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Complex negotiations set health care costs

Some say it's time to make
the rate-setting process for
health care procedures more
transparent to consumers.

BY M. DIANE McCORMICK
For The Patriot-News

Ever wonder how health
care providers set their rates?

Why, for instance, your in-
surer — and, by extension,
vou and your employer — pay
the fee that’s charged for a
knee replacement, MRI or
hysterectomy?

The answers are shrouded
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in mystery. Midstate hospitals
won't even share generalities
on the rate-setting process.

But with 22 million Ameri-
cans in high-deductible health
plans and another 50 mil-
lion lacking health insurance,
medical experts said it’s time
to put price in the equation
when shopping for health care
services.

In an ideal world, health
care consumers could “go on-
line and look up what differ-
ent hospitals and groups are
charging [for a service] and go
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to the place with the lowest
price, said Mark V. Pauly,
professor of health care
management at University
of Pennsylvania’s Wharton
School.

“It's hard to find out,”
Pauly said. “There isn’t
enough competition to
force them to price more
transparently.”

PinnacleHealth spokes-
man Gray Onobrakpeya
said questions on rate-set-
ting sought “proprietary in-
formation.”

*The amount an insured
patient will pay when their
deductible or co-insurance
percentage is applied, is
solely based on tﬁe re-es-
tablished contractual terms
agreed upon between their
insurer and the hospital,”
Onobrakpeya said in an
email. “The contractual fee
structure agreed upon is
not normally contingent on
the hospital charges.”

Holy Spirit Health Sys-
tem and Penn State Milton
S. Hershey Medical Center
declined to make someone
available to answer ques-
tions.

Pauly said the answers
to how medical fees are
determined begin with list
prices set by hospitals, but
those prices aren't based in
reality.

“It’s almost certain that
neither you nor your in-
surer pay those prices,” he
said. “It’s like electronics.
Nobody pays the list price.
Everybody gets a deal.”

Those list prices, or
hospital charges, are “the
starting point for negotiat-
ing reimbursement rates
from insurers,” said Valerie
Barowski, a researcher for
state Rep. Matt Baker, R-
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Tioga County, chairman of
the House Health Commit-
tee. “The higher the charge,
the higher the reimburse-
ment.”

Large insurers or bet-
ter negotiators get more
favorable fees, and hospi-
tals make up the difference
by charging higher rates
to smaller insurers, Pauly
said. Specialized hospitals,
such as children’s hospitals,
might have reverse clout in
negotiations because pa-
tients will demand access
through their insurer’s net-
work, he said.

And that, Pauly said,
helps explain wide price
ranges for the same health
care services.

“In a world where insur-
ers seem to differ so much
in their bargaining power,
it's almost an inevitable
consequence that even if
hospitals weren't trying to

ame the system that you'd

ave different prices for the
same thing,” he said.

Health care functions
“in a free-market environ-
ment,” where pricing is sub-
ject to internal and external
influences, said Joe Butera,
a spokesman for Capital
Blue Cross.

Factors affecting pricing
can include the hospital's
leverage in a competitive
or noncompetitive market,
the insurer’'s market share,
payment methodology, and
the insurer’s share of hos-
pital losses for serving the
uninsured or Medicare and
Medicaid patients, Butera
said.

Consumers trying to be
savvy about health care
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costs will find that “what
hospitals charge really is
not helpful in this whole
equation,” said Joe Martin,
executive director of the
Pennsylvania Health Care
Cost Containment System,

“The hospital charge or
what they bill is akin to the
sticker price on a new car,
and that’s about as close to
reality as it comes,” Martin
said. “Typically, the charg-
es will run anywhere from
three to four times what an
actual reimbursement is,
and that varies dramatical-
ly. It’s very difficult for the
consumer to navigate.”

Price has little to do with
quality of care, said Jeffrey
Rice, a physician and at-
torney in Nashville, Tenn.,
and founder of online price-
finding tool Healthcare
Blue Book.

Studies from the Massa-
chusetts attorney general
and others show that “pric-

ing is determined almost
exclusively by market
positioning and negoti-
ating power,” he said.

“In most things, we as-
sume higher costs mean
higher quality, but all the
good evidence suggests
there is not any relation-
ship between quality
and price” in health care,
Rice said.

Martin, with the con-
tainment system, said
the agency has convened
an advisory group of in-
surers, providers and
others to compile a data-
base of fees paid by com-
mercial insurers, but
there’s no deadline for
finishing the job.

The panel must re-
solve how to publicize
information while re-
specting laws banning
insurers from sharing
their negotiated dis-
counts and their “legiti-
mate proprietary busi-
ness issues.”

“How do we weave
through this to provide
data that’s useful and ac-
curate but still operates
in legal framework?”
Martin said.
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