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Rationale Against Physician-Owned Hospitals Receives Further Scrutiny

In 2015, there were approximately 250 hospitals across
the United States that were completely or partially
physician owned.* These physician-owned hospitals
(POHs) can offer a variety of services, from general care
to specialty services, such as cardiovascular or
orthopedic care. Despite the prevalence of POHs,
healthcare providers and policymakers have not reached
a consensus regarding the effects of POHs on the
healthcare industry, which include: (1) concerns
regarding POHs “cherry-picking” the most profitable
patients; (2) questions over the quality of care offered at
POHs; and, (3) conflicts of interest due to the financial
incentive for physician owners to refer patients to their
POHs.2 Such concerns have led to policies restricting the
purview of POHSs in their communities, such as limiting
the application of POH exceptions in the Stark Laws and
the Anti-Kickback Statute.® However, recent studies
published in academic journals, including: the British
Medical Journal (BMJ);* the Journal of Arthroplasty;®
Contemporary Economic Policy;® and, the Journal of
Healthcare Finance,” challenge the assumptions that led
to these policy restrictions, and suggest that a significant
difference in the quality of care provided and the type of
patients treated between POHs and non-POHSs does not
exist. This Health Capital Topics article will explore the
extent to which recent research supports or debunks the
central arguments underlying regulatory policies
concerning POHSs, and how those findings may influence
future policy governing the operation of POHs.

The primary argument of POHSs that critics cite is that
those hospitals select healthier and wealthier patients in
order to increase their revenue.® However, a 2015 BMJ
study found no significant differences between patient
mix at POHs and non-POHs that lends credible support
to critics’ objections.® Although the BMJ article did note
some indication that POHs may treat healthier patients
compared to non-POHs, no evidence suggested that
POHSs specifically selected patients belonging to a
particular socioeconomic demographic in order raise
profit margins.’® Likewise, a 2013 study from the
University of Pennsylvania found that physician non-
owners actually referred slightly healthier patients than
owners, indicating that the physician owners were not
selecting patients based on expected profits or case of
patient care.!* This study estimated that less than 30
percent of the variation in patient mix at POHs can be
explained by the selections of physician owners.*? These
recent studies stand in contrast to a 2008 Health Affairs
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article, which determined that physician owners are more
likely to refer well-insured patients to their POHSs, and
refer Medicaid patients to non-POHs.*3 Similarly, a 2006
Medicare Payment Advisory Commission (MedPAC)
report to Congress argued that POHs tended to have
lower shares of Medicaid patients than competitor non-
POHs, and that POHs generally admitted less severe
cases concentrating on relatively more profitable types of
care (e.g., care for less severely ill patients).!* On the
whole, recent research suggests that claims asserting that
POHs “cherry-pick” certain patients in order to generate
profits are, at a minimum, unreliable.

Arguments related to a perceived reduction in care
quality by POHSs have also faced scrutiny in recent years.
For example, the 2013 University of Pennsylvania study
estimated that the 90-day mortality risk at POHs was 1.2
percentage points less than the approximately 6.4 percent
average across all hospitals in the study.® Although this
decline in mortality risk is not drastic, such decline
contrasts with the argument that POHs offer lower
quality care than non-POHSs. Additionally, the 2015 BMJ
study compared POHSs to non-POHSs across a variety of
quality of care metrics (e.g., process measures, mortality
rates, and readmissions rates), and determined that POHs
generally performed equal or better on many quality of
care metrics than non-POHs,*¢ although the differences
between the two types of hospitals were not statistically
significant.?” Reinforcing these inconclusive findings, a
2014 Health Policy article reviewed 46 previous studies
on the performance of POHSs, and similarly concluded
that POHs and non-POHSs share negligible differences in
quality of care.*®

The quality of care provided is not the only metric that
patients consider when evaluating their interactions with
providers. It is worth noting that POH patients generally
report higher satisfaction with POH amenities than non-
POH amenities.'® Many POHs specialize in one type of
medicine (e.g., cardiology or orthopedics), and such
tailored focus has the potential of reducing patient
volume and improving the care-giving environment
experienced by patients through private treatment rooms,
lower noise levels, and more amiable waiting areas than
those found in non-POHs.?° A 2016 study published in
The Journal of Arthroplasty found that nearly 91 percent
of POH patients strongly recommended the hospital at
which they received treatment, compared to fewer than
69 percent of non-POH patients giving a similar
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endorsement.?* Further, the study reported that POHs
scored significantly higher in hospital consumer
assessment of healthcare providers and systems
(HCAHPS) scores than other hospital types.?

The conflict of interest for physicians who have a
financial stake in patient referrals is another common
criticism of POHs by those opposed to them. For
instance, a 2006 Health Affairs article reported a positive
relationship between ownership and physician referral to
a specialty POH; yet, the relationship varied by specialty
type and ownership stake, and suggested that the majority
of physicians do not base referrals on financial gain.?® For
example, the study found that among physicians who
owned less than half of a percent of the shares in a POH
(which accounted for approximately a third of all
physician owners of POHs) only one-tenth of those
physicians referred greater than 50 percent of patients to
their POH.?* In comparison, half of physicians who
owned greater than one percent of the shares in a POH
referred greater than 50 percent of patients to their
facility.?> Additionally, MedPAC’s 2006 report observed
that communities with POHSs specializing in cardiology
experienced a statistically significant increase in the rate
of cardiac surgeries.?® In contrast to these results, various
academic studies from 2003 to 2016 demonstrate that
physicians provide higher quality medical care and more
beneficial outcomes, and are better able to meet patient
demands when physicians have both an operational and
financial stake in the facilities where they are providing
care to their patients.?” The aforementioned studies by the
University of Pennsylvania and BMJ, which observed
relatively equal or better quality of care provided at POHs
compared to non-POHs, demonstrate that academic
research continues to undermine the supposed
ramifications of MedPAC’s findings. Therefore, the
increase in surgical recommendations
observed/documented by MedPAC could be a result of
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enhanced ability to provide better quality care, rather
than a consequence of a conflict of interest leading to
more POH referrals. The contradictory results among
these studies illustrate the lack of consensus in existing
research.

Likewise, research does not suggest that the alleged
financial incentive for physician referrals has a negative
impact on patient costs.?® For example, the 2015 BMJ
study found that patients with acute myocardial
infarction, congestive heart failure, and pneumonia, had
similar costs and payments at POHs and non-POHs.? In
addition, a 2014 article in the Journal of Healthcare
Finance found that from 2005 to 2014, a 34.1 percent
increase in the number of specialty hospitals, such as
POHs, resulted in a 10.1 percent decline in cost per
patient admission.®® Similarly, a 2011 Contemporary
Economic Policy article suggested that metropolitan
areas with POHs pay approximately 1 percent less in
expenditures per patient than areas without POHSs, though
the difference was not statistically significant.®
Therefore, even if recent research did not challenge the
idea that physician owners make referrals based on their
own financial interests, studies suggest that any
pecuniary benefit gained from those referrals does not
increase the healthcare costs for patients at POHs.

Research regarding the effect of POHs compared to non-
POHs on the health of the communities they serve does
not produce conclusions that are heavily in favor of, nor
heavily opposed to, POHSs. Yet, the general policy trend
continues to restrict the influence of POHs due to
unsubstantiated biases surrounding the methods that
POHSs use to recruit and care for patients.®> As studies
continue to investigate the validity of the common
criticisms alleged against POHs, policymakers may want
to consider the rationale underlying POH restrictions and
consider treating POHs as an equal market alternative to
non-POHs.

8  Cimasi, October 27, 2005, p. 1; “Effects of Physician-Owned
Limited-Service Hospitals” By Jean Mitchell, Ph.D.,
Georgetown University Public Policy Institute, 2005,
http://physicaltherapy.typepad.com/evidence/files/EffectsSpecial
tyHospitalsStudy.pdf (Accessed 11/21/16) p.3-4.

9  Blumenthal, et al., September 2, 2015, p. 4.

10 Ibid, p. 5.

11 “Physician Investment in Hospitals: Specialization, Incentives,
and the Quality of Cardiac Care” By Ashley Swanson,
University of Pennsylvania, (December 18, 2013), p. 4.

12 Ibid, p. 33.

13 “Where Do I Send Thee? Does Physician Ownership Affect
Referral Patterns to Ambulatory Surgical Centers?” By Jon R.
Gabel, et al., Health Affairs, Vol. 27, No. 3 (2008), p. w165.

14 “Report to the Congress: Physician-Owned Specialty Hospitals
Revisited” Medicare Payment Advisory Commission, August
2006,
https://www.asipp.org/documents/PhysicianOwnedSpecialtyHos
pitals.pdf (Accessed 11/2/2016), p. v, 16.

15 Swanson, December 18, 2013, p. 3.

16 Blumenthal, et al., September 2, 2015, p. 4.

17 Ibid.

18 “Effects of physician-owned specialized facilities in healthcare:
A systematic review” By Jeroen Trybou, et al., Health Policy,
Vol. 118, No. 3 (2014), p. 339.

(Continued on next page)



28 Blumenthal, et al., September 2, 2015, p. 4.

29  Ibid.

30 Eastaugh, August/September 2014, p. 6.

31 “The Effects of Endogenous Market Entry of Physician-Owned

19  “Specialty Versus Community Hospitals: Referrals, Quality, and
Community Benefits” By Leslie Greenwald, et al., Health
Affairs, Vol. 25, No. 1 (2006), p. 115.

20 Ibid Hospitals on Medicare Expenditures: An Instrumental Variables
. Approach” By John E. Schneider, Pengxiang Li, and Robert L.

5; Il_buigdgrelné;; al., 2016, p. 1860. Ohsfeldt, Contemporary Economic Policy, VVol. 29, No. 2 (April
e . 2011), p. 159.

32 IC:)rizenwald, etal., 2006, p. 109. 32 “Another Study Undercuts Physician-Owned Hospital

% Ibi d. Suspicions” By Norm Tabler, Beyond Healthcare Reform,

September 4, 2015, http://beyondhealthcarereform.com/another-
study-undercuts-physician-owned-hospital-
suspicions/?utm_source=blogemail&utm_medium=blogsubscrip
tion&utm_content=blogpost&utm_campaign=subscribeplugin
(Accessed 11/1/2016).

26  Medicare Payment Advisory Commission, August 2006, p. vii.

27  Cimasi, October 27, 2005, p. 82; “Focused Factories? Physician
Owned Specialty Facilities” By Lawrence P. Casalino, et al.,
Health Affairs, VVol. 22, No. 6 (2003), p. 60.

Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA — CEO, HEALTH CAPITAL CONSULTANTS
Foreword by Shannon P. Pratt

i’ Vv | ]

«__thd definitive treatise for the complexities of
valuation in the healthcare industry.”

- Chris M. Mellen, President - Delphi Valuation Advisors, Inc.

The Adviser’s Guide to Health Care s

Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA — CEQO, Hearta CAPITAL CONSULTANTS
Todd A. Zigrang, MBA, MHA, FACHE, ASA — President, Heacra CapitaL CONSULTANTS

Keep Up With the Changes in Health Care Services and Consulting Practices Hrh* T Mers g,

. AI C PA ' Includes Foreword by Leading National Health Care Attorney TWO _VO L U M E S ET > HEALTH

David W. Grauer, Esq. * Consulting Services ( CA&E
Partner, Jones Day ® An Era of Reform - The Four Pillars L s

To purchase, visit AICPAStore.com/AGHC

Accountable Care

Organizations ACOs: Balancing Quality and Costs in Healthcare

gt e ponert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA — CEO, HEALTH CAPTTAL CONSULTANTS
Foreword by Peter A. Pavarini, Esq. — Squire Sanders LLP

“A must read and resource for any healthcare industry executive”

—Roger W. Logan, MS, CPA/ABV, ASA, Senior Vice President of Phoenix Children’s Hospital

© HEALTH CAPITAL CONSULTANTS (Continued on next page)


thendrickson
New Stamp


Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief Executive
Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized healthcare financial and
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acquisitions, and divestitures; litigation support & expert testimony; and, certificate-of-need and other
regulatory and policy planning consulting.
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He has served as an expert witness on cases in numerous courts, and has provided testimony before federal and state
legislative committees. He is a nationally known speaker on healthcare industry topics, and is the author of several
books, the latest of which include: “The Adviser’s Guide to Healthcare — 2nd Edition” [2015 — AICPA]; “Healthcare
Valuation: The Financial Appraisal of Enterprises, Assets, and Services” [2014 — John Wiley & Sons]; “Accountable
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Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published articles
in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by healthcare industry
press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in Business Valuation” conferred
by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice
of the Institute of Business Appraisers, of which he is a member of the College of Fellows. In 2011, he was named a
Fellow of the Royal Institution of Chartered Surveyors (RICS). In 2016, Mr. Cimasi was named a “Pioneer of the
Profession” as part of the recognition of the National Association of Certified Valuators and Analysts (NACVA)
“Industry Titans” awards, which distinguishes those whom have had the greatest impact on the valuation profession.

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis for
hospitals, physician practices, and other healthcare enterprises. Mr. Zigrang has over 20 years of
experience providing valuation, financial, transaction and strategic advisory services nationwide in
over 1,000 transactions and joint ventures. Mr. Zigrang is also considered an expert in the field of
healthcare compensation for physicians, executives and other professionals.
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Business Manual (AICPA); Valuing Professional Practices and Licenses (Aspen Publishers); Valuation Strategies;
Business Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author, Mr. Zigrang has
served as faculty before professional and trade associations such as the American Society of Appraisers (ASA); the
National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals of America (PHA); the
Institute of Business Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the CPA
Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare Executives
(FACHE) and holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare Special Interest
Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH CAPITAL CONSULTANTS
(HCC). Mr. Chwarzinski’s areas of expertise include advanced statistical analysis, econometric
modeling, as well as, economic and financial analysis. Mr. Chwarzinski is the co-author of peer-
reviewed and industry articles published in Business Valuation Review and NACVA QuickRead, and
he has spoken before the Virginia Medical Group Management Association (VMGMA) and the
Midwest Accountable Care Organization Expo.

Mr. Chwarzinski holds a Master’s Degree in Economics from the University of Missouri — St. Louis,
as well as, a Master’s Degree in Finance from the John M. Olin School of Business at Washington University in St.
Louis. He is a member of the St. Louis Chapter of the American Society of Appraisers, as well as a candidate for the
Accredited Senior Appraiser designation from the American Society of Appraisers.

Jessica L. Bailey-Wheaton, Esq., is Vice President and General Counsel of HEALTH CAPITAL
CONSULTANTS (HCC), where she conducts project management and consulting services related to
the impact of both federal and state regulations on healthcare exempt organization transactions and
provides research services necessary to support certified opinions of value related to the Fair Market
Value and Commercial Reasonableness of transactions related to healthcare enterprises, assets, and
services. Ms. Bailey is a member of the Missouri and Illinois Bars and holds a J.D., with a
concentration in Health Law, from Saint Louis University School of Law, where she served as Fall
Managing Editor for the Journal of Health Law & Policy.

Kenneth J. Farris, Esq., is an Associate at HEALTH CAPITAL CONSULTANTS (HCC), where he
provides research services necessary to support certified opinions of value related to the Fair Market
Value and Commercial Reasonableness of transactions related to healthcare enterprises, assets, and
services, and tracks impact of federal and state regulations on healthcare exempt organization
transactions. Mr. Farris is a member of the Missouri Bar and holds a J.D. from Saint Louis University
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