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Routine Care,
Unforgettable Bills

WHEN SEAN RECCHI, A 42-YEAR-OLD FROM LANCASTER,
Ohio, was told last March that he had non-Hodgkin’s lym-
phoma, his wife Stephanie knew she had to get him to MD
Anderson Cancer Center in Houston. Stephanie's father had
been treated there 10 years earlier, and she and her family
credited the doctors and nurses at MD Anderson with ex-
tending his life by at least eight years.

Because Stephanie and her husband had recently started
their own small technology business, they were unable to buy
comprehensive health insurance. For $469 a month, or about
20% of theirincome, they had been able to getonlyapolicy that
covered just $2,000 per day of any hospital costs. “We don't take
thatkind of discount insurance,” said the woman at MD Ander-
son when Stephanie called to make an appointment for Sean.

Stephanie was then told by a billing clerk that the esti-
mated cost of Sean’s visit—just to be examined for six days
soatreatment plan could be devised—would be 48,900, due
in advance. Stephanie got her mother to write her a check.
“You do anything you can in a situation like that,” she says.
The Recchis flew to Houston, leaving Stephanie’s motherto
care for their two teenage children.

About a week later, Stephanie had to ask her mother for
$35,000 more 5o Sean could begin the treatment the doctors
had decided was urgent. His condition had worsened rapidly
since he had arrived in Houston. He was “sweating and shak-
ing with chillsand pains;” Stephanie recalls.“He had alarge
mass in his chest that was... growing, He was panicked.”

Nonetheless, Sean was held for about go minutesin a re-
ception area, she says, because the hospital could not confirm
thatthe check had cleared. Sean was allowed to see the doctor
only after he advanced MD Anderson §7,500 from his credit
card. The hospital saysthere was nothing unusual about how
Sean was kept waiting. According to MD Anderson com-
munications manager Julie Penne, “Asking for advance pay-
ment for services is a common, if unfortunate, situation that
confronts hospitals all over the United States.”

The total cost, in advance, for Sean to get his treatment
plan and initial doses of chemotherapy was $83,900.

Why?

The first of the 344 lines printed out across eight pages
of his hospital bill—filled with indecipherable numerical
codes and acronyms—seemed innocuous. But it set the
tone for all that followed. It read, “I ACETAMINOPHE TABS
325 MG.” The charge was only $1.50, but it was for a generic
version of a Tylenol pill. You can buy roo of them on Ama-

zon for $1.49 even without a hospital’s purchasing power.

Dozens of midpriced items were embedded with similar-
ly aggressive markups, like $283.00 fora “cHEST, PA AND LAT
71020, " That's a simple chest X-ray, for which MD Anderson
isroutinely paid $20.44 when it treats a patient on Medicare,
the government health care program for the elderly.

Every time a nurse drew blood, a “ROUTINE VENIPUNC-
TURE" charge of $36.00 appeared, accompanied by charges of
$23 to $78 for each of a dozen or more lab analyses performed
on the blood sample. In all, the charges for blood and other
lab tests done on Recchi amounted to more than $15,000. Had
Recchi been old enough for Medicare, MD Anderson would
havebeen paidafewhundred dollars for all those tests. By law,
Medicare’s payments approximate a hospital’s cost of provid-
inga service, including overhead, equipment and salaries.

On the second page of the bill, the markups got bold-
er. Recchi was charged $13,702 for “I RITUXIMAB INJ 660
Mc."” That’s an injection of 660 mg of a cancer wonder drug
called Rituxan. The average price paid by all hospitals for
this dose is about $4,000, but MD Anderson probably gets a
volume discount that would make its cost $3,000 to $3,500.
That means the nonprofit cancer center’s paid-in-advance
markup on Recchi’s lifesaving shot would be about 400%.

WhenI asked MD Anderson to comment on the charges
on Recchi’s bill, the cancer center released a written state-
ment that said in part, “The issues related to health care
finance are complex for patients, health care providers, pay-
ersand government entitiesalike...MD Anderson’sclinical
billing and collection practices are similar to those of other
major hospitals and academic medical centers.”

The hospital's hard-nosed approach pays off. Although it
is officially a nonprofit unit of the University of Texas, MD
Anderson has revenue that exceeds the cost of the world-
class care it provides by so much that its operating profit
for the fiscal year 2010, the most recent annual report it
filed with the U.S. Department of Health and Human Ser-
vices, was $531 million. That’s a profit margin of 26% on
revenue of $2.05 billion, an astounding result for such a
service-intensive enterprise.t

THE PRESIDENT OF MD ANDERSON IS PAID LIKE SOMEONE
running a prosperous business. Ronald DePinho's total
compensation last year was $1,845,000. That does not count
outside earnings derived from a much publicized waiver he

i [tere and elsewhere 1 define operating profit as the hmpllal % ex:ﬁs af tevenue over
upcn.m plus the amount it lists on its tax return for deg n of assets
Fm:la!lun iy an accounting expense, not a cash expense, John Gunn chief operating
cerof Memarial Sloan Kettering Cancer Center, calls thisthe ™ Fiimlw:y of judging
a hospital's financial performance
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Sean Recchi

Diagnosed with non-Hodgkin's
lymphoma at age 42. Total

cost, in advance, for Sean's
treatment plan and initial doses
of chemotherapy: $83,900.
Charges for blood and lab tests
amounted to more than $15,000;
with Medicare, they would have
cost a few hundred dollars
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| The Mess We're In

received from the university that, according to the Houston
Chronicle,allows him to maintain unspecified “financial ties
with his three principal pharmaceutical companies.”

DePinho's salary isnearly triple the $674,350 paid to Wil-
liam Powers r,, the president of theentire University of Texas
system, of which MD Anderson isa part. This pay structureis
emblematic of American medical economics and is reflected
oncampusesacross the U.S., where the president of a hospital
or hospital system associated with auniversity—whetherit’s
Texas, Stanford, Duke or Yale—isinvariably paid much more
than the person in charge of the university.

Igot the idea forthisarticle when I was visiting Rice Uni-
versity last year. As I was leaving the campus, which is just
outside the central business district of Houston, I noticed a
group of glass skyscrapers about amile away lighting up the
evening sky. The scene looked like Dubai. I was looking at
the Texas Medical Center, a nearly 1,300-acre, 280-building
complex of hospitals and related medical facilities, of which
MD Anderson is the lead brand name. Medicine had obvi-
ously become a huge business. In fact, of Houston's top 10
employers, five are hospitals, including MD Anderson with
19,000 employees; three, led by ExxonMobil with 14,000
employees, are energy companies. How did that happen, I
wondered. Where'sall that money coming from? And where
isitgoing? Thave spent the past seven months trying to find
out by analyzing a variety of bills from hospitals like MD
Anderson, doctors, drug companies and every other player
in the American health care ecosystem,

WHEN YOU LOOK BEHIND THE BILLS THAT SEAN RECCHI AND
other patients receive, you see nothing rational-—no rhyme
or reason—about the costs they faced in a marketplace they
enter through no choice of their own. The only constant is
the sticker shock for the patients who are asked to pay.

Yet those who work in the health care industry and those
who argue over health care policy seem inured to the shock.
When we debate health care policy, we seem to jump right
to the issue of who should pay the bills, blowing past what
should be the first question: Why exactly are the billsso high?

What are the reasons, good or bad, that cancer means a
half-million- or million-dollar tab? Why should a trip to the
emergency room for chest pains that turn out to be indiges-
tion bring a bill that can exceed the cost of a semester of col-
lege? What makes a single dose of even'the most wonderful
wonder drug cost thousands of dollars? Why does simple lab
work done during a few days in a hospital cost more than a
car? And what is so different about the medical ecosystem that
causes technology advances todrive bills up instead of down?

Recchi's bill and six others examined line by line for this
article offer a closeup window into what happens when
powerless buyers—whether they are people like Recchi or
big health-insurance companies—meet sellers in what is
the ultimate seller’s market.

The result is a uniquely American gold rush for those who
provide everything from wonder drugs to canes to high-tech
implants to CT scans to hospital bill-coding and collection
services. In hundreds of small and midsize cities across the
country—from Stamford, Conn., to Marlton, N.J, toOklahoma
City—the American health care market has transformed tax-
exempt “nonprofit” hospitals into the towns' most profitable

seven lobbyists working for various parts of the health care industry

For every member of Congress, there are more than

businesses and largest employers, often presided over by the
regions’ most richly compensated executives. Andin ourlarg.
est cities, the system offers lavish paychecks even to midlevel
hospital managers, like the 14 administrators at New York
City’s Memorial Sloan-Kettering Cancer Center who are paid
over $500,000a year, including six who make over $1 million.

Taken as a whole, these powerful institutions and the
bills they churn out dominate the nation’seconomy and put
demands on taxpayers to a degree unequaled anywhere else
on earth. In the U.S,, people spend almost 20% of the gross
domestic product on health care, compared with about half
that in most developed countries. Yet in every measurable
way, the results our health care system produces are no bet-
ter and often worse than the outcomes in those countries.

According to one of a series of exhaustive studies done
by the McKinsey & Co. consulting firm, we spend more on
health carethan the next 10 biggest spenders combined: Japan,
Germany, France, China, the UK., Italy, Canada, Brazil, Spain
and Australia. We may be shocked at the §60 billion price tag
for cleaning up after Hurricane Sandy. We spent almost that
much last week on health care. We spend more every year on
artificial knees and hips than what Hollywood collects at the
box office. We spend two or three times that much on durable
medical devices like canes and wheelchairs, in part because a
heavily lobbied Congress forces Medicare to pay 25% to 75%
more for this equipment than it would cost at Walmart.

The Bureau of Labor Statistics projects that 10 of the 20
occupations that will grow the fastest in the U.S. by 2020
arerelated to health care. America’s largest city may be com-
monly thought of as the world’s financial-services capital,
but of New York's 18 largest private employers, eight are
hospitals and four are banks. Employing all those people
in the cause of curing the sick is, of course, not anything
to be ashamed of. But the drag on our overall economy that
comes with taxpayers, employers and consumers spending
so much more than is spent in any other country for the
same product is unsustainable. Health care is eating away
atour economy and our treasury.

The health care industry seems to have the will and the
meanstokeepit that way. According to the Center for Respon-
sive Politics, the pharmaceutical and health-care-product
industries, combined with organizations representing doc-
tors, hospitals, nursing homes, health services and HMOs,
have spent $5.36 billion since 1998 on lobbying in Washing-
ton. That dwarfs the $1.53 billion spent by the defense and
aerospace industries and the $1.3 billion spent by oil and gas
interests over the same period. That’s right: the health-care-
industrial complex spends more than three times what the
military-industrial complex spends in Washington.

WHEN YOU CRUNCH DATA COMPILED BY MCKINSEY AND OTHER
researchers, the big picture looks like this: We're likely to
spend $2.8 trillion this year on health care. That $2.8 trillion
islikely tobe $750billion, or 27%, more than we would spend
if we spent the same per capita as other developed countries,
even after adjusting for the relatively high per capita income
in the US. vs, those other countries. Of the total $2.8 trillion
that will be spent on health care, about $8o0 billion will
be paid by the federal government through the Medicare
insurance program for the disabled and those 65 and older
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boxes of sterile gauze pads,
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bill following a patient’s
diagnosis of lung cancer
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and the Medicaid program, which provides care for the poor.
That $800 billion, which keeps rising far faster than inflation
and the gross domestic product, is what's driving the federal
deficit. The other $2 trillion will be paid mostly by private
health-insurance companies and individuals who have no
insurance orwho will pay some portion of the bills covered by
their insurance. This is what’s increasingly burdening busi-
nesses that pay for their employees’ health insurance and
forcingindividualsto pay somuch in out-of pocket expenses.

Breaking these trillions down into real bills going to real
patients cutsthrough the ideological debate over health care
policy. By dissecting the bills that people like Sean Recchi
face, we can see exactly how and why we are overspending,
where the money is going and how to get it back. We just
have to follow the money.

The $21,000
Heartburn Bill

ONE NIGHT LAST SUMMER AT HER HOME NEAR STAMFORD,

Conn., a 64-year-old former sales clerk whom I'll call Janice
S. felt chest pains. She was taken four miles by ambulance
to the emergency room at Stamford Hospital, officially a
nonprofit institution. After about three hours of tests and
some brief encounters with a doctor, she was told she had
indigestion and sent home. That was the good news.

The bad news was the bill: $995 for the ambulance ride,
%3,000 for the doctors and $17,000 for the hospital—in sum,
$21,000 for a false alarm,

Out of work for a year, Janice S. had no insurance, Among
the hospital's charges were three “TRoPoNIN 1” tests for
$199.50 each, According to a National Institutes of Health
website, a troponin test “measures the levels of certain pro-
teins in the blood” whose release from the heart is a strong
indicator of a heart attack. Some labs like to have the test
done at intervals, so the fact that Janice S. got three of them
is not necessarily an issue. The price is the problem.

Stamford Hospital spokesman Scott Orstad told me that
the $199.50figure for the troponin test was takenfrom whathe
called the hospital's chargemaster. The chargemaster, Ilearned,
isevery hospital'sinternal price list. Decades ago it wasa docu-
ment the size of a phone book; now it's a massive computerfile,
thousands of items long, maintained by every hospital.

Stamford Hospital's chargemaster assigns prices to every-
thing, including Janice S.s blood tests. It would seem to be
an important document. However, I quickly found that al-
though every hospital has a chargemaster, officials treat it
as if it were an eccentric uncle living in the attic. WheneverI
asked, they deflected all conversation away fromit. They even
argued that it is irrelevant, I soon found that they have good
reason to hope that outsiders pay no attention to the charge-
master or the process that produces it. For there seems to be
no process,norationale, behind the core document thatisthe
basis for hundreds of billions of dollarsin health care bills,

Because she was 64, not 65, Janice S. was not on Medicare.
But seeing what Medicare would have paid Stamford Hospi-
tal for the troponin test if she had been a year older shines a

bright light on the role the chargemaster playsin our nation-
al medical crisis—and helps us understand the illegitimacy

of that $199.50 charge. That's because Medicare collects troves
of data on what every type of treatment, test and other ser-
vice costs hospitals to deliver. Medicare takes seriously the
notion that nonprofit hospitals should be paid for all their
costs but actually be nonprofit after their calculation, Thus,
under the law, Medicare is supposed to reimburse hospitals
for any given service, factoring in not only direct costs but
also allocated expenses such as overhead, capital expenses,
executive salaries, insurance, differences in regional costs of
livingand even the education of medical students.

It turns out that Medicare would have paid Stam-
ford $13.94 for each troponin test rather than the $199.50
Janice S. was charged.

Janice S. wasalsocharged $157.61 fora CBC—the complete
blood count that those of us who are ER aficionados remem-
ber George Clooney ordering several times a night. Medi-
care pays $11.02 for a CBC in Connecticut. Hospital finance
people argue vehemently that Medicare doesn't pay enough
and that they lose as much as 10% on an average Medicare
patient. But even if the Medicare price should be, say, 10%
higher, it's along way from $11.02 plus 10% to $157.61.

Yes, every hospital administrator grouses about Medi-
care’s payment rates—rates that are supervised by a Congress
that is heavily lobbied by the American Hospital Association,
which spent $1,859,041 on lobbyists in 2012. But an annual
expense report that Stamford Hospital is required to file with
the federal Department of Health and Human Services of-
fers evidence that Medicare's rates for the services Janice S.
received are on the mark. According to the hospital’s latest
filing (covering 2010), its total expenses for laboratory work
(like Janice S.s blood tests) in the 12 months covered by the
report were $27.5 million. Its total charges were $293.2 mil-
lion. That means it charged about r1 times its costs.

As we examine other bills, we’ll see that like Medicare pa-
tients, the large portion of hospital patients who have private
healthinsurancealso get discounts off thelisted chargemaster
figures, assuming the hospital and insurance company have
negotiated to include the hospital in the insurer’s network of
providers thatitscustomers can use. Theinsurance discounts
are not nearly as steep as the Medicare markdowns, which
means that even the discounted insurance-company rates
fuel profits at these officially nonprofit hospitals. Those prof-
itsare further boosted by payments from the tens of millions
of patients who, like the unemployedJanice S., have no insur-
ance or whose insurance does not apply because the patient
has exceeded the coverage limits, These patients are asked to
pay the chargemaster list prices.

If you are confused by the notion that those least able to
pay are the ones singled out to pay the highest rates, wel-
come to the American medical marketplace.

Pay No Attention
To the Chargemaster

NO HOSPITAL'S CHARGEMASTER PRICES ARE CONSISTENT
with those of any other hospital, nor do they seem tobe based
on anything objective—like cost—that any hospital execu-
tive Ispoke with was able to explain. “They were setin cement
along time ago andjust keep going up almost autornatically,”
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says one hospital chief financial officer with a shrug,

At Stamford Hospital I got the first of many brush-offs
when Iasked about the chargemaster rates on Janice /s bill.
“Those are not our real rates,” protested hospital spokesman
Orstad when Iasked him to make hospital CEO Brian Grissler
available to explain Janice Ssbill, in particular the blood-test
charges. “It’s a list we use internally in certain cases, but most
people never pay those prices. I doubt that Brian [Grissler]
has even seen the listin years, So I'm not sure why you care.”

Orstad also refused to comment on any of the specifics in
Janice S’s bill, including the seemingly inflated charges forall
the lab work. “I've told you I don't think a bill like this is rele-
vant,” he explained. “Very few people actually pay those rates”

But Janice . was asked to pay them. Moreover, the charge-
master rates are relevant, even for those unlike her who have
insurance. Insurers with the mostleverage, because they have
the most customers to offera hospital that needs patients, will
try to negotiate prices 30% to 50% above the Medicare rates
rather than discounts offthe sky-high chargemaster rates. But
insurers are increasingly losing leverage because hospitals
are consolidating by buying doctors’ practices and even rival
hospitals. In that situation—in which the insurer needs the
hospital more than the hospital needs the insurer—the pric-
ing negotiation will be over discounts that work down from
the chargemaster prices rather than up from what Medicare
would pay. Gettinga 50% oreven 60% discount off the charge-
master price of an item that costs $r3 and lists for $199.50 is
stillno bargain. “We hate to negotiate offof the ch argemaster,
butwe have todoit alot now;" says Edward Wardell, a lawyer
for the giant health-insurance provider Aetna Inc.

Thatso few consumersseem to be aware of the chargemas.
terdemonstrateshow well the health care industry hassteered
the debate from why bills are so high towho should pay them.

The expensive technology deployed on Janice S. was a
bigger factorin her billthan thelab tests, An “NM MYo REST/
SPEC EJcT MOT MUL" was billed at $7,997.54. That's a stress
test using a radioactive dye that is tracked by an X-ray com-
puted tomography, or CT, scan. Medicare would have paid
Stamford $554 for that test.

JANICE S. WAS CHARGED AN ADDITIONAL $872.44 JUST FOR
the dyeusedin the test. The regularstress test patients are more
familiar with, in which arteries are monitored electronically

TUBE CONNECTHG STERIL 6FT
ACCU~CHEK CCRV
BURGICEYL 2X14 STRIP BACH

-7 RCCU=CHEK CCRYV.
. ACCUSCHEK CCRV.

SURGICEL 3X14 STRIP EACH
= ACCUSCHRK CORY "

OKYGEN MOURLY

LEUKING TUBE BPECIM TRAP

SET EXTENSION 1-VALVE

SUCTION YANKAUER

w
Test
Strips
PATIENT
WAS
CHARGED
$18 EACH
FOR
ACCU-CHEK
DIABETES
TEST
STRIPS.
AMAZON
SELLS
BOXES OF
50 FOR
ABOUT $27,
OR55¢
EACH

TIME March 4, 2013

AP

with an electrocardiograph, would have cost far less—=¢r,200
even at the hospital's chargemaster price. (Medicare would
have paid $96 forit)) And although many doctors view the ver-
sion using the CT scan as more thorough, others consider it
unrnecessary in most cases,

According to Jack Lewin, a cardiologist and former CEO of
the American College of Cardiology, “It depends on the patient,
of course, but in most cases you would start with a standard
stress test. We are doing too many of these nuclear tests. It is
not being used appropriately ... Sometimes a cardiogram is
enough, and you don't even need the simpler test. But it usu-
ally makes sense to give the patient the simpler one first and
then use nuclearforacloserlook if there seem to be problems.”

We don't know the particulars of Janice Ss condition, so
we cannot know why the doctors who treated her ordered
the more expensive test. But the incentives are clear. On
the basis of market prices, Stamford probably paid about
$250,000 for the CT equipment inits operating room. It costs
little to operate, so the more it can be used and billed, the
quicker the hospital recovers its costs and begins profiting
from its purchase. In addition, the cardiologist in the emer-
gency room gave Janice S. a separate bill for $600 to read the
test results on top of the $342 he charged for examining her.

According to a McKinsey study of the medical market:
place, a typical piece of equipment will pay for itselfin one
year if it carries out just 10 to 15 procedures a day. That's a
terrific return on capital equipment that has an expected
life span of seven to 10 years. And it means that after a year,
every scan ordered by a doctor in the Stamford Hospital
emergency room would mean pure profit, less maintenance
costs, for the hospital. Plus an extra fee for the doctor.

Another McKinsey report found that health care pro-
viders in the U.S. conduct far more CT tests per capita than
those in any other country-—71% more than in Germany,
for example, where the government-run health care system
offersnone of those incentives for overtesting, We also pay a
lot more for each test, even when it's Medicare doing the pay-
ing. Medicare reimburses hospitalsand clinics an average of
fourtimesas muchas Germany does for CTscans, according
to the data gathered by McKinsey.

Medicare's reimbursement formulas for thesetests areregu-
lated by Congress. So too are restrictions on what Medicare
cando to limit the use of CT and magnetic resonance imaging
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(MRI) scans when they might not be medically necessary.
Standingat theready to make sure Congresskeeps Medicare at

bay is,among other groups, the American College of Radiology,

which on Nov. 14 ran a full-page ad in the Capitol Hill-centric
newspaper Politicourging Congressto pass the DiagnosticImag-
ing Services Access Protection Act. It’s a bill that would block
efforts by Medicare to discourage doctors from ordering mul-
tiple CT scans on the same patient by paying them less per test
toread multiple tests of the same patient. (In fact, six of Politico's
12 pages of ads that day were bought by medical interests urg-
ing Congress to spend or not cut back on one of their products.)
The costs assaciated with high-tech tests are likely to ac-
celerate. McKinsey found that the more CTand MRIscanners
are out there, the more doctors use them. In 1997 there were
fewer than 3,000 machines available, and they completed an
average of 3,800 scans per year. By 2006 there weremorethan
10,000in use,and they completed an average of 6,100 per year.
According to astudy inthe Annals of Emergency Medicine, the
use of CTscans in America’s emergency rooms “has more than
quadrupledinrecent decades.” Asone former emergency-room
doctor putsit, “Giving out CT scanslike candy in the ER isthe
equivalent of putting a go-year-old grandmother through a
pat-down at the airport: Hey, you never know.”
Selling this equipment to hospitals—which has become
a key profit center for industrial conglomerates like General
Electric and Siemens—is one of the U.S. economy’s bright
spots. Itecently subscribed toan online headhunter’slistings
formedical-equipmentsalesmen and quickly found an open-
ing in Connecticut that would pay a salary of $85,000 and
sales commissions of up to $95,000 more, plusa carallowance.
The only requirement was that applicants have “at least one
year of experience selling some form of capital equipment.”
In all, on the day I signed up for that jobs website, it
carried 186 listings for medical-equipment salespeople
justin Connecticut.

Medical Technology’s
Perverse Economics

UNLIKE THOSE OF ALMOST ANY OTHER AREA WE CAN THINK
of, the dynamics of themedical marketplace seem to be such
that the advance of technology has made medical care more
expensive, not less. First, it appears to encourage more pro-
cedures and treatment by making them easier and more
convenient. (This is especially true for procedures like ar-
throscopic surgery.) Second, there is little patient pushback
against higher costs because it seems to (and often does)
resultin safer, better care and because the customer getting
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the treatment is either not going to pay for it or not going to
know the price until after the fact.

Beyond the hospitals’ and doctors’ obvious economic
incentives to use the equipment and the manufacturers’
equally obvious incentives to sell it, there’s alegal incentive
at work. Giving Janice S. a nuclear-imaging test instead of
the lower-tech, less expensive stress test was the safer thing
to do—a belt-and-suspenders approach that would let the
hospital and doctor say they pulled out all the stops in case
Janice S. died of a heart attack after she was sent home.

“We use the CT scan because it’s a great defense,” says
the CEO of another hospital not far from Stamford. “For
example, if anyone hasfallen or done anything around their
head—hell, if they even say the word head—we do it to be
safe. We can’t be sued for doing too much.”

His rationale speaks to the real cost issue associated
with medical-malpractice litigation. It's not as much about
the verdicts or settlements (or considerable malpractice-
insurance premiums) that hospitals and doctors pay as itis
about what they do to avoid being sued. And some no doubt
claim they are ordering more tests to avoid being sued when
itisactually an excuse for hiking profits. The most practical
malpractice-reform proposals would not limit awards for
victims but would allow doctors to use what's called a safe-
harbor defense. Under safe harbor, a defendant doctor or
hospital could argue that the care provided was within the
bounds of what peers have established as reasonable under
the circumstances. The typical plaintiff argument that do-
ingsomething more, like anuclear-imaging test, might have
saved the patient would then be less likely to prevail.

When Obamacare was being debated, Republicans
pushed this kind of commonsense malpractice-tort reform.
But the stranglehold that plaintiffs’ lawyers have tradition-
ally had on Democrats prevailed, and neither a safe-harbor
provision nor any other malpractice reform was included.

Nonprofit
Profitmakers

TO THE EXTENT THAT THEY DEFEND THE CHARGEMASTER
ratesat all, the defense that hospital executives offer hastodo
with charity. As John Gunn, chief operating officer of Sloan-
Kettering, puts it, “We charge those rates so that when we get
paid by a [wealthy] uninsured person from overseas, it allows
us toserve the poor.”

A closer look at hospital finance suggests two holes in that
argument. First, while Sloan-Kettering does have an aggres-
sive financial-assistance program (something Stamford Hospi-
tallacks), at most hospitals it's not a Saudi sheik but the almost
poor—those who don't qualify for Medicaid and don't have
insurance—whoare most often asked to pay those exorbitant
chargemaster prices. Second, there is the jaw-dropping differ-
ence between those list prices and the hospitals’ costs, which
enablesthese ostensibly nonprofitinstitutions to produce high
profitsevenafterall the discounts. True, when the discounts to
Medicare and private insurers are applied, hospitals end up be-
ing paid a lotless overall than what is itemized on the original
bills. Stamnford ends up receiving about 35% of what it bills,
which is the yield for most hospitals. (Sloan-Kettering and
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MD Anderson, whose great brand names make them tough
negotiators with insurance companies, pet about 50%).

However, no matter how steep the discounts, the charge-
masler prices are so high and so devoid of any calculation re-
lated to cost that the result is uniquely American: thousands
of nonprofit institutions have morphed into high-profit,
high-profile businesses that have the best of both worlds.
They have become entities akin to low-rigk, must-have public
utilities that nonetheless pay their operators as if they were
high-risk entrepreneurs. As with the local electric company,
customers must have the product and can't go elsewhere to
buy it. They are steered to a hospital by their insurance com-
panies or doctors (whose practices may have a business alli
ance with the hospital or even be owned by it). Or they end
up there because thereisn't any local competition, But unlike
with the electric company, no regulator caps hospital profits.

Yet hospitals are also beloved local charities,

The result is that in small towns and cities across the
country, the local nonprofit hospital may be the commu.
nity’s strongest business, typically making tens of millions
of dollars a year and paying its nondoctor administrators
six or seven figures, As nonprofits, such hospitals solicit
contributions, and their annual charity dinner, a showcase
for their good works, is typically a major civic event. But
charitable gifts are aminor part of their base; Stamford Hos-
pital raised just over 1% of its revenue from contributions
last year. Even after discounts, those $199.50 blood testsand
multithousand-dollar CT scans are what really count.

Thus, according to the latest publicly available tax return
it filed with the IRS, for the fiscal year ending September
2011, Stamford Hospital—in a midsize city serving an un-
usually high 50% share of highly discounted Medicare and
Medicaid patients—managed an operating profit of §63 mil-
lion on revenue actually received (after all the discounts off
the chargemaster) of $495 million. That's a 12.7% operating
profit margin, which would be the envy of shareholders of
high-service businesses across othersectors of the economy.

Its nearly halfbillion dollars in revenue also makes Stam:-
ford Hospital by far the city's largest business serving only
local residents. In fact, the hospital’s revenue exceeded all
money paid to the city of Stamford in taxes and fees. The hos-
pitalisa bigger business than its host cit y.

There is nothing special about the hospital’s fortunes.
Its operating profit margin is about the same as the aver-
age for all nonprofit hospitals, 11.7%, even when those that
lose money are included. And Stamford's 12.7% was tallied
after the hospital paid a slew of high salaries to its manage-
ment, including $744,000 to its chief financial officer and
$1,860,000 to CEO Grissler,

In fact, when McKinsey, aided by a Bank of America sur-
vey, pulled togetherall hospital financial reports, it found that
the 2,900 nonprofit hospitals across the country, which are
exempt from income taxes, actually end up averaging higher
operating profit margins than the 1,000 for-profit hospitals
after the for profits’ income-tax obligations are deducted. In
health care, being nonprofit produces more profit,

Nonetheless, hospitals like Stamford are able to use their
sympathetic nonprofitstatus to push theirinterests. As the de-
bate over deficit-cuttingideas related to health care has heated
up, the American Hospital Association has run daily ads on
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Mike Allen's Playbook, a popular Washington tip sheet, urg-
ing that Congress not be allowed to cut hospital payments
because that would endanger the “$30.3 billion"in care for the
poor that hospitals now provide. But that $39.3 billion figure
is calculated on the basis of chargemaster prices. Judging from
the difference I saw in the bills examined between a typical
chargemaster price and what Medicare says the item cost,
this would mean that this $39.3 billion in charity care cost the
hospitals less than §3 billion to provide. That's less than half
of 1% of U.S. hospitals’ annual revenue and includes bad debt
that the hospitals did not give away willingly in any event,

Under Internal Revenue Service rules, nonprofits are not
prohibited from taking in more money than theyspend. They
just can’t distribute the overage to shareholders—because
they don't have any shareholders.

So,what do these wealthy nonprofits do with all the profit?
Inatrend similarto what we've seeninnonprofit collegesand
universities—where there has been an arms race of sorts to
use rising tuition to construct buildings and add courses of
study-—the hospitals improve and expand facilities (despite
the fact that the U.S. has more hospital beds than it can fill),
buy more equipment, hire more people, offer more services,
buy rival hospitals and then raise executive salaries because
their operations have gotten so much larger. They keep the
upward spiral going by marketing for more patients, raising
pricesand pushing harder to collectbill payments. Only with
health care, the upwardspiral s easier tosustain. Health care
isseenas even more of anecessity than highereducation. And
unlike in higher education, in health care there is little price
transparency—and far less competition in any given locale
evenifthere were transparency. Besides, ahospital is typically
one of the community's larger employers if not the largest,
so there is unlikely to be much local complaining about its
burgeoning economic fortunes.

In December, when the New York Timesrana stary about
howa deficitdeal might threaten hospital payments, Steven
Safyer, chief executive of Montefiore Medical Center, a large
nonprofit hospital system in the Bronx, complained, “There
is no such thing as a cut to a provider that isn’t a cut to a
beneficiary ... This is not crying wolf”

Actually, Safyer seems to be crying wolf to the tune of
about $196.8 million, accordin gtothe hospital's latest publicly
available tax return. That was his hospitals operating profit,
according toits 2010 return. With $2.586 billion in revenue—
of which 99.4% came from patient bills and 0.6% from fund.
raising events and other charitable contributions—Safyer's
business is more than six times as large as that of the Bronx's
most famous enterprise, the New York Yankees. Surely, with.
out cutting services to beneficiaries, Safyer could cut what
have to be some of the Bronx's better non-Yankee salaries: his
own, which was $4,065,000, or those of his chief financial of.
ficer (§3,243,000), his executive vice president (§2,220,000) or
the head of his dental department ($1,798,000).

SHOCKED BY HER BILL FROM STAMFORD HOSPITAL AND
unable to pay it, Janice S. found a local woman on the Inter-
netwho is part of a growing cottage industry of people who
call themselves medical-billing advocates. They help peaple
read and understand theirbillsand try to reduce them. “The
hospitalsallknow the billsare fiction, or at least only a place
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to start the discussion, so you bargain with them,” says
Katalin Goencz, a former appeals coordinator in a hospital
billing department who negotiated Janice S's bills from a
home office in Stamford.

Goenczis part ofa trade group called the Alliance of Claim
Assistant Professionals, which has about 40 members across
the country. Another group, Medical Billing Advocates of
America, has about 50 members. Each advocate seems to
handle 40 to 70 cases a year for the uninsured and those dis-
putinginsurance claims. That would beabout 5,000 patientsa
year out of what must be tens of millions of Americans facing
these issues—which may help explain why 60% of the per-
sonal bankruptcy filings each year are related to medical bills.

“I can pretty much always get it down 30% to 50% simply
by saying the patientisready to pay but will not pay $300fora
blood testoran X-ray,” says Goencz. “They hand out blood tests
and X-rays in hospitals like bottled water, and they know it.”

After weeks of back-and-forth phone calls, for which
Goencz charged Janice S. $97 an hour, Stamford Hospital cut
its bill in half. Most of the doctors did about the same, reduc-
ing Janice S’s overall tab from $21,000 to about $11,000,

But the best the ambulance company would offer
Goencz was to let Janice S. pay off its $995 ride in $25-a-
month installments, “The ambulances never negotiate the
amount,” says Goencz.

A manager at Stamford Emergency Medical Services,
which charged Janice S. $958 for the pickup plus $9.38 per
mile, says that “our rates are all set by the state on a region-
al basis” and that the company is independently owned.
That's at odds with a trend toward consolidation that has
seen several private-equity firms making investments in
what Wall Street analysts have identified as an increasingly
high-margin business. Overall, ambulance revenues were
more than $r2 billion last year, or about 10% higher than
Hollywood's box-office take.

It's not a great deal to pay off §1,000 for a four-mile ambu-
lanceride on the layaway plan or receive a 50% discount on a
$199.50 blood test that should cost $15, nor is getting half off
on a $7,997.54 stress test that was probably all profit and may
not have been necessary. But, says Goencz, “I don't go over it
line by line. I just go for a deal. The patient usually is shocked
by the bill, doesn’t understand any of the language and has
bill collectors all over her by the time they call me. So they’re
grateful. Why give them heartache by telling them they still
paid too much for some test or pil1?”

A Slip, a Fall
And a $9,400 Bill

THE BILLING ADVOCATES AREN’T ALWAYS SUCCESSFUL. JUST
ask Emilia Gilbert, a school-bus driver who got ihto a fight
with a hospital associated with Connecticut’s most vener-
able nonprofit institution, which racked up quick profitson
multiple CT scans, then refused to compromise at all on its
chargemaster prices.

Gilbert, now 66, is still making weekly payments on
the bill she got in June 2008 after she slipped and fell on
her face one summer evening in the small yard behind her
house in Fairfield, Conn. Her nose bleeding heavily, she

In 2010, 45% of working adults in small firms had problems

paying medical bills or accrued medical debt

was taken to the emergency room at Bridgeport Hospital.

Along with Greenwich Hospital and the Hospital of St.
Raphael in New Haven, Bridgeport Hospitalisnow owned by
the Yale New Haven Health System, which boasts a variety of
gleaming new facilities. Although Yale University and Yale
New Haven are separate entities, Yale-New Haven Hospital is
the teaching hospital for the Yale Medical School, and univer-
sity representatives, including Yale president Richard Levin,
sit on the Yale New Haven Health System board.

“I was there for maybe six hours, until midnight,” Gilbert
recalls, “and most of it was spent waiting. I saw the resident
for maybe 15 minutes, butIgot alot of tests.”

In fact, Gilbert got three CT scans—of her head, her
chest and her face. The last one showed a hairline frac-
ture of her nose. The CT bills alone were $6,538. (Medicare
would have paid about $825 for all three,) A doctor charged
$261 toread the scans,

Gilbert got the same troponin blood test that Janice
S. got—the one Medicare pays $13.94 for and for which
Janice S. was billed $199.50 at Stamford. Gilbert got just
one, Bridgeport Hospital charged 20% more than its down-
state neighbor: $230.

Also on the bill were items that neither Medicare nor any
insurance company would pay anything at all for: basic in-
struments and bandages and even the tubing for an IV setup.
Under Medicare regulations and the terms of most insurance
contracts, these are supposed to be part of the hospital’s facility
charge, which in this case was $908 for the emergency room.

Gilbert's total bill was $9,418.

“We think the chargemaster s totally fair,” says William
Gedge, seniorvice president of payer relations at Yale New Ha
ven Health System. “It's fair because everyone gets the same
bill. Even Medicare gets exactly the same charges that this pa-
tient got. Of course, we will have different arrangements for
how Medicare or an insurance company will not pay some
of the charges or discount the charges, but everyone starts
from the same place.” Asked how the chargemaster charge
for an item like the troponin test was calculated, Gedge said
he “didn’t know exactly” but would try to find out. He subse-
quently reported back that “it's an historical charge, which
takes into account all of our costs for running the hospital”

Bridgeport Hospital had $420 millioninreveniieand an op-
erating profit of $52 million in 2010, the most recent year cov-
ered by its federal financial reports. CEO Robert Trefry, who
has since left his post, was listed as having been paid $x.8 mil
lion. The CEO of the parent Yale New Haven Health System,
Marna Borgstrom, was paid $2.5 million, which is 58% more
than the $1.6 million paid to Levin, Yale University’s president.

“You really can’t compare the two jobs,” says Yale-New
Haven Hospital senior vice president Vincent Petrini. “Com-
paring hospitals to universities is like apples and oranges.
Running a hospital organization is much more complicat-
ed.” Actually, the four-hospital chain and the university
have about the same operating budget. And it would seem
that Levin deals with what most would consider complicat-
ed challenges in overseeing 3,900 faculty members, corral
ling (and complying with the terms of) hundreds of millions
ofdollars in government research grants and presiding over
a $19 billion endowment, not to mention admitting and
educating 14,000 students spread across Yale College and a
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Emilia Gilbert

Slipped and fell in June 2008 and
was taken to the emergency room.
She is still paying off the $9,418 bill
from that hospital visit in weekly
installments, Her three CT scans
cost $6,538. Medicare would have
paid about $825 for all three
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variety of graduate schools, professional schools and foreign-
study outposts. And surely Levin's responsibilities are as
complicated as those of the CEQ of Yale New Haven Health's
smallest unit—the 184-bed Greenwich Hospital, whose CEO
was paid $112,000 more than Levin.

“WHEN 1 GOT THE BILL, 1 ALMOST HAD TO GO BACK TO THE
hospital,” Gilbert recalls. “I was hyperventilating.” Contrib-
uting to her shock was the fact that although her employer
supplied insurance from Cigna, one of the country’s leading
health insurers, Gilbert's policy was from a Cigna subsidiary
called Starbridge that insures mostly low-wage earners. That
made Gilbert one of millions of Americans like Sean Recchi
whoareroutinely categorized as having health insurance but
really don't have anything approaching meaningful coverage.

Starbridge covered Gilbert for just $2,500 per hospital
visit, leaving her on the hock for about $7,000 of a §g9,400
bill. Under Connecticut’s rules (states set their own guide-
lines for Medicaid, the federal-state program for the poor),
Gilbert’s $1,800 a month in earnings was too high for her to
qualify for Medicaid assistance. She was also turned down,
she says, when she requested financial assistance from the
hospital. Yale New Haven's Gedge insists that she never ap-
plied to the hospital foraid, and Gilbert could not supply me
with copies of any applications.

In September 2009, after a series of fruitless letters
and phone calls from its bill collectors to Gilbert, the
hospital sued her. Gilbert found a medical-billing advocate,
Beth Morgan, who analyzed the charges on the billand com-
pared them with the discounted rates insurance companies
would pay. During two courtrequired mediation sessions,
Bridgeport Hospital's attorney wouldn't budge; his client
wanted the bill paid in full, Gilbert and Morgan recall. At
the third and final mediation, Gilbert was offered a 20%
discount off the chargemaster fees if she would pay imme-
diately, but she says she responded that according to what
Morgan told her about the bill, it was still too much to pay.

“We probably could have offered more,” Gedge acknowl-
edges. “But in these situations, our bill-collection attor-
neys only know the amount we are saying is owed, not
whether itisa chargemaster amount or an amount that is
already discounted.”

On July 11, 2011, with the school-bus driver representing
herself in Bridgeport superior court, a judge ruled that Gil-
bert had to pay all but about $500 of the original charges. (He
deducted the superfluous bills for the basic equipment.) The
judge put her on a payment schedule of $20 a week for six
years. For her, the chargemaster prices were all too real.

The One-Day,
$87,000 Outpatient Bill

GETTING A PATIENT IN AND OUT OF A HOSPITAL THE SAME
day seems like a logical way to cut costs. Outpatients don’t
take up hospital rooms or require the expensive 24/7 ob-
servation and care that come with them, That's why in the
1990s Medicare pushed payment formulas on hospitals that
paid them for whatever ailment they were treating (with
more added for documented complications), not according

23% of patients surveyed reported missing doses of

medication because of difficulties related to insurance

to the number of days the patient spent in a bed. Insurance
companies also pushed incentives on hospitals to move pa-
tients out faster or not admit them for overnight stays in
the first place. Meanwhile, the introduction of procedures
like noninvasive laparoscopic surgery helped speed the shift
from inpatient to outpatient.

By 2010, average daysspent in the hospital per patient had
declinedsignificantly, while outpatient services had increased
even more dramatically. However, the result was not the sav-
ingsthat reformers had envisioned. It was just the opposite.

Experts estimate that outpatient services are now packed
with so much hidden profit that about two-thirds of the
$750 billion annual U.S. overspending identified by the
McKinsey research on health care comes in payments for
outpatient services, That includes work done by physicians,
laboratories and clinics (including diagnostic clinics for CT
scans or blood tests) and same-day surgeries and other hos-
pital treatments like cancer chemotherapy. According to a
McKinsey survey, outpatient emergency-room care aver-
ages an operating profit margin of 15% and nonemergency
outpatient care averages 35%. On the other hand, inpatient
care has a margin of just 2%. Put simply, inpatient care at
nonprofit hospitals is, in fact, almost nonprofit. Qutpatient
care is wildly profitable.

“An operating room has fixed costs,” explains one hospi:
tal economist. “You get 10% or 20% more patients in there
every day who you don't have to board overnight, and that
goes straight to the bottom line.”

The 2011 outpatient visit of someone I'll call Steve H. to
Mercy Hospital in Oklahoma City illustrates those econom-
ics. Steve H. had the kind of relatively routine care that pa-
tients might expect would be no big deal: he spent the day at
Mercy getting his aching back fixed.

A blue collar worker who was in his 30s at the time
and worked at a local retail store, Steve H. had consulted
a specialist at Mercy in the summer of 2011 and was told
that a stimulator would have to be surgically implanted in
his back. The good news was that with all the advances of
modern technology, the whole process could be done in a
day. (The latest federal filing shows that 63% of surgeries at
Mercy were performed on outpatients.)

Steve H.'sdoctor intended to use a RestoreUltra neurostim-
ulator manufactured by Medtronic, a Minneapolis-based
company with $16 billion in annual sales that bills itself as
the world’slargest stand-alone medical-technology company.
“RestoreUltra delivers spinal-cord stimulation through one
or more leads selected from a broad portfolio for greater cus-
tomization of therapy,” Medtronic’s website promises.

I was not able to interview Steve H., but according to Pat
Palmer, amedical-billing specialist based in Salem, Va., who
consults for the union that provides Steve H.'s health insur-
ance, Steve H. didn't ask how much the stimulator would
cost because he had $45,181 remaining on the $60,000 an-
nual payout limit his union-sponsored health-insurance
planimposed. “He figured, How much could a day at Mercy
cost?” Palmer says. “Five thousand? Maybe 10?”

Steve H. was about to run up against a seemingly irrel
evant footnote in millions of Americans’ insurance policies:
the limit, sometimes annual or sometimes over a lifetime,
on what the insurer has to pay out for a patient’s claims.
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Under Obamacare, those limits will not be allowed in most
health-insurance policies after 2013. That might help people
like Steve H.but isalso one of the reasons premiums are go-
ing to skyrocket under Obamacare.

Steve H.s bill for his day at Mercy contained all the usual
and customary overcharges. One item was “MARKER SKIN
REG TIP RULER" for §3. That’s the marking pen, presumably
reusable, that marked the place on Steve Hs back where the
incision was to go. Six lines down, there was“sTrA» oR TABLE
8x2y N" for §31. That's the strap used to hold Steve H, onto
the operating table. Just below that was “BLNKT WARM U?-
PER BDY 42268” for $32. That's a blanket used to keep surgery
patientswarm. Itis, of course, reusable, and it's available new
on eBay for $13. Four lines down there’s “cowN surg uL-
TRA XLG 95121" for §39, which is the gown the surgeon wore.
Thirty of them can be bought online for §180. Neither Medi-
care nor any large insurance company would pay a hospital
separately for those straps or the surgeon’s gown; that's all
supposed to come with the facility fee paid to the hospital,
which in this case was §6,289.

In all, Steve H.'s bill for these basic medical and surgical
supplies was $7,882. On top of that was $1,837 under a cat-
egory called “Pharmacy General Classification” foritems like
bacitracin (§108). But that was the least of Steve H.'s problems,

The big-ticket item for Steve H's day at Mercy was the
Medtronicstimulator, and that's where most of Mercy’s profit
was collected during his briefvisit. The bill for that was $49,237.

According to the chief financial officer of another hos-
pital, the wholesale list price of the Medtronic stimulator
is "about $19,000." Because Mercy is part of a major hospital
chain, it might pay 5% to 15% less than that. Evenassuming
Mercy paid $19,000, it would make more than §30,000 sell-
ing it to Steve H., a profit margin of more than 150%. To the
extent that I found any consistency among hospital charge-
master practices, this is one of them: hospitals routinely
seem to charge 2% times what these expensive implantable
devices cost them, which produces that 150% profit margin,

As Steve H. found out when he got his bill, he had exceed.
edthe $45,000 that was left on hisinsurance policy’s annual
payout limit just with the neurostimulator. And his total
bill was $86,951. After his insurance paid that first $45,000,
hestill owed more than §40,000, not cou ntingdoctors’ bills.
(Idid not see Steve H.’s doctors' bills,)
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Mercy Hospital is owned by an organization under the
umbrella of the Catholic Church called Sisters of Mercy, Its
mission, as described in its latest filing with the IRS as a tax-
exempt charity, is “to carry out the healing ministry of Jesus
by promoting health and wellness.” With a chain of 31 hospi-
talsand 300 clinics across the Midwest, Sisters of Mercy uses
a bill-collection firm based in Topeka, Kans., called Berlin.
Wheeler Inc. Suits against Mercy patients are on file in courts
across Oklahoma listing Berlin-Wheeler as the plaintiff.

According toits most recent tax return, the Oklahoma City
unit of the Sisters of Mercy hospital chain collected $337 mil-
lion in revenue for the fiscal year ending June 30, 2017, It had
an operating profit of $34 million. And that was after paying
10 executives more than 300,000 each, including $784,000
to aregional president and $438,000 to the hospital president.

That report doesn’t cover the executives overseeing the
chain, called Mercy Health, of which Mercy in Oklahoma
Cityis a part. The overall chain had $4.28 billion in revenue
that year. Its hospital in Springfield, Mo. (pop. 160,660), had
$880.7 million in revenue and an operating profit of § 319 mil
lion, according toits federal filing. The incomes of the parent
company’s executives appear on other IRS filings covering
various interlocking Mercy nonprofit corporate entities.
Mercy president and CEO Lynn Britton made 1,930,000,
and an executive vice president, Myra Aubuchon, was paid
$3.7 million, according to the Mercy filing, In all, seven Mer-
cy Health executives were paid more than $1 million each.

A note at the end of an Ernst & Young audit that is at-
tached to Mercy’s IRS filing reported that the chain provided
charity care worth 3.2% of its revenue in the previous year,
However, theauditors state that the value of that care is based
on the charges on all the bills, not the actual cost to Mercy of
providing those services—in other words, the chargemas-
ter value. Assuming that Mercy’s actual costs are a tenth of
these chargemaster values—they're probably less—all of
this charity care actually cost Mercy about three-tenths of
1% ofits revenue, or about $13 million out of $4.28 billion.

Mercy’s website lists an 18-member media team; one
member, Rachel Wright, told me that neither CEO Brit-
ton nor anyone else would be available to answer ques-
tions about compensation, the hospital's bill-collecting
activities through Berlin-Wheeler or Steve H.s bill,
which I had sent her (with his name and the date of
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his visit to the hospital redacted to protect his privacy).

Wrightsaid the hospital'slawyers had decided that discuss-
ing Steve H'sbill would violate the federal HIPA A law protect-
ing the privacy of patient medical records. I pointed out that 1
wanted to ask questions only about the hospital’s charges for
standard items—such as surgical gowns, basic blood tests,
blanket warmers and even medical devices-—that had noth-
ing to do with individual patients. “Everything is particular
to an individual patient’s needs,” she replied. Even a surgical
gown? “Yes, even asurgical gown. We cannot discuss this with
you.It'sagainst the law." She declined to put me in touch with
the hospital’s lawyers to discuss their legal analysis.

Hiding behind a privacy statute toavoid talking about how
it prices surgeons’ gowns may be a stretch, but Mercy might
have a valid legal reason not to discuss what it paid for the
Medtronic device before selling it to Steve H. for $49,237. Phar-
maceutical and medical device companies routinely insert
clauses in their sales contracts prohibiting hospitals from shar:
ing information about what they pay and the discounts they
receive, In January 2012, a repart by the federal Government
Accountability Office found that “thelack of price transparen:
cy and the substantial variation in amounts hospitals pay for
some IMD [implantable medical devices] raise questions about
whether hospitals are achieving the best prices possible.”

A lack of price transparency was not the only potential
market inefficiency the GAO found. “Although physicians
are not involved in price negotiations, they often express
strong preferences for certain manufacturers and models
of IMD,” the GAO reported. “To the extent that physicians
inthe same hospitals have different preferences for IMDs, it
may be difficult for the hospital te obtain volume discounts
from particular manufacturers.”

“Doctors have no incentive to buy one kind of hip or oth-
er implantable device 4s a group,” explains Ezekiel Eman-
uel, an oncologist and a vice provost of the University of
Pennsylvania who was a key White House adviser when
Obamacare was created. “Even in the most innocent of cir-
cumstances, it kills the chance for market efficiencies.”

The circumstances are not always innocent, In 2008,
Gregory Demske, an assistant inspector general at the
Department of Health and Human Services, told a Senate
committee that “physicians routinely receive substantial
compensation from medical-device companies through
stock options, royalty agreements, consulting agreements,
research grants and fellowships.”

The assistant inspector general then revealed startling
numbersabout the extent of those payments: “We found that
during the years 2002 through 2006, four manufacturers,
which controlledalmost 75% of the hip-and knee-replacement
market, paid physician consultants over $80o million under
the terms of roughly 6,500 consulting agreements.”

Other doctors, Demske noted, had stretched the conflict
of interest beyond consulting fees: “Additionally, physician
ownership of medical-device manufacturers and related busi-
nesses appears to be a growing trend in the medical-device
sector ... In some cases, physicians could receive substantial
returns while contributing little to the venture beyond the
ability to generate business for the venture.”

In 2010, Medtronic, along with several other members of a
medical-technology trade group, began to make the potential
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conflictstransparent by posting all payments to physicians on
asection of its website called Physician Collaboration. The vol-
untary move came just before a similar disclosure regulation
promulgated by the Obama Administration went into effect
governing any doctor who receives funds from Medicare or
the National Institutes of Health (which would include most
doctors). And the nonprofit public-interestjournalism organi.
zation ProPublica has smartly organized data on doctor pay-
ments on its website (http:/projects.propublica.org/docdollars).
The conflicts have not been eliminated, but they are being
aired, albeit on searchable websites rather than through a re-
quirement that doctors disclose them to patients directly.

But conflicts that may encourage devices to be over-
prescribed or thatlead doctors to prescribea more expensive
one instead of another are not the core problem in this mar-
ketplace, The more fundamental disconnect is that there
is little reason to believe that what Mercy Hospital paid
Medtronic for Steve H.'s device would have had any bearing
on what the hospital decided to charge Steve H. Why would
it? He did not know the price in advance,

Besides, studies delving into the economics of the medical
marketplace consistently find that a moderately higher or
lower price doesn’t change consumer purchasing decisions
much, if atall, because in health care there is little of the price
sensitivity found in conventional marketplaces, even on the
rare occasion that patients know the cost in advance. If you
were in pain or in danger of dying, would you turn down
treatment at a price 5% or 20% higher than the price you
might have expected—that s, if yow'd had any informed way
toknow what to expect in the first place, which you didn't?

The question of how sensitive patients will be to in-
creased prices for medical devices recently came up in a dif-
ferent context, Aware of the huge profits being accumulated
by devicemakers, Obama Administration officials decided to
recapture some of the money by imposinga 2.39% federal ex-
cise tax on the sales of these devices as well as other medical
technology such as CT:scan equipment. The rationale was
that getting back some of these generous profits was a fair
way to cover some of the cost of the subsidized, broader in-
surance coverage provided by Obamacare—insurance that
in some cases will pay for more of the devices. The industry
has since geared up in Washington and is pushing legisla.
tion that would repeal the tax. Its main argument is that a
2.39% increase in prices would so reduce sales that it would
wipe out a substantial portion of what the industry claims
are the 422,000 jobs it supportsin a $136 billion industry.

That prediction of doom brought on by thissmall tax con-
tradicts the reams of studies documenting consumer price
insensitivity in the health care marketplace. It also ignores
profitmargin data collected by McKinsey that demonstrates
that devicemakers have an open field in the current medical
ecosystem. A 2011 McKinsey survey for medicalindustry
clients reported that devicemakers are superstar perform-
ers in a booming medical economy. Medtronic, which per-
formed in the middle of the group, delivered an amazing
compounded annual return of 14.95% to shareholders from
1990 to 2010. That means 100 invested in the company in
1990 was worth $1,622 20 years later. So if the extra 2.39%
would be so disruptive to the market for products like

Medtronic’s thatit would kill sales, why would the industry
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