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Among cancer doctors, it is called
the chemotherapy concession. At a
time when overall spending on pre-
scription drugs is soaring, cancer
specialists are pocketing hundreds of
millions of dollars each year by sell-
ing drugs to patients — a practice
that almost no other doctors follow.

The cancer specialists can make
huge sums — often the majority of
their practice revenue — from the
difference between what they pay for
the drugs and what they charge in-
surers and government programs.
But some private health insurers are
now studying ways to reduce these
profits, and the issue is getting close
attention in Congress.

Typically, doctors give patients
prescriptions for drugs that are then
filled at pharmacies. But cancer doc-
tors, known as oncologists, buy the
chemotherapy drugs themselves,
often at prices discounted by drug
manufacturers trying to sell more of
their products, and then administer
them intravenously to patients in
their offices.

The practice also creates a poten-
tial conflict of interest for these doc-
tors, who must help patients decide
whether to undergo or continue che-
motherapy if it is not proving to be
effective, and which drugs to use.

Cancer specialists have success-
fully resisted most government ef-
forts to take the drug concession
away, arguing that they need the
payments to offset high costs in the
rest of their practices. An attempt by
the Clinton administration to change
reimbursement practices was

strongly opposed by doctors, and by
George W. Bush, who was then gov-
ernor of Texas, among others. But
support for change is growing, and
some changes are beginning to take
place.

‘‘This has gotten out of hand,’’ said
Dr. William C. Popik, the chief medi-
cal officer for Aetna, which is explor-
ing different approaches to the con-
cession, including taking it away in
some regions.

Health insurers say they can buy
these drugs much less expensively
themselves and have the drugs
shipped directly to doctors’ offices.
Some also want to keep better track
of how the drugs are used.

Critics say the money these doc-
tors make from selling medicine is
contributing to the nation’s high
health care bills and adding to the
waste and inefficiency in the health
care system.

Medicare, which does not cover
most prescription drugs, does pay
doctors about $6.5 billion a year for
drugs they personally administer,
largely cancer drugs. Under the cur-
rent system of determining what the
appropriate prices for these drugs
are, the government is paying, by
some estimates, more than $1 billion
over what the drugs actually cost.
Many private insurers say they are
also overpaying for these drugs.

In some cases, patients may even
be paying a much larger co-payment
for the drug than a cancer doctor is
paying to buy it. Some patients paid
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about $150 out of pocket for Toposar,
a cancer drug, for example, while
doctors appear to have paid closer to
$60 after various discounts from
Pharmacia, the manufacturer, ac-
cording to the Minnesota attorney
general, who is suing Pharmacia,
accusing it of pricing fraud.

The General Accounting Office,
which studied federal payments for
cancer drugs in late 2001, discovered
that doctors, on average, were able
to get discounts as high as 86 percent
on some drugs. Doctors paid less
than $3 for a single dose of leuco-
vorin, for example, while patients
paid them around $3.50 out of a total
reimbursement of about $17.50.

‘‘We think it’s a bad system that
creates bad incentives that creates
bad medicine,’’ said Robert M.
Hayes, president of the Medicare
Rights Center, a consumer group,
who testified before Congress last
fall on the issue.

Dr. Thomas J. Smith, an associate
professor of oncology at the Medical
College of Virginia Commonwealth
University, has estimated that oncol-
ogists in private practice typically
make two-thirds of their practice
revenue from the chemotherapy con-
cession.

The concession echoes the system
in Japan, where doctors make mon-
ey by dispensing drugs. Drug spend-
ing per capita in Japan is among the
highest in the world, higher than in
the United States.

‘‘This is our little corner of Ja-
pan,’’ said Joseph P. Newhouse, a
health policy professor at Harvard,
who has been asked by the govern-
ment to look into how the Medicare
reimbursement system may affect
how doctors prescribe chemothera-
py.

The concession may also lead
some doctors to recommend chemo-
therapy when patients may not bene-
fit. In a 2001 study of cancer patients
in Massachusetts, conducted by a
team of researchers led by Dr. Eze-
kiel J. Emanuel of the National Insti-
tutes of Health, the authors found
that a third of those patients re-
ceived chemotherapy in the last six
months of their lives, even when
their cancers were considered unre-
sponsive to chemotherapy. Those
findings strongly suggested overuse
of chemotherapy at the end of life.

‘‘We know there is not all appropri-
ate use,’’ said Dr. John Gillespie,
medical director of Blue Cross Blue
Shield of Western New York.

But oncologists say they are only
trying to respond to their patients’
wishes. And they say they need the
profits from the drugs to make up for
high costs in the rest of their opera-
tions. They say they spend enormous
sums to have the facilities and em-
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ployees that enable patients to re-
ceive chemotherapy outside a hospi-
tal, under close supervision.

‘‘It seems to be a wash right now,’’
said Dr. Larry Norton, an oncologist
at Memorial Sloan-Kettering Cancer
Center in New York and a former
president of the American Society of
Clinical Oncology. He and his col-
leagues argue that oncologists treat
patients who demand more care and
therefore have higher expenses.

‘‘We’re just trying to break even,’’
Dr. Norton said.

Oncologists also argue that pa-
tients may suffer if doctors do not
buy chemotherapy drugs directly.
They point to a case in Kansas City,
Mo., in which a pharmacist was sen-
tenced in December to 30 years in
prison for diluting chemotherapy
drugs he then sold to doctors who
administered the drugs in their of-
fices. Dr. Norton argued that the
case illustrated why he and his col-
leagues were worried. ‘‘Some poten-
tial problems could arise,’’ he said.

The health plans, and some of the
specialty pharmacies that sell to
both doctors and insurers, say this
concern is unfounded.

Earlier this month, Representa-
tive Pete Stark, Democrat of Califor-
nia, introduced legislation that would
slightly increase what Medicare
pays oncologists for their services
but pay doctors closer to what the
drugs actually cost. The government
is also looking into how the conces-
sion is affecting prescribing pat-
terns.

Oncologists began selling drugs di-
rectly more than a decade ago, after
they persuaded insurers that it
would be less expensive to adminis-
ter the drugs in their offices than in
hospitals. This was part of a trend of
doctors’ being paid much more to
perform services and treatments in
their offices than in hospitals. (Some
other specialists, like urologists, also
profit from chemotherapy drugs, but

they administer them only to some of
their patients.)

Over the course of the 1990’s, on-
cologists have been able to rely on
the sale of chemotherapy drugs as an
important source of revenue. They
are now among the best-paid doc-
tors, surpassing obstetricians and
general surgeons, according to data
from the Medical Group Manage-
ment Association. In 2001, the medi-
an compensation for an oncologist in
a large practice was $274,000. While
compensation for specialists has in-
creased 19 percent, on average, since

1997, oncologists’ compensation has
risen slightly more than 40 percent.

Dr. Norton dismisses the notion
that cancer doctors’ compensation
has risen faster because of income
from chemotherapy drugs. ‘‘Oncolo-
gists are extremely busy,’’ he said,
because more people have cancer
and more treatments are available.

But the idea that these doctors
make money from the drugs worries
some. ‘‘All the evidence suggests
that doctors do respond to money,’’
said Dr. Susan D. Goold, an associate
professor at the University of Michi-
gan Medical School.

Some oncologists acknowledge
that the current system creates a
perverse incentive. The potential for
conflicts of interest ‘‘is troubling,’’
said Dr. Edward L. Braud, the presi-
dent of the Association of Communi-
ty Cancer Centers, whose members
treat more than half of the nation’s
cancer patients.

Oncologists say
drug profits offset
other expenses.

In several prominent cases, drug
companies have also been accused of
using discounts to influence doctors.
For example, in the Minnesota law-
suit, brought last year, Pharmacia is
accused of having ‘‘induced physi-
cians to purchase its drugs, rather
than competitors’ drugs, by persuad-
ing them that the wider ‘spread’ on
the defendant’s drugs would allow
the physicians to receive more mon-
ey, and make more of a profit, at the
expense of the Medicaid program
and Medicare beneficiaries.’’

Pharmacia said it could not com-
ment because the matter was still in
litigation.

But others say doctors are solely
motivated by what their patients
want — a chance, no matter how
slim, of living longer or suffering
less. Dr. Norton, for one, dismissed
the idea that oncologists would be
motivated to give too much care or
the wrong kind, and said undertreat-
ment is a much greater risk.

Some insurers are getting oncolo-
gists to forgo profits from chemo-
therapy drugs, often by paying the
doctors more for administering
them. While oncologists may not
make as much under the new sys-
tem, and some have objected vehe-
mently, it is ‘‘palatable,’’ said Dr.
Abraham Rosenberg, an oncologist
in South Florida, where the new sys-
tem is prevalent.

Last year, inspired by Florida’s
example, the Blue Cross Blue Shield
plan in western New York began
negotiating new contracts with on-
cologists.

The UnitedHealth Group is also in
discussions with doctors in New
York and expects to begin a pilot
program this year. It plans to give
oncologists a choice: they can allow
UnitedHealth to buy the drugs at a
lower price and pay the doctors for
administering chemotherapy, or
they can accept a lower payment for
the drugs if they continue to buy
them. The plan is also talking with
doctors in cities including Cleveland
and Dallas.

Aetna is trying different approach-
es. In the Northeast, the insurer
wants to reimburse doctors at prices
that are much closer to what the
doctors are actually paying, while in
the Southeast and Southwest, it is
looking to buy the drugs directly.

Richard H. Friedman, the chief
executive of the MIM Corporation,
which operates a specialty pharma-
cy that supplies chemotherapy drugs
to doctors, predicted that the chemo-
therapy concession may not last. The
health plans, he said, ‘‘are all start-
ing to take a much harder look.’’
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By KURT EICHENWALD
Could it possibly be, Dr. Patrick

Campbell wondered, that doctors at
his hospital in Redding, Calif., were
cracking open the chests of perfectly
healthy people?

Dr. Campbell, an internist, first
suspected trouble in Redding Medi-
cal Center’s cardiology program
soon after joining the hospital in
1993, according to papers obtained
by federal investigators. That year,
one of his patients underwent open-
heart surgery even after the surgeon
told Dr. Campbell the procedure was
unnecessary. Two years later, an-
other patient received a coronary
bypass, though the cardiologist’s re-
port said it was not necessary.

Then there were the numbers —
tens of thousands of diagnostic tests,
thousands of surgical coronary pro-
cedures. The totals seemed more
likely for a major university medical
center than for a hospital in a rural
community of about 90,000 people.

Dismayed, Dr. Campbell brought
his concerns to Stephen E. Corbeil,
the hospital’s chief executive at the
time. Though Dr. Campbell declined
to comment on the meeting and Mr.
Corbeil did not return telephone

calls, the papers obtained by federal
investigators indicate that the ad-
ministrator’s response was suc-
cinct: The young internist, he said,
should mind his own business.

Ultimately, Dr. Campbell’s con-
cern proved to be everyone’s busi-
ness. Last week, the hospital’s own-
er, Tenet Healthcare, agreed to pay
$54 million to the government to re-
solve accusations that Redding Med-
ical doctors conducted unnecessary
heart procedures and operations on
hundreds of healthy patients. Tenet
did not admit any wrongdoing and
agreed to cooperate with further in-
vestigations.

As disturbing as the accusations
may be, there would have been a
logic to what a patient called Red-
ding’s ‘‘little house of horrors’’ — a
logic born of the twisted finances of
American health care, which may
have made the hospital less willing to
hear concerns about two of its high-
est-billing doctors.

Until federal agents raided Red-
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care — means that the company will
not face criminal or civil charges.
But the company has been upended
by the scandal, the first in a series of
events to raise questions about the
company’s finances. Numerous ex-
ecutives, including Jeffrey C. Barba-
kow, its longtime chief executive,
have resigned, and its stock has lost
almost three-quarters of its value.

A criminal investigation of Drs.
Moon and Realyvasquez is continu-
ing, though no charges have been
filed. Their work at the heart insti-
tute has been suspended, and Dr.
Moon has surrendered his medical
license pending resolution of the
matter. Lawyers for each of them
say that, while other doctors’ opin-
ions about their decisions may differ,
neither did anything illegal.

‘‘Certainly physicians can and do
have differences of opinion,’’ said

ding last fall, Tenet’s business model
was based on maximizing the dollars
it could collect from Medicare, the
nation’s biggest buyer of health care.
And Medicare’s complex formulas —
the template for private insurers, as
well — reward some kinds of health
care more richly than others, and
few more richly than cardiac care.

So it was that two heart doctors at
Redding — Dr. Chae Hyun Moon, the
chief cardiologist, and Dr. Fidel Rea-
lyvasquez, its top cardiac surgeon —
became immensely powerful, people
who worked there said. Tenet prom-
ised investors growing profits, and at
Redding, these people said, that re-
quired steady growth in cardiac
care.

Together, Dr. Moon, who also sat
on the hospital’s board, and Dr. Rea-
lyvasquez directed the California
Heart Institute, the cardiac program
that Redding had started in the
1970’s, and it proved to be a bonanza.

‘We were constantly being pushed
to bigger budgets, and there was no
way to do it without the heart insti-
tute,’’ one former Redding adminis-
trator said. ‘‘People were terrified
that Moon would go on vacation, be-
cause of the effect a few days would
have on the hospital’s financial per-
formance.’’

While few doubt the hospital would
have responded to explicit evidence
of problems in the heart program,
like high death rates, the financial
pressures created a disincentive to
pursue less specific suspicions, peo-
ple who worked at Redding said.

And there were many suspicions.
Besides Dr. Campbell, more than
half a dozen doctors, along with med-
ical technicians and patients, ex-
pressed concerns to multiple admin-
istrators, according to people inter-
viewed and records obtained by in-
vestigators. There were also ques-
tions of competence: one former ex-
ecutive said that two years ago, a
representative of the company
whose ultrasound machine Dr. Moon
relied on for many of his diagnoses
warned that he was misusing it.

But the hospital never conducted
the peer reviews that might have
confirmed the critics’ doubts.

‘‘I sometimes just shake my head
at the American system, where the
financial intent is almost cleverly
designed to create mischief,’’ said
Uwe Reinhardt, a Princeton Univer-
sity health care economist. ‘‘For ad-
ministrators, it creates a conflict of
interest when they’re trying to de-
liver the numbers at the same time
that doctors are saying the hospital
is doing too much cardiac surgery.’’

Tenet’s $54 million settlement with
the government — the largest ever
for accusations of billing federal
health programs for unnecessary
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Matthew Jacobs, a lawyer in Sacra-
mento representing Dr. Moon. ‘‘But
to base a fraud prosecution on such
differences with no other evidence of
fraud just doesn’t work.’’

Malcolm Segal, a lawyer for Dr.
Realyvasquez, said that his client’s
decisions to operate were justified.
‘‘Dr. Realyvasquez is an outstand-
ing, well qualified surgeon,’’ Mr. Se-
gal said. ‘‘He did everything he was
supposed to do and believes that
when he provided the surgery to the
patients, it was needed.’’

For its part, Tenet says that as
part of its settlement with the gov-
ernment, it has imposed new checks
and balances to ensure that no future
problems could occur at Redding.
Harry Anderson, a Tenet spokes-
man, said the company’s new man-
agement had agreed to heighten
monitoring and education programs
‘‘to rebuild the reputation and serv-
ices of Redding Medical Center so it
may continue to serve that commu-
nity for years to come.’’

Meanwhile, there are hundreds of
former patients of the two doctors
who now must wonder whether there
was any reason for their operations.
They are like Shirley B. Wooten, 78,
who sought care last year for back
and arm pain. After several tests,
she was told she needed emergency
bypass surgery, which was conduct-
ed by Dr. Realyvasquez. Complica-
tions followed, and Mrs. Wooten, who
loved to attend dances with her hus-
band, Bob, and take long driving
trips around the California country-
side, can no longer write or walk
steadily. An independent expert has
deemed the surgery unnecessary,
and she is suing.

‘‘I had to quit my job to take care
of her,’’ Mr. Wooten said. ‘Our lives
came to a screeching halt after that
surgery, I’ll tell you.’’

Push for Higher Profits
By the winter of 1998, Redding

Medical Center was virtually burst-

ing at the seams. A conference room
was converted into a patient care
area. The emergency room was run-
ning over capacity.

‘‘We were beyond full,’’ one for-
mer administrator said. ‘‘We were
flying.’’

That fiscal year, officials said, the
hospital exceeded its budget for pre-
tax profit by almost 50 percent,
bringing in more than $50 million.
And then at a budget meeting with
senior Tenet officials, the order
came down: Do better next year.

‘‘We said ‘We don’t know how to do
it unless we have extra capacity,’ ’’
the former administrator said.
‘‘They were pushing for what I
thought was ridiculous financial re-
sults.’’

Tenet agreed to invest millions of
dollars to complete rapidly the con-
struction of a five-story addition to
the hospital. People in town came to
call it ‘‘the tower,’’ a symbol of how a
once sleepy hospital, founded by a
single local physician in 1945, had
truly entered the big time.

The project only heightened Red-
ding’s dependence on Dr. Moon and
the California Heart Institute. The
son of a family practitioner, Dr.
Moon told associates that his deci-
sion to become a doctor had been
dictated to him by God when he was
a boy. He graduated in 1972 from the
Medical College at Yonsei University
in Seoul, and completed his intern-
ship and residency at Metropolitan
Hospital in New York.

After setting up practice in Red-
ding in the early 1980’s, Dr. Moon
rapidly developed a reputation for
aggressively pursuing evidence of
coronary disease. He also was known
for being quick to recommend a car-
diac catheterization, in which a
small tube is passed through a blood
vessel to examine how a patient’s
heart is working.

‘‘His philosophy has always been if
you know the anatomy of the dis-
eased heart, you are going to be able
to make informed decisions,’’ said
Dr. Bruce Kittrick, an internist at
Redding who does not believe the
accusations against Dr. Moon. ‘‘That
is what made him really investigate
anatomically most of the people he
took care of.’’

That willingness to conduct cathe-
terizations and other invasive pro-
cedures also helped fuel Dr. Moon’s
success within Redding Medical Cen-
ter. Over time, he became one of the
hospital’s biggest money-makers,
conducting more than 35,000 cathe-
terizations during his years there,
which other cardiologists say is easi-
ly many times the number that they
would expect in such a time frame.

In the last fiscal year he collected
more from Medicare than all but one
other cardiologist in Northern Cali-
fornia, figures compiled by the pro-
gram show, billing for almost $4 mil-
lion in the 12 months ended June 30,

2002. In that year, Medicare records
show, he billed for 876 catheteriza-
tions for the left side of the heart, at
least four times the number per-
formed by any of his colleagues in
Northern California.

By the early 1990’s, Dr. Moon’s
success gave him enormous power in
the organization. At one point, ac-
cording to several Redding doctors, a
former administrator and investiga-
tive records, Dr. Moon earned the
reputation for having been instru-
mental in persuading Tenet to dis-
miss one of Redding’s chief execu-
tives. The event, which became the
stuff of hospital legend, only in-
creased Dr. Moon’s influence, said
one former administrator.

‘‘No one would ever want to take
him on,’’ he said. ‘‘Moon was Red-
ding Medical Center, and he knew
it.’’

Indeed, Dr. Moon became fond of
making that point himself. ‘‘Who is
Redding Medical Center?’’ he said in
a recorded presentation in the mid-
1990’s. And then, participants said,
Dr. Moon pointed to himself.

Administrators’ pay grew if Red-
ding’s profits exceeded Tenet’s ex-
pectations, so the financial perform-
ance of Dr. Moon, Dr. Realyvasquez
and their cardiac program was re-
viewed intently.

As part of a companywide pro-

cedure, Redding’s chief financial of-
ficer prepared a report each month
describing important events affect-
ing the hospital’s returns.

‘‘They noticed everything,’’ one
former administrator recalled. ‘‘If
Moon’s numbers were off a little bit,
they asked about it.’’

In turn, Redding did all it could to
keep its heart specialists happy. The
hospital began an advertising cam-
paign, with mailings and billboards
that used tombstones and other im-
ages invoking death to persuade
Redding residents to be checked for
heart disease. It paid nurses to dic-
tate charts for Dr. Moon, who col-
leagues and former administrators
said made little time for record keep-
ing. It sponsored golf tournaments to
promote the heart institute, and
sometimes offered Dr. Moon use of
its helicopter to fly to the golf course,
administrators and doctors said.

The doctors also received particu-
lar attention from senior Tenet exec-
utives, particularly Thomas Mackey
and Neil Sorrentino, according to for-
mer Redding executives, doctors
and documents obtained by investi-
gators. Mr. Mackey was ultimately
the chief operating officer of Tenet,
while Mr. Sorrentino was the head of
its California hospitals.

Topping it off were the financial
rewards. Former Redding adminis-

Red Flags at Redding
Redding Medical Center, a small regional hospital in Northern 
California, became a prolific heart surgery center. An unusually high 
percentage of the reimbursements it received from Medicare were 
outlier payments, which are usually given as additional 
reimbursements for treating the sickest people.
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trators said that, around 1997, Dr.
Realyvasquez demanded and was
given a lucrative contract, paying
him huge sums of money.

‘‘He told us the number he wanted,
and we had to work backwards to
figure out a way to get it to him,’’ one
administrator said.

Normal checks and balances did
not seem to apply to Dr. Moon, Red-
ding physicians said. He was not only
head of the cardiology program but
also a hospital director. And though
he was not board certified in cardiol-
ogy or internal medicine — a creden-
tial he dismissed as insignificant —
he was also head of the hospital’s
Cardiology Care Committee, in
charge of conducting peer review of
his own program’s quality of care.

Court records say that committee
rarely, if ever, met.

Others Saw Trouble Signs
Across town, Redding’s chief rival,

Mercy Medical Center, also took ad-
missions from Dr. Moon. But the
staff there was far less impressed
with him.

In 1996, one of his patients at Mer-
cy, Charles K. Brown, a 67-year-old
man from Anderson, Calif., suffered
a stroke while Dr. Moon was per-
forming a catheterization and soon
died. Staff members in Mercy’s cath-
eterization lab complained to the
hospital’s medical division, saying
that Dr. Moon’s care had fallen be-
low appropriate standards.

According to court records, the
staff members said that Dr. Moon
left the hospital while the patient was
unstable, leaving nurses without
clear instructions. A review of the
medical chart found no indication
that Dr. Moon had taken basic pre-
paratory steps to ensure that Mr.
Brown was well enough for the pro-
cedure, according to written findings
of the medical division.

As a result, the medical division
ruled that Dr. Moon would have to be
monitored by another doctor.

‘‘Leaving the nurses to deal with
the complication was inappropriate
and a serious quality of care issue,’’
read a letter to Dr. Moon from the
medical division. ‘You will not jeop-
ardize patient safety.’’

Dr. Moon objected, saying in a
letter that he had alerted Mr.
Brown’s other doctors to his prob-
lems and had been assured they
were handling his care. The division
revised its decision, saying that the
monitoring would be limited to two
cases and that a letter would be
placed in his file. Dr. Moon struck
back, announcing in an advertise-
ment in the local newspaper that he
would no longer admit patients to
Mercy. He then sued the hospital,
claiming defamation and financial
harm. The suit was later dismissed.

About the same time, Dr. Camp-

bell, the internist, brought his con-
cerns about Redding Medical Cen-
ter’s heart program to Mr. Corbeil,
then the hospital’s chief executive.

Dr. Campbell arrived at Redding
in 1993 and quickly benefited from
Dr. Moon’s influence; the cardiolo-
gist helped him and three other
doctors form a group practice, and
pledged that Tenet would provide
more than $100,000 toward the
group’s start-up costs.

The same year, Dr. Campbell’s
worries about the heart center be-
gan.. Dr. Moon recommended that a
patient, Mary Rosburg, receive im-
mediate coronary surgery, accord-
ing to papers obtained by federal
investigators. A surgeon working
with Dr. Realyvasquez telephoned
Dr. Campbell, vehemently arguing
that no surgery was needed. Dr.
Moon’s view prevailed, and the once-
reluctant surgeon performed the op-
eration. Ms. Rosburg died from com-
plications several months later.

In 1995, another of Dr. Campbell’s
patients, Emma Jean Montgomery,
came under the care of Dr. Moon’s
team. An associate of Dr. Moon in-
formed Dr. Campbell that the patient
had severe coronary disease and
needed immediate surgery, which
Dr. Realyvasquez performed. After-
ward, when Dr. Campbell reviewed
the medical chart, he found none of
the evidence of serious heart prob-
lems that Dr. Realyvasquez had de-
scribed, according to records ob-
tained by federal investigators.

Dismayed, Dr. Campbell took Ms.
Montgomery’s records to another lo-
cal cardiologist, Dr. Roy Ditchey,
who was astounded to hear that the
patient had undergone surgery, ac-
cording to information obtained by
federal investigators.

It was then that Dr. Campbell ap-
proached Mr. Corbeil, but the admin-
istrator dismissed his concerns, pa-
pers obtained by the investigators
say. Dr. Campbell, who still prac-
tices in Redding, has since filed a suit
on behalf of the government, under
the federal whistle-blower statute,
which remains under seal.

When faced with credible concerns
about a program, health care ex-
perts said, it is commonplace in the
hospital industry to bring in an out-
side group to conduct a review.

‘‘Most hospital administrators are
very responsible,’’ said Evelyn
Baram-Clothier, executive director
of the American Medical Foundation
for Peer Review and Education. ‘‘I
have administrators who call us to
review departments just to be sure
they’re O.K.’’

In the fall of 1996, Mr. Corbeil was
succeeded by Kenneth Rivers. The
following spring, according to court
documents and records obtained by
federal investigators, a group of doc-
tors including Dr. Campbell, Dr. Kit-
trick and two others approached him

to discuss the cardiac program.
According to the papers, Dr. Kit-

trick spoke for the group and asked
for an independent peer review of the
cardiology program, to determine if
the catheterizations were reliable.
Mr. Rivers replied that he would
have to ask Tenet’s lawyers whether
such a study would violate patient
confidentiality, the records say.

No such study was ever done, ac-
cording to doctors at the hospital.

As new administrators arrived,
the same pattern was repeated. Ac-
cording to court papers and other
records, Dr. Roy Pick, a local cardi-
ologist, approached Mr. Rivers’s
successor, Stephen Schmidt, and Mr.
Schmidt’s replacement, Hal Chilton,
the current chief executive. Each
time, Dr. Pick, who had reviewed the
records of some of Dr. Moon’s pa-
tients, raised concerns about the
heart program and asked for an in-
dependent peer review. None was
undertaken.

Dr. Pick and Mr. Chilton did not
return calls seeking comment. A
phone number for Mr. Schmidt, who
has since retired, could not be locat-
ed. Phone numbers found through a
computer search for Mr. Phillips,
Mr. MacKay and Mr. Sorrentino
were all disconnected.

Dr. Thomas Drakes, a board-certi-
fied oncologist who worked at Red-
ding for two decades and taught at
the University of California at Davis,
said he, too, raised his concerns with
Mr. Schmidt, with little result.

‘‘Here I am, a guy on his staff who
has some credibility, and I go to
Schmidt and tell him he’s going to
have a ‘60 Minutes’ episode on your
hands here if you don’t do some-
thing,’’ Dr. Drakes said. ‘‘He just
said, ‘Don’t worry about it.’ ’’

But, by 2002 the secrets at Redding
Medical Center were about to burst
into public view.

Differing Diagnoses
Last year, the Rev. John Corapi

decided, at 55, to have a cardiac
stress test at Redding. He passed the
test, but Dr. Moon still suggested a
trip to the catheterization lab.

While Father Corapi, a Roman
Catholic priest, was still on the table,
Dr. Moon broke the news: He needed
an emergency triple bypass. Accord-
ing to Father Corapi, the doctor said
he had three dissecting arteries, a
critical condition. Still, Dr. Moon
suggested waiting for surgery until
the next week, when Dr. Realyvas-
quez returned.

Anxious, Father Corapi said that
he telephoned a friend in Las Vegas,
Joseph F. Zerga, an accountant who
had close contacts with a cardiac
unit at a local hospital. He persuaded
Father Corapi to come to Nevada for
the emergency surgery.

But when he got to Las Vegas, the
heart specialists were confused.

‘‘While I was being processed in, the
cardiologist there said, ‘Excuse me,
what are we bypassing?’ ’’ said Fa-
ther Corapi, who, like Dr. Campbell,
has filed a whistle-blower suit.

Back in Redding, Father Corapi
and Mr. Zerga met with hospital
officials, who said that two cardiolo-
gists had reviewed the records and
agreed with Dr. Moon’s findings,
though they declined to name the
doctors. ‘‘I expected the hospital to
be extremely concerned over this
situation,’’ Mr. Zerga said. ‘‘But they
weren’t.’’

When further discussions with the
hospital proved unsatisfactory, Mr.
Zerga contacted the Federal Bureau
of Investigation. Within days, agents
found their way to Robert G. Simp-
son, a lawyer in Redding for whom
Dr. Moon had recommended a four-
way bypass last summer. Mr. Simp-
son had challenged Dr. Moon’s diag-
nosis after getting a second and a
third opinion. Mr. Simpson has since
been interviewed by federal investi-
gators and is now representing nu-
merous patients suing Redding.

Four months after being contacted
about Father Corapi, federal agents
raided the hospital.

For Tenet, it was as if the roof
were suddenly falling in.

Near the time of the Redding
raids, the company was hit with oth-
er financial body blows that raised
the same question: Was Tenet really
as successful as it had long ap-
peared? Or had it just profited from
multiple methods — including unnec-
essary surgery at Redding — of
gaming the Medicare system?

On Oct. 28, Kenneth Weakley, an
analyst with UBS Warburg, reported
that Tenet was heavily dependent on
special Medicare payments for par-
ticularly sick patients. These ‘‘outli-
er’’ payments accounted for about 24
percent of Tenet’s base Medicare
payments for overnight stays, Mr.
Weakley wrote, triple the amount
three years earlier.

That same day, the federal De-
partment of Health and Human Serv-
ices notified Tenet that it would be
auditing its hospitals to see if the
company had been improperly ma-
nipulating its outlier payments. The
company failed to disclose the infor-
mation publicly for more than a
week, later saying it had waited until
it had more specifics. (The overpay-
ment allegations were not covered
by the $54 million settlement.)

As the events unfolded, the nature
of the outlier problem became clear.
Tenet hospitals had been rapidly in-
creasing their retail charges —
amounts actually paid by very few
people who have procedures without
insurance. But those numbers are
used in determining outlier amounts.
In essence, Medicare was paying
Tenet more for treating sicker peo-
ple, when in fact all Tenet was doing

the science available at one hospital
is the same across the street. The
industry itself is more than a century
old. Yet Wall Street expects and re-
wards double-digit earnings growth
from hospital companies, something
analysts say is unsustainable.

‘‘The hospital industry is by its
very nature a mature industry,’’ said
Mr. Reinhardt, the Princeton econo-
mist. ‘‘It is not a high-margin busi-
ness. It can’t be a growth industry
like some Internet company. That is
just unreasonable.’’

Tenet in early November disclosed
that it received $763 million in outlier
payments in the 2002 fiscal year,
much of it from 11 hospitals that had
ramped up retail charges. Seven of
those 11 hospitals are in California.

Among that group is Redding Med-
ical Center. According to federal
data, outlier payments to Redding
were off the charts. Medicare pro-
jected that it would pay 5.1 percent of
its total standard payments for inpa-
tient care at all hospitals to outliers.
At Redding, in fiscal 2002, the pay-
ments instead reached 118.6 percent,
or $55.7 million.

Indeed, the problems at Redding
seem to infuse the repeated scandals
at Tenet. Two of the company’s big-
gest allies of Dr. Moon and Dr. Rea-
lyvasquez were soon gone. Mr.
Mackey, the company’s chief operat-
ing officer, left in November amid
reports that he was an architect of
the company’s pricing strategy.
Then, in March, Mr. Sorrentino, head
of the company’s California hospital
operation, also departed.

As the scandals unwound, with
pricing strategies changing and the
cardiac program suspended, Red-
ding’s finances fell apart.

According to data filed with the
State of California, total net patient
revenue at Redding for the first
quarter of this year (the latest data
available) dropped almost in half
from the period last year, falling
from $61.1 million to $31.2 million. All
told, more than 75 percent of that
decline came from the drop in Medi-
care payments, which fell by $23
million.

Indeed, the numbers at Redding
raise questions about how problems
at the hospital could have been
missed. The state filings show, in the
12 months ended June 30, 2002, Red-
ding Medical Center generated pre-
tax net income of $94 million, more
than any other of Tenet’s 40 hospitals
in California. Just down the street,
the larger Mercy Medical Center re-
ported pretax net income of about $5
million in the same period.

‘‘When those types of numbers get
reported back to the home office,
does everyone stay willfully blind
and declare a holiday, or does some-
one say, ‘Let’s postpone the celebra-
tion and take a hard look at these,’ ’’
said Neil Getnick of Getnick & Get-
nick, which specializes in business
integrity counseling. ‘‘Part of busi-
ness integrity is creating reasonable
expectations amongst shareholders
of what kind of profits you can
achieve, and what we have seen with
Tenet indicates that the company
departed from that basic model.’’

In that, analysts say, is the essence
of the problem. Different hospitals
can be run more efficiently, but ulti-
mately, health care is a commodity;

Under pressure from investors,
was charging higher prices.
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In the thick of the 2000 presidential
campaign, executives at Bristol-My-
ers Squibb, one of the nation’s largest
drug companies, received an urgent
message: donate money to George
W. Bush.

The message did not come from
Republican campaign officials. It
came from top Bristol-Myers execu-
tives, according to four executives
who say they donated to Mr. Bush
under pressure from their bosses.
They said that they were urged to
donate the maximum — $1,000 in
their own name and $1,000 in their
spouse’s — and were warned that the
company’s chief executive would be
notified if they failed to give.

Bristol-Myers said no one was
forced to donate. But elsewhere in
the drug industry, the message about
the election was much the same. At
some companies, officials circulated
a videotape of Vice President Al
Gore railing against the high price of
prescription drugs. A torrent of con-
tributions for Mr. Bush and other

Republicans resulted. And the mon-
ey kept flowing, right through the
elections of 2002.

Those donations may soon pay off
handsomely for the pharmaceutical
business. Four years ago, a Demo-
crat was in the White House and the
industry was bitterly fighting a pre-
scription drug proposal that it said
would have led to price controls. To-
day, a Republican-controlled Con-
gress is preparing to send a Republi-

can president a measure with a cen-
tral provision — the use of private
health plans to deliver Medicare pre-
scription drug benefits — that is tai-
lor-made to the industry’s specifica-
tions.

The story of how pharmaceutical
manufacturers helped shape the
Medicare drug benefit is, in part,
that of a calculated decision by a
lucrative industry to throw its finan-
cial weight behind one political party
— with $50 million in campaign con-
tributions over the last four years,
the vast majority to Republicans. It
is also the story of a dogged, mostly
unseen campaign that included a
small army of lobbyists in Washing-
ton and a network of industry-fi-
nanced groups, which carried the
drug makers’ message to the public.

Throughout, the industry had a sin-
gle goal: to defeat any legislation

Industry Fights to Put Imprint on Drug Bill
RE-EXAMINING MEDICARE
The Drug Industry’s Muscle

Continued on Page C4 The New York Times
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that would let Medicare negotiate steep
discounts on the prices of medicines for its
40 million beneficiaries.

Instead, if there had to be a prescription
drug benefit, industry executives agreed
that it should be administered by the private
sector, where insurance companies would
negotiate on their own, without Medicare’s
influence. That is precisely what will occur
if bills passed by the House and Senate are
reconciled and a law is signed by President
Bush. Both measures envision taxpayers
spending $400 billion over the next 10 years
on the drug makers’ products, while ban-
ning government officials from even seek-
ing volume discounts.

‘‘The drug lobby has just emasculated
Congress with tons of money,’’ said Repre-
sentative Pete Stark of California, the sen-
ior Democrat on the health subcommittee of
the House Ways and Means Committee,
whose Republican leaders wrote the House
Medicare bill. ‘‘They bought themselves a
deal.’’

But Republicans say that their legislation
will lead to discounts and that the industry
gave up as much as it got.

‘‘I think the drug industry would rather
not have any bill,’’ said Senator Charles E.
Grassley, the Iowa Republican who, as
chairman of the Senate Finance Committee,
is a driving force behind the legislation.
‘‘But they know there is going to be a bill
because of public demand for it, and I think
they are just swallowing hard.’’

For the manufacturers, the stakes could
hardly be higher. The United States, the last
industrialized country with unregulated
drug prices, provides half of the industry’s
revenues, up from less than a third a decade
ago, and most of its profits. And the elderly
are its best customers. Some companies
estimate that up to half of their sales in the
United States come from drugs bought by
the elderly. Pfizer alone sells medicines to
treat cholesterol, blood pressure and arthri-
tis problems that brought in $17 billion last
year — nearly all from Medicare-eligible
patients.

Some companies, like Merck, are press-
ing hard for the legislation, while others are
lukewarm. A number of drug executives say
they fear that the proposed benefit is so
skimpy that Congress will be forced over
time to improve it — a move that will
eventually lead to price controls. One de-
scribed the measure as ‘‘deeply flawed.’’

Yet even those drug executives with res-
ervations say they will not stand in the
legislation’s way. A spokesman for the
Pharmaceutical Research and Manufactur-
ers of America, an industry trade group,
said that passing a Medicare drug benefit
‘‘remains the top priority.’’

‘‘I kind of hate to say the industry got
what it wanted,’’ said Ian Spatz, vice presi-
dent for public affairs at Merck. ‘‘But I
think it’s a fair solution that does give
people access to our medicines, and does it
in a way that is least likely to lead to price
controls.’’

The Beginnings

Clinton Plan Spurred
Industry Into Action

It was the White House — the Clinton
White House — that provided the impetus for
the drug makers’ long-running campaign to
shape the public discussion about a Medicare
drug benefit.

Late in his second term, Mr. Clinton pro-
posed giving elderly Americans some relief
from the cost of prescription drugs. Knowing
that a benefit administered by Medicare
would never pass muster with Republicans,
he called for Medicare to contract with pri-
vate pharmaceutical benefits managers, or
P.B.M.’s — one per region of the country — to
manage drug purchases for the government.

The drug industry hated the idea. Private
benefits managers had muscled their way
into positions of considerable power just a
few years earlier, and drug makers were
stunned by their ability to drive down prices
and even shift sales to competitors’ pills.

So the drug makers took a page from the
insurance industry’s successful Harry and
Louise advertising campaign, which helped
defeat the Clinton health care plan in 1994.

This time, an arthritic bowler named Flo
was featured in a $30 million ad campaign.

Continued From Page A1

Flo’s message was simple and direct: ‘‘I
don’t want big government in my medicine
cabinet.’’

The ads were devastatingly effective —
and infuriating to the Clinton administration,
which responded by threatening the industry
with price controls and issuing reports that
excoriated drug prices and profits.

With the drug companies being painted as
pariahs, a handful of executives concluded
that they could not stand in the way of a
Medicare drug benefit forever. Among them
was Raymond V. Gilmartin, the chief execu-
tive of Merck.

‘‘We came to believe that people will deal
with the affordability of medicines one way
or another — either through access and
competition or price controls,’’ Mr. Gilmar-
tin said. ‘‘We decided that getting seniors
access reduced the risk of price controls.’’

On Capitol Hill, meanwhile, Senator Ed-
ward M. Kennedy, Democrat of Massachu-
setts, was quietly reaching out not just to Mr.
Gilmartin, but to Gordon Binder, then the
president of the industry trade group.

‘‘It was apparent to me that if they were
going to block it, nothing was going to be
achieved,’’ Mr. Kennedy said. ‘‘I’ve been
around here long enough to know that was
the case. So the question was whether you
could find any common ground.’’

Administration officials also had talks
with industry officials, hoping for a compro-
mise. But when news of conciliatory moves
between drug makers and Democrats be-
came public, some Republicans and a few
industry executives were furious. Executives
at several companies suspected that Mr.
Gilmartin supported a drug benefit because
he had hopes that Medco, a Merck pharmacy
benefits subsidiary, would land a crucial role
in buying drugs.

‘‘Having the whole benefit run through a
couple of P.B.M.’s — especially if one were
Merck-Medco — could be a disaster,’’ said

one industry executive, speaking on condi-
tion of anonymity. Another, at a different
pharmaceutical company, said, ‘‘Gilmartin
wrapped himself in some clever rhetoric of
private-sector solutions, and it used to drive
us crazy.’’

Merck has since spun off Medco, and Mr.
Gilmartin said that his support of a Medicare
drug benefit had nothing to do with Medco.

In the end, the talks between the drug
industry and Democrats went nowhere. The
industry pinned its hopes on the election of
Mr. Bush, who supported a Medicare drug
benefit, so long as it was administered
through the private sector. In early 2000, the
pharmaceutical industry announced it would
do the same.

‘‘When Bush came out for it, that nailed
it,’’ one industry executive said. ‘‘Where else
are we going to go?’’

The Contributions

A Push for Money,
Mostly for the G.O.P.

Republican campaign officials were keen-
ly aware of the drug industry’s growing
anxiety about how a drug benefit might be
set up.

In a letter dated April 9, 1999, Jim Nichol-
son, then the Republican National Commit-
tee chairman, wrote to Charles A. Heimbold
Jr., then the chief executive of Bristol-Myers,
to discuss plans for a coalition to lobby for
issues important to drug companies.

‘‘We must keep the lines of communication
open if we want to continue passing legisla-
tion that will benefit your industry,’’ Mr.
Nicholson wrote in the letter, which has since
become public as part of litigation on cam-
paign finance rules.

He encouraged Bristol-Myers — already a
major donor to Republicans — to give
$250,000 to join the national committee’s
Season Pass program, which offered donors
‘‘premier seating’’ at a fund-raising gala and
‘‘V.I.P. benefits’’ at the Republican conven-
tion in Philadelphia in 2000.

Bristol-Myers and its employees contribut-
ed $2 million to the party and its candidates
during the 2000 campaign, according to the
Center for Responsive Politics, a nonparti-
san group that tracks campaign financing.
That ranked Bristol-Myers second, behind
Pfizer. Mr. Heimbold, who was a co-host at a
fund-raiser for Mr. Bush, gave $206,830 to
Republicans in the 2000 campaign, according
to the center.

In one letter from Richard J. Lane, who at
the time was president of Bristol-Myers’s
worldwide medicines division and co-chair-
man of its employee political action commit-
tee, company executives were chided for
failing to contribute in sufficient numbers.
‘‘The politically motivated attacks against
our industry have intensified during this
election season and hostile candidates have
one goal in mind — to shackle our industry
with price controls,’’ Mr. Lane wrote.

Although the letter said contributions were
voluntary, four former Bristol-Myers execu-
tives, all speaking on condition of anonymity,

said the company’s huge contributions re-
sulted in part from aggressive internal solici-
tations. Each said they were told that a list of
those who did not contribute would be given
to Mr. Heimbold.

‘‘The need to gather in money to provide
green power for our Washington activities
was spelled out in excruciating detail to all
company officers,’’ one of these executives
said.

A spokeswoman for Mr. Heimbold, now the
United States ambassador to Sweden, said
she had no comment.

Federal election law bars companies from
using coercion to force someone to make a
political contribution. A spokesman for Bris-
tol-Myers, John Skule, said yesterday that
while ‘‘we ask for active participation in the
political process,’’ no one was forced to do-
nate, and the company ‘‘takes very seriously
its duty’’ to comply with election laws.

‘‘There was not one person in the company
who lost their job because they didn’t do-
nate,’’ Mr. Skule said.

The push to gather money for Republicans
was prevalent throughout the drug industry
during the 2000 campaign. With Vice Presi-
dent Gore saying that drug makers were
gouging the elderly, the industry contributed
$20 million to candidates and parties during
the campaign, 79 percent of it to Republi-

More important, the industry bought $50
million in TV commercials and millions
more in radio, newspaper and direct-mail
ads. The ads assured voters that Republican
lawmakers were fighting for a Medicare
drug benefit. Drug makers also gave the
United States Chamber of Commerce $10
million more to run ads under its name.
Months before the election, House Republi-
cans passed a bill along the industry’s pre-
ferred lines.

The bill never gained traction in the Demo-
cratic-controlled Senate. And when Mr. Bush
won the election, the drug makers celebrat-
ed. As one industry executive said, ‘‘There
were a lot of high-fives around here.’’

The Victories

A New Congress
And a New Outlook

Having a Republican in the White House,
however, was not enough to bring elderly
people the relief they were clamoring for. In
the two years after the 2000 election, a Medi-

cans, according to the Center for Responsive
Politics.

partisan politics on a divided Capitol Hill.
The drug industry contributed $26 million

in the 2002 election, again mostly to Republi-
can candidates. And it again spent millions
on television ads in crucial districts around

care drug benefit remained bogged down in

the country — this time telling voters that
Republican incumbents had been fighting to
add prescription drugs to Medicare.

‘‘What they did, which was so clever, was
run ads in Republican districts saying,
‘Thank Congressman X for coming up with a
prescription drug program for seniors,’ ’’
said Senator John McCain, Republican of
Arizona, who voted against this year’s Medi-
care bill, saying it favored drug makers
while providing the elderly scant relief.
‘‘They were helping these guys get re-elected
who had done nothing.’’

Afterward, the drug industry claimed
credit for several crucial victories that
helped keep Republicans in charge of the
House — and, more important, helped them
win back the Senate. Once again, industry
executives celebrated on election night.

‘‘Having both houses of Congress Republi-
can-controlled was great,’’ one drug lobbyist
said. ‘‘Like in Monopoly, when you get to add
hotels.’’

By the time the 108th Congress convened
in January 2003, drug makers no longer
faced the danger of a benefit administered
by Medicare. Lobbyists for consumer groups
knew not to bother trying. ‘‘The whole ques-
tion of Medicare being the direct purchaser
was off the table at the beginning of this
Congress,’’ said John C. Rother, the chief
lobbyist for AARP, the organization repre-
senting retired people.

Changes within the drug industry also
increased the likelihood of a drug benefit
delivered through the private sector.
Merck’s spinoff this year of Medco assuaged
much of the concern in the industry that any
bill would give Merck an unfair advantage.

With the framework of a privately deliv-
ered benefit already settled, industry lobby-
ists went to work on the details. A critical
issue was ensuring that Medicare adminis-
trators could not press directly for discounts.
Both the House and Senate bills have lan-
guage barring Medicare officials from inter-
fering ‘‘in any way with negotiations’’ be-
tween insurers and drug companies.

The industry also won a provision in the
House bill that puts Medicare in charge of
drug benefits for the elderly poor. That would
strip the responsibility from state Medicaid
programs, which have begun to rein in costs
by limiting purchases of high-price drugs.

In addition, several drug companies
pressed lawmakers to include provisions
that would allow patients to appeal insurers’
decisions to deny coverage for certain drugs,
and they fought an amendment to the Senate
bill, offered by Senator Hillary Rodham Clin-
ton, Democrat of New York, that would have
included money for studies comparing
drugs’ cost-effectiveness.

‘‘It seems to me if we are going to move
toward a market mechanism — which I have
a lot of questions about — markets thrive on
information, and this is information which is
largely within the province of the drug com-
panies,’’ Mrs. Clinton said.

Her amendment failed, receiving just 43
votes. That was no surprise to Senator Clin-
ton, or to others who voted against the Senate
bill, including Senator McCain. ‘‘There’s no
doubt in my mind that the drug industry got
everything it wanted and more,’’ he said. ‘‘It
perhaps should be called the ‘Leave No Lob-
byist Behind Bill.’ ’’

In fact, the industry did not win every
battle. Both the House and Senate bills con-
tain provisions that would speed generic
drug approvals — a move the manufacturers
of brand-name drugs oppose.

And in the House, a provision that would
make it easier for Americans to import
cheap drugs from Canada and Europe
passed, despite intense industry lobbying
against it. Later, the industry persuaded 53
senators to sign a letter saying they oppose
the provision. The matter must now be set-
tled in conference.

While the lobbyists worked behind closed
doors, the industry financed citizens’ groups
to bring its message to the public. One such
group was the United Seniors Association,
whose national spokesman, Art Linkletter,
took to the airwaves this spring, congratulat-
ing lawmakers who voted to add prescription
drugs to Medicare. Gone was the strident
campaign featuring Flo, the bowler. Mr.
Spatz, of Merck, said there was no need.

‘‘Back then it was really about opposing
President Clinton’s proposal,’’ he said. ‘‘This
wasn’t about opposing anything. This was
about supporting something.’’

The industry’s silence could change, of
course, as the House and Senate reconcile
their bills. But so far, the behind-the-scenes
strategy seems to have been successful. In-
dustry opponents see the low public profile as
evidence of the drug makers’ satisfaction.

‘‘The dog is not barking,’’ said Bill
Vaughan, a lobbyist for Families USA, a
consumer group. ‘‘I think the dog got what it
wanted.’’

Bill Clark/Scripps Howard News Service

As Congress has
debated a drug ben-
efit for Medicare,
the pharmaceutical
industry has spent
millions on lobby-
ing. Under Charles
A. Heimbold Jr.,
left, Bristol-Myers
and its employees
contributed $2 mil-
lion to the Republi-
can Party and its
candidates during
the 2000 campaign,
according to the
Center for Respon-
sive Politics. TV
ads sponsored by
industry-backed
groups featured a
fictional ‘‘Flo,’’ and
Art Linkletter.
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By GINA KOLATA
BOCA RATON, Fla. — It is lunch-

time, and the door to Boca Urology’s
office is locked. But outside, patients
are milling about, calling the office
on their cellphones, hoping the recep-
tionist will let them in. To say they
are eager hardly does them justice.

‘‘We never used to lock the door at
lunch, but they came in an hour
early,’’ said Ellie Fertel, the office
manager. ‘‘It’s like they’re waiting
for a concert. Sometimes we forget
to lock the door and they come in and
sit in the dark.’’

Yet few have serious medical
problems, let alone emergencies.
‘‘It’s the culture,’’ said Dr. Jeffrey I.
Miller, one of four urologists in the
practice.

Doctor visits have become a social
activity in this place of palm trees
and gated retirement communities.
Many patients have 8, 10 or 12 spe-
cialists and visit one or more of them
most days of the week. They bring
their spouses and plan their days
around their appointments, going out
to eat or shopping while they are in
the area. They know what they want;
they choose specialists for every
body part. And every visit, every
procedure is covered by Medicare,

the federal health insurance pro-
gram for the elderly.

Boca Raton, researchers agree, is
a case study of what happens when
people are given free rein to have all
the medical care they could imagine.
It is also a cautionary tale, they say
— timely as Medicare’s fate is debat-
ed in Congress — for it demonstrates
that what the program covers and
does not cover, and how much or how
little it pays, determines what goes
on in a doctor’s office and why it is so
hard to control costs.

South Florida has all the ingredi-
ents for lavish use of medical serv-
ices, health care researchers say,
with its large population of affluent,
educated older people and the doc-
tors to accommodate them. As a
result, Dr. Elliott Fisher, a health
services researcher at Dartmouth
Medical School, said, patients have
more office visits, see more special-
ists and have more diagnostic tests
than almost anywhere else in the
country. Medicare spends more per
person in South Florida than almost

Patients in Florida Lining Up
ForAll ThatMedicare Covers

RE-EXAMINING MEDICARE
The Reimbursement Game

Continued on Page A9

anywhere else — twice as much as in
Minneapolis, for example.

But there is no apparent medical
benefit, Dr. Fisher said, adding, ‘‘In
our research, Medicare enrollees in
high intensity regions have 2 to 5
percent higher mortality rates than
similar patients in the more conser-
vative regions of the country.’’

Doctors say that Medicare’s poli-
cies are guiding medical practice,
with many making calculated deci-
sions about whom to treat and how to
care for them based on what Medi-
care covers, and how much it pays.

‘‘The bottom line is that the stuff
that reimburses well is easier to get
done,’’ Dr. Carl Rosenkrantz, a Boca
Raton radiologist, said.

Thomas A. Scully, administrator
of the Centers for Medicare and Med-
icaid Services, said he knew the situ-
ation all too well.

‘‘We have a system that does noth-
ing to look at utilization,’’ Mr. Scully
said in a telephone interview. ‘‘If you
send in a bill and you are legitimate,
we pay it.’’

The effect shows up in the way
doctors deal with office visits, for
example. Medicare in Boca Raton
pays $52.46 for a routine visit, in
which a doctor sees a patient with no
new problem. That is not enough,
doctors say; it costs about $1,500 a
day to run an office there, they ex-
plain. Payments in other states are
different, adjusted for cost of living,
but doctors say, and Mr. Scully
agrees, that they are generally inad-
equate. Doctors who try to make a
living seeing only Medicare patients
for routine visits, he said, ‘‘have a
very rough time.’’

Medicare bases its payments on a
system in which each kind of service
is assigned a ‘‘relative value,’’ Mr.
Scully said. To increase the payment
for routine office visits and stay
within its budget, Medicare would
have to decrease the relative value of
other services.

A committee of doctors meets
each year to suggest relative values,
he said, but ‘‘the most aggressive
and active groups tend to be the
specialists.’’

‘‘Year after year,’’ Mr. Scully
went on, ‘‘the specialists come in and
make a very strong argument for
higher reimbursements. There’s
eventually a squeeze on the basic
office visit.’’

Continued From Page A1

In many areas of the country, pri-
vate insurers pay more for office
visits than Medicare does, so doctors
can essentially subsidize their Medi-
care patients.

‘‘If we just saw Medicare patients
and didn’t see anyone with regular
insurance, we wouldn’t be able to pay
the bills,’’ said Dr. James E. Kurtz,
an internist at Chatham Crossing

Elsewhere, many doctors are re-
fusing to see Medicare patients.
‘‘Some counties in Washington have
no doctors who take new Medicare
patients,’’ Dr. Douglas Paauw, a pro-
fessor of medicine at the University
of Washington, said.

Doctors in South Florida do not
have a choice. Private insurers there
pay the same as Medicare or less,
and so many old people live in the
area that if doctors want to practice,
they must accept them. But how to
make a living?

One way, Dr. Robert Colton, an
internist in Boca Raton, said, is to see
lots of patients, spending just a few
minutes with each and referring
complicated problems to specialists.

Dr. Colton did that for a while,
seeing as many as 35 patients a day.
A typical busy internist, he said,
would see 20 patients a day. ‘‘I felt
like a glorified triage nurse,’’ he said.

‘‘If you try to handle a complex
problem, it slows you down,’’ Dr.
Colton said. ‘‘You have to sit down
with the family, meet with the pa-
tients, talk to them. If you say you
have coughing and you are short of
breath and your knee hurts, I might
have sent you to two different spe-
cialists.’’

The goal, Dr. Rosenkrantz said, is
to move the patients on. ‘‘The worst
thing that can happen is for someone
to walk into your office and say, ‘I
have an interesting case for you.’
Financially, you’d be dead.’’

Even seeing patients in the hospi-
tal can become an exercise in time
management, Dr. Rosenkrantz said.
‘‘We have doctors who do rounds at 4
a.m.’’

A second driving force behind
medical care in Boca Raton is the
demands of patients. They want lots
of tests and specialists, they refer
themselves to specialists, they ask
for and get far more medical atten-
tion from specialists than many doc-
tors think is reasonable or advisable.

‘‘This Medicare card is like a gold
card that lets you go to any doctor
you want,’’ Dr. Colton said. ‘‘I see it
every day. When there’s no control
on utilization, it’s just the path of
least resistance. If a patient says,
‘My shoulder hurts, I want an M.R.I.,
I want to see a shoulder specialist,’
the path of least resistance is to send
them off. You have nothing to gain by
refusing.’’

Patients here say they have mixed
emotions. They complain about
rushed primary care doctors but
readily admit that they seek multiple
specialists and multiple procedures.

The primary care doctors are
often irritatingly busy, patients say.
‘‘In waiting rooms sometimes they
are standing against the wall,’’ said
Marvin Luxenberg, a retired lawyer
who lives in nearby Boynton Beach.
Then, he said, ‘‘when you get in to see

the doctor, you get just three or fourMedical Center in Pittsboro, N.C.

Higher Medicare spending does not necessarily translate into better care, 
according to a study in the Annals of Internal Medicine last February. 

MORE RESOURCES  The highest-spending regions have more specialists, 
surgeons and hospital beds per capita than the lowest-spending regions. 

MORE SERVICES, WORSE OUTCOMES  Medicare enrollees in the highest-
spending regions get more services than those in the lowest. But they also 
have slightly higher risks of death.

More Care, Not Better Care

The New York Times

Sources: Dr. Elliott S. Fisher, Dartmouth Medical School; Annals of Internal Medicine  
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minutes of time.’’
Dr. Colton says he found a way to

give his patients more time. He
joined a ‘‘concierge’’ practice, in
which patients pay an annual fee in
addition to the normal charges for
medical services. Dr. Colton’s group,
MDVIP, charges patients $1,500 a
year and limits the number of pa-
tients each doctor sees.

But not everyone wants to pay that
kind of fee. Many patients just spend
their time in specialists’ offices.
Each specialist handles a different
aspect of their care, with no one
coordinating it.

Specialists get no more than pri-
mary care doctors for an office visit,
but they provide tests and pro-
cedures that demand higher Medi-
care reimbursements. Doctors say
those payments allow them to stay in
business, especially if they provide
the procedures in their own office.

Medicare pays the doctor and the
facility where a procedure is done.
For a nuclear stress test, for exam-
ple, the doctor gets about $200 and
the facility gets about $1,200.

‘‘Doctors have incorporated these
tests as much as possible into their
offices so they can gain from the
facility fee,’’ Dr. Thomas Bartzokis,
an interventional cardiologist in
Boca Raton, said.

Patients say they have lots of spe-
cialists, and lots of tests. Asked how
many doctors he saw, Leon Bloom-
berg, 83, a patient of Dr. Miller,
thought for a minute and looked at
his wife, Esther.

‘‘Between us, we have 10 or 12,’’
Mr. Bloomberg said, including a
pain specialist and a neurologist for
his neuropathy, a cardiologist for his
heart condition, ‘‘a pulmonary man’’
for his asthma, a rheumatologist for
his arthritis and Dr. Miller for his
prostate. Mrs. Bloomberg has her
own doctors, including ones for heart
disease and for diabetes. ‘‘We have
two to four or more doctors’ appoint-
ments a week,’’ Mr. Bloomberg said.

It is easy to find all these special-
ists, he said. ‘‘You get recommenda-
tions at the clubhouse, at the swim-
ming pool. You go to a restaurant
here and 9 times out of 10, before the
meal is over, you hear people talking
about a doctor or a medicine or a
surgery.’’ And of course there are
the other patients in all those waiting
rooms. Mr. Bloomberg even recom-
mends specialists to his own doctors.

But some patients say they are
frustrated by what they call a waste
of resources. ‘‘The doctors are rap-
ing Medicare,’’ said Louis Ziegler, a
retired manufacturer of flight simu-
lators who lives in Delray Beach.

Mr. Ziegler recalled going to a
doctor for a chronic problem, a fin-
ger that sometimes freezes. All he
wanted was a shot of cortisone. But

diathermy. I had ultrasound. I had a
paraffin massage. I had $600 worth
of Medicare treatments to get my
lousy $35 shot of cortisone.’’

Dr. Colton, the internist here, is
frustrated, too.

‘‘The system is broken,’’ he said.
‘‘I’m not being a mean ogre, but
when you give something away for
free, there is nothing to keep utiliza-
tion down. And as the doctor, you
have nothing to gain by denying
them what they want.’’

he got more, much more: ‘‘I had
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By REED ABELSON
INDIANAPOLIS — The hospitals

here — hospitals across the United
States, for that matter — covet pa-
tients like Robert E. Wilson. Mr. Wil-
son, 79, has had two open-heart oper-
ations, five angioplasties, three car-
diac catheterizations and an im-
planted defibrillator. Just last
month, he checked into the Heart
Center of Indiana to get his first
stent, a tiny bit of wire scaffolding
that helps keep arteries open.

Mr. Wilson’s primary health insur-
ance is Medicare, and Medicare pays
generously for cardiac care — so
generously that hospitals and doc-
tors scramble after the business.

The Heart Center, a 60-bed hospi-
tal that cost $60 million and boasts
not just the most sophisticated new
imaging technology but an executive
chef and what it calls ‘‘room serv-
ice,’’ opened last December. Indeed,
all four major hospital groups in
Indianapolis are investing in new

heart hospitals, collectively spending
$215 million on multistory buildings
with catheterization labs and bedside
computers.

Cranes have been raised over con-
struction sites in places like Milwau-
kee, Phoenix and Houston, too, with
money flowing into new hospitals
specializing not just in cardiac care,
but in other well-reimbursed special-
ties like orthopedics and surgery. In
a report this month, the General Ac-
counting Office, the investigative
arm of Congress, counted at least 26
specialty hospitals under construc-
tion across the country.

Medicare — which pays for some
$100 billion of inpatient hospital care
annually, and sets the pattern for
many private insurers, as well — is
not the sole driver of this investment.
But health executives say that Medi-
care’s payment system for hospitals,
with its emphasis on procedures and
its weak ties to the actual costs of
providing care, exerts a strong influ-
ence on which medical needs in a

Generous Medicare Payments
Spur Specialty Hospital Boom

RE-EXAMINING MEDICARE
A Bricks-and-Mortar Race
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Flush With Heart Hospitals
In Indianapolis, the major hospital groups have together invested 
$215 million in new facilities specializing in cardiac care.  Health 
experts say that generous Medicare reimbursement rates for 
heart procedures are 
spurring construction in 
many cities. 
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community are met.
Amid the building boom here in

Indianapolis, some hospitals are lay-
ing off employees or scaling back
programs, like psychiatric care, that
are less generously reimbursed. Pre-
ventive care and case management,
health experts add, get short shrift.

‘‘The incentives are terribly mis-
aligned,’’ said Samuel R. Nussbaum,
a doctor and former hospital execu-
tive who is now the chief medical
officer of Anthem, a large health
insurer here.

Creating Excess Demand
A study of Indianapolis health care

last year concluded that the con-
struction of so many new heart hos-
pitals could create excess demand
for treatment rather than produce
better cardiac care.

‘‘Improving clinical quality did not
appear to be a driving force for new
facilities or services,’’ said the re-
port, by the Center for Studying
Health System Change, a nonprofit
research group. ‘‘Given these mar-
ket conditions, provider competition
could, alternatively, result in higher
use rates and costs.’’

In Washington, lawmakers rush-
ing to complete a compromise bill
that would establish a Medicare pre-
scription drug benefit are now turn-
ing their attention to the growth of
specialty hospitals. The Senate ver-
sion of the Medicare bill would make
it harder for doctors to invest in and
refer patients to such hospitals, and
full-service hospitals are lobbying
hard for the provision.

Hospitals will typically not dis-
close how much they profit from a
particular procedure, like a coronary
bypass or angioplasty. And Medicare
— with little information about the
cost of treatment — cannot say,
either. But one full-service medical
center that is leading the lobbying
campaign against specialty hospi-
tals, Sioux Valley Hospital in South
Dakota, estimates that it makes
nearly $1,500 for a typical coronary
bypass under Medicare, while it
loses almost $1,800 treating a case of
simple pneumonia and $2,500 on a
patient with kidney failure.

Cardiac procedures ‘‘are absolute-
ly our highest margin business,’’ said
Becky Nelson, the president of Sioux
Valley, who estimates that they ac-
count for 13 percent of the hospital’s
patient volume but 28 percent of its
profits. Costs and payment levels
vary so widely around the country
that Dr. John Birkmeyer, a surgeon
who studies health care at Dart-
mouth Medical School, estimates
that some hospitals may make near-
ly $20,000 on a coronary bypass.

In Indianapolis, there is recogni-

dents.

tion that reimbursement levels have
influenced hospitals’ behavior.

‘‘We’re working on a payment sys-
tem that has been jerry-rigged so
many times, we’ve been looking for
the loopholes,’’ said Jack C. Frank,
an executive at Community Health
Network, which opened the Indiana
Heart Hospital this year in partner-
ship with local doctors.

Hospital Building Boom
Just 20 minutes southeast of the

Heart Center of Indiana, Mr. Frank’s
$60 million center says it is the na-
tion’s first all-digital heart hospital,
using electronic patient records to
track care. Roughly 45 minutes to the
south, construction is well under way
on the latest — and most expensive
— competitor here, the St. Francis
Cardiac and Vascular Care Center,
expected to cost about $65 million
when it opens next year.

Even some of the people building
the hospitals worry that Indianapolis
may not be able to support them all,
though heart disease is the leading
cause of death among Indiana resi-

‘‘It can’t work,’’ said Daniel F.
Evans Jr., the chief executive of
Clarian Health Partners, whose
Clarian Cardiovascular Center is the
most modest of the undertakings, at
$30 million, and the only one built
within a full-service hospital.

Executives, of course, vigorously
defend the decisions to build their
own facilities. Heart hospitals, they
say, help pay for money-losing cases,
like accident victims or patients with
congestive heart failure.

‘‘Cardiac care has been a source of
some margin, which has been very
important in subsidizing some serv-
ices,’’ said Robert J. Brody, the chief
executive of St. Francis Hospital and
Health Centers.

Nothing in the Medicare legisla-
tion before Congress would directly
alter the hospital payment system.
But advocates, mainly Republicans,
for provisions aimed at encouraging
more beneficiaries to enroll in pri-

Continued From Page 1

vate health plans say that bigger
plans would have more leverage to
negotiate better prices.

‘‘The prices are being fixed’’ by
the government, said Thomas A.
Scully, who runs Medicare as admin-
istrator of the government’s Centers
for Medicare and Medicaid Services.
Local insurance companies would be
much better at deciding how to pay
doctors and hospitals to deliver qual-
ity care, he said.

Payment System Is Dated
The current system was adopted

in 1983, in an effort by the federal
government to control costs. Until
then, Medicare basically reimbursed
hospitals for their costs of delivering
care, an arrangement that offered

them no incentive to keep hospital
stays short. The new plan estab-
lished fixed prices for treating a spe-
cific disease or performing a given
procedure. Some cases might cost
more and some less, but the price
Medicare paid was supposed to rep-
resent the average.

As a cost-control mechanism, the
system has been largely successful.
The problem, say hospital executives
and industry analysts, is that after 20
years, the payments are out of
whack: Medicare frequently pays
too much for some kinds of care and
too little for others.

To take account of the rapid
changes in medicine, like new tech-
nologies and treatments, Medicare
collects data on hospital charges —
essentially list prices for everything
from a cardiac catheterization to by-
pass surgery to treatment for pneu-
monia. The agency then tweaks
prices relative to one another, updat-
ing its payment schedule once a
year.

But charges often bear little rela-
tion to a hospital’s actual costs, any
more than a car’s sticker price di-
rectly indicates what it costs to build
the car. And hospitals rarely, if ever,
lower their charges, say industry an-
alysts, even when their costs fall
significantly.

‘‘Administered price systems tend
to break down over time,’’ said Jo-
seph P. Newhouse, a Harvard Uni-
versity professor of health policy
who is a member of the Medicare
Payment Advisory Commission. ‘‘If
you’re overpaid, everybody smiles
on the way to the bank, and you may
induce more services.’’

Just how overpaid is unclear.
Many hospitals lack the accounting
systems to determine their exact ex-
penses for specific procedures. Hos-
pitals also have tremendous discre-
tion in allocating expenses across
departments, let alone procedures.

In the case of a coronary bypass,
for example, hospital charges in-
creased nearly 30 percent from 1993
to 2001, even as the average hospital-
ization decreased to 9 days from
nearly 12 days, according to data
from the Healthcare Cost and Utili-
zation Project of the Agency for
Healthcare Research and Quality, a
government group in Rockville, Md.

Profitability Varies Widely
What seems certain is that there

are wide variations in the profitabili-
ty of different hospital services un-
der Medicare. Mark Wietecha, who
directs health care consulting for
Kurt Salmon Associates, estimates
that the profit margin for surgery,
including cardiovascular cases, is
about 15 percent for some hospitals,
compared to just 2 percent for
gastrointestinal care.

‘‘People build their business plans
and facilities on these profitabili-

ties,’’ he said.
In Indianapolis, the rush to build

heart hospitals is leading to what
appears to be significant duplication
of services.

Heart transplants are offered only
by St. Vincent and Clarian, which is
affiliated with Indiana University,
but many services are available at
all four heart hospitals. In fact, St.
Vincent’s new heart hospital, the
Heart Center of Indiana, competes
directly with its parent hospital for
patients. And some doctors at Clar-
ian who have invested in the Heart
Center are sending profitable cases
there, according to Mr. Evans, Clar-
ian’s chief executive, working on
only the most difficult — and expen-
sive — cases at his hospital.

The construction boom here was
influenced by the threat of a new
competitor, the MedCath Corpora-
tion, a for-profit chain with 11 heart
hospitals in nine states that opened
discussions with some local doctors.
To avert MedCath’s entry into the
market, Community Health and St.

doctors to build facilities.
Hospital executives here are quick

to agree that more needs to be done
to help people stop smoking or lose
weight — steps that could help pre-
vent the diseases they make money
treating. ‘‘Our reimbursement is all
around acute care,’’ said Sister
Sharon Richardt, a St. Vincent exec-
utive. ‘‘I think where the flaw is we
need to keep people well. We need to
start reimbursing for prevention.’’

But Medicare was created nearly
four decades ago to prevent the fi-
nancial catastrophe that often oc-
curred when an older person suf-

Vincent made deals of their own with

fered a heart attack or when a dis-
ease like cancer was diagnosed. Pay-
ments are therefore ‘‘episodic’’ rath-
er than intended to encourage hospi-
tals and doctors to prevent disease or
coordinate care, said Dr. Gerard F.
Anderson, a former federal health
official who helped develop the sys-
tem and now teaches at the Johns
Hopkins Bloomberg School of Public
Health.

Patients Can Lose
Patients like Corinne Walker, an

83-year-old Indianapolis woman who
suffers from congestive heart fail-
ure, are not always well served. In
late 2000, she developed cellulitis, a
serious bacterial infection, in her
legs, and spent months in three hos-
pitals. No one bothered talking to her
personal doctor, Ms. Walker said. To
her, it seemed as if the people treat-
ing her virtually ignored her heart
condition, although it contributed to
her cellulitis.

‘‘They were working on my legs,
period,’’ Ms. Walker said. Only after
she was sent home, with a nurse
orchestrating her care, was she fi-
nally able to get better, Ms. Walker
said.

In Indianapolis, the treatment of
chronic conditions ‘‘has fallen
through the cracks,’’ acknowledged
Mr. Frank, the Community Health
Network executive. With long hospi-
tal stays and few options for aggres-
sive intervention, congestive heart

failure is a particularly money-los-
ing diagnosis, executives say; the
Sioux Falls hospital says it loses
$1,200 on the average case.

Even so, there is little constituency
— outside a circle of policy analysts
— for overhauling a payment system
that produces such results.

Many hospitals have figured out
how to make the most of the status
quo. Tenet Healthcare has been for-
mally accused of abusing the system
by which Medicare pays for the most
expensive cases. But hospitals gener-
ally try to fit their care into the most
lucrative billing codes.

‘‘In fact, you see a great deal of
gaming going on,’’ said David Butz, a
health economist at the University of
Michigan.

Lawmakers, meanwhile, focus on
small fixes to the system. With cuts
in spending on cancer or heart dis-
ease politically unpalatable, they
tend, under lobbying pressure, to ex-
pand coverage or increase pay-
ments.

Impetus to refine the existing sys-
tem has also been blunted by the
unwillingness of Congress to better
analyze the cost of care, policy ana-
lysts say. Some experts say that
Medicare’s administrative expenses
— 2 to 3 percent of its overall budget
— have been kept too low.

Armed with more information,
they say, Congress could realign the
incentives to cut costs and improve
care.

‘‘We have a limited budget,’’ Dr.
Christopher M. Callahan, the direc-
tor of the Indiana University Center
for Aging Research, said. ‘‘From a
public health perspective,’’ he added,
the question is: ‘‘Where would those
dollars best be spent?’’
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harm patients, and it punishes us
when we don’t.’’

Intermountain’s doctors and exec-
utives are in a swelling vanguard of
critics who say that Medicare’s pay-
ment system is fundamentally
flawed.

Medicare, the nation’s largest pur-
chaser of health care, pays hospitals
and doctors a fixed sum to treat a
specific diagnosis or perform a given
procedure, regardless of the quality
of care they provide. Those who work
to improve care are not paid extra,
and poor care is frequently reward-
ed, because it creates the need for
more procedures and services.

The Medicare legislation that
President Bush is expected to sign on
Monday calls for studies and a few
pilot programs on quality improve-
ment, but experts say that it does
little to reverse financial disincen-
tives to improving care.

‘‘Right now, Medicare’s payment
system is at best neutral and, in

Hospitals SayThey’re Penalized
By Medicare for Improving Care

Payment System Is ‘Perverse,’ an Executive Says

SALT LAKE CITY — By better
educating doctors about the most
effective pneumonia treatments, In-
termountain Health Care, a network
of 21 hospitals in Utah and Idaho,
says it saves at least 70 lives a year.
By giving the right drugs at dis-
charge time to more people with
congestive heart failure, Intermoun-
tain saves another 300 lives annually
and prevents almost 600 additional
hospital stays.

But under Medicare, none of these
good deeds go unpunished.

Intermountain says its initiatives
have cost it millions of dollars in lost
hospital admissions and lower Medi-
care reimbursements. In the mid-
90’s, for example, it made an aver-
age profit of 9 percent treating pneu-
monia patients; now, delivering bet-
ter care, it loses an average of sev-
eral hundred dollars on each case.

‘‘The health care system is per-
verse,’’ said a frustrated Dr. Brent C.
James, who leads Intermountain’s
efforts to improve quality. ‘‘The pay-
ments are perverse. It pays us to

By REED ABELSON
some cases, negative, in terms of
quality — we think that is an untena-
ble situation,’’ said Glenn M. Hack-
barth, the chairman of the Medicare
Payment Advisory Commission, an
independent panel of economists,
health care executives and doctors
that advises Congress on such issues
as access to care, quality and what to
pay health care providers.

In a letter published in the current
edition of Health Affairs, a scholarly
journal, more than a dozen health
care experts, including several for-
mer top Medicare officials, urged the
program to take the lead in overhaul-
ing payment systems so that they
reward good care.

‘‘Despite a few initial successes,
the inertia of the health system could
easily overwhelm nascent efforts to
raise average performance levels
out of mediocrity,’’ they wrote. ‘‘De-
cisive change will occur only when
Medicare, with the full support of the
administration and Congress, cre-
ates financial incentives that pro-
mote pursuit of improved quality.’’

Medicare’s top official is quick to
agree that the payment system
needs to be fixed. ‘‘It’s one of the
fundamental problems Medicare
faces,’’ said Thomas A. Scully, who
as the administrator of the Centers

Continued on Page C2

for Medicare and Medicaid Services
has encouraged better care by such
steps as publicizing data about the
quality of nursing home and home-
health care and by experimenting
with programs to reward hospitals
for their efforts. 

But the steps taken so far have
been small, and many experts say
that rather than paying for more
studies, Congress should start mak-
ing significant changes to the way
doctors and hospitals are paid.

™They're splashing at the shallow
end of the pool,∫  said Dr. Arnold Mil-
stein, a consultant for Mercer Hu-
man Resource Consulting and the

Continued From Page A1

medical director for the Pacific
Business Group on Health, an associ-
ation of large California employers.
He would like to see as much as 20
percent of what Medicare pays doc-
tors and hospitals linked to the quali-
ty of the care they provide and their
efficiency in delivering treatment. 

Two decades ago, Medicare led a
revolution in health care. By setting
fixed payments for various kinds of
treatment – a coronary bypass or
curing a case of pneumonia or re-
placing a hip – rather than simply
reimbursing doctors and hospitals
for whatever it cost to deliver the
care, it encouraged shorter hospital
stays and less-expensive treatments. 

But today, many health care exec-
utives say, Medicare's payment sys-
tem hinders attempts to improve
care. Dr. James, the Intermountain
executive, said that he wrestled with
the situation every day. 

By making sure its doctors pre-
scribe the most effective antibiotic
for pneumonia patients, for example,
and thereby avoiding complications,
Intermountain forgoes roughly $1
million a year in Medicare pay-
ments, he estimated. When a pneu-
monia patient deteriorates so badly
that the patient needs a ventilator,
Intermountain collects about $19,000,
compared with $5,000 for a typical
pneumonia case. And while it makes
money treating the sicker patient,
Dr. James said, it loses money car-
ing for the healthier one. 

Nor is Intermountain rewarded for
sparing someone a stay in the hospi-
tal – and for sparing Medicare the
bill. Shirley Monson, 74, of Ephraim,
Utah, said that she expected to be
hospitalized when she developed
pneumonia last year. Instead, San-
pete Valley Hospital, part of Inter-
mountain, sent Mrs. Monson home
with antibiotics, and she recovered
over the next two weeks. Such visits
produce just token payments for hos-
pitals.

In addition to losing revenue each
time it avoids an unnecessary hospi-
tal stay, Intermountain is penalized

A Money-Losing Condition

Source: Intermountain Health Care

*Patients who contracted pneumonia outside hospitals and who did not have
a prior condition that had significantly impaired their immune systems.

At Intermountain Health Care, Medicare reimbursements for treating 
patients with pneumonia have not kept pace in recent years with 
the cost of caring for those patients.
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for treating only the sickest patients,
Dr. James said. Medicare's pay-
ments for pneumonia are based on a
rough estimate of the cost of an aver-
age case and assume a hospital will
see a range of patients, some less
sick – and therefore less expensive
to treat – than others. But because
Intermountain now admits only the
sickest patients, its reimbursements
fall short of its costs, Dr. James said,
resulting in an average loss this year
of a few hundred dollars a case.

Similarly, averting hospital stays
for congestive heart patients by pre-
scribing the right medicines costs In-
termountain nearly $4 million a year
in potential revenues, according to
Dr. James. And every adverse drug
reaction Intermountain avoids de-
prives it of the revenue from treating
the case. 

™We are really rewarded for epi-
sodic care and maximizing the care
delivered in each episode,∫  said Dr.
Charles W. Sorenson Jr., Intermoun-
tain's chief operating officer. 

Like the vast majority of the na-
tion's hospitals, Intermountain is a
nonprofit organization, and execu-
tives here say financial penalties do
not damp their desire to provide the
highest quality care, which they see
as their central mission. But Inter-
mountain, which operates health
plans and outpatient clinics in addi-
tion to its hospitals, says it needs to

keep hospital beds filled and make
money where it can to subsidize un-
profitable services and pay for char-
ity care.

Outside of Medicare, Intermoun-
tain often benefits from its quality
initiatives, executives said, because
it gets to pocket much of the savings
they produce. For example, Inter-
mountain has generated about $2
million annually in savings by reduc-
ing the number of deliveries that
women choose to induce before 39
weeks of pregnancy – and thereby
reducing the risk of complications to
the mother or baby. According to Dr.
James, almost all that money has
been spent on other kinds of care.

Hospital executives elsewhere say
that they, too, have come up against
the cold reality of the Medicare pay-
ment system. Partners HealthCare,
the Boston system that includes Mas-
sachusetts General and Brigham
and Women's Hospitals, has taken
steps to reduce the number of unnec-
essary diagnostic tests it conducts at
outpatient radiology centers, though
executives know that smarter care
will cut into their revenues. 

™That's where you're smack up
against the perverseness of the sys-
tem,∫  said Dr. James J. Mongan,
chief executive of Partners.

Medicare's payment policies have
stymied efforts in the private sector
to improve care, as well. 

For example, the Leapfrog Group,
a national organization of large em-
ployers concerned about health is-
sues, has tried to encourage more
hospitals to employ intensivists –
specialists who oversee the care pro-
vided in intensive-care units. Though
studies show that such doctors signif-
icantly improve care, Medicare does
not pay for them, and employers and
insurers are having difficulty per-
suading some hospitals to take on the
added expense. 

™It's going to be very hard to com-
pete with the incentives and disin-
centives in Medicare,∫  said Suzanne
Delbanco, the group's executive di-
rector. 

Others argue that hospitals and
doctors should not be paid extra for
doing what they should be doing in
the first place. 

Helen Darling, the executive direc-
tor of the National Business Group
on Health, a national employer
group, said Medicare instead should
take a firmer stance in demanding
quality. The program had a signifi-
cant effect, she noted, when it said
that only hospitals meeting a mini-
mum set of standards could be reim-
bursed by Medicare for heart trans-
plants.

™The payment system drove quali-
ty,∫  Ms. Darling said. 

Medicare itself is taking some oth-
er tentative steps, including an ex-
periment that pays certain hospitals
an extra 2 percent for delivering the
highest-quality care, as measured,
for example, by administering anti-
biotics to pneumonia patients quick-
ly and giving heart attack patients
aspirin. But some hospital industry
executives question whether that is
enough money to offset the costs of
improving care. 

™It can only be a motivator if you
really have an incentive,∫  said Car-
mela Coyle, an executive with the
American Hospital Association, who
noted that hospitals on average are
paid only 98 cents for each dollar of
Medicare services they provide. 

Mr. Scully, the Medicare adminis-
trator, defends the experiment, say-
ing that the agency's goal is to deter-
mine if it is using the right measures
to reward quality. ™If this works,
we'll do a bigger demonstration,∫  he
said. 

But many policy analysts and em-
ployer groups want Medicare to do
more. ™Today, Medicare needs to
step out front,∫  said Peter V. Lee,
chief executive of the Pacific Busi-
ness Group on Health, who argues
that how hospitals and doctors are
paid is a critical component of moti-
vating them to improve care. ™There
needs to be money at play.∫  






