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supply costs dominate high-cost DRGs
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DRG assignment is a primary factor in determining

hospital payment for inpatient services provided
to Medicare beneficiaries. An analysis of the
percentage of the total costs of certain DRGs that
is consumed by supplies shows the importance of
tracking and managing medical/surgical supply
utilization.

The focus of the analysis is on major diagnostic
classification 5, which consists of DRGs indicating
patients with circulatory system problems as
their principal diagnosis. DRGs in MDC 5 were

ranked according to relative weight (indicated by
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insurance factors assigned to each DRG to reflect
the relative cost of care under the DRG) and
divided into quartiles. Quartile one comprises
only medical procedures, quartile two is largely
medical, quartile three is primarily surgical, and
quartile four comprises only surgical procedures.
The relative weight of each DRG was multiplied
by the hospital’s base rate to determine the pay-
ment received for the care provided. Costs were
computed using hospital-specific cost report
information to transform DRG-level charges into
an estimate of cost for each discharge.

Not surprisingly, the results show the average
length-of-stay and average severity increase with
the intensity of the quartiles. Quartiles two and
three are fairly similar in terms of these two
measures, yet they are vastly different in terms of
costs and charges.

Also, the average cost and charge for DRGs in
quartile three are roughly 50 percent higher than
in quartile two, which is also not surprising,
given that quartile three costs are largely driven
by medical/sugical supplies.

It’s particularly revealing to look at the top three
DRGs in quartiles three and four in terms of
medical/surgical supply costs as a percentage of
total cost. In the case of DRGs 118 and 116 in
quartile three, medical/sugical supply costs
represent close to half of the entire cost for the
DRG. Similarly, in quartile four, total costs for
DRGs 515, 514, and 115 are consumed primarily
by medical supplies.

These findings underscore the importance for
hospitals of tackling the challenge of rising
medical supply expenses by constantly seeking
new ways to reduce supply costs, better manage
their inventories, and distribute supplies more
smoothly and efficiently. ®
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