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PREFACE

The Legislature, under Chapter 89-354, section 6, Laws of
Florida, directed the Health Care Cost containment Board (Board)
to conduct a special study of ownership or compensation
arrangements, i.e., "Joint Ventures", between persons providing
health care. Persons are defined to include real persons as well
as most all business associations. The specific study
requirements under the enabling legislation include:

(1) Identification of relationships between
persons who' provide health care and make
referrals for which payment may be made.

(2) Identification of the scope of such
arrangements and the means by which persons
who provide health care refer patients under
such arrangements.

(3) Analysis of the potential of such ownership
or compensation to influence referrals by
persons who provide health care~where

inappropriate utilization of health care
services may occur.

(4) Evaluation of the impact of such arrangements
on access of health care, quality of health
care, and costs to the health care system.

(5) Recommendations as may be appropriate on the
effectiveness of disclosure requirements
contained in s. 455.25, Florida Statutes.

(6) Recommendations to strengthen the enforcement
of the anti-kickback authority in Florida
health care statutes, including, but not
limited to, the need for an ,interagency
system of coordination, consumer education,
and regulation of persons providing health
care.

(7) Recommendations for regulation by the state
on an interagency system of coordination to
regulate the impact of joint ventures on
costs of health care, access to health care,
and quality of health care, including, but
not limited to, the procedural mechanisms for
patient referrals between persons providing
health care.
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The study program, begun in the Fall of 1989, was assisted
by a Technical Advisory Panel (TAP) for the entire course of the
study. The TAP, established in accordance with legislative
provisions, is comprised of representatives from physicians, the
hospital industry, health care purchasers, including the
insurance industry, state agencies responsible for the
enforcement of anti-kickback authority, and other appropriate
industry groups. Appendix E lists the TAP membership as of this
date. Researchers at the Florida state University (FSU), under
an intergovernmental services contract with the Board, provided
technical assistance necessary to meet the study requirements.
The researchers responsible for the study are Jean M. Mitchell,
Ph.D., FSU Department-of Economics and Elton Scott, Ph.D., FSU
Department of Finance. Suzanne Parker, Ph.D., FSU Survey
Research Lab, supervised the data collection process. The
interviews of industry leaders and regulators were conducted by
Melissa Ahern, Ph.D., Florida International University.

The Board is required to complete by February 1, 1991, the
final study ·report containing "specific data-based" conclusions
on the type of joint ventures and recommendations for regulations
concerning the enforcement of anti-kickback authority. The
recommendations for regulations must be applicable to both
governmental and nongovernmental reimbursement of health· care
services. The Board is required to provide copies of the final
report to the Legislature and Governor.

This report represents Volume I of the three phase study.
This volume contains a literatur~ review, results of interviews
of health care industry leaders, and the results of health care
facility surveys on the scope and nature of joint venture'
arrangements. Volume II will report on the impact of joint
ventures on access, utilization,· and costs to the health care
system. Volume III will focus on the adequacy of the existing
disclosure requirements and anti-kickback authority in the
Florida Health Care Statutes. Volume III will also evaluate
alternative policy recommendations.

Volume I is organized as follows. The first section
provides an overview of the issue, summarizes existing state and
federal initiatives pertaining to joint ventures among health
care providers and reviews the relevant literature on this
SUbject. The data collection procedures are described in section
two. The study methodology is summarized in section three. The
results of the data analysis on the characteristics of owners and
the scope of joint venture arrangements are reported in section
four. Finally, four appendices provide detailed information on
the existing literature on joint ventures, existing federal and
state regulation, current Florida law, and the interviews with
industry leaders.
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EXECUTIVE SUMMARY

This report summarizes results from the first phase of the
special study on the impact of joint ventures among health care
providers in Florida as mandated in Chapter 89-354, section 6,
Laws of Florida. The report is the first of three volumes; it
provides a review of literature on joint ventures amongst health
care providers and describes results on the scope and nature of
joint venture ownership arrangements amongst Florida health care
providers. The second volume will provide results on the impact
of joint ventures on utilization, costs, and quality of health
care services as well·as on access to health care services .. The
third volume will report the effectiveness of current regulation
and provide study recommendations.

In order to collect the pertinent data, questionnaires were
mailed to all Florida licensed ambulatory surgical facilities,
clinical laboratories, home health agencies, acute care
hospitals, nursing homes, psychiatric hospitals, and radiation
therapy centers. Additionally, questionnaires were sent to all
diagnostic imaging centers, durable medical equipment suppliers,
and physical therapy/rehabilitation centers that could be
identified from third-party payer records and from major
telephone directories. The questionnaires required these
entities to identify owners who are health providers in Florida
and to provide information for their 1989 fiscal year regarding
access, utilization and costs as well as list charges for
selected common services. A second questionnaire has been
developed to obtain information on physician practices. These
questionnaires will be mailed to a sample of 500 physicians who·
were identified as owners of health care entities and to a
matched sample of 500 physicians who were not so identified.
Results of these physician surveys will be used to compare
utilization, costs, and access for patients of physicians
involved in joint ventures to patients of comparable physicians
who are not involved in joint ventures.

The effects of joint ventures on the costs, access and
quality of health services, as well as the regulatory aspects of
joint ventures were explored through open-ended interviews with a
select panel of experts in the health care industry. This panel
included physicians and hospital representatives from Florida,
industry representatives as well as pOlicy and research experts.
The details of the interviews with industry leaders are reported
in Appendix D.

On the question of costs, panelists generally agreed that
joint ventures result in higher health care costs due primarily
to the overutilization of services. Concerning the issue of
access to health care, it was the consensus of the panelists that
joint ventures reduce access, especially for the poor. with
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respect to quality, some panelists maintain that joint ventures
result in overutilization of services which in turn adversely
affects quality. On the question of the regulation of joint
ventures, the panelists advocated a range of alternative
approaches.

Appendix A contains a detailed review of the relevant
literature. This literature review reveals that empirical
analyses of joint venture arrangements among health care
providers are based on limited data sources. Much of the
published information on joint ventures in the health care sector
report on fraud and abuse associated with specific health care
providers. The limited ·information -and the lack of empirical
investigations of joint ventures for all health care providers,
may understate the scope and impact of these arrangements. This
limitation hampers the development of regulatory policies for
these arrangements. Regulation based on such limited evidence
may be inadequate to eliminate fraud and abuse, excessive
utilization or charges, and anticompetitive arrangements.
Nevertheless, regulations enacted on the basis of anecdotal
evidence may be too restrictive and as a result may unnecessarily
constrain some providers.

Results from a study by the u.s. Department of Health and
Human Services Office of the Inspector General (OIG) , is of
particular importance for this investigation. To date, the OIG
study is the most comprehensive study of the effects of joint
ventures; these results show that, on average, physicians
involved in joint ventures order more tests or services for their
Medicare patients anq that their Medicare patients were charged
-more for such services. The study reports some state-by-state
data. Of the eight states covered by the study, Florida had the
highest percentage of physicians involved in joint ventures.
Medicare patients of physician owners in Florida received 40
percent more lab tests, 12 percent more diagnostic imaging tests,
and utilized 16 percent more durable medical equipment than the
general population of Florida Medicare beneficiaries. All of
these utilization differences were statistically significant.

. .

This review further reveals that most of the literature on
joint ventures in the health care industry debates the pros and
cons of these arrangements. Some evidence on joint ventures
tends to be anecdotal or limited by the scope of the sample used
to reach the conclusions. Empirical results on physician
responses to financial incentives where they own equipment or
benefit from profits generated by referrals or tests clearly show
that, on average, these physicians have substantially higher
utilization rates for such services and that they also charge
more per service. Currently, the study by the federal Office of
the Inspector General represents the most comprehensive empirical
study of the issue. Nevertheless; the conclusions drawn from
these results may understate the extent of overutilization and
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higher charges because the study did not use a true control
group. The current study will provide a more complete picture;
the study will use comprehensive data from an extensive range of
providers.

Questionnaires were sent to 3,075 health care entities; as
of this date completed responses have been received from 75%
(2,319) of these entities. Response rates vary significantly by
entity type. These rates range from 78% to 96% for the eight
groups of licensed entities, but are less than 60% for the three
nonlicensed groups (diagnostic imaging centers, durable medical
equipment suppliers, and physical therapy/rehabilitation
centers). Low'response 'rates 'can be largely attributed to'
nonresponding, nonlicensed entities in Broward and Dade counties.
Further inquiries will indicate whether the nonresponding
entities are more or less likely to be joint ventured.

Investigations into the complex structures that have evolved
to interlock health care provider owners reveal that it is
extremely difficult to identify the investing health care
providers. Some of these arrangements involve mUltiple layers of
entities, some of which are not-for-profit corporations, with
other entities being for-profit corporations and limited
partnerships. The situation is further complicated because the
physician owners of the for-profit entities also serve on the
board of directors of the related not-for-profit joint venture
partner. Two examples of such complex arrangements are presented
in Exhibits A and B.

Of the completed responses received to date, more th9 n 40%
of the responding entities (more than 938 of the 2,319
respondents) have joint venture ownership arrangements. Over 40
percent of these joint ventured entities have only nonphysician
health care professionals as health care provlder owners.

Over 40 percent of responding joint ventured entities have
physicians as owners and the remaining responding joint ventured
entities have other health care entities as owners. The reported
proportions of entities with physicians as owners understate the
actual proportion of physician-owned entities because some owners
that are identified as health care entities are physician
professional associations or corporations with physician
stockholders. Further, parent corP9rations of wholly owned
subsidiaries were not classified as health care providers because
the ownership information is not complete. Yet some of these
parent corporations are essentially holding companies that are
owned wholly or partially by Florida physicians and by
nonphysician health care providers (see Exhibit B in the report).

The 938 responding joint ventured. entities identified 6,586
individual health care provider owners. These individual owners
include 5,166 (78.4%) physician owners (this includes 175
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immediate family members of physician), 440 (6.7%) health care
entity owners (including physician professional associations),
350 (5.3%) health care administrator owners, with the remaining
630 health care provider owners being licensed physical
therapists (158 or 2.4%), nurses (116 or 1.8%), and other health
care professionals.

The 5,166 physician owners were further analyzed to
determine the kinds of entities that physicians have chosen to
invest in. The investments of choice for most of these
physicians are diagnostic imaging centers (2,258 or 43.7%),
clinical laboratories (871 or 16.9%), ambulatory surgical
facilities (601 or 11.6%)',' durable 'medical equipment suppliers
(386 or 7.5%), and physical therapy/rehabilitation centers (366
or 7.1%). The remaining 684 (13.2%) have chosen various other
entity types as investments. Nearly 90 percent of these
physician owners were identified as being in a position to make
referrals to the entities that they have chosen as investments.

The physician owners were further analyzed to determine
which specialty groups are represented by these physician owners.
These physician owners were predominantly in four specialty
categories: internal medicine specialties (1,839 or 35.6%),
surgery (918 or 17.8%), general practice (623 or 12.1%), and
obstetrics/gynecology (379 or 7.3%). These physician specialists
have invested in entities that they would typically refer
patients to for diagnostic tests (diagnostic imaging centers and
clinical laboratories) or they have invested in ambulatory
surgical facilities where their patients might have surgery.
Furthe~, specialists investing in other entity types tended to be
in specialties that could refer patients to the entities.
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I. INTRODUCTION

Significant policy changes have occurred in the health care
sector during the last decade. Among the most important changes
are the Medicare prospective payment system for hospital
inpatient services, intensified competition and the emergence of
alternative delivery systems, physician payment reforms, a
rapidly growing elderly population, and the development of new
technologies which can be delivered in non-hospital settings.
These changes are also the primary reasons why physician
entrepreneurial ism has become increasingly prevalent in recent
years. Physicians-have invested in 'and/or receive compensation
from health care entities to which they make referrals.
Physicians have established such financial arrangements, commonly
referred to as IIjoint ventures ll with hospitals, diagnostic labs,
radiologic imaging centers, walk-in clinics, ambulatory surgical
centers, home health agencies, physical therapy centers,
lithotripsy centers, dialysis units, substance abuse treatment
centers and other facilities providing health care services or
equipment.

Physician ownership of facilities to which they make
referrals has the potential for conflicts of interest, higher
costs and excessive utilization of services. Recently, this
issue has attracted considerable attention in the medical
literature, the media and from federal policymakers. As part of
the Reconciliation Act of 1989, Congress restricted such
arrangements between physicians and clinical labs. This new law,
originally introduc.ed by Pete Stark as the IIEthics in Patient
Referrals Act ll , becomes effective January 1, 1992. The law
prohibits a physician from referring Medicare patients to
clinical laboratories in which the physician (or an immediate
family member) has ownership or from which the physician receives
compensation tied to patient referrals.

Statement of the Issue

The ethics of physician involvement in joint ventures with
health care entities to which they make referrals has been the
SUbject of considerable debate (Dobson, Todd, and Manuel, 1986).
Under the ethical standards of the profession, physicians making
referrals are expected to place the medical needs of their
patients above their own financial interests. Since joint
ventures are now widespread, critics maintain that the nature of
these entrepreneurial relationships between health care providers
may generate conflicts of interest. In particular, critics
question the effect of joint ventures on medical decision making
regarding utilization, costs, access, and the quality of health
care services.
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The potential conflict of interest can be illustrated by the
case of an investor-owned ambulatory surgical center which faces
intense competition for patients (ReIman, 1985). To effectively
compete, these centers frequently offer ownership interests to
surgeons and other physicians that perform surgery. While each
physician's profit share is not directly determined by the number
of referrals he or she sends to this facility, profits clearly
depend on the total number of referrals.

Most freestanding diagnostic imaging centers are joint
ventures (ReIman, 1985). In this situation, hospitals,
radiologists and referring physicians benefit from having an
investment interest-in'this type of facility. "Referring
physicians may send their patients to the imaging center for a
computerized axial tomography (CAT) or magnetic resonance imaging
(MRI) scan, while the radiologist at the center may recommend
followup testing. These examples indicate how the practice of
self-referrals coutd foster conflicts of interest in the medical
profession.

On the other hand, proponents of joint ventures maintain
that these arrangements are necessary adjustments to the major
changes that have occurred in the health care sector during the
last decade. Potential benefits of joint ventures include
economies of scale and scope, increased ability to compete, a
more varied demographic mix of patients, and improved access to
capital financing, and diversification of project risks
(Rosenfeld, 1984). For example, hospital-physician joint
ventures may enable both hospitals and physicians to attract more
private pay patients .and thereby lower the average costs of
"treating large numbers of Medicare patients. Equity capital
raised as a consequence of joint ventures may enable hospitals to
avoid issuing long term debt when financing capital projects.
For physicians and other providers, these arrangements may also
reduce the risks of undertaking such capital investment projects
alone.

News and magazine articles have focused on joint venture
arrangements ranging from physician investments in health care
facilities to financial arrangements between hospitals and
physicians for the provision of home health services. Articles
from the Wall street Journal, Money, as well as several Florida
newspapers, point out that joint ventures have added to the cost
of health care. The increase in cost is attributed to higher
charges and higher utilization of services. These articles do
not comment or provide any evidence regarding the impact of joint
ventures on quality. A number of articles note, however, that
when a provider makes a referral to a joint-ventured facility,
the quality of services is not considered by consumers.

These articles have also portrayed joint ventures as
mechanisms to reduce the risks associated with capital intensive
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projects. These arrangements are also believed to yield
economies of scale in production. The articles have further
suggested that health care providers may enter joint ventures as
a strategy to remain competitive. In addition, proponents of
joint ventures are quoted in these articles as suggesting that it
is most natural for physicians to invest in health care
facilities since they are most knowledgeable about the health
care industry.

The effects of joint ventures on the costs, access and
quality of health services, as well as the regulatory aspects of
joint ventures were explored through open-ended interviews with a
select panel of experts 'in the ·healthcare industry~ This' panel
included physicians and hospital representatives from Florida,
industry representatives and policy and research experts. The
details of the interviews with industry leaders are reported in
Appendix D.

On the question of costs, panelists generally agreed that
joint ventures result in higher health care costs due primarily
to the overutilization of services. One panelist indicated,
however, that joint ventures based on capitated payment
arrangements (such as joint ventures among health maintenance
organizations) do not induce overutilization. Instead, such
arrangements induce cost-effective care because their payment
arrangement is capitated, whereas most joint ventures are
established under the fee-for-service payment system.

concerning the issue of access to health care, it was the
consensus of the panelists that joint ventures reduce acc~ss,

especially for the poor. Decreased access occurs because higher
utilization results in higher costs for services. Some panelists
contend, however, that in rural areas joint ventures could
improve access if providers invested in costly technology
currently not available in these areas. with respect to quality,
some panelists maintain that joint ventures result in
overutilization of services which in turn adversely affects
quality. On the question of the regUlation of joint ventures,
the panelists advocated a range of alternative approaches. These
options will be explored further in Volume III of .this study.

Appendix A contains a detailed review of the relevant
literature. This review reveals that empirical analyses of joint
venture arrangements among health care providers are based on
limited data sources. Much of the published information on joint
ventures in the health care sector report on fraud and abuse
associated with specific health care providers. The limited
information and the lack of empirical investigations of joint
ventures for all health care providers, may understate the scope
and impact of these arrangements. This limitation hampers the
development of regUlatory pOlicies for these arrangements.
Regulation based on such limited evidence may be inadequate to
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eliminate fraud and abuse, excessive utilization or charges, and
anticompetitive arrangements. Nevertheless, regulations enacted
on the basis of anecdotal or insufficient evidence may be too
restrictive and as a consequence may unnecessarily constrain some
providers.

Articles in trade pUblications can be grouped into two
general categories. Many articles focus on the profit
opportunities that await health care providers who enter into
joint venture arrangements. These articles point to abnormal
profit opportunities as well as reductions in business risk for
health care providers who are in joint ventures. such articles
point out that joint'¥entures allow~providers to obtain referrals
and control markets in a manner that is not available without
joint venture arrangements. other more recent articles in some
trade pUblications have pointed out the anticompetitive effects
of joint ventures in the health care industry.

An exhaustive review of empirical studies of the effects of
financial incentives reveals that, on average, providers respond
to financial incentives in ways that increase the providers'
compensation. Hospitals sponsoring joint ventures with
physicians were found to increase admissions;these arrangements
also lead to higher utilization and revenues from laboratories
and radiology units. Physicians in fee-for-service arrangements
were found to order greater numbers of tests and to order more
expensive, high-profit tests. Physicians in walk-in clinics were
found, on average, to respond to a change in compensation method,
which provided bonuses based on gross revenues, by increasing
both the number of visits as well as the numbers of lab tests and
x-rays per patient. This higher utilization of services resulted
in charges that were almost 20% higher per month.

The New England Journal of Medicine, in December 1990,
pUblished a study that compared frequencies of, and charges for,
imaging procedures ordered by a sample of over 6,400 physicians.
Physicians with their own imaging equipment located in their
offices were compared to physicians who referred their patients
to radiologists for imaging procedures. The physicians who owned
imaging equipment, on average, ordered from four to 4.5 times
more procedures. The charges for these procedures were, on
average, from 4.5 to 7.5 times more per procedure than fees
charged per procedure for patients of radiologist-referring
physicians. These findings, along with the results cited above,
show that physicians who have financial interests at stake
respond by increasing utilization and charges to their patients.

Results from a study'by the u.s. Office of the Inspector
General (OIG) is of particular importance for this study. To
date, the OIG study is the most comprehensive study of the
effects of joint ventures; these results show that, on average,
physicians involved in joint ventures order more tests or
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services for their Medicare patients and that their Medicare
patients were charged more for such services. The study reports
some state-by-state data. Of the eight states covered by the
study, Florida had the highest percentage of physicians involved
in joint ventures. Medicare patients of physician owners in
Florida received 40 percent more lab tests, 12 percent more
diagnostic imaging tests, and utilized 16 percent more durable
medical equipment than the general population of Medicare
beneficiaries. All of these utilization differences were
statistically significant.

This review reveals that most of the literature on joint
ventures' in the health care. industry debates the pros' and cons of
these arrangements. Some evidence on joint ventures tends to be
anecdotal or limited by the scope of the sample used to reach the
conclusions. Empirical results on 'physician responses to
financial incentives where they own equipment or benefit from
profits generated by referrals or tests clearly. show that, on
average, these physicians have sUbstantially higher utilization
rates for such services and that they also charge more per
service. Currently, the study by the federal Office of the
Inspector General represents the most comprehensive empirical
study of the issue. Nevertheless, the conclusions drawn from
these results may understate the extent of overutilization and
higher charges because the study did not use a true control
group. The current study will provide a more complete picture;
the study will use comprehensive data from an extensive range of
proviqers.
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II. Survey Design and Data Collection Procedures

Currently, information regarding the ownership of entities
which provide health care services in Florida is not reported to
the state. Thus, questionnaires were developed to gather the
data on ownership, access, quality, utilization and the costs of
health care services in Florida. The questionnaires were
developed by the researchers with the assistance of the Survey
Research Laboratory at Florida State University, the Board staff
and the Technical Advisory Panel. The resulting survey forms
were subsequently approved by the Board. The surveys were
designed to - obtain'- data "from the" provider populations where' joint
venture arrangements are likely to exist. The survey form
requested each facility to identify owners who are health care
professionals, owners who are immediate family members of health
care professionals, and owners who are health care entities·
(including professional associations). The questionnaire further
elicited information on the type of services provided,
utilization, list charges for procedures, staffing, and expenses.

In establishing the types of entities to be surveyed, the
level of funding for the study eliminated consideration of some
types of health care providers where joint venture arrangements
are likely to exist. other factors such as the number of
facilities and the type of services provided also influenced the
decision to exclude some health care entities from the
populations ultimately surveyed. The provider groups considered
but excluded include pharmacies, diet centers, 'substance abuse
treatment centers, ,adult congregate living facilities,
lithotripsy centers, dialysis centers, orthotics/prosthetics
businesses and home infusion therapy centers which are not
affiliated with a home health agency. Indeed, a study examining
the ownership of these entity types should provide further
insights as to the scope and nature of these arrangements. The
types of facilities surveyed include acute care hospitals,
specialty hospitals, home health agencies, nursing homes,
ambulatory surgical centers, clinical laboratories, diagnostic
imaging centers, radiation therapy centers, physical
therapy/rehabilitation centers, durable medical equipment
suppliers, and mental health treatment centers.

Mailing lists were obtained from the Office of Licensure and
certification at the Department of Health and Rehabilitative
services for provider groups which are licensed by the state.
Licensed facilities include: hospitals, nursing homes, home
health agencies, ambulatory surgical centers, clinical
laboratories, rehabilitation centers, and mental health treatment
centers. The list of freestanding radiation therapy centers was
obtained from the Bureau of Radiation Control.
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Mailing lists for durable medical equipment suppliers,
physical therapy centers, and diagnostic imaging centers were
constructed from other sources because these facilities are not
licensed by the state of Florida. The mailing list for
diagnostic imaging centers was developed from two sources: 1)
claims submitted by health care providers to Blue Cross-Blue
Shield for imaging procedures, ultrasonography, nuclear medicine,
and radiography performed (either the global fee or the technical
charge for the procedure); and 2) providers who billed the
Medicaid program for CAT scans performed during 1989 (either the
global fee or the technical component). The mailing list for
durable medical equipment was also constructed from claims
submitted to the Medicaid program as well "as Blue Cross-Blue
Shield. The names and mailing addresses of physical therapy
centers were tabulated from the facilities listed under "Physical
Therapy/Rehabilitation Services" in the yellow pages of all major
telephone directories in the state.

The survey process involved three mailings staged over a
three-month period. The first request was addressed to the Chief
Executive Officer of each entity. The cover letter stated that
this survey is part of a stUdy mandated by the Legislature under
Chapter 89-354, Section 6, Laws of Florida, and that all
facilities are required to comply. The initial survey was mailed
to each facility" over a two week period beginning the 15th of
August 1990. The entities were requested to return a completed
survey within four weeks from receipt of the questionnaire.

A second survey form was mailed to all entities whose
completed responses had not been received within six weeks from

"the date of the initial mailing. The cover letter in this
followup stated that this was the second request for information.
This initial followup letter further indicated that the completed
survey should be returned no later than ten days after receipt of
the second questionnaire packet.

A third survey form was mailed to all entities whose
responses had not been received within three weeks of the date of
the second mailing. The cover letter in this second followup
mailing stated that this was the third request for information.
This sec9nd followup letter informed the Chief Executive Officer
that the completed survey form should be returned no later than
one week after receipt of the third questionnaire packet.
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III. Methods of Analysis

It is important to emphasize that the results presented in
this report are preliminary as the data are incomplete. This
point is reiterated throughout the interpretation and discussion
of the results. The analysis of the data begins with a report on
the number of entities surveyed in each group and the
corresponding response rates. These statistics are also reported
by geographic region to identify if'the'nonrespondents are
located in certain areas of the state. The four geographic
regions are: NORTH FLORIDA (HRS districts 1, 2, 3, and 4),
WESTERN PENINSULA .(HRS districts- 5, 6, and 8); CENTRAL & EASTERN
PENINSULA (HRS districts 7 and 9); and SOUTHEAST PENINSULA (HRS
districts 10 and 11).

These response rates are important for at least two reasons.
First, the reliability and implications of the data are
determined by the proportion of completed responses. Low
response rates limit the conclusions and generalizations that can
be drawn regarding the prevalence and nature of joint ventures
for each entity type. Second, it is unclear as to whether
nonresponding entities are more or less likely to be involved in
joint ventures. Thus, one must consider the response rates when
interpreting the data; ignoring these response rates may lead one
to draw erroneous conclusions regarding the prevalence, scope and
nature of joint ventures among health care providers in Florida.

Descriptive statistics are.employed to evaluate the scope
and·nature of joint ventures among health care providers.
outcomes on ownership data are categorized and summarized-in
tabular form. Variables which may be classified into a
relatively limited number of categories are reported in frequency
distribution tables. After examining the distribution of these
discrete variables, sets of relationships among two or ,more of
these variables are reported. contingency table analysis
(crosstabulation) is used to evaluate the statistical
significance of the relationships among the variables.

'"The analysis begins by examining the composition of owners
who are either health care professionals or health care entities.
Throughout the analysis, health care professional owners include
those individuals who have one or more immediate family members
with an ownership interest in one or more of the health care
-facilities surveyed. Following this initial description of the
data, the characteristics of physician owners are examined more
closely. First, the frequency distribution of physician owners
is reported by each entity type. These statistics indicate the
facility types physicians are most likely to invest in. The
analysis then proceeds to identify the specialty mix of physician
investors. The frequency distribution of all physician owners
identified thus far from the facility surveys is reported

8



according to the following major specialty classifications:
general practice, obstetrics/gynecology, internal medicine,
surgery, pediatrics, psychiatry, neurology, radiology, oncology,
pathology, anesthesiology, ophthalmology, podiatry,
chiropractics, dentistry and other. The specialty mix of
physician investors is also reported by each entity type.

The next stage of the analysis reports for each entity type
preliminary estimates identifying the scope of ownership
arrangements that have been established. The possibilities
include: 1) PHYSICIAN OWNED -- this category identifies the
number of facilities owned either by physicians only or by
physicians in conjunction· 'with 'immediate family members, other
health care professionals, and/or health care entities; 2)
NONPHYSICIAN HEALTH CARE PROFESSIONAL -- this category identifies
the number of facilities owned by one or more nonphysician health
care professionals and/or their immediate family members; 3)
HEALTH CARE ENTITY -- this category identifies the number of
facilities owned by health care entities, including physician
professional associations; 4) ENTITY & PROFESSIONAL -- this
category identifies the number of facilities jointly owned by
health care entities and nonphysician health care professionals;
5) SUBSIDIARIES -- this category identifies the number of
facilities that are wholly owned subsidiaries of a parent
organization; and 6) NOT AVAILABLE -- this category identifies
the number of facilities which are owned by nonhealth care
professionals as well as those for which ownership information is
incomplete.

9



IV. Empirical Results

A. Survey Response Rates

Surveys were mailed to 4,150 health care providers located
in the state of Florida. Throughout the data collection phase of
the project, health care entities on the initial mailing lists
were classified as "return to sender" or "not applicable". The
majority of the "return to sender" and "not applicable" entities
were concentrated in three nonlicensed provider groups: durable
medical equipment, diagnostic imaging facilities, and physical
therapy/rehabilitation centers. Examples of specific problems
are discussed in turn.

First, many of the durable medical equipment surveys were
labelled "return to sender" due to either a change of address or
because the business was no longer operational. In addition,
other entities which received the survey form for durable medical
equipment suppliers were orthotics-prosthetics businesses. These
entities specialize in the construction of artificial limbs and
braces and therefore are not comparable to general durable
medical equipment suppliers. Hence, these entities were deemed
"not applicable".

Second, many of the entities on the initial diagnostic
imaging mailing list were classified as "not applicable" because
they are physicians' offices. This situation arose because many
physician group practice associations operate under an
alternative name which appear~ to be a freestanding facility
where x-rays and other imaging procedures are performed. -In
particular, many of the ineligibles were obstetrical
gynecological physician group practices that use ultrasound
equipment in the office. A similar situation occurred with
cardiology physician group practices that have EKG and other
stress test equipment in the office. other imaging facilities
were classified as "not applicable" because they were billing
offices.

Similar difficulties occurred in surveying physical therapy
centers. Some orthopedists employ physical therapists to render
physical therapy services within the physician's office. Since
the provision of physical therapy services is not legally
separate from the physician's practice, these entities were
classified as "not applicable".

Difficulties were also encountered in surveying clinical
laboratories. The HRS Office of Licensure and certification does
not distinguish and separately license either labs located within
physicians' offices or blood plasma centers~ The former are not
freestanding facilities, whereas the latter do not perform any
clinical laboratory tests. Hence, these entities were classified
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as "not applicable". A number of clinical labs and home health
agencies were deemed ineligible because the entity was a
satellite facility of a larger main lab or agency. In such
cases, the financial data for branch labs or home health agencies
are not recorded separately, but rather are included in the
financial records of the main facility. Thus, the information
for the satellite facilities' was reported on the survey form
submitted by the main laboratory or home health agency. Finally,
entities were exempt from completing the survey if the facility
was not operational during 1989.

After deleting the "not applicable" and "return to sender"
facilities from the mailing lists, there are 3,075- eligible
entities. Table 1 shows the response rates by health care entity
type. At the time of this analysis, 75.4 percent or 2319
entities, had filed a completed survey. A Chi-square test was
performed to determine whether a systematic relationship exists
between the response rates by entity type. The Chi-square test
of statistical significance compares the expected cell
frequencies if no relationship is present to the actual
frequencies found. The Chi-square statistic is highly
significant, implying that the response rates are systematically
related across entity groups. (The computed Chi-square is 89.71,
while the critical Chi-square at the five percent level is
22.36.)

A more detailed examination of Table 1 shows-that over 90
percent of the ambUlatory surgical facilities, hospitals, nursing
homes and psychiatric ,hospitals have filed a completed survey.
The response rates .for ambUlatory surgical facilities, clinical
laboratories, mental health treatment centers, home health.
agencies, and radiation therapy centers are also high. Except
for radiation therapy centers, over 75 percent of the facilities
in each of these groups completed the questionnaire; the response
rate for radiation therapy centers is approximately 68 percent.

The three groups with the lowest response rates are
diagnostic imaging centers, durable medical equipment suppliers,
and physical therapy/rehabilitation centers. Only 56.6 percent
(163) of the diagnostic imaging facilities, 59.8 percent (333) of
the durable medical equipment suppliers, and 60.8 percent (242)
of the physical therapy/rehabilitation centers returned completed
surveys. Altogether, these three groups account for 505 or
nearly 67 percent of the nonrespondents. Although the response
rates for all three groups are close to 60 percent, the
percentage of facilities reporting is relatively low in
comparison to the other entity types.

At this juncture, it is not possible to state whether the
nonrespondents are more or less likely to be involved in joint
venture arrangements. Thus, a brief telephone survey is being
conducted with the nonrespondents from these three entity groups

11



Table 1. Survey Response Rates by Health Care Entity Type

ENTITY TYPE NUMBER OF NUMBER OF
& NUMBER OF SURVEYS SURVEYS RESPONSE
FACILITIES COMPLETED OUTSTANDING RATEa

AMBULATORY SURGICAL
FACILITIES (N=75) 68 7 90.7%

CLINICAL
LABORATORIES (N=274) 216 58 78.8%

COMMUNITY MENTAL
HEALTH CENTERS (N=47) 40 7 85.1%

DIAGNOSTIC IMAGING
CENTERS (N=288) 163 125 56.6%

DURABLE MEDICAL (N=557)
EQUIPMENT SUPPLIERS 333 224 59.8%

HOME HEALTH
AGENCIES (N=573) 445 128 77.7%

HOSPITALS (N=248) 233 15 94.0%

NURSING HOMES (N=525). 505 20 96.2%

PHYSICAL THERAPY/
REHABILITATION
CENTERS (N=398) 242 156 60.8%

PSYCHIATRIC
HOSPITALS (N=46) 44 2 95.7%

RADIATION THERAPY
CENTERS (N=44) 30 14 68.2%

TOTAL (N=3075) 2319 756 75.4%

Notes:
aThese response rates were tested for statistically significant

variations across entity groups using a Chi-square goodness of
fit test. The results show the response rates vary
systematically across entity groups at the 1% level.

12



to ascertain why these facilities failed to file a survey. The
telephone survey contains questions to elicit ownership
information, in particular identifying whether the owners are
physicians, other health care professionals, or health care
entities. This data will be analyzed to ascertain the prevalence
of joint venture arrangements among the nonrespondents in these
three entity groups. This analysis will provide some insights as
to both the magnitude and direction of the bias associated with
the nonrespondents in these three entity groups.

The overall response rate for each entity type may also be
misleading if the nonrespondents are concentrated in particular
geographic regions of the state. To evaluate whether this is the
case, the response rates are analyzed by four geographic regions.
North Florida is comprised of HRS districts 1, 2, 3 and 4; the
western Peninsula includes HRS districts 5, 6 and 8; the Central
and Eastern Peninsula region encompasses HRS districts 7 and 9:
the Southeast Peninsula is comprised of HRS districts 10 and 11.
The HRS districts and the four geographic regions are identified
on the map of Florida displayed in Figure 1.

The response rates by entity type within each of the four
geographic regions are reported in Table 2. The overall response
rates by geographic region reported in the last row of Table 2
show that approximately 80 percent of the entities in North
Florida, the western Peninsula, and the Central & Eastern
Peninsula have completed the questionnaire. In contrast, only 65
percent (544) of the 837 facilities located in the Southeast
Peninsula have returned a completed response. By imp.lication,
38.7 percent of the nonresponding entities (293 of 756) are
located in the Southeast Peninsula region. A Chi-square test of
significance was performed to ascertain whether the overall
response rate varies systematically by region. The results
indicate that the likelihood the observed variations by region
occur by chance is less than one in 100. (The observed Chi
square statistic is 16.68).

Additional points of interest are revealed by this analysis.
First, entity types with high overall response rates generally
exhibit comparable response rates within each of the four
geographic regions. A different pattern exists among the
diagnostic imaging facilities, durable medical equipment
suppliers, and physical therapy centers, where most of the
nonrespondents are concentrated. For each of these entity types,
the response rates vary sUbstantially by geographic region.
Failure to consider these regional variations when evaluating the
results may lead one to draw erroneous conclusions regarding the
geographic distribution of joint-ventured facilities. For this
reason, the response rates for these three entity types by
geographic region are examined in more detail.

13



HRS Districts
- District headquarters

Sourco: HAS, 1004.

FIGURE 1

14

",-~~ .... -. ),/
llA"r..\"

" I

1 /Jockll()nvlllo

;' . \,/ -1/
It~.I1I'· I ~ 1:I,I~'A: ) ), ./

I'IA\ V
t.1 till I,

• .i· J) .
'.1.\,; '"h""111

\. t\l
~\, .... ' 1'1\I ,\,~ I_
~. vi ~.~ Fl.

,"'\'1'
,',

.,"
.'



Table 2. Response Rates by Entity Type and Geographic Regiona,b

ENTITY TYPE
& NUMBER OF
FACILITIES

GEOGRAPHIC REGION
CENTRAL &

NORTH WESTERN EASTERN SOUTHEAST
FLORIDA PENINSULA PENINSULA PENINSULA

AMBULATORY
SURGICAL
FACILITIES (N=75)

CLINICAL
LABORATORIES (N=274)

COMMUNITY MENTAL
HEALTH CENTERS (N=47)

DIAGNOSTIC IMAGING
CENTERS (N=288)

DURABLE MEDICAL
EQUIPMENT SUPPLIERS
(N=557)

HOME HEALTH
AGENCIES (N=573)

HOSPITALS (N=248)

NURSING HOMES (N=525)

PHYSICAL THERAPY/
REHABILITATION
CENTERS (N=398)

PSYCHIATRIC HOSPITALS
(N=46)

RADIATION THERAPY
CENTERS (N=44)

TOTAL

13/14
(92.9%)

54/62
(87.1%)

10/14
'(71.4%)

28/47
(59.6%)

75/116
(64.7%)

97/128
(75.8%)

71/77
(92.2%)

141/146
(96.6%)'

67/100
(67.0%),

14/14
(100.0%)

9/12
(75.0%)

579/730
(79.3%)

32/35
(91.4%)

66/88
(75.0%)

14/14
(100.0%)

52/74
'(70.3%)

94/146
(64.4%)

133/168
(79.2%)

64/66
(97.0%)

183/191
(95.8%)

68/101
(67.3%)

11/11
(100.0%)

14/18
(77.8%)

731/913
(80.1%)

12/14
(85.7%)

37/45
(82.2%)

9/9
(100.0%)

42/73
(57.5%)

54/80
(67.5%)

99/120
(82.5%')

44/45
(97.8%)

104/106
(98.1%)

49/84
(58.3%)

12/12
(100.0%)

3/8
(37.5%)

465/596
(78.0%)

11/12
(91.7%)

59/79
'(74.7%)

7/10
(70.0%)

42/94
(44.7%)

110/215
(51.2%)

116/157
(73.9%)

53/60
(88.3%)

77/82
(93.9%)

"58/113
(51.3%)

7/9
(77.8%)

4/6
(66.7%)

544/837
(65'.0%)

Notes:
aThe numbers reported in the first line of each row represent

the number of completed responses by entity type in each
geographic region relative to the total number of entities
located within the same geographic region. The second line of
each row is the response rate or percentage of completed
responses. '

bNORTH FLORIDA includes HRS districts 1,2,3 and 4; the WESTERN
PENINSULA includes HRS districts 5,6, and 8; the CENTRAL and
EASTERN PENINSULA includes HRS districts 7 and 9, and THE
SOUTHEAST PENINSULA covers HRS districts 10 and 11.
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The response rates for diagnostic imaging facilities by
geographic region displayed in Table 2 indicate that the
Southeast Peninsula has the lowest response rate; only 44.7
percent (42 of the 94) diagnostic imaging facilities in the
Southeast region have filed completed questionnaires. In fact,
the 52 nonrespondents in the Southeast Peninsula region exceed
the combined number of nonrespondents in the North Florida and
Western Peninsula regions. Thus, nearly 34 percent (52) of the
125 imaging centers that have not returned surveys are located in
the Southeast Peninsula region.

A similar pattern emerges in the case of durable medical
equipment businesses. Approximately 65 percent of the suppliers
located in North Florida, the Western Peninsula, and the
Central/Eastern regions have returned a completed survey. In
contrast, only 51.2 'percent (110) 'of -the 215 durable medical
equipment suppliers operating in the Southeast Peninsula region
have responded to the survey. Thus, nearly 47 percent
(105) of the 224 nonresponding durable medical equipment
businesses are located in the Southeast Peninsula.

The distribution of nonrespondents by region for physical
therapy centers resembles the pattern that exists among durable
medical equipment businesses. Again, the results indicate that
the Southeast Peninsula has the lowest response rate of the four
regions; only 51.3 percent (58) of the 113 physical therapy
centers located in this geographic region have completed the
questionnaire. Moreover, physical therapy centers located in the
southeastern section of the state account for over 35 percent of
the 156 nonrespondents for this entity type.

B. The Structure of Joint Venture Arrangements

Identifying the individual owners of entities providing
health care services is a difficult task because sometimes the
ownership structure is very complex. If the entity is
established as a corporation owned directly by individuals, or as
a partnership with a number of limited partners and a general
partner who directly own the facility, then these individual
owners can be readily identified. On the other hand, if the
ownership structure of a health care entity involves several
layers of corporations or partnerships, it can be difficult to
identify the individual owners of the ultimate parent
organization. Failure to recognize the complexity of some joint
ventures and subsequently obtain data on the owners of the
ultimate parent organization will result in an understatement of
the prevalence and scope of joint venture arrangements. Two
examples 'of joint ventures that exist among health care providers
in Florida are described below to provide some insights as to the
complexity of these arrangements. While the names used for the
organizations in these examples have been changed, the structure
of the existing ownership arrangements is described accurately.

The ownership structure of Case A is illustrated in exhibit
A. Three paths of ownership arrangements can be traced to JMM
MEDICAL CARE, INC., a not-for-profit corporation, with
approximately 100 physicians on the board of directors. First,
JMM MEDICAL CARE, INC. is the parent corporation of JMM
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FOUNDATION, a not-for-profit hospital, which operates under the
name FHB HOSPITAL.

The second ownership arrangement involving JMM MEDICAL CARE,
INC. is more complex. JMM MEDICAL CARE, INC. and a corporation
with approximately 100 physician investors, known as DOCS INC.,
jointly own a for-profit entity called MD HEALTH CARE
CORPORATION. Many of the physician owners of DOCS INC. serve as
directors of JMM MEDICAL CARE, INC. The structure of the joint
venture becomes even more complicated because MD HEALTH CARE
CORPORATION in turn owns four health care providers: CAT SCANS
INC., HOME HEALTH SERVICES INC., DURABLE MEDICAL EQUIPMENT INC.,
and'MRI CENTER, LTD. Each of these health care entities is a
for-profit corporation.

The third ownership path is also a complex arrangement.
The not-for-profit company (JMM MEDICAL CARE, INC.) owns a for
profit holding company known as JMM HOLDING COMPANY, INC. This
holding company in turn owns three for-profit businesses: a home
health agency (HOME CARE, INC.), a management company (MD
MANAGEMENT SERVICES, INC.) and a third corporation known as
HOSPITAL CARE, INC. The ownership path continues as HOSPITAL
CARE, INC. is the general partner in a joint venture with ES
GENERAL LIMITED PARTNER INVESTORS. Together, this general
partner and these limited partners jointly own MD HOSPITAL, a
for-profit institution which operates under an alternative name,
ES GENERAL HOSPITAL. Furthermore, although not apparent from the
chart presented in exhibit A, several of the' limited partner
shares of ES GENERAL are owned by DOCS INC. -- the corporation
which has over one hundred physician investors.

A second example highlighting the complexity of joint
venture arrangements among health care providers is presented in
exhibit B. The corporation MD ASSOCIATES owns four health care
entities that provide services in Florida: an ambulatory surgical
facility (AMSURG, INC.), a clinical laboratory (LAB TEST, INC.),
a diagnostic imaging center (IMAGING, INC.) and a durable medical
equipment business (MEDICAL EQUIPMENT, INC.). MD ASSOCIATES is a
joint venture between two corporations: HCSURG, INC. and VMM
SERVICES, INC. While the ownership structure of HCSURG, INC.
remains to be determined, VMM SERVICES has over 200 individual
corporate owners. Each of these individual corporations has a
single stockholder who is a physician.

These examples illustrate the problems encountered in
determining the ultimate beneficial owners of subsidiary health
care entities. Currently further inquiries have been made to
examine those situations where the ultimate owners have not been
clearly identified. The results of these further inquiries will
be reported in Volume II.
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,,20.0 separate, individual
corporations - each with
a single owner who is a
physician.

VMM
SERVICES

MD
ASSOCIATES

AMSURG
INC.

LAB
TESTS
INC.

19

IMAGING
INC.

MEDICAL
EQUIPMENT
INC.



C. Characteristics of Physician Owners

The composition of owners who are either health care
professionals or health care entities is presented in Table 3.
Of the 6,586 health care professionals who are identified in the
survey responses as owners, 78.4" percent or 5,166 are physicians.
Another 6.7 percent or 440 of the total owners identified are
health care entities. Approximately half of these health care
entity owners are physician professional associations. Except
for health care administrators, the remaining groups of health
care professionals each account for less than three percent of
all owners identified. The characteristics of physician owners
are examined in greater detail since the overwhelming majority of
health care professional owners are physicians.

Table 4 indicates the frequency of physician owners of the
health care entities surveyed. Nearly 44 percent or 2,258 of the
5,166 physician owners have an investment interest in a
diagnostic imaging center. Approximately 17 percent (871) of
these physician owners have invested in clinical laboratories,
while close to twelve percent of these physician owners have
financial interests in ambulatory surgical facilities. The
remainder of the physician owners have investment interests in
durable medical equipment businesses, home health agencies,
hospitals, nursing homes, physical therapy/rehabilitation centers
and radiation therapy centers. The frequency and percentage of
total physician owners for each of these entity types are:
durable medical equipment - 386 (7.5%), home health agencies 
260 (5.5%), hospitals - 238 (4.8%), nursing homes - 66 (1.7%),
physical therapy/rehabilitation centers - 366 (7.1%) and
radiation therapy centers - 120 (2.3%).

It would be cumbersome to examine the characteristics of
physician owners according to the detailed specialty designations
currently used by the American Medical Association. Therefore,
these detailed specialty designations have been grouped into
thirteen categories. since podiatrists, Chiropractors,
and dentists may be owners who refer patients, these
practitioners are included in the physician specialty
classification. Table 5 provides a description of the physician
specialty groups.

Table 6 shows the number of physician owners by specialty
group and the proportion who may refer to the facility in which
they have an investment interest. The last row of Table 6 shows
that 85 percent of the 5,166 physician owners may make referrals
to the facility in which they have an ownership interest. The
only specialties with a relatively low proportion of such
referring physicians are radiology and pathology. This is not
surprising because physicians in these specialties tend to
provide services on a consultation basis, and therefore are
generally not in a position to refer patients to their own
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Table 3. Composition of Owners Who Are Health Care Professionals
or Health Care Entities8

OWNER TYPE

PHYSICIANb

FREQUENCY

5166

PERCENTAGE OF
TOTAL OWNERS

78.4%

'HEALTH CARE' ENTITIES
(INCLUDES PROFESSIONAL

ASSOCIATIONS)

NURSES (R.N.s OR L.P.N.s)

PHYSICAL THERAPISTS

OTHER THERAPISTS

LICENSED TECHNICIANS

HEALTH CARE
ADMINISTRATORS

PHARMACISTS

ATTORNEY, CPA, BUS~NESSMAN

TOTAL

440 6.7%

116 1.8%

158 2,.4%

97 1.5%

71 1.1%

350 5.3%

66 1.0%

122 1.8%

6586 100.0%

NOTES: 8Health Care Professionals includes those individuals
who have one or more immediate family members with
ownership interests.

~his category includes medical doctors, osteopaths,
chiropractors, podiatrists and dentists.
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Table 4. Frequency of Physician Owners of Health Care Entitiesa

ENTITY TYPE FREQUENCY

PERCENTAGE OF
TOTAL PHYSICIANS
OWNERS

AMBULATORY SURGICAL
FACILITIES

CLINICAL LABORATORIES

DIAGNOSTIC IMAGING
CENTERS

DURABLE MEDICAL EQUIPMENT
SUPPLIERS

HOME HEALTH AGENCIES

HOSPITALS

NURSING HOMES

'PHYSICAL THERAPY/
REHABILITATION CENTERS

RADIATION THERAPY CENTERS

601 11.6%

871 16.9%

2258 43.7%

386 7.5%

260 5.0%

238 4.6%

66 1.3%

366 7.1%

120 2.3%

5166 100.0%

NOTES: aphysician owners include immediate family members of
physicians who have ownership interests in these health
care entities. Of the 5,166 physician owners, 175 or 3.4
percent are physicians with immediate family members who
are owners.

bphysicians include medical doctors, osteopaths,
chiropractors, podiatrists and dentists.
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Table 5. Description of Physician Specialty Groups

GENERAL PRACTICE

OB/GYN

INTERNAL MEDICINE

SURGERY

PEDIATRICS

PSYCHIATRY

NEUROLOGY

ONCOLOGY

RADIOLOGY

PATHOLOGY

ANESTHESIOLOGY

OPHTHALMOLOGY

DENTISTRY

PODIATRY

CHIROPRACTICS

OTHER

Detailed specialties are family practice
and general practice.

Detailed specialties are obstetrics,
gynecology, or obstetrics-gynecology.

Detailed specialties are general internal
medicine, allergy, diabetes,
endocrinology, hematology, infectious
disease, immunology,nephrology,
rheumatology, arthritis, otolaryngology,
urology, cardiology, pulmonary,
gastroenterology, and neoplastic disease.

Detailed specialties are general surgery
and specialized surgery areas: abdominal,
cardiovascular, colon-rectal, hand, head
neck, neurological, orthopedic, plastic,
thoracic, traumatic, and urological.

Detailed specialty is pediatrics.

Detailed specialty is psychiatry.

Detailed specialty is neurology.

Detailed specialties are oncology,
pediatric oncology, and therapeutic
radiology.

Detailed specialties. are radiology,
diagnostic radiology, nuclear medicine,
and therapeutic radiology.

Detailed specialties are pathology and
clinical pathology.

~

Detailed specialty is anesthesiology.

Detailed specialty is ophthalmology.

Detailed specialty is dentistry.

Detailed specialty is podiatry.

Detailed specialty is chiropractics.

Detailed specialties are dermatology,
bloodbanking, critical care, emergency
medicine, laryngology, neonatal, otology,
occupational medicine, physical medicine,
histology, and proctology. .
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Table 6. Percentage of Physician Owners Who May Refer to the
Health Care Facility in Which They Have an Investment
Interest

SPECIALTY
GROUP

GENERAL PRACTICE

OB/GYN

INTERNAL MEDICINE

SURGERY

PEDIATRICS

PSYCHIATRY

NEUROLOGY

ONCOLOGY

RADIOLOGY

PATHOLOGY

OPHTHALMOLOGY

.DENTISTRY

ANESTHESIOLOGY

PODIATRY

CHIROPRACTICS

OTHER

TOTAL

NUMBER OF
PHYSICIAN
OWNERS

623

379

1839

918

69

27

184

142

302

107

117

15

34

16

9

385

5166

PERCENT OF
TOTAL PHYSICIAN
OWNERS

12.1%

7.3%

35.6%

17.8%

1.3%

5 ~
• 0

3.6%

2.7%

5.8%

2.1%

2.3%

3 ~
• 0

7 ~
• 0

3 ~
• 0

2 ~
• 0

7.5%

100.0%

PERCENTAGE OF
PHYSICIANS
WHO MAY REFER

90.5%

94.2%

89.7%

93.6%

76.8%

96.3%

92.4%

81.0%

34.1%

30.8%

93.2%

93.3%

70.6%

87.5%

66.7%

89.9%

86.0%

Notes: aphysicians include medical doctors, osteopaths,
chiropractors, podiatrists and dentists. Physician owners
include immediate family members of physicians who have
ownership interests in these health care entities. Of the
5,166 physician owners, 175 or 3.4% are physicians with
immediate family members who are owners.
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facilities. (Pathologists practice in clinical laboratories and
radiologists interpret x-rays and scans at imaging centers.)
Moreover, these two specialties account for less than eight percent
of all physician owners.

The other 92 percent of physician owners are concentrated in
specialties which are likely to refer their patients for surgery,
diagnostic testing, and other ancillary services or equipment (see
column 3 of Table 6.) More than 85 percent of the physician owners
in the following specialties may refer patients to the facility in
which they have an investment interest: general practice (90.5 %),
ob/gyn (94.2%), internal medicine (89.7%), surgery (93.6%),
psychiatry (96.3%), "neurology (92.4%), ophthalmology (93.2%),
dentistry (93.3%), podiatry (87.5%) and "other" (89.9%). Table 7
characterizes physician owners by investment choice and
specialty. The composition of physician owners for each entity
type, except for nursing homes, is examined in detail.

Of the 601 physician owners of ambulatory surgical facilities
(see column one of Table 7), 63.7 percent are specialists (i.e.
obstetricians, gynecologists, surgeons and ophthalmologists) who
are in a position to both refer patients and perform surgery or
related ancillary services at these centers. The remaining 36.3
percent of physician owners of these facilities are concentrated in
specialties which are likely to refer patients to the physician
owners who perform surgical procedures.

The results reported in column two of Table 7 show the
specialties of physicians who have investment interests in clinical
laboratories. Appro~imately ten percent of the physician owners of

,labs are pathologists, the specialists who supervise laboratory
testing. By implication, over 90 percent of the physicians who
have invested in labs are specialists, other than pathologists, who
are in a position to refer their patients to these facilities for
testing. More than 70 percent of these specialists are general
practitioners (18.4 %) and internal medicine specialists (52.1%).

The characteristics of physician owners of diagnostic imaging
centers are reported in the third'column of Table 7. This type of
joint venture is the one most frequently chosen by physician
investors. Again, physician owners are concentrated in those
specialty areas that are in a position to refer their patients to
imaging centers for services. Less than ten percent of the
physician owners are radiologists, the specialists who interpret x
rays and scans at imaging centers. The majority of the physician
investors are in specialties that are likely to refer patients to
these facilities for x-rays, CAT scans, MRI scans, or other imaging
procedures. Physician owners of imaging facilities include general
practitioners (12.2%), obstetricians/gynecologists (7.2%),
internists (34.6%), surgeons (16.6%) and neurologists (5.7%).
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Table 7. Physician Owners by Investment Choice and Specialty

(1) (2) (3) (4) (5)
AMBULA- DIAGNOS-

TORY TIC DURABLE HOME
SPECIALTY SURGICAL CLINICAL IMAGING MEDICAL HEALTH
GROUP FACILITY LABORATORY CENTER EQUIPMENT AGENCY

TOTAL
PHYSICIAN
OWNERS 601 871 2258 386 260

Percentage of Physician Owners by Specialty
GENERAL
MEDICINE

OB/GYN

INTERNAL
MEDICINE

SURGERY

NEUROLOGY

ONCOLOGY

RADIOLOGY

PATHOLOGY

OPHTHALMOLOGY

OTHDOCTORa

2.7%

20.7%

22.8%

30.9%

.7%

3 ~• 0

5 ~• 0

.5%

12.8%

8.8%

18.4%

4.7%

52.1%

7.0%

1.1%

1.8.%

7 ~• 0

10.3%

.3%

3.4%

12.2%

7.2%

34.6%

16.6%

5.7%

2.5%

9.8%

1 ~• 0

4 ~• 0

10.8%

18.1%

3.6%

37.8%

14.0%

1.0%

2.1%

3.6%

8 ~• 0

2.1%

16.8%

7.7%

8 ~
• 0

47.3%

21.9%

4.2%

5.0%

5.0%

8 ~
• 0

8 ~
• 0

6.5%

Notes: aOTHDOCTOR -- This category includes pediatrics,
pSYChiatry, anesthesiology, dentistry, podiatry,
chiropractors and the specialties listed in the "OTHER"
classification in Table 5.

(CONTINUED)
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Table 7. Physician Owners by Investment Choice and Specialty
(Continued)

(6) (7) (8) (9)
PHYSICAL
THERAPY

SPECIALTY NURSING REHABILITATION RADIATION
GROUP , HOSPITAL HOME 'CENTER THERAPY

TOTAL
PHYSICIAN
OWNERS 238 66 366 120

Percentage of Physician Owners by Specialty
GENERAL
MEDICINE 13.4% 16.7% 8.5% 5.8%

OB/GYN 10.9% 6.1% 2.2% 1.7%

'INTERNAL
HEDICINE 31.9% 19.7% 20.2% 28.3%

SURGERY 21.8% 7.6% 32.5% 7.5%

NEUROLOGY 1.3% 1.5% 6.3%

ONCOLOGY 2.1% 59.:- 32.5%• 0

RADIOLOGY 2.1% 3.0% 3.6% 20.0%

PATHOLOGY 1.3% 39.:- 1.7%• 0

OPHTHALMOLOGY 4.6% 3.0% 1.1%

OTHDOCTORa 10.5% 42.4% 24.9% 2.5%

Notes: aOTHDOCTOR -- This category includes pediatrics,
psychiatry, anesthesiology, dentistry, podiatry,
chiropractors and the specialties listed in the "OTHER"
classification in Table 5.
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The specialties of physician owners of durable medical
equipment businesses, reported in column four of Table 7, resemble
those of imaging facilities and clinical labs. The physician
owners of·durable medical equipment businesses are in a position to
refer their patients to the entities they own for equipment and
oxygen supplies. Approximately 70 percent of the owners are in
three specialty groups: general medicine (18.1%), internal
medicine(37.8%) and surgery (14.0%). The specialties of
physician owners of home health agencies are also shown in Table 7.
Here again, physician "investors are-generally specialists' who may
refer their patients to home care providers for services e· The
majority of the physician owners specialize in either internal
medicine (47.3%) or 'Surgery (21.9%).

Examination of the physicians who have investment interests in
hospitals (see Table 7 column 6) reveals that these owners are
specialists who are in a position to refer and treat patients in
hospitals. Of the 238 physicians identified thus far as having an
investment interest in hospitals, 13.4 percent are general
practitioners, 10.9 percent are either obstetricians or
gynecologists, 31.9 percent are internal medicine specialists and
21.8 percent are surgeons.

The specialty mix of physician owners of physical therapy
centers is consistent with the results for the other entity types.
Again, physician owners of physical therapy facilities are
specialists who may refer their patients for treatments. Not
surprisingly, most of the owners of physical therapy centers are
orthopedic surgeons (32.5%). The remaining physician owners are
internists (20.2%), general practitioners (8.5%), neurologists
(6.3%) and other less common specialties - OTHDOCTOR (42.4-%).

Finally, the specialty composition of physician owners of
radiation therapy centers is reported in the last column of Table
7. More than 80 percent of the physician investors in these
facilities are concentrated in .three specialty groups that treat
cancer patients: oncology (32.5%), internal medicine (28.3%) and
radiology (20.0%).

D. The Scope of Joint Ventures Among Health Care Providers

The above discussion links characteristics of individual
health care professionals to the types of entities that these
individuals have chosen as investments. This section of the
analysisis examines the extent and nature of such ownership
arrangements. Preliminary evidence regarding the scope of
ownership arrangements among the health care entities that
responded to the survey are presented in Table 8. Before examining
the results in Table 8 in detail, it is important to emphasize that
the ownership data reported here are incomplete. Hence, these
preliminary results underestimate the prevalence and scope of joint
venture arrangements among health care providers in Florida. These
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Table 8. OWNERSHIP COMBINATIONS OF RESPONDING FLORIDA HEALTH CARE ENTITIES
s-

aTHER FACILITIES
(These mayor may not

JOINT VENTURED FACILITIES be ioint ventured.)
PHSYCIAN
AND/OR REMAINING
PHYSICIANS FACILITIES

ENTITY TOTAL IN COMBI- NONPHYSICIA..~ NONPHYSICIAN (Including
TYPE NUMBER OF NATION HEALTH CARE HEALTH CARE WHOLLY those with

FACILITIES WITH PROFESSIONAL PROFESSIONAL HEALTH CARE OWNED incomplete
RESPONDING OTHERS ONLY AND ENTITY ENTITY ONLY SUBSIDIARY information)

~~ulatory Surgical 68 45 -- -- II 1 11
Facilities (66.2%) (16.2%) (1. 5%) (16.2%)

Clinical 216 73 22 4 7 14 96
Laboratories (33.8%) (10.2%) (1. 9%) (3.2%) (6.5%) (44.4%)

Diagnostic Imaging 163 122 8 -- 6 4 23
Center (74.8%) (4.9%) (3.7%) (2.5%) (14.1%)

N Durable Medical 333 37 79 4 10 27 176
'-0 Equipment Suppliers (11.1%) (23.7%) (1.2%) (3.0%) (8.1%) (52.8%)

Hone Health 445 18 80 -- 23 142 182
Agencies (4.0%) (20.0%) (5.2%) (31. 9%) (40.9%)

Hospitals 233 9 2 2 15 86 119
(3.9%) (.9%) (.9%) (6.4%) (36.9%) (51.1%)

,
Nursing 505 21 84 1 46 197 156
Homes (4.2%) (16.6%) (.2%) (9.1%) (39.0%) (30.9%)

physical Therapy 242 55 119 4 9 10 45
Centers (22.7%) (49.2%) (1. 7%) (3.7%) (4.1%) (18.6%)

psychiatric 44 -- 3 -- 5 29 7
Hospitals (6.8%) (11.4%) (65.9%) (15.9%) (15.9%)

Radiation Therapy 30 13 -- -- I 3 13
Centers (43.3%) (3.3%) (10.0%) (43.3%)

--
TOTAL
(excludes 2,279 393 397 15 133 513 828
40 CMHFs) 100% (17.2%) (17.4%) (0.7%) (5.8%) (22.5%) (36.3%)



statistics represent a lower bound estimate of the prevalence and
scope of joint venture arrangements for at least two reasons.

First, the results in Table 8 do not reflect detailed
ownership information on those facilities which are wholly owned
subsidiaries of parent organizations. Information on the nature of
ownership interests in the parent organizations identified by
survey respondents is currently being collected. As indicated in
Table 8, such parent organization ownership arrangements occur
frequently among home health agencies, hospitals, and nursing
homes.

Second,-the"-preva"1ence of physician owned facilities is also
underestimated because some of the health care entity owners are
physician professional associations or corporations whose
stockholders are physicians or other health care profe~sionals.

Information on these physician and other health care professional
owners is currently being collected from the entities through
followup surveys.

The preliminary estimates reported in Table 8 identify the
following ownership arrangements: 1) physician owners--this
category includes all ownership arrangements involving physicians;
2) nonphysician health care professionals only; 3) nonphysician
health care professionals and health care entities; 4) health care
entities only; 5) wholly owned subsidiaries; and 6) not determined.

The preliminary evidence reported in Table 8 suggests that for
the responding entities about two thirds of these ambulatory
surgical facilities ~nd nearly three fourths (74.8%) of these

'diagnostic imaging centers are owned either in part or wholly by
physicians. About a third of the responding clinical laboratories,
more than 20 percent of the responding physical therapy centers,
and more than 40 percent of the radiation therapy centers also have
physician owners. The results further suggest that, relative to
these entity types, only a small proportion of durable medical
equipment businesses, home health agencies, hospitals (both acute
care 'and psychiatric) are owned by physicians. The prevalence and
scope of physician ownership for these latter facility types is
probably understated, however, as the ownership data on the parent
corporat~ons of these entity types are not complete.

Of the 68 ambulatory surgical facilities that responded to the
survey, 82 percent have health care professionals and/or health
care entities as owners. Approximately 66 percent or 45 of the 68
facilities are owned either in part or wholly by physicians.
Moreover, 34 of the 45 ambulatory surgical facilities with
physician investors have only physicians as health care provider
owners.

Examination of the ownership' information for clinical
laboratories shows that nearly 49 percent of these facilities have
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health care professionals and/or health care entities. Physicians
have investment interests in close to 34 percent of the 216
clinical labs that responded to the survey. Furthermore, although
not reported explicitly in Table 8, about 24 percent or 50 of the
216. labs indicate they have only physicians as health care provider
owners.

The preliminary data on diagnostic imaging centers suggest
that at least 74.8 percent of these entities who filed a completed
questionnaire have physician investors. Of these 163 responses, 43
percent (70) reported that all of their health care provider owners
are physicians. Many of the other 52 imaging centers which
havesome physician owners are joint venture arrangements between a
group of physicians and a hospital.

The estimates for durable medical equipment businesses suggest
that at least 11.1 percent of these companies are either wholly or
partially owned by physicians. As mentioned previously, these
percentages represent a lower bound estimate of the extent of
physician ownership of these entities as the ownership data are
incomplete. For example, approximately eight percent of durable
medical equipment businesses are wholly owned by a parent
organization, whose stockholders are a group of health care
professionals.

The preliminary findings in Table 8 further imply that four
percent or more of the sample of 445 home health agencies have an
ownership arrangement involving physician investors. These
estimates must be regarded with. caution, however, for the reasons
discussed above. Henc~, these figures are a lower bound estimate
of the degree to which home health agencies are owned by .
physicians. Another 20 percent of these 445 home health agencies
are owned solely by a health care professional; most of these
owners are either registered nurses or home health administrators.

Examination of the results for physical therapy centers shows
that more than 22 percent of the sample of 242 entities have some
ownership arrangement that directly involves physicians. Another
nearly 49 percent of these centers are owned by nonphysician health
care professionals. Not surprisingly, most of these nonphysician
health care professionals are physical therapists.

Physicians also have established ownership interests in
freestanding radiation therapy centers. Approximately 43 percent
or 13 of the 30 facilities that returned the questionnaire have an
ownership arrangement that directly involves physicians.

The results for hospitals, nursing homes and psychiatric
hospitals show that a large percentage of each of these facilities
are wholly owned subsidiaries of parent corporations. For example,
the percentage of hospitals, nursing homes and psychiatric
hospitals involved in such ownership arrangements are 37, 39 and 66

31



percent respectively. since the ownership information on the
parent corporations is incomplete, the proportion of these
facilities which have physician owners are lower bound estimates of
the prevalence of joint ventures involving physici~ns for these
entities.
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APPENDIX A

Literature Review

This review summarizes the discussions, findings and
implications of the available pUblished literature pertaining to
joint ventures among health care providers. The literature
review covers economic and empirical research on joint venture
arrangements and articles from health care trade pUblications.
Throughout this review of the existing literature, the term
"joint venture" refers to any ownership or compensation
arrangement-between~persons-providinghealthcare, as defined in
Florida statutes, Chapter Law 89-354.

1. Academic Literature

Much of the academic literature relevant to joint ventures
are commentaries and discussions of the conflict of interest
issue associated with the practice of referrals by physician
owners to joint-ventured providers. Although previous empirical
studies have examined the responses of physicians to different
financial incentives, as of this time, academic researchers have
not examined the prevalence and impacts of physician ownership of
health care businesses to which they refer patients. At this
juncture, the data required to analyze such issues are not
reported to private or public third party payers.

This section of the literature review will first discuss
research on types of joint venture arrangements. Following this,
empirical studies that have examined physicians' responses to
alternative financial incentives are reviewed.

The structure of Joint Venture Arrangements

Compensation arrangements and joint ventures in the health
care industry have been characterized as either vertical or
horizontal (Broccolo and Roach, 1986) .. Horizontal arrangements
are established between entities that compete in providing health
care services in a given market or an adjacent market area, while
vertical arrangements involve facilities or entities that make
referrals or accept referrals from another entity. For example,
the physician with an office laboratory that was also involved in
a joint venture to provide laboratory services outside his/her
office represents a horizontal arrangement. The construction of
a free-standing radiation therapy facility by a hospital is
another type of horizonta;t joint venture. An example of a
vertical venture is a physician who invests in an independent
clinical laboratory. Other typical vertical joint ventures
include the purchase of MRI equipment by physicians and
hospitals, physician ownership of ambulatory surgical facilities,
ownership of adult-congregate living facilities by nursing homes,
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and establishment of home health agencies by hospitals, nursing
homes, or physicians.

Broccolo and Roach (1986) point out that horizontal ventures
have, in the past, been sUbject to more scrutiny for antitrust
violations than have vertical arrangements. Nonetheless,
vertical joint ventures are the arrangements most likely to
result in conflicts of interest in medicine. such arrangements
also have potential benefits in terms of efficiencies and access
to services that might otherwise be unavailable. Moreover, these
arrangements frequently create successful referral systems for
their participants. The authors, however, fail to consider who
benefits from succ~ssfulNarrangements: the patients or
physicians.

Economic models developed for assessing the impact of joint
ventures have limited application to the concerns regarding joint
ventures amongst health care providers. These models have tended
to focus on horizontal joint ventures and on the impact within a
market of stich horizontal ventures. In the instance of health
care providers the joint venture arrangements are typically
vertical. The vertical joint venture presents substantially
different problems in terms of potential inefficiencies in that
the participants in the joint-ventured entity typically make
referrals to, or obtain referrals from, the joint-ventured
entity. Thus, health care providers in joint ventures have a
unique status because they control the demand for the services as
well as the supply of services. That is, when referrals are
made, the quantity of tests or others services demanded of the
joi~t-ventured provider are essentially ordered by one of the
owners of the joint venture. Additionally, after having Set the
quantity demanded by the consumer, the referral generally is
specifically to the joint-ventured provider. This captive
referral system in effect eliminates any price competition and
thereby allows the joint-ventured entity to ignore competitors'
prices.

Vertical joint ventures can inhibit the entry of competitors
who might provide services at lower prices and/or higher quality.
The dominant influence of the referring agents, such as
physicians or hospitals, could allow them to effectively bar
entry of any new competitor and to squeeze out existing
competitors by limiting the number of referrals made to them.
This situation occurred in the antitrust case wherein a home care
provider sued Venice Hospital. The court ruled the hospital had
used their referral power to effectively harm their competitor.

Evidence on Physicians' Responses. to Financial Incentives

Shortell, Wicki~er, and Wheeler (1984)' report the results of
a seven year evaluation of joint ventures in primary care group
practice. In the study, 54 hospitals sponsored joint ventures
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with physicians in a demonstration program funded by the Robert
Wood Johnson Foundation as part of its Community Hospital
program. The findings, based on data from years before the
prospective payment system was implemented (1976-1983) suggest
that such joint ventures can have substantial financial impacts
for hospitals. The joint ventures accounted for an average of 9
percent of hospital admissions; participating hospitals increased
their market shares by approximately 4 percent. Revenues from
hospital laboratory charges increased by 15 percent over this
period (even after-adjusting for inflation); revenues from
hospital radiology charges increased by 14 percent (again, after
adjusting for inflation).

Many of the joint venture group practices attracted high
percentages of self-pay and privately insured patients. As to
the impact on physician charges to patients, costs per visit were
lower for both emergency room visits and outpatient department
visits, while costs per visit were slightly higher than for
private practice fee-for-service physicians. The study concludes
that such joint ventures are "needed" for hospitals in highly
competitive markets and for those institutions with unfavorable
prospective payment rates (other "needs" are also noted). These
results clearly support the need to scrutinize hospital-physician
joint ventures as to their impacts on charges and utilization
rates.

Epstein, Begg and McNeil (1986) examined the. influence of
payment method on the use of ambulatory testing by internists.
This study compared the number of tests performed on patients
with uncomplicated hypertension by 10 physicians in large fee
for-service groups'and 17 doctors in large prepaid groups .. After
controlling for patient characteristics, the results indicate
that physicians in fee-for-service practices ordered 50 percent
more electrocardiograms and 40 percent more chest radiographs
than doctors in prepaid groups. Both tests were associated with
high profits and high patient charges. These findings suggest
that the financial incentives inherent in the fee-for-service
payment method cause physicians to order more expensive, high
profit tests.

Hillman (1987) points out the potential conflict of interest
for physicians inherent in financial arrangements with HMOs,
including capitation-based payments, fee for service contracts
wherein the HMO withholds a percentage of payments, and salary
based payments. His analysis of approximately 300 HMOs implies
that certain financial arrangements result in conflicts of
interest that influence physician behavior and may adversely
affect quality of care. Specifically, this situation is likely
to arise when the HMO has established mechanisms to share profits
with participating physicians.
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More recently, Hillman, Pauly and Kerstein (1989) examined
whether financial incentives affect physicians' clinical
decisions and the operating performance of HMOs. Their findings
suggest that capitation payments or salaries were associated with
lower hospitalization rates than fee-for-service payments.
Moreover, it appears that imposing penalties on physicians for
any deficits in the HMOs' hospital funds results in fewer
outpatient visits. The authors conclude that HMO type and
certain financial incentives influence physician behavior.

Hemenway, et ale (1990) compared the practice patterns of
physicians at a chain of ambulatory walk-in clinics over a one
year period. In the middle of the year, the centers instituted a
new compensation plan whereby physicians could earn bonuses which
were tied to the gross revenues each physician generated.
Prior to this change, physicians were paid a flat hourly wage.
Under the new payment meChanism, physicians increased the number
of laboratory tests performed per visit by 23 percent; the number
of x-rays per visit increased by 16 percent. The total charges
per month, adjusted for inflation, grew by 20 percent, primarily
because of the significant increase in patient visits. Moreover,
the wages of those physicians who regularly earned the bonus rose
19 percent. The authors conclude that significant monetary
incentives may induce physicians to change their practices to
increase utilization of office visits and diagnostic procedures.

In a recent study published in the NEJM, Hillman and
colleagues (1990), compared the frequency and costs of imaging
examinations performed by physicians who conducted these
diagnostic tests using equipment in their offices (within-office
-referrals) with those ordered by physicians who referred their
patients to radiologists (radiologist-referring). Their analysis
is based on claims data for more than 65,000 imaging procedure
orders by more than 6400 physicians for acute upper respiratory
symptoms, pregnancy, low back pain, or difficulty in urinating
(for men). The imaging procedures examined for each of the
respective conditions were chest radiography, obstetrical
ultrasound, radiography of the lumbar spine, and excretory x-rays
or ultrasonography. The study found that, on average, doctors
who own the machines ordered four to 4.5 times more imaging tests
than tho~e who referred their patients to radiologists. Further,
physicians who owned the equipment charged their patients fees
that average 4.5 to 7.5 times more per procedure than fees
charged for patients of radiologist-referring physicians. The
authors conclude that the extreme differences in the two groups
calls to question the assumption that the financial interests of
physicians do not influence medical decisions. The researchers
question whether four times the utilization compounded by four tq
seven times the cost provide commensurate incremental benefits in
health to these patients.
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2. Health Care Industry Trade Publications

Most articles appearing in health care trade journals
e~phasize advantages to the development of joint ventures in
terms of patient referral bases, eliminating risks, and enhancing
profit opportunities for participants. A 1985 article in
Hospitals reports on hospital-physician joint ventures (Morrissey
and Brooks, 1985) based on a survey by the American Hospital
Association. The results indicated that hospital-physician joint
ventures existed for most types of health care entities including
preferred provider organizations, HMOs, IPAs, ambulatory surgical
centers, primary care centers, emergency care centers, home
health agencies, free-standing laboratories, free-standing
imaging centers, and medical office buildings. Twelve percent of
the hospitals responding to this survey indicated that one or
more of these joint ventures had been established as of January
1984 with higher percentages in the West and in New England, and
lower percentages for the rest of the country. The authors
project continued development of such joint ventures by large
non-governmental, non-teaching hospitals in urban areas. The
article closes with the statement, "It is the nature of
competition that those who do not develop or imitate successful
innovations, fall by the wayside. The changing financing
environment and the increasing supply of physicians suggest that
profitable joint ventures will be imitated wherever competition
demands them" (Morrissey and Brooks, 1985).

Articles in Hospitals support the conjecture that hospital
physician joint ventures have significant impacts on ,charges and
utilization rates. The February 1986 issue of Hospitals _reports
that more than seventeen percent of larger hospitals (at least
400 beds) have outpatient surgery joint ventures. These articles
emphasized that joint venture arrangements can be extremely
profitable. In fact, the study indicates that'hospitals can
expect to double revenues from outpatient surgery if they
establish ambulatory surgical facilities with their physicians.
The article also notes that physicians who invest in joint
venture programs concentrate their services in these hospital
based joint ventures. For ~ample, a California hospital shifted
business away from competing hospitals by establishing a joint
venture with its physicians for diagnostic services involving a
CAT scanner.

An April 1987 article in Hospitals reports increasing
competitive threats to revenues from laboratory services in
hospitals as physicians develop laboratories in their offices.
The article includes a survey suggesting that more than sixty
percent of hospital chief executives expect more than a 25
percent growth in revenues from outpatient lab services by 1990.
The article notes that physician office laboratories face
problems including a crackdown on within-practice referrals as
physicians with office analyzers tend to overutilize this
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equipment. Increased regulation and other problems are expected
to suppress the growth of physician office laboratories but
physicians are likely to respond by banding together in limited
partnerships to start their own freestanding reference
laboratories. The article closes by noting that as physicians
start their own reference laboratories, competition will
intensify significantly.

Droste (1987) reports on changes in Medicare reimbursement
for free-standing ambulatory surgical centers. These centers
will benefit from higher reimbursements for currently approved
procedures and will also benefit from an expanded list of
surgeries that will be covered by Medicare. Not surprisingly,
the changes are expected to increase the number of physician
hospital joint ventures in ambulatory surgical centers.

Souhrada (1988) describes the rapid growth of joint ventures
providing magnetic resonance imaging (MRI) services. She
summarizes the results of a survey which reveals that ventures
involving MRI units include twelve percent by hospitals with
hospitals, 50 percent by hospitals with physicians, 20 to 25
percent by physicians with physicians, and thirteen to eighteen
percent by other types of joint ventures. The high cost of these
units ($3,000,000 per unit) is cited as a motivation for
encouraging joint ventures between facilities and/or physicians
who can provide the necessary patient referrals to keep these
units operating at high volumes.

The trend toward physicians purchasing hospitals is
discussed by Koska (1988). The author describes a situation in
California whereby physicians joined forces to purchase a
hospital from a bankrupt parent company. She notes a growing
trend toward integration of practice units; the purchasing units
are usually the most powerful entity (Whether it be a hospital or
a physician group). Physicians are expected to bUy hospitals
when they account for the majority of admissions because they
want to benefit from revenues produced by those admissions.
Koska notes legal and ethical issues arising in such joint
ventures and then describes some problems that may inhibit the
success of such joint ventures. Koska's article closes by
noting that the physicians who acquired the hospital in
California expected to increase the market share for the hospital
from 50 to 80 percent; to accomplish this goal, the physicians
planned to extensively renovate and expand the range of services
offered. .

Mistarz (1984) pointp out that joint ventures for home
health agencies likewise present many opportunities for hospitals
and other providers to diversify and reduce their risks. She
suggests that hospitals who add home health care as a joint
venture may be able to recapture a portion of revenues lost under
the DRG prospective system, especially if hospitals set up joint
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ventures with physicians. Joint ventures with other hospitals,
joint ventures with medical equipment suppliers, and joint
ventures with nursing homes are also suggested as providing
profit opportunities for hospitals.

A series of articles dealing with legal issues in joint
ventures was also published in Hospitals. Traska (1984) reports
on a legal dispute between an HMO and an independent practice
association (IPA) of physicians. The HMO had increased some
physician fees but decreased other physician fees causing'
physicians to threaten to "strike". Larkin (1989) reports on the
limits for avoiding price fixing ..charges .where providers control
an HMO. In a recent case, Hassan v Independent Practice
Associates, the u.s. District court in Flint, Michigan, rejected
a claim that the HMO's establishment of a maximum fee schedule
represented per se violations of antitrust law. The Court ruled
that these activities were carried out as part of a legitimate
joint venture and actually promoted competition by making
possible a new and competitive product -- managed care. The
article includes guidelines that would help to reduce the risk of
successful price fixing claims' from fee setting activities by
provider-controlled HMOS, inclUding risk sharing by providers,
provision of new products (such as comprehensive health
services), and setting prices to reflect market forces.

Holthaus (1989) notes that the courts have acted broadly in
interpreting anti-kickback provisions of Medicare laws. These
interpretations eliminate defenses that show physicians perform
some services for money received, that a particular payment was
remuneration,. that there may have been other reasons for a
solicitation of remuneration by defendants, and that even if only
one purpose was to induce further referrals, the payment can be
interpreted as a kickback. These conclusions, while important
for Medicare recipients or Medicaid beneficiaries, do not apply
to consumers not covered by these programs.

A September 1990 issue of Hospitals reports on "group
practices without walls". In the article the author describes
arrangements whereby physicians maintain solo practices or small
group practices, and buy into a mUlti-group practice arrangement.
These arrangements allow each physician to deliver services under
the mUlti-group practice from their offices. This development is
of interest for this study because the article emphasizes that
such multi-group practice arrangements provide opportunities for
joint venture partnerships by hospitals. Two particUlar
arrangements are singled out, one in Sacramento, California, the
other in Londonderry, New Hampshire. The California group
practice has two joint ventures that are operated with hospitals,
a surgery center and imaging center. The article suggests that
such arrangements will be beneficial in the·future for hospitals.
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The September 17, 1990 cover story of Modern Healthcare is
entitled "Home Healthcare - a Strategy and Its Perils." The
article notes that hospitals who have entered into home care
ventures are reevaluating their positions, especially those who
are in home medical equipment. Problems in Medicare
reimbursement cuts are cited as a reason for the lack of
profitability in this area. The article notes that hospitals
face substantial competition as they seek to enter the home care
business and in order to remain viable they must diversify and
provide services to non-Medicare patients. A highlighted section
of the article reports that hospitals have been cautious in the
wake of the 1988 Florida Home Medical Equipment lawsuit against
venice Hospital. The article points out such caution may be
unnecessary, however, as there has been a decline in the number
of antitrust lawsuits against hospital-based home health care
service providers and equipment dealers. The article further
highlights the fact that home infusion therapy firms have enjoyed
generous profits with little exposure to the reimbursement whims
of Medicare. The article notes that private payers provide 90
percent of the revenues for home infusion firms but cautioned
that managed care case managers will tend to reduce future
profits (relative to the high profitability that now occurs) .

McManis (1990) in an editorial comment in Modern Healthcare,
claims that competition has failed in health care. He suggests
that hospitals need to develop vehicles for collaboration if they
are to succeed in the future. In addition, he argues for joint
development companies which will allow hospitals to work together
and share future growth areas such as new technology or clinical
programs. He also advocates the development of integrated
medical delivery systems with physicians that would realigp
financial incentives and avoid further duplication of facilities
and services. In closing he comments that "the time has come to
stop developing strategies that are concerned with beating
competition and to begin to develop a shared vision that will
benefit both hospitals and the communities they serve."

The May 21, 1990 issue of Modern Healthcare reports on a
multi-unit provider survey. The article reviews developments for
mUlti-hospital systems and highlights the expansion opportunities
in rehab units, retirement centers, managed care, ambulatory
care, and surgery centers. These areas are singled out as
particularly profitable for hospital operators. other areas with
limited opportunities include long-term care and home care.

In the same issue, Tarabella (1990) describes the tremendous
growth opportunities in the area of rehab services. Growth
opportunities are particularly noted in the area of specialty
rehab services where franchising companies have developed. A
continuing problem, however, is the shortage of rehabilitation
therapists. The provision of rehabilitation services is
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earmarked as a particularly lucrative area for hospital
expansion.

In another article in this special issue Lutz (1990),
describes significant opportunities for multi-hospital systems in
the provision of ambulatory care. The article notes that
hospitals have opened ambulatory health care centers at growth.
rates exceeding 20 percent recently. In contrast the number of
centers not associated with hospital systems has fallen by six
percent. Urgent/primary care centers owned by hospital systems
increased by 24 percent in 1989. Several other areas of growth
are noted. The number of diagnostic imaging centers owned by
hospital systems increased "73 percent in 1989. Hospital systems
operated 22 percent more industrial medicine clinics in 1989. In
addition, the number of cancer centers operated by hospital
systems rose by 55 percent in 1989. This tremendous growth is
attributed to consumer preference for .ambulatory centers. Your
Medical Imaging Centers, a Florida company that specializes in
mobile magnetic resonance imaging services is singled out for
having developed a "cookie cutter for modular facilities
development of an imaging center on hospital campuses". The
article notes that many hospital systems are expanding off-campus
to provide such services.

Henderson (·1990), in the same special issue of Modern
Healthcare, described recent developments in surgery centers. He
notes that this market has experienced significant growth and
hospital systems have continued to expand in' this area.
Nevertheless, despite their expansion efforts, hospitals have
lost market share to. freestanding outpatient surgical centers .

. In 1984 hospitals held 89 percent of the outpatient surgery
market; by 1989 hospitals' share of this market had fallen to 76
percent. The article concludes that despite this loss of market
share, that off-campus surgical centers provide ample profit
opportunities for hospitals.

Koska (1989) in an article in Hospitals cautions that
hospital CEOs need to be careful regarding physician joint
ventures in order to avoid legal problems with the Stark referral
bill. The article notes that the American College of Radiology
has come out with a policy statement supporting the Stark
legislation on ethics in patient referrals. The author suggests
that hospitals need to enter special clauses in any joint
venture arrangements that would provide for restructuring should
the joint venture arrangement be found to be illegal.

Segedy (1988) in Homecare, a trade pUblication of the home
care business, reviews recent competitive problems posed by the
entry of physicians into home care businesses including home
health agencies and home medical equipment suppliers. The
article notes that the entry of physicians into home care
companies has provided sUbstantial, sometimes insurmountable,
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competition to existing providers of these services. The article
quotes Arnold ReIman of the New England Journal of Medicine, as
well as Uwe Reinhardt of Princeton, as notable persons who have
objected to the entry of physicians into the home care and other
related health care provider services. The article is lengthy
and is replete with stories of how physicians through referrals
can effectively eliminate competition when they enter into the
home care business. As in many other articles from the
perspective of existing providers, the article strongly objects
to physicians entry into this business, as well as the entry of
other providers, such as hospitals.
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APPENDIX B

Federal Regulation, Federal Studies, and state Regulation

A. Federal Regulation

since the inception of Medicare and Medicaid, federal
policymakers have expressed concern over the potential conflicts
created by joint ventures between physicians and health care
entities to which they make referrals. The first explicit policy
enacted to prevent what are considered to be inappropriate
provider transactions <'was-incorporated in the Social security
Amendments of 1972 (P.L. 92-6037). This legislation outlawed
payments for referrals under the Medicare or Medicaid programs.
The penalties included a misdemeanor conviction, a sentence of up
to a year in prison, and a $10,000 fine.

Congress strengthened and further expanded the scope of this
legislation five years later when it enacted the Medicare and
Medicaid Anti-Fraud and Abuse, Amendments. The amended anti
kickback statute declared it was a criminal act to solicit,
receive, offer, or pay any remuneration in return for referrals
of patients or business payable under either the Medicare or
Medicaid programs. Such a transaction was considered a felony
punishable by up to five years in prison and a maximum fine of
$25,000. This legislation, however, contained certain
ambiguities which prompted Congress to revise it in 1980. These
revisions stipulated that such conduct is illegal only if the
refer~als are made knowingly and willingly.

The general view of the courts is that physician ownership
of health care entities per se is not a violation of the anti
kickback laws. Nevertheless, excessive returns on investment in
a health care facility, might constitute a violation of these
l'aws in circumstances where such returns are provided to induce
referrals.

In the authoritative case on this issue, the united states
v. Greber, the court found that if one purpose of payments to a
physician from a diagnostic center was to induce referrals, such'
a transaction constituted a violation of the Medicare fraud
statute. This reasoning was adopted in recent rulings by two
federal appeals courts. In both cases the defendants were found
guilty of violating anti-kickback laws even though only one
purpose of the payments was to induce referrals. The case of the
United states v. Bay State concerns a hospital employee who
reviewed bids and sUbsequently awarded contracts for ambulance
services. Concomitantly, the defendant was providing consulting
services to one of the bidders and received compensation for his
consultations. The other case, the united states v. Kats
involves a diagnostic lab and a community clinic that agreed to
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share payments for patient referrals made by the clinic. A
strict interpretation of the anti-kickback laws was also adopted
in the case of the united states v. Lipkis. The Court determined
the value' of the alleged services (collecting specimens, spinning
down blood, and carrying insurance) were worth far less than the
payments from the independent lab; hence, these payments were
viewed as kickbacks for referrals.

In 1987 Congress adopted the Medicare and Medicaid Patient
and Program Protection Act (P.L. 100-93). This legislation
authorized the inspector general through a civil, as opposed to a
criminal, proceeding to exclude violators of the anti-kickback
statute 'from federal "health programs. Previous attempts to
prosecute providers who were suspected of violating the anti
kickback laws were unsuccessful because the government attorneys
lacked the necessary administrative authority to achieve their
objective. This legislation also mandated the Secretary of the
Department of Health and Human Services to pUblish regulations
identifying those practices and arrangements that would not be
classified as violations of the anti-kickback statutes. These
"safe harbor" regulations .. wereoutlined in a Notice of Proposed
RUlemaking pUblished in the Federal Register on January 23, 1989.

Safe harbors pertain to both physician ownership of, and
compensation from, health care entities to which the physician
may refer patients. The only safe harbor stipulated concerning
physician ownership involves investments in large corporations
(i.e., assets in excess of $5 million and a minimum of 500
stockholders) obtained at a fair market price. Safe harbors were
also proposed for compensatio~ arrangements involving space and
equipment rentals as well as management services that fell within
specified guidelines that limit abuse. Ownership or compensation
arrangements that do not satisfy these criteria might constitute
a violation of the anti-kickback laws.

In April 1989, the Inspector General released a "fraud
alert" on joint ventures. This document stated that any
investment interest, regardless of whether it is directly tied to
referrals, may violate the anti-kickback laws. The three areas
of concern highlighted include how investors are selected and
retained, whether the entity is disguised as a shell or holding
company that provides no services directly, the amount invested
by each physician and the rate of return on the investment. The
"fraud alert" cited questionable attributes which may identify
potentially illegal ventures.

with respect to the first area of concern, suspect joint
ventures include those arrangements where physicians are chosen
as investors because they are likely to refer to the entity.
Other indicators of potentially unlawful activity are situations
where investors are required to divest ownership if they cease to
practice in the service area.
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The second questionable feature relates to the business
structure of joint ventures. The situation discussed is an
arrangement between two health care providers in the same line of
business. For example, in the case of clinical laboratories, one
entity is an established provider and thus acts as the reference
lab. In this situation, the other provider is essentially a
"shell" lab which performs little or no testing on site. Thus,
although the "shell" lab bills Medicare or some other third-party
payer directly for these tests, the procedures are performed at
the reference lab.

The third concern relates to how these joint ventures are
financed and the way""profits"are distributed~ For example,
physicians may invest only a small nominal amount ranging between
$500 and $1500, and receive large returns (often as much as 100
percent per year). These setups are also questionable because
the physicians are frequently able to borrow the amount invested
from the health care entity and then repay it subsequently
through deductions from profit distributions.

Nevertheless, prior to the"prohibition of certain ownership
and compensation arrangements between referring physicians and
clinical labs under the recently enacted Stark legislation, the
only existing federal regulations that explicitly prohibit
physician ownership and self-referral of patients involved home
intravenous (IV) drug therapy treatments and home health
agencies. The Medicare Catastrophic Coverage Act. of 1988 (P.L.
100-360), recently repealed by Congress, contained a provision
that prohibited a home IV therapy provider from rendering
services to a Medicare patient when these services have been
ordered by a physician who owns more than five percent of ~he
agency. Thus, under current federal regulations it is not
illegal for physicians to maintain ownership interests in most
health care entities to which they refer their patients.

The Stark Legislation

Because joint venture arrangements among health care
providers have proliferated in recent years, some members of
Congress contend that existing anti-kickback laws are not
sufficient to prohibit the increasing prevalence of fraud and
abuse in the health care sector. This concern prompted
Representative Fortney H. (Pete) Stark, chairman of the House
Ways and Means Subcommittee on Health, in February 1989 to
introduce a bill (H.R. 939), known as the "Ethics in Patient
Referrals Act". This bill addressed the problem of conflicts of
interest attributable to "self-referrals", that is, the referral
of a patient to a health care facility or provider with whom the
physician has a financial relationship. In his statements
endorsing the bill, Stark noted the efficiency of the anti
kickback laws:
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"the payment of any remuneration, directly or
indirectly, overtly or covertly, in cash or kind is
illegal. Unfortunately, clever deal makers have found
a loophole. Referrals schemes are being disguised as
'legitimate' business arrangements, most commonly as
'partnerships' involving referring physicians, but also
as 'consulting' or similar arrangements. The general
intent is quite clear; to 'lock in' referrals by
creating a web of financial relationships binding the
referring physician to the provider."

The Stark bill, as it was originally introduced, would have
prohibited a physician from referring Medicare patients to any
health care entity in which the physician or an immediate family
member of a physician has an investment interest. This
prohibition on referrals would also cover any facility with whom
a physician has compensation arrangements. The measure would
further prohibit the health care entity from billing Medicare,
the patient, or another insurer for services rendered through
referrals from physician investors.

The law eventually passed as part of the Omnibus
Reconciliation Act of 1989 (P.L. 101-239) prohibits physicians
who have ownership interests or compensation arrangements with
clinical laboratories from referring Medicare patients to these
entities effective January 1, 1992. This ban on physician
referrals also pertains to labs in which a physician's immediate
family member has an investment interest.

The law prohibiting self-referrals contains certain
.exemptions which might limit its impact. The exemptions include:
labs located within a physician's office, group medical practice,
or HMO; labs in hospitals where the referring physician maintains
staff privileges, but his or her investment interest is in the
entire hospital as opposed to only the clinical lab; and
laboratories located in rural areas or in hospitals in Puerto
Rico. Physicians may also own stock and refer patients to labs
that are publicly traded corporations with assets exceeding $100
million.

The law further exempts certain compensation arrangements
between physicians and laboratories from the ban on self
referrals. These include payments from a hospital to a physician
employee; payments for leasing office space provided such
payments are not determined by the number of referrals; and
payments from a hospital to a physician in order to attract the
physician to relocate within the boundaries of the hospital
market area (provided that such payments are not tied to the
number of referrals). Finally, the prohibitions do not apply to
lab tests requested by a pathologist for another physician,
provided that the pathologist supervises the testing.
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The law imposes substantial penalties for violations.
First, no Medicare payment will be made for any lab tests linked
to an illegal referral. Second, physicians who violate the law
are required to refund any compensation they received related to
these illegal referrals. Third, persons who submit claims for
illegal referrals, as well as those who fail to refund payments
for any illegal referrals, will be subject to civil penalties of
up to $15,000 for each service rendered. Physicians found in
violation of the law could also be excluded from the Medicare
program. Finally, cross-referrals schemes or other similar
arrangements established between health care providers to lock-in
referrals are illegal and are SUbject to civil penalties of up to
$100,000 for each such arrangement. Any physicians involved in
such arrangements may also be excluded from the Medicare program.

Related Debates on Conflicts of Interest and Physician Referrals

At this juncture, it seems appropriate to consider the views
of the medical profession, other non-physician health care
providers, and the inspector general regarding physician
ownership in a commercial, venture and the potential conflicts of
interest arising from the practice of self-referral.

Congressional Testimony on the Stark Legislation

Representatives from various medical organizations expressed
their views regarding the potential conflicts of interest arising
from self-referrals during the Congressional hearings on Stark's
proposed legislation to prohibit referrals by physician owners to
facilities in which they have investment interests.

The American Medical Association (AMA), which has a powerful
lobbying group in Washington, opposed Stark's bill primarily
because most of the evidence cited by Stark was anecdotal. The
AMA recognizes the importance of physicians maintaining high
ethical standards. Nevertheless, despite their concern for
ethical behavior, the AMA opposes a complete ban prohibiting
physicians from investing in freestanding health care facilities
to which they refer their p&tients. The AMA contends that such
prohibitions are anticompetitive, may curtail access to care, and
adversely affect quality (Todd and Horan, 1989). 'Rather than a
complete ban on physician referrals, the AMA advocates the
adoption of legislation refining the "safe harbor" regulations
for physician investment. They also favor the establishment of
an advisory opinion process so that physicians are able to assess
in advance the legality of a potential venture. Finally, the AMA
has lobbied for a phase-in period if Congress enacts any new
regulations or requires any divestiture of current investment
interests (Todd and Horan, 1989).

More recently, the AMA has qualified their position
somewhat; the referral of patients to facilities in which the
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physician has an investment interest is allowable, sUbject to
specific criteria. First, the physician must notify the patient
of his or her investment interest and that the patient may choose
to obtain the recommended services at another facility. Second,
the physician's primary concern should be for the patient;
exploitation for financial gain is contrary to ethics of the
medical profession (Todd and Horan, 1989).

An article by Morreim (1989) in JAMA offers some further
insights on the conflict of interest issue arising from physician
participation in joint ventures. Morreim acknowledges that the
practice of self-referrals endangers both patients and insurers
with the possibility ofnunnecessary and/or poor quality care.
Although Morreim recognizes the ethical dilemma physicians face,
she argues that prohibitions such as the Stark legislation are
unnecessary and undesirable. Morreim contends that the basic
principles of common law are available to protect patients'
rights without intruding on the patient-physician relationship.
such protections are also available to insurers. In her. opinion,
utilization review and quality assurance are preferable to
encompassing prohibitions chat'might restrain trade and hamper
the development of more cost-effective ways of providing care.

Representative Stark responded to Morreim's statements that
legislative prohibitions on self-referrals are not necessary
because this practice is best controlled through the common law.
Stark (1989) contends that if the common law were capable of
curtailing the potential problems associated with this
phenomenon, policymakers would not be debating "the best way" to
stop these abusive actions~

Views contrary to the position held by the AMA on the
'practice of self-referrals in medicine were also expressed during
the Congressional hearings by representatives from both the
American College of Surgeons and the American College of
Radiology. Dr. Edward Seljeskog, the spokesman for the American
College of Surgeons testified that

"the college believes that professional income should
be derived from services that physicians personally
provide or supervise, not from goods or services they
prescribe for their patients. Referrals made to
ancillary health care facilities in which a referring
physician plays no role in ensuring the quality of
services, yet which result in profit to the physician,
clearly run contrary to this ethical standard ... these
so-called self-referrals run contrary to the fellowship
pledge to place the patient's welfare above all else,
and they violate the college's prohibition against any
and all forms of fee splitting".
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Dr. Lee Rogers, testifying on behalf of the American College
of Radiology declared:

"the-practice of self-referral of patients for a
diagnostic or therapeutic medical procedure may not be
in the best interest of the patient. Referring
physicians should not have a direct or indirect
financial interest in diagnostic or therapeutic
facilities to which they refer patients ..• the American
College of Radiology supports legislation prohibiting
reimbursement for any diagnostic or therapeutic
procedure carried out in a facility in which the
re£erring -'physician-~has a direct -or indirect financial
interest."

Perhaps the most outspoken physician to testify before
Congress was Dr. Arnold ReIman, editor of the New England Journal
of Medicine. Dr. ReIman adamantly opposes self-referrals,
claiming this practice runs contrary to the ethics of the
profession .. In his view, since the physicians do not supervise
or provide these services directly, 'self-referrals encourage
unnecessary duplication and overutilization of facilities and
service and therefore add significantly to the costs of health
care (ReIman, 1985). ReIman further contends that the proposed
safe harbor regulations are inadequate and for this reason many
gray areas exist which skillful lawyers have been able to
exploit. Moreover, he points out that the Inspector General's
Office does not have the resources needed to enforce the proposed
safe harbor regulations, and thus additional legislation should
be enacted to identify those arrangements which are legal
(Iglehart, 1989).

Many consumer groups, non-physician health related
professionals, health insurers, and health care businesses have
expressed their concern about the conflicts of interest arising
from the practice of self-referral. The majority of these
organizations favor the enactment of more encompassing
legislation which would prohibit physician owners from referring
patients to health care facilities in which they have an
investment interest. Some of the organizations who have voiced
concern on this issue are: the American Physical Therapy
Association, the Blue Cross-Blue Shield Association, the Health
Insurance Association, the National Association of Medical
Equipment Suppliers, and the American Association of Retired
Persons (Iglehart, 1989). The primary reason these organizations
oppose physician ownership of freestanding health care facilities
is because it creates a captive referral system between physician
owners and these entities. Under-these circumstances, it has
become increasingly difficult for non-joint ventured facilities
to compete unless they offer the referring physicians some
financial compensation.
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One remedy to this problem which has been discussed at
length is disclosure; these laws require physicians to reveal
financial conflicts of interest to their patients. Rodwin (1989)
examines disclosure policies in four contexts: medical informed
consent, consumer protection laws, lawyer-client relationships,
and disclosure by government officials. Rodwin evaluates the
implications of these pOlicies for physician investments and
concludes that physician disclosure alone is not sufficient to
protect patients. In fact, in some situations, disclosure may
place the patient in a difficult situation. Thus, Rodwin
advocates that policymakers work with the medical profession to
evaluate the risks and benefits associated with different
conflict ofinterest;si~uations, and then develop appropriate
policies to limit these conflicts.

Other Federal RegUlation

The Stark Legislation further requires that as of October 1,
1990, all health care entities that bill Medicare must report the
names and Medicare-provider numbers of all physician owners.
This information must also,·be reported for physicians who have
immediate family members with investment interests in health care
entities. Facilities who fail to report this information will be
subject to civil penalties up to $10,000 per day of violation.
The counterpart for physicians billing Medicare is that all
claims for referred services must list the name and Medicare
identification number of the referring physician .. The
information gleaned from these reporting requirements will reveal
which health care entities are physician-owned 'and the number of
patients referred ~o these facilities by physician owners.
(Iglehart, 1990).

B. Governmental Studies

Two congressionally mandated studies have been conducted to
evaluate the prevalence and effects of physician ownership of
health care entities to which they make referrals. Both studies
required data collection because information identifying
physician owners of health care entities which are Medicare
providers was not available from Medicare carriers, state
governments or the federal government. The first investigation
was conducted by the Office of the Inspector General.
Representative Pete Stark cited the results from this report, in
May 1989, in his efforts to win support in Congress for new
legislation restricting the practice of self-referral. The other
study is currently being conducted by the General Accounting
Office. Hence, only preliminary findings from the GAO report
will be reviewed. The Bureau of competition, Consumer Protection
and Economics of the Federal Trade Commission has also examined
the development of regUlations pursuant to the Medicare and
Medicaid anti-kickback statute. An overview of the comments they
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related to the Secretary of Health and Human Services in December
1987 is presented below.

The OIG Study

The OIG conducted two surveys of health care providers in
eight states to obtain the data needed to determine the
prevalence, nature and impact of physician ownership of medical
businesses to which they make referrals. The states examined were
Arkansas, California, connecticut, Florida, Michigan, New York,
West Virginia, and Kansas city, Missouri. One survey involved
approximately 4000 physicians, while the other focused on
ownership and/or compensation arrangements betwe~n physicians and
three types of health care businesses: freestanding clinical
labs, durable medical equipment suppliers, and freestanding
physiological labs. Physiologic or imaging facilities perform
noninvasive diagnostic testing such as magnetic resonance
imaging, CT scans, and ultrasounds.

Estimates derived from the data reported by the 2690
physicians who responded to the'survey imply that nationwide
twelve percent of the physicians who bill Medicare have ownership
interests in facilities to which they make referrals. The
results further suggest that about eight percent of the
physicians who bill Medicare have some type of compensation
arrangement with one or more health care facilities to which they
make referrals. National estimates calculated from the surveys of
healt~ care entities imply that at least 25 percent of
freestanding clinical labs, eight percent of durable medical
equipment suppliers, . and 27 percent of freestanding physiological

'labs or imaging centers are owned either partially or wholly by
physicians.

The results also indicate that Medicare patients of
referring physicians who have investment interests in
freestanding clinical labs received 34 percent more tests
directly from these labs than the general population of Medicare
patients. The latter group is comprised of patients treated by
both physician owners as well as physicians who have no
investment interests in health care facilities. Medicare
patients. of physicians who reported investment interests in
diagnostic centers received about thirteen percent more tests
than all Medicare beneficiaries in general. In contrast, the
study found no significant differences between Medicare patients
of physician owners and all Medicare beneficiaries with respect
to the utilization of durable medical equipment items. with the
exception of durable medical equipment, these findings suggest
that physician ownership of facilities to which they make
referrals adds significantly to the overall cost of services
purchased through the Medicare program. In fact, the OIG report
estimates that the costs of the additional clinical lab testing
amounted to $28 million in 1987.
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The data from the eIG study further indicate that the
percentage of physician owners in Florida was the highest of the
eight states surveyed; over 20 percent of the physicians in
Florida have ownership interests in facilities to which they
refer patients. The proportion of physicians with compensation
arrangements ranked second; nearly eleven percent of the nonowner
physicians in Florida have some type of compensation arrangement
with facilities to which they make referrals. Moreover, Medicare
patients of physician owners in Florida received 40 percent more
clinical lab tests, twelve percent more diagnostic tests, and
utilized sixteen percent more items of durable medical equipment
than the general population of Medicare bene£iciaries. In
contrast, use rates for all services by patients of nonowner
physicians who have compensation arrangements with these
facilities are comparable to the utilization rates exhibited by
all beneficiaries. In summary, the eIG findings suggest that in
Florida, Medicare patients of physicians who have ownership
interests in the three types of medical facilities examined have
sUbstantially higher utilization rates in comparison to the
general population of Medicare beneficiaries.

Richard Kusserow, the Inspector General of the Department of
Health and Human Services, also testified during the
Congressional hearings on stark's bill. After reporting the
findings of his study examining physician ownership of clinical
labs, imaging centers, and durable medical equipment suppliers,
Kusserow commented that the existing anti-kickback laws are not
adequate to deal with the perceived problems associated' with
sel~-referrals. He further remarked that the findings of his
report imply that disclosure requirements will not remedy the
problem either; physician-owned clinical labs in states with
disclosure laws reported both significantly higher charges and
utilization rates than the general population. of labs. In his
view, more clear-cut legislation such as Stark's bill, would be
easier to enforce than the existing ambiguous anti-kickback laws.

Kusserow expounded upon his testimony later in a letter,
dated October 31, 1989. The letter was written in response to
several queries from Stark regarding the prevalence of joint
ventures. Kusserow stated that physician investment in health
care businesses to which they make referrals has grown rapidly in
recent years. Moreover, such ventures are generally marketed
exclusively to doctors, with the intent of influencing their
referral practices. According to Kusserow, the gray areas of the
existing law make it difficult to determine which of these
partnerships are illegal. He concluded by stating:

"the current anti-kickback law is inadequate to prevent
outright kickbacks and bribes which are offered or paid
to induce the referral of Medicare business. It will
never be effective at curtailing business practices
where the ultimate objective may be the same but the
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payments are masked as dividends, rent, or consulting
fees."

The GAO study

Michael Zimmerman, director of Medicare and Medicaid issues
for the GAO, testified during the congressional hearings on
stark's bill regarding the ongoing GAO investigation of physician
ownership. He presented preliminary results from a study
focusing on physician referrals to clinical laboratories and
diagnostic imaging centers in Maryland and Pennsylvania. In June
of 1989 when Zimmerman testified, 87 percent of the facilities in
each state had responded to ·the questionnaire. Preliminary
estimates suggest that about 18 percent of the freestanding
clinical labs and imaging centers in Maryland are owned by one or
more physicians in a specialty unrelated to the services rendered
at either of these health care entities (pathologists render
clinical laboratory services while radiologists interpret x-rays
and scans at imaging centers). In Pennsylvania, about 29 percent
of the freestanding labs and imaging facilities are owned in part
or entirely by referring physicians.

with respect to the utilization of laboratory services,
Zimmerman reported that physician owners in Maryland ordered more
tests, and ordered more costly tests, than physicians with no
investment interests. A breakdown by specialty indicates that
cardiologists who owned labs ordered fewer tests than nonowners
specializing in cardiovascular disease. In contrast, both family
practice and internal medicine physicians with investment
inte~ests in clinical labs ordered significantly more tests per
visit than nonowners. The data for diagnostic imaging procedures
show that physician owners ordered fewer tests, but ordered more

·expensive tests, than physicians without ownership interests.

At the time of his testimony, Zimmerman was not able to
comment on the utilization rates for labs and imaging centers in
Pennsylvania because the analysis of this data was incomplete.
Researchers at the GAO informed the principal investigators of
this study that their study is still not complete, and results on
utilization patterns of physician owned labs and imaging centers
in Pennsylvania are still not available.

The FTC Report

The FTC discussed several examples of financial arrangements
and practices that could be construed to violate the anti
kickback laws. The view.of the FTC is that in many situations
these are legitimate pro-competitive arrangements which may
ultimately intensify competition among health care providers.
Moreover, in some cases these arrangements may help to control
health care costs. The FTC report considered business
arrangements involving alternative delivery systems, referral
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services, the ownership of freestanding health care facilities by
referring physicians, and the waiver of deductibles and
coinsurance. Each example is discussed in turn.

Health maintenance organizations and preferred provider
organizations are alternative delivery systems which contain
incentives for providers to control health care costs.
Nevertheless, some of the contractual arrangements employed by
HMOs and PPOs may involve legitimate payments that may be
construed to violate the anti-kickback laws. For example, to
fund administrative expenses, a PPO may require participating
providers to remit to the PPO a percentage of the dollars earned
from-treatingPPO patients. This might be viewed as a kickback
from the provider as an incentive for the PPO to refer patients
to the provider. The FTC contended that contractual payments
made to PPOs and HMOs must be viewed in light of the cost
containment aspects of these programs. Congress adopted this
stance in 1980 when it exempted payments made by providers to
group purchasing agents from the anti-kickback laws. Congress
maintained that alternative delivery systems can reduce overall
health care costs.

The second case examined by the FTC involves referral
services. These arrangements can foster competition because they
reveal information on fees and services offered by doctors. A
referral service, for example, may offer patients listings of
providers who accept Medicare assignment. Any remuneration paid
to the referring entity is not likely to generate unnecessary
care because the referral service does not recommend that the
patient seek. medical services.

The third scenario considered, which is relevant to the
present study, involves the referral of patients by a provider to
an entity in which the provider has a financial interest. The
FTC cites the situation in which a physician refers a patient to
a laboratory in which the physician has an ownership interest.
As a stockholder, the physician will receive a share of any
profits earned by the lab, which may be construed as payment for
the referral. The FTC report states that such practices may have
several pro-competitive effects.

First, physicians might identify a particular need for
services in the community. Yet, if physicians are prohibited
from referring to this facility, they may be reluctant to invest
their time and money in such a venture. Another potential
benefit of such ownership arrangements is that physicians are
able to monitor the quality of care provided to the patient.

The FTC report recognizes, however, that physician ownership
of medical businesses to which they refer patients may result in
health care services which are unnecessary, inappropriate and
more expensive. Nonetheless, the FTC contends that similar risks
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are created by other common practices which are not regarded as
unlawful. The example noted is the referral of a patient by a
physician to another physician within the same group practice
association. The problem is where to draw the line between
arrangements which violate the laws and those that do not. The
FTC argued that these practices should be permitted; however,
physicians should disclose any ownership interests in health care
facilities to their patients. The FTC report advocates the
adoption of regulations stating that an ordinary return on
invested capital does not violate the anti-kickback laws.

The last case reviewed concerns the waiver of deductibles
for Med·icare Part A. Some hospitals waive these payments in
order to attract patients to their hospital. The waiver of these
fees should not be illegal because it may promote price
competition. The potential increase in competition and savings
to Medicare patients is likely to outweigh any overutilization of
hospital care that arises from the waiver.

In concluding, the FTC report advocated that the Secretary
of HHS develop regulations which clarify that providers involved
in such financial arrangements are not likely to raise costs.
Furthermore, if these arrangements are not more costly, these
providers should not be SUbject to criminal sanctions or excluded
from the Medicare and Medicaid programs under the anti-kickback
laws.

C. State Regulation

.Appendix D provides a listing of existing Florida statutory
provisions that have implications for joint venture arrangements.
Florida's anti-kickback statute protects both governmental and
private health care purchasers and therefore is more expansive
than its federal counterpart. Under section 395.0185, Florida
Statutes, no person may payor receive any commission, bonus,
kickback or rebate or engage in any split-fee arrangement with
any physician, surgeon, organization, agency, or person, for
patients referred to a licensed facility. Florida's anti
kickback statute pertains to health care reimbursed under State
health care programs, as well as private insurers. section
395.0185(2), Florida Statutes, gives the Department of Health and
Rehabilitative Services authority to promulgate rules appropriate
for the enforcement of the state's anti-kickback statute.

Additional laws pertaining to anti-kickback prohibitions are
contained in the health care professional regulation statutes.
section 455.25, Florida Statutes, requires health care
practitioners licensed under Chapters 458, 459, 460, 461, or 466,
Florida Statutes,to disclose in advance their financial interest
in writing to patients referred to a joint venture involving
physical therapy and the provision of medicinal drugs. Florida
law also contains a general disclosure law for physicians,
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however this statute only applies to equity interests in excess
of ten percent.

As the prevalence of joint ventures arrangements between
physicians and health care entities to which they make referrals
and receive compensation from increases, these relationships have
and are currently attracting legislative attention in many
states. For example, 36 states have laws which prohibit
physicians from receiving or paying monetary or in-kind
compensation for referrals. These laws are analogous to the
Federal law which prohibits payment for referrals.

other states have enacted laws restricting physician
referrals to health care facilities in which the physician has an
ownership interest. Michigan, for example, prohibits physicians
from referring their patients to any health care entity in which
the practitioner has a financial interest. Pennsylvania recently
adopted similar legislation, however, their law only pertains to
patients receiving state medical assistance. Under Delaware law,
it is illegal for physicians to refer patients to physical
therapy centers in which they have an investment interest. The
Delaware law further prohibits physical therapists from working
for physicians as salaried employees· to evaluate and treat
patients for physical therapy within a physician's practice
setting.

While Michigan is the only state with a complete ban on
physician referrals to facilities in which they have ownership
interests, many states have laws or regulations prohibiting
physicians from expl9iting patients for financial gain. For
example, under California law referrals to health care entities
which are medically unnecessary, and are made only because the
practitioner has an ownership interest in the facility are
illegal.

Moreover, 24 states have adopted direct access provisions in
an attempt to circumvent the reliance on physician referrals for
physical therapy. Under these laws, physical therapists are
authorized to treat and evaluate patients without a physician
referral. In many states, however, this provision has had only
minimal impact because private insurers refuse to pay for
physical therapy evaluations and treatments unless these
procedures are provided by a physician. For example, in eleven
of the 24 states with direct access provisions, Blue Cross will
not pay for a physical therapy evaluation without a physician
referral. Furthermore, in thirteen of the 24 states with direct
access statutes, Blue Cross will not reimburse physical therapy
treatments unless these services are referred by a physician .

.A number of states have laws which ensure that patients have
freedom of choice as to where they receive services. For
example, a physician in Missouri can have his/her license revoked
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if he/she requests that a patient receive drugs, devices or other
professional services directly from facilities either owned by
the physician or associated with his/her practice.

Several states require that physicians disclose financial
interests under certain circumstances to patients. These states
include Arizona, California, Delaware, Florida, Massachusetts,.
Nevada, Pennsylvania, Virginia, Washington, and West Virginia.
The stringency of the disclosure laws, however, varies
significantly between the states. In Pennsylvania and Virginia,
the disclosure laws pertain to any financial interest in a health
care entity to which the physician makes a.~eferra1. Physicians
are also required to inform their patients that they may obtain
services at another facility if they choose to do so. Minnesota
law requires that physicians disclose financial interests to
their patients in advance and in writing. The Minnesota law
further stipulates that the disclosure statement must inform the
patient that he/she is free to seek care from another health care
provider.
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APPENDIX C

FLORIDA STATUTORY PROVISIONS RELATED TO
JOINT VENTURES IN THE HEALTH CARE INDUSTRY

Regulation of Professions and Occupations

FLA. STAT. s. 455.25 Disclosure of financial interest by practitioners.

It shall be a misdemeanor of the first degree, punishable as provided in s. 775.082, s.
775.083, or s. 775.084, for any health care practitioner licensed under chapter 458,
chapter 459, chapter 460, ·chapter 461, ·or chapter 466 to make any professional referral for
physical therapy services, as defined in s. 486.021, or to provide medicinal drugs from any
source other than on a complimentary basis when the practioner has a financial interest or
for which,the.practitioner~wjH.;receive'some·financial·remuneration,'1lnlessinlldvanceof
any such referral the practitioner notifies the patient, in writing, of such financial interest.

Hospital Licensing and Regulation

FLA. STAT. s. 395.0185 Rebates prohibited, penalties.

(1) It is unlawful for any person to payor receive any commission, bonus, kickback, or
rebate or engage in any split-fee arrangement, in any form whatsoever, with any
physician, surgeon, organization, agency, or person, either directly or indirectly, for
patients referred to a licensed facility.

(2) The department shall adopt rules which assess administrative penalties for acts
prohibited in sub-section (1). In the case of an entity licensed by the department, such
penalties may include any disciplinary action available to the department under the
appropriate licensing laws. In the case of an entity not licensed by the department, such
penalties may include: .

(a) A fine not to exceed $ J,000.

(b) if applicable, a recommendation by the department to the appropriate licensing
board that disciplinary action be taken.

Medical Practice

"FLA. STAT. s. 458.327 Penalty for violations

* * *
(2) Each of the following acts constitutes a misdemeanor of the first degree, punishable as
provided in s, 775.082, s. 775.083, or s. 775.084:

* * *
(c) Referring any patient, for health care goods or services, to a partnership, firm,
corporation, or other business entity in which the physician or the physician's employer

. has an equity interest of 10 percent or more unless, prior to such referral, the physician
notifies the patient of his financial interest and of the patient's right to obtain such goods
or services at the location of the patient's choice. This section does not apply to the
following types of equity interest:
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1. The ownership of registered securities issued by a publicly held corporation or
the ownership of securities issued by a publicly held corporation or the ownership of
securities issued by a publicly held corporation, the shares of which are traded on a
national exchange or the over-the-counter market;

2. A physician's own practice, whether he is a sole practitioner or part of a group,
when the health care good or service is prescribed or provided solely for the physician's
own patients and is provided or performed by the physician or under his supervision; or

3. An interest in real property resulting in a land-lord-tenant relationship between
the physician and the entity in which the equity interest is held, unless the rent is
determined, in whole or in part, by the business volume or profitability of the tenant or is
otherwise unrelated to fair market value.

FLA. STAT. s. 45&.33L"Groundsc-for· disciplinarY''3ction: 'act.ion by the ·board -and department.

(1) The following acts shall constitute grounds for which the disciplinary actions specified
in subsection (2) may be taken:

* * *
(i) Paying or receiving any commission, bonus, kickback, or rebate, or engaging in any
split-fee arrangement in any form whatsoever with a physician, organization, agency, or
person, either directly or indhectly, for patients referred to providers of health care goods
and services, including, but not limited to, hospitals, nursing homes, clinical laboratories,
ambulatory surgical centers, or pharmacies. The provisions of this paragraph shall not be
construed to prevent a physician from receiving a fee for professional consultation
services.

* * *
(0) Promoting or advertising on any prescription form of a community pharmacy unless
the form shall also state "This prescription may be filled at any pharmacy of your choice."

* * *
(gg) Referring any patient, for health care goods or services, to a partnership, firm,
corporation or other business entity in which the physician or the physician's employer has
a equity interest of 10 percent or more unless, prior to such referral, the physician notifies
the patient of his financial interest and of the patient's right to obtain such goods or
services at the location of the patient's choice. This section does not apply to the following
types of equity interest:

1. The ownership of registered securities issued by a publicly held corporation or
the ownership of securities issued by a publicly held corporation, the shares of which are
traded on a national exchange or the over-the-counter market;

2. A physician's own practice, whether he is a sole practitioner or part of a group,
when the health care good [sic] or service is prescribed or provided solely for the
physician's own patients and is provided or performed by the physician or under his
supervision; or

3. An interest in real property resulting in a landlord tenant relationship between
the physician and the entity in which the equity interest is held, unless the rent is
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determined, in whole or in party, by the business volume or profitability of the tenant or
is otherwise unrelated to fair market value.

Nursing Homes and Related Health Care Facilities

FLA. STAT. s. 400.17 Bribes. Kickback. certain solicitations prohibited.

* * *
(2) Whoever furnishes items or services directly or indirectly to a nursing home

resident and solicits, offers, or receives any:

(a) Kickback or bribe in connection with the furnishing of such items or services
or the making or receipt of such payment; or

(b) Return or part of an amount given in payment for referring any such
individual to another person for the furnishing of such items or services;

is guilty of a misdemeanor of the first degree, punishable as provided in s. 775.082 or by
fine not exceeding $5,000, orboth.

* * *

Physical Therapy Practice

FLA. STAT. s. 486.125 Refusal, revocation. or suspension of license: administrative fines and
other disciplinary ·measures.

(1) The following acts shall constitute grounds for which the disciplinary actions
specified in subsection (2) may be taken:

** *
(f) Engaging directly or indirectly in the dividing, transferring, assigning,

rebating, or refunding of fees received for professional services, or having been found to
profit by means of a credit or other valuable consideration, such as an unearned
commission, discount, or gratuity, with any person referring a patient or with any relative·
or business associate of the referring person. Nothing in this chapter shall be construed to
prohibit the members of any regularly and properly organized business entity which is
comprised of physical therapists and which is recognized under the laws of this state from
making any division of their total fees among themselves as they determine necessary.

* * *
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APPENDIX D

The Effects and Regulation of Joint Ventures:
Results of Interviews with Industry Leaders and Experts

What are the effects of joint ventures among medical
providers on health care costs, accessibility of care, quality of
care, and medical ethics? Further, given these effects what is
the most reasonable way to regulate joint ventures? These two
issues were explored through open-ended interviews with a panel
of selected Florida" physician and hospital representatives,
industry representatives, and policy and research experts.
Selected Florida physician and hospital representatives included
GUy Selander (M.D., President of the Florida Medical
Association), Charles Kahn (M.D., Internist, Chair of the Florida
Medical Association Special Committee on Ethics), Maurice Laszlo
(M.D., Chair of Florida Medical Association council on Ethical
and Judicial Affairs), and Charles Pierce (President of the
Florida Hospital Association)~· -Selected Florida industry leaders
included Kylanne Green (Associate Director of Managed Care for
the Health Insurance Association of America), Greg short
President of Short Medical, a medical supply and equipment
company), Lois Adams (President of Home Health Care Services,
Inc. Chair of the Regulatory Affairs Committee for the Florida
Pharmacy Association), Tim Sanders (durable medical equipment
dealer), and Drexey Smith (owner of Drexey Smith Rehabilitation
Center, Inc.). Providing a broader perspective were selected
health policy and ~esearch experts, including Arnold ReIman
(M.D., Editor-in-Chief of the New England Journal of Medicine),'
David Abernathy (staff member of the Committee on ways and Means
of u.S. House of Representatives,), Uwe Reinhardt (Ph.D., James
Madison Professor of Political Economy at Princeton, member of
Physician Payment Review Commission for the u.S. Congress), and
Alain Enthoven (Ph.D., Professor of Management at the Stanford
Graduate School of Business). The sections below present a
summary and analysis of the panel's comments.

The Effects of Joint Ventures on Health Care Costs

When asked whether joint ventures generally lead to
increases in medical costs, the majority of panel members replied
affirmatively. Panelists provided a variety of cost-increasing
scenarios resulting from joint ventures. These included the
following: overutilization in order to make a profit on the
investment; overutilization in order to pay the mortgage;
elimination of competition from non-joint-ventured entities and
creation of joint-ventured monopolies; and overutilization
arising from the combination of a joint venture and the fee-for
service payment system which underlies most arrangements.
Regarding elimination of competition, some panelists (especially
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industry representatives) indicated that non-joint-ventured
businesses may fail in areas where physicians establish financial
links through joint ventures to medical services (such as
physical therapy, durable medical equipment, home health
agencies, rehabilitation, pharmaceutical companies, hospitals,
etc.). Panelists reported that the businesses fail because they
have no captive referral base, not because their product is
inferior. This scenario undermines competition between joint
venture and non-joint venture companies, and often forces
companies to become involved in a joint venture to survive.
Regarding the effect of fee-for-service payment, one panelist
pointed out that joint ventures based on capitated payment
arrangement (such as some joint ventures among health maintenance
organizations) do not induce overutilization, but instead induce
cost-effective care due to the payment arrangement. This
contrasts to cost-increasing joint ventures based on a fee-for
service payment system.

In discussing cost-raising scenarios, panelists raised two
important related issues: the nature and strength of financial
incentives in different types of joint ventures, and the expected
response of physicians to these financial incentives. In
analyzing effects of different types of joint ventures, most
panelists felt that joint ventures which give providers an
interest as an inducement to referral are directly cost
increasing. In addition, some panelists stated that a provider's
ownership interest in a local joint venture is sufficient to
stimulate over-utilization, regardless of any specific
remuneration per referral, since the returns or dividends from
even small ownership interests in local companies can mean

. dramatic income differences for providers. One panelist pointed
out that the Florida Medical Association and the American Medical
Association currently consider it ethical if a physician's
remuneration is based on a percentage of his or her capital
investment, but unethical if remuneration is based on referrals
to the joint venture. This panelist felt that this distinction
is without substance since ownership interests assuredly provide
referral incentives. Regarding joint ventures between physicians
and hospitals, some panelists stated that these arrangements are
also problematic in that the hospital is trying to bind the
physician to itself and thus increase the hospital's utilization.

Given the stated potential of many joint ventures to induce
overutilization and thus increase costs, what is the actual
likelihood that a physician or hospital will fall prey to
indirect or direct financial incentives? Of the four physician
panelists interviewed, two panelists felt that most physicians
are ethical and will respond ethically to financial incentives
from joint ventures; the other two physician panelists disagreed,
sayi~g that the primary reason most physicians participate joint
ventures is to make a profit on their investment.
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The Effects of Joint Ventures on Health Care Access

Generally, panelists felt the joint ventures in rural areas
could improve access through investment by providers in costly
technology not currently available in these areas. Otherwise,
most panelists felt the joint ventures generally decrease access
for a variety of reasons. First, the high costs of health care,
due partly to overutilization from joint ventures, deprive people
of access, especially the poor. Some panelists indicated that
physicians often are not willing to continue treating patients
once insurance has reached its cap; further, these panelists
indicated that overutilization .from j.o.int ventures causes
insurance to run out much more quickly for patients. A second
problem with joint ventures is that patients lose the ability to
make their own selection regarding ancillary services. As a
consequence business may lose its impetus to provide high quality
services. Some panelists indicated they have seen numerous
situations wherein patients preferred a particular provider but
were forced to changed to the one in which their physician had a
joint venture.

The Effects of Joint Ventures on Health Care Quality

Panelists discussed several examples of how joint ventures
may cause quality to deteriorate. First, according to some
panelists, joint ventures increase the probability of over
utilization, which is negatively correlated with quality of care;
these adverse effects are due to increases in treatment' risks and
increases in risks of additional unnecessary treatm~nts. Second,
joint ventures cause more referrals to occur due to a monetary
incentive and not because the agency to which the patient' is
being referred is best for the patient -- i.e., geographically
close to the patient, preferred by the patient, or offering more
expertise in the service required by the patient than other
agencies. Third, some industry panelists felt strongly that
because joint ventures inhibit competition, quality of care
suffers. One [physician] panelist stated that when doctors don't
have a financial interest, they may be more critical and
demanding of quality before'they would send the patient there.
In contrast, when they have an economic interest, they may be
more tolerant of services that are not first-rate. Some
panelists also indicated that non-joint-ventured companies faced
higher accrediting and credentialing standards than companies
partially owned by physicians.

The Effects of Joint Ventures on Health Care Ethics

Overall, panelists felt strongly that joint ventures which
have the potential to affect referral patterns are unethical. Of
the four physician panelists, two felt that joint ventures in
general should not be considered unethical, while two physicians
felt that most joint ventures should generally be regarded as
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unethical. Some panelists disagreed with the current AMA policy
that physician ownership interests in commercial ventures are not
of themselves unethical. Some panelists stated that even small
ownership interests in many local joint ventures have the
probable effect of overutilization. Some panelists argued that
doctors are generally not oblivious to economic incentives. This
panelist also stated that in his perception, most doctors feel
joint ventures in general are unethical and undesirable, but that
some feel they are forced to do it because of economic
circumstance. However, he stated that he believes a substantial
minority of physicians feel there is nothing wrong with joint
ventures.

Most nonphysician panelists stated that joint ventures are
unethical because they represent conflicts of interest which
often result in higher costs, reduced access and poor quality.
One [nonphysician] panelist indicated that the Institute of
Medicine has said it should be regarded as unethical and
unacceptable for physicians to have ownership interests in health
care facilities to which they make referrals.

Types of joint ventures viewed by panelists as particularly
problematic include the following: joint ventures which have
financial incentives associated with overutilization; joint
ventures based on fee-for-service payment systems (vs. those
under capitated arrangements); joint ventures owned partially by
equipment companies, hospitals, or corporations where the
physician is given an interest as an inducement to referral;
joint ventures which diminish local competition; joint ventures
with ~o precertification and no type of utilization review; and
joint ventures between physicians and hospitals (since these have
the potential to induce overutilization).

The only joint venture cited by panelists as one from which
clear advantages were gained was the rural joint venture; these
arrangements typically make available a service that might
otherwise not be offered. Another joint venture cited by one
panelists as particularly beneficial was the type of joint
venture represented by Kaiser-Permanente, a California joint
venture among physicians, hospitals, and other service providers
with no incentive overutilization because of the capitated .
payment system upon which the joint venture is based. Two
panelists also indicated that joint ventures could increase
convenience for both the doctor and the patient.

Some panelists indicated that joint ventures in Florida are
problematic joint venture~, especially in the urban areas of the
state. In addition, one panelist cited information from the
Inspector General's report that Florida leads the nation in the
creation of joint ventures and the utilization by Medicare
beneficiaries is higher in Florida, particularly the Miami area,
than elsewhere in the country.
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Current Regulation and Recommended Changes

The majority of panelists felt that current Florida
regulation is inadequate. Many panelists advocated that firm
disclosure to patients will not solve the problem. Second, the
ten percent ownership interest currently required for disclosure
was viewed by some panelists as too lenient. Third, some
panelists felt that the current law is unenforced and/or
unenforceable. As a result of perceived inadequacy of current
regulation, panelists offered a variety of policy options~ These
included requiring full disclosure to patients, requiring
disclosure to experts, requiring disclosure ofhany financial
interest in local joint· ventures, forbidding providers from
referring patients to entities in which they have any financial
interest, and forbidding providers from forming joint ventures,
with some exceptions. These include rural joint ventures which
provide unavailable services and capitated joint ventures which
are based on more cost-effective payment incentives. For joint
ventures which are permitted, one panelist suggested that the
rate of returns should be regulated.

Regarding disclosure to patients, most panelists felt that
this form of regulation is ineffective, for several reasons.
First, panelists stated that disclosure has no effect because the
vast majority of patients would not presume to counter any
suggestion made by the physician or suggest through word or
action that the physician might act unethically. Another
panelist stated that patients "fell intimidated when told by
their doctor that he or she is going to refer them to a facility
in which the.doctor has an interest but the patient is free to go
elsewhere if the patient want~. Very few patients under those
circumstances are going to say, "I don't want to go to the one
that you own an interest in." They would be embarrassed and
ashamed and intimidated ... it's like saying to the doctor, "I
don't trust you .. you're a crook and therefore send me to another
facility. ,n Second, the nature, of disclosure often biases
patients in favor of the physician's joint venture (see specific
examples of disclosure statements in Mr. Abernathy's comments in
the attached report). Third, some panelists felt that patients
are unable to sort through the implications of such disclosure,
even if disclosure is made and made in a proper way. Thus, these
panelists recommended that if disclosure is made, it should be
made to a panel of experts, who can then decide whether the joint
venture should be allowed.

Regarding the level of equity ownership, some panelists felt
that any ownership interest in a local entity is potentially
problematic since the financial interest has the potential to
affect referrals, raise costs, lower quality, and deleteriously
affect medical ethics. One panelist stated. that even a very
small ~quity interest in some joint ventures could mean thousands
of a percent return for those involved.
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Finally, a few panelists cited the difficulty of enforcing
current regulation. In the words of one panelist, liThe AMA has
argued that [additional] regulations are not necessary -- that
what should be done is to make sure doctors don't overutilize,
that they -- only prescribe what is in the patient's
interest .•. There is no way you can police the myriad of private
decision that doctors make in their private offices. To attempt
to determine whether in fact doctors are overprescribing, you
would have to have the most elaborate, expensive, cumbersome
bureaucracy ... rt Another panelist stated that currently,
regulatory agencies do not have a clear idea of their territory
or rights with regard to enforcement.

Regarding recommendations on how to regulate joint ventures,
some panelists recommended either making most joint ventures
among health care providers illegal (with a few well-defined
exceptions regarding rural areas and those with capitated payment
arrangements) or forbidding providers from referring patients to
local entities in which they have a financial interest.. Some
panelists recommended disclosure to experts rather than patients.
One panelist recommendedmo~ specific types of disclosure to
patients. A few panelists stated that current regulation is
adequate, but that it needs to be better enforced. The details
of these interviews by categories of panelists are documented
below.
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Section 1: Heallh Policy and Research Experts

Experts interviewed in this section include Arnold ReIman (M"D., Editor-in·Chief of the New
England Joutnal of Medicine), David Abem:llhy (staffmember of the Commiuee on Ways
and Means of the U.S. House of Representatives, assisted in drafting the Starke legislation),
Uwe Reinhardt (ph.D., lames Madison Professor of Political Economy at Princeton, member
of Physician Payment Review Commission for.the U.S. Congress). and Alain Enthoven
(ph.D., Professor of Manage~entat the Stanford Graduate School of Business).

,"

1. What are the effects of joint ventures on heallh care costs?

ReIman I tlliok. that the general thrust ofjoi~tventures has increased medical costs inevilably
because they are intended to increase the volume of services; by enlisting the panicipation of
physicians in facilities. in laboratories, and in hospitals they tend to favor more prescribing
and more use of services, and lhis increases medical costs.

Abernath}' The issue [of joint venrures) in my mind is when physicians refer patients to
entities in which they receive a financial bonus as the result oflhat referral. lt's the notion of
buying and selling referrals as a commodity in the medical marketplace. These kinds of refer
rals directly drive up medical costs. There is absolutely no question in my mind mal, given
the vague nature of many referral decisions and given me kind of unlimited ability of
physicians to order evermore procedures giv~n the presence offairly comprehensive third
party reimbursement, when there is a direct financial incentive associated with mat referral
decision, physicians will by and large order more tests and procedures and drive up medical
costs. Ownership is the mOSl pernicious form--it is really a way in a joint venture in which
nonphysicians bribe physician owners for their referral decisions. Given the expense of some
of these procedures--such as imaging--the rerum is just incredible--literally thousands of
percent refurn. So you don't need a specific kick-back arrangement. If the ownership is not
dilute, then lhe physician will directly benefit from referrals. \.

Reinhardt" Several srudies have shown lhat doctors who own radiology equipment use more
and charge more. Some srudies suggest lhat doctors who are in joint ventures conduct more
tests than doctors not in joint ventures. A problem in conducting studies regarding the effects
of joint ventures is that at least two conclusions are possible. The first is that the doctor needs
to break even on the machine and therefore uses it more intensively. The second is that the
doctor may be a test-intensive doctor and may lherefore want a machine on the premises. It is
difficult to tease out statistically the separate effects of each of these scenarios. Additional
studies need to be done in this area. Ultimately, we need a study by clinicians who can judge
appropriateness of carc--a clinical outcome type ofstudy. Another type of sludy could look at
a physician's utilization before ownership and compare utilization after ownership.

Enthoven Some joint ventures can lead to wastes and others to cost reductions. A group of
doctors in town form a parlJ1crship to buy an MRI, and they order unnecessary tests and this
may greatly raise costs. On the other hand, in a town without an MRI, the hospitals may form
a joint venture to purchase the MRI, and this could be cost-saving. You have to look in detail
at the precise arrangement. Arrangements which provide incentives to physicians to make
inappropriate referrals that they are going to profit from I thinlc [are) a problem. Here in
Nonhcm California our leading and most cost-effective health care organization is Kaiser
PelTnanente. a large professional corporation of doctors. combined with an insurance organi·

'< '}

zation and a hospital organization. That organization owns lheir own laboratories, MRls, and
they compete in the marketplace and arc paid on a per capita basis. The doctors do not per
sonally profit from making referrals to an MRI machine, but since they own so much of lheir
equipment, they can more efficiently and effectively plan usage. Generally speaking. a [leey)

.. difference among Uoint venturc!s) is that some are paid on a capitated basis and others on a
fce-for-service basis" In a eapitated system. lhere arc rewards for doing things economically.
loi.nt ventures in which payment is on a fee-far-service basis generally lead to overutilization.

2. What is the effect of joint ventures on health care access?

Reiman Insofar as increased utilization ~f resources limits lhe amount of money available to
provide for the care of lhe uninsured and indigents, joint ventures tend to affect the access of
medical care in terms of diminishing it ~cause joint yentures are only concerned about
providing more medical care to those who can pay. That strains the resources available to
third parties including government and liij'lits the amount of money that is available to pay for
the uninsured. The more Medicare charges under Pan A or Part B as a result of joint ventures,
the less money the government has to pay for Medicaid. Also, lhe less money me government
has to pay for expanding needed services for Medicare, the more lhey have to add to co-
insurance and deductiblcs. Joint ventureS in general are an expression of an entrepreneurial
marketplace approach to heallh care. To the extent that heallh care becomes an entrepreneur
ial, commercialized activity, it becomes less ~d less accessible to the poor because more and
more money will be spent by those who have insurance and less and less money is available
for the third panies who have the pay lhe.insurance premiums for those who are uninsure~ .

Abemathy There is no evidence that ydU need joint ventures to improve access. I don't think
there is evidence that me American public. except in rural areas, has any difficulty having "
access to medical care, and the whole nollon mat physicians must put up money for ownership
to improve access is ridiculously fallacious." \

Reinhardt Some doctors claim lhat a certain machine, such as an MRI machine, may not be
available in a rural area; in lhis situation, physician$ may fonn joint ventures to further access.
Regarding access for the poor~ in order tq cover lhe fixed costs for too many ma~~ines, prices
rise. Thus, an excess of machmes actually decreases access. To the extent that Jomt ventures.
cause overuti\ization of health care. they decrease access to the poor. Basically, we have
priced kindness out of our soul in health tare. The kind of high-priced, high·tech heallh care
that we use in the United States definitely contributes to lower access for the poor.

3. What is the effect ofjoint ventures on healt1l care quality?

ReIman [The effect of joint ventures on quality) is a mixed bag. If you include access and
availability of needed services to the poor as one of the measures of the quality of care of lhe
American health care system, then ipso facto joint ventures reduce the quality of care because
they reduce the amount of money available to pay for the poor, and diminish the extent. the
variety, and the quality of services that the poor can get because thal costs money. Now as far
as tlle quality of services to those who have access, I would also say that i~ is a mixed sirua
tion. To the extent that the provision of care by joint venture arrangements is motivated by
economic considerations, it may result in overservice in providing unnecessary or marginally
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necessary services to insurcd paticnts. That. by definition, is not good care because thcre are
obviously risks. So I think that joim ventures can affect the quality of care in a number of
ways: by limiting access at one end of the spectrum, and by giving doctors incentives to
provide unnecessary or marginally necessary care at the olher end of lhe spectrum. It has been
argued by those .....ho think that joint ventures are a good idea lhat when doctors have a per
sonal financial interest in a facility or service or laboratory or product lhat lhcy're prescribing,
they are more personally involved and therefore the p31ients will receive bener service. I
!!link that argument is spurious for several reasons. First, by law limited parmers--and lhat is
what many or most joint ventures are--limited parUlerships--are not allowed 10 have any man
agerial or administrative responsibilities. In olher words, lhey jusi investlheir money and they
refer the patients. The patients are taken care of by lhe professionals and lhe staff atlhe facil
ity to which they are .referred and the doctors ~ave no control over lhal So in fact you could
argue just the opposite: when doctors don't have a financial interest, they might be more criti
cal and demanding of quality before they would send lhe patient there. When lhey have an
economic interest, lhey may be more lolerant of scrvices lhat are not first-fale. And there is
less compelition. If you believe that compelition between clinics or Jaboralories, etc.,
maintains qualily because suppliers try to provide good services so the dOClor will send them
patieOls--if you believe that, and I think Ihat is a reasonable assumption, then a vesled inlerest
or joint veOlure reduces that compelilion and makes doctors Jess critical and less discerning,
and they are going to send the patients to the facility in which they have an interest, come
what may.

Abernath)' It is conceivable that joint ventures may adverseIi' affect quality. Joint ventures
do not improve quality if they result in excessive care.

Reinhardt Both overutilization and underutilization ofheallh care negatively affect quality.
To fully understand this issue, we need more studies regarding outcome/appropriateness
studies of the sort the Rand COJporalion has done in conjunction wilh coronary by-passes. ~
protocol is sel ahead of time, and the approprialeness oflhe procedure is judged in terms of',.
the set protocol. .

Enthoven Overulilization of services can be bad for quality.

4. What is the ef~ect ofjoint ventures on health care elhics?

Reiman I think joint ventures are unethical. They violate the basic spirit of medical profes
sionalism. One of lhe fundamental traditions of lhe medical profession has been lhat doctors
get paid as professionals only for their services to patiems for whatlhey personally do or per
sonally supervise. They do not get paid just because lhey act as a middleman in referring their
patients somewhere else. In fact in earlier versions of the AMA Code of Elhics and in most
early writings on the subject, there was general agreementlhat physicians should derive
income only from their personal, professional services. And now, with joint vemun:s, they are
deriving income from something that they have no personal or professional responsibility for
at all. It is not si~ply that doctors arc being given incemives 10 refer their patients and to use
services and use facililies. Allowing joint ventures to continue sends a signal to the young
people in the medical profession that they are n:ally businessmen...lhey lhey are emilled 10
make investments in facilities to which they refer lheir patients in a way in which many
professional businessmen wouldn'l allow. The doclOr should be, in essence, a purchasing

agent or a counselor or a fiduciary for his or her patient. And in most willks of life, purchas
ing agenlS are not allowed to have any personal financial interest in the emilies with which
they do business. Doctors as counselors are judges: they are counted on 10 judge lhe quality
of services thatlheir palients might need, to decide whelher lhe patient should have a proce
dure or not. The patient and the public in general need to know that lhe doclOrs are impanial,
that they are uninfluenced by any other consideration lhan lhe patient's best inlerest. The joint
venture pUlS an economic incentive squarely between lhe doctor and his pJoenl's best interest,
and to argue that doctors can overcome iliat financial incenlive and can make decisions
without regard to the fact that they have a vested interest in the pr~duct or lhe service that they
are prescribing for their patients is to fly in the face of common sense and to imply that
doctors are not like other human beings. For example, if a purchasing agent for a big corpora
tion were 10 go 10 his boss and saYI "Boss, I w~t you to know lhat I have a vesled interest in
some of the businesses that I purchased the company's supplies from. BUI don't worry, Boss,
I'm an honest man and you can colmt on the fact lhat I'm only going to make decisions that
are only in the company's best interest," obviously, he would be fired summarily. That
wouldn't be allowed in business. And in the law where a judge has to make decisions alilhe
time...if a judge were presiding ov~r a trial in which lhere was a legal contest between two
corporations with some big economic prize, and lhe judge were to announce before the trial
started, "Ladies and gentlemen of the courtroom..J want you to know that I am a stockholder
or I'm on the board of Company A....but don't worry, you can count on me fact that I'll be an
impartial judge. My record is an oPen book and I'm a highly ethical person: obviously, he
would be violaling the canons of judicial behavior. It wouldn't be allowed. And yet doctors
seem to feel that they can argue cotwincingly·lhat having economic interests and owning
slock, or having other economic aiJangements wilh the facilities thatmey are judging and
choosing for their patients all the t1hle won't influence lh~m. On lhe face of it, it's ridiculous.

[Regarding perceptiohs of physicians on this subject),. can only give you my
impressions from years of addresstng medical groups, talking to doctors, travelling around the
country, corresponding with hundreds of physicians who have wriHen to me over th<; years
about their feelings on this maHerl talking to medical studenlS and residents, and so on. My\
personal view is the the majority of physicians in this country will admit, in private, that joint
ventures, for the most part, with very few exceptions, are unelhical and undesirable. Some of
them feel that they have to do it because of the economic circumstances in which they find
themselves. They don't like it, yet they are forced to do it. I lhink a substantial number of
doctors just- won't do it no matter what because lhcy feel it is wrong. But I'm sure there are
some, • would say they are a minorily, but a subSlantial minority, who fcellhere is nothing
wrong. They think doctors should be allowed to act like entrepreneurial businessmen, not like
professionals.

Abernathy I agree with Arnold ReIman and lhe Inslirute of Medicine and lhe American
Academy of Physicians, all of whom have'made it abundenUy clear that for physicians to own
entities to which they make referrals is directly unethical. In facl, lhe Institute of Medicine
said it should be regarded as unelhical and unacceptable for physicians to have ownership
iOlerests in heallh care facilities to which lhey make referrals or to receive payments for
making referrals. They are supposed to be the cream of Ihe crop of American physicians and
that is their position. And the Amelican College of Physicians in its ethics code has similarly
come out against this practice of physicians investing in lhese emities.

Reinhardl I personally believe physicians do lhemselves a disservice gelling imo lhis sort of
thing. Whal if Ihe fJcully jointly owned Simon and Schuster, to which we refer students; and
we rcapcd financial benefits? How would wefee1 aboul our profession? Ullimately, whal



kind of image does a physician wish to projecl to the public? That of basically a busy-body
entrepreneur who leaves no slone untumcd to make an extra buck, or that of an intellectual
scientist, a hypothesis tester, who makes his or her income by intellectual skills? More and
more, people who go into these joint ventures ponray the American medical profession just as
another bunch of-entrepreneurs, and they will be treated as such, with suspician and dis
respect. While I say that it is difficullto demonstrate that owning a machine causes unethical
conduct, it gives the appearance of impropriety to the profession. I think the medical profes
sion suffers.

Enthoven It is likely to be inappropriate for physicians to directly profit on a fee-for-service
basis from refelTals to something they own. It is likely to motivate inappropriate utilization.

Reinhardt The type of joint venture where to be an invcstor you must make referrals, those
ventures are suspicious on their face. This borders on selling referrals. In joint ventures
between physicians and hospitals, the hospital is trying to bond physicians to itself, and in
general I don 'tlike these joill[ ventures. Ideally, you would like a physician not to have a
financial interest in referring a patient to a particular hospital, or any other emity. They should
be disinterested in thal.

Enthovcn (Fee-far-service joint ventures-oSee comments under Question 1)

6. Arc any types of joint ventures particularly. beneficial?

Reinhardt Beneficial joint ventureS would be those in which investors bring a needed service
to a community which does not have that service. This is an issue of mobilizing capilal"
which should not exclude physicianS, but should not exclude others.

Abernathy I suppose the only lcind of joint venture that is beneficial is the miniscule number
of situations wherein hospitals don'( have the capacity to buy the minimal level ofup-to-dale
equipment. One out of five-hundred, maybe.. In this case, [providers] put up their own
money.

ReIman I think there are very few. There are Wldoubtedly some rare circumstances in which
capital is not available except throuah doclors. There may be communities in need of service
and the service is not being provided. and only due to the fact that doctors put up some
venture capital is the service going to be made available. There undoubtedly are some excep
tions and I think that any law that reslrains joint ventures should allow for these exceplions_
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5. Arc any ty~s of joint ventures particularly problematic?

ReIman Well, there are lots. If you mean group practices, I see nothing wrong with thal
Arrangements between independent practitioners whereby the referring physician gets some
benefit from the physician to whom he is referring patients to, that is fee-splilling and a direct
violation of the AMA Code of Ethics. Physician joint venturcs with nonprofit hospitals I
think are undesirable for the· most part because they tend to bind a physician to a panicular
hospital when he or she may have' opportUnities to use otherhospitats and tends 10 increase
utilization of the hospital. Hospitals do thesc;.things because they want 10 fill their beds and
provide more services and generate more income. As far as joint ventures between doctors
and for-profit organizations, whether they are hospitals or ambulatory surgical cenlers or ~liag

nosric clinics or imaging centers or physiotherpy Wlits or whatever, they are terrible. Some
effort should be made to make those illegal. They certainly are unethical and I think they
should be made illegal because I don't believe that kind ofarrangement offers American
society anything beneficial, but instead runs up costs and threatens quality and access. We
don't need that. '.I., Enthoven (Capitated joint ventures-osee c~mments under Question 1) \.
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Abernathy The kinds that are particularly problematic are those that have an enlrepreneur
who doesn't have the ability to make referrals, and they come into a community and say 10 the
docs, "You don't have to put up any money, and we'll cut you in for a share." That is a lcick
back disguised as ownership. Some of the prospectuses we get are just amazing. A corpora
tion out in Califomia said, "With the right group of neurologists, neurosurgeons, internists,
orthopedists, family practitioners, and others, our company will take all of the financial risk
without any capital investment whatsoever by the physicians. Staled in its simplest form, we
can tell you wilhout reservation that you can increase your income significantly be merely
referring your radiology studies to your own facilily which has cost you nothing." Another
kind of joint venture which is really terrible is the case where a hospitaltalces equipment or
services that it already owns, creates a subsidiary corporation, transfers the ownership of that
asset 10 that subsidiary, retains 51 percent ownership, and sells 49 percent in shares to local
doctors. For example, a hospital in California sold its operating rooms 10 local doclors and
promised a 900 percent rate of retum. It took an existing service and bribed the local doclors
to use it. In another case in Califomia, the hospilal sold its radiology depanmenllO local
doctors.

We are aware through the Inspeclor General's study thai Horida leads the nation
in the crealion of [joint ventures]. We are also aware, particularly in the physician arena, that
utilization by Medicare beneficiaries is higher in Horida, particularly in the Miami area, than
it is elsewhere in the country.

7. What are your recommendations regarding effective regulation ofjoint ventures?

Reiman I think that the original draft of Ihe St~rJce bill before it was trimmed down to what it
finally was, was a pretty good first trY. In general, what it said was with cenain specified
exceptions that doctors should not be allowed to refer patients to any emity in which they have
any financial inlerest. Disclosure is only important if the law allows them to refer. I think that
disclosure is important, but 1 think that it is cenainly not adequale. Then Ihere should be
enough exceptions to the rule so that you can allow for those relatively rare cilUlmslances in
which it really is important for the doclors to invest some money. The terms of the investment'
ought to be regulated so that the retutns are reasonable, and it must also be very clear that it is
necessary and it is not just adding and duplicating services that are already available.

Let me add why 1 think disclosure is inadequate and is no solution to the
problem. Patients feel intimidared when told by their doctor that he or she is going to refer
thcm to a facilily in which the doclor has an interest but the patient is free 10 go elsewhere if
the palicnt wants. Very few patients under those circumstances are going to say, "I don"t want
10 go to the one that you own an inlerest in." They would be embarrassed and ashamed and
inlimidaled..it is like saying 10 the doclor, "I don'tlrUst you...you're a croOk and therefore
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send me to anomer facility." The vast majority ofpatiems won't do mal. Secondly, disclosure
is usu31ly honored in the breach. Investigations have shown repeatedly that most of the time
il's not done or it's done in such a perfunctory way lhatlhe patient doesn't know.

Let me point out one olher lhing. It lhink it is very important for lhe Florida
Legislature to understand this. The AMA has argued mat regulations are not necessary--lhat
what should be done is to make sure doctors don't overutilize, that lhey really do only pres
cribe what is in the patient's interest Individual violators, when found, should then be prose
cuted... but [me AMA says] don't throw out lhe baby with the bathwater...don't use a c:mnon
to kill a flea. Well, that is nonsense. There is no way that you can police the myriad of
private decisions that doctors make in meir private offices. There is no way lhat you could do,
that. There is no way to have adequate peer review of what doctors do in lheir offices. To
anempt to determine whetper in fact doctors are over-prescribing, you would have to have the
most elaborate. expensive. and cumbersome bureaucracy that would boggle the mind..jt can't
be done. Summary recommendation: With a few exceptions, providers should not be allowed
to refer patients to any entity in which they have any fmandal interest

Abernathy Regulations are inadequate regarding disclosure. Disclosure statements that
patients get are written by real smart lawyers and by psychologists and other people and they
are basically designed to obfuscate me fact. Ownership in any sense of the term presents a
problem. Let ·me give you an example of a disclosure statement. This is about a sports medi
Cine facilitY. "We are the caring touch. Physical therapy may be available elsewhere, but we
are the state-of-the-art facility where me knQwledge and skiDs ofour ph}'sicians and physical
therapists combine to deliver me finest in medical care to restore your health. Owned in part
by your physician in cooperation with XYZ hospital and managed by XYZ Sports Ccnle~, a
professional management company." This disclosure statement is in.relatively small type on'
the bottom of a legal-sized preprinted prescription blank which includes a map to get you to
this facility. I don't know many patients who are going to question ownership as a result of
this kind of disclosure.

Let's talk about the equity requirement In most of these joint ventures is lhat Dle
physician doesn't own a majority--they actually own a minority-49 percent, split 10 ways.
Those docs are going to make a tremendous amount of money off that 5 percent interest. Here
is what the Inspector General said about the federal anti-kickback statute. "We do not believe
current law has been an effective deterrent to these arrangements. We continue to believe that
the anti-kickback statute is effective for me purposes for which it was originally enacted: to
prevent outright kickbacks and bribes which are offered or paid to induce the referral of
Medicare business. It will never be effective in curtailing business practices where the
ultimate objective may be a kickback, but where the payments are masked as dividends, rents,
or consulting fees." Effective regulation ofjoint ventures is to ban lhem. The issue is buying
and selling of referrals in the marketplace. My view is that this really attacks the entire basis
of the American healthcare delivery system, which is based on the faith that patients have in
the decisions of doctors, and once mey understand that in far 100 many cases these decisions
arc made for doctors' profits, it is going to be real inleresting to see how patients respond. I
think me only effective way to deal with this is to ban mem completely, and that includes joint
ventures between hospitals and doclors, between independent entrepreneurs and doctors, and
between doctors and doctors--whenever the physician is in a position 10 profit directly from
the decision to refer. Since the problem is not in rural areas, our view is "leI's exempt rural
areas." There arc a lot of differenltypes of financial arrangements. We've always argued mat
enforcement is extremely difficult. What you want legally is a "bright line" rule, because ),ou
have to rely on self-enforcement on the one hand, and omer people helping enforcement. This

will be enforced mostly by attorneys being asked meir opinion by doctors as to what is legal
and what isn't Summary recommendation: With a few well-defined exceptions, makejoim
ventures involving provid~rs illegal.

Reinhardt Pete Starke would prohibit certain joint ventures. Il is very difficult to write legis
lation that a good lawyer and physician can't dance around. After all, all you have to do is
become a group practice. incorporilting additional specialties, such as ph)'sicaltherapy_
Larger and larger group practices can limit competition. I would prescribe disclosure, includ
ing me form of disclosure, the particular words,me size of words~and the location. If you
own three shares of Upjolm, you shouldn't have to reveallhat. However, any percent of a
local arrangement should be disclosed. Summary recommendation: Full disclosure of any
percent of a local arrangement.

Enthoven Disclosure needs to be made to an expert. Disclosure is useful to try. I can
appreciate,mat it might have limiled usefulness, but you're going to have a hard time drawing
me line legally between appropriate and inappropriate joint ventures. If a doctor buys a
machine in his or her office, this might be very economical and convenient. Generally speak.
ing, I believe the fee-for-service payment system is becoming dysfunctional with complicated
high-teCh medicine and other thing going on. Generally speaking, capitation arrangements,
especially if employers are alert. ate less likely to generate abuse from joint ventures.
Summary recommendation: Disclosure to an expert.

~,.
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Section 2: Physician and Hospilal Representatives

Rorida physician and hospital representativcs iOlerviewed in this section include Guy
Selander (M.D., President of the Rorida Medical Association)~ Charlcs Kahn (M.D.• Imernist,
Chair of the florida Medical Association Special Comminee on Ethics), Maurice Laszlo
(M.D., Chair of Florida Medical Association Council on Ethical and Judicial Affairs), and
Charles Pierce (President of the Rorida Hospital Association).

Pierce I lhinl< that the HCCB needs to spend a fair amount of time very carefully defining dif
ferent kinds of joint ventures. If it is defined as a contract, you've suddenly roped in every
emergency room physician or in some cases every physician on a staff. I think lhere is a
danger of overkill. In my view, almOSI anylime you expand services. you raise costs. Some
times it means you are meeting needs beuer. Regarding physician joint ventures, I've been
reading the same press as everyone else, such as the recent study in the New England
Journal of Medicine that pointed out that both lhe increase in costs and the utilization rates
when physicians own labs showed amuch higher frequency. I think this raises some very
serious questions. '

Selander Because joint ventures increase access, in the long-run lhey may increase medical
costs, since if [services] are available, !hey will be done more. If lests are nOl done
appropriately, certainly there could be high costs from that )f a physician were an owner in
one of these operations and were not e!hicaI, certainly it could lend itsclf 10 overutilizalion in
ordcr to pay !he mortgage. M~ own feeling is 10 go after those people, not after joim ventures.

Kahn I would tcnd to think that joint ventures have very little to do with medical costs,
although I have seen the Inspector General's report. Joint ventuJtS should be designed to
improve access, quality, and lower costs. 1l1is can be done. Joim ventures lend themselves to
abuse if there are abusive people. The profession is primarily composed of honesl, caring
people. I've operated..an on-site, general clinical laboratory which has never charged more
than other facilities but has provided prompt and easy access to my patients and other nearby
physicians.

Laszlo I have witnessed joint ventures in operation with regard LO a hospital in which I prac
ticed and with physician-laboratory joint ventures in NoJth Dade. J have never personally
been involved in any joint venrure. With regard to medical costs, there is no question in my
mind that the association of physicians in joint ventures leads to increases in costs. The very
nature of physicians leaving the practice o( medicine and engaging in entrepreneurialism and
business ventures is that they are seeking to make a profit on their investment. In order to .
make aprofit you have to make sure that there are enough patients paying enough fees so the
bottom line is enhanced. When physicians join joint ventures, they are .absolutely interested in
sending as many patients as they can as many times as lhey can fo'r as many tests as they can
to the joint ventures in which they have a financial interest Physicians are actually the pur
veyors of health care. Patients know very linJe and put their faith and oust in physicians, who
are running the ballgame from beginning 10 end. Patients trust their physicians, but physicians
who belong to joint ventures are serving two masters: lheir patients and their pocJcetbooks.
Doctors go into joint ventures to make money.

Kahn Access is rhe primary reason for having a physician-owned faciJiry--access to quality•
cost-effective procedures. "

Laszlo In a rural community, doctors may fonn joint ventures to bring services to the com
munity, and access to healthcarc cab thus improve in rural areas due to joint ventures. But in
nonrural areas this is not the case. The recent study in the New England Journal orMedi
cine proved that doctors with diagnOSlic facilities in their offices increased lests and utilization
significantly. People in large geographical areas cenainJy have access 10 medical care, and the
problem is that the cost ofheal!h care is depriving them of adequate access.

Pierce Those entities and service COntracts that I am aware of illustrate some of the best
things hospitals are doing to reach out to their communities. The final implications tend 10 be
what we are doing together to get more services out to the community. However, access in
terms of cost might be marginal. Where I have my concerns ate when physicians in joint ven
tures take services out to the community but don't pick up lhe medically indigent. The hospi
tals pick up the medically indigent, but don't have as many payers 10 spread thal cost over and
this creales a problem.

2. What are the effects of joint ventures on health care access'!

Selander Joim ventures in rural areas make some of the higher technology available to
patients. Joint ventures increase access, and therefore in the long-run may increase medical
costs.

3. What are the effects ofjoint ventures on heallh care qualiry1

Selander High quality tests improVe the q,;,ality of heallh care. If they are not done ':I,
appropriately, there could be high costs that result

Laszlo By joining joint ventures, physicians are aCtually leading 10 a auninution in the qUality
of health care. As soon as you inctease the number ofs(udies and tests. you leave the patient
wide open for decreasing the qUalil}' of health care. We are spending over $600 biUion in this
country for health care and we are hot one whit healthier lhan any olber western industrialized
country. Patients enter a diagnostic merry-go-round because an inappropriate study was done
in the first place, and was done only because the doctor needed 10 improve the hallom line in
the joint venture. In medicine, more is not necessarily beautiful, and Jess is frequently beauti
ful.

4. What are the effects of joint ventures on health care ethics'!

Selander Jam a believer in the ethics of the medical profession. We should be assumed
ethical until proven otherwise.

Kahn If the service provided is ofhigh quality and is at or below the cost available in the
community, there is no ethical problem. .

.'1. What are the effects of joint ventures on health care costs1
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Laszlo As Chair of the FMA Council on Ethical and Judicial Affairs, the AMA policy is lhal
physician ownership imerest in commercial ventures wiLh the potenlial for abuse is not of
itself unethical. The potential conflict of interest must be disclosed to Lhe pJticnt--the owner
ship arrangement.. Disclosure is hogwash. This is giving lip-service in the worst way. The
AMA says Lhe physician cannot exploilthe patient, and the vast majority of physicians are
very ethical. Let's say 90 percent of physicians are quitc ethical, and 10 percent are unethical.
Thus, 50,000 physicians are unethical. I submit that is a lot ofpeople who can create mayhem
in the society. In theory the professional principles are okay, but in practice. it is impossible
to expect ordinary monals--which is what physicians are--to disregard economic incentives.
The FMA and AMA ethics statements are fine; but you can't separate ptiysicians from
whatever motivates any oLher human being. One of the ethical considerations is that
remuneration cannot be based on referrals to !he joint venture. However, it is considered
ethical if the physician's remuneration is based on a percentage of his or her capital invest
ment. In other words. the more he or she invests, the greater return he or she gets. I say. if
you want to invest in a business venture, go invest in Connecticut, where you have nothing to
say about the number of people referred there.

Pierce I've been reading the work of Jack Wennberg. I like the way he raises the question of
physician-induced demand. I think that is where the big ethical questions are. I feel Uoint
ventures) rJise problems with self-referral.

\.

l)
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5. Are any types of joint ventures particularly problematic?

Selander There have been some problems with some of the neurological joint ventures,}n
that thc machines are so expensive that abuse has resulted. On the other hJIld, neurologists are
under the gun with regard to liability and under the gun to do all these tests. I think this
should be watched, but I don't think they should throw the baby out with the bathwater.

Kahn The worst kind is the kind owned partially by equipment companies. hospitals, and
corporations, where lJle physician is given an interest as an induce!Dcnt to referral, whether it
be an interest in the business or a kickbl1ck--income dependent on the volume of referrals.
This type of joint venture is unethical and immoral.

Laszlo Invesrrneet in local joint ventures affects referrals. There will be inappropriate refer
rals, enhancing profits and enhancing each physician's share. The only legitimate benefit is
the rural joint venture. In all other cases, the down side far overwhelms any potential benefits.
In Florida, we have the problem that 20 percent of patients are over 65, so the problem exists
in Florida more so than in other areas--iLs easier to take advantage of this population.

Pierce There may be [problematic joint ventures) but I don't have the evidence. From what I
see, it is usually the hospital which is U)'ing desperately to keep the service within the hospi
tal.

6. Are any types of joint ventures parti,tularly beneficial?

Selander Joint ventures in rural areas tlo make some of the higher technology available to
patients.

Kahn I feel clinical laboratories owned by physicians are the most beneficill:1 kind of joint \
venture. I've operated an on-site, genetal dinicallaboratory which has never charged more
than other facilities but has provided ptompt and easy access 10 my patients and other nearby
physicians.

Laszlo In a rural community, doctors may form joint ventures to bring services to the com
munity, and access to health care can thus improve in rural areas due to joint ventures.

Pierce I think that with smaller, particularly rurai, hospitals it is my understanding that this
may be the only way in which a new service can be mounted. I suspect that for hospitals
really strapped for cash, it is either this way or it doesn't get done. .

Laszlo

7. What are your r~commendationsregarding effective regulation of joint ventures?

Selander I think joint ventures are adequately regulated. We're one of the most regulated
professions in the world. I think it is time for them to pack off regulations and let us practice
good medicine. I don't think they should forbid physicians from referring anywhere; I don't
think that is the business of regulators. Summary recommendation:· currem regulation is ade
quate.
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Kahn The regulations are adequate. but there is no way to monitor it as well as it should be
monitored. The regulation should not be changed. 1believe that to justify any procedures.

. whether it be laboratory or therapeutic, that the diagnosis has to fit The procedure and the
frequen~y of the procedure must be recognized by the profession in lenns of accepted practice
parameters. A group of academicians and physicians establish practice standards that provide
guidelines--a sort of laboratory DRG. Right now, practice parameters are being established.
The slates should have to abide by these. Regarding disclosure. 1think you should have a
complete disclosure--you should explain to patients why you are r~fening them for the test
and tell them it is available elsewhere. We post it in our office--that 1own an interest in the
laboratory and that there are other laboralories nearby which are capable of doing the study.
Less than one percent of patients choose 10 ge~ it done elsewhere. Disclosure should be in
advance, and in writing. Summary recommendation: current regulation is adequale.

Laszlo Disclosure to the patient has so many holes in it it's like Swiss cheese. 1was a
physician with a large private practice. I really could tell my patients to do anything and they
would follow through. If physicians can tell patients, "Go to my facilily. it is the best." that is
not effective disclosure. Patients know only what the physician wants them to Icnow. I
suspect that 99 percent of the time the physician doesn't do any disclosure--ils fraudulent
Even if the physician does disclose. the effect is zero. The physician says, -I have a financial
interesl." What is the patient going to do? He or she is not going to say, "I don't want to go to
your clinic." Rorida law is currently inadequate; disclosure is total nonsense--meaningless. If
you want 10 make money entrepreneurially, invest in a nonfocaI finn. Recommendation:
Forbid physicians from referring patients to entities in which they hold a financial inleres~

Pierce I think joint ventures are important, but way down on the scale, 1would be very
fearful or cautious about a massive regulatory foray into this arena. 1think the results will be
negligible on costs and everything else. I think the polential for producing massive reports
that are essentially worthless is overwhelming. Summary recommendation: Current regula~·.

tion is adequale. .

Section 3: Industry Representatives

Rorida industry leaders interviewed in this section include Kylanne Green (Associate Director
of Managed Care for the Health Insurance Association of America), Greg Short (president of
Short Medical. a medical supply and equipment company). Lois Adams (president of Home
Health Care Services, Inc., Chair pf the Regulalory Affairs Committee for the Florida
Pharmacy Association), Tim Sanders (durable medical equipment dealer), and Drexey Smith
(owner of Drexey Smith Rehabilitation Center, Inc.).

"1. What are the effects of joint ventures on heallh care costs?

Adams We saw in our own industry that there were increased costs and nursing home visits
in the home...We saw physicians "Yho were out there to ·gettheir's", and whatever happened
witll regard to caps on insurance cpverage was just something patients had to deal with. The
conditions we arc most familiar with arc arrangements between physicians and infusion com
panies and durable medical equipment companies. In these siluations, more equipment was
used in homes than was necessary. The physician referred the patient to the home because.
they were going to get part of the profits from the infusion company. One contract which
came across our desk [as chair of the Regulatory Affairs Commiuee for the Rorida Pharmacy
Association] contained an offer to the physician that "if you have your patient on (a certain
medication] for 30 days, we will pay you $250~ lfyou have your patient on (a certain
medication] for 30 days, we will ~y you $1.200. In order to pay the physician for this hidden
referral. someone must pay--this iJ the hidden tax on private health costs. For one ofour
patients, the physician had gone ~ough $50,000 of the patient's insurance money and then
the insurance company dropped h¢r and she had no more accc:ss. The physician did not con
tinue serving her. ·What happens ts that the joint venture between the physician and the
company run tests which may not have been necessary; they makc nursing visits that are not
necessary; some antibiotics are used that are wmeccssary; so the cost of the insurance is so
high that the patient runs out of irtsurance ":lore rapidly lhan the palient needed to. In view cif
this, I can understand why there is not enough money to go around.

Short I feel joint ventures do inctease medical costs. Ifa hospital has a joint venture with a
durable medical equipment (DME) company through their joint ventured home health agency,
then typically we see a lot ofequipment being ordered, and often in my opinion that equip
ment is not necessary. I've been in the business 10 years and have a good understanding of
the types ofequipment and their lIses. As an example, a medical equipment company in this
area has a capitated arrangement with an area HMO. That same medical equipment company
is owned by a person who also owns a home health care agency. Patients Wilh the HMO use
fewer services. In the case of the HMO. the equipment company has no incentive to increase
services due to the capitated arrangement; however, in the case of the relationship with the
home health agency wherein payment is on a fce-for-selVice basis, equipment can be over
used.

Sanders You have a situation wllere the hospital owns its own DME company and therefore
it probably has a vested interest irt gelling as much equipmcnt used as possible, and the doctor
is basically told by the discharge planner what equipment is needed for the patient. "The effect
is overutiliz.ation. We have a situation wherein a hospital has an agreement wilh a local
durable medical equipment provider and the h~spilal receives a kickback for referrals--the guy
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in the durable medical equipment comp:my told this to me. From an economic point of view,
these instirutions are heavily incentived to get as much equipment out as possible. So it is
highly likely that overutilizaLion takes place.

Smilh Joint-ventured physicians and physiciallherapists are able to purch:lSe expensive
equipment because they hold the key to the referral system. They can funnel all their patients
to use this piece of equipment to pay for it, often leading to over-utilization of physical
therapy. In 30 years of practice I have seen very few pieces ofequipment costing more than
$15,000 that were absolutely necessary for rehabilitation. Since I have no investors, I am ans
werable only to the patient (who seems to be the forgotton element-tn all of this). I am
motivated to do the best job possible in the shortest time possible to keep evel)'one happy. HI
prolong treaonent past the point of medical ne~sity, the insurance compan}' is all over me.
If patients are unhappy, they go elsewhere. But a physician-owned practice does not have the
same motivation since they can just keep prescribing physical therapy and there is really
nothing that anyone can do. 111ercfore, my costs to the consumer and insurance company will
be lower due to fewer trcaunents.

Physical therapy for Workers' Compensation can only be billed on [WO codes for
a total of $41 per treatment. However, Wolk Hardening Programs can be billed under a dif
ferent number at 100 percent reimbursement. Many physician-owned physical therapy clinics
offer work hardening and almpst all back patients are referred into these programs with
charges of up to $250 per day. Patients are in these programs daily for four to eight wee}cs for
total charges of between $5,000 and SlO.00Q. (Because of the lack of patients due to the
increase in physician-owned physical therapy clinics], I am no longer able to offer a compre
hensive Work Hardening Program in Florida.

[Finally], the average length of time for a hospital to hire a physical therapist in
Florida is 4-6 months. The journals are full of ads for physical therapists with starting salaries
of $40,000 and over, yet physicia,ns can hire someone ovemighL How? Offer them twice the
money and they will leave the hospital the next day. Physicians can afford to offer these
salaries: hospitals and I cannot. Someone is paying these high salaries--consumers and insur-
ancecompanies.' '.

Green Joint ventures may do something to acrually increase medical costs. We have
infomlation, some of which comes from literature; the most recent article I can think of is the
article in the New England Journal of Medicine regarding X-Ray utilization by providers.
This may actually be a joint venture in its purest form. Thus, we tend to think that where joint
ventures are involved, there may acrually be a tendency to increase medical costs...

2. What are the effects of joint ventures on health care access?

Adams The patient can't make the selection. I have had the situation where 1have had a
patient for a long time. They are then admiUed to the hospital for some reason. and then dis
charged home to a very specific health care agency. The patient will say that he wants us to
continue taking care of him, but there is then an argument The physician makes the choice
for the patient. Most patients do what physicians say.

Sho.-l Initially, joint ventures could enhance access. But in the long-run it could have a
rev.erse effect. The morejoilll ventures, the harder it is for companies not joint-ventured to
survive. In my community, the local hospital has a joint venture with a local home health

agency, which has a joint ventured relationship with another medical equipment company.
This has an adverse effect on my business revenues. We've been ablc to weather the storm so
far, but this situation c'an eventually drive companies like us which are flOt joint ventured out
of business.

Sanders I don't see any impact On access. I work heavily with Medicare patients, so I can't
assess this issue with respect to the poor.

Solit h If the patient, physician, or insurance company is unhappy }'lith my physical therapy
services, they can simply go elsewh~re. Sl;1ch is life in free entcrpiise. This is not the case in
physician-owned practices. The p3tJent-consumerhas no choice since many times they are
not even given a prescription and told "take this anywhere you wish.- Thcy are simply walked
next door to the therapist. I have many people calling or coming into my office wishing
physical therapy. I have to refer them to a doctor for a prescription. It is becoming more and
more difficult to find a doctor who does not have some type of financial relationship with a
physical therapist and who will refet that patient back to me. The Wolkers' Compensation
siruation is becoming ludicrous in Florida.

Green In some cases, joint ventures may be potentially helpful. There are some areas in this
country that are in some respects urtderserved by types of technology. Joint ventures allow, in
those areas, backing needed in ord~~ to bring technology to the underdeveloped areas. In that
case, I think you can say it is potentially helpful. On the other hand, in areas where there is
not a dearth ofteclmology, [joint vl"nturesJmay encourage overutilization by providers
because of the financial incentives hvolved. In circumstances where people have limited
benefits such as those with AIDS ahd those who are HIV positive, you may actually see that
as the cost goes up, they may actua1Jy have diminished access 10 medical care as a result {of
overutilization from joint venturesj.

3. What are the effects of joint ventures on health care quality?

Adams The infusion companies--t,hose who provided phannaceuticals and a nurse to go out
to start the IV--they are not under the same k.ind of regulatory guidelines that we are as a
licensed home healLh agency. We arc subjected to much higher standards. (See also com
ments on Question 1) I have seven HlV clinical protocols On line. I probably know more
about HIV disease than any other agency in tOwn. When you only-refer to one or two agen
cies, the expertise that another agency has is lost. Ifyou're going to refer, utilize those
resources which can best serve the patient's interest. Loss of quality also means increased
costs.

We treat a lot of cysti~ fibrosis patiems--a lot oflinle children who Stay with us
as they get older. We have a situation in which because of the joint ventures hospitals have
with infusion companies and the whole gamut ofcare (nursing agencies, durable medical
equipment. phamlaceutical companies providing infusion), care is fragmented. We had a
child who was a cystic fibrosis patient. The order was given by the physician for a certain
amount of fms to be given to the patient. They ran the infusion at 125 cc's an hour, and the
patient had to be admiucd to the hospital in respiratory distress. Somebody waSn'1 monitoring
the whole scenario. The agency didn't have the expertise. There was a money faclor
involved. It had nothing to do wiLh competence. The money factor was: \Vbo is going to
give me most for my referral? I dOh'[ fcclthis is an exccption--it happc;1lS a Jot. There is
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nobody monitoring the entire situation. In our situation, the pharmaceuticals are made in the
same place lhatlhe nurses are, and there is a consultation with lhe physician. At least lhree
highly credentialed practitioners see lhe patient before care is administered.

Short When people shop for services, if they shop in a normal competitive arena, they will
get a bener shake. If people are being routed to certain companies because of financial rela
tionships, quality of care can suffer.

"
Sanders The company wilh a guaranteed source of new cases obviously does not have to eam
their wings every day and as a result lheir services are not as good--thcy don't make deliveries
on time, etc. I think if lhese people were freestanding, they would be hun by that, but because
of lhe joint venture, they don't have to strive for excellence. Because it inhibits competition,
it. inhibits quality. If it weren't for the fact that some hospitals don't participate in these joint
ventures, we would have an antitrust case.

Smith First, many physicians have nonphysical therapists in their offices providing ·physical
therapy." These non-qualified people do whatever and write notes in lhe chart which lhe
doctor signs and bills for (legal in florida) under the same code numbers which I usc. A
simple way to stop this abuse is to require lhe physical therapist's license number on every
insurance bill. Second. an emplo)'ee does what the employer says if they wish to keep their
job. On several occasions I have refused to ~arry out physican orders as wrinen because that
treaunent was contra-indicated. For example, ultrasound and diathermy should not be used
where there is a history of cancer. Cervical traction is contra-indicated if there is cervical
instability.

Green Some joint ventures that we see, particularly in the area of WashinglOn, D.C., have a
duplication of services, laboratories, and lhe like. In some joint ventu~, these instinllions ~

and special services, because they are small.er, are not necessarily accredited. For instance, a
laboratory that is accredited by the C.A.P. is probably at least more likely to prove their
quality measures than one that is nol. In some oflhe joint ventures. I think you'd see more
frequently lhat they would not necessarily have that credentialing.

4. What are lhe effects of joint ventures on the ethics of health care?

Adams I think it's wrong for a physician to receive $700 because he has referred a patient for
an antibiotic infusion. I think its wrong for him to receive S2,100 because a patient has gone
on a certain treatment for three months. It's a violation of the practice acts and I think lhe
federal government addressed that in lhe Code of Federal Regulation. I think joint ventures
are a violation of fair trade. Care should be based on need, not ownership. A referral system
should not be based on financial remuneration. Joint ventures increase lhe probability of
inappropriate care.

Short If a physician has a financial interest in an entity and referral pattems could be
affected. this is not ethical. If a physician has a financial interest, and the physician gave the
patient a list of all suppliers, including lhe one he or she had a financial interest in, and let the
patient choose, that would be okay:.

Sanders I think it is higWy unethical for someone to send captive referrals to their own
company to line their own pockets: dirty pool, even ifit is legal.

.. J

Smith I hear physicians defend their joint ventures with the fact that it is free enterprise and
olher groups are allowed to do lhe same thing. But is it really lhe same thing when one group
totally controls what the consumer has access to? Here are some examples. Bill had a .
Workers' Compensation injury--a severe knee fracture. We had rehabilitated him successfully
to the point where he could now have a total knee replacement. The surgeon insisted lhat Bill
receive his post-surgical physicallherapy at his own place or he would not take responsibility
for the operation. The rehabilitation rJurse and Bill wanted to continue with us (we were 1/4
mile from Bill's apartment, and insurance has to pay for mileage) tiut the doctor said no. The
nurse told 'lhe doctor she felt he was uhethical. The sister of one ofour therapists wanted to
come to us for treatment of her knee problem put the orthopedist said that we did not have the
right equipment (Nautilus) and lhat slie was to go to his therapist. On occasions too numerous
to coum, we have been seeing patients on referral from their primary physician and lostlhem
to a specialist's physicallherapist whon lhey were referred for a second opinion. The patients
protest, but are told that the specialist cannot supervise their treatment as well unless they are
with his therapist. The law states that the physician must inform the patieni if he or she has
more than a 10 percent financial inter~st in the physical therapist and that they can take the
prescription anywhere they want to. However, four local orthopedists do not even give lhe
patient the script; they simply walk the patient into physical therapy. One company IOld' a
physician that he must refer their employee to us rather than his own physicallherapist (he had
not given her a prescription, simply walked her next door). He then told the employee that we
were hot as good but reluctantly would allow it -He told her toretum in three days. When she
returned, he asked her, "Are you all well?" She ~aid no and he answered, -I told you so: and
referred her to a specialist who referred her to his physical therapist, who also is owned by the
first physician. They belong to a limHed partnership owned by nearly 80 physic!ans. This
physician now circumvents the compllny's request that he refer all physical therapy to us by
referring instead to one of lhe specialtsts in lhe limited parmership who then refers to physical
therapy. Can you begin to imagine what this is doing to workers' compensation costs1 \
Finally, when a large limited partnership first opened, physicians personally called the patients
and told them to switch to lheir place. TIley, ofcourse, did not tell them that they owned it-
just that it was "bener". How many people are going to argue with their doctor? They hold
them in awe and do not wish to offend them forfear that medical care wiD suffer. It already
has.

Green There are many physicians arid providers in lhe community lhat practice medicine no
differently, regardless of lheir affiliatlbn. I lhink there are other instances where the financial"
incentives may, in fact, sway a provider's use ofservices and at least raises the question that
there may potentially be a conflict of interest lhere.

5. Are any types of joint ventures particularly problematic?

Ad:l1ns The problem [ofjoint ventures) in florida is very bad. The Medicaid and elderly
population has led to lhis sort of lhing. Physic!ans in South florida who are treating HIV
patients are overtreating them and then the patients become wards of the public. This is the
scenaJio I'm most familiar with. The problem is extremely widespread in certain parts of the
state. South florida is a disaster. If medical p~actitioners don't participate, they simply can't
compete down there. Central florida is becoming a serious problem. The mind-set in the
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urban areas is different from mat in the rural areas, where mey may still make house calls, and
know me patient and me patient's family. They have to live with each other; they go to
church together; they are a whole lot closer.

Smith There was a large limited pannership with 39 physicians which fonned about four
years ago. It nearly put me out of business. I recouped by talking to doctors who are not pan·
ners. That limited pannership recently cxpanded (six months ago) to now include nearly 80
.doctors. My revenues are down by one-mird since August. Patients are now referred from
onc doctor to anomer within the pannership and to meir two physical therapy clinics. When
referred to physical therapy, the patient must drive across me entire county, by-passing me and
several other fine physical therapists. I see mese large pannersnips as the worst offenders
because me)' totally control an entire segment oflIle medical community. severely restrict
consumer choice. and increase dircct and indirect costs.

Green Laboratory. physical therapy. hospital arrangemenlS--the ones in which providers
make direct referrals from one location to anolIlerlocation. particularly where there is no
precertification and no type of utilization review-oJ lIlink lIlose are particularly problematic.

6. Are any types of joint ventures panicularly beneficial?

Short The only types ofjoint ventures thatcould be beneficial are 1Il0se in a rural area wilIl
no laboratories, or durable medical equipment suppliers. and lIlrough a joint venture the .
service could be brought in. Generally. all other joint ventures are problematic. In Florida,
the problem ofjoint ventures is of major significance. I see the problem as stronger in some
areas than otllers.

Sanders The measurement would depend .on whether the hospital insists on allowing lIle ~"
patient to choose among companies. I have never heard of a joint vemure which I would say
provides any benefit whatsoever.

Smith I can think of no joint ventures as panicularly beneficial.

Green I think. that this goes back to the issue of access. I think that a joint venture that brings
in services or technology mat would ordinarily not be available to a community, such as a
rural community. where there is a documented need, I tllink. that is particularly helpful.

7. What are your recommendations regarding effective regulation ofjoint vent~res1

Adams About two weeks ago, I made a presentation to lIle B9ard of Pharmacy in the Depan
ment of Professional Regulation. I had the Vice President of Operatipns for Options Care in
California. who is also studying this issue. also make a presentation. What we looked at is
that nobody really knows who should control this. The Anorney General's office said they
don't really control this. The Dcparunent ofProfessionaJ Regulation is hesitant to say kick
backs are a violation of the Phannacy Practice Act or the Medical Practice Act or the Nursing
Practice Act The problem is enforcement Practitioners should be punished appropriately .
for violations. In the case of the practice acts, the language is there. Enforcement needs to be
coordinated. No one agency knows what to QO or how far to go.

".;,;

. .
There should bc a percentagc ownership requirement which is reasonable. The

federal government says if you own more man 5 percent, you have to disclose that to the
patient. The problem is that when you go to a physician and he refers you for a lectmica) pro
cedure, you're not about to say, "No, doctor. I'm not going to go to that facility.- The situa
tion should be studied to find out exactly how bad the abusive situation is. I do think·dis
closure should be made to the regulatory boards. Summary recommendation: Leaning toward
forbidding physicians from referring patients to entities in which mey hold at least a 5 percent
interest and disclosure to experts ratller than me patient.

Short It would be best to forbid physicians (as well as hospital discharge planners, other hos
pital persOJUlcl, and home heallh care agencies. as well as all providers who refer patients)
from referring patients to entities in which mey have a financial interest. with minor excep
tions. Summary recdmmendation: Forbid providers from referring patients to entities in
which mey hold a financial interest.

Sanders The problem with all the statutes is that no one has any money to enforce mem. The
only effective way to regulate joint ventures is to outlaw memo You can write more and
bigger anti-kickback laws. but those things never get enforced. Summary recommendation:
Forbid providers from referring patients to entities in which they hold a fmandal interest.

Smith We should give consumers direct access to physical therapy. Speech pathologists.
occupational merapists. massage therapistS. nutritionists and nurse practitioners all have direct
access. and in most cases lIley are directly .teimburse4 by lIlird pany payers. If patients could
come directly to physical therapy for mus9ulo-skeletal injuries. it would eliminate the ref~rral

for profit. Also. [it should be) illegal for a' physician to refer to any facility whereby he or she
is directly or indirectly rewarded financiahy for lIleir referral. This is already a standard for
Medicare--why not across the board? Surtlmary recommendation: Forbid providers from
referring patients to entities in which lIley hold a finahcial interest

lo,

Green J think disclosure is very imponant to the in~ance industry...those who refer patien~
to entities in which lIley hold at least a 10 Percent fmandal interest--unJess lIley are a sole
source provider--I mink that [is) somethin~ we would forbid; full disclosure of any type of
interest is necessary so that we know of any potential conflict of interest. SomelIling lIlat is
less than 10 percent of a financial interest is not as significant as something greater. Dis
closure should be in advance and in writing, particularly where you had arrangements with
providers by contract. Summary recommendation: Full disclosure.. includi~g disclosure to
insurance companies.

J Occasionally. interviewees had no specific comment on a question, resulting in lIlcirname
and response not appearing for that question.
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PREFACE

The Legislature, under Chapter 89-354, section 6, Laws of
Florida, directed the Health Care Cost containment Board (Board) to
conduct a special study of ownership or compensation arrangements,
i. e., "Joint Ventures", between persons providing health care.
Persons are defined to include real persons as well as most all
business associations.

Researchers at Florida state University (FSU) , under an
intergovernmental services contract with the Board, were contracted
to meet the study requirements. The researchers responsible for
the study are Jean M. Mitchell, Ph. D., Associate Professor of
Economics and Elton Scott, Ph.D., Associate Professor of Finance.
The Survey Research Laboratory at FSU, under the direction of
Suzanne Parker, Ph.D., handled the collection of the data.

The study program, begun in the Fall of 1989, was assisted by
a Technical Advisory Panel (TAP) for the entire course of the
study. The TAP, establ ished in accordance with legislative
provisions, is comprised of representatives from physicians, the
hospital industry, state agencies responsible for the enforcement
of the anti-kickback law, and other appropriate industry groups.
The Appendix lists the TAP members as of this date.

This report represents Volume II of the three phase study.
This volume contains final· results on the prevalence, scope and
nature of joint ventures among health care providers. The major
focus of this report is to evaluate the impact of joint ventures on
access, utilization, costs, charges, and quality of health care
services in Florida.

The Volume I report contains a literature review, results of
interviews of industry leaders, and preliminary results of the
health care facility surveys regarding the prevalence, scope and
nature of j oint venture arrangements. Volume III will focus on the
adequacy of the existing disclosure requirements and anti-kickback
authority in the Florida Health Care Statutes. Volume III will
also evaluate alternative policy recommendations.
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EXECUTIVE SUMMARY

The Legislature, under Chapter 89-354, section 6, Laws of
Florida, directed the Health Care Cost containment Board to provide
data-based conclusions regarding: 1) the scope and nature of joint
ventures among health care providers, and 2) the impacts of joint
ventures on costs, access, utilization, and quality of health care
services in Florida. The legislation further required that the
findings of the study be used as the basis to make recommendations
for possible regulation of these ownership arrangements. The
enabling legislation defined "joint venture" as any ownership or
compensation arrangement between persons providing health care. In
this report . (Volume II), the term "joint venture" has been
specified to mean any ownership, investment interest or
compensation arrangement between physicians (or any health care
professional who makes referrals) and an entity providing health
care goods or services.

Although the literature provides extensive discussions of the
pros and cons of joint venture arrangements, nearly all of the
evidence regarding the effects of these ownership arrangements is
anecdotal or limited by the scope of the sample used to reach the
conclusions. The only available data-based study of this issue was
conducted by the Office of the Inspector General in 1989. Of the
eight states examined, Florida had the highest percentage of
physicians involved in joint ventures. The study also reported
that Medicare patients of 'physician owners in Florida received 40
percent more lab tests, 12 percent more diagnostic imaging tests,
and utilized 16 percent more durable medical equipment than the
general population of Medicare beneficiaries. The current study
examines comprehensive data for all payer groups on an extensive
range of services and thus presents a more complete picture as to
the impact of joint ventures on access, costs, and utilization of
health care services in Florida.

The variables used to evaluate the impacts of joint ventures
on access, costs, and utilization are described below and are
summarized in Exhibit 1.1. The relationships of these measures to
access, costs, charges, and utilization are described in each
chapter.

Surveys were developed to obtain ownership, financial and
utilization data from Florida health care providers. Surveys were
mailed to over 3000 freestanding entities; the types of entities
were ambulatory surgical facilities, clinical laboratories,
diagnostic imaging centers, durable medical equipment suppliers,
home health agencies, hospitals, mental health treatment centers,
nursing homes, physical therapy and rehabilitation centers, and
radiation therapy centers. In January of 1991 the Board published
Volume I of this study; this volume provided preliminary results on
the prevalence and scope and nature of joint venture arrangements
among Florida health care providers. SUbsequently, followup
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surveys of nonrespondents, surveys of parent corporation owners,
and surveys of professional association owners were conducted.
Based on results of this additional work the results reported in
Volume I were revised; these revisions are reported in this volume
II and are summarized below.

The final overall response rate is 82.4 percent. More than 90
percent of the ambulatory surgical facilities, hospitals, nursing
homes, and psychiatric hospitals filed completed surveys. The
response rates for clinical laboratories, mental health treatment
centers, physical therapy and/or rehabilitation centers, home
health agencies, diagnostic imaging centers and radiation therapy
centers range between 72 and 85 percent. Only durable medical
equipment suppliers had a response rate under 70 percent. The
majority of the nonrespondents are concentrated in the Southeast
peninSUla region; about 26 percent (190) of the 713 facilities in
this geographic region failed to file a completed survey.

The results on scope and nature of joint ventures show that
physician ownership of health care businesses providing diagnostic
testing or other ancillary services is quite common in Florida.
More than three-fourths of the responding ambulatory surgical
facilities and about 93 percent of the diagnostic imaging centers
are owned either wholly or in part by physicians. Almost 80
percent of the responding radiation therapy centers, more than 60
percent of the responding clinical laboratories and nearly 40
percent of the responding physical therapy and/or rehabilitation
facilities also report physician owners. Furthermore, about 20
percent of the responding durable medical equipment businesses, as
well as close to 13 percent of the home health agencies are owned
by physicians.

In contrast, physician ownership of hospitals and nursing
homes is less common. Only 5.3 percent (12 of 227) acute care
hospitals and 12 percent (54 of 450) of the nursing homes have
physician owners. Psychiatric hospitals and mental health
treatment centers reported no joint venture arrangements so that
impact analyses were not conducted for these two types of entities.

Results indicate that there are at least 10,000 owners of
Florida health care entities that are health care professionals or
health care entities; over 80 percent of these owners are
physicians. The most common types of entity owned by 'these
physicians are diagnostic imqging centers (41%), clinical
laboratories (16%) and home health agencies (13%).

For some types of entities the results indicated that joint
venture ownership had little or no impact on access, costs,
charges, or utilization of health care for Florida consumers. For
other types of entities, the results clearly indicated that joint
venture ownership had negative impacts on either access, costs,
charges, or utilization. In the remaining types of entities the
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nature of results was inconclusive; additional data and analysis ~

are required for definitive conclusions.

The results indicated that joint venture ownership
arrangements had little or no impact on access, costs, charges, or
utilization of health care services for

• acute care hospitals
• nursing homes

Results clearly indicated problems in either access, costs,
charges, or utilization (or in more than one of these areas) of
health care services for

• clinical laboratories
• diagnostic imaging
• physical therapy - rehabilitation centers.

Results indicated that there could be problems or the results
did not allow clear conclusions on access, costs, charges, or
utilization of health care services for

• ambulatory surgical centers
• durable medical equipment suppliers
• home health agencies
• radiation therapy centers.

other conclusions from this study are that

• joint ventures do not increase access to rural or
underserved indigent patients

• at least 40 percent of physicians involved in direct patient
care in Florida are owners of joint venture health care
facilities to which they may refer their patients for
services. A total of 9,682 physician owners of health care
entities were identified.

Here and elsewhere in this report the term "significant" means
that differences in averages were statistically significant (at the
10% level). Brief summaries of results for each facility type are
provided below.

AmbUlatory surgical Centers were subdivided into multi
specialty surgical centers and ophthalmological specialty surgical
centers. Multispecialty ambulatory surgical facilities are
relatively homogenous with respect to costs, charges, quality and
profitability. The maj or significant difference between joint
venture and nonjoint venture multispecialty surgery facilities
arises with respect to access. In particular, joint venture
multispecialty surgical facilities treat no Medicaid patients.
Furthermore, nonj oint venture multispecialty ambulatory surgery
centers have siqnificantly higher discounts and contractual
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adjustment rates than physician owned multispecialty surgery
centers.

Ambulatory surgery centers specializing '-in eye surgery "are
relatively homogenous with respect to access, costs, charges,
utilization'and profitability. Thus, joint venture ownership does
not appear to' significantly influence, costs, charges, quality or'
profitabil:tty of either type of ambulatory. surgical facility.
These results, however,' represent small, sample'sizes; further"study
is needed for definitive conclusions.

Clinioal Laboratories" "were ,- subdivided :'into four groups;'
effects of joint venture ownership were evaluated in detail for the
two basic types of clinical laboratories: 1) labs with courier
services, and 2) labs without courier services. Furthermore, some
limited comparisons were also made between these labs and labs
owned by pathologists. (Specialty labs were not included in the
analyses.) Nonjoint venture courier service labs generate
significantly more revenue from Medicare, Medicaid and. self-pay

,,~patients than 'their joint venture counterparts. Nonjoint venture
- labs without courier services generate a significantly larger share

of their revenues from Medicaid, and significantly more revenue
, ·fromcontract"'work'than otherwise' similar labs' owned by physicians .:-t

Physician owned labs. with courier-"services~.havesignificantly
h,igher utilization rates and generate, significantly higher, revenue
per patient than courier service ,labs without physician owners.
Joint venture labs without courier services perform significantly
more procedures per patient than otherwise similar nonjoint venture
labs.

In sum, the findings reported here indicate that joint venture
clinical labs perform more tests per patient and have higher

~~charges per patient than nonjointventure labs.

Diagnostio Imaging Centers reported that physicians had
ownership interests in all but eleven of the responding
freestanding imaging centers. Ten of the eleven nonjoint venture
imaging centers provide only x-ray services. These results
preclUde meaningful comparisons of results for joint venture and
nonjoint venture Florida imaging centers. Descriptive statistics,

,are reported for specialized and for comprehensive ,imaging centers:.~<,

Access is a problem regardless of the type of services provided as
"joint -venture diagnostic 'imaging "centers,·'treat ,a negligible~number_;

of Medicaid patients. The results show all types of imaging
'centers (except x-ray services centers), have higher average percent
operating income (relative to the risk of that income) than the
other facilities examined in this study. 'This higher percent

"",'" ';""operating income indicates - either disproportionately high,' net
charges or low expenses as.apercent-of.net charges and shows_that
joint venture imaging centers in Florida are far more profitable
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than most other types of nonjoint venture Florida health care
businesses.

utilization rates are summarized for'joint venture imaging
centers providing MRI scans and CAT scans in.Florida counties with
joint ventures but utilization comparisons were a problem for
imaging centers due to a lack of nonjoint-venture facilities in
Florida. To overcome this problem,. comparisons were made between
utilization rates for the BaltimoreMSA and util'ization rates for
three Florida MSA's ~with .. similar. socioeconomic status.
characteristics. MRI scans "and CAT 'scans for the three Florida
MSAs were found to be higher: ,·than utilization rates, for ,·the
Baltimore MSA. The extent of higher utilization in the Florida
MSAs relative to Baltimore ranged from 14 to 65 percent. The
relative percentage difference between utilization rates for CAT
scans in each of the Florida MSAs and Baltimore ranged from five to
28 percent.

Thus, the limited comparisons for the Florida joint venture
':imaging .' centers. indicates .' that the utilization of diagnostic
imaging services is higher as a\result of joint venture ownership.

"'. :'Durable ;Medioal - Equipment suppliers' are diverse in the
- ~ "services 'provided:' this diversity precludes an indepth analysis of

the impact of joint ventures on this industry. MeaningfUl per unit
comparisons of utilization, expense, and charge~easures.cannotbe
computed. Results reported .arelimited to the issues of access,
profitability and net charges (after discounts). Nonjoint venture
equipment dealers generate a significantly larger share of.their
revenues from Medicare, and self-pay .patients than their joint.
venture counterparts. This suggests that the nonj oint venture

..... ,' ·.equipment dealers provide greater access to patients with limited.
, ability to' pay. Also, nonjoint venture businesses average.

signficantly higher discounts and writeoffs than physician owned
.firms. , If gross charges.aresimilar, ,this finding suggests that
'nonjoint venture providers are less expensive than joint venture
businesses. Also, equipment businesses owned by physicians are
more profitable. A problematic arrangement in the medical
equipment and supply industry that may inhibit competition are
joint venture businesses that are "shell" companies. More
comprehensive data is needed to evaluate impacts of joint venture
ownership on the utilization and expenses ·for durable medical
equipment services. ~

-,"Home Health Agenoies'were' 'SubdividedH'into agencies that, are
Medicare certified and those that are.not·Medicare certified. The
joint venture agencies, while -demonstrating' 'some '. differences,
provide no clear pattern of greater profitability for physician
'owners of home health agencies. Private non-Medicare joint venture.

. '. "-:"'agencies generate significantly higher gross ··and .net revenue per-
patient than their· ~nonjoint,~venture~)counterparts. Medicare-
certified joint venture agencies render significantly more visits
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revenue per patient ($200 or 31 percent) due to the higher
utilization of services. Joint venture physical therapy facilities

,·.rar.e, .. also .significantly more ..profitable than ,their nonjoint venture
counterparts.

Joint venture physical therapy facilit:i:es averaged 62 ·,percent
"more .visits· per full time equiv.alent (FTE) licensed physical
therapist~ this difference is ,statistically. significant. These,
and other 'findings indicate 'that - joint "venture'" facilities "provide

. a lower quality of care or provide "simplerservices because "both
. ,c ";.1 icensed .~ therapy workers,i,and'l:'nonlicensed' workers. spend ·less I:~time

with each patient.· These results .' also .' explain Why the. average
total cost of a physical therapy visit is less in joint venture
facilities than in nonjoint venture facilities.

Patients treated at physician owned comprehensive
rehabilitation facilities averaged significantly more (32 percent)
physical therapy visits than patients treated at nonjoint venture
facilities. Physician owned rehabilitation facilities are more

.~ £~ .' ;~ profitable·and have ,a lower average cost",-per visit than nonj oint
. 'venture providers. Costs are l~ower, in part, because j oint venture
rehabilitation facilities average significantly more visits per

".~ ....:~~~r..~~~...l-{icensed f"physicaL·;; therapist- than.~ nonjoint·r-.venture . facilities,;
'These findings imply that joint venture facilities provide lower
quality services, ·than their.·nonjoint 'venture counterparts because
visits are of short.er duration and/or' that.:; services .are·.:".not
administered by licensed practitioners. Finally,physician ·owned
rehabilitation facilities have higher . average lists charge.than
their nonjoint venture counterparts.

In sum, for both joint venture physical therapy and
.': rehabilitation '.centers average" utilization rates (visits per

. ,······patient)· are'significantly higher, and average revenue per patient
is significantly higher for facilities specializing in physical
therapy, services only. Finally, both j oint venture physical
therapy:' and rehabilitation facilities, render significantly more
visits per licensed physical therapist. This is also the case when
visits are expressed relative to the sum of FTE licensed physical
therapists and licensed therapist assistants. This suggests that
joint venture facilities provide lower quality services than their
nonjoint venture counterparts because their visits are of shorter
duration. This could imply that services are, being delivered by
nonlicensed persons.

Radiation Therapy Centers are predominantly owned by
physicians. Regardless of. ownership sta·tus ,', . radiation', therapy
facilities generate comparable 'shares' of ·their revenue from all

". payer classes. Radiation therapY.centers not.owned by physicians
render more procedures per patient than their physician owned

'.. ~. ',~." ".; "':counterparts ; .. , On the other .hand, ,physician owned·, radiation therapy
centers charge more per procedure','-which on ~netresults in "higher
total charges per ,patient.
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INTRODUCTION

The Legislature, under Chapter 89-354, section 6, Laws .of
Florida, directed the Health Care Cost containment Board (Board)
to conduct a special study to provide data-based conclusions
regarding: 1) the scope and nature of joint ventures among health
care providers, and 2) the impact of j oint ventures on costs,
access, utilization, and quality of health care services in
Florida. ·The legislation further required. that the findings .of :the
study be used as the basis to make recommendations for possible
regulation of these ownership arrangements.

The enabling legislation defined "joint venture" as any
ownership or compensation arrangement between persons providing
health care. In this report (Volume II) containing the impact
analysis of j oint ventures, the term "joint venture" has been
applied to any ownership, investment interest or compensation

" :'~~"'~arrangement, between·.'phys.tcians, (or an)l...Jlealth care professional who
makes referrals) and an entity providing health care goods or
services. Volume III, the final study report, will focus on the
adequacy of the existing disclosure requirements and anti-kickback
authority in the Florida health care statutes. Volume III will
also evaluate alternative policy recommendations.

Physician ownership of health care facilities to which they
make referrals has been frequently debated (Dobson, Todd and
Manuel, 1986). critics maintain that physician involvement in
joint ventures presents conflicts of interest, increases costs, and
generates unnecessary utilization of services. critics also
contend that joint ventures decrease access because these
facilities "cream skim" and treat only patients with good insurance
coverage. Further, critics argue that these arrangements create a
captive referral ,system, which "limits_... competition by nonjoint
venture providers. This lack of competition in turn may adversely
affect the quality of services.

On the other hand, proponents of joint ventures argue that
these arrangements are necessary adjustments to the major changes
that have occurred in the health care sector during the 1980s.
Potential benefits of joint ventures include economies of scale,
increased ability to compete, improved access"to capital ,financing,
diversification of project risks, and improved access ,to persons.jn
medically underserved areas (Rosenfeld, 1984). For example,
proponents have stated that joint ventures between hospitals and
physicians may enable both hospitals and physicians to attract more
private pay patients and as a consequence, lower the average costs
of treating large numbers of Medicare patients.

Although the literature provides extensive discussions of the
pros and cons for joint venture arrangements, nearly all of the
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evidence regarding the effects of these ownership arrangements is
anecdotal or limited by the scope of the sample used to reach the
conclusions. The only available data-based study of this issue was
conducted by the u.s. Department of Health and Human Services,
Office of the Inspector General in 1989. Of the eight states
examined, Florida had the highest percentage of physicians involved
in joint ventures. The study also reported that Medicare patients
of physician owners in. Florida received 40 percent more lab tests,
12 percent more diagnostic imaging tests, and utilized 16 percent
more durable medical equipment than the general population of
Medicare beneficiaries.

While the OIG study reveals that joint ventures result in
higher utilization of services, the study only examined the
utilization of services by Medicare beneficiaries, and therefore
offers little insight as to the effects of joint ventures on the
general population. The current study examines comprehensive data
on an extensive range of services and thus presents a more complete,
analysis of the impact of joint ventures on access, costs,
utilization and quality of health care services in Florida.

In January 1991, a preliminary report (Volume I of the study)
regarding the scope and nature of joint ventures in Florida was
prepared for the Legislature. Approximately 75 percent of the
facilities had filed questionnaires at the completion of the Volume
I report. Each survey response was examined to identify incomplete
and inconsistent information. This data verification phase of the
project proved to be critical as many of the responses were
returned with incomplete information. An intensive effort of
telephone follow up calls were conducted to obtain missing data
and to correct incomplete information reported on the facility
questionnaires. These efforts resulted in a final overall response
rate of 82 percent. This second volume of the study reports final
results regarding the prevalence, scope and nature of joint
ventures among health care providers in Florida. The major focus
of Volume II, however, is to examine the effects of joint ventures
on access, costs, charges and utilization, of health care services
in Florida.'

The variables used to evaluate the impacts of joint ventures
on access, costs, utilization are described below and are
summari'zed in Exhibit 1.1. Some limited measures of quality are
also described. The relationships of these measures to access,
costs, charges, utilization, and quality are described in each
chapter.

Numbers of patients, units of service per patient, and price
per unit determine gross revenue (gross sales). All are directly
related to gross revenues. If other influences are held constant,
more patients will generate more gross revenue, more units per
patient will increase gross revenues, and higher list prices will
increase gross revenues. Gross revenues, adjusted for contractual
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allowances and discounts, less bad debt and charity care yield net
revenues. Net revenues, or actual dollars collected before
expenses, are reduced by price competition as well as by the
provision of services to medically underserved groups such as
Medicaid patients and indigent patients. Discounts and contractual
adjustments represent gross revenues, less writeoffs for bad debt
and charity care, less net revenues, as a percent of gross
revenues. Discounts and contractual adjustments increase ..with
greater discounts or contractual adjustments to list prices.

Access is another key component of an analysis of the impact
of joint ventures on the provision of health care services.
"Access" as used in this study, is evaluated from an economic
perspective by examining the availability of services to insured,
underinsured , and indigent patients. The geographic location of
these facilities is also noted to ascertain whether joint ventures
increase access to persons residing in medically underserved areas.
One could argue that any joint venture that establishes additional
health care services will increase access even if it limits
economic access. This argument presumes that only the joint
venture owners are willing to provide such services. Results here
do not support this argument.

If access is not limited by joint venture businesses, then one
should find that these facilities provide services to all patients,
and that competitive prices are offered to patients and third party
payers. Furthermore, access for Medicare, Medicaid and charity
care patients should be either greater or comparable to the levels
of Medicaid and charity care rendered by nonjoint venture
providers. On the other hand, if joint venture businesses cream
skim and only provide services to patients with generous insurance
coverage, amounts of discounts and the quantity of services
provided to underserved groups would be lower.

Access to health care services is increased when services are
made available to persons who did not previously have access to the
service. Thus joint ventures could increase access if the business
is established in geographic areas where the service was previously
unavailable. Rural areas are often regarded as underserved for
some services because the demand for services is not sufficient to
cover the costs of providing services. Persons covered by Medicaid
and uninsured persons who are indigent often have limited access to
health care services. Increased access to these persons would
benefit the health care system while reduced access for these
patients would have detrimental effects. Thus, if joint venture
businesses provide less care to these persons (relative to nonjoint
venture providers), this results in shifting the burden of care for
these persons to nonjoint venture providers. Access to Medicare
recipients is also a concern as these patients usually are served
at reduced rates.

The measures of access employed for this study are the percent
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of revenues obtained from Medicaid, the percent of revenues for
services provided to bad debt and charity care, and the percent of
revenues from Medicare. If these percentages are systematically
lower for joint venture businesses, one must conclude that joint
venture businesses provide less access to indigent persons, persons
covered by Medicaid, or persons covered by Medicare. Although
physicians, and not health care entities, control the number of
such persons at joint venture entities, lower percentages indicate
that either referring physician owners or the other referring
physicians who utilize joint venture entities have systematically
provided less access to these persons at the joint venture entity.
In this circumstance, care for indigent patients and Medicaid
patients would usually have to be obtained from outpatient units of
hospitals. As a consequence, this shifts the expense of care for
these patients to hospitals.

Objective measures of economic access used for this study are
the actual percent of revenues obtained from the various payer
classes. If joint ventures increase (or at least do not reduce)
economic access, higher (or equal) percentages of revenues should
be found for Medicare, Medicaid, and bad debt and charity care.
Conversely, if economic access is reduced by joint venture
ownership arrangements these percentages would be lower for joint
venture providers. In this study access will be evaluated based on
services provided to these groups of payers. Interpretation of
differences in percentages of revenues obtained from other payer
classes is less clear.

Discounts and contractual adjustments represent adjustments to
gross revenues. Discounts and contractual adjustments in percentage
terms, are defined as gross revenues minus bad debt and charity
care minus net revenues (before expenses) divided by gross
revenues. Given similar list prices, the discount rate should
increase as access is provided to patients at lower prices or as
discounts are offered to managed care insurers.

The impact of joint ventures on "costs" can be measured from
two perspectives. First, costs to consumers can be measured by
evaluating gross and net charges per unit of service, adjusted by
the utilization rates and controlling for the type of facility and
geographic region. Second, the cost~ of producing units of service
can be analyzed to identify potential efficiencies or
inefficiencies in production. Here again, comparisons should
control for the type of facility and for geographic influences.
The basic indicators of costs to consumers and production costs are
described below. These measures are used to make ·comparisons for
each facility type.

Expenses are classified as direct or fixed; direct expenses
vary directly with the quantity of services produced, whereas fixed
expenses are independent of the volume of services produced.
Direct expenses depend on efficiency and quality. More efficient
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producers can generate more units of service per hour of employee
time and thus incur lower expenses per unit while maintaining
quality standards. Alternatively, higher levels of output can be
achieved by producing at substandard quality levels. Although
total fixed expenses do not vary with the quantity of services
produced, fixed expenses per unit or fixed expenses as a percent of
total expenses decline with increased quantities of production.
Fixed expenses include lease and rental payments, depreciation, and
other overhead expense that do not vary with production levels.

In situations where normal economic forces of competition are
constrained (or do not apply)·, businesses with market power may set
prices at excessive levels or limit costs by reducing quality and
thereby earn abnormally high profits. In the case where health
care providers can make referrals to joint venture facilities in
which they have a financial stake, the normal economic forces of
competition may not apply. Critics maintain that a captive
referral system enables the joint venture provider to set higher
prices, order an excessive number of visits, diagnostic tests or
other ancillary services, or provide lower quality services than
facilities which are not involved in joint ventures. Of course,
the referring health care providers could also use their ownership
power to ensure that fair market prices are charged, and that only
necessary quantities of high quality services are rendered to
patients. Indeed, as proponents of joint ventures have argued,
economies of scale could result in lower prices and/or the
provision of higher quality services.

Given that profitability is determined by the quantity of
services provided, as well as the production costs and charges for
these services, an evaluation of firm profitability is one
component of this analysis of the impact of j oint ventures on
utilization, costs, charges and access . Profits represent a return
to owners on their invested capital. Such returns should be large
enough to compensate the owners for the risks associated with their
investments. Although
skillful management or luck may yield above average profits,
average rates of return for a group of businesses should be
comparable to the rates of return for other firms with similar
degrees of risk.

Profits equal net revenues minus expenses. Operating income
is generally defined as net revenues less direct operating
expenses. Although in some situations lease, rent, and
depreciation expenses are regarded as operating expenses, here
these items are treated as fixed expense items. Operating income
increases as net revenues increase and decreases as direct expenses
increase. Profits before interest and taxes equals operating
profits less fixed expenses; higher fixed expenses reduce profits.
Net profits before taxes exclude interest paid; here again higher
interest payments reduce this net profit amount. {General usage of
the term "profit" refers to net profit,; in this study
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profitability is indicated by percent operating income as a percent
of net revenues).

Operating income is used as the basis for measuring firm
profitability in this study. To adjust for differences in facility
size, operating income is expressed relative to net revenues. This
measure is referred to as "operating income as a percent of net
revenue." The measure is not adjusted for fixed expenses, interest
or other overhead, because these items are sometimes influenced by
joint venture arrangement~.

In the case of physical therapy/rehabilitation centers, visits
per licensed full-time equivalent (F.T.E.) health care worker are
reported as indicators of quality. Costs can be reduced and
profits increased by increasing volumes of services per employee,
or by SUbstituting workers with lower skill levels. variations in
types of services can influence this measure but unless these types
of services vary systematically with the type' of ownership,
averages should be the same for both ownership groups. comparisons
of the$e measures can indicate situations where quality has been
sacrificed for profitability. Thus, for physical therapy services
this measure should indicate variations in the quality of physical
therapy services. For services where capital may SUbstitute for
skilled workers the degree of sUbstitution is ambiguous.

The null hypothesis of interest in this study assumes that
there are no differences (or that differences are beneficial to
consumers) in averages for joint venture providers and averages for
nonjoint venture providers. The alternative hypothesis assumes
that differences in averages are detrimental to Florida consumers.
If the null hypothesis is true and random variations in sample
averages lead to rejection of that hypothesis, this error could
resul t in recommendations of changes in regulation of joint
ventures when there is truly no impact on Florida consumers. The
primary cost of such an error to Florida consumers would be the
cost of unneeded regulation. If, on the other hand, the null
hypothesis of no effect is false, and the alternative hypothesis
(that joint ventures have detrimental effects on Florida consumers)
is true, a different set of costs apply to the decision. Failure
to reject a false null hypothesis would lead to the conclusion that
joint ventures have no effect; the outcome of failing to reject a
false null hypothesis would allow joint venture businesses to
reduce access, or overutilize, or overcharge for services,' or
deliver services of inferior quality, or some combination of these.
The cost to Florida consumers would be needlessly increased costs
for health care services and the excessive profits that are
generated would accrue to owners of joint venture facilities.

Tests of hypotheses focus on limiting the probability of
rejecting a true null hypothesis (the first scenario above). The
probability level chosen is commonly referred to as the
significance level and in scientific or academic research a five
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EXHIBIT 1.1

Definitions of Terms

Patients means the number of patients who purchased or received services from the entity.

Units of Service vary for each type of health care business. "Procedures" are used for outpatient surgical
services, clinical laboratory services, diagnostic imaging services, and radiation therapy services. "Visits"
are used for home health services and physical therapy-rehabilitation services (procedures or modalities are
also used for physical therapy-rehabilitation services). Patient days are used for nursing home services (and
for inpatient acute care hospital services.

Price per Unit Is the list charge per unit (without adjustments) or average gross revenue per unit.

Gross Revenue is the total dollar amount of sales before any discounts or other adjustments are applied.

Net Revenues are gross revenues less 1) discounts, adjustments for contractual prices (including
adjustments for Medicare or other, third-party payers), 2) deductions for all amounts of uncompensated
charity care provided, and 3) writeoffs of bad debt and uncollectable amounts.

Discounts and Contractual Adjustments represent the difference in gross revenues and net revenues, less
writeoffs for bad debt and charity care, as a percent of gross revenues. Thus, discounts and contractual
adjustments indicate the percent discount on list prices due to contractual arrangements with third party
payers, including the markdowns for Medicare and Medicaid patients.

Direct Expenses include expenses that apply directly to the cost of producing the service. Direct expenses
include costs of wages and salaries, fringe benefits, medical and surgical supplies, laundry, office expenses,
and other general operating expenses. In some types of businesses contract expenses are treated as direct
expenses. Direct expenses do not include lease payments, rent payments, depreciation charges, or other
overhead.

Fixed Expenses include depreciation expenses, lease payments, and rental payments.

Operating Income is net revenues minus direct expenses. That is, income before fixed expenses, interest,
and other overhead expenses.

Operating Income as a Percent of Net Revenues is net revenues less direct expenses expressed as a
percent of net revenues.

Units of Service per F.T.E. is the total number of units produced divided by the number of full-time
eqUivalent employees. (F.T.E.) .. This measure is usually computed for the number of F.T.E. licensed or
specially trained health care workers.

Significant or Statistically Significant means that the probability of the observed difference (or a greater
difference) occurring due to chance is less than .10. In technical terms, a null hypothesis of no difference
was tested against a one tailed alternative hypothesis at the .10 level using at-test.



CHAPTER I

UPDATE OF HEALTH CARE FACILITIES SURVEYS

A. The Survey Process for Health Care Facilities

Mailing lists were compiled for Florida ambulatory surgical
facilities, clinical laboratories, diagnostic imaging centers,
durable medical equipment suppliers, home health agencies, acute
care hospitals, mental health treatment centers, nursing homes,
physical therapy-rehabilitation centers, psychiatric hospitals, and
radiation therapy centers. The survey process required three
mailings staged over a three-month period. Volume I reports on the
details of this phase of the project.

As reported in Volume I, as of January 15, 1991, 3075
facilities had been identified as eligible. At that date, 75.4
percent or 2319 entities had filed completed surveys. The
preliminary response rates for the individual facility groups were:
ambulatory surgery facilities (90.7%), clinical laboratories
(78.8%), community mental health centers (85.1%), diagnostic
imaging centers (56.6%), durable medical equipment suppliers
(59.8%), home health agencies (77.7%), hospitals (94.0%), nursing
homes (96.2%),· physical therapy and/or rehabilitation centers
(60.8%), psychiatric hospitals (95.7%), and radiation therapy
centers (68.2%).

Each survey response was examined to identify incomplete and
inconsistent responses. This data verification phase of the
project proved to be critical as many of the surveys were returned
with incomplete or inconsistent information. An intensive effort
of telephone followup calls was conducted to obtain missing data
and to correct inconsistent information reported on the facility
questionnaires.

As a consequence of these efforts, complete and consistent
information on ·ownership required to classify the facilities as
either joint venture or nonjoint venture was obtained from all
survey respondents. Although some facilities refused to report the
identities of their owners, they did indicate the number and type
of health care professional owners. Furthermore, information on
key financial, utilization and access variables was obtained from
about 80 percent of the facilities.

B. Telephone Followup of Nonresponding Facilities

In order to evaluate potential nonresponse biases, a brief
telephone followup survey was conducted with the nonrespondents
from the three facility groups with the lowest response rates:
physical therapy and/or rehabilitation centers, diagnostic imaging
centers, and durable medical equipment suppliers. The telephone
followup survey was designed to ascertain why these facilities
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failed to file a completed questionnaire, and to determine whether
the owners are physicians, other health care professionals or other
health care entities. These results thus indicate proportions of
nonresponding facilities which are "not applicable" and whether the
eligible nonrespondents are more or less likely to be involved in
joint venture arrangements. This component of the data
verification process proved to be critical for at least two
reasons.

As a consequence of the phone calls, several facilities were
classified as ineligible. Sixty physical therapy and/or
rehabilitation centers, forty diagnostic imaging centers, and
seventy-one durable medical equipment suppliers were classified as
such because they were either duplicates of previously submitted
surveys, were no longer in business, were physician practices with
diagnostic equipment, were billing addresses, or they did not
provide the service in question.

When asked why they failed to return a completed
questionnaire, most facilities indicated that they had never
received the survey. (This is the expected response). Others
stated that they did not comply because they were not involved in
a joint venture. After the purpose of the survey was explained to
the interviewees, most of these facilities indicated they would
complete the questionnaire. Other nonrespondents claimed that the
survey was never received by the appropriate person (i. e., the
controller or financial officer). Many of the nonrespondents
indicated that they would be willing to submit the information ~f

another survey was mailed to them. Relatively few of the
facilities refused to comply because they believed that the Board
did not have the authority to collect the information under the
enabling legislation.

The findings from the telephone followup survey revealed that
the nonrespondents are more likely to be involved in joint venture
arrangements. For example, forty of the sixty nonresponding
imaging centers reported some physician owners. The information
reported by 33 of the 40 joint venture imaging centers reveals that
altogether these facilities involve at least 1000 additional
physician owners. Nonresponding durable medical equipment and
physical therapy facilities were also more likely to be involved in
a joint venture arrangement.

The telephone followup of nonresponding entities also prompted
51 facilities to submit a completed questionnaire. All of these
late responses were either physical therapy/rehabilitation centers
or diagnostic imaging facilities. Of the 40 surveys received from
physical therapy centers, 58 percent (23) are owned either
partially or wholly by physicians. These facilities accounted for
approximately one hundred additional physician owners. All of the
eleven diagnostic imaging center surveys.received as a consequence
of the telephone followup calls· are joint venture facilities.

1-2



These eleven imaging centers identified 253 additional physician
investors. No completed surveys were submitted after the telephone
followup by any of the durable medical equipment businesses.

Finally, some additional points are worth noting regarding the
nonrespondents in those entity groups where no telephone followup
of the noncomplying facilities was conducted (ambulatory surgical
facilities, clinical laboratories, and home health agencies).
First, during the data verification phase of the project the
researchers ascertained that all seven nonresponding ambulatory
surgical centers were owned either in part or wholly by physicians.
Second, a random sample of 30 of the. nonresponding clinical
laboratories and home health agencies were contacted by telephone.
About 60 percent of the nonresponding clinical laboratories and
home health agencies contacted indicated they were owned by
physicians.

c. Final Survey Response Rates

The telephone followup surveys of diagnostic imaging centers,
physical therapy facilities and durable medical equipment
suppliers, identified additional facilities which were ineligible.
In addition, some of the surveys recorded as complete responses as
of January 15, 1991 were subsequently identified as ineligible upon
evaluation by the FSU researchers. The major reason for the change
in classification status was either that the facility was no longer
in business or that it did not provide the type of services in
question. For example, some durable medical equipment suppliers
were classified as ineligible because they were suppliers of
orthotics and prosthetics. Thus, the number of completed surveys
is approximately 100 less than indicated previously in the Volume
I report.

After deleting the "not applicable" and "return to sender"
facilities from the mailing _ lists,. there are 2669 eligible
facilities. Table 1. 1 shows the response rates by health care
facility type. Altogether 82.4 percent or 2200 of the eligible
facilities have submitted a survey with usable and consistent
information to classify each facility as joint venture or not joint
venture. The overall response rate is high; the typical response
rate expected from a mail survey comprised of three mailings is
about 60 percent (see Dillman (1978}). Importantly, because of the
intensive data verification efforts, only a small percentage of the
surveys are missing data on key variables.

Table 1.1 shows that over 90 percent of the ambulatory surgery
facilities, hospitals, nursing homes and psychiatric hospitals have
filed completed surveys. The response rates for clinical
laboratories, mental health treatment centers, physical therapy
and/or rehabilitation centers, home health agencies, diagnostic
imaging centers, and radiation therapy centers range between 72 and
85 percent. Note in particular that the response rate for
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diagnostic imaging centers has increased from 56 percent as
reported previously in Volume I to almost 73 percent. The only
facility type with a response rate under 70 percent is durable
medical equipment suppliers, where the response rate is 66 percent.

D. Response Rates by Geographic Region

The overall response rate for each facility type may be
misleading if the nonrespondents are concentrated in particular
geographic regions of the state. To evaluate whether this is the
case, the response rates are analyzed-by four 'geographic regions:
North Florida (HRS districts 1, 2, 3 and 4); the Western Peninsula
(HRS districts 5, 6 and 8); the Central and Eastern Peninsula
region (HRS districts 7 and 9); the Southeast Peninsula (HRS
districts 10 and 11).

The response rates by entity type within each of the four
geographic regions are reported in Table 1.2. The overall response
rates by geographic region reported in- the last row of Table 1.2
show that approximately 85 percent of the entities in North
Florida, the Western Peninsula, and the Central & Eastern Peninsula
have completed the questionnaire. The majority of the
nonrespondents are concentrated in the Southeast peninsula; about
26 percent (190) of the 713 facilities in this geographic region
failed to return a completed survey. Thus, more than 40 percent of
the nonresponding entities (190 of 469) are located in the
Southeast Peninsula region.

Additional points of interest are revealed by this analysis.
First, facility types with high overall response rates generally
exhibit comparable response rates within each of the four
geographic regions. Second, most of the nonrespondents are
concentrated in three groups: home health agencies, diagnostic
imaging facilities, and durable medical equipment suppliers. While
112 of the nonrespondents are home health agencies, the response
rates for this facility type do not vary significantly by region.
In contrast, a different pattern exists among the suppliers of
durable medical equipment and diagnostic imaging centers.

The response rates for diagnostic imaging facilities by
geographic region displayed in Table 1.2 indicate that the
Southeast Peninsula has the lowest response rate; about 62 percent
(46 of 74) diagnostic imaging facilities in the Southeast region
have filed completed questionnaires. Thus, nearly half of the
nonresponding imaging centers are located in either Broward or Dade
county.

A similar pattern emerges in the case of durable medical
equipment businesses. The response rates for suppliers of durable
medical equipment located in North Florida, the Western Peninsula,
and the Central/Eastern regions range bet~een 67 and 74 percent.
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In contrast, only 56 percent (90 of 160) durable medical equipment
suppliers operating in the Southeast Peninsula region have
responded to the survey. Thus, approximately 45 percent (70) of
the 153 nonresponding durable medical equipment businesses are
located in the Southeast Peninsula.

E. The Scope and Nature of Joint Ventures Among Health Care
Providers

Table 1.3 describes the scope and nattire of the ownership
arrangements of the health care 'facilities that filed completed
questionnaires. These results are based on both direct ownership
and on the ultimate owners of parent organizations. The ultimate
owners of parent organizations were identified by surveying all
corporations, partnerships, and' entities identified from the
facility surveys as the parent organization(s) of sUbsidiary
health care entity owners. Mental health treatment facilities and
psychiatric hospitals are excluded from sUbsequent analyses because
none of these facilities are involved in joint ventures.

The followup survey of parent organization owners and health
care entity owners was an important component of the survey process
as many of these owners are corporations or partnerships whose
individual shareholders are physicians. Failure to recognize the
complex ownership structure of many health care facilities would
sUbstantially understate 'both the total number of individual
physician investors and the number of joint venture facilities.

Although a high percentage of the parent corporation surveys
were completed, some ownership information is missing because some
of these health care owners refused to report the ultimate owners
of their organization. For example, the legal counsel representing
one joint venture partnership stated to one of the researchers that
his client would not disclose the . names of the individual owners
of this j oint venture. The ownership of this partnership is
complex; one of the two partners is a corporation which is owned in
turn by 200 corporations. Each of these 200 corporations has a
single stockholder who is a physician. This joint venture
partnership owns four facilities that provide health care services
in Florida: an ambulatory surgical facility, a diagnostic imaging
center, a clinical laboratory, and a durable medical equipment
business. The number of physician owners of these joint ventures,
however, was accounted for in the ownership classification of
facilities.

The ownership arrangements for the health care facilities
surveyed are classified into the following categories: 1) physician
owners only ("physician owners" includes owners who are immediate
family members of physicians); 2) physician owners, health care
entity owners and/or nonphysician health care professional owners;
3) health care entity owners and/or nonphysician health care
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professionals); 4) wholly owned subsidiaries of SEC registered
corporations and 5) other--nonhealth care professional or nonhealth
care entity owners, nonprofit and government organizations.

The results presented in Table 1.3 show that physician
ownership of health care businesses providing diagnostic testing or
other ancillary services is very common in Florida. More than
three-fourths of the responding ambulatory surgical facilities and
nearly all the diagnostic imaging centers are owned either Wholly
or in part by physicians. Almost 80 percent of the responding
radiation therapy centers, more than 60 percent of the responding
clinical laboratories and about 40 percent ·of the responding
physical therapy/rehabilitation centers also report physician
owners. The results further show that approximately 20 percent of
the responding durable medical equipment businesses as well as
nearly 13 percent of the responding home health agencies are owned
by physicians.

In contrast, physician ownership of hospitals and nursing
homes is less common. Only 5.3 percent (12 of the 227) acute care
hospitals and only 12 percent (54 of 450) of the nursing homes have
physician owners. Moreover, less than 6 percent (3 of 56) of the
continuing care retirement communities are owned by physicians.
This is also the case for the psychiatric hospitals; over 90
percent of these facilities are owned by either nonprofit
organizations or SEC registered corporations. While the evidence
presented in Table 1.3 indicates that relatively few hospitals are
owned by physicians, some hospitals have established joint ventures
with physicians to provide ancillary services. For example, some
of the freestanding MRI centers in Florida are j oint ventures
between hospitals and physicians. Often in this situation, the
hospital is the general partner and the physician investors are the
limited partners. This type of joint venture also occurs with home
health agencies and durable medical equipment businesses. The
specific details of the ownership arrangements are discussed below.

Of the responding ambulatory surgical facilities 52 of the 68
(76 percent) are owned either in part or wholly by physicians.
Moreover, 33 of these 52 ambulatory surgical facilities are limited
partnerships or corporations whose only investors are physicians.
Approximately 16 percent (11 of 68) are owned by a corporation that
is pUblicly traded.

Examination of the ownership structure of clinical
laboratories shows that over 60 percent of the 169 clinical
laboratories that responded to the survey are owned by physicians.
Approximately 12 percent or twenty of these labs are owned solely
by pathologists, who provide services on a consultation basis and
supervise the laboratory testing. Because of the nature of this
specialty, pathologists generally are not in a position to refer
patients to clinical laboratories for testing. Almost 50 percent
of the labs are owned by referring physicians. Another 15 percent
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of the clinical laboratories are owned by SEC registered companies
such as smith-Kline-Beecham.

The results for diagnostic imaging centers show that about 93
percent of the 160 facilities who filed a completed survey are
owned by physicians. Nearly 66 percent of these 160 facilities
indicate that all of their health care provider owners are
physicians. Moreover, although not indicated in Table_1.3, only
one of the diagnostic centers that perform magnetic resonance
imaging and CAT scans is not owned by physicians. The other
diagnostic centers which are not physician owned are only
performing routine x-rays, ultrasound, and mammography.

The findings for durable medical equipment businesses show
that over 20 percent of these companies are either wholly or
partially owned by physicians. Approximately 25 percent of these
businesses are owned by health care entities and/or nonphysician
health care professionals. The largest proportion of these
equipment suppliers, however, are small companies owned by persons
who are not health care professionals or organizations.

The results for home health agencies indicate that close to 13
percent of the responding facilities have some physician owners.
Another 20 percent are owned by nonphysician health care
professionals; most of these individuals are home health
administrators or registered nurses. Nearly 45 percent of the
responding home health agencies, are _owned by SEC registered
corporations such as Upjohn or Kimberly Quality Care.

The results for hospitals show that unlike most facilities
providing ancillary services, less than six percent of the acu~e

care hospitals are owned by physicians. A large proportion of
hospitals facilities are wholly owned subsidiaries with parent
corporations that are SEC registered companies. Almost one third
of the hospitals are not-for-profit or government entities which
are not wholly owned subsidiaries of another organization.

The data on nursing homes shows that approximately 12 percent
of the 450 nursing homes in Florida have physician owners. About
half of all nursing homes are Wholly owned subsidiaries of an SEC
registered parent organization. Another 25 percent of these
facilities are owned by nonhealth care related entities or
professionals.

Almost 40 percent of these 262· physical therapy and/or
rehabilitation facilities have some ownership arrangement involving
physicians. Another 50 percent of these centers are owned by
nonphysician health care professionals; most of these nonphysician
health care professionals are physical therapists.

Physicians also have
radiation therapy centers.

ownership interests in freestanding
Close to 80 percent (18 of 23) of the
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facilities that returned the questionnaire have an ownership
arrangement with physicians. Furthermore, over 60 percent of these
centers are owned solely by physicians.

Proponents contend that j oint ventures promote· access to
services and new technological procedures to persons residing in
rural, medically undeserved, areas. This does not appear to be the
case in Florida, however, as none of the joint venture facilities
are located in rural areas. Furthermore, with the exception of
some hospitals and nursing homes, few of the nonjoint venture
facilities are located in less densely populated regions.
The concentration of all types of health care facilities in
urbanized areas is not surprising, however, because it is unlikely
that less urbanized areas could generate the volume of patients
necessary to achieve a breakeven point for the business.

F. Characteristics of Physician Owners

This section of the analysis links the characteristics of
individual health care professionals to the type of facilities that
these individuals have chosen as investments. This analysis
includes the information reported on the individual owners of
parent corporations.

The composition of owners who are either health care
professionals or health care entities is presented in Table 1.4.
The first column shows the number of direct owners of each facility
type, while the second column contains the number of ultimate
owners of these facilities through a parent corporation. Column
three indicates the total number of owners (the sum of the direct
number of owners and the number of ultimate owners.) An individual
is counted as an owner for each facility that he or she was
identified as an owner; although this results in more owners than
individual persons, most physicians represent a single owner.

Of the 10,001 health care professionals and entities
identified as owners (either direct owners from the facility
surveys or ultimate owners through the parent corporation surveys) ,
81.1 percent or 8,112 are physicians. Another 3.5 percent or 351
are health care entity owners. Physician professional associations
account for 3.5 percent or 348 of. all owners; 230 of these
professional associations are direct owners of the facil i ties,
while the other 118 are the ultimate owners through a parent
organization. Except for health care administrators, the remaining
groups of health care professionals each account for less than
three percent of all the owners identified. The characteristics of
physician owners are examined in greater detail since they comprise
the overwhelming majority of health care professional owners.

Table 1.5 displays the number of physician owners classified
by the type of health care entity inves~ment. Over 41 percent or
3,340 of the 8,112 physician owners have an investment interest in
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a diagnostic imaging center. Nearly 16 percent (1261) of the
physician owners have invested in clinical laboratories, while
close to 13 percent of these physician owners have a financial
interest in a home health agency. Almost eight percent (645) of
these individual physician owners have an investment interest in an
ambulatory surgical facility, while another seven percent (595)
have a financial stake in a durable medical equipment business.
The remainder of these physician owners have investment interests
in hospitals, physical therapy/rehabilitation centers, nursing
homes, and radiation therapy centers.· The frequency and percentage
of physician owners for each of these entity types are as follows:
acute care hospitals - 493· (6.1%), nursing homes - 87 (1.1%),
physical therapy/rehabilitation centers - 479 (5.9%), and radiation
therapy centers - 172 (2.2%).

It would be cumbersome to examine the characteristics of
physician owners according to the detailed specialty designations
currently used by the American Medical Association. Therefore, the
detailed specialty designations have been grouped into fifteen
categories. since podiatrists, chiropractors, and dentists may be
owners who refer patients, these practioners are included in the
physician specialty classification. Table 1.6 provides a
description of the physician specialty groups.

Table 1.7 shows the number of physician owners by specialty
group. (These numbers exclude physician professional association
owners.) The fi~st column contains the number of direct owners,
while the second column indicates the number of physician owners
through parent corporations. The total number of owners is
reported in column three. Only nine percent of these physician
owners are in specialties that provide services on a consultation
basis (pathology, anesthesiology, and radiology). Since these
specialists are generally not in a position to make referrals to
their own facilities, they are classified as consultation
physicians. The number and percentage of total physician owners in
these three groups are: pathology - 154 (1.9%), anesthesiology -114
(1.4%), and radiology - 471 (5.8%).

The other 91 percent of total physician owners are
concentrated in specialties which are likely to refer their
patients for surgery, diagnostic testing, and other ancillary
services or equipment. A large number of these physician owners,
almost 35 percent, are internal medicine special ists. General
practioners account for 11.4 percent of the physician investors,
while surgeons and orthopedists each represent about eight percent
of all physician owners. Specialists in obstetrics/gynecology and
neurology account for 6.8 percent and five percent of all physician
owners respectively. with the exception of the "OTHER DOCTOR"
category, all the remaining specialty groups each account for less
than three percent of all physician owners.
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Table 1.8 characterizes total physician owners by specialty
and investment choice. Nursing homes have relatively few physician
owners in comparison to the other health care provider groups.
Most of the 87 physician owners of nursing homes are internists,
general practioners, or other less common specialists. The
composition of physician owners for each facility type, except for
nursing homes, is examined in more detail below.

About half of the 645 physician owners of ambulatory surgical
facilities are specialists (i.e., obstetricians, gynecologists,
surgeons, ophthalmologists 'and orthopedic surgeons) who are in a
position to both refer patients and perform surgery or, related
ancillary services at these centers. The remaining physician
investors of these facilities are concentrated in specialties which
are likely to refer patients to the physician owners who perform
surgical procedures.

The results reported in column two of Table 1.8 show the
specialties of physicians who have investment interests in clinical
laboratories. Only 6.4 percent of the physician owners of labs are
pathologists, the specialists who supervise laboratory testing.
Thus, nearly 94 percent of the physicians who have invested in a
clinical laboratory are specialists, other than pathologists, who
are in a position to refer their patients to these facilities for
testing. Fifty-one percent of these physician owners are
internists while close to twenty percent are general practioners.

The characteristics of physician owners of diagnostic imaging
centers are reported in column three of Table 1.8. This type of
joint venture is the one most frequently chosen by physician
investors. Again, physician owners are concentrated in those
specialty groups that are in a position to refer their patients to
the imaging centers for services. Less than nine percent of these
physician owners are radiologists, the specialists who interpret x
rays and scans at imaging centers. The majority of these physician
owners are specialists who refer patients to these facilities for
x-rays, CAT scans, MRI scans, or other imaging procedures. Of the
3,340 physician owners of imaging centers about 35 percent are
internists, while nearly 11 percent are general practioners.
Altogether ob/gyn specialists, surgeons, orthopedic surgeons, and
neurologists comprise about 30 percent of all physician owners of
imaging centers. Each of these four specialties separately
accounts for approximately seven percent of the physician investois
in imaging centers.

The specialties of physician owners of durable medical
equipment businesses, reported in column four of Table 1.8,
resemble those of imaging facilities and clinical laboratories.
The physicians who have investment interests in durable medical
equipment businesses are generally in a position to refer their
patients to these entities for equipment and oxygen supplies.
Approximately 70 percent of these owners are in four specialty
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groups: general medicine (13 .9%), internal medicine (36. 1%) ,
surgery (8.2%), and orthopedic surgery (6.6%).

The specialty mix of physician owners of home health agencies
is consistent with the results for the other entities providing
ancillary services. Only 8.5 percent of the physician owners of
home health agencies are nonreferring specialists (pathologists or
radiologists). More than 90 percent of these physician owners are
specialists who may refer their patients to home care providers'for
services. The majority of these physician investors specialize_.in
either internal medicine (32.8%) or surgery (10.8%).

Examination of the physicians who have investment interests in
physical therapy and/or rehabilitation centers reveals that these
owners are specialists who are likely to refer their patients to
their own facility for physical therapy. Of the 479 owners of
physical therapy/rehabilitation centers, over 31 percent specialize
in orthopedics, while another 19 percent are internal medicine
specialists. About twenty percent of these owners are either
general practioners or neurologists.- -Less than five percent are
radiologists, pathologists, oncologists or ob/gyn specialists.

The specialty composition of the physician owners of radiation
therapy centers is reported in column seven of Table 1.8. Twenty
five percent of the 172 owners of radiation therapy centers are
oncologists, while another 16 percent are radiologists. The
remaining owners are regarded as referring physicians. The largest

° proportion of these owners are internists (36 percent of all-) ,
while about fifteen percent are either general practioners or
surgeons.

The last column of Table 1.8 reports the specialty mix of
physicians who have a financial interest inoa hospital. Less than
five percent of the 493 owners are nonreferring physicians
(pathologists or radiologists). Hence, about 95 percent of these
owners are specialists who are in a position both to admit and
treat patients in hospitals. Close to 34 percent of the 493 owners
of hospitals are internists. General practioners and surgeons each
account for about 12 percent of physician owners of hospitals.
Another eight percent of the physicians who have invested in
hospitals are ob/gyn specialists, while orthopedic surgeons account
for nearly seven percent of these owners.

G. Physician Professional Association Owners

As mentioned above, 348 of the owners identified by the
responding health care facilities are physician professional
associations. Through a followup questionnaire, each professional
association was requested to report the name and specialty for each
member. Responses were received from 58 percent (202) of the 348
physician professional associations. These 202 physician
professional associations have 422 individual member owners. S~nce
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each professional association has at least one member, the 148
professional associations that did not return the form account for
at least another 148 physician owners. Thus, altogether these
professional associations account for at least another 570
individual physician owners.

Nearly one quarter (101 of 422) of the individual physician
owners of these professional associations are internal medicine
specialists. Nineteen percent (81) are radiologists, while about
nine percent (38) are pathologists. General practioners, surgeons,
and orthopedic surgeons each account for five percent of the
individual physician owners of these professional associations ...

H. Total Physician Owners

The results reported in Table 1.4 identified 8,112 individual
physician owners. Another 1,000 physician owners were identified
through the telephone followup survey of nonresponding entities.
Finally, as mentioned above, professional associations account for
at least 570 individual physician owners. Thus, based on the data
reported in the surveys and the telephone followup, 9,682
individual physicians have been identified as owners of health care
facilities in Florida. This number understates the total number of
physician owners, however, because it does not include information
on owners of all nonrespondents, and it does not account for the
owners of the health care facility types that were not surveyed.

While the survey process identified at least 9,682 physician
owners, some of these physicians have an ownership interest in more
than one facility. It is estimated that there are at least 8,500
unduplicated physician owners. Of these 8,500 physicians, 858 were
pathologists, anethesiologists, and radiologists reSUlting in an
estimated 7,600 individual referring physician owners who are
involved in direct patient care. Pathologists, anesthesiologists,
and radiologists generally provide services on a consultation basis
and thus are not in a position to make referrals.

. According to data collected by the American Medical
Association, there are approximately 18,250 physicians involved in
direct patient care in Florida. Hence, these estimated 7, 600
individual referring physician owners represent more than 40
percent of the 18,250 physicians involved in direct patient care in
Florida. Thus, these results indicate that at least 40 percent of
the physicians involved in direct patient care are participants in
joint venture businesses to which they may refer their patients for
services.

I. Summary

This chapter reports final survey response rates, the results
on prevalence, scope and nature of joint ventures among health care
providers, and the characteristics of physician owners.
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The overall response rate is 82.4 percent. More than 90
percent of the ambulatory surgical facilities, hospitals, nursing
homes, and psychiatric hospitals filed completed surveys. The
response rates for clinical laboratories, mental health treatment
centers, physical therapy and/or rehabilitation centers, home
health agencies, diagnostic imaging centers and radiation therapy
centers range between 72 and 85 percent. Only durable medical
equipment suppliers had a response rate under 70 percent. The
majority of the nonrespondents are concentrated in the Southeast
peninsula region; about 26 percent (190) of the 713 facilities in
this geographic region failed to file a completed survey.

The telephone followup of nonresponding facilities indicates
that the nonrespondents are more likely to be involved in joint
venture arrangements. Furthermore, the telephone followup
identified several facilities that failed to respond because they
were ineligible.

The results on scope and nature of joint ventures show that
physician ownership of health care businesses providing diagnostic
testing or other ancillary services is quite common in Florida.
More than three-fourths of the responding ambulatory surgical
facilities' and a~out 93 percent of the diagnostic imaging centers
are owned either wholly or in part by physicians. Almost 80
percent of the responding radiation therapy' centers, more than 60
percent of the responding clinical laboratories and nearly 40
percent of the responding physical therapy and/or rehabilitation
facilities also report physician owners. Furthermore, about 20
percent of the responding durable medical equipment businesses, as
well as close to 13 percent of the home health agencies are owned
by physicians.

In contrast, physician ownership of hospitals and nursing
homes is less common. Only 5.3 percent (12 of 227) acute care
hospitals and 12 percent (54 of 450) of the nursing homes have
physician owners.

The facility surveys identified 10,001 health care
professional and health care entity owners. These include both the
direct owners of these facilities as well as owners through a
parent organization. More than 81 percent (8,112) of these owners
are physicians. Over 41 percent of these owners have an investment
interest in a diagnostic imaging facility. Another 16 percent of
the physician owners have invested in clinical labs, while 13
percent have an ownership interest in a home health agency. Eight
percent of these 8,112 physicians have ownerShip in an ambulatory
surgical facility, while another seven percent have a financial
interest in a durable medical equipment business. six percent own
part of an acute care hospital. Another six percent have invested
in physical therapy and/or rehabilitation facilities. About three
percent have an ownership interest in either a nursing home ora
radiation therapy facility.
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Only nine percent of these physician owners are in specialties
that provide services on a consultation basis (pathology,
anesthesiology, and radiology). These specialists are generally
not in a position to make referrals to their own facility. The
other 91 percent of the 8,112 physician owners are concentrated in
specialties which are likely to refer their patients for surgery,
diagnostic testing, and other ancillary services or equipment. The
majority of these physician owners, nearly 35 percent, are internal
medicine specialists. General practioners account for 11.4 percent
of physician investors, while surgeons and orthopedists each
represent about eight percent of the 8,112 physician owners.

The telephone followup results for nonresponding facilities
identified at least another 1,000 physician investors. The
physician professional association account for at least 570
individual owners. ThUS, altogether more than 9,682 physicians
have been identified as owners of health care facilities in
Florida. Since some of these physicians have an investment
interest in more than one health care facility, it is estimated
that there are at least 8,500 unduplicated individual physician
owners. Of these 8,500 physicians, 858 were pathologists,
anethesiologists, and radiologists (who provide services on a
consultation basis) resulting in an estimated 7, 600 individual
referring physician owners who are involved in direct patient care.

According to data collected by the American Medical
~ssociation, there are appr"oximately 18,250 physicians involved in
direct patient care in Florida. Hence, these estimated 7,600.
individual referring physician owners represent more than 40
percent of the 18,250 physicians involved in direct patient care in
Florida. Thus, these results indicate that at least 40 percent of
the physicians involved in direct patient care are participants in
joint venture businesses to which they may refer their patients for
services.

In summary, the results show that physician ownership of
ancillary services is quite common in Florida. Further, most of
the physician owners are specialists who are in a position to refer
their patients to the facilities in which they have an investment
interest.
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Table 1.1 Survey Response Rates by Health Care Facility Type

TYPE AND
NUMBER OF
FACILITIES

NUMBER OF
SURVEYS
COMPLETED

NUMBER OF
SURVEYS
OUTSTANDING

RESPONSE
RATE

AMBULATORY SURGICAL
FACILITIES (N =75) 68 7 90.7%

CLINICAL
LABORATORIES (N=211) 169 42 80.1%

COMMUNITY MENTAL
HEALTH CENTERS (N=47) 40 7 85.1%

DIAGNOSTIC IMAGING
CENTERS (N=220) 160 60 72.7%

DURABLE MEDICAL (N =450)
EQUIPMENT SUPPLIERS 297 153 66.0%

HOME HEALTH
AGENCIES (N=516) 404 112 78.3%

HOSPITALS (N =238) 227 11 . 95.4%

NURSING HOMES (N=521)a 506 15 97.1%

PHYSICAL THERAPY/
REHABILITATION
CENTERS (N=313) 262 51 83.7%

PSYCHIATRIC
HOSPITALS (N =46) 44 2 95.7%

RADIATION THERAPY
CENTERS (N =32) 23 9 71.8%

TOTAL (N =2669) 2200 469 82.4%

Notes:
alncludes 56 continuing care retirement community facilities.



Table 1.2 Response Rates by Entity Type and Geographic Regiona,b

GEOGRAPHIC REGION

Entity Type Central and
and Number of North Western Eastern Southeast
Facilities Florida Peninsula Peninsula Peninsula

Ambulatory 13/14 32/35 12/14 11/12
Surgical (92.9%) (91.4%) (85.7%) (91.7%)
Facilities (N = 75)

Clinical 35/40 48/63 29/35 57/73
Laboratories (N = 211) (87.5%) (76.2%) (82.8%) (78.1%)

Community Mental 10/14 14/14 9/9 7/10
Heath Centers (N = 47) (71.4%) (100.0%) (100.0%) (70.0%)

Diagnostic Imaging 20/25 48/56 46/65 46/74
Centers (N =220) (80.0%) (85.7%) (70.8%) (62.2%)

Durable Medical 73/108 86/116 48/66 90/160
Equipment Suppliers (67.6%) (74.1 %) (72.7%) (56.2%)
(N=450)

Home Health 80/109 123/150 88/108 113/149
Agencies (N = 516) (73.4%) (82.0%) (81.4%) (75.8%)

Hospitals (N = 238) 72/77 63/65 41/41 51/55
(93.5%) (97.0%) (100.0%) (92.7%)

Nursing Homes (N="521) 143/146 183/190 105/105 75/80
(98.0%) . (96.3%) (100.0%) (93.7%)

Physical Therapy/ 70/78 74/85 55/64 63/86
Rehabilitation (89.7%) (87.1%) (85.9%) (73.2%)
Centers (N=313)

Psychiatric Hospitals 14/14 11/11 12/12 7/9
(N=46) (100.0%) (100.0%) (100.0%) (77.8%)

Radiation Therapy 7/10 10/11 3/6 3/5
Centers (N = 32) (70.0%) (90.9%) (50.0%) (60.0%)

Total 538/636 692/796 448/525 523/713
(84.6%) (87.0%) (84.5%) (73.3%)

Notes: [TabtThe numbers reported in the first line of each row represent the number of completed responses by entity type
in each geographic region relative to the total number of entities located within the same geographic region. The
second line of each row is the response rate or percentage of completed responses.

bNorth Florida includes HRS districts 1, 2, 3 and 4; the Wester Peninsula includes HRS districts 5, 6, and 8; the
Central and Eastern Peninsula includes HRS districts 7 and 9, and the Southeast Peninsula covers HRS districts 10
and 11.



Table 1.3 Scope and Structure of Joint Venture Arrangements in Florida a

Facility Type Total Number Physician Physician Owners Health Care Entity Wholly Owned Other - NonProfit
of Responding Owners with Health Care and/or Nonphysician Subsidiary of Government, and
Facilities Only Entities and/or Health Care SEC listed Non health care Owners

Professionals Professional Owners Companies

Ambulatory 68 33 19 1 11 4
Surgical Facilities (48.5%) (27.9%) (1.5%) (16.2%) (5.9%)

Clinical Laboratories 169 84 18 10 25 32
(49.7%) (10.7%) (5.9%) (14.8%) (18.9%)

Diagnostic Imaging 160 105 43 2 7 2
Centers (65.6%) (27.5%) (1.3%) (4.4%) (1.3%)

Durable Medical 297 22 38 76 35 126
Equipment Suppliers (7.4%) (12.8%) (25.6%) (11.8%) (42.4%)

Home Health Agencies 404 15 35 79 182 93
(3.7%) (8.7%) (19.6%) (45.0%) (23.0%)

Hospitals 227 7 5 11 138 66
(3.1%) (2.2%) (4.8%) (60.8%) (29.1%)

Nursing Homes 506 31 26 64 242 143
(6.1%) (5.1%) (12.6%) (47.8%) (28.2%)

Physical Therapy! 262 50 50 130 14 18
Rehabilitation Centers (19.1%) (19.1%) (49.6%) (5.3%) (6.9%)

Psychiatric Hospitals 44 1 1 1 33 8
(2.3%) (2.3%) (2.3%) (75.0%) (18.2%)

Radiation Therapy 23 14 4 -- 2 3
Centers (60.9%) (17.4%) (8.7%) (13.0%)

TOTAL 2160 361 246 368 690 495
(16.7%) (11.4%) (17.0%) (32.0%) (22.9%)

Notes: a Excludes mental health treatment centers because none of these are involved in joint ventures.



Table 1.4 Composition of Owners Who are Health Care Professionals or Health Care Entitiesa

OWNER TYPE NUMBER OF
DIRECT OWNERS

NUMBER OF PARENT
CORPORATION OWNERS

TOTAL NUMBER
OF OWNERS

PERCENTAGE
OF TOTAL
OWNERS

Physicianb,c 6389

Health Care
Entities 351

Professional Associations 230

Nurses (R.N.s or L.P.N.s) 124

Physical Therapists 197

Other Therapists 112

Licensed Technicians 72

Health Care 363
Administrators

Pharmacist 68

Other 167

TOTAL 8073

1723

118

4

7

6

41

27

1928

8112 81.1%

351 3.5%

348 3.5%

128 1.3%

204 2.0%

118 1.2%

73 .7%

404 4.0%

69 .7%

194 2.0%

10,001 100%

Notes: aHealth Care Professionals include immediate family members who have ownership interests in these health care
entities.

t>rhis category includes medical doctors, osteopaths, chiropractors, podiatrists and dentists.

crhese numbers exclude professional association owners.



Table 1.5 Frequency of Physician Owners of Health Care Entitiesa,b

OWNER TYPE NUMBER OF
DIRECT OWNERS

NUMBER OF PARENT
CORPORATION OWNERS

TOTAL NUMBER
OF OWNERS

PERCENTAGE
OF TOTAL
PHYSICIAN
OWNERS

Ambulatory 644
Surgical Facilities

Clinical Laboratories 1179

Diagnostic Imaging 2,863
Centers

Durable Medical 378
Equipment Suppliers

Home Health 287
Agencies

Acute Care 308
Hospitals

Nursing Home 87

Physical Therapy/ 472
Rehabilitation Centers

Radiation Therapy 171
Centers

TOTAL 6,389

82

477

217

753

185

7

1723

645 8.0%

1261 15.5%

3,340 41.2%

595 7.3%

1040 12.8%

493 6.1%

87 1.1%

479 5.9%

172 2.2%

8,112 100.0%

Notes: aphysician owners include immediate family members of physicians who have ownership interests in these health
care entities. Of the 6389 direct owners, 194 or 3 percent are physicians with immediate family members who
are owners. Only 3 of the parent owners are immediate family members of physicians.

bphysicians include medical doctors, osteopaths, chiropractors, podiatrists and dentists. These numbers exclude
professional association owners.





Table 1.7 Specialties of Physician Owners of Health Care Entitiesa

Specialty Number of Number of Parent Total Number % of all
Direct Owners Corporation Owners 01 Owners Physician

Owners

General Practice 796 125 921 11.4%

OB/GYN 454 97 551 6.8%

Internal 2354 495 2849 35.1%
Medicine

Surgery 462 178 640 7.9%

Orthopedics 592 73 665 8.2%

Neurology 314 90 404 5.0%

Ophthalmology 146 52 198 2.4%

Pathology 105 49 154 1.9%

Radiology 343 128 471 5.8%

Oncology 177 37 214 2.6%

Anesthesiology 49 65 114 1.4%

Pediatrics 115 66 181 2.2%

Podiatry 20 2 22 .3%

Chiropractor 9 -- 9 .1%

Other Doctor 453 266 719 8.9%

TOTAL 6389 1723 8112 100.0%

NOTES: aphysicians include medical doctors, osteopaths, chiropractors, podiatrists and dentists.
Physician owners include immediate family members of physicians who have ownership
interests in these health care entities.



Table 1.8 Physician Owners Classified By Specialty and Ir;vestment Choice

Ambulatory Clinical Diagnostic Durable Home Physical Radiation Acute
Specialty Surgical laboratory Imaging Medical Health Therapy! Therapy Care
Group Facility Center Equipment Agency Rehabilitation Center Hospital

(1 ) (2) (3) (4) (5) (6) (7) (8)

Total Physician 645 1261 3340 595 1040 479 172 493
Owners

General 18 252 358 83 70 50 12 59
Medicine (2.8%) (19.9%) (10.7%) (13.9%) (6.7%) (10.4%) ((.0%) (12.0%)

OB/GYN 127 61 233 22 53 10 2 39
(19.7%) (4.8%) (7.0%) (3.7%) (5.1%) (2.1%) (1.2%) (7.9%)

Internal 147 638 1172 215 341 92 62 166
Medicine (22.8%) (51.0%) (35.1%) (36.1%) (32.8%) (19.2% (36.0%) (33.7%)

Surgery 90 52 235 49 111 21 14 61
(13.9%) (4.1%) (7.0%) (8.2%) (10.8%) (4.4%) (8.1%) (12.4%)

Orthopedics 105 40 254 39 45 149 33
(16.3%) (3.1%) (7.6%) (6.6%) (4.3%) (31.2%) - (6.7%)

Neurology 5 17 228 21 69 49 2 11
(0.7%) (1.3%) (6.8%) (3.5%) (6.6%) (10.2%) (1.2%) (2.2%)

Pathology 3 81 25 10 23 2 2 7
(0.5%) (6.4%) (0.7%) (1.7%) (2.2%) (0.4%) (1.2%) (1.4%)

Radiology 3 6 297 39 66 14 28 16
(0.5%) (0.5%) (8.9%) (6.6%) (6.3%) (2.9%) (16.2%) (3.2%)

Oncology 2 23 92 14 25 2 43 12
(0.3%) (1.8%) (2.8%) (2.4%) (2.4%) (0.4%) (25.0%) (2.4%)

Othera 145 91 ... "t:: 103 237 90 7 89
(22.5%) (7.1%) 'i I) "0' '. (17.3%) (22.8%) (18.8%) (4.19%) (18.1%)• '- •.., IO,~

-- - -
Notes: 'bther - Tills category includes pediatrics, ophthalmology, anesthesiology,podiatry, chiropratics and the specialties listed in the IIOtherDoctor" classification in Table 5.



CHAPTER II

THE EFFECT OF JOINT VENTURES ON THE PROVISION
OF AMBULATORY SURGICAL SERVICES

A. Introduction

This chapter analyzes the effects of joint ventures on the
provision of outpatient surgical services in freestanding
outpatient surgery centers. Freestanding ambulatory surgical
centers have developed over the' past twenty years"as an alternative
to many elective inpatient surgical procedures traditionally
performed in hospitals.

To compete with these freestanding surgical centers, many
hospitals offer outpatient surgical services with an all-inclusive
price; as a result, third party payers also encouraged physicians
to perform surgery on an outpatient basis. The Medicare program
joined these third party payers and established a designated list
of procedures to be performed on an outpatient basis; Medicare also
adopted a fixed fee schedule for these surgical procedures. This
prospective payment system established relatively low payment
amounts and classified procedures into four categories based on the
relative amounts of resources used to provide the surgical
services.

until recently, the development of outpatient surgical centers
in Florida was regulated by certificate-of-Need law. Recent
changes in the law have enabled physicians to obtain licenses for
surgical facilities that are affiliated with the physician's
practice. Although in the past physicians have performed surgery
in their offices legally, most third party insurers would not pay
for a separate facility fee unless the surgery was performed in a
licensed outpatient surgical facility. Whereas this limitation on
third party reimbursement is still in effect, physicians may now
obtain licenses for outpatient surgical centers without certificate
of Need approval. Currently, there are approximately 80 licensed
outpatient surgical facilities in Florida .

. As reported in chapter I, approximately three-fourths of the
freestanding outpatient ambulatory surgical facilities in Florida
are owned either in part or wholly by physicians. Outpatient
ambulatory surgical facilities are classified into two groups
according to the type of services performed: 1) mUltispecialty
surgical procedures, and 2) eye specialty surgical procedures. The
two ownership categories for outpatient ambulatory surgical
procedures are: 1) joint venture with physician owners, and 2) not
joint venture (no physician owners). Some of the joint ventures
are limited partnerships of physicians, whereas others are joint
ventures between surgeons, other referring physicians and a large
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corporation, such as Medical Care International, which owns several
freestanding outpatient surgical centers throughout the country.

Ambulatory surgical facilities require initial investment to
establish the operating room and the support services for
outpatient surgery. The costs of producing the services include
the cost of the capital investment, depreciation on that investment
as well as interest, cost of medical supplies, and cost of labor in
the facility. Labor costs include wages for skilled nursing
services, both R.N. and L.P.N., O.R. technicians, nursing
assistants, other medical workers, administrative personnel, and
clerical and other support workers. The number of units of labor,
as well as the cost of medical supplies used, will vary
substantially depending on whether the facility is a multispecialty
or single specialty facility. The salaries may also vary for labor
if the technical support people have specialized skills.
Additionally, the cost of medical supplies will also vary
substantially between single specialty and multispecialty surgery
facilities.

Additionally, the prices charged are constrained by the forces
of competition as most outpatient surgery facilities compete with
hospitals. Thus, while prices charged may be used to generate
additional revenues, competition would tend to limit the extent to
which prices can be increased. Greater numbers of patients
referred to the facility for surgery would however, increase
revenues and ultimately profits. While surgical procedures
performed in outpatient setting are typically elective procedures,
there is a limitation on the number of such procedures that can be
performed. Although some evidence indicates that surgical rates
vary by region, there is no evidence that physicians with ownership
interest in ambulatory surgical facilities tend to perform surgery
more frequently.

Increased surgical rates may be regarded as indicators of
surgeons performing unnecessary operations, which would not be
viewed as "defensive medicine". On the other hand, patients are
prone·to seek a second opinion on recommended elective surgical
procedures, because this may be required by third party insurers.
Such requirements by third party payers would tend to discourage

. unnecessary surgical procedures.

Thus, most ambulatory surgical facilities increase numbers of
patients by encouraging additional physicians to make referrals.
Given these influences,. utilization rates in terms of number of
surgeries per thousand persons should not respond significantly to
the influence of physician ownership in ambulatory surgical
facilities. This influence is not directly evaluated here because
the number of ambulatory surgical facilities is relatively small
and nearly three-fourths of them are owned by physicians or by
physicians in combination with health care entities.
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B. Characteristics of MUltispecialty Ambulatory Surgical
Facilities

Table 2.1 compares key characteristics of joint venture and
nonjoint venture freestanding ambulatory surgical facilities.
Almost 64 percent of the patients treated in joint venture
mUltispecialty ambulatory surgical facilities are referred by
physicians who have an investment interest in the facility.

Access

Access to patients is" measured by the percent of total revenue
received from each payer groups. The six payer categories are:
Medicare, Medicaid, managed care (HMOs and PPOs), Blue Cross and
commercial insurers, self-pay, and "Other", which includes workers
compensation patients. Another indicator of access is the
proportion of gross revenues attributable to bad debt and/or
charity care.

The results in Table 2. 1 show that j oint venture surgery
centers treat a negligible number of Medicaid patients, while
otherwise similar nonjoint venture surgery centers receive almost
three percent of. their revenues from surgeries performed·· on
Medicaid patients. This difference is statistically significant.

Joint venture multispecialty surgery centers generate nearly
44 percent of their revenues from patients covered by Blue Cross
and other commercial insurers. Nonjoint venture mUltispecialty
surgery centers, in contrast , receive only 20 percent of their
revenues from Blue Cross and commercial insurers. This difference
is statistically significant. Nonjoint venture facilities derive
nearly 21 percent of their" revenues from "Other" patients, while
joint venture facilities generate less than seven percent of their
revenues from this payer group. This difference is also
statistically significant. There is· only a negligible difference
between the two ownership groups in the proportion of gross
revenues written off as bad debt and charity care.

Economic and Financial Characteristics

Table 2.1 also reports financial statistics for multispecialty
ambulatory surgical facilities by ownership status (joint venture
versus nonjoint venture). Physician owned mUltispecialty
ambulatory surgical facilities treat about seven percent more
patients than nonjoint venture surgery centers (2,573 patients for
joint venture versus 2,410 for nonjoint venture). Surgery centers
owned by physicians also perform about ten percent more surgical
procedures per patient treated; the procedure to patient ratio is
1.47 in joint venture facilities versus 1.33 in nonjoint venture
surgery centers.
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physician owners. Furthermore, wages and salaries account for
nearly 43 percent of direct expenses in joint venture facilities,
compared to only 32 percent in nonjoint venture surgery centers;
some of this difference may be due to the higher percent of
contract expenses at nonjoint venture facilities. These differ
ences are statistically significant.

The average total cost per patient treated in a multispecialty
joint venture surgery center is about $634. The average total cost
per patient in a multispecialty nonjoint venture facility is $757,
which is $123 or almost 20 percent higher on average than in the
joint venture surgery centers.' Although other' overhead expense>.per
patient is comparable for the two ownership groups, both contract
expense per patient and interest expense per patient are lower in
joint venture surgery centers than in nonjoint venture facilities.
The difference in contract expense per patient is statistically
significant.

List charges per procedure were reported in two ways.
Facilities with an all-inclusive list charge schedule were asked to
report these all-inclusive facility fees. Alternatively, if the
facility did not have an established all-inclusive fee schedule, or
if these fees were not applicable to all patients, the facilities
were asked to report numbers of procedures and the total gross
revenues generated by the performance of these surgical procedures.
If both indicators of list charges were reported, the list charge
employed here is the greater of the all-inclusive list charge and
the average charges (gross revenues divided by numbers of
procedures performed). Thus, the list charge comparisons are based
on the reported all-inclusive list charge if applicable or the
average total gross charges per procedure for those cases where an
all-inclusive list charge did not apply.

Table 2.2 presents a comparison of list charges for twenty
three procedures, commonly performed .in freestanding ambulatory
surgical facilities. Nonjoint venture surgery centers have higher
average list charges than joint venture centers for 17 of the 23
common procedures reported. It is important to recognize, however,
that nonjoint venture facilities reported larger percent discounts
and contractual adjustments (24.2 percent versus 12.6 percent), so
that a difference of about 13 percent would indicate that t~ere is
no effective difference in net charges. For seven of these
seventeen procedures, the disparity in charges between nonjoint
venture and physician owned surgery centers exceeds 15 percent.
For example, the charge for a tonsillectomy and adenoidectomy is,
on average, over $1,000 in nonjoint venture facilities, compared to
$884 in physician owned surgery centers. Thus, the charge for this
surgical procedure is $164 more or 18.5 percent higher in nonjoint
venture facilities than in surgery centers owned by physicians.

Even though list charges tend to be higher in nonjoint venture
surgery centers, these facilities have a higher average discount
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Table 2.1 Characteristics of Multispecialty Ambulatory Surgical Facilities

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N =21) FACILITIES (N=10)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Referrals 63.8% (33.3)
by Physician Owners

Access
Percent of Revenue/ 40.6% (26.3) 46.0% (19.7)
Medicare

Percent of Revenue/ .4% (.82) 2.8% (5.9) .045
Medicaid

Percent of Revenue/ 7.4% (10.6) 11.6% (14.6)
Managed Care

Percent of Revenue- 43.9% (21.2) 20.5% (15.3) .005
Blue Cross/
Commercial Insurers

Percent of Revenue/ 2.0% (6.0)
Self Pay

Percent of Revenue/ 6.7% (13.0) 20.8% (24.7) .036
Other Including
Contract Work

Percent of Revenue/ 5.6% (7.3) 5.4% (9.6)
Bad Debt and
Charity Care

Utilization
Number of Patients 2,573 (2,130) 2,410 (1,485)

Procedures Per 1.47 (.47) 1.33 (.30)
Patient

Charges and Costs
Gross Revenue Per Patient $996 (456) $1,065 (251)



Table 2.1 Characteristics of Multispecialty Ambulatory Surgical Facilities (continued)

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=21) FACILITIES (N=10)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Discounts 12.6% (11.4), 24.2% (5.2) .010
and Contractual
Adjustments

Net Revenue Per $870 (383) $971 (434)
Patient

Percent Operating 38.0% (21.5) 41.3% (12.5)
Income Excluding
Contract Expense

Percent Operating 33.6% (22.8) 33.9% (13.8)
Income Adjusted for
Contract Expense

Operating Income $367.86 (302.70) $384.84 (142.71 )
Per Patient Excluding
Contract Expenses

Operating Income $333.95 (310.22) $314.91 (145.88)
Per Patient Adjusted
for Contract Expenses

Contract Expense as a 8.1% (11.7) 13.1% (12.1 )
Percentage of Direct

Wages and Salaries as a 44.9% (13.9) 35.8% (13.7)
Percentage of
Direct Expense

Direct Expense/ $501.83 (202.16) $586.40 (381.69)
Patient

Fixed Expense/ $132.43 (96.58) $170.47 (137.55)
Patient

Contract Expense/ $37.48 (42.16) $69.93 (64.74) .057
Patient

Other Overhead/ $57.21 (73.49) $59.02 (91.59)
Patient

Interest Expense/ $67.75 (77.84) $85.98 (180.08)
Patient



Table 2.2 List Charges for Surgical Proced.ures in Multispecialty Ambulatory Surgical Facilities

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=21) FACILITIES (N=10)

Surgical Procedure Mean Standard Mean Standard
Deviation Deviation

Tonsillectomy and $884 (358) $1,048 (303)
Adenoidectomy

Myringotomy $601 (282) $708 (145)

Nasal Fracture $792 (366) $821 (207)

Bronchoscopy $536 (136) $633 (157)

Colonoscopy $448 (149) $492 (141)

Esophagoscopy $574 (418) $555 (201)

Upper GI EndoscopyjBiopsy $512 (137) $561 (193)

Cataract Excision with Lens $1,295 (640) $1,405 (182)

Ocular Muscular Surgery $935 (751) $688 (180)

Barthol Cyst Excision $614 (221) $806 (175)

Conization of Cervix $801 (357) $697 (183)

Diagnostic D&C $717 (286) $765 (163)

Diagnostic Laparoscopy $868 (319) $932 (178)

Knee ArthroscopyjSurgery $1,328 (600) $1,179 (221)

Carpal Tunnel Release $745 (415) $861 (134)

Hammer Toe (fusion) $738 (199) $935 (150)

Morton's Neuroma Excision $746 (315) $808 (135)

Hemorrhoidectomy $942 (493) $864 (115)

Breast Biopsy $739 (287) $840 (134)

Inguinal Hernia $894 (346) $950 (246)

Pilonidal Cyst Incision $888 (544) $816 (95)

Rectal Polypectomy $627 (129) $610 (308)

Septoplasty $918 (458) $1,100 (486)



Table 2.3 Characteristics of Eye Specialty Ambulatory Surgical Facilities

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N= 19) FACILITIES (N =8)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Referrals 86.6% (22.3)
by Physician Owners

Access
Percent of Revenue/ 75.3% (19.4) 79.0% (15.0)
Medicare

Percent of Revenue/ 0.4% (1.2) 0.9% (1.8)
Medicaid

Percent of Revenue/ 5.6% (15.5) 4.8% (8.8)
Managed. Care

Percent of Revenue/ 17.6% (16.8) 15.3% (7.6)
BIue Cross or
Commercial Insurers

Percent of Revenue/
Self Pay

Percent of Revenue/ 1.0% (1.7)
Other Including
Contract Work

Percent of Revenue/ 20.7% (32.8) 14.8% (17.2)
Bad Debt and
Charity Care

Utilization
Number of Patients 947 (849) 1,305 (983)

Procedures Per
Patient 1.23 (.33) 1.30 (.77)

Charges and Costs
Gross Revenue $1,084 (589) $1,742 (934)
Per Patient

Net Revenue $932 (534) $1,136 (612)
Per Patient



Table 2.3 Characteristics of Eye Specialty Ambulatory Surgical Facilities (continued)

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=19) FACILITIES (N =8)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Operating 37.9% (16.3) 34.5% (27.7)
Income Excluding
Contract Expense

Percent Operating 36.3% (16.6) 29.6% (27.7)
Income Adjusted for
Contract Expense

Operating Income $389.57 (349.58) $326.98 (351.12)
Per Patient Excluding
Contract Expenses

Operating Income $377.29 (349.07) $276.31 (328.03)
Per Patient Adjusted
for Contract Expenses

Contract Expense 2.6% (4.1) 9.5% (15.5)
as a Percentage of
Direct Expenses

Wages and Salaries 40.6% (18.5) 29.5% (8.9) .010
as a Percentage of
Direct Expense

Direct Expense/ $543.00 (259.34) $809.51 (813.88)
Patient

Fixed Expense/ $208.12 (164.38) $308.81 (316.35)
Patient

Contract Expense/ $12.27 (17.64) $50.68 (69.30)
Patient

Other Overhead/ $89.85 (161.00) $69.60 (97.28)
Patient

Interest Expense/ $48.28 (123.66) $31.07 (38.00)
Patient



Table 2.3 Characteristics of Eye Specialty Ambulatory Surgical Facilities (continued)



CHAPTER III

THE EFFECT OF JOINT VENTURES ON THE PROVISION OF
SERVICES BY CLINICAL LABORATORIES

A. Introduction

This chapter analyzes the effects of joint ventures on the
provision of services by independent clinical laboratories.
The diagnostic testing performed in clinical laboratories examines
materials and specimens taken from the human body to provide
information needed for use in the diagnosis, prevention or
treatment of disease and medical conditions. Clinical laboratories
are licensed under Chapter 483, Part I, Florida statutes.
Historically, some physicians had employed laboratory technicians
on a part or full time basis to perform laboratory tests within
their practice. Also, physicians would often contract for
laboratory services with an independent lab to perform tests for
their patients at discounted rates; the physicians would then bill
the patients for the laboratory work, at marked up charges.

The practice of adding substantial mark-ups to bills for
laboratory work performed by outside laboratories has been cited as
unethical by the American Medical Association. The Florida
legislature addressed the mark-Up problem with the passage of a law
during the 1979 session. Under this law when a physician is
intending to bill for ·services rendered by an independent
laboratory, the fee the physician charges to the patient must be no
greater than the amount charged by the laboratory. Nonetheless,
although the practice of marking-up charges is prohibited under
Florida law, this prohibition on mark-ups has never been strictly
enforced.

More recently, at the federal level, Congress enacted the
Clinical Lab Improvement Act (CLlA, 1988) in an attempt to monitor
and ensure the quality of clinical laboratory testing. This
legislation prohibited payments for clinical procedures performed
in labs that did not meet the necessary licensure requirements.
The Medicare program also restricted payments to certain referring
"shell" laboratories. A "shell" laboratory conducts very little
testing on site; instead, most of the tests are performed at a
reference lab. To receive Medicare payments for lab work, seventy
percent of all diagnostic tests during the year 'must be performed
on site. Finally, in 1989 Congress passed a law prohibiting
physicians from referring their Medicare patients to clinical
laboratories in which the physician has an ownership interest.
This law becomes effective January 1, 1992.

The results reported in chapter I indicate that approximately
50 percent of the clinical laboratories in Florida are owned by one
or more referring physicians. Another twelve percent of these labs
are owned solely by pathologists. These physician owners generally
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provide services on a consultation basis and thus do not usually
refer patients to the lab for diagnostic testing. For purposes of
this study, laboratories were grouped into four categories. The
first group includes laboratories that provide courier services to
surrounding areas, either within the same county or surrounding
counties. Presumably, these laboratories would tend to offer a
more extensive scope of services and are apt to be licensed to
perform more categories of tests. Laboratories not offering
courier services constitute the second group; these labs are
likely to be more limited in the scope of services provided, with
more modest capital investment by their owners. The third category
of labs are those which are owned solely by pathologists . The
fourth group is comprised of labs which specialize in certain types
of services, such as allergy testing, drug screenings or
infertility testing. Twenty-five specialized labs and twenty labs
owned solely by pathologists filed completed surveys.

The analysis below examines two groups in detail: 1)
laboratories which provide courier services, and 2) clinical
laboratories without courier services ... Labs owned by pathologists,
who are not in a position to make referrals and generally provide
a more extensive scope of services, are not comparable to labs
owned by referring physicians. This is also the case for
specialized laboratories as the types of diagnostic testing
provided by specialized labs vary significantly. As a consequence,
it is difficult to make general meaningful comparisons between
either pathologist owned labs or specialized labs and two groups of
labs that perform routine diagnostic tests. For this reason, only
limited comparisons for pathologist owned labs and general labs
performing routine tests are reported in section D. The two
ownership categories for clinical laboratories with and without
courier services are: 1) joint venture with referring physician
owners, and 2) not joint venture (no referring physician owners).

The state of Florida, Department of Health and Rehabilitative
Services licenses clinical laboratories. To obtain a license
laboratories must demonstrate that they meet state minimum
standards of proficiency.

Clinical laboratories may vary with respect to the scope of
service in terms of the amount of time that is required to r~port

the results of the testing to the referring physician. Data was
collected on the average length of time for tests to be returned to
providers. Similar data was reported on the average length of time
required for STAT services to be returned to the referring
physician (STAT tests are tests that are needed immediately for
diagnoses of critical situations by physicians).

Also, in cases where the laboratory sends out large
proportions of tests, the laboratory essentially collects a fee for
simply serving as an intermediary, which provides no real services
except to possibly slow down the turn around time on the diagnostic
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procedure. Such laboratories have been earmarked as suspect by the
Office of the Inspector General.

B. Characteristics of Courier Service Clinical Laboratories

Access

Table 3.1 reports key characteristics of joint venture and
nonj oint venture courier service clinical laboratories. Results on
referrals indicate that j oint venture courier service labs
receive, on average, about 69 percent of their referrals from
physician owners. (This percentage is calculated using only those
facilities that reported referral information.)

Access to patients is measured by the percent of total revenue
received from each of the various payer groups. The results
reported in Table 3.1 show that nonjoint venture courier service
clinical laboratories receive a larger share of their revenues
from Medicare patients than joint venture courier service labs.
Nonjoint venture labs receive in excess of 45 percent of their
revenues from Medicare, compared to about 34 percent for otherwise
similar labs owned by referring physicians.

Joint venture providers treat significantly fewer Medicaid
patients than their nonjoint venture counterparts. courier service
labs with physician owners receive less than one percent of their
revenues from Medicaid, whereas nonjoint venture facilities
generate nearly five percent of their revenues from Medicaid
patients.

Joint yenture courier service clinical labs receive less than
ten percent of their revenues from services provided to self-pay
patients. In contrast, nonjoint venture courier service labs earn
almost 22 percent of their revenues from diagnostic tests performed
on self-pay patients. This difference in the proportion of
revenues received from self-pay patients is statistically
significant.

other differences in measures of access are not statistically
significant; however, physician owned courier service clinical labs
render more bad debt and charity care than nonjoint venture labs
offering a similar scope of services. The percentages are 6.4 for
joint venture labs and 3.8 for the nonjoint venture facilities.

Economic and Financial Characteristics

Table 3.1 'also reports utilization and financial statistics
for courier service clinical laboratories by ownership status
(joint venture versus nonjoint venture). Clinical labs owned by
referring physicians perform almost twice as many diagnostic
procedures per patient treated as similar nonjoint venture labs.
The number of procedures performed per patient i p 3.3 in physician
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owned labs which is significantly higher than the 1.7 procedures
per patient rendered by their typical nonjoint venture labs with
courier services. The difference in gross revenue per lab
procedure by ownership status is negligible.

The higher utilization per patient which characterizes
physician owned labs results in significantly higher gross revenues
per patient. Joint venture courier service labs generate almost
twice as much revenue per patient as their nonjoint venture
counterparts. The gross revenue per patient is about $38 for labs
with referring physician owners compared to just' under $20 for
nonjoint venture facilities.

On the other hand, joint venture courier service labs have
slightly greater discount and contractual adjustment rates than
nonj oint venture labs. The average' discount and contractual
adjustment rate is nearly 19 percent for the labs owned by
referring physicians, compared to almnst 17 percent for nonjoint
venture labs. While this difference is not statistically
significant, it does indicate th~t the higher average gross charges
per patient at joint venture labs are not reduced by discounts and
contractual adjustments.

Overall firm profitability is indicated by the operating
income as a percent of net revenue; this ratio, expressed as a
percentage, is defined as net revenues (after deductions and
discounts) minus direct expenses divided by net revenues. This
definition of direct expenses excludes depreciation, lease and
rental payments, as well as the purchase of services under
contract. The numerator of this ratio is defined as operating
income. When this indicator is "adjusted for contract services",
expenses for purchases under contract are included in direct
expenses.

The results show that ownership, has little impact on the
operating income as a percent of net revenue (exclUding contract
expenses) of courier service clinical laboratories. Making the
necessary adjustments for contract expenses SUbstantially reduces
the operating income as a percent of net revenue of the joint
venture courier service labs because these facilities send out more
tests to reference labs under contractual arrangements. In
contrast, nonjoint venture courier service facilities are
frequently the labs to which the physician ,owned labs send_their
testing. Hence, it is not surprising that the contract adjustments
have a negligible effect on the operating income as a percent of
net revenue of the nonjoint venture providers. As a result, after
contract adjustments the nonjoint venture courier service labs
appear to be more profitable than their physician owned
counterparts. These differences, however, are not statistically
significant.
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The average operating income per procedure (adjusted for
contract expense) is $3.82 in joint venture clinical labs with
courier services compared to an average operating income per
procedure of $3.63 in courier service labs not owned by referring
physicians. Thus, the operating income per procedure does not
differ significantly by ownership group.

Expenses are computed in terms of procedures rather than the
number of patients treated because physicians may order more than
one test per patient. The average total cost of a diagnostic
procedure performed in a clinical laboratory is the sum of direct
expense per procedure, fixed expense per procedure, and contract
expense per procedure. In the case of clinical labs, contract
expenses are included in the calculation of average cost per pro
cedure because most clinical labs are not licensed to perform all
categories of tests. Smaller labs generally send out tests for
which they are not licensed to perform to larger labs under a con
tract agreement. The reasons for excluding other overhead and
interest expense from the computations of the average cost of a
procedure are presented in the Introduction.

The average total costs of a diagnostic procedure performed in
a physician owned courier service clinical laboratory is
approximately $12.85. By comparison, the average total costs per
procedure in a courier service nonjoint venture lab is $9.55, which
is $3.30 or about 25 percent less than the average cost per
procedure in the joint venture labs. The lower average cost of the
nonjoint venture labs can be attributed in part to the greater
volume of diagnostic procedures performed and the size of these
facilities. Physician owned labs also have higher overhead expense
per procedure as well as higher interest expense per procedure.
Again, this is due in part to the larger volume of procedures
performed in the nonjoint venture labs. Additional analyses of
variance were performed controlling for regional variations in cost
of production. These results show that there is no discernible
pattern of either higher or lower production costs by region within
Florida.

Purchases of services under contract represent a higher
percentage of direct expenses in physician owned labs than in
nonjoint venture labs (20.5 percent for the joint ventures versus
15.8 percent "for the nonjoint venture facilities). This
difference arises in part because the physician owned labs send out
a relatively larger proportion of their lab work to reference labs
than nonjoint venture facilities. Salaries and wages for licensed
lab technicians account for a similar share of direct expenses for
both ownership groups.

Scope of Services Provided by Courier Service Labs

Clinical laboratories were requested to report information on
the scope of services offered. The most important findings are

111-5



summarized here. The results show that physician owned labs send
out a significantly higher proportion of total procedures to other
labs than nonj oint venture facilities. Joint venture labs send out
almost 19 percent of their diagnostic procedures, while nonjoint
venture labs send out 11 percent of their lab work to other
laboratories. These results imply that physician owned labs
provide a more limited scope of testing and that these facilities
are more prone to be labs which serve as intermediaries.

Nonjoint venture courier service labs are licensed to perform
a more extensive range of tests than physician owned labs .. The
average number of categories of licensure is 8.3 for the nonjoint
venture labs which is significantly different from the 5.6 for
their joint venture counterparts. This is also the case regarding
categories of certification.

other indicators of service show that nonjoint venture labs
employ, on average, 1.4 more couriers than physician owned labs
offering a similar scope of services. Nonjoint venture
laboratories are .significantly more likelY,.to provide STAT services
than their j oint venture counterparts. For example, the proportion
of nonjoint venture facilities providing STAT testing is 92 percent
compared to 80 percent of the joint venture clinical labs. The
collection stations. of nonjoint venture labs are also opened, on
average, 1.5 more hours per day than physician owned labs (3.5
hours versus 2 'hours). These differences are. all statisti.cally
significant. other differences such as turnaround time on both
routine and STAT procedures reveal .a' similar pattern; however,
these results are not statistically significant.

C. Characteristics of Clinical Laboratories without courier
services

Table 3.2 compares key characteristics of joint venture and
nonjoint venture clinical laboratories that do not offer courier
services. These labs tend to be smaller and provide a more limited
scope of services than clinical laboratories with courier services.
Physician owned labs without courier services receive, on average,
about 60 percent of their referrals for laboratory testing from
owners. (This percentage is calculated using only those facilities
that reported referral information.)

Access

The findings regarding access reported in Table 3.2 indicate
that joint venture labs receive a slightly larger share of their
revenue from Medicare than nonjoint venture providers (43.5 percent
for the joint ventures versus 40.7 percent for the nonjoint venture
facilities). As is the case with the courier service labs, joint
venture labs without courier service treat only a small. number of
Medicaid patients. Thus, joint venture labs without courier
service receive a trivial amount of their revenues from tests
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performed for Medicaid patients. Nonjoint venture labs, on the
other hand, earn almost five percent of their revenue from tests
rendered to Medicaid patients; this difference is statistically
significant.

Physician owned labs without courier services generate a
larger proportion of their revenues from services provided to self
pay patients. More than 29 percent of the revenue of joint venture
labs is generated by services rendered to self-pay patients;
nonjoint venture labs offering a similar scope of services receive
about 11 percent of their revenues from self-pay patients.

The "other" payer group, which includes contract work for
other health care providers and physicians' offices, represents
almost 25 percent of the revenue generated by nonjoint venture
labs. Physician owned labs earn significantly less as only five
percent of their revenue is derived from services provided to
the"other" payer group. Finally, bad debt and charity care account
for a slightly larger share of gross revenues of joint venture labs
thannonjoint venture labs.

Economic and Financial Characteristics

Table 3.2 also reports utilization and financial
characteristics of joint venture and nonjoint venture clinical labs
without courier services. Clinical labs with referring physician
owners perform, on average, about 40 percent more procedures per
patient than nonjoint venture facilities. The average number of
procedures per patient is 2.8 in joint venture facilities compared
to 2.0 for the nonjoint venture facilities. This difference in
utilization per patient is statistically significant.

In contrast, the average gross revenue (charges) per procedure
is higher in nonjoint venture facilities; the average charge per
procedure is $16.52 in nonjoint venture labs without courier
services, compared to $13.61 for physician owned facilities.
The gross revenue (charges) generated per patient in physician
owned labs is approximately $36, which is $5.52 or close to 18
percent more than the gross revenue (charges) per patient in
nonjoint venture labs. The differences in revenue (charges) per
procedure and revenue (charges) per patient. are not statistically
significant. The mean discount and contractual adjustment rate of
the j oint venture labs is 21. 5 percent, whereas the average
discount and contractual adjustment rate for nonjoint venture labs
offering a similar scope of services is 20 percent. Hence,' the
difference in the discount and contractual adjustment· rate by
ownership group is negligible.

Comparisons of average list charges for a set of common
procedures are provided in Table 3.4. Discussions of differences
in average list charges are presented in. the section that compares
pathologist owned labs to other labs.
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Firm profitability is reflected by the operating income as a
percent of net revenue. This concept, as well as operating income
are defined in the Introduction. The results show that before
adjustments for contract expenses, the percent operating income is
higher for joint venture facilities. This is also the case after
adjusting for contract expenses, although the disparity in the
average operating income as a percent of net revenue is narrowed
somewhat. The difference in operating income per procedure between
the two ownership groups is negligible.. These results indicate no
significant difference in measures of profitability.

The average total.cost of a diagnostic procedure performed in
a clinical lab is the sum of direct expense per procedure, fixed
expense per procedure, and contract expense per procedure. The
average total cost of a diagnostic procedure performed in a joint
venture clinical lab without courier services is almost $15; in
nonjoint venture labs without courier services the average total
costs per procedure is $15.79. Thus, there is only a negligible
difference by. ownership group in the average per unit production
costs. Further breakdowns of the per unit expenses by the four
geographic regions revealed that there is no systematic regional
variation in per unit production costs.

other overhead per procedure is significantly higher in
nonjoint venture labs without. courier services.,f$2. 20 versus. $ .• ,3.6) •
In contrast, interest expense per procedure and contract expense
per procedure do not vary significantly by ownership group.

In clinical labs without courier services, contract expenses
account for a similar share of total direct expenses in both joint
venture and nonjoint venture facilities. On the other hand,
salaries and wages represent a significantly larger share of total
direct expenses in joint venture facilities than in nonjoint
venture businesses. Almost 51 .percent of the direct expenses of
joint venture labs are accounted for by salaries and wages,
compared to about 38 percent for the nonj oint venture labs.
Nonetheless, both ownership groups spend almost the same proportion
of direct expenses on salaries and wages for licensed lab
technicians.

Scope of Services Provided by Labs without Courier Services

Indicators of the scope of services offered were analyzed by
ownership group for clinical laboratories that do. not offer courier
services. The most important findings are summarized here and are
not reported in a separate table.

Physician owned labs send out a significantly higher
proportion of total procedures to other labs than nonjoint venture
facilities. These physician owned ~abs send out an average of 33.5
percent of their procedures, whereas the nonjoint venture labs send
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out less than
reference labs.

15 percent of their diagnostic procedures to
This difference is statistically significant.

Nonjoint venture labs are licensed and certified to perform
significantly more categories of procedures than joint venture
facilities. The mean number of categories of licensure is 4.6 for
joint venture labs versus 7.6 for the nonjoint venture facilities.
The findings regarding categories of certification are similar.

Contrary to the findings r~ported for the courier service
labs, joint venture clinical labs without courier services are more
likely to offer STAT services than their nonjoint venture
counterparts (73.9 percent versus 57.1 percent). Other differences
are not significant.

These results show that joint venture laboratories without
courier service send out significantly more tests than their
nonj oint venture counterparts. Nonj oint venture labs offer a
significantly broader scope of services than similar labs owned by
referring physicians.

D. Characteristics of Pathologist Owned Clinical Laboratories and
Characteristics of Combined Clinical Laboratories.

Twenty clinical laboratories reported only pathologists as
physician owners. Three of these labs were special ized and
seventeen provide common clinical laboratory services. These
seventeen pathologist owned labs reported that they had no
referring physician owners. Table 3.3 reports characteristics of
these pathologist owned labs, characteristics of the clinical labs
with referring physicians as owners and characteristics of nonjoint
venture labs.

Clinical labs owned by referring physicians receive, on
average, nearly 37 percent of their referrals from owners.
Measures of access are not reported in Table 3.3 because only two
of the responding pathologist owned labs reported usable payer
class information. For those two, access characteristics were
similar to the averages for labs with referring physicians as
owners. Characteristics of laboratory service for pathologist
owned labs were similar to characteristics of courier service
nonjoint venture labs and these characteristics are not described
in Table 3.3.

Significance levels reported in Table 3.3 are based on a one
way analysis of variance F test; the assumed null hypothesis is
that the averages are equal for all three groups. Average labs
procedures per patient differ significantly; labs with referring
physician owners have utilization rates that exceed the other two
averages by more than 35%. Average gross revenues per procedure
differ significantly by ownership group. Gross revenue per
procedure in pathologist owned labs exceeds the average gross

111-9



revenue per procedure in joint venture labs and nonjoint venture
labs by about 72 and 56 percent respectively. Gross revenue per
lab patient and net revenue per lab patient are both significantly
different. The average gross revenue for both groups of physician
owned labs is at least 50 percent higher than the average gross
revenue in nonjoint venture clinical labs. The differences in net
revenue per patient by ownership group reveal a similar pattern.

Differences in measures of profitability are not statistically
significant and these differences parallel differences noted for
courier service and noncourier service labs. Averages for contrac±
expense per procedure differ significantly; both groups _of
physician owned labs send out more procedures than their nonjoint
venture counterparts. The percent of total procedures sent out
differ significantly with both groups of physician owned labs
reporting higher averages.

Table 3.4 reports average list charges for these three groups
of clinical laboratories. Tests of significance indicate
significant differences for several list charges. Pairwise
comparisons of these differences would not lead to rejection of the
null hypothesis that joint venture lab list charges are the same as
or lower than the list charges at nonjoint venture labs. This
result seems curious as joint venture labs have higher gross and
net revenues per patient. These results suggest that nonjoint
venture labs must do more low-charge procedures.

E. .Summary

This chapter compares the characteristics of j oint venture and
nonjoint venture clinical labo~atories. The effects of ownership
are examined for three types of clinical laboratories: 1) labs with
courier services, 2) labs without courier services, and 3) labs
that are owned by pathologists. Only limited comparisons are made
with labs owned by pathologists because these physician specialists
are not in a position to refer patients to their own facility.

In terms of access, nonj oint venture courier service labs
render significantly more services to Medicare and Medicaid
patients than their nonj oint venture counterparts. courier service
labs owned by referring physicians, on the other hand, writeoff a
larger percentage of their gross revenues as bad debt and/or
charity care. Comparisons between labs without courier services
show that nonjoint venture facilities generate significantly more
of their revenues from Medicaid than otherwise similar labs owned
by physicians. Joint venture labs without courier services,
however, perform substantially more testing for self-pay patients.

Physician owned labs have significantly higher utilization
rates and significantly higher revenue per patient than labs
without physician owners. courier service clinical. labs owned by
referring physicians perform almost twice as many diagnostic tests
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per patient treated as similar nonjoint venture labs perform. The
number of tests per patient is 3.3 in physician owned labs compared
to 1.7 in their nonjoint venture counterparts. Joint venture and
nonjoint venture labs with courier services generate approximately
the same amount of revenue per procedure. The higher utilization of
the joint venture labs, however, results in higher gross revenues
per patient. The gross revenue is about $38 for courier service
joint venture labs which is significantly higher than the $20 for
their nonjoint venture counterparts.

Among clinical labs without courier services, joint venture
facilities perform significantly more tests per patient (2.8 ver$US
2.0 tests). Joint venture labs without courier service charge less
per procedure than their nonj oint venture counterparts ($13 .61
versus $16.52), but generate more revenue per patient ($36.30
versus $30.78) than otherwise similar labs without physician
owners.

Average production costs per procedure are significantly lower
in courier service nonj oint venture labs' than in similar labs owned
by referring physicians. The cost differential is due to facility
size and economies of scale in production. For clinical labs
without courier services, there is only a negligible difference in
average per unit production costs.

For the most part, the service characteristics reported
indicate that nonj oi;Ilt venture courier service labs provide a
greater scope of services than their joint venture counterparts.
A similar pattern emerges for the clinical labs without courier
services. Thus, the results on scope of services suggest that
nonjoint ventured clinical labs offer a broader scope of services
than labs owned by referring physicians. .

Thus, the findings indicate that both groups of joint venture
clinical labs perform more tests per patient, and that courier
service joint venture labs have higher charges per patient than
nonjoint venture clinical labs.
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Table 3.1 Characteristics of Courier Service Clinical Laboratories

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N =30) FACILITIES (N=25)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Referrals by 69.0% (40.4)
Physician Owners

Access
Percent of Revenue/Medicare 33.9% (28.3) 45.5% (14.1 )

Percent of Revenue/Medicaid 0.9% (1.8) 4.6% (6.4) .049

Percent of Revenue/Managed 5.5% (9.9) 1.7% (3.7)
Care

Percent of Revenue-Blue 16.9% (24.1 ) 12.0% (16.2)
Cross/Commercial

Percent of Revenue/Self Pay 9.7% (13.7) 21.8% (12.8) .043

Percent of Revenue/Other 22.6% (29.3) 19.7% (22.1)
including Contract Work

Percent of Revenue/Bad Debt 6.4% (9.6) 3.8% (2.8)
and Charity Care

Utilization
Lab Procedures Per Patient 3.3 (1.6) 1.7 (.51) .000

Charges and Costs
Gross Revenue/Lab Procedure $12.78 (5.89) $12.86 (7.13)

Gross Revenue/Lab Patient* $38.23 (23.03) $19.84 (11.02) .005

Net Revenue/Lab $31.53 (16.21 ) $17.52 (9.59) .001
Patient*

Discounts and Contractual 18.9% (15.2) 16.6% (11.4)
Adjustments

Operating Income as a 34.6% (37.9) 36.2% (34.6)
Percent of Net Revenue
Excluding Contract Expense

Operating Income as a 24.2% (35.6) 35.6% (17.6)
Percent of Net Revenue
Adjusted for Contract Expenses

*Excludes contract procedures done for other providers.



Table 3.1 Characteristics of Courier SeNice Clinical Laboratories (continued)

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=30) FACILITIES (N =25)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Operating Income Per $3.82 (2.53) $3.63 (2.49)
Procedure Adjusted for
Contract Expense

Direct Expense/Procedure $9.86 (7.81 ) $7.40 (5.48)

Fixed Expense/Procedure $1.74 (2.91 ) $1.11 (1.14)

Contract Expense/Procedure $1.25 (1.92) $1.04 (1.33)

Other Overhead/Procedure $1.69 (2.29) $1.15 (2.14)

Interest Expense/Procedure $.28 (.69) $.09 (.23)

Contract Expenses as a 20.5% (32.2) 15.8% (16.9)
Percentage of Total Direct
Expenses

Salaries and Wages as a 55.4% (21.3) 58.6% (19.4)
Percentage of Total Direct
Expenses

Salaries and Wages Paid to 21.1% (19.6) 20.5% (21.1 )
Licensed Lab Technicians
as a Percentage of Total
Direct Expenses



Table 3.2 Characteristics of Clinical Laboratories Without Courier Services

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=23) FACILITIES (N=20)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level-

Percent Referrals by 60.2% (48.0)
Physician Owners

Access
Percent of Revenue/ 43.5% (31.6) 40.7% (39.7)
Medicare

Percent of Revenue/ 0.2% (0.4) 4.8% (7.7) .038
Medicaid

Percent of Revnenue/ .02% (.05) 2.6% (3.3)
Managed Care

Percent of Revenue/ 10.9% (20.5) 9.5% (16.4)
Blue Cross/Commercial

Percent of Revenue/ 29.2% (28.9) 11.2% (11.9)
Self Pay

Percent of Revenue/ 5.5% (12.7) 24.6% (49.1 )
Other Including
Contract Work

Percent of Revenue/ 11.1% (14.8) 9.7% (13.0)
Bad Debt and
Charity Care

Utilization
Lab Procedures 2.8 (1.6) 2.0 (0.9) .028
Per Patient

Charges and Costs
Gross Revenue/ $13.61 (6.24) $16.52 (10.98)
Lab Procedure

Gross Revenue/ $36.30 (27.0) $30.78 (18.36)
Lab Patient

Net Revenue/ $30.39 (20.91 ) $27.51 (14.45)
Lab Patient*

Discounts and 21.5% (8.1 ) 20.0% (21.0)
Contractual Adjustments

*Excludes contract procedures done for other providers.



Table 3.2 Characteristics of Clinical Laboratories Without Courier SeNices (continued)

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=23) FACILITIES (N=20)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Operating Income as a 40.2% (33.7) 30.6% (31.6)
Percent of Net Revenue
Excluding Contract Expenses

Operating Income as a 29.0% (31.7) 22.6% (29.0)
Percent of Net Revenue
Adjusted for Contract
Expenses

Operating Income Per $4.92 (3.93) $5.22 (4.66)
Procedure Adjusted for
Contract Expenses

Direct Expense/ $12.67 (19.88) $13.08 (16.33)
Procedure

Fixed Expense/ $1.19 (1.97) $1.59 (1.58)
Procedure

Contract Expense/ $1.10 (1.89) $1.12 . (1.85)
Procedure

Other Overhead/ $0.36 (.70) $2.20 (2.36) .001
Procedure

Interest Expense/ $0.06 (.13) $0.04 (0.4)
Procedure

Contract Expenses as a 10.4% (23.4) 9.8% (17.5)
Percentage of Total
Direct Expenses

Salaries and Wages as a 50.6% (26.4) 37.9% (21.2)
Percentage of Total
Direct Expenses

Salaries and Wages Paid to 22.4% (16.9) 21.6% (22.7)
Licensed Lab Technicians
as a Percentage of Total
Direct Expenses



Table 3.3 Characteristics of Combined Clinical Laboratories

PATHOLOGIST- REFERRING NO PHYSICIAN
OWNERS ONLY PHYSICIAN OWNERS
(N= 17) OWNERS (N=46)

(N=54)

Variable Mean Standard Mean Standard Mean Standard Significance
Deviation Deviation Deviation Level

Utilization
Lab Procedures 2.3 (1.9) 3.1 (1.6) 1.8 (0.7) .000
Per Patient

Charges and Costs
Gross Revenue! $22.55 (20.3) $13.14 (6.00) $14.50 (9.11 ) .005
Lab Procedure

Gross Revenue! $41.27 (31.59) $37.46 (24.42) $24.97 (15.67) .015
Lab Patient

Net Revenue! $32.28 (21.19) $31.13 (17.80) $21.80 (12.71) .026
Lab Patient

Discounts and 29.5% (22.9) 20.2% (11.9) 17.6% (14.1 )
Contractual -
Adjustments

Operating Income 30.2% (31.0) 37.0% (36.0) 33.7% (33.0)
as a Percent of
Net Revenue
Excluding Contract
Expense

Operating Income 16.0% (27.3) 26.2% (33.4) 29.6% (24.0)
as a Percent of
Net Revenue
Adjusted for
Contract Expenses

Operating Income $3.93 (3.19) $4.28 (3.19) $4.28 (3.55)
Per Procedure
Adjusted for
Contract Expense

Direct Expense! $17.22 (17.63) $11.06 (14.12) $9.97 (11.89)
Procedure

Fixed Expense! $1.46 (1.35) $1.53 (2.59) $1.30 (1.34)
Procedure



Table 3.3 Characteristics of Combined Clinical Laboratories (continued)

PATHOLOGIST· REFERRING NO PHYSICIAN
OWNERS ONLY PHYSICIAN OWNERS
(N= 17) OWNERS (N=46)

(N=54)

Variable Mean Standard Mean Standard Mean Standard Significance
Deviation Deviation Deviation Level

Contract Expense/ $2.66 (4.86) $1.18 (1.88) $1.07 (1.54) .049
Procedure

Other Overhead/ $1.55 (2.47) $1.15 (1.93) $1.59 (2.26)
Procedure

Interest Expense/ $0.14 (0.26) $0.19 (0.55) $0.07 (0.19)
Procedure

Percent of Total 17.9% (30.2) 25.4% (31.0) 12.6% (17.1 ) .032
Procedures Sent Out
of Other Laboratories

Percent of Total 15.5% (34.6) 8.4% (24.4) 10.5% (25.4)
Procedures Performed
Under Contract for
Other Providers



Table 3.4 Comparison of List Charges for Clinical Laboratory Test Procedures

PATHOLOGIST- REFERRING NO PHYSICIAN
OWNERS ONLY PHYSICIAN OWNERS
(N= 17) OWNERS (N=46)

(N=54)

Laboratory Test Procedure Mean Standard Mean Standard Mean Standard
Deviation Deviation Deviation

'0 ___ .",. _ \.; •

19 or more blood/urine tests $26.93 (5.73) $27.27 (10.12) $39.87 (27.18)

Urinalysis, routine with $20.96 (21.83) $10.23 (2.89) $16.14 (15.57)
microscopy

Automated-hemogram, manual $20.00 (2.82) $13.71 (4.37) $18.40 (7.82)
WBC-CBC count

Surgical pathology complete $45.52 (7.15) $41.20 (14.26) $53.95 (32.66)

Cytopathology, PAP Smear $13.85 (3.59) $16.74 (12.57) $14.38 (6.37)

Thyroid stimulating hormone $40.95 (13.94) $37.49 (7.84) $55.73 (48.97)
(TSH) RIA OR EIA

Nose or throat culture, $22.50 (8.43) $21 :14 (6.09) $28.29 (12.46)
bacteria

Antithrombin III, $87.94 (41.58) $69.95 (39.93) $74.94 (40.81)
Antigen Assay

Glucose; except urine $11.43 (2.93) $11.41 (4.72) $13.92 (6.57)

Urine culture; bacterial $26.17 (5.95) $21.71 (5.99) $31.42 (14.04)

Automated hemogram and $14.00 (2.53) . $16.93 (7.75) $21.19 (7.38)
platelet count

Lipoprotein, HDL by $20.50 (6.03) $18.60 (6.92) $25.22 (11.64)
precipitation method

Test feces for blood $11.71 (4.07) $9.53 (5.44) $13.17 (6.76)

Hemoglobin, colorimetric $10.40 (2.60) $7.90 (3.32) $11.09 (5.94)

Assay serum cholesterol $12.86 (3.62) $12.54 (5.17) $14.93 (8.25)

Hematocrit $9.86 (3.08) $8.52 (4.24) $10.42 (5.43)

Automatic hemogram and $14.53 (2.52) $16.48 (5.30) $20.09 (6.72)
platelet count



Table 3.4 Comparison of List Charges for Clinical Laboratory Test Procedures (continued)

PATHOLOGIST- REFERRING NO PHYSICIAN
OWNERS ONLY PHYSICIAN OWNERS
(N = 17) OWNERS (N=46)

(N=54)

Laboratory Test Procedure Mean Standard Mean Standard Mean Standard
Deviation Deviation Deviation

;..... ~.;::~ ..• ,~

Sedimentation rate, $14.21 (4.65) $11.21 (3.79) $16.54 (13.67)
Westergren Type

13-16 clinical chemistry $22.57 (2.76) $26.03 (10.53) $31.11 (15.19)
tests

Lipoprotein cholesterol $25.39 (7.23) $26.51 (6.84) $30.86 (16.49)
fractionation-formula

17-18 clinical chemistry $25.50 (3.2) $24.52 (9.40) $36.16 (26.77)
tests

Free thyroxine index (T-7) $23.54 (4.24) $23.79 (6.30) $25.32 (12.18)





they may offer an array of services. Hence, these facilities are
classified into five groups according to the type of service: 1)
magnetic resonance imaging (MRI) services only; 2) "comprehensive
or full" services: MRI, computerized axial tomography (CAT) scans,
x-rays, and "Other Imaging" services; 3) CAT scans, x-rays, and
"Other Imaging" services, but no MRIs; 4) "Other Imaging" services
such as ultrasound, mammography, and nuclear medicine; and 5) x-ray
procedures only. Except for centers specializing in x-rays,
meaningful comparisons of facilities within Florida cannot be made
because all but one of the centers have physician owners.

Diagnostic imaging centers require initial investments that
depend on the type of services provided. For more'- complex
diagnostic services, including CAT scans, MRI services, and other
more recent developments of high tech imaging services, such as PET
scans, the initial inv.estment may seem quite large. In recent
years the initial cost of a CAT or MRI machine is between
$1, 000, 000 and $1,500, 000. These costs plus the cost of the
building and related equipment would generally result in an initial
cost for a high tech imaging center of somewhere in the
neighborhood of· $4, 000, 000. Given the' potential to generate
revenues if the equipment is heavily utilized, these costs are
relatively small. The costs for imaging centers with less
expensive, less sophisticated imaging equipment could be
sUbstantially lower.

The number of imaging centers have grown in Florida-because
many physicians have individually or collectively decided to open
their own centers rather than using hospital outpatient services
for imaging. Indeed, in this project the researchers received
copies of a prospectus indicating that physicians can participate
in ownership with a very small initial investment, and that the
initial investment could essentially be covered by a personal loan,
thereby requiring little or no out-of-pocket investment by the
physician. The proj ection in this prospectus indicated that
revenues and payments to owners would retire any debt incurred for

- the -initial investment and then, . within a year or two, the
physician investors would receive substantial payments. In the
following, sections, characteristics of j oint venture imaging
centers in Florida are described. Limited comparisons of the
effects of joint venture ownership comparisons of the effects of
joint venture ownership on costs, charges and utilization are also
provided.

B. Characteristics of Joint Venture Imaging Centers

All of the responding MRI centers, all of the comprehensive
imaging centers except one, all of the imaging centers specializing
in CAT scans and other imaging procedures, and all of the centers
specializing in "Other Imaging" procedures reported that they have
physician owners. This data, therefore, does not allow an
assessment of the impact of joint ventures on access, costs and
charges, utilization and quality in provision of these services
within Florida. The only result that allows for any inference
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operating income as a percent of net revenues will approximate a
reward-to-risk ratio computed on percent operating returns.

The results in Table 4.10 confirm that after adjusting for the
relative riskiness of the operating income streams, diagnostic
imaging centers are more profitable than other Florida health care
businesses. The null hypothesis 'that the reward-to-risk measures
for the four specialized diagnostic imaging centers, all with
physician owners, (excluding the X-ray' only group) was the same as
or less than the reward-to-risk results for other Florida health
care businesses reported in this study ,was tested using a Mann-
'Whitney U -statistic. The ,significance level 'for the observed
results is' less than .005. ,This evidence, 'suggests that these j,oint
venture imaging centers are significantly more profitable (relative
to the riskiness of these investments). As stated in the
introduction, such profitability can be achieved only charging
excessive prices or producing lower cost services (either by
producing lower quality services or by producing services more
efficiently) •

E. Summary
\.

Almost all reporting freestanding diagnostic imaging centers
~-c~:'J>':'\'are:"(joint;"'ventures"'with 'physician "owners. All' but eleven 'of, the

, responding -'freestanding' imaging centers indicated 'that they, have
. physician ' owners. Ten of, the eleven ,nonj oint venture imaging,

centers provide only x-ray services.';' These .results preclude
meaningful comparisons ofresults -for :', j oint:'~venture and~nonj oint

,-venture imaging centers within Florida. This chapter reports
descriptive statistics for specialized and for comprehensive
imaging centers. . Access is a problem ~regardless of the typepf,
service provided, as joint venture diagnostic facilities treat a

"negligible number of -Medicaid patients. The results show all types
'of 'imaging ", centers' '(except 'x-ray services centers) have higher
average percent operating income than other facility types covered
by this stUdy. Higher percent operating income indicates propor

i: ';£" ,'" 7, ,;-:tionately higher net, charges or lower expenses as a percent of net
·charges. 'Such results indicate that these joint venture imaging
centers in Florida are far more profitable than most nonjoint
venture Florida healthcare businesses.

utilization and average charges are summarized for MRI scans
and CAT scans in Florida but utilization comparisons were also
problematic because of the prevalence of j oint venture ownership of
imaging centers. To overcome this problem, comparisons were made
to utilization rates for ,', the"Baltimore 'MSA' '(metropolitan,"

,statistical area): and three Florida MSAs with similar socioeconomic
status characteristics; the three Flor~daMSAs are Jacksonville,
Orlando and Miami. ,Baltimore has relatively' few Aj oint .venture
diagnostic imaging centers. These comparisons indicate that the
utilization of outpatient MRI scans and CAT scans in the Florida
MSAs are SUbstantially higher than the utilization rate of
'outpatient MRI and CAT scans in Baltimore. The :extent of higher
utilization of MRls in the Florida :MSAsrelative to Baltimore
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Table 4.1 Characteristics of Joint Venture Magnetic Resonance Imaging Centers (N=22)

Variable

Percent Referrals by Physician Owners

Access
Percent of Revenue/Medicare

Percent of Revenue/Medicaid

Percent of Revenue/Managed
Care

Percent of Revenue/Blue
Cross and/or Commercial

Percent of Revenue/Self Pay

Percent of Revenue/Other
including Contract Work

Percent of Revenue/Bad Debt
and Charity Care

Mean

42.1%

23.7%

0.4%

6.0%

44.4%

3.5%

22.0%

9.8%

Standard
Deviation

(24.7)

(15.8)

(0.7)

(13.0)

(28.3)

(4.4)

(25.9)

(8.6)

Utilization
Number of MRI Procedures
Per Facility

MRI Procedures/Machine

Charges and Costs
Gross Revenue/MRI Procedure

Net Revenue per Procedure

Discounts and Contractual Adjustments

Operating Income as a Percent
of Net Revenue Excluding
Contract Expenses

2,923 (1,164)

2,730 (1,007)

$787.28 (133.39)

$701.73 (92.21 )

7.4% (5.6)

74.0% (15.7)

Operating Income as a Percent
of Net Revenue Adjusted
for Contract Expenses

Operating Income Per
Procedure

Direct Expense/Procedure

54.0%

$520.94

$177.45

(18.1 )

(134.3)

(113.96)



Table 4.1 Characteristics of Joint Venture Magnetic Resonance Imaging Centers (N=22) (continued)

Variable

Fixed Expense/Procedure

Contract Expense/Procedure

Other Overhead/Procedure

Interest Expense/Procedure

Mean

$190.27

$137.62

$59.90

$35.15

Standard
Deviation

(116.09)

(143.59)

(75.38)

(33.41)



Table 4.2 Characteristics of Joint Venture Comprehensive Diagnostic Imaging Centers (N=17t

~rpJ Variable Mean Standard
Deviation

Percent Referrals by Physician Owners 30.3% (24.5)

'"
r ~ Access

Percent of Revenue/Medicare 23.3% (10.9)

'od Percent of Revenue/Medicaid .95% (1.5)

Percent of Revenue/Managed 19.6% (16.9)
Care

XQ
Percent of Revenue/Blue 37.2% (18.2)
Cross and/or Commercial

.th Percent of Revenue/Self Pay 10.7% (6.1 )

.e~ Percent of Revenue/Other 13.4% (15.7)
including Contract Work

Percent of Revenue/Bad Debt 7.6% (7.4)
and Charity Care

Utilization
Number of MRI Procedures 2,960 (1,748)

MRI Procedures/Machine 2,725 (1,658)

Number of CAT Scans 2,403 (977)

CAT Scans/Machine 2,237 (923)

Number of "Other Imaging" 16,732 (21,520)
Procedures

Charges and Costs
Gross MRI Revenue/MRI Procedure $779.82 (191.63)

Gross CAT Scan Revenue/CAT Scan Procedure $466.13 (105.52)

Gross X-Ray Revenue/X-Ray Procedure $97.35 (23.68)

Gross "Other Imaging" Revenue/ $124.86 (66.13)
lIOther Imagingll Procedure

Net Revenue Per Procedure $769.49 (294.51)

Discounts and Contractual Adjustments 16.9% (7.5)









Table 4.4 Characteristics of Joint Venture Diagnostic Imaging Centers Performing 'Other Imaging' Procedures (N=22)

Variable

Percent Referrals by Physician Owners

Access
Percent of Revenue/Medicare

Percent of Revenue/Medicaid

Percent of Revenue/Managed
Care

Percent of Revenue/Blue
Cross and/or Commercial

Percent of Revnenue/Self Pay

Percent of Revenue/Other
. incliJding Contract Work

Percent of Revenue/Bad Debt
and Charity Care

Utilization
Number of "0ther Imaging"
Procedures

Charges and Costs
"0ther Imaging" Revenue/Procedure

Net Revenue/,Other Imaging"
Procedure*

Discounts and Contractual Adjustments

Operating Income as a Percent
of Net Revenue Excluding
Contract Expenses

Operating Income as a Percent
of Net Revenue Adjusted
for Contract Expenses

Operating Income Per
Procedure

Mean

58.1%

49.7%

1.2%

3.5%

22.5%

18.1%

6.3%

13.8%

6,n6

$296.53

$305.35

14.6%

59.6%

44.6%

$187.35

Standard
Deviation

(38.9)

(31.4)

(4.7)

(4.8)

(16.9)

(24.8)

(10.8)

(13.9)

(17,962)

(304.50)

(316.14)

(12.5)

(21.3)

(26.6)

(230.93)

*This is net revenues (including X-ray revenues) divided by "other imaging" patients only.



Table 4.4 Characteristics of Joint Venture Diagnostic Imaging Centers Performing -Other Imaging- Procedures (N = 22)
(continued)

Variable

Direct Expense/Procedure

Fixed Expense/Procedure

Contract Expense/Procedure

"Other" Overhead/Procedure

Interest Expense/Procedure

Mean

$118.00

$37.54

$56.73

$33.92

$7.04

Standard
Deviation

(123.12)

(35.34)

(101.90)

(62.01 )

(12.07)



Table 4.5 Characteristics of Joint Venture Diagnostic X-Ray Centers (N = 35)

Variable Mean Standard
Deviation

--
Percent Referrals by Physician Owners 35.1% (35.6)

Access
Percent of Revenue/Medicare 37.6% (25.9)

Percent of Revenue/Medicaid 1.6% (5.1 )

Percent of Revenue/Managed 6.5% (12.8)
Care

Percent of Revenue/Blue 16.9% (15.2)
Cross and/or Commercial

Percent of Revenue/Self Pay 29.7% (28.9)

Percent of Revenue/Other 10.7% (21.2)
including Contract Work

Percent of Revenue/Bad Debt 4.3% (8.6)
and Charity Care

Utilization
Number of X-Rays 5,909 (5,211 )

Charges and Costs
Gross X-Ray Revenue/X-Ray Procedure $86.23 (25.33)

Net X-Ray Revenue/X-Ray Procedure· $78.14 (29.56)

Discounts and Contractual Adjustments 14.9% (16.1 )

Operating Income as a Percent 41.9% (24.6)
of Net Revenue Adjusted for
Contract Expenses

Operating Income as a Percent 25.7% (26.0)
of Net Revenue Including
Contract Expenses

Operating Income Per $34.27 (21.98)
Procedure

Direct Expense/Procedure $41.66 (17.82)

Fixed Expense/Procedure $12.97 (9.35)



Table 4.5 Characteristics of Joint Venture Diagnostic X-Ray Centers (N=35) (continued)

Variable

Contract Expense/Procedure

"Other' Overhead/Procedure

Interest Expense/Procedure

Mean

$12.60

$6.75

$2.87

Standard
Deviation

(13.86)

(11.88)

(4.46)



Table 4.6 Comparison of Outpatient MRI Scans Performed in Florida Counties with Joint Venture Diagnostic Imaging
Centers, 1989

County Number and Percentage
of Total Outpatient MRI
Scans Performed in Hospital
Outpatient Departments

Number and Percentage
Of Total Outpatient MRI
Scans Performed in Joint
Venture Facilities

Total
Outpatient
MRI Scans

Outpatient
MRI Scans
per Thousand
Population

Brevard -- 7,229 (100.0%) 7,229 18.6

Broward 2,990 (6.4%) 43,840 (93.6%) 46,830 38.6

Charlotte -- 2,111 (100.0%) 2,111 22.6

Collier 853 (21.4%) 3126 (78.6%) 3979 29.7

Dade 6,563 (17.5%) 30,849 (82.5%) 37,412 20.3

Duval 8,090 (64.0%) 4,559 (36.0%) 12,649 18.7

Hillsborough 3,360 (14.0%) 20,633 (86.0%) 23,993 29.0

Lee -- 7,401 (100.0%) 7,401 24.1

Leon -- 5,114 (100.0%) 5,114 28.0

Marion - 3,222 (100.0%) 3,222 17.7

Okaloosa -- 1,573 (100.0%) 1,573 10.2

Orange 3,755 (28.0%) 9,628 (72.0%) 13,383 21.5

Palm Beach 4,733 (31.5%) 10,279 (68.5%) 15,012 18.1

Pasco 940 (21.6%) 3,417 (78.4%) 4,357 16.5

Pinellas 2,257 (12.5%) 15,770 (87.5%) 18,027 21.5

St. Lucie -- 2,925 (100.0%) 2,925 21.6

Sarasota 37 (1.1%) 3,444 (98.9%) 3,481 13.5



Table 4.7 Comparison of Outpatient CAT Scans Performed in Florida Counties with Joint Venture Diagnostic Imaging
Centers, 1989

County Number and Percentage of Number and Percentage of Total Outpatient
Total Outpatient CAT Total Outpatient Scans Outpatient CAT Scans per
Scans Performed in Performed in Joint CAT Scans Thousand
Hospital Outpatient Venture Facilities Population
Departments

Brevard 6,605 (38.0%) 10,779 (62.0%) 17,384 44.8

Broward 21,168 (60.9%) 13,602 (39.1%) 34,770 28.7

Charlotte 5,645 (80.9%) 1,334 (19.1 %) 6,979 74.6

Collier 2,342 (53.6%) 2,029 (46.4%) 4,371 32.6

Dade 36,422 (56.3%) 28,228 (43.7%) 64,650 35.7

Duval 19,302 (72.8%) 7,225 (27.2%) 26,527 39.2

Escambia 7,343 (98.5%) 115 (1.5%) 7,458 26.4

Hillsborough 16,785 (55.8%) 13,294 (44.2%) 30,079 36.5

Indian River 2,123 (49.9%) 2,127 (50.1%) 4,250 48.6

Lake 4,384 (75.5%) 1,425 (24.5%) 5,809 41.3

Lee 502 (2.5%) 19,064 (97.5%) 19,566 63.6

Leon 5,727 (69.3%) 2,540 (30.7%) 8,267 45.3

Manatee 8,325 (72.0%) 3,232 (28.0%) 11,557 61.6

Marion 1,310 (23.3%) 4,314 (76.7%) 5,624 30.9

Martin 2,690 (53.7%) 2,322 (46.3%) 5,012 54.2

Okaloosa 2,997 (67.9%) 1,416 (32.1%) 4,413 28.7

Orange 20,620 (77.9%) 5,846 (22.1%) 26,466 42.5

Palm Beach 22,121 (76.4%) 6,842 (23.6%)' 28,963 34.9

Pasco 5,622 (64.1 %) 3,150 (35.9%) 8,772 33.2

Pinellas 19,153 (76.2%) 5,973 (23.8%) 25,126 30.2

Polk 8,345 (63.4%) 4,818 (36.6%) 13,163 32.9

Sarasota 6,465 (70.2%) 2,743 (29.8%) 9,208 35.7

St. Lucie 2,802 (63.3%) 1,625 (36.7%) 4,427 32.7



Table 4.8 Selected Socioeconomic Characteristics of Three Florida MSAs and the Baltimore MSA

Metropolitan Statistical Area (MSA)

Variable:

1988 Total
Population:

Baltimore(1)

2,342,000

Jacksonville(2)

902,065

Miamr2)

1,838,000

Orlando(2)

984,574

1988 Percent in Population Age Groups:

0-17

18-64

65 and over

24.3%

63.5%

12.2%

27.1%

63.1%

10.8%

24.0%

61.4%

14.6%

25.5%

63.1%

11.4%

1987 per Capita Personal Income:

$17,785 $14,225 $15,689 $14,639

Sources: (1)Maryland Health Services Cost Review Commission Data

(2)Florida County Comparisons 1989, Florida Department 'of Commerce



Table 4.9 Comparisons of Outpatient MRI Scan and Outpatient CAT Scan Utilization Rates

1989 UTILIZATION RATES

MSA:

Jacksonville

Miami

Orlando

Baltimore

Outpatient MRI Scans
per Thousand Population

14.0

20.3

16.6

12.3

Outpatient CAT Scans
per Thousand Population

29.4

35.7

31.9

27.9



Table 4.10 Reward-to-Risk Measures for Florida Health Care Entitiesa

JOINT VENTURE NONJOINT VENTURE REWARD-TO-RISK
PROVIDERS PROVIDERS RATIO b

OPERATING INCOME AS A PERCENT OF NET REVENUES

Type of Facility Mean Standard Mean Standard Joint Nonjoint
Deviation Deviation Venture Venture

Providers Providers

Ambulatory Surgery: 33.60 22.80 33.90 13.80 1.47 2.46
Multispecialty

Ambulatory Surgery: 36.30 16.60 29.60 27.70 2.19 1.07
Ophthalmic

Clinical Laboratory: 24.20 35.60 35.60 17.60 0.68 2.02
Courier Service

Clinical Laboratory: 29.00 31.70 22.60 29.00 0.91 0.78
Without Courier
Service

Durable Medical 38.00 22.50 31.00 30.70 1.69 1.01
Equipment Supplier

Home Health Agency: 12.90 8.90 14.70 18.00 1.45 0.82
Private

Home Health Agency: 5.20 16.00 18.40 16.20 0.33 1.14
Medicare

Hospital: 15.10 9.70 11.50 11.50 1.56 1.00
Acute Care

Nursing Home: 5.90 12.20 9.70 15.0 0.48 0.65
90 Beds or More

Nursing Home: 6.70 9.70 1.8 20.1 .69 0.09
Less Than 90 Beds

Physical Therapy: 37.80 18.60 26.70 20.50 2.03 1.30
Physical Therapy
Services Only

Physical Therapy: 43.30 19.90 28.10 20.80 2.18 1.35
Comprehensive
Services



Table 4.10 Reward-to-Risk Measures for Florida Health Care Entities (continued)

JOINT VENTURE
PROVIDES

NONJOINT VENTURE
PROVIDES

REWARD-TO-RISK
RATIO a

OPERATING INCOME AS A PERCENT OF NET REVENUES

Type of Facility Mean Standard Mean Standard Joint Nonjoint
Deviation Deviation Venture Venture

Providers Providers

Diagnostic Imaging: 54.00 18.10 2.98
MRI Services
(with no CT)

Diagnostic Imaging: 45.10 15.30 2.95
Comprehensive
(CT and MRI)

Diagnostic Imaging: 42.50 27.30 1.56
CT Services
(with no MRI services)

Diagnostic Imaging: 44.60 26.60 1.68
nOther'lmaging
Services

Diagnostic Imaging: 25.70 26.00 0.99
X-Ray Services Only

Notes: a Results from Radiation Therapy are not included in this comparison because of uncertainty as to average reported
direct expenses. Also, only five nonjoint venture businesses and 16 joint venture radiation therapy centers reported
usable results.

b This is the mean operating income as a percent of net revenues divided by the standard deviation.



CHAPTER V

THE EFFECT OF JOINT VENTURES ON THE PROVISION OF
SERVICES BY DURABLE MEDICAL EQUIPMENT SUPPLIERS

A. Introduction

This chapter examines the effect of joint ventures on the
provision of services by suppliers of durable medical equipment.
These businesses rent and/or sell various types of medical
equipment and supplies to patients who have health conditions that
require specialized medical equipment or accessories. Some, of
these businesses rent and/or sell all types of equipment, whereas
others specialize in providing selected types of services, such as
oxygen supplies and the related equipment.

In Florida, a large proportion of these firms are small. other
providers of durable medical equipment and medical supplies are
firms owned and operated by large pUblicly traded corporations such
as Foster-Abbey, or American Home Patient" Care. Many of the
remaining businesses are owned by referring physicians. As
reported previously, at least 20 percent of the durable medical
equipment and supply businesses that filed a completed survey have
some physician owners .

. The analysis presented below onlyexamines"the effect.of"joint
ventures on access and the prQfitability of durable medical
equipment supply businesses. Results regarding the impact of
physician ownership on utilization, costs and charges of durable
medical equipment rentals and sales are not reported for two
reasons.

First, many of these firms are very small businesses, that
have never been SUbject to any reporting requirements by the state.
As a consequence, most of these small ,business do not maintain
detailed records of numbers of rental items and supplies sold. The
situation is further complicated by the fact that many of these
businesses do not maintain detailed accounting records for revenue
and expense items. Thus, because these businesses generally did
not maintain records that allowed inference on utilization rates,
expense per item rented or sold, as well as charges per item rented
or sold could not be computed.

A second complicating factor relates to the diverse nature of
the services provided by durable medical equipment and supply
businesses. consider, for example, two medical equipment dealers,
one who specializes in the rental of oxygen equipment and supplies,
while the other rents only hospital beds and wheelchairs. A
comparison of these two equipment dealers would cause one to draw
erroneous conclusions regarding the impacts, of j oint ventures on
the provision of these services because the utilization, costs and
charges of these items differ sUbstantially. Thus, meaningfUl
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comparisons cannot generally be made for these firms due to the
diverse nature of these businesses.

Durable medical equipment and supply businesses may involve a
substantial initial fixed investment if the primary function of the
business is the rental of equipment. If this is the case, the
labor and other direct costs represent a relatively smaller
proportion of total costs because a majority of these firms are
owned by one or two individuals who manage the operation of the
business. These businesses sometimes employ delivery and repair
workers on a part-time basis. If the medical equipment business
specializes in the rental of oxygen. equipment and supplies,-the
business may also employ licensed respiratory therapists. Some
oxygen rental and supply businesses may lower costs by employing
nonlicensed medical workers to administer respiratory therapy to
patients. Employing nonlicensed medical workers as sUbstitutes for
licensed respiratory therapists is likely to have adverse effects
of the quality of services provided.

One factor that may inhibit competition relates to the
structure of many of the joint venture durable medical equipment
and supply businesses. The details of such suspect joint venture
arrangements were outlined in a special "Fraud Alert" issued by the
Office of the Inspector General in 1989. In some cases, the joint
venture is established between two parties, one of which is an
ongoing entity already engaged in a particular.line of business.
This type of j oint venture arrangement is characterized as a
"shell" company. In·this situation, the "shell" company owns very
little of the durable medical equipment; rather, these risks are
incurred by the already established entity. The risks are further
minimized because the "shell" company allows the ongoing entity to
assume responsibility for the day-to-day operations of the
businesses. Under these conditions, the joint venture may be able
to avoid the financial losses that are incurred in the
establishment of.. a new business. . Firms ,which reported all direct
expenses as purchases of services under contract are regarded as
"shell" corporations. Although the researchers identified some of
these "shell" durable medical equipment dealers, the data problems
described above prohibit a more detailed comparison of the
utilization, cost and charges of these "shell" joint ventures and
the nonj oint venture providers . Given the potential problems
associated with "shell" arrangements, further examination of these
joint ventures is required.

B. Characteristics of Durable Medical Equipment Suppliers ..._... ~

Table 5.1 reports the results comparing joint venture and
nonjoint venture durable medical equipment suppliers. Businesses
owned by physicians reported that they receive, on average, more
than 43 percent of their patient referrals from physician owners.
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Access to patients is measured as the percent of revenue
received from each of the various payer groups. Physician owned
durable medical equipment businesses receive a larger share of
their revenues from Medicare than nonj oint venture businesses
(about 50 percent for joint venture firms versus 37 percent for
those without physician owners). This difference is statistically
significant. Differences in the share of revenue received from
Medicaid or managed care patients are negligible.

Physician owned businesses generate an average of 38 percent
of their revenues from Blue Cross and commercial insurers, compared
to close to 44 percent for. the., nonj.oint venture equipment
businesses." Nonj oint venture providers generate more of their
revenues from the rental and sale of equipment and supplies to
self-pay patients than businesses owned by physicians (9.7 percent
versus 6.9 percent). These differences, however, are not
statistically significant. Nonjoint venture providers also
generate significantly more of their revenue from "other" sources
(12.1 percent for the nonjoint venture businesses compared to 2.2
percent for j oint venture firms). Finally, physician owned
businesses render slightly more bad debt and/or charity care than
nonj oint venture durable medical equipment businesses. This
difference is not statistically significant.

Economic and Financial Characteristics

For the reasons outlined above, only limited financial
statistics 'are reported for durable medical equipment and supply
businesses. The results for percent operating income show that
joint venture durable medical equipment and supply firms are
significantly more profitable businesses than their nonjoint
venture counterparts. This is true even after adjusting for
contract expenses.

Nonjoint venture equipment businesses also discount their
services significantly more than joint venture firms; the average
discount is 17.5 percent for nonjoint venture businesses compared
to 8.5 percent for facilities with physician owners. This result
indicates that net charges to consumers of equipment and supplies
rented and/or sold by nonjoint venture firms are lower than net
charges of these items in physician owned companies.

since expenses per unit sold or rented cannot be computed, it
is impossible to determine' whether production costs vary by
ownership type and by geographic region.

C. Summary

The diverse nature of the services provided by durable medical
equipment and supply businesses prohibits an indepth analysis of
the impact of joint ventures on this industry. Because of the
services provided, it is impossible to compute per unit
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utilization, expense, and charge measures. Thus, in the case of
durable medical equipment dealers, the analysis would be like
comparing "apples and oranges". For this reason, the results are
limited to the issues of access, profitability and percent
discounts and contractual adjustments.

Another consideration that may inhibit competition relates to
joint venture durable medical equipment businesses that are
characterized as "shell" companies. In this situation, the "shell"
owns none of the durable medical equipment and thus assumes no
risk. Instead, these risks are incurred by an ongoing business.
Under these conditions, the joint venture is 'able to avoid. the
losses that are generally incurred in establishing a business. This
type of arrangement has been labelled as suspect by the Office of
the Inspector General. Firms which report all expenses as purchases
of services under contract are characterized as "shell"
corporations. While some of the" responding businesses could be
characterized as "shells", there were not enough of these
facilities to make meaningful comparisons. This type of
arrangement is problematic in the medical equipment and supply
industry, and needs to be addressed.

Nonjoint venture patients generate a larger share of their
revenues from Medicare and self-pay patients than their joint
venture counterparts. This suggests that the nonjoint venture
equipment dealers may provide greater access to patients with
limited ability to pay. Nonjoint venture businesses discount their
charges significantly more than physician owned firms. If gross
charges are similar, this finding suggests that nonjoint venture
providers are less expensive than joint venture businesses.
Finally, equipment businesses owned by physicians are significantly
more profitable than nonjoint venture firms. These findings
suggest that joint venture equipment dealers have relatively higher
charges than their nonjoint venture counterparts. More compre
hensive data is needed to evaluate-the impacts of joint venture
ownership on the utilization and expenses for durable medical
equipment services.
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Table 5.1 Characteristics of Durable Medical Equipment Suppliers

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=48) FACILITIES (N = 161)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Referrals by 43.4% (42.1 )
Physician Owners

Access
Percent of Revenue/ 49.8% (30.3) 37.1% (32.3) .008
Medicare

Percent of Revenue/ 1.5% (3.5) 1.5% (3.3)
Medicaid

Percent of Revenue/ 1.0% (5.2) 1.7% (6.8)
Managed Care

Percent of Revenue- 38.7% (32.0) 44.4% (38.3)
Blue Cross/Commercial

Percent of Revenue/ 6.9% (13.5) 9.7% (19.6)
Self Pay

Percent of Revenue/ 2.0% (9.1) 5.6% (16.1 ) .074
Other Including
Contract Work

Percent of Revenue/ 6.6% (15.2) 5.6% (15.2)
Bad Debt and
Charity Care

Charges and Costs
Operating Income as a 40.6% (21.3) 34.3% (28.1) .083
Percent of Net Revenue
Excluding Contract
Expense

.Operating Income as a 38.0% (22.5) 31.0% (30.7) .072
Percent of Net Revenue
Adjusted for Contract
Expenses

Discounts and 8.5% (6.8) 17.5% (11.3) .006
Contractual
Adjustments



CHAPTER VI

THE EFFECT OF JOINT VENTURES ON THE
PROVISION OF HOME HEALTH SERVICES

A. Introduction

This chapter analyzes the effects of joint ventures on the
provision of home health services. Home health agencies provide a
variety of services. Some agencies specialize in nursing services,..
while others provide a complete range. of home health services
including skilled nursing services, home health aids, housekeeping
services, licensed physical therapy services, licensed occupational
therapy services, licensed speech therapy services, psychiatric
nursing services, home infusion services, interostomal services,
infusion therapy services, and other high tech services. In
addition, some home health agencies provide home delivery of
medical supplies and/or durable medical equipment as a part of
their services. costs, charges, and utilizations rates can vary
widely for each of the services described even within the same home
health agency.

To make meaningful comparisons the analysis focuses on general
purpose home health agencies. Specialized agencies that provide
home infusion therapy services are not analyzed because they are
not comparable to the general purpose agencies . Additionally,
staffing agencies sometimes provide some home health services •. In
these cases, the revenue and cost figures would be distorted
relative to revenue and cost figures for an agency that provides
only home health services. Hence, staffing agencies are excluded
from the analysis.

Finally, the home health industry in Florida is subdivided
into agencies that are Medicare certified and agencies that are not
Medicare certified. Florida Certificate of Need laws require home
health agencies to obtain a certificate of Need in order to provide
Medicare home health care services. Costs, charges, and
utilization rates will also be influenced by whether the agency is
Medicare certified. Currently, Medicare reimburses home health
services on a "reasonable cost" basis. Further, Medicare
regulations tend to discourage Medicare certified agencies from
providing services to nonMedicare patients. This limitation could
further influence cost, charges, and utilization rates. Thus,
results from Medicare certified home health agencies may not be
comparable to results from- non-Medicare home health agencies.
variations observed between these two groups could be due to
differences in the population of patients served and/or
differences in the reimbursement arrangement for the services.
Additionally, Medicare certified agencies are not reimbursed under
the Medicare program for home infusion s~rvices.
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Production of home health services requires relatively small
fixed investment. Thus, costs in home health services can be
attributed to variable (direct) costs. Further, some agencies may
utilize substantial numbers of persons that-contract to provide
services on a per-visit basis. Agencies may also employ nurses or
other health care providers on a full time basis. Presumably,
employment of full time persons by home health agencies would occur
only when there is sufficient demand to ensure full utilization of
that employee's services. Thus, for a given type of service
average cost per visit adjusted for the standard length of a-visit
will indicate efficiency or lack of efficiency in providing. the
service. Further, economies of scale do not apply in this
industry. A 1987 study for the Department of Health and
Rehabilitative Services by Scott and Wheeler demonstrat.ed that
beyond 6,000 visits there is relatively little reduction in the
average cost per visit for home health agencies.

For home health agencies, contract services are primarily
wages and salaries paid to health care professionals such as R.N.s
and L.P.N.s the provision of professional health care services.
Thus, for home health agencies, contract services represent labor
costs and generally exclude payments to owners. The other overhead
category here could represent the possibility of additional
payments that may accrue to owners. Thus, for home health
agencies, contract services represent costs of purchased labor
services, but higher other overhead. expense) per visit._would be
indicative of either inefficiency or compensation paid to owners.

An additional economic influence may occur if the standard
length of a visit is longer. Part of the cost of providing home
health services is the cost of travel time and costs of
transportation for the care provider. Because of this, agencies
that provide services with a full day basis or half day basis as a
standard length of visit may have different cost and charges for
their services.. >. To control for this influence the services
described here are reported on a standardized basis in terms of
costs and charges. The standardized unit for "visits"is based on
one hour units of time.

B. Characteristics of Private Home Health Agencies

Table 6.1 reports key characteristics of both joint venture
and nonjoint venture, private (nonMedicare) home health agencies.
Eliminating smaller agencies (agencies that provided less than
5,000 visits per year or served less than 200 patients per year) as
well as agencies that had substantial components of their business
from sources other than home health services, resulted in 23
private home health agencies being used for this analysis.
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Access

Most private agencies did not report payer class breakdowns so
that inference about access may be limited for home health
services. As expected , private agency services to Medicare
patients are negligible. The joint venture non-Medicare agencies
provide more services to Medicaid patients and more services to
managed care patients than their nonjoint venture counterparts. A
similar pattern emerges regarding the revenues generated by both
cOIl\Il\ercially insured and self-pay patients. Finally, nonj oint
venture private home health agencies writeoff' a larger share", of
their gross reveneus as bad debt and/or charity care.

Economic and Financial Characteristics

Table 6.1 also reports information on financial and
utilization characteristics for non-Medicare home health agencies
that provided visits of a one-hour length as a standard service.
This group constitutes a majority of nonMedicare home health
agencies. Results for agencies providing visits with longer
standard length are not included in the table; these represented a
small subset and were all nonjoint venture agencies.

Joint venture private home health agencies render more visits
per patient than their nonjoint venture counterparts (39.4 versus
35.1). The combined effect of utilization and charges result.. .- in
total charges by physician owned home health agencies that are
approximately $800 more per patient than total patient charges for
nonjoint venture agencies. This significant difference could be
due to nonjoint venture agencies'providing services atlower'skill
levels, or providing services that are less technical and
expensive. A comparison of list charges reveals no systematic
differences in the list charges for the various types of services.
Thus, the difference in total charges per patient can be attributed
to nonjoint venture agencies providing relatively lower cost
services more frequently than the nonj oint venture home health
agencies. The results on net revenue per patient parallel the
results on gross revenue (charges) per patient. It should be noted
that nearly. all of the revenues for both ownership groups of
private home health agencies is derived from the provision of home
health services.

Results on utilization rates and 'charges show that joint
venture agencies are more likely to offer lower cost services; the
utilization rates for those services are higher than the services
provided by nonjoint venture agencies. Further, since nonjoint
venture agencies tend to have a larger patient base than their
joint venture counterparts, these agencies are expected to be more
profitable than their joint venture counterparts.

Expenses and profits are analyzed on a per patient basis here
because the ultimate revenue generated for owners depends on both'
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the utilization in terms of number of visits per patient and in
terms of the charges per visit. Therefore, comparisons on a per
patient basis are more indicative of costs and profits than
comparisons on a per visit basis.

Table 6.1 reports the average percent operating income for
j oint venture and nonj oint home health agencies. For these
facilities, the operating income before contract adjustment is not
necessarily indicative of profitability because contract services
account for a substantial part of home health agency labor
expenses. After adjustment for contract expenses,the joint venture
private home health agencies are slightly less profitable than
their otherwise similar nonjoint venture counterparts. In
contrast, operating income per patient is slightly higher in joint
venture private home health agencies.

In terms of expenses per patient, the joint venture private
home health agencies tend to have significantly higher average
expenses per patient than their nonjoint"venture counterparts.
Making the necessary adjustments for contract expenses yields
similar results. While fixed expense per patient is comparaple,
interest expense per patient is negligible, accounting for less
than 1% of expenses per patient. The difference in "other"
expenses could be due to home office costs, or costs of parent
corporation administrative charges' for "these ·'private'agencies.
Most home health agencies did not report ma~ing payments to their
owners.

There are no ready indicators on the quality of service for
home health services. A valid examination of quality differences
would require field studies to assess considerations such as
consumer satisfaction, i.e. was the appropriate care provided on a
timely basis. Therefore, no meaningful statistics were available
from this survey on quality of service.

C. Characteristics of Medicare certified Home Health Agencies

Access

Table 6.2 reports characteristics of Medicare home health care
agencies. As expected, these agencies almost exclusively serve
Medicare patients. Given that both nonjoint venture and joint
venture agencies obtain almost all of their revenues from Medicare
and that Medicare reimburses agencies on a reasonable cost basis,
the percentages reported as bad debt and charity care represent
services provided to Medicare patients. since there is no
substantial copayment for qualified Medicare pateints, the average
percent bad debt and charity care for joint venture agencies and
nonjoint venture agencies necessarily represents Medicare
contractual adjustments to list prices. These writeoffs and
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contractual adjustments are almost 15 percent of joint venture
agency revenues, but account for less than seven percent of the
revenues generated by nonjoint venture Medicare certified agencies.

Economic and Financial Characteristics

Table 6.2 reveals that the characteristics of Medicare home
health agencies vary by ownership (joint venture versus not joint
venture). The joint venture agencies provide an average of seven
more visits per patient than their nonjoint venture counterparts
(30 versus 23). This difference is statistically significant~and

is based only on agencies with a standard nursing v~sit length"of
one hour. Both gross and net revenues per patient are higher for
the physician owned agencies. These higher revenues per patient,
however, are not statistically significant.

The percent operating income reported here are adjusted for
the contract expenses because most agencies contract for services
from independent health care providers such as R. N. s, L. P. N. s,
therapists, and other independent health care practioners.
Nonj oint venture Medicare home health agencies appear to have
significantly higher percent operating income than their joint
venture counterparts. Given these results, it is not surprising
that most expenses for patients are higher in j oint venture
agencies; only other overhead per patient is lower in j oint venture
agencies.

Joint venture Medicare agencies spend a lower percentage of
their expenses on wages and salaries. While this difference
inidcates that other expenses for these agencies are higher, the
difference cannot be attributed to disparities in payments for
contracted serVices.

Here, as with private home health agencies, the data did not
provide meaningful information on quality. Nevertheless, Medicare
regulations and Medicare reviews tend to regulate quality for the
provision of home health services to Medicare patients. Thus,
substantial differences in quality would be unlikely.

D. Summary

This chapter reports characteristics of home health agencies
in Florida. Home health agencies were subdivided into those that
are Medicare certified and private non-Medicare certified agencies.
The joint venture agencies while demonstrating some differences
provide no clear pattern of greater profitability from the
operation of home health services. Private non-Medicare agencies
generate significantly higher gross and net revenue per patient
than their nonjoint venture counterparts. Medicare certified joint
venture agencies render significantly more visits per patients than
otherwise similar nonj oint venture Medicare agencies. The
significantly higher utilization that characterizes joint venture
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Medicare home health agencies occurs because these agencies provide
relatively lower cost, lower skilled services to their patients.
The average gross revenue as well as net revenue per patient are
higher for the Medicare joint venture home health care agencies.

The reported percent operating incomes were low for both
groups; the disparities for private home health agencies are
negligible. In contrast, Medicare nonjoint venture agencies are
significantly -more profitable than their nonjoint venture
counterparts. The influence of contract expenses for this group of
entities is important as many of these agencies contract for 10%" orJ,~''''

more of the health care services'they'render. "'Direct expenses',per-;,·:
patient are higher for the joint venture agencies; this is true for
both Medicare home health agencies and non-Medicare private home
health agencies. Wages and salaries as a percent of total direct
expenses tended to be relatively lower for the joint venture
agencies in both Medicare and private agencies.

It should be noted that these discussions are limited to
:relativelylarge.home-.health agencies and exclude smaller agencies
or agencies that generate a substantial part of the revenues from
sources other than home health services. This subset of home
health .agencies may be different from the, agencies that perform,~,,(:.

other types of services or agencies that' are' smaller in scope ..
Joint ventures account for a relatively small percentage of these
larger dedicated home health agencies.. While characteristics.. are..", ,
similar for most variables reported here, the joint venture
Medicare home health agencies tended to have higher utilization.
Both groups. of joint venture agencies reported higher revenues and
expenses per patient. These higher utilization rates did not
produce higher percentage profits.

These results do not indicate the impact of joint ventures on
the provision of home infusion therapy services. While it has been
acknowledged that home infusion therapy services has been recog
nized as an area of concern, the data collected could not be used
to evaluate the impact of joint ventures on the provision of these
services.
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Table 6.1 Characteristics of Private (NonMedicare) Home Health Agenciesa

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N =6) FACILITIES (N = 17)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Access
Percent of Revenue/ 3.9% (7.8) 1.1% (2.7)
Medicaid

Percent of Revenue/ 9.2% (18.4) 7.4% (17.8)
Managed Care

Percent of Revenue/ 31.2% (34.7) 22.9% (21.9)
Blue Cross and/or
Commercial

Percent of Revenue/ 47.3% (46.0) 42.3% (28.3)
Self-Pay

Percent of Revenue/ 27.0% (40.0) 32.3% (31.7)
Other Including
Contract Work

Percent of Revenue/ 2.2% (4.1 ) 4.9% (8.3)
Bad Debt and
Charity Care

Utilization
Number of Home 497 (420) 683 (469)
Health Patients

Charges and Costs
Gross Revenue/ $2,782 (1,248) $1,974 (857) .046
Home Health Patient

Net Revenue/ $2,705 (1,135) $1,899 (854) .041
Home Health Patient

Operating Income as a 12.9% (8.9) 14.7% (18.0)
Percent of Net Revenue
Adjusted for Contract
Expenses

Operating Income Per $338 (303) $313 (459)
Patient

Direct Expense/ $2,205 (1,048) $1,345 (602) . .011
Patient

Fixed Expense/ $53 (37) $47 (44)
Patient



Table 6.1 Characteristics of Private (NonMedicare) Home Health Agencies (continuedt

Variable

Contract Expense/
Patient

Other Overhead/
Patient

Contract Expenses as a
Percentage of Total
Direct Expenses

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=6) FACILITIES (N =17)

Mean Standard Mean Standard Significance
Deviation Deviation Level

$163 (267) $273 (578)

$150 (189) $111 (149)

10.3% (15.8) 34.2% (64.4)

Salaries and Wages
as a Percentage and
Total Direct Expenses

67.3% (24.6) 71.8% (14.0)

Note: a These results are based on information reported by private home health agencies that generate at least 70% of their
gross revenues from provision of home health services. Only agencies reporting at least 5,000 visits per year and
at least 200 patients per year were included.







CHAPTER VII

THE EFFECT OF JOINT VENTURES ON THE PROVISION
SERVICES BY ACUTE CARE HOSPITALS

A. Introduction

The hospital industry in Florida is regulated by a certificate
of Need law. Further, the Health Care Cost containment Board
regulates gross revenues of hospitals in Florida. The influence of
joint ventures on hospital costs, in terms of hospitals that are
owned by physicians, appears to be relatively limited. This result
is based on the fact that only twelve hospitals were identified as
having physicians owners. Nevertheless, hospitals are involved as
owners of joint ventures. In some cases hospitals have wholly
owned subsidiaries that provide outpatient health care services; in
other cases the hospital may have established joint ventures with
physicians or other health care providers in order to provide
outpatient services. The nature of such arrangements was noted in
the description of the general characteristics of joint venture
arrangements in Florida and is not repeated here.

The extent to which such ownership arrangements affect
hospital charges is unclear. A hospital's participation in one or
more joint ventures need not result in higher costs and charges for
hospital services for patients who utilize services .at . those
hospitals. While a hospital's involvement in joint venture
arrangements may indicate that these hospitals are higher charge or
higher cost facilities, such investment need not influence the
costs and charges for services provided by or within the confines
of the hospital.

Only physicians are in a position to refer patients to
hospitals. Therefore, the analysis classifies hospitals into two
groups, those with physician owners. and those that do not have
physician owners. The influence of ownership on costs, charges,
access, and utilization is evaluated by examining the physician
owned facilities relative to those hospitals not owned by
physicians.

The nature of the hospital service provided will have a
substantial influence on costs and charges at a hospital.
Facilities providing tertiary care services generally have higher
costs than small community hospitals that provide limited services.
To control for these influences, the Florida Health Care Cost
containment Board has classified hospitals into groups that are
comparable with respect to the influences on costs and charges.
These influences may be reflected in the writeoffs for bad
debt/charity care, and the proportion of services provided to
Medicaid patients, or the amounts of discounts offered to third
party payor groups. Such influences also affect profits of the
hospitals.
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B. Characteristics of Joint Venture and Nonjoint Venture
Acute Care Hospitals

Table 7.1 compares key characteristics of joint venture and
nonjoint venture hospitals. Joint venture hospitals reported that,
on average, about 42 percent of their patient referrals are made by
physicians who have an ownership interest in the facility.

Access

Table 7.1 reports on access to various classes of patients
treated at joint venture and nonjoint venutured acute care
hospitals. Access is measured by the percent of total inpatient
revenue received from the each payer group. The six payer groups
are: Medicare, Medicaid, managed care (HMOs and PPOs) , Blue Cross
and commercial insurers, self-pay, and "Other".

The results in Table 7.1 show that joint venture acute care
hospitals receive almost 47 percent of their inpatient revenues
from services provided to Medicare patients. .Nonj oint venture
hospitals receive about 52 percent of their inpatient revenues from
Medicare.

Joint venture acute care hospitals earn a slightly larger
share of their inpatient revenue from treating Medicaid patients
than nonjoint venture institutions. This difference occurs because
smaller joint venture hospitals provide significantly higher
proportions of services to Medicaid patients (11.4 pe:r.cent),
implying that smaller j oint venture hospitals provide greater
access to Medicaid patients.

Physician owned acute care hospitals receive a larger
proportion of their inpatient revenue from managed care payers than
nonj oint venture facil i ties (15. 2 percent compared to 9.5 percent) .
This difference can be attributed to medium and larger sized joint
venture hospitals providing between 18 and 20 percent of their
services to managed care patients. There are only negligible
differences by ownership in the share of revenues reimbursed by
Blue Cross and commercial insurers.

Nonjoint venture acute care hospitals earn a larger share of
·their inpatient revenues from treating self-pay patients than their
joint venture counterparts (6.6 percent for the nonjoint venture
versus 3.1 percent for joint venture hospitals). The proportion of
inpatient revenue received from "Other" payers, which include
workers compensation patients, is 10.2 percent for joint venture
hospitals compared to less than five percent for acute care
hospitals not owned by physicians. Differences in payer class by
facility size appear to be minimal.

Nonj oint venture ac:ute care hospitalswriteoff a significantly
larger percentage of their gross revenues as bad debt and/or
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charity care than j oint venture hospitals (7. a percent for nonj oint
venture facil i ties versus 4. 7 percent for the j oint ventures). The
differences in self-pay and "other" patients noted above are likely
to account for by this higher percentage of bad debt and charity
writeoffs.

Economic and Financial Characteristics

The results in Table 7.1 also show that nonjoint venture acute
care hospitals are significantly larger than facilities owned by
physicians. The mean number of beds of the nonj oint venture
hospitals is 211, which is approximately 75 more than the _~ean

number of beds of the physician owned facilities. While there is
little difference in occupancy rates by ownership group, nonjoint
venture hospitals report almost twice as many inpatient days as
their joint venture counterparts. This difference is probably due
to the larger size and more extensive scope of services provided by
nonjoint venture hospitals.

Results on average charges and expenses are not compared here
because of the substantial differences in size and scope of
services offered. The results on percent operating income show
that joint venture acute care hospitals are somewhat more
profitable than nonjoint venture institutions; the average percent
operating income is 15.1 percent for the joint venture hospitals,
versus 11.5 percent for the nonjoint venture group. This result is
consistent for all three size groups of joint venture hospitals.
The difference in the average percent operating income between the
two ownership groups is attributable to the small nonjoint venture
hospitals which have SUbstantially lower percent operating incomes
than medium and large nonjoint venture acute care hospitals.
Finally, the average patient discount and contractual adjustment
rate appears to be significantly larger in joint venture hospitals;
about 30 percent for joint ventures compared to 26 percent for
nonjoint ventures._

C. Prevalence, Scope and Ownership Structure of outpatient
Services in Acute Care Hospitals

Table 7.2 compares the scope of outpatient services available
in joint ventur~ and nonjoint venture acute care hospitals. Four
of these joint venture hospitals have less than 100 beds, six
facilities have between 100 and 225 beds, and the other two
hospitals are classified as large (more than 225 beds). All of the
joint venture acute care hospitals offer outpatient surgery,
clinical laboratory services, and diagnostic imaging services. Ten
of the twelve joint venture hospitals also offer outpatient
physical therapy and/or rehabilitation services. Three of the
hospitals with physical therapy services are small, five are
regarded as medium sized facilities (100 to 225 beds), and two are
classified as large (more than 225 beds). In joint venture
hospitals, nearly all of these outpatient services are provided in
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hospital outpatient departments. None of these j oint venture
institutions, however, provide radiation therapy, home health,
durable medical equipment, mental health counseling, or cardiac
catherization services on an outpatient basis.

In contrast, all of these specialized services are available
on an outpatient basis in at least some of the acute care nonjoint
venture hospitals. More than 85 percent of the nonjoint venture
hospitals offer clinical laboratory services, rehabilitation
services, diagnostic imaging services and surgical services on an
outpatient basis. The other types of services are less common,"and
for the most part are only available in larger facilities.

The four most common services, outpatient surgery, clinical
laboratory testing, physical therapy and diagnostic imaging are
concentrated in medium (100 to 225 beds) or large (more than 225
beds) sized facilities. For example, of the 189 nonjoint venture
hospitals which provide outpatient surgical services, 37 percent
are medium sized and 39 percent are large facilities. A similar
pattern occurs .:with respect to the other three frequently offered
services: clinical laboratory testing, physical therapy, and
diagnostic imaging. For each of these services, less than 28
percent of .the nonj oint venture acute care hospitals providing
these services are classified as small (less than 100 beds).

The other more highly specialized outpatient services are
concentrated in acute care hospitals with more than 450 beds. For
example, 82 percent of the 50 hospitals that provide outpatient
radiation therapy have more than 450 beds. In the case of cardiac
catheterization services, 73 percent of the 78 hospitals with this
specialized service are large.

Table 7. ~ describes the ownership structure of outpatient
services provided in nonjoint venture acute care hospitals. This
information reveals the extent to which nonjoint venture acute care
hospitals have joint venture partnerships and other contractual
arrangements' to provide these outpatient services. The six
ownership categories are: 1) hospital department --not legally
separate, 2) Wholly owned SUbsidiary, 3) partially owned with one
or more health care providers, 4) partially owned where all other
owners are not health care providers, 5) leased to nonrelated
parties, and 6) services provided under contract with an outside
provider.

All of the 189 nonjoint venture facilities with outpatient
surgical services offer these services in hospital departments
which are not legally separate businesses. Almost 93 percent (187)
of the clinical labs in nonjoint venture facilities are also
hospital departments and are not legally separate units. Another
six percent of the hospitals with clinical laboratory services
provide these services under a contract agreement with an outside
provider.
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Most of the outpatient radiation therapy services available in
acute care institutions are departments of the hospital and not
freestanding legally separate businesses. six of the 50 hospitals
with radiation therapy services offer these services through a
contractual agreement with an outside provider. Most of these are
joint venture arrangements where the hospital manages the
freestanding facility which is owned by a group of physicians.

Only half of the hospitals which offer'home health services
have ~stablished these services as a department of the hospital.
Another 26 percent (12) of these home health agencies are
subsidiaries which are wholly owned by the'hospital. six of .these
home health agencies are joint venture partnerships between the
hospital and other health care providers.

Nearly 85 percent of the nonjoint venture hospitals provide
imaging services in hospital outpatient departments, which are not
freestanding legally separate entities. Less than two percent of
the imaging services are subsidiaries which are wholly owned by the
hospital. About 3 percent are joint ·venture arrangements with
physicians, while nearly 11 percent have contractual agreements
with an outside provider. Here again, these contractual
arrangements are mostly joint ventures where the hospital manages
the freestanding imaging center which is owned by physicians.

Close to 35 percent of the 23 hospitals with durable medical
equipment services provide these services in hospital departments.
Another 35 percent of these services' are available through a
contractual arrangement with an outside provider. Only 4 of the 23
are joint ventures between the hospital and another health care
providers.

Over 80 percent of the hospitals with outpatient mental health
services are departments of the hospital that are not legally
separate businesses. This is also the case for hospitals which
have physical therapy and/or rehabilitation services. About 17
percent of the 197 acute care hospitals with physical therapy offer
these services under a contractual agreement with physical
therapists. Almost 90 percent of the cardiac catherization units
in hospitals' are departments that are not legally separate
entities.

These results indicate that a large' proportion of nonjoint
venture hospitals provide ancillary services, and that. most of
these services are departments of the hospital, which are ·not
legally separate businesses. Thus, most hospitals provide
outpatient services through departmental units located within the
hospital. These hospital units compete with freestanding joint
venture and nonjoint venture facilities in the provision of
outpatient services. A charge comparison between hospitals and
freestanding entities would be misleading, however, because the
average rate of discounts and contractual adjustments for hospital
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revenues is sUbstantially larger than the average discount for
freestanding entities.

D. Compensation Arrangements Between Physicians and Hospitals

Tables 7.4 and 7.5 provide information on the nature of
compensation arrangements that have been established between
hospitals and certain specialty groups of physicians who provide
most of their services to patients in hospitals. These physician
specialties include radiology, anesthesiology, emergency room,
pathology, cardiology, pUlmonary, and "other".

The results for the joint venture acute care hospitals are
reported in Table 7.4. All 12 joint venture hospitals indicated
they had at least one type of arrangement with a physician
specialty group. Most of joint venture hospitals indicated they
had no contractual or compensation arrangement with any of these
groups. Several others indicated they had a contractual
arrangement with no compensation arrangement. Seven of the joint
venture hospitals reported that they"'had an agreement with
emergency room physicians in which the payment was a base
compensation amount or a guaranteed sum.

Table 7.5 contains the results on compensation and contractual
arrangements between nonjoint venture hospitals and certain
specialty groups of physicians who provide most of their services
in hospitals. The majority of the hospitals reported that they had
a contractual arrangement with these physician specialties that did
not involve any compensation. Those reporting compensation
arrangements tended to pay a base amount or a guaranteed sum. Such
compensation arrangements are most frequently established with
emergency room physicians, pathologists, and pulmonary specialists.
A large proportion of nonjoint venture hospitals also reported that
there was no contractual or compensation arrangement with any of
the physician specialties examined .. ·

E. Summary

. Only 12 of the acute care hospitals are owned by physicians.
The typical joint venture hospitals tend to be smaller than the
typical nonjoint venture facilities (only two joint venture
hospitals had more than 225 beds). Further, while there are some
regional variations in the characteristics of hospitals, --·these
variations do not appear to be related to joint venture ownership
arrangements.

Some differences in access indicators occur. Nonjoint venture
receive a larger share of their revenues from Medicare patients,
and self-pay patients. Nonjoint venture hospitals write off a
larger proportion of their revenues as bad debt and charity care.
Contrary to the pattern observed for other types of freestanding
facilities, smaller joint venture hospitals generate a larger share
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of their gross inpatient revenues from services provided to
Medicaid patients than similar sized nonjoint venture hospitals.
Thus, while j oint venture hospitals generally provide less bad debt
and charity care, they provide greater access to Medicaid patients.

The percent operating income is higher for joint venture acute
care hospitals, especially for small (less than 100 beds)
facilities. The overall percent operating income (before charges
for depreciation, lease and rental payments and' interest) -average
15.1 percent for the joint venture acute care hospitals and 11.5
percent for the nonjoint venture hospitals. The difference is due
primarily to smaller joint venture hospitals which had higher
percent operating income than similar sized nonjoint venture
facil i ties. Furthermore, the average rate of discounts and
contractual adjustments is significantly larger in joint venture
hospitals.

The scope of outpatient services offered is largely a function
of hospital size. Almost all acute care hospitals, regardless of
ownership type; -offer outpatient surgi'cal services, outpatient
clinical laboratory services, outpatient diagnostic imaging
services and- outpatient physical therapy and rehabilitation
services. Only a few nonjoint venture hospitals did not provide
these four types of services. The 12 joint venture hospitals did
not offer any of the other more highly specialized services.
Nonjoint venture hospitals that offer these services are"primarilY
large facilities (more than 225 beds).

All of the outpatient services offered in joint venture
hospitals are provided through hospital departments. The results
on ownership str~cture of outpatient services in nonjoint venture
acute care hospitals also show that most of these services are
provided through hospital departments, that are not legally
separate businesses. The most common type of j oint venture
arrangement involving nonjoint venture 'acute care hospitals is
diagnostic imaging services. Twenty eight of 184 nonjoint venture
acute care hospitals that offer diagnostic imaging services are
structured as joint ventures with other health care providers.

Most contractual arrangements between hospitals and physicians
do not involve payments to physicians regardless of ownership
status. Almost all of the hospitals reporting contractual
arrangements that involved payments tended to have a base payment
or guaranteed sum amount. A few hospitals reported other payment
'arrangements; these arrangements generally represented a percentage
of professional fees for emergency room, pathology, cardiology and
pulmonary services at nonjoint venture hospitals.

The results reported here show that physician ownership of
acute care hospitals in Florida is not common. Further, such
physician ownership arrangements appear to have little impact on
access, costs, and charges for inpatient services. Nonj oint
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venture hospitals have limited involvement in joint venture
arrangements for the provision of outpatient services. Most such
joint ventures arrangements exist to provide outpatient diagnostic
imaging services.
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Table 7.1 Characteristics of Acute Care Hospitals in Florida

JOINT VENTURE
FACILITIES (N=11)

NONJOINT VENTURE
FACILITIES (N=203)

Variable Mean Standard
Deviation

Mean Standard
Deviation

Significance
Level

Percent Referrals for 41.9% (34.8)
by Physician Owners

Access
Percent of Revenue/Medicare 46.7% (17.4) 51.2% (18.0)

Percent of Revenue/Medicaid 7.2% (7.4) . 6.2% (7.4)

Percent of Revenue/Managed 15.2% (21.4) 9.5% (14.6)
Care

Percent of Revenue/Blue 21.5% (12.0) 22.5% (15.3)
Cross and/or Commercial

Percent of Revenue/Self Pay 3.1% (2.1) 6.6% (7.5) .068

Percent of Revenue/Other 10.2% (15.4) 4.9% (9.5) .056
including Contract Work

Percent of Revenue/Bad Debt 4.7% (2.8) 7.0% (4.0) .049
and Charity Care

Utilization
Number of Beds 136 (93) 211 (197)

Occupancy Rate 47.2% (16.6) 47.0% (23.1)

Total Inpatient Days 23,446 (16,714) 45,905 (52,803)

Charges and Costs
Operating Income as a 15.1% (9.7) 11.5% (11.5)
Percent of Net Revenue

Discounts and 30.2% (3.5) 25.9% (10.1 ) .098
Contractual Adjustments



Table 7.2 Scope of Outpatient Services in Acute Care Hospitals in Florida

<",'----------~----------

Type of Service

Outpatient Surgery Services

Outpatient
Clinical Laboratory Services

Outpatient
Radiation Therapy Services

Home Health Services

Outpatient
Diagnostic Imaging Servicesa

Durable Medical Equipment
Supplies

Outpatient Mental Health
Services

Outpatient
Physical Therapy and/or
Rehabilitation Servies

Outpatient
Cardiac Catheterization
Services

JOINT VENTURE
FACILITIES (N=12)

Number and
Percentage of
Facilities Offering
the Service

12 (100.0%)

12 (100.0%)

12 (100.0%)

10 (83.3%)

NONJOINT VENTURE
FACILITIES (N=215)

Number and
Percentage of
Facilities Offering
the Service

189 (88.0%)

202 (94.0%)

50 (23.3%)

46 (21.4%)

184 (85.6%)

23 (10.7%)

20.(9.3%)

197(91.6%)

78 (36.3%)

Notes: aDiagnostic imaging includes magnetic resonance imaging, CAT'-scans and other imaging, procedures such
as ultrasound and nuclear medicine. It does not include X-rays since all hospitals offer X-ray services.



Table 7.3 Ownership Structure of Hospital OutpatientServices In NonjolntVenture Acute Care Hospitals

Outpatient Cllncal Radiation Home Diagnostic Durable Outpatient Physical Cardiac
Surgical Laboratory Therapy Health Imaging Medical Mental Therapy Catherization

Ownership Structure Services Services Services Services Services Equipment Health and/or Services
Supplies Services Rehabilitation

Services

Frequencyand Percentage of Total Facilities Offering the Service by Ownership

Hospilal Department 189 187 44 23 156 8 16 162 70
Not legally Separate (100.0%) (92.6%) (88.0%) (50.0%) (84.8%) (34.8%) (80.0%) (82.2%) (89.7%)

Wholly Owned Subsidiary - - - 12 3 2
(26.1%) (1.6%) (8.7%)

Partialy Owned With
one c. more Health - - - 6 5 4 - 2
Care Providers (13.0%) (2.7%) (17.4%) (1.0%)

Partialy Owned where
All Other Providers - 2 - 1 - 1
are not Healthcare (1.0%) (2.2%) (4.3%)
Providers

leased to nonrelated - - - - - - - - 1
Parties (1.3%)

Services are Provided
under Contractwith - 13 6 4 20 8 4 33 7
an outside provider (6.4%) (12.0%) (8.7%) (10.9%) (34.8%) (20.0%) (16.8%) (9.0%)



Table 7.4 Compensation Arrangements Between Physicians and Joint Venture Hospitals (N= 11)

PHYSICIAN CATEGORY

Type of Radiology Anesthesiology Emergency Pathology Cardiology Pulmonary Other
Compensation Room
Arrangement

No contractual or 6 5 2 2 5 5
compensation
arrangement

Contractual 2 5 2 3 3 2
arrangement with
no compensation
arrangements

Percent of
professional
component revenues

Percent of gross or -- 2
net departmental
revenues

Percent of gross or
net total revenues

Percent of gross or
net departmental

Percent of total
profits

Base compensation -- -- 4 2
amount

Amount sum 1 -- 3
guaranteed

Other



Table 7.5 Compensation Arrangements Between Physicians and Nonjoint Venture Hospitals (N=203)

PHYSICIAN CATEGORY

Type of Radiology Anesthesiology Emergency Pathology Cardiology Pulmonary Other
Compensation Room
Arrangement

No contractual or 45 54 20 26 80 77 26
compensation
arrangement

Contractual 105 75 34 55 23 12 5
arrangement with
no compensation
arrangements

Percent of 3 1 30 10 15 6 7
professional
component revenues

Percent of gross or 2 -- 6 2 -- -- 2
net departmental
revenues

Percent of gross or
net total revenues

Percent of total
profits

Base compensation 6 18 60 63 24 46 42
amount

Amount sum 5 14 31 21 8 8 15
guaranteed

Other 11 13 24 18 22 20 26



CHAPTER VIII

THE EFFECT OF JOINT VENTURES ON THE
PROVISION OF NURSING HOME SERVICES

A. Introduction

Nursing home services in Florida are regulated by certificate
of Need. The limitation on the number of nursing homes presumably
results in more efficient production of nursing home services for
Florida. Unlike most other health care services in Florida" .the
primary third party payor for nursing home services is the Medicaid
program. The utilization of nursing home services by Medicaid
patients has a significant influence on the demand for services.

Private pay patients constitute the next largest group in
demanding nursing home services. Unlike most other health care
services, relatively few patients have commercial insurance
coverage or other third party payor arrangements. Thus, self-pay
or private pay patients constitute the next largest group of
patients for nursing home services. other government programs
including Medicare constitute the next largest group that demand
nursing home services.

The payer mix in a nursing home sUbstantially influences the
profitability of the facility. The. Medicaid program _has a
prospective payment for nursing home services, but this prospective
payment system provides very limited opportunity for profits-from
nursing services provided to Medicaid patients. Private pay
patients generally make substantially greater contributions to
profitability than do Medicaid patients. This results in greater
profitability for nursing homes that have a larger proportion of
private pay patients.

In this study, ownership group refers to whether nursing homes
have physician owners (joint venture facilities) or do not have
physician owners (nonjoint venture facilities.

The nursing home industry basically provides services that
have some economies of scale. Generally, it is presumed and has
been verified by empirical studies, that, beyond 120 beds, the
average cost per day of nursing home service does not decline
SUbstantially. However, smaller nursing homes tend to have higher
average costs than do larger nursing homes. The state of Florida's
Medicaid reimbursement system acknowledges this influence. This.
system establishes ceilings for the amounts that are paid for
nursing home services based on these presumed cost influences. The
state established four different ceiling rates based on whether the
home is large or small. Homes with 100 beds or less are considered
to be small nursing homes, while homes with more than 100 beds are
considered to be large. These two size groups of homes are also
subdivided into "North" and "South" to allow for differences in the
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cost of labor and/or construction in north Florida relative to
south Florida.

The costs of nursing home services are driven by the cost of
skilled nursing labor per hour and ·the number of hours of skilled
nursing services that are provided for each patient day. Skilled
nursing services include services provided by registered nurses and
licensed practical nurses. The cost per hour and number of hours
per patient day for nursing assistants, other.medical workers,. and
dietary and laundry workers will also determine costs.
Additionally, costs of food and medical supplies per day constitute
the direct patient care cost for nursing home services. Thecost
of maintenance and administrative support for the nursing home also
contribute to costs but these do not vary directly with the number
of patients that are in the nursing home. Rather these costs are
determined by the size of operation.

Fixed costs other than the cost of maintenance and
administration wages would tend to reflect the relative age of the
nursing home. Thus, depreciation and rent.charges for a nursing
home would tend to be higher for a relatively new nursing home or,
in cases where the nursing home has been resold, the most recent
owner may have higher depreciation charges even though the nursing
home may not be as new as a nursing home with a comparable amount
of depreciation. While the program for reimbursement in the state
of Florida controls for the amount of. depreciation and/or .. lease
payments that can be included as reasonable costs based on what is
called the 'fair rental value system, the actual numbers reported as
depreciation may not be the numbers that are used for computing the
Medicaid reimbursement.

The limited entry into the nursing home industry in Florida
imposed by C.O.N. regulation has led to a situation where
investment into nursing homes in Florida is considered to be a
relatively. safe investment with stable operating revenues that will
produce stable operating profits provided costs are controlled.
This presumption assumes that the demand for services is constant
and/or growing so that the nursing home, if efficient, can be
expected to operate at or near full utilization thereby generating
enough revenues to cover direct expenses and to cover the necessary
costs of depreciation and interest on borrowed funds.

Given this situation and given a cost based reimbursement
system, some nursing home businesses in Florida are heavily
leveraged. This means that owners tend to put up a relatively
small proportion of the costs' of the nursing home when it is
purchased and a high proportion of funds are borrowed creating
interest obligations for the business. Thus, as a percent of the
total cost of, or as a percent of the total revenue, interest
expenses tend to be high for such nursing homes. The effect of
these higher interest charges is to reduce the "bottom line profit"
as a percent of revenues. Nevertheless, given that a relatively
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small proportion of funds is provided by the owners and a large
proportion of funds is borrowed the nursing home may offer a good
rate of return for the amount invested by each owner.

Nursing home services are sometimes provided by government
agencies at the local level and by not-for-profit or charitable
organizations, such as churches. Costs at governmental and not
for-profit nursing homes tend to be higher than costs at for profit
nursing homes, other things constant. While. these influences are
present, most nursing homes in Florida are for profit.

Many Florida nursing homes are operated.by companies that,own
several facilities, which may 'influence the costs and charges~or

services at the nursing home. To the extent that management fees
and home office costs are charged to a nursing home by a parent
organization, these actual "expense items" may represent profits or
payments to owners. Thus, profits in the nursing home business
depend more so than in other areas on financing arrangements and
the extent to which contractual services are purchased from owners
of the nursing home.

Florida has a substantial number of continuing care retirement
communities (CCRC's). These CCRC's tend to provide services 'to
residents of the continuing care retirement facility. The nursing
home service units for most CCRC's tend to be small and generally
have costs and/or charges that are not comparable to costs"., and
charges for community nursing homes. This variation in the costs
and charges along with the fact that only one joint venture CCRC
was reported in the surveys, led to elimination of the nursing home
units that were identified as being part of a CCRC. Fifty-six of
the nursing homes responding to this survey were identified as
CCRC's and these were not included in the analysis presented here.

B. Comparisons of Joint Venture and Nonjoint Venture
Nursing Homes

This comparison of nursing homes includes only community
nursing homes. continuing care retirement communities are not
included in this comparison for reasons described above.
Government homes are also excluded from the analysis. There are a
total of 53 joint venture nursing homes and 380 nonjoint venture
nursing homes that reported adequate and consistent data. The
discussion below compares access and key financial and economic
characteristics to evaluate the impact of joint venture
arrangements on costs, utilization, and charges. The comparison
subdivides nursing homes into two groups because nursing homes with
relatively small numbers of beds tend to have different economies
of scale. The dividing point between small and large employed here
is ninety beds. Homes that have ninety or more beds are "large"
while those with fewer than ninety beds are regarded as "small."
This size grouping differs slightly from the size grouping used by
the state of Florida. Further regional variations were examined

VIII-3



and are discussed in text although no separate tables are presented
on a region-by-region basis.

Access

Comparisons of percentages of revenues from the various payer
group classes are presented in tables 8.1 and 8.2. For both size
groups of nursing home, the joint venture facilities and nonjoint
venture facilities have a similar relationship with respect to the
percent of Medicare revenues. Nonjoint venture facilities have
systematically higher percentages of Medicare revenues than joint
venture facilities. Joint venture facilities in both size groups
obtain approximately eight percent of their revenues from Medicare
patients. Nonjoint venture facilities with more than ninety beds
obtain 14.4 percent of their revenues from Medicare patients, while
nonjoint venture facilities with less than ninety beds generate
11.6 percent of their revenues from Medicare.

Medicaid revenues account for approximately half of the gross
:revenues generated by nursing homes in.__Florida. Larger joint
venture nursing homes receive approximately 45 percent of their
revenues from Medicaid. Larger nonjoint venture nursing homes earn
an even greater share of their revenues, about 56 percent from
nursing care rendered to Medicaid patients. with smaller joint
venture nursing homes, the percentage of Medicaid is substantially
higher at nearly 64 percent. Nonjoint venture smaller .nursing
homes, on the other hand, generate about 50 percent of their
revenues from services to Medicaid patients. Thus, the smaller
joint venture facilities provide proportionately more Medicaid
services than their nonjoint venture counterparts. On the other
hand, the larger joint venture facilities provide proportionately
less Medicaid services than their nonjoint venture counterparts.

A mirror image of this result emerges for self-pay patients.
Self-pay patients account for approximately 38 percent of revenues
at joint venture larger nursing homes and approximately 27 percent
for nonjoint venture larger nursing homes. For smaller nursing
homes, the reverse is again true with self-pay patients accounting
for approximately 27 percent of the revenues for joint venture
nursing homes and nearly 37 percent of the revenues for nonjoint
venture nursing homes. This patient group is generally considered
the key to financial success in providing nursing home services,
whereas Medicaid patients are accepted when private pay patients
are not available. Medicaid patients essentially cover the cost
with very little opportunity for profit, while the number of
private pay patients in the facility can substantially increase the
profitability of a nursing home. The percent of revenue attributed
to "other" is relatively inconsequential for both size groups and
for both ownership arrangements. Ownership has only a negligible
impact on the percent of revenue attributable to bad debt and/or
charity care. For most nursing homes, these amounts represent
writeoffs due to bad debts.
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Although there are regional variations in the access to
nursing home services, for large nursing homes these regional
variations are very similar for both ownership groups. with
smaller nursing homes, the joint venture facilities tend to provide
an even higher proportion of services to Medicare patients than
their nonjoint venture counterpart for all regions. For both size
groups and for all ownership arrangements the provision of Medicaid
services is SUbstantially higher in north Florida; in this region
Medicaid patients account for more ~han 60 percent of revenues.
Elsewhere in the state, Medicaid patients account for less than 50
percent of revenues. Again, for smaller nursing homes the joint
venture facilities render higher proportions of services, .. to
Medicaid patients. Proportions of services provided to self-pay
patients complement the picture for the Medicaid group. As
proportions of Medicaid patients increase, proportions of self-pay
patients decrease and vice versa.

Impacts of Joint ventures on Cost. Charges and utilization
of Nursing Home Services

Occupancy rates play a key role in determining the
profitability of nursing homes. While fixed costs are not large
relative to total nursing home revenues, profit margins tend to be
relatively small for nursing homes, and fixed costs are generally
financed with borrowed funds. Nursing homes that operate at
occupancy level above a break even point can offer high returns on
the small amount of equity investment required by an owner,
correspondingly, nursing homes that operate below a break even
occupancy level can generate substantial losses for the owners.
Thus, the occupancy level as a percentage of the total beds plays
a key role in determining profitability for nursing homes.
Further, as noted above, the payer mix has a substantial influence
on profitability as Medicaid patients (and Medicare patients)
essentially cover the cost of the service but generate little
profit for owners as services are essentially reimbursed on a cost
basis. Private pay patients, on the other hand, can generate
substantial profits. Thus, levels of utilization in terms of the
percent of occupied beds and percent of private pay patients are
key determinants of profitability.

The influence of an owner on utilization is somewhat limited,
even if the owner is a physician. Physician ownership could
influence utilization by having more patients referred to the
facility than to other facilities and by retaining patients for
longer lengths of stay. Both criteria require that the owner be
the attending physician for the patient. Results on physician
owner referrals to nursing homes in which the physician has a
financial interest indicate that these physician owners have
relatively little influence on utilization. The average percent of
referrals from owners is less than 3%; this is true for both size
groups. Thus, physicians who own nursing homes do not account for
substantial referrals to those facilities.

VIII-5



within the two size groups, the indications are that the joint
venture nursing homes differ somewhat in relative size. The
average number of licensed beds for joint venture small nursing
homes is 65.5, while small nonjoint venture nursing homes average
60.8 licensed beds per nursing home. The average number of beds
for the large size facilities are 131.4 for joint venture homes and
144.7 for nonjoint venture homes. The occupancy rates for larger
nursing home are 89. 7 percent for the j oint -venture ownership group
and 90.7 percent for the nonjoint venture facilities. While_this
difference may seem relatively small, given the numbers of nursing
homes represented here and given the economics of the nursing home
industry, this is a substantial variation in occupancy levels .-.-

Again, a mirror image of these results is presented by Table
8. 2 for the smaller nursing homes. Occupancy rates for joint
venture nursing homes average 95 percent, while occupancy rates at
nonjoint venture average 91.6 percent. The total patient days are
approximately ten percent higher for the small j oint venture
nursing homes due to the greater average number of licensed beds
and the difference in the occupancy rates. For small nursing
homes, the physician owned facilities tend to be larger than their
nonjoint venture counterparts. Thus, while there are some
variations in the occupancy rates in nursing homes, these
variations are not likely to be due directly to physician referrals
or physician influence. Since the reverse pattern emerges for
occupancy rates for larger. j oint venture nursing homes, these
results present no clear - indication that ownership influences
occupancy levels. This is not surprising given that the percent of
referrals for the joint venture nursing homes is very small.

Average charges are ~lso presented in tables 8.1 and 8.2.
Charges are reported on a gross revenue per patient day basis as
well as a net revenue per patient day basis. For the large nursing
home group the joint venture facilities have lower average gross
.revenue per patient day by approximately $1.50 per day and lower
average net revenue per patient day by approximately $2.00. Table
8.2 shows that gross revenues of small homes tend to be higher for
joint venture facilities by approximately $1.00 more per day, while
the disparity in net revenue per patient day is negligible. Thus,
although the results differ by size, there is no indication that
joint venture facilities are overall more or less expensive thna
thier nonjoint venture counterparts.

The percent discounts and contractual adjustments is
approximately 12 percent for both sizes of nursing homes and both
ownership groups: the joint venture larger nursing homes are an
exception; the average discount rate is 1. 7 percentage points
higher than the other ownership groups. Thus, j oint venture
ownership appears to have relatively little influence on the rate
of discounts~ To the extent that it does, it appears that joint
venture facilities have larger discounts than their nonjoint
venture counterparts.
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Small nonj oint venture homes have lower percent operating
incomes, and thus are less profitable than small joint venture
homes (6.7 percent for the joint ventures versus 1.8 percent for
the nonjoint ventures) . Operating income per patient day is also
negative for the smaller nonjoint venture homes. The operating
loss per patient day is about $4. In contrast, joint venture
smaller homes earn close to $5 in operating income per patient day.

For large homes, the results regarding firm'profitability- are
reversed. Nonjoint venture homes have hig~er percent operating
incomes than their joint venture counterparts (9.7 percent for the
nonjoint venture facilities versus 5.9 percent for the joint
ventures). Large nonjoint venture facilities earn about two-thirds
more operating income per patient day as the large joint venture
facilities. Furthermore, regardless of ownership status or size,
nursing homes located in south Florida are less profitable than
homes located elsewhere.

with respect to the expenses per patient day, the joint
venture facilities have lower expenses per patient day for both
size categories. The difference for the large nursing homes is
about one and one half percent ($60.49 versus $61.70), while the
difference for the small nursing homes is about 16 percent ($55.77
versus $64.60). This expense difference for the small joint
venture nursing homes may be due to the slightly larger size and
the higher occupancy rates of these facilities relative to their
nonjoint venture counterparts.

Fixed expenses per patient day present a similar pattern~ The
definition of fixed expenses differs for nursing homes in that
fixed expenses here include interest charges for the facilities.
Thus, differences in fixed expenses may be attributed to
differences in depreciation, lease and rental payments, but may
also be due to differences in financing arrangements.

For larger nursing homes, the difference between joint venture
and nonjoint venture facilities is approximately 25 percent ($9.43
versus $11.76), while the difference for small facilities is
negligible. The difference observed for the small. nursing home
group is to be expected given the higher utilization levels and
larger scale of operations that have been noted. The difference in
the larger nursing home group is somewhat surprising. Given lower
occupancy levels and smaller scale operation with the same
financing arrangements one would expect fixed expenses. per patient
day to be higher for this group. The observed difference is much
lower. This difference could be attributable to these facilities
having lower levels of depreciable assets, lower lease and rental
charges or lower interest expenses.

The combined expenses per day are about $3.50 less for the
joint venture larger nursing homes ($69.92 for the joint ventures
versus $73.46 for the nonjoint ventures). The difference by
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ownership group for the small nursing homes is even greater ($63.40
versus $72.54). Thus, with respect to expenses per patient day the
joint venture large and small nursing homes tend to have lower
expenses per patient day than their nonjoint venture counterparts.

with respect to the proportions of wages and salaries as a
percent of direct expense, the larger joint venture nursing homes
pay a lower percentage than their counterparts (42.5 percent versus
44.8 percent). It appears that at--least some-o-fvthis difference-·i-s
attributable to a lower proportion of skilled nurses in these
homes. Joint venture facilities pay 11.2 percent of their-direct
expenses as salaries to skilled nurses, while nonjoint venture
larger facilities pay 14.8 percent of their direct expenses to
skilled nurses. The inclusion of nurses aides reduces the
difference somewhat, however, joint venture facilities still pay a
smaller share of their direct expenses as salaries and wages to
nurses and nurses aides.

C. Summary

The occupancy rates, charges, and the provision of skilled
nursing care present a mirror image when small facilities are
compared to large facilities with respect to the influence of joint
venture ownership. For both groups it appears that the physician
owners have relatively little influence on both referrals and
utilization.

with respect to access, joint venture smaller nursing homes
generate more revenues from Medicaid patients than their nonjoint
venture counterparts; there are complimentary influences on
provision of services to private patients. Charges are slightly
lower for nonjoint venture smaller nursing homes and are higher for
nonj oint venture larger nursing homes. Small nonj oint venture
homes also have higher cost per patient day than similar sized
joint venture facilities. This is also-the case for larger homes.
Provision of skilled nursing services occur at higher rates for
joint venture smaller nursing homes than their nonjoint venture
counterparts; the opposite is true for larger nursing homes. While
there are regional variations, these regional influences do not
dramatically affect costs, charges, and utilization of services
with respect to the influence of joint venture ownership.

Thus, the results on nursing homes indicate that joint venture
ownership has relatively little influence on utilization and that
influences on charges tend to be positive or negligible. For the
ten joint venture large nursing homes, average revenues are lower,
and average costs are lower.

Small joint venture homes are more profitable than their
nonjoint venture counterparts. The opposite is true for large
nursing homes. Indicators of profitability show opposite results
for large and small nursing homes. Large joint venture nursing
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homes have lower operating income per day and lower percent
operating income (5.9 percent versus 9.7 percent) than their
nonjoint venture counterparts. Small joint venture nursing homes
generate positive operating income per patient day, whereas small
nonj oint venture nursing homes incur operating losses. The percent
operating income for small joint venture nursing homes is about
seven percent compared to less than two percent for their nonjoint
venture counterparts.

In summary, j oint venture ownership of nursing homes has
Iittle impact on the measures of access, costs, charges, and
utilization reported here. Further, measures of profitability show
that all nursing homes, regardless of size and ownership status,
have only modest rates of prof~t.
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Table 8. 1 Characteristics of Nursing Homes with More than 90 Beds

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N= 10) FACILITIES (N= 141)

Variable Mean Standard Mean Standard
Deviation Deviation

Percent of Revenue/Medicare 8.0% (9.6) 14.4% (13.2)

Percent of Revenue/Medicaid 44.7% (38.4) 56.0% (25.8)

Percent of Revenue/Self-Pay 37.6% (34.7) 27.3% (22.2)

Percent of Revenue/Other 1.2% (1.6) 1.2% (2.5)
including Contract Work

Percent of Revenue/Bad Debt 2.1% (5.9) .9% (3.7)
and Charity Care

Discounts and Contractual 13.7% (8.4) 12.0% (8.5)
Adjustments

Occupancy Rate 89.7% (13.3) 90.7% (13.7)

Total Patient Days 43,333 (13,956) 47,971 (19,132)

Gross Revenue/Patient Day $74.68 (21.26) $76.26 (18.22)

Net Revenue/Patient Day $63.97 (17.42) $66.28 (14.50)

Operating Income as a 5.9% (12.2) 9.7% (15.0)
Percent of Net Revenues

Operating Income Per Patient Day $3.48 (8.50) $5.71 (18.22)

Direct Expense/Patient Day $60.49 (19.24) $61.70 (21.07)

Fixed Expense/Patient Day $9.43 (4.12) $11.76 (7.35)

Salaries and Wages as a 42.5% (9.8) 44.8% (7.5)
Percentage of Total Direct
Expenses

Salaries and Wages Paid to 11.2% (6.8) 14.8% (6.4)
Skilled Nurses as a Percentage
of Total Direct Expenses



Table 8.1 Characteristics of Nursing Homes with More than 90 Beds (continued)

JOINT VENTURE
FACILITIES (N = 10)

NONJOINT VENTURE
FACILITIES (N=141)

Variable

Salaries and Wages Paid to
Skilled Nurses and Nursing
Aides as a Percentage of
Total Direct Expenses

Patient Days Per Skilled
Nursing FTE

Mean

29.8%

4,136

Standard
Deviation

(15.1 )

(4,678)

Mean

31.5%

3,073

Standard
Deviation

(12.7)

(2,025)



Table 8.2 Characteristics of Nursing Homes with Less than 90 Beds

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N =42) FACILITIES (N =227)

Variable Mean Standard Mean Standard
Deviation Deviation

-- •• _. -. f'

Percent of Revenue/Medicare 8.1% (7.8) 11.6% (11.8)

Percent of Revenue/Medicaid 63.7% (22.4) 49.4% (27.3)

Percent of Revenue/Self Pay 26.7% (19.6) 36.6% (26.9)

Percent of Revenue/Other 1.3% (2.6) 1.2% (6.7)
including Contract Work

Percent of Revenue/Bad Debt . 2.5% (7.3) 1.8% (4.5)
and Charity Care

Discounts and Contractual 12.0% (3.5) 12.1% (3.0)
Adjustments

Occupancy" Rate 95% (4.0) 91.6% (13.0)

Total Patient Day 23,179 (6,095) 20,230 (6,620)

Gross Revenue/Patient Day $67.63 (16.29) $66.90 (17.49)

Net Revenue/Patient Day $60.24 (13.81 ) $60.20 (15.16)

Operating Income as a 6.7% (9.7) 1.8% (20.1)
Percent of Net Revenue

Operating Income Per Patient Day $4.70 (5.77) -$4.04 (30.69)

Direct Expense/Patient Day $55.77 (13.08) $64.60 (35.01)

Fixed Expense/Patient Day $7.63 (4.20) $7.94 (7.22)

Salaries and Wages as a 52.9% (5.1 ) 50.9% (19.0)
Percentage of Total Direct
Expenses

Salaries and Wages Paid to 16.9% (16.0) 16.4% (9.9)
Skilled Nurses as a Percentage
of Total Direct Expenses



Table 8.2 Characteristics of Nursing Homes with Less than 90 Beds (continued)

JOINT VENTURE
FACILITIES (N=42)

NONJOINT VENTURE
FACILITIES (N =227)

Variable

Salaries and Wages Paid to
Skilled Nurses and Nursing
Aides as a Percentage of
Total Direct Expenses

Patient Days Per Skilled
Nursing FTE

Mean

30.1%

2,323

Standard
Deviation

(6.0)

(966)

Mean

33.5%

2,688

Standard
Deviation

(17.9)

(1,896)





company which has at least 15 such joint venture partnerships with
physicians in Florida.

Joint ventures and self-referrals could either' promote or
lessen consumer interests. Physicians involved in joint ventures
contend that these arrangements allow them to better monitor the
quality of care provided to their patients. On the other hand,
self-referral could enrich physicians without benefitting consumers
through higher charges and excessive utilization of services.
since treatment by a physical therapist in Florida (as well as in
23 other states) requires referral by a physician, joint ventures
may create a captive referral system which inhibits competition by
nonjoint venture providers.

Profit motivated referrals may also affect the manner in which
patients are treated. If physician owners are primarily motivated
by profits, they could provide these services at minimal possible
cost. One way to lower costs is to employ fewer licensed physical
therapists and fewer licensed therapist assistants, and hire
instead lower wage workers to perform physical therapy (nonlicensed
aides and exercise specialists). Another way to reduce costs and
to generate more revenue is to require the physical therapists and
other workers ~o treat more patients per day; this can be
accomplished by shortening the standard length of a physical
therapy visit. Thus, if profit rather than quality concerns
motivate physician ownership, then the ratio of visits to the
number of full-time equivalent (FTE) licensed physical therapists
should' be higher in physician owned centers than in nonjoint
venture facilities.

On the other hand, if the quality monitoring explanation
motivates ownership, then the number of visits per licensed
physical therapist should be comparable or even lower in physician
owned centers than in nonjoint venture facilities. These arguments
should also apply to comparison$ of the ratio of visits to the sum
of the licensed physical therapist FTEs and the licensed therapist
assistant FTEs. '

B. Characteristics of Physical Therapy Facilities

Table 9.1 reports statistics comparing the characteristics of
facilities specializing in physical therapy services. About 66
percent of the patients treated at physician owned physical therapy
centers are referred by physicians who have an investment interest
in the facility. (This percentage is computed using only those
facilities that reported the numbe~ of referrals from owners.)

Access

Access to various payer groups is indicated by the percent of
total revenue received from each payer group. Another indicator is
the proportion of gross revenues attributable to bad debt and
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charity care. Nonjoint venture physical therapy facilities receive
significantly more of their revenues from Medicare patients than
j oint venture physical therapy centers (15.5 percent for joint
ventures versus 22.6 for nonjoint ventures). Nonjoint venture
providers also generate a significantly larger share of their
revenue from Blue-Cross and commercial insurers; nearly 48 percent
for the nonjoint ventures compared about 37 percent for the joint
venture physical therapy centers. The results further show that
nonjoint venture physical therapy facilities write off signifi
cantly more of their gross revenues as bad debt and charity care
(9.5 percent versus five percent).

Joint venture physical therapy centers, on the other hand,
generate a significantly larger share of their revenues from
workers compensation patients; nearly 31 percent of the revenue of
physician owned physical therapy facilities is derived from workers
compensation patients compared to twenty percent for their nonjoint
venture counterparts.

Economic and Financial Characteristics

Table 9.1 also reports information on the utilization of
physical therapy services. Joint venture facilities provide an
average of close to 8000 visits per year, compared to 5,320 for
nonjoint venture physical therapy centers; the difference is
statistically significant. Thus, physician owned physical therapy
render about 50 percent more visits each year than similar
businesses without referring physician owners.

The difference' in the mean number of physical therapy visits
per patient is also statistically significant; the average is 16
for joint venture facilities compared to an average of 11.2 for
those physical therapy centers with no physician owners. Thus,
patients treated at physician owned physical therapy centers
receive 43 percent (4.8) more visits per patient than patients
treated at nonjoint venture physical therapy centers. In contrast,
there is only a negligible difference in the number of procedures
or modalities performed per visit. This finding is not surprising
because many insurers have imposed limits on the number of billable

. modalities per visit in their efforts to control health care costs.

Joint venture facilities charge cl"ose to $52 per physical
therapy visit, whereas nonjoint venture centers charge slightly
more than $57 per visit. This 10 percent difference in revenue per
visit is significantly higher but does not necessarily mean that
patients pay 10 percent more. The higher average revenue per visit
may be. due to the delivery of more complex and costly procedures.
Alternatively, the higher charge may be due to differences in the
average length of a visit. (Results presented below corroborate
these statements). The disparity in net revenue per visit is less,
and is not statistically significant.
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The differences in dollar amounts for average revenue per
patient are significant and reflect the higher utilization rates
that characterize physician owned physical therapy facilities.
Joint venture facilities have charges that average slightly more
than $845 per patient compared to $642 per patient for those
without physician owners. Thus, physician owned physical therapy
centers generate approximately 31 percent or $200 more revenue per
patient than nonjoint venture providers. since the nonjoint
venture ownership group has higher revenue per visit, this
significant difference in revenue per patient is attributable to
higher utilization of services in physician owned facilities.

The average percent operating income (excluding contract
expenses) of physician owned physical therapy centers is
significantly higher (42.6 percent versus 33.2 percent) than in
otherwise similar nonjoint venture facilities. For physical therapy
centers, the percent operating income adjusted for contract
expenses is a better indicator of firm profitability because most
of the contract expenses of these facilities are wages paid to
therapists employed under contract. These adjustments to include
payments for contract services in direct expenses further widens
the disparity in the percent operating income between the two
ownership groups. After contract adjustments, the percent
operating income is also significantly higher for physician owned
physical therapy centers (37.8 percent versus 26.7 percent).

Expenses are computed as the ratio of expenses to the total
number of physical therapy visits provided per facility. Direct
expense per visit is significantly higher for nonjoint venture
.facilities ($37.45 versus $29.10). The most representative measure
of the average total cost of producing a physical therapy visit is
the sum of direct expense per visit, fixed expense per visit, and
contract expense per visit. Contract expenses are included in the
calculation of the average' total cost of a visit because in
physical therapy and/or rehabilitation facilities, contract
expenses are primarily paid as wages to licensed physical
therapists.

The average total cost per visit in a joint venture physical
therapy center is $39.70. The average total cost of a visit in a
nonj oint venture physical therapy center is $51.66,. which is
approximately $12 more than the joint venture facilities. The
lower average cost per visit of joint venture facilities can be
attributed in part to the greater number of visits that
characterize joint venture providers of physical thera~y services.

Salaries and wages represent a similar proportion of direct
expenses of both ownership groups. Nevertheless, physician owned
centers allocate significantly less direct expenses to salaries and
wages for licensed physical therapists (32.7 percent versus 47.6
percent). These results suggest that physician owned centers
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provide more physical therapy services with fewer licensed
therapists.

The data reported in the last three rows of Table 9.1 show the
number of visits per full-time equivalent (FTE) licensed physical
therapist, visits per (FTE) licensed medical workers (therapists
and licensed assistants), and visits per FTE medical workers
(includes both licensed and nonlicensed employees). For all three
measures, joint venture facilities generate significantly more
visits per FTE.

Joint venture facilities render an average of 5,114 physical
therapy visits per full-time equivalent physical therapist. In
contrast, nonjoint venture facilities provide only 3,149 visits per
FTE licensed physical therapist. Thus, joint venture' facilities
provide, on average, 1,965 (62 percent) more visits per licensed
physical therapist than nonjoint venture physical therapy centers.
Based on the standard assumption of 250 working days, a physical
therapist employed by a joint venture facility treats an average of
twenty patients per day, whereas in the typical nonjoint venture
facility a physical therapist treats between 12 and 13 patients per
day.

A similar pattern emerges when the number of visits are
expressed relative to the sum of FTE licensed physical therapists
and FTE licensed therapist assistants. This ratio is 3,735 for
j oint venture centers and 2, 668 for nonj oint venture physical
therapy centers. Based on these calculations, physician owned
physical therapy facilities render about 40 percent or 1,067 more
visibs per FTE licensed physical therapy worker (includes licensed
physical therapists and licensed therapist assistants) than
nonjoint venture facilities. Again, assuming a standard of 250
working days per year, the average number of visits per day per FTE
licensed medical worker (physical therapists and therapist
assistants) in physician owned facilities is 15. The corresponding
humber for the typical nonjoint venture physical therapy center is
between 10 and 11.

The inclusion of other FTE nonlicensed medical workers in the
denominator reduces this ratio to 3,471 for· joint venture
facilities, a decline of about eight percent. For nonjoint venture
facilities this ratio decreases only slightly from 2,668 to 2,594.
These findings suggest that nonlicensed workers are substituted for
licensed workers in the provision of physical therapy services in
joint venture facilities. Nonetheless, this substitution does not
make visits per PTE equal as would be expected if joint venture
facilities and nonjoint venture facilities provide similar units of
labor per visit.

These findings suggest that joint venture physical therapy
centers provide a lower quality of care or provide simpler services
because both licensed therapy workers and nonlicensed workers spend
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less time with each patient. The finding that more visits are
produced per unit of labor in physician owned physical therapy
centers and that these centers use lower-paid labor explains why
the direct expense per visit and average total cost per physical
therapy visit is less in joint venture facilities than in nonjoint
venture firms.

Table 9.2 compares list charges of joint venture and nonjoint
venture physical therapy centers. These results show that there
are only negligible differences in the average. list charges of the
two ownership types. Further breakdowns by region revealed that
there is no consistent pattern of higher or lower charges within a
particular region. For most of procedures or treatments reported
in Table 9.2, the difference in average list charges is less than
two dollars. Thus, while physician owned physical therapy service
have higher utilization rates, there does not appear to be any
substantial difference in the charges for these services between
the two ownership groups. These results indicate that the higher
average revenue per visit at nonjoint venture facilities is
attributable to these facilities performing more complex treatments
and procedures.

C. Characteristics of Comprehensive Rehabilitation Facilities

Table 9.3 contains statistics regarding the characteristics of
comprehensive rehabilitation facilities. Both joint venture and
nonjoint venture facilities earn about 80 percent of their total
revenues from the provision of physical therapy services. The
results on occupational therapy and speech pathology services are
not presented here. Nonjoirit'venture comprehensive rehabilitation
centers generate significantly less revenues per patient for
occupational therapy services but significantly more revenues per
patient for speech therapy services. Furthermore, about 61 percent
of the patients treated at rehabilitation facilities are referred
by physicians who have an investment interest in the facility.
(This percentage is computed' using only those facilities that
reported referral information.)

Access

Access is measured by the percent of revenues received from
each of the various payer groups. Nonjoint venture rehabilitation
facilities generate significantly more of their revenues from
Medicare than their physician owned counterparts (40 percent versus
21.3 percent). Phy~cian owned facilities do not treat any Medicaid
patients, whereas the nonjoint ventured centers generate an average
of two percent of their revenues from services provided to Medicaid
patients. Nonjoint venture facilities also generate a greater
proportion of their revenues from treating self-pay patients (1.8
percent for joint ventures versus 7.7 percent for nonjoint
ventures). This difference is statistically significant.
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On the other hand, physician owned rehabilitation centers
obtain significantly more revenues from Blue Cross and commercial
insurers, ( 54 . 2 percent versus 29 . 2 percent) and they rece i ve
significantly more revenues from managed care patients (10.2
percent versus 2.7 percent). Other differences in sources of
revenue were not significant.

Rehabilitation centers with referring physician owners provide
about 50 percent (4,188) more physical therapy visits than
rehabilitation centers without physician owners (12,600 versus
8,412 physical therapy visits. This difference is statistically
significant.

The average number of physical therapy visits per patient in
physician owned rehabilitation centers is significantly higher
(13.8 for the joint venture facilities compared to 10.5 in nonjoint
venture rehabilitation centers). Thus, patients treated at
physician owned rehabilitation facilities receive 32 percent or 3.3
more physical therapy visits than patients obtaining physical
therapy treatments at nonjoint venture facilities. Again, as is
the case with facilities specializing in physical therapy, there is
little difference between the two ownership groups in the number of
procedures or modalities performed per physical therapy visit.

Joint venture rehabilitation facilities generate gross
revenues of about $65 per physical therapy visit, whereas nonjoint
venture centers generate almost $81 per physical therapy visit.
This $16.51 differential in average revenue per visit is
significant but can be attributed to the nonjoint venture centers
having a longer 'length of visit and performing more complex
procedures during each visit than joint venture facilities.
(Average list charges are lower at nonjoint venture facilities;
these results are presented below.) The difference in net revenue
per visit is about $14 and is also statistically significant.

The impact of the higher utilization rates for physical
therapy visits in j oint venture rehabilitation centers become
evident when one examines the amount of revenue generated by the
average physical therapy patient. Physician owned facilities
generate revenues of about $916 per physical therapy patient,
compared to $834 of revenue per physical therapy patient treated in
nonjoint venture facilities even though the average gross revenue
per visit is lower. Patients receiving physical therapy treatments
in joint venture facilities generate approximately 10 percent or
$82 more revenue than patients who obtain physical therapy services
at nonjoint venture rehabilitation" facilities. Yet, despite the
fact that nonjoint venture providers generate more revenue per
physical therapy visit, the difference in total revenue generated
by the average physical therapy patient is still higher for the
joint venture facilities due to the higher utilization of physical
therapy services. The difference in gross revenue per patient is
not statistically significant. (Further, as the list charge
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comparison indicates joint venture facilities perform less complex
procedures.) The difference in discounts and contractual
adjustments by ownership status is also negligible.

The average percent operating income (excluding contract
expenses) of joint venture rehabilitation centers is significantly
higher (47.7 percent versus 40 percent) for rehabilitation
facilities without referring physician owners. since the
production of rehabilitative services involves a significant amount
of contract labor for licensed therapists, the percent operating
income adjusted for contract expenses is a better measure of
overall firm profitability. Making the necessary adjustments for
contract expenses widens the disparity in the percent operating
income between physician owned rehabilitation centers and those
without physician owners; this difference is also statistically
significant. After adjusting for contract expenses, the percent
operating income is 43.3 percent for physician owned rehabilitation
centers compared to 28 percent for nonjoint venture facilities.
The difference in the mean operating income per visit between the
two ownership groups is negligible.

Expenses are expressed relative to the total number of visits
rendered per facility. As discussed in the preceding section, the
most representative measure of the average total cost of producing
a visit is ~he'sum of direct expense per visit, fixed expense per
visit, and contract expense per visit •

. Here again, direct expenses per visit are significantly higher
at nonjoint venture centers ($43.84 versus $32.41). Also fixed
expense per visit and contract expense per visit are significantly
higher for nonjoint venture facilities. The average total cost per
visit in a physician owned rehabilitation facility is $47.33. In
nonjoint venture rehabilitation facilities, the average total cost
of a visit is $67.24, which nearly $20 more than the average total
cost in joint venture facilities. The lower average cost per visit
of joint venture facilities can be attributed, in part, to the
larger numbers of visits rendered at joint venture rehabilitation
facilities. Another reason these facilities have lower expenses is
because they perform less complex treatments.

Salaries and wages represent a larger share of the direct
expense$ of joint venture rehabilitation facilities. Nevertheless,
salaries and wages paid to licensed therapists account for a
signi~icantly lower percent of total direct expenses for facilities
with physician owners (39.2 percent.versus 47.9 percent).

The data reported in the last three rows of Table 9.3 show the
total number of physical therapy visits by type relative to the
number of full-time equivalent (FTE) licensed and nonlicensed
physical therapy workers. Physical therapy services are expressed
in three ways: visits per FTE licensed physical therapist; visits
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per FTE licensed medical worker (physical therapist and licensed
therapist assistants) ; and visits per FTE medical workers (includes
both licensed and nonlicensed physical therapy'workers).

Joint venture facilities generate, significantly more physical
therapy visits per licensed physical therapist (4,024 versus
2,843). Thus, joint venture rehabilitation centers provide about
42 percent or 1,181 more physical therapy visits per licensed
physical therapist than nonjoint venture facilities. Assuming a
standard of 250 working days, a physical therapist treating
patients in a joint venture rehabilitation facility sees more than
16 patients on a typical day. Physical therapists working in
nonjoint venture facilities treat an average of 11 patients per
day. These findings suggest that physical therapy visits rendered
in physician owned rehabilitation centers are of shorter duration
than physical therapy visits in nonjoint venture facilities or that
services are not administered by licensed physical therapists.

The number of physical therapy visits relative to the sum of
FTE licensed physical therapists and FTE licensed therapist
assistants is also significantly higher (3,002 versus 1,985). Thus,
the number of physical therapy visits per FTE licensed therapist
and licensed therapist assistant is 51 percent or 1,017 visits more
in joint venture facilities relative to nonjoint venture
facilities. Under the assumption of 250 working days, the average
number of visits per day per FTE licensed medical worker (physical
therapists and therapist assistants) in physician owned
rehabilitation centers is 12; in nonjoint venture facilities this
ratio is 7.8 daily visits per licensed medical worker.

The inclusion of other FTE nonlicensed medical workers in the
denominator does not sUbstantially alter this ratio for either
joint venture or nonjoint venture rehabilitation facilities. This
evidence suggests that rehabilitation facilities do not lower costs
by employing nonlicensed medical workers to provide physical
therapy services. Rather, since the length of visit is one proxy
for quality, these findings imply that nonjoint venture facilities
provide higher quality services because their'visits are of longer
duration than the average visit in physician owned facilities.
These results may also imply that licensed practioners are not
delivering these services.

Table 9.4 compares list charges for common procedures and
treatments performed in rehabilitation facilities. For ten
procedures, the list charges are significantly higher in joint
venture rehabilitation facilities than in similar nonjoint venture
businesses. In two cases, the charges in nonjoint venture
rehabilitation facilites are higher, but the differences are not
significant. These findings indicate that joint venture
rehabilitation facilities charge more and have higher utilization
rates than nonjoint venture facilities.

IX-9



D. Summary

This chapter compares the characteristics of j oint venture and
nonjoint venture physical therapy and/or rehabilitation facilities.
These facilities are grouped by type of service: 1) physical
therapy services only, and 2) comprehensive rehabilitation
facilities providing physical therapy, occupational therapy, speech
pathology, and in some cases work hardening. Both types of joint
venture facilities receive more than 60 percent of their referrals
from owners.

Nonjoint venture facilities specializing in the provision of
physical therapy services receive significantly higher percentages
of their revenues from Medicare and Blue Cross and/or commercial
insurers. Nonjoint venture providers also write off significantly
more revenue for care provided to bad debt and charity patients.
Joint venture providers, on the other hand, generate significantly
more of their revenue from workers' compensation patients.

The access measures for rehabilitation facilities show that
joint venture centers generate significantly more revenue from Blue
Cross and commercial insurers and from managed care patients than
their nonjoint venture counterparts. On the other hand, nonjoint
venture facilities generate significantly more of their revenues
from Medicare and self-pay patients in comparison to facilities
owned by physicians. Joint ventured rehabilitation facilities do
not treat any Medicaid patients, whereas their nonjoint venture
counterparts generate about two percent of their revenues from this
payer group.

The findings for facilities specializing in physical therapy
. show that the mean number of visits per patient is significantly
higher (16 in joint venture _facilities compared to 11.2 for the
nonjoint venture centers). Thus, patients treated at physician
owned facilities receive 43 percent (4.8) more visits per patient
than patients treated at nonjoint venture physical therapy centers.

Joint venture physical therapy facilities average
significantly less revenue per visit but generate significantly
more revenue per patient. Joint venture· facilities average ·31
percent or $200 more revenue per patient due to the higher
utilization of services. Joint venture physical therapy .facilities
are also significantly more profitable than their nonjoint venture
counterparts.

Joint venture physical therapy facilities provide on average
62 percent (almost 2,000) more visits ·per FTE licensed physical
therapist; this difference is statistically significant. Physician
owned physical therapy facilities also render about 40 percent more
visits per FTE physical therapy worker (licensed physical therapist
and licensed therapist assistants). Further, there is only minimal
substitution of nonlicensed workers for licensed workers in the
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prov~sion of physical therapy services. These findings indicate
that joint venture facilities provide a lower quality of care
because both licensed therapy workers and nonlicensed workers spend
less time with each patient. These results also explain why the
average total cost of a physical therapy visit is less in joint
venture facilities than in nonjoint venture facilities.

A comparison of list charges of joint venture and nonjoint
venture physical therapy centers shows negligible differences in
the average list charges of the two ownership groups. Thus, while
nonjoint venture facilities generate significantly higher average
revenue per visit, this difference occurs either because the
treatment sessions are of longer duration or because these
treatments are more complicated than those provided in joint
venture facilities.

Patients treated at physician owned comprehensive
rehabilitation facilities average 32 percent more physical therapy
visits than patients treated at nonjoint venture facilities and
this difference is statistically significant. The mean number is
13.8 visits for the joirtt venture versus 10.5 for the nonjoint
venture.

Nonjoint venture rehabilitation facilities receive
significantly more revenue per physical therapy visit, however, the
average visit is longer than in joint venture facilities. Patients
receiving physical therapy treatments in joint venture facilities
generate 10 percent ($82) more revenue than patients who receive
'physic.al therapy at nonjoint venture facilities. The higher
revenue per' patient is due'tb the higher utilization of physical
therapy visits per patient which characterizes joint venture
facilities.

Physician owned rehabilitation facilities are more profitable
and have a lower average cost per visit than nonjoint venture
providers. Joint venture rehabilitation facilities render about 42
percent more visits per licensed physical therapist than nonjoint
venture facilities. The average number of annual visits per FTE
licensed medical worker (physical therapists and therapist
assistants) is 51 percent higher in joint venture facilities
relative to nonjoint venture facilities. These findings imply that
nonjoint venture facilities provide higher quality services because
the visits are of longer duration than the average visit in joint
venture facilities, and/or that the services are not administered
by licensed practioners.

In sum, for both joint venture physical therapy and
rehabilitation centers, average utilization rates (visits per
patient) are significantly higher and average revenue per patient
is higher; this difference in average revenue per patient, however,
is only statistically significant for facilities specializing in
physical therapy services. Finally, both joint venture physical'
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therapy and rehabilitation facilities render significantly more
visits per licensed physical therapist. This is also the case when
visits are expressed relative to the sum of FTE licensed physical
therapists and licensed therapist assistants. This suggest that
joint venture facilities provide lower quality services than their
nonjoint venture counterparts because the visits are of shorter
duration. These findings may also imply that licensed practioners
are not delivering these services.
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Table 9.1 Characteristics of Physical Therapy Facilities

JOINT VENTURED NONJOINT VENTURED
FACIUTIES (N =43) FACIUTIES (N = 74)

Variable Mean Standard Mean Standard Significance
Deviation Deviation level

Percent Referrals 65.8% (26.5)
by Physician Owners

Access
Percent of Revenue/ 15.5% (20.5) 22.6% (25.4) .084
Medicare

Percent of Revenue/
Medicaid

Percent of Revenue/ 11.0% (15.4) 7.4% (13.7)
Managed Care

Percent of Revenue/ 36.6% (28.1 ) 49.0% (30.8) .029
Blue Cross and/or
Commercial

Percent of Rev~nue/ 8.8% (13.1 ) 12.3% (22.5)
Self.Pay

Percent of Revenue/ 31.0% (30.1 ) 19.9% (27.4) .041
Other InclUding
Contract Work

Percent of Revenue/ 5.1% (9.0) 9.5% (19.3) .110
Bad Debt and
Charity eare

Utilization
Physical Therapy Visits 7,967 (4,343) 5,320 (3,995) .000

Physical Therapy Vtsits 16.0 (5.7) 11.2 (2.5) .000
Per Patient

Procedures (Modalities) 3.0 (.81 ) 2.8 (.62)
Per Physical Therapy
Visit

Charges and Costs
Gross Revenue Per $51.91 (20.56) $57.32 (21.71) .084
Physical Therapy Visit

Net Revenue Per $50.40 (17.81) $54.31 (21.23)
Physical Therapy Visit



Table 9.1 Characteristics of Physical Therapy Facilities (continued)

JOINT VENTURED NONJOINT VENTURED
FACIUTJES (N =43) FACIUTIES (N=74)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Gross Revenue Per $845.26 (479.09) $641.97 (312.72) .001
Physical Therapy Patient

Discounts and 12.6% (9.4) 11.6% (8.~)

Contractual
Adjustments

Percent Operating 42.6% (18.6) 33.2% (25.1 ) .019
Income Excluding
Contract Expenses

Percent Operating 37.8% (18.6) 26.7% (20.5) .002
Income Adjusted for
Contract Expenses

Operating Income $21.42 (12.65) $20.13 (14.36)
Per Visit

Direct Expense/Visit $29.10 (12.98) . $37.45 (19.12) .008

Fixed Expense/Visit $7.73 (6.36) $9.15 (7.10)

Contract Expense/Visit $2.87 (6.69) $5.06. (9.83)

Other Overhead/Visit $3.34 (4.08) $4.21 (6.98)

Interest Expense/Visit $.77 (1.04) $.59 (.93)

Salaries and Wages as a 68.2% (18.4) 67.1% (21.1 )
Percentage of Total
Direct Expense

Salaries and Wages 32.7% (16.8) 47.6% (19.6) .000
Paid to Licensed
Physical Therapists as a
Percentage of
Total Direct Expense

Quality
Visits Per Full-time 5,114 (2,388) 3,149 (1,808) .000
Equivalent (FTE) Licensed
Physical Therapist



Table 9.1 Characteristics of Physical Therapy Facilities (continued)

JOINT VENTURED
FACIUTIES (N =43)

NONJOINT VENTURED
FACIUTIES (N = 74)

Variable

Visits Per (FTE) Licensed
Physical Therapist and
Licensed Therapist
Assistants

Visits Per (FTE) Medical
Workersa

Mean Standard
Deviation

3,735 (2,036)

3,471 (2,049)

Mean

2,668

2,594

Standard
Deviation

(1,699)

(1,682)

Significance
Level

.001

.006

Note: aMedlcal workers include licensed physical therapists, licensed physical therapist assistants, and nonlicensed medical
workers (exercise/fitness specialists, technicians, and PT aides).



Table 9.2 List Charge Comparison for Physical Therapy Centers

JOINT VENTURED NONJOINT VENTURED
FACIUTIES (N=43) FACIUTIES (N = 74)

Procedure or Treatment Mean Standard Mean Standard
Deviation Deviation

Hot or Cold Packs $19.50 (5.25) $19.69 (5.25)

Ultrasound $21.48 (5.76) $21.65 (6.83)

Electrical Stimulation $23.58 (7.03) $23.08 (7.44)

Initial Evaluation $46.08 (16.28) $46.24 (23.30)

Tens Treatment $25.00 (6.56) $27.52 (11.76)

Activities of Daily $33.83 (10.92) $34.75 (18.90)
Living (ADL)

Manual Muscle Testing $39.26 (15.35) $41.15 (15.19)

Therapeutic Exercise $26.25 (9.53) $28.18 (12.75)
,(30 minutes)

Neuromuscular $25.33 (10.35) $26.46 (10.97)
Re-education (30 minutes)

Functional Activities $23.43 (7.01 ) $25.10 (8.61)

Stretching for Range of $23.30 (7.95) $27.84 (13.71 )
Motion

Cybex Exercise $20.92 (15.22) $19.11 (6.70)
(each additional 15 minutes)

Kinetic Activities $32.70 (8.66) $33.62 (10.22)
(initial 30 minutes)

Kinetic Activities $20.98 (5.54) $21.08 (7.01)
(each additional 15 minutes) ...

Isokinetlc Exercise $58.10 (49.32) $44.76 (24.67)

Computerized Extremity $70.70 (46.73) $65.88 (28.00)
Testing (Initial 30 minutes)



Table 9.3 Characteristics of Rehabilitation Facilities

JOINT VENTURED NONJOINT VENTURED
FACIUTIES (N=28) FACILJTIES (N=47)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Referrals 61.3% (22.9)
by Physician Owners

Access
Percent of Revenue/ 21.3% (14.5) 40.0% (27.4) .001
Medicare

Percent of Revenue/ -- -- 2.3% (10.9)
Medicaid

Percent of Revenue/ 10.2% (21.7) 2.7% (6.1 ) .052
Managed Care

Percent of Revenue/ 54.2% (30.3) 29.2% (28.9) .001
Blue Cross and/or
Commercial

Percent of Revenue/ 1.8% (3.0) 7.7% (16.9) .082
Self-Pay

Percent of Revenue/ 24.9% (33.4) 30.4% (32.4)
Other Including
Contract Work

Percent of Revenue/ 13.2% (13.8) 9.8% (10.8)
Bad Debt and
Charity Care

Utilization
Physical Therapy Visits 12,600 (7,708) 8,412 (11,462) .050

Physical Therapy Visits 13.8 (3.5) 10.5 (4.1 ) .000
Per Patient

Procedures (Modalities) 2.7 (.91 ) 2.6 (.62)
Per Physical Therapy
Visit

Charges and Costs
Gross Revenue Per $64.76 (27.02) $81.27 (43.55) .044
Physical Therapy Visit



Table 9.3 Characteristics of Rehabilitation Facilities (continued)

JOINT VENTURED NONJOINT VENTURED
FACILITIES (N=28) FACILITIES (N =47)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Net Revenue Per $61.87 (18.97) $75.49 (31.74) .025
Physical Therapy Visit

Gross Revenue Per $916.47 (410.47) $834.53 (712.69)
PhysicaJ Therapy
Patient

Discounts and 11.8% (10.3) 11.4% (12.3)
Contractual
Adjustments

Operating Income as a 47.7% (19.1 ) 40.1% (21.1 ) .087
Percent of Net Revenues
Excluding Contract
Expenses.

Operating Income as a 43.3% (19.9) 28.1% (20.8) .004
Percent of Net Revenue
Adjusted for Contract
Expenses

Operating Income $32.03 (17.04) $32.51 (27.13)
Per Visit

Direct Expense/Visit $32.41 (12.60) $43.84 (20.14) .010

Fixed Expense/Visit $8.95 (7.63) $13.00 (12.92) .100

ContraCt Expense/VIsit $5.97 (7.61) $10.40 (15.53) .100

.Other Overhead/VIsit $10.80 (13.59) $11.59 (17.45)

Interest Expense/Visit $1.25 (1.92) $1.79 (3.06)

Salaries and Wages, as a 70.6% (31.8) 71.7% (19.0)
Percentage of Total
Direct Expense



Table 9.3 Characteristics of Rehabilitation Facilities (continued)

JOINT VENTURED NONJOINT VENTURED
FACIUTIES (N=28) FACIUTIES (N=47)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Salaries and Wages 39.2% (14.0) 47.9% (17.0) .024
Paid to Licensed
Physical Therapists as a
Percentage of
Total Direct Expense

Quality
Physical Therapy Visits Per 4,024 (2,127) 2,843 (2,124) .017
Full-time Equivalent
(FTE) Licensed Physical
Therapist

Physical Therapy Visits Per 3,002 (1,825) 1,985 (1,759) .013
(FTE) Licensed Physical
Therapists and Licensed
Therapist Assistants

Physical Therapy Visits 2,934 (1,820) 1,943 (1,698) .013
Per FTE Medical Worke,-a

Note: aMedical workers include licensed physical ther~pists, licensed assistants and nonlicensed medical workers
such as exercise specialists and physical therapy aides.



Table 9.4 List Charge for Rehabilitation Centers

JOINT VENTURE NONJOINT VENTURE
FACIUTIES (N=28) FACIUTIES (N =47)

Variable Mean Standard Mean Standard
Deviation Deviation

Hot or Cold Packs $22.32 (3.92) $19.92 (4.73)

Ultrasound $26.66 (8.05) $21.18 (5.28)

Electrical Stimulation $28.11 (7.24) $23.55 (8.07) ,

Initial Evaluation $48.66 (17.59) $49.73 (20.98)

Tens Treatment $31.37 (10.34) $28.42 (10.07)

Activities of Daily Living $39.11 (12.19) $32.36 " (7.00)
" (ADL)

Manual Muscle Testin~ $49.00 (26.07) $37.31 (15.55)

Therapeutic Exercise $35.44 (10:23) $32.79 (11.47)
(30 minutes)

Neuromuscular $35.05 (17.53) $32.91 (14.11 )
Re-education (30 minutes)

Functional Activities $42.05 (22.45) $28.15 (8.04)

Stretching for Range of $34.18 (11.52) $26.53 (8.71 )
"Motion

Cybex Exercise $25.95 (12.69) $20.31 (11.75)
(each additional 15 minutes)

Kinetic Activities '$39.07 (11.92) $34.35 (10.12)
(initial 30 minutes)

Kinetic Activ,ities $25.55 (10.74) $21.24 (5.03)
(each additional 15 minutes)

....

Isoklnetic Exercise $51.57 (29.06) $56.65 (30.55)

Computerized Extremity $86.13 (47.81 ) $78.68 (52.33)
Testing (initial 30 minutes)



CHAPTER X

THE EFFECT OF JOINT VENTURES ON THE PROVISION OF
SERVICES BY FREESTANDING RADIATION THERAPY FACILITIES

A. Introduction

; This chapter examines the effects of joint ventures on the
provision of services by freestanding radiation therapy f~cilities.

Radiation therapy is used in the treatment of cancer. Most often,
radiation therapy is a specialty service provided by teaching and
other large hospitals. In Florida, these services are also pro
vided by approximately 31 freestanding centers. Of the 23
faciliti'es that filed a completed survey, 80 percent indicate that
they have some ownership arrangement that directly involves
ph~sicians. Some of these facilities are owned solely by radiation
oncologists, who render the treatments and thus are not in a
position to refer patients to their own facility.

Radiation therapy services require relatively large fixed
investment in the equipment that produces the radiation treatments.
Standard equipment typically includes diagnostic x-ray machines for
purposes of treatment design as well as one or more megavoltage
radiation machines for use in treatment. The labor costs and other
direct costs represent a relatively small proportion of total
costs. The personnel required for production of radiation therapy
treatments include radiation therapy physicists (who compute the
necessary dosages and develop treatment plans in consultation with

.physicians) , licensed radiologic technicians, radiologic technical
assistants,' as well as administrative and clerical workers.

Treatment plans are required for each patient. At the outset,
measurements are taken to assess the necessary dosages and a plan
for treatment is developed that involves not only physical
measurements, but determination of the actual number and dosage
level for the treatments. . Implementation of such plans by
delivering radiation therapy treatments generates the bulk of the
revenues.

B. Characteristics of Radiation Therapy Facilities

TabLe 10.1 reports on key characteristics of physician owned
and nonjoint venture radiation therapy centers. Less than 17
percent of the patients receiving radiation therapy treatments are
referred by physician owners. This is not surprising because many
of these owners are radiation oncologists who are generally not in
a position to refer patients to their own facility.

Access to patients is measured by the percent of total revenue
received from each of the various payer groups. Physician owned
and nonphysician owned radiation therapy facilities receive similar
shares of revenues for all payer groups.
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Economic and Financial Characteristics

Table 10.1 also reports utilization and financial statistics
for radiation therapy centers by ownership status (physician owned
versus no physician owners). The average number of radiation
treatments per patient is 45 for nonj oint venture facilities,
compared to 36.8 procedures per patient in physician owned
radiation qenters.

Physician owned facilities charge an average of $173 per
radiation therapy treatment, whereas nonjoint venture facilities
charge about $116 per treatment. Thus, the average charge per
treatment in physician owned radiation therapy centers is $57 or
close to 50 percent more than the average treatment charge in
nonjoint venture radiation centers. ,Further analysis by region
shows that gross revenue per procedure is higher for facilities
with physician owners located in north Florida as well as for those
in the southeast peninsula region.

The ultimate impact of the number of procedures and charges
per procedure is revealed by the average revenue (charges) per
radiation therapy patient. Physician owned facilities generate
revenues of more than $5,000 from treatments rendered to patients.
undergoing radiation therapy. Nonjoint venture radiation centers
generate $4,655 in revenue per patient, which is $385 less than the
average revenue of the physician owned centers. Further breakdowns
by geographic region show that gross revenue per patient is lower
for radiation therapy centers owned by physicia~s located in North
Florida. On the other'hand, gross revenue per patient is lower at
nonjoint venture facilities located in the southeast peninsula
regions. Average net revenue per patient in physician owned
radiation therapy centers is $4,079, which is $514 less than their
nonjoint venture counterparts.

Measurement of profitability is problematic because radiation
therapy revenues may be for facility services only (i.e. technical
fees) or may be for facility services and physician services (i.e.
global fees). When global fees are paid, the expense of the
physician services could be reflected in salaries or in contract
expenses (or even reported as an adjustment to revenues rather than
an expense). The data collected did not indicate the nature .of
fees or the extent and nature of expenses for physician services.
Given the potential and expenses are not reported.

C. Summary

Radiation therapy centers are predominantly owned by
physicians. Regardless of ownership status, radiation therapy
facilities generate comparable shares of their revenue from all
payer classes. Radiation therapy centers not owned by physicians
render more procedures per patient than their physician owned
counterparts. On the other hand, physician owned radiation centers
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charge more per procedure, which on net results in higher total
charges per patient.
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Table 10.1 Characteristics of Radiation Therapy Centers

JOINT VENTURE NONJOINT VENTURE
FACILITIES (N=18) FACILITIES (N =5)

Variable Mean Standard Mean Standard Significance
Deviation Deviation Level

Percent Referrals by 16.7% (32.7)
Physician Owners

Access
Percent of Revenue/ 55.7% (18.3) 57.3% (18.2)
Medicare

Percent of Revenue/ 1.0% (1.1 ) 1.1% (1.2)
Medicaid

Percent of Revenue/ 12.4% (17.6) 10.8% (10.8)
Managed Care

Percent of Revenue/ 26.0% (13.2) 27.6% (24.1 )
Blue Cross and/or
Commercial

Percent of Revenue/ 4.5% (4.2) 2.9% (2.3)
Self Pay

Percent of Revenue/ 0.8% (1.7) 0.4% (0.4)
Other Including
Contract Work

Percent of Revenue/ 16.9% (18.8) 4.0%' (1.3)
Bad Debt and
Charity Care

Utilization
Number of Patients 446 (405) 407 . (128)

Radiation Procedures 36.8 (13.3) 45.1 (18.1 )
Per Patient

Charges and Costs
Revenue/Radiation $173 (105) $116 (64)
Procedure

Revenue/Radiation $5,040 (1,371 ) $4,655 (1,509)
Patient

Net Revenue/ $4,079 (1,171) $4,593 (1,325)
Radiation Patient



Table 10.1 Characteristics of Radiation Therapy Centers (continued)

JOINT VENTURE
FACIUTIES (N= 18)

NONJOINT VENTURE
FACILITIES (N = 5)

Variable

Salaries and Wages
as a Percentage of
Total Direct Expenses

Salaries and Wages
Paid to Licensed Lab
Technicians as a
Percentage of Total
Direct Expenses

Mean

52.1%

21.0%

Standard
Deviation

(20.7)

(11.5)

Mean

44.3%

22.3%

Standard
Deviation

(29.9)

(4.3)

Significance
Level
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APPENDIX

JOINT VENTURE TAP MEMBERSHIP LIST
(Current as of September 1991)

Richard Brock
1924 Golf Terrace
Tallahassee, FL 32301
(904)877-1361

Jim Cruickshank
Associate Executive Director
Humana Hospital Bennett
8201 West Broward Blvd.
Ft. Lauderdale, FL 33324
(305)473-6600

Steve Eavenson
Senior Vice President
St. Vincent's Health System
2565 Park Street
Jacksonville, FL 32204
(904)389-1400

Edgar Lee Elzie
Macfarlane, Ferguson & Kelly, P.A.
210 South Monroe St.
P.O. Box 82
Tallahassee, FL 32302
(904)224-1215

Jeffrey M. Fine
Guilford & Fine, P.A.
2222 Ponce de Leon Blvd.
Coral Gables, FL 33134
(904)446-8411

Clark Galin
8200 W. Sunrise Blvd.
Plantation, FL 33322
(305)473-1806

Bill Guidice
Tallahassee Memorial Regional
Medical Center
Magnolia Dr. & Miccosukee Rd.
Tallahassee, FL 32308
(904)681-5238

Charles P. Hayes, Jr., M.D.
2005 Riverside Ave.
Jacksonville, FL 32204
(904)387-7656

Ben King
Assistant Vice President
National Medical Enterprises
2701 Rocky Point Dr., Suite 700
Tampa, FL 33607
(813)281-0444

Ralph Lawson, CFO
Baptist Hospital of Miami, Inc.
8900 North Kendall Dr.
Miami, FL 33176
(305)596-1960 ext. 6324

Randolph P. Collette
Department of Professional Regulation
1940 N. Monroe St., Suite 60
Tallahassee, FL 32399-0792
(904)487-9700

Donald Miller
Volusia Clinical Lab, Inc.
466-A 11th St.
Holly Hill, FL 32117
(904)252-7730

Robert Nay
Blue Cross/Blue Shield of Florida
532 Riverside Ave.
Jacksonville, FL 32236-0729
(904)791-8508

Stephen M. Presnell
Associate Public Counsel
Suite 801, Claude Pepper Bldg.
111 West Madison St.
Tallahassee, FL 32399-1400
(904)488-9330

Linda Quick, Executive Director
Health Council of South Florida
Suite 170
57/?7 Blue Lagoon Dr.
Miami, FL 33126
(305)263-9020

D. Jeffrey Sapp, Executive Director
Same Day Surgicenter of Orlando, Ltd.
88 West Kaley St.
Orlando, FL 32806-2986
(407)423-0573



Joint Ventures Tap (Cont.)

John Sforza
Florida Health Coalition
3625 N. W. 82nd Ave.
Suite 201
Miami, FL 33166
(305)592-4936

Jim Slack
Hospital Corporation of America
P.O. Box 13597
Tallahassee, FL 32317
(904)877-8129

Grady Snowden
Wesley Manor Retirement Village
State Rd. 13 at Julington Creek
Jacksonville, FL 32259
(904)287-7300

Pat Socarras
P. T. & Rehab Services ofN. W. Florida
207 Fourth St.
Ft. Walton Beach, FL 32548
(904)244-5663

Phil Unger
Assistant Vice President
Hospital Corporation of,America
P. O. Box 13597 (1830 Buford Ct.)
Tallahassee, FL 32317
(904)877-8129

John Whiddon
Chief, Medicaid Program Integrity
Department of HRS
Suite B-10
2002 Old St. Augustine Road
Tallahassee, FL 32301
(904)488-2701

Jay A. Ziskind
Matzner, Ziskind, Kosnitzky and

Jaffe, P.A.
100 S. E. 2d St., 28th Floor
Miami, FL 33131
(305)371-2000
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PREFACE

This Volume III report represents completion of the special study conducted
pursuant to Chapter 89-354, Section 6, Laws of Florida, (Appendix I) to evaluate
the impact of ownership or compensation arrangements, i.e., "joint ventures",
among health care providers in Florida.

The study effort, begun in the Fall of 1989, was assisted by a Technical
Advisory Panel (TAP) for the entire course of the study. The TAP, established in
accordance with legislative provisions, is comprised of representatives from
medical associations, hospital industry, state agencies responsible for the
enforcement of the anti-kickback laws, and other appropriate industry groups
including the insurance industry. The Appendix VI lists the TAP members.

Volume I and Volume II reports completed in January 1991 and September
1991 respectively were prepared in conjunction with researchers from the Florida
State University (FSU) and the Survey Research Laboratory at FSU. As
required, Volume I and Volume II provided data-based conclusions regarding: 1)
the scope and nature of joint ventures among health care providers, and 2) the
impact of joint ventures on costs, access, utilization, and quality of health care
services in Florida. As used in Volume II, the term "joint venture" means any
ownership, investment interest or compensation arrangement between
physicians and other health care professionals and entities to which they make
referrals. -

As its primary focus, this final volume provides recommendations for the
regulation of joint ventures with the objective of protecting the citizens of Florida
from unnecessary and costly health care expenditures. Requirements for specific
study recommendations under the enabling legislation include: 1)
recommendations on the effectiveness of disclosure requirements contained in
Section 455.25, Florida Statutes; 2) recommendations to strengthen enforcement
of the anti-kickback authority in Florida health care professional regulation
statutes; and 3) recommendation on an interagency system of coordination to
regulate the impact of joint ventures, consumer education, and regulation of
health care providers.

Also included in this Volume III report are results of physicians' survey and
results of survey of Florida and other state regulators responsible for the
enforcement of existing anti-kickback and disclosure laws. Both of these surveys
were conducted by Melissa Ahearn, Ph.D., Florida International University.
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JOINT VENTURES STUDY RECOMMENDATIONS
AS ACCEPTED BY THE BOARD ON OCTOBER 24, 1991

A. Prohibit physician owners from referring patients to those facility types
that have been identified as problematic, ie., clinical laboratories,
diagnostic imaging centers, physical therapy/rehabilitation centers and
radiation therapy centers. The exceptions to referral prohibitions
contained in the Federal "Stark" legislation should be incorporated as
they may be applicable to the provision ofservices in Florida; and

B. Improve effectiveness of disclosure requirements contained in Section
455.25, Florida Statutes, by repealing Section 458.327(2)(c), Florida
Statutes, and requiring specific and full disclosure of any financial
interest in any entity providing health care goods and services; the
disclosure statement to clarify that the patient is free to choose a
different provider and to require identification of a specific convenient
alternative in the community; and

C. Strengthen enforcement of anti-kickback authority (contained in Section
395.0185, Florida Statutes and other health care professional regulation
statutes) through legislation that incorporates AMA's requirements for
ethical practice using operational standards as set in the Federal safe
harbor on "investment interest".

In addition, Board recommends that the following provisions be implemented
concurrently.

1.

2.

3.

Institute licensing requirements for all ancillary services with licensing
requirements to include a quality assessment component. Of the facility
types surveyed and analyzed, diagnostic equipment centers, physical
therapy centers and durable medical equipment suppliers are not
currently required to be licensed by the state. These facilities are
operating without minimum levels of regulation that is exercised through
licensing procedures. These ancillary services provided in physicians'
offices are not subject to the state licensing requirements.

Require information on direct and indirect ownership ofhealth businesses
as part of the state licensing requirements with specific identification of
health practitioner owners. This information will be necessary for
enforcing any restrictions on referrals for services to joint venture
facilities.

Specifically authorize HCCB under Chapter 407, Florida Statutes, to
collect financial and patient encounter data from all health care facilities
for public dissemination and use in provider selection. Health care
providers should be assessed to support this effort specifically. This data
collection effort will facilitate effective use and enforcement of disclosure
requirements, and will allow further evaluations of impacts of joint
ventures especially in facility areas where the study results are
inconclusive.
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CHAPTER I

Statement on the Effects of Joint Ventures

Over the past 10 years, changes in the way health care is reimbursed and
delivered have provided impetus for investment in for-profit health care. Dr.
Arnold S. ReIman (former Editor-in-Chief of the New England Journal of
Medicine) in an article in the Journal in 1980, referred to the rise of the
"medical-industrial complex" as a new growth industry to supply health care for
profit. Dr. ReIman, noting that the key to control of this complex lies in the
hands of physicians, cautioned that:

"as the visibility and the importance of the private health care industry
grows, public confidence in the medical profession will depend on the public's
perception of the doctor as an honest, dIsinterested trustee. That confidence
is bound to be shaken by a financial association between the practicing
physicians and the new medical-industrial complex."

In recent years, as physicians' investment in entities to which they make
referrals have proliferated, these arrangements have come under increasing
scrutiny by critics and legislators because of issues raised by apparent conflicts of
interest. Until recently, the existing anti-kickback laws (federal and state)
which prohibit payment for referrals provided the only mechanism for controlling
abuse with respect to the provision of services in joint venture facilities by
physician investors. The federal anti-kickback authority, commonly referred to
as the "fraud and abuse" laws apply to services reimbursed under the Medicare
or Medicaid programs only. Most states have anti-kickback laws similar to the
Federal statute which apply to all payer groups.

In 1987, Congress strengthened the Federal anti-kickback statute by
authorizing the Office of the Inspector General (OIG), U.S. Department of Health
and Human Services (HHS) to exclude from the Medicare program anyone who
violates the anti-kickback statute, and by requiring the HHS Secretary to
develop regulations specifying what type of arrangements would not be subject to
prosecution under the anti-kickback laws (i.e., "Safe Harbors").

On July 29, 1991, OIG issued the long awaited final "Safe Harbor"
regulations to serve as a guide to complying with the federal anti-kickback laws.

Critics contend that existing anti-kickback laws are not effective in curbing
fraud and abuse in the health care sector. Representative Pete Stark from
California is a strong proponent of legislation to protect consumers from the
abuses of joint ventures. In 1989, Congress enacted legislation sponsored by
Representative Stark that provided a departure from reliance on the
anti-kickback laws by prohibiting physicians from referring their Medicare
patients to clinical laboratories where they have financial arrangements. At the
state level, increasing number of states have acted to require disclosure of
financial interest to patients. The state of Michigan forbids practitioners from
"directing or requiring" patients to receive services in a facility in which they
have a financial interest. Earlier this year, the state of New Jersey enacted a
law which after the effective date of the law, prohibits referral of patients to any
facility in which the practitioner acquires a financial interest. Additional federal
and state initiatives are being contemplated in the near future.
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The Florida study verifies the conclusions of earlier studies and anecdotal
evidence that physician ownership of health care businesses is a common
occurrence and that such arrangements result in higher utilization and higher
charges in some facility types. The study is based on survey data of 2,200 health
care providers with resronse rate of 82.4 percent in eleven different entity types.
Nearly 30 percent of al the responding facilities reported they were either owned
entirely by physicians or by physicians in combination with other health care
professionals or professional association. At least 40 percent of physicians
involved in direct patient care in Florida are owners of joint venture health care
facilities to which they may refer their patients for diagnosis and/or treatment.
Joint venture arrangements are significantly more common among certain types
of facilities such as diagnostic imaging centers in which 93 percent of the
facilities surveyed reported ownership by physicians. In contrast only five
percent of the responding hospitals reported ownership by physicians. For three
types of entities, i.e., clinical laboratories, diagnostic imaging centers, and
physical therapy/rehabilitation centers, the results clearly indicated that joint
ventures ownership had negative impacts on either access, costs, charges or
utilization. Contrary to the claim of the proponents of joint ventures, the study
also concluded that joint ventures do not increase access to roral or underserved
indigent patients.

Chapter II of this volume reviews a survey that was conducted on a random
sample of Florida physicians to obtain information on the practice patterns of
physicians in joint ventures vs. physicians not involved in joint ventures. This
survey did not yield sufficient responses to render statistically valid analysis
regarding physician practice patterns. However, the survey did conclude that
non-joint venture physicians treat significantly higher proportions of both
Medicaid and self-pay (uninsured) patients.

Results of Survey of Florida regulators and regulators across states
responsible for the enforcement of the anti-kickback authority regarding the
effectiveness of current laws and recommendations for changes in the existing
law for regulating joint ventures are covered in Chapter III of this volume. The
majority of regulators surveyed felt that joint ventures probably increase costs
and utilization and do not increase access or quality. The majority also felt that
current regulations of joint ventures was ineffective. Most, 'regulators believe
that patients are too vulnerable to make effective use of disclosure requirements.
Regulators prefer an ongoing program of data collection and analysis to be used
to further refine regulations and to disseminate health care provider data for use
in provider selection.

Chapter IV of this volume includes the regulatory options and
recommendations. Four basic options are identified; ranging from the most
restrictive, prohibiting referrals to facilities in which physicians have ownership,
to the least restrictive, relying on data collection and disclosure to control abuse.
Board recommended approach is included in this chapter.
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CHAPTER II

Results of the Physicians' Survey

As part of the study regarding the scope and nature of joint ventures, a
physician survey was sent to a random sample of Florida physicians. The survey
was specifically designed to obtain information on the practice patterns of
physicians not involved in joint ventures and those involved in such
arrangements. The survey was designed to be anonymous. However, physicians
were asked to fill out a certification form to be mailed back separately, certifying
that they had filled out the survey.

Description of the Survey Instrument

The survey asked that physicians answer all questions based on the nature
of their practice in 1989. Thus, physicians who are solo practitioners were asked
to fill out the survey based on their solo practice; in contrast, physicians who
practice in groups were asked to have the chief physician in the groups fill out
the survey based on the entire group.

The first group of questions in the survey focus on demographic
characteristics of physicians. These characteristics include location (by HRS
district), type of setting in which physicians practice (solo, group, or other), the
nature of the group (one vs. many specialties), specialty of the responding
physicians, and hours per week the physician practices.

The second group of questions in the survey ask physicians for total
procedures, charges, and patients for the following services rendered in the
offices of the physician's medical practice: X-ray procedures, magnetic resonance
imaging (MRI) services, CAT scan procedures, clinical laboratory procedures,
physical therapy procedures, durable medical equipment or goods dispensed, and
surgical procedures. In addition, for each of these, physicians were asked to
report the total number of patients receiving that procedure in a joint-ventured
facility vs. the total number receiving that procedure in a non-joint-ventured
facility.

The third group of questions in the survey focus on the payer configuration of
physicians' practices. More specifically, these questions ask· for the percent of
three types of prepaid patients (IPA, PPO, HMO), total number of patients, and
percent of payer class across all payers (for a total of 100 percent). In addition,
physicians were asked to what extent they discounted full charges and the
percent of time spent providing services without charge.

The fourth group of questions in the survey focus on the characteristics of
joint ventures. These include income derived from joint ventures, the extent of
equity investment, reasons why physicians chose to become involved in joint
ventures, type of joint venture (for example, physical therapy center or diagnostic
imaging center), percentage of ownership, number of referrals, and the nature of
goods and services provided to ph}'sicians through the joint ventures, and from
physicians to the joint venture. ~uestions were also asked regarding whether
notice of the joint venture was given to patients, and if so, how.
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The final group of questions in the survey related to referrals to and income
from financial arrangements (other than ownership interests) with entities to
which physicians refer patients. In addition, physicians were asked to indicate
the types of goods and services provided as a result of the financial arrangement.

The response rate across survey questions varied widely. Questions with
usable responses from more than 50 percent of the respondents are analyzed in
this report.

Response Rate of the Survey

Surveys were mailed to 500 physicians who had been identified as
joint-ventured physicians through the surveys of entities and to 500 physicians
not identified as joint-ventured physicians. (Below, this group is referred to as
the comparison group). The sample size was chosen to enable drawing
statistically valid conclusions about subsets of physicians by geographic area and
specialty. Meaningful analysis of sub-groups by region and specialty type would
require 50 percent of the surveys to be returned with complete and internally
consistent information.

The overall response rate was 34.7%, with 347 physicians indicating
joint-ventured status; many of these responses were incomplete or provided
internally inconsistent information. This response rate is based on surveys
received before the designated deadline that show an attempt to fill out most of
the survey. About 80 additional surveys were received that were not usable at
all. Among the 347 surveys that were counted as having been completed, some
questions were left blank. For example, questions requesting information about
total income, income from joint ventures, total number of referrals for
joint-ventured and non-joint ventured services, and equity interest show low
response rates.

Of the 347 physicians who indicated whether they were joint-ventured, 158
physicians (45.5 percent) responded that they were joint-ventured, and 189
physicians (54.5 percent) responded that they were not joint-ventured. However,
surveys were identifiable as to whether they were mailed to physicians known to
be joint-ventured (through information collected in the entity survey discussed in
Volumes 1 and 2) or mailed to physicians that had not been identified as
joint-venture owners in the entity survey. Because the entity survey did not
encompass the population of entities, some proportion of the physicians in the
comparison group were expected to be joint-ventured.

Of 165 surveys mailed to physicians who were reported by entities to have
been joint-ventured with the entity in 1989, 37 physicians (22 percent) reported
non-joint-ventured status and 128 reported joint-ventured status. This difference
could be due to several reasons. First, one can reasonably assume that some
joint-ventured physicians preferred not to report their joint-ventured status.
This preference would not be surprising for two reasons: reporting it would
require completing an additional portion of the survey; and information from the
survey could potentially result in regulatory constraints on physician activity
with regard to joint ventures. A second reason that may have affected lack of
reporting joint-ventures is misunderstanding the survey. For example, some
physicians who are joint-ventured may not have understood the surveyor its
definitions. However, the survey was developed with the assistance of the
technical advisory panel and the survey research lab at Florida State University·
so as to be as clear as possible. For example, the instructions clearly stated that
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physicians should provide information about their status in 1989. However,
some physicians who were joint-ventured in 1989 but have since become
non-joint-ventured may have erroneously reported on their current status instead
of their 1989 status as required by the survey. Finally, it is possible (but
unlikely) that some entities gave erroneous information regarding the identity of
owner in 1989.

Of 182 surveys received from the comparison of physicians, 30 physicians
reported that they were joint-ventured. As indicated earlier, since the survey of
entities did not encompass the population, some joint-ventured physicians could
not be properly categorized as to joint-ventured status. Given results that some
known joint-ventured physicians did not report their joint-ventured status, it is
reasonable to assume that of the 152 physicians who were assumed to be
non-joint-ventured and who responded that they were non-joint-ventured, some
proportion failed to report their joint-venture. To project the number of
physicians expected to be joint-ventured, the number of control-group physicians
who reported joint-venture status (30) is multiplied by a factor of 1.289 (one plus
the ratio of reported to non-reported joint-ventured physicians--37/128=28.9
percent). The result is the adjusted number of joint-ventured physicians, 38, in
the control group who can be presumed to be joint-ventured. Thus, 21.2 percent
of the control group is presumably joint-ventured.

As shown in Table 1, overall response rates did not vary significantly
between the joint-venture and the comparison group. Standard survey
techniques as suggested. by DiJ1man indicate that the survey method employed
here should have produced a 60 percent response rate. The actual response rate
is substantially lower than 60 percent in spite of the importance of this survey
and the fact that this survey was mandated by the Florida Legislature.

The percentage of physicians reporting joint-venture ownership
arrangements is substantially higher than prior research has shown. However,
this proportion is in Fart due to an oversampling of physicians previously
identified as owners 0 joint ventures. Results reported in Volume II of this
study indicate that about 40 percent of office-based direct-care physicians are
owners of health care businesses other than their practices. Thus, the
oversampling of referring physicians is not as large as had been expected.
Further, the 40 percent figure understates the joint-ventured proportion of
referring physicians because some types of facilities were not surveyed and
because nonresponding entities were found to be more likely to be joint-ventured
proportion of referring physicians because some types of facilities were not
surveyed and because nonresponding entities were found to be more likely to be
joint-ventured than responding entities. Nevertheless, to the extent that
oversampling took place, the oversampling provides a clearer picture of the
practice characteristics of physicians involved in joint ventures.
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Table 1: Physician Responses Regarding Joint-Ventured Status

Surveys Mailed to Known Joint-Ventured Physicians

Reported Joint Venture
Did Not Report Joint Venture
Total Responses
No Response

128
37
165 (33%)
331 (67%)

Surveys Mailed to Presumed Non-Joint-Yentured Physicians

Reported J oint-Venture
Reported No Joint Venture
Total Responses
No Response

Total Reported Joint Ventured Physician~

Total Reported Non-Joint Ventured Physicians

Total Joint Ventured Physicians
(UnreJ).J>)'ted and Reported}
Total Non-Joint Ventured Physicians

Total Physicians
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30
152
182 (36%)
318 (64%)

158 (45.5%)
189 (54.5%)

195 (56%)
152 (44%)
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The Nature and Scope of Joint Ventures and Joint-Ventured Physicians:
Descriptive Statistics

Surveys with joint-venture status and specialty indicated were analyzed as
to distribution of joint-venture status across specialties (see Table 2). Physicians
known to be joint-ventured in 1989 but who reported non-joint-ventured status
(37 physicians) are excluded from this analysis. As shown, specialties most
likely to be involved in joint ventures include internal medicine (41.4 percent of
joint ventured physicians), surgery (18.4 percent), general practice (11.8
percent). In comparing the number of joint-ventured vs. non-joint-ventured
physicians across specialties, responding physicians in internal medicine,
surgery, neurology, and pathology were more likely to be joint-ventured than
non-joint-ventured.

Specialties that were substantially more likely to be non-joint-ventured than
joint-ventured included psychiatry and anesthesiology. In the case of
anesthesiologists, a substantial proportion of services rendered are ordered by
other physicians. Thus, these physicians, as well as pathologists and
radiologists, are more likely to perform nondirect, or ancillary, care. However,
pathologists are more frequently joint-ventured than not joint-ventured in this
sample, indicating that nonreferring physicians also have incentives to joint
venture to some extent.

Across 158 physicians reporting joint-ventured status, 263 joint ventures are
represented, with 67 physicians being involved in more than one joint venture.
The average number of joint ventures per joint-ventured physician is 1.6. Table
3 summarizes information regarding physician specialties with more than one
joint venture. Specialties in the sample most frequently having multiple joint
ventures include internal medicine, surgery, and general practice.

Table 4 summarizes reported joint ventures by type and physician specialty.
A total of 227 joint ventures were identified by type. The most common joint
ventures reported in the sample are diagnostic imaging centers, representing 45
percent of total joint ventures identified. Other common categories include
clinical laboratories (12 percent), physical therapy and rehabilitation (8 percent)
and ambulatory surgical centers (8 percent).

Comparing Joint-Ventured and Non-Joint-Ventured Physicians using Tests of
Statistical Significance

Characteristics of joint-ventured and non-joint-ventured physicians were
compared using chi-square tests and t-tests using a significance level of .05. For
purposes of this part of the analysis, physicians who were known to be
joint-ventured in 1989 but who reported as non-joint-ventured physicians are
deleted from the sample, since the nature of this discrepancy is unclear. Several
statistically significant findings were obtained.

First, the relationship between joint-venture of any type and specialty was
statistically significant. In particular, internal medicine, surgery, and neurology
were disproportionately likely to be joint-ventured.

Second, the relationship between joint-venture types and specialty was
statistically significant. For example, obstetrician/gynecologists and neurologists
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Table 2: Responding Physicians by Specialty and Joint-Ventured Status
(n=300 physicians)

Specialty J oint-Ventured Non-Joint Ventured
Number 9QJY % Spec Number %NJV ~ec

General Practice 18 11.5 42.9 24 16.7 57.1
Ob/Gyn 9 5.8 47.4 10 6.9 52.6
Internal Medicine 63 40.4 70.8 26 18.1 29.2
Surgery 28 17.9 57.1 21 14.6 42.9
Pediatrics 5 3.2 35.7 9 6.3 64.3
Psychiatry 1 .6 8.3 11 7.6 91.7
Neurology 6 3.8 66.7 3 2.1 33.3
Oncology 3 1.9 50.0 3 2.1 50.0
Radiology* 7 4.5 58.3 5 3.5 41.7
Pathology* 6 3.8 75.0 2 1.4 25.0
Anesthesiology* 2 1.3 15.4 11 7.6 84.6
Ophthalmology 6 3.8 37.5 10 6.9 62.5
Podiatry 1 .6 100.0 0 9.9 0.0
Other 1 .6 10.0 9 6.3 90.0
Total 156 100% 100% 144 100% 100%
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Table 3: Number of Joint-Ventures Across Physician Specialties*

Specialty Number of Joint-Yentures per Physician
1 2 a 4:6 ThW (% with 2

or more
joint
ventures

Internal Medicine 35 14** 11 3 63 (420/0)
Surgery 16 6 4 2 28 (18%)
General Practice 8 8 1 1 18 (15%)
Neurology 3 1 0 3 7 (6%)
Pediatrics 1 4 0 0 5 (6%)
Radiology 6 1 1 0 8 (3%)
Pathology 3 1 2 0 6 (4%)
Ob/Gyn 8 1 0 0 9 (1.5%)
Psychiatry 0 1 0 0 1 (1.5%)
Oncology 3 1 0 0 4 (1.5%)
Opthalmology 5 0 0 1 6 (1.5%)
Anesthesiology 2 0 0 0 2 (0.0%)
Podiatry 1 0 0 0 1 (0.0%)
Other 1 0 0 0 1 (0.0%)
Total 92 38 19 10 159 100%

*Some responses indicated number of joint ventures but not specialty. These could not be
included in this table.
**For example, 14 physicians practicing in internal medicine reported being involved in
two joint-ventures.
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Table 4: Joint-Ventures by Type and Physicians Specialty
(n=228 joint-ventures)*

Joint Venture Type

Diagnostic Imaging/
Diagnostic Lab

Clinical Laboratory/Lab

Ambulatory Surgical
Center

Physical Therapy

Durable Medical
Equipment

Home Health Care

Radiology Center

Hospital

Stone Center

Number and % of
Joint Ventures

102 (45%)

28 (12%)

18 (8%)

19 (8%)

9 (4%)

12 (5%)

8 (3.5%)

9 (4%)

8 (3.5%)

Top Three Specialties (%)

Internal Medicine (38.2%)
Surgery (18.6%)
General Practice (7.8%)
Neurology (7.8%)

General Practice (22.2%)
Internal Medicine (51.9%)
Neurology (11.1%)

Surgery (27.8%)
Opthalmology (27.8%)
Ob/Gyn (16.7%) ,

Surgery (42.1%)
Internal Medicine (26.3%)
Neurology (21.2%)

Internal Medicine (33.3%)
Surgery (33.3%)
General Practice (22.2%)

Internal Medicine (41.7%)
Surgery (33.3%)
Neurology (16.7%)

Internal Medicine (62.5%)
General Practice (12.5%)
Neurology (12.5%)
Oncology (12.5%)

Internal Medicine (33.3%)
Radiologist (11.1%)
Pathologist (11.1%)
Anesthesiologist (11.1%)
General Practice (11.1%)
Ob/Gyn (11.1%)
Surgery (11.1%)

Internal Medicine (87.5%)
General Practice (12.5%)

*15 additional joint ventures fell into an "other" category.
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were disproportionately likely to invest in diagnostic laboratories. Internists
were disproportionately likely to invest in clinical laboratories. Surgeons
were disproportionately likely to invest in ambulatory surgical centers,
physical therapy and rehabilitation centers, durable medical equipment, and
home health care centers.

Third, the relationship between joint-venture status and referring status
was also statistically significant. Specifically, physicians who are likely to
refer patients to outpatient ancillary services are significantly more likely to
be involved in joint ventures than other physicians. Physician specialties
classified as nonreferring include pathologists, radiologists, anesthesiologists,
and psychiatrists. The first three specialties often provide indirect care -
care ordered by other physicians. Psychiatrists are unlikely to use ancillary
services represented in this sample.

Fourth, non-joint venture physicians were significantly more likely to
report serving higher proportions of Medicaid patients than joint-venture
physicians.

Fifth, the relationship between joint-venture status and urbanization is
also statistically significant. In particular, joint-ventured physicians are
disproportionately likely to reside in the most heavily populated areas
(Districts 5, 7, 10, and 11).

Finally, joint-ventured physicians were more likely to report working
full-time than non-joint-ventured physicians. In addition, joint venture
physicians were more likely to report working in group practices than in solo
practices.

Specific Business Arrangements between Joint-Ventured Physicians and their
Joint-Ventures

The last part of the survey was designed to be specific as to each joint
venture rather than each joint-ventured physician. This allowed for
physicians who were joint-ventured with more than one entity to report
information for each entity. Therefore, observations in this section are
reported on the basis ofjoint ventures rather than physicians.

For 190 responding joint ventures, 112 (59 percent) joint ventures had
received goods, services, or compensation from the joint-ventured entity. Out
of 110 responses, 76 (70 percent) indicated that the business agreed to share
profits with the joint-ventured physician or his or her medical group practice.

Finally, physicians were asked whether notice was ~ven to patients
regarding the joint-ventured status of the business to whIch patients were
referred. Out of 168 responses across joint ventures, 93 (55 percent) answered
affirmatively. Eighty (80) respondees answered other questions about how
notice was given. Fifteen percent of respondees indicated that notice was
given through a written letter. Seventy-one percent indicated that notice was
given verbally.

Table six shows that the results in this Chapter represent responses from
all geographic areas of the state.

Now attention is turned to results of the regulator surveys.
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Table 5: Differences in Reported Proportions of Patients across Payers,
Non-joint ventured vs. Joint-ventured Physicians

Payer
NJV
Avg%

JV
Avg% T-Value (Significance)*

Medicare 41.5 46.0 -1.39 (.16)

Medicaid 14.1 8.4 2.07 (.04)

HMO/PPO 17.1 18.7 -.54 (.59)

Traditional 24.2 23.4 .26 (.79)

Self-Pay 21.6 15.7 1.91 (.06)

Other, including
Contract Work 11.7 9.7 .64 (.52)

Bad Debt/Charity 15.7 14.6 .37 (.71)

* This test calculates the sample means for non-joint-venturedand joint
ventured physicians and tests the significance of the difference
between the means.
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Table 6: Responses across Areas of Florida*

Area**

Area 1 - North Florida

Area 2 - Western Peninsula

Area 3 - Central and Eastern

Area 4 - Southeast

Joint
Venture

8

59

29

39

Non-Joint
Venture

38

36

27

36

Total (%)

46 (16.9%)

95 (34.9%)

56 (20.6%)

75 (27.6%)

*Physicians who were known to have a joint venture but who responded
otherwise were not included in these calculations.

**Area 1 consists of HRS Districts 1, 2, 3, and 4.

Area 2 consists of HRS Districts 5, 6, and 8.

Area 3 consists of HRS Districts 7 and 9.

Area 4 consists ofHRS Districts 10 and 11.
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CHAPTER III

Results of the Survey of Regulators

States' Regula~

Regulators across various states were surveyed regarding the
characteristics and effectiveness of current state laws related to financial
arrangements between physicians and health care businesses, perceptions
regarding the current level and effects of joint ventures, and recommendations
regarding changes in their state's law. The survey was conducted by
telephone in May 1991 prior to the release of the Joint Ventures Volume II
report. However, surveyees who indicated a preference for filling out the
survey themselves were accommodated.

Description of the Survey Instrument

The survey was designed to obtain information from state regulators
regarding three primary topics: the nature and effect of current law; the
nature and effects of joint ventures on health care costs, access, and quality,
and recommendations regarding change or no change.

The first set of questions in the survey focus on characteristics of those
being surveyed. Characteristics include type of expertise (legal or
administrative), length of time in current regulatory position, and
self-ranking of one's own understanding related state law. The next set of
questions focus on the nature, enforcement, and effectiveness of current law.
The final set of questions are opinion questions relating to the perceived
effects of joint ventures and how joint ventures should be regulated, if at all.

For opinion questions, regulators could select one of five categories:
definitely, probably, no opinion, probably not, and defmitely not. Regulators
were asked to answer all questions on the basis of their experiences and
perceptions formed while regulating joint ventures.

Regulators Who Were Surveyed

Fifty-one regulators were surveyed across states. Two types of regulators
were surveyed: representatives of states' medical licensing boards and
representatives of states' Medicaid Fraud Control Units. For states' licensure
boards, the executive director was appraised of the nature of the survey and
then asked who would be the most knowledgeable person in that organization
to answer the survey questions. Occasionally, these entities would defer to
another individual in a different entity who had more expertise in the area.
Thirty of those interviewed were attorneys, twenty were administrators, and
one was a physician. (Altogether, eleven regulators were interviewed in
Florida. However, for purposes of the analysis across states, only the Florida
Medicaid Fraud Control Unit and the state Department of Professional
Regulation were included to ensure equal representation of Florida.)
Altogether, 36 states are represented in the survey. States not included
declined to participate or failed to respond.

The majority (59 percent) of regulators surveyed have been in their
current positions for more than five years. Thirty-three percent have been in
their current positions for between one and five years. Forty-nine (96 percent)
of those surveyed rated their understanding of state law as excellent or
moderate.
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Characteristics ofStates Surveyed

Characteristics of states are also included in the analysis to measure the
effect of urbanization and patient vulnerability on the likelihood that states
have regulation of joint ventures in place and the likelihood that regulators
recommend increased stringency of regulation and the likelihood that
regulators see the effects of joint ventures as positive or negative. Two
measures of urbanization were obtained: persons per square mile and the
percent of the population residing in metropolitan areas (defined as
contiguous urban areas with 50,000 or more people). Two measures of patient
vulnerability were obtained: percent of the population age 65 and over and
the state's mortality rate (number of deaths per thousand). The number of
persons per square mile range in the sample from 1 to 1027. The percent of
metropolitan population ranges in the sample from 19 to 100 percent. The
percent of older persons ranges from four percent to 18 percent. The mortality
rate ranges from 4.1 to 10.7 deaths per thousand population.

Current State Law

Regulators were asked to describe state law relative to four types of
regulation: 1) laws not allowing providers to have ownership interests in any
types of entities; 2) laws not allowing providers to refer patients to partially
owned entities; 3) laws requiring disclosure to patients of ownership interests;
and 4) laws regarding split fees and kickbacks.

Ownership. Only two states reported ownership constraints on certain
providers. These states, Utah and Massachusetts, do not allow providers to
be part owners of pharmacies. Both states felt that this provision is very
effective in preventing the situations it is designed to prevent. One state had
a proactive monitoring mechanism, while the other state had a passive
monitoring mechanism. .

Referral to Owned Entities. Only two states reported having a constraint
on referrals to owned entities: Virginia and Michigan. In Michigan, the
conclusion of a recent court case was that physicians may send patients if
they disclose ownership. Thus, the effect of current law· is unclear in
Michigan. The Michigan regulator saw this law as somewhat effective, while
the Virginia regulator saw this law as ineffective. Both states enforce the law
passively through complaints rather than proactively.

Disclosure for Referrals to Owned Entities. Twelve states reported laws
requiring disclosure to owned entities. In addition, Massachusettes reported
that disclosure is required for physicians who are part owners in physical
therapy entities. Eight regulators reported that this law is at least somewhat
effective, while five regulators reported the law to be somewhat ineffective.

Financial Remuneration for Referrals. Twenty-one states reported
having laws lrohibiting any financial remuneration for referrals, including
split-fees an kickbacks. Most states monitor the law passively through
complaints. Only nine regulators felt that this law is at least somehwhat
effective. Many regulators complained that this law is difficult if not
impossible to enforce.
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Relationships between Current Regulation, Urbanization, and Patient
Vulnerability

Statistical chi-square tests were used to measure any relationship
between states' configuration of current regulation and the level of
urbanization in a state. States with higher levels of urbanization are
significantly more likely to have more types of regulation.(I) In addition,
states with more persons per squl!re mile are significantly more likely to
regulate joint ventures in some way. Tests were also conducted to see if the
type of current regulation is related to percent of persons age 65 and over or
the state mortality rate. These tests showed an insignificant relationship
between these variables.

Regulators Perceptions Regarding the Effects of Joint Ventures on Health
Care Costs, Utilization, Access, and Quality

Twenty-seven regulators (53 percent) felt that joint ventures either
definitely or probably increase health care costs in their state. Seven (14
percent) felt that joint ventures probably or definitely do not cause costs to
increase. The remaining regulators expressed no opinion.

Thirty-three regulators (69 percent) said that joint ventures either
definitely or probably increase unnecessary utilization of health care services.
Seven regulators (14 percent) said that joint ventures probably or definitely
do not cause costs to increase. The remaining regulators expressed no opinion.

Twenty-two regulators (43 percent) said that joint ventures probably do
not affect access to care. Nine regulators (18 percent) said that joint ventures
probably do affect access to care. The remaining regulators expressed no
opinion.

Finally, 28 regulators (55 percent) said that joint ventures probably or
definitely do not affect the quality of care. Ten regulators said that joint
ventures probably do affect the quality of care. The remaining regulators
expressed no opinion.

Relationship between Perceptions of the Effects of Joint Ventures,
Urbanization, and Patient Vulnerability

Chi-square tests show that regulators in states with higher mortality
rates are significantly more likely to believe joint ventures between
physicians and health care businesses cause costs to increase. Regulators in
states with more urbanization (measured by percent of the population in
metropolitan areas) are significantly more likely to believe that joint ventures
increase unnecessary utilization of healthcare. Finally, regulators in more
urbanized states are significantly more likely to believe that joint ventures do
not affect the qualit;r of care.

Regulators Recommendations regarding Regulation

The majority of regulators (73 percent) said it is important for their state
to have laws regulating joint ventures. The preferred (62 percent)
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method of regulation was collecting charges and utilization data for
joint-ventured vs. non-joint-ventured entities and using the data to determine
appropriate regulation. The same number of regulators recommended
collecting similar data related to physicians who entirely own their own
diagnostic imaging equipment.

The second most preferred (57 percent) method of regulation was
disclosure of ownership to patients. However, 53 percent of regulators said
that patients are probably too vulnerable either physically or psychologically
to make effective use of such information.

Relationship between Regulatory Recommendations, Urbanization, and
Patient Vulnerability

Results of chi-square tests show that regulators in urban states were
significantly more likely than regulators in relatively rural states to
recommend regulating joint ventures in some way. In addition, regulators in
states with higher proportions of older persons were significantly more likely
to recommend regulation. Also, regulators in states with higher mortality
rates were significantly more likely to recommend regulation of joint
ventures. In addition, regulators in states with higher mortality rates were
significantly more likely to perceive patients as too vulnerable to make
effective use of disclosed ownership information.

Florida Regulators

Florida Regulators Who Were Surveyed

Eleven Florida regulators were surveyed. Surveyees include
representatives of the Medical Prosecution and Medical Investigation sections
of the Department of Professional Regulation, the HRS Office of Licensure
and Certification (including the Clinical Laboratory Section, the Nursing
Home Section, and the Hospital Section), the Medicaid Fraud Control Unit in
the Auditor General's Office, and the criminal investigation unit for Medicare.

Current Florida Law

The selection of regulators surveyed reflects the nature of Florida law,
which encompasses a diversity of provisions and enforcing agents. Under
Florida's anti-kickback statutes, no person may payor receive any
commission, bonus, kickback, or rebate or engage in any split-fee
arrangements with any physician, organization, agency, or person, for
patients referred to providers of healthcare goods and services, including
hospitals, nursing homes, clinical laboratories, ambulatory surgical centers
and pharmacies. Florida's anti-kickback statutes apply to private, state, and
federal providers

Florida law also requires that physicians having an equity interest in
excess of 10 percent disclose that ownership to patients (Section 458.327,
Florida Statutes). The physician must also notify the patient of his or her
right to obtain services at the location of the patient's choice. Exceptions to
the law include ownership of registered securities traded on a national
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exchange, a physician's own practice when the service is provided solely for
the physician's own patients and is provided by or under the sUEervision of
the physician, and ownership in real property resulting in a landlord-tenant
relationship between the physician and the entity in which the equity interest
is held. However, in the latter situation, rent cannot be determined by
business volume. This disclosure law is enforced by the Department of
Professional Regulation and the appropriate licensing boards, either of which
can take disciplinary action as prescribed by rule.

Florida law also requires practitioners licensed under Chapters 458
(Medical Practice), 459 (Osteopathy), 460 (Chiropractic), 461 (Podiatry), or
466 (Dentistry), Florida Statutes, to disclose any financial interest in writing
to patients referred to joint ventures involving physical therapy or the
provision of medicinal drugs (Section 455.25, Florida Statutes). Violation of
this law is a misdemeanor of the first degree. This law is enforced by the
Florida Department of Professional Regulation and the appropriate
professional licensing boards.

Characteristics ofThose Surveyed

Seven administrators and four attorneys were surveyed. Seven
regulators have been in their current regulatory position for more than 5
years; four regulators have been in their positions between one and five
years. Nine regulators ranked their own knowledge and understanding of
Florida state law related to joint ventures as moderate. Two regulators
ranked their knowledge as poor. No regulators ranked their knowledge of
Florida law as excellent.

Results of the Survey

Effects of Joint Ventures. The majority .of regulators felt that joint
ventures probably or definitely contribute to increases in health care costs in
the state and to overutilization. The majority also felt that joint ventures on
balance probably do not increase overall access to health care; rather, most
regulators felt that joint ventures are primarily constituted for profit motives
rather than access motive. Regulators also agreed that, on balance, joint
ventures probably do not contribute to quality of care and probably do not
increase the level of market competition (defined as price competition). A few
regulators stated that while they were willing to state opinions in terms of
probabilities, additional data need to be collected to further analyze costs,
utilization, and access.

Adequacy of current regulation. Most regulators described Florida
disclosure law as not very effective or ineffective. Several regulators stated
that they were uncertain as to the effect of this law because it has not been in
force long enough. Nine of eleven regulators stated that the major problem
with the disclosure law is that patients are generally too vulnerable to make
effective use of disclosed information, especially patients in Florida. Patient
Vulnerability was defined by regulators as being sick, being elderly, having
little time, or having little information about the purpose of disclosure.

-18-



Some regulators also said a major problem with disclosure is that of
psychological vulnerability in that the inherent relationship between patients
and physicians means that patients probably would not choose to do
something other than what their physician recommends. This problem is
exacerbated by the degree to which patients are physically vulnerable.

Two regulators stated that the disclosure law is both poorly enforced and
not easily enforceable. Only on regulator reported known violations (but no
prosecutions) of this law.

Regarding Florida's anti-kickback law, eight of 11 regulators felt that this
law is not very enforceable, for two reasons. First, many types of
sophisticated arrangements are difficult to detect even through a proactive
(vs. reactive) enforcement technique, which Florida does not have. Second,
the terms used in the law are difficult to define in a legal sense.

Some regulators stated that the effectiveness of the kickback law could
not be adequately assessed until additional data have been collected and
analyzed. Some regulators indicated that an entity such as the Health Care
Cost Containment Board could collect charge and utilization information
across joint-ventured vs. non-joint-ventured providers. After data were
collected and analyzed, the board could disseminate such information to
consumers and/or recommend additional regulation based on the results of the
data analyses. The major feeling among regulators was that the benefits of
such data collection would probably outweigh the costs, given the perceptions
of the number and effects of joint-ventures in Florida. Seven regulators
reported that there have been known violations and some prosecutions
associated with this law.

Recommendations regarding changes in regulation.

All of the regulators surveyed felt that it is important to regulate joint
ventures in some way in Florida. The most preferred method of regulation
was data collection and analysis. Regulators said that this method could
provide the data needed to analyze related cost, utilization, and access issues
and thereby further refine regulation. The majority of regulators also felt
that Florida should probably require disclosure of joint venture ownership to a
panel of financial experts, which could then determine the effects and/or
legitimacy of the joint venture. Most regulators also stated that disclosure to
experts should also be required of physicians that entirely own their own
ancillary services. Some of these regulators cited recent published empirical
research as the basis for this observation.

Regarding disclosure to patients, six regulators approved of such
disclosure, but nevertheless stated that patients may be too vulnerable to
make effective use of information. The majority of regulators disapproved of
forbidding physicians from having ownership interests in health care related
businesses. No consensus emerged regarding other methods of regulation.
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The majority of regulators indicated that Florida is probably one of the
states with high levels of abuse related to joint ventures. However, several
regulators felt that this rroblem is much more dominant in urban areas and
in south Florida. Severa regulators stated that from their vantage point, the
number ofjoint ventures is growing.

Other Comments ofRegulators

One regulator in the HRS Office of Licensure and Certification stated
that current information regarding who owns facilities has been collected but
not computerized. This regulator recommended putting this information on a
computer. In addition, this regulator felt that the public should be educated,
perhaps through entities such as the HCCB, regarding the significance of
disclosure laws in their decision making. Finally, this regulator
recommended collecting charge information for joint-ventured and
non-joint-ventured physicians and disseminating it in brochure form to the
public, similar to the process currently in place for hospital charges.

Another regulator stated that disclosure to patients could be more
effective if it were two-pronged. First, patients should be told about
ownership interests. Second, patients should be told that there are other
alternatives in the community and that they may go anywhere they want.
Patients could also be offered assistance in choosing an alternative site if the
patient so desires.

One regulator felt that the two types of joint ventures that are most
problematic are diagnostic imaging centers and physical therapy centers.

Footnotes

1 Persons per square mile by state was obtained from the Population
Reference Bureau's United States Population Data Sheet, Washington D.C.,
August 1988. Percent of population residing in metropolitan areas was
obtained from 1988 U.S. Statistical Abstract.

2 The mortality rate and the proportion of the population age 65 and over
were obtained from the Population Reference Bureau's United States
Population Data Sheet, August 1988.
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CHAPTER IV

Study OptionslRecommendations

Assessment of Florida Anti-kickback and Disclosure Laws

Most Florida regulators surveyed believe that the existing anti-kickback
authority in Section 395.0158, Florida Statutes, and other Florida health care
professional regulation statutes is difficult to enforce or poorly enforced. It is
perceived that the existing law is not effective in regulating joint ventures for
two reasons. First, Florida's enforcement approach is reactive (as opposed to
proactive). Second, many types of joint venture arrangements are difficult to
identify even with proactive enforcement. Third, the anti-kickback law uses
broad terms which are difficult to define in a legal sense. Further, regulatory
agencies do not have a clear idea of their territory or rights with respect to the
enforcement of the anti-kickback authority. There have been few known
violations or prosecutions associated with this law.

The current Florida disclosure requirement contained in Section 455.25,
Florida Statutes, is also considered inadequate. The law is both poorly enforced
and is difficult to enforce. Most of the Florida regulators surveyed believe that
the major problem with the disclosure law is that the patients are generally too
vulnerable to make effective use of disclosed information. Further, the Florida
law does not specify what form the disclosure must take. As a result, the nature
of disclosure provided may bias patients in favor of the physician's joint venture.
Also, the Florida law lacks the requirement that the disclosure statement must
indicate that the patient is free to choose a different provider and must identify a
specific convenient alternative in the community. Disclosure requirements of
such specific nature will be necessary to assure effectiveness of disclosure.
Finally, Florida's general disclosure requirement applies only when the referring
physician has an equity interest of 10 percent or more and, therefore, some
significant financial interests of many practitioners are unaffected by the
existing law.

The results of the regulator survey and physician survey tend to reinforce
the findings of the facility surveys in Volume II. The regulators indicate that
Florida has a high level of abuse related to joint ventures. The physician survey
found that physicians invest in facilities to which they refer patients.

Regulators tend to favor disclosure as a mechanism for curbing abuse in joint
ventures. However, they feel that patients may be too vulnerable to make
effective use of the information. The physicians who responded to the survey
indicate that disclosure of financial interest is not consistent. Fifty-five percent
of the physicians involved in joint ventures disclose financial interest; however,
only 15 percent of them disclose in writing. The majority of regulators felt
disclosure should be to a panel of experts who could evaluate the joint venture
arrangement.

There is a general consensus that joint ventures should be regulated in some
way. The preferred method of regulation by Florida regulators is data collection
and analysis. Once the data are collected on cost, utilization, and quality, this
information can be used to refine regulations and .statutes.
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Proposals for Regulation

This study has found that a need for further regulation of joint ventures
exists. (A ban on ownership is not considered an option in this report.) Three
basic types of options are apparent. One option is to restrict referrals. A second
option is to strengthen anti-kickback requirements; the model that is selected for
this option is the !ederal regula~ionsregarding "Safe Harbors". A third option is
to strengthen dIsclosure requIrements as has been recoDlIIlended by the
American Medical Association (AMA). These options, or combinations of options,
are presented in four proposals. Either of the four proposals would help protect
consumers. However, the Board is of the opinion that proposal 2 would be the
most effective. The proposals are presented from the most restrictive to the least
restrictive:

Proposall. Prohibit physicians from referring patients to ANY entity
providing health care goods or services in which they have a
financial interest. This option has precedent in the recently
enacted New Jersey law which prohibits referral of patients to a
health care service in which the practitioner has a financial
interest. This option may not be justified for facility types where
study results indicate that joint venture arrangements had little
or no effect. It may also not be justified for facility types where
study results are inconclusive.

This option may have some unintended consequences such as
redirecting provision of services back into physicians' offices.
Issues similar to joint ventures are associated with office based
provision of services. A practitioner who provides office based
ancillary services has the potential for overutilizing these services
through "self-referral" the same as a physician who participates in
an outside joint venture facility. The provision of office based
services raise questions of quality control. In the case of an
outside facility, there is at least the expectation that the quality is
assured through state licensing requirements.

Such a blanket restriction may have a deleterious effect on
competition and the provision of certain types of services. This
option may also have a negative influence on the availability of
services in certain instances. However, these issues could be
resolved by providing exceptions to meet a legitimate community
need. For example, New Jersey law contains exceptions for
radiation therapy pursuant to an oncological protocol, lithotripsy
and dialysis; and the Federal "Stark" legislation provides
exception for a sole rural provider.

Problems of cross-referrals may also be encountered with this
option. This restriction may be difficult to enforce since
information on ownership of health entities is not currently
reported to the state. In case of entities with complex indirect
ownership arrangements, potential for avoiding the restriction is
evident.
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Proposal 2. Combination of selected prohibition on referrals, strengthened
anti-kickback requirements and strengthened disclosure
requirements.

a. Prohibit physician owners from referring patients to those
facility types that have been identified as problematic, i.e.,
clinical I8boratories, diagnostic imaging centers, physical
therapy/rehabilitation centers and radiation therapy
centers. This restriction is justified by results of the impact
analyses presented in Volume II report and the public
testimony regarding the effects of joint ventures in Florida.
It has precedent in the (Federal) Stark prohibition for
referral of services for clinical laboratories for Medicare
beneficiaries. Most of the issues mentioned in proposal one
and exceptions to restrictions that may have a deleterious
effect on competition also apply to this option. In addition to
the problems of cross-referrals that may be encountered with
this option, this restriction may also have the unintended
effect of redirecting physician investments into unrestricted
facility areas.

The exceptions to referral prohibitions contained in the
Federal "Stark" legislation (Appendix V) should be
incorporated as they may be applicable to the provision of
services in Florida. These include:

1. MD services provided by, or under supervision of,
another MD in the same medical group practice
(S1861(q)services).

2. In-office services, but only if:

a.

b.

c.

d.

the services are furnished by the refening MD,
another MD in the group, or a supervised
employee of the MD or group;

the services are performed in the same building in
which either the referring or another MD or

. another MD in the group provides physician
services unrelated to services, or for group's only,
another building of the group used for centralized
provision of the group's services;

the services are billed by the MD performing or
supervising the service, by a group of which the
MD is a member, or by an entity which is wholly
owned by the MD or group; and .

the ownership interest meets any other
requirements which the Secretary may impose by
regulation.
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b.

3. Prepaid plans including Section 1876 risk contractors,
S1833(a)(1)(A) entities, and prepayment demonstration
projects. '

4. Publicly traded corporate securities on NYSE, ASE or
NASDQ with assets over $100 million, which were
purchased on terms generally available to the public.

5. Services provided in a IUral area, as defined by
S1886(d)(2)(D).

6. Servicesjrovided by a hospital if the referring MD is on
staff, an the ownership is in the hospital itself.

Improve effectiveness of disclosure requirements contained
in Section 455.25, Florida Statutes, by repealing Section
458.327(2)(c), Florida Statutes, and requiring specific and
full disclosure of any financial interest in any entity
providing health care goods and services; the disclosure
statement to clarify that the patient is free to choose a
different provider and to require identification of a specific
convenient alternative in the community.

Any disclosure requirement will be difficult to enforce
without a meaningful public education program. Such a .
program will require collecting financial and patient
encounter data from all health care providers for public
dissemination and use in provider selection.

c. Strengthen enforcement of anti-kickback authority
(contained in Section 395.0185, Florida Statutes and other
health care professional regulation statutes) through
legislation that incorporates AMA's requirements for ethical
practice using operational standards as set in the Federal
safe harbor on "investment interest".

The AMA's "Statement of the Council on Ethical and Judicial Affairs", makes the
following points regarding investments in facilities (Appendix III):

"Physicians need to know that although investment in facilities to which
they refer patients has not been viewed to date as unethical, several important
requirements must be met. Among these are: (a) disclosure and an opportunity
for the patient to go elsewhere, with a specific, alternative facility identified; (b)
financial return that is commensurate with the capital risk taken; (c) no tying of
investment return to volume of referrals; (d) objective utilization review, and (e)
as with any service provided by physicians, the measure of appropriate
utilization and price is not what the market will bear but what is reasonable and
necessary given the physician's position of special trust."
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The Federal anti-kickback "safe harbor" regulations (Appendix IV) should be
adopted to operationalize the AMA objectives. As the OIG's response to the
conflict of interest issues concerning referral by physicians to entities in which
they have a financial stake, the regulations provide a "safe harbor" pertaining to
investment interests in both large, publicly traded companies and smaller
entities such as limited partnerships, subject to the satisfaction of certain
requirements as follows:

For Publicly Traded Companies:
o The company has assets of at least $50 million.
o The entity's equity securities are registered with the Securities and

Exchange Commission.
o The investor receives his interest on terms equally available to the

public through trading on a registered national securities exchange.
o The company may not market its products or services to persons who

are in a position to use the company's services or refer patients or other
business to the company differently than it does to persons who are not
in a position to refer business.

o The company must not loan funds to or guarantee a loan for an investor
who is in a position to use the company's services or refer patients or
other business .to the company.

o The return on the investor's investment in the company must be
directly proportional to the amount of his capital investment.

For smaller entities, among other things:
o No more than 40% of the entity is controlled by physicians or others in

a position to refer business.
o No more than 40% of the gross revenue of the entity may come from

referrals or business generated from investors.
o There is no requirement for the investors to make referrals.
o The terms offered bear no relation to the volume of expected referrals

from investors.

Proposal 3. Combination approach to strengthen disclosure and anti-kickback
laws.

a.

b.

Improve effectiveness of disclosure requirements contained
in Section 455.25, Florida Statutes, by repealing Section
458.327(2)(c), Florida Statutes, and requiring specific and
full disclosure of any financial interest in any entity
providing health care goods and services; the disclosure
statement to clarify that the patient is free to choose a
different provider and to require identification of a specific
convenient alternative in the community.

Strengthen enforcement of anti-kickback authority
(contained in Section 395.0185, Florida Statutes and other
health care professional regulation statutes) through
legislation that incorporates AMA's requirements for ethical
practice using operational standards as set in the Federal
safe harbor on "investment interest".
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Proposal 4. Improve effectiveness of disclosure requirements contained. in
Section 455.25, Florida Statutes, by repealing Section
458.327(2)(c), Florida Statutes, and requiring specific and full
disclosure of any financial interest in any entity providing health
care goods and services; the disclosure statement to clarify that
the patient is free to choose a different provider and to identify a
specific convenient alternative in the community.

BOARD RECOMMENDS PROPOSAL 2 BASED ON FINDINGS IN VOLUME I,
II and III as well as the public testimony regarding the effects of joint ventures in
Florida. While other combinations are possible, the recommendations in
proposal II derive from the findings in this report.

In addition, the Board recommends that the following provisions be
implemented concurrently. These conditions are necessary for any of the
proposals to be successful:

1. Institute licensing requirements for all ancillary services with licensing
requirements to include a quality assessment component. Of the
facility types surveyed and analyzed, diagnostic equipment centers,
physical therapy centers and durable medical equipment suppliers are
not currently required to be licensed by the state. These facilities are
operating without minimum levels of regulation that is exercised
through licensing procedures. These ancillary services provided in
physicians' offices are not subject to the state licensing requirements.

2. Require information on direct and indirect ownership of health
businesses as part of the state licensing requirements with specific
identification of health practitioner owners. This information will be
necessary for enforcing any restrictions on referrals for services to joint
venture facilities.

3. Specifically authorize HeCB under Chapter 407, Florida Statutes, to
collect financial and patient encounter data from all health care
facilities for public dissemination and use in provider selection. Health
care providers should be assessed to support this- effort specifically.
This data collection effort will facilitate effective use and enforcement
of disclosure requirements, and will allow further evaluations of
impacts of joint ventures especially in facility areas where the study
results are inclusive.
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Other Issues

Finally, during the course of this study, several areas of concern were identified
that are relative to the provision of health care services in joint venture
arrangements. These are outlined below:

1.

2.

3.

The study identified two areas of concern relating to Florida law regulating
clinical laboratories. First, Section 483.245 Florida Statutes, prohibits
substantial mark-ups by physicians to bills for services provided by an
independent laboratory. The HRS rule interpreting this statute, 10n
41.092(2) Florida Administrative Rule, provides that physicians may not add
to the price charged a third party for services by an independent laboratory
other than the direct cost of handling. Nonetheless, this restriction on
mark-ups has not been strictly enforced. It is claimed that the extent to
which the mark-up is permissible has not been clearly defined and as a
result there has been little enforcement of the statute. Second, there is
anecdotal evidence of a widespread practice among Florida physicians of
receiving discounts of 45% to 50% on laboratory charges from independent
laboratories and then charging the patients the full list price. Many states
have eliminated this practice by enacting direct billing laws which require
laboratories to directly bill patients of referring physicians.

The provision of physical therapy services presents a special dilemma with
respect to the effects of joint ventures in Florida. Under Florida law, in
order to obtain physical therapy services a patient must be referred by a
physician. Thus, physicians in joint ventures with physical therapy facilities
not only have a financial interest in facilities to which they can refer patients
but they are also in a position to control access to those facilities.
Consequently, critics maintain that joint ventures in physical therapy
services create a "captive referral system" which inhibits competition by
non-joint venture providers. A majority of the states (26) have enacted direct
access laws which allow physical therapists to treat patients without a
physician's referral.

In this study, except for physical therapy services, meaningful results
regarding the effects of joint ventures on the quality of services could not be
reached. This was due· to the limited information available on measures of
quality that the facilities agreed to provide at their cost. The facilities
maintained that cost to them of providing data on most other measures
pertaining to quality was prohibitive. A follow-up study may be required in
order to develop meaningful quality indicators. It may be necessary that
participation in such a study is made specifically mandatory with absolute
penalties associated with non-participation.
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APPENDIX I

Study Enabling Legislation
Chapter 89-354, Section 6, Laws of Florida

Section 6. Ol DefinitiQns. As uaed in this sectiQn:

(a) "JQint venture" means any Qwnel'8hi Qr .
tween nersons pr!lVidim: health care, p comnelJl!8

tJ
on auanl:J'ment be·

!~ "PersQn" means anY individual firm art' .as iation. institutiQn. Qr jQint stock~. 'tp ne:hIP. cor,porat1Qn. CQmpany·" . la IQn. an any legal successor thereQf.

(c) Board" meanS the Health C Cos Co .107.01, Florida StlitUteS,/llflt ~tJmllDentBoard created bv s,

(2) The board shall cQnduct 'al t d '.SWutes. Qf Qwnership or cQm;e~::~~~ Sjl y. 88 authQrIzed in S. 407.07. FIQrida
h alth T . auangements between ~rs 'd'

e care. hiS study shall include. but t be r .te(i0DS.prOYJ mg. nQ UDJ to. the fQUQwmg:

(a) IdentIficatiQn Qf relatiQnshi between '
and make referrals fQr which paym:t may be ::~s whQ proYJde health care

Cb) Identification Qf the scope Qf such arranpersons who provide health car ~ t' gements and the means by whiche re er p8 lents under such arrangements.

(c) Analysis of the potential of such Qwnel'8hi ..
referrals by persons who prQyide health care whp Qr. compens~tlOn ~ .mfl.uence
htalth care seryjces may Qccur. ere mapprQPl1

a
te ubhzatJOn Qf

Cd) EvaluatiQn Qf the impact Qf h
Quality Qf health Care. and costs to th~\e':S::~~~~te:. access Qf health care.

{e). RecommendatiQns as may bea' . .[~lj![ements contained in s, 1fiii,25,C=~,e effectweness of disclosure

D. RecQmmendatiQns to strength th f,lbO[lly in ss, 3950185 4 ene en Qrcement 'Qf the antikickback au-
i fi l.0130Hj). 462.i4U)(j>. :813~5tfR·\76. 458.331(1)(0. 459.015(1)(;> and (k).
4B6,125( llifl...FlQrida Stat '. ~ . 468.518U)(,u..474.214(1)(kl. 483.245. and
ltragency system Qf co d.ute~. mc1udmg. but nQt hmlted tQ. the need fQr an in
Jl[oviding health care. Qr mabon. CQDSumer educatiQn. and regulation Qf persQns

(g> RecQmmendatiQns fQr reeWation by the state Qn an interagency system Qf j'

coordinatiQn to regulate the impact Qf jQint ventures Qn costs Qf health care. access ~
to health care. and Quality of health care. including. but n<>t limited to. the proce- ~~

dural mechanisms for patient referrals between pel'8Qns providing health care. The \'
Y'ecQmmendatiQns fQr reeJllatiQn shall be applicable to both gQvemmental and nQn- ,

. gQyernmental reimbursement Qf health care services AS appropriate,

(3) The study Qf iQint ventures shall be cQnducted by the board tbrQugh the
use Qf a special technical assistance panel cQnvened fQr the purposes Qf this study,
The bQard shall appoint the Panel. and s~cify the rQles and responsibilities of the :
technical assistance Panel in satisfying the proyisiQns Qf thjs sectiQn, The panel'
&ball have representation frQm the fQllQwing groups:

Ca> Physicians,

Cb> The hospital industry.

Cel Health care purchasers, including the insurance industry,

Cd) State agencies respQnsible fQr the enforcement Qf antikickback authQrity
in ss, 395,0185, 400,17. 400,176, 458,3310)(0. 459,015UHj) and (kl. 461.013U><j),
462.14U)(j). 468,365UHQl. 468.518U>Ol. 474.214UHkl. 483,245. and 486,1250)(0,
FIQrida StatUtes,

Cel Other parties as deemed apprQprjate by the board.

(4) The bQard shall complete, by March 15, 1990. an interim repQrt detailing
the progress Qf the study: shall cQmplete, Qn or befQre February 1. 1991. the final
version Qfthe study. alQng with specific data-based conclusions Qn the type ofjQint
ventures and recQmmendatiQns Qn the regulatiQns dealing with the enfQrcement
of antikickback authority: and shall prQyide cQPies Qf the interim and final repQrts
to the Legislature and GQvernQr.

(5) There is hereby appropriated frQm the Health Care Cost CQntainment
Trust Fund $150.000 to the Board fQr the purPQses Qf carrying Qut the prQyisiQns
Qf this sectiQn.
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APPENDIX II

STUDY OVERVIEW

Although the literature provides extensive discussions of the pros and cons of
joint ventures arrangements, nearly all of the evidence regarding the effects of
these ownership arrangements is anecdotal or limited by the scope of the sample
used to reach the conclusions. The only available data-based study of this issue
was conducted by the U.S. Department of Health and Human Services, Office of
the Inspector General (OIG) in 1989. Of the eight states examined, Florida had
the highest percentage of physicians involved in joint ventures. The study also
reported that Medicare patients of physician owners in Florida received 40
percent more lab tests, 12 percent more diagnostic imaging test, and utilized 16
percent more. durable medical equipment than the general population of
Medicare beneficiaries.

While the OIG study reveals that joint ventures result in higher utilization
of services, the study only examined the utilization of services by Medicare
beneficiaries, and therefore offers little insight as to the effects of joint ventures
on the general population. The Florida study examined comprehensive data for
all payer groups on an extensive range of services and thus presents a more
complete picture as to the impact of joint ventures on access, costs, and
utilization of health care services in Florida.

A. Facility Surveys

Surveys were developed to obtain ownership, financial and utilization data
from Florida health care providers. Surveys were mailed to over 3,000
freestanding entities; the types of entities were ambulatory surgical facilities,
clinical laboratories, diagnostic imaging centers, durable medical equipment
suppliers, home health agencies, hospitals, mental health treatment centers,
nursing homes, physical therapy and rehabilitation centers, psychiatric
hospitals, and radiation therapy centers. In January of 1991 the Board
published Volume I of this study; this volume provided preliminary results on the
prevalence and scope and nature of joint venture arrangements among Florida
health care providers. Subsequently, follow-up surveys of nonrespondents,
surveys of parent corporation owners, and surveys of professional association
owners were conducted. Based on results of this additional work the results
reported in Volume I were revised; these revisions were reported in Volume II
and are summarized below.

The final overall response rate is 82.4 percent representing 2,200 comJ?leted
survey responses. More than 90 percent of the ambulatory surgical facilities,
hospitals, nursing homes, and psychiatric hosfitals filed completed surveys. The
response rates for clinical laboratories, menta health treatment centers, physical
therapy and/or rehabilitation centers, home health agencies, diagnostic imaging
centers and radiation therapy centers range between 72 and 85 percent. Only
durable medical equipment suppliers had a response rate under 70 percent. The
majority of the nonrespondents are concentrated in the southeast peninsula
region; about 26 percent (190) of the 713 facilities in this geographic region failed
to file a completed survey.
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The results on scope and nature of joint ventures show that physician
ownership of health care businesses providing diagnostic testing or other
ancillary services is quite common in Florida. More than three-fourths of the
responding ambulatory surgical facilities and about 93 percent of the diagnostic
imaging centers are owned either wholly or in part by physicians. Almost 80
percent of the responding radiation therapy centers, more than 60 percent of the
responding clinical laboratories and nearly 40 percent of the responding physical
therapy and/or rehabilitation facilities also report physician owners.
Furthermore, about 20 percent of the responding durable equipment businesses,
as well as close to 13 percent of the home health agencies are owned by
physicians.

In contrast, physician ownership of hospitals and nursing homes is less
common. Only 5.3 percent (12 of 227) of the acute care hospitals and 12 percent
(54 of 450) of the nursing homes have physician owners. Psychiatric hospitals
and mental health treatment centers reported no joint ventures arrangements so
that impact analyses were not conducted for these two types of entities.

Results indicate that there are at least 10,000 owners of Florida health care
entities that are health care professionals or health care entities; over 80 percent
of these owners are physicians. The most common types of entities owned by
these physicians are diagnostic imaging centers (415), clinical laboratories (16%)
and home health agencies (13%).

The impact of joint ventures is evaluated based on survey data of 2,116
health care providers in nine different entity types. The analyses distinguishes
between joint venture and non-joint venture facilities and draw conclusions from
observed differences between joint venture and non-joint venture facilities. For
some types of entities the results indicated that joint venture ownership had
little or no impact on access, costs, charges, or utilization of health care for
Florida consumers. For other types of entities, the results clearly indicated that
joint venture ownership had negative impacts on either access, costs, charges, or
utilization. In the remaining types of entities the nature of results was
inconclusive; additional data and analysis are required for definitive conclusions.

The results indicated that joint venture ownership arrangements had little
or no impact on access, costs, charges, or utilization of health care services for:

o acute care hospitals;
o nursing homes.

Results clearly indicated problems in either access, costs, charges, or
utilization (or in more than one of these areas) of health care services for:

o clinical laboratories;
o diagnostic imaging;
o physical therapy - rehabilitation centers.
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Results indicated that there could be problems or the results did not allow
clear conclusions on access, costs, charges, or utilization of health care services
for:

o ambulatory surgical centers;
o durable medical equipment suppliers;
o home health agencies;
o radiation therapy centers.

Other conclusions from this study are that:
o joint ventures do not increase access to rural or underserved indigent
patients;
o at least 40 percent of physicians involved in direct patient care in Florida
are owners of joint venture health care facilities to which they may refer
their patients for services. A total of 9,682 physician owners of health care
entities were identified.

The term "significant" here means that differences in averages were
statistically significant (beyond the 10% level).

~tmy Surgical Centers were subdivided into multispecialty surgical
centers and ophthalmic specialty surgical centers. Multispecialty ambulatory
surgical facilities are relatively homogenous with respect to costs, charges,
quality and profitability. Some significant differences occurred in access
measures; in particular, joint venture multispecialty surgical facilities treat no
Medicaid patients. Furthermore, nonjoint venture multispecialty ambulatory
surgery centers have significantly higher discounts and contractual adjustment
rates than physician owned multispecialty surgery centers. Ambulatory surgery
centers specializing in eye surgery are relatively homogenous with respect to
access, costs, charges, utilization and profitability. Thus, joint ventures
ownership does not appear to significantly influence costs, charges, or
profitability of either types of ambulatory surgical facilities. These results,
however, represent small sample sizes; further study is needed for definitive
conclusions.

Clinical Laboratories were subdivided into four groups; effects of joint
venture ownership were evaluated in detail for the two basic types of clinical
laboratories: 1) labs with courier services, and 2) labs without courier services.
Furthermore, some limited comparisons were also made between these labs and
labs owned by pathologists. (Specialty labs were not included in the analyses).
Nonjoint venture courier service labs generate significantly more revenue from
Medicare, Medicaid and self-pay patients than their joint venture counterparts.
Nonjoint venture labs without courier services generate a significantly larger
share of their revenues from Medicaid, and significantly 'more revenue from
contract work than otherwise similar labs owned by physicians.

Physician owned labs with courier services have significantly higher
utilization rates and generate significantly higher revenue per patient than
courier service labs without physician owners. Joint venture labs without courier
services perform significantly more procedures per patient than otherwise
similar nonjoint venture labs.
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In sum, the findings indicate that joint venture clinical labs perform more
tests per patient and, have higher charges per patient than nonjoint venture labs.

Diagnostic Imaging Centers reported that physicians had ownership
interests in all but eleven of the responding freestanding imaging centers. Ten of
the eleven nonjoint venture imaging centers provide only x-ray services. These
results preclude meaningful comparisons of results for joint venture and nonjoint
venture Florida imaging centers. Descriptive statistics are reported for
specialized and for comprehensive imaging centers. The results show all types of
imaging centers (except x-ray services centers) have higher average percent
operating income (relative to the risk of that income) than the other facilities
examined in this study. This higher percent operating income indicates either
disproportionately high net charges or low expenses as a percent of net charges
and shows that joint venture imaging centers in Florida are far more profitable
than most other types of nonjoint venture Florida health care businesses.

Utilization rates are summarized for joint venture imaging centers MRI
scans and CAT scans in Florida counties with joint ventures but utilization
comparisons were a problem for imaging centers due to a lack of nonjoint venture
facilities in ,Florida. To overcome this _problem, comparisons were made between
utilization rates for the Baltimore MBA and utilization rates for three Florida
MBA's with similar socioeconomic status characteristics. MRI scans and CAT
scans for the three Florida MSAs were found to be higher than utilization rates
for the Baltimore MSA. The extent of higher utilization ranged from negligible
amounts than utilization rates for Baltimore.

Thus, the limited comparisons for the Florida joint venture imaging centers
indicates that the utilization of diagnostic imaging services is higher as a result
ofjoint venture ownership.

Durable Medical Equipment Suppliers are diverse in the services provided:
this diversity precludes an indepth analysis of the impact of joint ventures on
this industry. Meaningful per unit comparisons of utilization, expense, and
charge measures cannot be computed. Results reported are limited to the issues
of access, profitability and net charges (after discounts). . Nonjoint venture
equipment dealers generate a significantly larger share of their revenues from
Medicare, and self-pay patients than their joint venture counterparts. This
suggests that the nonjoint venture equipment dealers provide greater access to
patients with limited ability to pay. Also, nonjoint venture businesses average
significantly higher discounts and writeoffs than physician owned firms. IT gross
charges are similar, this finding suggests that nonjoint venture providers are less
expensive than joint businesses. Finally, equipment businesses owned by
physicians are more profitable. More comprehensive data is needed to evaluate
impacts of joint venture ownership on the utilization and expenses for durable
medical equipment services.

Home Health Agencies were subdivided into agencies that are Medicate
certified and those that are not Medicare certified. The joint venture agencies,
while demonstrating some differences, provide no clear pattern of greater
profitability for physician owners of home health agencies. In Medicare agencies
the utilization rates (in terms of visits per patients) are significantly higher for
the physician owned agencies.
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The average measures of profitability were modest for both groups with
negligible differences after adjustment for contract expenses. These results are
based on relatively large home health agencies and do not include smaller
agencies or agencies that generate a substantial part of the revenues from
sources other than home health services. Joint ventures account for a small
percentage of these larger dedicated home health agencies.

Acute C-1U'e Hospitals are not usually owned by physicians; only twelve of the
acute care hospitals reported physician owners. Most joint venture hospitals
were smaller than the typical nonjoint venture facilities (only two joint venture
hospitals had more than 225 beds). Further, while there are regional variations
in the characteristics of hospitals, these variations do not appear to be related to
joint venture ownership arrangements. With regard to access joint venture
hospitals generally provide less bad debt and charity care, but they provide
greater access to Medicaid patients. Other differences were not significant.

NYnli.ug_Homes Joint venture ownership of nursing homes has little impact
on the measures of access, costs, charges, and utilization reported here. While
there are regional variations, these regional influences do not significantly affect
costs, charges, and utilization of services with respect to the influence of joint
venture ownership. With respect to access, smaller joint venture nursing homes
generate more revenues from Medicaid patients than their nonjoint venture
counterparts. Further, measures of profitability show that all nursing homes,
regardless of size and ownership status, have modest rates of profits.

~ysica1 Thera~Y-Behabilitation Centers were classified by two types of
services: 1) physica therapy services only, and 2) comprehensive rehabilitation
facilities providing physical therapy, occupational therapy, speech pathology, and
in some cases work hardening. Referrals from physician owners, account for over
60 percent of the patients, on average, for both types of facilities. Significant
differences were found for access measures for both groups with nonjoint venture
facilities serving more Medicare and Medicaid patients.

The findings for facilities specializing in physical therapy show that patients
treated at physician owned facilities averaged significantly more visits per
patient than patients treated at nonjoint venture physical therapy centers. Joint
venture physical therapy facilities have significantly lower charges per visit but
significantly more revenue per patient due to the higher utilization of services.
Joint venture physical therapy facilities are also significantly more profitable
than their nonjoint venture counterparts.

Joint venture physical therapy facilities averaged 62 percent more visits per
full time equivalent (FTE) licensed physical therapist; this difference is
statistically significant. These, and other findings indicate that joint venture
facilities provide a lower quality of care or provide simpler services because both
licensed therapy workers and nonlicensed workers spend less time with each
patient. These results also explain why the average total cost of a physical
therapy visit is less in joint venture facilities than in nonjoint venture facilities.
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Patients treated at physician owned comprehensive rehabilitation facilities
averaged significantly more (32 percent) physical therapy visits than patients
treated at nonjoint venture facilities. Physician owned rehabilitation facilities
are more profitable and have a lower average cost per visit than nonjoint venture
providers. Costs are lower, in part, because joint venture rehabilitation facilities
average significantly more visits per licensed physical therapist than nonjoint
venture facilities. These findings imply that joint venture facilities provide lower
quality services, or that visits are of shorter duration than the average visit in
nonjoint venture facilities. Finally, physician owned rehabilitation facilities have
higher average list charges than their nonjoint venture counterparts.

In sum, for both joint venture physical therapy and rehabilitation centers,
average utilization rates (visits per patient) are significantly higher and average
revenue per patient is significantly higher for facilities specializing in physical
therapy services only. Finally, both joint venture physical therapy and
rehabilitation facilities render significantly more visits per licensed physical
therapist. This is also the case when visits are expressed relative to the sum of
FTE licensed physical therapists and licensed therapist assistants. This
suggests that joint venture facilities provide lower quality services than their
nonjoint venture counterparts because their visits are of shorter duration. This
could imply that services are being delivered by nonlicensed persons.

Radiation TherQllY Centers are predominately owned by physicians.
Nonjoint venture radiation therapy facilities and joint venture facilities generate
comparable shares of their revenue from all payer classes.

Nonjoint venture radiation therapy centers render more procedures per
patient than physician owned facilities. On the other hand, joint venture
radiation therapy centers charge more per procedure; which on net, results in
higher total charges per patient.

B. Physician Survey

In addition to the health facility surveys, a survey of a random sample of
Florida physicians was conducted to obtain and analyze information on the
practice patterns of physicians involved in joint ventures and those not in joint
ventures. Surveys were mailed to 500 physicians who had been identified in the
facility surveys as owners and to 500 physicians not identified as owners of
health facilities. The survey responses were kept anonymous to encourage
p.articipation. The survey letter clearly stated the mandatory nature of the study
and the Board's authority to collect the survey information. In addition, the
survey request was accompanied by a letter from the Florida Medical Association
President supporting the survey and encouraging physician participation.
However, the survey did not yield sufficient response to render statistically valid
analysis regarding physician practice, patterns. The response rate was very low,
35 percent; a response rate of 60 percent is normally expected from a survey of
this nature. Nonetheless, this survey does provide statistically sound
conclusions regarding characteristics of physicians involved in joint ventures, as
summarized below:

o Specialties of internal medicine, surgery, and neurology were
disproportionately likely to be in joint ventures.
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o Specialties of neurologists and obstetrician/gynecologist were
disproportionately likely to invest in diagnostic imaging centers.
Internists were disproportionately likely to invest in clinical
laboratories. Surgeons were disproportionately likely to invest in
ambulatory surgical centers, physical therapy and rehabilitation
centers, durable medical equipment business, and home health
agencies.

o Physicians who are likely to refer patients to outpatient ancillary
services are significantly more likely to be in joint ventures than other
physicians.

o Non-joint venture physicians reported significantly higher proportions
of both Medicaid and self-pay (uninsured) patients.

C. Industry Leaders Survey

As part of the study, interviews were conducted with a select panel of
industry leaders and experts to obtain a broad perspective on the effects of joint
ventures and to discuss alternative strategies for regulation of joint ventures.
Open ended interviews were conducted with a panel of selected Florida physician
and hospital representatives, industry representatives, and policy and research
experts. Selected Florida physician and hospital representatives included Guy
Selander (M.D., President of the Florida Medical 'Association), Charles Kahn
(M.D., Internist, Chair of the Florida Medical Association Special Committee on
Ethics), Maurice Laszlo (M.D., Chair of Florida Medial Association Council on
Ethical and Judicial Affairs), and Charles Pierce (President of the Florida
Hospital Association). Selected Florida industry leaders included Kylanne Green
(Associate Director of Managed Care for the Health Insurance Association of
America), Greg Short (President of Short Medical, a medical supply and
equipment company), Lois Adams (President of Home Health Care Services, Inc.,
Chair of the Regulatory Affairs Committee for the Florida Pharmacy
Association), Tim Sanders (durable medical equipment dealer), and Drexey
Smith (owner of Drexey Smith Rehabilitation Center, Inc.). Providing a broader
perspective were selected health policy and research experts, including Arnold
Relman (M.D., Editor-in-Chief of the New England Journal of Medicine), David
Abernathy (staff member of the Committee on Ways and Means of U.S. House of
Representatives), Uwe Reinhardt (Ph.D., James Madison Professor of Political
Economy at Princeton, member of Physician Payment Review Commission for the
U.S. Congress), and Alain Enthoven (Ph.D., Professor of Management at the
Stanford Graduate School of Business). Results of the interviews were reported
in Volume I report.

D. Regulators Survey

Regulators from Florida and across states were surveyed regarding the
characteristics and enforcement of existing state anti-kickback laws, disclosure
laws, and other laws relating to the regulation of joint ventures. The survey was
conducted by telephone. Eleven Florida regulators were surveyed and 51
regulators were surveyed across states. The officials surveyed across states
included representatives of state's medical licensing boards and representatives
of states' Medicaid Fraud Control Units. Florida officials surveyed included
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representatives of the Medical Prosecution and Medical Investigation sections of
the Department of Regulation, the HRS Office of Licensure and Certification, the
Medicaid Fraud Control Unit and the criminal investigation unit for Medicare.

E. Public Hearing

A public hearing was held on September 13, 1991, to receive comments on
the effects of joint ventures in Florida. The public had the options both to
provide oral testimony or to submit written comments. Transcripts of the oral
testimony and written comments received in conjunction with the public hearing
can be obtained from the Board offices.
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American Medical Association
Ph11lc~nlS dedicated to ~he health or America

News Release

FOR IMMEDIATE RELEASE

foc further information, contact: Catla Srock
Public InformAtion Offiefr
312/464-5372

AMA URGES ETHICAL GUIDELINES
FOR OWN!RSHXP,AND SELF-REFERRAL

CHICAGO, Sept. 4--The American Medical Association'S Council on Ethical and

Judlelal ~!t.lt. to~ay .nnouneed its program to a••ure physician compliance

with guld.llnea tor tacility ownet!hip .nd aelt-~ee.~~Al.

hWhl1e physic1an 1nvestment in health care tactllt!es has A long tradition

and has indisputably bene~ltte~ patients, evidence 1s growing that m.~y~

phylieians «t. unawace of appropci.te measu~es to d••1 with the eontliee

presented by selt~reeerral," accord1n9 to a Council 5tate~ent.

"The medical ~totession must acee~t the burden of altering ownership

practices it th.y present an unethical conflict of Intet~st,· AHA Council on

Ethical and Jualc1al Af~a1rs chairman Oscar Clatke, MO, said. "If patients'

interests can be ttpres8nted more fairly, we must find a w~y to represent

th.m.~

Th. Council has established a speelal.adv180tY pAnel to enAly~e the need for

additional physielan guidelines. The panel, will study phyulelan ••It

ret.rral and make recommendations for any necessary correct lye actions.

-more-
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(SELF-R£rIRRAL)

Panel members will be Rus8~1 Patter~on, MD, Chief ot Neufo8ufgery, Cornell

UniverBlty, ~.wton M. Minow, senior partner, Sidley' Austin, and focmer

chairman of the re~eral Communications Commission: and Robert Veatch,

d1teetor, Kenne4y Institute ot EthIcs. The p.nel will report to tbe AHA

Councll on Ethical and .Judicial Affairs 1n Novemb.,.

The Council will also promote appli~at1on of existing guidelines. A

eommun~c.tion effort to educate physicians about th. ethics of self-refetral
, .

will inclUd. articles in AMA publications. The Council has called on stlte,

county and mt4ical specialty societies to actively tequire compliance with

t~. AHA code oe ethics. Societies were encouraged to investigate r.pQrts of
abuse or fton~eompliAnce thcou9h grievance or discipline committeQs.

*
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Statement of the Coyncil on Ethical and Judicial Affairs
I

the Council eontinuea to b. concerned about reports that its
opinion relardlng eonf11cts of interest, specifieally, referral by
phy.ic1ana to taeilltl•• in whieh they have &nO ownership interest,
i. beiuC ylo1'te4 by many phY8ic1ans~ While physician investment in
health care tacilities has & long tradition and has 1n41sputably
b~nefltt~d patl~t., evi4enee is ,rowin& that many phys'icians are
un.ware of appropriate me.SYres to deal with the conflict preaente4
by 8elf ~et.rr&l. Although no study to date conclusively sno~a, or
even &tt~pt. to s~u4y, Whether any »artleul&~ aervlees ot thla
nature have been unnecessary. or overvalued, the Co~~il belleYc.
that the bur4eu is on the profess1on to either alter th~ practiee or
to effectively explain any disparities with 1ndependent faeilities
in utilization and price.

The Couneil also believes that or.anized medicine can becin
correetinc the situation by more effectively communicating the
profession's ethical IUidellnes regarding self-referral. Unless
required to do 10 by physiela~, lawYers, in general, will not
eon.truct these arrancaments with $t~4ards any more strln&~t than
the =1n1mum required by federal and state law. The profession ha'
to be aure all relevant stan4ards -- in particular its ovn ethical
code -- 18 known to phyaicians and their lawyers.

To ad4ress this problem, the Council is today announ~1n& three
act10ne:

1. A cOmmun~c~ion campaign to e4ucate physiciAns a~out the·
etbigs of selt-referral. The prima4Y elements of the Council's
opinion will be communieated to physioians in the comint ~onths

throuah: 1) an individual mailing to all m~bers throuCh ~ts
Member Mattetl newsletter, 2) a special bulletin in Americ,n ~1~,.1

~. 3) & deaeription of th~ opinion iu the ~Q~rnal of the ~Sln
MAdia'l A88cGI.tign, ~d 4) a special seg&ent on Amer1e&n Me41eal
Televi.ion.

Physicians need to know that although investment in facilities
to whieh they r.ter patients has not been viewed to date a5
unethical, .evet&l important-requirements mUlt be =et. Among these
are: (a) disclo.ure and an opportunity tor the patient to 10
.l.e~ere. with a specitic, alterna~1ve facility identif1e4i (b)
finanel&l ~eturn that is commensurate with the eapital ri.k taken;
(e) no tyiul of investment return to vol~e ot referrals; (d)
obj=ct1ve utilization reyiew; .n~ (e) as with any service provided
by phys1ci~8, the measure of appropriate utilization and price is
not 'what the m~.ket will b~ar but what is reasonabla and necessar,r
given the phy81c1~t. position of special trust.
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2. An ,nforcement program to reQuire e~mpliance yith the code
of 'thiel_ the Coun~11 11 IIk1na all state, county and specialty.
locietiel, throulh their griev&nce &n~ discipline commltt••• , to
activ.ly~ inveatilate reports of abule or non-compliance with the .
Council'·. opinion, and the Council vill itself solicit, review and
or reter to the appropriate profeasional asaoeiation any eomplatnt
involvluS .eli referral. The Council i8 aakin, physicians and the
pu~lic to r.t.~ any questionable arrancements to it or to ~helr

local medical .oci~ty.

3. Inc Ippolntm¢nt of I Ipeefal advisory Panel to ,.'ist the
. Couneil in analyzing the need for ad41tlonal luidll1nt. tor
phys!ci~ the panel members will consist of Russel Patterson, MO,
Chle! ot Neurolurgery at CorneltUnlverslty, New York and ~ for.mer
Chai~~ ot the Council. Newton M. Mlnow. senior partner in the law
firm ot Sidley &Austin, former FCC Chairman, Trustee Emeritus of
the Mayo Clinic, Director of the Rand Corporation and Di~ectot of
the Anaenber& Washington Program ot Northwestern University and
lobe4t Veatch, PhD, Director of the Kennedy Instituta of Ethics.
th. panel will study the data and other eVidence Vith resard to
physician. selt referral, eOhsider the Council's prior report. and
o~lhlons and make reco~endat1ons to the Council al to the n••d tor
a44itio~al aet1on. Dr. Oscar Clarke, the Chairman of the CQuncil
vill provide the panel with its charae in detail within the next two
weeks. It 1s estimated t~at the panel's work will be completed by ,
early November in order to permit the Couneil to consider the
panel'. view. in making a report to the AHA Bouse ot Delelatea at
1ta meet1D1 in Decembe~.
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APPEtrnIX IV
Federal Anti-kickback 'Safe Harbor" Regulations

Federal Register I Vol. 56, No. 145 I Monday, July 29, 1991 I Rules and Regulations

Sec. ,
1001.953 OIG report on compliance with

investment interest I8fe harbor.

SubpartE~lNIY, Exclusion.

'1001.151 fraud, kJeIcbacb and other
prohibited aettvItI-.

The OIG may exclude any individual
or entity that it determines has
committed an act described in lection
1128B of the Social Security Act, lubject
to the exceptions set forth in 11001.952-

11001.152 Exception&.

The following payment practices shall
not be treated as a criminal offense
under section 1128B of the Act and shall
not serve as the basis for an exclusion:

(a) Investment Interests. AI used in
section 1128B of the Act, "remuneration"
does not include any payment that is a
return on an invesbnent interest, such'as
a dividend or interest income, made to
an investor as long as all of the
applicable standards are met within one
of the following two categories of
entities:

(1) If, within the previous fiscal year
or previous 12 month period, the entity
possesses more than $50,000,000 in '
undepreciated net tangible assets (based
on the net acquisition cost of purchasing
such 8SBets from an unrelated entity)
related to the furnishing of items and
services, all of the following five
applicable standards must be met-

(i) With respect to an investment
interest that is an equity security, the
equity security must be registered with
the Securities and Exchanse .
Commission under 15 U.S.c. 78/(b) or
(g).

(ii) The investment interest of an .
investor in a position to make or ,
influence referrals to, furnish items or
services to, or otherwise generate
business for the entity must be obtained
on termB equally available to the public
through trading on a registered national
securities exchanse, such as the New
York Stock Exchange or the American
Stock Exchange, or on the National
Alsociation of Securities Dealers
Automated Quotation System.

(iii) The entity Of any investor must
not market or furnish the entity's items
or services (or those of another entity as
part of a cross referral agreement) to
passive investors diHerently than to
non-investors.

(iv) The entity must not loan funds to
or guarantee a loan for an investor who
is in a position to make or influence
referrals to, furnish items or services to,
or otherwise generate business for the
entity if the investor uses any part of
such loan to obtain the investment
interest.

IV-l

(v) The amount of payment to an
investor in return for the investment
interest must be directly proportional to
the amount of the capital investment of
that investor.

(2) If the entity pOSBesses investment
interest8 that are held by either active or
passive investors, all of the following
eight applicable ltandards must be
met-

(I) No more than 40 percent of the
value of the investment interestl of each
class of investmentl may be held in the
previous fiaeal year or previous 12
month period by mestors who are in 8
position to make arJnfluence referrals
to, fumish itellll or eervices to, or
otherwile generate buainess for the
entity.

(il) The terma on which an investment
interest is offered to 8 passive investor.
if any. who is in 8 position to make or

. influence referrals to, furnish ltema or
services to, or otherwise generate
business for the entity must be no
different from the terms offered to other
passive investors. ,

(iii) The terma on which an investment
interest is' offered to an investor who is
in a position to make or influence
referrals to, furnish items or services to,
or otherwise generate business for the
entity must not be related to the
previous or expected volume of
refeJTals, items or services furnished, or
the amount of business·otherwise
generated from that investor to the .
entity.

(iv) There is no requirement that a
passive investor, if any, make referrals
to, be in a position to make or influence
referrals to, furnish items or services to,
or otherwise generate business for the
entity as a condition for remaining as an
investor. '

(v) The entity or any investor must not
market or furnish the entity'. items or
services (or those of another entity as
part of a cross referral agreement) to
passive investors differently than to
non-investors.

(vi) No more than 40 percent of the
gross revenue of the entity in the
previous fiseal year or previous 12
month period may come from referrals,
items or services furnished. or business
otherwise generated from investors.

(vii) The entity must not loan funds to
or guarantee a loan for an investor who
iI in a position to make or influence
referrals to, furnish items or services to,
or otherwise generate business for the
entity if the investor uses any part of
IUch loan to obtain the invesbnent
interest.

(viii) The amount 01 payment to an
investor in return for the investment
interest must be directly proportional to

•
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the amount of the capital investment
(including the fair market value of any
pre-operational services rendered) of
that investor.

For purpole. of paragraph (a) of this
section. the following terms apply.
Active investor means an investor either
who is responsible for the day-to-day
management of the entity and is a bona
fide general partner in • partnership
under the Uniform Partnership Act or
who agrees in writing to undertake
liability for the actions of the entity's
agents acting within the scope of their
agency. Investment interest means a
security issued by an entity, and may
include the following classes of
investments: Shares in a corporation,
interests or untts of a partnership,
bonds, debentures, notes, or other debt
instruments. Investor me8D8 an
individual or entity either who directly
holds an investment interest in an
entity, or who holds such investment
interest indirectly by, including but not
limited to, IUch means a. having a
family member hold IUch investment
interest or holding a legal or beneficial
interest in another entity (such al a trust

. or holding company) that holds such
investment interest. Passive investor
means an investor who is not an active
investor, such as a limited partner in a
partnership under the Uniform
Partnership Act, a shareholder in a
corporation, or a holder of a debt
security.

(b) Space Rental As used in section
1128B of the Act, "remuneration" does
not include any payment made by •
lessee to a lessor for the use of premiaea.
as long as all of the following five
standards are met-

(1) The Jease agreement is set out in
writing and signed by the parties.

(2) The lease specifies the premiaes
covered by the leue.

(3) If the lease is intended to provide'
the lessee with access to the prem.iIea
for periodic Intervals of time, rather than .
on a full-time basta for the term of the
lease, the Jease speci.fiel exactl1 the
schedule of IUch mten. their precise
lenath, and the exact rent fOrIUch
intervalL

(4) The term of the .....Ja for not less
than one year.

(5) The aggregate' nruW charse Is At
in advance, is consistent with fair
market value m arma-IerJgth ..
transactiOD8 and ia not determined in ..
manner that tabainto account the
volume or value of any refen-ala 01"
businen otherwise senerated between
the parties for which payment may be
made iD whole or in part under
Medicare or a State health care
program.

For purposes of paragraph (b) of this
section, the term lair market value
means the value of the rental property
for SeDeral commercial purposes, but
shall oat be adjusted to reflect the
additional v8.1ue that one party (either
the prospective lessee or lessor) would
attribute to the property as a result of ita
proximity or convenience to sources of
referrals or business otherwise
senerated for which payment may be
made in whole or in part under
Medicare or a State health care
program.

(c) Equipment rental As used in
section 11288 of the Act. --remuneration"
does not include any payment made by
a lessee of equipment to the lessor of the
equipment for the use of the equipment,
as long as all of the followins five
standards are met-

(1) The lease agreement is set out in
writing and signed by the parties.

(2) The lease specifies the equipment
covered by the lease.

(3) If the lease is intended to provide
the lessee with use of the equipment for
periodic intervals of time, rather than on
a full-time basis for the term of·the
lease, the lease specifies exactly the
schedule of such intervals, their precise
length. and the exact rent for auch
interval.

(4) The term of the lease is for not less
than one year.

(5) The aggregate rental charse II set
in advance, ia consistent with fair
market value in arms-length .
transactioDl and is not determined in a
manner that takes into account the
volume or value of any referrala or
business otherwise generated between
the partie. for which payment may be
made in whole or in part under
Medicare or a State health care
program.

For purpose. of paragraph (c) of thiI
section. the term lairmarket value
meam the value of the equipment when
obtained from a manufactmer or
professional diatributor, but .hall Dot be
adjusted to reDect the additional vahlAt· .
one party (either the prolpectlve-Jenee.
or lessor) would attribute to the .
equipment al a result of ita proxfDdtJ or .
convenience to sources of referrala or
business otherwise,enerated forwhic:h··
payment may be made in whole or In
part under Medicare ora State health
care program.

(d) Personal MJl'ViCtJll and
manaaement contract& Id ued m
section 1128B of the Act. "remuneratiou" .
does not include 01'payment ~de by
a principal to 0 agent u compeuatiou.
for the services of the: asent. ulcmg u .
all of the folloW'iDI m ltandarda an
met-

IV-2

(1) The agency agreement ilset out ir

writing and signed by the parties.
(2) The agency agreement specifies

the services to be provided by the agenl
(3) If the agency agreement is

intended to provide for the services of
the agent on a periodic, sporadic or part
time basis, rather than on a full-time
basis for the term of the agreement, the
agreement specifies exactly the
schedule of such intervals, their precise
length, and the exact charge for IUch

intervals.
(4) The term of the agreement is for

not lesl than one year.
(5) The aggregate compensation paid

to the agent over the term of the
agreement is set in advance, is
consistent with fair market value in
arms-length transactions and is not
determined in a manner that takes into
account the volume or value of any
refemlll or business otherwise
senerated between the parties for which
payment may be made in whole or in
part under Medicare or 8 State health
care program.

(6) The services performed under the
agreement do not involve the counseling
or promotion of a business arrangement
or other activity that violates any State
or Federal law•

For purposes of paragraph (d) of this
section, an agent of a principal is any
persOD, other than a bona fide employee
of the principaL who has an agreement
to perform services for, or on behalf ot
the principal.

(e) Sale 01practice. As used in section
11288 of the Act, "remuneration" does
not include any payment made to a
practitioner by another practitioner
where the former practitioner is .elling
his or her practice to the latter
practitioner, as long as both qf the
following two standards are met-

(1) The period from the date of the
first agreement perW.ning to the we to
the'completion of the we is not more
than ODe year.

(2) The practitioner who is Bellini his
or her practice will Dot be in a
prof8llional position to make referrals
to, or otherwise pnerate business for.
the purchui.ns practitioner for which
payment may be made in whole or in
part UDder Medicare or a State health
care program after one year from the
date of the fint agreement pertain.i.ng to
theaale.

(I) Referralservices. As used in
section 1128B of the Act, "remuneration"
dOel not Include 01 payment or
exchange of anything of value between
aD individual or entity ("partjcipanf1
and another entity serving as a referral
service ("referral.emce"J, as long as all
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of the following four IItandarda are
fUet- .

(1) The refen'aillervice does not
exclude al 8 participant in the refen'al
service any individual or entity who
meets the quaUficationa for
participation.

(2) Any payment the participant
makes to the refen'allervice is alsened
equally against and collected equally
from all participants, and lJ only based
on the cost of oPeratins the refen'al
service, and nof on the volume or value
of any refen'al8 to or business otherwise
generated by the participants for the
refen'al service for which payment may
be made in whole or in part under
Medicare or a State health care
program.

(3) The refen'al iervice imposes no
requirements on the manner in which
the participant provides services to a
refen'ed person, except that the refen'al
service may require that the participant
charge the person referred at the same
rate as it charges other person8 not
referred by the refen'aI service, or that
these services be furnished free of
charge or at reduced charge.

(4) The refen'aillervice makes the
following five disclosures to each person
seeking a refen'al, with each such
disclosure maintained by the refen'al
service in a written record certifying
such disclosure and signed by either
such person seeking a refen'al or by the
individual making the disclosure on
behalf of the refen'al service-

(i) The manner in which it selects the
group of participants in the refen'al
service to which it could make a
refen'al: .

(ii) Whether the participant has paid a
fee to L~e referral eervice:

(iii) The manner in which it selects a
particular participant from this group for
that person;

(iv) The nature of the relationahip
between the refen'al lervice and the
group of participants to whom it could
make the refen'al; and

(v) The Dature of any restrictions that
would exclude such an individual or
entity from continuing as a participant

(g) Warranties. AI used in section
11288 of the Act. '-remuneration" does
not include any payment or exchange of
anything of value under a walT8J1ty
provided by a manufacturer or supplier
of an item to the buyer (such as a health
care provider or beneficiary) of the item.
as long as the buyer complies with all of
the following standards in paragraphs
(g)(1) and (g)(2) of this 8ection and the
manufacturer or supplier complies with
all of the following standards in
paragraphs (g)(3) and (g)(4) of this
section-

(1) The buyer must fully and
aCCW'8tely report any price reduction of
the item (including a free item), which
was obtained as part of the w8lTanty, in
the applicable cost reporting mechanism
or claim for payment filed with the
Deparbnent or a State agency.

(2) The buyer mUlt provide, upon
request by the Secretary or a S'-te
agency, information provided by the
manufacturer or supplier as specified in
paragraph (g)(3) of thia section.

(3) The manufacturer or supplier must
comply with either of the following two
standarc:li--
. (i) The manufacturer or lupplier must
fully and accurately report the price
reduction of the item (including a free
item), which was obtained aa part of the
warranty, on the invoice or statement
submitted to the buyer, and inform the
buyer of its obligationa under
paragraphs (a)(l) and (a)(2) of this
section.

(ii) Where the amount of the price
reduction lJ not known at the time of
sale, the manufacturer or supplier must
fully and accurately report the existence
of a warranty on the invoice or
statement. inform the buyer of its
obligations under paragraphs (g)(l) and
(g)(2) of this section. and. when the price
reduction becomes known. provide the
buyer with documentation of the
calculation of the price reduction
resulting from the warranty..

(4) The manufacturer or lIupplier must
not pay any remuneration to any
individual (other than a beneficiary) or
entity for any medical. surgical. or
hospital expense incurred by a
beneficiary other than for the cost of the
item itseH.

For purpoae8' of paragraph (glof this
section. the term warranty meana either
an agreement made in accordance with
the provisions of 15 V.S.c. 2301(8), or a.
manufacturer', or supplier'l agreement
to replace another manufacturer's or
supplier'l defective item (which Is
covered by an agreement made in
accordance with this statutory
provision), on terms equal to the
agreement that It replaces.

(h) Discounts. AI used in aection
11288 of the Act. ttremuneration" doea
not include a discount. 8a defined in
paragraph (h)(3) of thia section. on a
good or aervice received by a buyer,
which aubmits a claim or request for
payment for the good or service for
which payment may be made in whole
or in part under Medicare or a State
health care program, from a aeller 8S
long as the buyer complies with the
applicable 8tandards of paragraph (h)(1)
of this aection and the seller complies
with the applicable standards of
paragraph (h)(2) of this aection:

IV-3

(1) With respect to the following three
categories of buyera, the buyer must
comply with all of the applicable
standards within each category-

. (i) If the buyer is an entity which
reports its eosts on 8 cost report
required by the Department or a State
.agency, It must comply with all of the
following four standarc:li--

(A) the discount must be earned based
. on purchaaes of that same good or

service bought within a single fiscal
year of the buyer.

(B) the buyer must claim the benefit of
the discount in the-fiscal year in which
the di8count Is earned or the following
year; .

(e) the buyer must fully and
accurately report the discount in the
applicable cost repQrt: and

(0) the buyer muat provide, upon
request by the Secretary or 8 State
agency, Information provided by the
seller 88 apecified in paragraph (h)(2)(ii)
of this lIection.

(ii) If the buyer is an entity which i8 a
health maintenance organization or
competitive medical plan acting in
accordance with 8 riak contract under
section 1878(g) or 1903(m) of the Act. or
under another State health care
program, it need not report the- diacount
except a8 otherwise may be required
under the risk contract

(ill) If the buyer is not an entity
described in paragraphs (h)(1)(i) or
(h)(l)(ii) of this aection. it must comply
with all of the following three
standard&- .

(A) the discount must be made at the
time of the original aale of the good or
service;

(B) where fln item or aervice lJ
separately Claimed for payment with the
Department or a State agency, the buyer
must fully and accurately report the
discount on that item or service; and

(e) the buyer must provide, upon
request by the Secretary or a State
agency, information provided by the
seller as apecified in paragraph
(h)(2)(ii)(A) of thi, section.

(2) With respect to either of the
following two categoriea of buyers, the
teller must comply with all of the
applicable standards within each
category-

(i) If the buyer ia an entity described
in paragraph (h)(l)(ii) of this lection. the
seller need not report the discount to the
buyer for purposes of this provision.

(ii) If the buyer is any other individual
or entity, the Beller must comply with
either of the following two standard&-

(A) where a discount is required to be
reported to the Department or 8 State
agency under paragraph (h)(1) of this
section. the Beller must fully 8nd
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accurately report such discount on the
invoice or statement submitted to the
buyer, and inform the buyer of its
obligations to report such discount; or

(8) where the value of the discount is
not known at the time of sale, the seller
must fully and accurately report the
existence of a discount program on the
invoice or statement submitted to the
buyer, inform the buyer of its obligations
under paragraph (h)(l) of this section
end, when the value of the discount
becomes 1mown, provide the buyer with
documentation of the calculation of the
discount identifying the specific goods
or services purchased to which the
discount will be applied.

(3) For purposes of this paragraph, the
term discount means a reduction in the
amount a seller charges a buyer (who
buys either directly or through a
whole!laler or a group purchasing
organiza~on) for a good or service
based on an arms length transaction.
The term discount may include a rebate
check. credit or coupon directly
redeemable from the seller only to the
extent that such reductions in price are
'a ibibutable to the original good or
service that was purchased or furnished.
The term discount does not include-

(i) Cash payment;
(ii) Furnishing one good or service

without charge or at a reduced charge in
exchange for any agreement to buy a
different good or service:

(iii) A reduction in price applicable to
one payor but not to Medicare or a State
health care program:

(iv) A reduction in price offered to a
beneficiary (such as a routine reduction
or waiver of any coinsurance or
deductible amount owed by a program
beneficiary):

(v) Warranties:
(vi) Services provided in accordance

with a personal or management services
contract; or

(vii) Other remuneration in cash or in
kind not explicitly described in this
paragraph.

(I) Employees. As used in section
1128B of the Act, ''remuneration'' does .
not include any amount paid by an '
employer to an employee. who has a
bona fide employment relationship with
the employer. for employment ~ the ,
furnishing of any Item or service'for
which payment may be made in whole
or in part under Medicare or a State '
health care program. For purposes of
paragraph (i) of this section. the term

emplo}'ee.has the same meaning as it
does for purposes of 26 U.S.C. 3121(d)(2):

OJ Group purchasing organizations.
As used in section 11288 of the Act.
"remuneration" does not include any
pa~1nent by a vendor of goods or
services to a group purchasing
organization (GPO), as part of an
agreement to furnish such goods or
services to an individual or entity as
long as both of the following two
standards are met-

(1) The Gpp must have a written
agreement with each individual or
entity, for which items or lervices are
furnished. that provides for either of the
following--

(i) The agreement statel that .
participating vendors from which the
individual or entity will purchase goods
or services will pay a fee to the GPO of
3 percent or less of the purchase price of
the goods or services provided by that
vendor.

(il) In the event the fee paid to the
GPO is not fixed at 3 percent or less of
the purchase price of the goods or
services, the agreement specifies the
amount (or if not known. the maximum
amount) the GPO will be paid by each
,"endor (where such amount may be a
fixed sum' or a fixed percentage of the
value of purchases made from the
vendor by the members of the group
under the contract between the vendor
and the GPO).

(2) Where the entity which receives
the good or service from the vendor is a
health care provider of services. the
GPO must disclose in writing to the
entity at least annually. and to the
Secreta.""Y upon request. the amount
received from each vendor with respect
to purchases made by or on behalf of the
entity.

For purposes of paragraph OJ of this
aection. the term group purchasing
organization (GPO) means an entity
authorized to act as a purchasing agent
for a group of individuals or entities who
are furnishing services for which '
payment may be made in whole or bi
part under Medicare or a State health
care program, and who are neither ,
wholly-owned by the GPO nor ,
subsidiaries of a parent corporation that
wholly owns the GPO (!!ither directly or
through another wholly-owned entity). '

(k) Waiver ofbeneficiary coilJ,surance
and deductible amounts. As used in
section 11288 of the Act. ...-emunerat(on"
does not include any reduction or
waiver of a Medicare or a State health

IV~4

care program beneficiary's obligation to
pay coinsurance or deductible amounts
as long as all of the standards are met
within either of the following two
categories of health care providers:

(1) If the coinsurance or deductible
amounts are owed to a hospital for
inpatient hospital services for which
Medicare pays under the prospective
payment system. the hospital must
comply with all of the following three
standards-

(i) The hospital must not later claim
the amount reduced or waived as a bad
debt for payment purposes under
Medicare or otherwise shift the burden
of the reduction or waiver onto
Medicare, a State health care program.
other payers, or individuals.

(il) The hospital must offer to reduce
or waive the coinsurance or deductible
amounts without regard to the reason
for admission. the length of stay of the
beneficiary, or the diagnostic related
group for which the claim for Medicare
reimbursement is ffied.

(ill) The hospital'. offer to reduce or
waive the coinsurance or deductible
amounts must not be made a8 part of a
price reduction agreement between a
hospital and a third-party payor.

(2) If the coinsurance or deductible
amounts are owed by an individual who
qualifies for subsidized services under a
provision of the Public Health Services
Act or under titles V or XIX of the Act to
a federally qualified health care center
or other health·care facility under any
Public Health Services Act grant
program or under title V of the Act. the
health care center or facility may reduce
or waive the coinsurance or deductible
amounts for items or lervices for which
payment may be made in whole or in
part under part 8 of Medicare or a State
health care program.

'1001'" 0tQ report on compliance with
InvHtrnent Interest eafe harbor. '

Within 180 days of the effective date
of this ,ubpart, the OIG will report to,
the Secretary on the compliance with
111001.952(a)(2)(i) and
1001.952(a)(2)(vi).

Dated: July 18. 1891.
RoP. J(lIIImJW. .

1n8pt1CtorGeneral. Department D/Health and
Human Servic-.

Approved: July zz. 1991. '
Loula W. SuDiva,
Secretary.
(FR Doc. 91-17891 FIled 7-za..o:t: 8:45am]
-.uNQ COllI .1.......



APPENDIX V

Federal "Stark" Legislation

42 U.S.C. 1395nn

~f 139SnlL·· Liinltati~·n' on 'eertaln phYllclan referrab
(a) Prohibition o~ ee~n,~~~...;~.;~:... ,:;,:.. ,: .. :.~·:";.,...,:jL

. .

(1) In reneraI·. -: ", :.'

Except &8 provided in subsection (b) of this section, if i' 'phYsIcian (or
immediate family member of such physician) has a financial relationship with an
entity'specified in paragraph (2), then- . . :::.' . ,.,'

(A) the physici~ may n?t make a n;ferral to the entJty.~or th~Jurnishing
of clinical laboratory sernces for which payment othel'Vt'lSe may be made
.under ,this su1;>ehapter, an~ . .'

(B) the entity may not present or cause to be presented a claim under
~ ,subchapter or ~~n ,to.. any ,individua~ ~party payor, ~~ Q~~. entity
for clinical lahQratory se~~ furnished pursuant to a refe~.p.l'9.~i~
under subparagrap~, (A). , . .' ' ., .

(2) Fln~daI relationship ~peeified. .... .'. ........ ..

For, purposes of tJus section, a financial- relationship of ~.: phnieWl (or
immediate family member) with an entity specified in this paragraph is-

. '(A) excej>r'u' provided'jh :'subseCticris (c) and (d) of this?·}JctiO:D,~;an
ownership or investment interest in the entity; or' . , ' .. -.-. .-11,,:- ••.

(B) except as provided in subsection' (el of this section: ~' eOmpensati~n
arrangement (as defined in subsection (h)(IXA) of this section), between the
physician (er immediate family member) and the entity. "

An ownership or itlvegtment interest descnbed in subparagraph (A) may be
through equity, deb~ or other means. . ..:.,.; j : " •• _

(b) Genera! excePtion. to both oYt'nenhlp and co~penaatJon ~ment prohibIU~n:.'·

< Sub~tion (8)(1) of this 'section shan not apply in the following ~:':'~ .. ,~'"

V-I



~ (1) Phy.ldans' lenl«t

In the case of physicians' servicea (as defmed in lectiO~ 139Sx(q) of this title)
provided personally by (or under the personal supervision of) another physician
in the same group practice (as defined in subsection (h)(4) of this section) as the

, referring physician,

t!) In~-omce .ncmarl.e~lm

.In the ease' of services-
(A) that are' furnished- .
. ll5 ~rsonallY. '}ii' ·tJi;':ref~rring physician, personally by a physician
y!1i~. ~. a,nleI!1~~.9.f th~saine gro~p p~c;e.~", ~\~erzing phYllician,
.Qr ~rs9n~tly by individ~ who, are employed by 8.Uch.. phy'sician or

l group practice and who are personally supervised ~y !-be physician or
.. by another physician in the group practice, ·and.r -.,.,? ~'1;;:~.':': ;.;; ..•.1.•.•

. ":.(ll)(1) iii 'a buU4ing' in 'which the ·'refeiT.t~g 'phy~rCiai{~(or 'another
. physician who is' a member of the sa~e~up :pra~ce>. furnishes
'. physicians' services unrelated to the furnishing of. ~linieat labQratory
. services, or .

. . (II) in the case of a referring physician who is a member of a group
. . practice, in another building which is used by the group practice for the

centralized proviSion of the group's clinical laboratory services, and
, . ..,.1 .'.

(8) that are billed by the physician performing"or supervising the servic-
es, by a group practice of which such physician is a)n~mber~ 9r by an entity

. that is whoUy oVrrned by such physician or such group practice,
if i.he-·own~rship or investment interest in luch services. meetS such other

. requirements' as the Secretary may impose by regulation .as. needed tQ ~protect

"against PrOgra~ or patient abuse.. . . ." '. '. ". .

(3) Prepaid plans

In the case ot services furnished-
(A) by an organization with a contract under section 1395mm of this title

to an individual enrolled with the organization,
(8) by an organization descnOed in section 1395l(aXIXA) of this title to

an individual enrolled with the organization, or. . '"", .
(C) by an o~ganization receiving payments oli Ii prep8id .'b~is, under a

demonstration project under section 402(a) of the Social S&--urity .Amend·
ments of 1967 or under section 222(a) of the Social Security Amendments of

,;' 1~2" ~ ,an indivi~u~~enron~~. wi~ the ~rganjzatio~; , '. .

{4) Hospital financial relationship unrelated to the prov'lslon" or clinle&l laboratory
, .• -, . lervices '. ,'- .. '.'

""I~'the ('.ase of a fmancial relationship with a hosplW ~. th~ &ancial relation·
ship' does not relate to the provision of clinical laboratory services. '

.......
'. (6) Other permissible exceptions .

. In the Case of any other fmancial relationship which the SeCretary determines,
': .and ,specifies in regulations, does not pose a risk of program or patient abuse.
-~ .... . ..

(~). Genefat exception related only to ownenhip or Inveatment prohlbitioD ror ownenhip In
.. , publicly.traded tei:urltles

."1 Qwnership of investment securities (including shares or bonds, debentures, notes,
or other debt instruments) which were purchased on terms generally available to the
pU~!ic and which are in a corporation that-- . .
,.: '. ,(1) ~ li.&\ted for trading on the New York Stock Exchange or on Ole American
....:' Stock EXl:hange, or is a national market system security traded under an

automated interdealer quotation B)'stem operated by the National Assodation of
S:ecurit;es Dealers, and

(2) had, at the end of the corporation's most recent fisc~l year, total assets
exceeding $100,000,000,
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J ." ~ ..

.~ .... ~

shall DOt be coDlidered to be an -ownership or investment Interest described In
subsection (a)(2)(A) of this HCtioa'

(d) Additional exception. related onl, to ownenhlp or Inveltment prohibition

The following, if not otherwise excepted under subsection (b) of this section, lhall
not be considered to be an ownership or investment interest described in aubsection
(a)(2)(A) of thia aect.ion:

(I) Hospital. to Puerto Rico

In the ease of clinical laboratory services provided by a hospital located in
Puerto Rico. .... "

(2) Rural provider .. -. , •.. ," .

In the case of clinical laboratory services if the laboratory furnishing the
services is in a .rural area (as defmed in section 1895ww(d)(2){D) of this title).

'(S):Hoipit8J 6Wnmhli;' ',': . .. .. :... ,;. \.~. .:i' .

.. ' In'the'~~'of ciini~lla~.:atdry ~rvi~ p~vided.by ~ h~;~i~i'(other than a
. ~osfli~l d~nDed .inp~.~~ph (1» if~ ..,. . ." ...
•. , (A) the . referring physiciari. is 'authorized to ~rform .services at the

hospital, and '., -. ~ ,.' .' '. .. .' '~'1." ,~.

(B) ~e ownership or investment interest is in the hospital itself (and not
merely in i subdivision thereof). . .

(e) Exception. relatlnr to other eompenaatlon arran,ementa

The fonowing shall not be considered to be a compensation arrangement described
in subsection (a)(2)(B) of this section:

(l) Rental of o~ce .paU ......

Payments made for the rental or lease of office space il
(A) there is a written agreement, signed by the parties, for the rental or

lease of the space, which agreement- : ~ , . .. .:'"
(I) specifies the apace covered' by the agreement and dedicated for

the use of the lessee,
(II) provides for 'a term of rental or lease 'oraf least one year,

. (Ill) provides for payment on a periodic basis of an amount that is
'consistent with fair market value; .. . :..... ,. ~ .". ' ..... :::1. ."

(Iv) proVides for' an amount of ag~gate payments that does not
'vary (direetly, or. indirectly) based on the ;volume or value of any

. referrals of b~jness ~tween the p~ea; and .... ,,- .- :.1 ,: •., '.

',' ,~:..: . (y) Yiould. be' eonsidered"w 'be ~mrner$ny" ~o~~J~~ ~ven il DO

v referrals were.ma4e between the parties;.~ \,. '''~'~f'' ":. t;-:r;:~'",

, ,. (B) ip,; th~ case o( ~Dtal or lease of o~fice sp~ ~¥'fhich a physician who
, ....•. is an' interested irivestor. (or an iJitei'eSted 'investOr"wbo is'. an immediate
,', '~'·'~.farnilf·meinber·of tlie'plijsiclan)"has an ownershiP or iDves~ent'1nterest,

'., the. office' -space 'isln the -iame building as the' bw1ding in' wlUch the'
physician (or group prictiee-of whiCh the physi~ ,is .a JD~mber) bAs a

. praetice; and '. ..":.... '" -.- .. ~.'" '
, ., -:.' .. :. (C):, the' arrangement' 'meets" suCh other' 'requirements 'u !·the .seeretarJ

may impose by regulation as needed to protect against program 'or'patient
abuse.···

(2) Employment and unlee arranrementa with hospital.

An a.rrangement between a hospitaJ and a physician (o.r immediate family
member) for the employment of the physician (or family member) or for the
provision of administrative aervices, if-

(A) the arrangem~nt. is for identifiable scnicea; . ': ;
(B) the amount of the remuneration under th!! arrangement- :.

(I) is consisU!nt Vt;th the fair market value of the services, and
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(Il) is not determined in a manner that takes into account (directly or
indirectly) the volume or value of any referrals by. the referring
physician;

(C) the 'remuneration is provided pursuant to an agreement which would
be ~mmercially reasonable even if DO referrals were made to the hospital;
and' .. -.. '

" (D) the arrangement meets such other requireme~b i$the secrebu,
.may impose by regulation as needed to protect agains\ p1'9~...or.pa~ent
abuse. .' ,

1) Other It"lce arra~m£nta

. Remuneration"from an entity (other than' a hospital) under an arrangeinent
if~ ",:' .

:.; .(A) the aiTangement is~ 1

(I) for specific identifiable services as the medical.director or, as a
member of a medical advisory' board at the entity'pursuant to a

, requirement of this subchapter, '" .. :, - ~ .,"::' :,; : "~ '.'

.. (ll) for specific identifiable physicians' .service~ to be ~ish~d to an
individual reCeiving hospice care if payment for such services may only
be made under' this subchapter as hospice care, ,~-, ..' ,

• , •• '. f :.'. ." .. ..: • • ~

(ill) for specific' physicians' serviceS furnIShed to a' nonprofit blood
center, or . " '- ,.' . '.

(Iv) for specific identif18ble administrative services (other than direct
, patient care services), but only un.der exceptional circumstances speci-
fied by the Secretary in regulations;' '., ;, ,',..,. :. .·Ia..... ..' .... ." ,_

(B) the requirements described in subparagraphs (B) and (C) of para
graph (2) are met with respect to the entity in the same manner as they
apply to a hospital; and

(C) the arrangement meets such other requirements as the Secretary
may impose by regulation as needed to protect against program or patient
abuse,

(4) Pb1.lclan recruitment . . ., ':,' ,

',. In the case of remuneration \,Vhich is provid~d by a hospital to a physician to
induce the physician to relocate to the geographic.area 8erv~ by the hospital in
o~er to be a mem1?er oLthe ~~di~l, ~t:a(C o~J.he'hos~~f.aI,.i:f-;' '

'(A) the physician is not required to refE'.r patients to the hospital,

(B) the amount· of" the' reniuneration under' the 'arrangement is Dot
, determined in a manner that takes mto 'account (directly or indirectly) the
volume or value of any referrals by the referring physician; and

(C) the arrangement meets such other requirements as the Secretary
, ms.y impose by regulation as needed to protect against program or patient
'·abuse. , ' ". ' '.' .' '.

'(6) laolated'traMactlonl - - "

. In the case of an isolated financial transaction, such as a one-time sale of
property, il-

(A) the requirements descn1>ed in subparagraphs (B) and (C) of para
graph (2) are met with respect to the entity in the same manner as they
appl)· to a hospital, Rod . "

(B) the transaction meets such other requirements as th'e Secretary may
impose by regulation as needed to protect against program or patient abuse.

(6) Salaried phystc:lan. In 8 (TOup practice

A compensation arrangement involving payment by a group practice of the
ulary of a physician member of the group practice.
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(f) Reportlnr requirements

Each entity providing covered items or services for which payment may be made
under this subchapter .hall provide the Secretary with the information concerning
the entity's ownership arrangements, Including-

(1) the covered items and services provided by the entity, and
(2) the names and unique physician identification numbers of all physicians

with an ownership or investment interest (as descnoed in subsection (aX2)(A) of
this section) in the .entity, or whose immediate relatives have such an ownership
or investment. ,. .' " . ,

Such infonnation shaJl be provided in BUch form, manner, and at such times as the
Secretary shaD specify. Such information shall fU'8t be provided ~ot later than
October 1, 1991. The requirement of this subsection shall not apply to covered items
and services provided outside the United States or to entities which the Secretary
determines provides services for which payment may be made under this subchapter
very infrequently. The Secretary may waive the requirements of this subsection
(and the requirements of chapter 35 of Titl~ 44, with respect to information provided
under this ,subsection) with respect to reporting by entities in a State (except for
entities' providing clinical laboratory services) so long as such reporting occurs in at
least 10 States, and the Secretary may'waive such requirements with respect to the
providers in 8 State required to report so long as such requirements are not waived
with respect to parenteral and enteral suppliers, end stage renal disease facilities,
suppliers of ambulance services, hospitals, entities providing ph)'sic.al therapy servic
es, and entities providing diagnostic imaging services of any type.

(I) Sanc:tloru

(l) Denial or payment

No payment may be made under this subchapter for a clinical laboratory
sen;ce which is provided in violation of subsection (aXl) of this section.

" .
(2) Requlrlnr rerunds tor certain claJnu

If a person collects any amounts that were billed in violation of subsection
(aXl) of this section, the, person shall be liable to the individual for, and shall
refund on ~ timely basis ~ the individual, any amoun~ so collected. ,

(3) Clyll monel penalty ~d exclu.lo~ tor Improper clalml

Any ~on' that preSents or Causes to be presented a bill Qf a claim for a
service that such person knows or should know is for a 'service for w1'Jch
payment may not be made under paragraph (1) or' for which 8. refund has not
been made under paragraph (2) shall ~ subject to a clvt1 ~oney Penalty of not
more than $15,000 for each B.uch service. The provisions of section 1320a-7a of
this title '(other than the fU'8t sentence of subsection· (a) and' other than

.' subsection (b» shan apply to'a civil money penalty under the previous sentence
in the same manner as such pro"lisions apply to a penalty or proceeding under

,:~tion ~~~:~~~l~:f ~~" ~~~-} '. ::::.:r '. I,:,:' "~~~.:',~:: ..'~: ..' ;;:', ~~~~:j~~;r;j ::~ '..! .

(4) Civilo:on.ey peM1l1 end exclusion tor clreumvenUon ltC~eJnel. 4.ll .: "
w ••~ ,'_•••4 D. ". .., .

. ,Any physician or other en~ty that enters .into-Iin i.rrai1g~ineQt gr scheme (such
. as 8 cross-refe'nal aiTangernent) which the physician, or entitflglow8 or should

know has a principal purpose of assuring referrals by. the physician to a
particular entity which~ if the physician directly made 'referrals to such entity,
would be in violation of this section, shall be subject to a civil money penalty of
not more than $100,000 for each such arrangement or sc.."aeme. The provisions
of section 13208-7a of this title (other than the first sentence of subsection (a)
and other than subsection (b» shan apply to a civil money penalty under the
previous sentence in the same manner as such provisions apply to a pena!ty or
proceeding under section 18208-7a of this title.

(S) Fallure to report Information .

Any person who is required, but fails, to meet a reporting requirement of
subsection (f) of this section is subject to 8 civil money panalty of not more than
$10.000 for each day for which re~rting is required to have been made.. The
provisions of section 13208.-7a of this title (other than the first sentence of
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subsection (a) and oOler than subsection (b» shall apply to a civil money penalty
under Ole previous sentence in the same manner ~ such provisions apply to a
penalty or proceeding under section 1320a-7a(a) of this title.

(it) DefinlUons.
."

.Fo!.' P\:U'POses of this sectiQn:

.rJifCOmpenaat1~n .~m~l}t; remuneration.

(A), The. term ucompensation arrangement" means any arrangement inVolving
';:~,~any remuneration 'between a physician (or immediate tamily member) and an .
,;: t!ntity';l :~-'," " : , ' ' ',~., ' , '
i,j\1:l"HiBj The teriri·'·treiri~ne~tionf, 'mclud~ 'liny remuneration tUrectifor indireCt-'
:-:l'jy -:Overtly or'covertly" in cash oi'in kind. " :. ':' ":'. ", -, ':.' ,';" _ .. , " . . , ' '. . ,,"

.~'.' (2) Employee, '"'. ' ::,
~;'~('·f."'··... ,'· :.;-.- .. ~ ....... r~...... ,,! :"; .1- . ' : ;. '. '\~.•.".,.... "~

..,~·,-A.n individual is considered to be ~'employed by" or an flemploy.ee",of an entity
if the individual would be considered to be an employee of the entity under the ,
usual common law rules applicable in determining the employei-employee rela

':: tionship (as applied for.purposes of section 3121(d)(2) of Title 26. ~

, ~~) '~alr mark~i.~~~~ :,' ",' ~; ...,I. ~, '.:' • ~;,:" ",¥

The term "fair 'market value" 'means the value in arms length transactions,
consistent with ,the general market v.alue, and, with respect to rentals or leases,
the value of rental property for general commercial purposes (not taking into
account its intended use) and, in the case of a lease of space, not adjusted to

.: .. reflect the additional value the prospective lessee or les~or would attnoute to
the proximity or convenience to the lessor where the lessor is a potential source
of patient referrals to the lessee.

(.) Group practice ,

The term "group practice" means a group of two or more physicians legaJJy
organized as a partnership, professional corporation, foundation, not-for-profit
corporation, faculty practice plan, or similar association--

. (A). ~ which each physician who is a member of the group provides
" s'ubstantially the full range of services which L'le phys~ian routinely pro
.. _vides (indudiJ)g medical care, consultation, diagnosis, or treatment) through

, _. the joint' ~e~ of shared offic;e space, facilities,' equipment; and. personnel;
'.. '~', <B) for :which sUbst,.J1&Dy'aU of thet8~ of 'the 'phY~i~ia~s wh~ are

'. '.' ,members of the group are proVided through the group snd are bPled in the
~ ';',. name of the group and amounts 80 received are treated as receipu of the

group; ." : .• -, : . .. - ,~. . :".: ",',.' ,,:' \.
(C) in which the overhead expenses of and the h~come from the practice

are distnouted in accordance with methods previously determined by mem-
bers of the group; ·and _ - . : - - . - . "

(D) which meets-such other-standards as the Secretary may impose by
regu,lation. . ,

In the case of a faculty practice plan associated with a hospital with an approved
medical residency training program in which physician members may provide a
variety of different specialty services and provide professional services both
within and outside the group (as well as perfonn other tasks such as research),
the previous sentence shall be applied only with respect to the services provided
within the faculty pnctice plan.

(6) Interested Investor; dialntereated Investor

The term "interested investor" means, with respect to an entity, an investor
who is a physician in a position to make or to influence referrals or business to
the entity (or who is an immediate family member of such an investor), and the
term "disinterested investor" means an investor other than an interested inves
tor.
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(G) In\'eator

The term "investor" means; with respect to an entity, a person with a
financial relationship specified in subsection (aX2) of this section with the entity.

(j) Referral, re(urinr physician

(A) Physlelans' taervlcea

Except as provided in subparagraph (C), in the case of an item or service
for which pa}'ment may be made under part B, the request by .8 physician
for the item or service, including the request by a physician for a consulta·
tion with another physician (and any test or procedure or:dered by, or to be
performed by (or under the supervision 00 that other physician), constitutes
a "r~ferral" by a -'referring physician". ' .. '. '.

~....
(B) Other iums

• ••• .' ..... t

Except as providedin subparagraph (C), the request or establishment of a
plan of care by a physician which includes' the Pl'9vision of the clinical
laboratory ~rvice constitutes"a "referral'" by . a "referring physician".

: .' . '. ....... : . . :'........ ,'. ".:

(C) Clarification respecttng certain servlees Integral to a oonloltatlon by «naln
specialists ",; '.. . -' , .

A request by apathologist for cliniCal diagnostic laboratoi-y tests and
pathological examination services, if such services are furnished by (or
under the supervision 00 such pathologist pursuant to a consultation
requested by another physician, does not constitute a "referral" by a
"referring physician".

IPub.L. 101-239, Title VI, § 6204(a), Dec. 19, 1989. 103 Stat 2236, amended Pub.L. 101-508, Title
IV, § 4207(e)(lH3), (k)(2),·;Nov. 5.. l~,}04 Stat 1388-121, 1388-122, 1388-124.)

t,...i'.,· •.;>.-' -.' .'-... ', .

Effective Date
Section, ~ther than subsec" (f), effective with respect to'referrals made

on or after Jan. 1, 1991, and subsec. (f) reporting requirement effective
Oct. 1, 1990, see section G20-4(c) ofPub. L. -101-239, set out as a note under
this section.

I ".", ••

Historical and Statutory Notes subs.ec. (bX4) and redesignating as IUbscc.. (b)(S)
RefereDceI fa Text.' Section 402(a) or tbe So- . (onner sut>sec:. (bX4);. amendio, su~ (f)-{2).

cial Security.Amendments or 1967. referred ,~ in subsec. (I) thard sentence, ~d tnaC!lng last two
subsoc. (b)(3)(C), is set out as section 139'sb-l(a) IU~. (I) stnt~ respecting requn~nents and
of tbis title. . .. '. ......ver or requirement&; and· enacting IUbsec.

. .... . (bX6) and redesignatioi as subsec:. (h)(7) former
Section 222(a) or t~ ~ Secunty Amen~. subs.ec. (h)(6) and amend.illi such subsec:. (b)(7) of

menU of 1972, rer~ to an IUbsec. (b)(3XC), .. cbis section] d1aJl.be effective as if included in the
set out as Expenments and Demoostration . enactment or i.e<:tiOfl 6204 of tbe Omnibus DOOlet'
~rojects : .._~t~ ~~~~,.~.tioa.l.3~~~,e>!·~h~.• :.. Rcco~tiol'!'t~ce .or 198~ 1.[Pub.L .. ~01-239.
title. . . . . . §, 6204. am~dl~~ ~~ ~o!l ~ set 9'1\ as nOles .

Prior Prortslou. A prior sectioo 139.5on, Ace hereunder).". .' . . .
Aug. 14, .1935, Co ~31. Title XVIII, t 1877, as :_'" medlve' Date; '"-seCtio~::' 6204{e)' of'Pub.L
addrd Oct. 30, 1972, ·Pub.L 9S-142, f 4(s), 91'0 ."'101-239 providedchat:':'~ to',...; ,. i':I!~;"-' ;. •••~

Stat. 1179; .Dec. 5.. 1980, Pub.L 96--499, Title IX,. 1. ': M(lfEx~ ~~•. ;:oVided !It' . , :".'. 11 (2), the'
1917, 94 Stat. 2625. July .11•. 1984, ·Pub.L.,,-. anlendnients m':by 'this':~~tlds
98-)69, Title .1II, I 2306(00), 98 ~~L 1073;.Oct. .. section and icCtioo 1395{ of thil1itJe and DOte
21. 1986, Pub.L. 99-509. Ticle IX, f.9321(aXI), provisi under th: acetioo) Ihal1 beco cfti
100 StaL 2016; Au,. 11, 1987. Pub.L'IOG-93, . tiv ~ rapcci : el'ernh made me.;:;
I ~(~), 101. S~ 68? which enumerated offenses ,':;:1 I 1991. .r ,. .~ ~
rel.tlnl to the MedIcare program and the penal- ry., ~'" . .
ties (or such offenses, Was repWed by Pub.L . tf(2) The . reporting reqwrement of sectioll
100-93, f 4{e), Aq. 18, 1987, 101 StaL 689, u.n(1) ~f the Social Security Act (subscc. (I) ~
effective at cbe end of' the (ourteen-d.ay period thiS section] shall lake effect 011 October I. 1990.
beginning on Aug. 18, J987. and inapplicable to Deadline lor Certain RegulatloJU. Section
administrative proetedings c::ommenced before tbe 6204(d) o( Pub. L 101-239, as amended Pub.L
end or such period, under section JS(a) of' Pub.L 101-.508, Title IV, § 4207(e)(.)(B). Nov. 5. 1990,
100-93, set out as a note under section 1320a-7 of 104 Stat. 138B-12l, provided that:
thi$ title. See section 1320a-7b of this title. . ""The Stc..etary or Health and Human SerAces

Efftcthe Date or' 1990 Amendmeat. Section shall publish final regulations to carry out section
4207(e){.5) or Pub.L 101-508 provided that:"The 1877 of the Social Security Ad [tbis section) by
amendments made by thb subsection [«,acting not later than October J, J99I."
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APPENDIX VI

JOINT VENTURE TAP MEMBERSHIP LIST
(Current as of September 1991)

Richard Brock
1924 Golf Terrace
Tallahassee, FL 32301
(904)877-1361

Jim Cruickshank
Associate Executive Director
Humana Hospital Bennett
8201 West Broward Blvd.
Ft. Lauderdale, FL 33324
(305)473-6600

Steve Eavenson
Senior Vice President
St. Vincent's Health System
2565 Park Street
Jacksonville, FL 32204
(904)389-1400

Edgar Lee Elzie
Macfarlane, Ferguson & Kelly, P.A.
210 South Monroe St.
P.O. Box 82
Tallahassee, FL 32302
(904)224-1215

Jeffrey M. Fine
Guilford & Fine, P.A.
2222 Ponce de Leon Blvd.
{Joral Gables, FL 33134
(904)446-8411

Clark Galin
8200 W. Sunrise Blvd.
Plantation, FL 33322
(305)473-1806

Bill Guidice
Tallahassee Memorial Regional
Medical Center
Magnolia Dr. & Miccosukee Rd.
Tallahassee, FL 32308
(904)681-5238

Charles P. Hayes, Jr., M.D.
2005 Riverside Ave.'
Jacksonville, FL 32204
(904)387-7656

Ben King
Assistant Vice President
National Medical Ente!"prises
2701 Rocky Point Dr., Suite 700
Tampa, FL 33607
(813)281-0444

Ralph Lawson, CFO
Baptist Hospital of Miami, Inc.
8900 North Kendall Dr.
Miami, FL 33176
(305)596-1960 ext. 6324

Randolph P. Collette
Department of Professional Regulation
1940 N. Monroe St., Suite 60
Tallahassee, FL 32399-0792
(904)487-9700

Donald Miller
Volusia Clinical Lab, Inc.
466-A Ilth.St.
Holly Hill, FL 32117
(904)252-7730

Robert Nay
Blue CrosslBlue Shield of Florida
532 Riverside Ave.
Jacksonville, FL 32236-0729
(904)791-8508

Stephen M. Presnell
Associate Public Counsel
Suite 801, Claude Pepper Bldg.
111 West Madison St.
Tallahassee, FL 32399-1400
(904)488-9330

Linda Quick, Executive Director
Health Council of South Florida
Suite 170
5757 Blue Lagoon Dr.
Miami, FL 33126
(305)263-9020

D. Jeffrey Sapp, Executive Director
Same Day Surgicenter of Orlando, Ltd.
88 West Kaley St.
Orlando, FL 32806-2986
(407)423-0573
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Joint Ventures Tap (Cont.)

John Sforza
Florida Health Coalition
3625 N. W. 82nd Ave.
Suite 201
Miami,FL 33166
(305)592-4936

Jim Slack
Hospital Corporation of America
P.O. Box 13597
Tallahassee, FL 32317
(904)877-8129

Grady Snowden
Wesley Manor Retirement Village
State Rd. 13 at Julington Creek
Jacksonville, FL 32259
(904)287-7300

Pat Socarras
P. T. & Rehab Services ofN. W. Florida
207 Fourth St.
Ft. Walton Beach, FL 32548
(904)244-5663

Phil Unger
Assistant Vice President
Hospital Corporation of America
P. O. Box 13597 (1830 Buford Ct.)
Tallahassee, FL 32317
(904)877-8129

John Whiddon
Chief, Medicaid Program Integrity
Department of HRS
Suite B-10
2002 Old St. Augustine Road
Tallahassee, FL 32301
(904)488-2701

Jay A. Ziskind
Matzner, Ziskind, Kosnitzky and

Jaffe, P.A. .
100 S. E. 2d St., 28th Floor
Miami, FL 33131
(305)371-2000

SJB123

VI-2


	Volume I - January 1991
	Volume II - September 1991
	Volume III - October 1991



