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The Role of Potential Overutilization on Healthcare Spending:
A Case Study Regarding Colonoscopies

The ever-growing issue of rising healthcare costs and
budget deficits has become a routine point of discussion
and debate for providers; insurers; consumers; and,
policymakers over the past several years. In a recent
analysis, the Congressional Budget Office (CBO)
predicted that the rate of federal healthcare spending
will continue to rise in future years relative to increases
in the Gross Domestic Product (GDP).! Additionally,
even projections that accounted for the CBO estimated
that national healthcare spending—comprised of
federal, private, self-pay, and other public healthcare
plans—would still rise significantly (from 16.8% of
GDP in 2010 to approximately 25% of GDP in 2037)
even after accounting for the implementation of cost
savings measures proposed by the Affordable Care Act
(ACA\) specifically.?

A recent study by The Commonwealth Fund found that
in 2009, U.S. total healthcare expenditures exceeded
that of 13 other comparable industrialized countries (all
members of the Organisation for Economic
Cooperation and Development (OECD)), and was
generally associated with higher prices; more accessible
technology; and, higher obesity rates. It was not,
however, associated with higher income; population
age; quality of care; outcomes; or, higher healthcare
utilization rates, as might have been reasonably
expected.®> The average rate of hospital cost spent per
discharge in the U.S. ($18,142) exceeded that of the
next closest country (Canada) by almost $5,000; was
almost triple the cost of OECD median spending; and,
per capita spending was $2,608 higher than any other
country.* In another analysis by the International
Federation of Health Plans, U.S. spending far exceeded
that of comparable industrial countries for selected
imaging procedures; cost per hospital day ($4,287
compared to $1,472 in Australia as the closest
competitor); hospital and physician cost for selected
invasive/surgical procedures; and, physician fees for
various services.

Several healthcare policy associations and industry
experts have used the growth in utilization and the cost
of colonoscopies as a case study to elicit a compelling
view of how overpriced procedures can significantly
drive up the annual cost by more than $10 billion®.
Colorectal cancer, although rates have decline over the
past two decades, is still the third most common cancer
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in the U.S.” The U.S. Preventive Services Task Force
(USPSTF) recommends screening for colorectal cancer
between ages 50-75 years (an “A” rated
recommendation) via fecal occult blood testing;
sigmoidoscopy; or, colonoscopy. It does not, however,
recommend routine testing after age 76.% Of these tests,
one is not recommended over another for the purposes
of screening, but the colonoscopy (one of the most
expensive) has become the test of choice in the U.S.
over the past decade. Some attribute this increase in
utilization to “The Katie Couric Effect,” namely the
increase in colonoscopies attributed to NBC’s anchor-
person Katie Couric undergoing a live, on-air
colonoscopy in March 2000 to raise awareness about
colon cancer screening after losing her husband to
colorectal cancer 2 years prior. One study found that
the number of colonoscopies per physician per month
significantly increased from 14.6 to 18.1 after the
procedure was aired on national television, while rates
of mammography and prostate cancer screening
remained unchanged.”  Although colorectal cancer
screening rates in 2010 remained significantly below
target levels set by Healthy People 2020 (58.6% versus
70.5%), rates increased by almost 20% from 2000 to
2010."° While increased screening rates for colorectal
cancer will inherently reduce the number of cancer
cases, thereby reducing healthcare expenditures
associated with treatment of the disease, the pricing and
potential overutilization of the colonoscopy may be
unnecessarily driving up healthcare spending.

Under the Affordable Care Act (ACA), any “evidence-
based items or services that have...a rating of ‘A’ or ‘B’
in the current recommendations of the United States
Preventive Services Task Force...” must be covered by
insurance.™* However, there are scenarios in which the
patient may experience cost sharing associated with
colonoscopies, despite ACA regulations, principally if:
(1) polyp removal is required; (2) the colonoscopy is
performed as a follow-up screening test after a positive
fecal occult blood test; (3) a higher-risk individual
receives a colonoscopy more frequently than the
average at-risk adult; or, (4) an individual is covered by
a health plan that was grandfathered in under the ACA,
and thereby is not subject to its stipulations.’> These
loopholes are further complicated by inconsistencies
caused by non-standardization of billing, coding and
payment practices across providers and health plans.®™
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The procedure price, and the likelihood of consumer
cost-sharing, is also increased if an anesthesiologist or
nurse anesthetist administers the intravenous sedation
needed during the procedure. Of note is that for the
typical “low-risk” patient undergoing a screening
colonoscopy, sedation can be administered by the
endoscopy team without the aid of an anesthesia
provider.*®  Yet, national spending for anesthesia
providers during gastrointestinal procedures between
2003 and 2009 more than tripled, and of the $1.3 billion
paid to anesthesia providers for this service in 20009,
only $0.2 billion of that amount was attributable for
procedures conducted on high risk patients.™

Not dissimilar to healthcare costs on a national level,
drivers of increasing costs for colonoscopies are multi-
factorial, including but not limited to the potential over-
utilization; lack of price control and restraints; and,
ambiguity in billing guidelines that allow extraneous
costs to be charged. These same cost implications can
be observed throughout the healthcare market and are a
concern to economists and policymakers alike, e.g. a
recent article in The New York Times, announced that
several forthcoming articles would investigate “...how
the economic incentives underlying the fragmented
healthcare market in the United States have driven up
costs...”"® Until a reliable and sustainable method to
control healthcare spending can be implemented, public
attention devoted to this particular topic is likely to
remain in the forefront of healthcare policy debates for
the foreseeable future.
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CONSULTANTS (HCC) is an
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consulting firm headquartered in
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves
as Chief Executive Officer of HEALTH CAPITAL CONSULTANTS (HCC), a
nationally recognized healthcare financial and economic consulting firm
headquartered in St. Louis, MO, serving clients in 49 states since 1993.
Mr. Cimasi has over thirty years of experience in serving clients, with a
professional focus on the financial and economic aspects of healthcare service
sector entities including: valuation consulting and capital formation services;
healthcare industry transactions including joint ventures, mergers, acquisitions,
and divestitures; litigation support & expert testimony; and, certificate-of-need
and other regulatory and policy planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as
several professional designations: Accredited Senior Appraiser (ASA — American Society of
Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS — Royal Institute of Chartered
Surveyors); Master Certified Business Appraiser (MCBA - Institute of Business Appraisers);
Accredited Valuation Analyst (AVA — National Association of Certified Valuators and Analysts); and,
Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition Advisors). He
has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, the
author of several books, the latest of which include: “Accountable Care Organizations: Value Metrics
and Capital Formation” [2013 - Taylor & Francis, a division of CRC Press], “The Adviser’s Guide to
Healthcare” — Vols. I, Il & Ill [2010 — AICPA], and “The U.S. Healthcare Certificate of Need
Sourcebook” [2005 - Beard Books]. His most recent book, entitled "Healthcare Valuation: The
Financial Appraisal of Enterprises, Assets, and Services" will be published by John Wiley & Sons in
the Fall of 2013.

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises;
published articles in peer reviewed and industry trade journals; research papers and case studies; and, is
often quoted by healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious
“Shannon Pratt Award in Business Valuation” conferred by the Institute of Business Appraisers.
Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice of the Institute of
Business Appraisers, of which he is a member of the College of Fellows. In 2011, he was named a
Fellow of the Royal Institution of Chartered Surveyors (RICS).

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH
CAPITAL CONSULTANTS (HCC), where he focuses on the areas valuation and
financial analysis for hospitals and other healthcare enterprises. Mr. Zigrang
has significant physician integration and financial analysis experience, and has
participated in the development of a physician-owned multi-specialty MSO and
networks involving a wide range of specialties; physician-owned hospitals, as
well as several limited liability companies for the purpose of acquiring acute
care and specialty hospitals, ASCs and other ancillary facilities; participated in
the evaluation and negotiation of managed care contracts, performed and
\ assisted in the valuation of various healthcare entities and related litigation
support engagements; created pro-forma financials; written business plans; conducted a range of
industry research; completed due diligence practice analysis; overseen the selection process for
vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business
Administration from the University of Missouri at Columbia. He is a Fellow of the American College
of Healthcare Executives, and serves as President of the St. Louis Chapter of the American Society of
Appraisers (ASA). He has co-authored “Research and Financial Benchmarking in the Healthcare
Industry” (STP Financial Management) and “Healthcare Industry Research and its Application in
Financial Consulting” (Aspen Publishers). He has additionally taught before the Institute of Business
Appraisers and CPA Leadership Institute, and has presented healthcare industry valuation related
research papers before the Healthcare Financial Management Association; the National CPA Health
Care Adviser’s Association; Association for Corporate Growth; Infocast Executive Education Series;
the St. Louis Business Valuation Roundtable; and, Physician Hospitals of America.

Anne P. Sharamitaro, Esq., is the Executive Vice President & General
Counsel of HEALTH CAPITAL CONSULTANTS (HCC), where she focuses on
the areas of Certificate of Need (CON); regulatory compliance, managed care,
and antitrust consulting. Ms. Sharamitaro is a member of the Missouri Bar and
holds a J.D. and Health Law Certificate from Saint Louis University School of
Law, where she served as an editor for the Journal of Health Law, published by
the American Health Lawyers Association. Ms. Sharamitaro has presented
healthcare industry related research papers before Physician Hospitals of
America and the National Association of Certified Valuation Analysts and co-
authored chapters in “Healthcare Organizations: Financial Management
Strategies,” published in 2008.
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