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CASE MODEL 3 
 

OFFSETTING COSTS FOR CARDIO-THORACIC SURGICAL SERVICES 

A new managed care organization (MCO) asked the Hospital of Saint Mackenzie the Hopeful 
to provide coronary artery bypass graft (CABG) surgical services, with catheterization, for its 
insured patients. The CFO at St. Mackenzie was pleased to review their request for proposal 
(RFP) as this is the exact type of patient that was needed to help offset the costs of the new 
cardio-thoracic surgical services wing at the hospital. 

Following some preliminary discussions, the MCO offers to pay the hospital $34,805 for a 
normal triple artery CABG without complications (MS-DRG 233). 

The CFO reviewed the standard treatment protocol (STP) and standard cost profile (SCP) for 
this MS-DRG procedure. To her dismay, she discovered that the hospital’s cost would be 
$36,000 with a six-day average length-of-stay [LOS] in the new wing. What should she do? 

KEY ISSUES: 

What facts must you know to make an informed decision:  

– MS-DRG Code number 

– MS-DRG reimbursement rate from Medicare/MCO payer 

– fixed cost elements per MS-DRG 

– variable cost elements per MS-DRG 

– review of facility STPs and SCPs for same MS-DRG 

– average length of stay (LOS) for same procedure 

SOLUTION: 

Hopefully, the STP for MS-DRG 233 allocates costs into fixed and variable portions at Saint 
Mackenzie. If the variable cost is less than $34,806, the hospital may earn some marginal 
profit from the additional business. But, in this case, it may not. 

However, it is also important to closely examine the STP. There may be some patient 
management issues, and follow-up care differences to consider.  

For example, the six-day LOS might result in even higher or lower costs; if able to adjust +/- 
day(s); thus profit would adjust upward or downward, accordingly. 

An agreement on the STPs with the MCO should also be negotiated. 
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