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How one HMO works

Payments to doctors from the Garden State Heahh Plan
vary according to the patient’s age, gender and Medlcald
eligibility. But the figures below (accurate fora . o
55-year-old, blind woman residing in Middlesex County
are taken directly from the plan's documents and show -
how doctors can boost profits by cutting care. All
payments to doctors are automatic.

O EDITOR’S NOTE: This is the
first in a periodic series on medic
conﬂtcts of mterest tkat can p'

Primary care: $128 every six months
« Includes office visits and basic services.
« The fee doesn’t change, no matter how much or Ilttle health.

the doctor renders. . gyMAm( LAGERKV!ST
o - " PRESSSTAFFWRITER

Specialty care: $493 every six months e ONE MILLION Ne
¢ {ncludes medical referrals, tests and other services = - tients may not realize it,
. Doctor keeps entire fee if not spent. ~ - pend on health care plans

sembleDrJekyﬂaner Hyde,

Hospital care: $617 every six monhs

 Doctor can keep up to half of unspent funds, depend g
a complex formula.

« The state also can keep up to half of any savmgs intentions. HMOs are i

S 7 e 'plansthatoffercompreh‘ ‘

The bottom line; $1,238 every six months ical services for a single fe ;
« If no specialty of hospital care is provided to the patient, t promise quality care that a
doctor can pocket up to $929 every six months. Of th necessary costs and procedur ;

But like Hyde, HMOs also®

an alter ego of perverse
: economic mcentxves thatcan temp

amount, $801 depends on the physician’s ability to §i
medical care.
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terest that can compromise a physi-
cian’s medical judgment. The amounts,
types and combinations of incentives
vary greatly among HMOs.

The Press found:

B Fourteen HMOs pay doctors by
“capitation” — a single fee, usually
paid monthly, to provide medical care
for each patient-member. If the care
costs less, the physicians can keep the
difference. If it costs more, they can
lose the entire fee.

& In eight HMO systems, “‘hold-
backs’ or ‘‘withholds’” are used to
motivate doctors. A portion of the fees
— usually 10 percent to 20 percent —
are withheld from doctors. To get that

money, the physicians must meet cost-
containment goals set by the HMO.

8 Three HMOs pay doctors bonuses
based on the firm's overall financial
performance, including their collective
ability to limit the cost of medical
services.

8 No law requires HMOs or doctors
to disclose those deals to their patients.

““Patients should be very con-
cerned,” said Dr. Arnold S. Relman,
editor of the New England Journal of
Medicine. “I don’t see how they can be
expected to trust their physician's
advice if they can’t trust his motives.”

HMO officials acknowledge the con-
flicts but say they are able to control
unethical or inappropriate behavior by
their doctors.

“There can be some concern that
there might be an incentive to withhold
care,” said Roger W. Birnbaum, presi-
dent of HIP/Rutgers Health Plan. “We

don’t want that economic consequence
to be severe enough so that it will
adversely influence a physician’s deci-
sion,

“HMOs basically put physncxans at
risk,” Birnbaum said. “We're trying to
come up with some middle ground that
gets the physician’s attention so that
the physician will stop and think, ‘Gee,
what are the economic consequences
of what [ do?” "

“That’s the whole concept of HMO
— transfer the risk from the insurer to
the providers of care and give them a
stake in what’s going on,” said Edwin
Kelleher, a state health official who has
regulated HMOs for 15 years.

HMOs offer an opposite approach to
medicine’s traditional fee-for-service
structure. Under fee-for-service, medi-
cal providers are paid for each visit,
test and procedure. The more services
a doctor renders, the higher his in-

come.
“Fee-for-service clearly has a per-
verse incentive to provide services that
may not be necessary,” said Dr. Mi-
chael Stocker, executive vice president
of U.S. Healthcare Inc., owner of New
Jersey’s largest HMO. “Most data

* show that 20 percent of medical serv-

ices provided are unnecessary.”

Instead, HMOs reward doctors who
can limit or minimize services to pa-
tients. That creates a motive that can
cause physicians to cut corners or
refuse to provide appropriate care.

“I think that incentives that reward
the doctor for doing less are just as bad

" as incentives that reward a doctor for

doing more,"’ said Relman, a critic of
abuses in both systems during his 14-
year tenure at the world’s largest
medical journal.

“It would be reasonable to have
concerns about all kinds of reimburse-
ment systems,”” Stocker said. “You
realize that all reimbursement systems
are a compromise. And then you need
to monitor it.”

The ABCs of HMOs :::

Any discussion of HMOs involves terms specific to the top-
ic. Here are a few:

& Bonus: An incentive payment to a physician. It is usually based on
the financial performance of the HMO.

@ Capitation: A method of payment in which a doctor or other
provider is paid a fixed amount to provide care for each patient,
regardless of the cost or number of services provided. The
capitation is usually paid monthiy.

& Fee-for-service: The traditional method of reimbursement that
pays a physician or other provider a fee for each medical service
provided.

B Gatekeeper: Also known as the primary care physician, case
manager or family doctor. The gatekeeper is the HMO physician in
charge of approving a patient’s medical care.

B Health maintenance organization: An insurance company or other
organization that offers a comprehensive range of medical services
for a single, fixed charge per patient.

B Withhoeld: Aiso known as a holdback. It is a percentage of a fee or ,
payment fee that is literally withheld from a doctor. To earn the
withhold, the physician must meet the HMO's goals for controlling
medical expenses.

Asbury Park Press Graphic‘




A6  Asbury Park Press/Sunday, February 24, 1991

No state inspections

The New Jersey Department of
Health has not conducted an HMO
inspection since mid-1989.

Because of departmental cutbacks
and reassignments, Edwin Kelleher is
the sole survivor of a seven-member
staff that once averaged four visits a
year at each HMO.

Kelleher would not comment on how
the cuts have affected the state’s regu-
latory effort. However, he said that the
health department is considering a
proposal to increase its HMO staff.

The state Department of Insurance

also regulates HMOs. But that agency.

watches the fiscal health of the plans,
not the medical care they provide,

As aresult, New Jersey HMOs are
substantially on an honor system.

State law requires HMOs to monitor
the quantity and quality of care ren-
dered by their own physicians. In addi-
tion, they must conduct patient satis-
faction surveys and maintain a
grievance procedure.

HMO representatives say those in-
ternal systems adequately protect pa-
tients.

“‘As long as there is a good quality
assurance program in place, I think it
provides a reasonable m&mmzwa "
Birnbaum said.

Yet, HMO employees in charge of
the reviews may have their own con-
flicts of interest. The medical direc-
tors, for example, may receive bonuses
based on the HMQ’s ability to save
money by restricting services.

“I really couldn’t say it’s typical, but
it happens,” Kelleher said.

The state receives complaints from
HMO patients and attempts to resolve
any problems, he said.

Those records were not available to
the Press. The health department re-
gards the complaints as confidential
and exempt from public disclosure.

Kelleher said the state does not keep
any totals on the number of complaints.
But he did offer an opinion on the
overall performance of HMOs.

“The level of quality in HMOs seems
to be quite adequate, and the patient
satisfaction levels seem to be quite
high,” Kelleher said.

Problems have occurred elsewhere,
Thousands of patients complained
about poor services and unpaid bills by
Florida’'s largest HMO, formerly called
International Medical Centers. In nu-
merous cases, patients were denied
medical services in emergencies and
life-threatening situations.

The IMC controversy triggered con-
gressional investigations — and a fed-

eral law intended to limit the risk
incentives offered to doctors by HMOs,
That law takes effect in April. When it
does, regulators will try to decide how
much risk is appropriate.

Reports by the General Accounting
Office of Congress have warned that
HMO risk-incentives could lead doc-
tors to provide poorer care to Medi-
care and Medicaid patients.

In New Jersey, the state Board of
Medical Examiners is considering a
proposed rule that could prohibit HMO
risk-incentives already in common use.
HMO representatives say the wording
of the would-be rule is unclear and
confusing.

““We may have bitten off more than
we intended,”’ said Joan D. Gelber, a
deputy attorney general assigned to
the board. ““The intent is to eliminate
the economic disincentives, but not to
try to change the entire HMO indus-
ﬁQ-:

The effect of HMO incentives on
quality of care defies scientific study. It
is difficult to accurately measure how
the fiscal pressures affect the medical
judgments and private thoughts of
doctors.

“Use your own common sense,”’
advised Relman of the medical journal.
“Do you think doctors are different
kinds of human beings (who are) totally
impervious to economic incentives?

“Obviously, the incentives are there
because HMOs believe the doctors will
be influenced,” Relman said.

New Jersey’s largest HMO

Individual doctors can lose up to
$12,000 on a single patient in the
state’s largest HMO, the Health Main-
tenance Organization of New Jersey.

With nearly 400,000 patient-mem-
bers — including 23,000 in Monmouth
County and 14,000 in Ocean County —
HMO/N] is more than double the size
of its closest competitor.

“You want to know why we're the
largest?”’ asked Michael Stocker,
HMO/N] president. ‘“Because people
like us, and we give good care.”

Each patient selects one of its 1,000
primary care physicians as a family
doctor. Those physicians are mnEm%
independent contractors who aré paid a
capitation fee by the HMO to provide
and manage medical care for each
patient,

The average fee paid to primary care
physicians in 1989 was roughly $25
per patient — or $300 a year —
according to HMO/N] records. The
average physician is assigned to man-

age the care of roughly 400 patients,

In exchange for the fee, the doctor
renders his own services. He also must
approve and pay for many other medi-
cal expenses. No matter how much —
or little — care is provided, the fee
remains the same. By keeping costs to
a minimum, the doctor can profit.

‘But if the patient requires specialty
care or hospitalization, the doctor must
pay for those services from his own
pocket — up to a maximum of $12,000
a year per patient. The HMO pays any
excess — plus all costs for laboratory
tests, radiology, mental rmm:: and
substance abuse services, ,

Facing that risk, doctors may be
tempted to delay or deny medical
services needed by patients.

“The doctor should not be putina
position where his or her judgment is
going to be influenced directly by the
consequences to his or her income,’
Relman said. ““Any arrangement that
puts him at risk for prescribing or
nmroaamsasm procedures and Swa is
wrong.'

HMO/N]J officials say they have a
complex system of additional financial
incentives to ensure doctors provide
patients with appropriate Bmm:ﬁ care.
In fact, the same system is msn_cﬁa
by the entire six-state, 1 million-mem-
ber chain of HMOs owned by U.S.
Healthcare Inc.

“It makes a lot of sense to us, but it's
hard to explain,” Stocker said. :F.wouum
get confused.” .

HMO/NJ typically does not pay the
entire capitation fees to its primary
care physicians. Instead, it rates those
doctors individually on the quality and
quantity of care provided to patients.

Depending on their ratings, the phy-
sicians are paid anywhere from 60
percent to 100 percent of the capita-
tion. It is essentially a “‘withhold” or
“holdback,” but HMO/NJ doesn’t like
those terms.

“We try to get away from the soa
‘withhold’ because it Has such a neg-
ative connotation,” Stocker said. . "~

According to Stocker, half of the
rating reflects the quality of care pro-
vided by the doctors. The mea-
surements include patient surveys,
grievances, audits of medical records
and the number of patients who @E"
their HMO doctor.

The other half is based on amm‘
surements of the quantity of hospitali-
zation and specialty care approved by
doctors. Those numbers are compared
to the averages of other physicians and
the expectations of the HMO. .

There is another incentive — a.
bonus based solely on HMO/N]'s crite-
ria for measuring quality of care, :3
cost.
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HMO’s goal for controlling medical
expenses. :

The group approach

Instead of individual doctors, Aetna
Health Plans and PruCare of New
Jersey contract with large groups of
physicians known as IPAs — indepen-
dent practice associations.

In exchange for capitation payments,
the TPAs assume responsibility for a
major portion of each patient’s medical
care. '

The IPAs typically withhold 15 per-

cent of the money from their physi-
cians. Those funds are placed in a “risk
pool.” Based on their success in con-
troling medical expenses, any sur-
pluses in the risk pool are later paid to
the group's doctors.

Although the physicians are still at
risk, they collectively share the burden
with fellow doctors. '

" “Group values can take hold,” Rel-
man said. “It’s much less likely that a
group of reputable physicians will be
collectively swayed by economic incen-
tives than individual doctors will.”

PruCare will soon switch from IPAs
to contracts with individual physicians,
said Raymond C. Allen, PruCare vice
president. The HMO has roughly
45,000 patient-members, including
2,000 in Ocean County and 400 in
Monmouth County.

Aetna has about 135,000 patient-
members, including 8,000 in Mon-
mouth County and 4,000 in Ocean
County.

.One plan — CoMed HMO — con-
tracts with both individual primary
care physicians and [PAs.

Another HMO called Oxford Health
Plan pays primary care physicians on a
traditional fee-for-service basis. The
only difference is that Oxford withholds
15 to 20 percent of those fees. To get
the balance, physicians must contro}
costs.

Three New Jersey HMOs use a
combination of salaries and bonuses as
economic incentives for physicians.

Rutgers Community Health Plan and
HIP of New Jersey are technically
separate HMOs awaiting merger.
Meanwhile, they are being marketed
as the HIP/Rutgers Health Plan.

To serve its 170,000 patient-mem-

bers — including 2,000 in Monmouth
County and 1,000 in Ocean County —
HIP/Rutgers maintains 13 health cen-
ters. Those centers are staffed by
physicians from two large professional

groups that contract with HIP/Rutg- -

ers.

The doctors are paid by salary — no
capitation, withholds or holdbacks. The
physicians can collectively earn a bonus
ranging from zero to 10 percent —
depending on the HMO's annual finan-
cial progress.

“Everybody has an interest in the
total economic performance of the
whole program,”’ said Roger Birn-
baum, HIP/Rutgers president. “It’s the
only element of risk-sharing in our
program.

Another exception to the rule is the

state’s first HMO, which is now known
as the Health Center Division of
BCBSNJ’s Medigroup Central. Most of
the Trenton-based plan’s members are
state employees.

Similar to HIP/Rutgers, salaried doc-
tors treat patients in a facility owned
by the HMO. The difference is the
physicians are actually employees of
the HMO, not independent contractors
or a corporation formed by doctors. ¥

Based on the HMO’s overall fi-
nances, the employee-physicians are
also paid bonuses.

“I don’t want to publish the amount,
but it’s nothing they would compro-
mise their practices or professional
futures for,”” said chief operating offi-
cer Sharon Hayman. “Certainly, they
don’t live and die by these bonuses.”




“There’s no way I could put a num-
ber on it, but it’s much less than the
capitation,” Stocker said. o

Through its maze of incentives,

HMOJ/N]J tries to guide the decisions of

its doctors.

“You want that magic element called
judgment,”” Stocker said. ‘‘And
judgment means doing the right thing
at the right time — not too much and
not too little.”

The ‘gatekeepers’

None of New Jersey’s 19 HMOs are
identical. Their structures, operations,
finances and physician incentives can
differ widely.

“If you've seen one, you've seen

~one,” quipped Leo Carey, general man-.

ager of Cigna of Southern New Jersey.,

Some HMOs retain hundreds of indi-
vidual doctors as independent contrac-
tors. Others negotiate deals with a few
large professional associations or
groups of physicians. One HMO mB-
ploys a full-time medical staff. )

A few HMOs run their own medical
centers. Most HMOs rely on physi-
cians to provide care in private offices.’

In the medical marketplace, vying
HMOs tout the merits, coverages and
advantages of their systems — and
point to shortcomings of their 8:62.
itors.

Overall, the entire HMO Eacw:‘w 18
constantly changing and evolving.
State health officials say the 18 exist+
ing HMOs will be merged into 12
health plans in the near future.

However, there is one key similarity.
Al HMOs have ““gatekeepers.’

In an HMO, every patient-member is
assigned to a gatekeeper, ‘The name is
descriptive: The gatekeeper often de-

Please see mmn.»r»owaw. page AZ
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cides who gets in the door to specialists
and hospitals — and who doesn't.

Because of the connotations, HMOs
prefer to call them primary care physi-
cians, case managers or family doctors.

“It’s a gatekeeper system, although
nobody likes to use that word any-
more,” said Betty Kimmel, head of
operations for CoMed HMO and Cigna
of Northern New Jersey.

To control medical costs, HMOs
usually reward or penalize gatekeepers
according to the expense of the medi-
cal care they provide or approve for
patients. There are three basic types of
incentives: Capitation, withholds and
bonuses. &

Fourteen Escm pay their primary
physicians by capitation, a fixed fee per
patient-member, Of that number, 11
HMOs contract with individual doc-
tors, two HMOs have agreements with

‘large groups of physicians and one

HMO does both.

““Capitation means you're forcing a
doctor to act as a mini-insurance com-
pany,” said Steven Wiggins, president
of Oxford Health Plan. “He’s taking the
risk.”

The amount of risk assumed by those
physicians ranges widely. At one ex-
treme is HMO/N], which requires doc-
tors to pay up to $12,000 per patient.

The incentives also are strong in the
Garden State Health Plan, a Medicaid
HMO run by the state government.
Under that plan, Medicaid pays the
physician-case manager extra for not
approving specialty or hospital care.
Those incentives allow doctors to
pocket several hundred dollars a year
for each patient not referred.

“The basic flaw in the system is that
it mzmm the physician an incentive not
to refer you for
specialist care or
hospital care,’
said Leighton
Holness, senior
attorney for Le-
gal Services of
New Jersey.

At the other
end of the spec-
trum are five
HMOs owned by
Medigroup Inc., a
subsidiary of Blue Cross and Blue
Shield of New Jersey. Medigroup has a
total membership of 70,000 patients,
including 9,000 in Ocean County and
6,000 in Monmouth County.

In the Medigroup system, the pri-
mary care physicians are only at risk

RELMARN

_ for their own services and office proce-

dures. The expenses of specialists and

“hospitalization are fully covered by the

HMO — not the doctor.

“We've definitely minimized the
risk,” said Charles R. Mooney, Medi-
group director of operations. ‘“We cer-
tainly think our approach is the fairest
to the physician and provides the least
disincentive.”

A similar approach also was recently
adopted by both Cigna of New Jersey
and Cigna of Southern New Jersey —
two HMOs owned by the same insur-
ance firm,

““The concern always is that the
patient won’t receive the service they
need because the physician is so cost
conscious,” said Betty Kimmel, Cigna
of New Jersey.

Four HMOs — CoMed HMO, Sanus
of New Jersey, MetLife HealthCare
Network and Travelers Health Net-
work — withhold 10 to 20 percent of
their capitation payments to individual
primary care physicians. To get that
money, the doctors must meet the
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By MARK LAGERKVIST
PRESS STAFF WRITER

B he Garden State Health Plan
seems too good to be true.
The poor will receive better
medical care, their doctors will be
paid more — and yet it will cost tax-
payers less, state officials predict.
The goal is to place New Jersey’s
500,000 Medicaid recipients in the
state-run HMO, a health mainte-
nance organization.

But hidden conflicts of interest
may turn that dream into a night-
mare. The plan directly pays a doc-
tor more money for p%mdding less
services to each Medicaid patient.

Under the plan, the patient’s\fami-

ly doctor loses income by approving:

# The hasic flaw in the sys-

' temis thatit gives the physi- “
. ciananincentive not to refer

BN youfor specialist care or

diagnostic tests or referrals to spe-
cialists. If a patient is hospitalized,
the doctor earns less.

HMOs offer comprehensive medi-
cal services on a budget. To differing
degrees, all HMOs try to control
costs by offering various financial in-
centives to physicians.

Compared to most HMOs, the
Garden State Health Plan uses ex-

treme incentives to motivate doctors

— including direct penalties for

hospital care. §

Leighton Holness
LEGAL SERVICES OF NEW JERSEY

medical services provided to each
patient.

“It’s a terrible arrangement,” said
Dr. Arnold S. Relman, editor of the
New England Journal of Medicine. “I
can promise you there will be abuses
— that patients will not be happy and

doctors will not be happy.”

“The basic flaw in the system is
that it gives the physician an incen-
tive not to refer youfor specialist or
hospital care,” said Leighton Hol-
ness, senior attorney for Legal Ser-
vices of New Jersey.

“Because there is an incentive for
physicians to restrain services,
we're just concerned that Medicaid
patients will suffer a reduction in the
quality of care they get,” said John
Jacobi, assistant deputy for the state
Public Advocate.

In contrast, state officials contend
the plan will result in better care and
more preventive medicine for those
patients.

“The physician’s motivation is to

keep the patient as healthy as possi-
ble — because the less referrals that

Critics doubt HMO’s more-for-less approach

.are made, the higher the reimburse-

ment;"” said Thomas M. Russo, Gar-
den State's chief executive officer.

The push for the HMO is coming b
from the very top of New jersey gov-
ernment. It is an effort to control the
state's $1.2 billion annual budget for
Medicaid, the public health care pro-
gram for the poor.

Gov. Florio alluded to the plan in
his budget message in January, when
he pledged changes that would
“probably provide better health care
to our people, and we will control

Please see HMO, pageC7
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Medicaid costs.”

The state believes it could cut costs
by 30 percent, or $360 million a year,
if all Medicaid recipients belonged to
the plan. However, that estimate is
based on an actuarial study, not the
actual experience of the HMO.

“Garden State Health Plan enroll-
ment of Medicaid clients should be ex-
panded using every means possible,”
stated last year’s report by the Gov-
ernor’'s Commission on Health Care
Costs.

Currently, the HMO only has 4,200
patient-members — less than 1 per-
cent of the state’s Medicaid popula-
tion — and contracts with 130 doc-
tors. The plan operates in 10 counties
— Middlesex, Mercer, Burlington,
Atlantic, Camden, Sussex, Essex,
Passaic, Union and Morris.

State leaders want rapid growth.
The official goal is an increase of
125,000 patients — 25,000 in each
of the next five years. In the process,
the HMO will expand to the rest of
New Jersey, including Monmouth and
Ocean counties.

“If all the goals are met, all Medi-
caid-eligible persons would be offered

the opportunity to participate in the

plan,” said Russo. “It could be 500,- -

000 then.”

One way to view the system is
through Gardenia, a 55-year-old blind
woman who lives in Middlesex County
and belongs to the Garden State
Health Plan.

All of Gardenia’s medical care is ei-
ther provided or approved by her
HMO family doctor, called a physician
case manager. In exchange, Medicaid
pays the doctor in three different
ways:

B For providing Gardenia with pri-
mary care, including office visits and
basic services, Medicaid pays the doc-
tor $128 every six months. No mat-
ter how much or how little care he
renders, the fee remains the same.

8 Medicaid pays an additional $493
every six months to cover the cost of
medical referrals, tests and other spe-
cialty services. If the care is provided
and the money is spent, the physician
case manager gets nothing. But if
Gardenia does not receive any of
those services, the doctor keeps the
entire $493.

B Another $617 is earmarked for
Gardenia’s hospital care every six
months. If she is hospitalized and the
money is exhausted, the physician
case manager gets nothing. If any
money is leftover, the doctor can
keep up to 50 percent, depending on a
complex formula. The state can also
keep up to 50 percent of any savings.

The bottom line is simple: If no spe-
cialty or hospital care is provided to
Gardenia, the physician case manager
can pocket up to $800 in extra income
every six months.

Gardenia is a fictitious person, but
the figures are taken straight from
Garden State Health Plan documents.
The amounts of the payments vary
according to age, gender, county of
residence and type of Medicaid eli-
gibility.

“It’s a built-in conflict of interest,”
said Holness of legal services. “The
fundamental thing is that it gives
financial incentives to give less care.
And it’s not clear to me that there are
any significant safeguards against it.”

Garden State Health Plan monitors
its physician case managers through a
quality assurance program. Officials
say there has not been a significant
volume of complaints.

According to Russo, the plan re-
views medical files, analyzes compu-
terized payment records and main-
tains a toll-free telephone number
that patients can use to register com-
plaints.

The New Jersey Medicaid program
has a conflict of interest of its own. It
is responsible for ensuring that pa-
tients get adequate care. Yet it also
benefits by reduced care — partic-
ularly any savings on hospital
expenses.

“[ think that is absolutely correct,”
said Jacobi, state Public Advocate’s
office. ““That creates a real dilemma.”

Some HMO industry experts are
skeptical of the state’s ability to oper-
ate a successful health care plan.

“I hope governmental officials can
efficiently run a health care system
— and if they can, it will be a first,”
said Steven Wiggins, president of
Oxford Health Plan. “I've never met
a government regulator I would turn
my HMO over to.”

Overall, the state-run HMO is an
innovative attempt to solve serious
flaws in the existing Medicaid system.

The poor often find it difficult to
get medical care. Many doctors re-
fuse to see Medicaid patients because
the state pays an average of $15 per
office visit. Instead, those patients
frequently end up receiving expen-
sive care at their last resort, the hos-
pital emergency room.

In turn, those costs contribute to
the rising cost of Medicaid and the
burden on taxpayers. Including the
federal contribution to the program,
New Jersey Medicaid costs more than
$2 billion a year.

“The Garden State Health Plan is
an attempt to move in the right direc-
tion,” said Jacobi. “I agree there are
tremendous risks and pitfalls. If those
pitfalls can be modified before it ex-
pands very much, [ think the consum-
ers would be much better off.”

“It may be seen as a fiscal necessity
by the state,” added Relman. “But
it's a sad
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Profit motive faulted in physwlans referrals

&t (self- refmal) provides
incentives for a physician to
- do things for — if notto —
- their patients that may not
be absolutely necessary. It
clouds the judgment of the

- physician. §

Dr. Amnold S. Relman
EDITOR,
NEW ENGLAND JOURNAL OF MEDICINE

By MARK LAGERKVIST
PRESS STAFF WRITER

THE DOCTORS were warned the
deal might run afoul of fee-splitting
laws. Even if legal, the arrangement
could be viewed as a professional con-
flict of interest.

Yet that prognosis did not stop
more than 30 area physicians from
buying partnerships in a Brick Town-
ship imaging and therapy enterprise.
Nor does it prevent them from send-
ing patients there for medical servic-
es.

Projected annual returns exceed-
ing 100 percent — with no extra
work or medical duties — attracted
physicians to invest in New Jersey Di-
agnostic Associates Limited Partner-
ship, which leases offices at 455 Jack
Martin Blvd. The venture is detailed
in confidential documents provided to
prospective investors.

The physician-investors were told
to expect a return of $141,209 on a
$30,000 limited partnership in less
than 4% years. A $15,000 invest-
ment would yield an estimated
$69,712.

The actual profits depend, in part,
on referrals from the investing physi-
cians. The more patients they send
for imaging and therapy, the greater
their income.

Thousands of physicians own or in-
vest in a variety of health care servic-
es where they refer their patients.

Nanonally, one out of exght doctors
engages in that type of “self-refer-
ral,” according to one federal survey.
Studies indicate that physician-
owners prescribe more services than
other doctors. Critics say self-refer-
ral is an unethical practice that re-
sults in excessive health care costs.

“It provides incentives for a physi-
cian to do things for — if not to —
their patients that may not be abso-
lutely necessary,” said Dr. Arnold S.
Relman, editor of the New England
Journal of Medicine. “It clouds the
judgment of the physician.”

E The Senate may ban
physicians from sending their
patients to a health care
service in which they have a
certain amount of financial
interest. Story, A21.

But physician-investors say the fi-
nancial incentives do not compromise
their ethics or tempt them to order
unneeded tests and procedures.

“I don't know of any physician that

Piease see Referrals, page A20
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would do such a thing,” said Dr, Philip
L. Infantolino, who invested $30,000
as a limited partner in New Jersey Di-
agnostic. “I feel it is an unconscionable
thing to do, and I find it offensive to
discuss.”

However, the Brielle cardiologist
admits a doctor’s business interests
influence where patients are referred.
“He (a physician) is more likely to
refer to a center he has a share in,”
Infantolino said.

“Y'm still forming my own opinion of
what’s right and what's wrong in this
whole debate,” said Om P. Soni, a gen-
eral partner in the Brick venture. Soni
— a Long Island entrepreneur and not
a physician — also heads the firm that
provides management services to the
partnership, v

Soni acknowledges that prospective
investors were informed the deal could
possibly violate the federal anti-kick-
back statute. The law forbids fee-split-
ting or other payments to physicians
made in exchange for referrals for
medical services under Medicare or
Medicaid. The maximum penalty for
the felony is five years in prison and a
$25,000 fine.

However, the law does not specif-
ically address payments to part-
nerships in which the referring physi-
cians are investors. The doctors are
not individually paid for each referral
— which the law prohibits — but col-
lectively through the business’s prof-
its, which rely on referrals. To date,
no physician has been convicted for
taking part in such a partnership
arrangement,

“You can read the kickback and
abuse statute either way,” Soni said.
“If the interpretation is on the stricter
side, vou could be in for a lot of trou-
ble.”

The limited partners include at least
30 physicians in Monmouth and Ocean
counties, Infantolino said. As limited
partners, they share in the profits but
have no role in management. The en-
terprise is controlled by two general
partners — Soni and Rajiv Saxena,
also of Long Island.

Soni said he could not recall the
number of limited partners or how
many of them were physicians, but the
executive promised to check the re-
cords after he returns from a-current
trip. Saxena could not be reached for
comment;

According to Soni, the partnership
does not know how much of its busi-
ness is generated by referrals from its
physician-partners.

“We don’t keep records like this,”
Soni said. “There is no requirement
on the part of the physician to refer.”

New Jersey Diagnostic owns high-
tech equipment — including magnetic
resonance imaging (MRI), CAT scan,
linear accelerator, ultrasound and X-
ray — which it leases to a radiology
practice also located at 455 Jack
Martin Blvd. The partnership’s
income is based on how frequently the
gear is used by the radiologists.

Example; For an MRI test, the pa-
tient is charged about $800. Of that,
the partnership receives $600, and
the radiologists keep $200 for their
professional services.

The partnership predicted gross
revenues of more than $26 million —
and a net income exceeding $11 mil-
lion — from August 1987 through De-
cemher 1891, Toa reach that onal

more than 187,000 various services
would be provided to patients during
that period, according to projections.

The enterprise fell far short of its fi-
nancial projections.

“Unfortunately, it didn’t come close
— or I would have retired,” Soni said.
“If you look at it from my standpoint,
I'm not very happy with it.”

Soni said the operation opened 16
months behind schedule and spent
$1.5 million more than budgeted for
equipment. However, the venture
turned its first profit in 1990 and now
returns 15 percent a year on its
investment, according to Soni.

Investors say they performed a
public service by bringing new medical
technology to northern Ocean County.
Previously, the nearest MRI centers
were eight miles south in Toms River
or 15 miles north in Ocean Township.

“It was done as a business ven-
ture,” Infantolino said. “But it was
also done because there was a need for
the services.”

A national phenomenon
Across the country, self-referral has
become a common medical practice.
Roughly 12
percent of Medi-
care physicians
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Two years ago, a congressional sub-
committee reviewed evidence gath-
ered on hundreds of self-referral
arrangements.

“The ones I've seen are so outland-
ish and so obscene in the sense that
they are nothing more than kickback
schemes . . . dreamed up to allow phy-
sicians to charge referral fees under
the guise of calling them joint ventures
or partnerships,” said Rep. Fortney
“Pete” Stark, D-Calif., who chaired
the hearings.

“They (entrepreneurs) don't gener-
ally offer these arrangements to doc-
tors who aren’t going to refer pa-
tients,” said Relman, the medical
journal editor.

“Most of the doctors who invest are
the doctors who are going to refer pa-
tients,” continued Relman. ‘“Doctors
know the more patients they refer,
the more money they’re going to
make. It's as simple as that.”

Physicians invest in laboratories,
home health care agencies, durable
medical equipment sales and leasing
firms — plus centers that offer physi-
cal therapy, cardiac rehabilitation, re-
nal dialysis, ambulatory surgery,
sports medicine, radiation treatment
and other specialty services.

Those same doctors can then gener-
ate business for their ventures
through their prescriptions and recom-
mendations to patients. '

The medical profession is sharply di-
vided on whether the deals are ethical.

“Physician ownership interest in a
commercial venture with the potential

for abuse is not in itself unethical,”
states the AMA'c written nalicy

Rep. Fortney
“Pete”’ Stark

“The practice of self-referral of pa-
tients for a diagnostic or therapeutic
medical procedure may not be in the
best interest of the patient,” coun-
tered the American College of Radio-
logy. “Accordingly, referring physi-
cians should not have a direct or
indirect financial interest in diagnostic
or therapeutic facilities to which they
refer patients ., .”

The issue is also being debated in
New Jersey.

“It drives up the cost of health care
and does nothing to increase the qual-
ity of health care,” said Sen. Richard J.
Codey, D-Essex, who has sponsored
legislation that would eventually elimi-
nate physician self-referrals.

The New Jersey Medical Society
opposes restrictions — and the idea
that doctors allow their personal eco-
nomic interests to affect their profes-
sional judgments,

“The physician says, ‘I'd really like
to take my wife to the Bahamas, so let
me send this poor schlemiel to my car-
diac rehab service." My reaction is: |
doubt it. I don't think it's the case,”
said Clark W. Martin, medical society
lobbyist.

“Does it matter to a patient
whether the physician has a financial
investment? It doesn't matter at all;
it's not an issue,” concluded Martin.

Yet there is strong evidence that
physician ownership plays a significant
role in how a doctor practices medi-
cine.

Patients of self-referring Medicare
physicians received 45 percent more
clinical laboratory services than the
average Medicare patient, according
to a 1989 Health and Human Services
study.

Similarly, a 1984 investigation by
Blue Cross-Blue Shield of Michigan
concluded that clinical laboratory costs
per patient were 43 percent higher in
facilities owned by referring physicians
compared with other laboratories.

“The evidence is very clear,” said
Relman. “When physicians have eco-
nomic interests in laboratories, they
refer their patients for more tests.”

Secret deals,
few disclosures

No one really knows how many phy-
sician-owners refer patients to their
own health care businesses. The deals
are often secretive and complex. Few
disclosures are required by state or
federal laws.

In New Jersey, doctors are seldom
required to license or register their
clinics, laboratories and other health
facilities with the state Department of
Health. As part of the physician’s “pri-
vate practice,” the enterprise is
exempt from many of the regulations
and requirements governing other
owners of health care services.

Physician-owners are required by
state law to disclose those interests to
their individual patients, but govern-
mental agencies currently do not col-
lect that information. As a result, au-
thorities do not know the extent of
self-referrals — or whether doctors
are complying with the disclosure stat-
ute,

“There is no way of knowing,” Co-
dey said.

Five years ago, a statewide survey
identified 250 physical therapy centers
owned by referring physicians — pri-
marily orthopedic surgeons, according
to Bonnie Teschendorf, director of the
American Physical Therapy Associ-
ation’s New Jersey chapter.

“We now think that’s doubled or
even tripled,” Ms. Teschendorf said.
“It’s become increasingly prevalent.”

Under current law, physical therapy

renniree a doctor’e nrecerintion Me
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Teschendorf said many physicians only
refer patients to the centers they own
or therapists they employ. Indepen-
dent physical therapists claim it is
unfair competition.

“I think physicians should be earn-
ing their income by practicing their
own profession — not by owning my
profession,” Ms. Teschendorf said.

Self-referral is also under attack
from a former ally. Health Images Inc.
of Atlanta is trying to buy back the
limited partnerships it once sold to
physicians.

Health Images controls a national
chain of 28 centers that feature mag-
netic resonance imaging — a state-of-
art diagnostic test known as MRI. Ref-
erring physicians are still partners in
six of those operations.

“Unfortunately, too many imaging
centers are little more than abusive
self-referral schemes operating with
dubious business and professional
ethics,” wrote Health Images presi-
dent Robert D. Carl III earlier this
month in a letter to the remaining
physician-partners.

“Physicians are frequently offered
investment units for little or no cash,
and these ‘investments’ are but thinly
disguised incentives for patient refer-
rals,” continued Carl. “We have de-
cided to support legislation and regula-
tions which most likely will seek to
limit or eliminate physician ownership
interests in imaging centers.”

Doctors oppose reforms

Physician-owners have strongly
opposed proposed governmental re-
strictions. They contend their invest-
ments often focus on a community's
need rather than a doctor’s greed.

“In the case of a physician, it’s just
as possible that he or she wanted to
see a service offered locally instead of
some great distance away,” said lobby-
ist Clark Martin, New Jersey Medical

Society.
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““There are
more MRI units, laboratories and fa-
cilities being built now than we really
need,” said Relman of the New En-
gland Journal of Medicine. *“And in or-
der to make them economically suc-
cessful, obviously the doctors who
invest in them have to refer a lot of
patients.

“It jacks up the cost; it exposes pa-
tients to the risk of unnecessary test-
ing,” Relman said. “In the vast major-
ity of cases, doctor ownership offers
no advantages to anyone — except
the doctors and the owners.” .

Physician-owners say their invest-
ments put them in a hands-on position
to assure their patients of quality serv-
ices. Relman says that argument does
not apply to limited partnership
arrangements, ,

“Limited partners have no responsi-
bility for either professional or busi-
ness administration,” Relman said.
“By law, they cannot have any respon-
sibility — and they don't.” K

The most complex argument cen-
ters on the conflict of interest inher-
ent in traditional fee-for-service medi-
cine. When any doctor recommends
services that he or she can provide,
that physician is in a position to profit
from the advice. .

So self-referring physicians compare
their situation to that of a doctor who
asks a patient to schedule a follow-up
office visit.

“We think it is no different than
saying doctors should only see their
patients once,”” Martin said.

“To allow self-referral is to make
that conflict of interest worse,”
answered Relman. “You're strictly
making money as an entrepreneur and
not a professional — that’s the differ-
ence. You're using the patiént as a
commodity; you're trading in on the
trust the patient has in you.”

“If it happened in any other field or
profession, it would be stopped,”
observed Ms. Teschendorf, physical
therapy association. “This is part of
the pedestal we've created for physi-
cians ... We assume they have our
best interests at heart.

*“In fact, not all of them always have
our best interests at heart,” she con-
cluded. “We have not noticed that
they have become entrepreneurs.”
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Bill would

By MARK LAGERKVIST
PRESS STAFF WRITER

THE DAYS may be numbered for
New Jersey doctors who profit from
their own patient referrals. However,
those days could turn into decades.

The state Senate is considering a
bill that would ban physicians from
sending their patients to a health care
service in which they have financial in-
terest exceeding 5 percent or $5, ooo
in value.

“When they (doctors) refer mou a
test, you -should feel certain that
they're doing it for your physical
health and not their financial health,’
said Sen. Richard J. Codey, D-Essex,
sponsor of $-3251.

However, the measure contains a
“grandfather”” clause that would allow
existing self-referral situations to con-
tinue through the end of the physi-
cian’s medical career.

“By grandfathering them, we will
not cure this problem for 50 years,”
said Bonnie Teschendorf, director of
the American Physical Therapy Asso-
ciation's state chapter. “If it's wrong,
stop it. If it’s not wrong, then let ev-
erybody do it.’

Codey says an immediate and abso-
lute ban would not survive opposition
[from New Jersey's powerful medical
lobby. Even with a grandfather clause,
he estimates the bill's prospects for
‘passage is “about 50-50.”

If successful, it will be the second
self-referral compromise by Codey to
become law. The first is a 1988 stat-
.ute that requires doctors to inform
‘their patients of financial interests of
.more than $5,000 or 5 percent in clin-

ics, laboratories and other medical
services where the patients are re-
mm:ma. .

:S:mn we were trying to do is cre-
ate a compromise between the ban and
doing nothing at all,” Codey said.
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BILL'S SPONSOR plying with Sm

m— 12V, The state
‘Board of Medical

~ .- Examiners has

yet to m%E rules to implement the
disclosure law.

“It's very hard to enforce such a

" statuté,. and there’s much reason. to

believe that such rules are ignored,”
said Dr. Arnold-S. Relman, editor of
the New England.-Journal of-Medicine.
“Even if patients. are informed, they
are not likely to.do anything about it
because it involves directly challenging
the doctor’s integrity or judgment.’

it self-referrals

Elsewhere, reforms are currently
being debated in the legislatures of
other states, including New York and
California. So far, Michigan is the only
state that has an outright prohibition*
of self-referral practices.

New federal laws may soon be on
the horizon. In June, self-referral will
be the focus of hearings by a congres-
sional subcommittee chaired by Rep.
Fortney “Pete” Stark, D-Calif.

Two years ago, the Stark subcom-
mittee sparked a statute that bans
physicians from referring their Medi-
care and Medicaid patients to clinical
laboratories where they are owners or
investors. The resulting law will sxm
effect in 1992.

This time, the hearings will focus on
physician ownership of imaging cen-
ters. As part of the evidence, the con-
gressman plans to use the results of a
yet unreleased Florida study.

“It's going to be a mind-boggler
when it is released,” Stark said. “TI'm
led to believe it’s going to show tre-
mendous involvement of physicians in
diagnostic and imaging centers.’

Stark said the legislation is needed
to close apparent loopholes in the fed-
eral anti-kickback law. That statute
prohibits payments to physicians in
exchange for referrals for services
charged to Medicare or Medicaid.

Neither the law nor existing regula-
tions address the profits or payments
received by partnerships in which ref-
erring physicians are investors.

“There’s a law on the books that
says kickbacks and referral fees are il-
legal,” Stark said. “But there are an
awful lot of creative business advisers
and lawyers who have dreamed up a
lot of ways to get around that.’
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Health-care ventures profit hospitals, doctors

By MARK LAGERKVIST
PRESS STAFF WRITER

ONE OF four doctors at Community
Medical Center refers patients to
health care businesses where the phy-
sician is an investor.

The Toms River hospital not only
encourages the practice, its parent
company shares in the profits. That
firm’s subsidiaries are partners with
83 referring doctors in five different
ventures — an imaging center, dialysis
facility, urology office, X-ray clinic and
medical supply firm.

“Self-referral” poses a professional
conflict of interest for physicians. In

Asbury Park Press
Community Medical Center, Toms River, encourages self-referrals.

some instances, doctors invest even af-
ter being warned the deals could run
afoul of kickback or fee-splitting laws.

Hospital officials say the ventures
make medical services more readily
available to patients. Critics say the fi-
nancial incentives tempt doctors to
profit by prescribing unnecessary tests
and procedures to patients.

“It's reprehensible,” said Dr. Ar-
nold S. Relman, editor of the New En-
gland Journal of Medicine. “I think the
hospitals are wrong in setting up those
arrangements — and [ think the doc-
tors are wrong to participate.”

“To the extent that it raises the
(ethical) question, it concerns us,”’ said

William N. Phillips, Community Medi-
cal Center vice president of corporate
finance. ‘“To the extent that there is
the appearance there could possibly be
a conflict of interest, we don’t like
that.”

Yet, such concerns have not stopped
the owners of Community Medical
Center and other hospitals from con-

tinuing for-profit ventures that rely on
self-referrals.

In Monmouth and Ocean counties,
six health service businesses are part-
nerships among hospital owners and a
total of 102 referring physicians, an
Asbury Park Press survey disclosed.

One enterprise is a for-profit cardiac
rehabilitation unit located in Riverview
Medical Center, Red Bank. The busi-
ness is owned by the hospital, a2 man-
agement firm from Texas and 19 phy-
sicians who are cardiologists or
internists.

Riverview officials refused to re-

Please see Ventures, page A16
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lease further information, including
the identities of the doctors.

“T can’t get anybody who wants to
talk,” said hospital spokesman Peter ].
- Lyden.

The other five joint ventures
involve for-profit firms owned by Com-
munity Memorial Hospital Health
Services Corp., the parent company of
Community Medical Center:

B Whiting X-ray — a radiology cen-
ter at 65-G Lacey Road, Manchester
Township — is half-owned by 35 ref-
erring physicians. The other half is
owned by CSMC Urgicenter Manage-
ment Inc., a corporate affiliate of the
hospital.

8 Uro-Care — a urology business at
67 Route 37, Toms River — is half-
owned by six urologists and half-
owned by another hospital affiliate,
CSMC Urologica! Corp.

B Center State Renal Dialysis Cen-

— located at Lakehurst Road and
Route 37, Dover Township — is a
half-owned by six nephrologists and
half-owned by a third hospital affiliate,
CSMC Renal Corp.

8 Toms River Infusion Service —
an enterprise that rents equipment
and sells supplies for home use by kid-
ney patients — is a business one-third
owned by nephrologists, one-third by
CSMC Renal and one-third by a Penn-
sylvania sales firm.

@ Toms River Imaging Associates
Limited Partnership is a venture com-
prising 35 physicians, a California firm
and CSMC Imaging Corp., a fourth
hospital affiliate. The partnership
leases high-tech equipment — includ-
ing magnetic resonance imaging,

diology practice at 21 Stockton Drive,
Dover Township.

The four hospital affiliates are
wholly owned subsidiaries of the for-
profit Center State Health Services
Corp. — which, in turn, is a wholly
owned subsidiary of Community Me-
morial Hospital Health Services, the
hospital’'s non-profit parent cor-
poration.

“We only do projects that are con-
sistent with the mission of the medical
center,” said Phillips, a corporate offi-
cer of the for-profit hospital affiliates.
“They bring needed services to the
community.”

They can also bring profits to the
physicians who become partners.

Projected annual returns of 40 per-
cent attracted 35 Community Medical
Center physicians to invest in Toms
River Imaging Associates. The doctors
were told to expect a $20,552 return
over five years on a $10,000 maxi-
mum investment, according to a con-
fidential document provided to pro-
spective investors.

The limited partnerships were only
sold to active physicians on the hospi-
tal medical staff who practice in Mon-
mouth, Ocean or Burlington counties.
According to the partnership agree-
ment, doctors must sell their shares if
they retire or move from the area.

The agreement does not require the
physicians to refer patients to the
imaging center. However, the part-
nership’s profits depend on how many
tests are performed there. And the
more tests —  MRIs, CAT scans,
ultrasounds, X-rays and mammograms
— the greater the income.

The physician-investors were
informed the deal could possibly vio-
late kickback or fee-splitting laws.

“The body of law . . . as to whether
the financial arrangement ... consti-
tutes illegal physician fee-splitting is
uncertain,” stated a memo to

partnership’s business comes from re-
ferrals by physician-investors. He said
the limited partners include a dentist
and pathologist “who never refer any-
one. Yet, there are guys who have big
orthopedic practices and send a lot of
patients.”

The executive declined to name the
physician-investors. “I doubt whether
they’d want to be called,” Phillips said.

Collectively, the 35 doctors own 25
percent of the partnership. They
invested $250,000 — 100 shares at
$2,500 each. On average, each physi-
cian-investor holds three shares.

The hospital's for-profit affiliate,
CSMC Imaging Corp., owns 37.5 per-
cent of the enterprise as the corporate
general partner. The remaining 37.5
percent is controlled by the managing
general partner, American Health
Services Inc. of Newport Beach, Calif.

Phillips said the enterprise is not
just profitable; it brought the first MRI
facility to Ocean County. Before the
imaging business opened in December
1987, the closest MRI was located in
Monmouth County’s Ocean Township,
about 20 miles away.

“Four years ago, there was no serv-
ice — and it wouldn’t have been avail-
able to anyone in Ocean County if it
weren't for that joint venture,”
Phillips said. Currently, there are
three MRI facilities in the county.

Relman, editor of the New England
Journal of Medicine, believes hospital
owners should not offer those deals to
referring physicians.

“They (hospitals) can open up
MRIs, but not bind the doctors with
golden handcuffs — so the doctors are
going to be using that facility because
they're going to make money,” Rel-
man said. “‘I think the businesses they
go in should not seduce the physician
— (and) should not erode the profes-
sionalism of the doctor.”

Ten miles west of Toms River, an-

are partners who profit from self-re-
ferrals to Whiting X-Ray. The radio-
logy office is next door to a “walk-in”
clinic operated by the hospital affiliate
in western Ocean County.

“More than 50 percent of the (X-
ray) referrals come from investors,”

Phillips said. “They (doctors) needed a -

place to send patients who needed X-
rays.”

Phillips said the mvestmg doctors
consist of “about all of the physicians
on our medical staff who practice in
that area of the county.” He declined
to identify individual physician-inves-
tors.

Two other for-profit enterprises in
Dover Township — Uro-Care and
Center State Renal Dialysis Center —
receive almost all of their business
from referrals by investing physicians,
according to Phillips.

Uro-Care is a urology clinic that
uses ultrasound to detect tumors in
the prostate. Phillips said the venture
is a partnership between a hospital
affiliate and seven staff urologists: Dr.
Franklin Thelmo, Dr. Martin Schor,
Dr. Charles Binder, Dr. Richard Dias,
Dr. Paul Low, Dr. Parvez Mahmood
and Dr. William Zurich.

Center State Renal Dialysis offers
out-patient dialysis to kidney patients.
Phillips said the business is a joint ven-
ture between a hospital affiliate and
six staff nephrologists: Dr. Michael Di-
Bella, Dr. Luzminda Anama, Dr. Rob-
ert Arnold, Dr. John DePalma, Dr.
Stephen Ellis and Dr. Jin S. Park.

“It’s just an expansion of the medi-
cal center service in a nicer location,”
Phillips said. “And it happens to have
the physicians as investors, which is
good.

“I think they bring an element of
concern about the clinical expertise
that’s offered,” continued Phillips. “I
don't think in this particular situation
that anybody would ever be referred

§ To the extent that it raises
the (ethical) question, it
concerns us. To the extent
that there is the appearance
there could possibly be a
conflict of interest, we don’t
like that.§

Wiiliam N. Phillips
VICE PRESIDENT OF CORPORATE FINANCE,

. COMMUNITY MEDICAL CENTER

erring kidney patients to Toms River
Infusion Service, a Cherry Hill Town-
ship enterprise that leases equipment
and sells supplies for home use.

One-third of Toms River Infusion
Service is owned by the nephrologists;
one-third is owned by the hospital affi-
liate, CSMC Renal; and the remaining
one-third is owned by the Pentech
Infusion Inc., a supply firm located in
Media, Pa.

“Doctors should not make money
from referring patients to facilities and
services they don't personally provide
or supervise — period,” Relman said.
“That’s a basic concept of professional
ethics that seems to have been forgot-
ten lately.”

Instead, self-referral has become a
common practice for thousands of phy-
sicians. American Medical Association
surveys found that 6 percent of doc-
tors say they refer patients to medical
businesses where they have a financial
stake.

Other studies indicate that estimate
may be low. About 12 percent of
Medicare physicians send patient tests
to laboratories where they have a fi-
nancial interest, according to a 1989
report by the U.S. Department of
Health and Human Services.

These doctors ordered 45 nercent

“The evidence is very clear,” Rel-
man said. “When physicians have eco-
nomic interests in laboratories, they
refer their patients for more tests.”

As a result, state and federal lay-
makers are proposing new reforms. 3

Under current New Jersey law, self-
referral is legal if the physician dig-
closes that financial ‘interest to- gL Y
tients. The doctor is required to gwe
written notice to each patient and post
a copy of the disclosure in the wamng
room. :
State officials say no doctor lﬁs
ever been charged with violating 1ffe
statute — nor have authoritigs
checked on whether physicians age
complying with the 1988 law. : ﬂ

The state Legislature is curren
consxdermg a bill that would ban physi-
cians from referring patients to heal§1
care services where they are ownegs
or investors. However, the measu;
has a “grandfather” clause that wodd
allow exxstmg self-referral enterprxsés
to continue.

The federal anti-kickback stat
forbids payments to doctors«
exchange for patient referrals- f
services covered by Medicare or M
icaid. However, neither the law -na B
current regulations specnflca
address whether or not doctors can’}§-
gally earn profits as investors in¥fe
enterprises where they send patients

To close one of the appareft
loopholes, Congress passed a statuge
that will prohibit self-referrals iﬁ
Medicare and Medicaid patients
clinical laboratories. That law will take
effect in 1992. o

Next month, a congressional hear-
ing will focus on other physician self-
referrals, particularly imaging centefs,
said Rep. Fortney “Pete” Stark D
Calif.

“It’s something we ought to putfgm
end to,” Stark said. “Everybody suf-
fers — the doctor’s reputation suffers,
the federal oavernment navs mare
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B Despite losses exceed-
Ing $7 miliion in 1988 and
1989, Kimball Medical Cen-
ter managed to recover
without a state baiiout.

By MARK LAGERKVIST
PRESS STAFF WRITER

KIMBALL MEDICAL Center was
teetering on the brink of bankruptcy.

The Lakewood hospital had lost
$6.8 million in 1988 and another
$580,000 in 1989. Last year, its offi-
cials asked state authorities for help.

“I will tell you that with that $7
million loss, we are trying to pay off
clambering vendors who are like bar-
barians ‘at the gate and almost over
the wall,” Kimball President Joseph
Sherber told the Hospital Rate Set-

B Kimball Medical Center Pres-
ident Joseph Sherber turns red
ink to black, A12.

ting Commission last December.

The losses were partially caused
by loans to corporate affiliates owned
by Kimball's parent company. Sev-
eral million dollars were borrowed
from the hospital — beyond the rule
or regulation of state health officials.

Many of the state’s 84 other acu-
te-care hospitals also risk their assets
on outside business ventures. The

non-profit institutions have advanced
— or pledged collateral for — mil-
lions of dollars in loans to their cor-
porate affiliates,

In Kimball's case, the hospital was
unable to retrieve its money when
the ventures turned sour. According
to its financial records:

& The hospital lost nearly $2.2
million in bad loans to Kimball-Man-
chester Ambulatory Care Center Inc.
— a non-profit affiliate that opened a
health facility in Manchester Town-
ship.

BIn exchange for another $1.3
million in uncollectable loans to
KMACC, the hospital acquired the
assets of the center. In the process,
Kimball also assumed responsibility
for a $1.8 million mortgage on the
building.

Please see Hospital, page A8

STEVE SCHOLFIELD/Asbury Park Press

Kimball Medical Center, Lakewood, posted a $2.3 million gain for 1990.
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B Kimball loaned $1.6 million to a
for-profit venture that built a medical
office building in Lakewood. Instead of
repayment in cash, the hospital now
receives office space in the structure,

The 354-bed hospital was plagued
with other dilemmas — particularly its
inability to control costs in treating pa-
tients. “There were so many prob-
lems,” Sherber said.

Kimball managed to recover from
its fiscal ills without requiring a bailout
by New Jersey authorities. Led by
Sherber, a new hospital administration
prompted a series of operational effi-
ciencies, a refinancing of long-term
debt and some timely cooperation
from state regulators.

“You have to quote Shakespeare on
this: ‘All’'s well that ends well,” " Sher-
ber said.

However, high-risk loans to cor-
porate affiliates could jeopardize the
financial health of other New Jersey
hospitals.

“Perhaps there should be a change
in legislation which would limit the
degree to which hospitals can get
involved in risky sideline ventures,”
said Geoffrey D. Liss, executive secre-
tary of the rate-setting commission.
“There should be some limits placed
on the extent to which they can pledge
assets or make loans that could put the
hospital in jeopardy.”

Currently, it is a one-sided risk. If a
hospital cannot save itself, it usually
can count on rescue by state govern-
ment. Liss said he can recall five hos-
pitals that received bailouts from the
commission.

Some losses are absorbed by rate-
payers — the patients and insurance
companies that pay for hospital serv-
ices.

“It’s really been the ratepayers who
have been at risk if it turns out to be a
bad decision or judgment,” said Lila
Steele, assistant deputy to the state
public advocate. “If you're going to let
the hospitals have the ability to spend
or invest the money where they wish,
there has to be some method of hold-
ing them accountable.”

“The hospital ultimately gets bailed
out,” said Edward Peloquin, senior
consultant to the Central Jersey
Health Planning Council. “‘Hospitals
are not allowed to fail economically be-
cause of their public purpose.”

“There’s a certain amount of com-
fort in being regulated,” said Ron

Czajkowski, spokesman for the New
Jersey Hospital Association. “l don't
think you'd find a hospital executive in
the state who wouldn’t admit that.”

On the other hand, hospitals defend
their deals with corporate affiliates as
the last bastion of free enterprise in a
tightly-regulated industry.

“We're so regulated right now by
the state, we're just short of turning
over the keys to the Department of
Health,” Czajkowski said. “If you
tossed over the for-profit and affiliated
corporations to state regulation, you
just might as well give them the keys
and let them run the hospitals.”

Hospitals contend their business
ventures through corporate affiliates
can provide additional sources of reve-
nue. “Many hospitals are depending
on that return to cushion their bottom
line,” Czajkowski said.

“These financial ventures of hospi-
tals into non-hospital enterprises are
by no means always moneymakers
providing funds to hospitals,” coun-
tered Ms. Steele. “In many instances,
loans to affiliated companies have not
been repaid to hospitals — and some
have been written off as bad debts.”

At Kimball, the bad debts and
unpaid loans contributed -to the hos-
pital’s near-bankruptcy.

“One of the biggest problems we
had in 1987 and 1988 was the Kimball
Ambulatory Care Center,” Kimball
Vice President James Bowden told the
rate-setting commission in April 1990.
“There was a large outflow of support
— the hospital supporting KMACC —
and we just stopped the bleeding
there.”

In 1988, a write-off of $1,362,914
in bad loans to KMACC contributed to
the hospital's loss of $6,806,685,
according to Kimball's financial re-
ports. '

The hospital would have posted a
surplus for 1989 except for a write-off
of $795,707 in bad loans to KMACC.
As a result, Kimball reported a $580,-
876 loss instead of a $214,831 gain
for the year.

Overall, the hospital loaned $3,503,-
488 to KMACC, but none of the cash
was repaid. Instead, Kimball eventu-
ally assumed the assets of the facility,
valued at $1,345,047. But as part of
the deal, the. hospital also assumed
KMACC’s mortgage — a long-term
debt of $1,832,786.

Kimball President Sherber said the
losses stopped after the hospital took

‘control of KMACC in August 1989. As

part of an agreement to save KMACC,
the state Department of Health gave
the center approval to charge rates
identical to the hospital's rates for
services.

“It (KMACC) was taking a bath,”
Sherber said. ““The mistake was
accepting a rate which was signifi-
cantly lower than a hospital rate.”

With higher rates, KMACC's for-
tunes improved. Sherber said the fa-
cility has now reached the break-even
point. More importantly, the hospital’s
revenues are bolstered by the patients
KMACC refers to Kimball.

Other deals have crimped Kimball's
cash flow. While the hospital was
asking state officials for financial relief
last December, its books showed $2,-
306,775 in loans due from corporate
affiliates.

Of that total, $1,630,129 was owed
by Kimball Health Care Affiliates Inc.,
a for-profit firm. The hospital affiliate
— in a joint venture with physicians
— built the Kimball Professional Cen-
ter, an office building across the street
from the Lakewood hospital.

Unfortunately, occupants were
scarce when the building opened in
1987. According to Sherber, the plan-

_ners “‘made some serious mistakes

about the need for office space in the
area and the rental value.” The ven-
ture also was hurt by the slump in the
real estate market.

As repayment, Kimball is now leas-
ing space in the building, according to
hospital documents. Sherber said Kim-
ball expects to be reimbursed either in
cash or office space for the entire
amount of the loan.

At the end of 1990, $756,825 was
due the hospital from three other non-
profit corporate affiliates. Kimball
Health Care Corp., the hospital’s par-
ent company, owed $602,499. Kare
Med Inc., an agency that provides in-
home health care and private duty
nurses, owed $115,208. Kimball Medi-
cal Center Foundation, the hospital’s
fund-raising arm, owed $39,118.

Despite Kimball's past difficulties,
Sherber says he favors the involve-
ment of hospitals in non-hospital
health care ventures,

“You have to ask yourself the ques-
tion, ‘What are these businesses being
run for?” " Sherber said. “If they, in
fact, supplement and complement the
hospital operation, I don’t see a damn
thing wrong with it.”

“What’s happening here is that dol-
lars are still being spent on patient
care,” said Czajkowski, New Jersey
Hospital Association spokesman. “It’s
accountable, it's legal and dollars are
being spent on patient care.”

“It can’t continue to be a one-way
street where they (hospitals) make the
decisions and the ratepayers pay,”
said Ms. Steele, assistant deputy, state
public advocate. “The current system
where they decided where to spend
the money, and if they get in trouble
the ratepayers bail them out ~ that's
not acceptable. It can’t go on that
way.”’

“Whether hospitals are making bad
loans, good loans or whatever, there's
no way of knowing to what degree
that’s occurring,” said Liss, of the
Hospital Rate Setting Commission,
“We don’t have any legislative author-
ity to look at it.”
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8 N.J. hospitals’ code red:

. banks,

By MARK LAGERKVIST
PRESS STAFF WRITER

TWO-THIRDS of New Jersey hospi-
tals risked at least $200 million in
funds and assets last year on loans to
outside business ventures of their cor-
porate affiliates — separate com-
panies controlled by hospital owners.

The money for the loans to affiliates
typically comes from surpluses earned
by the non-profit hospitals for provid-
ing services to patients. Some loans to
affiliates are interest-free or unse-
cured by collateral, or both.

In addition, hospitals commonly use

"their assets to guarantee repayment of

debts their affiliates borrow through
revenue bonds and other
sources.

If its affiliates default on loans, the
hospital itself may be jeopardized.
Rate-payers — patients and insurance
companies — may ultimately pay

! $16 million in bad loans

B Eight hospitals in Monmouth,
Ocean counties have $31 million
in loans out. Story, A12

higher rates from a state bailout. Yet
New Jersey authorities rarely review
the deals between hospitals and affili-
ates.

The Asbury Park Press examined
the 1990 financial statements sub-
mitted by 83 acute care hospitals to
the state Department of Health. The
study found:

B Affiliates owed 51 hospitals
nearly $84 million in loans, advances
and other debts at year’s end. Only 14
hospitals reported that affiliates were
charged interest. Three hospitals said
loans were secured by collateral.

Please see Loans, page A11
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B Some deals turned sour. Nine
hospitals were forced to write off
losses of roughly $16 million from bad
loans and investments with affiliates
during 1988 through 1990.

"#® An additional $103 million in*
debis of affiliates were guaranteed by
the’assets of 15 hospitals at the close
of 1990. While hospitals declared no
logses from guarantees last year, they
reported no financial gains from the
amam.

l Overall, at least 55 of New umn-
sey’s 85 acute-care hospitals had ei-

ther outstanding loans or loan guar- -

antees to affiliates at the close of last
year. Two hospitals have yet to file re-
“ports for 1990.

The loans went to a wide variety of
for-profit and non-profit activities by
affiliates — including fitness clubs,
office buildings, medical clinics, nurs-
ing homes, parking garages, child care
centers, charitable foundations and
expenses of hospital parent companies.

‘However, most hospitals did not dis-
close the specific purposes of the loans
in .n.,m:. financial statements.

-State officials said they were not
aware of the extent of loans or guar-
antees hospitals made for affiliates.

*The magnitude of the loans is
really surprising to me,” said Lila
Steele, assistant deputy to the New
Jersey Public Advocate. “We sus-
pected this was a problem around the
state, but I'm surprised at the magni-
tude of what you found.”

“Whether  hospitals are out there
miking bad loans, good loans or what-
evér, there’s no way of knowing to
what degree that’s occurring,” said
Geoffrey D. Liss, executive secretary
of %m state Hospital Rate Setting
Cotimission. “We've never been
mvu:mma of any concern that there’s
an'- extensive amount of money
(involved).”

>,a8n&=m to the New Jersey Hos-
pital Association, the amounts of loans
ang bad debts are not significant.

a;omm are small numbers — in
ﬁm::m of a $7 billion industry generat-
E&wcsm legitimate side activities that
may eventually bring money back to
the acute care facility,” said Ron
Czajkowski, spokesman for the hospi-
tal association.

Czajkowski said the loans make it
possible for hospital owners to provide
new health-care services outside the
walls of the hospital — and beyond the
control of state regulators. He said the
venfures can provide hospitals with
additional sources of revenue.

“Many hospitals are depending on
that return to cushion their bottom
line;” said Czajkowski,

Instead, some deals have threatened
the financial health of hospitals.

Bad loans to affiliates totaling $5.7

million caused most of a $7.9 million -

loss last year at Muhlenberg Regional
Medical Center in Plainfield.

“During 1990, the medical center
determined that the recoverability of
certain advances made to two affiliates
was not assured,” stated the rOmEE__m
financial report.

Muhlenberg’s affiliates still os.&
the Union County hospital an addi-
tional $4.9 million — not including a
$700,000 bank loan guarantee — at
the end of last year.

Two Ocean County hospitals —
Community Medical Center in Toms
River and Kimball Medical Center in
Lakewood — also were recently hurt
by bad loans to affiliates.

Last December, Community agreed
to forgive $700,000 of a $1.04 million
loan to CSMC-Urgicenter Inc., a for-
profit affiliate that runs a medical
clinic in Manchester Township.

Community also accepted 20 per-
cent ownership of the clinic in
exchange for $200,000 of the debt.
The remaining $140,000 is to be re-
paid by CSMC without interest over a
five-year period.

Kimball's uncollectable loans to its
Kimball-Mapchester Ambulatory Care
Center totaled more than $2.1 million
for 1988 and 1989. The losses con-
tributed to $7.4 million in deficits by
the hospital for those two years.

The deficits prompted Kimball pres-
ident Joseph Sherber to declare the
hospital was “on the brink of bank-
ruptcy.”

“I will tell you that with that $7 mil-
lion loss, we are trying to pay off clam-
bering vendors who are like barbarians
at the gate and almost over the wall,”
Sherber told state officials last Decem-
ber.

That crisis has passed, but four
other Kimball affiliates still owe the
hospital nearly $2.4 million. Despite
Kimball’s past losses, Sherber defends
the practice of using hospital funds to
support health-care ventures outside
the hospital.

“You have to ask yourself the ques-
tion, ‘What are these businesses being
run for? " said Sherber. “If they, in
fact, supplement and complement the
hospital operation, I don’t see a damn
thingswrong with it.”

The other hospitals that reported
affiliate-related losses in 1989 and
1990 are: Somerset Medical Center,
Somerville, $2.8 million; Robert Wood
Johnson University Hospital, New
Brunswick, $1.8 million; Irvington
General Hospital, $1.1 million; St.
Francis Medical Center, 5.88: $1
million; Hospital Center at Orange,
$300,000; ‘and Helene Fuld Medical
Center, Trenton, $300,000.

“Even if rate-payers are not asked
to make that up, there still is an effect
because the money is no longer avail-
able for improvements and things that
need to be done within the hospital,”
said Ms. Steele of the public advo-
cate’s office.

The money that goes to affiliates

could also be used by hospitals to re-
duce fees for patient care, according
to Ms. Steele.

Community Medical Center re-
ported more interest-free loans to re-
lated corporations than any other gm-
pital in New Jersew

The Toms River hospital disclosed
its affiliates owed it more than $2.9
million in non-interest bearing
advances as of Dec. 31, 1990. The bal-
ance does not include the $700,000 in
loans the hospital forgave its CSMC-
Urgicenter affiliate last year.

In its annual financial report to the
state, Community did not indicate the
purpose of the outstanding loans,
which of the hospital’s 10 affiliates re-
ceived the funds, or whether the debts
were secured by collateral.

“Ask any other business person if
they'd give a loan without interest,”
said Ms. Steele. “You and I know bet-
ter than to loan money out with no se-
curity and no interest — unless it's
your mother.”

By far, the leader in all loans to cor-
porate affiliates is John F. Kennedy
Medical Center in Edison Township.

The hospital had nearly $16 million
in debts due from its parent company,
JFK Health Systems Inc., at the end of
last year. The medical center has
guaranteed an additional $18.5 million
in loans, mortgages and revenue bonds
on behalf of several affiliates.

The Middlesex County hospital did
not post any losses from those ven-
tures. But it did not report whether or
not any interest, earnings or other
revenue were gained from them.

Most hospitals were similarly vague
in their disclosures of loans to cor-
porate affiliates.

Nearly 95 percent — 48 of the 51
hospitals owed money by affiliates —
did not disclose whether or not the
loans were secured by collateral. Only
two hospitals stated the loans were se-
cured. One hospital listed two debts
that were backed by collateral and one
that was not.

A majority — 32 hospitals — did
not report whether the affiliates were
charged interest. Twelve hospitals
charged interest; five hospitals
charged no interest. Two hospitals
assessed interest on some affiliate
loans, but not others.

Complete information on loans to
hospital affiliates has not been system-
atically gathered nor analyzed by ei-
ther the state Department of Health
nor the Hospital Rate Setting Com-
mission — the two agencies that regu-
late New Jersey’s non-profit hospitals.

“To my knowledge, they have not
been collecting it in an organized
way,” said Ms. Steele.

However, hospitals may soon be re-
quired to provide more details on loans
to corporate affiliates. Ms. Steele said
the rate commission staff has prom-
ised to request that information as
part of the routine disclosures re-
quired when hospital rates are set
each year.
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‘Hospital facing money squeeze

® Community Medical Cen-
ter seeks higher fees for
services so it can refinance
long-term debt and save $8
million in interest payments.

By MARK LAGERKVIST
PRESS STAFF WRITER

COMMUNITY MEDICAL Center is
in danger of default next year on $38
million in revenue bonds — a predica-
ment partially caused by the hospital’s
loans to its corporate affiliates for non-
hospital ventures.

The Toms River hospital is not

insolvent nor delinquent in payments
to bondholders. But it is caught in a
complex financial squeeze that could
be costly to patients and their insur-
ance companies.

A default would cost ratepayers $8
million in interest expense, according
to the hospital’s financial projections.

Repayment of $2.4 million in inter-

est-free loans owed by the affiliates is
not expected in the near future. As a
result, Community estimates it will fall
just short of a key asset requirement
that secures the revenue bonds.

The shortfall would cause default
and prevent the hospital from refi-
nancing $38 million of its long-term
debt at a lower interest rate.

To avoid default, Community is
asking the state Hospital Rate Setting
Commission to approve an immediate
increase in its fees for services. The
measure would increase in-patient
charges by 11 percent, hospital offi-
cials said.

Please see Hospital, page A16
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when the crossover is to occur — or
the deal’s off,” said Karen Baker-
Mosner, the :Ean_zm authority’s E.o.
ject manager. ®

The ratio will be only 1.17 to 1 on

“It looks like they (Community)
gave to related organizations, and now
they're saying they don’t have the
cash,” state health official Ronald
Hibbs told the commission last month.

“There’s no regulation saying we
omi do these logps (to affiliates) as
we've done them,” replied John A.
Forsman, the hospital’s chief financial
officer. “Maybe there should be some
stipulation about that sometime in the
future ... but the reality is we've
done nothing wrong.”

The rate commission deadlocked
last month on Community’s request to
increase its cash flow through higher

- fees. The issue is likely to be reconsid-
ered in August, according to the com-
mission staff,

“If we don't get the cash flow relief,
we would be at substantial risk that we
could be in default,” Forsman said.

"No New Jersey hospital has ever de-
faultedg on revenue bonds issued
through the state, \mnoo&mmm to the
Health Care Facilities Financing Au-
thority. Such a failure would affect
more than just the hospital.

“The ratepayers would be the big
losers,” said Stephen M. Fillebrown,
the authority’s director of research
and development. In addition, a default
could raise doubts about all state-
issued bonds.

The Community Medical Center
“Series C” revenue bonds were issued
in 1988. It was an intricate refinancing
plan intended to cut the interest
expense of the ro%:m_,m existing long-
term debt.

Through the sale of the Series C
bonds, the hospital borrowed $38 mil-
lion at 7% percent annual interest.
The money is currently earning inter-
est in an escrow account.

On July 1, 1992 —gknown as the
“crossover” date — Community is
scheduled to use the funds to pay off
Series B, a previous bond issue that
costs the hospital 11 pegcent a year in
interest.

The difference in interest rates
would save Community and its rate-
payers $8 million, according to hos-
pital officials. Currently, thg bonds
have identical ratings of A by Moody’s
and A-minus by Standard & Poor’s.

However, there is a catch. The
crossover cannot occur unless the hos-
pital meets all of the conditions in the
bond covenants, One requirement is
for Community to have a current
asset-toliability ratio of at least 1.20
to 1.

“The covenants have to be met

the crossover date, according to hos-
pital projections. Community will have
an estimated $34.7 million in current
assets and $29.7 million in current lia-
bilities on July 1, 1992.

The estimated ratio -would &m<m
been an acceptable 1.25 to 1 if the
hospital had not advanced $2.4 million
to its affiliates in “non-current” loans
— debts not expected to be Bcwa
within a year,

“The fact of the matter is, the _omzm
are there, so I can’t put them back in
the equation ... so it's irrelevant to
the issue,” Community’s Forsman told
the rate commission,
~ If Community fails to comply with
the bond covenants next July, the
money in the escrow fund would be re-
turned to the purchasers of the Series

- C bonds. And the hospital would con-

tinue to pay 11 percent interest an
Series B bonds until the year 2014. *

To avoid default, Community is de-
pending on the rate commission to
grant its request for $14 million in
cash flow relief. That’s how much the
non-profit institution claims it will be
underpaid during 1991 at the Emwoa
rates.

If the relief is granted, the _5%_5_
predicts it would have a current asset
ratio of 1.64 to 1 on the crossover
date.

“We're only talking about giving sﬁ
hospital the cash it's entitled to;”
Forsman said. “We're :on _oofum for
one extra dime of revenue.’

Under the state’s complex hospital
reimbursement system, Community
would eventually receive its approved
total revenue for this year. Any short-
ages or excess in collections would be
later reconciled. The hospital claims it
needs the money now to avoid a de-
fault.

However, the Department of Health
generally opposes mid-year rate in-
creases by hospitals.

“Some hospitals that project they
are undercollecting end up overcollect-
ing,” said Kathleen Brennan, acting di-
rector of hospital reimbursement.

“A principle that the department is
trying very hard to uphold is that hos-
pitals — like insurance companies —-
set their rates once a year,” Ms.
Brennan said. “Insurance companies
can’t change their premiums every
month.”

While some aspects of hospital fi-
nances are tightly regulated, state au-
thorities have not limited the nan-
profit institutions from using their
funds and assets to support unregu-
lated corporate affiliates.

Two-thirds of New Jersey's hos-
pitals risked at least $200 million last
year on loans and guarantees on behalf
of their affiliates, according to an
Asbury Park Press study published
earlier this month,

Nine hospitals lost roughly $16 mil-
lion in bad loans to affiliates during
1988 through 1990, One of the losers
was Community Medical Center,
which last year wrote off a $700,000
uncollectable loan to a for-profit sub-
sidiary of its parent company.

At the end of 1990, Community was
owed another $2.9 million by its cotr-
porate affiliates, according to the hos-
pital’s annual financial statement.

About $900,000 was classified as
current loans, debts that could be re-
paid within a year. The remaining $2
million was categorized as non-current
loans.

Community’s more recent disclo-
sures to state authorities involved only
non-current loans. In April, three affili-
ates owed the hospital $2.2 million.
The money went to a nursing home, a
psychiatric hospital and an early child-
hood center,

The hospital projects the non-cur-
rent loans to those affiliates will grow
to $2.4 million by the end of June
1992,

“We're addressing the complete
health care needs of the area,” Vice
President Forsman told the rate com-
mission. “You have to put up a few
million dollars to get it done . . . that’s
a cheap way of doing it.”

But if those ventures fail — or if
hospitals default on their debts — the
burden is likely to fall on patients and
their insurance companies.

“It's really been the ratepayers who
have been at-risk if it turns out to be a
bad decision or judgment,” said Lila
Steele, assistant deputy to the state
public advocate.

“If you're going to let the hospitals
have the ability to spend the money
where they wish, there has to be some
method of holding them accountable,”
Ms. Steele said. ‘

A16  Asbury Park Press Sunday, July 21, 1991
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Self-referral practice
by doctors gets limits

tient procedures. By increasing refer-
rals, the doctors can gain income.
Critics claim self-referral is an une-
thical practice that results in excessive
costs and unnecessary care. A 1989
federal study found that physicians
with financial interests in medical labo-

8@ Federal and state limits

- are to take effect next
“week, but will not eliminate
. the practice for decades.

. By MARK LAGERKVIST

- PRESS STAFF WRITER

THE PRACTICE of physician “self-
referral” will get a double dose of re-
form next week when new federal
rules and a state statute take effect.

The measures will limit doctors in
referring patients to medical services
where those physicians are an owner
or investor. But in many situations,
self-referrals will remain legal.

Thousands of physicians have finan-
cial interests in businesses where they
send patients for tests, X-rays, magne-
tic resonance imaging and other outpa-

ratories prescribed 45 percent more
services than other doctors.

Effective Monday, physicians may
risk prosecution if they refer Medicare
or Medicaid patients to businesses
where they have financial interests,
according to a regulation issued by the
Department of Health and Human
Services.

However, the rules exempt health
care businesses where referring doc-
tors and hospitals have an ownership
interest of 40 percent or less — and
40 percent or less of the revenues are
from patients referred by investors.

In addition, the restrictions apply
only to self-referrals for services that
are billed to the Medicare or Medicaid
programs. It does not cover services

Please see Doctors, page AS
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Doctors

From page Al

paid by a patient or private insurance
company.

The reforms may hit home espe-
cially hard at Community Medical Cen-
ter in Toms River. One-fourth of the
medical staff — 83 physicians — and
corporate affiliates of the hospital are
partners in five joint ventures that en-
gage in self-referrals.

Earlier this year, hospital officials
said Whiting X-ray, one of the joint
ventures, received more than 50 per-
cent of its business in referrals from
physician-investors. If true, it would
run afoul of the new regulation.

“Until we have @ chance to review
the rules in full, I can't give you a con-
clusion on that,” said Community vice
president David A. Mebane. “We
intend to comply with the rules,”

The purpose of the regulation is to
clarify the existing federal anti-kick-
back law. Violators may be prosecuted
under the law, which carries penalties
of up to five years in prison and a
$25,000 fine.

“We know that the overwhelming
number of health care providers want
to operate legally, and will restructure
their arrangements in compliance with
these rules,” said HHS Secretary
Louis W. Sullivan.

New Jersey’s attempt at reform will
take effect Wednesday — but decades
will pass before the statute eliminates
physician self-referral.

While the law prohibits the practice,
it also contains a grandfather clause
that exempts all doctors who currently
refer patients to services where they
have financial interests.

“In the long term, medical costs to
our residents will decrease because of
the ban,” said Sen. Richard ]. Codey,

. D-Essex, the law’s co-sponsor. “In the
short term, there’s not much effect
because of the grandfather.”

“The Legislature 'is saying nobody
else can do this (self-referral) because
it's unethical, but these doctors can do
it because they're already doing it,”
said Bonnie Teschendorf, director of
the state association of physical thera-
pists. “We're talking about 25 to 30
years before we will be rid of this
problem in New Jersey.”

Statewide, about 550 physicians
refer patients to physical therapy
practices they own, Ms.. Teschendorf
said. That number does not include the
various types of other medical ven-
tures where self-referral is a common
practice. .

New Jersey physicians who continue
to self-refer under the grandfather
clause will be required to inform pa-
tients of financial interests exceeding
either $5,000 or 5 percent ownership,
Violations of the disclosure or self-re-
ferral sections of the law are punisha-
ble by fines of up to $2,500.

Neither federal nor state agencies
have an accurate count of how many
medical enterprises are owned by ref-
erring physicians. Two years ago, a
federal study estimated one in eight
doctors referred patients to laborato-
ries where the physicians were own-

ers or investors.

A5
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B For-profit deals between
doctors and non-profit hos-
pitals raise questlions.

By MARK LAGERKVIST
PRESS STAFF WRITER

FOR-PROFIT DEALS between phy-
sicians and non-profit hospitals have
prompted the Internal Revenue Serv-
ice to intervene.

The IRS is targeting ‘“‘self-referral”
ventures between hospitals and doc-
tors. Those arrangements enable a
physician to profit by referring pa-
tients to certain medical services in
which the doctor has an investment in-
terest.

Ultimately, what’s at stake is the
tax-exempt status of hundreds of hos-
pitals — including Community Medical
Center, Toms River, and Riverview
Medical Center, Red Bank — that
have joint ventures with their medical
staffs. The federal tax code does not
permit private individuals to share in
the revenues of a non-profit corpora-
tion.

“For New Jersey hospitals, tax-
exempt status is sacred,” said Ron
Czajkowski, spokesman for the state
hospital association.

Without exemption as a charitable
institution, a hospital would be re-
quired to pay corporate income taxes
and municipal property taxes. Tax-
exempt bonds could not be sold to

“raise money for capital improvements.

And contributions to the hospital
would not be tax deductible.

IRS attorneys are urging the agency
to revoke the exemptions of three uni-
dentified hospitals dt which physicians

Please see Ventures, page A8
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Ties that bind

One hospital in Monmouth County and another in Ocean
have a total of six “self-referral’” business ventures involving
102 physicians, according to an Asbury Park Press survey
earlier this year. Those for-profit health care businesses are:

M The cardiac rehabilitation unit at Riverview Medical Center,
Red Bank. Owned by 19 physicians, the hospital and a Texas
corporation. ,

® Uro-Care — a urology clinic at 67 Route 37, Toms River.
Owned by seven urologists and the non-profit parent compa-
- ny of Community Medical Center, Toms River. Nearly all of
Uro-Care’s business comes from referrals by physician-own-
ers.

® Center State Renal Dialysis Center — Lakehurst Road and
Route 37, Dover Township. Owned by six nephrologists and
Community’s parent company. Almost all business is from
referrals by physician-owners.

M Toms River Infusion Service — a Cherry Hill Township
enterprise that rents equipment and sells supplies to kidney
patients. Owned by the same six nephrologists, a Pennsylva-
nia medical supply firm and Community’s parent company.
Most patients referred by physician-owners or hospital.

@ Whiting X-Ray, 65-G Lacey Road, Manchester Township.
Owned by 35 physicians and Community’s parent company.
More than half of its patients referred by physician-owners.

W Toms River Imaging Associates Limited Partnership leases
magnetic resonance imaging (MRI) and other equipment to a
radiology practice at 21 Stockton Drive, Dover Township. The
lease fees are solely based on the number of tests performed
on patients. Owned by 35 physicians, Community’s parent
company and a California management company.

Asbury Park Press graphic

Ventures

From page Al

_ profit by referral of patients to serv-

A

ices jointly owned by those doctors
and hospitals. Some of the arguments

“encompass business practices that ex-

ist at many other non-profit hospitals.

“One might wonder whether there
is any real harm in giving physicians a
financial incentive to refer or admit
patients . . . or why the Internal Reve-
nue Service should care,” wrote an
IRS associate chief counsel in a
38-page opinion.

“Physicians may be tempted to
refer patients for unnecessary serv-
ices or for necessary services provided
in an unnecessarily costly setting. . . .
The patient’s right to freedom of

_choice is compromised by the physi-

‘cian’s incentive to steer the patient.

... Where physicians receive hidden
or disguised payments for referrals,
honest competition among heaith care
providers based on quality or price is
undercut.

“These potential harmful effects are
fundamentally inconsistent with the
community-benefit standard on which
a hospital’s exemption is based,” con-
cluded the IRS attorney.

The IRS memo is being studied by
hospital executives and their tax ex-
perts.

“Hospitals will be scrutinizing both
their existing joint ventures with phy-
sicians as well as any future arrange-
ments much more closely,” said Rob
Holmes, chief counsel to the New Jer-
sey Hospital Association.

“We take our tax-exempt status
very seriously,” said David A. Me-
bane, vice president of Community
Medical Center. “We do not believe
the IRS ruling is going to create a
problem for us, but it will be closely
reviewed. . . . If we need to act, we’ll
act.”

Through its corporate affiliates, the
Toms River hospital is engaged in five
for-profit ventures with 83 physicians.

They include a urology clinic, a ra-
diology office, a renal dialysis center, a
supply firm that caters to kidney pa-
tients and an enterprise that owns
equipment at an imaging center.

The physician-investors are in posi-
tion to profit by referring patients to
those services. Yet hospital officials do
not “believe any of our joint ventures
constitutes private inurement by the
medical center to our physicians,” Me-
bane said.

Some of Community’s for-profit
ventures have received financing
backed by the hospital’s tax-exempt

assets, according to financial disclo-
sures.

Riverview Medical Center has one
joint venture — a for-profit cardiac re-
habilitation unit located in the Red
Bank hospital. The enterprise is jointly
owned by Riverview, 19 physicians
who are cardiologists or internists, and
a management firm based in Texas.

Hospital spokesman Peter Lyden 111

said Riverview officials had not re--

viewed the IRS memo and were not
able to comment.

“Without seeing it, we couldn't say
whether it applies to anything here,”
Lyden said.

Both hospitals are secretive about
their joint ventures with physicians.

“We have a policy at the medical
center of not commenting on specific
issues relating to physiciare ownership
in ventures,” said Mebane of Commu-
nity. “Ownership and referral patterns
are not publicly discussed. And we
don’t think it's appropriate to publicly
discuss them.”

Because the deals are often kept
private, no one knows how many of
New Jersey's 115 non-profit acute-
care and specialty hospitals have joint
ventures. Two of the nine acute-care
hospitals in Monmouth and Ocean
counties are involved in for-profit ven-
tures with referring physicians,
according to an Asbury Park Press
survey conducted earlier this vear.

Hospital industry observers say joint
ventures are common.

“I would expect that almost all New
Jersey hospitals have some joint ven-
ture arrangements with physicians on
their medical staff,” said Rob Holmes,
of the hospital association. “I would
also expect — given the diversity of
hospitals in New Jersey — that those
relationships with physicians are ex-

tremely diverse.” *

According to Holmes, many joint:
ventures benefit patients by providing*
additional health-care services to the:
area served by the hospital. The ar--
rangements may also help the hospital |
increase its’ corporate revenues and
retain the loyalty of its medical staff.

However, those factors may not be’,

enough to protect a non-profit hospit-
al’s tax-exempt status. >

“The presence of a single non-char-
itable purpose, if substantial in nature, |
will destroy exemption regardless of
the number or importance of charita-
ble purposes,” states the IRS opinion.

The memo is not legally binding, but
it does set the stage for a federal
crackdown on hospitals that may be
abusing tax-exempt status.

“I think it’s significant,” said ‘
Holmes. “It does give us an idea of the
closer scrutiny which the IRS will be
placing (on non-profit hospitals) in the
future.” .



	Scripps-Howard award
	Profits vs Patients-Asbury Park Press
	P v P - IRE Journal

