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The Value of DRG Analysis:
A Report on ACCC's
Annual DRG Survey
by Lee E. Mortenson, D.P.A.

RGs are simulta­
neously a unique
mechanismfor
comparison and
an anachronism.
DRGs are a noto­
riously porous
vehiclefor accu­

rately capturingclinical and finan­
cialdata along a specific product
line or diseasestate. On average, 40
to 60 percent of a typical communi­
ty hospital inpatient volume and
gross revenue can be attributed to
Medicare.Sincecancer is dispro­
portionately a diseaseof the elderly,
It may incur an even higher per­
centage of DRG-hased patient vol­
ume than the hospital as a whole.
However, as long as government­
driven health care reimbursement
programs continue to he based on
prospective payment mechanisms
such as DRGs (and eventually
APes), it is in a hospital's best
interest to evaluatethe cost effec­
tivenessof itsdelivery system with­
in this conceptual framework.

DRG analysis continues to be
of value from a benchmarking per­
spective and provides the analyst
with a simple way to target areas
for further study. The desired end­
point, of course, is the demonstra-
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tion of measurable improvements
in the quality, volume, and bottom
line of a product line and, thus, the
hospital as a whole.

AsMedicare andMedicaid shift
into managed care,ORGs maynot
persist in their level of valuein the
long term. For now, however, they
stillgive valuable insightinto the
financial health of a hospitalcancer
program.The reader should recog­
nize that althoughtheseinsightsare
useful, they carry specific limitations.

SURVEY BACKGROUND AND
DVERVIEW
Data used for ACCC's cancerDRG
analysiswere collectedin the fallof
1997 from Associationmembers,
basedon their financial experience
with cancer-related DRGs. All
ACCC member institutions were
surveyed and requested to submit
data on costs, charges,and reim­
bursementsfor sixty-nine cancer-

The data presented in this arti­
cle represent just a sampleof
the entire ORG survey analysis
provided in Cancer DRGs:A
Comparativr Report on Kry
Cancer DRGs, published by the
Association of Community
Cancer Centers. Copies of this
publication are available by call­
ing the ACCC Executive Office
at 301 -98-4-9496.

relatedORGs for allpatients­
Medicare and non-Medicare­
discharged from their institutions
over a 12-month period. One hun­
dred twenty-one hospitalsreported
charge data. Reimbursementdata
were provided by 107hospitals;cost
data were provided by 95hospitals.
Although eachof thesedata items
was reported for most hospitals, not
allhospitalsreported thesefigures
for eachof the sixty-nine ORGs.

The sixty-nine ORGs included
in this survey represent DRGs that
consist primarily of ICD-9-CM
codes pertaining to adult oncology
patients, as well as DRGs that per­
tain to the neoplastic process or to
the diagnosis of cancer.

Fifty of sixty-nineORGs show
meanprofits per discharge. The
most profitableORG per discharge
is ORG 481 (BoneMarrowTrans­
plant),which showeda meanprofit
of $9,361 per discharge. Of the nine­
teen DRGs that showedmean losses
per discharge, the highestmean loss
!'<' discharge is $557 (DRG 363,
Conization and Radio-Implant for
Malignancy).

LENGtH DF STAY AND
PROFITABIUTY
Five of the sixty-nine DRGs were
selectedfor more detailed analysis
becausethey represent high-volume
cancers typically found in hospitals
with activeoncology programs.
Ninety-four hospitals provided
charge and cost data for diagnostic
radiology and nuclear medicine,
clinical and pathology labs,phar­
macy,and operating rooms for the
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Table 1. Cost Structure of Selected DROs

DX0 PMrm elk! Path

ORO 172 6 .83 14 .68 9 .12

_AND
QUALnY-
The sixty-nine DRGs werealso
analyzed according to bed sizedis­
tributions. Hospitals were grouped
into three categories: less than 300
beds, 300to 500beds,and more than
500beds.Amongthe fifteen most

__ AND LENGIIl OFSTAY
To determine whether institutional
profitlloss variesfrom region to
region,analyses were performed
for each of fivegeographic regions
(Northeast, Southeast,Midwest,
Southwest,West). The'mean insti­
tutional profit acrossall regionsis
$1,366. All regions,exceptfor the
Southwest,reported average insti­
tutional profits. The West shows
the largestregionalprofit ($7,189)
acrossallregions.

ACCC analysis (see Cancer
DRGs:A Comparative Reporton
Key Cancer DRGs) also reveals
that institutions in the western
region of the United Statesshow
higherprofits than other regions
for ten of the top fifteenmost prof­
itableDRGs. For thesesameprof­
itableDRGs, the West also has
average lengthsof Stay that meet or
fall belowaverage lengthsof stay
for all other regions.These findings
may reflect the fact that the survey
containsdata from several universi­
ty cancercenters in the East.Their
extensive overheadcosts may affect
an EastlWest comparison.

Length of stay IS not always the
decisive factor in attainingprofit.
Also important are a program's cost
containmentstrategies for other
DRG-inclusive services,such as
pharmacy,radiology,and patholo­
gy.Table 4 shows those DRGs for
which reporting hospitals in other
regionsof the country attaineda
higherprofit per discharge than
those in the West.These higher

r.rofits were achieved eventhough
ength of stay was equal to or

greater than the average lengthof
stay for all regions, suggesting the
savings comefrom cost contain­
ment strategies or significant differ­
ences in prevailing patterns of care.
For example, many institutions are
shorteningthe length of stay for
women with mastectomy (DRG
257,Total Mastectomyfor
Malignancy, Age~ 70 &/or CC),
and this finding, as shown in Table
4. may be an indicatorof that trend.
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3.13 66.24 100 7.3

OR Inpatlent/ Tot. lOS

""'"

those DRG winners with high
length of stay.

Lengthof stayper DRG and its
correlation withprofit areshown in
Table2."Most profitable winners"
(A)reflect thoseprofitable DRGs
that canberelatively easily captured.
DRGs that arecategorized as"less
profitable winners" (B)havenet rev­
enuethat couldbe furtherimproved
by evenmoderate incremental reduc­
tion in lengthof stay."Most unprof­
itable loser"(C) DRGs identify those
tenacious cases that wouldprobably
requirelong-termattentionand
resources to moveto profitability.

Those DRGs that fall into "losers
with low lengthof stay" (D) are sti.l1,
on average, unprofitable or at best
marginally profitable. Hospital
administrators mi~t evaluate pat­
terns-and providers-c-ot carefor
thoseDRGs with average lengthof
stayof four daysor less. These
efforts might focus on effecting opti­
mal carealbeiton a largely ambula­
tory or homecarebasis.

Table 3 examines nine DRGs in
thisyear's survey with lengthof
stay averaging four days or less.
Considerable savings are projected
from reduced inpatient lengthof
stay alone.Projectionsare based
on the assumption that, on average.
the typicalhospital spends about
$1,188 per day on inpatient!other
expenses. t However, it is important
to note that high-cost DRGs with
short lengthsof stay likely indicate
significant costs in other areassuch
as radiology.pharmacy.and labora­
tory. In thesecases, decreasing an
alreadyshort lengthof stay without
a complementarystrategy to reduce
theseother predominate costs
would not substantiallyimpact a
hospital's profit margin.

i .sos 67.76% 1ClO9f, 7.1 days

1.51 42 .05 100 6.8

.82 43.67 100 22.7

38.76 46.06 100 2.67.10

16 .98

5.23

37.22DRG 481 1.31

DRQ 257 2.85

-- ..---
A 164 259 D.... 188 2M.... 275 344

357 363
398 465

199 82- 303 172.... 406 239
473 400

B 481 413 C

- see page 26 fOfDRG title s.
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ORO 410 3.35 48 .50 4.59

five "breakout" DRGs, which
includeDRG 82 (Respiratory
Neoplasms); DRG 172(Digestive
Malignancy); DRG 257(Total
Mastectomy); DRG 410
(Chemotherapy);and DRG 481
(BoneMarrow Transplant).

Analysis of cost and chargedata
for these fiveDRGs reveals that
inpatient!other expenses (including
lodgingand nursing services)
account for the most significant
portion of overallcosts, exceptfor
DRG410 (Table I). Length of stay
appearsto be the single-most
important cost driver for a typical
communityhospital.Under a DRG
reimbursementparadigm,the faster
a patient can be safelytransitioned
from an inpatient setting to an
ambulatory or self-care setting, the
more net revenuecanbe realized.
Hospitals often focus their arten­
tion on those DRG loserswith high
lengthof stay. Secondpriority is
often improvingprofitability of

DRQ82 9 .03% 13.78% 7.63%



profitable ORGs, dataanalysis
reveals thathO$pitals with 300or less
bedsconsistently show thehighest
profiu per discharge. These data sug­
gest that therdationship between
thephysical sizeofan institutionand
itsoverhead cosu can result in lower
indirea costsoverall, andtherefore a
higherprofit~ P""ibly these
mWI" hoopitals, which makeup 22
percentof=pond<n1S,haveunder­
taken ambulaiorystrategies asa
result of reorganization,

The challenge to thephysician,
clinician, and edministrarcris, of
course. to cffectivdy manage the
careofa substantial group of chron­
~illpmenuuoono~h~m
care delivery system while d'ficient­
ly managing thecon£liainsc reim­
bursement systems. A well-run inte­
gratedoncologyJ?rogram can
potentially contnbute 20 percent to
an organization's bottom line---sec­
ond only to cardiovascular services.
This percentage may v«y well
change withshifting demographics,
new t«lmolog;.. and procedures,
and reimbursementreform. <II

REFERENCES
'HCFA. Selected community hospi­
talsutistics. t 996. Available at
www.hcfa.gcv, AcclessedJuly 16,
1998.

THE VIEW FROM TWO
ACCC MEMBERS
Penrose Cancer Cente r in
Colorado Springs, Colo ., was o ne
of the 123 ACCC -member insti­
tution s that contributed data to
the 1997 DRG survey. Kay Petras,
M.B.A., the center's director, co n­
finns th.t lowering lengsbof su y
produces a healthier bouom line.
Within the past two years ,
Penro se has decreased the number
of oncology pati~nu on iu inp a­
tiem unit from rhin y per d.y to
eight. Overall the average length
of stay for inpatients has
decreased fro m 7.J 10 abcur ~ .

Petras and the cancer center suff
wo rk closely with patients and
ph ysicians to keep inpatient
admissions down. H owever ,
Petras shies away from car~oriz.
ing certain procedures as stnctly
belon ging in an i npari~nt or out­
pati~nt set ting. According
to Petras, tbere are no hard and
fast rules about i npati~nr vs, our­
patient treatment. · We have
patients who uod ergo ste rn cell
transplant without being admitted
to the hospital," Petras said.
" However, we may admit some of
our more fragil~ paeients for th~ir

first round of chemotherapy."

Inpatient admissions stay down,
Petras said, when patients are
carefully and individually evaluat­
ed for the mos t appropriate set­
ring of care.

A recent trend finds hospi tals
initi.ting mo re aggressive efforts to
ensure more accu rate coding, and
therefore improved reimburse­
meru, This may beespecially true
among smaller hospitals, according
to H elen Souther land, director of
the cancer center at th~ 250-bN
DeaconessHosp ital in Oklahoma
City. OkJa. Deaconess Hosp ital
underwent • process to reclassify
parricuUr DRG procedures.

- Adminis trators at smaller
hospitals may have more of an
oppon unitr to dedicate staff to
this kind 0 quali ty control
process, " specula ted Sourherland,
who has worked in both large and
small organizations and is current­
Iy responsible for overseeing tbe
accuracy of oncology codi ng at
Deaconess. The physical size of
the inst itu tion may Facilitate this
w k. " l can literally walk over to
the codi ng department to discuss.
codi ng problem thu has beenrcc­
ognized," Southerland said. "Our
setup facilitares face-to-face co m­
munication." lfI

D•• M.an No. M.an Est. Savlnp Total
ProfttjLo.. Dlschara;• • L.S P.r Dlsch8ra;a Savlnp

Par DI.ch (da,..)

U $246 630 3.8 $2.257 $1,4 21 .910

187 ·122 382 3.2 1.900 725 .800

2S9 130 451 2.9 1,723 777.073

260 ·196 952 1.5 891 848.232

344 ·223 62 3.6 2.138 132.556

363 -557 72 3.3 1.960 141,120

407 215 62 3.9 2.316 143.592

412 69 6 2.• 1,188 7,128.... 194 20 4.• 2,376 47.520

- Baed onthe~ trial. on ---ace. the t)1licaI hospital~ 8bouI
11.188 1* day on~.~. ($ourt;e: _ .hda.cov.) EsbmMecl
UIIirWS 1* dlKNlrte eQIJIiIt. S1.188 . LOS + 2.
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11 Nervous System Neoplasms.
Age O!: 70 wlout CC

82 Respiratory Neoplasms

1M Appendectomy with Comp
Prin Diag, Age O!: 70 Wor CC

172 DigestiveMalignancy,
Age O!: 70 W or CC

187 Dental Extractions and
Restorations

188 Other Digestive System
Diagnoses, Age O!: 70 Wor CC

199 Hepatcbiliary Diagnostic
Procedure for Malignancy

239 Path Fractures &: Musculo &:
Connective Tissue Malig

257 Total Mastectomy for
Malignancy, Age O!: 70 &:Jor CC

159 Subtotal Mastectomy for
Malignancy,Age O!: 70 &:Jor CC

260 Subtotal Mastectomy for
Malignancy, Age < 70

275 Malignant Breast Disorders,
Age < 70 w/out CC

303 Kidney, Ureter, &: Major
Bladder Procedure for
Neoplasm

3+$ Other Male Reproductive
System O.R. Procedure for
Malignancy

357 Uterus &: Adnexa Procedures
for Malignancy

363 Conization and Radio­
Implant for Malignancy

398 Reticuloendothelial &:
Immunity Disorders,
Age O!: 70 Wor CC

400 Lymphoma or Leukemia wI
Major O.R. Procedure

.f.06 Myeloproliferative Dis wI
Major O.R. Proc &: CC

-407 Myeloproliferative Dis wI
Major O.R. Proc wlout CC

4 10 Chemotherapy

4 12 History of Malignancy with
Endoscopy

-41 3 Other Myeloprolifer ative Dis.
Age O!: 70 Wor CC

465 Aftercare with History of
Malig and as Secondary Diag

473 Acute Leukemia

481 Bone Marrow Transplant
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Table 4. Mean Profit/los.. and LOS by Region for flwe
Selected DRG.: We. t ya. other Reglona.

MNn Profit/lou Mean LOS

ORO ... Northeast 416 6

West 335 5

Southeast 157 6

Midwest 75 5

Southwest -88 6

ADR_ 183 •
DRG257 Southeast 627 3

West 434 2

MidWest 261 8

Southwest 154 3

Northeast - 86 3

AD R_ 31. •
ORO 30. Southeast 1,819 9

Southwest 1,137 8

West 1,051 8

Northeast B05 9
Midwest 345 8

All ReClons 949 8

ORO 367 Midwest 1,4 03 8

West 1,15 2 7

Southeast 411 8

Northeast 370 7

Southwest 52 7

AI Reetons ••9 •
ORO ... Northeast 104 5

Southeast 76 5
West 21 4

Midwest -259 4

Southwest - 531 5

All Re&tont - 83 •
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