964-1974.
For the f i r s t year reported under Medicare, 1967, the rate was 4.13
examinations per patient.

Without any significant fluctuations during

this time period, the rate at the end of 1974 was 4.31 examinations per
patient.
The number of nuclear medicine procedures increased sig n ific a n tly
over the 1964-1974 time period from 1 percent of a ll radiology examinations
in 1967 to 5.4 percent in 1974.

Nuclear medicine procedures are a product

of improved technology, a factor associated with higher costs.

This

relationship should be kept in mind since advanced technology may have
been seeded by a guaranteed payment mechanism.

U tiliz a tio n patterns do

not indicate any excess use of radiology during the Medicare and Medicaid
years.
Operating Rooms
In this department, as shown in Table 16, costs per operation
and operations per 100 patients are u tiliz e d for s ta tis tic a l analysis,
as well as items from the internal cost structure.

Using 1967 as a base

of 100, the cost per operation fluctuated throughout the period 1967-1974.
Notwithstanding fluctuations, the cost rose 93.7 percent from 1967 to 1974.
The rate of increase in costs in this department also was considerably
above the national rates for the CPI "all items" and the CPI "medical
care"

c o m p o n e n ts .5

5 Ib id .

While the ra tio between major and minor operations
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remained r e la tiv e ly constant, there are no available data to measure the
technology involved or the sophistication of surgery performed.

The

percentage of the department's share of the total hospital costs varied
but remained within a narrow range.
Among the three expense elements within the department direct
labor costs increased but remained re la tiv e ly constant in percentage of
the total department costs, within a range of 22.6 percent (1974) to a
high of 26.8 in 1968.

Direct expenses increased at a greater rate than

did direct labor, showing an increase from 14.3 percent of total department
costs in 1967 to 23.1 percent in 1974.

Allocated expenses while increasing

became a smaller portion of the t o t a l, from 60.9 percent in 1967 to
54.3 percent in 1974.
With regard to u t i liz a t io n , the department did not have a
sign ifican t variation in operations per 100 patients, i . e . , 37.2 were
performed in 1967 and 36.8 in 1974.

The 1964 pre-Medicare operations

per 100 patients rate of 40.5 was v ir tu a lly the same as the peak rate
of 40.6 recorded in 1970 when the Medicare and Medicaid programs were
in operation.
Laboratory
Laboratory services constitute the largest ancillary depart
ment within the hospital.

According to the hospital s t a f f , available

s ta tis tic s on the number of laboratory examinations performed are not
s u ffic ie n t for an analysis.

Laboratory procedures are more highly

sophisticated than in previous years with modern technology permitting
multiple examinations to be performed simultaneously.

Recognizing the

s ta tis tic a l gaps, laboratory services deserve some consideration in
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studying the total operation of the hospital.

As shown in Table 17,

in te rn a lly ,d ire c t labor declined in relation to total costs over the
time period of the study.

Direct labor expenses dropped considerably

in the middle years of the time frame.

This was due partly to budgetary

limitations imposed by the state government, especially in 1969.

In

1967 direct labor represented 59.2 percent of total laboratory costs;
this declined to 44.8 percent fo r the year 1974.

Direct expenses other

than labor also declined during the period, from 20.4 percent to 17.5
percent of the t o t a l .

This leaves allocated expenses as the largest

component of total expenses representing 37.7 percent of the total in
the year 1974.

Total department expenses showed an increase, based on

1967, of 74.5 percent by 1974.

This is lower than the rate of increase

for the index of cost per patient day which was 136.2 percent as shown
by Table 5.

The rate was, however, higher than the CPI for a ll items

and the CPI for medical care.
The cost of the department per patient on an adjusted patient
day basis fluctuated during the period, registering a 36.5 percent increase
between the years 1967 and 1974.

This compares favorably with the CPI

for a ll items which showed a 39.7 percent increase as previously noted.
The portion of total hospital costs represented by the laboratory
dropped s ign ifican tly in 1967 and 1968, leveling to a reasonably steady
percentage and ending in 1974 with 8.3 percent of the hospital to ta l.
In the absence of other s ta tis tic s , the trend does not indicate over
u t iliz a tio n of this ancillary service.
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Anesthesia
Anesthesia departmental records kept prior to 1969 were
reported on a d iffere n t basis than those for the years 1969 through
1974 rendering analysis before 1969 invalid.
Unit Costs
Table 18 shows that unit costs dropped during the years 1970
and 1971, a condition contrary to the CPI fo r medical care which shows
a steady increase.^

Since 1971, the unit cost peaked in 1973 and showed

an increase in 1974 of 318 percent over 1969.

The CPI fo r medical care

increased by 29.1 percent from 1969 to 1974.
Total Expenses
Total expenses increased in the department at a rate much higher
than the CPI for medical care as indicated by Table 5.

An examination

of the three components of total anesthesia expenses indicates the ra tio
between the three elements changed substantially.

Direct labor was a

less significant cost element, and d irect expenses and allocated expenses
increased in th e ir share of the t o ta l.

Allocated expenses increased by

151.7 percent from 1969 to 1974, and during that period changed from 46.3
percent to 59.3 percent of the total department expenses.
U tiliz a tio n
U tiliz a t io n , based on the calculated number of administrations
per 100 patients, increased at a moderate rate.

According to this

indicator, u t iliz a tio n peaked in 1970 and increased 21.1 percent in 1974
over 1969.

The rate of increase does not indicate o v e r-u tiliz a tio n of

this service.

6 1bi d .
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Physical and Occupational Therapy
These two services are grouped together fo r departmental cost
finding; however, significant differences exist between the two services.
Physical therapy f a ll s under the supervision of the orthopedic s ta ff
while the occupational therapy is directed by psychiatrists.

As the

s ta tis tic s in Table 19 show, occupational therapy grew s ig n ific a n tly
in u t iliz a tio n in recent years.
Unit Costs
Unit costs increased at a rate greater than the CPI for medical
care.

The therapy unit cost fluctuated somewhat during the years under

study, reaching a peak in 1971 of $6.64 per treatment.

The percent in

crease from 1967 to 1974 was 86.2 percent compared to a CPI medical care
increase of 42.4 percent during the same time period.

The low year of

1969, with a unit cost of $3.02 per treatment, probably reflects the
reduction in s ta ff which occurred during that year.

On a scale with

1967 costs equalling 100, total therapy costs showed an increase of
162.5 percent.
U tiliz a tio n
The total treatments for physical therapy showed an increase
during the year 1969 even though d irect labor costs were low that year.
Over the time frame 1967 through 1974, physical therapy declined in usage,
dropping from the high of 6361 treatments in 1969 to a low of 3237 tr e a t
ments in 1974.

Occupational therapy registered a noticeable increase

during the years 1972 through 1974 compared to prior years.

Occupational

therapy u t iliz a tio n peaked in 1973 with 11,729 treatments; and at the end
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of the period in 1974, treatments reached a total of 13,606, an increase
of 103.2 percent from the 1967 base year.

Occupational therapy, according

to the s t a f f , also improved in technology during recent years.

TABLE 15
UNIVERSITY OF ARKANSAS MEDICAL CENTE
RADIOLOGY STATISTICS

Number of Exam

Expenses
Fiscal Year
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

Direct
Labor3

$93,270
109,665
139,228
153,745
173,185
204,454
219,846
237,263

Direct
Expenses

$197,655
184,735
214,696
216,715
293,885
330,122
377,696
411,281

A1 located
Expenses

$216,174
235,126
288,277
335,196
344,037
392,577
488,807
478,934

Total
Expenses

$507,099
529,526
642,201
705,656
811,107
927,153
1,086,349
1,127,478

X-ray
Diagnostic
44,924
33,122
45,687
45,530
49,352
51,118
54,585
55,425
56,824
56,243
53,131

X-ray
Therapy
4,973
5,640
6,554
4,312
7,700
7,335
7,400
9,396
7,587
9,147
10,557

aDirect labor excludes Medicare Part B physicians.
^Patients calculated using adjusted patient days. (See Table 42, Appendix).
cTable 4 3 ,Appendix.
Source:

University of Arkansas Medical Center.

TABLE 15
OF ARKANSAS MEDICAL CENTER
:ADIOLOGY STATISTICS

Number of Examinations
X-ray
Diagnostic
44,924
33,122
45,687
45,530
49,352
51,118
54,585
55,425
56,824
56,243
53,131

X-ray
Therapy
4,973
5,640
6,554
4,312
7,700
7,335
7,400
9,396
7,587
9,147
10,557

Table 42 , Appendix).

Nuclear
Medicine
531
557
501
500
1,684
1,145
1,548
2,179
2,844
3,390
3,620

Total
Exams
50,428
39,319
52,742
50,392
58,736
59,598
63,533
67,000
67,255
68,780
67,308

Unit
Costs

$10.06
9.02
10.78
11.11
12.11
13.79
15.79
16.75

Exams
Per Patient^
4.37
3.27
4.47
4.13
4.78
4.33
4.45
4.17
4.31
4.55
4.31

Percent
of Total
Hospital Costsc

9.2
8.9
8.8
8.0
8.7
7.9
7.9
7.3

TABLE 16
UNIVERSITY OF ARKANSAS MEDICAL
OPERATING ROOM STATISTIC

Expenses

Fiscal Year
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

Direct
Labor

$101,250
116,862
149,723
140,420
146,278
178,978
185,930
213,297

Direct
Expenses

$58,126
67,766
98,204
119,779
130,973
157,639
193,482
218,035

A1located
Expenses

$248,285
251,904
311,511
301,141
318,259
369,462
420,465
513,337

Total
Expenses

$407,661
436,532
559,438
561,340
595,510
706,079
799,877
944,669

aSee Table 43, Appendix.
Source:

University of Arkansas Medical Center.

Major
Operations

Minor
Operations

2,385
2,208
2,240
2,138
2,154
2,351
2,716
3,032
2,791
3,009
2,912

1,513
1,524
1,572
1,512
1,384
1,481
1,671
1,472
1,342
1,472
1,455

TABLE 16
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Operations
ijor
ations
,385
,208
,240
,138
,154
,351
,716
,032
,791
,009
,912

Minor
Operations
1,513
1,524
1,572
1,512
1,384
1,481
1,671
1,472
1,342
1,472
1,455

Total
Operations
3,898
3,732
3,812
3,650
3,538
3,832
4,387
4,504
4,133
4,481
4,367

Cost Per
Operations

Operations
Per 100
Patients

$111.69
123.38
145.99
127.96
132.22
170.84
178.50
216.32

40.5
38.1
40.4
37.2
35.8
36.3
40.6
37.7
35.7
38.6
36.8

Percent
of Total
a
Hospital Costs

7.39
7.32
7.69
6.34
6.36
5.99
5.78
6.15

ro
o

TABLE 17
UNIVERSITY OF ARKANSAS MEDICAL CENT
LABORATORY STATISTICS

Expenses

Fiscal Year

Direct
Labor

Direct
Expenses

Allocated
Expenses

1967
1968
1969
1970
1971
1972
1973
1974

$433,844
446,649
300,877
325,569
355,078
451,987
477,509
573,733

$149,262
143,432
155,559
189,046
201,261
239,433
157,759
223,871

$149,426
150,140
177,311
225,664
248,627
365,445
394,738
481,987

^Adjusted patients (See Table 42, Appendix).
See Table 43, Appendix.
Source:

University o f Arkansas Medical Center.

Total
Expenses
$732,532
740,221
633,747
740,279
804,966
1,056,865
1,030,006
1,279,591
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is
Allocated
Expenses
$149,426
150,140
177,311
225,664
248,627
365,445
394,738
481,987

Total
Expenses
$732,532
740,221
633,747
740,279
804,966
1,056,865
1,030,006
1,279,591

Cost Per
Patient3
$60.02
60.23
46.00
51.82
50.05
67.66
68.15
81.92

Percent
of Total
Hospital Costsb
13.3
12.4
8.7
8.4
8.6
9.0
7.4
8.3

TABLE 18
UNIVERSITY OF ARKANSAS MEDICAL CENTER-ANESTHESI/3
CONSUMER PRICE INDEX-MEDICAL CARE

Expenses

Fiscal Year

Direct
Labor

Direct
Expenses

1967
1968
1969
1970
1971
1972
1973
1974

$1,469
1,819
34,501
38,328
32,937
15,636
25,759
32,110

$22,532
25,820
27,460
29,869
40,449
44,841
63,633
63,878

A1located
Expenses

Total
Expenses

$29,770
38,686
33,448
44,262
35,187
92,712
162,623
139,562

$53,771
66,325
95,409
112,459
108,573
153,189
252,015
235,550

®Part B Physician payment excluded.
Patients (See Table 1, Chapter V).
Source:

University of Arkansas Medical Center.
Department of Labor, Bureau of Labor S ta tis tic s .

TABLE 18
>AS MEDICAL CENTER-ANESTHESIA STATISTICS
1ER PRICE INDEX-MEDICAL CARE

-

Anesthesia
ated
lses

Total
Expenses

Number
Given

Unit
Cost

770
,686
448
262
187
712
623
562

$53,771
66,325
95,409
112,459
108,573
153,189
252,015
235,550

5,401
5,219
5,463
6,959
7,382
7,130
7,217
7,432

$9.96
12.71
17.46
16.16
14.71
21.49
34.92
31.69

Number
Given Per ,
100 PatientD
55.1
52.9
51.7
64.4
61.9
61.6
62.1
62.6

CPI
Medical Care
1967=100
100.0
106.4
113.3
120.6
124.6
130.7
134.7
142.4

cs.
ro
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TABLE 19
UNIVERSITY OF ARKANSAS MEDICAL CENTI
PHYSICAL AND OCCUPATIONAL THERAPY STAT:

Expenses
Fiscal Year

Direct
Labor

Direct
Expenses

Allocated
Expenses

1967
1968
1969
1970
1971
1972
1973
1974

$11,978
12,528
12,084
23,696
30,345
36,339
41,450
45,777

$2,675
2,983
3,292
3,897
3,843
4,977
4,653
4,227

$14,772
15,466
18,264
23,739
24,387
29,480
22,350
27,242

aSee Table 1.
Source:

University of Arkansas Medical Center.

Total
Expenses
$29,425
30,977
33,640
51,332
58,575
70,796
68,453
77,246

Physical
4,548
4,199
6,361
4,779
4,552
3,711
3,627
3,237

TABLE 19
ARKANSAS MEDICAL CENTER
UPATIONAL THERAPY STATISTICS

Treatments
Total
xpenses
29,425
30,977
33,640
51,332
58,575
70,796
68,453
77,246

Physical

Occupational

Total

Unit
Cost Per
Treatment

4,548
4,199
6,361
4,779
4,552
3,711
3,627
3,237

5,103
4,605
4,792
4,132
4,122
7,818
11,793
10,369

9,651
8,804
11,153
8,911
8,674
11,529
15,420
13,606

$3.05
3.52
3.02
5.76
6.75
6.14
4.43
5.68

Treatments
Per
Patient9
.98
.89
1.06
.83
.73
1.00
1.33
1.15

m

J

ro
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CHAPTER V I I I
SUMMARY OF DESCRIPTIVE ANALYSIS
General Hospital s ta tis tic s show admissions in the case study
hospital were in lin e with other hospitals.

Excessive u tiliz a tio n of

the ho spital, above its peers during the period 1967 to 1974, was not
indicated.

The occupancy ra te , with its downward trend, did indicate

an increase in the cost per patient day; unoccupied beds push unit costs
to a higher le v e l.

Fears th at the Medicare and Medicaid programs would

overcrowd available f a c ilit ie s were not ju s tifie d in th is case.
The length of stay declined during the period; however, Medicare
patients recorded a higher average length of stay than other patients.
The percent of Medicare patients increased as a percent of to ta l patients,
from 8.5 percent in 1967 to 10.8 percent in 1974.

The percent of patient

days fo r the eld e rly was 13.2 percent in 1967 and 16.6 percent in 1974.
Outpatient and emergency room s ta tis tic s did not show a response
to the pressure to increase ambulatory care services as a means of cost
reduction.

U tiliz a tio n of these services probably reflected the general

characteristics and preferences of the population.
Patient day analysis supported the trend established by admission
s ta tis tic s .

That trend did not indicate o v e r-u tiliz a tio n .

Increased

services, such as open heart and orthopedic surgery, increased to tal
costs.

The cost o f the new technology employed in these services increased

unit costs also.

Internal progress by the hospital during the period

through expansion of its services, was reflected in these changes.
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The costs per patient day indicated the UAMC hospital was fa r
above the CPI fo r a ll items.

Payroll costs were up, but the UAMC rate

was below the national figures fo r this item.

The increase in to tal

nonpayroll costs, which include food, drugs, supplies and a ll other
items, was great.

Nonpayroll costs, therefore, exerted

a

majorin flu 

ence on the to tal rise in cost per patient day.
Plant asset analysis revealed no excesses in this category
within the case study hospital.

No indication existed that over

expansion and construction of unneeded f a c ilit ie s occurred.

The

Arkansas state appropriation in 1974, much higher than any other during
the period, was needed for normal a c tiv ity .
A ncillary service data in the UAMC hospital did not support a
charge of o v e r-u tiliz a tio n .

The increase in costs, at a rate greater

than the CPI, could support a contention of too much cost involved in
a n c illa ry services.

A ncillary service cost increases were below the

rate of increase shown in the hospital cost per patient day.

A look

at the case mix of patients and patient days suggested the program
costs contributed to an increase in cost of treatment fo r the hospital
patients.

The question of in e ffic ie n c y , caused by guaranteed reimburse

ment, was not readily measurable.

I t appeared th a t,

hospital, reimbursement was not a facto r in creating

in a

state owned

or not creating

incentives fo r efficien cy.
Unionization was not a factor in the case study analysis because
the hospital was neither unionized nor in the process of becoming unionized.
Malpractice insurance charges, according to hospital o f f ic ia ls ,
increased moderately but were not a s ig n ific a n t cost facto r.
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Medicare and Medicaid did increase costs of the hospital when
measured against the twelve standards.

The two programs caused cost

increases by increasing the length of stay, holding the volume of
admissions to a re la tiv e ly high le v e l, changing the case mix to a more
elderly c lie n te l, increasing cost of care, intensifying the services
rendered by interns and residents, increasing technology and increasing
the prices of suppliers.

PART I I I
ANALYSIS OF COST INCREASE FACTORS AT
THE CASE STUDY HOSPITAL

INTRODUCTION TO PART I I I
Part I I presented a descriptive analysis o f data from the case
study hospital and findings related to the hypothesis.

Recognizing

that the subject addressed is highly complex and cannot beanswered by
simple

descriptive analysis, additional data andcomparisons are presented

in Part I I I in an e ffo rt to further id e n tify the reasons fo r cost increases
and establish the relationship o f the Medicare and Medicaid programs to
these reasons.
A search fo r studies on related topics produced two models used
by th e ir creators to analyze the ris e in hospital costs.

The models

were used to analyze cost increases a t the UAMC to correspond to the
set of national figures given by each model.
The f i r s t model was developed by the

University of South Carolina

to id e n tify the causes fo r cost increases and to compare data from that
s tate's hospitals to data fo r a ll United States hospitals fo r the period
1968 to 1972J

UAMC data in the same categories was developed and sub

stitu ted fo r the South Carolina data.
fo r hospital cost increases:

The model id e n tifie d three causes

in fla tio n , volume and technology.

The

causes were accepted fo r analysis of the UAMC data.
The f i r s t task addressed using the model was to rank the three
causes as to th e ir significance in accounting fo r cost increases at the UAMC.
A fter determining th e ir rank, the second task was to discover the e ffe c t,

^Gary R. Fane, et a l . , "An Analysis o f Hospital Costs in South
Carolina, 1968-1972," Business and Economic Review, XXI, No. 1 (October,
1974), 1-11.
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i f any, of the Medicare and Medicaid programs on each.

The model ranked

the causes with and without Medicare and Medicaid and the differences
were noted.

The data and calculations from the South Carolina model

are presented in Tables 21 through 34.
The second model was developed by Nancy L. Worthington of the
Social Security Administration.^

This model id e n tifie s the major sources

of annual changes affectin g capital expenditures fo r hospital care and
u tiliz e s regression analysis to summarize the re la tiv e importance of
each factor of cost increases.
are included.

National results obtained by Worthington

Again, UAMC data were organized into the same format to

permit analysis using the model.
were accepted as given.

Cost factors developed by Worthington

The factors were analyzed with and without

Medicare and Medicaid data.

The data and calculations from the Worthington

model are presented in Tables 35 through 41.

^U.S., Department of Health, Education and Welfare, Social Security
Administration, "Expenditures fo r Hospital Care and Physicians Services:
Factors Affecting Annual Changes, " by Nancy L. Worthington, Social Security
B u lle tin , XXXVIII, No. 11 (November, 1975), 3-15.

CHAPTER IX
MODEL ANALYSIS OF UAMC DATA AND EFFECTS OF
MEDICARE-MEDICAID ON COST INCREASE FACTORS
South Carolina Model
Table 20 presents selected cost and s ta tis tic a l data from the
University o f Arkansas Medical Center fo r the fis c a l year 1968 and 1972.
This is the base data required fo r determining the percent values to
be applied to the elements of in fla tio n , volume and technology c o n tributing to the rise in hospital costs.
a basis fo r this analysis:

The following factors serve as

(1) the hospital experienced a ris e in

input facto r costs the same as Arkansas business firm s; (2) population
trends and patient characteristics produced changes in the use of the
f a c ilit ie s and services o f the hospital; (3) the hospital improved the
q u ality of its care by offering more services and using improved
technology.
Fiscal years 1968 and 1972 were examined so th at comparisons
could be made with costs from a ll United States hospitals.

The costs

referred to in th is chapter may d if f e r in some instances from costs
shown in p rio r tables o f this study.

The costs used in the chapter

(Table 21) were calculated in the same manner used in an analysis of
South Carolina and a ll United States hospitals made by the University
of South C arolina.*

*Gary R. Fane, et a l . , "An Analysis of Hospital Costs in South
Carolina, 1968-1972," Business and Economic Review, XXI, No. 1 (October,
1974), 1-11.
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The to ta l increase in UAMC hospital costs between 1968 and
1972 was $5,820,494.

The causes fo r that increase were:

(1) In fla tio n . Approximately $1,971,679
(34 percent) is explained as higher
costs fo r a ll input factors. For a ll
Uni ted States hospitals, the in fla tio n
rate is 37 percent of the increase in
costs fo r the years 1968 and 1972.
(2) Volume. Approximately $1,472,830 (26 percent)
of the increase can be attributed to the
change in number of patients served. For
a ll United States hospitals, volume accounts
fo r 20 percent of the increase in costs fo r
the two years.
(3) Technology. Approximately 40 percent results
from improved technology. All United States
hospitals show a technology e ffe c t of 43 per
cent.
Input Costs
The cost per patient day and the cost per admission, two common
measures of hospital costs, are u tiliz e d in this analysis.

The cost

per patient day rose 103 percent and the cost per admission increased
65 percent.

All United States figures showed a 70 percent change per

patient day and 60 percent change in cost per admission.

The cost per

admission at the UAMC hospital rose a t a rate lower than the rate for
the cost per patient day because the length of stay declined from 9.5
days to 7.7 days.

Both UAMC measures rose at a higher rate than the

rate fo r a ll United States hospitals.
Payroll Costs
Payroll costs increased at the UAMC hospital from $3,911,817 in
1968 to $7,129,670 in 1972.

The increase can be subdivided into the

increases due to the rise in the average salary fo r a fu ll-tim e equivalent

132
employee (FTE), the increase in patients served and the changes in the
number of fu ll-tim e equivalent employees per patient served.

Of the

to tal increase, $638,221 is attrib u ted to increases in the number of
fu ll-tim e equivalent employees and $2,579,631 to the increase in the
average salary o f employees.

These amounts are computed as shown in

Table 22.
The volume of a hospital's to tal a c tiv ity is a combination of
both inpatient and outpatient work loads.

Admissions were adjusted to

re fle c t the outpatient work load by considering fiv e outpatient v is its
equal to one day of inpatient ho sp italizatio n . This method was suggested
O
by the American Hospital Association.
Using adjusted admissions, calcu
lations were made to determine the changes in cost due to volume and
in ten sity (Table 23).

A decline o f $338,648 resulted from a decrease in

FTE per adjusted admissions, and an increase of $976,869 was attributed
to volume.
Table 24 compares the Medical Center hospital with a ll United
States hospitals.

Technological changes, 39 percent for UAMC and 37

percent for a ll United States hospitals, were roughly in the same range.
The average wage due to in fla tio n was the same fo r the case study hospital
as for the e n tire United States.

Volume changes d iffered s ig n ific a n tly

between UAMC and a ll United States hospitals, with a much higher UAMC
volume e ffe c t (39 percent to 23 percent) and ite n s ity e ffe c t (-9
percent to 4 percent).

^Since admission times length of stay approximates inpatient
days, the method used to calculate the adjustment factor was to divide
total outpatient v is its by fiv e times the average length of stay.
This calculation converts outpatient v is its into equivalent admissions.
Equivalent admissions are then added to inpatient admissions to arrive
at adjusted admissions.
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Other Expenses
Nonpayroll costs increased by $2,602,641, a change o f 127
percent.

Table 25 indicates th at $813*781 of th is was due to in fla tio n ,

using the consumer price index as a d e fla to r.

The remaining portion of

nonpayrol1 expenses was approximately $1,292,831 due to in ten sity and
$495,961 due to volume (Table 26).
Technology
Technological factors show $1,083,085 attrib u te d to payroll
and $1,292,831 to in ten sity or the increase due to the change in
supplies used (Table 27).
Demographic Changes
Changes in the characteristics and attitud es of the population
occurred o r, otherwise, the hospital would not have implemented more
services and improved technology.

People expressed a desire fo r these

changes by u tiliz in g the service when made availab le.
Cost Increases:

1967 and 1974

U tiliz in g a modification o f the model shown above, Table 28
presents data fo r fis c a l years 1967 and 1974 fo r to ta l costs with and
to ta l costs without Medicare and Medicaid.

The data cover a period

coinciding with the time frame o f the en tire study.

Tables 28 through

33 develop the d o lla r amounts used in the summary (Table 34).

The

summary table indicates that Medicare and Medicaid did influence the
cost factors as developed.

The two programs, when included, reduced the

importance o f cost changes due to in fla tio n .

Total hospital costs
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including Medicare and Medicaid rose 43 percent due to in fla tio n .
Costs without Medicare and Medicaid showed an in fla tio n e ffe c t of 59
percent.
Volume accounted fo r a positive 17 percent of the total change
with Medicare and Medicaid included and a negative 9 percent influence
without Medicare and Medicaid.

The programs* therefore* increased

the e ffe c t of volume on to tal cost change.
Total technology re fle c ts a change from 40 percent with
Medicare and Medicaid to 50 percent without Medicare and Medicaid.
According to this the two programs caused technology to constitute
a smaller portion o f to ta l costs.
Worthington Model
Nancy L. Worthington* in her a r tic le "Expenditures fo r Hospital
Care and Physicians Services:

Factors Affecting Annual Changes,"^

attempts to id e n tify the major factors contributing to annual changes
in national hospital care expenditures.

M ultip le regression analysis

was used to estimate the contributions of selected explanatory variables
during the period 1950 to 1973 fo r hospital expenditures.

An e ffo rt was

made to track year-to-year variations in hospital expenditures, the
product of hospital cost and the quantity of care received.

^U.S., Department of Health, Education and Welfare, Social Security
Administration, "Expenditures fo r Hospital Care and Physicians Services:
Factors Affecting Annual Changes," by Nancy L. Worthington, Social
Security B u lle tin , XXXVIII* No. 11 (November, 1975), 3-15.

Total spending fo r hospital care, which has been increasing rap idly,
was the concern of the author.
in

theregression equation:

Five factors were considered and included

the cost of labor,

services, labor inputs, nonlabor inputs and per

prices fo r goods and
capita u tiliz a tio n .

The methodology developed by Worthington is used to id e n tify the cost
factors and th e ir contributions as reflected by the data assembed in
the UAMC hospital.
The model used by Worthington (subsequently referred to as
the national model) was in the following form:
A HE = a
+
where HE
FPL
FPNL
RIL
RINL
PD
e

+ b ^ F P L + b2 AFPNL + b3 aRIL + b4 aRINL
bs aPD + e
= Per capita hospital expenditures
= Factor prices (labor)
= Factor prices (nonlabor items)
= Real labor inputs
= Real nonlabor inputs
= Patient days
= Random component

Factor prices (1 abor) were measured by the annual absolute
changes in payroll expenses per fu ll-tim e equivalent employee.^
included such items as food, fu e l, equipment and supplies.

Nonlabor

These were

measured in the model by percentage changes in the consumer price
index (CPI) of the Bureau o f Labor S ta tis tic s .
Real input fo r labor was measured by the absolute changes in
the average number of personnel employed fo r every 100 employees in the
hospital census.

Real nonlabor input includes a wide variety of services

and supplies added to a day of hospital care.

In recent years, hospitals

^Calculated on basis that two part-tim e persons equal one f u l l 
time person.
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have increased the number o f services available along with more
intensive use o f existing services.

In this model, real nonlabor

inputs were measured by the yearly increase in nonpayrol1 expenses
per patient day, deflated by the CPI.
Patient days were used as a measure of the quantity of care.
In the model, patient days per 1,000 population, adjusted to account
fo r the volume o f outpatient v is its , were the measure of u tiliz a tio n .
"This measure is re a lly a confluence of supply and demand factors,
since demand for hospital care is influenced by the existing bed
supply," Worthington explains.

"In the past 20 years, the supply of

community hospital beds has grown fa ster than the population — from
3.3 per 1,000 population in 1950 to 4.2 in 1973.

Milton Roemer and

others have presented evidence that increases in hospital bed supply
lead to greater u tiliz a tio n of hospital care.

Patient days, therefore,

measure the yearly levels of hospital use, given an expanding bed
supply."^
In the UAMC application of the model, changes in payroll
expenses per fu ll-tim e equivalent employee, the CPI measure fo r nonlabor
items, the change in number o f personnel per 100 hospital census,
changes in nonpayroll expenses in constant dollars and adjusted patient
days per 1,000 Pulaski County population were u tiliz e d in a fashion
sim ilar to that o f the national model.

The size of the population base

was chosen to optimize the f i t of the national model by applying per
capita expenditures to the population.

The case study hospital is not

^U.S., Department of Health, Education and Welfare, Social
Security B u lletin (November, 1975), 6.
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the only hospital serving Pulaski County; in fa c t, fiv e major general
hospitals serve the county.

And the UAMC hospital also accepts patients

on re fe rra l from other areas and indigent patients.

The base chosen

was equal in size to one-third the population of Pulaski County and
was kept in this proportion to the county over time.
The following lim itatio n s were recognized in using the above
measures fo r the model analysis.

A measure of average wages generally

re fle c ts the cost of labor to hospitals, but i t also tends to incorporate
any changes taking place within hospitals in the s k ill mix of its
personnel.

In using the CPI to measure nonlabor facto r prices, i t is

recognized th at the CPI is made up of a d iffe re n t set of goods and
services than that purchased by hospitals.

Detailed investigation by

Martin Feldstein, however, led to the conclusion that price trends in
hospital purchases are more closely related to the CPI than to other
price indicators, such as the wholesale price index.

For nonlabor

items, such as food, fuel and supplies, prices paid by hospitals are
generally a function of the economic environment.

Labor inputs meas

ured by the average number o f personnel did not d iffe re n tia te between
types of personnel, i . e . , c le r ic a l, professional and adm inistrative,
and the degree of substitution fo r additional capital equipment.
In applying Arkansas data to the national model, the assump
tion was made that a lin e a r, or s tra ig h t-1 in e, relationship e x its .
I t is recognized th at other factors which cannot be predicted influence

^Martin S. Feldstein, "The Quality o f Hospital Services: An
Analysis of Geographic Variation and Inter-temporal Change," in M.
Perlman, e d ., The Economics o f Health and Medical Care, John Wiley
and Sons, 1974, p .5.

138

per capita expenditures, such as p o litic a l and tax changes.

In

addition, the observations were lim ite d ; but a ll that were available
were included.
The dependent variable (Pulaski County per capita expenditures)
was entered against the independent variables consisting of annual
changes in:
(1)

Payroll expenses per fu ll-tim e equivalent
employee.

(2)

CPI (percent).

(3)

Fu ll-tim e equivalent employees per 100
census.

(4)

Nonpayroll expenses per patient day (in
constant 1967 d o lla rs ).

(5)

Adjusted patient days per 1,000 population.

The Worthington a r tic le presented Table 39, and the UAMC obser
vations, annual changes from 1968 to 1974, using the same model produced
Table 40.
Worthington found that an increase of $100 in annual wages
produced, on an average, an expenditure increase o f $.90 per capita
for that year; that each one percent increase in the CPI translated
into an increase of sixty cents in per capita spending; an average
increase of one fu ll-tim e equivalent employee a year per 100 hospital
census produced a rise of twenty-seven cents in per capita expenditures;
a real increase of $1 per patient day translated into a per capita
spending increase o f $1.59 and an addition of ten adjusted patient days
resulted in a ris e of n in e ty -fiv e cents in per capita expenditures.
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The UAMC data, recognizing the difference in the time span
and

u tilizin g

the same methodology, showed an increase of $100 in

annual wages produced an expenditure increase o f $.90 per capita;
each one percent increase in the CPI resulted in an increase of eightyfiv e cents, an increase of one fu ll-tim e equivalent employee produced
a fifte e n cents increase, a real increase of $1 per patient day pro
duced an increase of $1.62 and an addition of ten adjusted patient
days produced a fo rty cents increase.
The national model, based on the Beta values, indicated a pre
dominance of real nonlabor inputs in explaining the annual change in
per capita expenditures fo r hospital care (Beta = .396).

The stand

ardized coefficien ts fo r the remaining variables were more closely
grouped, with labor costs and u tiliz a tio n

havings lig h tly more

impact

than nonlabor prices and labor inputs.
Worthington concluded that a ll the factors were s ig n ific a n t,
but the analysis emphasized the importance of real r.onlabor inputs.^
Labor and nonlabor factor prices were also important in explaining
annual expenditure changes.

Through cost-reimbursement or fee-setting

mechanisms, increases in wages and prices

werepassed on toconsumers

and to the population as a whole.
Having id e n tifie d the major causes of increased hospital expend
itu re s , the relationship o f Medicare and Medicaid to to tal costs was
examined.

Payroll expenses in the case study hospital, according to

the descriptive analysis, were not unreasonable.

The regression

7
U .S., Department of Health, Education and Welfare, Social
Security B ulletin (November, 1975), 15.
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coefficients indicated a $100 increase in wages which resulted in a
ninety cents raise in per capita expenditures.

This, recognizing

the difference in time span, was identical to the e ffe c t shown by the
national analysis.
hospital.

Real labor input was important in the case study

Medicare and Medicaid permitted UAMC to raise its wage

level and increase its employee coverage per patient by providing a
source of additional funds which have been increasingly important
re la tiv e to to ta l revenues fo r the hospital.

The two programs provided

guaranteed reimbursement for higher wages and increased patient coverage.
Currently, reimbursement mechanisms do not pass judgment on the level
of wage scales or adequacy of hospital s ta ff, as long as they are
reasonable.

The price of items such as food, fu e l, equipment and

supplies, as measured by the CPI, is not affected by the local use of
Medicare and Medicaid.
A search o f the lite ra tu re did not produce a model which would
separate Medicare and Medicaid costs from to tal costs.

In an attempt

to segregate the programs' costs from total costs permitting an
analysis relevant to the hypothesis, additional variables were devel
oped.

Annual changes from Table 38 and absolute values from Table 37

were introduced.

The correlation m atrix, Table 56 was developed; and

m ultiple correlations were read from the computer p rin t out.
The concept was to match Medicare days, Medicare costs, Medicaid
days, Medicaid costs, Medicare cost per day, Medicaid cost per day and
occupancy changes in a series of combinations seeking to find signi
fican t relationships between the variables which could then be analyzed
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to determine the effects of Medicare and Medicaid on total and unit
costs fo r the case study hospital.

Table 41 presents the simple

and lin e a r correlation coefficients resulting from the numerous
combinations.
The programs' variables were related to the cost per capita
of hospital care.

The variables were also related to the difference

between UAMC and national data in an e ffo rt to explain the difference.
Th eoretically, the volume of Medicare-Medicaid service (in dollars or
days) is obviously highly correlated with to ta l d o llars.

Efforts to

discover correlations, therefore, were concentrated on using per
capita expenditures as the dependent variable.
Based on the resulting correlations, Table 41, and given that
the national model is acceptable fo r estimating the influence of factor
prices for labor and nonlabor, real inputs for labor and nonlabor and
u tiliz a tio n on UAMC per capita expenditures, there are unexplained
differences between the predicted and observed values.

These d if f e r 

ences, unexplained by the factors above, are highly correlated with
Medicare and Medicaid volume.

I t is suspected, therefore, that the

introduction of Medicare and Medicaid produced other factors than
those reflected in factor prices, real inputs and u tiliz a tio n .

These

other factors are peculiar or unique to the Medicare-Medicaid system.
From Table 41, i t is noted in the simple lin e a r effects of
Medicare that the correlation c o e fficien t increased from .180 to .333
fo r days and from .154 to .457 for costs.

Under m ultiple lin e a r, the

co effic ie n t fo r Medicare costs and days increased from .202 to .659.
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With these changes taking place, a fte r f i r s t explaining the changes
(in cost per capita) by the national model, i t would appear that
Medicare-Medicaid made some additional contributions above that which
can be explained by the prices, inputs and u tiliz a tio n .
size of the sample prohibits a d e fin itiv e conclusion.

The small
In addition,

Medicare-Medicaid costs produced a greater correlation with the
difference than with the cost per capita a fte r a portion of the per
capita cost was f i r s t "explained" by the factors in the national
model.
S ignificant correlations are observed between Medicare and
Medicaid and total costs per day (Medicare and Medicaid costs per
day combined had a correlation c o e ffic ie n t of .985 with to ta l costs
per day.)

Linear relationships with to tal costs per day were highly

correlated with a ll variables.

This does not prove that a casual

relationship existed; but, i t indicates that as Medicare and Medicaid
costs rose, so did to ta l costs.

TABLE 20
UNIVERSITY OF ARKANSAS MEDICAL CENTER
SELECTED COST AND STATISTICAL DATA
1968 AND 1972

Category

A.

Salary

1968

$

B. Supplies and Other
C.

Total

$

D. Admissions

1972

Change

3,911,817

$ 7,129,670

2,050,382

4,653,023

5,962,199

$ 11,782,693

9,973

$

$

11,953

Percentage
Change

3,217,853

82

2,602,641

127

5,820,494
1,980

98
20

E.

Average Stay

9.5

F.

Patient Days

94,744

G.

Cost per Patient Day

$

62.93

$

128.02

$

65.09

103

H.

Cost per Admission

$

598.00

$

986.00

$

388.00

65

Source:

University of Arkansas Medical Center.

7.7
92,038

- 2,706

- 3

TABLE 21
SELECTED COST AND STATISTICAL DATA OF UNITED STATES HOSPITALS, 1968 AND 1972

Category
A.
B.
C.

Salary*
Supplies and Other*
Total*

D.
E.
F.
G.
H.

Admissions*
Average Stay
Patient Days* (D & E)
Cost per Patient Day
Cost per Admission
Source:

1968

1972

Change

$ 8,445,427
5,716,416
$14,161,843

$14,519,294
11,029,884
$25,549,178

$ 6,073,867
5,313,468
$11,387,335

27,276
8.4
229,118
61.81
519.00

30,777
7.9
243,138
105.08
830.00

3,501

$
$

-

14,020
43.27
311.00

Percentage
Change
72%
93
80
13
-

6
70
60

Lines A, B, C, D, and E from 1969 and 1973 American Hospital Association Guides Issues; Lines
G and H computed.

*In thousands.

TABLE 22
UNIVERSITY OF ARKANSAS MEDICAL CENTER
CALCULATION OF PAYROLL INCREASES DUE TO RATE AND VOLUME CHANGES, 1968 AND 1972a

Full-Time
Equivalent
Employees

Average
Salary

Total
Payrol1

1972

1048

X

$ 6,803.12

$ 7,129,669.76

1968

901

X

4,341.64

3,911,817.64

A.
B,

1 47 (1048-901) X 4,341.64 (1968 Average Salary) = $ 638,221.08 due to increased FTE
2,461.48 (6803.12 - 4341.64) x 1048 (1972 FTE)
= 2,579,631.04 due to increase in average salary
Total Increase

$3,217,852.12

aThis is a simple accounting variance calculation as found in most introductory cost accounting textbooks
See Charles T. Hornqren, Cost Accounting: A Managerial Emphasis, 3rd Edition (New Jersey: Prentice-Hall
1972), pp. 271-283.
Source:

University of Arkansas Medical Center.
American Hospital Association, Guide To The Health Care F ie ld , 1969 and 1973 Editions.

TABLE 23
UNIVERSITY OF ARKANSAS MEDICAL CENTER
INCREASE IN HOSPITAL PAYROLL COSTS DUE TO INCREASED VOLUME AND INTENSITY, 1968 AND 1972

A.

1.
2.
3.

Admissions
Outpatient V is its
Adjusted Admissions

1972
1968
Increase

Adjusted
Admissions9
14,221
11,378
2,843

x
x

1968

1972

9,973
66,753
11,378

11,953
87,344
14,221

Full-Time Equivalent
Adjusted Admissions
.07369
.07919
-.00550

=
=

Full-Time
Equivalent Employees
1,043
901

B.

1.
2.
3.

C.

Change in Full-Time Equivalent Employees due to:
1. Volume = 2,843 (Adjusted Admissions Increase) x .07919 (1968 FTE * A.A.) = 225 FTE Increase
2. Intensity = 14,221 (1972 Adjusted Admissions) x -.0055 (Dec. FTE * A.A.) = -78 FTE Decrease
1d7
Change in Costs due to:
1. Intensity = -78/147 x 638,221.08 = $- 338,647.92
2. Volume
= 225/147 x 638,221.08 =
976,869.00
Total Increase due to Increased FTE $ 638,221.08

D.

aSee Table 44, Appendix.
Source:

University of Arkansas Medical Center.

TA3LE 24
UNIVERSITY OF ARKANSAS MEDICAL CENTER
ALL UNITED STATES SHORT TERM GENERAL HOSPITALS
SUMMARY OF PAYROLL COST CHANGES, 1968 AND 1972

Medical Center Hospital
Category

A.
B.
C.
D.
E.

Dollars

Adjusted Admissions (Volume) $1,450,102
FTE/Adjusted Admissions
- 338,648
( Intensity)
Average Wage (In fla tio n )
1,157,898*
1,421,733
Technological Change
$3,691,085
Total Increase

Percent

United States
Dollars

39

$1,410,101,421

23

- 9
31
39
100

258,262,789
2,195,811,020
2,209,809,234
$6,073,984,464

4
36
37
loo

aTable 45, Appendix.
Source:

Percent

University of South Carolina, Business and Economic Review, October, 1974.
University of Arkansas Medical Center.

TABLE 25
UNIVERSITY OF ARKANSAS MEDICAL CENTER
INCREASE IN NONPAYROLL COSTS DUE TO INFLATION, 1968 - 1972

Consumer Price
Index

Actual
Dollars

Deflated
Dollars

A.

1972

123.3

$ 4,653,023

$ 3,773. 741

B.

1968

103.3

2,050,382

1,984,881

C.

Increase

2,602,641

1,788,860

D.

$2,602,641 (actual d o llar increase) - $1,788,860 (deflated d o lla r increase) = $813,781 due to in fla tio n .

Source:

Department of Labor. Bureau of Labor S ta tis tic s .
University of Arkansas Medical Center.

TABLE 26
UNIVERSITY OF ARKANSAS MEDICAL CENTER
INCREASE IN NONPAYROLL COSTS DUE TO VOLUME AND TECHNOLOGICAL FACTORS
I9 6 0 AND 1972

Adjusted
Admissions3

Nonpayroll Costs Per
Adjusted Admission.
In Deflated Dollars”

Nonpayroll Costs
in Deflated Dollars

A.

1972

14,221

$ 265.36

$ 3,773,741

B.

1968

11,378

174.45

1,984,881

C.

Increase

2,843

90.91

1,788,860

D.

14,221 (1972 Adjusted Admissions) x $90.91 (increased/adjusted admissions) = $1,292,331 increase due to
change in supplies used (in te n s ity ).

E.

2,843 (increased adjusted admissions) x $174.45 (1968) = $495,961 increase due to volume.

j^Table 44, Appendix.
Divide column three by column one.
cTable 25.

TABLE 27
UNIVERSITY OF ARKANSAS MEDICAL CENTER
SUMMARY OF THE REASONS FOR THE RISE IN HOSPITAL COSTS, 1968 AND 1972a

Dollars

Reason
In fla tio n
Payrol1
Nonpayrol1
Total In fla tio n
Volume
Payroll
Nonpayroll
Total Volume
Technology
Payroll
Intensity
Average Salary
Total Payroll
Nonpayroll
Intensity
Total Technology
Total Increase
aTables 20-26.
^Difference due to rounding.

Percent

$ 1,157,898
813,781
$ 1,971,679

20
14
3?

$

976,869
495,961
$ 1,472,830

17
9
26

$ - 338,648
1,421,733
$ 1,083,085

- 6
24
18

$ 1,292,831
$ 2,375,916

22.

$ 5,820,425b

W
100

TABLE 28
UNIVERSITY OF ARKANSAS MEDICAL CENTER
SELECTED COST AND STATISTICAL DATA, 1967 AND 1974

Total
1974

1567
Total
Without
Medicare3

$3,968,551

$9,375,719

$3,508,245

$6,496,561

1,550,443

5,973,486

1,370,546

4,140,438

$5,518,994

$15,349,205

$4,878,791

$10,636,999

9,611

12,095

8,754

8,146

9.4

7.6

9.1

6.1

Total
1967

Category

1974
Total Without
Medicare and Medicaid9

A.

Salary

B.

Supplies & Other

C.

Total

D.

Admissions

E.

Average Stay

F.

Patient Days (DxE)

90,343

91,922

79,661

49,691

G•

Cost Per Patient
Day

$61.09

$166.98

$61.24

$214.06

H.

Cost Per Admission

$574.

$1,269.

aSee Table 46, Appendix.
Source:

University of Arkansas Medical Center.

$557.

$1,306.

TABLE 29
UNIVERSITY OF ARKANSAS MEDICAL CENTE
CALCULATION OF PAYROLL INCREASES DUE TO RATE AND VOLUME

Total Hospital
Full-Time
Equivalent
Employees

Average
Salary

Total
Payrol1

1974

1,032

X

$9,085

$9,375,'720

1967

860

X

$4,615

$3,968,900

Total Hospital
A.
B.

1974
1967

172 (1,032 - 860)
$4,470 (9,085 - 4,615)

x $4,615
x 1,032 =

Total Increase

$793,780 due to increase FTE.
$4,613,040 due to increase in average s
$5,406,820

Total Hospital Without Medicare and Medicaid
A.
B.

1974
-45 (715 - 760)
x $4,615 =
$207,675 due to increase FTE.
1967 $4,470 (9,085 - 4,615) x
715 = $3,196,050 due to increase in average sala

Total Increase

$3,403,725

^Payroll * average salary.
“See Table 46, Appendix.
Source:

University of Arkansas Medical Center.

TABLE 29
OF ARKANSAS MEDICAL CENTER
S DUE TO RATE AND VOLUME CHANGES, 1967 AND 1974

Total Without Medicare and Medicaid
Total
Payrol1

Full-Time
Equivalent
Employees3

Average
Salary

Total
Payrol1

$9,375 ,’720

715

X

$9,085

=

$6,495,775

$3,968,900

760

X

$4,615

=

$3,507,400

le to increase FTE.
le to increase in average salary.

to increase FTE.
to increase in average salary.

TABLE 30
UNIVERSITY OF ARKANSAS MEDICAL CENTE
INCREASE IN HOSPITAL PAYROLL COSTS DUE TO INCREASED VOLUME

Total
1967
A.

1.
2.
3.

Admissions
Outpatient V is its
Adjusted Admissions

Total Hospital

9,611
64,210
10,977

J

Adjusted Admissior

B.

1974
1967
Increase

C.

Change in Full-Time Equivalent Employees due to:
1. Volume =
3 ,312(Adjusted Admissions Increase) x .0783 (1967 FTE * A.A.) = 2E
2. Intensity 14,289 (1974 Adjusted Admissions)
x -.0061 (Dec. FTE * A.A.) = -£
17

D.

Change in Costs due to:
1. Intensity -87/172 x 793,780 =
$-401,505
2. Volume
259/172 x 793,780 = $1,195,285
Total Increase due to Increased FTE $ 793,780
Source:

14,289
10,977
3,312

University of Arkansas Medical Center.

TABLE 30
F ARKANSAS MEDICAL CENTER
DUE TO INCREASED VOLUME AND IN TE N S ITY , 1967 AND 1974

Total
1967

Total
1974

1967 Total
Without Medicare

12,095
83,371
14,289

9,611
64,210
10,977

Adjusted Admissions
14,289
10,977
3,312

0,754
58,815
10,005
Full-Time Equivalent
Adjusted Admissions

X
X

.0722
.0783
-.0061

33 (1967 FTE r A.A.) = 259 FTE Increase
51 (Dec. FTE * A.A.) = -87 FTE Decrease
172

1974 Total Without
Medicare & Medicaid
7,389
57,552
8,904
Full-Time Equivalent
Employees (FTE)
1,032
860
"1 7 2

TABLE 30 — C o n tin u ed

Total
1967
Total Hospital Without Medicare and Medicaid
B. 1. 1974
2. 1967
3. Increase

Adjusted Admissions
8,904
10,005
-1,101

C. Change in Full-Time Equivalent Employees due to:
1. Volume
-1,101 (Adjusted Admissions Decreased) x.0760 (1967 FTE * A.A.)
2. In ten sity 8,904 (1974 Adjusted Admissions) x .0043 (Increase FTE * A.A.)
D.

Change in Costs due to:
1. In ten sity 33/-46 x -$207,675 = $171,558
2. Volume
-8 4 /-4 6 x -$207,675 = -$379,233
Total Decrease due to Decreased FTE -$207,675

lBLE

30 — C o n tin u ed

Total
1967

Total
1974

Adjusted Admissions
8,904
10,005
-1,101

1967 Total
Without Medicare

Full-Time Equivalent
Adjusted Admissions
x
x

.0803
.0760
.0043

<.0760 (1967 FTE * A.A.) = -84 FTE Decrease
i3 (Increase FTE * A.A.) = 38 FTE Increase
-46

1974 Total Without
Medicare & Medicaid

Full-Time Equivalent
Employees (FTE)
=
=

715
760
-45

TABLE 31
UNIVERSITY OF ARKANSAS MEDICAL CENTER
SUMMARY OF PAYROLL COST CHANGES, 1967 AND 1974

Total
Dollars
A.

Adjusted Admissions (Volume)

B.

FTE/Adjusted Admissions
(In te n s ity )

C.

Total Without Medicare & Medicaid

Percentage

Dollars

Percentage

$1,195,285

22

-$379,233

-13

-401,505

-7

171,558

6

Average Wage (In fla tio n )3

2,520,030

46

2,227,736

75

D.

Technological Change

2,093,010

39

968,314

_32

E.

Total Increase

$5,406,820

100.0

aTable 52, Appendix.
Source: University of Arkansas Medical Center.

$2,988,375

100.0

TABLE 32
UNIVERSITY OF ARKANSAS MEDICAL CENTER
INCREASE IN NONPAYROLL COSTS DUE TO INFLATION, 1967 AND 1974

Total
Consumer
Price
Index

Actual
Dollars

Deflated
Dollars3

Total Without Medicare & Medicaid
Actual
Dollars

Deflated
Dollars

A.

1974

139.7

$5,973,484

$4,275,370

$4,140,433

$2,963,807

B.

1967

100.0

1,550,449

1,550,449

1,370,546

1,370,540

C.

Increase

$4,423,035

$2,724,921

$2,769,892

$1,593,267

D.

To tal$4,423,035 (actual d o lla r increase) - $2,724,921 (deflated d o llar increase) = $1,698,114
due to in fla tio n .

E.

Total Without Medicare and Medicaid $2,769,892 (actual d o lla r increase) - $1,593,267 (deflated
d o llar increase) = $1,176,625 due to in fla tio n .
Source:

University of Arkansas Medical Center.

TABLE 33
UNIVERSITY OF ARKANSAS MEDICAL CENTER
INCREASE IN NONPAYROLL COSTS DUE TO VOLUME AND TECHNOLOGIC

Total
Adjusted
Admissions3

Nonpayroll Costs
Per Adjusted Admissions
in Deflated Dollars0

Nonpayroll Costs
in Deflated
D ollars0

A
Ad

•
Total Hospital
A.

1974

14,289

$299.21

$4,275,370

B.

1967

10,977

141.25

1,550,449

C.

Increase

3,312

$157.96

$2,724,921

D.

14,289 (1974 Adjusted Admissions) x $157.96 (Increase/Adjusted Admissions) =
( In te n s ity ).

E.

3,312 (Increased Adjusted Admissions) x $141.25 (1967 Supplies/Adjusted Admis

aTable 43.
bTable 32.
cDivide column 3 by column 1 (th is ta b le ).
^Divide column 6 bt column 4 (th is ta b le ).

TABLE 33
ARKANSAS MEDICAL CENTER
0 VOLUME AND TECHNOLOGICAL FACTORS, 1967 AND 1974

Total Without Medicare & Medicaid
Nonpayroll Costs
in Deflated
Dol la rs b

Adjusted
Admissions3

Nonpayroll Costs
Per Adjusted Admissions
in Deflated Dollars^

Nonpayroll Costs
in Deflated
Dollars b

$4,275,370

8,904

$332.86

$2,963,807

1,550,449

10,005

136.99

1,370,540

$2,724,921

-1,101

$195.87

$1,593,267

2/Adjusted

Admissions) = $2,257,090 increase due to change in supplies used

7 Supplies/Adjusted Admissions) = $467,320 increase due to volume.

TABLE 33 — C o n tin u ed

Adjusted
Admissions3

Nonpayroll Costs
Per Adjusted Admissions
in Deflated D ollars0

Nonpayroll Cost:
in Deflated
Dollars

Total Hospital Without Medicare and Medicaid
D.

8,904 (1974 Adjusted Admissions) x $195.87 (Increase/Adjusted Admissions) = :
(In te n s ity ).

E.

-1,101 (Increased Adjusted Admissions) x $136.99 (1967 Supplies/Adjusted Adm

E 33 — Continued

osts
issions
lla r s c

Nonpayroll Costs
in Deflated
Dollars^

Adjusted
Admissions

Nonpayroll Costs
Nonpayroll Costs
Per Adjusted Admissions in Deflated
in Deflated Dollars01
Dollars

/Adjusted Admissions) = $1,744,026 increase due to change in supplies used
67 Supplies/Adjusted Admissions) = -$150,826 decrease due to volume.

T<\BLE 34
UNIVERSITY OF ARKANSAS MEDICAL CENTER
SUMMARY OF THE REASONS FOR THE RISE IN HOSPITAL COST;

Total
Reasons

Dollars

Percen-

In fla tio n
Payroll
Nonpayroll
Total In fla tio n

$2,520,030
1,698,114
$4,218,144

26
17
43

Volume
Payrol1
Nonpayroll
Total Volume

$1,195,285
467,820
I T , 663,105

12
5
17

Technology
Payrol 1
Intensity & Average Salary
Total Payroll

-$401,505
2,093,010
$T76§T,50F

-4
21
IT

$2,257,090
$3,948,595

23
40

Nonpayroll
Total Technology
Total Increase
^Difference due to rounding.
bSee Tables 28-33.

$9,829,844a

100

TABLE 34
OF ARKANSAS MEDICAL CENTER
,
. THE RISE IN HOSPITAL COSTS, 1967 AND 1974b

Total Without
Medicare & Medicaid

Total
Dollars

Percent

Dollars

Percent

$2,520,030
1,698,114
$4,218,144

26
17
43

$2,227,736
1,176,625
$3,404,361

39
20
59

$1,195,285
467,820
$1,663,105

12
5
17

-$379,233
- 150,826
-$530,059

-6
-3
-9

-$401,505
2,093,010
$Y ,TO , 50'S

-4
21
17

$171,558
968,314
$1,139,872

3
17

m

$2,257,090
$3,948,595

23
40

$1,744,026
$2,883,898

30
50

100

$5,758,200

100

$9,829,844a

TABLE 35
UNIVERSITY OF ARKANSAS MEDICAL CENTER
BASIC DATA FOR HOSPITAL EXPENDITURE MODEL:
FACTOR PRICES, REAL INPUTS, AND U T IL IZ A T IO N

Expenditures in
Medical Center
Hospital
Fiscal Year
1965..........
1966..........
1967..........
1968..........
1969..........
1970..........
1971..........
1972..........
1973..........
1974
...

Total
Per capita
(Dollars) (Pulaski County)
$4,345,105
5,126,901
5,518,994
5,962,199
7,278,572
8,856,512
9,363,985
11,782,693
13,827,371
15,349,205

aSee Tables 49-51 .

$15.66
18.14
19.36
20.98
25.49
30.84
31.93
39.57
45.07
49.04

Payroll
expenses
per f u l l 
time
equivalent
employee

A ll items,
CPI
(1967=100)

N/A
N/A
4,615
4,342
6,344
5,812
5,779
6,803
8,197
9,085

94.5
97.0
100.0
103.3
108.3
114.7
118.8
123.3
128.2
139.7

F u ll-tim eequivalent
employees
per 100
census
N/A
N/A
317
352
290
376
398
430
404
416

TABLE 35 C on tinu ed

Nonpayroll expenses per
patient day
In current
dollars

$13.52
17.56
20.73
26.67
28.77
38.68
46.37
50.32

In constant
1967 dollars

$13.52
17.00
19.14
23.25
24.22
31.37
36.17
36.02

Adjusted patient days

Total

Per 1,000
Population

119,184
118,050
114,714
116,752
122,598
122,865
123,829
120,284
119,400
118,713

429.53
417.76
402.31
410.78
429.34
427.32
422.19
403.91
389.18
379.28

TABLE 36
UNIVERSITY OF ARKANSAS MEDICAL CENTER
BASIC DATA FOR HOSPITAL EXPENDITURE MODEL:
ANNUAL CHANGES IN FACTOR PRICES, REAL INPUTS, AND UTILIZATION

Interval

Per capita
expenditures

1965-66
1966-67
1967-68
1968-69
1969-70
1970-71
1971-72
1972-73
1973-74

2.48
1.22
1.62
4.51
5.35
1.09
7.64
5.50
3.97

Source:

See table 35.

Payro11
expense
per
fu ll-tim e
equivalent
employee

-273
2,002
-532
- 13
1,024
1,394
888

CPI
(percent)
2.65
3.00
3.30
4.84
5.91
3.57
3.79
3.97
8.97

F u ll
time
equivalent
employees
per 100
census

34
-62
86
22
32
-26
12

Non-payroll
expenses
per
patient
day (in
constant
1967
dollars)

Adjusted
patient
days
per 1,000
population

3.48
2.14
4.11
.97
7.15
4.80
-.15

-11.77
-15.45
8.47
18.56
1.52
- 5.65
-18.28
-14.73
- 9.93

TABLE 37
UNIVERSITY OF ARKANSAS MEDICAL CENTER
MEDICARE, MEDICAID AND TOTAL COSTS AND PATIENT DAYS

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Total
Patient Days
92,186
93,774
94,089
92,906
91,907
89,203
91,797
90,256

Medicare
Days
12,370
10,863
9,765
11,064
10,859
10,183
13,352
18,437

Medicaid
Days

6,812
17,257
16,916
21,614
21,778

University of Arkansas Medical Center.

Medicare
Costs
$637,814
647,338
612,124
772,429
897,671
996,290
1,564,497
2,277,132

Medicaid
Costs

Total
Costs

$471,577
1,279,088
1,417,052
2,170,935
2,433,868

$5,519,994
5,962,199
7,278,572
8,856,512
9,363,985
11,782,693
13,827,371
15,349,205

Total
Less 18 & 19
$4,881,180
5,314,861
6,666,443
7,612,506
7,187,226
9,339,351
10,091,939
10,638,205

TABLE 38
UNIVERSITY OF ARKANSAS MEDICAL CENTER
ANNUAL CHANGES MEDICARE, MEDICAID AND TOTAL COSTS AND PATIENT DAYS

Interval

Total
Patient
Days

Medicare
Days

1967-68
1968-69
1969-70
1970-71
1971-72
1972-73
1973-74

1,588
315
-1,183
- 999
-2,704
2,594
1,541

-1,507
-1,098
1,299
- 205
- 676
3,169
5,085

Source:

See Table 37.

Medicaid
Days

6,812
10,445
341
4,698
164

Total
Costs
443,205
1,316,373
1,577,940
507,473
2,418,708
2,044,678
1,521,834

Medicare
Costs

Medicaid
Costs

9,524
-35,214
160,305
125,242
98,619
568,207
712,635

471,577
807,511
167,964
723,883
262,933

TABLE 39
REGRESSION ESTIMATES OF EFFECT OF
IN FACTOR PRICES, REAL INPUTS, ANi
EXPENDITURES FOR HOSPITAL CARE, CAL
(Dependent variables=annual change in p

E
R

FACTOR PRICES

Item

Estimated regression coefficient-*Beta coefficient^

Labor,
Non!abor,
measured
percentage
in dollars change in
per em
index
ployee

La-bor,
measured
in person
nel per
100 census

.009
(2.73)

.604
(4.09)

.265
(3.95)

.335

.283

.275

Mean value

242.00

2.72

5.96

Standard deviation

166.09

2.07

4.57

No
de
do
pa

1 Numbers in parenthese are t -s t a tis t ie s .
2 Computed using the following formula: Beta=Estimated regression c o e ffic ie n t * St<
deviation of dependent variable.

TABLE 39
ESTIMATES OF EFFECT OF ANNUAL CHANGES
'RICES, REAL INPUTS, AND UTILIZATION ON
FOR HOSPITAL CARE, CALENDAR YEARS 1950-73
Dles=annual change in per capita expenditures)

EXPLANATORY VARIABLES
REAL INPUTS

5
or,
tage
in
X

La-bor,
measured
in person
nel per
100 census

4
)

.265
(3.95)

3

.275

Nonlabor,
deflated
dollars per
patient day

1.585
(3.30)
.396

U tiliz a tio n ,
adjusted
patient days
per 1,000
population
.095
(5.60)

Constant

-3.494
(4.84)

.322

5.96

1.25

16.84

4.57

1.10

14.94

Selected
s ta tis tic s

R2=.94
F(5,17)=69.57

1.00

Durbin-Watson
statis tic = 1.9 3
SE=.952
cn
C J1

ession c o e ffic ie n t * Standard deviation of explanatory variable/standard

TABLE 40
REGRESSION ESTIMATES OF EFFECT OF ANNUAL CHA
FACTOR PRICES, REAL INPUTS, AND UTILIZATION
ITURES FOR HOSPITAL CARE, UAMC, FISCAL YEARS
(Dependent variables=annual change in per capita

EXPLANATORY '
FACTOR PRICES

Item

Labor,
measured
in dollars
per em
ployee

Nonlabor,
percentage
change in
index

REAL INPUTS
Labor,
measured
in person
nel per
100 census

Regression c o e ffic ie n t

.009

.848

.148

S. E. of Reg. C oefficient

.005

1.129

.099

Nonl t
defl
do!lai
patdc

i.e
_c

Mean Value

641.43

4.91

14.00

3.2

Standard Deviation

867.35

1.85

43.67

2.2

TABLE 40
iF EFFECT OF ANNUAL CHANGES IN
IPUTS, AND UTILIZATION ON EXPEND,RE, UAMC, FISCAL YEARS* 1968-1974.
change in per capita expenditures)

EXPLANATORY VARIABLES
REAL INPUTS
Labor,
measured
in person
nel per
100 census

.148
.099

Nonlabor,
deflated
dollars per
patient
day

1.63
.972

U tiliz a tio n ,
adjusted
patient days
per 1,000
population

.1164

Constant

-4.509

Selected
s ta tis tic s

R2=.98

.271

14.00

3.21

-2.86

43.67

2.279

12.21

CTl
CT>

TABLE 41
CORRELATION COEFFICIENTS

INDEPENDENT VARIABLE(S)

COST PER
CAPITA

DIFFERENCE
PULASKI COUNTY
AND NATIONAL

MEDICARE
COSTS

.180
-.352
-.356
■.135
.154

.333
-.212
-.248
.153
.457

.973

.405
.261

.406
.458
.669

MEDICAID
COSTS

TOTAL
COST
PER DAY

Simple Linear
Medicare Days
Medicaid Days
Occupancy
Medicaid Costs
Medicare Costs

.883

.932
.972

M ultiple Linear
Medicare
Medicare
Medicare
Medicaid
Medicare
Medicare
Medicaid

Days & Medicaid Days
Costs & Medicaid Costs
Days Si Medicare Costs
Days & Medicaid Costs
& Medicaid Costs per day
Costs per day
Costs per day

.202

.954
.985
.975
.993
.932
.990

CONCLUSIONS
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CHAPTER X
SUMMARY OF THE HOSPITAL CASE STUDY
Interest in government health insurance was f i r s t evidenced in
the early 1900's, with the f ir s t e ffo rts devoted to promoting workmen's
compensation laws.
prepared.

Organizations were developed and proposals were

A concensus was reached on the need fo r the extension of public

health service, but le g is la tiv e action could not be achieved.

The Social

Security Act of 1935 established assistance provisions of old age assistance,
aid to dependent children and aid fo r the blind.

During the 1950's and

1960's, many health proposals surfaced that were forerunners of the current
Medicare-Medicaid programs.

In 1965 President Johnson signed the Medicare

b ill into Public Law 89-97 in the presence of former President Harry S.
Truman and many other persons who participated in the extensive, b itte r
fig h t for health insurance during the administrations of Presidents Roosevelt,
Truman, Eisenhower, Kennedy and Johnson.
Currently the National Health Planning and Resources Development
Act of 1974 is being implemented in what may prove to be a major step
toward public supervision o f the private health care industry in the
United States.

National health insurance may provide a framework fo r the

development of a national health plan.

The many proposals, now before

Congress, at the least focus national attention to planning and p rio ritie s
to change the health delivery system into a more in te llig e n t distrib ution
o f health manpower and health resources.
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The history and development o f health le g is la tio n strongly points
out the increasing magnitude and complexity of financing health care.
The nation is greatly concerned with the rapidly increasing health costs.
The Medicare and Medicaid programs are growing and are recognized as
being extremely costly.

The effic ie n cy of th e ir operation is under

suspicion and close scrutiny.
In the case study hospital, data were gathered relatin g to
possible causes of excessive costs created by Medicare and Medicaid.
A fter analysis o f the data, the conclusion can be reached relevant to
the beginning hypothesis that the Medicare and Medicaid programs were
the major causes for in fla tio n in the case study hospital above the general
rate o f in fla tio n .
The average length o f stay was increased by Medicare patients,
thus, increasing costs.

The occupancy rate o f the Medical Center hospital

indicated by its downward trend th at excess beds might e x is t, causing
increased costs.

This is in lin e with the national trend; Medicare and

Medicaid are believed to have caused overbuilding from the standpoint of
to ta l beds.

Within the hospital, the two federal programs did not cause

any excessive construction resulting in an excess of beds.
At UAMC, nursing service costs (Table 53) were $1,037,113 in
1967 and $1,436,016 in 1974.

This was an increase of 38.5 percent over

the time period under study.

Nursing service costs per patient day were

$11.25 in 1967 and $15.91 in 1974, refle ctin g a 41.4 percent increase.
Compared to the CPI for medical care, 42.4 percent, over the same period
of tin e , nursing service does not re fle c t increased costs due to change
in type of demand.

Table 53 also contains data for the intern-resident
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service.

The cost increase in this area was extremely large, increasing

from $328,786 in 1967 to $1,386,880 in 1974.

This could be re fle c tiv e of

increased costs due to change in services required.
A ncillary service data in the UAMC hospital did not support the
charge of o v e r-u tiliz a tio n .

The increase in costs, at a rate greater

than the CPI, could support the contention of too much cost involved
in a n c illa ry services.

A ncillary service cost increases were below the

rate of increase as shown in the hospital cost per patient day.

A look

at the case mix of patients and patient days suggests that the two
programs contributed to an increase in cost of treatment fo r the hospital's
patients.
Increases in the cost of food, drugs and supplies were s ig n ific a n t.
The UAMC hospital had to continue to purchase these products from outside
suppliers.

The Medicare and Medicaid programs do guarantee reimbursement

fo r the portion of these costs applicable to the programs.

With Medicare

and Medicaid contributing to holding volume at a high le v e l, the
situation does exist where demand is high but must remain so regardless
of the level of prices set by suppliers.
Analysis of UAMC data as adapted to the South Carolina model
indicates that Medicare and Medicaid did influence the cost factors.
Volume accounted fo r a greater portion o f total cost increases with
Medicare and Medicaid than without the programs.
allowed the hospital to maintain its total volume.

Medicare and Medicaid
Further model analysis

revealed that Medicare and Medicaid were correlated with unexplained
differences in increases in costs.
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The results of the descriptive analysis of the data from the UAMC
hospital support the hypothesis that Medicare and Medicaid did increase
costs above those th at would have normally occurred.

The model analysis

also supports the conclusion that the two programs increased costs a fte r
considering the explained variables.
The conclusion of th is study is that Medicare and Medicaid did
res u lt in a rate o f in fla tio n above the normal rate of in fla tio n as
experienced in the United States.
Beyond th a t, this study establishes that additional data is needed.
S u ffic ie n t data, fo r example, do not exist to accurately divide payroll
costs between Medicare and non-Medicare patients.

Departmental data

allowing comparison of Medicare and Medicaid days with pre-Medicare
days are not availab le.

S ta tis tic a l analysis is d i f f ic u lt because data

are not available in s u ffic ie n t detail and volume to be sig n ifica n t and
to conclusively establish casual relationships.
No measures are available to properly evaluate technological
innovations and to measure the level of sophistication.

Technological

effects can be separated, but research does not prove to what degree
technology costs are properly a ttrib u ta b le to Medicare and Medicaid.
The additional conclusion is drawn, therefore, that improved data
collection and further observation and research are needed so current
theories and assumptions can be proved or disproved.

APPENDIX

TABLE 42
UNIVERSITY OF ARKANSAS MEDICAL CENTER
PATIENTS - ADJUSTED DAYS

Fiscal
Year
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

Adjusted
Patient Days3
117,628
119,184
118,050
114,714
116,752
122,598
122,865
123,829
120,284
119,400
118,713

3See Table 47, Appendix.
bSee Table 1, Chapter V.
cAdjusted patient days * average length of stay.

Average Length
of Stayb

Patientsc

10.2
9.9
10.0
9.4
9.5
8.9
8.6
7.7
7.7
7.9
7.6

11,532
12,039
11,805
12,204
12,290
13,775
14,287
16,082
15,621
15,114
15,620

TABLE 43
UNIVERSITY OF ARKANSAS MEDICAL CENTER
HOSPITAL EXPENSES - TOTAL AND DEPARTMENTAL

Radiology
Fiscal
Year
1967
1968
1969
1970
1971
1972
1973
1974

Total Hospital
Expenses
$5,518,994
5,962,199
7,278,572
8,856,512
9,363,985
11,782,693
13,827,371
15,349,205

Source:

Operating Room

Expenses

Percent of
Total Expenses

$507,099
529,526
642,201
705,656
811,107
927,153
1,086,349
1,127,478

9.2
8.9
8.8
8.0
8.7
7.9
7.9
7.3

University of Arkansas Medical Center.

Laboratory

Expenses

Percent of
Total Expenses

Expenses

Percent of
Total Expenses

$407,661
436,532
559,438
561,340
595,510
706,079
799,877
944,669

7.4
7.3
7.7
6.3
6.46.0
5.8
6.2

$732,532
740,221
633,747
740,279
804,966
1,056,865
1,030,006
1,279,591

13.3
12.4
8.7
8.4
8.6
9.0
7.4
8.3

TABLE 44
UNIVERSITY OF ARKANSAS MEDICAL CENTER
ADJUSTED ADMISSIONS, 1968 AND 1972

1968
9,973

Admissions
66,753

5 ( 9 .5)a

Adjusted Admissions

1,405
11,378

1972
11,953

Admissions
87,344 -r 5(7.7)

2,268

Adjusted Admissions

14,221

aOutpatient v is its * 5(ALS), South Carolina.
Source:

Table 1 ,

Chapter 5.

TABLE 45
UNIVERSITY OF ARKANSAS MEDICAL CENTER
CALCULATION OF INFLATION EFFECTS ON INCREASE SALARY, 1968 AND 1972

Category

1968

Total Annual Covered Wages9
Total Covered Employment9
Average Weekly Wage

Percentage
Increase

1972

$1,740,480,109

$2,643,926,595

51.9

376,587

441,305

34.4

$88.88

$115.21

29.6

Total Medical Center 1968 Salary x Percentage Increase $3,911,817 x .296 - $1,157,898 In fla tio n .
Increase due to Technology (Total due to Increase in Average Salary - In fla tio n ) $2,579,631 -$1,157,898=
$1,421,733.
Employees covered by Arkansas Employment Security Law.
Source:

Employment Security Division, Arkansas Department of Labor.

TABLE 46
UNIVERSITY OF ARKANSAS MEDICAL CENTER
CALCULATION OF TOTAL HOSPITAL EXPENSES LESS MEDICARE AND MEDICAID
1967 AND 1974

1967 Medicare Percent of Total Costs
1974 Medicare and Medicaid Percent of Total Costs

637,814 * 5,519,994 = 11.6
4,711,000 * 15,349,205 = 30.7

1967
Reduce to tal by 11.6%
.116 x 5,518,994 = $640,203

Salary
Other

$3,968,551
1,550,440
$5,518,994

71.9%
28.1%

Salary $ 9,375,719
Other
5,973,486
$15,349,205

61.1%
38.9%
100 %

100

%

71.9% of $640,203 (to ta l reduction) = $460,306
28.1% of $640,203
= 179,897
Reduce Salary 3,968,551 - 460,306 = 3,508,245
Reduce Other
1,550,443 - 179,897 = 1,370,546
1974
Reduce total by 30.7 %
.307 x $15,349,205 = $4,712,206
Reduce Salary
Reduce Salary

61.1% of $4,712,206
38.9% of $4,712,206

$2,879,158
$1,833,048

Reduce Salary
Reduce Salary

$9,375,719 - 2,879,158 = $6,496,561
5,973,486 - 1,833,048 = $4,140,438

TABLE 47
UNIVERSITY OF ARKANSAS MEDICAL CENTER
PATIENT DAYS-ADJUSTED

Occasions of Service
Fiscal Year
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

Patient Days
98,243
96,952
94,426
92,186
93,774
94,089
92,906
91,907
89,203
91,797
90,256

Out-patient
65,153
69,945
71,102
64,210
65,494
80,975
81,295
90,316
87,344
83,474
83,371

Emergency
Room
12,386
18,984
23,393
25,900
26,418
33,059
38,541
37,370
36,978
26,938
30,458

Total
77,539
88,929
94,495
90,110
91,912
114,034
119,836
127,686
124,322
110,412
113,829

Adjusted
Patient Days3
117,628
119,184
118,050
114,714
116,752
122,598
122,865
123,829
120,284
119,400
118,713

aAssumed four out-patient occasions of service equivalent to one in -p a tien t day.
Source:

University of Arkansas Medical Center, Medical Records.
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TABLE 48
UNIVERSITY OF ARKANSAS MEDICAL CENTER
ADJUSTED ADMISSIONS, 1967 AND 1974

1967
Admissions
64,210 * 5 (9 .4 )a

9,611
1,366

Adjusted Admissions

10,977

Admissions

12,095

1974

83,371 * 5 (7 .6 )
Adjusted Admissions

aOutpatient v is its * 5(ALS), South Carolina.

2,194
14,289

TABLE 49
UNIVERSITY OF ARKANSAS MEDICAL CENTER
EXPENDITURES

Fiscal Year
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Payrol 1

$3,968,551
3,911,817
4,738,989
5,579,964
5,801,849
7,129,670
8,336,432
9,375,719

Nonpayrol1

$1,550,443
2,050,382
2,539,583
3,276,548
3,562,136
4,653,023
5,490,939
5,973,486

Total

Pulaski County
Population

$4,345,105
5,126,901
5,518,994
5,962,199
7,278,572
8,856,512
9,363,985
11,782,693
13,827,371
15,349,205

277,473
282,580
285,137
284,219
285,552
287,189
293,300
297,800
306,800
313,000

Industrial Research and Extension Center, L it t le Rock, Arkansas.
University of Arkansas Medical Center.

Per capita
Expenditures
$15.66
18.14
19.36
20.98
25.49
30.84
31.93
39.57
45.07
49.04

TABLE 50
UNIVERSITY OF ARKANSAS MEDICAL CENTER
PAYROLL PER FULL-TIME EQUIVALENT EMPLOYEE

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Payrol 1
Expense
$3,968,551
3,911,817
4,738,989
5,579,964
5,801,849
7,129,670
8,336,432
9,375,719

Equivalent
Employees
860
901
747
960
1,004
1,048
1,017
1,032

Payroll
Expenses
Per Full-Time
Equivalent Employee
$4,615
4,342
6,344
5,812
5,779
6,803
8,197
9,085

American Hospital Association, Guide to the Health Care F ie ld , 1968-1975 Editions.
University of Arkansas Medical Center.

TABLE 51
UNIVERSITY OF ARKANSAS MEDICAL CENTER
FULL-TIME EQUVALENT HOSPITAL EMPLOYEES PER 100 HOSPITAL CENSUS

Fiscal Year
1967
1968
1969
1970
1971
1972
1973
1974
Source:

Hospi tal
Census
253
256
258
255
252
244
252
248

Employees
801
901
747
960
1,004
1,048
1,017
1,032

Employees Per
100 Census
317
352
290
376
398
430
404
416

American Hospital Association, Guide to the Health Care F ield , 1963-1975, Editions.
University of Arkansas Medical Center, Medical Records.

TABLE 52
UNIVERSITY OF ARKANSAS MEDICAL CENTER
CALCULATION OF INFLATION EFFECTS ON INCREASE IN SALARY, 1967 AND 1974

Category

1967

Total Annual Covered Wages

1974

Percentage Increase

$1,509,917,041

$3,567,086,956

136.4

369,026

533,285

44.5

$78.69

$128.63

63.5

Total Covered Employment9
Average Weekly Wage
Total Hospital

Total Medical Center 1967 Salary x Percentage Increase $3,968,551 x .635 = $2,520,030 In fla tio n .
Increase due to Technology (Total due to Increase in Average - In fla tio n ) $4,613,040 - 2,520,030 =
$2,093,010.
Total Hospital Without Medicare and Medicaid
Total Medical Center 1967 Salary x Percentage Increase $3,508,245 x .635 = $2,227,736 In fla tio n .
Increase due to Technology (Total due to Increase in Average - In fla tio n ) = $3,196,050 - 2,227,736 =
$968,314.
aEmployees covered by Arkansas Employment Security Lav;.
Source:

Employment Security Division, Arkansas Department of Labor.

TABLE 53
UNIVERSITY OF ARKANSAS MEDICAL CENTER
NURSING SERVICE AND INTERN-RESIDENT SERVICE STATISTICS

Nursing Services
Fiscal Year

1967
1968
1969
1970
1971
1972
1973
1974

Source:

Total
Costs

Index
1967=100

$1,037,113
855,779
942,949
975,958
1,034,289
1,071,090
1,268,938
1,436,016

100.
82.5
90.9
94.1
99.7
103.3
122.4
133.5

University of Arkansas Medical Center.

Cost Per
Patient Day

$11.25
9.13
10.02
10.51
11.25
12.01
13.82
15.91

Intern-Resident
Service

$

328,786
342,744
1,143,573
626,936
758,910
1,051,958
1,347,890
1,386,880
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TABLE 54
UNIVERSITY OF ARKANSAS MEDICAL CENTER
SYMBOLS FOR COMPUTER
Changes
YP

Per capita expenditures - Pulaski County

YF

Fixed population 100,000

PAY

Payroll expenses per fu ll-tim e equivalent employee

CPI

CPI (Percent)

EMP

F u ll-tim e equivalent employee - per 100 census

EXP

Non-payroll expenses per patient day (in constant 1967 dollars)

PDF

Patient days adjusted to fixed population 100,000

PDP

Adjusted patient days per 1,000 population - Pulaski

OCC

Occupancy rate

TOT

Total patient days

CARE

Medicare days

CAID

Medicaid days

TOTS

Total cost

CARES

Medicare cost

CAIDS

Medicaid cost
Absolute Value

PD

Total patient days

CARE

Medicare days

CAID

Medicaid days

CARES

Medicare cost

CAIDS

Medicaid cost

SCOST

Total costs

TABLE 54 — C o n tin u ed
Computed Value
PART = -3.494 + .009 PAY + .604 CPI + .265 EMP + 1.585 EXP
YFC (YF computed) = PART + .095 PDF
INTER = YP - .095 PDP
YP3 = Per capita dollars on one-third population of Pulaski County
YP3C = PART + .095 PDP x 3
YPDIF = YP3 - YP3C
YFDIF = YF - YFC
S DAY = SCOST/PD (Total cost per day)
AS DAY = CAIDS/CAID (Medicaid cost per day)
RS DAY - CARES/CARE (Medicare cost per day)

183

TABLE 55
UNIVERSITY OF ARKANSAS MEDICAL CENTER
MULTIPLE LINEAR REGRESSION
SAMPLE SIZE
7
DEPENDENT VARIABLE: YP3
INDEPENDENT VARIABLES: PAY
COEFFICIENT OF DETERMINATION
MULTIPLE CORR COEFF.
ESTIMATED CONSTANT TERM
STANDARD ERROR OF ESTIMATE
ANALYSIS OF VARIANCE
FOR THE REGRESSION
SOURCE OF VARIATION DF
REGRESSION
5
RESIDUALS
1
TOTAL
6
VAR.
PAY
CPI
EMP
EXP
PDP

REGRESSION
COEFFICIENT
0.9331660E-02
0.8484892
0.1476394
1.626466
0.3882510E-01

CPI

EMP

EXP

PDP

0.98049
0.99020
-4.5092646
2.3445516

S. SQ.
276.315
5.49692
281.812

S. E. OF
REG. COEF.
.4732E-02
1.129
.9933L-31
.9723
.9022E-01

F
10.05

M.S.
55.2629
5.49692
F-VALUE
DF (1 ,
3.889
.5643
2.209
2.798
. 1852

1)

PROB
0.2988
0.5898
0.3770
0.3430
0.7413

PROB
0.2348

CORR.COEF
WITH YP3
0.4061
0.1255
0.0799
0.6922
-0.4191

189

TABLE 56
UNIVERSITY

OF ARKANSAS M E D I C A L

CENTER

C OR R E L A T I ON M A T R I X

VAR.
YF

1.0000

YP

0 .9 6 9 8

1.0000

PAY

0 .4 5 1 8

0.4061

1.0000

CPI

0.1899

0 .1255

0 .0475

EMP

0 .0311

0.0799

-0.8602

0.1421

EXP

0.6116

0 .6922

0 .0493

-0.5415

0.2071

PDF

-0.5885

-0.4882

0.2137

-0.0770

-0.5384

-0 .4813

1.0000

PDP

-0.5793

-0.4191

0.0276

-0 .0752

-0.3127

-0.3365

0.9414

OCC

-0.4660

-0.3560

-0.1550

-0.6241

-0.1422

0.2751

0 .3 0 0 6

0.4393

1.0000

-0 .2135

-0.3328

0.2665

0.1 96 0

-0.5202

-0.3758

0 .2852

0.1502

0.2004

1.0000
0.0706

-0.3395

-0.3887

-0.1863

-0.0483

0.6117

-0.5888

1.0000
1.0000
1.0000

1.0000

TOT
CARE
CAID
TOTS

0.3602

0.1798

0.0 93 0

0.7626

-0.5009

-0.6678

0.4 61 4

1.0000

-0.2928

-0 .3515

-0 .5302

-0 .2041

0.37 64

-0.1503

-0.3309

-0.1803

0.0 59 9

1.0000
0 .0311

1.0000

0 .9 6 9 8

0.4516

0 .1897

-0 .5797

-0.4660

-0 .2133

0.3604

-0.2925

1.0000

CARES

0 .3603

0.1537

0 .1633

0.6449

-0.0252

-0.2828

-0.4566

CAIDS

-0 .5957
0.0151

-0.5704
-0.1348

0 .5297
-0 .2832

0.9733
-0.1024

0.0071
0.2361

0.3606
-0.0958

-0.3309

-0.5080

-0.4934

0.0171

0.3 82 0

0.8829

0.0156

0.3898

0.7206

0.7714

-0.2423

0.1327

0.6842

0.6710

-0.7434

-0.5443

-0.2905

-0.5924

0.1 31 8

-0.0687

0.7206

0 .0742

1.0000

1.0000
PART

0.0 12 4
YFC

INTER

1.0000

0.6 78 0

0.7787

-0.2221

0.1365

0.6 51 4

0 .6563

-0.5526

-0.3265

-0 .2496

-0.6316

0.0189

-0.1037

0.6779

-0.0782

-0.1082

0.9683

1.0000

0.9705

0.9269

0 .2947

0.1257

0.1895

0.6608

-0.7570

-0 .7291
n 1oqq

-0.4499
n onc/i

-0.3129
n 701 n

0 .3425
1 nnnn

-0.2028

0.9706

0.3621

IU I5

CARES
CAIDS

I . uuuu
-0.5797
0.3603
-0.5957
0.0151
-0.5080

u.y o ao

U.'tyj.u

-0.4660
0.1537
-0.5704
-0.1348
-0.4934

-0.2133
0.1633
0.5297
-0.2832
0.0171

0.3604
0.6449
0.9733
-0.1024
0.3820

-0.2925
-0.0252
0.0071
0.2361
0.8829

1.0000
-0.2828
0.3606
-0.0958
0.0156

-0.4566
1.0000
-0.3309
0.3858

0.7714
-0.2905

-0.2423
-0.5924

0.1327
0.1318

0.6842
-0.0687

0.6710
0.7206

-0.7434
0.0742

-0.2221
-0.6316

0.1365
0.0189

0.6514
-0.1037

0.6563
0.6779

-0.5526
-0.0782

0.1257
0.3425
1.0000
0.1255
0.1798
0.9269
0.1200
-0.0850
0.5993
-0.0142
0.3330
0.2900
0.0644
0.4227
0.2985

0.1895
-0.2028

0.6608
0.9706

-0.7570
0.3621

0.0799
-0.3515
1.0000
0.6552
-0.1529
0.7067
-0.8051
-0.2122
0.2301
-0.7775
-0.2331
0.2266

0.6922
0.9698

-0.4882
0.1537

0.6282
0.5700
1.0000
-0.0320
0.3818
-0.5259
-0.0641
0.3902
-0.5243

-0.4235
-0.1982

EXP
TOTS
YP3C

PDF
CARES
YPDIF

1 .0 0 0 0

PART
YFC
INTER
YP3
YP3C
YPDIF
YFDIF

0.7206
-0.5443
0.0124
0.6780
-0.3265
-0.1082
0.9705
-0.7291
0.1083
0.9699
-0.4191
-0.1348
0.5702
-0.1612
-0.2288
0.3816
-0.2820
0.1527
0.3900
-0.3090
0.1542

1 .0 0 0 0

0.7787
-0.2496
0.9683
0.9269
-0.4499
0.8064
1 .0 0 0 0

-0.3560
0.7714
0.7067
-0.1312
0.9157
0.2301
-0.2475
-0.3322
0.2266
-0.2649
-0.3198

1 .0 0 0 0

0.2947
-0.3129
0.7219
0.4061
-0.3328
0.7787
-0.2719
-0.6250
0.9827
0.8621
0.4596
-0.4155
0.8382
0.5266
-0.4124

-0.0044
0.4574
1.0000
-0.0371
0.5445
0.9936

1 .0 0 0 0

YF
PDP
CAIDS
YFDIF

YP
OCC
PART

PAY
TOT
YFC

CPI
CARE
INTER

EMP
CAID
YP3
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