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Nonprofit Hospitals, Once
For the Poor, Strike It Rich
With Tax Breaks,
They Outperform
For-Profit Rivals
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By Robert Guy Matthews

EL PEÓN, Peru—Last year,
Rio Tinto chief executive officer
Tom Albanese sent an email to
his staff of mineral and metal ex-
plorers around the world. The
gist: Pick up the pace.

Thousands of miles away, Tor-
sten Danne got the message.
With the help of two guides,
horses, donkeys, a dog and sev-
eral pounds of equipment, Mr.
Danne has spent the past few
years searching for copper in
this remote region of the Peru-
vian Andes. “The day-to-day
pressure is a lot more than it
used to be,” says Mr. Danne, who
spends his days sifting through

river sediment and chipping
away at rocks.

Mr. Danne and thousands of
explorers like him are the bed-
rock of a global mining industry
struggling to keep up with boom-
ing demand. As demand soars in
China and other emerging econo-
mies, the world is clamoring for
minerals and metals to build ev-

erything from sewer systems to
power plants.

That’s putting immense pres-
sure on the geologists, engineers
and modern-day Indiana Jones-
type explorers who are tasked
with finding the next big re-
serves. Adding to the pressure on
Rio Tinto is a takeover bid by
BHP Billiton, an Anglo-Austra-
lian mining company, valued at
$147 billion.

Mr. Albanese says he hopes to
help fend off BHP by capturing
more reserves quickly. That
could boost Rio Tinto’s net
worth—or at the very least, per-
suade BHP to pay a higher price.
He has hired more explorers and
dispatched them to places like
Southern Africa, Siberia and
Peru. The company now employs
about 950 explorers world-wide
and is spending about 15% more
on exploration than it did five
years ago. The new discoveries
have to be “big enough to move
the needle,” says Mr. Albanese.

Global mining companies are
playing catch-up after a long pe-
riod of underinvesting in explo-
ration for new mines. But be-
cause it can take years to find
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A former UBS president is
pushing for a breakup of the
banking giant, launching an
activist-shareholder
campaign. Page C1

By Amol Sharma

MUMBAI—As India rapidly
modernizes, the coun-
try’s filmmakers are
struggling to find
movie extras who look
the part.

The problem is that
the unions that supply
background actors to
movie-makers haven’t
kept up with the times.
They have fiercely re-
stricted admission: Be-
cominga “juniorartist,”
as extras are known, is
often hereditary.As are-
sult, the labor pool has remained
homogenous and small at around
2,000 unionized extras in total.

Most of these actors are rela-
tively poor. Directors have gener-

ally used them to play roles like
rickshaw drivers, shopkeepers
with bushy moustaches and pass-
ersby in a village bazaar. But
now, movies are increasingly
shot in Western-style shopping
malls and modern office towers,
and directors need extras who fit
the scene.

“If I’m shooting in a night-
club, I wouldn’t want someone
who could pass for a vegetable
vendor,” says Bharat Rawail, an
assistant director at Yash Raj
Films, one of India’s biggest pro-
duction houses.

Entrepreneurs like Heman-
shu Dadbhawala have rushed to
fill the gap. The stocky 29-year-

old works with direc-
tors to provide special-
ized actors the unions
don’t have in their
ranks. He carries CDs
loaded with photos of
people he says look
“modern.” They range
from college-educated
twentysomethings in
Western-style clothes,
to people who could
pass as fashion models.

As “Bollywood” mov-
ies become more sophis-

ticated, directors are also in-
creasingly striving to get the de-
tails just right with their charac-
ter actors. Mr. Dadbhawala says
he can help with that, too: He of-
fers numerous fire-eaters, body-
builders, cross-dressers and
midgets.

“If a director needs a really,
really fat person, they can’t get it
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Vladimir Putin makes a
guest appearance at a NATO
summit in Bucharest before
weekend talks in Russia with
President Bush. Russian offi-
cials said Mr. Putin, who has
opposed NATO membership
for Georgia and Ukraine, will
focus on positive elements
of ties with NATO, but will
not avoid areas of discord.
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Source: American Hospital Directory, based on the hospitals' Medicare cost reports

$544.7
million

$4.27
billion

2001 ’06

Combined net 
income of top
50 nonprofit 
hospitals

Healthy Returns
Many nonprofit hospitals, such as Northwestern Memorial in Chicago, 
below, have flourished recently amid strong growth in income.  

A
ssociated Press

TODAY’S AGENDA

Eyes are on pay-
roll data to give
a definitive
gauge of the job
market’s health
after reports
this week
showed a slight
rise in private-
sector hiring. Labor Depart-
ment, 8:30 a.m. EDT.

The Firestorm Over

Private Museums
WEEKEND JOURNAL W1

Hobbled ATA Grounds Its Planes;

Are Budget Fares Set to Vanish?
MARKETPLACE B1

By Kara Scannell

And Sudeep Reddy

The government sought a low
sale price for Bear Stearns Cos.
to send a message that taxpayers
wouldn’t bail out firms making
risky bets, a top Treasury Depart-
ment official testified, as regula-
tors offered Congress the first
detailed explanation of the un-
precedented rescue.

Representatives of Washing-
ton and Wall Street painted a
dire picture of the chaos they be-
lieve would have ensued if the
government hadn’t orchestrated
a rescue of Bear Stearns by J.P.
Morgan Chase & Co. over the hec-
tic weekend of March 15-16.

“This would have been far
more, in my opinion, expensive
to taxpayers had Bear Stearns
gone bankrupt and added to the
financial crisis we have today,”
said J.P. Morgan chief executive
James Dimon. “It wouldn’t have
even been close.”

Since the Federal Reserve
made the deal possible with a
$30 billion loan, critics have
questioned whether the govern-
ment was creating “moral haz-
ard”—encouraging Wall Street
firms to take big gambles on the
assumption that they could get a
taxpayer-funded rescue if the
bets went sour.

Officials said they were
acutely aware of the moral-haz-
ard problem, and that is why the
government insisted that Bear
Stearns shareholders get a low
price for their shares. In the orig-
inal deal, announced the night of
March 16, J.P. Morgan agreed to
pay $2 a share. After Bear
Stearns shareholders protested,
J.P. Morgan raised its price a
week later to $10 a share—still a
fraction of the level Bear Stearns
shares had traded at before it
faced a funding crisis.

“There was a view that the
Please turn to page A10
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By John Carreyrou

And Barbara Martinez

Nonprofit hospitals, originally
setuptoservethepoor,havetrans-
formedthemselvesintoprofitma-
chines. And as the money rolls in,
the large tax breaks they receive
are drawing fire.

Riding gains from investment
portfolios and enjoying the pric-
ing power that came from a de-
cade of mergers, many nonprofit
hospitals have seen earnings
soar in recent years. The com-
bined net income of the 50 larg-
est nonprofit hospitals jumped
nearly eight-fold to $4.27 billion
between 2001 and 2006, accord-
ingto a WallStreet Journal analy-
sis of data from the American
HospitalDirectory.AHD,an infor-
mation-service company, com-
piles data that hospitals report
to the federal government.

The Cleveland Clinic swung
from a loss to net income of $229
million during that period. No
fewer than 25 nonprofit hospitals
or hospital systems now earn
morethan$250millionayear.One
nonprofit hospital system, Ascen-
sionHealth,hasatreasurechestof
$7.4 billion—more than many
large, publicly traded companies.

Nonprofits, which account for
a majority of U.S. hospitals, are
faring even better than their for-
profit counterparts: 77% of the
2,033 U.S. nonprofit hospitals are
in the black, while just 61% of for-

profit hospitals are profitable,ac-
cording to the AHD data.

At some nonprofits, the good
times are reflected in new facili-
ties and rich executive pay. Flush
with cash, Northwestern Memo-
rial Hospital in Chicago has re-
built its entire campus since 1999
at a cost of more than $1 billion.
In October, it opened a new wom-
en’s hospital that features mar-
ble in the lobby, birthing rooms
with flat-screen televisions,
1,000 works of art and a roof
topped with 10,000 square feet of
gardens. In 2006, Northwestern
Memorial’s former chief execu-
tive officer, Gary Mecklenburg,
received a $16.4 million payout.

But Northwestern Memorial
has been frugal in its spending
on charity care, the free treat-
ment for poor patients that non-
profit hospitals are expected to
provide in return for the federal
and state tax breaks they re-
ceive. In 2006, Northwestern Me-
morial spent $20.8 million on

charity care—less than 2% of its
revenues and a fraction of what
it received in tax breaks. By com-
parison, the hospitals run by
Cook County, where Northwest-
ern Memorial is located, spent
14% of revenues on charity care.

Northwestern Memorial says
that in addition to charity care, it
provides other benefits to its
community, such as pioneering
research in obstetrics and other
areas that improve standards of
care nationally.

Tobesure,somenonprofithos-
pitals, particularly ones in inner
cities that handle large numbers
of uninsured patients, remain un-
der financial strain and are strug-
gling to keep their doors open.

But the growing gap between
manynonprofit hospitals’ wealth
and what they give back to their
communities is raising questions
about the billions of dollars in tax
exemptions they receive.

“Some nonprofit hospitals
Please turn to page A10
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T he federal government
sought a low sale price for

Bear Stearns to send a message
that taxpayers wouldn’t bail
out firms making risky bets, a
Treasury Department official
testified, as regulators offered
Congress the first detailed
account of the rescue. A1, C14

n A former president of UBS
is pushing for a breakup of the
Swiss bank after it booked
$37.7 billion in write-downs. C1

n The Dow industrials rose
20.20 points to 12626.03 as
investors awaited a critical
monthly employment report. C1

n ATA Airlines filed for
Chapter 11 bankruptcy
protection and grounded its
planes, the latest bout of
pain for discount carriers. B1
n Northwest Airlines will
raise fares, fuel surcharges
and baggage fees and cut its
domestic flight schedule by
5%, starting in September. B3
Alitalia’s search for a new
rescue plan in the wake of Air
France-KLM abandoning
talks will likely have to wait
until after Italian elections. B3

n MySpace is introducing an
online music service with
three major record companies,
challenging Apple’s iTunes
Store. Apple claimed it was
the nation’s top music retailer
in January and February. B1

n Fifth Third is considering
a bid to buy National City, a
combination that would form a
Midwestern banking giant. C3

n A U.S. court removed the
class-action certification for a
suit seeking up to $800 billion
against Philip Morris and
others over “light” cigarettes
in a win for tobacco firms. B4

n Motorola intends to cut an
additional 2,600 employees,
bringing to 10,000 the
number of jobs it has shed
since the start of 2007. B6
n Dell’s CEO said the PC
maker intends to lay off more
employees than the 8,800 it
had previously disclosed. B6

n HarperCollins said it will
introduce a new book
imprint that won’t accept
returns from retailers or pay
advances to authors. B7

n Hermitage Capital accused
Russian authorities of trying
to steal its assets, and Russian
police charged one of the fund’s
executives with tax evasion. A8

n Sanofi-Aventis aims to
strike research partnerships
with half a dozen Chinese
universities and state-run
laboratories this year. B6

n J.P. Morgan Chase’s top
private-equity banker, John
Coyle, is leaving the bank to
join buyout shop Permira. C1
n TIAA-CREF named
economist and former Fed
official Roger Ferguson as
the new chief executive of
the teachers’ pension fund. C1

n The EU proposed rules
that will make it easier for
businesses and consumers to
sue for price fixing and other
forms of antitrust abuse. A6

n Verizon Wireless and
AT&T said they would use
the airwaves they acquired in
a government auction to
build faster wireless
broadband networks. B4

i i i

World-Wide

n NATO endorsed Bush’s Euro-
pean missile-defense plan.
Acceptance of the plan,
which Washington says is
aimed at a threat from Iran,
may strengthen Bush’s hand
as he heads toward a
weekend meeting with Putin.
European leaders rejected
Bush’s pleas to formally open
the way for Georgia and
Ukraine to join the alliance, a
move that Russia opposes. A6

France said it will send about
700 more soldiers to Afghani-
stan and likely rejoin NATO’s
integrated military structure.

n Iraq’s prime minister vowed
to expand his crackdown on
Shiite militias to Baghdad.
Sadr called for a mass protest
by Shiites next week against
the U.S. presence in Iraq. A8
n A new intelligence report
on Iraq paints a picture of
improved conditions, but
critics say it is designed to
boost administration policy. A3

n Obama raised over $40
million for his campaign last
month, about twice Clinton’s
total, and is outspending his
rival on ads in Pennsylvania. A4

n A top Clinton aide met with
Colombia’s ambassador to
discuss a strategy to promote
a free-trade accord, a pact that
the candidate opposes. A3
n Colombia’s president said
failure by Congress to pass a
free-trade pact would be a
blow to a close U.S. ally. A9

n The ACLU is leading an ef-
fort to defend alleged 9/11 con-
spirators from conviction and
execution by military commis-
sions at Guantanamo Bay. A3

n Mugabe’s regime arrested
foreign journalists and raided
an opposition office as it fought
to keep power in Zimbabwe af-
ter an apparent election loss. A6

n China plans to put Lhasa
rioters on trial and open Tibet
to tourism by May. The Dalai
Lama’s U.S. envoy said Beijing
bears full blame for the unrest.
n A Beijing court sentenced
Hu Jia, a leading human-rights
activist, to 3µ years in prison
for subversion and libel. A9

n The IMF forecast that slash-
ing greenhouse-gas emissions
would slow global growth but
that economic policies could
mitigate the impact. A8

n Kenya’s president and
opposition leader agreed on
a cabinet as part of a power-
sharing deal to end violence. A8

n Colombian guerrillas ap-
pear to have snubbed a French
appeal to free critically ill
hostage Ingrid Betancourt. A9

n A U.N. court acquitted
Kosovo’s ex-premier of war
crimes during the 1998 battle to
free the province from Serbia.

n The Census Bureau will
drop plans to use hand-held
computers in the 2010 count
due to technical problems. A4

n Eighth- and 12th-graders
are making gains in writing,
according to the results of a
national achievement test. A4

n FAA managers came under
fire for failing to heed internal
warnings about maintenance
lapses at Southwest Air. A3

n About one in 50 U.S. infants
is a victim of nonfatal child
abuse or neglect each year,
according to a CDC study. A2
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From Charity and Tax Breaks to Healthy Profits

seem to forget that their opera-
tions are subsidized with gener-
oustaxbreaks.Theyallowtheirpri-
orities to get out of whack,” says
Sen. Charles Grassley. The senior
Republican on the Senate Finance
Committeethreatenedlast year to
introduce legislation forcing non-
profit hospitals to provide a mini-
mum amount of charity care.

Nonprofit hospitals account
for about 60% of the more than
3,400 hospitals in the U.S. The
rest are either for-profit or gov-
ernment-owned.

Inareport issued inDecember
2006, the Congressional Budget
Office estimated nonprofithospi-
tals receive $12.6 billionin annual
tax exemptions, on top of the $32
billion in federal, state and local
subsidies the hospital industry as
a whole receives each year.

Community Benefit
In return for not paying taxes,

nonprofit hospitals are sup-
posed to provide a “community
benefit,” a loosely defined re-
quirement whose most impor-
tant component is charity care.
But many hospitals include other
expenses in their community-
benefit accounting to the Inter-
nal Revenue Service, including
unpaidpatient bills.Often, hospi-
tals also include the difference
between the list prices of treat-
ment they provide and what they
are paid by Medicaid and Medi-
care, the government programs
for the poor, disabled and eld-
erly. Excluding those other ex-
penses, many hospitals spend
less on charity care than they get
in tax breaks, studies by various
counties and states show.

One nonprofit hospital sys-
tem, St. Louis-based BJC Health-
Care,countsthesalariesofitsem-
ployees as a community benefit.
BJC, which runs 14 hospitals in
Missouri and Illinois, says on its
Web site that it provided more
than$1.8billioninbenefitsto var-
iouscommunitiesin2004.Itspay-
roll, including its CEO’s $1.8 mil-
lion compensation, accounted
for $937 million of that figure,
while charity care represented
$35 million, according to BJC.

“The impact that any organi-
zation that’s job-producing and
buying goods has on a commu-
nity is of benefit to that commu-
nity,” says BJC HealthCare
spokeswoman June Fowler. How-
ever, she says BJC won’t count
its payroll as a community bene-
fit in the future because of new
standards adopted by the IRS.

The new standards, due to
take full effect in 2009, will re-
quire nonprofit hospitals to
break out specifics of their com-
munity-benefit contributions.
But they won’t require the hospi-
tals to provide any minimum
amount of charity care.

The size of nonprofit hospi-
tals’ tax exemptions is coming
under scrutiny in part because
their incomes have risen so
sharply in recent years, and be-
cause they represent such a big
chunk of America’s health-care
spending. Thirty-one cents of ev-
ery dollar spent on medical care
is spent on hospitals.

Onereason forhospitals’soar-
ing profits is a gradual increase
in Medicare reimbursements af-
ter federal budget cutbacks dur-
ing the 1990s. By merging and
gaining scale, many hospitals
also gained leverage in price ne-
gotiations with health insurers.

However, much of the indus-
try’s profit growth comes from

strategies it honed to increase
profits. Among them: demanding
upfront payments from patients;
hiking list prices for procedures
andservicestoseveraltimestheir
actual cost; selling patients’
debts to collection companies; fo-
cusing on expensive procedures;
and issuing tax-exempt bonds
and investing the proceeds in
higher-yielding securities.

Untaxed investment gains
have greatly increased some hos-
pitals’ cash piles. Ascension
Health, a Catholic nonprofit sys-
temthat runs65hospitals,mostly
in the Midwest and Northeast, re-
ported net income of $1.2 billion
in its fiscal year ended June 30,
2007, and cash and investments
of $7.4 billion. That’s more cash
than Walt Disney Co. has.

Ascension says it needs to
maintain a sufficient amount of
cash to pay for charity care, to
keep the interest rates it pays on
its debt low, to provide retire-
ment benefits to its 106,000 em-
ployees, and to make capital and
technology investments at its
hospitals.

At the University of Pitts-
burgh Medical Center, which
runs 20 facilities, cash and in-
vestments totaled $3.35 billion
at the end of last year. UPMC
says the money goes toward pro-
ducing “world-class health care,
education and research,” citing
the $1 billion it spent over five
years to create electronic medi-
cal records for patients and an

additional $500 million to build
a children’s hospital and a net-
work of cancer centers.

But some of UPMC’s expenses
are only tenuously related to
medicine. In its 2006 fiscal year,
UPMC also spent $10 million on
advertising, including $1 million
on ads in the New York Times.
Wendy Zellner, a spokeswoman
for the hospital, says the ads en-
able UPMC “to better compete
with other leading hospitals.”

UPMC paid its CEO, Jeffrey
Romoff, $3.3 million in fiscal
2006. Mr. Romoff also received
$36,995 from the hospital to
cover a car allowance, spousal
travel and legal and financial
counseling. Ms. Zellner says
what UPMC pays Mr. Romoff is
in line with “nonprofit and for-
profit organizations of compara-
ble scope and complexity.”

Somenonprofithospitalexecu-
tivesenjoyotherperks.RoyalOak,
Mich.-based Beaumont Hospitals
says it paid $10,795 for the coun-
try-club membership of the presi-
dent of its foundation last year. A
spokeswoman for Beaumont says
it pays for the membership to pro-
vide the executive “a venue with
access to potential donors.”

The Cleveland Clinic contin-
ued to pay its former CEO, Floyd
Loop, more than $1 million a
year for two years after he re-
tired in April 2005. The Cleve-
land Clinic says part of that was
deferred compensation and vaca-
tion pay and the rest was for con-
sulting services.

The University of California
San Francisco Medical Center
provided its CEO and chief oper-
ating officer low-interest mort-
gage loans of more than $1 mil-
lion each, according to the Uni-
versity of California’s executive
compensation reports. A UCSF
spokeswoman says such loans
help recruit and retain execu-
tives, given the area’s high cost
of housing.

Catholic Healthcare West, a
hospital system based in San
Francisco, forgave a $782,541
housing loan it made to its CEO,
Lloyd Dean. Counting the for-
given loan, Mr. Dean’s total ac-
crued compensation in 2005 was
$5.8 million. Catholic Healthcare
West says his compensation re-
flects his skill in turning the hos-
pital system around financially.

One nonprofit hospital execu-
tive who has benefited from the
industry’s good fortunes is Mr.
Mecklenburg, the former CEO of
Chicago’s Northwestern Memo-
rial. The hospital says it paid him
$5.45 million in salary, bonus
and deferred compensation in
its fiscal year ended Aug. 31,
2006, and an additional $10.95
million when he retired the next
day. The hospital also awarded
five other executives a combined
$13.3 million in total compensa-
tion in fiscal 2006, according to
its filings to the IRS.

Mr. Mecklenburg, now a part-
ner at Chicago private-equity
firm Waud Capital Partners LLC,
declined to comment, referring
questions to the hospital and to
the former chairman of its com-
pensation committee, James
Denny.

Stellar Results
Northwestern Memorial says

a big part of Mr. Mecklenburg’s
$16.4 million payout represents
retirement benefits and de-
ferred compensation accrued

over his 21-year tenure. Mr.
Denny, who chaired the hospi-
tal’s compensation committee
from 1995 to January 2008, says
Mr. Mecklenburg delivered stel-
lar results, nearly quintupling
the hospital’s patient revenues.
“Our view of it is: This is the best
deal we’ve ever made,” he says.

Critics argue that Mr. Meck-
lenburg’s compensation is exces-
sive for a charity organization
that gets tens of millions of dol-
lars a year in tax breaks. North-
western Memorial sits on prop-
erty on the Gold Coast, Chicago’s
most affluent neighborhood,
abutting Lake Michigan. The Cen-
ter for Tax and Budget Account-
ability, a Chicago nonprofit orga-
nization, estimates the value of
the hospital’s annual property-
tax exemption at $37.5 million.
Northwestern Memorial is also
exempt from $12.5 million in
sales tax for a total of $50 mil-
lion in annual tax exemptions,
not counting the taxes it doesn’t
pay on its investment gains, the
center estimates.

“The hospital’s tax benefit is
more than two times greater
than the charity care provided,”
says Heather O’Donnell, the cen-
ter’s health-care policy director.

Northwestern Memorial says
it hasn’t calculated the value of
its tax exemptions. Robert
Christie, the hospital’s vice presi-
dent for government relations,
notes that the Center for Tax and
Budget Accountability receives
fundingfromtheServiceEmploy-
ees International Union, which
represents numerous hospital
employees and frequently
clasheswithhospitalsinlabordis-
putes. Ms. O’Donnell says her or-
ganization receives funding from
many foundations besides SEIU.

Peter McCanna, Northwest-
ern Memorial’s chief financial of-
ficer, says the hospital’s contri-
bution to its community should

be judged more broadly. “We fun-
damentally disagree with nar-
rowing [the definition of] our
community-benefit contribu-
tion to charity care,” he says. He
says Northwestern Memorial’s
research and education ex-
penses should also be counted.
The hospital is the primary teach-
ing hospital for Northwestern
University’s Feinberg School of
Medicine.

Taking into account educa-
tional and other expenses, such
as bad debt and unreimbursed
Medicaid costs, Northwestern
Memorial values its total commu-
nity-benefit contribution at
$230 million for fiscal 2006.

Room Service
Around Chicago, Northwest-

ern Memorial is known as a hos-
pital that attracts the well-
heeled. It’s a short walk from the
Magnificent Mile, the famous
thoroughfare lined with expen-
sive shops and restaurants. At
Northwestern Memorial’s new
Prentice Women’s Hospital, ex-
pectant mothers can watch TV
or browse the Internet on
42-inch flat-screen televisions,
order room service 24 hours a
day and page nurses and doctors
via a wireless system. Some
birthing rooms have views of
Lake Michigan. Only 6% of North-
western Memorial’s patient reve-
nues come from Medicaid.

By comparison, Sacred Heart
Hospital, a small for-profit hospi-
tal in a poor neighborhood on
the west side of the city, gets
62% of its revenues from Medic-
aid and pays several million dol-
lars a year in taxes, according to
its president, Edward Novak.
Parts of Sacred Heart date back
to 1928, when the hospital was
founded. Another wing was built
in 1950. Mr. Novak says he would
like to replace the aging hospital
with a new facility, but is strug-
gling to figure out how to pay for
it. He says his compensation is
less than $220,000 a year.

At John H. Stroger Jr. Hospi-
tal—formerly known as Cook
County Hospital—56% of pa-
tients don’t have any insurance
when they are admitted, says
John Cookinham, the hospital’s
chief financial officer. At North-
western Memorial, the percent-
age of uninsured patients is less
than 5%. Stroger’s chief operat-
ing officer earned $204,485 in
2007, according to Cook County
budget records.

In recent years, some non-
profit hospitals have decided to
stop using the courts to collect
from patients who owe them
money.ButNorthwestern Memo-
rial pursues patients such as Iris
Ayala who haven’t paid their
bills. While running an errand for
her employer, the 50-year-old
Ms. Ayala fainted and collapsed
in the street one day in 2006. A

friend rushed her to Northwest-
ern Memorial’s emergency room.

Ms. Ayala says her insurer
paid for the bulk of her 24-hour
hospital stay, but she was respon-
sible for a $1,035.39 co-pay.
Working only part-time because
of health issues and with a daugh-
ter in college, she says she
couldn’t afford her portion of
the bill.

After representatives for
Northwestern Memorial repeat-
edly called her to ask for pay-
ment, Ms. Ayala says she prom-
ised she would settle the bill once
she got her annual taxrefund. But
Northwestern Memorial sued
her in Cook County Circuit Court
in July 2007. To make the lawsuit
go away, Ms. Ayala says she bor-
rowed the money and paid the
hospital. “They didn’t want to
hear my sob story,” she says.

Northwestern Memorial de-
clined to discuss Ms. Ayala’s
case, citing patient privacy laws.
Mr. McCanna says the hospital
sued only 82 patients in 2006
and 2007, a number he says is
small compared with the more
than one million accounts it
billed over that period. He says
the hospital tries to determine
whether patients who are behind
on bills qualify for assistance,
but some can’t be reached or
refuse to volunteer information
about their finances. “Absent of
information, a lawsuit is some-
times the only recourse,” he says.
Mr. McCanna adds that, in some
cases, thehospitalhas waived pa-
tients’ bills after later learning
that they did qualify for aid.

 Northwestern Memorial
says its strong balance sheet al-
lows it to provide outstanding
care and conduct innovative re-
search. As of Aug. 31, 2007, its
cash and investments totaled
$1.82 billion, making it one of
richest individual nonprofit hos-
pitals in the country. With such a
treasure chest, it could operate
for a year and two months with-
out any revenue—a gauge of fi-
nancial strength Mr. McCanna
highlights in presentations to
bond investors and analysts.

“Nonprofit is a misnomer—
it’s nontaxable,” says Sacred
Heart Hospital’s Mr. Novak.
“When you’re making hundreds
of millions of dollars a year, how
can you call yourself a not-for-
profit?”

Continued from Page One
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price should not be very high or
should be towards the low
end...given the government’s in-
volvement,” Treasury Undersec-
retary Robert Steel told a con-
gressional committee during a
five-hour hearing Thursday.

“Thesewereexceptionallycon-
sequential acts, taken with ex-
tremereluctanceandcarebecause
of the substantial consequences it
wouldhaveformoralhazardinthe
financial system,” added Timothy
Geithner, president of the Federal
Reserve Bank of New York.

Mr. Steel and other officials
told the Senate Banking Commit-
tee that they didn’t dictate the
precise sale price, but wanted to
see a deal done quickly to avoid a
sudden market-shaking crash of
the company.

At the hearing, thefirst onefo-
cusing on the Bear Stearns res-
cue, lawmakers questioned top
Fed officials, including Chairman
Ben Bernanke, as well as the chief
executives of Bear Stearns and
J.P. Morgan. Held in a cavernous
room reserved for big gatherings,
rather than the more-intimate
regular room, the hearing some-
times had the feel of a Hollywood
red-carpet event as photogra-
phersdescendedon thepanelists.

Officials rejected lawmakers’
suggestions that they bailed out
Bear Stearns, noting that share-
holders took steep losses and
many employees may lose their
jobs. But under questioning, Mr.
Bernanke agreed with a law-
makerwhosuggested theFedres-
cued Wall Street more broadly.

“If you want to say we bailed
out the market in general, I
guess that’s true,” he said. “But
we felt that was necessary in the
interest of the American econ-
omy.” He reiterated comments
from a day earlier that the Fed
doesn’t expect to lose money on
its $30 billion loan. J.P. Morgan
has agreed to cover the first $1
billion in losses, if there are any.

Mr. Dimon said his bank
“could not and would not have as-
sumed the substantial risk” of
buying Bear without the Fed’s in-
volvement.

At the hearing, the govern-
ment and company officials gave
an exhaustive account of the fre-
netic scramble in the days pre-
ceding the Bear Stearns sale.
“We had literally 48 hours to do
what normally takes a month,”
said Mr. Dimon.

During the week of March 10,
market rumors swirled that Bear
Stearns might not be able to stay
in business. At the hearing Alan
Schwartz,BearStearns’schiefex-
ecutive, said that the firm’s bal-
ance sheet was strong—as good
asthatofany otherfinancial insti-
tution—but that Bear Stearns
couldn’t keep up with the rumors.

By Thursday, March 13, the ru-
morshadbecomea “self-fulfilling
prophecy” and resulted in a “run
on the bank,” Mr. Schwartz said.
Bear Stearns reached out to the
regulators, who worked through-
out the night. By Friday morning,
March 14, the Fed agreed to ex-
tend financing to Bear Stearns
through J.P. Morgan. Then the
firms and government officials

worked through the weekend to
spur Bear Stearns’s sale and pre-
vent a bankruptcy filing.

Along with the sale announce-
ment on March 16, the Fed an-
nounced that it would lend di-
rectly to investment banks from
its discount window, a historic re-
versalofitslongtimepolicyoflend-
ingonlytobanks.Whilesomehave
said that Bear Stearns could have
avoided a sale if it had had access
to the new lending program, Mr.
Geithner said that wasn’t feasible.

“We only allow sound institu-
tionstoborrowagainstcollateral,”
hesaid.“Iwouldhavebeenveryun-
comfortable lending to Bear given
what we knew at that time.”

When it became clear that a
deal had to happen before Asian
marketsopenedlateSundaynight,
Bear Stearns’s negotiating lever-
age “went out the window,” said

Mr. Schwartz. Among the parties
examining Bear Stearns’s books
wasasophisticatedbuyerwhowas
“prepared to write a multibillion
check to invest in equity,” but that
wouldhaverequiredanotherfinan-
cial institution to help finance the
deal, Mr. Schwartz said. He didn’t
identify the potential buyer.

Mr. Dimon testified that he
couldn’t recall whose idea it was
to bring in the Fed. Treasury’s Mr.
Steel said it was J.P. Morgan that
suggested the Fed’s involvement.

At the hearing, those testify-
ing danced around the question
of how the initial $2-per-share
price was determined. Mr. Dimon
said both Treasury Secretary
Henry Paulson and Mr. Geithner
were aware that J.P. Morgan was
prepared to bid $2 a share. Both
men, according to Mr. Dimon,
said the decision was J.P. Mor-

gan’s to make. However, Mr. Di-
mon said Mr. Paulson raised the
point of view that the higher the
price, the higherthe possibility of
creating moral hazard.

Mr. Dimon said the $2 figure
was not based on the value of the
Bear Stearns, but “was based on
protectingthedownside”thatJ.P.
Morgan faced. “I tell people that
buying a house is not the same as
buying a house on fire,” he said.

Mr. Dimon also disclosed that
the Fed has lent Bear Stearns
$25 billion—separate from the
$30 billion loan—under the cen-
tral bank’s new program of di-
rect lending available to major in-
vestment banks. Mr. Dimon said
J.P. Morgan also guaranteed the
$25 billion loan, which was made
as part of the renegotiated deal
that raised the price for Bear.

The Fed said Thursday that se-
curitiesfirmsborrowedanaverage
of $38.1 billion a day through the
week ending Wednesday. The cen-
tral bank does not detail the size of
individual loans or the names of
borrowers.TheFedsaiddirectlend-
ingtotraditionalborrowerssurged
to an average of $7 billion a day, up
from $550 million a week earlier
and the highest level since 9/11.

Mr. Dimon said J.P. Morgan
acquired $360 billion of assets
and liabilities from Bear Stearns,
adding that the assets tied to the
Fed’s $30 billion loan were not
Bear Stearns’s riskiest holdings.

Lawmakers repeatedly ques-
tioned the panelists about how
such a crisis of confidence could
sweep through markets and top-
ple one of the nation’s largest in-

vestment banks.
Bear’s Mr. Schwartz said that

despite weeks of soul-searching,
“I just simply have not been able
to come up with anything, even
withthe benefit of hindsight,that
would have made a difference.”

Mr. Geithner said the nation’s
financial system needs “a stron-
ger set of shock absorbers” for
capital and liquidity in the banks
and large securities firms that
are key to market functioning.
He called for stronger supervi-
sion of these institutions.

He also said the Fed should
have the authority and responsi-
bility “to respond with adequate
speed and force to the prospects
of systemic threats to financial
stability.” That echoed a blue-
print for a new regulatory system
issued Monday by the Treasury
Department that called for the
Fedtotakeonalargerroleasarisk
manager for the financial system.

Securities and Exchange Com-
mission Chairman Christopher
Cox said of the recent events:
“There is absolutely no question
we have learned more than any
of us would have liked.”

 —Kate Kelly and Robin Sidel
contributed to this article.
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J.P. Morgan Chief Executive James Dimon, left, and Bear Stearns CEO
Alan Schwartz testify on Capitol Hill Thursday.

Officials Say They Sought to Avoid Bailout of Bear Stearns

Nonprofit Hospitals, Once for the Poor, Strike It Rich

FROM PAGE ONE

CEO Hospital

Total accrued 
compensation, 

in millions Year

Gary Mecklenburg* Northwestern Memorial 
Hospital

$16.4 2006

Floyd Loop† Cleveland Clinic 7.5 2006

Mark Neaman Evanston Northwestern 
Healthcare

5.4 2006

Lloyd Dean Catholic Healthcare West 5.3 2006

Philip Incarnati McLaren Health Care Corp. 5.2 2006

Joseph Trunfio AHS Hospital Corp. 5.0 2005

Alan Brass ProMedica 4.1 2005

Herbert Pardes New York-Presbyterian 3.5 2006

Jeffrey Romoff UPMC 3.3 2006

Douglas French‡ Ascension Health 3.3 2004

*Retired on Sept. 1, 2006, total includes a retirement payout and deferred compensation
†Retired in April 2005; $6.4 million of the $7.5 million is a split-dollar life insurance policy, the 
rest is deferred compensation, vacation pay and consulting fees    ‡Resigned in May 2004

Sources: Forms 990 filed to the IRS; the hospitals

Hospitable Pay
Some of the best paid nonprofit hospital CEOs

Historically, most hospitals
in America have been recog-
nized as “charitable organiza-
tions” exempt from taxes under
Section 501(c)(3) of the U.S. Tax
Code. In return for their tax ex-
emptions, the Internal Revenue
Service used to require that non-
profit hospitals provide a sub-
stantial amount of care for the
poor, also known as charity
care.

But after Medicare and Medic-
aid were created in 1965, the hos-

pital industry contended that
there would no longer be enough
demand for charity care to sat-
isfy the IRS’s tax-exemption stan-
dards. Most Americans, it ar-
gued, would be covered
either by the new government
programs for the poor and eld-
erly or by private health insur-
ance. The industry pushed for a
more flexible exemption stan-
dard that became known as the
“community benefit” standard.
The IRS adopted it in 1969.

Some charity care has contin-
ued to be expected of nonprofit
hospitals as part of their contri-
butions to their communities,
but no minimum amount has
been required.

Today, about 60% of the
3,400 hospitals in the U.S. are
nonprofit. About 23% of hospi-
tals are for-profit, and another
17% are run by counties, states or
the federal government.

Like other nonprofit organi-
zations, nonprofit hospitals

don’t have shareholders or own-
ers to whom any profits can be
distributed. Rather, any money
they earn from their operations
or from financial investments
must be channeled back into the
organization in some way. Many
nonprofit hospitals have used
their growing surpluses to pay
for expensive new facilities and
equipment, to reward their exec-
utives with large pay packages
and to increase their treasure
chests.

ONLINE TODAY: See the
testimony Messrs. Bernanke,
Geithner and Schwartz gave
before the Senate Banking
Committee, at WSJ.com/Video.
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ONLINE TODAY: John Carreyrou
provides a tour of Northwestern
Memorial Hospital, which just
underwent a renovation costing
more than $1 billion, at
WSJ.com/Video. Plus, see more
data on hospital funding and
spending, at
WSJ.com/OnlineToday.

Source: Census Bureau

Building Binge
Construction spending,
for nonprofit hospitals
in billions 
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By Susan Carey

And Melanie Trottman

Abruptly ending talks with
United Airlines parent UAL
Corp., Continental Airlines Inc.
said it would stay independent
for the time being despite ef-
forts by rival carriers to merge.

The Houston-based airline
didn’t disclose details of talks in
its statement late Sunday and
didn’t name potential partners.
But its move was seen as a rebuke
to Chicago-based UAL, which has
been trying to interest Continen-
tal in a marriage for years.

UAL had recently entered for-
mal merger talks with Continen-

tal, said people familiar with the
matter, giving UAL the impres-
sion that it had the inside track on
striking a deal with one of the U.S.
industry’s healthiest carriers.

In a bulletin to employees,
Continental Chief Executive Of-
ficer Larry Kellner said Continen-
tal has “significant cultural, oper-
ational and financial strengths”
that “would be placed at risk in a
merger with another carrier in to-
day’s environment.”

UAL still is continuing merger
discussions with US Airways
Group Inc., according to people
familiar with the situation.

In a statement, UAL Chief Ex-
ecutive Glenn Tilton said, “Con-
solidation is under way—ensur-
ing you have the right partner is
everything. We will pursue all op-
tions to ensure a strong, sustain-
able future for our airline and
will not shy away from the tough

Please turn to page A16

Mars, Buffett Team Up in Wrigley Bid
$22 Billion Deal
Would Reshape
Candy Industry

Last week: DJIA 12891.86 s 42.50 0.3% NASDAQ 2422.93 s 0.8% NIKKEI 13863.47 s 2.9% DJ STOXX 50 3210.45 s 0.4% 10-YR TREASURY t 1 pt., yield 3.866% OIL $118.52 s $2.36 EURO $1.5596 YEN 104.44

By Jim Carlton

SAN FRANCISCO—The San
Francisco Giants this year got
off to one of their worst starts
since moving here
from New York in 1958,
losing 11 of their first
17 games.

Fans believe they
know what is missing.
“Bring Back Barry,”
read the sign of a
young boy in the
stands on opening day
April 7.

In other ballparks,
home-run king Barry
Bonds was reviled for

his alleged use of steroids and
general aloofness.

But here at AT&T Park, fans
never stopped loving Mr.
Bonds. He drew them to games
even when the team was slump-
ing. Fans rented kayaks to float
in the waters off right field to
await balls Mr. Bonds hit out
there. They bought thousands
of Bonds jerseys and bobble-
heads. In their most peculiar
tribute to him, they purchased
boatloads of rubber chickens.

During 15 seasons with the
team, Mr. Bonds won five Most
Valuable Player awards and pro-
pelled the club to three National
League West titles and the 2002
National League pennant. In
2001, he set the single-season

home-run record at 73.
Last August, he blew
past Hank Aaron’s
record of 756 career
home runs, adding six
more before the sea-
son ended. “Over the
years he played here,
Barry was like the
greatest show on
earth,” says Jules Ty-
giel, a baseball histo-
rian and professor of
history at San Fran-

cisco State University.
But in September, the club

announced that it wouldn’t re-
sign the 43-year-old local hero,

Please turn to page A14

By Barbara Martinez

LAKE JACKSON, Texas—
When Lisa Kelly learned she had
leukemia in late 2006, her doc-
tor advised her to seek urgent
care at M.D. Anderson Cancer
Center in Houston. But the non-
profit hospital refused to accept
Mrs. Kelly’s limited insurance. It
asked for $105,000 in cash be-
fore it would admit her.

Sitting in the hospital’s busi-
ness office, Mrs. Kelly says she
told M.D. Anderson’s represen-
tatives that she had some
money to pay for treatment,
but couldn’t get all the cash
they asked for that day. “Are
they going to send me home?”
she recalls thinking. “Am I go-
ing to die?”

Hospitals are adopting a pol-
icy to improve their finances:
making medical care contingent
on upfront payments. Typically,
hospitals have billed people af-
ter they receive care. But now,
pointing to their burgeoning bad-
debt and charity-care costs, hos-
pitals are asking patients for
money before they get treated.

Hospitals say they have

turned to the practice because
of a spike in patients who don’t
pay their bills. Uncompensated
care cost the hospital industry
$31.2 billion in 2006, up 44%
from $21.6 billion in 2000, ac-
cording to the American Hospi-
tal Association.

The bad debt is driven by a
larger number of Americans
who are uninsured or who don’t
have enough insurance to cover
medical costs if catastrophe
strikes. Even among those with
adequate insurance, deductibles
and co-payments are growing so
big that insured patients also
have trouble paying hospitals.

Letting bad debt balloon un-
checked would threaten hospi-
tals’ finances and their ability to
provide care, says Richard Umb-
denstock, president of the Ameri-
can Hospital Association. Hospi-
tals would rather discuss costs
with patients upfront, he says.
“After, when it’s an ugly surprise
or becomes contentious, it
doesn’t work for anybody.”

M.D. Anderson says it went to
a new upfront-collection system
for initial visits in 2005 after its

Please turn to page A15

Continental Rejects
Merger Overtures
Move Marks Rebuke
To Rival United;
Shifting Alliances?

s Copyright 2008 Dow Jones & Company. All Rights Reserved

By Bob Davis

The world isn’t as flat as it
used to be.

During the long march toward
globalization, international bor-
ders and trade barriers came
down. Communism fell. Protec-
tionist walls in Latin America and
elsewhere were dismantled. Gov-
ernments—long prone to med-
dling in trade—took a back seat
to broader market forces.

In a globalization manifesto,
New York Times columnist
Thomas Friedman declared that
the Internet and other planet-
spanning technologies were eras-
ing national boundaries. The
world, he said in a 2005 best
seller, was flat.

No longer. The global econ-
omy appears to be entering an ep-
och in which governments are re-
asserting their role in the lives of
individuals and businesses.
Once again, barriers are rising.
Call it the new nationalism.

“The era of easy globaliza-
tion is certainly over,” says Pu-
litzer Prize-winning author
Daniel Yergin, whose 1998
book, “The Commanding
Heights,” detailed the triumph
of markets over nations, start-
ing with British deregulation

under Margaret Thatcher. “The
power of the state is reassert-
ing itself.”

Just a decade ago, Asia,
Latin America and Russia were
on financial life support from
the International Monetary
Fund and World Bank. The U.S.
was planning yet another round
of global trade negotiations.
The European Union was writ-
ing a constitution to shift
power to Brussels from mem-
ber nations.

Now borrowers shun the
IMF and World Bank. Trade
talks are shelved. Barriers to
foreign investment are rising
around the world. State-owned
companies are expanding, par-
ticularly in oil and gas. Public
support of immigration restric-

Please turn to page A16

Barry Bonds in
his heyday.

Monday, April 28

n The U.N. nuclear watch-
dog’s top investigator goes
to Iran to clear the picture
around its nuclear program.

Tuesday, April 29

n Countrywide Financial,
stung by mortgage defaults,
reports earnings.

n Iranian President Ah-
madinejad visits India.

Wednesday, April 30

n The Fed is likely to cut
U.S. interest rates a quarter
of a percentage point, but a
bottom may be in sight.

n The advance reading of
first-quarter GDP isn’t fore-
cast to show contraction yet.

n General Motors is likely
to report another loss.

n Results at Procter & Gam-
ble and Colgate-Palmolive
may show weaker spending.

Thursday, May 1

n Exxon Mobil’s profit might
set a record but also may sig-
nal trouble raising output.

n Auto makers report U.S.
vehicle sales for April.

n Reports are due on per-
sonal income and spending.

n Local U.K. elections are a
first test at the polls for Gor-
don Brown since he took
over from Tony Blair.

Friday, May 2

n April payroll data might
show a fourth straight
monthly decline in jobs.

n The IRS starts sending out
economic-stimulus checks.
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Business & Finance

By Matthew Karnitschnig

And Dennis K. Berman

Mars Inc. and Warren Buf-
fett’s Berkshire Hathaway Inc.
were close to a pact to acquire
Wm. Wrigley Jr. Co. for more
than $22 billion, according to
people familiar with the matter,
in a deal that would remake the
global confectionary landscape.

A deal would unite two icons of
the U.S. candy business: Wrigley,
maker of the eponymous chewing

gum, and Mars, the closely held
company behind Snickers choco-
late bars and M&M’s.

The transaction was ex-
pected to be announced as early
as Monday, the people said.
Both companies declined to
comment.

Terms of the deal weren’t im-
mediately clear, but Wrigley has
a stock market value of about
$17.3 billion and it appeared that
the buyers were prepared to of-
fer a rich premium.

Under one scenario under dis-
cussion, Berkshire would likely
provide financing to Mars for
the deal and become a stake-
holder in Wrigley, according to
people close to the deal.

A deal would expand Mars’s

already considerable global
reach. Wrigley generates the ma-
jority of its sales outside of the
U.S. In recent years, it has ex-
panded its offerings well be-
yond chewing gum. Mars is the
world’s largest maker of choco-
late by sales, with a market
share of 15%.

A deal could spark further
consolidation in the global
candy business. Hershey Co.
and Cadbury Schweppes PLC,
for example, could be forced to
merge. The two discussed a deal
last year, but talks fell apart.
Cadbury in May will split off its
beverage unit, which includes
Dr Pepper and 7Up, potentially
paving the way for a deal. Her-
shey has been hurt in recent
years by competition from

Mars, its longtime rival.
In 2005, Wrigley bought

Kraft’scandyassets, includingAl-
toids and LifeSavers, for about
$1.5 billion. Wrigley also recently
purchased a Russian chocolate
company. The family-controlled
company was close to a deal to ac-
quire Hershey Co. in 2002 for
about $12.5 billion, but talks fell
apart at the last moment.

A weak dollar and strong for-
eign demand have boosted Wrig-
ley’s profit recently. But the
company has struggled in the
U.S., where it faces intense com-
petition.

Wrigley’s products include
Extra, Eclipse and Orbit gums.

If successful, a deal for Wrig-
Please turn to page A14

Sources: Angus Maddison, OECD (1913, 
1950, 1973); World Bank (2005)
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M ars Inc. and Buffett’s
Berkshire Hathaway

were near a pact for Wrigley
for more than $22 billion in a
deal that would unite two
icons of the U.S. candy
business and change the
global confectionary
landscape. Terms weren’t
immediately clear, but a rich
premium looked possible. A1

n Continental said it would
remain independent for now
despite efforts by rivals to
merge. The carrier abruptly
ended talks with UAL in what
was seen as a rebuke. A1
n Eos Airlines filed for
bankruptcy protection over
the weekend and planned to
shut down by Monday. B3

n Investors are turning to
riskier investments as the
turmoil that has racked bond
and stock markets now
shows signs of fading. C1

n Chryslerhasbegunlooking
forbuyers for two Michigan
axleplants,reflectingits search
fora leaner business model. B3

n The world oil market faced
a major supply disruption as
Nigerian and U.K. labor
disputes halted roughly 2.5%
of global output. B3, C1, C2

n Microsoft CEO Ballmer
must decide whether to walk
away from a $42.7 billion
offer for Yahoo or launch a
hostile takeover. B1

n Philippine President
Arroyo might roll back
government rice-import
subsidies, a move backers say
could free up funds to
stimulate rice production. A8

n France’s Eutelsat has
bought insurance enabling it
to use Chinese rockets for
satellite launches, bolstering
Beijing’s ambitions. B3

n DeCODE has identifieda set
ofgeneslinked to breast cancer
andsaid it plans to developa
related lab test. B11

n India’s government is
poised to introduce a tax on
commodities futures, a
proposal critics warn could
discourage trading. C10

n The London Metal
Exchange aims to launch by
year’s end steel-futures
trading in the Americas. C10

n SouthKorea’s GDP rose
0.7% year to year in thefirst
quarter, the slowest pace since
2004, andcould slow more in
the April-June period. A14

n Karzai escaped a Taliban
assassination attempt.
The Afghan president wasn’t
hurt when gunmen attacked
a presidential parade in Kabul.
It was the second such attack
in the past 10 months. Three
people were killed and eight
were wounded in the chaos
that left foreign dignitaries
scurrying for cover. Three of
the attackers were killed. A8

A Taliban spokesman cited
the attack as proof that the
group isn’t on the run, as U.S.
military officials have said.

n Chinese students scuffled
with demonstrators criticizing
Beijing’s treatment of North
Korean refugees as the torch
relay continued in Seoul. A9
n A Dalai Lama envoy has
been in contact with China on
resuming talks, but Tibetans
haven’t officially responded
to Beijing’s surprise offer. A9

n McCain will address con-
trolling the rising cost of health
care, an issue all three candi-
dates agree on but which may
be difficult to accomplish. A3
n Obama recast his call for
change, speaking more directly
to economic concerns, as polls
show a tight race in Indiana. A6

n A Zimbabwe recount con-
firmed the opposition won
parliament. Presidential re-
sults could come Monday. A9

n Iraq’s Maliki met with the
Sunni Arab vice president to
discuss reintegrating Sunni
parties into government, as
rockets hit the Green Zone. A10

n Justice Department letters
to Congress appear to muddy
the public understanding of
what is legal interrogation. A3

n Heavy storms led to floods
along the Mississippi River
from Iowa to Missouri. A3
n Wildfires near Los Angeles
forced the evacuation of res-
idents in about 550 homes. A2

n The smaller of Hungary’s
two parties voted to quit the
ruling coalition after one of its
ministers was dismissed. A10

n China banned a controver-
sial type of brain surgery used
to treat schizophrenia. A11

n The rate of women who had
diabetes before they became
pregnant doubled from 1999
to 2005, a study found. A4

n Thousands attended Ohio
memorials for an Army re-
servist whose remains were
found in Iraq last month. A2
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can a motor oil help
reduce greenhouse
gas emissions?

It can if it reduces fuel consumption. ExxonMobil has developed Mobil 1 Advanced Fuel
Economy motor oil, which is effective in improving fuel economy by up to two percent.* In fact,
if just one-third of U.S. drivers reduced their gasoline consumption by this amount, we’d save
almost one billion gallons of gasoline and reduce CO2 emissions by eight million tons every year.

exxonmobil.com
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unpaid patient bills jumped by
$18 million to $52 million that
year. The hospital said its increas-
ing bad-debt load threatened its
mission to cure cancer, a goal on
which it spends hundreds of mil-
lions of dollars a year.

The change had the desired ef-
fect: The hospital’s bad debt fell
to $33 million the following year.

Asking patients to pay after
they’ve received treatment is
“like asking someone to pay for
the car after they’ve driven off
the lot,” says John Tietjen, vice
president for patient financial
services at M.D. Anderson. “The
time that the patient is most re-
ceptive is before the care is deliv-
ered.”

M.D. Anderson says it pro-
vides assistance or free care to
poor patients who can’t afford
treatment. It says it
acted appropriately in
Mrs. Kelly’s case be-
cause she wasn’t indi-
gent, but underinsured.
The hospital says it
wouldn’t accept her in-
surance because the
payout, a maximum of
$37,000 a year, would
be less than 30% of the
estimated costs of her
care.

Tenet Healthcare
and HCA, two big, for-profit hos-
pital chains, say they have also
been asking patients for upfront
payments before admitting
them. While the practice has re-
ceived little notice, some patient
advocates and health-care ex-
perts find it harder to justify at
nonprofit hospitals, given their
benevolent mission and improv-
ing financial fortunes.

In the Black
An Ohio State University

study found net income per bed
nearly tripled at nonprofit hospi-
tals to $146,273 in 2005 from
$50,669 in 2000. According to
the American Hospital Direc-
tory, 77% of nonprofit hospitals
are in the black, compared with
61% of for-profit hospitals. Non-
profit hospitals are exempt from
taxes and are supposed to chan-
nel the income they generate
back into their operations. Many
have used their growing sur-
pluses to reward their execu-
tives with rich pay packages,
build new wings and accumulate
large cash reserves.

M.D. Anderson, which is part
of the University of Texas, is a
nonprofit institution exempt
from taxes. (Please see article be-
low.) In 2007, it recorded net in-
come of $310 million, bringing
its cash, investments and endow-
ment to nearly $1.9 billion.

“When you have that much
money in the till and that much
profit, it’s kind of hard to say no”

to sick patients by asking for
money upfront, says Uwe Rein-
hardt, a health-care economist at
Princeton University, who thinks
allhospitalsshouldpaytaxes.Non-
profit organizations “shouldn’t
behave this way,” he says.

It isn’t clear how many of the
nation’s 2,033 nonprofit hospi-
tals require upfront payments. A
voluntary 2006 survey by the In-
ternal Revenue Service found
14% of 481 nonprofit hospitals re-
quired patients to pay or make an
arrangement to pay before being
admitted. It was the first time
the agency asked that question.

Nataline Sarkisyan, a 17-year-
old cancer patient who died in
December waiting for a liver
transplant, drew national atten-
tion when former presidential
candidate John Edwards lam-
basted her health insurer for re-

fusing to pay for the op-
eration. But what went
largely unnoticed is
that Ms. Sarkisyan’s
hospital, UCLA Medical
Center, a nonprofit hos-
pital that is part of the
University of California
system, refused to do
the procedure after the
insurance denial unless
the family paid it
$75,000 upfront, ac-
cording to the family’s

lawyer, Tamar Arminak.
The family got that money to-

gether, but then the hospital de-
manded $300,000 to cover costs
of caring for Nataline after sur-
gery, Ms. Arminak says.

UCLA says it can’t comment
on the case because the family
hasn’t given its consent. A
spokeswoman says UCLA
doesn’t have a specific policy re-
garding upfront payments, but
works with patients on a case-by-
case basis.

Federal law requires hospi-
tals to treat emergencies, such
as heart attacks or injuries from
accidents. But the law doesn’t
cover conditions that aren’t im-
mediately life-threatening.

At the American Cancer Soci-
ety, which runs call centers to
help patients navigate financial
problems, more people are say-
ing they’re being asked for large
upfront payments by hospitals
that they can’t afford. “My great-
est concern is that there are sub-
stantial numbers of people who
need cancer care” who don’t get
it, “usually for financial rea-
sons,” says Otis Brawley, chief
medical officer.

Mrs. Kelly’s ordeal began in
2006, when she started bruising
easily and was often tired. Her
husband, Sam, nagged her to see
a doctor.

A specialist in Lake Jackson,
a town 50 miles from Houston, di-
agnosed Mrs. Kelly with acute
leukemia, a cancer of the blood

that can quickly turn fatal. The
small cancer center in Lake Jack-
son refers acute leukemia pa-
tients to M.D. Anderson.

When Mrs. Kelly called M.D.
Anderson to make an appoint-
ment, the hospital told her it
wouldn’t accept her insurance, a
type called limited-benefit.

“When an insurer is going to
pay the small amounts, we don’t
feel financially able to assume
the risk,” says M.D. Anderson’s
Mr. Tietjen.

An estimated one million
Americans have limited-benefit
plans. Usually less expensive
than traditional plans, such in-
surance is popular among peo-
ple like Mrs. Kelly who don’t
have health insurance through
an employer.

Mrs. Kelly, 52, signed up for
AARP’s Medical Advantage plan,
underwritten by UnitedHealth
Group Inc., three years ago after
she quit her job as a school-bus
driver to help care for her
mother. Her husband was re-
tired after a career as a heavy-
equipment operator. She says
that at the time, she hardly ever
went to the doctor. “I just
thought I needed some kind of in-
surance policy because you
never know what’s going to hap-
pen,” says Mrs. Kelly. She paid
premiums of $185 a month.

A spokeswoman for United-
Health, one of the country’s larg-
est marketers of limited-benefit
plans, says the plan is “meant to
be a bridge or a gap filler.” She
says UnitedHealth has reim-
bursed Mrs. Kelly $38,478.36 for
her medical costs. Because the
hospital wouldn’t accept her in-
surance, Mrs. Kelly paid bills her-
self, and submitted them to her
insurer to get reimbursed.

M.D. Anderson viewed Mrs.
Kelly as uninsured and told her
she could get an appointment
only if she brought a certified
check for $45,000. The Kellys
live comfortably, but didn’t have
that kind of cash on hand. They
own an apartment building and a
rental house that generate about
$11,000 a month before taxes
and maintenance costs. They
also earn interest income of
about $35,000 a year from two
retirement accounts funded by
inheritances left by Mrs. Kelly’s
mother and Mr. Kelly’s father.

Mr. Kelly arranged to borrow
the money from his father’s
trust, which was in probate pro-
ceedings. Mrs. Kelly says she
told the hospital she had money

for treatment, but didn’t realize
how high her medical costs
would get.

The Kellys arrived at M.D.
Anderson with a check for
$45,000 on Dec. 6, 2006. After
having blood drawn and a bone-
marrow biopsy, the hospital on-
cologist wanted to admit Mrs.
Kelly right away.

But the hospital demanded
an additional $60,000 on the
spot. It told her the $45,000 had
paid for the lab tests, and it
needed the additional cash as a
down payment for her actual
treatment.

In the hospital business of-
fice, Mrs. Kelly says she was cry-
ing, exhausted and confused.

The hospital eventually low-
ered its demand to $30,000. Mr.
Kelly lost his cool. “What part
don’t you understand?” he re-
calls saying. “We don’t have any
more money today. Are you go-
ing to admit her or not?” The hos-
pital says it was trying to work
with Mrs. Kelly, to find an
amount she could pay.

Mrs. Kelly was granted an
“override” and admitted at 7
p.m.

Appointment ‘Blocked’
After eight days, she

emerged from the hospital. Che-
motherapy would continue for
more than a year, as would re-
quests for upfront payments. At
times, she arrived at the hospi-
tal and learned her appoint-
ment was “blocked.” That
meant she needed to go to the
business office first and make a
payment.

One day, Mrs. Kelly says,
nurses wouldn’t change the che-
motherapy bag in her pump until
her husband made a new pay-
ment. She says she sat for an
hour hooked up to a pump that
beeped that it was out of medi-
cine, until he returned with
proof of payment.

A hospital spokesperson says
“it is very difficult to imagine
that a nursing staff would allow
a patient to sit with a beeping
pump until a receipt is pre-
sented.” The hospital regrets if
patients are inconvenienced by
blocked appointments, she says,
but it “is a necessary process to
keep patients informed of their
mounting bills and to continue
dialog about financial obliga-
tions.” She says appointments
aren’t blocked for patients who
require urgent care.

Once, Mrs. Kelly says she was

on an exam table awaiting her
doctor, when he walked in with a
representative from the busi-
ness office. After arguing about
money, she says the representa-
tive suggested moving her to an-
other facility.

But the cancer center in Lake
Jackson wouldn’t take her back
because it didn’t have a blood
bank or an infectious-disease
specialist. “It risks a person’s life
by doing that [type of chemo-
therapy] at a small institution,”
says Emerardo Falcon Jr., of the
Brazosport Cancer Center in
Lake Jackson.

RonWalters,an M.D. Anderson
physician who gets involved in fi-
nancial decisions about patients,
says Mrs. Kelly’s subsequent che-
motherapy could have been han-
dled locally. He says he is sorry if
she was offended that the pay-
mentrepresentativeaccompanied
the doctor into the examroom, but
it was an example of “a coordi-
nated teamwork approach.”

On TV one night, Mrs. Kelly
sawa newssegment aboutpeople
who try to get patients’ bills re-
duced. She contacted Holly Wal-

lack, who is part of a group that
works on contingency to reduce
patients’ bills; she keeps one-
third of what she saves clients.

Ms. Wallack began firing off
complaints to M.D. Anderson.
She said Mrs. Kelly had been
billed more than $360 for blood
tests that most insurers pay $20
or less for, and up to $120 for sa-
line pouches that cost less than
$2 at retail.

On one bill, Mrs. Kelly was
charged $20 for a pair of latex
gloves. On another itemized bill,
Ms. Wallack found this: CTH SIL

2M 7FX 25CM CLAMP A4356, for
$314. It turned out to be a penis
clamp, used to control inconti-
nence.

M.D. Anderson’s prices are
reasonable compared with other
hospitals, Mr. Tietjen says. The
$20 price for the latex gloves, for
example, takes into account the
costs of acquiring and storing
gloves, ones that are ripped and
not used and ones used for pa-
tients who don’t pay at all, he
says. The charge for the penis
clamp was a “clerical error” he
says; a different type of catheter
was used, but the hospital
waived the charge. The hospital
didn’t reduce or waive other
charges on Mrs. Kelly’s bills.

Continuing Treatment
Mrs. Kelly is continuing her

treatment at M.D. Anderson. In
February, a new, more compre-
hensive insurance plan from
Blue Cross Blue Shield that she
has switched to started paying
most of her new M.D. Anderson
bills. But she is still personally re-
sponsible for $145,155.65 in bills
incurred before February. She is
paying $2,000 a month toward
those. Last week, she learned
that after being in remission for
more than a year, her leukemia
has returned.

M.D. Anderson is giving Blue
Cross Blue Shield a 25% dis-
count on the new bills. This
month, the hospital offered
Mrs. Kelly a 10% discount on her
balance, but only if she pays
$130,640.08 by this Wednesday,
April 30. She is still hoping to
get a bigger discount, though
numerous requests have been
denied. The hospital says it
gives commercial insurers a big-
ger discount because they bring
volume and they are less risky
than people who pay on their
own.

The hospital has urged Mrs.
Kelly to sell assets. But she wor-
ries about losing her family’s in-
come and retirement savings.
Mrs. Kelly says she wants to pay,
but, suspicious of the charges
she’s seen, she says, “I want to
pay what’s fair.”

Continued from Page One

Healthy Funding
At M.D. Anderson

WSJ.com

M.D. Anderson Cancer Cen-
ter is part of the University of
Texas System. It was created by
the Texas legislature in 1941 to fo-
cus on cancer treatment and re-
search. Five other hospitals, in-
cluding UT Southwestern Medi-
cal Center in Dallas and UT
Health Sciences Center in Hous-
ton, also operate under Texas’s
state university system.

Like private nonprofit hospi-
tals, state-university hospitals
are exempt from taxes.

Today, M.D. Anderson is con-
sidered one of the world’s best
cancer hospitals. It is also
among the most profitable hospi-
tals in the U.S. Last year, it
posted net income of $310 mil-
lion, bringing the total value of
its cash, investments and endow-
ment to $1.88 billion. M.D. Ander-
son paid its president, John Men-
delsohn, $1.18 million last year.

About 6% of M.D. Anderson’s
revenues come from state fund-
ing. The hospital also attracts siz-
able donations. In 2007, it re-
ceived philanthropic gifts and

pledges of $173.6 million, includ-
ing $50 million from oil baron T.
Boone Pickens.

M.D. Anderson’s revenues
from patients have risen 27%
over the past two years to nearly
$2 billion, yet the hospital’s
spending on charity care has de-
clined. In 2005, the year it began
to institute its upfront payment
policy, it allotted $144 million to
indigent care. In 2007, the
amount allotted to indigent care
fell to $98.9 million. M.D. Ander-
son calculates its indigent-care
spending based on marked-up
list prices for services and proce-
dures, so the actual costs it in-
curred for indigent care are
likely lower.

An M.D. Anderson spokes-
woman said its charity-care fig-
ures have gone down because
the hospital has been lending
doctors to the local county hospi-
tal. As a result, fewer poor pa-
tients have been coming directly
to M.D. Anderson to seek cancer
treatment, she said.
 —Barbara Martinez

Bad Debts Prompt Hospitals to Demand Patients’ Cash Upfront

FROM PAGE ONE

Lisa Kelly

KT Corp.

High Marketing Costs
Hurt Quarterly Profit
KT Corp.’s first-quarter net
profit fell 60% amid high market-
ing costs, the telecommunica-
tions company said. The com-
pany, South Korea’s largest fixed-
line and Internet-service opera-
tor by revenue, posted a net
profit of 154.08 billion won
($154.7 million), down from
387.28 billion won a year earlier.
Sales fell to 2.967 trillion won.
Operating profit dropped 37% to
333.04 billion won, as rising com-
petition and the search for new
business led to increased market-
ing costs. Such costs rose by
114.6 billion won in the first quar-
ter, as the company promoted
high-speed Internet services, its
mobile-phone business and an
Internet protocol television ser-
vice called MegaTV. “It was a dis-
appointing result solely based
on the rise in marketing costs,”
said Stan Jung, an analyst at
Woori Investment & Securities.

TeliaSonera AB

Earnings Rise by 12%
Paced by Turkey, Russia
Sweden-based TeliaSonera AB
reported a 12% increase in first-
quarter net profit on higher
sales and contributions from
its operations in Russia and
Turkey. Net rose to 4.47 billion
Swedish kronor ($745.1 million)
from 3.98 billion kronor a year
earlier. Sales rose 7.4% to 24.4
billion kronor. “The growth en-
gine of the group, Eurasia, con-
tinued its strong development
in the first quarter,” said Chief
Executive Lars Nyberg, adding,
“However, we still need to con-
tinue improving efficiency to
be able to defend our leading
positions in more-mature mar-
kets and to provide high qual-
ity in networks and services
throughout the group.” The
company didn’t comment on a
possible tie up with rival
France Télécom SA which has
said it is considering a take-
over of TeliaSonera.

Giving Care
While M.D. Anderson Cancer Center has become increasingly 
profitable, its free care for indigent patients has been declining
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Financial Health
v The Issue: Hospitals are
asking patients for payment
before receiving treatment.

vThe Background: Hospitals
say the practice is needed
because of an increase in the
number of people not paying
their bills.

v The Bottom Line: While
hospitals provide care to the
poor, uninsured and
underinsured people are likely
to be hardest hit.

ONLINE TODAY: See
documents from Mrs. Kelly’s case,
at WSJ.com/OnlineToday.
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By Laura Meckler

And Amy Chozick

DENVER—The emotional and
divisive Democratic contest came
toanendasSen.BarackObamabe-
came the first African-American
presidential nominee of a major
party,sendinghimintoatoughfall
battle against Sen. John McCain.

In a dramatic moment befit-
ting the historic 2008
race, Sen. Obama’s rival
for the nomination,
Sen. Hillary Clinton,
stepped to the floor of
the Democratic Na-
tional Convention here
as her home state of
New York was called
upon to cast its votes.
As her face appeared on
giant video screens, the
crowd let out a roar.
She asked that the
state-by-state vote be sus-
pended so Sen. Obama could be
chosen by acclamation.

Later in the evening, her hus-
band, former president Bill Clin-
ton, electrified the crowd with a
full-throated endorsement of Sen.
Obama, shedding the hesitance he

had shown in recent months to-
ward the man who had defeated
his wife. The night was capped
withanaddressfromthenewvice-
presidential candidate, Sen. Joe
Biden, who spoke of his working-
class roots—an effort to appeal to
the pivotal blue-collar Democrats
who supported Sen. Clinton and
are not yet in the Obama camp.

His speech was an emotional
recitation of his own
struggles and those of
American families. “My
dad who fell on hard
times always told me,
though: ‘Champ, when
you get knocked down,
get up. Get up,’ ” he said.
“I am here for everyone
I grew up with in Scran-
ton and Wilmington. I
amhere for the cops and
the firefighters, the
teachers and the assem-

bly-line workers—the folks
whose lives are the very measure
of whether the American dream
endures.” He also delivered a vig-
orous attack on Sen. McCain’s
views on national security.

As Sen. Biden concluded his
remarks, Sen. Obama—sched-

uled to speak Thursday night to
conclude the convention—
joined his new partner on stage
and greeted him with a hug and
some whispered words.

“Hello, Democrats!” Sen.
Obama shouted to the delegates.
“I think the convention’s gone
pretty well so far, what do you
think?” The crowd heartily
agreed, and he paid tribute to
Sen. Clinton’s enthusiastic
speech on his behalf on Tuesday:

“If I’m not mistaken, Hillary Clin-
ton rocked the house last night.”

The new nominee had spent
most of the day monitoring the
proceedings from a nearby hotel.
In the convention hall, the spot-
light had fallen to Sen. Clinton
again Wednesday halfway
through the roll call of the states.

“In the spirit of unity, with
the goal of victory... let’s declare

Please turn to page A6

Note: Fiscal year ended Sept. 30, 2007
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Healthy Profits
Carilion Clinic’s net income/loss
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By Kara Scannell

And Joanna Slater

WASHINGTON—The Securi-
ties and Exchange Commission
signaled the demise of U.S. ac-
counting standards, kicking off a
process Wednesday thatcould ul-
timatelyrequireall publiclylisted
American companies to follow an
international model instead.

Introduced in two steps, the
shift could eventually cut costs
for companies and smooth cross-
border investing. At the same
time, investors worry it will cre-
ate confusion, especially during
the transition. Others critics
worry that the international sys-
tem offers too much wiggle
room for companies, compared
with the more precise rules en-
shrined in U.S. standards.

The SEC’s proposal would al-
low some large multinational
companies to report earnings ac-
cording to international ac-
counting beginning in 2010. The
SEC estimates at least 110 U.S.
companies would qualify based
on their market capitalization,
among other factors. The
agency also laid out a road map
by which all U.S. companies
would switch to International Fi-
nancial Reporting Standards, or
IFRS, beginning in 2014, at the
expense of U.S. Generally Ac-
cepted Accounting Principles,
the guiding light of accountants
for decades.

The proposals will be open
for public comment for 60 days
and could be finalized later this
year.

U.S. corporations gave the
news a qualified welcome. Mar-
garet Smyth, controller at aero-
space and building-services
conglomerate United Technolo-
gies Corp., said the possibility
of having one set of books
around the world, though still

Please turn to page A12
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By John Carreyrou

ROANOKE, Va.—In 1989, the
U.S. Department of Justice tried
but failed to prevent a merger be-
tween nonprofit Carilion Health
System and this former railroad
town’s other hospital. The
merger, it warned in an unsuc-
cessful antitrust lawsuit, would
create a monopoly over medical
care in the area.

Nearly two decades later, the
cost of health care in the
Roanoke Valley—a region in
southwestern Virginia with a
population of 300,000—is soar-
ing. Health-insurance rates in
Roanoke have gone from being
the lowest in the state to the
highest.

That’s partly a reflection of
Carilion’s prices. Carilion
charges $4,727 for a colonos-
copy, four to 10 times what a lo-
cal endoscopy center charges for
the procedure. Carilion bills

$1,606 for a neck CT scan, com-
pared with the $675 charged by a
local imaging center.

Carilion’s market clout is
manifest in other ways. With
eight hospitals, 11,000 employ-
ees and $1 billion in assets, the
tax-exempt hospital system has

become one of the dominant
players in the Roanoke Valley’s
economy. Its dozens of subsidiar-
ies include businesses ranging
from athletic clubs to a venture-
capital fund.

The power of nonprofit hospi-
tal systems like Carilion over
their regional communities has
increased in recent years as
their incomes have surged. Crit-
ics charge this is creating un-
taxed local health-care monopo-
lies that drive the costs of care
higher for patients and busi-
nesses.

“It’s a one-market town here
in terms of health care,” says
Sam Lionberger, who owns a lo-
cal construction firm. “Carilion
has the leverage.”

Carilion acknowledges its in-
fluence in the local community
but says there is nothing unto-
wardabout it. The hospitalsays it
doesn’thave a monopoly overthe
Roanoke Valley health-care mar-

ketbecauseitfacesrobustcompe-
tition from Lewis-Gale Medical
Center, a hospital located in
nearby Salem, Va., and owned by
for-profit chain HCA Inc.

Carilion says it charges more
for certain procedures because it
has to subsidize operations such
as an emergency department
and treatment for the uninsured.
Edward Murphy, Carilion’s CEO,
says the high cost of health care
in Roanoke reflects the national
increase in such costs, which he
says is driven by overutilization
of medical services. Carilion is
converting to a clinic model, in
which doctors are employees of
the hospital system and work
more closely together to coordi-
nate care, in an effort to cut down
on unnecessary tests and proce-
dures, he says. “Fragmentation
is the enemy of quality” and af-
fordable care, Dr. Murphy says.

However, the clinic project
Please turn to page A11

Dell Inc. reports earnings af-
ter the market close. Inves-
tors are hoping positive mo-
mentum has continued and
falling PC prices haven’t put
too much of a dent in mar-
gins. Meanwhile, a handful
of retailers will also post re-
sults, including Sears Hold-
ings, Tiffany and Williams-
Sonoma.

s Copyright 2008 Dow Jones & Company. All Rights Reserved

By Gabriel Kahn

And Andrew Higgins

VATICAN CITY—The Roman
Catholic Church has for centuries
commissioned statues of saints
and other pious heroes. It’s now
wrestling with a more
sensitive tribute—a
monument to a man
who may be its most il-
lustrious heretic.

Nearly 400 years af-
ter the Roman Inquisi-
tion condemned Galileo
Galilei for insisting the
Earth revolves around
the sun, an anonymous
donor to the Vatican’s
Pontifical Academy of
Sciences has offered to
foot the bill for a statue of the
Italian astronomer.

But nothing that revolves
around Galileo is ever simple. He
has been making waves since the
early 17th century.

Galileo is “like a Mexican

soap opera; it never ends,” says
Monsignor Melchor Sánchez de
Toca, of the Vatican’s Pontifical
Council for Culture.

Vatican officials had hoped to
keep the statue project quiet, at
least until it got beyond the plan-

ning stage. They feared
its mystery benefac-
tor—a private company—
might get skittish. But
word of the bequest
leaked to the Italian
press.

“I’m worried that
we’llscareoffthedonor,”
says Bishop Marcelo
Sánchez Sorondo, the
chancellor of the acad-
emyofsciences.Hewon’t
comment on the identity

or the motives of the donor.
For the devout, Galileo has al-

ways been a sensitive subject.
His 1633 trial and conviction by a
church tribunal may be the Vati-
can’s biggest public-relations de-
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Second-Quarter GDP
Could Clock Higher

T he SEC kicked off a pro-
cess that could ultimately

require all American compa-
nies to follow international
accounting standards. The
agency’s proposals could even-
tually cut costs for companies
and smooth cross-border in-
vesting. But investors worry
it will create confusion, espe-
cially during the transition. A1

n Fannie Mae shook up its
top ranks, announcing its
chief business officer and
two others are leaving as it
moves to save capital. A3

n The Dow industrials rose
89.64 points to 11502.51 as
financial shares strength-
ened. Treasurys rebounded
after an early selloff. C1, C3
n Oil rose $1.88 to $118.15 a
barrel as energy companies
braced for a possible threat to
facilities from Gustav. C12, A3

n A growing number of
record companies are starting
to think Apple’s iTunes service
is crimping overall sales. B1

n CBS is launching a new
version of its CNET.com Web
site this week, providing a
glimpse at how it hopes to in-
tegrate CNET Networks. B1

n Durable-goods orders rose
1.3% in July, thanks to a dol-
lar-fueled export boom and
stronger aircraft demand. A2

n Talbots joined Dillard’s and
Charming Shoppes in report-
ing quarterly losses, but it fore-
cast a profit for the year. B8

n Lehman has apologized to
clients for issuing a report on
the chip industry that “closely
resembled” two 2007 reports
by a Bernstein analyst. C3

n Many Chinese companies
are turning to debt amid an
ailing stock market, as they
attempt to raise money. C1

n Alcatel-Lucent has compiled
a short list of contenders to be
its next CEO, including former
manager Mike Quigley. B2

n Heineken’s net jumped 35%,
aided by an acquisition, but
U.S. sales slumped. The brewer
also warned of rising costs. B2

n Xcel agreed to expand its
disclosures about the possible
impact of climate-change laws
on its business under a settle-
ment with New York state. B4

n Exxon suffered a legal set-
back after a U.S. judge cleared
for trial a suit by Indonesian
villagers over alleged killings
and torture by soldiers. B4

n The credit crunch squeez-
ing U.S. auto makers is spread-
ing to some of their dealers.
GMAC stopped financing for
a large Chevrolet dealer. B1

n Security contractor MVM
has lost the bulk of a CIA con-
tract in Iraq after failing to pro-
vide enough armed guards. B1

n The economic slowdown is
still hurting the global hand-
set market as consumers delay
purchases, a report found. B6
n World-wide spending on
servers is showing signs of
slowing down. Manufacturers
are resorting to price cuts. B6

n Sony is betting that a new
safari game that has little ac-
tion will impress PlayStation
3 users with its graphics. B6

n American Media reached
a deal with creditors for a
new bond offering to refi-
nance $570 million in debt. B4

n The FBI arrested a man on
copyright-infringement
charges for posting on his Web
site songs from an unreleased
album by Guns N’ Roses. B6

SEC Moves
To Pull Plug
On U.S.
Accounting
Standards

7 7

What’s News–

n The Democrats officially
made Obama their nominee.
As the roll call reached New
York, Hillary Clinton asked
that the vote be suspended so
the Illinois senator could be
chosen by acclamation. Her
motion to make Obama the
first African-American presi-
dential nominee of a major
party was seconded with a
roar from the delegates. Later,
Bill Clinton gave a full-throated
endorsement of Obama, and
Joe Biden accepted the vice-
presidential nomination with
a speech that attacked McCain
on subjects from foreign pol-
icy to the economy. A1, A4

The night was capped with
an unscheduled appearance
by Obama, who joined Biden
before a jubilant crowd.

n Russia’s recognition of two
separatist regions of Georgia
received a frosty reception
from China, which has often
sided with the Kremlin. A8

n Tropical Storm Gustav is
expected to regain hurricane
strength as it enters the Gulf of
Mexico. Gulf Coast residents and
officials braced for landfall. A3

n The FAA said it is overhaul-
ing an error-prone computer
system that caused hundreds
of delayed flights Tuesday. A3

n Pakistani troops clashed
with militants as fighting
spread to a third tribal area
along the Afghan border. A8
n A Japanese aid worker kid-
napped in Afghanistan was
found dead. Over 30 suspected
Taliban fighters died in clashes.
n Three Pakistani terrorists
crossed into Indian-controlled
Kashmir and took hostages, kill-
ing six people, police said. A8

n The U.S. is expected to re-
turn Anbar province to Iraqi
control, opening the door to
further American troop cuts.
n The U.S. military said it
captured a suspected Shiite
militant thought to be behind
a deadly Baghdad bombing.

n Hijackers who took control
of a Sudanese plane released
all hostages and surrendered
to authorities in Libya. A8

n Scientists transformed one
type of cell into another in mice,
a big step toward a goal of grow-
ing tissues to treat disease. D3

n Alaska’s sole congressman
narrowly led his rival in a GOP
primary. Republican Sen. Ste-
vens easily won his primary. A5

n Thai authorities stepped
up pressure on protesters
occupying the grounds of the
prime minister’s office. A8

n Zimbabwe’s opposition ac-
cused President Mugabe of
abandoning talks aimed at
forming a unity government.

n Arctic sea ice has fallen to
its second-lowest level in 30
years, in another sign of glo-
bal warming, scientists said.
n Canada moved to firm up
its control of the Northwest
Passage by requiring stricter
registration rules for ships.

n A spate of roadside bombs
has targeted Algerian forces, an
official said, amid reports of a
sweep against Islamic militants.

n Prosecutors asked judges
to slash Jack Abramoff’s
prison sentence, citing the lob-
byist’s work in an FBI probe.

n Scientists in Israel have
started a project to digitally pho-
tograph the Dead Sea Scrolls
and post the images online.

n A court said a pilot whose
HIV-positive status was dis-
closed by the government can’t
recover for emotional harm. A2

Barack Obama
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Galileo Still Sends Church Spinning
As Statue at the Vatican Is Considered
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Project Is Under Way to Honor Astronomer

Nearly 400 Years After Inquisition Trial
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ROLL CALL: New York’s delegation celebrates after Democratic presidential candidate Barack Obama is nominated.

Galileo Galilei

TODAY’S AGENDA

The estimate for
second-quarter
economic growth
is forecast to be
revised sharply
upward, to 2.7%
from 1.9% in the
preliminary reading, thanks to
a smaller trade gap and
beefed-up inventories. Bureau
of Economic Analysis, 8:30 a.m. EDT.

Nonprofit Hospitals Flex Pricing Power
In Roanoke, Va., Carilion’s Fees Exceed Those of Competitors; the $4,727 Colonoscopy
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has provoked a backlash from a
group of local independent doc-
tors, who say it is designed to sti-
fle competition.

Originally set up to serve the
poor, nonprofit hospitals ac-
count for the majority of U.S. hos-
pitals. They are exempt from
taxes and are supposed to chan-
nel income they generate back
into operations, while providing
benefits to their communities.
But they have come under fire
from patient advocates and
members of Congress for stint-
ing on charity care even as they
amass large cash hoards, build
new facilities and award big pay-
checks to their executives.

Fueled by large, untaxed in-
vestment gains, Carilion’s profits
have risen over the past five
years, reaching $107 million last
year. Over the same period, the to-
tal annual compensation of its
chief executive, Dr. Murphy,
nearly tripled to $2.07 million.
His predecessor, Thomas Robert-
son, received a lump-sum pension
from Carilion of $7.4 million in
2003, on top of more than $2 mil-
lion in previous pension payouts.

Carilion says Dr. Murphy’s
compensation is in line with com-
parable health-care organiza-
tions and notes he doesn’t receive
car allowances, a spousal allow-
ance or club memberships. It says
Mr. Robertson’s pension accrued
over a 32-year career at Carilion.

Carilion estimates it receives
about $50 million a year in tax ex-
emptions. It dispensed $42 mil-
lion in charity care in 2007 and
$30 million in 2006.

After the 1989 merger, Caril-
ion continued to operate
Roanoke’s two hospitals sepa-
rately. It later consolidated the
hospital boards and in 2006,
transferred most of Roanoke Com-
munity Hospital’s staff and ser-
vices to a renovated and enlarged
Roanoke Memorial Hospital.

The moves eliminated any
hospital competition in
Roanoke proper, enabling Caril-
ion to raise its prices and con-
tributing to a spike in health-in-
surance rates in the region, one
of the least affluent parts of the
state, according to local doctors
and health-insurance brokers.

Alan Bayse, founder of a lo-
cal benefits-consulting firm
who has sold health insurance
in the area for 30 years, says
health-insurance rates in the
Roanoke Valley used to be 20%
lower than in Richmond, Virgin-

ia’s capital, and the lowest in
the state. Today, he says, they
are the highest in the state and
25% higher than in Richmond,
citing rate information from in-
surer Cigna Corp. Anthem, an-
other health insurer, says its
rates are 6% higher in Roanoke
than in Richmond.

Mr. Lionberger, whose con-
struction company has about
100 employees, says his health-
care costs have risen 50% over
the past three years, hampering
his ability to compete with con-
tractors from other parts of the
state. “It’s frustrating,” he says.

While Carilion strengthened
its power in the hospital market,
Roanoke continued to be home to
a community of independent doc-
tors numbering in the hundreds.

Taking the Helm
In 2001, Dr. Murphy took the

nonprofit hospital system’s helm.
Dr. Murphy, who has a medical de-
gree from Harvard but doesn’t
practice medicine, says he was
convinced that the cost and qual-
ity of care in Roanoke could be im-
proved if doctors worked in a
more centralized system. In June
2006, he announced a seven-
year, $100 million plan to trans-
form Carilion into a multispe-
cialty clinic, like the Mayo Clinic.

Carilion began approaching
private physician groups, offer-
ing to buy their practices and
pay their salaries. Some ac-
cepted, but others balked. Some
doctors who chose to remain in-
dependent say the number of pa-
tients referred to them by Caril-
ion physicians plummeted. Caril-
ion controls a large proportion
of Roanoke’s referrals because it
employs a majority of doctors
who make them, such as family

practitioners, pediatricians and
emergency physicians.

Joseph Alhadeff, an orthope-
dic surgeon who is a member of a
private practice called Roanoke
Orthopedic Center, says the num-
ber of joint replacements he per-
formed dropped off sharply af-
ter he stopped getting such refer-
rals from Carilion doctors,
prompting him to plan to relo-
cate to Pennsylvania. “I spent
seven years building up a prac-
tice and watched it evaporate in

six months,” he says.
Carilion spokesman Eric

Earnhart says the hospital sys-
tem didn’t engage “in any activ-
ity to reduce or divert” referrals
from Dr. Alhadeff. Mr. Earnhart
adds that Carilion continues to
refer numerous cases to
Roanoke Orthopedic Center.

Geoffrey Harter, an ear, nose
and throat doctor at another
Roanoke private practice, Jeffer-
son Surgical Clinic, says Carilion-
employed colleagues told him
the hospital system asked them
not to refer patients to doctors it
didn’t employ, calling such refer-
rals “leakage.” Keeping referrals
within Carilion is lucrative for
the hospital system because it en-
sures tests and procedures per-
formed on patients take place at
Carilion facilities.

Dr. Murphy says Carilion uses
the term “leakage” in internal
marketing discussions and that

he would rather see its doctors
refer patients to other Carilion
doctors to optimize their care.
But he says Carilion doesn’t re-
quire its doctors to keep refer-
rals in-house even though it
would be legal to do so.

As tension between Carilion
and Roanoke’s independent doc-
tors grew in 2006, a group of 200
doctors formed an organization
called the Coalition for Responsi-
ble Healthcare to protest the Car-
ilion Clinic plan. The group
posted a petition on its Web site
and put up billboards around
Roanoke that read: “Carilion
Clinic. Big Dream. Big Ques-
tions.” The local newspaper, the
Roanoke Times, covered the con-
troversy in a series of articles
written by its health-care re-
porter, Jeff Sturgeon.

A few months later, in March
2007, the Roanoke Times moved
Mr. Sturgeon off the health-care
beat after Carilion complained
repeatedly about his coverage.
Carilion says it communicated
its displeasure to the paper’s edi-
tors, but never asked that Mr.
Sturgeon be reassigned. Carilion
withdrew most of its advertising
from the paper, but says it did
that as part of a reallocation of
its ad budget. “Any friction that
exists between an organization
like us and the media is entirely
appropriate,” Mr. Earnhart says.

Mr. Sturgeon, who now cov-
ers transportation, declined re-
quests for comment. Carole Tar-
rant, the Roanoke Times’s edi-
tor, said: “We’re covering Caril-
ion like we always have and al-
ways will, and have no plans to
change how we cover Carilion.”
She declined to elaborate.

New Campus
A large part of the clinic con-

version’s costs have involved the
construction of a new medical
campus around Roanoke Memo-
rial Hospital that began several
years earlier.

The lead contractor building
the site is Swedish construction
giant Skanska. But one of the
project’s biggest beneficiaries
has been J.M. Turner & Co., which
is owned by Carilion board mem-
ber Jay Turner. Carilion says it
paid J.M. Turner a total of $14.9
million in direct contracting
work from 2004 to 2007.

Dr. Murphy says Carilion’s
board authorized “arm’s length
work” with J.M. Turner, but adds
that “a case could be made that
we shouldn’t award work to J.M.

Turner to avoid the appearance
of impropriety.”

Carilion also paid Skanska,
the lead contractor, a total of
$120.8 million from 2003 to
2007. Some of that money
flowed back to J.M. Turner as
subcontracting work, according
to Skanska and J.M. Turner. The
companies and Carilion declined
to say how much.

In an email, Mr. Turner said
he recuses himself from all Caril-
ion board decisions that involve
his company. He added that his
firm passed on much of the $14.9
million in direct contracting
work it received from Carilion to
other subcontractors.

Mr. Turner isn’t the only
Carilion board mem-
ber with a financial
stake in the new medi-
cal campus. Another
b o a rd m e m b e r,
Warner Dalhouse, has
invested in a hotel be-
ing built on the cam-
pus to accommodate
patients and their fam-
ilies. HomeTown
Bank, a local bank Mr.
Dalhouse founded and
of which he was until
recently chairman, is
financing the hotel’s construc-
tion. Dr. Murphy and Mr.
Turner sit on HomeTown
Bank’s board.

Carilion and Mr. Dalhouse say
hedidn’tmake his$130,000 invest-
ment in the hotel until after Caril-
ion sold the parcel to Texas devel-
opers in early 2006. “I wasn’t deal-
ing with Carilion. I was dealing
with the new owners of that land
who had paid fair market value for
it,” Mr. Dalhouse says.

Carilion says its transforma-
tion into a multispecialty clinic
will eventually lower local
health-care costs. But many pa-
tients say they have yet to see re-
lief from Carilion medical bills.

The Roanoke City General
District Court devotes one morn-
ing a week to cases filed by Caril-
ion. In its fiscal year ended Sept.
30, Carilion says it sued 9,888 pa-
tients, garnished the wages of
5,478 people and placed liens on
3,920 homes. Carilion says the
people it takes to court have the
means to pay their bills.

On a Thursday morning in
June, a Carilion representative
waited outside a courtroom to in-
tercept the half-dozen patients
who had responded to sum-
monses to appear in court. She
took them to a side room to work

out payment plans. A judge later
called out names of close to 100
patients who didn’t show and,
one-by-one, entered judgments
against them.

One of the patients who came
to court, a 32-year-old house-
wife named Christie Masellis,
faced a $12,137.12 bill. She had
gastric bypass surgery at a Caril-
ion facility in 2005. After devel-
oping complications, she re-
quired two more surgeries. She
says her insurer covered the
first surgery but not the two fol-
low-ups because it changed its
coverage policy.

Mrs. Masellis has two chil-
dren. Her husband, Mark, earns
about $49,000 a year working

for an auto-parts dis-
tributor. Mrs. Masellis
says she inquired about
qualifying for hospital
financial assistance,
but the Carilion repre-
sentative told her she
was no longer eligible
for charity care because
her account was past
due. The representative
agreed to put her ac-
count on hold until
Sept. 30 but offered her
no discount. The bill in-

cluded $2,514.82 in interest
charges Carilion added to the
original debt of $9,622.30.

Carilion’s Mr. Earnhart says
Mrs. Masellis had already re-
ceived more than $15,000 in char-
ity-care discounts. The suit Caril-
ion filed is “for the remainder of
the bill,” he says.

Mr. and Mrs. Masellis have be-
gun the process of filing for per-
sonal bankruptcy. Mr. Masellis
says the hospital bill was a big
factor in the decision, though
the couple has other debts, in-
cluding a $68,000 mortgage.

When some patients don’t
pay their bills, Carilion places
liens on their homes. Carilion
says it doesn’t track how many
liens it has outstanding, but the
close to 4,000 it filed in 2007 “is
representative of a typical year,”
Mr. Earnhart says. Carilion
doesn’t foreclose on homes and
only collects when properties
are sold, he says.

Dr. Murphy says Carilion only
sues patients and places liens on
their homes if it believes they
have the ability to pay. “If you’re
asking me if it’s right in a right-
and-wrong sense, it’s not,” he
says. But Carilion can’t be
blamed for the country’s “bro-
ken” health-care system, he says.

Continued from Page One

Nonprofit Hospitals Flex Their Pricing Power

Set up to serve the
poor, nonprofit
hospitals are

exempt from taxes.

FROM PAGE ONE

Carilion is building a state-of-the-art new medical campus in Roanoke.

Edward Murphy

St
ep

he
n

V
os

s/
W

pN
fo

r
Th

e
W

al
lS

tr
ee

t
Jo

ur
na

l

Ask about our expedited account transfer process.

CALL 800.396.9289
CLICK Fidelity.com/switch2

You can’t control market events.
But you can control who you trade with.

Trade like a pro for as little as $8.

Rates verified as of 7/16/08.

Fidelity Active
Trader Services1 E*Trade Schwab

TD
Ameritrade

Your Online
Broker

Trades: Online Equity Market and Limit Orders $8 $9.99
2

$8.95
3

$9.99
4

?

Margin Rate5 for debit balance of $500K 4.00% 5.24% 6.75% 7.25% ?

The Most Free Independent Third-Party Research6 YES NO NO NO ?

Portfolio-level Back-testing with % of equity position sizing1 YES NO NO NO ?

Dedicated Service 24/7, 365 Days YES NO YES NO ?

1 Available to households that place 120 or more stock, bond, or options trades in a rolling 12-month period and maintain $25K in assets across eligible Fidelity brokerage accounts.
2 E*Trade pricing based on $50,000+ in assets or making 30 to 149 stock or options trades per quarter. More trading may result in lower commission rates.
3 Schwab pricing based on making 30 or more household trades per quarter, 120 or more trades per year, or once the household balance reaches $1,000,000 or more.
4 TD Ameritrade pricing is for all trading levels.
5 Margin trading entails greater risk and is not suitable for all investors. Please assess your financial circumstances and risk tolerance prior to trading on margin. Margin credit is extended by National Financial Services,
Member NYSE, SIPC. Competitor rates and eligibility may vary at higher margin balances, but rates are not less than 4.24%.

6 Fidelity offers the broadest range of free independent equity research available from a major brokerage firm, based on a survey of competitors’ online offerings performed in April 2008. Competitors surveyed included
Charles Schwab, E*Trade, Scottrade, and TD Ameritrade.

System availability and response time may be subject to market conditions.
Fidelity Brokerage Services, Member NYSE, SIPC 494870.5

Power. Price. Service. No Compromises.®

* * * *THE WALL STREET JOURNAL. Thursday, August 28, 2008 A11



CYAN MAGENTA YELLOW BLACK 

CMY K 

Composite

Composite
P2JW288068-5-A00100-10000F7FFFF
*****

AZ,EE,MW,SC,SW,WB,WE
BG,BM,CH,CK,DA,DE,DM,DN,FW,HL,HW,LG,NA,NM,OR,PA,RI,RO,SB,SH,TU,UT,WO

5958370

10/14/2008

P2JW288068-5-A00100-10000F7FFFF

P2JW288068-5-A00100-10000F7FFFF

U.S. to Buy Stakes in Nation’s Largest Banks
Recipients Include Citi, Bank of America, Goldman; Government Pressures All to Accept Money as Part of Broadened Rescue Effort

BOOST FOR LENDERS: Morgan Stanley CEO John Mack and Citigroup CEO Vikram Pandit after Monday’s meeting with Treasury Secretary Henry Paulson.

WASHINGTON—The U.S. gov-
ernment is expected to take
stakes in nine of the nation’s top
financial institutions as part of a
new plan to restore confidence
to the battered U.S. banking sys-
tem, a far-reaching effort that
puts the government’s guaran-
tee behind the basic plumbing of
financial markets.

To kick off Tuesday’s ex-
pected announcement, the gov-
ernment is set to buy preferred
equity stakes in Goldman Sachs
Group Inc., Morgan Stanley, J.P.
Morgan Chase & Co., Bank of
America Corp.—including the
soon-to-be acquired Merrill
Lynch—Citigroup Inc., Wells
Fargo & Co., Bank of New York
Mellon and State Street Corp., ac-
cording to people familiar with
the matter.

Some of the big banks were
unhappy about the government
taking equity stakes, but acqui-
esced under pressure from Trea-
sury Secretary Henry Paulson in
a meeting Monday. During the fi-
nancial crisis, the government
has steadily increased its in-

volvement in financial markets,
culminating with a move that ri-
vals the breadth of the govern-
ment’s response to the Great De-
pression. It intertwines the bank-
ing sector with the federal gov-
ernment for years to come and
gives taxpayers a direct stake in
the future of American finance,
including any possible losses.

Other elements of the plan,
which will be announced Tues-
day morning, include: equity in-
vestments in possibly thousands
of other banks; lifting the cap on
deposit insurance for certain
bank accounts, such as those
used by small businesses; and
guaranteeing certain types of
bank lending. It builds on an ear-

lier plan to buy up rotten assets
dragging down banks, which
failed to calm investor fears, and
follows similar moves by major
European countries.

Formulated jointly by the
Treasury Department, the Fed-
eral Reserve and the Federal De-
posit Insurance Corp., these
moves are designed to keep

money flowing through the fi-
nancial system, ensuring that
banks continue lending to com-
panies, consumers and each
other. A freeze in these markets
rippled through the economy
and helped cause stocks to cra-
ter last week.

Along with the government’s
Please turn to page A2

By E.S. Browning

And Annelena Lobb

Last week’s gloom turned into
euphoria as investors sent the
Dow Jones Industrial Average up
11%, the biggest one-day gain
since 1933. It was the fifth-largest
percentage gain ever, and it came
immediately after an 18% weekly
decline, the worst such drop in the
Dow’s 112-year history.

The head-snapping shift in sen-
timent, spurred by global plans
for governments to rescue banks
through direct capital injections,
left investors debating whether
this marked the end of the past
year’s frightening bear market, or
just a temporary respite.

History tells a mixed story of
rallies like Monday’s. Of the five
past one-day gains of 10% or
more, two marked the end of
bear markets, in 1987 and 1933.
But three—in 1929, 1931 and
1932—proved short-lived, and
were followed by further de-
clines. Because of that, market
historians were reluctant to
make definitive judgments
about the one-day event.

“We don’t know yet whether
the bear market is over, but we
do know about the medium
term,” says Phil Roth, chief tech-
nical market analyst at Wall
Street brokerage firm Miller
Tabak + Co. “This is a big clean-
out, so we will get some recovery
here now.”

“People can say, ‘Whew, we
survived the financial crisis.’ But
then we have the issue of the re-
cession, and we don’t know how
deep that will be,” he says.

The Dow surged 936.42
points to 9387.61, its largest one-
day point gain ever. Monday’s
session ended eight consecutive
trading days of losses, and
wiped out almost all the blue-
chip index’s losses from the last
three days of last week. The Dow
finished just below Tuesday’s
close.

Even so, the Dow remains
down 34% from its record
14164.53, hit Oct. 9, 2007, and
down 13% in October alone. It is
at a level it first reached in Janu-
ary 1999.

As Wall Street veterans tried
to figure out what the day
meant, they had to pull out their
history books. For most of the
day, it looked like the biggest one-
day rally since Oct. 21, 1987—just
after the crash. But after a late-
day 300-point surge, Monday’s
gain surpassed that 1987 rally.

Some noted that the heavy
buying occurred on Columbus
Day, when the main U.S. bond
markets were closed. That
meant that investors couldn’t
get a clear idea of how the surge
would affect the debt markets,
which have been behind much of
the financial trouble. And while
the price-swing was enormous,
total trading volume of New
York Stock Exchange stocks was
below average for this volatile
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What’s News– n Europe’s rescue carries huge price tag .... A3
n Bank bailout puts U.K. Treasury Chief

Alistair Darling, left, in spotlight ........... A3
n Sumner Redstone squeezed by loan and

stock price ................................... B1, C16
T he Dow industrials

surged 936.42 points, or
11%, to 9387.61 as global
plans for governments to res-
cue banks through direct cap-
ital injections sent the index
to its biggest one-day point
gain ever. The Dow’s rally
ended eight straight days of
losses, while overseas
markets also rebounded. Oil
rose 4.5% to $81.19. A1, C1, C2
n The U.S. government is set
to buy preferred equity stakes
in nine top financial institu-
tions as part of a broad effort to
bolster the banking system. A1

n The Fed agreed to provide
unlimited dollars to three ma-
jor European central banks,
taking further steps to stem
the global financial crisis. A3
n European governments
face a new challenge of how to
pay for their bold plans to bail
out their banking systems. A3
n Japan announced measures
Tuesday to support its stock
market and financial system.
The nation’s benchmark stock
index was up 13% at midday. A4

n Morgan Stanley’s shares
soared 87% as the firm got a
much-needed $9 billion in-
vestment from MUFG. C1, C16

n Banco Santander agreed to
buy the portion of Sovereign
Bancorp that it didn’t already
own for $1.9 billion in stock. C5

n Goldman Sachs is applying
for a New York state charter
for its new banking unit rather
than a federal charter. C8

n Google and Yahoo are in
talks with the Justice Depart-
ment in an effort to head off
an antitrust challenge to
their proposed ad deal. B1

n Sumner Redstone’s sales of
chunks of his Viacom and CBS
stakes show how vulnerable he
may be to market swings. B1
n Tesoro’s CEO became one
of the latest corporate chiefs
to sell shares in their compa-
nies to meet margin calls. B8

n Some hedge-fund titans,
including Steven Cohen, have
yanked most of their money
out of the stock market. C1

n Talks between Boeing and
striking machinists collapsed
after the two sides couldn’t
agree on job security. B3

n The sports industry faces
a chill as the increasing eco-
nomic turmoil weighs on fans
and corporate sponsors. B1

n Icelandair is trying to
secure a nascent turnaround
even as the financial outlook
of its home country dims. B1

n GM will close a truck plant
in Wisconsin sooner than
expected and shutter a metal
stamping plant in Michigan. B2

Source: Alan Sager, Boston University 
School of Public Health
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By Teri Agins

Anne Betts was sassy and con-
fident strolling down New York’s
Fifth Avenue in her strappy,
5-inch platform heels. Until, that
is, she stepped off a curb and fell
to the ground.

“I felt it immedi-
ately,” says the New
York ad-sales manager,
referring to the pain
that shot up from her
just-sprained ankle. Al-
though her doctor ad-
monished her to give up
the skyscraper shoes
and imposed a 3-inch-
heel maximum, Ms.
Betts admits she can’t
resist the allure of tall shoes. “I
love to dance in them,” she says.
While standing still, she notes,
“they improve your posture.”

Not so long ago, high heels
were defined as 3 or 4 inches—a
footnote to give a little height
and a more appealing silhouette

to the wearer. But this fall, shoes
have been supersized with the
proliferation of 5-, 6- and even
7-inch heels and platforms. The
über-heels range from $100 ver-
sions sold by Steve Madden to de-
luxe pairs costing between $600

and $1,500 from design-
ers such as Yves Saint
Laurent, Marni, Manolo
Blahnik and Christian
Louboutin. They come
in an array of shapes, in-
cluding spiky stilettos,
tapered cones, sloping
wedges and thick
wooden posts. Exagger-
ated platforms have
thick, elevated soles, as
well as high heels, mak-

ing for a superhero, rather than a
Barbie-doll, look.

“These are the highest heels
that I’ve ever seen sold on a com-
mercial level,” notes Roseanne
Morrison, fashion director for
Doneger Group, a retail consult-
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n Obama proposed steps to
deal with the financial crisis.
The new measures include a
partial moratorium on foreclo-
sures and a plan to let people
withdraw up to $10,000 from
their retirement accounts
without a tax penalty for two
years. The Illinois senator’s
campaign is also strengthen-
ing coordination with congres-
sional Democrats on an eco-
nomic agenda that lawmakers
could handle in a special ses-
sion after the election. A8, A10

McCain reoriented his cam-
paign, dropping the harsh at-
tacks against Obama and fo-
cusing on the economic crisis.

n The Nobel prize in econom-
ics was won by Paul Krugman,
a Princeton scholar known for
his criticism of Bush policy. A6

n Iraq opened the door to
foreign investment in its oil
industry, setting out the
terms of service contracts. A12
n Iraqi Christians fled the
northern Iraqi city of Mosul,
a day after the 10th killing of
a Christian there this month.

n North Korea lifted its ban
on U.N. inspections of a pluto-
nium plant that it used to set
up a nuclear test explosion. A15

n Taliban militants clashed
with government forces in Pa-
kistan’s northwest tribal re-
gion, leaving 51 people dead.

n Mugabe swore in two vice
presidents, a unilateral move
that pushed Zimbabwe’s power-
sharing talks close to collapse.

n Two wildfires near Los An-
geles destroyed homes,
forced frantic evacuation and
caused at least two deaths. A6
n A Manhattan blaze that
killed a couple and their three
children was likely caused by
a child playing with fire.

n Britain’s upper house re-
jected a bill that would have let
police hold terror suspects for
42 days without charges. A15

n Palestinian efforts to attract
foreign investment to the
West Bank are accelerating,
the prime minister said. A14

n A U.S. consulate in Mexico
was attacked with gunfire
and a grenade that failed to
explode. No one was injured.

n South Africa’s minister of
health said HIV definitely
causes AIDS, breaking with a
decade of government policy.

n Somali pirates said they
may extend the deadline on
their threat to destroy an
arms-laden Ukrainian ship.

n Voters in Lithuania dealt a
blow to the leftist government
by boosting the conservative
opposition in weekend ballots.
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By Barbara Martinez

DETROIT—Ascension Health,
the country’s largest nonprofit
hospital system, says its mission
is to serve all, “with special atten-
tion to those who are poor and vul-
nerable.” But in this city, where
one in four people don’t have
health insurance, it’s become
harder for the poor and vulnera-
ble to find Ascension.

Last year, Ascension’s local
subsidiary closed Riverview Hos-
pital, the third hospital it has shut
down in Detroit in the past 10
years and the only hospital that re-
mained on the city’s blighted east
side. Meanwhile, 30 miles away, in
a suburb of multimillion-dollar
homes, Ascension is opening a
new $224 million hospital.

Ascension’s approach to the
Detroit market is an increasingly
common strategy among non-
profit hospital systems: Close
money-losing facilities in poor ar-
eas where a large share of pa-
tients are uninsured, and build or
refurbish hospitals in affluent
places where people have private
insurance coverage.

Nonprofit hospital systems
have shuttered facilities from Los
Angeles to Chicago to Newark,
N.J., while spending billions on
suburban expansions. This all
comes as large nonprofit chains
have been enjoying some of their
most prosperous times ever.

Net income at Ascension,
which owns 67 hospitals located
mostly in the Midwest, South and
Northeast, nearly tripled to $1.2
billion between 2004 and 2007
thanks largely to investment
gains. With financial markets
struggling over the past year, As-
cension reported net income of
$351 million for the year ended
June 30.

Shutting down unprofitable
operations and expanding profit-
able ones is a common business
maneuver, but nonprofit hospital
systems aren’t ordinary busi-
nesses. They’re required to pro-
vide benefits to their communi-
ties, such as free care for the indi-
gent, in exchange for the billions
of dollars in annual tax exemp-
tions they receive.

Ascension, which is affiliated
with the Roman Catholic Church,
says its more profitable subsidiar-
ies can’t be used to subsidize
those that are struggling. “Such
an approach would mean that
needs in other communities may
not be met,“ says Ascension
spokeswoman Trudy Barthels.
The 38 subsidiaries, which Ascen-
sion calls “health ministries,” op-
erate with a large degree of inde-
pendence and have to be “self-sus-
taining,” she says. Ascension adds
that it tieshow much capital it allo-
cates each subsidiary, in part, to
its profitability.

St. John Health System, Ascen-

sion’s Michigan subsidiary, says
Riverview lost $16 million in
2006, just before it announced the
closing. Uninsured patients were
using Riverview’s emergency
room for non-emergencies—an ex-
pensive and inefficient way to de-
liver routine care, says Robert
Hoban, St. John’s chief strategy of-
ficer. The neighborhood’s real
need, he says, is not for a hospital
but for more primary-care doc-
tors. He says St. John is studying
ways to provide more of that kind
of care there.

But critics of the closure, in-
cluding neighborhood residents
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Nonprofit Hospitals Leave the City for Greener Pastures
and former employees, say shut-
ting down Riverview had the ef-
fect of driving doctors away. Of
the 50 doctors who worked in of-
fice buildings on the Riverview
campus, at least a third have left
or cut back their office hours
since the hospital closed, includ-
ing all but one of the pediatricians
and the sole oncologist.

Malaz Alatassi, an internal-
medicine doctor who had office
hours once a week at Riverview,
has since cut down to twice a
month and is considering leaving
the area for good. “The message
patients got was that all doctors
have left,” said Dr. Alatassi. “It
was a bad thing for the commu-
nity. I feel bad giving up my pa-
tients.”

St. John officials say that there
hasn’t been a large-scale exodus
and that they are finalizing negoti-
ations to add another primary-
care doctor to the campus.

Ascension traces its roots to
17th-century France, where a
group of nuns known as the
Daughters of Charity traveled
from city to city to care for the
poor. In the early 1800s, the order
found its way to the U.S., creating
one of its first hospitals in a three-
room log cabin in St. Louis.

In 1999, the Daughters of Char-
ity National Health System and
the Sisters of St. Joseph Health
System merged to create Ascen-
sion, a nonprofit giant with facili-
ties in 20 states and the District of
Columbia.

Many Ascension meetings still
begin with a prayer and nuns hold
some management roles. Ascen-
sion is also a well-oiled money ma-
chine with sterling credit ratings.
Its cash and investments totaled
$7.3 billion for the year ended
June 30, including about $1 billion
restricted to self-insurance trust
funds or limited by donors for spe-
cific uses or to be maintained in
perpetuity. Ascension’s chief exec-
utive, Anthony Tersigni, earned
$2.4 million in total compensa-
tion in 2006, according to the hos-
pital system’s latest filing with
the Internal Revenue Service. As-
cension declined to provide more
recent compensation figures.

Ascension spent $320 million
on charity care in its hospitals in
the year ended June 30, or 2.5% of
its patient revenue—the highest
percentage among the nation’s
five largest nonprofit hospital sys-
tems. But its St. John subsidiary
devotes a much smaller percent-
age to traditional charity care,

with 0.8% going to it in the 2008
fiscal year.

Ascension and St. John say
their traditional charity care num-
bers don’t take into account all
the other money they spend on
helping the poor in the commu-
nity, such as health education,
writing off bad debts and their
losses on Medicaid, the govern-
ment health-insurance program
for the poor.

A St. John spokeswoman said
it’s unfair to compare St. John’s
figures to Ascension’s because
more patients in Michigan qualify
for Medicaid than some of the
other states where Ascension op-
erates. In those states, more peo-
ple receive charity care because
fewer people are eligible for Med-
icaid.

Before its closing, Riverview
was one of the few remaining hos-
pitals in the Detroit city limits. Of
the 42 hospitals that dotted this
139-square-mile city in 1960, only
four are now left. At the same
timeDetroit’s hospitals have dwin-
dled, its number of uninsured has
grown. An estimated 200,000 of
the city’s 800,000 residents have
no health insurance.

Located in one of Detroit’s
poorest wards, Riverview sits
among empty buildings on East
Jefferson Avenue, a thoroughfare
sprinkled with subsidized senior
housing, empty and overgrown
lots, partially burned homes, and
graffiti-stained shops.

Even in a struggling city, River-
view’s neighborhood stands out
for its abysmal statistics: Thirty-
four percent of the population
lives below the poverty line, in-
fant mortality is more than dou-
ble the national average and the
rate of AIDS deaths is five times
higher, according to Richard Licht-
enstein, an associate professor at
the University of Michigan’s
School of Public Health. Its poor
patient base made Riverview a pe-
rennial money-loser.

In 2003, St. John executives
campaigned to persuade local reg-
ulators to let it build a new hospi-
tal in the wealthy suburb of Novi
(pronounced no-vie), 30 miles to
the northwest. The new facility’s
profits, they said, would help en-
sure the survival of St. John’s oper-
ations in Detroit by subsidizing
their losses.

“We are very, very committed
to staying in Detroit,” St. John’s
Mr. Hoban said at a public hearing
on the new hospital plan, accord-
ing to a transcript. “We wouldn’t
be here today if we weren’t com-

mitted to staying in Detroit.”
Approval for the Novi hospital

was granted. That year, St. John
shut down its hospital in north-
east Detroit, reducing its pres-
ence in the city proper to River-
view and St. John Hospital and
Medical Center. St. John had al-
ready closed another Detroit hos-
pital, Saratoga Hospital, in 1998.

Mr. Hoban says today that
even with the closure of those hos-
pitals and Riverview, “we still
have the same number of beds per
population” in the city after a re-
cent expansion of St. John Hospi-
tal and Medical Center.

Riverview continued to be a
drag on St. John’s financial per-
formance. Nearly 50% of its pa-
tients were uninsured or on Med-
icaid and another 42% were on
Medicare, the federal program for
the elderly. Unlike Medicare, Med-
icaid reimburses hospitals at
much lower rates than private in-
surance plans and often not
enough to cover costs.

In 2006, Dr. Cheryl Gibson-
Fountain, Riverview’s former
chief of staff, says she was told by
St. John that the hospital could
notafford the less than $5,000Riv-
erview was planning to spend on
its annual health-and-immuniza-
tion fair. The point of the fair was
to screen area residents for early
signs of disease. A spokeswoman
for St. John said the hospital par-
ticipated in other health fairs.

Even as it eliminated the fair,
St. John spent $9 million in design
and architecture fees for its new
construction projects in the year
ended June 30, 2006, according to
its IRS filings.

In February 2007, a potential
lifeline materialized for River-
view. St. John officials were in
talks with Michigan State Univer-
sity about making it one of the uni-
versity’s teaching hospitals, River-
view’s president told employees
in a letter. Under the proposed
deal, the state would have taken
ownership of the hospital with St.
John receiving a fee to manage it.
But the deal fell through when
Michigan State chose to link up
with another hospital.

“We were looking for teaching
space for our students,” said
Randy Hillard, the university’s as-
sociate provost for human health.
“They wanted to give us the whole
hospital, and we needed to pay
them a $10 million management
fee on a hospital that was losing
millions of dollars.”

St. John closed Riverview in
June 2007. That year, St. John

paid then-Chief Executive Elliot
Joseph $1 million. Mr. Joseph de-
fends the closing of the hospital,
pointing out that the population
of the metro areas had shifted
from the shrinking city to the
growing suburbs.

“At the time we closed River-
view, the state of Michigan said
that there were an excess of 1,200
hospital beds in the city of De-
troit,” Mr. Joseph said through a
spokesman. “We believed, accu-
rately, that the best way to im-
prove the health of the commu-
nity in the Riverview area was by
helping people establish relation-
ships with primary-care physi-
cians.”

Shortly after Riverview
closed, St. John’s critics seized on
renovations at the system’s lone
remaining city hospital as a sym-
bol of their anger. St. John moved
the lobby of St. John Hospital and
Medical Center to overlook the
wealthy, almost exclusively white
suburb of Grosse Pointe Woods
rather than Detroit, which it had
faced for more than 50 years.

William Anderson, who was di-
rector of medical education at Riv-
erview, says he believes St. John
was saying, “We do not want to be
in Detroit where there are so
many poor, black people.”

St. John denies that race and
wealth had anything to do with it;
the change was dictated by simple
geography. The lobby-moving
project was part of a $163 million
upgrade to the hospital that
added 144 private-room beds and
more parking. Maureen Petrella, a
St. John spokeswoman, says the
expansion was added “to the
north part of the property be-
cause that is the only space that

was available on this landlocked
site.” Patients can still enter the
Detroit side of the hospital.

To ease the impact of River-
view’s closure, St. John main-
tained a bare-bones emergency
room there for 12 months. The hos-
pital’s ER had always been bus-
tling, handling 30,000 patient vis-
its a year.

In February, a 60-year-old bar-
ber named Alfred Gaut was on his
routine exercise walk in nearby
Belle Isle Park when he was shot
in the leg by teenagers playing
with a gun. The police took Mr.
Gaut to the shrunken Riverview
ER, his daughter and two of his sis-
ters say. Mr. Gaut, who was on
Medicaid, was told he had flesh
wounds and sent home with
crutches and painkillers, the fam-
ily says.

Mr. Gaut had been training to
become a barber instructor.
When he didn’t show up for a cere-
mony at which he was to receive
his instructor’s license two weeks
later, his family and friends went
looking for him. They discovered
his badly decomposed body in his
apartment. The medical examin-
er’s office listed the cause of death
as “indeterminate.”

Tia Gaut, Mr. Gaut’s 38-year-
old daughter, wonders if things
might have turned out differently
if there had been a hospital to ad-
mit him. “I want to know, why did
they release him?” she asks.

Ascension and St. John de-
clined to comment about Mr.
Gaut, citing patient-privacy laws.
But Ascension notes that every 52
seconds one of its hospitals na-
tionwide treats an uninsured pa-
tient, and it provides care for
many Medicaid patients.

St. John shut Riverview’s ER
forgoodonJune30.It’snowan“ur-
gentcare” center onlyequipped to
handle small emergencies such as
cuts or burns. Unlike full-fledged
emergency departments, urgent-
careclinicsaren’trequiredtotreat
allpatientsregardlessoftheirabil-
ity to pay.

A sign at the reception desk
reads: “Attention all Riverview ur-
gent care patients: There is a $50
charge if you do not have insur-
ance.” Ms. Petrella says patients
who say they can’t pay can “re-
quest free care or installment pay-
ments.” St. John wouldn’t say
how many people request such ac-
commodations nor how many get
them.

Sister Mary Ellen Howard, the
executive director of the Cabrini
Clinic, a free clinic located just a
few miles away that treats about
1,600 uninsured patients, says the
health-care situation in Detroit is
desperate. Even before Riverview
closed, her clinic periodically lim-
ited the number of new patients it
accepts. Another nearby free
clinic for the uninsured says it con-
tinues to turn away about 30 call-
ers a day looking for help.

A few months ago, Sister
Howard met with Cynthia Taueg,
vice president of community
health for St. John, to ask if she
could send a few of her uninsured
patients to a St. John hospital for
minor procedures or surgery. The
Cabrini Clinic operates only with
volunteer family-medicine doc-
tors. The nun says she was turned
down. “We’re doing enough al-
ready,” she says Ms. Taueg told
her. St. John and Ascension do-
nated $43,000 to the Cabrini
Clinic last year.

In an email, Ms. Taueg said Sis-
ter Howard’s account of the meet-
ing “is not entirely accurate,” but
she didn’t respond to subsequent
emails and phone messages ask-
ing her to elaborate. Ms. Petrella
says St. John only makes its spe-
cialists available to uninsured pa-
tients within its own network of af-
filiated hospitals and clinics “due
to limited resources.”

While East Detroit adjusts to
the reality of not having a hospi-
tal, Ascension’s state-of-the-art
Providence Park Hospital opened
last month in Novi with private
rooms that feature flat-screen
televisions and large windows for
viewing what the St. John Web
site describes as “green space,
wetlands,foliage and wildlife habi-
tat” on a campus “rich in natural
beauty.”
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A Profitable Nonprofit
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Ascension Health’s net income
rose over the past few years …

… as did its spending on free
care for the poor. 

Source: Ascension Health        Note: Fiscal year ends June 30
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By Douglas Belkin

And David Kesmodel

KANSAS CITY, Mo.—Things
haven’t been the same around
here since the City Council ban-
ished the mayor’s wife from City
Hall.

The September deci-
sion infuriated Demo-
cratic Mayor Mark Funk-
houser, who insists he
works best with his wife
at his side. So lately, he
has been conducting
city business several
days a week in his three-
bedroom house seven
miles away. On Nov. 7, he
filed a suit against the
city to overturn the ban.

“It’s not up to the
city council to dictate who can
come into my office,” he said
from his living room, where he
held court accompanied by his
wife and chief adviser, Gloria

Squitiro, a former birthing
coach. Pictures of nursing moth-
ers adorn the walls.

“Other mayors’ spouses are
deeply involved, but they choose
to keep it hidden,” chimed in Ms.
Squitiro, who masterminded her

husband's campaign
and then was sued for
allegedly creating a
hostile work environ-
ment when she set up
shop outside his office.
“I’m just not going to
be quiet about it.”

Politicians have run
into trouble when their
marital indiscretions
came to light. But in
this city of 450,000, the
question is different:
Does the mayor love

his wife too much?
“The whole thing is just a lit-

tle weird,” says a neighbor, Steve
Rain. “I mean, he’s a grown man.

Please turn to page A20
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Wife Was an Unpopular Office Volunteer;

His Honor Is Suing to Get Her Back by His Side
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By E.S. Browning

The stock market’s brutal fall
reached a new landmark Thurs-
day as the broad Standard &
Poor’s 500-stock index breached
its low from the last bear market
and landed back where it was in
the spring of 1997, marking a 52%
decline from its peak.

Investors fled to the safest se-
curities, driving up prices of
some Treasury bonds to their
highest levels in more than 35
years. They sold corporate and
real estate bonds and oil, sending
crude-oil futures below $50 to
$49.62, the lowest settle in 3µ
years. Crude futures are down al-
most 66% from their July record
of $145.29. (Please see related ar-
ticles on Pages A3 and C1.)

“Everyone is saying, ‘Just give
me government bonds and give
me cash.’ ” said Leo Grohowski,
chief investment officer at BNY
Mellon Wealth Management in
New York.

Part of the problem was the
Treasury Department’s recent de-
cision not to buy the troubled
mortgage-backed debt it once
planned to purchase. Banks that
are believed to hold the toxic
debt saw their stocks hammered.
Citigroup fell 26% to less than $5
a share.

Banks unleashed more lay-
offs. J.P. Morgan Chase & Co. be-
gan handing out pink slips on
Thursday to employees in its mas-
sive investment bank. Bank of
New York Mellon Corp. an-
nounced that it was cutting its

worldwide work force by 4%, or
1,800 jobs.

Demand for safe short-term
Treasury bills became so heavy
that the yield of the three-month
and one-month Treasury bills
fell to just 0.04%, almost noth-
ing. The yield of the two-year
Treasury note fell to 1.01%, its
lowest late-day level in more
than 35 years.

The S&P 500, against which
hundreds of billions of dollars in
index funds are invested, now has
given up all the gains of the
2002-2007 bull market and a big
part of the gains of the late 1990s.
It fell 54.14 points, or 6.7%, to
752.44, pushing it below its low-
est finish in the 2000-2002 bear
market that followed the technol-
ogy-stock collapse, which had

been 776.76.
The Dow Jones Industrial Av-

erage, which is less exposed than
the S&P 500 to financial stocks,
was pounded, but hasn’t fallen as
far. It declined 444.99 points, or
5.56%, to 7552.29, its lowest fin-
ish since March 2003, 5µ years
ago.

If the S&P 500 were to finish
the year where it was on Thurs-
day, it would mark an annual de-
cline of 48.8%, the worst annual
percentage drop in its 80-year his-
tory. In all, the index is down 52%
from its record finish of just over
one year ago. That means that the
S&P has fallen more in the cur-
rent bear market than it did in the
horrendous bear market from
2000-2002, when it fell 49%.

The Dow is off 47% from last

year’s record, its heaviest decline
since the bear market of
1937-1938, when it fell 49%. It is
down 43% for the year so far. If it
doesn’t improve, that would
make this the second-worst
yearly pullback since it was
launched in 1896. The worst was
1931, when it fell 53%.

Some traders said stock sell-
ing in recent days may have been
magnified by late-day margin
calls, or forced selling by firms
and individuals who had bor-
rowed money using stock as col-
lateral. When the stock value falls
below the value of the loan, the in-
vestors can be forced to sell and
repay the loan.

On Wednesday, J. Downey
Bridgewater, the president and

Please turn to page A18

DJIA 7552.29 t 444.99 –5.6% NASDAQ 1316.12 t 5.1% NIKKEI 7703.04 t 6.9% DJ STOXX 50 1955.99 t 3.8% 10-YR TREAS s 2 4/32 , yield 3.144% OIL $49.62 t $4.00 GOLD $748.60 s $12.70 EURO $1.2474 YEN 94.14

T he Dow industrials fell
444.99 points, or 5.6%, to

7552.29, while the S&P 500
slid 6.7%, breaching its low
from the last bear market. In-
vestors fled to the safest secu-
rities, driving up Treasury
prices to record levels. Finan-
cial stocks continued their free-
fall. Markets in Asia and Eu-
rope also slumped. A1, C1, C3

n Citigroup began weighing
the possibility of auctioning
off pieces of the company or
even selling itself outright.
Shares fell a further 26%. A1

n Dell posted a 5% profit drop,
but results weren’t as bad as
feared. Revenue fell 3% as PC
sales to businesses slowed. B1

n The sudden reversal in oil
and gasoline prices is bring-
ing relief to some and compli-
cating business for others.
Oil closed below $50. A3, C14

n Treasury will help liquidate
a money-market fund from Re-
serve Management that invests
in government securities. C1

n A private farming company
launched an offer to buy U.S.
Sugar, a deal that could
thwart Florida’s $1.34 billion
bid to buy fragile wetlands. A7

n Fannie and Freddie will sus-
pend foreclosure sales and evic-
tions on certain properties un-
til after the holiday season. A6

n A growing number of di-
rectors with demanding day
jobs are quitting the boards
of troubled companies. B1

n U.S. electricity consumption
is dropping in unexpected
ways, prompting utilities to
consider various causes. B1

n Car makers world-wide
are paring workers and trim-
ming production, as the pain
afflicting the industry
spreads beyond Detroit. B3

n China said unemployment,
which worsened in October, is
likely to stay severe through
the first quarter of 2009. A8

n Switzerland’s central bank
cut its key rate by a percent-
age point, adding pressure on
the ECB to accelerate the
pace of its own rate cuts. A16

n Airbus said the strike at Boe-
ing benefited the European
plane maker by relieving pres-
sure on aircraft suppliers. B3

n Barclays faces a looming
deadline in trying to win share-
holder support for funding
the U.K. bank badly needs. C1

n Goldman’s shares fell below
the $53 price when they were
first sold to the public. The
stock is down 76% this year. C2

n Google is allowing users to
re-rank and edit their search
results through a new set of
personalization features. B4

n PepsiCo plans to spend up
to $3 billion in Mexico over the
next five years, a move that
comes as U.S. sales slow. B2

n Bauer Media’s Life & Style
and In Touch gossip maga-
zines will cut the weekly sales
they promise to advertisers. B5

PRAYING FOR HELP: Retired United Auto Workers members offer a prayer for the economy at a monthly benefits
meeting in Detroit Thursday, the same day congressional efforts to rescue the Big Three car makers fell apart.

Doing a Volume Business in Liver Transplants
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The Big Three are on their
own for now.

Congressional efforts to res-
cue Detroit’s auto makers col-
lapsed Thursday, with lawmakers
saying the industry lacked credi-
ble plans to return to profitability.

The decision came after two
days in which leaders of three of
America’s largest corporations
pleaded for a taxpayer-financed
rescue from lawmakers in front of
a national television audience.

The spurning of their pleas leaves
in question the future of compa-
nies that have been synonymous
with American industry for de-
cades and together employ
239,000 people in the U.S. (Please
see related article on Page B3.)

Democrats in Congress of-
fered only a glimmer of hope, say-
ing they would reconsider a res-
cue if General Motors Corp.,
Ford Motor Co. and Chrysler LLC
submit convincing turnaround
plans by Dec. 2.

“Until they show us the plan,
we cannot show them the
money,” said Speaker Nancy
Pelosi, the California Democrat.

One possibility is that Con-
gress holds hearings after the
auto makers submit their plans
and then considers legislation
the following week. Democratic
leaders are likely to end up draft-
ing an entirely new piece of legis-
lation, rather than draw the re-
quested $25 billion from either
the $700 billion financial-rescue
plan or already-approved loans
intended to retool auto plants.

Another option might be to ex-
tend the industry a small amount
of aid—perhaps $5 billion to $10
billion—to carry the Big Three
through until March or April, ac-

Please turn to page A18

i i i
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By David Enrich

Executives at Citigroup Inc.,
faced with a plunging stock price,
began weighing the possibility of
auctioning off pieces of the finan-
cial giant or even selling the com-
pany outright, according to peo-
ple familiar with the matter.

The internal discussions are at
a preliminary stage and don’t sig-
nal that Citigroup’s board and
management are backing down
from their insistence that the New
York company has ample capital,
funding and strategic direction,
these people said. But with the
stock down another 26% Thurs-
day, its worst one-day percentage
decline ever, Citigroup officials
have decided they need to reckon
with a range of scenarios that
were unthinkable only weeks ago.

Citigroup’s board of direc-
tors is scheduled to have a for-
mal meeting Friday to discuss
the options, according to people
familiar with the situation. Direc-
tors also have been talking by
phone about what could be done
to reverse the stock’s slide.

Top executives were locked
in meetings Thursday to hash
out a stabilization strategy.
Chief Executive Vikram Pandit
scheduled a conference call for 8
a.m. Friday to discuss the situa-
tion with senior managers.

A Citigroup spokeswoman
said in a statement Thursday
evening: “Citi has a very strong
capital and liquidity position”
and is “focused on executing our
strategy,” which includes cutting
expenses and selling assets. “We
believe the benefits will be seen

Please turn to page A18

Mark
Funkhouser

Weekend Journal: Washington’s Woodstock—the Inauguration

By John Carreyrou

PITTSBURGH—The Univer-
sity of Pittsburgh Medical Cen-
ter once dominated the lucra-
tive business of liver trans-
plants. But as the procedure
grew more common, competi-
tion from other hospitals
eroded its monopoly.

Earlier this decade, UPMC
made an aggressive bid to re-

claim its leadership by hiring an
innovative surgeon named
Amadeo Marcos, who promised
to double the number of liver
transplants the hospital did.

Dr. Marcos delivered on his
pledge. In doing so, however, he
resorted to practices that some
colleagues found questionable.
To overcome a perennial short-
age of organs, he used more liv-
ers from older donors. He trans-

planted some of these into rela-
tively healthy patients for whom
the risk-reward calculation was
less certain. He used partial liv-
ers from living donors, and then
understated complications from
the controversial procedure.

UPMC is a nonprofit hospital
system whose income is largely
exempt from taxes. Yet, it is in-
creasingly run like a for-profit
company, paying its executives

high salaries, jumping into new
activities and expanding abroad.
Its quest to ramp up its trans-
plant business shows how a drive
for higher revenue, now common
at nonprofit hospitals, could risk
compromising patient care.

UPMC asked Dr. Marcos to re-
signin March for what it says was
a code-of-conduct breach unre-
lated to patient care. It says it

Please turn to page A20

n Congressional efforts to
rescue auto makers collapsed.
Lawmakers were skeptical
that Detroit had credible
plans to return to profitabil-
ity. The decision, after two
days in which auto officials
pleaded for help, leaves the
companies’ future in question.
Democrats in Congress said
they would reconsider a res-
cue if GM, Ford and Chrysler
submit convincing turn-
around plans by Dec. 2. A1

The failure to secure a rescue
package raises the pressure
in Big Three boardrooms, es-
pecially at GM and Chrysler.

n Obama is “on track” to
nominate Hillary Clinton to
be secretary of state, accord-
ing to an aide to the president-
elect. Obama is also said to
have settled on Arizona Gov.
Janet Napolitano for secre-
tary of homeland security. A4
n Former pilots’ union chief
Duane Woerth is a top con-
tender to head the FAA. A6

n Lawmakers postponed work
on a sweeping stimulus plan
until the new Congress takes
over in 2009. An extension of
jobless benefits was passed. A4

n Paulson defended his ac-
tions as “necessary steps” to
prevent a financial collapse,
responding to critics. A4

n A U.S. judge ordered the re-
lease of five Algerians held at
Guantanamo since 2002, rul-
ing there was insufficient evi-
dence to imprison them. A6

n Rep. Waxman will chair
the House Energy and Com-
merce panel, ousting long-
time incumbent Dingell. A6

n Bush will attend a summit
of Pacific Rim leaders, with
many worried that U.S.-Asian
economic ties may unravel. A6

n Iraq’s parliament began
debate on a U.S.-Iraq security
pact, but raucous opposition
has pushed back a vote. A16

n The telecom industry is
bracing for a new era of in-
creased regulation under the
Obama administration. B2

n Putin promised new eco-
nomic measures, as Russians
have begun to feel the chill of
the global financial crisis. A8

n A U.S. intelligence outlook
projects U.S. economic and
political clout will decline
over the next two decades.

n The U.S. will purchase up
to $6.5 billion of guaranteed
student loans made in the
2007-08 academic year, seek-
ing to bolster lending. A2

n The U.N. Security Council
agreed to send 3,100 more
peacekeeping troops to Congo,
while rebels said they remain
committed to a pullback.

n China’s government un-
veiled an overhaul of its dairy
industry to improve safety. A16

n The U.S. imposed financial
sanctions on three alleged
leaders of an extreme Islamic
militia in Somalia.

n Pakistan protested to the
U.S. ambassador over a deep
cross-border missile strike be-
yond the tribal area this week.

By Greg Hitt,
John D. Stoll and

Alex P. Kellogg

Citi Weighs
Its Options,
Including
Firm’s Sale

Source: WSJ Market Data Group
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stands by his clinical work, not-
ing that one-year survival rates
for liver-transplant recipients
improved in the three full years
of his tenure as head of its pro-
gram.

“It would be incorrect to in-
sinuate that financial motives
drove” the transplant program
under Dr. Marcos, said a UPMC
spokesman, though he acknowl-
edged that stepping up trans-
plant volume was one reason the
surgeon was recruited. “Our
core mission is nothing less than
providing the best and most ap-
propriate care for patients,” said
the spokesman, Paul Wood.

Dr. Marcos, 46 years old
when he left UPMC, did not re-
spond to numerous attempts to
reach him, including a letter sent
to his home. A lawyer who repre-
sented him in a court case last
year said he hadn’t been in con-
tact with Dr. Marcos for months.

Dr. Marcos’s nearly six years
at UPMC coincided with rapid
growth at the medical center.
UPMC is one of the nation’s most
financially successful nonprofit
hospital systems, with opera-
tions ranging from Pennsylvania
to Ireland and Qatar. Even
though three-quarters of its $7
billion in annual revenue is ex-
empt from federal and local
taxes, UPMC has acquired many
of the trappings of large, for-
profit corporations.

Its chief executive, Jeffrey Ro-
moff, earned $4 million in the fis-
cal year ended June 30, 2007,
and 13 other employees earned
in the roughly $1 million to $2
million range. For their transpor-
tation, UPMC leases a corporate
jet. Earlier this year, UPMC relo-
cated its headquarters into Pitts-
burgh’s tallest skyscraper, the
62-story U.S. Steel Tower.

The transplant program is a
source of both profits and pres-
tige that UPMC leverages to at-
tract star doctors and build its
other businesses, which include
a health-insurance arm. Hospi-
tals charge $400,000 to
$500,000 for a liver transplant.
UPMC’s transplant program pro-
duced $130 million of revenue in
its latest fiscal year.

UPMC became a leader in the
field in 1981 by hiring Thomas
Starzl, the first surgeon to suc-
cessfully transplant a human
liver. He turned Pittsburgh into
the world’s transplantation capi-
tal. At its peak in the mid-1980s,
UPMC was performing about
600 liver transplants a year.

It took the franchise abroad,
creating, for instance, a center in
Sicily. But as many other U.S. hos-
pitals began doing the proce-
dure, the annual total UPMC per-
formed fell to 132 in
2001.

The next year, UPMC
set out to hire a surgeon
who could restore the
program to its former
glory. It settled on Dr.
Marcos, a dashing Vene-
zuelan with a taste for
Ferraris and Porsches,
who specialized in the
emerging field of trans-
plants from living do-
nors.

He promised to dou-
ble liver-transplant volume in
his first year and to bring with
him pairs of living donors and re-
cipients from where he then
worked, the University of Roch-
ester (N.Y.) Medical Center, say
people familiar with his recruit-
ment. In a May 14, 2002, email to
UPMC’s chief executive, a top
UPMC official said Dr. Marcos
had boasted “he can do five liver
transplantations per week.”

But he carried some baggage.
In March 2000, Dr. Marcos had

been pressured to resign from
the Virginia Commonwealth Uni-
versity School of Medicine after
a colleague there filed a com-
plaint with the Equal Employ-
ment Opportunity Commission
alleging he sexually assaulted
her, a letter the state’s Board of
Medicine later sent to Dr. Mar-
cos shows. The woman, a post-
doctoral fellow in the medical
school’s psychiatry department,
also filed a federal suit against
Dr. Marcos and the university
that was later dismissed.

UPMC officials learned of the
allegation during the vetting pro-
cess, says John Fung, a surgeon
who then headed the transplant
program. Dr. Fung says the CEO,
Mr. Romoff, played down the con-
cerns it raised and that Mr. Ro-
moff and Dr. Marcos “saw eye-to-
eye on volume and profit.”

UPMC declined to make Mr.
Romoff available for an inter-
view. Mr. Wood, the spokesman,
said that Dr. Marcos denied the
sexual-assault allegations and
“there were no court findings to
support them.”

Mr. Wood acknowledged that
transplant volume was a consid-
eration in the hiring. He said
“UPMC was just trying to claw
back” volume it had lost.

UPMC offered Dr. Marcos
$500,000 a year and “additional
incentive payments,” a letter

dated June 21, 2002,
shows. Dr. Marcos
came aboard as direc-
tor of clinical transplan-
tation, reporting to Dr.
Fung.

Liver-transplant vol-
ume in Dr. Marcos’s
first full year there
jumped to more than
double the volume in
the year before he
came, according to data
from the United Net-
work for Organ Shar-

ing, or UNOS. But the way he
boosted it raised questions for
some colleagues.

A shortage of transplantable
organs from cadavers is a peren-
nial constraint on the number of
liver transplants. Dr. Marcos
overcame this in part by using or-
gans from so-called expanded-
criteria donors—deceased peo-
ple who had been older or sicker
than preferred liver donors.

In the 2µ years before Dr.

Marcos joined UPMC, the aver-
age age of its deceased liver do-
nors was 41, according to UNOS.
By 2003, it was 47, or nine years
above the national average.

And while in 2000 and 2001,
UPMC used an average of only 10
livers a year from patients older
than 65, it used 45 in 2003.

Dr. Marcos put some of these
organs into patients who were in
the early stages of liver disease,
say Dr. Fung and Howard Doyle,
whothenworkedinUPMC’strans-
plant intensive-care unit. These
werepatients,theysay,whosome-
times didn’t need a transplant.

“For the first time in years,
we had people dying on the oper-
ating table or in the ICU,” says
Dr. Doyle, now director of surgi-
cal critical care at Montefiore
Medical Center in New York. At
times, according to him, patients
healthy enough to walk into the
hospital before being trans-
planted died “because they had a
high-risk liver put into them.”

Datafrom theScientific Regis-
try of Transplant Recipients
show that during Dr. Marcos’s
time at UPMC, 30 liver recipients
died within two days of surgery.
Thatwas a death rate of2.4%, ver-
susanational average of 1.6%.UP-
MC’s Mr. Wood counters that in
2005-2007, the three complete
years Dr. Marcos headed the
transplant program, one-year
survival rates for liver recipients
improved to 84.1% from 81.2%.

Mr. Wood says UPMC used
only 3% of the expanded-criteria
organs that became available. “If
our motivation was strictly fi-
nancial, this percent would be
much greater,” he said.

Liver patients are ranked by
how advanced their disease is.
Based on a series of blood tests
calledMELD,scoresrangefrom40
forthesickesttosixforthehealthi-
est. Most experts now believe the
risksof a transplant generally out-
weigh the benefits for patients
with MELD scores of 14 or lower.

During Dr. Marcos’s nearly
six years at UPMC, it performed
441 liver transplants on patients
with scores of 14 or lower, ac-
cording to UNOS. That was 35%
of the liver transplants per-
formed during his tenure, and
compares with fewer than 7% in
the 2µ years before he arrived.

Mr. Wood says it wasn’t until
2006 that the transplant commu-

nity coalesced around a score of
15 as a cutoff to allocate organs.
“It would be unrealistic to ex-
pect a physician to practice ac-
cording to yet-to-be-discovered
criteria,” he said.

Drs. Fung and Doyle say they
became increasingly uncomfort-
able with what they considered
the UPMC transplant program’s
relentless pursuit of volume and
revenue. Both left in 2004.

Mr. Wood says Dr. Fung never
raised his concerns with his supe-
riors and gave Dr. Marcos good
performance reviews. Dr. Fung
says that he did raise them and
that he once told Mr. Romoff
that UPMC was paying a penalty
with the use of bad organs.

“I couldn’t square my own
ethics with what was going on,”
said Dr. Fung, now chief of sur-
gery at the Cleveland Clinic. “I
didn’t feel like the decisions that
were being taken had the pa-
tient’s best interest at heart.”

In 2004, the New York State
Department of Health fined Dr.
Marcos’s former employer, the
University of Rochester Medical
Center, for circumventing state
organ-allocation rules between
2000 and 2003, during much of
which time Dr. Marcos had been
in charge of the program. The
news didn’t affect his standing at
UPMC. He became head of the
transplant program after Dr.
Fung left that year.

Besides using more expanded-
criteria livers, Dr. Marcos
sharply increased the number of
transplants from living donors.
In these, part of the liver of a
healthy person is cut off and
grafted into a sick patient. If all
goes well, both pieces eventually
grow to normal size. The proce-

dure is controversial because it
could be risky for the otherwise
healthy donor.

UPMC did 150 such surgeries
while Dr. Marcos was there, ac-
cording to UNOS. No donors
died. However, in 69% of the
cases, the recipient had a MELD
score of 14 or lower—suggesting
that UPMC was putting some liv-
ing donors at risk to do trans-
plants on patients in which the
risks of the operation may have
outweighed the benefits.

UPMC’s answer is that Dr.
Marcos’s use of organs from liv-
ing donors saved lives, because
about 50 patients on UPMC’s
waiting list die each year for lack
of a transplantable organ.

Dr. Starzl, the pioneering sur-
geon for whom UPMC’s trans-
plant program is named, had
long been wary of the safety of
the living-donor procedure.
Though long retired, the 83-year-
old doctor continues to do re-
search from an office on campus.

In early 2007, he became sus-
picious of the low complication
rates Dr. Marcos was reporting
in adult living-donor liver trans-
plants, say people familiar with
the matter. In a textbook Dr. Mar-
cos co-wrote, he said UPMC’s
rate of serious complications
was zero for donors and 34%
among a subset of recipients.

Dr. Starzl reviewed the 121
transplants UPMC had done in-
volving removal of the donor’s
right lobe, a typical procedure in
adult-to-adult living-donor liver
transplants. Dr. Starzl’s finding,
according to people with knowl-
edge of it: Though recipients’ sur-
vival rate was only slightly lower
than the national average, 60%
of the recipients suffered life-

threatening complications, rang-
ing from bile-duct leaks to blood-
supply problems—nearly double
the rate Dr. Marcos reported.

Dr. Starzl raised his concerns
with UPMC chief Mr. Romoff and
other officials, including the
head of the department of sur-
gery, Timothy Billiar, say the peo-
ple familiar with the situation.

A tense six-month standoff
ensued. Dr. Starzl, worried that
UPMC was covering the matter
up, sent his findings to a medical
journal, according to people fa-
miliar with the events. Dr. Billiar
asked it not to publish, on the
ground that Dr. Starzl hadn’t ob-
tained patient authorization to
collect the data. Dr. Billiar says
that Dr. Starzl’s paper would
have jumped the gun on a peer-
reviewed internal study he had
requested from another sur-
geon, Wallis Marsh.

UPMC and Dr. Starzl compro-
mised: Dr. Starzl would wait for
the internal study, which would
be reviewed by Pierre-Alain Cla-
vien, a Zurich surgeon who pio-
neered a scale to measure com-
plications in living-donor liver
transplants. UPMC’s final conclu-
sions would be published.

In January, Dr. Marsh and Dr.
ClavienconfirmedDr.Starzl’sfind-
ingofa60%rateofseriouscompli-
cations among recipients, docu-
ments seen by The Wall Street
Journalshow.Thereviewalsocon-
cluded that about 10% of the living
donors had suffered serious com-
plications, belying Dr. Marcos’s
claim that this number was zero.

By then, Dr. Marcos was on
thin ice at UPMC for another rea-
son: He was having affairs with
co-workers. A social worker who
met him during an assignment
at UPMC and dated him says Dr.
Marcos beat her in front of her
house one night in June 2007 af-
ter an argument, and police pass-
ing in a car arrested him.

A Pittsburgh Post-Gazette ar-
ticle described the arrest, citing
court records. The records later
were expunged after Dr. Marcos
completed anger-management
classes, according to his attor-
ney in the case, Robert Del
Greco. The woman recounted
the incident in an interview.

By the fall of 2007, the mar-
ried Dr. Marcos had started dat-
ing another woman, a physi-
cian’s assistant on the kidney-
transplant team, four people
with knowledge of the relation-
ship say. After it soured early
this year, the woman filed a com-
plaint against Dr. Marcos with a
top transplant-program official.
She didn’t return calls seeking
comment. UPMC says it won’t
discuss personnel issues.

UPMC asked Dr. Marcos to re-
sign in early March for what it re-
ferred to as a violation of its code
of conduct. It declines to elabo-
rate on the nature of the viola-
tion. Mr. Wood, the spokesman,
said the dismissal had “nothing
to do with patient care or surgi-
cal issues.”

Randy Juhl, the University of
Pittsburgh’s vice chancellor for
research conduct and compli-
ance, referring to Dr. Marcos’s re-
lationships and reporting of sur-
gery complications, said the uni-
versity is “very disappointed” in
him. “He did give himself and us
a big black mark.”

UPMC says Dr. Marsh, whom
it has since named interim head
of the transplant program, and
Dr. Starzl now are working to-
gether on a paper about compli-
cation rates in living-donor
transplants and will submit it to
a scientific journal. Adult living-
donor liver transplants at UPMC
have ground to a halt, although
UPMC says it hasn’t abandoned
the procedure.

Continued from Page One

A Nonprofit Hospital Ramps Up Its Liver-Transplant Business

Shouldn’t he be able to work
alone?”

Mr. Funkhouser is defiant.
“Do you think Michelle Obama is
going to go to Washington to
bake cookies?” said the 59-year-
old mayor. “And if she takes an of-
fice in the West Wing, will Con-
gress pass a law to ban her?”

Two years ago, the details of
Mr. Funkhouser’s marriage
were of little concern to the peo-
ple of Kansas City. The 6-foot-8
former collegiate basketball
player at Thiel College in Green-
ville, Pa., worked as city auditor,
earning a reputation as a
straight-shooting reformer. His
wife of 29 years, a voluble,
5-foot-4 mother of two, worked
as a childbirth assistant.

But in late 2006, Mr. Funk-
houser quit the city position he
had held for 18 years to run for
mayor. He was angry, he says, be-
cause the city’s government was
coddling downtown developers
at the expense of poorer neigh-
borhoods. His motto: “A city that
works for regular folks.”

On the campaign trail, he
wore holes in his size 16 shoes
and, in his deep, halting West Vir-
ginia-tinged voice, often said
things that rubbed people the
wrong way. He told residents of a
wealthy neighborhood that a tax
break for a popular development
nearby was unfair to the rest of
the city. But at candidate fo-

rums, voters were attracted to
his passion and his intimate
knowledge of city finances.

The 50-year-old Ms. Squitiro
is a bundle of ideas. She drew her
husband out of his shell, helped
Mr. Funkhouser develop a cam-
paign strategy, answered
phones and organized his sched-
ule. They hired, but then quickly
fired, two campaign managers.
Ms. Squitiro eventually filled
that role herself.

Her ideas included a YouTube
video of Mr. Funkhouser sitting
with the couple’s poodle an-
nouncing that the dog was en-
dorsing him. A TV commercial
followed in which a few people
slowly became a crowd of 150
singing “We Want the Funk,” in-
terspersed with shots of Mr.
Funkhouser speaking solemnly
about the city’s problems.

The combination of Mr. Funk-
houser’s fiscal credentials and
his wife’s salesmanship pro-
pelled him to an improbable vic-
tory against 11 other candidates,
even as campaign volunteers be-
gan grumbling that Ms. Squitiro
was divisive and controlling.

After her husband became
mayor in May 2007, Ms. Squitiro
settled into the desk nearest the
mayor’s office. She advised her
husband on key decisions,
cracked jokes and scheduled his
appointments.

The sure-footed insurgent
campaign quickly gave way to a

series of rookie mistakes—and
Mr. Funkhouser’s effort to bring
attention to neglected neighbor-
hoods was often drowned out.
He accepted the free use of a
Honda Civic hybrid from a local
dealership, then called it off
when the arrangement drew pub-
lic criticism. He appointed to the
city parks and recreation board
a person he didn’t know was a
member of the Minuteman Civil
Defense Corps, an anti-illegal-im-
migration group, and tried un-

successfully to oust Kansas
City’s black city manager.

Each move alienated one con-
stituency or another. And one
was particularly embarrassing:
a Christmas letter the couple
mailed last year to about 100
friends in which Ms. Squitiro de-
scribed her husband’s prostate
exam, which she sat in on, at his
doctor’s office. The letter, ex-
cerpted on the Internet, got na-
tional publicity.

Then, in June this year, a

former mayoral assistant filed a
lawsuit accusing Ms. Squitiro,
Mayor Funkhouser and the city
of creating a hostile work envi-
ronment. The suit, which is pend-
ing, said Ms. Squitiro called the
woman “Mammy” and made
lewd sexual remarks. The mayor
and his wife deny the allegations,
but Ms. Squitiro’s insurance com-
pany settled the claim against
her last week for $45,000.

The city council responded to
that lawsuit by passing an ordi-
nance stipulating that elected of-
ficials can’t have relatives work-
ing as volunteers in their offices
on a regular basis. That effec-
tively ousted Ms. Squitiro from
the mayor’s office on the 29th
floor. Mr. Funkhouser retaliated
with his own lawsuit against the
city this month, claiming the or-
dinance violated state law and
the city charter.

“It is bizarre, in a word, for
the mayor to sue his own city,”
says Ed Ford, a member of the
city council. “He seems to be
saying there’s one overriding is-
sue that I care about more than
anything else, and that is my
ability to spend time with my
wife at City Hall.”

Earlier this month, the Kan-
sas City Star called Mr. Funk-
houser’s lawsuit petulant and ir-
responsible. Some people are
more sympathetic.

“It’s a classic love story,” says
Garry Cushinberry, a bank vice

president who sat at the mayor’s
table at an awards dinner Nov. 14.
“He’s risking his political career
for the woman he loves. You have
to respect that.”

That same day, Mr. Funk-
houser gave radio and TV inter-
views from his home, while his
wife sat nearby passing him
notes. He then headed to a re-
gional meeting on transporta-
tion and called her after it
ended to ask her whether she
wanted him to pick her up a
sandwich for lunch.

Later, he drove to a radio stu-
dio to take questions during an
evening drive-time talk show.
The controversy over his wife
came up repeatedly. He patiently
answered each question and
tried to redirect the conversa-
tion back to his plans to steer de-
velopment into the poorest parts
of the city.

“I don’t know how you make
big changes without causing
some grief,” Mr. Funkhouser
said. “But I do know I have a
moral responsibility to stand
flat-footed and tell the truth as I
see it.”

After driving back from the ra-
dio interview, Mr. Funkhouser
unfolded his long body from be-
hind the wheel of his 11-year-old
Toyota Corolla, walked through
his front door and asked his wife,
“How did I do?” Ms. Squitiro
turned down the radio next to
her. “You did fine,” she said.

Continued from Page One
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Note: 2008 data are through Aug. 31 Source: United Network for Organ Sharing

Surgery Caseload
Liver transplants at the University of Pittsburgh Medical Center,
after a decline, surged when surgeon Amadeo Marcos came aboard.
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Dr. Marcos worked at UPMC from mid-2002  through March 2008 and 
headed its transplant program from mid-2004 until his departure.

Deceased donor Live donor

CLOSE COUPLE: Mayor Mark Funkhouser relies on his wife, Gloria Squitiro,
for counsel, but Kansas City lawmakers barred her from volunteering in his
office after she was accused of calling a city worker ‘Mammy,’ which she
denies. The couple share a moment in city hall last year.

Dr. Wallis Marsh (left) and Dr. Thomas Starzl, outside UPMC's
transplant center in Pittsburgh, are working on a paper about
complication rates in living-donor transplants.

Amadeo Marcos

Kansas City’s Mayor Funkhouser Is Fighting City Hall to Get His Wife Back Inside
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