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ABSTRACT

»

This thesis concerned the method of compensation of the

Pathologist and the Radiologist at Seton Hospital, Austin, Texas.

Prior to the Medicare Act, these physicians received a percentage of
the income of their departments. Subsequently, they have billed all
patients separately for the professional component of each
examination., The impact of this change'ﬁpon the doctors, the
hospital, and a group of patients was studied.

The advantages and disadvantages of alternative methods were
analyséd with tﬂe conclusion that the present separate billing is
the most equitable system for compensation of these physicians at
this hospital at this time,

A compilation of the present patterns of relationships
between hospitals and these types of specialists is inciuded. A
proposed contractual agreement to formally record the mutu;I
responsibilities® of the hospital and the specialists at Seton

Hospital is presented.
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CHAPTER I

INTRODUCTION

When the history of medical social legislation in this
country is written, the provisions for separate billing by hospital-
based specialists in Public Law 89-97 will be credited with
stimulating a dormant disagreement involving ethics and economics.

In 1964 the national elections finally paved the way for
medical care as a social security benefit, 'Under the circumstances,

and after many years of opposition, organized medicine supported

the plan of Representative Wilbur Mills for an amendment to
provide for physician services under a voluntary medical insurance
plan (Part B)., The proposal by Senator Paul Douglas to permit
reimbursement under the hospitalization plan (Part A), where
hospitals and specizlists had arrangements for common billing, was
not accepted., Upon its defeat, he commented that in this approach
"the federal government interferes in existing and future
practices of hospitals and the medical profession.'l President

Johnson noted as a defect of the bill "the method of payment of

liedicare Report," Geriatrics, XXI (Jime, 1966), 60.
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certain specialists,' but was confident that these defects ''can be
quickly remedied,"?

This is a study of a small, but important, part of the
hospital«physician relationship., It is an analysis of the
general problem, the situation at a specific hospital, and the
alternative solutions at a local level for a problem which remains
controversial at a national level,

Hospital Setting

Seton Hospital is a voluntary nén-profit hospital. It is

operated by the Sisters of Charity Order, whose Mother House is in

St. Louis. Administrative policy is largely determined by a local
board of sis;ers supported by a lay advisory board of fifteen civic
leaders, The structure is centraily located in Austin, the state
capital, a city of 211,000, The hospital.is convenient to major
population areas, metropolitan facilities, and the University of
Texas. The original hospital, which had a bed capacity of 40, was
opened in 1902, Since then, additions have increased the capacity
to 140 plus 36 bassinets, Recently, some beds which were
previously reserved for obstetrical patients have been used for

, general medical and surgical patients which has allowed increased
utilization of total bed capacity., During the past year, occupancy
has been approximately 90% of capacity, with occasional delays in

elective admissions, Land has been obtained in the metropolitan
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area, and plans are being developed for a new hospital to be occupied
in about three years, This will be a 250-bed structure with
capability for expansion to 500 beds.

Non~governmental medical facilities in the town consist of
two private hospitals of 80 and 124 beds and a municipal hospital of
265 beds, 80% of which ére used by private patients,3

There are approximately 300 physicians practicing in the
Austin area, Of these, 104 are on the active staff of Seton
Hospital and an additional 139 physicians have some type of staff
privilege. There are nine other pathologists and 13 other
radiologists practicing in the city,

The pathologist at Seton has been associated with the
hospital for over 18 years, He initially worked on a salary basis
to fill a vacancy created by the inability to renegotiate a contract
with the previous pathologist. Forbséme time after he started to
work for this hospital, he sensed some animosity by certain' members .
of his professional organization. This apparent attitude was
reconciled after a period of time, and he has since enjoyed very
satisfactory relationships with all professional groups. His
relationships with the hospital have been good both from the
business and ethical standpoint, He is currently the President of

the County Medical Society,

SAmerican Hospital Association, Hospitals, XL, Part 2
(August 1, 1966), 207, ‘ 3

5
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He has three partners in a private iaboratory practice who

bill individually f&r all services. Their partnership also serves
a 124-bed hospital and partially serves an 80-bed hospital, His
clinical and administrative activities at Seton Hospital are
essentially a full-time job, and one of his associates is avaiiable
when he is away at medical meetings or on vacation.

The hospital laboratory employs 15 full-time and 3 part-time
technicians. A school for laboratory technicians.is being planned
and the pathologist will be responsible for this teaching program.

The radiologist at Seton has been aésociated with the
hospital for‘over 12 years. He has a private partnership with two
other certified radiologists who provide service to another 80-bed
hospital in Austin and a small hospital in a town 100 miles away.
As Chairman of the Committee on Ethics of the State Radiology

Society, he was aware of the strong stand on separate billing by

the American College of Radiology; but he did not feel that .any

organizations,

The xeray department has one secretary, four registered
technicians, and a school of x~ray technology consisting of approx-
imately ten students in a two~year program of on-the-job instruction,
In addition to his teaching activities and private practice, the
:adio;ogist has administrative responsibility for the radiology

' department,

pressure had been exerted on any specific individual by these '
Over the past year there has been significant change in the
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administration of the hospital., In addition to a new administrator,
Seton Hospital has added to its staff an assistant administrator, a
comptroller, an assistant administrator for personnel and, most
recently, a public relations secretary, A perception of this
experienced and competent administrative 'and professional staff, who
are willing to work together in a cooperative spirit, is essential
to a logical study of this problem,

Conditions Which Prompted this Stﬁdy

Prior to July 1, 1966, the pathologist and the radiologist
were compensated by the hospital with a percentage of the net or
gross income of their respective departments, Subsequent to that
date, upon the recommendations of their professional groups and
encou:agéd by fhe principles of '"Reimbursement Under Medicare for
Services of Hospital-Based Physicians," these doctors have billed
patients directly and separately for the professional portion of
laboratory and x-ray services. The hospital has included the cost

of the technical portion of the examinations with the hospital bill,




CHAPTER 1I

THE PROBLEM

Statement of the Problen

The problem is to determine the most equitable system for
compensating the radiologist and pathologist at Seton Hospital,
Austin, Texas,.

Factors Bearing on the Problem

The primary concerns of both the specialist and the hospital
are quality of care and that which is best for the patient.

It is essential that ;n effective hospital feature quality
laboratory and radiology facilities, and these require the services
of or supervi5i0n~by‘a pathologist and a radiologist, Although
these individuals are specialists in every sense of the word, the
peculiar nature of their services in the past has caused thém to be
treated differently from other doctors, For the most part, their
responsibility has not involved the usual personal doctor-patient
relationship,l

The radiology and pathology groups have attempted to erase
their identification as hospital ancilliary services. They have

received support from other professional groups who felt the medicare

liM, D.'s and Hospitals," Pennsylvania Medicine, LXIX
(September, - 1966), 83,
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act would give additional control of the hospitals to the government,
They hoped that unity of standards would delay similar control over
professional groups.?

Hospitals, in general, are limited in fulfilling their
obligation in providing these specialty services by a shortage of
specialists. There is a net gain to the field of radiology of only
250 specialists per year, although the United States will require
15,000 more by 1975. Of the 1,950 training positions open in
radiology today, 20% are unfilled. A similar shortage of patholo-
gists is predicted,3

From a federal taxation standpoint, the Internal Revenue

Service will not permit a hospital to retain a charitable, non-profit
status if a portion of the facility is leased to the specialists for
their profit.4 The Texas State Law concerning the '"corporate
practice of medicine" does not permit a salary agreement between the
hospital as an administrative body and the physician,S

There is much evidence that the principle factor determining

hospital-specialist relationships is probably not the method of

agreement, but the actual'amount'of money that the specialist

2Harold G, Robinson, "Radiology Leader Cites Crises in Field,"
Medical News, I, No, 17 CAprxl 24, 1967), 9.

3”Patholovxst in a Changing Socio-economic Order,' Bulletin .
" 'of Collepe of Américan Pathologists, XV (May, 1960), 67.

4U, S., 'Federal Income Tax Code, Sec. 501 (c), par. 3.

sTexas,'Civil‘Statutes, Annotated (Vernon, 1966), Sec. 4498,12,




8
receives. The earning period of the average specialist does not
begin until he is 34 years of age. Since he has only 24,7 pro&uctive '
income years, the problems of compensation are not created solely
by selfishness of the individual,® In general, compensation of
radiologists and pathologists has been adequate, ‘(Appendix A.)
The American Medical Association recommends separate billing
as the preferred method of compensating these hospital-based
specialists, and the College of American Pathologists and American
Cbllege of Radiology have taken an even stronger stand in opposing
salary or pexrcentage agreements. In 1966 the American Medical
Association issued a resolution:
Resolved that since separate billing by the physician for his
professional services is a preferred ethical practice, it shall
be deemed unethical for a physician to displace a hospital-
based physician who is attempting to practice separate billing,’
Although this resolution was not implemented for legal reasons,

the attitude persists,

Literature Review

" The literature on the subject of separate billing by hospital-
based specialists is voluminous, The source of each contribution,
however, characterizes its nature and its conclusions,

Professional organization spokesmen have decried the medicare

6John G..Steinle, '"Medical Specialist-Hospital Relationships,"
' ‘Hospital Topics, XXXVI (June, 1958), 42,

7Wesley W, Héll, "Letter from Chairman of the Board to
Members of the House of Delegates,'" Journal of the American Medical
" ‘Association, CXCVII (September 5, 1966), 137,
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bill in general and particularily resist any expansion of ité
benefits or intervention of any official agency in the doctor-
patient relationship. As an extension of this attitude, the
specialty groups officially endorse arrangements by which the
doctors are completely independent contractors in the delivery of
medical service,

At the other extreme arevspokesmen for consumer oriented
groups, These represent labor-management organizations, Blue Cross
groups and, in some cases, social security agencies., They are inter-
ested in using every legislative and administrative tool available
to deliver the maximum medical service at the lowest price,

In the middle of these two extremes are groups who realize
that past patterns of activity, as well as new requirements for
providing medical care, must be blended over a period of time in a
manner that is acceptable to the hospitals, the doctors, the
patients, and the third party representatives of the patients.

The attitudes of these spokesmen are well characterized by
the position of the American Hospital Association which states:

It is the right and responsibility of both hospitals and
physicians to develop on the basis of local conditions and

needs any terms of service that are fair to patients and that

are designed to provide high-quality care, and that any
contractual arrangement is satisfactory providing it does not

entail exploitation of the patient, the hospital, or the
physician,$

8American Hospital Association, Relationships: Hospitals and
Hospital-based Specialists (Chicago: ' American HOSthal
Association, 1966), pe Lo
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Almost thirty years ago the American Hospital Association and
the major radiology societies agreed on the following statement:

The American Hospital Association and Radiological Inter-
Socicty Committee view with disapproval the proposal that the
actual cost of films and associated overhead be separated from
the professional charges of the radiologist or that the
responsibility for this department be divorced from the
hospital, While in many instances this would be a financial

v rvllef to the hospitals, it would probably result in frequent
omission of the radiological consultation with a specialist

in radiology, would mean less efficient radiological services
with potential legal complications, and would tend to create
difficulties with national and other organizations requiring
supervision of the radiological work by a competent
radiologist.9
In 1950 the American College of Radiology, as a sole spokes=
man of the radiologists, withdrew approval of this statement. As a
later step towards "emancipation," this group, with the strong
support of the American Medical Association, overcame the opposition
of the American Hospital Association and other groups and persuaded
the House Ways and Means Committee, and finally the entire House of
Representatives, to place reimbursement of radiologists (and three
other groups) in Part B of Medicare.lo
Eight principles were announced in January, 1966, to
implement the medicare law. Principle Three held that physicians

would be reimbursed under medicare's voluntary plan (Part B) only if

they rendered an identifiable, direct service to a given patient,

TR, o, T 20

10"hy Radiologists Want to Bill Separately," Your

Radiologist, IX (Snrlng, 1966), 8.
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Services benefiting medicare patients in general, such as 3
physician's administrative duties in a hospital, would be reimbursed
under Part A, the basic hospital insurance plan,ll
Hospitals are required to provide pathology and radiology
services, They have ﬁsually billed the patients for these services,
provided the equipment, and contracted (on a percentage of the net
or gross income of the department or a salary basis) with the
specialist to provide the professional and administrative manage-
ment of the department, Administf;tors claimed that, by virtue of
this relationship, they had reason to maintain control over these
services. Much of the work in a hospital pathology department is
handled by technicians, often with automated equipment., To medicare
officials these services were clearly hospital rather than medical
and, therefore, Part A services,
Upon additional review, the College of American Pathologists

noted:

The statute provides that part A benefits covered medical and

other health services "other than physicians' services unless

furnished by a resident or intern of a hospital." Congress

decided that part A funds simply would not be used to pay for

the professional services of physicians. Principle Three is

an indirect attempt to win the same battle which HEW lost in

Congress, that is, the Douglas amendment , 12

Subsequently, Medicare officials provided that the hospital

llGeqrge E., Reed, "Eight Principles of Reimbursement of
Hospital-based Physicians," Hospital Progress, XLVII (February,
1966) ; 6

12"Medicare\Report," Geriatrics, XXI (June, 1966), 72,

'
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and the pathologist could, by mutual agreement, elect to use an
appropriate uniform percentage of each pathology service in
determining the amount of the pathologist's charges to be reimbursed
under Part B, They required that the total amount allocated to
Part B by the percentage method would be the same as would result
from evaluating separately each service rendered.

Over the years the orientation of these specialties has
changed from a role of research and a minoxr diagnéstic service.

Today they have assumed a major part in patient care activity. With

this emerging role has come a desire to get out from under what they
consider the "'domination'" of hospital administrators,l3

At the present time, an amendment\to the basic law is being
considered. It would create a Part C fund which would provide
reimbursement for specialty diagnostic services to hospitals without
the present deduciable amount, OQutpatient services would remain
covered by Part B, The pathology group favors the proposal® since it
would replace the controversial principle which requires a
physician's service to be performed in person in order to be
reimbursed under Paft B, The radiologists oppose the measure because
they feel it wogld destroy the similarity of treatment of

radiologists and other physicians. The Part C proposal is rejected

~ by the American Medical Association, which opposes any extension of

131bid., p. 78.

h
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medicare, It suggests restructuring the entire Part B program into
a voluntary health insurance plan with subsidy only of the needy.

Criteria and Standards

An agreement between the hospital and the specialist should
clearly state the administrative and professional relationships
and responsibilities. The specialist's practice should be, from a
standpoint of medical judgement, as independent as that of other
staff members, Similarily, it should be subject to review by the
medical staff organization,

Considering his training and experience and the level of
compensation prevailing in the locality for physicians of comparable
qualifications, the physician specialist is\entitled to fair
remuneration for ﬁis sexvices,l4

The California Medical Association has published some guide-
lines which appear to be suitable for evaluation of alternative
agreements: ‘

1. Regardless of the type of contractual arrangement there
shall be no additional charge or cost to the patient or third
party on an over-all basis if there is a change in the contract.
2. The professional component charge should be no greater than
similar charges made by equally qualified radiologists in
comparable hospitals in the area,

3. Within limitations herein set forth the hospital component
of the charge will be established by the hospital in accordance

with the Guiding Principles for Hospitals adopted by the
California Hospital Association.

l4Anerican Hospital Association, on. Sit., D, 2,

%
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4, In the event there is question as to the fairness of the
professional fee or fees established by the specialists, then
such matter shall be referred to the Executive Committee of
the Medical Staff for final determination., If said Executive
- Committee does not have a radiologist or pathologist upon it,
then the specialist shall have the right to appoint a
radiologist or pathologist of his choice to sit on said
committee solely for the purpose of this determination,l5

Research Methodology

The alternative methods of compensation were determined by a
review of the current literature, The attitudes, opinions, and
frequency of use of these various methods on a national level were
ascertained., The local setting was studied by interviews in Austin
during 29-31 January and 1-12 May 1967. Interviews were held with
the administrator, assistant administrator, comptroller, personnel
director, medical records librarian, business office manager,
insurance office manager, the pathologist, and the radiologist.

In.order to determine the fiscal impact upon the hospital,
the gross income, operating expenses, and the net income of.the
hospital from the departments of radiology and pathology were
determined for comparable nine-month periods before and aftér the
initiation of separate billing. The resultant figures were
correlated with work performedvby the two departments during these
periods,

The impact of separate billing procedures upon the doctors
was determined during several interviews.,

The impact of separate billing upon the patients was

1Ssamuel J, Tibbitts, "Relations Between Hospital-Based
Specialists and Hospitals,' Hospital Forum, IX (June, 1966), 18.
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determined by a telephone survey of the attitudes of thirty-one
patients who had been discharged-from the hospital in the previous
months, These were selected from consecutive charts which had been
set aside by the medical librarian for medical audit. Routinely,
every fifth chart is reviewed by the audit committee. For this
study only patients who had both x~ray and laboratory examinations
were inter&iewed; patients with malignancies and terminal illnesses

were not contacted.



CHAPTER TII

DISCUSSION

The American Hospital Association has suggested several
types of arrangements for compensation of hospital-based specialists.
There are basically five methods of payment for these physicians!'

' services: salary, lease, percentage of the gross department income,
percentage of the net department income, and separate billing by the
physician. The latter three methods have been used for or are being
used at Seton Hospital. A review of the frequency of use of these
various methods is included in Appendix B,

There are many possible combinations of these arrangements
between the specialist and the hospital, The physician, as a
member of the hospital staff, and the hospital must detefmine the
relative merits or deficiencies of each method to establishfwhat is
best for them, the hospital, and the patients they serve,l .

- Salary
The Principles of Medical Ethics of the American Medical

Association, published in 1957, provides that:

A physician should not dispose of his services under terms or -
conditions which tend to interfere with or impair the free and

lAmerican Hospital Association, Relationships: Hospitals and
Hospital-Based Specialists (Chicago: American Hospital Association,
1566, P20, -

18
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complete exercise of his judgment and skill or tend to cause
deterioration of the quality of medical care,?

No exception can be taken to the avowed intent of this
principle. The prevention of exploitation of a professional person
and the maintenance of the profession's dignity are fundamental to
any profession,

The American Medical Association's Judicial Council has
reiterated its previous position:

The Council has repeatedly stated that the acceptance of a
salary by a physician does not in itself constitute unethical
conduct., If, in a given situation, a physician disposes of

his professional services under terms which permit exploitation,
his conduct is unethical. . . . Solutions of controversies
relating to financial arrangements can best be effected at the
local level,d

The position of The College of American Pathologists is that
& salary is acceptable on ethical grounds only in the following
circumstances: in government institutions (local, state, or federal)
where private paying patients are not ordinarily accepted; in large
private clinics or physician groups wherein all physicians are
similarly remunerated on a salary basis; and in institutions where

the salary is received for departmental, administrative, educational,

or research activities,4

ZAmerican Medical Association, "Principles of Medical Ethics,"
- Journal of the American Medical Association, CLXVII (June 7, oIy, 31,

$Lbide s Bl,

4College of American Pathologists, Manual of Physician and
Hospital Relations, A Manual Prepared by the Hospital and Institu-
tional Relations Committee (Chicago: College of American
Pathologists, 1966), p. 14, :
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A salary arrangement has the advantage of providing a
guaranteea income to the physician.and attracting a specialist to a
particular locality. Perquisites, including annual vacation, sick
benefits, insurance and retirement program, liability insuraﬂce, and
attendance at medical meetings may be provided., An affluent physician
may be attracted to a salary from a charitable institution, since
20% of such salary, and the personal income tax to be paid on it,
may be deferred as a retirement benefit.®

The hospital has exerted a great impact in the improvement of
medical care., Contractual arrangements with physicians apparently
weld the medical care team into a more cohesive unit, Esprit de
corps in a hospital staff requires at least a small core of doctors
who identify themselves wholly or largely with the institution.®

According to a 1967 national survey by the American Hospital
Association, 24,3% of pathologists and 14,5% of radiologists.are on
a salary, This is slightly less than a year earlier.’ A similar
survey in 1958 revealed 26% and 11%, respectively, compensated by

salary.8

SStephen F, Donzhue, 'Deferred Income As a Tool for Negotiating
with Specialists," Hospital Topics, XLIV (June, 1966).,. 83,

SMilton I, Roemer, "Growth of Salaried Physicians," HbsEital
Progress, XLV (September, 1964), 79,

The Weeke=for Hospitals, III, No. 16 (April 21, i P 8

8Seymour E. Harris, The Economics of American Medicine (New
York: Macmillan Co,, 1964)7 p. 126.
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Government agencies, trustees of labor-management benefit

plans, Blue Cross intermediaries, Blue Cross plans, and private

insurance companies have all become more interested in the economical

delivery of medical service, As these groups provide more and more
money to hospitals--money that they administer but do not create--

they feel a right and an obligation to insist on standards of

delivery of medical care., Their consumer-oriented point of view has

stimulated them to raise their voices in favor of what they insist
is the most economical method, that is, employment of these
specialists by the hospital on a salary or percentage basis,”
Instances are reported of busy salaried specialists performing
services which would be valued at $100,000 to $500,000 a year if
charged at prevailing fee schedules, One may presume that these
patients were actually being charged prevailing fee schedules and
that the excess of the specialist's earnings over his income was
applied to other areas of the hospital,

This is the "exploitation' that the professional societies
oppose., Traditionally, the laboratory and the x-ray departments
have been considered sources of revenue to support non-revenue
producing areas; and until accounting procedures are developed and

used which properly allocate indirect and direct costs, adminis«

trators will not know the true cost of performing these diagnostic

SRuth Brecher and Edward Brecher, How to Get the Most out of

Medical and Hospital Plans (Englewood Cliffs, N. J.: Prentice-Hall,

1963), p. 45,
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procedures., These improved accounting procedures will be necessary
for the hospitals to be appropriately reimbursed by government
agencies and insurance carriers.
Wilcox has pointed out the regional legal problems of a

salary agreement:

Nonprofit hospitals enjoy an affirmative authority from the

legislature (New York State) to employ physicians to practice

medicine and thus legislative immunity from the corporate

practice rule, Similar views have been expressed by the
attorneys general of Connecticut and North Carolina, A

decision of the Supreme Court of Texas adopted much the same
position, but its authority has been shaken by later cases and
the status of salaried practice in the nonprofit hospitals of
that state is seriously in doubt,10 :
At the present time, the pathologist at Seton Hall receives
a salary for his administrative activities., Additional use of this
method would ﬁof simplify the need for identifying the professional
component of each examination. Although there may be some personal
advantage to this method, interpretation of the state law and
standards of ethics by the medical professional organizations makes
its additional use inadvisable.
A lease or contractual concession arrangement is considered
the most desirable by the College of American Pathologists. In this

arrangement the specialist has an independent contractor relation-

ship with the hospital., He is an active member of the medical 5 on0s g

1OAlan_son W. Wilcox, "Non-profit Hospitals and the Corporate
Practice of Medicine,' Readings in Hospital Law (Chiqago: American
Hospital Association, 1966), p. 51.
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has the entire responsibility for providing all phases of his
medical specialty, and must personally answer for its quality.-l1

The hospital may depend upon a constant source of income as a return

on its investment in the' involved property. The patient would

receive a bill for specialty service separate £rom the hospital bill,

but he would not receive separate bills for the technical and

professional portioné of the x~ray or laboratory examination,

Reimbursement under medicare is simplified under this method
since Principle Six says:

Where a hospital-based physician himself bears some or all of
the costs of operation of a hospital department and bills his
patients directly, rather than through the hospital, the
reasonable charges for his services recognized under Part B
will reflect the costs so borne by him. Where all of the
costs are to be borne by the physician, charges heretofore
established for such services by agreement between the |
physician and the hospital may be acceptable (under Part B),
but they will require either upward or downward adjustment if
the hospital has been bearing a cost significantly greater or
less than its share of the proceeds of such charges.

Under these provisions, if the hospital has been receiving
more than the cost of the technical portions of the examination, the
total reimbursement under Part B will be less to the benefit of the
' patient,

The American Hospital Association views a leasing'arrangement

as the least desirable of the altérnatives,!3 1In many areas there

licollege of American Pathologists, op, cit., p. 6.

12George E. Reed, "Eight Principles of Reimbursement of
Hospitalw-based Physicians,' Hospital Progress, XLII (February, 1966),
6“'7'

13pmerican Hospital Association, op. cit., p. 24,
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are legal prohititions preventing such arrangements in government
owned hospitals (county, district, or municipal). In many states a
nonprofit hospital may risk loss of all or part of its tax exemption
if it leases facilities to a physician for the latter's profit. Under
such an érrangement, Seton Hospital would probably lose its status
as a charitable institution.l4 The College of American Pathologists
has proposed a '"Mutual Working Agreement,"lwhich may be legaily
distinguished from a lease only because it does not require the
conveyance of an interest in real estate,l®

With either of these arrangements the administration loses
considerable control over a segmented departmenfal area. This loss
of uniform management standards may present problems of different
personnel policies and salary scales for ancilliary personnel
within the same building. Although administrative authority may be
delegated, legally the responsibility for professional acts within
this department remains with the governing authority of the hospital,
The only control over activities within the leased department is.
what the leasecholder agrees to accept through the medical staff,

The hospital would have little control over development or
expansion of the leased facility to meet growing requirements of the

community or. the medical staff. The hospital directors would be

iy

14y, S. Internal Revenue Service, Federal Income Tax Code,
See, 50%:(c) (3).

15College of American Pathologists, op. cit., p. 7.
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limited in soliciting donations for creation or expansion of leased
facilities., Since the leaseholder would have a considerable invest-
ment in the department, replacement of a specialist would be
complicated, For the same reason a young specialist would find it
necessary to join an existing group rather than'start out on his
own,

The biggest argument against a lease arrangement is that an
artificial adﬁinistrative barrier is created which might interfere
with the communication and co-ordination with other activities

whose sole excuse for existence is patient care,

Percentage of the Gross

This method provides for compensating the specialist with a
percentage of the gross charges of the laboratory or X-ray department
less deductions for bad debts, charity, and other normal charges.
The hospital owns all of the equipmentAand furnishes ali of the
supplies, The hospital hires all personnel with the appro;al of the
department chief, The head of the department is responsible to the
hospital administrator in administrative mattefs and to the chief of
the medical staff in professional matters,

In this arrangement the depar?ment chief hﬁs little incentive
to keep overhead costs down, and he has little control over the
amount of charity work he contributes, These possibilities do not
mean that the quality of work wili be low or the quantity of work or

costs will be high; it does mean that the hospital does not have

’,
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direct control over its own costs.l®

This method does not ordinarily provide for identification
of the examination as a medical service; and, without adequate cost
accounting, it may inadvertently lead to‘the division of fees,

This method is often misunderstood by other physicians and the
general public as fee splitting.17

Priof to July 1, 1967, the radiologist received 35% of the
. gross billing, less charity, of the department, His relations with
the hospital, both from the administrative and economic standpoint,
had beeﬁ satisfactory. He did feel that there was a lack of true
knowledge of fhe department operating expenses,lbut did not feel
that he was exploited,

Although this system in this hospital had been generally
satisfactory for several years, it did not meet with the recommen-
dations of the Américan College of Radiologists or the personal
desires of the specialist. :

Percentage of the Net

By this arrangement the specialist receives a predetermined
percentage of the income of the department after all costs of

operation are deducted, This may be calculated on a sliding scale

yalter J. McNerney, Hospital and Medical Economics, Vol., II
(2 vols.; Chicago: Hospital RESCErch and EAucational Trus T 1962),
1247,

17american College of Pathologists; op. cit., p. 29,
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with a guaranteed minimum., The physician has a personal interest in
the economical operation of the service and it is a method which
was used by approximately 30% of hospital pathologists (see Appendix
B). In addition to the disadvantages listed for a percentage of the
~gross method, the percentage of net method requires sophisticated
accounting practices and procedures.18

Prior to July 1, 1966, the.patholpgist received 40% of the
income of the department aftexr deduction for charity, bad debts,
salary of department employees, and other department operating
expenses. It was not a true net figure as (1) the hospital
purchased all capital equipment and did not compute depreciation or
indirect costs of operation, and (2) accounting was on a cash, not
an accrual, basis,

The pathologist felt that there were regional differences in
hospital-specialist relations and that these were better than average
in Texas and particularly good in Austin. As a member of the College
of American Pathologists, he felt some obligation to follow their
recommendations, He also felt a desire for increased participation
in the doctor-patient relationship. His income had been satisfactory,
and the pathologist did not expect an inéreased income from separate

billing although he did anticipate more clerical work,

Relations between the pathologist and the hospital had been

18American Hospital Association, op. cit., p. 21,
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satisfactory. He would have liked more authority in some pefsonnel
decisions, but he did approve all hiring,

Over the years, the administrative and professional work
load of the laboratory had increased considerably. The pathologist
provided quality control from his private office., Although this
method had been mutually satisfactory to the physician and to the
hospital, it did not meet the recommendations of the College of
American Patholpgists;

- Separate Billing

The separate billing method, by which the specialist submits
his bill to the patient for the professional portion of the examin-
ation, meets the ethical standards of all professional oxgaﬁizations.
Slightly less acceptable to these professional societies, is the
submission of the bill to a third party (medicare intermediary or
insurance company). And least acceptable is the inclusion of these
charges in the hospital bill even if they are identified as'a
separate service, The medicare bill requires identification of the
professional portion of the examination for reimbursement from Part
B funds; but the hospital, as well as the specialist, may bill
professional charges under Part B, The federal government is not
concerned with the disposition of the proceeds Sf such biliipg
between the hospital and the specialist.19 These same requirements

will probably apply to patients eligible under Title XIX of the

19American Hospital Association, op, cit,, p. 28,
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Medicare Act. Since such a large group of patients will have a
published fee.échedule separating the professional and technical
aspects of the examinations, it is argued that all patients should
be billed in a similar manner,20

Present Blue Cross plans will not reimburse separately for
the professicnal service, but will pay the hospital for this
component as part of the total charge for the examination, The
patient who has Blue Cross, but not Blue Shield,.will not have as
much coverage as he would under any other system of billing, New
Blue Cross contracts may be written,'howevér, providing for the
professional component of these examinations to.be paid to the
physician,

The physician is responsible for establishing a method of
obtaining necessary patient data for billing purpdses‘ The actual
billing is best done by his clerical help away from the hospital.
If the physician hires clerks to work in the hospital, personnel
problems might arise, He is still responsible to the hospital
administrator in administrative matters and to the director of
medical education in teaching activities, and he may receive a
separate stipend for these services, There is little doubt that

v

this method would require more administrative problems for the

doctors and some inconvenience to the patients. To the extent that

ZO"Why Radiologists Want to Bill Separately,' Your
Radiologist, IX (Spring, 1966), 13,
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the doctors' income is increased, revenue to the hospital must be
decreased, assuming that the total bill remains the same.

One of the frequent arguments against separate billing is the
inconvenience to the patient of paying segmented amounts for what to
him is a single serviée. Even if the physician takes an assignment
for his fee and the patient has already paid his annual deductible
amount for Part B, the patient is still responsible for 20% of the
professional portion of the examination., He still has the same
responsibility to pay a percentage to his primary physician and
other consulting specialists as well as a separate payment to the
hospital for those benefits not reimbursable under Part A. In any
event; in the future it is predicted that all of these transactions
between a patient's, debtors (bank, insurance company, Medicare
intermediary) and his creditors (physician, hospital, and ancilliary

medical services) will be by computer.

Money, which is now a thing, a slip of paper passing from hand

to hand, from bank to bank, will become primarily a concept--
checks and credit cards as we presently know them, are both on
their way out, Within a few years money transfers will be made
by computers, The impact on bankin§, retailing, and money
lending is going to be staggering,2

Effect of separate billing on radiology

The radiologist studied the relative value scales which had
been used in Georgia and California. The point value for each exam=-

ination was divided, with the hospital billing the patient for the

2lvElectronic Money," Forbes, IC, No, 7 (April 1, 1967), 48.
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technical aspects of the examination and the physician billing for his
professional service, This division of previous charge scales allowed
a reasonable allocation of each charge without an increase in the
total amount, Recently, the hospital has increased the charges for
some technical services based upon new contractual agreements with
the State Blue Cross Plan,

The chénge pointed out the need for establishing the true cost
of each service, A study is in progress to dete?mine this cost, .A
reasonable determination of indirect costs, including depreciation,
will in the future give a more satisfactory basis for charges and
reimbursement of the true cost of the technical service.

A copy of the radiology consultation-request report form is
retained in the department for subsequent billing by the radiologist's
private office, In addition, upon discharge of the patient, the
business office obtains a signed insurance form or Medicare Part B
form, which is forwarded to the radiologist for direct billing to
the insurance carrier, .

This increased clerical activity has required the hiring of
one additional sécretary in his private office to prepare bills and
reports to insurance companies and to assist patients in preparation
of claims, In the first few months he felt that the income¢from his
practice was lower due to fewer and delayed collections, After about
three months, he felt that he had reached his previous net income
level, The radiologist stated that the patients were accepting

separate billing very well.
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An information sheet (explaining the change) had initially
been given to each patient on admission to the hospital, Later it
was decided to give these information sheets to the patients at the
time of the ‘examination, Patients occasionally made personal
inquiries for further explanations, but there had been no dissatise
faction expressed., The radiologist felt that it was essential to
have the cooperation and understanding of the hospital clerical help
in providing billing information to the department and answering the
patients' questions.

The impactbof the changed billing method on the administration
of the department was equally insignificant. The radiologist has
continued to function as administrative head of the department.

The net incéme to the hospital from the department for the
first nine months of separate billing was 14,.4% less than the income
during the prior similar nine-month peiiod. The workload had a *
corresponding decrease of only .4%., The average bed occupancy in
the latter period had increased and the total patient days of care
had increased 2.4%, but the total number of patients admittéd was
actually 86 (1.6%) less thamn prior to Medicare, which is probably
the cause of the decreased workload and lack of increased income in
this department. .

The radiologist receives no separate compensation from the
hospital for his administrative and educational activities, fhere
is no formal contractual agreement between the hospital and the

radiologist.




31

Effect of separate billing on pathology

In implementing separate billing, each clinical laboratory
procedure was considered to be approximately 80% technical service and
20% professionai service, The amounts were rounded off for simplicity.
The goal was to establish a schedule of total amounts which were
comparable to existing Biue Cross agreements and consistent with pre-
vailing patterns of charges in the community.

The pathologisf continues to charge the same amount for tissue
examinations and frozen sections which comprise less than 3% of all
examinations performed in the department, The hospital charges an
additional 20% for the technical portion of this service, An
increase in the total charge for these examinations has resdlted,
but these charges are still comparable to charges by the hospitals
and laboratories in the area,

The hospital is planning an extensive cost finding survey to
establish the true total cost of performing each examination.

Charges and reimbursement for these services may be altered by this
study. ‘

As head of the Pathology Department, the pathologist receives
a stipend from the hospital for his administrative services, He
also receives a fee from the hospital for each éutopsy for which the
hospital is not reimbursed.

The pathologist bills all patients directly from his private
office; and tﬁis has required a $3,000 electronic accounting

machine, an additional secretary, and additional part-time clexrks to
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help with the billing, The clerical help also assist patients in

preparing claim forms since the pathologist does not bill the

insurance carrier directly.

There has been no impact on the administrative relationships
of the department and hospital since the pathologist continues to
finction in both line and staff roles,

The financial impact upon the hospital of this system of
separate billing has been favorable. The total number of examinations
has increased 6,8%, and the net income to the hoﬁpital has increased
15.3%, The initial impact on the pathologist was more alarming, In
the first month collections amounted to 7%, Subsequently, collections
have increased to a consistent 85%, The ﬁatholpgist feels that his
present income is about the same as when he received a percentage of
the net income from the department., He also feels more participation
in the.doctor-patient relationship.,

During the several interviews with the pathologist, he was
frequently interrupted by technicians and asked to review blood
smears, cross-matches for blood transfusions, and frozen sectionms.

All of these studies were on fatients with whom the physician had no -
direct personal contact, but there was equally no doubt that he was
rendering a professional service, The pathologist does not have a
formal contractual agreement with the hospital.b

Effect of separate billing on the hospital

Since the beginning of Medicare and separate billing practices,
the total days of patient care has increased 2,4% when compared to the

similar previous nine month period, The total number of admissions
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has shown a 1.6% decrease. The income to the hospital from the x-ray
and pathology departments has increased 8,6%. |

The administrative relations have continued to be cordial and
effective, and there have been no unfavorable reactions from other
members of the medical staff. Providing the data for billing to the
physicians has not been an additional burden to the business office,
The hospital's new concentration on the technical aspects of the
examinations has stimulated interest in true cost findings which will
pfobably result in improved accounting procedures.

Theoretically, any other qualified pathologist or radiologist
could seek admission to the medical staff and pérform the professional
éspects of the examination for which the hospital provides the tech-
nical component; however, general shortage of these specialists makes
this unlikely, Similarily; staff physicians could be granted the
privilege of reading x-rays or interpreting tissue slides that come
within their competency or specialty field,2?

Effect of separate billing on patients

Of the thirty-one patients interviewed, eleven were over sixty-

 five and were covered by Part A of Medicare., One patient did not have

Part B coverage, but did have commercial insurance. The remaining
ten had Part B coverage, and two of these had additional commercial

plans which covered the deductible portion, Twenty patients were under

22Robert C. ﬁQVe, "X-ray Interpretation," Hospitals, XLI
(May 16, 1967), 29,
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sixty-five and three of these did not have insurance coverage, Six
had Blue Cross coverage and eleven had commercial plans. ‘

None of the patients expressed dissatisfaction related to
receiving a separate bill from the specialists, Four had not
received the information sheet or had forgotten it; Two of these
paid after questioning the hospital business office, and two paid
after inquiring at the doctors' offices, Three of the patients had
received assistance in completing insurance forms from the pathol-
‘oéist's private office, Five patients expressed mild annoyance with
the trouble and inconvenience of filling out the forms in general,
and two expressed moderate annoyance but not specifically with the
fadiology or pathology forms. Four patients expressed moderate
dissatisfaction with their insurance coverage; three of them were
upset because the service was not covered by Blue Cross, and one
appeared to be moderately dissatisfied in general without any
specific target. |

This survey was neither a large enough sample nor in enough
detail to be of statistical importance, It did not indicafe any
~ significant -impact of separate billing by these specialists upon this
~group of patients. |

Summaxy

Of the five alternative methods of compensation for the
radiologist and pathologist af Seton Hospital, Austin, Texas, only
one is clearly preférable. The salary method is not possible under

present civil statutes, The leasing method would present taxation
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disadvantages as well as unnecessarily segment administrative
patterns, Compensation on the basis of a percentage of the net or
gross department income was successful for a number of years, but
the College of American Pathologists and the American College of
Radiology consider this undesirable.

Separate billing by the specialists has proved satisfactory
during the nine months of its use. It provides a method of
identifying the charge of the professional aspect of each examination
distinct from the cost of the technical portion for reimbursement
under the provisions of the Medicare Act. It allows all patients
within each department to be billed in a similaf manner.,

The fiscal impact on the hospital by the new method has been,

if anything, favorable., There has been no significant impact upon a

~group of patients who were interviewed, The physicians' income has

not been affected., An increase in administrative and clerical
activity by the physicians has been ba;anced by their increased
participation in the doctor-patient relationship, Neither the
radiologist nor the pathologist have a formal contractual agreement
with the hospital. The hospital requires the continuous services
of these specialists in order to meet its objectives in the
delivery of medical service., Although the radiologist apparently
receives an equitable income, he does not receive compensation for

his teaching or administrative activities,




CHAPTER 1V
CONCLUSIONS AND RECOMMENDATIONS

Conclusion

The most equitable method of compensation for the radiologist
and pathologist at Seton Hospital, Austin, Texas, is that of
separate billing by these physicians for the professional component
of their services. Thi§ method meets the ethical standards of thg
College of American Pathologists and the American College of
Radiology. It has proved satisfactory to the doctors, to the
hospital, and to at least one gfoup of patients who were interviewed.

There are important and complicated ethical and economic
considerations in the relationship between specialists and the
hospital, These mutual obligations, responsibilities, and privileges
are essential to both the specialists and the hospital in attaining
their individual and mutual goals., Although these relationships have
developed satisfactorily on an informal basis, a formal agreement is
necessary to prevent problems and misunderstandings,

’ These specialists® administrative and educational services to
the hospital are substantially greater than are similar services by
other members of the medical staff., These services are recognized in
the case of the pathologist, but not in the case of the radiologist.

‘ 'Recommendations

It is recommended that the present system of separate billing

36
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by the radiologist and pathologist be continued, It is recommended
that the terms of the relationship between these specialists and the
hospital be recorded in a formal contract. It is also recommendéd
that the radiologist receive a separate stipend in consideration for
his administrative and educational services to the hospital., A
proposed contractual agreement to implement these recommendations is

included in Appendix C,
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EARNINGS OF DOCTORS EMPLOYED

FULLTIME IN NON-FEDERAL HOSPITALS---19651

Median Gross Income Median Net Income

All Physicians : $18,600 $17,100
Pathologists : 23,200 : 20,500
Radio;ogists 29,500 - 26,000
Percentage Distribution of Earnings Levels

Gross Professional "HOEPéréentiof Hospifal Physicians
Income Pathologists . Radiologists
$40,000 or over 12.6% 25,2%
$31,000 or over ‘ 26,.0% 44,5%
$25,000 or over : 43,8% 63.2%
$22,000 or over 53.6% 76.3%
$19,000 or over 67.0% 85.5%
$16,000 or over . 84,0% ' 94,0%
$13,000 or over 92,0% ; ' 97.0%
$10,000 or over 97.3% ‘ 98.0%

N

Hospita

tphysicians in Hospital Practice Report their Income,"
1 Physician, Januaxy 1967, p. 31,

-
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PATTERNS OF HOSPITAL~PHYSICIAN AGREEMENTS

Source: Harris, 1958,1

Radiologists Pathologists
% of Gross 59% 26%
% of Net 21% 17%
Salary 11% 26%
Lease 3% 2%
Fee for Service 6% 29%

Source: Steinle; 120 Short Term Voluntary Hospitals, 1958,2

Radiologists Pathologists
% of Gross 38% 29%
% of Net 35% 37%
Salary 21% 30%
Lease 6% 4%

lgeymour E, Harris, The Economics of American Medicine (New
York: Macmillan Co., 1964), p. 126.

2John G. Steinle, '"Medical Specialist-Hospital Relationships,"
Hospital Topics, XXXVI (June, 1958), 40.
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Source: Roemer; 2,434 Non-government Hospitals, 1964 ,3

Radiologists Pathologists
Salary 16.7% 28.7%
Salary plus Other 5.5% 8.7%
% of Net or Gross 69.8% 45,0%
Fee for Service 5.0% 13.8%
Combination 3.0% 3.8%

Source: California, All Practicing Physicians, 1965,4

Radiologists Pathologists
(1,157) (803

Salary 29.0% 50.4%
Fee for Service 35.5% 23,7%
Fee for Service plus

Part Time Salary 6.7% 4,2%
Full Time Salary plus

Some Fee for Service 3.6% 10.0%
Group Practice 25.2% 11,7%

SMilton I, Roemer, "Growth of Salaried Physicians,"
Hospital Progress, XLV (September, 1964), 80,

4ngources of Income and Principal Employers of California
Physicians, August 1965," California Medicine, CV (July, 1966), 71,
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Source: American Hospital Association Survey, 1965-1966,°

1965
Radiologists Pathologists
Salary 14,9% 24,5%
% of Gross 54,1% 38.3%
% of Net 16.5% PR
Separate Billing 13.5% 11.1%
1966
Radiologists Pathologists
Salary 14,5% 24,3%
% of Gross 50.0% 37.3%
% of Net 14,9% e
Separate Billing 30.1% 17.9%

S'Hospital Billing for Specialists Declines," The A M A News,
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PROPOSED CONTRACTUAL AGREEMENT

Agreement .
This Agreement made the day of 19 _, between

Seton Hospital and , M.D., hereafter

designated as Pathologist or Radiologist,-«("Specialist" is used for
either term in this sample agreement).
Witnesseth

Whereas, the "Specialist' has been appointed to the Medical
Staff of Seton Hospital in accordance with the rules and regulations
of the Medical Staff and the Governing Board of the Hospital; and

Whereas, the parties have agreed upon the terms and
conditions under which the '"'Specialist'" shall serve as Director of
the Department of Pathology (or Radiolpgyj of Seton Hospital and
desire to reduce such texms and conditions to writing;

Now Therefore, in comnsideration of the mutual promises of"

the parties set forth below, it is agreed as follows:

I. The hospital appoints the '"Specialist! and the
"Specialist!" agrees to serve as Director of the Department of
Pathology (or Radiology) of the Hospital during the term of this
agreement, In such capacity the "Speéialist" shall assume and
discharge all responsibility for the administrative and professional
management of the department, in keeping with the policies of the

Hospital, the rules and regulations of the Hospital's Medical Staff

and all applicable laws and regulations,

45
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11, The Hospital shall make available during the term of
the contract the space designated for the Department of Pathology
(or Radiology), and in addition, the Hospital shall make available
such equipment as is required for the préper operation and conduct
of the'departmedt. The Hospital shall also keep and maintain said
equipment in good order and repair, The Hospital shall furnish the
department Qith utilities and with such ordinary housekeeping,
laundry, and other services as may be required for the proper
operation and conduct of the department, The Hospital shall
purchase all necessary supplies for the de#artment, such as glass~
ware (or film), chemicals, stationery, and similar expendable items
and shall keep accurate records of the cost thereof,

III,* All nonmedical personnel required for the proper
conduct of the department, including technologists, secretaries, and
other personnel, Qhall be employed by the Hospital, but the selection
and retention of such personnel shall be subject to the approval of.
the "Specialist." Salaries, bepefits, and personnel policies
applicable toipersohs employed in this department shall be uniform
with those of othér hospital employees in similar personnel
classifications.

IV, The "Specialist" shall assist the Medical Staff and the
B;ard of Trustees 6f thé Hospital in efforts to attract a sufficient
number of qualified pathologists (or radiologists) to provide the
level® of patient, consultative, and téachipg sexvices necessary

to the Hospital., The "Specialist" shall accept responsibility for
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the availability of professional service in the department whon he
is absént becauée of illness, vacation, attendance at scientific
meetings, or for any cause.b

V. The "Specialist" shall file with the Hospitalla record
of all services rendered to patients in the department and will
assist the Hospital in the détermination of all costs, direct and
indiréct, in performing the technical portion of each examination,

Vie the "Specialist" shall perform, without charge, such
customary services (other than those for which a charge is
collectible from sources other than the Hospital or its employees)
required in caring for indigent patients, hospital employees,
students, and like personnel,

VII, The "Specialist'" shall participate in the educational
programs conducted by the Hospital and perform such other teaching
functions within the Hospital as are necessary to assuré the -
Hospital's compliance with requirements of accrediting bodiés such
as the American Medical Association and the Joint Commission on
Accreditation of Hospitals,

VIII, In consideration of the services to be performed by
the "Specialist," as described in the above paragraphs, and inasmuch
as these educational and administrative services are expected to be

substantially greater than those ordinarily expected of other

members of the attending medical staff, the Hospital agrees to pay

the "Specialist" compensation in the amount of Dollars

($ ) per calendar month during the term of this Agreement,
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(as well as § per autopsy performed--Pathologist only),

IX. The "Specialist" shall charge his patients for his
professional services and shall be responsible for the billing and
collection of such charges. The Hospital shall provide each
qualified "'Specialist" practicing in the Hospital with necessary
information with which to render bills to patients served by such
"Specialist," The 'Hospital shall charge the patient separately
for the use of its rooms, equipment, and facilities and for all
other costs and supplies. .

X. The fees charged by the~"Speciaiist" shall be in general
accordance with cugtomary local fees for compafable services; and the
"Specialist'' shall maintain in the Depértment, and with the
Executive Committee of the Medical Staff, a schedule of such fees
for the information of patients, referring physicians, and the
Hospital Administrator, In the event of any disagreement as to the
level of fees, such disagfeement_shall be referred to the Executive.
Committ;e of the Medical Staff for final determination.

. XI. Nothing contained herein shall be construed to prohibit
the Hospital from permitting the practice.of pathology or radiology
in the Hospital by other qualified "Specialists," approved by the
Medical Staff and the Board of Trustees, provided that such
"Specialists" shall abide by the rules and regulations covering the
Department.of Pathology (or Radiology) of the hospital,

¢ XII, The ''Specialist" at all times shall act as an

independent practioner, practicing his profession as a doctor of
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medicine, The Hospital shall neither have nor exercise any control
or difcction ovér the mothods by which the "Specialist" shall
practice medicine, except that the "Specialist" agrees to use the
currently acceptable methods and practices of his specialty., The
sole interest of the Hospital shall be to assure that these services
in the Hospital shall be performed in a competent, efficient, and
satisfactory manner,

X3El, This agreemént shall remain in full force and effect

\

for a tem of ( ) years from andvaftef
(date of coﬂtract), provided that either of the parties hereto
shall have the right of terminating this agreemént on not less than
days' written notice to the other party,
IN WITNESS WHEREOF, the "Specialist" has executed this
agreement and the Hospital has caused this agreement to be executed

by its duly authorized officers,

Seton Hospital

By

By

Pathologist or Radiologist
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