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If you want to  

receive the best 

price. It is like 

buying a used car, 

you must barter 

and it is best to 

barter before the 

service is received.   

The Quagmire of Hospital Charges & Profitability! 
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The cost of hospital care is very hard 

for the consumer to find and compare.   

Hospital administrators will argue that 

“price means nothing” and that “no one 

pays the same price for the same ser-

vice”.  What a perverse system.  There 

is the list price and the insurance con-

tract price.  The latter varies widely 

between insurance policies and can be 

discounted as much as 50%.     

                  

If you do not have insurance and want 

the best deal, my advice is to negotiate 

on the front end.  Hard to do with your 

leg cut off and bleeding in the emer-

gency room.  But give it a try anyway.  

It is much like buying a used car, you 

must barter and it is best to barter be-

fore the service is received.  In addi-

tion, you want to negotiate up from the 

cost and not down from the dealer‟s 

list price.   This is how to by a car 101.   

                    

Unlike other purchases a consumer 

does not know exactly what needs to 

be bought.  Will a stomach pain be 

treated with an antacid or with emer-

gency surgery?  How then do you com-

pare costs before going to the hospital? 

 

If you attempt to compare insurance 

contract prices between hospitals you 

will find out that these are often pro-

tected by nondisclosure clauses be-

tween the insurance company and the 

hospital. 

 

Does the Certificate of Need protect 

consumers?  I‟m afraid not.  Governor 

Fletcher‟s new regulations changed the 

proposed financial CON criterion from  

evaluating „negotiated rates‟ to evalu-

ating „revenues‟.  With the averaging 

effect of Medicaid and Medicare, the 

charges and collections would be astro-

nomical before the criterion is met.  

Even if this happened the „Existing 

Hospital Protection Clause‟ would 

come into effect, where all hospitals in 

the surrounding counties would also 

have to be in default. 

    

In a recent editorial, the Herald Leader 

commented that the Kentucky Legisla-

ture introduced a bill to “strip consum-

ers of protections against unjustifiable 

rate increases” and that this removal 

“benefits of monopoly pricing while 

effectively freeing them from regula-

tory oversight and enables the utilities 

to shift all their risk onto consumers”.   

There is not a “Public Service Com-

mission” for hospitals.  Currently, the 

CON grants the benefits of monopoly 

pricing with no public protections.   

   

Profitability is an indirect measure of 

cost.  Although, hospital administrators 

state that profits mean nothing, the In-

stitute of Health and Socio-Economic 

Policy disagrees.  They have shown a 

significant relationship between the 

hospital list price and profitability. 

And here is where it gets interesting.  

Someone has gone to great lengths to 

hide hospital profits and to hide them 

legally.  All hospitals must file an ex-

tensive financial document with Medi-

care.  It is hundreds of pages long and 

is called a Medicare Cost Report. 

 

From what I can determine, hospitals  
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in large hospital chains can put down 

just about any figure they want to be 

reported as net income (on Work-

sheet G-3) and do it legally.  Most 

financial websites post this fudge 

number which cannot necessarily be 

trusted. 

 

How do they perform this sleight of 

hand, this accounting magic?  Well 

you just have to follow the numbers 

in the long report.  After jumping 

through four pages it can be seen that 

on Worksheet  

A-8-1, a hospital 

reports both the 

Medicare Allowed 

Home Office and 

the expense they 

would like to have 

or the Declared 

Home Office Ex-

pense.  It is the 

Declared Home 

Office Expense 

that is used to cal-

culate the fudge 

number listed as 

Net Income.  This 

is how one could 

declare poverty 

but still live in a 

granite castle. 

   

In Kentucky, this 

discrepancy 

amounts to tens of millions of dol-

lars.  If our state government was not 

adjusting for this prior to 2005, it 

could mean loss of state tax dollars.  

This was brought to the attention of 

the Revenue Cabinet in January of 

2006 and I was promised a response, 

none was received.  The matter was 

again broached with a meeting  be-

tween myself and state legislators 

with Secretary Birdwhistell.   

The Secretary also indicated that hos-

pital profitability might affect Medi-

caid reimbursements and indicated that 

this was something he could sink his 

teeth into.  All supporting documents 

were given to him and his attorney.  

They promised to get back with us 

within a month.  Well he must have 

been wearing dentures; none of us ever 

heard another word since. 

 

I cannot tell you that anything is there, 

but at the very least it is not good ser-

vice to promise an inquiry to constitu-

ents and legislators then have  

them forgotten and left in the dark. 

 

In Jessamine County they still do not 

have approval to build an acute care 

hospital.  And in Paintsville, the Gov-

ernor was recently surprised to find a 

high school that did not have a cafete-

ria.  In contrast, according to the 

American Hospital Directory, the small 

72 bed hospital in that town posted a 

net-income of over seven million dol-

lars for the fiscal year ending Sept 

2005 (latest year available).  Some-

thing is definitely wrong with the pri-

orities in the State.   

 

Why the high costs of healthcare?  

Well, one reason maybe that the CON 

process is granting state-sanctioned 

monopolies.  Another, maybe the over-

sight process has not been run in a 

manner which guards the health and 

welfare of  Kentuckians.  If you do not 

believe this, just look at what is hap-

pening in Paintsville and Nicholasville.   

Kevin T. Kavanagh, MD is a physician in 

Somerset Kentucky and Board Chairman 

of Health Watch USA.  

 

This Op Ed is an edited version of an arti-

cle which is scheduled for publication in 

the Lexington Herald Leader in March 

2007. 
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From what I can de-

termine, hospitals in 

large hospital chains 

can put down just 

about any figure they 

want to be reported 

as net income (on 

Worksheet G-3) and 

do it legally.   
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