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ASSEMBLYMAN G:ORGE J. OTLOWSKI (Chairman): We are now going 

to call this hearing to order. Mr. Price, the absentees include 

Assemblyman Visotcky, Assemblyman Haytaian, and Assemblyman Felice, 

although Mr. Felice indicated that he was going to be here. Seated on 

my right is Assemblyman Paul Cuprowski. This hearing is one of a 

series of hearings to be held. The next hearing will be held in Jersey 

City next Friday, December 28, at the County Administration Building. 

It will start at 11J: 30 a.m. 

Now, before we start, I just want to point out that the 

purpose of this hearing is to examine the DRG system of hospital rate 

setting in New Jersey, and the varj ous questions related to the future 

of the system anc' the future of our State's hospital system. The 

hearing wi 11 run the whole gamut bi determine if there are changes we 

have to make, if the system is working, and how well it is working; 

also, if it is not working, why it isn't working and what kind of 

substitutes there should be. The hearing, of course, is a very broad 

hearing, and it m1: y or may not res1Jlt in legislation. It all depends 

on what is brought out. The record will be reviewed by the Committee. 

Undoubtedly, the Committee will then make suggestions. In the 

meantime, the stuff will meet with anyone who has any particular 

suggestions. The staff will also review the record before it comes to 

the Committee, so they can make re, :ommendations to the Committee based 

upon the record. 

How will the hospitals c,Jpe if the State does not receive a 

new waiver? This is one of the problems. As a matter of fact, it 

could be a very costly problem, because the costs would immediately 

shift to the homeowners and to thf counties, the way it was operated 

before. This is unthinkable and unoearable. As a matter of fact, I am 

sure the Legislature would never tolerate that. 

We are talking, too, ~out a $3 billion industry that 

services seven and a half million people. So, we're talking about a 

great program here with many, many ramifications. I just wanted to 

make these things known. The Comm ,.ttee has no fixed ideas; we have a 

completely open mind, and we w,int f very one to be aware of that. 



We have also pointed out at these hearings that if you have 

written testimony, we ~ant eight I opies. Also, if you have written 

testimony and you submjt the eight copies, we usually do not have that 

read, since the contents of the testimony become a part of the record, 

and that is sufficient. l wanted to make that generally known. If 

someone has a written statement a11d wants to summarize that written 

statement, he or she will be per111i tted to do so. Or, a Cammi t tee 

member may have a question he wants to ask you about your writ ten 

statement. So, that is the nature of the hearing and that is the way 

it is going to be held. 

First we are going to hear Deputy Commissioner Charles 

Pierce, Jr. of the New Jersey Depar~ment of Health. Is he here? 

FROM AUDIENCE: He's down,tairs on the phone. 

ASSEMBLYMAN OTLOWSKI: H,~ 's downstairs on the phone, okay. 

Then we are going to hear from Jea11 R. Marshall, First Vice President, 

New Jersey State Nurses Association. Ms. Marshall, do you have copies 

of your written statement? 

JEAN R. MARSHALL, R.N.: Yes, I do. Good morning, Mr. Chairman. 

ASSEMBLYMAN OTLOWSKI: Good mJrning. Ms. Marshall, will you 

please give us your name and the organization you represent for the 

record? 

MS. MARSHALL: We will short~1 our statement. 

ASSEMBLYMAN OTLOWSKI: N,1, what I want you to do-- You've 

submitted the written statement. For the purpose of this hearing, just 

summarize, please. All right? 

MS. MARSHALL: Fine. Chciirman Ot lowski, am Jean Marshall; 

I am First Vice President of the New Jersey State l~urses Association. 

I am an Enterostomal Therapist; al m, I am a graduate of Perth Amboy 

General Hospital School of Nursing, and I did want to say that. 

I am speaking on behalf of the 6, ODD-member Association. We 

appreciate the opportunity to pre: ;ent this testimony on New Jersey's 

hospital payment system, the DR Gs. To my right is Barbara Wright, our 

Executive Director. 

NJSNA has closly monitored the State's DRG system. As an 

association, we actively participate as members of the Commissioner of 
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Health's Nursing Advisory Committee. In addition, we comment regularly 

at public meetings of the Health Care Administration Board and the 

Hospital Rate Setting Commission. 

Further, our knowledge ha3 been greatly enhanced through our 

members who are staff nurses and m magers. They are integral players 

in the system seven days a week, 24 hours a day. As the largest 

nurses' union in the State, many of the contracts we negotiate are 

impacted by the DRG payment system. 

My comments, which I WJ 11 shorten, will address the DRG 

system in general and its impact on nursing in particular. 

NJSNA strongly endorses the continuation of a prospective 

rate-setting system which includBs all payers and provides for 

uncompern;ated/charity care. We recognize that these elements are 

hallmark~; of S-446, and we support their conti11uation. Therefore, we 

support the Department of Health's waiver application for a three-year 

extension. 

We have all witnessed the success New Jersey's rate-setting 

and reimbursement methodology have had on reducing hospital costs and 

placing us among the least costly !;tates in tht nation. Nevertheless, 

we know that the ways in which we as health pre fessionals practice may 

have a greater impact on health care cost containment than addressing 

hospital costs alone. 

For example, variations in health care practices create 

patient volume end can also increase the complexity of DRGs. 

Therefor,3, the addition of surgery in a DRG computation increases its 

costliness. Exercising the option for hospital versus ambulatory care 

for a patient increases costs. Many of these costs wi 11 be controlled 

by third-party payers through such measures as requiring a second 

physician's opinion, or introducing a co-payment or deductible for 

hospital care where there are commu1ity alternatives. Since variations 

in practice do not necessarily yield better patient outcomes, 

monitoring practice patterns through peer review mechanisms with a cost 

efficiency dimension become a social necessity for professionals. 

ASSEMBLYMAN OTLOWSKI: Would you do me a favor, Ms. Marshall, 

because we have your whole statement, would you please go to your 

summary on the last page? 
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MS. MARSHALL: Right. In summary, the New Jersey State 

Nurses Association supports the Di, 1gnostic Related Groups methodology 

for prospective determ i.nation of I 1ospi tal costs. We appeal to the 

Legislature to hold firm in its car ,victions and to the communities of 

interest to be supportive througl1 this inevitable and pr,~dictable 

period of development and refinemt!nt. We have created an approach 

which is pace-setting, better, and promises to become more perfect with 

time and perseverance. 

Thank you for the opporturity. 

ASSEMBLYMAN OTLOWSKI: l hank you very much. Asnemblyman 

Cuprowski? 

ASSEMBLYMAN CUPROWSKI: I don't have any questions at this 

point, Assemblyman Dtl owski, but I certainly appreciate the Nurses 

Association being represented here to give their opinion. I think it 

is important that we know the opinions of doctors, nurses, and 

administrators. Thank you very much. 

ASSEMBLYMAN OTLOWSKJ: Your Association represents 6,000 

nurses throughout the State? 

MS. MARSHALL: Yes, throughout the State of New Jersey. 

Also, I am on the Cabinet on Nursing Practice for the American Nurses 

Association, which has 220,000 memb11rs. 

ASSEMBLYMAN OTLOWSKI: Are most of your nurses part of the 

whole hospital system of the State of New Jersey? Are you representing 

most of the hospitals in the State? 

MS. MARSHALL: Oh, yes, we have members in the State 

community. 

BARBARA WRIGHT: May I respond, Assemblyman Dtlowski? 

ASSEMBLYMAN OTLOWSKI: Would you tell us who you are, please? 

MS. WRIGHT: My name is Barbara Wright; I am the Executive 

Director. I think your question might have been directed to our 

collective bargaining activity. We do not represent all of the 

hospitals in the State of New Jersey. There are very few nurses who 

are under contract in this State, either in acute care or in other 

kinds of health care facilities. We are the largest nurses union in 

New Jersey, and we do represent nurses in a number of hospitals in the 

State. However, many nurses are not under contract. 
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ASSEMBLYMAN OTLOWSKI: But, ge,1graphical ly, are you--

MS. WRIGHT: (interrupting) Our Association represents from 

Sussex County to Cape May, from Middlesex County to Hunterdon County. 

May I make a comment, Assemblyman Otlowski? 

ASSEMBLYMAN OTLOWSKI: Surely. 

MS. WRIGHT: I think one of the things Ms. Marshall did not 

have an opportunity to highliqht, but which we think is particularly 

different from some of the testimory which will come before you -- and 

I know you will see when you have 1 chance to read our testimony -- is 

the whole focus of nursing as a cost center in hospital rate setting. 

Nurses' charges have been lumped ,.nto the patients' bills. For that 

reason it has been extremely difficult to determine what the cost of 

nursing is. Nursing often subsidj zes other kinds of hospital costs. 

We think the work that has been d,me in New Jersey, and it has been 

done with regard to this -- the DRG waiver -- as part of the research--

A nursing 

developed. 

allocation statistic I as been researched and is being 

We will probably be onr of the first states in the country 

to develop it at this level. We t 1ink this allocation statistic will 

tel 1 us a great deal about having nursing resources applied based on 

patient need. We think strongly t 1at a patient with a hernia repair 

may need less care than a patient wLth a myocardial infarction. 

ASSEMBLYMAN OTLOWSKI: Are you saying that the nurses' 

services are a part of the bill? 

MS. WRIGHT: They are part of the bill, but up until this 

point they have been part of the room and board charges. So, when you 

look at a patient's bi 11 and the room and board charges, you cannot 

determine professional nursing practice needs. They are lumped into 

that. One of the things the project did when--

ASSEMBLYMAN OTLOWSKI: (interrupting) What would you do 

differently? 

MS. WRIGHT: Well, w,at we are trying to do is work with the 

Department of Health in measuring these nursing costs, to separate the 

costs out. As you move tow 1rd cost containm,.:!nt, the more you can 

identify each of the cost cent )rs. 

ASSEMBLYMAN OTLOWSKI Ar~ you suggesting methods? 



MS. WRIGHT: Yes. We're saying in our h~'.,timony that. one of 

the methods lhHt was 1 ~searched as iart of the HCFA waiver-- ll1ere was 

a l1al f a mil I inn doll ,rs w; part ,,t ll1t-i yr,111t from tliu late 1'J7lls, u, 

which New Jersey Led the country in luok.1.1itJ c:1t 11111'si111_1 cosls. We 

co11tinue to lec:1d tile country in his ar,~a. Iwo ut.ateu have tJotten 

ahead of us. The ~ilc1 n of Maine t .m alr1mdy lt~qislah::d 11ur~,i11q custs 

on patitmts' bills. 

we do know that the 

11{ ai e not s1 re Lhul. 1.s l.lie WilY we woi1 Id CJll, liul. 

ate of Mairn is rnov iny in tl,al direct. ion as uf" 

July, 1985. Jn Corn ,cticut, St.. lfopl,ael's Hospital l1c:1s ntJrsing u11 

patients' hi.Us, as d, ,!S Phoenix, '\riz,,na. 

issue. 

This is 11ot a lt!1Jislative 

ASSEMBLYMAN lHLOWSK I: 

cost of nursinq on ttu bi 11? 

rtie ',t.ate of Connecticut shows the 

MS. WR fGHI: Yes, ,m a 1rnt.irn1t's hill. We are nut say1r1y 

that is the way we wu .t to qo. Wt dun' t know that tile patie1 ,t bi 11 1.s 

studied in New Jersey was trying to important. The rea I issue we 

separate nursing cost: from rnorn m d bo,H'd charyes. 

ASSEMBLYMAN ITLOWSKT: Ir your written testimony, do you show 

how it works in Conne, i.icut? 

MS. WRIGHl: No, we don't know how it works. It has just 

been initiated and re, irted in the literature. What we do--

ASSEMBLYMAN OHOWSKT: (inhirrupting) Could we have an 

additional memorandum from you to show us how it works in Connecticut? 

MS. WRIGHT: Surely. In addition to that, we will give you 

information on how it works in New Jersey. We kept our comments very 

general here just be,:ause we wanted t(I a Lert you to this issue. We 

think it is an important one. 

ASSEMBLYMAN OTLOWSKI: In an addendum to your written 

testimony, will you cover both of those aspects how it is done in 

Connecticut and how the nursing costs are shown there, and how it is 

done in New Jersey? Will you give us that? 

MS. WRIG,HT: W1! are evolving a method in New Jersey, but we 

will update you on where we are in that. I think Assemblyman Cuprowski 

wanted to ask something. 
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ASSEMBLYMAN CUPROWSKI: Mr. Chairmen, through you, just 

lwfore you leuvP, since the subject km been brought up, are you 

referring to the relative intensity meas, ires? 

MS. WRIGHT: The relative intensity measure of nursing 

resource use. We call them RIMs. 

ASSEMBLYMAN CUPROWSKI: Am I correct in understanding that 

there are no conclusive studies throughout the United States at this 

point relative to RIMs? 

MS. WRIGHT: We have developed the most comprehensive work 

that has been done on this so far in New Jersey. We know that there 

are some other parts of the country-- At Yale, New Haven, where John 

Thompson is working -- and he developed the DRG -- they are taking some 

of the tools we developed in New Jersey and moving on with them. So, 

there is no state we know of that is more advanced. We see some of 

them taking our materials and running with them, so I am not saying we 

are going to be the first to really implement the system. St. Luke's 

in Phoenix is another place where the work was done. 

ASSEMBLYMAN CUPROWSKI: Thank you. 

MS. WRIGHT: Assemblyman Otlo•~ski, there is one other point 

we think is extremely critical to bring to your attention. The nursing 

salaries in New Jersey, as they were establishej in the DRG rate-- As 

we studied this issue very comprehensively, \'-e found that they are 

bui 1 t on a very inadequate revenue b;1se. Regarding the certified 

revenue year on which the DRG was struck originally, we believe at that 

time that nursing salaries were inappropriately low. We just need to 

let the Legislature know that we continue to find this a serious 

problem in the State when attempting to adequately not only recruit, 

but to meet the needs of patients on intense patient care. 

ASSEMBLYMAN OTLOWSKI: Let us have your supplementary 

statement so we will get the benefit of what you are saying. 

MS. WRIGHT: Okay, that is a different issue. The nursing 

salary is our other point. 

ASSEMBLYMAN OTLOWSKI: Right, but that is for another forum, 

another day. Okay? 

MS. WRIGHT: Good. Thank you very much. We appreciate the 

opportunity. 
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ASSEMBLYMAN JTLOWSKI: Thank you very much. May we have Mr. 

Charles Pierce, Depub Commissioner of the New Jersey Department of 

Health? Commissioner, do you want to identify yoursd f for the purpose 

of the record, please? 

DEPUTY CCJ4MISSIONER 1:HARLES PIERCE, JR.: Certainly. Thank you, 

Assemblyman Otlowski. I am Charles Pierce, Deputy Commissioner of the 

New Jersey Department of Heal th. On my right i3 Ted Seamans, my 

associate in the Depa1 tment. Mr. Seamans is going to be ab le to stay 

on throughout the hearing. If q1iestions are raised by other panel 

members, he wil 1 be able to provide additional information. 

ASSEMBLYMAN OTLOWSKI: That's Mr. Seamans? 

DEPUTY COMMISSIONER PIERCE: Correct. 

ASSEMBLYMAN OTLOWSKI: Do you have a written statement? 

DEPUTY COMMISSIONER PIERCE: I do not have a written 

statement. 

ASSEMBLYMAN OTLOWSKI: Oh, that's great. Why don't you just 

develop your position briefly, anrl if we have any questions we will 

direct them to you. Then Mr. SeamEns is going to remain so we can talk 

to him toward the conclusion of the hearing to see if there is anything 

that has to be cleared up or if we have any questions to be answered. 

DEPUTY COMMISSIONER PIERIT: Yes, Mr. Seamans will stay on. 

I really wanted just to spend a shJrt amount of time with you to bring 

you up to date on the negotiations on the waiver, which I thought was 

of greatest interest to you. 

I understand there is an article in this morning's New York 

Times which reports that PresidenL Reagan has agreed to continue the 

New Jersey waiver despite some reservations by some Federal officials, 

and that there will be firm monitoring conditions appended to our 

waiver approval. 

ASSEMBLYMAN OTLOWSKI: [ncidentally, in that connection, I 

have received in formal word that the r ederal government has approved 

the waiver. 

DEPUTY COt-t--1ISSIONER PIERCE: That is at about the level where 

we are, as well. 

ASSEMBLYMAN OTLOWSKI: That is informal; there is supposed to 

be a confirmation communication. 
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DEPUTY COMMISSIONER PIERCE: We have not received it as yet. 

What I want to share with you is kind of the outcome and the flavor of 

the discussion which was held last week between the Governor and 

Secretary Heckler. I accompanied the Governor, along with several 

others. I want to tell you first that in terms of the waiver itself, 

not a single red flag was put up. That is the reason the Governor was 

so optimistic as a resu 1 t of t he particular session, and why we think 

we will get an approval. The point that was raised over and over again 

by the Federal officials was that they want assurances from New Jersey 

that we wi 11 be able to respond to any downward change that they will 

make in PPS. That is what they call their Medicare prospective payment 

system. They have every intention of what they call "recalibrating" 

the rates, making them lower. There are nationwide reports of drops 

in admissions. They think that this should qualify for a reduction in 

the payment system. 

I think that addresses a point which you are going to hear 

1 ater today about how much New Jersey would have rece L ved under the 

Medicare waiver, but I believe tha1 in reality those were projections 

based on an assumption that there would be no change. That is not a 

valid assumption in the health care field at all. 

I want to tel 1 you our thinking. What we have told the 

Federal officials verbally in l.erms of how we can respond is, one, if 

you make a change in your rates, what we wi 11 do is immediately model. 

Wf) wi 11 forecast what kind of an im 1>act that would make on New Jersey. 

Our assumption is that initially any changes they may make will 

probably have a minimal impact, but if at some point out in the future 

our savings are down here and their payments are up there, and they 

start to come down and we feel we are getting dangerously close, we 

will then propose a set of regulations to our Health Care 

Administration Board. Then we wil I model thosP out and take what we 

feel is the appropriate action on tl1e regulatiom. The way they change 

is not necessarily, and probably not likely to be, the same way that we 

would change. They will probably do something very broad; there is an 

economic factor. They said, "Suppo:;e we reduce the economic factor z,~, 
what would you do?'' We made a quick calculation; that is a $60 million 
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impact on New Jersey. Our savings are probably still below that. We 

would do nothing, and I think that is one of the benefits of our 

system. We are able to work .with these resources as they best fit New 

Jersey, not having to respond to all that is going on nationally. 

The second point we remir1ded the Federal officials about was 

that the 1985 rates are all set. When they are talking about changes 

-- although certainly Congress could change this -- they are really 

talking about what is qoing to happen in 1986 and 1987. We feel there 

is plenty of time to take corrective action if it is necessary. 

The other point we are qoing to try to develop is, on the 

hospital reconciliation-- At tl,e end of the year, we reconcile 

hospitals' actual experience, beca11se we give rates on the assumption 

that their volume number of patients is going to be "X" or "Y," 

whatever they have submitted. If that is changed, there is a change in 

the rate at the end or the year ~ich flows into the following year. 

We are going to try to do that on a much more frequent basis, 

semiannually or, if possible, on a qu;irter ly basis. That will keep 

everybody up to speed and will prevent f kind of unhealthy lag which we 

have allowed ta creep jnto the system d11e to limited resources. 

I would like to shirt and te Ll you they have told us there 

are two technical prot lems. That doesn't sound bad, but when you' re 

talking about a $3 billion industry, a technical problem could 

eventually become a major problem. One is conformance with the State 

Medicaid plan. Commissioner Albanese and his staff have worked very 

closely with us. We reel that there is no problem. However, what it 

means is, we are deal:i.ng with an entirely different division in the 

Federal government. There is probably going to be a time lag while we 

bring them on board to understand how 011r system sets the rates for all 

payers, including Medicaid. We do not believe, other than timing, that 

that presents any problem at all. 

We feel that the other tec'lnical problem is largely the 

Federal government cat._:hing up with us We filed a waiver and it is 

for both outpatient and inpatient. When they were midway into their 

negotiation, they said, "We want you ta separate inpatient and 

outpatient. At the m,1ment, we are only going to talk about the big 
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dollars on the inpatient side." Formally, on Monday, we submitted an 

outpatient waiver. We believe we are even going to save money there 

because we control the charges a hospital places on its patients on the 

outpatient side. Medicare does not. They are still under their old 

system of whatever is customary and usual, which can be highly 

inflationary. 

This was one of the criti, ·al points that the Governor made in 

his presentation to Secretary He~kler. He said that the two are 

interlocked, because if you don't tave the two, an inner-city hospital 

that has an emergency patient knows it is not going to get 

uncompensated care if it stays 

incentive to admit the patient. 

want. 

on 1:he outpatient side, and now has an 

That is not the kind of incentive we 

In addition, I think there is some potential danger for the 

Medicare patient who would now be subject to uncontrolled charges if we 

did not have the ability to control the outpatient charges. Verbally 

they said, "We understand and we Fire sympathetic with that," but that 

remains a technical problem that ha:; not yet been resolved. 

I have .ust one final point. I think we are always going to 

have a difference of opinion with I he Federal officials. Essentially, 

T perceive them a:; seeing themselv•1s as runninq an insurance program. 

They are concerne j for their beneficiaries; they are also concerned 

about the Hospital Trust Fund. The3e are their two main concerns: How 

do we protect our dollars and how do we protect our beneficiaries? Our 

system in New Jer1;ey, as you have just heard -- and, as I know you al 1 

know very well -- is a hospital rate-setting system. We are concerned 

about efficiency Ln the hospitals; we are concerned that an efficient 

hospital be finan~ial ly solvent; we are concerned with uncompensated 

care; and, we are concerned with equity among all payers. Thos1: are a 

lot of issues which the Federal government, und,1r its mandate, is just 

not concerned abOL t. That is why v1e are going to have a difference of 

view from now on. 

That encs my update on the status of lhe waiver. 

ASSEMBL )MAN OTLOWSKI: 1hank you. \s this thing with the 

Federal government develops, end 83 you are working out some of these 
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technical differences you're talking ,ibout, when 1ou have somethintJ 

substantial, will you Jet us know, • we can yet you back again for the 

recc rd? 

DEPUTY COMMI~SIONER PIERCf::: Absolutely. 

ASSEMBLYMAN OTLOWSKI: WcJld you do that, :>lease? 

DEPUTY COMMI~,SIONER PIERl E: Yes. I will make sure that Ted 

Seamans stays in touch with Dave Price and that we relay whatever 

finally comes down as quickly as we can. 

ASSEMBLYMAN llTLOWSKI: Good. Assemblyman :uprowski? 

ASSEMBLYMAN 1'UPROWSKI: Mr. Pierce, I ctrtainly appreciate 

the Department of Heal th bdng represented here to give us an update. 

I tt ink that is very commendable of the Department. 

I have one f peci fie que: tion. In view l f the reports, and 

the newspaper articles this morninc especially, does that mean that the 

expected waiver approv;1l only appl Les to inpatients? What happens to 

the inpatient study, if you wil? Ts that goi1g to be held in 

abe1ance? 

ASSEMBLYMAN CITLOWSKI: Yr u mean the out pat i_ent. 

ASSEMBLYMAN f:UPROWSKI: )es, the outpatien:. 

DEPUTY COMMI'iSIONER PIERCE: rhe way the 1pproval would come 

through right now is mly for the inp;itient, which is the big dollar 

side. It will not say., "You are approv,·d for the outpatient." 

ASSEMBLYMAN CUPROWSKI: Okay, so the outr atient is going to 

be--

(interrupt ng) That is why DEPUTY COMMISSIONER PIERCE: 

the1 e is going to be " delay on that. Actually w mt we did was, we 

esst ntial ly took the i.nformat i.on that was in the original document, 

exti acted it, and put it into a separate document. So, they rea 11 y 

don t have new materia L to review. I think they may have wa11ted to do 

tha~ just for their ow11 purpores. However, they re illy don' - have new 

additional information It was all filed originally. 

ASSEMBLYMAN t'UPROWSK I: Thank you. 

ASS[MBL YMAN OTLOWSK [: Thank you very, very much. Mr. 

Seamans, you are going to stay around? 

MR. SEAMANS: I will remain, yes sir. 

ASSEMBLYMAN (ITLOWSKJ: Thank you again. 



DEPUTY COMMISSIONER PIERCE: Thank you very much, Mr. 

Chairman. 

ASSEMBLYMAN OTLOWSKI: Dr. Frank Primich? Doctor, we have 

your written statement. Would you like to cnmment additionally on 

that? 

FRANK J. PRIMICH, M.D.: Yes, I wo1Jld like to comment on quite a few 

things. 

numbers 

First and foremost -- since ,ie talk13d with the nurses in 

I am here as more than an individual. I am here 

representing 9,000 physicians, the memb,!rs of the Medical Society of 

New Jersey. Physi,:ians' notoriously organized medicine never seems to 

be ab le to agree on much of anything. One of the few things we have 

had any unanimity on in New Jersey has been our final conclusion that 

DRGs are not a goc d system. he pulicy of the Medical Society of New 

Jersey is that we rlisapprove of the concept, and that we are pledged to 

lead the fight against the continu,1tion or extE nsion of this program. 

I think it is important to understand that this is not just me. I am 

the spokesperson, for now, trying to get across why we feel this way. 

Unfortunntely, had our pnsition been publicized three weeks 

ago at the original hearing, perhaps the outcome might not have been 

the same. This, again, has been painted by everyone as something 

desperately needed in New Jersey. It almost se,3ms pointless right now 

for me to give yo11 what I had pro,JOsed. I sat through the original 

hearing. I list, ~ned to you asking very inhlligent questions and 

getting deflection, and non-answen- to them, qt1estions as to what the 

prerogatives were, was there an al :ernate apprc,ach to this should the 

waiver be lost -- 311 of this. The~e were many things which could have 

been suggested. LJu Scibetta from t.he New Jers1y Hospital Association, 

in his written testimony, gave )OU two or three things. In my 

statement, there ; ire a number of t 1ings. But, what is most important 

to me is that we are going along here proclaiming this wonderful 

system, which I personally predict wil 1 result in the destruction of 

the best heal th care system this c Juntry -- or the war ld -- has ever 

known. Foolishly, because it ha~ this label hung on it about New 

Jersey, it is sort of like we have to take pride in it. Well, we have 

a Few things in New Jersey that Wf• are not particular 1 y proud of, and 
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normally we try to avo i.d them. We have a lot of things in New Jersey 

that justify pride, and I think that one of them, hopefully, is that 

our legislative bodies are able to look at both sides of a situation 

and then, with the 1ecessary information, make some intelligent 

judgments as to where we are and where we are going. 

Originally, the hearing ,~as supposed to be to evaluate .he 

DRGs. There are a number of things here that are constantly misquobid. 

ASSEMBLYMAN OTLOWSKI: Doctor, wait just a moment. 

DR. PRIMICH: Yes, sir. 

ASSEMBLYMAN ClTLOWSKI: Tl,at is the purpose of this heari11g. 

There will be many hearings before we take a position. As a matter of 

fact, this is the sec1 ,nd hearing in the series. There may be th .·ee 

more hearings after th s. When we have concluded all the hearings, we 

will then review the I ecord and w 11 make a judgment. We wi 11 then 

determine whether legislation wil I be passed. So, the fact of the 

matter is, nothing is permanent. N,1thing is permanent; only God in 1is 

heaven is permanent. i=verything e.1 se changes daily. There is noth tng 

that is cast in stone here. 

DR. PRIMICH: I know that, bu': the point T am trying to m1ke 

is, had this been open Ly and adequdely discussed three weeks ago, .:he 

current course, which apparently i, al ·eady accomplished-- I scan 1ed 

The New York Times in a hurry t 1is morning because I didn't know 

how long it was goin11 to take m1, to get down he re. I missed the 

article -- wherever it was stashed away -- that supposedly the waiver 

has been cleared. I fully expected that from the way things were 

proceeding, because of the fact th it what was presented to the people 

in Washington was essentially a one-sided thing. We had a big problem, 

we wanted this, and we needed it. 

ASSEMBLYMAN OTLOWSKI: f xcuse me, doctor, just so that the 

record is clear. I tt- ink what the Governor wanted to do there -- and 

he has undoubtedly acl~omplished it -- was to get the waiver extended 

until we could come up with some kind of a system that would he better, 

or that wuuld equal this system. As I said, nothing is cast in stone. 

Frankly, I want to com1nend the Gov1irnor. I think he was wisE in doing 

this because if this thing had collapsed, the cost would have shifted 

immediately to the counties, as I have outlined. 
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The purp 1se of this hearing is to look at this question from 

a very broad pers;Jective. Now, obviously you feel that it doesn't 

work. That is go.ing to be considered. As a matter of fact, what I 

would suggest-- The record is open; your writt~n testimony will be in 

there. If you hav•~ additional fact 3 to show th1:1t this is not suitable, 

this doesn't work, this is no good for New Jers c)y, this is no good for 

the doctors, this is no good for the people, let's get it in the 

record. 

DR. PRIMICH: Fine. What I am trying to explain, and I find 

it very difficult-- I have been <nown to blo...i my whole approach to 

things when I try over and over and over again to state a case with 

examples, and with everything else, and someone doesn't listen. I have 

pll~dged that I will try to remain calm; I wil I try one more time. I 

have spent five years on this, sir. 

ASSEMBLYMAN O ILOWSKI: Doctor, if the record is going to be 

lucid, r suggest that you remain calm and get what you want to say into 

the record. 

DR. PRIMICH: If I may. There is no logic to your 

presumption that this would be shifted to the counties. That is one 

way to pay for it; however, there Ere many other ways. Apparently we 

have money floating around in New Jersey that the Legislature hasn't 

been ab le to figure out what to I o with. The surplus is from the 

Casino Fund and the State budget it ;elf. These moneys could be used to 

shore up any short fa 11 in this thing temporarily while adequate and 

proper methods are figured out on h,w to get out of this system. 

You heard the nurse-; he ·e a little while ago. They are 

concerned about what is happer-ing :o nursing care. I think I am more 

concerned than they are, becaure thiy seem to think this is a wonderful 

system if only you can program higl er pay for nurses into it. What is 

happening in this system is that since there are forced economies, 

there are tremendous costs simply ·or the regulations, the people who 

have to do the bookkeeping, and so on. When you add these costs to a 

hospital budget, you have to take iomething away. What is being taken 

away, in my eyes, is nursing care. We are losing nurses through 

attrition who aren't rehired. In a few cases, I have actually heard of 

15 



them being fired for economic rea: ,ans. But, with that, you get into 

the whole element of the cost of tospital supplies medications and 

devices that are used. In the i11terest of economy, things that are 

cheaper, and as is ust1ally stated "almost as good"-- Now, anything 

that is almost as g1iod as somfthing else, to me, rather simply 

represents a diminished quality. 

We have hear j al 1 sorts of stories from the Department of 

Health about their check into the 1uality of care. Be I ieve rne when l 

tel 1 you that up until this poin _ it has been all but nonexistent. 

There was one study done that rlid not answer any of the questions it 

was designed to answer, and it ms passed off to the pub lie as a 

reassurance that the medical c• 11rnunity's concerns were absolutely 

without foundation. !\ow, the Com 1issioner of Heal th and I have r3one 

round and round with this. He com tant: y says, "Show me one documented 

case." Everytime I give him one locumented case, he says, "But, that 

is one in seven million; that has no ~.igni ficance." It is extremely 

difficult to document a case where a patient has been cJi ven inadequate 

and inappropriate care. This set; up a whole structure for a legal 

case where you need absolute evider ce. It is just not within the realm 

of most people outside the juiiciary to be able to get the 

documentation. However, the real ,.ty is there. People are aware of 

what is happening. 

My big hope was that if we did not get the waiver all 

right? -- then we would make an ad, ustment to the financial problem for 

the moment, and would then, once ar d for all, admit that the New Jersey 

DRG system has been artificially p1oclaimed a great success. According 

to the Department of Health, we t ave saved HCFA money. According to 

HCFA, we have cost HCFA money. WIJ are we to believe? We have asked 

and asked for appropriate figures. We l1ave never gotten them. We have 

got ten comparisons of apples and o ·anges. The rate of increase in New 

Jersey was less than in other sta es. New Jersey, before this system 

was introduced, was forty-eight! on that list because of prior 

regulations. So, when you compare that-- We asked for comparisons in 

the beginning part of this program, when only a few hospitals were on 

DRGs, comparing the DRG hospitals with those which were not on DRGs. 
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It is my contention that the hospi 1:als in New Jersey which weren't on 

DRGs did better. Their rate of increase was less than those which were 

on DRGs. The argument on their sjde of it is, "Well, if we ever got 

those figures out Ln the open, they probably would show that, but those 

are supposedly start-up costs." We constantly have start-up costs, but 

we never catch up to the start-up costs. 

So, theri:~ is a lot to be wished for that if, number one, we 

didn't get the waiver, and number t4o, New Jersey denied that DRGs were 

the greatest thing since sliced bread. This would cut the very 

foundation out from under the Fed,~ral program, which has nothing to 

recommend it except the false claims of success in New Jersey. So, 

perhaps then everyone could go ba~k to a rational way of trying to 

solve the problem. What happened l1asically in the Medicare Trust Fund 

was that more was promised. In other words, it was an open-ended thing 

where everyone woJld have the highest quality health care. It is 

impossible to fund that volume and that quality of care. Literally and 

actuarially you cannot do it. Therefore, it was a false promise. 

If we once have some honest acceptance of that fact, then we 

can go on. There are many, many factors that affect the cost of health 

care. It is not to be accomplished by simply putting a fixed amount, 

by saying, "This is what we will pay for such and such." One of the 

biggest misinterpretations of all is the concept that this system 

fosters efficiency. Ideally and theoretically, almost anything works 

out very nicely. This is 1'/hat it should do. However, if you 

understand that what we are talking about is the bottom line, the 

do 11 ar, there is no easier wa I to save money than by not giving the 

service which is bought. In other words, an inferior product at 

the same rate or remuneration is going to give you a very, very 

efficient operation. Technically, it can be done without illegal 

measures. It's immoral, it's Jndecent, it's unethical, but the 

assumption here is that the whole health care prov is ion establishment 

is some type of a criminal group which is out to fleece the public, and 

the public must bn protected by "big brother." Now, if that is true, 

you are giving them a license to steal. You' re saying, "Here, all you 

need is a paper diagnosis." I can diagnose you or anyone else here as 
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having almost any-- The thing that comes through over and over again 

is that we are trying to alter a system without getting at the basic 

cRuses of the problem. 

ASSEMBLYMAN OT LOWS KI: Docto,•, excuse me. In your written 

testimony, and in the testimony which you have just given, you've 

criticized the system, and I find r10 fault with that. However, you do 

tiot make any sug~Jestions for an alternate system. I was hoping that 

since you say you represent the Medical Society, that they would have a 

plan which would be equal or better than the present plan. 

DR. PRIMICH: Yes, sir, I do. It's in my written testimony. 

ASSEMBLYMAN OTLOWSKJ: The only thing see here is the 

criticism you have of the present plan and some of the unacceptable 

things about the present plan. However, there is no plan submitted 

which shows an overall approach to this, shows how it would be 

financed, or shows how it would be oper1ted. There is no such thing in 

your written statement. 

DR. PRIMICH: Sir, that is hr a very simple reason. To do 

this is extremely elaborate. I could cream up a number of things that 

I might think would be an improvement. However, what I am 

recommending, sir, is the system we aJready had, the share method of 

hospital reimbursement. It doesn't have to be explained. I certainly 

hope the people in the Department of Health know what it was. They 

were the ones who were running it. This is worse than that. So, a 

step in the right direction is a step-- If you are off track, if you 

are lost, it is nice to get back 011 the road and then figure out where 

you' re going. It sounds simple wh1:n I say it fast, but literally what 

I am telling you is that what I recommended in that written testimony--

A number of times I made referenC'e to the share system as the prior 

system which was effective in crn;t containment and so on. What is 

confused here is Chapter 83, which had a noble intention, and the DRGs, 

which are a stupid method of hos1 ii tal reimbursement. Reference was 

made earlier to John Thompson, the man who created this thing. It was 

intended as a cost-accounting thing, not as a reimbursement. He was 

quoted as saying that what the government is doing with his system will 

screw it up. He didn't know quite how, but he was sure it would. And, 

I'm here to tell you he was absolutely right. They have screwed it up. 
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ASSEMBLYMAN OTLOWSKI: All right, good. Thank you very much, 

doctor. Assemblyman Cuprowski, do you have any questions? 

ASSEMBLYMAN CUPROWSKI: I do have a couple of quick 

questions. The share system is a cost plus system. Is that correct? 

DR. PRIMICH: The share system is basically a system of 

allowable costs. Now, this is another thing that is thrown around so 

loosely in the media, the concept that prior to governmental 

intervention there was some sort of a blank check. No hospital I ever 

knew, no doctor I ever knew got a blank check for anything. In other 

words, what you speak of as reasonable and allowable costs-- Under the 

share system, rates were negotiated basically for Blue Cross, which was 

the major insurer in the State, and from those rates that were 

established, rates were set for Medicare and Medicaid payments. Now, 

this could have been very easily accommodated to the al 1 payer system 

and so on. Again, that system was based upon averages or past 

performance, or the expectancy of what the medical needs would be. 

This was to relatively simplify it. It accumulated all the costs it 

took to run a hospital, divided that by the anticipated number of 

so-called patient days, and came up with a per diem figure. This 

figure, in turn, was to be paid per day. 

Now, that system had one horrible flaw in it for those who 

wanted to rip off the thing. All you had to do was keep people on the 

marginal end, \l\flen they were basically well enough to go home, for "X" 

number of additional days, and you would be paid full rates for those 

days. That is where, since the hospital industry fails to police 

itself, I, who hnte regulation, conceed. Yes, you need regulators 

here. You need peJple to look at the end line on that per diem type of 

payment and disallow those days when there wasn't anything meaningful 

or necessary done for the patient. With just that much regulation, you 

could have contained that system and you would have had a simple system 

that worked. Instead, we have a system that has all sorts of 

discrepancies as. There is no individualization of this whatsoever to 

the patient. 

ASSEMBLYMAN CUPROWSKI: Very quickly, has the New Jersey 

Medical Society dune any studies, to your knowledge, as to the effects 

of DRGs? 
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DR. PRIMICH: The New Jersey Medical Society has repeatedly 

asked the Department of Health for the figures so we could do a study. 

ASSEMBLYMAN CUPROWSKI: But, you haven't gotten them? 

DR. PRIMICH: We never got the figures. We have asked them 

for evidence of v.tiat they have done. The important thing here is the 

question of the quality of care. Through the whole initial phase of 

this thing, all the stress was on utilization. They were looking for 

unnecessary utilization. In othe1· words, nowhere was there anyone 

checking on patients who were discl1arged too soon. This little study 

they did on readmissions is an absolute joke to anyone who understands 

what the factors are. People who were discharged, if they were 

discharged inappropriately, would more than likely not let thernse 1 ves 

be readmitted to the same hospita L within seven days, if they could 

help it. If they happened to die before they got back in, that 

statistic was never mentioned anywhere. In other words, we have all of 

these gruesome possibilities. We have not accused anyone of doing 

this; we have raised the question that it is possible. 

ASSEMBLYMAN OTLOWSKI: But, doctor, the question Assemblyman 

Cuprowski is asking is, does the New Jersey Medical Society have a 

position? Are they making any speci fie recommendations? That is the 

question he asked. We don't have anything from them on that in the 

record. 

DR. PRIMICH: This has been stated repeatedly. I'm sure it 

is in my testimony. The position of the Medical Society of New Jersey 

is that we disapprove of the concept of DRGs and that we recommend--

ASSEMBLYMAN OTLOWSKI: (interrupting) That is the official 

position of the Medical Society of New Jersey? 

DR. PRIMICH: Yes, that i:l the official position. 

ASSEMBLYMAN OT LOW SK I: A 11 right. Doctor, thank you very, 

very much. May we just go on becau:m we have many, many people we want 

to hear from. 

DR. PRIMICH: I'm sure you do. There are a number of things 

I wanted to addresB, but I thank you far the time you have given me to 

the extent possible. My beeper went off a little while ago. I am 

going to answer the phone, and if _,t isn't anything vital, I intend to 
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come hack and sit through the rest of this hearing. l would like to 

o ff"er you my expertise -- which I promise you is equal lo that of 

anyone in the Department of Health -- should there be any adverse 

comments regarding the system and you want substantiation of the facts. 

ASSEMBLYMAN 0TL0WSKI: Thank you very much. 

DR. PRIMICH: Thank you. 

ASSEMBLYMAN 0TL0WSKI: Mi·. Craig Becker wants to add to the 

testimony for the New Jersey Hospital Association. Mr. Becker, would 

you please identify yourself and your organization for the record? 

What date was your original testimony gi\en? 

CRAIG BECKER: It was at the last hearing; it was the testimony of my 

boss, Mr. Lou Scibetta, President of the Association. 

ASSEMBLYMAN 0TL0WSKI: Did he submit written testimony? 

MR. BECKER: Yes, he did. 

ASSEMBLYMAN 0TL0WSKI: What did you want to add to that? 

MR. BECKER: Primarily, I just wanted to let you know that 

the Association has been studyinq alternatives should we lose the 

waiver and, also, in terms of a long-term approach to the entire 

question, at least as far as the funding of indigent care is 

concerned. In a short-term should the waiver be lost, we believe that 

at least the moneys that would be lost, or would be maldistr ibuted, 

could be taken care of through what we call a "Medicare carve-out." It 

would be just changing the rates ard it would require some movement by 

the Rate Setting Commission. Thi:; would take care of the short-term 

problem; however, it would create mother problem, in that in many of 

our high indigent care hospitals tlie rates would go sky -high, would be 

out of sight, and would not be competitive. 

ASSEMBLYMAN 0TLDWSKI: Who would bear that cost? 

MR. BECKER: It would still be the hospitals. It is just a 

question--

ASSEMBLYMAN 0TL0WSKI: (interrupting) But, the hospitals 

couldn't bear that cost because--

MR. BECKER: (interrupting) In the long run, no, they could 

not. 

ASSEMBLYMAN 0TL0WSKI: They would have to close their doors. 

They are not equipped to carry that kind of cost. 
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MR. BECKER: We feel the~, could do it for about six months, 

but that would be about the outward limit. 

ASSEMBLYMAN OT LOW SKI: Where would you get the costs after 

the six months? 

MR. BECKER: Well, the second aspect we are looking at is an 

indigent care pool which would basil-ally take the moneys that are being 

maldistributed and put them into a pool that would b ~ run either by the 

Department of Heal th or the Department of Human Se1 vices. Then, this 

money would be used to pay for al L uncompensated , ·are throughout the 

State. This would take care of the problem, at least the 

maldistribution, and the problem with the high rates for our inner-city 

or at least our high indigent care hospitals. 

Again, we have just been looking at it in terms of concepts. 

I have given Ms. Simon some preliminary information that we have been 

looking at. It is certainly not fleshed out; it hasn't even been 

discussed preliminarily with the Department of Health. But, the 

Hospital Association felt this was an issue that we couldn't just sit 

back and wait for the Department of HE alth to act on. We feel that 

even with the waiver, three years down the road at a minimum, we are 

going to be facing the same problem, ancl we don't went to do that. 

ASSEMBLYMAN OTLOWSKI: Speaking as the Chairman of this 

Committee, I would like to encourage you to work that up even further 

and in greater detail, to be ready in the event th:lt down the line we 

are shot off the ramparts. I think we have to be ready for all 

possible alternatives, ready with other systems and other plans. 

MR. BECKER: That is the way we feel too, Mr. Chairman. 

ASSEMBLYMAN OTLOWSKI: Will you do that? 

MR. BECKER: I certainly will. 

ASSEMBLYMAN OT LOWS KI: Thank you very, very much. Your 

conments were an important addition to the testimony. 

MR. BECKER: Thank you. 

ASSEMBLYMAN CUPROWSKI: 

heard the first alternative. 

correctly. Is it Medicare value? 

Excuse me, Craig. 

I don't know if 

I'm not sure if l 

I picked it up 

MR. BECKER: It's "carve out." We call it a Medicare 

carve-out, which basically means that--
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ASSEMBLYMAN CUPROWSKI: Carve out? I think I'm missing it 

somehow. 

MR. BECKER: Okay. If I may explain it in layman's terms, a 

carve out-- You have to understand, I have a very bad cold; working 

for hospitals, you pick these up. But , with the Medicare carve-out 

what is going to happen is, some hospitals in the State are going to be 

getting more Medicare dollars than they would have under our system. 

Basically what you would do is leave those Medicare dollars alone, not 

touch those, but you would change the other rates, the Blue Cross, the 

Blue Shield, the commercial carriers, to equal the same amount of 

moneys that the hospital would have gntten. In other words, if a 

hospital's approved budget is $50 m llior1, that is what it is. And, if 

they had gotten 20 mil lion Medicare dollars under our present system 

and that, let's say, shot up to ',25 million, then the Rate Setting 

Commission would have to adjw;t tt e other rates by $5 million -- the 

Blue Cross, the Blue Shield, the conercial carriers. 

That is what we mean by a Medicare carve-out. Again, that is 

just a quick fix. It is certainly 10 long-term solution. It would put 

our high indigent care hos pi ta s into a tremendous, tremendous 

disadvantage, to the point where we would be concerned about their 

financial solvency. 

ASSEMBLYMAN OTLOWSKI: Al right? 

ASS[MBLYMAN CUPIWWSK Yes, thank you, Mr. Chairman. 

ASSEMBLYMAN OTLOWSK Thank you very, very much, Mr. 

Becker. Is Thomas Romeo, Chairman, Legislative Commit tee, Healthcare 

Financial Management AssocLation, New Jersey Chapter, here? 

(affirmative response) Did you submit written testimony? 

TH()4AS J. RIJ4EO: Yes, I did. 

ASSEMBLYMAN OTLOWSKI: Do you want to supplement that with 

your comments? 

MR. ROMEO: Yes. My name is Thomas Romeo. I am with the 

Healthcare Financial Management Association. We are a national 

organization, but we represent about 600 members in New Jersey. We 

come from all institutions throughout the State, and we also have 

lawyers, accountants, consultants, and other health care related 

professionals. 
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ASSEMBLYMAN OTLOWSKI : You represent 600 institutions? Are 

they hospitals? 

MR. ROMEO: No, we have 601] members, individual members. 

They represent all of the instj tutions. 

ASSEMBLYMAN OTLOWSKI ·: Just for the purpose of clearing this 

up, the individual members represent what hospitals, doctors, 

nurses, or what? 

MR. ROMEO: No. Primarily, hospitals, financial people, 

accountants who work with hospitals, consul tan ts who work with 

hospitals, nursing homes, a variety of heaJth care related 

organizations. 

ASSEMBLYMAN OTLOWSKI: All right. 

MR. ROMEO: Mostly in the financial area. You have my 

written testimony, and I don't want to repeat that. But, I think there 

are two important. issues. The DRG system has worked, but its most 

glaring failure has been its lack of prospectivity. We constantly have 

to adjust things retroactively. This causes a great deal of problems 

I have outlined those in the testimony -- for all hospitals. It 

also--

ASSEMBLYMAN OTIOWSKl: (interrupting) In your original 

testimony, do you outline the problem? 

MR. ROMEO: Yes, I d11. 

ASSEMBLYMAN OTI_OWSKJ: Did you suggest ways it could be 

corrected? 

MR. ROMEO: We 1, ho~ you can correct it is a complex issue, 

but the basic thing is that we are given figures from the State when 

these things are done in advance. If we are given a factor for a rate 

increase and we are give 1 5%, it can't be adjusted two years down the 

road. We have to know lhat wi have S~o for wages. In addition, there 

are items the Department just doesn't get to on a timely basis, so they 

get to the 1984 regulati1 ns in 1986. 

ASSEMBLYMAN OT: OWSKI How could that be corrected? 

MR. ROMEO: 1 cann 1t speak for the Department. They are 

going to have to work on this 1110re closely themselves. 

ASSEMBLYMAN OT .OWSKI: You' re just cal L ng the problem to 

their attention? 
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MR. ROMEO: That's right. 

ASSEMBLYMAN OTLOWSKI: And, 

MR. ROMEO: That's right. 

you're asking for a solution. 

like to mention, which I brought up in 

Okay? The second thing I would 

my written testimony, is that we 

are 11 days away from the end of the year and it was very nice to hear 

that we have a decision about the Medicare waiver. And, whether you 

like the waiver or not, I am glad to hear that we know what we are 

going to do in 11 days. I think it is ridiculous that we have to wait 

for the Federal government to tell us what to do, and then have to come 

up with some kind of a hurried-up plan in order to know what we are 

going to do next year. 

I think we should start now to get the people together -- as 

was mentioned by the New Jersey Hospital Association -- the Department, 

the Rate Setting Commission, and the Legislature. There are laws 

involved - - Chapter 83 -- that should be addressed. I'm not so sure 

that some of the things which were suggested can be done. It is an all 

payer system; that is on the records. I don't know whether you can 

shift costs under that carve-out method. I am not an attorney, but I 

think that all of the parties should be looking at this and looking at 

it now because, even though the waiver has been approved, 

will go away and, if it is approved for three years, 

understanding that that waiver can be terminated at any 

Federal government feels it is paying more under that system. 

So, those are the hm points I wanted to make. 

would like to read my summary here. 

someday it 

it is my 

time the 

Maybe you 

ASSEMBLYMAN OT LOWS KI: Yes, but you' re suggesting now that 

the Department of Health, the Hospital Association, and--

MR. ROMEO: (interrupting) The Rate Setting Commission. 

ASSEMBLYMAN OTLOWSKI: (continuing) ••• the Rate Setting 

Commission get together immediately and start working up a plan that 

will fit New Jersey and fit the situation, which could change at almost 

any time. 

MR. ROMEO: That's 1 ight. In conclusion, I think we should 

truly establish a prospective payment system which will provide the 

hospitals with financial statements that present the most accurate 
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picture of the hospitals' year's operation on which to base financial 

planning and sound management decisions. I think we should recognize 

reasonable technological advances so that New Jersey does not fall 

behind other states in this area. I think we should incorporate the 

Certificate of Need process with tile rate-set ting process. We should 

rethink how uncompensated care shoul.d be financed other than by--

ASSEMBLYMAN OTLOWSKI: ( interrupting) Hm1 would you connect 

the rate setting with the Certificate of Need? 

MR. ROMEO: Well, right now you can be granted a Certificate 

of Need, and the Rate Setting Commission may not give you the dollars 

to carry that project forward. Someway, those two functions have to be 

coordinated so that if you are given the approval to buy a CAT scanner, 

you have to have the money in your rates to operate it. It doesn't 

seem reasonable that you can do one without the other. We have been 

witnessing that problem since the beginning of the system. 

Finally, as I said before, consider now other alternatives to 

the waiver, rather than to react t.o the Federal government. That is 

all I have to say. If you have any questions, 1 will be happy to 

answer them. 

ASSEMBLYMAN OTLOWSKI: I just want to say this: I think some 

of the suggestions you made have merit, particularly the coordinated 

effort you suggested. If our staff people have any further questions 

and call on you, would you be ready to meet with them and make 

suggestions to them? 

MR. ROMEO: Certainly. 

ASSEMBLYMAN OTLOWSKI: Assemblyman Cuprowski, do you have any 

questions? 

ASSEMBLYMAN CU PROWS KI: No, thank you. However, I think Mr. 

Romeo makes a very good point. The Rate Setting Commission and the 

Certificate of Need process should work a lot more closely, hand in 

hand. It is nice to say, "Yes, you get a Certificate of Need to buy an 

expensive piece of equipment, but now you figure out how to pay for 

it." We know it is not going to be calculated into the rates snd so 

forth. I think he has a good point in that regard. 

ASSEMBLYMAN OTLOWSKI: Thank you very, very much. 

MR. ROMEO: Thank you. 

26 



ASSEMBLYMAN OTLOWSKI: May we hear from Mr. Leo Brach of the 

New Jersey AFL-CIO, please? Will you give us your name and the 

organization you represent for the record? 

lEO BRACH: Yes. My name is Leo Brach. I am the Health Plans Adviser 

for the New Jersey State AFL-CIO. Collaterally, I am a public member 

of the Health Care Administration Board of the State of New Jersey; I 

am also on the Board of Pharmacy. 

ASSEMBLYMAN OTLOWSKI: Mr. Brach, you've submitted written 

testimony which will be part of the record. Are you going to summarize 

that now? 

MR. BRACH: Yes, I would like to summarize my written 

statement. First of all, I would like to say this about DRGs: The New 

Jersey State AFL-CIO is in favor of them; it is in favor of the 

rate-setting provisions because of the fact that we understand fully if 

it were not for the DRGs and the waiver, about 4090 of the hospitals in 

the State of New Jersey would be forced to close because of financial 

considerations. This would certainly affect the public's health 

tremendously. 

I have listened to many statements from professionals, and 

there is a great deal of concern ~1out the methodology. However, very 

little has been said about the affo'dability of health care, whether it 

is good or bad. As I listened to Dr. Primich my ears twitched. The 

medical profession has been tel lin J us about their concern for health 

care, and I don't disregard that. Still, in spite of their particular 

concern, health care costs ha1e r .sen within the past decade about a 

hundred billion dollars, from $300 billion nationally to $400 billion 

before the decade is even over. 

During the course of my #Ork in the health care industry, I 

served as the Administrator of the Operating Engineers' Health, 

Welfare, and Pension Fund, one cf the largest union funds in the 

country. I was on the paying end, and I spent many sleepless nights 

trying to interpret why, because of similar types of diagnostics, there 

were tremendous differences as far as payments were concerned. This 

was caused by the fact that the hospitals at that particular time would 

call the administrator's office to find out what our parameters were as 
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far as coverages were concerned. The billing would be geared to that 

particular coverage. If it happened to be a contract with lesser 

coverage, they geared up to that, b11t not based on the actual cost. 

At this particular point, I would like to inject my past 

experience. I am a professional accountant. 

the Treasury Department and at Seton Hal 1. 

figures and what different systems reflect. 

I taught accountancy at 

I am fully aware of the 

I know what a bottom line 

truly is without the so-called manipulating aspects that can affect the 

particular bottom line. I like the DRG system; I was a proponent, and 

still am, because of the fact that it sort of parallels the Unit Cost 

Accounting System which industry throughout the world uses. The Unit 

Cost Accounting System enables an 

cost directly attributable to a 

identification of a 11 elements of 

>articular product. This type of 

system provides for the evaluation of costs, and the determination of 

the necessity of such costs to the production and eventual sale of the 

product. 

This is what DRG does. It takes the services directly 

related to the actual cure or all•~viation of the particular illness, 

nothing else but, and places that ~tlthin the confinement. Heretofore, 

the accounting systems, as far as h,1spitals were concerned, were purely 

warehouse accounting systems, motel accounting systems, where they were 

concerned with space and the cost 01· that particular space. They would 

go ahead and spread it out whether there would be 30 patients in the 

hospital, or 500 patients, and it would be apportioned according to 

space situations. 

DRG prevents that particular type of approach whether this 

related cost applies to a particular diagnosis, and simply applies the 

particular costs involved in the cure or treatment of that particular 

patient. Now, this is quite an accomplishment, because for years no 

one could actually find out what type of efforts were expended on 

behalf of the patient with the thought in mind of alleviating the 

particular illness for which he was confined. DRG does that. There 

are different things we can criticize in it, and I bring that out in my 

testimony. DRG, in order to get off the ground, and in order to allow 

the implementation of the several states that had the foresight to take 
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advantage of it, took a survey of hundreds of hospitals. This was done 

by a group at Yale University. They went through the different 

diagnostics, the different costs of the elements involved in the 

treatment of a particular diagnosis, and averaged situations out. 

There was very little consideration, probably, as to the methodology 

used in that parti~ular treatment. In one hospital you probably would 

have gotten Cadil Lac treatment -- roses or pansies with all of your 

meals, etc. In another hospital you would get the complete 

essentials. This was all averaged out so they would have a rate to 

start with. 

I bring out in my testimony that I hope the DRGs in the 

future will take these situations into consideration about whether 

something is absolutely essential or not. All of us know today that if 

you are admitted into a hospital, you are admitted under specific 

hospital rules. Whether or not you need certain tests, you have to go 

through those tests because the hospital does that. And, of course, 

the administration of the hospital wanb that because it gives them an 

opportunity to sell many of their tests, many of the technologies that 

have been introduced, whether or not that particular technology is 

essential to the treatment of that particular patient. Those are the 

things that we have to strip in order to make sure that the DRG 

conforms with what industry knows as the Unit Cost System. 

Now, with the Unit Cost System, once you establish the direct 

elements involved in either the production or treatment of the 

particular ailment, then you can make the essential modifications based 

upon your particular economy, etc. The waiver in the State of New 

Jersey did that. It provided for the so-called economic differences 

and indexes and added that onto the DRG in order to make sure that the 

hospital would be sustained. If if weren't for that, we would have -­

as I mentioned before -- 4ma of the hospitals really closing their 

doors. 

At the begin~ing, the )RGs were a landmark approach to 

hospital cost containment. HowevPr, there were many misconceptions. 

The first misconception was that i 1~ was a panacea for the containment 

of total heal th care costs, \'tttich it was not. It was simply directed 
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to rospital care. I hope that in the future, in order to control costs 

and make them more affordable, it will be applied to other segments, 

such as doctors' fees, different laboratories, prescriptions, 

dentistry, etc. But, it is a start. It has been very effective in 

this particular State, and I hope it will continue in its particular 

effectiveness. 

I sit back as an individual who represents people who pay 

for this particular type of service and medicine, as I said good or 

bad, which is becoming unaffordable. In fact, in many cases it is 

unaffordable, not only to the employee, but to the employer. There has 

been a movement in the so-called cost containment on the part of 

employers and, also, on the part of our national Administration, to 

say, "Wel 1, we can contain this coi,t," but what have they been doing? 

They have been spreading the cost, taking away, saying, "Well, listen 

Mr. User, Mr. Patient, you pay part of this." Sure, that takes that 

part off their backs, but it puts it on the backs of the ordinary 

worker and the ordinary patient. This is what we are against. We are 

against true cost containment; we are for quality care at reasonable 

cost, not a diminishing of any particular services to our workers, to 

the public, or to the indigent. 

Much as been said about the Rate Setting Commission. The 

reason we are in favor of it is because for a long time several of the 

large providers in this State legislatively were permitted to go ahead 

and negotiate with hospitals. However, with that particular 

permission, because they were quasi-public corporations, they did not 

have to meet all of the costs of hospitals. One thing they did not 

meet the cost of was the uncompensated care or indigent care. So, 

those of us who were in the so-called self-administered plans paid 

that. The people in private plans paid that. But, the two 

organizations that had the benefits of a quasi-public structure had an 

advantage of anywhere from 20% to 25% because they did not cover all of 

the costs. 

The DRG system, which is related to your rate setting, 

equalizes every provider, every payer. 

all of the services of the hospital. 
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ASSEMBLYMAN 0TL0WSKI: Mr. Brach, you have been very, very 

helpful. As a matter of fact, I just want to commend you for the 

logical presentation of your extemporaneous comments, which have added 

to your written testimony. I think you have been very, very helpful to 

this Committee, and I want to personally commend you for that. 

Assemblyman Cuprowski, do you have any questions? 

ASSEMBLYMAN CUPR0WSKI: No, I think you have said it very 

well. 

MR. BRACH: After listening to Dr. Primich, I have no ax to 

grind with him, eicept that I think the public is finally recognizing 

what Hippocrates said years ago, "Physician, heal thyself." In this 

instance, this is what the public is doing today because they are 

curing themselves, since they are paying for it. Thank you. 

ASSEMBLYMAN 0TL0WSKI: Thank you very, very much. 

ASSEMBLYMAN CUPR0WSKI: Thank you, Mr. Brach. 

ASSEMBLYMAN 0TL0WSKI: May we now have Dr. Wil .iam Nadel, New 

Jersey Psychiatric Association? Doctor, will you please give us your 

name and the organization you represent? Also, please point out 

whether or not you are representing them officially, all right? 

WILLIAM NACl:L, M.D.: Yes, I wil 1. I am Dr. Willia-n Nadel; I am 

representing the New Jersey Psychiatric Association au its official 

spokesperson at this hearing. I am Chief of Psychiatry at Muhlenberg 

Hospital in Plainfield, and I am in pr iv ate practice in Union County. 

ASSEMBLYMAN 0TL0WSKI: Doctor, excuse me. Have you submitted 

written testimony? 

DR. NADEL: No, I have not submitted written testimony. 

ASSEMBLYMAN OTL0WSKI: All right. 

DR. NADEL: I would like to express my gratitude, and the 

organization's gratitude for your having a continuing series of 

hearings, since the first hearing was only a partial view of what has 

happened with the DRG system in thiB State. I have had some experience 

in the public sector, having been D,iputy Commissioner of Mental Health, 

Mental Retardation, and Alcoholism Services for New York City before 

returning to my home State. I think the DRG system in psychiatry is 

very poor public policy. I hope to outline that quite specifically. 
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I feel I am speaking also as an advocate for the mentally 

ill. As you probably know, the mentally ill do not advocate very 

forcefully for themselves because of the stigma of mental illness. I 

think this is one reason historically why psychiatric care for the 

mentally ill has not been the top priority for the public--

ASSEMBLYMAN OTLllWSKI: . (interrupting) Are you going to point 

out how psychiatry fits or does not fit under the DRG system? 

DR. NADEL: Yes, I am. 

ASSEMBLYMAN OTLOWSKI: Good, great. 

DR. NADEL: I would say that I have general, theoretical, 

logical, and practical problems with the DRG system as a whole. 

However, I would like to address that in a separate letter to the 

Committee. 

ASSEMBLYMAN OTLOWSKI: Excuse me, doctor. Are you also going 

to develop positive recommendations about the way you think the DRG 

should go with psychiatry? Are you going to do that? 

DR. NADEL: Yes, I have some recommendations in that regard. 

I don't want to use the time I have here be fore the Commit tee to 

address the general problems with the DRG which affect all health care 

delivery. But I would like to focus on the specific role it plays in 

terms of diminishing the care for the psychiatrically disabled and ill, 

and focus on the specific problems for psychiatry with this system. 

In the first place, for psychiatry, the DRGs for the 

psychiatric diagnoses do not correlate with the intensity of care 

required or the resources needed to render that care. Most of the 

psychiatric diagnoses under the DRG system are in Category 430. Of the 

psychiatric diagnoses, one-third of them are regarded as outlyers under 

the DRG system. What that means is that there is not enough experience 

with these diagnoses in the State, that the stay is too short or too 

long, that the people leave AMA, or that they are clinical outlyers. 

In other words, they do not fit in the system. There was one analysis 

done of the initial group of 26 hospitals under the DRG system by an 

analyst in the State Hospital Association. This demonstrated that the 

psychiatric diagnoses do not fit a normal distribution. The theory 

behind the DRG system assumes a normal distribution. The distribution 
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for psychiatric diagnoses was rectangular, bimodal, long tales, long 

beginnings, but only one of the 12 approximated a normal curve. There 

was a public meeting at which this data was presented, and the Health 

Commissioner at the time, who took a system from Yale and brought it to 

New Jersey, chan,~ed what it was about to do, did not listen to the 

author of the system who said that it was inappropriate -- Mr. Thompson 

has been referred to before -- and then declared the experiment a 

success without any analysis. She simply called the data a lie. "This 

analysis must be a lie and the person doing it must be a liar." It 

caused some consternation because this gentleman was not a liar, and 

the numbers didn't lie. The numbers didn't fit with the theory, and 

the theory was inapplicable to these diagnoses--

ASSEMBLYMAN OTLOWSKI: (interrupting) Doctor, are you saying 

that the DRG does not fit the psychiatric approach to treatment and 

payment? 

DR. NADEL: I'm saying that the DRG analysis and system are 

inappropriate for psychiatry. The Federal government, whatever its 

ultimate wisdom or non-wisdom, has seen fit to exempt psychiatric 

diagnoses from its Medicare until further study is done, because they 

recognize that thne is a real problem in trying to plot a DRG system 

in psychiatry. One problem is that the system for psychiatric care is 

quite different tt·an the system for general medical/surgical care. In 

other words, the DRG system applies when you include all of the 

players. 

ASSEMBLYMAN OTLOWSKI: Doctor, if the Federal government 

cannot find a way to cover it under Medicare-- If the Federal 

government cannot find a way, a manner, a system, an approach, or a 

program to cover it under Medicare, how are we doing to do it with 

DRGs? 

DR. NADEL: Well, what I'm saying is, the Federal government 

has exempted the psychiatric diagnoses from its Medicare DRG policy. 

As it studies the problem, it recognizes that there is a serious 

problem in trying to use this system wi 1.h psychiatric diagnoses. 

ASSEMBLYMAN OTLOWSKI: Are yr,u saying the system will never 

fit psychiatry? 



DR. NADEL: I wouldn't go that far. I think there are 

problems, but I think those problems can be addressed. What is 

outstanding is, this State and the State Department of Health did not 

do it. 

ASSEMBLYMAN OTLOWSKI: 

addressed under DRG? 

How can some of these problems be 

DR. NADEL: Well, first of all, it would help if the DR Gs 

were recast, so that they would more closely approximate the intensity 

of care needed and the amount of resources that would have to be 

allocated to treat the people with disorders. Unfortunately, in 

psychiatry, diagnosis does not indicate the inte 1si ty of resources 

needed. In other words, if you have a fractured arm and the bone does 

not protrude, you are in one DRG; if the bone does protrude, you are in 

another DRG. That's fine; that is a difference that makes a difference 

in terms of, you know, antibiotics, troubles with infection, likelihood 

of healing -- all of those things. In psychiatry you have a diagnosis, 

let's say, of paranoid schizophrenia. Now, that person may be out of 

the hospital in three days; that person may require three months in a 

hospital, or three weeks in a hospital. And, the medical diagnosis 

doesn't make the difference. So, the system is poorly cast as it 

stands to reimburse for psychiatric care. 

Furthermore, the psychiatric service system, as I said, is 

quite different than the general medical/surgical system. You have all 

the players, all the general hospitals in the State in the DRG system 

for medical/ surgical care. In psychiatry, you do not have all the 

players. You don't have the State hospitals; you don't have the 

county hospitals; and, you don't have the freestanding facilities, such 

as the Rutgers Corrnnunity Mental Health Centers here in Middlesex 

County, or Princeton House, which is two miles from the main hospital 

at Princeton -- the Princeton Medical Center -- but is not included. 

You are not including the private hospitals, either the not-for-profit 

hospitals or the one for-profit private specialty hospital in the 

State. It is no accident that these hospitals were exempted from the 

DRG system. The private for-profit hospital was suing Joanne Finley 

and Pat Harr is. The day before that suit was brought into court, 
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specialty hospitals were exempted from the DRG system because the State 

Health Department and HEW knew it would lose that suit, due to the fact 

that the DRG system is unconstitutional on grounds I don't really want 

to get into because those are general, n Jt speci fie. 

The DRG system, though, as it has been implemented in New 

Jersey, discriminates against the 1nenta lly i 11 in very many ways. It 

also foi3ters a shifting of care to the more expensive, private 

hospitals not under the DRG system. 

ASSEMBLYMAN DTLOWSKI: Doctor, I think you have made a good 

case as far as you have gone. Now, at viously the case you have made 

shows that psychi,1try does not come .nder the umbrella of the DRG 

system. You have uhown that in the teslimony you have given. Now, how 

could you bring i1: under the umbrella when you say that this system 

cannot measure the kind of treatment :hat psychiatry dispenses? If 

there is no measuring rod, as there is with a broken arm, or a broken 

leg, using your example, what kind of a ~easuring rod would you use? 

DR. NADEL: One of the factor 3 you have to consider in doing 

this in terms of psychiatry diag11oses would be chronicity, how long 

someone has been in a hospital, or how , 1any repeated episodes of 

hospitalization someone had. That . in n rou~h way, can correlate with 

the period of timn of supervised ~are somec,ne will need, but that is 

not in the DRG system. What tl1e DRG sy 3tem really does is lump 

two-thirds of the patients who are not out yers in one DRG. So, it 

doesn't separate out as people who would propose that sort of system 

would have it. It doesn't separate out patients; it lump:3 them. 

ASSEMBLYMAN OTLOWSKI: Doctor, let me develop this, because I 

think before we leave this area, w,1 have to have some understanding of 

where we' re going. You have led me to t elieve with your testimony that 

there is no wc1y of measuring pBychiatri1 treatment that would fit under 

the DRG. Am I cor~ect about that? 

DR. NADEL: Well, I said as it is presently done, okay? What 

I am suggesting is that other parar .eterE have to be introduc ed to a DRG 

system to make it appropriate for- -

ASSEMBLYMAN OTLOWSKI: ( .nterrupting) Could those parameters 

be spelled out? 

New Jersey State Library 
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DR. NI\DEL: I believe so, but I have to say a DR1; system that 

only affects one portion of the psychiatric service sysb,m unbalances 

that system and has problems in it. It forces patients -- the poor, 

the working poor, the people who do not have million-collar health 

insurance and can't afford a private psychiatric hosp.ta! -- into 

county and State hospitals becau~e the general hospitals are going to 

go out of the psychiatric service business, given the way the DRG 

system penalizes psychiatric services. 

ASSEMBLYMAN 0TLOWSKI: Doctor, there is a related question. 

Could the DRG system afford psychiatric coverage, sinC"e the whole 

question, as you put it, is so cumbersome? To use your own words, 

there is no special way you can pinpoint a psychiatric illness. 

DR. NI\DEL: But, I didn't say there isn't a way to pinpoint a 

psychiatric illness, sir. I may have been misunderstood, or I may not 

have put it clearly. What I'm saying is, the way the DRG system is set 

up, it does not do that. It is doable, and the American Psychiatric 

Association is doing it. 

ASSEMBLYMAN 0TL0WSKI: Let me ask you this question: Is 

there a possibility of submitting a plan that would fit under DRG, a 

detailed plan, showing how it would fit, showing at least estimated 

costs, showing that it is possible economically, that it is possible 

from a health point of view, that it is workable, and that it could fit 

under this system? Could that be done? 

DR. NADEL: Not without the cooperation of the Health 

Department, which has been singularly uncooperative and insensitive to 

physician input in general, and psychiatric input specifically. It did 

not have psychiatrists reviewing the DRGs before they started the DRG 

system. Because of the outcry about that, they had an advisory 

committee--

ASSEMBLYMAN 0TL0WSKI: ( interrupting) I just want to say 

that this, in my opinion, is so important. Frankly, this whole 

business you are talking about is so important that I would like to 

treat this just a little differently. What I would like to do is set a 

separate hearing on this subject alone. As a matter of fact, I would 

like to give you and your associates an opportunity to develop a 

,, ., i,.. . ··?• 
.- ;·, ., ~ ~ •,.II'. "' 

36 



program that could be considered by this Committee. We would then ask 

the Health Department and some of our other departments to evaluate 

that system to determine how it would fit in. 

Now, what I would like to do is give you an opportunity to 

really develop comprehensive testimony in-depth testimony -- with 

the kind of people who would help you to put this together when we call 

you to testify and present such a program. Would you accept that? 

DR. NADEL: Certainly; we would love to accept that. 

However, we would also like to make a few recommendations specifically 

for current operations, because this wj 11 take time and, as I said, 

will involve the cooperation of a Department that hasn't been--

ASSEMBLYMAN OTLOWSKI: (interrupting) But, the other thing 

stands, because I think the problem of mental health in this State-­

We're having problems with the people we're treating in our mental 

institutions and a problem with the kind of money we are paying there. 

Some of our hospitals do not have the kind of programs they should 

have. Then, as you pointed out, the coverage isn't there. I think 

that has to be treated separately; I would like to do that and give you 

the opportunity to go into that in-depth. 

DR. NADEL: Certainly. 

system, or the reimbursement 

categories of hospitals. 

One point would be that the DRG 

system should be uni form for all 

ASSEMBLYMAN OTLOWSKI: All right, but in the meantime, let's 

hear what you have to say in your current remarks. 

DR. NADEL: Okay. The DRG r;ystem has penalties in it for 

good clinical care of psychiatric patients. For example, the DRG for 

depression does not give one enough time to try a course of 

antidepressant medication in a supervised way. It takes three to four 

weeks before you can say a certain kind of medication is not the 

treatment for this ipdividu~l, has failed to help him with his 

depression, and switch to another one. By that time, this person is 

way outside the length of stay, What is happening in hospitals is that 

lengths of stay are being looked at; doctors are being identified; 

their average length of stay is being identified; and, the theoretical 

cost to the hospital of these doctors' lengths of stay are being made 
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public knowledge, not the doctors' names, but every doctor knows his 

own number. If Doctor 100 hears that he has cost the hospital $40,000, 

he knows he should alter his behavior or the hospital night not look 

kindly upon him. 

Psychiatric services in hospitals have been cut back, and are 

being cut back every month. This is a real problem. You don't have a 

chance, for example, to treat a depressed person with medication; you 

don't have a chance to treat him with ECT within the period of time for 

the DRG. 

ASSEMBLYMAN 0TL0WSKI: You're talking about a heck of a big 

problem that confronts this State and which, as a matter of fact, 

confronts many of the states. These are the people who are walking the 

streets; these are the people who are living on the street; these are 

the people who may be stacked away in some nursing home and forgotten. 

As I said, I would like to go into that separately, because I think it 

is related to the total problem of health. I would like to treat that 

at a separate hearing. 

DR. NADEL: Surely. 

ASSEMBLYMAN 0TL0WSKI: let's just go to your immediate 

suggestions with the system as it is now, and what we can do with it as 

you see it. 

DR. NADEL: For 1985, I think the only thing to be done is to 

treat all psychiatric diagnoses as outlyers and reimburse on the basis 

of cost. This is not just cost willy-nilly, but this is a Health 

Department approved kind of cost. 

ASSEMBLYMAN 0TL0WSKI: Would that be a fixed cost, doctor? 

Would it be the actual cost? 

DR. NADEL: It is the actual cost as determined by a 

negotiation between the hospital and the Heal th Department. In other 

words, outlyers are currently being reimbursed. Hospitals are being 

reimbursed for outl yers on the basis of cost. 

ASSEMBLYMAN 0TL0WSK I: How would you do it? What are you 

suggesting? 

DR. NADEL: Well, that is what I am suggesting, that they be 

reimbursed on the basis of cost. 
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ASSEMBLYMAN OTLOWSKI: But, you're saying hospitals are 

unhappy with that, aren't you? 

DR. NADEL: Hospitals are hap_)y with the DRG system, partly 

because the State maladministered the share system so egregiously that 

hospitals didn't know until three or four years later what their 

budgets would be for a year. It was an untenable position for hospital 

administrators. Then there was the indigent care cost question. And, 

there was a reason for hospit2l administrtion to go along with the DRG 

system. Psychiatry services only consb tute 2~~ to 10~o of the services 

in a hospital, and the hospital adminis rator gets great advantage for 

the other 9ma to 98~a of his hospital. 

ASSEMBLYMAN OT LOWS KI: Doctor, again I just want to say I 

would like to treat this whole question separately. And, when it is 

being treated separately at a hearing, I would want to alert the 

hospitals to be prepared to address this question. I would want to 

alert the Health Department to address this question. And, I would 

like you to come in with a specific plan. 

DR. NADEL: Another thing that needs to be done is that the 

State Health Department and the State Department of Human Services have 

to develop consistent -- not contradictory -- policies. The State 

Heal th Department is trying to reduce the length of stay in hospitals 

and psychiatric services. The State Department of Human Services is 

trying to gPt community hospitals to care for the chronically mentally 

ill who used to be cared for in State institutions. The chronically 

mentally il 1 have a longer length of stay for the same diagnosis as 

someone who is not chronically mentaJly ill. In other words, a 

functioning paranoid schizophrenic who is a very able attorney or 

doctor, well medicated, may have a break because of some life 

circumstance, and require hospi talizatio1 for one to three weeks. That 

person is a very different person than the chronically mentally ill 

person with the same paranoid schizophrenic diagnosis ~o has been in a 

State facility for 10 years, and is now in something like the Park 

Hotel in Plainfield a 200-bed not officially titled State facility, 

but a 200-bed former hotel popuated by 190 former long-term State 

hospital people. When that person decompensates with the same 
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diagnosis, that person requires a longer length of stay. His whole 

pattern of illness is different. His whole ability to return to a 

functioning life is different. The whole family and social support 

system that the well-functioning doctor or lawyer who happens to be 

schizophrenic has is not available to these individuals. So, their 

time in hospital is much longer, and the kind of care they need is 

somewhat different. 

But, what's happening is, Human Ser1ices is telling 

psychiatrists and psychiatric services in general hospitals to go one 

way, and the Health Department is telling them to go the other way. 

Now, ultimate! y the patient is the loser. Psychiatrists are not going 

to lose much ; the hospitals are not going to lose much ; the patients 

are going to be the ones who are hurt most. And this is what happens 

time after time as government policies are inconsistent, incoherent, 

and contradictory. 

ASSEMBLYMAN OTLOWSKI: Doctor, again you're presenting a 

tremendous problem here that I think has to be approached separate! y. 

That is why we are going to hold a separate hearing. We will probably 

devote a whole day just to this subject. I just wHnt you to be ready 

when we do that. 

DR. NADEL: Okay, I'll be ready. What hc,s to be done is to 

take into account the complexity of the issues. ThL hasn't been done, 

and the Health Department has not used its own advisory committee. 

ASSEMBLYMAN OTLOWSKI: Doctor, just this: I don't want you 

to feel that I'm cutting you off, but I am. (laughter) 

DR. NADEL: I hear you. 

ASSEMBLYMAN OTLOWSKI: The truth of the matter is, I want to 

give you a better opportunity, a better forum, and we are going to do 

that, as I said. We will conduct a special hearing related to this 

subject, and we wi 11 devote a whole day to it. Okay? 

DR. NADEL: I am very appreciative of thc,t. I hope we will 

have some instant remedy, because psychiatric servic~s are disappearing 

from general hospitals as we sit here and talk, and that will continue. 

ASSEMBLYMAN OT LOWS KI: Doctor, I don't know of any instant 

remedy; that is the purpose of this hearing. Maybe we can find one. 
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But, in any event, I just want you to know that I appreciate your 

appearance; I appreciate your testimony; and, I appreciate your 

concern, because this is one of the real troublesome problems of our 

time. I don't want you to feel that you are being brushed off. As a 

matter of fact, you are getting something that no one else is getting; 

you're get ting a fu 11 day for this. All right? 

DR. NI\DEL: Okay, thank you. 

ASSEMBLYMAN OTLOWSKI: Thank you very much. May we have 

James Reilly, please? I' 11 tell you what we are going to do. We are 

going to hear Mr. Reilly. Mr. Reilly is submitting his testimony, and 

we will see how long his comments are going to be. We're not talking 

about reading your testimony; we are going to see how long your 

comments are going to be. Then it has been suggested that we break for 

lunch, and l will give you the names of a number of good restaurants, 

all friends of mine. (laughter) Then we'll come back. All right? 

Mr. Reilly, will you please tell us your name and the name of 

the organization you represent in an official capacity? 

JJAMES D. REILLY: Yes, I will, Mr. Chairman. My name is Jim Reilly. I 

am the Fund Administrator for a self-funding group, the Steamfitters 

Welfare Fund, Local 475, Newark. Currently, I am the Administrator of 

the Fund's assets. I realize lunch has been called, so I will keep my 

remarks very brief. 

Basically, we found some problems with the DRG system which 

we have discussed with the State from time to time. I just want to 

thank the Chairman and the Committee members for giving us the 

opportunity to develop some of these problems. 

I guess the concept is good, but there is something unpopular 

in my statement that I am going to say right off the bat, if I may. I 

think one problem I can see at face value is really the indigent care. 

We realize it is a broad social problem, but it seems, at least in a 

smal 1 fund such as ours, that we are being forced to share an unfair 

burden of that cost. Since it is a broad-based problem, it may be 

better addressed by some other form of payment. We really think that 

New Jersey has the finest quality hospitals in the country. I'm 

speaking as--
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ASSEMBLYMAN OTLOWSKI: (interrupting) Are you saying that 

the indigent care thing is a burden on the whole system? 

MR. REILLY: Yes, that is my observation. Again, you have to 

take it as my observation only. 

ASSEMBLYMAN OTLOWSKI: Do you deal with that in your written 

statement? 

MR. REILLY: Yes, I do. 

ASSEMBLYMAN OTLOWSKI: Just develop that for a moment. 

MR. REILLY: Wel 1, let's take the pr ice per case for 

example. Again, this is not my area of expertise; my opinion only 

comes from looking through the system. I see a pattern developing 

where when the DRG system was implemented, the idea was that if a 

hospital got a "windfall" profit, the following year the DRG rate per 

case would be somewhat lower, and the overall system would benefit from 

it. However, they also have the indirect costs going to the markup 

factor. I show in an exhibit here where the DRG costs remain kind of 

static, but this markup factor goes from approximately 1. 5 to almost 

twice the DRG bill. Included in this indirect cost is the indigent 

care, and that is sort of the crux of my observation. I won't even 

call it a direct comment, but I did document it somewhat. 

One of the problems we have as a self-funded group-- Granted 

it is an all payer system, but we are impacted severely by either 

excessive DRGs or erroneous DRGs. I document that further. But, we do 

not have the averaging effect of a Prudential or a Blue Cross. We like 

to think that we have been doing this for 30 years in an expert--

ASSEMBLYMAN OTLOWSKI: (interrupting) You're carrying-­

MR. REILLY: (interrupting) We are directly self-funded. 

ASSEMBLYMAN OTLOWSKI: You're self-funded? 

MR. REILLY: Yes, s r. When we get an excessive DRG in its 

initial stages-- Everyone hfil a horror story, so I will get this one 

right out; it is sort of an attention grabber. It was Beth Israel 

Hospital in Newark; I' 11 mention the name. A daughter of one of our 

participants went into the ho;,pi tal, spent an overnight stay, and the 

itemized costs were $630. 00. She had a diagnostic problem. A kidney 

problem was diagnosed with an ultrasound treatment. There was no 
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treatment given for the disease. We received a bill in our office for 

$8,500. OD. Well, in trying to make this DRG system work, when we 

looked there, that particular DRG which I document in my submitted 

material, was a nephronic syndrome with a surgical procedure. We 

appealed it as an erroneous DRG because there was no surgery 

per formed. This is where the "Alice in Wonder land" concept comes in. 

When we went in there, fortunately enough for the Fund, the young lady, 

who was a nursing student, also appealed it because it was excessive. 

We payed what we thought was the appropriate DRG, which was about 

$4, ODO. DO. I forget the exact figure, but it is in here. On face 

value, that was excessiv'e as well. 

To make a long story short, when we went through the appeal 

process we were told that the encodement was correct, and that because 

the sound waves penetrated the body it was an evasive procedure. I 

said, "When you tap someone and listen with a stethoscope, that is an 

evasive procedure too." But, they upheld the encodement, and I said, 

"Well, that is not what it reads." They said, "You' re looking at the 

English descripter, you know; run it through your grouper." I said, 

"Wel 1, I don't have a grouper; I am the grouper." To make a long story 

short, we were fortunate enough that the PSRO did rule that it was an 

excessive charge and we were billed itemized costs. We did get a 

refund on it. I have documented a serien of things here in the 

material I am submitting. At this point what we have done -- and I see 

a member of the State DRG Committee here-- Because we are self-funded 

payers, we depend heavily on contributions for the payment of 

benefits. We also cover our retirees; we have 300 retirees. We cover 

them in full. This is the point I was getting at with the inc!igent 

care. If we were forced to pay excessive DH Gs continuous! y, since we 

don't have the averaging effect of a Blue Cross or a Prudential, where 

we might get a balancing effect, we would probably have to cut back our 

coverage. One ,area we would have to cut back would be the retirees, 

because there are no contributions coming in on their behalf. We just 

felt that if a man or woman labored 30 years in the industry, we would 

try to extend all possible medical care. I have one example of a 

person who is being billed $4,000.00 more than itemized costs. We, as 
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a fund, and I document this, are paying-- In cases which we feel are 

excessive DRGs, we don't want to withhold payment to the hospital, and 

we immediately pay the itemized costs times the payer factor, which is 

usually about 105%, or 5% over the bill. Then we advise our 

participant that he has the right of appeal. Under ordinary 

circumstances in the appeal process, the billing is suspended until the 

adjudicating body, in this case the PSR0, rules whether _ or not it is 

excessive. In this particular instance, the fellow called me 

yesterday. He received a summons, ev~n though he has an appeal in 

process. It's Jersey Shore Medical Center; I have that in here too. 

It is a $4,000.00 bill. The man is 64 years old; he has an invalid 

wife -- that is who the bill was for -- and he is being asked to 

appear before a judge to answer this charge, even though an appeal 

process has been registered. 

This kind of summarizes a lot of my statement. It is a very 

lengthy thing, but I tried to document the background of our Fund. I 

put in some of our experiences with excessive charges. I put in some 

of my general observations of some of the problems. 

ASSEMBLYMAN OTL0WSKI: In this testimony, did you indicate 

how we could possibly cope with excessive charges? 

MR. REILLY: Well, I didn't, and for this reason: I heard 

you ask that question before, Mr. Chairman, and quite frankly the flyer 

I received from Mr. Price, who was kind enough to send it, talked in 

general terms about categorizing some of the difficulties. I would be 

glad to sit down-- I do mention some various things in there, but I 

did not sunvnarize some of my observations. What I tried to do for the 

Committee was just to bring some of the problems we have had as small 

payers -- and, I might add as a patient pay, a person who does not have 

insurance for one reason or another -- into focus. It seems as though 

the thrust is trying to force a person into purchasing this insurance. 

If the industry experiences excessive charges, which happens, they have 

the luxury of going back to the State Department of Insurance and 

saying, "Dur rates are going to have to go up. We have experienced 

some difficulties." 
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We, as self -funded payers, have people working out in the 

field at Exxon Refinery, etc. That is a pipefitting type of 

organization. 

ASSEMBLYMAN OT LOWS KI: In a supplementary statement, could 

you suggest ways of coping with those excessive charges, or is that--

MR. REILLY: (interrupting) I can identify why some of them 

happen. This goes with the horror story. We have found -- and I am 

not going to point a finger -- that endemic in this system is the idea 

that a physician, or whomever groups this particular diagnosis, if 

there is a choice of four diagnoses for appendicitis, for example, it 

behooves him to select the higher of the DRGs. It only makes sense. 

Why not get the most bang for the buck? You know? There is an 

incentive for them to select these higher diagnoses. We find that we 

don't get the averaging effect. Now, when it was explained to me-­

Mr. Leo Brach was eloquent in his comments, but I respectfully disagree 

with a couple of them. The idea is that I would get an excessive bill 

of $4,000.00 more to consume the resources. On the other hand, I could 

get someone who was in the hospital, say, seven days, where the consume 

resources maybe wnre $7,000.00 and the DRG sti.ll $3,000.00, and that 

would average it off. 

What we found was that hospitals, recognizing this to 

maximize revenue, wi 11 add a secondary diagnosis. In other words, 

change the one that was going to be charged, the DRG, into an outl yer. 

Now we get heads they win, and tails they win. We also had what we 

call a DRG sandwich. One of our participants 1'/ho is now dead, locally 

here, was admitted for carcinoma of the lung. I have to trust my 

memory, I think it was 082, lung carcinoma. That has a rather high 

trim point. It was when this hospital was just going on a system. It 

was encoded properly; he was discharged and we paid itemized costs. He 

was readmitted. In this case, I think ::.hey had a trim point of about 

45 days. He was in about 20-some odd days. Now, the itemized costs 

exceeded the DRG. This time his discharge diagnosis was lung abscess, 

which is an outlyer. As a third condition, he was encoded 082. He had 

the same lung cancer all along. We received the medical records, and 

the treatment indicated it was the same basic treatment for everything. 
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These are just instances; they are dramatic, I grant you. 

When we first got here with that $8,000.00 memo, it was like Pearl 

Harbor. Now it is like World War I. We are in trench warfare. You 

know, we are getting bombarded left and right. 

I would like to follow this up with some specific 

suggestions, but I am just down here mainly to make myself feel good --

no, really, I am here for our participants. I want to thank you for 

your indulgence. 

ASSEMBLYMAN OTLOWSKI: Will you do what I 3sked you to do? 

MR. REILLY: Yes, I will. 

ASSEMBLYMAN OTLOWSKI: The other thing you touched on was the 

fact that some other means have to be found to finance indigent care. 

That is a tremendous burden on the DRG system. What are some of your 

offhand observations on that? 

MR. REILLY: 

many minds-- There 

How to handle indigent care? I guess there are 

is one thing I would like to stress about it 

though. I like the idea that in New Jersey, if you are bleeding, they 

are going to take you in and you are going to get care. They are going 

to check you out. So, I do not want to go on record as-- I like the 

New Jersey system in that respect. I recall that down in Maryland 

there was a guy burned, and he died because he went to three different 

hospitals. Quite frankly, I am not prepared to give any suggestions 

along that line. However, as a layman, if you would like me to, I 

would be glad to give you some. 

ASSEMBLYMAN OTLOWSKI: Would you think ab,Jut that? Also, in 

a supplementary statement, would you give us-- Some of the great ideas 

do not come from experts; you know that. As a matter of fact, you may 

come up with something that would be of interest to us. 

MR. REILLY: I thank you very much for your time, and now we 

are going to go to lunch. The only other thing is, there are about 

five or six little Band-Aid problems I see with the DRG system that I 

can identify. I will take those point by point. I just wanted to 

identify some of the hospital gamesmanship, and I am not putting them 

down. You hire an accountant and you say, "Hey, make me some money 

here." On my hand, I have to pay it, and I say, "Wt:11, listen--
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ASSEMBLYMAN DTLOWSKI: ( interr11pting) I 'm familiar with your 

union and some of its operations. I know that you watch the buck, 

which, of course, is a great tribute to rou. As a matter of fact, that 

is why I am interested to see if you have any ideas on some of the 

subjects we talked about. Again, I just want to commend your union for 

how careful they are about running thei~ operation, how watchful they 

are, and how mindful they are of the dollars they spend. 

MR. REILLY: We feel it is the participants' money and we are 

trying to get the most bang for the health care dollar. That goes for 

the pensions. I want to thank you very 1nuch on behalf of the union and 

its members for your very kind comment. 

ASSEMBLYMAN OTLOWSKI: Assembl ✓man Cuprowski? 

ASSEMBLYMAN CUPRDWSKI: Mr. Ch iirman, there is just one point 

I would like to make. Unless I am mishiken, several times during your 

testimony you indicated something about a hospital making a diagnosis 

or changing a diagnosis, and I do not thLnk this is totally correct. I 

think the doctor is the only one who can make a diagnosis. So, if 

anyone is increasing the diagnosis, it is really a doctor. 

MR. REILLY: Well, you know, don't you think, Assemblyman 

Cuprowski, that there may be a littfo pressure on a physician to 

select, if he has a cafeteria plan--

ASSEMBLYMAN CUPROWSKI: (interrupting) I don't know. 

MR. REILLY: I'm asking too; I don't know. 

ASSEMBLYMAN CUPROWSK I: Unless I'm wrong, the doctor makes 

the diagnosis. 

MR. REILLY: We have a problem identifying that one too, 

since you brought it up. When we offer coverage for our participants, 

we cover over 365 days in the hospital. We include alcoholism fully 

because we recognize the devastating problem of alcoholism. 

ASSEMBLYMAN CUPRDWSKI: I give you credit for that. 

MR. REILLY: Well, it is a problem and we are finally getting 

some recognition in that area. I didn't say that so much as a 

commercial, but more or less to indicate that we do have a problem with 

some hospitals giving that as an admitting diagnosis, because we get 

the admitting diagnosis and if there is a contrary discharge diagnosis, 
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then we do not have a measurable yardstick. There are instances-- As 

was rightly pointed out, we have a big problem with psychiatric care. 

Unfortunately, our Fund at this time is only prepared to pay 30 days 

for mental illness. Now, if there is~ drug dependency or an alcohol 

problem, then we cover them ir, full because we recognize they are two 

devastating factors in our society. But, we need that admitting 

diagnosis so we can tell them what the coverage is. 

These are some of the problems we have had and, as I said, I 

identify them in my written statement. It is getting close to 

lunchtime, so I certainly do nc~ want to run over. 

ASSEMBLYMAN CUPROWSKJ: I appreciate it, thank you. 

ASSEMBLYMAN OTLOWSKI: Notwithstanding the hunger of Chris 

Simon, we are not pushing for lunch that hard. Is there anything else 

you would like to add, Mr. Reilly? 

MR. REILLY: There is so much, and there is so little time. 

I just want to thank you very much. Oh, I would like to add one thing. 

ASSEMBLYMAN OTLOWSKJ: Let me just tell you this: The 

testimony you have subnit ted, and the supplementary testimony, will be 

gone over by our staff. If there is anything in here that is good and 

usable and workable, it will cc ime to our attention for a workup. 

MR. REILLY: I want to compliment one thing. A lot of times 

the State gets a lot of kicks in the tail, you know, when it starts 

waving around the bureaucracy. I just want to say that the people who 

directly administer the DRG system -- Bernice Ferguson, Robin Blair, 

Tony Bruno, who is here -- hav,~ al ways had the utmost courtesy and they 

always listen very carefully to what your problem is. I don't always 

agree with their solutions, hut I have to compliment the staff down 

there because it is refreshing Sometimes you get into a labyrinth and 

you' re rattling around, and yo,1 can get some action. 

ASSEMBLYMAN OTLOWSKI As a matter of fact, I wish we could 

bring that attitude into ever: facet of government. As you say, even 

if they don't satisfy you, at east you are treated with courtesy. 

MR. REILLY: As I wa:; today. Thank you very much. 

ASSEMBLYMAN OTLOWSKJ: Thank you very much, Mr. Reilly, 

You're going to do those two things for us, right? 

response) 
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We are going to adjourn now for lunch. We will return at a 

quarter to two; that will give everyone an opportunity to eat. There 

are some very nice restaurants in the immediate vicinity. 

(RECESS) 

N"TER RECESS 

ASSEMBLYMAN OTLOWSKI: First of all, I would like to 

apologize. We' re late getting started. May we have Mr. Bernard 

McCarthy now, please? Mr. McCarthy, will you please give us your name, 

the name of the organization you represent, and tell us whether you 

represent it in an official capacity? 

BERNARD McCARTHY: My name is Bernard McCarthy. I am the Administrator 

of the Essex County Bricklayers Welfare Fund. I have been in this 

position for ten years; we have been self-insured for nine years. The 

Essex County Bricklayers Welfare Fund covers 550 of our members with 

hospital, medical, and major medical benefits. Of these, 200 are 

retirees. The active members are currently deferring $1.55 per hour of 

their wages to fund this program. 

What I would like to do, and my testimony is going to be 

brief--

ASSEMBLYMAN OTLOWSKI: (interrupting) Excuse me, $1. 55 per 

hour is taken out toward this program? 

MR. McCARTHY: That's right. That is tax-deferred money, of 

course. You say "taken out," but it is paid by the employer, and they 

give it up each year when they vote on what they want to do with their 

increase. 

ASSEMBLYMAN CUPROWSKI: That's $12.00 a day that is paid for 

health insurance. Is that correct? 
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MR. McCARTHY: They work seven hours, that's right. What I 

would like to do, because my testimony is going to be brief, is to 

actually read each paragraph over and then comment on it as I go along, 

and we can get through here. 

ASSEMBLYMAN OTLOWSKI: How many pages is it? 

MR. McCARTHY: It's only two pages, okay? 

ASSEMBLYMAN OTLOWSKI: Okay. 

MR. McCARTHY: It is common knowledge that all small welfare 

funds are experiencing hard times because of the ever-increasing high 

costs of hospital and medical care. I have been paying DRG bills since 

the beginning of this system and would like to relate my findings. 

Since the beginning of the DRG system, I have been watching 

our hospital bills very closely. The first couple of years there was 

very little difference between the patient charges and the DRG amount. 

As time went on it seemed the hospitals were looking for ways to beat 

the system. Hospital administ.rators have been attending seminars and 

openly discussing methods for beating the system. It is a very simple 

matter, when two diagnoses are similar, to use the one upon discharge 

that allows the hospital a larger DRG pr ice. As physicians and 

hospitals are dependent upon one another, the physician has a vested 

interest in seeing that the hospital remains so 1 vent, whether it is 

cost efficient or not. The delay of a discharge may take a patient out 

of a losing DRG billing. 

Now, here is where one of our serious problems comes into the 

picture. Inner-city hospitals, through markup factors, are allowed to 

charge more because of the indigent care they provide. For example, 

East Orange General Hospital's intensive care room is $850.00 per day. 

This is a social problem. The indigent care being given to these 

patients should not be paid for directly by the people who must utilize 

that hospital. This seriously affects us because we deal in the 

inner-city. Many of our pea Jle go to these hospitals. Even on an 

outpatient basis, it is exorbi:ant. 

DRG billings through payer factors allow Blue Cross a 

discount. The theory behind this is that they must accept everyone. 

However, in reality, we also must accept anyone who qualiries throuqh 
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working the necessary amount of hours. Welfare funds should be allowed 

the same discount. I just can't see why anyone would give Blue Cross a 

larger discount than us. At one time, we had Blue Cross, and they 

priced us out of the picture. We cannot afford 120 days, so we 

certain!:' cannot afford to supplement Bl1ie Cross through a discount, or 

to suppfoment indigent care through a pnyer factor. This is going to 

drive us out of business. 

Physicians and hospitals are necessary to each other. 

Physicians have a say in the running of nost hospitals, and are also on 

the staff of most hospitals. I do not object to physicians sitting on 

appeal boards, but business and labor slwuld also sit 01 these boards. 

We find that physicians favor the hospitals and, in some cases, 

are arrogant in their attitudes. I have been to appeals where it was 

obvious we were right, and the doctor in charge of the appeal said, 

"No, you' re wrong." I even cal led the Department of Heal th to 

check whether or not a certain fee should be charged as part of a DRG 

cost, or half of it, with the other half put on the newborn baby. They 

told me, "You' re right; you can't do that." Then you go there and a 

doctor says, "They can do that; everything is all right," and you 

lose. It is ridiculous. You don't have anything to say about it. A 

doctor on one hand is representing the hospital, and he is also 

representing the hospital on the appeal. He is not representing anyone 

else. 

ASSEMBLYMAN OTLOWSKI: 

process of the DRG? 

Excuse me, do you use the appeal 

MR. McCARTHY: Yes, we do. 

ASSEMBLYMAN OTLOWSKI: You do? 

MR. McCARTHY: Yes. Now, I don't see how this DRG system is 

saving anyone any money. I hear a lot about what happens here and how 

much money they save. I think that the billing system contributes to 

the increased costs. There would be more meaningful reductions if we 

went back to our old system where the anesthesiologists worked directly 

for the hospital. The radiology work is now going to companies outside 

of the hospital. I believe that is called unbundling. They give a 

profit-making section of their work to a contractor outside of the 
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hospital. They give it to an outside contractor and take it out of 

their DRG system. To me, we would be better off with the old system 

where they worked directly for the hospital. I'm talking about the 

anesthesiologists; I'm talking about the emergency room physicians, 

who are now giving them out. In every case involving emergency room 

physicians where the work is given to an outside contract doctor, the 

prices have doubled. I have seen this happen in the last nine years. 

I would like to point something out on the next page of my 

submitted material because everyone is saying the DRGs are so good. In 

July, at Riverside Hospital, the same DRG number cost $4, 2l~ 1. DO; in 

September, the same DRG number coi3t $4,956.00; and, in December, the 

same DRG number cost $7,014.00. Where are the savings here? This is a 

six-month period. We're talking about a 60% increase. 

ASSEMBLYMAN OTLOWSKI: Mr. McCarthy, you said you felt that 

the indigent should be taken out o;~ the system and that they should be 

funded separately, since that is a general social program and the 

obligation should be met in a di i'ferent way, rather than under this 

system. You stand by that statemert, right? 

MR. McCARTHY: Certainly. 

ASSEMBLYMAN OTLOWSKI: Okay. 

MR. McCARTHY: At the v•!ry least, it should be distributed 

among all of the hospitals in the State of New Jersey if they are going 

to continue the same system. How can you dump that care onto one 

hospital or two hospitals? It's abtronomical. That's all I have, Mr. 

Chairman. I appreciate your time. 

ASSEMBLYMAN OTLOWSKI: fhank you very much. 

Maureen Gilligan, please? (Ms. Gilligan not present) 

May we have 

May we then 

have Mr. Murray Klein, Counsel tn the Northern Ocean Hospital, and 

several other hospitals? Wil 1 you please give us your name and your 

relationship to these hospitals so it will be part of the record? 

MlfiRAY KLEIN: My name is Murray Klein. I am an attorney, and a 

partner in the firm of Tamar, Gelade, Kamensky, Klein & Lehmann. I 

have been retained by the hospitals listed as rate counsel to assist 

them in resolving a matter that has arisen as a result of the new 

Medicare prospective payment system and the waiver. 
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ASSEMBLYMAN OTLOWSKI: For the record, do you want to mention 

the hospitals you are representing? 

MR. KLEIN: They are: Northern Ocean Hospital, Riverview 

Hospital, Memorial Hospital of Bur ling ton County, Zurbrugg Memorial 

Hospital, Memorial General Hospital, and Community Memorial Hospital. 

ASSEMBLYMAN OTLOWSKI: Okay. Do you have a written 

statement? 

MR. KLEIN: I do. 

ASSEMBLYMAN OTLOWSKI: May we have it? Will you summarize 

these nine pages, please? 

MR. KLEIN: My clients are hospitals that are in different 

geographic locations, yet they have a di3proportionately high number of 

Medicare patients ~om they treat. 

Let me step back for a sec,md before I go on to their 

immediat,~ concern and give you a brief overview of ~at the waiver 

issue is for the State and for these hospitals. The background of the 

DRG system in New Jersey is, in 1978, legislation was passed to create 

an all payer system. In addition to that, it also provided for the 

care of the indigent. In order to do this, it required a waiver from 

Medicare because the statutes that created the Medicare program on the 

Federal level specifically state that Medicare will set its own rates 

of payment, and that they will not pay ror anyone else's indigent care. 

In order to establish a program that sets equitable payments 

amongst a 11 insurance companies, Medicare had to agree to allow the 

State of New Jersey to tell Medicare how much it would pay for its 

patients in the State. Included in their payment would be a portion 

for indigent care, so that the cost 11f indigent care in this State 

would be spread amongst all payers, including Medicare. That is really 

the heart of the waiver we have been talking about and the waiver that 

has been approved. 

to have a waiver. As a rnsutt oF the DRG program we established in New 

Jersey, Medicare established its own OOG program. One of the 

signifirant things that this Medicare DRG proqram provided was a data 

bank of how much it costs to take care of Medicare patients as a sole 
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category of patients being treated for an illness. With this data 

available, when New Jersey submitted its application to the Federal 

government for another waiver, it became quite apparent that the 

Federal government was recognizing a higher cost of care for Medicare 

patients than New Jersey was recognizing. For the hospitals I 

represent, the number totaled approximately $46 million in higher 

reimbursement for these hospitals, my clients, if the waiver was not 

approved, because Medicare would pay them more for the treatment of 

these Medicare patients than the State of New Jersey's DRGs pa~ for the 

treatment of these patients. 

ASSEMBLYMAN OT LOWS KI: Excuse me, are you saying that your 

hospitals would have lost $46 million? 

MR. KLEIN: That they would otherwise receive. 

ASSEMBLYMAN OTLOWSKI: That they would otherwise receive? 

MR. KLEIN: That is correct. 

ASSEMBLYMAN OTLOWSKI: Is that because of the fact that you 

have large senior citizen populations in those areas? 

over them. 

period? 

MR. KLEIN: There are really four factors; I will briefly go 

ASSEMBLYMAN OTLOWSKI: Yes, let's hear the four factors. 

ASSEMBLYMAN CUPROWSKI: Over a period of what time? 

MR. KLEIN: Over a three-year period. 

ASSEMBLYMAN CUPROWSKI: A three-year period, not a one-year 

MR. KLEIN: No, over a three-year period. The first factor 

is that the Federal government has a higher inflation factor than that 

being utilized by the State of New Jersey in reimbursing hospitals. 

Another is that there is a more ,Jenerous factor on the prospective 

payment system for reimbursing rt,sident teaching costs. The third 

factor is one that is really attributable to the rate-setting system 

that was established in 1978, and that is, the hospitals in New Jersey 

are much more efficient than hospitals nationally. As a result of that 

efficiency, the cost of taking car3 of patients is less expensive than 

it would be in almost any other sti,te in the Union • 

. .;.,;,, .... Jt/ 
f' •• ·,i' 
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Finally, and probably most significant, is the impact of 

sharing in a DRG. There are some 467 DRGs. Some of them are 

segregated so they clearly address the Medicare patient. They are 

segregated by age 70 or over. However, there are a number of DRGs in 

which Medicare patients share that DRG with non-Medicare patients, so 

if the cost of treating a Medicare patient is $2,000.00 and the cost of 

treating a non-Medicare patient in the same DRG is $1,000.00, the 

payment for that patient to the hospital is $1,500.00. Under the DRG 

system in New Jersey, my clients lose $500.00 of the cost of caring for 

the Medicare patient; hospitals that have a lower portion of Medicare 

patients gain $500.00 because the DRG is an average. Since there is no 

averaging between Medicare and non-Medicare patients in the Federal 

system, my clients would see a truer cost for the care of a Medicare 

patient under the prospective system. 

As a result of this, my clients went to the Department of 

Health and to the Governor's office to raise concerns about this. They 

received assurances from Mr. Stein of the Governor's office that this 

problem would be addressed. Mr. George Hartnett of the Zurbrugg 

Memorial Hospital, who will be testifying after me, will be 

specifically addressing those discussions and the responses of the 

hospitals, the Governor's office, and the Department of Health. 

ASSEMBLYMAN OT LOWS KI: How could thb DRG plan be amended or 

changed so that it wouldn't present this kine I of a hardsh i.p to your 

hospitals? What kind of changes would you have to have? 

MR. KLEIN: If I may, I was going to sum up with that. 

ASSEMBLYMAN OTLOWSKI: Oh, good; all right. 

MR. KLEIN: What I am going to taJ k about is really what 

happens if there is no waiver. Now we know th,~ we have a waiver, but 

we also know we have some time to think about alternatives. What we 

would look for is a system, just as the New Jersey system is now, which 

would reimburse efficiency. The other is one tiat recognizes access to 

care as a factor. Inner-city hospitals with h i.gh indigent populations 

have to maintain their positions in those communities. The hospitals I 

represent recognize that need and understand the need for industry, 

government, and consumers to try to address resolutions. 
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My clients felt it would be important for us to present to 

you the fact that we are not the only State grappling with the problem 

of indigent care. There are other states which have adopted 

legislation i11 an effort to take care of their indigent problem. 

Health care iE an evolving area; it is not static anymore. New Jersey 

is clearly out in front, but things are changing all the time. For 

example, most recently in Arizona, 'in order to take care of the 

indigent prog1 am in Arizona, the state contracted with another agency 

to see if they could buy service for indigents at a lower co~t t)lan the 

state had actually been paying to hospitals. It is a pro-competition 

atmosphere, in wiich if your hospital wants those admissions, it will 

provide the service for less than it may have before, so it can have 

and treat those patients and get that revenue. 

In Florida, there is a combination of that, something that is 

also pro-competition, which means less regulation, a joint partnership 

of state and industry. What they have done there is, they have 

assessed hospitals based upon net profit. That assessment is put into 

a pool with a $20 million matching fund from the general revenues of 

the State of Florida. That money is then turned around and is used to 

expand the Medicaid program in that state to pick up 50% matching funds 

from the Federal government. So, you have less bad debt and indigent. 

In the definition in New Jersey and nationally now, bad debt and 

indigent apply to those people who either cannot pay because they have 

no insurance or have no assets, or who refuse to pay. 

ASSEMBLYMAN 0TL0WSKI: How much is Florida spending for that 

program? 

MR. KLEIN: Twenty million dollars annually. 

ASSEMBLYMAN CUPR0WSKI: Is that an equal assessment, or is 

that calculated? Is there a formula involved? 

MR. KLEIN: It is 1% for the first year for each hospital 

based upon profit; 1-1/2% every year thereafter. That money is poured 

into the general revenue fund. Additionally, there is the New York 

Pooling Program, in which Medicare has granted a waiver to the State of 

New Jersey, but has put a "cap" on their participation. 

ASSEMBLYMAN 0TL0WSKI: Do you mean to the State of New York? 
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MR. KLEIN: With you watching me, I won't make any mistakes, 

you're right. In the State of New York there is a pool, and there is a 

Medicare "cap." Now, there is a waiver for the State of New York from 

Medicare, but Medicare said, "We will only pay under a formula we like, 

for vtiat we think is our ~ppropriate share of indigent. 11 They assess 

the insurance companies in that State for the differential. So, the 

industry is participating directly in that. They assess an added fee 

to the insurance companies to pay for that. 

In New York, they have the program that essentially has been 

set out for you by the New Jersey Hospital Association, which is, "We 

will look to see vtiat Medicare is going to pay all our hospitals, and 

we will tell the hospitals what they need to operate. We will then pay 

them the differential. 11 So, they allow the hospital to take all this 

Medicare revenue in, but then reduce th1• amount that other payers might 

have to pay so that the hospital is maj ntained as a vtlole and indigent 

care is taken care of in the speci fie hospital. 

The facilities I represent found another alternative, and it 

was one we thought might be the one to lead the way if the t'lai ver was 

not approved. It takes care of all of the goal3 I have established and 

recognizes the needs of not only the indigent population, but also the 

Medicare population. What ue proposed if :he Prospective Payment 

System of the Federal governm,mt came into pl:iy January 1, 1985, was 

that for about a three-month period there would just be a continuation 

of the rates of payment for nll payer:3 in Ne11 Jersey until this new 

program might come into play. At the end of the three-month period, 

all hospitals receiving Medicare revenue would be allowed to keep that 

revenue. Now, if the revenue was enouc1h to me ~t their operating needs 

for their Medicare patients, and if they were e ✓ en making a profit from 

that, they would keep that because that would mean they were more 

efficient in taking care of a Medicare patient than other hospitals. 

If they couldn't meet that standard of payment, then they would have 

time to react to the fact that according to the standards they were not 

that efficient. They would then have to l1~arn to live with what 

Medicare is willing to pay for Medicar~ patients. 
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Because of the sharing example I explained before, when 

Medicare pays its patients, thE DRG rate in New Jersey will be reduced, 

because to take care of Medicare' patients costs more. You are going to 

pull out that cost from the payment rate for the rest of the DRGs in 

New Jersey, the other patients in New Jersey, and that is going to 

drop. The cost of caring for them as to what the insarance companies 

will be paying for will drop. The differential betwetm what they were 

paying for befdre and what they are now going to be asked to be paid 

for directly for care, we believe, would be enough to make up the 

uncompensated care factor, the indigent care pool. 

That is a very easy solution. It doesn't require that any 

more money be taken from general revenues, or that we go to the 

counties. It doesn't require anything except that some quick 

statistical mathematical numbers be put together and the payers be 

required to maintain what they had been paying before. The markup 

factors for those hospitals with higher indigent care ratios would have 

to go up, but the payment levels would be the same. 

Now, unfortunately, the numbers were not ready on this. We 

expect to have them later today. Our or,inion is that it will come very 

close to breaking even. If it doesn't, you can see that we have 

explored other alternatives. You could look to the industry to pick up 

some of the differential. You could look to the '.itate government to 

pick up some of the differential. You could look to the county 

government to pick up some of the differential. By the way, in our 

analysis we found that the county and city governments throughout the 

country are basically the ones which pfrk up the people who fall 

through the cracks. They are not as progn~ssive in New Jersey. They 

have left that as a problem for the countius. The county that has the 

poor is nupposed to take care of the poor. We know that doesn't work. 

New Jersey has found a way to spread th at. But, there are alternative 

systems that can be used as adjuncts to what we are proposing. 

Finally, at some juncture, and I can tell you that there is a 

shift-- What we have in New Jersey right nOI~ is a very heavy 

regulatory environment which was absolutely necessary at the time the 

system was put in. Other states are engaging in pro-competition 
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environments in \'tlich they are saying to insurance companies, "Listen, 

we are not going to get involved in this. If you want to get a better 

rate, you just negotiate with the hospital, and the hospital that gives 

you the best rate is the one you should deal with. We are not going to 

regulate anyone anymore. You try to get thP best deal you can because 

if your cost is going so high that you are losing subscribers, it is up 

to you to negotiate a good contract." That is the extreme of the 

competition end. Somewhere there is a blend. Florida has a blend. 

They review budgets on an annual basis. What I am suggesting if the 

waiver is extended for three years, is that over the next three-year 

period all of these avenues be explored. I can tell you that within a 

year there will be more and different systems, because health care is 

one of the big issues of the 1980s and resolutions are going to be hard 

to find. It is going to require a lot of thought and a lot of hard 

work. But, there are alternatives. There are more than enough 

competent professional people in this State to take care of these 

problems. 

ASSEMBLYMAN OTLOWSKJ: 

system has great merit? 

Are you indicating that the Florida 

MR. KLEIN: No, I didn't say that. I said they had an 

alternative system. 

ASSEMBLYMAN OTLOWSKI: Oh. What is your opinion about the 

Florida system? 

MR. KLEIN: My opiniJn about the Florida system is that it is 

six months old and has yet to be tried. Let m3 tell you my opinion of 

the New Jersey system. My opinion of the Ne~, Jersey system is that 

right now it is probably the rest thing going in the country, but that 

doesn't mean it is the best it could possibly be. 

ASSEMBLYMAN OTLOWSKI: What about this thing on Page 8 of 

your statement, in which you s 1y, " •.• funds to cover the additional $60 

million of uncompensated crre, presently paid by Medicare, the 

short fall would be made up thr 1ugh an uncompensated care pool"? 

MR. KLEIN: That is a possibility. That would mean taxing 

hospitals, getting some subsidization from the State government, and 

trying to expand the Medically Needy Program in this State, \'tlich, in 

my opinion, would be a very go,Jd idea. 
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ASSEMBLYMAN OTLDWSKI: You are suggesting four things to help 

the hospitals you mentioned: the uncompensated care pool, an 

appropriation from State funds, an assessment on hospitals themselves, 

and a combination of the above. 

MR. KLEIN: Any of them might be acceptable. 

ASSEMBLYMAN OTLOWSKI: Any one of these might do it? 

MR. KLEIN: Absolutely, and it is possible that you wouldn't 

need any of them, depending on what the numbers would show. 

ASSEMBLYMAN 11TLOWSKI: In your opinion, any one of these 

could do it? 

MR. KLEIN: Yes, that is a possibility. 

ASSEMBLYMAN OTLOWSKI: Assemblyman Cuprowski? 

ASSEMBLYMAN CUPROWSKI: Yes. Mr. Klein, you indicated that 

the six hospitals you represent would not receive reimbursement to the 

tune of $46 million over a three-year period. 

MR. KLEIN: Three years, that is correct. 

ASSEMBLYMAN CUPROWSKI: That is provided the waiver is 

approved for the next three years, right? 

MR. KLEIN: That is correct. 

ASSEMBLYMAN CUPROWSKI: Let me ask you this question. Dr. 

Goldstein, when he testified before this Committee at the last 

Committee hearing, gave some testimony, as I recall it, that hospitals 

are not losing money, but they would not make as much money. Using 

your six hospitals as an example, let me ask you this: 

those six hospitals losing money at the present time? 

MR. KLEIN: Losing money has to be put into a--

Are any of 

ASSEMBLYMAN CUPROWSKI: (interrupting) At the end of the 

year, is there a profit or is there a loss? In simple business terms, 

accounting terms, when you have a profit and loss statement, do they 

show a profit or a loss? 

MR. KLEIN: The answer is, I'm really not sure, but it is not 

really relevant under the New Jersey system because the New Jersey 

system does not reimburse based upon profit and loss. 

ASSEMBLYMAN CUPROWSKI: I understand that. 
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MR. KLEIN: It reimburses based upon efficiency. Our 

hospitals, and I' 11 give you the prime example-- If an inner-city 

hospital has a high indigent load, and they are treating DRG 110 at 

$400.00 a case and are being paid $800.00 a case, they are making a 

profit on that because they are efficient, and no one cares. What has 

happened here is that under the, FPderal system, my hospitals would be 

making the same type of profit. That is really the issue for these 

hospitals. They should not be required to lose their profit because 

they treat the elderly. They are entitled to the same profit that the 

inner-city hospital which is efficient is entitled to, which is 

treating the indigent. That is 0t1e type of profit. The other is the 

bottom line, whether they are makirig money or losing money. If you are 

going to ask that question of my hospitals, ask it of every hospital in 

the State of New Jersey. 

ASSEMBLYMAN CUPROWSKI: I wil 1. I am just trying to--

MR. KLEIN: (interrupting) The am,wer is, as I understand it 

the year 1984 was the best year for every hospi ta! in the State of New 

Jersey -- every hospital becaus,3 they rebased. They took all the 

money the hospital spent in 1982 a11d used that to create the standard. 

Now, if your concern is whether they make a profit or suffer a loss, 

and that is the motivation for mcving ahead, I assumP that they all 

probably broke even at worst on av,~rage, because everyone in the State 

probably broke even at worst on avErage. 

If the question is, are they being treated equitably compared 

to hospitals that have high indige, t populations, the m~wer is clearly 

no. That is exactly the relief we are looking for from the Department 

of Health at this stage. We have a right, Ln treating the elderly, to 

be treated as equitably as ever) other hJspital which is treating 

indigents. 

ASSEMBLYMAN CUP ROWS KI: I am just trying to put this into 

perspective, you know, based on Lhe testiwony and comments given by 

Dr. Goldstein. I think he said v1!ry clearly that hospitals would not 

be losing money, but hospitals we ,uld not be making as much money as 

they did before. 
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right. 

money. 

MR. KLEIN: I would say in that context that he is absolutely 

If we had the PPS programs, our hospitals would make more 

ASSEMBLYMAN CUPROWSKI: They wou'ld? 

MR. KLEIN: Sure, you're bringing another $128 million into 

the State. They are going to pi1:k up another $46 million. Every 

hospital in the State would probah ly make money in that scenario. I 

didn't know that that \\as the issue, though, at least not that I could 

tell. 

ASSEMBLYMAN CUPROWSKI: Well, I don't know if it is an 

issue. I am just trying to relate the statement he made. 

MR. KLEIN: In that coritext, that is correct, absolutely 

correct. 

ASSEMBLYMAN CUPROWSKI: Thank you. 

ASSEMBLYMAN OTLOWSKI: I just want to bring this into focus 

because you're claiming that you're losing $46 million over a period of 

three years. The urban hospitals are saying they are losing tremendous 

sums of money because they are treating the indigent of the urban 

areas, something, of course, that is not as prevalent in your 

hospitals. For example, you don't have the problems that Jersey City 

has, or Newark has, with their hospitals. 

Obviously, the hospitals in Jersey City and Newark are losing 

tremendous sums of money, using your accounting terminology, because of 

their treatment of the indigent. 

MR. KLEIN: I don't think that follows. That does not 

necessarily follow. First of all, they are being paid. If you treat 

someone, you c1re paid a given rate. Now, if the person can't pay for 

that, the State is paying for it through its uncompensated care factor 

right now. No one is losing money anymore because they are treating 

indigents in New Jersey. They are being paid for it now. In 1979, 

they were losi1g money for it. Until they came on the DRG system, they 

were losing mr,ney because of that. 

ASSIMBLYMAN DTLOWSKI: Th~ problem then is just peculiar to 

your hospital~? 

MR. KLEIN: :n terms of the prospective payment system, it 1s 

just peculiar to our hospitals. The concern was--
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ASSEMBLYMAN 0TL0WSKJ: (interrupting) Under DRG it is just 

peculiar to your hospitals? 

MR. KLEIN: That is correct, because of the Federal 

prospective payment program. 

ASSEMBLYMAN 0TL0WSKI: And, it is peculiar to your hospitals 

because of the big load of senior citizens you have in proportion to 

the number of patients that the hospitals treat? 

MR. KLEIN: That is absolutely correct. ' The inner-city 

hospitals are now being paid for uncompensated care because they have 

the extension of the waiver. 

ASSEMBLYMAN 0TL0WSKI: I understand exactly. If the 

inner-city hospitals didn't have t 1e waiver, they would go right down 

the tubes because they just couldn't--

MR. KLEIN: (interruptinq) That would be a tragedy, and it 

is totally unnecessary. 

ASSEMBLYMAN 0TL0WSK I: t would be the collapse of those 

hospitals; there is no question about that. 

MR. KLEIN: I don't think that scenario will ever play again 

in New Jersey. We have gone b10 far in that regard. 

ASSEMBLYMAN 0TL0WSKI: I am going to ask you a question about 

something I don't understand. Ma} be by asking the question I wil 1 be 

able to understand it. If we were to adopt a program similar to 

Florida's, is it your opinion that Medicare would permit their dollars 

to be included in the hospital's total profit for the purpose of the 

tax? 

MR. KLEIN: I don't see that they would have any choice the 

way hospital accounting works and how they define pro fit. There is a 

difference between cost shi fUng, paying for others, and making a 

profit. Hospitals have made 1:1 profit from Medicare before; that would 

not be something new to Medicare. The fact that it would be taxed 
/ .' 

would not be uncom1T10n. 

ASSEMBLYMAN 0TLOWSKI: You don't know if the Florida system 

would fit into New Jersey, do you? 

MR. KLEIN: I don't know of any obstacle to it fitting into 

New Jersey other than the fact that the legislation in New Jersey is 

different. 
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ASSEMBLYMAN OTLOWSKI: Well, we would have to have 

legislation, of course. 

MR. KLEIN: There is nothing I know of that would preclude 

it. 

ASSEMBLYMAN OTLOWSKI: I am going to ask our staff people to 

make a note to look at the F ldrida system to find out how it would fit 

into--

MR. HERSHBERG: (interrupting) We have that. 

ASSEMBLYMAN OTLOWSKI: You have that? 

MR. HERSHBERG: Yes. 

ASSEMBLYMAN OTLOWSKI: We want to talk about that to see how 

it would fit into the New Jersey system in the event that down the road 

we don't have the present DRG system, or if we change it to include 

some of the aspects of the Florida system. 

Befo-e you leave, Mr. Klein, when you are talking about 

hospitals, you are not really talking about profit and loss. Their 

accounting system is entirely different than that of a business; right 

or wrong, it fa different. 

MR. KLEIN: There is on y one for-profit hospital in this 

State. They are all nonprofit. 

ASSEMBLYMAN OTLOWSKI: Tt,ey are all nonprofit hospitals, so 

we can't talk about profits for these hospitals. They all come under 

the eleemosynary laws of the State of New Jersey. So, they are not 

institutions for profit; they are nonprofit institutions. By the same 

token, if their losses are great, then they close up. There is no 

magic about that. 

Did you say that George Hartnett had something he wanted to 

add to your testimony? 

MR. KLEIN: That is correct. 

ASSEMBLYMAN OTLOWSKI: May we have Mr. George Hartnett now? 

MR. KLEIN: Thank you, Mr. Chairman. 

ASSEMBLYMAN OfLOWSKI: Thank you very, very much, Mr. Klein. 

Mr. Hartnett, wi 11 you please give us your name, the organization you 

represent, and your official capacily? 

GEORG[ D. HARTNETT: My name is Gm>rge Hartnett. T am the President 

and Chief Executive Officer of the lurbrugg Memorial Hospital. 
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ASSEMBLYMAN DTLDWSKI: All right. Now, I suppose you are 

going to tell us something about the problems of your particular 

hospital under this system. 

MR. HARTNETT: I think that has been elaborated upon by Mr. 

Klein. 

ASSEMBLYMAN DTLOWSKI: He said you were going to add 

something. 

MR. HARTNETT: Yes. I think the issue I might be able to 

bring to the Cammi ttee is the fact that, first, I don't think it is 

appropriate for us to come in and suggest a formula that is only 

heneficial to our hospitals. We recognize that, and that 

responsibility is being met by a meeting we had with the Governor's 

office approximately three weeks ago. We met with Mr. Stein, who, 1>Jhen 

presented with the facts that have previously been outlined by Mr. 

Klein, recognized there would be some inequities, particularly for the 

institutions which have a higher than average Medicare senior citizen 

patient volume. As such, he advised the group of six hospitals that he 

would be willing to take a second look to assure that any inequities in 

the system would be resolved effectively between those institutions and 

the Commission, with the oversight of the Governor's office. That was 

his offer. 

We reviewed that in detail, and advised Mr. Stein, Mr. 

Scibetta from the New Jersey Hospital Association, and ~r. Pierce that 

we would be very willing to work with them to assure that we would have 

sufficient moneys to form capital to deal with program needs that the 

communities we represent are faced with, given the fact that the senior 

citizen group is growing rather large in those communities. 

We received, as of yesterday, a letter fr,Jm Mr. Stein's 

office committing to that proposal, reducing that to Hriting and, in 

effect, saying they would work with us for that express purpose. At 

this junctur.e Wf}, as a group, are preparing a model or a formula that 
• I ,, 

we think might make some sense in giving due consideration-­

ASSEMBLYMAN DTLDWSKI: (interrupting) When ycu prepare that, 

may we have a copy of it? 
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MR. HARTNETT: Yes, sir. That is the intent. I believe the 

prepared testimony I was to read into the record includes the 

correspondence between the Governor's office--

ASSEMBLYMAN OTLDWSKI: (interrupting) Is it here in the 

material you submitted to us? 

MR. HARTNETT: Yes sir, it is. It outlines, I think in 

fairly clear detail, what we asked for and what we think is a 

reasonable solution. J think it is important to point out · that we 

recognize we can't expect our hospitals, or hospitals similar to ours, 

to receive a one-sided favor as a result of this waiver/nonwaiver 

issue. We believe it is our responsibility to work with that process 

and to do it in a correct manner so that all parties, including the 

indigent question, are answered properly. There is no simple answer; 

that is why it is a complicated issue that is facing all hospitals, not 

only in the State of New Jersey, but in the nation. 

ASSEMBLYMAN DTLOWSKI: I very seldom work with the devil, but 

let me play the devil's advocate for a moment. Since hospitals are 

nonprofit institutions, and since you do not have a problem of 

solvency, why should you complain about losing $46 mil lion over a 

three-year period? 

MR. HARTNETT: You have to make more money than you expend or 

you go out of business, whether you are nonprofit or for-profit. 

ASSEMBLYMAN OTLDWSKI: Are you saying your hospitals are 

losing money? 

MR. HARTNETT: No, this year my hospital will not lose 

money. However, it cannot keep up with program needs in the community 

to form capital, given the expediential growth rate of the senior 

citizens in our community and the requirements to meet their program 

needs, if I can only turn a very narrow bottom line relative to those 

needs. I just can't keep up with the demand. That is my point. 

ASSEMBLYMAN OTLOWSKI: With the demand you would have in this 

very area of providing services for that older group? 

MR. HARTNETT: Yes. lhe service areas \'1e have in our 

particular hospital are such that we expect about a 30,000 increase by 

1988 in people who are 65 or over. That is given in some calculations 
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on the demographics we try to make our plans on. As a result of that, 

it requires the formation of capital. When you form capital and go to 

the money market, you have to demonstrate an ability to repay. 

Therefore, you have to have a profit. 

ASSEMBLYMAN 0TL0WSKI: You' re saying that this hurts your 

capital development. 

MR. HARTNETT: It hurts the ability to deal with not only 

operational expenses, but the formation of capital so that you can keep 

up with those programmatic dema.nds. You cannot go out to the money 

markets unless you can demonstrate an ability to repay. 

ASSEMBLYMAN 0TL0WSKI: No, I can understand that, but what I 

am trying to get into my own mind philosophically, you know-­

Hospitals in New Jersey, as tf stimc1ny has indicated, are all primarily 

nonprofit hospitals. If they are indeed nonprofit hosp it a Ls, if they 

are fiscally sound, and if tht· mon1)y they are receiving as a result of 

their operations keeps them in operation, then why should they complain 

about the fact that in one area there is a loss of $46 mil lion over a 

three-year period, when they are still operating on the philosophical 

basis of a nonprofit hospital? How do you justify that? 

MR. HARTNETT: The issue at hand is, you either stand still 

and not meet the quality requirements which are required for any 

institution to continue-- Do you make the decision consciously to 

stand still as an institution having very modest, small, tiny bottom 

lines which prevent you from expanding to meet marketplace needs, when, 

in fact, people who are not of the not-for-profit business, people who 

are entrepreneurs and who are not regulated, go about the marketplace 

expanding into markets that you would normally have a chance to compete 

in, but you can't because you can't form capital to do that? It seems 

to me it is unreasonable to expect that the institution should be 

forced to hold the line close to br~ak even, when those dollars are 

required to meet the expanding markets that competition can easily 

enter into, and ,we cannot as a result of being limited in terms of the 

generation of that capital. No other business in the war ld would 

operate that way. Now, the fact that we are not-for-profit means that 

any profits that are derived per chance through that operation are 
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rolled back i11to the business. They are not distributed to anyone. 

That is the delineation between for-profit and not-for-profit in simple 

terms. 

So, the concern is how much is reasonable. We believe it is 

certainly appropriate to have a regulatory process to make sure those 

are not excesdve or unreasonable. No one quarrels with that. The 

question is, how is that pond of money that might be available to the 

marketplace distributed? In fact, are people who are 65 and older 

getting a disproportionate share of what they should receive at the 

expense of some other class of payer? That is the issue. 

ASSEMBLYMAN OTL0WSKI: I hope you understand that I am not 

singling you out. It is just that in looking for answers-- I'm 

looking for answers to the total picture here. Assemblyman Cuprowski 

was talking about the income pro fits and what not, and we' re talking 

about nonprofit hospitals. What bothers me is, if these hospitals 

are operating on the basis of where they can meet their obligations, 

if they can pay their bills and, as a matter of fact, if they are 

solvent, then how can they complain of losing $46 million? It seems to 

me the system is designed so that such a nonprofit hospital would lose 

that kind of money because they don't need it. What about that 

argument? 

MR. KLEIN: It's really a question of quality. It comes down 

to New Jersey being the forty-eighth state in health care cost and 

expenditure. At what juncture does a state start providing the quality 

of care to its elderly that Pennsylvania and New York provide to their 

elderly? At what juncture do these hospitals put that nurse back on 

the floor to make sure that the senior citizen has an extra degree of 

comfort, as opposed to keeping that R.N. off the floor because the DRG 

rate they are getting does not include the additional cost? 

ASSEMBLYMAN 0TL0WSKI: You're saying that if you had that 

money you could provide better service for the seniors. That is what 

you are saying. 

MR. KLEIN: That's right. 

MR. HARTNETT: I think it also goes back to the issue of 

technology, and the extent to which you make a conscious decision -- a 
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business decision. If you have the opportunity to go into a certain 

aspect of care for the elderly and you don't have the ability to fund 

that, then you wor't do it. 

ASSEMBLYMAN OTLOWSKI: Excuse me. I am mindful of the growth 

that is taking place in your area; I am mindful of the exodus of older 

people from the cf•ntral and northern parts of the State to the southern 

part of the State. They are doing that for many reasons. If we are 

talking about technology, and if we are talking about more 

sophisticated systems, wouldn't we want to go into specialization where 

everyone in the State would be able to take advantage of those 

technologies at E,pecial places, rather than having them dispersed at 

great cost throughout the State? 

MR. HARTNETT: That depends upon the illness and the kind of 

technology. That is appropriate in some cases, and I think it ought to 

be regionalized. That does make a lot of sense. But, you have to look 

at the kind of technology you're talking about. It's awfully 

simplistic to su rnest that a new piece of equipment comes on the 

market and can on Ly be used here versus there. I mean, patients have 

to be moved to t rnt. What are the implications for the patient, as 

well as just the cost issue? I think those things have to be examined 

carefully. That is really our su~Jgestion, to examine a more rational 

way of developing a flexible formula that would give consideration to 

all of those issu1s, not just simply make a rather capricious economic 

argument. That b our suggest ion. 

ASSEMBL ''MAN OTLOWSKI: The sad thing about hospitals is the 

fact that, under our system, we have to think in terms of economics and 

we have to think in terms of the heal th care they are supposed to 

provide and, damn it, they're intermarried. By the same token, it 

seems to me that there is nothinq wrong with that system. There is 

nothing wrong wit1 economics being related to the hospitals, not if we 

are going to pres,~rve our system or a capitalistic welfare State. 

In any event, what both1!rS me, if we are going to continue 

spending money on new hos pi tels and for new technology, there won't be 

enough money to go around if you start spreading it all over the 

State. That is one of the things ,~hich bothers me. Of course, I don't 
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mean to place that burden on you. I think that is something that some 

of our health authorities are going to have to give some real thought 

to. 

Yes, Assemblyman Cuprowski. 

ASSEMBLYMAN CUPROWSKI: Mr. Chairman, if I may, it is my 

understanding that all' new programs, expansions, and so forth will 

still require a Certificate of Need. Is that correct? 

MR. HARTNETT: If they meet certain dollar limits. Some of 

those do not always require--

ASSEMBLYMAN CUPROWSKI: (interrupting) I think with the cost 

of anything today it is probably not too difficult to go over a dollar 

limit. Most of the capital prognms which are planned are normally 

financed by a Lax-free bond through HCFA. Is that correct? 

MR. HARTNETT: The tax authority in the State has a bonding 

authority which is usually used, yes. 

ASSEMBLYMAN CUPROWSKI: It seems to me that technology, 

equipment, programs, and so forth are certainly not unique to any 

particular hospital. I would imagine that every hospital in the State 

should be on an equal footing, eligible to compete, if you will, and 

to offer the services, not necessarily on a competing basis, but to at 

least have the same interest in the demands for that type of equipment, 

technology, and programs, and not necessarily restricted to the 

southern part of New Jersey versus the northern part of New Jersey. 

It seems to me that sometimes I hear we are serving the 

indigent at the expense of the senior citizen. I find that a little 

difficult to comprehend, especially coming from Jersey City in Hudson 

County. It seems to me that we have a high proportion of senior 

citizens and a high proportion of indigent, and basically they are 

being served; both are being served. I just have a little difficulty 

understanding -- maybe I am reading the wrong message -- that one is 

being served at the expense of the other. I do not see that happening 

in Jersey City and in Hudson County. I see both segments being 

served. Would you like to comment on that? Maybe I am missing the 

point. 
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MR. KLEIN: That was my comment; I will take responsibility 

for it and will stand by it. The DRG system in New Jersey, from 1980 

to 1984, had no data by which to compare what the cost of treating a 

Medicare patient was compared to anyone else, be they be indigent or 

otherwise. Anyone can be indigent, as we know; it is not based on age, 

and it is not based on illness. Anyone can be indigent. So, when you 

take anyone other than a person who qualifies as a Medicare patient, 

and you treat that individual, your course of treatment will be 

different than if you treat a Medicare patient within the same DRG. 

Since 1975, New Jersey has maintained -- and I can tell you that I 

worked for the State during that period of time and I adopted this 

philosophy -- that until someone could show me that the cost of 

treating a Medicare patient was more than treating a non-Medicare 

patient, I was going to pay the flat rate. I needed to see something 

concrete to show me that it costs more. That is what the Federal PPS 

system has told us, that nationally it costs more. 

Now, I am not saying you' re not serving your patients in 

Jersey City who are both elderly and indigent. What I am telling you 

is that when you treat both the indigent and the Medicare patient in 

the same way within a given DRG, the probabilities now tell us that 

that Medicare patient is perhaps not getting the comfort, the 

attention, or some other factor that he would be get ting nationally. 

It is not an intentional thing; it is not malicious. It is the 

evolution of the reimbursement process. It is a new factor that we 

never knew before. It appears now -- and apparently the Governor and 

the Department of Health recognize this -- that it is not South Jersey 

versus North Jersey. My parents live in Paterson. They are both 

Medicare beneficiaries, and they a~e affected by this too. They go to 

St. Joe's in Paterson. Everyone is faced with this new factor. It 

costs more to take care of the Medicare patient. How will New Jersey 

respond to that? That is all these hospitals wanted to bring to your 

attention. It just evolved; it just happened. Now, that was one 

step. When the PPS system becomes our system, what will our 

reimbursement system look like then? That is another step. They are 

all just steps along the line. 
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I was not trying to be accusatory; maybe it was my lawyer's 

manner. I was really trying to explain what we found, and press that 

for my clients. 

ASSEMBLYMAN CUPROWSKI: I am just trying to understand it a 

little bit better. I am not an expert iii this field, that's for sure. 

MR. KLEIN: The cost of treat .ng a Medicare patient is more 

expensive. That is what the data generated by • the New Jersey 

Department of Health in 1984 tells us, rJ matter where the the patient 

lives. 

ASSEMBLYMAN CUPROWSKI: 1 heard a figure. Maybe you would 

know and could confirm it. Someo11e sa .d that the Federal government 

estimates that 75% of health care ~osts are expended in the last six 

months of someone's life. Is that ,~orred? 

MR. KLEIN: That is a v,iry i1nportant issue which has come 

under the ambit, in the legal profession, of medical ethics and the 

question is, how long do you carry ~;omeone whose life is really 

terminal? That is another enti1 e is'.:iue. Alzheimer's disease is 

another entire issue. But, they all affoct the elderly as one class of 

patient. The reason the Medicare Trust Fund is losing all this money 

is not because it was administered iadly; it is because health care has 

improved so much. The number of people who benefit from the heal th 

trust has just expanded beyond anyone's initial belief. They couldn't 

keep up with it. That was the explanation you heard this morning. The 

senior citizen of today is not tha senior citizen we knew 20 years 

ago. Indeed, in the DRG system i: is not the patient who is 70 who 

absorbs all these resources; it is the patient who is 80 and 85. Our 

elderly population is expanding. TherB is a whole new set of data. 

The health care world is changing, and New Jersey is right in the fore 

of it. The only issue we wanted to present was this new aspect of it 

that the Department of Health has provid1!d us with. 

We feel now that it is re~ogni.~ed, let's take care of it. 

MR. HARTNETT: I think what he is saying is, we are 

exchanging morbidity for mortality. 

ASSEMBLYMAN OTLOWSKI: I just want to make the comment that I 

am very happy to hear that. ( lau,Jhter) Don't apologize for being a 
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lawyer or for your mannerism because, frankly, I think you have made a 

contribution to this hearing, and a very vital contribution. As you 

say, we are dealing with a very rapidly changing atmosphere here, and a 

very rapidly changing clim~te in dealing, particularly, with the older 

person who is getting medical treatment. As a matter of fact, as you 

indicate, because of better diagnostic methods, because of better 

treatment, because of the whole revolution that is taking place in 

medical treatment, people are living a whole lot longer. The age 

factor has increased tremendously, and now that brings all new 

problems. 

So, we are not dealing with something simple here; it is not 

something simple to bring into perspective. In any event, none of the 

questions which were asked here were intended to single you out or to 

try to take that $46 million away from you. You have helped to bring 

the problem into perspective; some of the things Assemblyman Cuprowski 

asked here brought some other responses about that helped even more to 

bring the problem into perspective. 

May we go to your other partner in crime, Paul Long? Can we 

get him? 

MR. KLEIN: We have no one else to defend today. They have 

given up their time in favor of us. We appreciate your listening to 

us. 

wasn't he? 

ASSEMBLYMAN 0TL0WSKI: Isn't Paul Long here with you? 

MR. KLEIN: No, PauJ couldn't make it today. 

ASSEMBLYMAN 0TL0WSK r: lh, but he was part of your team, 

MR. KLEIN: That's right. 

ASSEMBLYMAN 0TL0WSKI: Hew about Ray Kaden? Is he a part of 

your team? 

MR. KLEIN: He is not here today either. He is back trying 

to work on the numbers. We wouldn't let him out of ,the computer room. 

ASSEMBLYMAN 0TL0WSKI: Let me ask you this. Is there 

anything else you would like to acid? Do you think there is some kind 

of supplementary thing you oug_ht to present in view of some of the 

things we have developed here toda>? 
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MR. KLEIN: Mr. Hartnett and the other administrators will be 

working with the Department of Health and the Governor's office in an 

attempt--

ASSEMBLYMAN OTLOWSKI: (interrupting) And, you are going to 

give us some of the data when you present it to the Governor's office 

so we will have the benefit of it? 

MR. HARTNETT: I think very simply we are looking for several 

things that were already enunciated this morning; I don't want to bore 

you with those. To manage an organization well, you need some degree 

of predictability. You can't do that well with rules that change, as 

was mentioned this morning. They ought not to change retroactively; 

that is a very important point. You could then make rational decisions 

about the future. 

I think you want to develop programs that are unique to the 

institutions. There are ways to do that which give consideration to 

the waiting, and to the difficulty of managing patients who are more 

acutely ill than those in other places. You can help with that in the 

consideration of the formulas that are developed. That is really the 

intent behind our taking up the offer of the Governor's office and the 

Commission. I think the Governor understands this. They recognize 

that that is a difficult problem and we are all struggling with it. 

We want to be part of the solution, but not to just simplify 

it by saying, "Well folks, you are breaking even or you' re close to 

it.'' That isn't really a rational answer to a complicated problem. 

That is our plea. 

ASSEMBLYMAN OTLOWSKI: Thank you very much. You have been 

very helpful. May we hear from James Schuessler? Is he here? (Mr. 

Schuessler not present) Dr. Robert Ambrose? Doctor, will you please 

tell us who you are and whom you represent? 

ROBERT PNBROSE, M.D.: I am Dr. Robert Ambrose. I am a urologist who 

has practiced in this State for 19 years, until four years ago when I 

became Medical Director at Morristown Memorial Hospital. 

ASSEMBLYMAN OTLOWSKI: Is that where you are now? 

DR. AMBROSE: Currently, I am Senior Vice President for 

Medical Affairs at Morristown Memorial Hospital. I have come down to 
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speak on behalf of myself as a physician and as an administrator. I 

have come to address the issue of quality. That is an allusive term 

which has been bandied around in rather a cavalier fashion, but which 

is critically important. It is very difficult to define. As a matter 

of fact, I asked 10 of my clinical department heads one day to write a 

definition of quality, and I got 10 different answers, each having its 

own merit, but each quite different. 

Quality is really easy to define if you think of it as 

matching the intensity of service with the severity of illness. The 

claim has been made that quality has suffered under the DRG, and I have 

come to refute that. In my experience, that is definitely not so. I 

think it is a tribute to the physicians of this State, who have 

accomplished a great deal more than they apparently realize in adapting 

to maintaining quality under the constraints of prospective pricing and 

payment. Quality then really means appropriate utilization of the 

resources we have, and I would like to address three areas having to do 

with patient care in which the physicians, by changing their habits, 

have maintained quality. 

They refer to before a patient goes into a hospital, during 

the hospitalization, and after discharge. Physicians are now saying, 

"Is this admission necessary?" In other words, people are not being 

admitted to hospitals as frequently as before, and that is good, 

because if you don't have to go ir 1to a hospital, it is much better to 

go to another facility. Admissirn rates are dropping all over the 

nation, including New Jersey. Altrrnate facilities are being used. In 

other words, same-day surgery prog1·ams at our hospital-- We do 30% of 

all of our surgery on the same day without admitting the patient. This 

is good quality because you do not put them in a facility which they do 

riot need and in which they would occupy a bed that might be needed by 

someohe more acutely or critically ill. 
' I 

We also · have pre-admiss .on testing, so that patients have 

their vital parameters tested bef 1re they come into the hospital in 

order to uncover something that night delay treatment and have them 

occupy a bed unnecessarily. So much for before they get in. 
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Once they are in, you should be aware, at least at my 

hospital, that we have decreased the average le0ngth of stay from ten 

days to six days in the past four years. That is a 4mo reduction in 

the length of stay. You have to ask yourself, why have we been able to 

do that? I think one of the reasons is that we haven't been putting 

people in the hospital who really did not need to be in the hospital, 

and we have been letting them go home when they are truly able to go 

home, not squeezing out a few extra days for convenience. It's nice 

when you can afford it, but we cannot afford that anymore. 

We have developed treatment protocols to streamline and 

monitor the use of valuable hospital resources. We do not give 

high-powered antibiotics unless the patient meets several criteria. 

This is good quality because high-powered antibiotics carry some very 

disastrous side effects. We have protocols for treating certain 

conditions so as to conserve resources. You are all aware of the new 

treatment of putting a catheter, within a few hours, into the coronary 

vessel of someone who has suffered a heart attack, of outlining the 

clot, dripping in some streptokinase, dissolving the clot using a 

balloon angioplasty to dilate the vessel, and actually stopping the 

process of the heart attack. We started doing this and found that we 

were spending $4,500.00 more than the reimbursement. By looking at 

that protocol carefully, we reduced the loss to $1,500.00. We saved 

$3,000.00 by practicing better quality medicine because those patients 

were being subjected to very dangerous tests and procedures out of 

curiosity, good curiosity to find out whether we were doing a good job, 

but something we learned to do without very quickly. 

Discharge planning has been elevated to almost the level of a 

science. We no longer wait until the day before, suddenly realize we 

have to put this patient somewhere, and have the patient languish in 

the hospital for a week to ten days while Social Service goes about 

finding him or her a new place to reside. We have published a 

discharge finding manual and a video cassette which are sold nationwide 

to teach other hospitals how to do this. That is good quality. 

After the hospitalization is over, we rapidly move people 

through the acute care unit into a less expensive unit, one which is 
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less dangerous for them. The longer you are in a hospital, the more 

likely you are to develop a hospital-borne infection. We have 

developed step-down facilities; we have relationships with nursing 

homes; and, we have developed elaborate home health care programs, 

where people can go home rapidly after using the acute care facility 

and we will go home with them, with a nurse or a therapist to 

administer respiratory therapy or start an I. V. , so that they can get 

antibiotics. People with osteomyelitis used to literally sit in a 

hospital bed for two weeks doing nothing but getting an infusion of an 

antibiotic. 

hospital bed. 

We do that at home now; we don't let them sit in a 

We have been able to preserve quality despite reduced 

reimbursement. We think we are practicing better medicine, not poorer 

medicine. Doctors would be the first ones to pound my door day and 

night-- I have not had one doctor come to me and say, "Dr. Ambrose, my 

patient has done poorly because of this system." Believe me, doctors 

are not shy. They would come up at the drop of a hat if they had an 

example, and I would respond to that. 

I have two more areas I would like to address. You have been 

asking for improvements in the system. The biggest fault of this DRG 

reimbursement system is the fact that it does not respond readily 

enough to advancing technology. Yes, there is a price with 

technology. Technology is a blessing on one hand, and a burden on the 

other. But, it is something we all want, we all need. Look at the 

patient who comes in to have a cataract removed and now has a lens put 

in and can see immediately. An elderly person can read immediately, 

and can avoid falling down the steps, which used to happen quite 

frequently after they had one of their lenses removed because you 

couldn't really give them a glass strong enough for the brain to 

superimpose those two images. This is a wonderful thing, but it cost 

us $100,000.00 last year because that wasn't on our menu in 1979 when 

we struck our deal with the State. It is now, but we are being 

reimbursed as if only half of our patients had lenses in, because that 

is what happened in 1982. But, this is 1984, and 95% of our patients 

have lenses in. If we could address that one area, it would help to 

77 



make hospitals whole and would help them to deliver first-class care. 

Make the sysbm more sensitive to the rapidly responding world of 

technology. 

In closing, I must speak to certain statements that have been 

made about tho DRG assignment system because they are seriously in 

error and I wo1Jld hate this Committee to leave this room thinking that 

hospitals can and do manipulate the assjgnment of DRGs. First of all, 

you should be aware -- and I am sure ytJu are that this carries a 

civil penalty. This is fraud; it is punishable by a huge fine and a 

prison sentence. 

whether we are 

PRO comes in monthly and does random audits to see 

assigning DRGs proper Ly. We have a 99~o to 1 Omo 

assignment rate. Why? Because it is done with objective data fed into 

a computer. The com put er assigns the ra i:e. 

You have heard comments about taking one DRG in preference to 

another because one pays more than anot.her. Certainly one pays more 

than another; that is why there are L,67 DRGs. When these several 

hundred thousa,1d charts were reviewed by Dr. Thompson and Dr. Fedder at 

Yale, they found that not everyone with pneumonia is as sick as the 

next patient wi. th pneumonia, which should be obvious. So, they decided 

that a simple ~ase of pneumonia consumes "X" amount of resources, but a 

complicated case of pneumonia, or pneumonia in a patient over 70, 

usually consumes "X" plus resources. They said DRG 210 will pay "X" 

amount of money, and 211 will pay "Y" amount of money. It is the same 

condition, but it is totally different in the consumption of 

resources. You can't manipulate the assignment. The facts are either 

on the record~ or they are not. Was the patient over 70? It pays 

more. Did the patient suffer a lung abscess and not just have a simple 

pneumonia? It pays more. That is why some of the speakers who 

preceded me talked about different payment rates for the same DRG. One 

might be an inlyer, where there is a lump-sum payment, but the same DRG 

can result in an outlyer, where charges are paid because the patient 

was horrendously ill, or had to stay a greater period of time. 

Thank you. 

ASSEMBLYMAN OT LOWS KI: Thank you, doctor. You have been 

very, very helpful. You have indicated that your hospital is providing 

extensive home care programs. 
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hospitals? 

DR. AMBROSE: Yes, sir. 

ASSEMBLYMAN OTLOWSKI: Is that generally unique with 

DR. AMBROSE: We were one of the first in the State. There 

was a recent survey done in one of the heal th magazines of about 450 

hospitals. They found that about 25% of all hospitals nationwide are 

getting into non-traditional services -- home health care, urgent care 

clinics, freestanding surgical units -- a variety of different things. 

They do this in order to enhance their revenue because the system for 

inpatients is being cranked down, and if a hospital wanb to be viable, 

it must look to another source for its revenue. You spoke about 

getting into new businesses and why should the hospitals do this if 

they are nonprofit? Yes, they are not-for-profit, but they must 

generate enough revenue to stay in business. let me give you a perfect 

example. If a hospital in another town opens a same-day surgical unit 

and you don't have one, you would suddenly lose 30% to 40% of your 

surgery. You might then go on to lose your entire surgical offering to 

the public. That would penalize you severely. It would restrict, 

contract, and narrow your business to the point where you could no 

longer be in business to make available to the public other things that 

they expect, because that hospital would be servicing that town. That 

is why hospitals are doing that; they are forced to. 

ASSEMBLYMAN OTLOWSKI: Assemblyman Cuprowski? 

ASSEMBLYMAN CUPROWSKI: Yes, Mr. Chairman, through you. 

Doctor, first of all, I want to commend you on what I consider a very 

excellent presentation. 

DR. At,1BROSE: Thank you, sir. 

ASSEMBLYMAN CUPROWSKI: I think it was very enlightening. 

May I ask you a question? How many years have you been the Medical 

Director? 

DR. At,1BROSE: Three and a half years. 

ASSEMBLYMAN CUPROWSKI: Three and a half years. I think you 

gave statistics that the length of stay dropped from ten days to six 

days in four years. 

DR. AMBROSE: I was talking about my hospital. 

ASSEMBLYMAN CUPROWSKI: In a four-year period? 
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DR. AMBROSE: Since 1979. 

ASSEMBLYMAN CUPROWSKI: Obviously it is directly attributed 
to your leadership. 

DR. AMBROSE: I would like to think so. I think it is due to 

my doctors being aware that there are a lot of ways to skin a cat. 

ASSEMBLYMAN CUPROWSKI: That's true. I thought the statistic 

of 30% of same-day surgery was very interesting. That is a very high 

percentage. 

DR. AMBROSE: It's not as high as I would like it. There are 

lots of studies to show that as much as 45~~ of surgery could be done 

safely without the patient being admitted to a hospital. 

ASSEMBLYMAN CUPROWSKI: Okay. I am not criticizing that; I'm 

just quoting. 

DR. AMBROSE: Yes, I realize that. 

ASSEMBLYMAN CUPROWSKI: How does that 30% relate to the 

reduction in length of stay, if you estimate it? 

DR. AMBROSE: If they do not come into the hospital, they are 

not counted as inpatients. You have to be in over one midnight to be 

an inpatient. 

ASSEMBLYMAN CUPROWSKI: So, therefore, the 30% of same-day 

surgery-- That makes the figures even more startling. 

DR. AMBROSE: Yes. 

ASSEMBLYMAN CUPROWSKI: It I s not a direct reduction in the 

length of stay in your particular hospital? 

DR. PMBROSE: Correct, it is not. It can be figured both 

ways. You can include them for statistical purposes, or weed them 

out. In my hospi tel, that amounts to maybe 3, 500 admissions which no 

longer occur. They don •t come in and just lay around in bed before an 

operation. 

I forgot to mention one more thing. We bring a lot of people 

in the same day as the surgery in the morning and admit them after the 

operation, thus avoiding them having to come in at two o'clock the 

previous afternoon to do nothing but just lie around in bed. 

ASSEMBLYMAN CUPROWSKI: Very good. Thank you very much. 

DR. AMBROSE: Thank you. 
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located? 

ASSEMBLYMAN OTLOWSKI: Doctor, where is your hospital 

DR. AMBROSE: Morristown, New Jersey. 

ASSEMBLYMAN OTLOWSKI: In Morristown. What is your total 

patient load, you know, inpatient, outpatient, ahd home patient? 

DR. AMBROSE: We have about 25,000 admissions a year; we 

see about 43,000 outpatients in the emergency room and in the clinics. 

Our home heal th care service is only about eight months old, and I 

can't venture a guess. I would imagine it would be maybe 50 patients. 

ASSEMBLYMAN OTLOWSKI: So, there are 43,000 outpatients. 

DR. AMBROSE: Yes, sir. 

ASSEMBLYMAN OT LOWS KI: And, did you say your home care is 

developing rapidly? 

DR. AMBROSE: Yes, by leaps and bounds. 

ASSEMBLYMAN OT LOW SKI: Is anyone looking at it, say, from the 

New Jersey Hospital Association, to see h()w it could apply to other 
hospitals? 

DR. AMBROSE: Oh, I think a lot of hospitals are looking at 

it. We have had a lot of visitors from all over the country really. 

There are several other large hospitals in New Jersey which are going 

the route of new ventures. 

ASSEMBLYMAN OTLOWSKI: What is your hospital called? 

DR. AMBROSE: It is the Morristown Memorial Hospital. 

ASSEMBLYMAN OTLOWSKI: The Morristown Memorial in Morristown, 

New Jersey? 

DR. AMBROSE: Correct. 
ASSEMBLYMAN OTLOWSKI: lhe work you are doing is fascinating, 

particularly in the area you are getting into now, home care. Have you 

given any testimony to any of the Federal subcommittees of Congress on 

your treatment of home care patients? Did you testify before any of 

those committees or s1jbco,nmittees? 

DR. AMBROSE: No, this is the first time I have ever 

testified anywhere. But, I did go down; I was part of a three-man 

panel at the George Washington University ~ealth Forum with the 

Director of the Office of Technology and the president of a surgical 

products company. I talked about' how DRGs are working in New Jersey. 
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ASSEMBLYMAN OTLO;tSKI: If we ask you to come back at another 

time, would you be will in J to do so? We may want . to develop some of 

the things you brought out here further. 

DR. AMBROSE: Yes, sir. 
' ASSEMBLYMAN OTLOWSKI: Doctor, it has been a great pleasure. 

DR. AMBROSE: Thank you, sir. 

ASSEMBLYMAN OTLOWSKI: You have been very enlightening; thank 

you very much. 

ASSEMBLYMAN CUPROWSKI: Doctor, before you leave, you 

testified that the DRGs certainly have not reduced quality care in your 

opinion. Am I correct in understanding that your particular hospital 

was one of the first hospitals to go onto the DRG system? 

DR. AMBROSE: That is correct. We were one of the first 

group of 26 that went under what they called "a DRG experiment." 

much. 

ASSEMBLYMAN CUPRDWSKI: That's interesting. Thank you very 

ASSEMBLYMAN OTL01 SKI: Doctor, thank you again. 

DR. AMBROSE: Yo,1 1 re welcome, sir. 

ASSEMBLYMAN OTLDvlSKI: Is Dr. Warren Nestler here, please? 

Doctor, will you please te I I us who you are, where you come from, whom 

you are representing, and all that business? 

WARREN tl:STLER, M.D.: My name is Dr. Warren Nestler. I am from 

Over look Hospital in Summit, New Jersey. I am Vice President/Director 

of Quality Assurance. Ove ·look Hospital is 12 miles from Morristown. 

I appreciate the opportun ty to speak to you on the impact of DRG 

reimbursement on quality ~are. The preamble to Public Law 1978, 

Chapter 83, states: "Hai pita! services of the highest quality of 

demonstrated need efficier tly provided at a reasonable cost are of 

vital concern to the pub Lie health." As a result of the reward 

penalty, the incentives of the DRG design prosp.ective pricing system, 

the legislators' concerm; -- quality, need, efficiency, and cost -­

have become vital concerns for all hospitals. Now, contrary to the 

gloom and doomers' projection that with implementation of per-case 

reimbursement the quality of care would go down the drain, in 1984 

Overlook Hospital compared with the pre-DRG era, is efficiently 

providing needed patient care services of a higher quality. 
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Overlook Hospital is a 550-bed acLte care community hospital, 

and was one of the 26 initial hospitals to jnplement DRGs. So, we have 

five years' experience in responding to .he DRG system's financial 

incentives. Using DRG patient management data, through our Quality 

Assurance Program we have continuously me nitored and evaluated our 

clinical and financial performance. The I ationale for incorporating 

the financial aspects of patient management into the Quality Assurance 

Program is based on the premise that the qL,ality of care and the cost 

of care are interrelated and interdependent. Hence, hospital services 

of the highest quality are necessary, but · ,at unnecessary services, of 

an appropriate type, efficiently per for 1ed with minimum risk of 

complications, in a manner satisfactory to the patient, and resulting 

in maximum achievable health benefits. 

Now, what has been the impact of DRG reimbursement on 

selected elements of quality, first, the availability and provision of 

necessary services, those services required to ameliorate, control, or 

cure the patient's problems? Those are in-hospital bed services. 

Patients are admitted only if the hospital is the appropriate site of 

care, and they remain only for that period of time necessary to provide 

acute care -- diagnostic services, such as tests, x-rays, and cardiac 

catheterization, and therapeutic services, such as operations and 

medications. These are the services that ar,~ defined by the clinician 

for each individual patient. 

The patients in the community we serve-- Are we receiving 

the patients of demonstrated need? The cr:itics' fears and concerns 

have not become a reality. Services and programs of demonstrated need 

have not been discontinued. Physician-defj 1ed care is available for 

their patients. For example, critics have a, ticipated that as a result 

of pressure from hospital administrators, , ihysicians would discharge 

their patients prematurely. It has been our experience -- and this has 

been supported by statewide studies -- thdt this has not occurred. 

Patients are dischar9ed when medically n,ecei·sary, not a day earlier or 

a day later. However, we can no longer afJ Jrd. to keep patients in the 

hospital solely for social reasons, such as :he family's convenience. 
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Relative to prov.ding necessary but not unnecessary services, 

we pay a price for usinq unnecessary services, such as unnecessary 

hospital days, over-testing, and over-treatment. For New Jersey 

hospitals operating under the "You save it, you keep it, but you also 

risk losing it" payment scheme, unnecessary services result in 

unnecessary costs. For t e taxpayers, over-utilization is a drain on 

society's pocketbook, but ·or the patient, unnecessary services subject 

the patient to the inconvenience, pain, and distress of 

hospitalization, an c peration, a needle puncture, or the 

unwarranted risk of hospi!al-acquired infection, a drug reaction, or an 

operative complication. 

The DRG cost-cc,ntainment incentives are responsible for the 

elimination of unnecessary services. The decrease in length of stay 

as Dr.. Ambrose has described-- We have had similar experiences in 

other hospitals in the State. I think this reflects the pre-DRG 

existence of fat days in the system. Now, although measuring similar 

chang.es in the over-utilirntion of ancillary services is difficult, we 

sl)cceeded in changing 1 hysicians' over-testing performance. For 

instance, the use of two laboratory tests of marginal value has been 

reduced by 14% and 66%, and the use rate of diagnostic x-rays of 

doubtful efficacy has declined from 14% to 6%. 

The greatest impact, at least in terms of measurable dollars 

saved, has occurred in the materials management arena -- physicians 

selection and materials management purchasing of medical/surgical 

supplies, equipment, and 1 1armaceuticals, which are both clinically and 

economically appropriate. Since 1980, product standardization and 

competitive bidding are a way of life, a collaborative process 

· involving the selection o clinica Lly acceptable types of products by 

physicians and the pricin I skills of materials managers. Examples of 

cost savings without a d minution of quality are: a change in the 

manufacturer of operatin~ room gow11s and drapes, a $168,000.00 saving 

in three years; an exclusive contract with the lowest bidder for skin 

clips -- skin clips are a type ,Jf suture -- $20,000.00; permanent 

pacemaker insertions-- I think pacemakers have gotten a lot of 

publicity in the last four years. The pulse generator is the most 
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expensive component of the pacemaker system. The cost of the pulse 

generator per implant decreased by 8.4% in the first six months of 

1984, compared to 1983. 

We attribute these cost savings to both the cardiologists 

exercising technological restraint in selecting the appropriate pulse 

generator -- this has occurred despite the manufacturer's annual 

introduction of pulse generators with more bells and whistles and at a 

higher cost -- and the entrepreneurship of our Director of Cardiology 

in obtaining the best price. 

ASSEMBLYMAN OTLOWSKI: Doctor, ex,:use me. At this point, I" 

would like to ask a question. In your tes' imony you' re indicating the 

cost-saving factors that have taken place in hospitals, and you are 

attributing it in large measure to this system which is operational 

now. On the other hand, we have heard testimony here today and, as a 

matter of fact, we have heard previous testimony which bordered on 

complaints about the high cost of hospital care, the high cost of 

different technologies and, in some instances, the unnecessary 

applications of certain technologies. How do you account for that kind 

of testimony in view of your testimony? 

DR. NESTLER: I think the pulse generator example is 

excellent. We have a very fine group of cardiologists, organized under 

a Department of Cardiology, with a very good Director of Cardiology. 

Using the first-year DRG 's data -- that's 1980 -- we found we were 

losing money in that DRG, DRG 116. That was a loser. That information 

was taken back to the cardiologists. Over the last four years, they 

have examined all aspects of pacemaker insertion. They looked at the 

need for the pulse generators. They looked at the budgets for the 

pulse generators. They looked at all the various types and various 

prices of pulse generators, and they had many meetings on this. So, 

they were discussing and reviewing both the costs and the clinical 

application of this. As I have already presented, it was this year 

that they began to really say, "Well, w1· don't need the fanciest 

pacemaker for our patients." for some patients they do, but they 

became very selective. By using clinical c11ta, they really determined 

that in many cases the least expensive pacemaker was just as adequate 

to take care of the patient. 
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Now, that is one example of how we have been able to keep the 

costs down despite advances in technology. You cannot do this in other 

areas. 

ASSEMBLYMAN OTLOWSKI: Doctor, just from your testimony, and 

from what Dr. Ambrose was talking about, obviously there have been 

great developments in technology. These developments themselves would 

immediately present new cost factors. Is that a fact? 

DR. NESTLER: Oh, yes. We're caught with many of exactly 

what Dr. Ambrose was tal kj ng Ei>out. They are not in the cost base. I 

think the example he used was lenses. We have the same problem as he 

does with those. I sharf his plea that the system be flexible enough 

to provide an added fact 1r for those DR Gs in which there have been 

significant changes in tec1nology. 

ASSEMBLYMAN OTU 1SKI: So, the greater the improvements in 

technology and the more I apid they are, the more we are going to be 

faced with these increaseo costs. 

DR. NESTLER: Tl1ere is a feeling that over the long run, the 

greatest increase in co: ts will be due to advances in technology. 

There are many that think we are never going to catch up with this cost 

business because of techn, logy. 

ASSEMBLYMAN OTL1 iWSKI: Assemblyman Cuprowski? 

ASSEMBLYMAN CUP ROWS KI: I think that is a very interesting 

point, especially with reference to the technology situation. I think 

when you talk about the medical field, it is common knowledge that 

medical technology today i-. moving at the fastest rate imaginable. To 

not give it any weight or consideration, especially not to put that 

fact into the reimbursement formula for cost purposes, doesn't seem the 

proper thing to do. It just doesn't give any recognition to it. I 

certainly think it is enlightening to know from the experts in the 

field what their opinion is on that. It is certainly something this 

Committee should take a good, close, hard look at to try to rectify it, 

if that is possible. 

DR. NESTLER: Are you aware that Congress has an Office of 

Technology Assessment, in which they have 15 experts whose charge is to 

do exactly what you are talking about, and to report to the Secretary 

of HHS on how to adjust the DRGs to reflect this change? 
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ASSEMBLYMAN CUPROWSKI: Is that right? You're talking about 

the Federal level now, is that correct? 

DR. NESTLER: Yes. 

ASSEMBLYMAN CUPROWSKI: But, how joes that filter down to New 

Jersey, if it does? 

DR. NESTLER: Well, it doesn't. I was just mentioning that 

as a point of information. I think the State of New Jersey should 

design a similar type of system to apply to the hospitals in New 

Jersey. 

ASSEMBLYMAN OTLOWSKI: Doctor, would you repeat that again? 

ASSEMBLYMAN CUPROWSKI: That is very interesting. 

ASSEMBLYMAN OTLOWSKI: Please repeat that business. New 

Jersey should do what? 

DR. NESTLER: Well, the Office of Technology Assessment is a 

congressionally-designed office that has a staff of 15 experts from 

across the country. They have picked some very good men for this. 

They will review, on a regular basis, the advances in medical 

technology, and will recommend to the Secretary of HHS how speci fie 

DRGs should be modified to reflect the changes in technology. 

ASSEMBLYMAN CUPROWSKI: I think that without that mechanism, 

it almost seems- - It is frightening to think that SO!fleday they may 

decide not to purchase high technology, mainly because they can't take 

advantage of it in their reimbursement package. 

DR. NESTLER: That is one of the fears that many physicians 

have. We have been very fortunate, particularly with the pacemakers, 

to be able to adapt to this. We took a loss for several years, and 

now, because of the change in the cost base, we are able to come out 

ahead in those DRGs. But, the physicians did address this. Somewhere 

we may not be able to address it. 

ASSEMBLYMAN OTLOWSKI: Doctor, will you please stay in your 

seat for just a moment? I want to ask Mr. Seamans, who is here from 

the State Department of Health-- Mr. Seamans, will you please come up 

here for just a moment? Doctor, stay right where you are. 

Mr. Seamans, just so that the record will show it, will you 

please give us your name and your position w:th the State Department of 

Health? 
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11£0DORE C. SEAMANS: My name is Theodore C. Seamans; I am Executive 

Assistant to the Deputy Commissioner of Health.· 

ASSEMBLYMAN OTLOWSKI: Now, regarding' what the doctor was 

talking about -- the federal program on the assessment of technology -­

is the State Health Department plugged into that program, do you know? 

MR. SEAMANS: W1? are aware of it and we are watching them. 

We are seeking to learn from their insight. I have just been told by 

Barbara Wright from the State Nurses Association that we have a 

representative from New Jersey with that Office. Is that correct, Ms. 

Wright? 

MS. WRIGHT: Yes. The representative is Rosalinda Toth from 

Beth Israel Hospital. 

MR. SEAMANS: Rosalinda Toth from Beth Israel Hospital is a 

representative on the committee Dr. \Jestler referred to. 

ASSEMBLYMAN OTLOt-lSKI: I would like to make this request of 

you, Mr. Seamans. If there is something that is being developed there 

during the sitting of thi,i Committee -- and, this Committee will be 

going on for some time -- would you please make us aware of it so we 

can get it into the record and it can be made known to the Committee 

members and to our staff? Would you do that? 
MR. SEAMANS: Yes, sir. 

ASSEMBLYMAN OTLOWSKI: Just hold your seat because I am going 

to send the doctor back to his hospital where he can do some real 

work. Doctor, we are very, very appreciative of the time you spent 

here, and of your testimony, which has been very valuable. There is no 

question about it; it is going to be of help to us. 
DR. NESTLER: Thank you. 

ASSEMBLYMAN OTLOWSKI: I just want to say this before I call 

on Mr. Seamans. The next hearing-- Assemblyman Cuprowski, when is the 

next hearing going to be held, where, and at wt,at time? 

ASSEMBLYMAN CUPROWSKI: It will be held next Friday, December 

28, at 10:30 a.m., at the Hudson County Courthouse, 595 Newark Avenue, 

Jersey City. That is basically in the heart of Jersey City. It will 

be in the freeholders' Chamber in the County Ccurthouse. 
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ASSEMBLYMAN OT LOW SKI: Mr. Seamans, I would like you to wrap 

this up so that the record will show that one of the Deputy 

Commissioners of the State Department of Health was here with us 

throughout the hearing and made himself available to us. Of course, we 

are very, very appreciative of that. We want you to convey our thanks 

to the Commissioner. As a matter of fact, we are going to insist that 

the Commissioner have someone at the Jersey City hearing so we will get 

the benefit of the Department's answers, if we need them at that time. 

It would be very, very helpful to us if we had a representative of the 

State Health Department at that hearing. 

MR. SEAMANS: You can be assured t liat we will be in touch. 

ASSEMBLYMAN OT LOWS KI: 

good to see you. 

Thank you very, very much. 

MR. SEAMANS: Thank you, sir. 

It was 

ASSEMBLYMAN O l LOWSKI: That cone , des our hearing for today. 

Thank you everyone for your attention, )"ur patience, and for the 

courtesies you have extended to this Committ ~e. 

(HEARING COPCLIJlED 

89 





APPEN>IX 





N.ew 31.ers.eu @,tale Nurses Ansnciation 
\lurid '.\I. Shore, M.S.:\'., R.N., President 

3arbara 'W. Wright, M.A., R.N., Executive Director 

TESTIMONY 

ON 

DIAGNOSIS RELATED GROUP (DRG) 

SYSTEM OF HOSPITAL RATE SETTING 

FOR 

THE ASSEMBLY CORRECTIONS, HEALTH AND HUM\N SERVICES COMMITTEE 

BY 

JEAN R. MARSHALL, B.A., R.N., E.T. 

FIRST VICE-PRESIDE~T 

NEW JERSEY STATE NURSES ASSOCIATION 

DECEMBER 20, 1984 

ExecutiPe Office • 320 West State Street. Trenton, N.J. 08618 • 609-392-4884 

1x 



Chairman Otlowski, 1 am Jean Marshall, Vice-President of the New 

,Jersey State Nur-ses Association, and Enter-ostomal Therapist at Paul 

Kimball Medical Center- in Lc:1kewood, New Jersey. Appearing with me 

today is Barbara w. Wright, Executive Director. 

On behalf of our 6000 member association, we appreciate the 

opportunity to present this t~stimony on New Jersey's hospital payment 

system - Diag~osis Related Gr(ups. 

NJSNA has closely monitored the State's DRG system. As an 

association, we actively participate as members of the Commissioner of 

Health's Nursing Advisory :ommittee. In addition, we comment 

regularly at public meetings of the Health C,ire Administration Board 

and Hospital Rate Setting Commission. 

Further, our knowledge has been greatly enhanced through our 

members who are staff nur-ses ind managers. They are integral players 

in the system seven days a -1eek, twenty- four hours a day. As the 

largest nurses's union in the state, many of the contracts we 

negotiate are impacted by the DRG payment system. 

My comments will address the DRG system in general and its impact 

on nursing in particular. 

DIAGNOSIS RELATED GROUPS 

NJSNA strongly endorses the continuation of a prospective rate 

setting system which includes all payers and provides for 

uncompensated/charity care. We recognize these elements were 
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hallmarks of S-446 and we support their continuation. Therefore, we 

supported the Department of Health's waiver application for a three 

year extension. 

We have a 11 witnessed the success of New Jersey's rate setting 

and reimbursement methodology have had on reducing hospital costs and 

placing us among the least costly states in the nation. Nevertheless, 

we know that the.ways in which we as health professionals practice may 

have a greater impact on health carF cost containment than addressing 

hospital costs alone. 

For example, variations in health care practices create patient 

vo 1 urne and can also increase the complex it\ of DRGs. The ref ore, the 

addition of surgery in a DRG computation increases its costliness. 

Exercising the option for hospital verst s ambulatory care for a 

patient increases cost. Many of these co:; ts wi 11 be control led by 

third party payers through such measure; as requiring a second 

physician's opinion, or introducing a co ,ayment or deductible for 

hospital care where there are communi y alternatives. Since 

variations in practice do not necessarily yield better patient 

outcomes, monitoring practice patterns thro 1gh peer review mechanisms 

with a cost efficiency dimension becomef a social necessity for 

professionals. 

NURSING AND THE DRG SYSTEM 

The system's strengths and weaknesses as they impact on nursing 

largely focus on nursing as a cost £=nter, salaries, nursing 

personnel, and the appeal process. 
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1. Nursing as a cost center 

A major goal of the DRG system is to avoid cross-subsidization. 

Until nursing is established as a separate cost center we believe that 

it will continue to cross-subsidize other departments through manpower 

drain, that is by nurses being used for non-nursing or below their 

skill level. 

New Jersey has developed predictive equations for Relative 

Intensity Measures (RIMS) of ~ursing ~esource use. These measures are 

the basis for hospital mana~ ,.~ment reports and offer an alternative 

system to assure that hospit, 1 payment is based on nursing resource 

use, not on days a patient spe1ds in the hospital. 

Moreover, it has been we 1 documented that patients with certain 

diagnoses require greater re!:;ources than others. For example, a 

patient with an acute myocardial infarction requires more intense 

nursing resources than a patient having a hernia repair. Yet, when 

rates for nursing are calculated they are based on the patients length 

of stay, not on resources used. 

I of fer a few examples. A· New Haven hospital has initiated 

listing nursing charges separately on the patients' bills. Also, 

nursing charges on the patients' bill will be itemized by Maine 

hospitals beginning July 1, 1985. (Hospitals, November 1, 1984, p. 

2 5) • 

We support efforts whereby nursing can demonstrate its potential 

for revenue generation. These include recognizing nursing's 
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contributions to bottom line economics by creating incentives and 

r·Pd11ci11q 1111• cost of p,1tifi11l:; whose t.n~ ,t.ment is very cxpensiv0.. 

Eventually, nursing may begin to surface as a profit-making center. 

2. Nursing Personnel 

Adequate Salaries 

In a recent review and discussion with the Department of Health, 

we have learned how problems relating to nursing salaries have 

occurred. Salaries included in the 1979 certified revenue base year 

were generally inequitable. Historically very little attempt had 

been made to offer competitive salaries in the state; therefore, all 

subsequent salary increases under the cost constrained system have 

been built on the inadequate base. 

We believe that equitable compensatio continues to be a serious 

problem within the system. Some hospitalf choose not to address the 

inequity, even when resources are ava i lat le, using the excuse that 

they are not permitted to raise salarieE higher than the economic 

factor paid in the hospital rate. 

To assure an efficient health care system, varying types of 

nursing practitioners must be employed. T ,e shortened hospital stays 

associated with the implementation of DRGs have compressed the 

discharge planning and teaching phese of patient care. Staff nurses 

are on the front line daily. 

Nurses regularly assist clients in reducing their hospital stay, 

adapting to home care, and minimizing readmissions. We believe that 
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the consl~raint.s on nursing salaries are a serious barrier to usinrJ 

nurses with advanced training. 

This lack of adequate remuneration discourages nurses from 

entering the profession. For nurses to practice as full-partners in a 

system where they are instrumental in offering cost-effective care to 

the most complex case-mix, a more appropriate economic reward system 

is imperative. It must be s ,1 id here that nursing represents a less 

costly option than many other skilled technologists in hospitals. For 

example, presence of respire tory t'1erapists to administer oxygen, 

fragments, duplicates and inc ·eases ~ost. I am not questioning the 

contribution of these workers, but alert you to a need for judicious 

use. 

Job Responsibility and Security 

The magnitude of nursing shortages 1s difficult to assess at this 

time. While the nursing shortage may not be obvious, nurses report 

increased patient intensity loads with fewer available staff. Nurses 

do experience the pressure of reducing length of stay and increased 

technological advances in the Operating Room, and Intensive and 

Coronary Care Settings. further, community health nurses are being 

~verwhelmed by patients who require intensive home care such as 

intravenous chemotherapy 

rnvided in the home. 

an,1 complex treatments not previously 

As case-mix changes and volume is controlled, the system will 

continue to shrink. Job security must be addressed by retraining 

senior nurses and changing categories through attrition. New Jersey 
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would ,;,~1111: Ln uvoid thl-, pitfalls exrierienced in Minne'.,ota hospital 

cutbacks thn>ulJh arbitrary personnel actions. 

3. Appeal Process 

Hospital rates are based on the instit11tion's historical methods 

of treatment. When methods of treatment are modified, the rates are 

not sensitive to such technological changes. Additionally, the appeal 

process is ci cumbersome option, which is bot·1 lengthy and costly. 

SUMMARY 

In summary, the New Jers2y State Nurse Association supports the 

Diagnostic Related Groups methodology for- pr ispective determination of 

hospital costs. We appeal to the legisla ure to hold firm in its 

convictions and to the communities of i 1terest to be supportive 

through this inevitable and predictable •~riod of development and 

refinement. 

better, and 

perserverance. 

We have 

promises 

created an approac 1 which is pace-setting, 

to become more perfect with time and 
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FHA.I\ K JoHN Pm:mcH, 1\1.D. 
~ 101 BOULEVARD, EAST 

WEST N l\V YORK, :i\" EW JERSEY 07093 

. l'IIONE: (201) 86-1-3152 Nove,mber 30, 1984 

TESTIMONY BEFORE 'IHE NEW JERSEY ASSEMBLY CORRECTIONS, HEAL'IH & HUMAN SERVICES COMMI'lTEE 

Public Hearing: 'Io examine effectiveness of New Jersey DRGs, and need for a ne.v waiver. 

Gentlemen; 

I am perhaps the only one in this chamber to derive satisfaction out of the dilerrma 
that has been created. Five years ago my testirrony before sane of your oolleagues was 
disregarded. That is forgivable since at that time my credentials offered little more 
than thirty years as a practicing physician, an inherent distrust of governmental inter­
vention, and a lot of C'OJlT!On sense. 

Endless hours of study, writing, and lecturing on the subject in the intervening 
years pennits me to return today as probably the forenost authority in the country on 
the topic of "what is wrong with DRGs". Hopefully, you will be more receptive to my 
input. 

'lhe question most frequently asked is, "What are DRGs, and hew will they affect the 
deliveLy of healthcare?" 

My answer: DRGs were developed as a method of oost-accounting and utilization 
review, and as such had &lire validity. 'Ihe Federal Government sponsored the conversion 
to a reimbursement mechanism, based upon diagnosis, rather than gocds or services 
rendered. 'Ihat action was illogical, impersonal, and often inhumane. With oost as . 
the paramount cxmcern, quality of care must necessarily suffer, and eventual rationing 
beccmes inevitable. 

Why are DRGs an illCXJic::al reimbursarent methodolon7? Proponents claim that greater 
efficiency w:>uld be rewarded. Equal payrrent for an inferior product hardly supports that 
argument. 

The impersonality of a patient being referred to as DRG #123 should Le obvious. 

'Ihe inhumane aspect applies to the lack of oonsideration of the myriad soc.i.ctl and 
econanic..: factors that impact to a differing degree upon each individual patient, to say 
nothir1g of the meclical variations in any given disease process. 

We are here today to evaluate the process, as implerrented in New Jersey, and to 
oonsider its ccrnparison to the Federal Medicare version, which would be inflicted upon 
us, if the revised waiver is not granted. 

'lhi!:j is much nore than dl1 either-or situation. You must understand that we are 
.iI1 grave trouble either way! 

'Ihe intent of N.J. Public Law 1978, Chapter 83 ooulc;l have been better implerrented 
under the prior SHARE: reimbursement system. Hav.ever, the required waiver to permit the 
inclusion of Medicare and ~caid demanded use of DRGs. 'Ihe Feds wouldn't play, unless 
we used their ball. Now they are threatening to take their ball and go hare! 
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Caumissioner Richard Goldstein and I are in agreement on at least one point. 
'Ihat is that the Federal version is VoXJrse than New Jersey's. My cx:>ntention is that 
New Jersey DRGs we:re a calamity, and that Federal alterations of them were catastrophic. 
Dr. CDldstein, while recognizing the horrendous disruption that loss of the waiver 
would cause, persists in defending the status quo as the best system available. 

Goven1or Kean, when he campaigned for election, got overwhelming support from 
physicians, since his election ensured removal of Dr. Joanne Finley. the Brendon Byi.ne 
appointee as C.Orrmissioner of Health. Dr. Finley's maj9r sin, in our eyes, had been 
her mandatory imposition of the untried DRG system upon u{e hospitals of the State. 

The elec tion did result in the departure of Dr. Finley, if only to convert her 
to a still damaging federal advisor. Beyond that, nothing of any consequence has 
occurred to rerredy the damage. Instead, Governor Kean has repeate<lly advised that other 
states fol10,v our misdirected course. 

New Jersey bears a large responsibility for the Federal program. It was the un­
suppJrted claims of success by New Jersey witnesses which encouraged Washington law­
makers to prematurely push ahead with DRGs. ~futing the concept is your civic duty. 

Few people appreciate the fact that hospital administrators who "support DRGs" 
do so because of the cost-sharing and cost-shifting provisions of Chapter 83. M:>st 
will concede, at least off the record, that DRGs are a cumbersone, oornplicated, and 
confusing abanination. 

The Medical Society of New Jersey (.MSNJ) oppJses the oonrept of DRGs. 'Iheir 
pJlicy reflects a series of Resolutions that I have introduced over the years. Each 
harsher evaluation has been upheld by an increasingly larger majority of the membership. 

DRGs were advertised to contain oosts and improve quality of care. M3NJ has . 
repeatedly asked for full disclosure of the c,-osts under DRGs, and the C'OI!lparative costs 
under the prior SHARE system. Keeping roth sets of figures (an additional expense)· 
was mandated in the original "experirrent". 'lb date those figures have not been forth­
coming. None the less, there are repeated unsubstantiated claims of cost savings. If 
the overriding purpose of cost containrrent can not be documented, just irnagine what 
the minimal concerns regarding quality of care permit. 

Please listen carefully to my review of this quality of care issue. Beyond the 
legislative significance, sorreday your life may depend upon the actions which you take, 
or do not take, in your policy making role. 

Physicians and other healthcare providers have repeatedly raised the unaddressed 
questions regarding inappropriate denial of hospital admissions, premature discharges 
and subsequent readmissions, and the early demise of recently discharged patients. 

MSNJ has requested the D'.:!partlrent of Health to corrrnission an out-of-state evaluation 
of the quality of eqre by reputable and kravledgeable organizations such as the Arrerican 
College of Surgeons and the Arrerican College of Physicians. 'Ihere has been no action, 
conceivably because of the cost involved. None the less, a study was conrnissioned last 
year (at considerable cost) wherein 250,000 hospital charts were superficially reviewed 
regarding the prevalence of readmissions within seven days. The figure was reported as 
within the normal range of expectation, and pronounced proof positive that there was no 
validity to concerns voiced by the rredical camnunity. 
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'Ihi.s study did not even address the readmission question adequately, let alone 
the wide variety of other }X)tential dangers. 'As if this were not enough foolishness, 
let me dwell on one ridiculous outgrowth of that misleading "study". 

One place where there seemed to be a higher readmission rate was in the catagory 
of heart failure. You do mt need a rredic1l background to appreciate the insanity of 
what I am about to tell you. 

'Ihe Professional Review Or.ganization of New Jersey has a contract for rrore than 
eight million dollars to rronitor hospital and physician cbnfonnity to the dictates of 
the bureaucrats. 

One of their high priori ties is to check the rn.nnber cmd tirre-span invul ved in 
readmission of patients diagnosed as having suffered from Heart Failure. Depending 
u1:x:>n the frequency of readmission, the doctor who oriyimuly treated is to be aurron­
ished, forred to take additional medical courses, and perhaps have his privilege to 
care for such patients curtailed or revoked. 

Assuming that the patient had totally acceptable care during the initial admission, 
why should the physician be held acoountable for tl1e subsequent oourse, which will be 
dictated to a far greater degree by the patient's compliance with instructions and 
rredication, external stresses, and the vagaries of nature. 'Ihis is just one of many 
ways that:. the healthcare dollar is being misspent under totally misdirected efforts 
at oost containrrent. 

- It is imrossible to solve any problem without an adequate appreciation of all the 
causative factors involved. But before that, it might be v.0rthwhile to define the problem. 

ln the abstract, we are told that healthcare costs now acoount for an "unacceptable" 
10½% of the Gross National Product. 'lb whom is this unacceptable? Would you be willing 
to expend rrore than that percentage of your gross personal product to retain or to 
regain your healtl1? 

If I, dS an Obstetrician, am deemed, no matter by .what tenuous evidence, to have 
been involved in the demise or damage of a newborn infant, an award of over a million 
dollars would be likely. In the case where my expertise results in a normal healtiiy 
baby, who might otherwise have been lost, I am lucky if I collect my usual and customary 
fee. I practiced for thirty years, including my peak productivity, without a lawsuit. 
In the pd.St five years I have been harrassed by several, none of which had any merit 
acoording to oo:rnial standards of malpractice. 

'Ihe unbelievable escalation of liability insurance premiums has nJW reached to 
over $50,000 per year in some areas, with the rest in the process of catching-up. 
'Ihis is purely a c..'Ost of doing business, and as such is passed along to the patients 
to whatever extent }X)ssible. The litigious adversarial relationship that current 
ooncepts of liability foster has led to extravagant expenditures on so-called "Defensive 
Me<lic.ine". Essentially needless costs are generated for tests and proredures of -
minirral value, but whose absence might te pivital in a future legal o:mfrontation. 

There are many r~dial acticns that the Legislature and the Judiciary roulcl take, 
but they have bt:en effectively blocked by the legal profession at both levels. 'Ihe 
added oosts involved are unique tc, our profession, and can not be compared to the gro.ving 
incidence of legal malpractice an product liability. You have it within your p::,:,ver to 
address this issue. I suggest tha.t you move those appropriate Bills, which have been 
languishing "in committee" for years. 
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Tne oosts of compliance with goverrurental regulations, such as DHGs, have been 
a:mservati vely estimated at between $45 and $50 per patient day. '!he Reagan Adminis- . · :, , ~. 
tration, supp:,sedly dedicated to de-regulation, has sanctioned more regulation of 
healthcare provision than all past administrations canbined. If it is not opportune 
to de-regulate us, at least spare us further intrusionary regulations. 

Minimum wage laws, beyond contributing to unemployrrent, impact more on hospitals 
because traditionally low paying jobs are now rewarded, in resp:,nse to ooercive union 
pressures, at rates higher than the built-in allowances of the ratesetters. 

f'ederal tax p:,licies have encouraged first dollar health insurance coverage by 
employers and union d~ds for ooverage of every service imaginable, not only for 
employees and their dependents, but also for retirees, and even their survivors. 
No.vhere is this more clearly evident than in the unholy triumvirate at Chrysler. 
Iaoocca, califano, and Frazier, in different capacicies, were instrunental in creating 
the problems for which they now advocate destruction of our traditional fee-for-service 
system. So much for appreciation among the industrial welfare recipients! 

'!hough I am speaking on behalf of the :medical profession, it is not my purp:,se 
to picture them as blarreless. fvbst regulations are enacted with the implication that 
we are a money-hungry bunch of thieves, from whan the public must be protected. Anong 
my oolleagues, I number sorre who are maney-hung:r:y, as well as sare who are thieves. 
As a profession, we are less inclined in that direction than most any other group. It 
took too much effort to get where we are, and we have too much to lose. 'Ihose who were 
so inclined rould have found far greater remuneration with much less effort in almost 
any other field of endeavor. A deprived childhood and a gun are perhaps the minirm.Im 
require:rrents in present day society. 

I.et rre not overlook what is probably the b.:i,.ggest single factor in rising health­
care oosts; narrely progress. Technological advancei:. are responsible for three Itld.jor 
catagories of oost escalation. 

Exfensive diagnostic and therapeutic equipnent involves not only high initial 
capital expense, but continuing oosts of software and the highly trained personnel 
required for proper utilization. 

You should all be aware of the prohilJitive costs of sophisticated life-suprx>rt 
systems, which are increasingly being utilized at the marginal ends of the life-span. 

Last, but not least, is longevity, the only factor for which the :medical profession 
is willing to plead guilty. Apparently, we have done our job too well. Thanks to the 
progress that has been made, people are living longer. In so cbing, they have fallen 
heir to a growing variety of chronic disorders which require available remedies. 

It has been estimated that 30% of healthcare rusts are expended <luring the last 
year of life. No;.; all we need is for some genious in Washtngton to detennine the life 
expectancy of each individual. With that infonna.tion, we -oould extenninate them one 
year prior to their Expected Date of ~se, thereby saving hundreds of billions of 
cbllars. · 

Asstnn.ing that·on1y a few of those in attendence would find that prop:,sal feasible, 
let :rre see if I can surrrnarize the problem, and suggest at least a partial solution. 
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r-Edicare's irrperding bankruptcy wa::; ~ trigger mechanism for all the ensuing 
upheaval. 'lhat problem is relatively simple. Politicians overprornised and underfunded. 
W1ether it WdS shortsiyhtedness·or p:.)litical pragmatism is now an academic point. 'Ihe 
first step in the solution is to admit to the true cause of the problem. 'lb oontinue 
the false promises, and seek sca:i:egoats for the blame is downright dishonest. 

'Ihe irmediate solution for New Jersey is also simple. Return to the SHARE rrethod 
of reirnburserrent. CO it rl:JW, before everyone forgets how it worked, and we are again 
faced with the expense of retraining the bookkeepers. Remember that we were well below 
the national average under SHARE. Incidentally, it was an essentially prospective rate 
setting rrechanism. I'll admit that I wasn't that fond of SHARE, and that it oould 
stand sane irnproverrent. Maybe, next tirre around, we might appl~r sorre sane ooncepts 
to correct its shortoornings. 

Socialized Medicine, whim I r-efer to as S&M, is appropria :e unuer a socialistic 
government. Examples around regarding its inferiority to our t,·aditional system. Our 
gradualistic drift in that direction has been accelerated by th .s Dffi adventure. 'll1is 
"experiment", which has still to receive any favorable evaluation frcm anyone with 
the knowledge needed to make a valld judguenl, must be abanuonecl as an abject failure. 
Further tinkering will only permit further deterioration of a mugnificent healthcare 
system which represents the dedicated efforts of tho::;e who Cdil'e before us. As we say 
of our war veterans, let them not have toiled or died in vain. 

***************** 
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TESTIMONY FOR THE STAfE OF NEW JERSEY ASSEMBLY COMMITTEE -
CORRECTIONS, HEALTH AND HUMAN SERVICES 

DECEMBER 20, 1984 

GOOD MORNING. MY NAME IS T:IOMAS J. ROMEO, CHAIRMAN OF THE LEGISLATIVE 

COMMITTEE OF THE HEALTHCARE FIN/UCIAL MANAGEMENT ASSOCIATION (HFMA), NEW JERSEY 

CH/\PTER. HFMA IS A NATIONAL PROl:ESSIONAL MEMBERSHIP ASSOCIATION FOR ALL LEVELS 

QF FINANCIAL MANAGEMENT PERSONN[L IN HEALTH CARE AND RELATED ORGANIZATIONS WITH 

OVER 24,000 MEMBERS AND 74 CHAPTERS. THE NEW JERSEY CHAPTER OF HFMA HAS OVER 

600 MEMBERS WITH REPRESENTATIVES FROM HEALTH CARE IrJSTITUTIONS AS WELL AS MANY 

LEGAL, ACCOUNTING, CONSULTING FIRMS AND OTHER HEALTII CARE RELATED ORGANIZATIONS. 

ON JANUARY 1, 1980, NEW ,1 ER SEY BEGAN A MANDA TORY SYSTEM OF PAYMENT TO 

HOSPITALS PER DRG ACROSS ALL PAYORS FOR 26 HOSPITALS, INITIALLY. THE DRG SYSTEM, 

WHICH IMPLEMENTS NEW JERSEY STAfE LAW CHAPTER 83, WAS EXTENDED TO INCLUDE ALL 

ACUTE CARE HOSPITALS IN THE STATE BY THE END OF 1983. 

THE GOALS OF THIS SYSTEM AS WAS ESTABLISHED BY THE NEW JERSEY STATE 

~~~ARTMENT OF HEALTH, WAS TO FURNIS 1~ A COORDINATED AND EFFECTIVE SET OF INCEN­

TIVES TO THE PROVIDERS OF CARE IN ORDER TO ACHIEVE IMPROVED ACCESSIBILITY AND 

QUAL1TY OF CARE WHILE SIMULTANECUSLY CONTAINING COSTS. THE CHAPTER 83 LEGIS­

L~TION PROVIDES FOR A HOSPITAL RATE SETTING COMMISSION TO PROMOTE THE FINANCIAL 

SOLVENCY OF EFFECTIVE AND EFFICIENT HOSPITALS. 

BY AND LARGE, THE SYSTEM ~1\S SUCCEEDED IN ACCOMPLISHING ITS ORIGINAL 

OBJECTIVES. HOWEVER, TiiERE ARE SOME ASPECTS OF THE SYSTEM THAT HAVE NOT BEEN 

ADEQUATELY ADDRESSED BY THE DEPARTMENT OF HEALTH AND THE HOSPITAL RATE ~~TTING 

COMMISSION WHICH HAVE RESULTED NOT ONLY IN PROBLEMS FOR SPECIFIC HOSPITALS, BU1 

OFTEN ADDITIONAL COSTS TO TflE lic:.AL TH C/\RE SYSTEM. 
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THE MOST GLARING FAILURE OF CHAPTER 83 IS ITS LACK OF PROSPECTIVITY. THE 

INABILITY OF THIS SYSTEM, AS IT IS PRESENTLY STRUCTURED, TO ADEQUATELY COPE 

WITH THE MYRIAD OF PAYMENT PROBLEMS ON A TIMELY BASIS, HAS RESULTED IN LENGTHY 

DELAYS IN THE SETTLEMENT OF HOSPITAL SPECIFIC ISSUES FOR PERIODS OF UP TO FOUR 

YEARS. A HOSPITAL'S RESULTS OF OPEr\TIONS, CRITICAL TO ALL KEY MANAGEMENT 

nECISIONS, IS VIRTUALLY UNKi•WWN UNTIL LONG AFTER THE PERIOD IS OVER. 

IT HAS BECOME MU~~, ro IN BUREAUCRATIC RED TAPE WHICH UNDERMINES THE VERY 

FOUNDATION OF THE CHAPTER 83 SYSTEM AND THE FINANCIAL VIABILITY OF THE INSTI­

TUTIONS ii REGULATES. THE SYSTEM HAS EVbLVED TO THE POINT WHERE IT HAS BECOME 

SC CO~PLICATED THAT IT IS DIFFICULT FOR ALL CONCERNED TO ADEQUATELY EVALUATE 

THE SIGNIFICANCE OF ANY PROPOSED CHANGES BY THE DEPARTMENT, OR ITEMS REQUESTED 

ON APPEAL BY THE HOSPITAL.; IN ORDER TO DETERMINE THE SOCIO-ECONOMIC BENEFITS OF 

THE ISSUES-AT HAND. lrlE PROCEDURAL AND METHODOLOGICAL REGULATIONS WERE ORIGI­

~•;LLY DRAFTED BY THE LEGISLATURE OF TH~ STATE OF NEW JERSEY WITH INPUT rRoM 

INDUSTRY. GREAT CARE WAS GIVEN TO PROTECT THE DUE PROCESS OF RIGHTS OF HOSPITALS, 

PAYORS AND OTHER INTERESTED PARTIES, WHILE /i TTEMPTING TO MAINTAIN A SYSTCM OF 

EQUITABLE PAYMENT RATES THAT WOULD BE AS PROSPECTIVE AS POSSIBLE. THE ORIGINAL 

INTENT OF THESE REGULATIONS WAS TO ~AXIMIZE THE ABILITY OF THE PAY~ENT CARE 

SY~TEM TO FUNCTION AS A MANAGEMENT TOOL AND A STABLE PREDICTOR OF HOSPITAL 

REVENUE. EFFORTS WERE MADE TO MINIMIZE THE UNCERTAINTIES INHERENT IN ANY NEW 

SYSTEM, AND TO DEAL WITH LEGITIMATE EXCEPTIONS AND GENERAL PROBLEMS NOT RELATED 

TO CASE MIX OUTS IDE : : 1, BASIC SYSTEM. 

A SY~TEM OF PROSPECTIVE PAYMENTS, DESIGNED AS A MEANS OF DETERMINING REVE­

NUE FOR A H06PITAL PRIOR TO THE START OF ITS FISCAL YEAR HAS BEEN ADVOCATED FOR 

MANY YEARS BY BOTH THE PAYORS AND THE HEALTH CARE INDUSTRY. 
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THE INTENT WAS TO FREE HOSPITAL RESOURCES FOR PATIENT CARE AND INJECT IN 

THE INDUSTRY AN ATTITUDE MORE COMMONLY FOUND IN A COMPETITIVE ENVIRONMENT. 

PRESENTLY, THE CHAPTER 83 SYS~EM HAS FAILED IN THAT RESPECT. IT HAS NOT PROVEN 
' 

TO BE PROSPECTIVE IN NATURE AND THE UNCERTAINTIES IN SETTLING PRIOR YEAR RATES 

ARE AS GkEAT AS PREVIOUSLY EXiSTED UNDER THE .COST BASED PER DIEM SYSTEM. SOME 

OF THE SIGNIFICANT ISSUES THA. HAVE CONTRIBUTED TO .THE DELAY IN FINALIZING AN 

INSTITUTION 1S REVENUE BASE AR THE CONTINUOUS RETROACTIVE CHANGES ENACTED BY 

THE NEW JER~EY DEPARTMENT OF I EALTH, SUCH AS: 

A) CURRENT YEAR FINAL RI CONCILIATION METHODOLOGY NOT APPROVED AND 

ADOPTED; 

B) CARVE OUT OF INDIRECl COMPONENT RELATIVE TO IN-HOUSE PATIENTS; 

C) APPROPRIATE GUIDELIN:) TO DETERMINE REASONABLE COLLECTION PROCEDURES 

FOR UNCOMPENSATED CA: E REQUESTS DATING BACK AS FAR AS THREE YEARS; 

D) SAME DAY SURGERY METI.JDOLOGY NOT AGREED UPON; 

E) COSTS OF MOBILE INTENSIVE CARE UNITS SCREENED DIFFERENTLY THAN ORIGI­

. ~ALLY AGREED UPON; 

F) APPEAL ISSUES GRANTED BY THE NEW JERSEY RATE SETTING COMMISSION 

SUBJECTED TO REASONABLE LIMITS (DIRECT COMPONENT ONLY); 

G) METHODOLOGY FOR DEVELOPMENT CF PAYMENT RATES FOR CLASS III INSTITU­

TIONS; AND 

H) DRG APPEALS RELATIVE TO CLINICAL lSSUES NOT RESOLVED. 

IN ADDITION, THE APPEALS PROCf SS IS TOO LENGTHY, PAYMENT METHODOLOGIES ARE 

ESTABLISHED AFTER THE FACT, DATA PROCESSING LIMITATIONS AR[ NOT ADEUATELY 

EVALUATED AND THE FINAL RECOt:CILIATION PROCESS IS NOT REALLY FINAL. 
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ANOTHER MAJOR SHORTCOMING OF THE CHAPTER 83 SYSTEM IS ITS FAILURE TO 

RECOGNIZE THE IMPACT OF MEDICAL TECHNOLOG1CAL CHANGE ON HOSPITAL COSTS. THE 

CURRENT REGULATIONS MAKE IT EXTREMELY DIFFICULT FOR HOSPITALS TO RECEIVE ADE­

QUATE REIMBURSErENT FOR CHANGES IN TECHNOLOGY WHICH DO NOT RESULT IN COST 

. SAVINGS. ALTHOUGH IDEALLY, SUCH TECHNOLOGY SHOULD ''PAY FOR ITSELF'', OFTEN THIS 

IS ~n7 THE C~SE. MUCH rrcHNOLOGY IS SIMPLY THE RESULT OF NEW AND BETTER 

DIAGNnST!C ANO TREATMENT TECHNIQUES. 

ALSO THERE CURRENTLY EXISTS A GROSS LACK Oi: COORDINATION BETWEEN THE 

PLANNING (CON) AND RATE SETTING SYSTEMS IN NEW JERSEY. THERE MUST BE A LINKAGE 

BETWEEN THE PLANNING AND RATE SETTING SYSTEMS SO THAT THE INCONSISTENCIES CEASE 

TO EXIST. THIS LINKAGE MUST BE FORMALLY ESTABLISHED WITH APPROPRIATE COORDI­

NATION AND MONITORING BETWEEN THE PLANNING AND RATE SETTING SYSTEMS IN ORO~R 

FOR IT TO BE EFFECTIVE. 

AS WE SIT HERE ON DECEMBER 20, NEW JERSEY HOSPITALS CANNOT BE CERTAIN OF THE 

REI~3URSEMENT SYSTEM WHICH WILL BE IN EFFECT ONE MONTH FROM TODAY. THEREFORE, 

IT IS IMPORTANT TO CONSIDER THE PRECARIOUS POSITION NEW JERSEY HOSPITALS FIND 

THEMSELVES IN BECAUSE OF THE UNCERTAINTIES SURROUNDING THE CONTINUED PARTICIPA­

TION IN THE MEDICARE PROGRAM. 

NEW JERSEY Hn~PITALS ARE CURRENTLY PAID BY RATE PAYORS, INCLUDING MEDICARE, 

BASED ON PROSPECTJVE PAYME~:T RATES APPROVED BY THE NEW JERSEY HOSPITAL RATE 

SETTING COMMlSSIO~. THE LAW, AMONG OT•IER THINGS, REQUIRES ALL PAYORS TO SHARE 

IN THE PAYMENT FO~ UNCOMPENSATED CARE AND INDIGENT CARE. THE FEDERAL GOVERNMENT 

HAS AGREED TO PAR- ICIPATE IN THE PROVISIONS OF THIS NEW JERSEY STATUTE BY 

FORMALLY WAIVING tOR EXEMPTING) NEW JERSEY FROM ITS FEDERAL REGULATIONS GOVERN-
-
ING PAYMENT TO HOSPITALS FOR SERVICES RENDERED TO MEDICARE PATIENTS. THE FEDERAL 
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GOVERNMENT'S PARTICIPATION IS Cl<ITICAL FOR THE ALL PAYOR CONCEPT TO EXIST SINCE 

MEDICARE ACCOUNTS FOR APPROXIMA ELY HALF OF NEW JERSEY HOSPITALS' REVENUE. 

THE EXISTING FEDERAL WAIVE!, WILL EXPIRE ON DECEMBER 31, 1984. IF THE STATE 

OF NEW JERSEY'S CURRENT WAIVER APPLICATION IS APPROVED BY THE FEDERAL GOVERN­

MENT, AUTHORITY OF THE HOSPTIAL RATE SETTING COMMISSION TO APPROVE PAYMENT 

RATES FOR MEDl~ARE PATIENTS WOUlD CONTINUE THROUGH 1987. IF NOT, BUT CERTAINLY 

NO LATER THAN 1987, PAYMENT RAT; S FOR MEDICARE PATIENTS APPARENTLY WOULD BE 

ESTABLISHED DIRECTLY BY THE Flu RAL GOVEl!NMENT OUTSIDE OF Ti.[ NEW JERSEY ALL 

PAYOR SYSTEM. 

IT MUST BC UNDERSTOOD THAT UNDER EXISTING FEDERJ\L REGULATIONS, THE FEDERAL 

MEDICARE WAIVER, IF GRANTED, i•1AY BE WITHDRAHN PRIOR TO ITS PLANNED EXPIRATION 

IN 1987, BY THE ~EDERAL GOVERNM.NT, PARTICULA~LY IF MEGlCARE FEELS IT IS PAYING 

MORE UNDER THE STATE RULES THAN IF THE FEDERAL RULES WERE IN PLACE. 

THE CRITICAL 'SSUE FOUND GY NEW JERSEY HEALTH CARE PROVIDERS IS WHAT HAPPENS 

IF f,:!D l,IHEN THE MEDICARE PROGR/\M WITHDR/\WS FROM THE EXISTING /\LL PAYOR SYSTEM. 

::JdOUS QU[~TIONS EXfrT .~DOUT !IIE CONTif lJED APPLICABILITY ANl /OR VALIDITY OF 

OF CHAPTER o3 AND REGULATIONS cuvrnNING :IOSPIT/\L RATE SETTlNl AFTER SUCH A 

WITHDRAWAL CY MEDICARE. 

THE STATUTE AS PREVIOUSLY WRlTTEN, SPECIFICALLY MANDATES AN/ 11 ALL PAYOR 11 

~Y~TEM. 1F MEDICARE SHOULD WITHDRAW FROM THE SYST:M IT WOULD BE IMPOSSIBLE TO 

GUARAN1l::.E THAT ALL PAYMENT RATES SHALL BE,EQUITAOLE FOR EACH P/\YOR. 

THE Nr-XT QUESTION IS, 11 HOI✓ WILL PUBLIC POLICY ADDRESS THE UNCOMPENSATED 

CARt ISSUE WITHOUT MEDICARE'S i'ARTICIPATION 11 ? 
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IT WAS NOTED BEFORE THAT ALL PAYORS, INCLUf ING MEDICARE SHARE IN THE PAYME~T 

OF UNCOMPENSATED AND INDIGENT CARE. THIS REPR[SENTS A COST OF ALMOST 8 PERCENT 

ON THE AVERAGE PER HOSPITAL. THOUGH THERE ARE GROUPS WHICH FEEL CHAPTER 83 CAN 

CONTINUE WITHOUT A NEW WAIVER, THERE WOULD BE \ TREMENDOUS MALDISTRIBUTION ACROSS 

VARIOUS PAYORS TO COVER MEDICARE'S SHORTFALL 1.- AND WHEN THE WAIVER NO LONGER IS 

IN PLACE. THOUGH MEDICARES WAIVER WILL EVENl JALLY CEASE, UNCOMPENSATED CARE WILL 

NOT. THE OTHER PAYOR~ SHOULD NOT DE "TAXED" FJR MEDICARE'S SHARE OF UNCOMPEN­

SATED CARE AND HOSPITALS CANNOr ALLOW THIS SIC~IFICANT SHORTFALL TO GO UNCOL­

LECTED. nus SCENARIO COUL,) FORCE A LOWER QUI\ ITV OF CARE AND/OR A LESSENED 

ACCESS TO MODERN HEAI_TH CARE. WILL HOSPITALS 1E FORCED TO REVERT TO THE OLD 

SYSTEM OF COUNTY APPROPRIATIONS FOR THE INDIGE~T? 

ALL PARTIES MUST STRATEGICALLY AND CAREFULLY CONSIDER OTHER ALTERNATIVES 

TO A WAIVER THAT WOULD GUARANTEE THE SOLVENCY OF EFFICIENTLY RUN FACILITIES. 

Til: WAIVER IS HARDLY THE ONLY WAY TO (1) ENSURE EQUITABLE TREATMENT OF PAYORS, 

(2) RECOGNIZE APPROPRIATE FINANCIAL REQUIREMENTS OF HOSPITALS, (3) MAINTAIN 

HIGH STANDARDS FOR QUALITY CARE, AND (4) ALLOW CONTINUED FULL ACCESS TO CARE 

FOR ALL NcW JERSEY CITIZEN'. .. SURPRISINGLY OR UNSURPRISINGLY, THE WAIVER MAY 

NOT FVEN BE THE BEST WAY TO ENSURE THESE COMPONENTS. 

ACCORDINGLY, THE STATE REGULAIORY AUTHORITIES INCLUDING THE DEPARTMENT OF 

HEALTH, HOSPITAL RATE SETTING COMMISSION AND THE OFFICE OF THE ATTORNEY GENERAL, 

MUST AGGRESSIVELY REVIEW THE EXISTING STATE STATUTES AND REGULATIONS GOVERNING 

HOSPITAL RATE SETTING AND PUDLTCLY PRO:'OSE APPrnPRIATE AND WELL CONCEIVED ALTER­

NATIVES TO MLOLCARE'S F. 11 f:NTUAL WITHDRAWAL FROM fHE EXISTING PAYMENT SYSTEM. 

THESE STEPS TOWARD OBTAINING SOLUTIONS MUST BE TAKEN NOW WHILE THE EXISTING 

SYSTEM IS STILL INTACT AND NOT AFTER MEDICARE WITHDRAWS FROM THE SYSTEM. 
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IN CONCLUSION, WE NEED TO: 

0 TRULY ESTABLISH A PROSPECTIVE PAYMENT SYSTEM WHICH WILL PROVIDE THE 

HOSPITALS WITH FINANC'AL STATEMENTS THAT PRESENT THE MOST ACCURATE 

PICTURE OF THE YEAR 1S OPERATION FROM WHICH TO BASE FINANCIAL PLANNING 

AND SOUND MANAGEMENT PFC IS JONS,; 

0 RFCOGNIZE REASONABLE TE1HNOLOGICAL ADVANCES SO THAT NEW JERSEY DOES 

N°T FALL BEHIND OTHER STATES IN THIS AREA, AS IT HAS IN OTHER AREAS 

LIKE CAPITAL FACILITI :s AND MEDICAL TRAINING PROGR/\MS; 

0 !~CORPORATE THE CERTliICATE OF NEED PROCESS WITH THE RATE SETTING 

r:wcc:~s; 

0 RETHINK HOW llNCOMPENSATED CARF SHOULD BE FINANCED OTHER THAN BY 

PATIENT CHARliES; AND 

° CONSIDER NOW OTHER ALTERNATIVES TO THE WAIVER RATHER THAN R~ACT 

TO A FEDERAL WITHDRAIAL. 
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Mr. Chairman and Members of the Committee. 

My name is Leo A. Brach, I am the Health Plans Advisor for the 
• 

New Jersey State AFL-CIO, and collaterally serve as a public member 

on the New Jersey Health Care Administration Board and the New Jersey 

Board of Pharmacy. 

Prior to my association with the N.J. State AFL-CI0, as Health 

Plans Advisor in 1974, I served as administrator of the Operating 

Engineers Local 825, Health Pension and Welfare Funds for a period 

of eight years. 

Thie experience shows my obligated interest in Health Care Costs 

covering a span of 17 years. During this period, I participated in 

probably one hundred conferer.ces, seminars and meetings dealing with 

the escalating problem of Heillth Care Costs. 

I am sorry to admit, that the many words spoken on behalf of 

the control of Health Care Costs, were not resolved into formative 

deeds - until the advent of I>RG (Dragnostic Related Groups) system. 

Unfortunately, this system which involves a method of reim­

bursement for hospital care only, was at the very beginning criticized 

unfairly. 

This criticism came about because of a misunderstanding of what 

the 0RG was truly about. Fer some reason or other the critics were 

led to believe the ORG was c panacea for controlling all health care 

costs, including doctor, dental, prescription and other health related 

costs. 

I hope, as a long time proponent of DRG - that this system will 

lead to the control and decrease of all health care costs. 

I would like to tell you, as simply as poss~ble why I was 

impressed with DRG. To me, as a professional accountant, it was 
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obvious that DRG, was similar to the Unit Cost Accounting system used 

universally by industry everywhere - witholt it they could not 

function profitably. 

The Unit Cost Systems, enables an identification of all elements 

of c9st directly attributable to a particular product. This type of 

system provides for the evaluation of costs, and the determination of 

the necessity of such costs to the producb.on and eventual sale of the 

product. 

The ORG system is designed to accomplish the objectivity of the 

"Unit Cost System" through the identification and allocation of costs 

directly related to the diagnosis. 

The evolution of the DRG system was necessary because previous 

hospital accounting was similar to that of a motel - where costs 

relating to space, and maintenance of that 3pace was the prime 

objective . 

. We realize that if DRG - is to meet an•l parallel the objectives 

obtained by industry through the "Unit Cost System" of accounting -

that it must undergo considerable refinement. 

The "costs" that were originally used in the establishment ORG -

were not truly "actual" costs for each hospital. They represented an 

average experience of many hospitals. These averages cover varying 

modalities in the treatment of a specific illness - which did not give 

rise to a determination as to whether certain phases of those varying 

modalities and costs were absolutely necessary in such treatment. 

This system must provide for screening the elements charged to a 

particular diagnosis in order to permit evaluations as to necessity -

and the elimination of all "frills." 
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Once a "no frills" cost is established - adjustments may be 

undertaken for economic indexes, - incentives - and apportionment of 

reasonable non related costs. 

If the "unit cost system" works so successfully for industry -

there is no reason why it should not work in the Health Care field. 

Unfortunately too many people are not aware of the fact, that if 

the DRG system was not instituted in this state, that a great number 

of our hospitals would of ne~essity close - because of financial 

difficulties. Undoubtedly this would have caused a Health Care crisis 

in this state. 

Fortunately, because of the ability of the state to secure a 

"waiver" which provided for economic adjustments in its application 

of its DRG system - the impending crisis was forestalled. The 

continuation of that "waiver" is necessary to the preservation of our 

state's health care system. 

The DRG system further enhanced the "rate setting" provisions 

in New Jersey. The "rate se:ting" legislation equalized the burden 

of sharing the cost of indig3nt care on the part of all payers. Prior 

to this some payers enjoyed a "break" because prior legislation 

excluded them from the responsibility of sharing the cost of indigent 

care. 

The "rate setting" system along with DRG - accomplished an 

equitable system for all payers. Previously hospitals would bill 

according to the particular allowances permi;ted by a plan. 

This caused ·· different payers to pay different rates for 

identical situations. 
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There is no question that if a more refined ORG system, parallel­

ing the advantages of "unit cost accounting" system, was extended to 

all health care providers, that it would eliminate many costly 

abuses - such as: 

1) unrelated and unproductive tests, X-rays, drugs, 

etc. - all imposed on a patient purely to enhance 

income and profit. 

2) Imposing procedures - not deemed medically 

necessary to the diagnosis or illness, simply because 

they are covered by some reimbursement plan. 

The New Jersey State AFL-CIO, whose members are the largest 

medical consumers in this state, is dedicated to "quality health 

care at affordable costs" - strongly urges the continuation of the 

"waiver," the DRG and rate setting systems. 

Respectfully 

Leof.:~ 
Health Plans Advisor 
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State of New Jersey Assembly corrections 
Health and Human Services Committee 
Honorable George J. Otlowski, Chairman 

Mr. Chairman and committee Members1 

By way of introduction, Iiam 1James D. Reilly, Ad .ministrator 

of Steamfitters Welfare Fund, Local Union #475. I have 

served in this capacity for five years and am employed to 

administer health and welfare claim payments directly to 

qualified health care providers and, in some cases, reimburse 

participants for health care costs consumed. 

Steamfitters Welfare Fund is a jointly-administered, multi­

employer Trust Fund, as defined under Employee Retirement 

Income security Act of 1974 ("ERISA"). The Trustees of the 

Fund are mandated by applicable law to provide health and 

welfare benefits in a prudent manner, consistent with sound 

fiscal planning and are also compelled to actively pursue 

suspected errors, discrepancies and/or irregularities, which 

might adversely impact the Fund•s resources and, consequently, 

the covered participants of the Plan and their dependents. 

Health care and hospital claims are reviewed, processed and 

disbursed in-house. Any claim by a hospital or other health 

care provider, which under common acceptable guidelines would 

be deemed excessive, would have an adverse impact on the Fund•s 

capacity to provide the maximum benefit available for contri­

butions made in the participant•s behalf. 
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Should the practice of excessive claims become widespread 

without challenge, it may result in: 

- a direct diminution of benefits and/or; 

- an increase in required contributions and/or; 

- a tightening of eligibility requirements, thus 

excluding a portion of participants from eligi­

bility and/or; 

- reduction, curtailment or cessation of health 

and welfare coverage for retired Fund partici­

pants, since no monies ar~ contributed to cover 

increased costs and; 

- subject the Trustees of such a Fund to a charge 

of fiscal imprudence under applicable law. 

To act in a fiduciarily sound and responsible manner, in 

husbanding the Fund resources, the basis of payment for 

hospital benefits is on a reasonable, usual and customary 

standard, and an active pursuit policy in challenging 

questionable billings is perceived as mandated by existing 

law governing jointly-administered ·rrust Funds. In addition, 

Trust Fund language obliges payments of valid claims in 

behalf of eligible parti~ip~nts on the following basis: 

"The Trustees shall have the sole perogative to 
determine the reasonableness of any fee charged 
by a doctor, hospital or ot1er provider of med­
ical services, and such detirmination shall be 
consistently applied in all similar situations." 

Attached please find a letter dated July 2, 1982 from the 

former State Connnissioner of Health, Shirley A. Mayer to 
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Carolyne K. Davis, Administrator, Health Care Financing Admini­

stration, u.s. Departmenb of Health and Human Services which 

eloquently describes the plight of self pay and small self 

funded multi,-entployer fund~ such as ours, in regards to the 

case mix reimbursement system currently in place. 

The letter describes the financial hardship placed on persons 

or entities which do not have the case volume to "balance a 

hospital bill in which the DRG rate exceeds the itemized charges 

with another self-pay patient bill in which the opposite is true." 

The letter further describes the problems encountered by self 

pay patients and self funded payers and concludes "that this 

problem is best resolved by allowing hospitals to bill itemized 

charges to self pay patients, patienb3 covered by small, local 

self-funded employer/1]mployee health carriers and Health 

Maintenance Or:1anizations." 

We respectfully submit that this has not been the case. 

As self funded payers, as_ defined. under "ERISA," we have· been 

paying itemized charges in cases where implementation of the 

DRG system provided for charges in some billings, which range 

from 100% to 500% of consumed resources. 

Our participants havE been billed for the difference, with 

the Fund office advif ing them of their right of appeal under 

the DRG system. 

Under the DRG appeal process an appellant is entitled to a 

hearing and the hospital ostensibly is advised by the State 
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to suspend billing until the appeal process is exhausted. 

One such participant with a pending appeal has been served 

a summons on Tuesday, 12/18/84, by an attorney representing 

the collection arm of Jersey Shore Medical Center, Neptune. 

The DRG rate per case for his wife was $8516.73; the consumed 

resources or itemized charge was $4257.00. Thus the DRG, as 

assigned, was approximately 200% of the itemized charges. 

The participant had excercised his right of appeal but is 

still being harrassed and humiliated. 

Some problems inherent in the system as a whole include: 

Inequitable Charges - Hospital services are typica11·y 

charged on a prospective reimbursement basis. 

When the program was initiated on an experimental basis, it 

was e$.ined through brochures, publications, etc. that this 

system of flat rate per procedure would be a boon to the 

Health Care field akin to what the discovery of fire was to 

cave comfort. 

As it stands now, we are paying more for the wood but the cave 

has ice on the floors. 

The idea itself seemed reasonaple. Three hundred eighty three 

separate diagnosis were encoded and the hospital would be paid 

a flat rate, no matter what the length of stay, provided it 

was in acceptable length of Stay Trim point~, e.g. DRG 193 

appendicitis (without peritonitis). Without Major Secondary 
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Diagnosis - Trim points - Low 3, High 12. In this case, a 

stay of under three days or over 12 is billed as an outlier 

or itemized charges. 

Theoretically, should a stay fall within the prescribed Trim 

points, one flat rate would be charged; the hospital would 

benefit if the length of stay was below the point where item­

ized costs equaled the DRG and would lose if this point was 

exceeded. Thus the incentive would be for the hospital to 

discharge as soon as practicable to maximize resources the 

following year when rates would be set, recognition would be 

given to this increased revenue and the DRG rates would be 

lower, benefiting both hospital payer and patient through 

lower premium charges. 

In practice we find that hospitals knowing these rules and 

having access to rates appeal processes have been systemat­

ically manipulating diagnosis to ensure that 

a) Invariably, the highest revenue producing diagnosis 

is selected. 

b) In many cases, when itemized costs exceed rate 

per case, a secondary diagnosis is added to change 

billing to an outlier. 

c) Discharged i:atient records are reviewed for appropri­

ateness of diagnosis by hospitals through the means 

of an in-house Utilization Review Committee which, 

in many cases, is not much more than either a rubber 
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stamp or presents a subtle intimidation to the discharging 

physician to select the highest revenue producing DRG. 

d) Many hospitals refuse to divulge an admitting 

diagnosis when verifying eligibility for coverage 

with our Fund office. Thus there is no yardstick 

to compare and identify gamesmanship. 

Administrative Costs of the System - Little mentioned 

when the subject of DRG is discussed, is that administrative 

costs have soared since its inception. 

A five million dollar grant from the Carter administration 

inaugurated and encouraged this e.xp•~riment. 

I have not seen to date an analysis of implementation costs 

but they must include: 

Consultant costs such as Peat Marwick Mitchell Company. 

Salaries of filRG grouping and encodement. 

Vast reams of material collection to feed these com­

putors, which means staff must be assembled and paid for this 

purpose. 

Expanded role of the State in evaluating and collating 

this data and a massive bureaucratic entity has been created 

which feeds on itself. 

Expanded account~ng and auditing departments in these 

hospitals. 

These expenditures are massive and unfortunately do not add 
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one aspirin to better patient care. Indeed, the tendency is 

to insulate administration from patients, and blur the intended 

purpose of providing adequate health c1re at reasonable cost 

by reducing the patient to a statistic such as Number 283. 

Advantages to insuren; such as Blue Cross, Prudential, etc, 

include: 

Reduction of hospital procedures and service to a 

number enables usage of a data processor in administering claims 

rather than a higher salaried claims adjuster. Many more claims 

can be processed by punching in a DRG number rather than review­

ing each charge on its merits. 

Quasi public entities such as Blue Cross and health 

care insurers, such as Prudential, Travelers, Equitable, et. al., 

pay excessive claims with the knowledge that even if they don•t 

receive the benefits of the alleged "averaging affect," they 

have the luxury of presenting to the State the evidence of 

their increased costs and receiving a rate adjustment. 

It would seem that the system is tilted toward those insurers 

with large patient populations. If a self pay or self funded 

payer does enroll with these carriers, they are then bombarded 

with rate increases to pay for the system•s inefficiencies. 

Horror Stories 

Excessive charges often are attention grabbers and we have had 

our share. 
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1/10/82 

1/22/82 

2/12/84 

4/3/84 

8/15/84 

9/17/84 
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When the DRG system was in Jt's relative infancy, one of our 

participants• daughters was admitted to Beth Israel Hospital, 

Newark {10/2/81). 

Diagnosis - Nephrotic Syndrome 

Length of Stay - 2 days; 10/28/81 - 10/30/81 

Controlled Charges (itemized) - $ 630.20 

DRG 237 Charges 8214.93 
A difference of: $7584.73 

Briefly, the Fund paid on what appeared to be the correct DRG 

incodement of 236 since no surgery was performed or 4038.36. 

The hospital billed the participant for the difference. 

In the appeal process the coding of 237 was upheld but since 

the patient had also initiated an appeal on the basis of ex­

cessive charges the bill was changed to an outlier or itemized 

charges. 

Some examples of excessive charges: 

DRG# 

174 

151 

186 

DX 

GI 
Hemorrhage 

Vascular 
Disease 

Stomach 
Ulcer 

TRIM 
HOSPITAL LOS POINTS DRG PR. 

Hunter Med 5 3-18 3418.45 

Newar}: Beth 21 2-50 5315.98 

st. Eliz. 9 8-38 5015.31 

Some other more recent examples: 

260 

143 

138 

373 

Lesion Exe. 

Chest pain 

Arrythmia 

Episiotomy 

Hackensack 

JFK 

Mon Med 

Tom• s River 
Comm Mem 
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2 

2 

3 

3 

2-14 

2-13 

2-18 

3-6 

3495.56 

2291.51 

3237.24 

1679.30 

ITEMIZED 

1930.90 

3443.90 

1499.75 

1447.97 

861.35 

1619.65 

853.00 



ADM DATE 

~/17/84 

4/17/84 

4/16/84 

12/7/83 

3/15/83 
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TRIM 
DRG# DX HOSPITAL LOS POINTS DRG PR. ITEMIZED 

391 Newborn Tom•s River 3 3-6 989.94 382.00 
Comm Mem 

324 Ureteral Muhlenburg 1 1-8 1149.12 277.08 
calculus 

139 Arrythemia Hunterton 2 2-13 2267.04 929.35 

138 Myocardial Jersey Shore 2 2-18 3490.92 1832.00 
Infarction 

391 Newborn Kacketstown 5 3-6 956.23 381. 75 

The Fund has also experienced DRG "Sandwiches." 

A Fund participant was admitted to Riverview Hospital and treated 

for carcinoma of the lung - DRG# 082. The Fund paid itemized 

charges of $2107.90. A subsequent admission for the same com­

plaint was encoded as DRG# 079 (Lung Abscess). Since the 

itemized costs exceeded the DRG rate per case, we were billed 

as an outlier. 

An admission on 3/11/83 to Bayshore Community Hospital again for 

the same complaint was encoded DRG# 082 (Carcinoma). 

Other problem areas: 

Unbundling - Many institutions have formed profit making entities, 

billing separately for these services (Lab, ER, etc.) and leav­

ing capital/labor intensive services such as house keeping, plant, 

nursing service thus effectively removing off-setting income 

from the DRG rate and increasing the charges. 

Indigent Care - A very real problem particularly for inner city 

hospitals. The DRG system of Soaking the Sick for these charges 

seems to us the very core of this system•s problems. 

The solution to this 3ocio-economic issue (unpopular as it is 

in some quarters) would be more appropriately addressed by a 
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governmental authority and the costs spread through the population 

at large. 

Continuance of this present system would force many firms and 

funds to eliminate coverage for their retirees where a large 

portion of the costs lie and for whom there are no contributions, 

and shift the burden to the system, exascerbating the problem 

geometrically. 

System Complexities - Components of the DRG rate per case are 

Byzantine and when read, seems as if Joseph Heller was the 

author. 

I•ve enclosed a copy of the upside and downside volume shifts as 

extracted from the Procedural and Methodological Regulations to 

illustrate this point. 

Spend it now mentality - Under this system, it behooves a hospital 

to exhaust resources in some areas so that if the funds aren't 

spent, the following rate per case would indicate a disincentive 

or lower rate the following year. 

Cost Containment Objectives - One idea put forth was that less 

than efficient hospitals or under utilized hospitals would either 

consolidate or fold, thus the remaining hospitals would provide 

adequate health care at a reasonable cost and full patient popu­

lations. 

Many newspaper articles have suggesb~d that this consolidation 

process is in effect. However, there are many hospitals through­

out the state which are overbedded and they fill these empty beds 

or departments by opening a unit of the latest illness in vogue. 
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Mark-up Factor - After the direct costs are calculated, indirect 

cost or mark-up factors are a multiplier. Attached is an illus­

strative example where in the space of 1½ years, the mark-up on 

the specified procedure as well as the DRG rate went up approxi­

mately 175%. 

Payer Factor - after all the alchemy is completed in assigning 

a rate per case, the resultant figure is multiplied by this payer, 

which varies from hospital to hospital. 

This is a particularly onerous 11 tax11 in that self pays and self 

funded groups are forced to subsidize the supposedly "not for 

profit" Blue Cross organization. In some cases we are then re­

quired to pay 106% of the bill be it itemized or DRG. 

In conclusion, I woulc like to thank the committee for the 

opportunity to explain some of the difficulties we•ve either 

perceived or encountered with this system as noble as it•s 

declaration of 

"It is hereby declared to be the public policy of 
the State that hospital and related health care 
services of the highest quality, of demonstrated need, 
efficiently provided, and properly uti!ized at a 
reasonable cost of vital concern to the public health." 

we find it in effect, wanting. 

JDR/ep 

cc: All committee members 
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20 December 1984- by 

James D. Reilly 
Administrator 
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RECE\\JEO AUG O 7 ,salt 

.t ... -carolyne I.. 'Davi•, P_b.t>. 
i;:- lid::iinhtutor 
· P.colth Care Finandne Adt5inhtr:ition 

!_Ilepart1:1ent of ltcoltb and Hui:.,an Servicu 
(P.oo:c 309G, Bubert llu01phrey Bld&• 

. ... ,utf.:,r~ --~. 

{200 Indept-r,dence Avenue, S~ 
f~Bshiniton, D.C. 20201 

Oear l>octor DAvis: 

I wanted to tell you how 1'Juch I appreciated t·he time you spent vith Mr. Joseph 
~:ords end t.'lyself on ?-:r.y 27. \.'e ho;,e that you found u:.;e ful tha update he provided 
on the iopau:t ond gucccGsca of the case-tliX rch•buuc:.,ent ayste::;, vhich i11 being 
.-~onductcd a1 a dr.r.:o:-atr.c.tio~ pToject under a v:iivet' ner,otiatt-d with the ·tie:..lth C:,re 
Finantinb Ad~ini,tration. 

As di11cussed vith you at our ~eetin~, the issue of billint aclf-poy ratiente 
on the basis of itemir.ec char:;ca, ratihcr tbttn using the price per case 1 i1 one thj~ 
ve feel i• very i1:portant. Tia, equitability •"" public: ecc:~ptability or the caec-mix 
rate sc-tting de~OMtr .. don ie clo:uly linked to the va7 ir. wlc:h \le ultirr.::tel:)J rl.!J;Olve 
thh inue. t,.1,cn the rcguhtiona eovcrning tho iaple::icntation of this syatc,:s vcre 
first pro~ulr~ted in 1979, a policy decision was ,~sde that all rayore ahould b<! billed 
the price ~e.r c:isc "'h;_ch had been eetllbliehed for t'ach Oiarnosis J..ehted Croup. T'N.• 

✓ decision effected large third-J3rty rayors and self-pay p~ticnt1. Self-p~y pati~1,ts 
incluced tho•e patients vith O) insurance cover~r.e vhetso~ver, anJ pati~nta cover~d 
by smell local aclf-funded c~ployer/er-ployee health carriers. Thie decision va1 ~ace 
after e,:ten!ive discuasio:is "''ith sta!! froir, l'.CF/.'e Office of !(cseerch and l\er::or.,;tra­
tion, ~nd vaa based on the {ollovinl ideast 

fin.t, it ~Bl felt that ~n equi't.1hl<> reir-•burec~.1ent eystei!'i required th~t 
reiotively ~nifom retca be issued to ell payor,, in addition to thofte rate• bein; 
u~~d !or the calculstion• at final reconciliatlon. Second, it waa felt that hospitala 
~ould be ~ore e!fectively eneourag~d to constr~in their cost increa1c1 i! they ~€re 
required to bill e~ch payor tl1c price per cnse Qt the tioe of the inpatient stay. 
It v~s felt thet if the price per cose ~ere only ~,cd at final reconciliation, end 
H curinr, the year hoapitah .•t:re allC\~ed to bill ite;-::iud chart:es, bosritah would 
not experience the direct iorJct of the cost conatr~ints and incentives or disinc~ntivJ5 
built into the reimburse~cnt Gy&tem. n.ese err.u~enta ~ade a great deal of •enae 
vhcn r.pplied to auch thirc!-party payt>ra •• ~edicere 1 1:~dlcaid, Blue Crou, Pn,dential 
and tho other lsr~e co~~rciel carri~r•. tot only were these payora rcsponaible for 
the bulk o! ho~pital pay~cnts, but the volu~e of tlaim• they procca1~d effectively 
~rotcctcd the~ frO'JI the rnyr,cnt fluctuation• ~SftOciated vith rrice per caac billini. 
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Since these payors proccsa auch large clai~• volumes, the impact on their pay-out of 1 

ca• es in "11ich one ratea exceed· actual charte• ia balanced by the payment for cases in 
vhich chnrsea exceed the actual DRC payment rnte. Tile re • ult of thi • svera;,:ini effect 
i • to li~it drllmatic ahi!ts in each payor'• overall liability. 

However, \lhen.aelf-pay patient, are billed the rricc per case, they are more 
likely to experience finMcial ha:~dship. In short, the effect, of averaeing which 
benefit thitd-party payors do not impact on the p~yment li&bility of these self-pay 
patient,. A self-pay patient (or small aelf-fund~d local carriers) can seldon balance 
a hoapital bill in \.-hich the D:RC rate exceeds itcr:iizcd chargea "'ith anoth_cr self-pay 
patie:it bill ln li:hich the opJ•osite is true. In turn, •·~er of ad111ini1trntive and· 
public relations problem• th~n confront the Departnent'i .·alth. In foct, a part of 
the utili&ation reviev proceos which has been i~plemented in New Jersey is geared 
to handle oppeala frOT'Q 1elf-poy patients who have serious difficulty with paying a 
rate hi~1cr thAn the actual charges for a hoapital atay. 

lt is our feeling that self-pny p£tient1 should be billed differently from 
other pnyors. Self-pay patients are in a qualitatively different position fro~ mcRt 
aubscriber1 to the ~ajor third-party JIGyora. Individual aclf-pay patients are liable 
for all or ~ost of their hospital bille, end muat share in the cost of c1~dical care 
in a way that those vith heo1lth insurance do not. n,r.y already face the health care 
market vith·incentives to keep down their adrniRsions, lengths of hospital stay, and 
use of ancillary services. ~uch caution tn:thc ~,e ~f bea\th care services ~ay 
not, hot-ever, eneure that thcee patient • will be'corJC! ·~utliero, subject only to itc1:1i~cd 
charges. For inatance. a self-pay patient may be more likely to request an earlier 
discharge frotn the hoc;pital. Thia e&rly dischar~e may set the patient' a overall 
l~ilstt ~f •~~v ahove the trin point, but below the average for that dia&nostic group. 
By requiri~& self-pay patients to p~y J price ~er ~a$~!,c~.,.•o~pital atay, we. 
are placin~ a burden on them which is Tiot faced by •iridivfd'uai aubscribcn to most 
insurance rlana. We are limiting their ability to benefit from the lowering of charge• 
in :iev Jersey hospitals which i1 the result of in1tittt1ions elir,ning titeir charges 

/ vith actual costs. The gar.,e argunenta c:m be made on behalf of small locnl self­
funded carrier• which ~ork with very limited resources, and which are more vulnerable 
in the l1ealth care market. 

• 

Our fee.ling ia that this problco1 is beet r~•olved by allowing hoapitala to 
bill iteuized chareea to self-pay patients, patients covered by &Q~ll loc&l felf-:.funded 
~~ploycr/er.iployee health carriers and llenlth Maintenance OrGanization1. At final 
rec:>nciliation, these charr.u -will be i-econciled to the appropriate pdce per cue. 
Given the unique status of self-pay patients, 2nd their relatively rolnor i~psct 
on hospital revenue,, ~e feel that such an exception "'ould not underr.iine the hospital 
cost constraint efforts, '-'Ould not cornpronhe the tfcdic11re/Hedicaid waivers, and 
there vould be auhstDntial benefits in term~ of con3u~er •~tiefection and equity. 
We vould be more than happy to di~cu~• thi• issue in detail, eince ve 1incerely feel 
that a prorer resolution ie crucial. At;ein, many than~• for your openne.u and 
con1ideration. 

Sincerely, 

SAM/JIM/LE/ams 
• • • 
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. UNITED HOSPITAL MEDICAL CENTER 

APPENDECTOMY 

~ Price/Case X Mark Up = Charge without payor factor 

6/1 $1,121.19 1. 709 $1,916.11 

1983 
1 /1 $1,179.91 1.992 $2,350.38 
3/1 II 2.232 $2,633.56 
5/1 II 2.339 $2,759.81 

1284 
1/1 $1,351.37 2.467 $3,333.83 

\bove charges multiplied by Payor Factors of: 1983 1984 
1.143 1.066 

Blue Cross Payor Factors: 1.010 0.991 

HYSTERECTOMY 

19~2 Price/Case X Mark Up = Charge without payor factor 

6/1 $1,715.04 1. 709 $2,931.00 

1983 
1 /1 $1,804.86 1.992 $3,595.28 
3/1 II 2.232 $4,028.45 
5/1 II 2.339 $4,221.57 

1984 $2,060.16 2.467 $5,082.41 

rhe payor factors cit~d above also apply for tnis diagnosis 
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Upside and Downside 
Volume Shifts 

A. Volume is measured by the volume/intensity proxy described in the previous 
section. 

B. For volume changes of bet, ,een 096 and 1096 between the base and rate years, 
in either direction, then 

1. The hospital will receive the full variable cost proportion of any 
marginal revenues it receives in the rate year, plus an increasing 
percentage of the fixed portion of marginal revenue, if volume is 
increasing. 

2. The hospital will receive a decreasing fraction of the fixed portion of 
any rate year revenue that has been Jost due to a volume downturn. 

C. For volume/intensity changes equal to or greater than 1096 in the period 
between the base year and a given rate year, then 

1. If volume is increasing, the hospital may keep all of the marginal 
revenue it gains. 

2. If volume is decreasing, the hospital may not recover any of the 
revenue it loses. 

D. The earned marginal revenue of the hospital is the adjusted marginal revenue 
and is a function of the variable and fixed costs of treating more patients or 
a more acute case-mix • 

. The earned marginal revenue of a hospital, if it has undergone an overall 
percent change in volume/intensity between 0 and 1096 will equal: 

1. 10096 of the supply-type revenue related to the increased volume. (This 
is revenue related to supplies; contracted services; other expenses; 
depreciation; lease costs; and physician salaries, fees, and fringes.) 

2. A variable percentage of the employee compensation revenue. 
The percentage of the compensation portion of marginal revenue which 
the hospital retains is calculated in accordance with section E below. 
(Revenue related to non-physician salaries and fringes). 

E. For volume/intensity increases between 096 and 1096, the following calcula­
tion is used to determine how much of marginal revenue may be kept by the 
hospital as earned marginal revenue: 

Earned 
Marginal 10096 of the A variable 96 of 
Revenue = Supply Revenue + Compensation Revenue 

= (Supply 96) X (Total Incremental Revenue) + 

(Variable % of Compensation ) X (Compensation %) X (Total Incremental 
Revenue) 
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This relationship can be expressed by the following equation; 

y = (m) (x) + (b) (f) (x) 

where 

y = marginal revenue due the institution (earned marginal revenue) 
m = average variable cost percentage for the hospital's Direct Inpatient 

cost centers (suppl.Y c~sts ~s a percentage of total direct inpatient 
care costs. 

x = total marginal inpatient revenue received by the hospital in the 
rate year (a function of volume/intensity changes) 

b = (total 96 chan e in volume/" tensit between base and rate ears)2 

f = average fixed cost percentage for the hospital's Direct Inpatient 
cost centers 

Example: If the rate year is 1982, and the base year is 1979, if the total volume 
change as measured by the volume/intensity and admissions measures is 
696 between the base and rate years, and 

m = 4096 
f = 6096, 
X = $1,0~0 
b = (6.0) = 36 .36 

00>2 100 = 

then: 
y = (.40) (1000) + (.36) (.60) (1000) 
y = 400 + 216 = $616 

This is the earned marginal revenue that the hospital may keep. The term ~ 
determines what portion of the fixed (compensation) cost percentage of marginal 
revenue will, in fact, be considerable variable. As the size of the volume increase 
gets larger, more and more of the fixed cost proportion is considered variable. The 
logic of this formula is that, as volume changes over the period between base and 
rate years, the possible hospital response must shift from more efficient use of 
personnel to the hiring of more personnel. 

If volume shifts by more than 1096 in this period, then all costs are considered 
variable, and the hospital is due all the marginal revenue. 

F. If volume/intensity decreases between 096 and 1096 between the base and in 
the rate year, the following calculation is used to determine how much of the 
resulting lost revenue may be recovered by the hospital: 

Recoverable 
Inpatient 
Revenue 

= (Compensation 96 of the Lost Revenue) 

X 

(Total direct inpatient care revenue lost by the 
hospital in the rate year, due to a decrease in 
admissions or case-mix intensity 
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X 

(That percentage of the compensation part of lost 
revenue which the hospital should be allowed to 
keep). 

OR 

e = (h) (i) (1 - g) 

WHERE:· 

e = Recoverable inpatient revenue 

h = Compensation portion of lost revenue 

i = Total Lost Revenue 

g = (total 96 Change in the Volume/Intensi~ 
Measure Between ~se and Rate Year) 

(lo 

1-g = Recoverable percentage of the compensation 
portion of 4e&t revenue 

Thus: If a hospital loses $1000 in total direct inpatient 
revenue in the rate year, 6096 of the lost revenue 
represents compensation revenue, and the total 
decline in volume intensity between base and rate 
years was 6.096. 

h = .60 

i = $1000 

g = (6.0)2 

(10)2 

1-g = 1 - .36 = .64 

e = (h) (i) 0-g)· 

= 

e = (.60) ($1000) (.64) 

e = $384 

36 
100 

The hospital is allowed to keep $38t,.. 

= .36 

If the total volume decrease is greater than 1096, the 
hospital loses all of the $1000. 
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EXHIBIT I 

Background Information 

The Steamfitters Welfare Fund, Local Union No. 475 is a 
Multi-employer Trust Fund that was established on 10 October, 1950, 
and which provides Hospital, Surgical,. Medical and other similar 
benefits for employees and dependents working in the Building and 
Construction Industry. The Plan is financed by Employer Contribu­
tions in accordance with the terms of a collective bargaining 
agreement between Steamfitters Local Union No. 475 of warren, New 
Jersey and The Mechanical Contractors Association of New Jersey. 

Employee Information 

The Fund covers retirees, employees and jependents of workeJSengaged 
in the Building and Construction Industrr (essentially commercial 
and industrial heating, air conditioning and pipefitting work) in 
Essex County, Union County and portions of Hunterdon, Merce~ Middle­
sex, Morris, Somerset and warren Counties. 

The Plan, except for Accidental Death ar,d Dismemberment Benefits, 
became self-funded on April 1, 1983. All benefit payments, with 
the exception of the Accidental Death Benefits and Prescription 
Drug Benefits are paid directly by the Fund. Prescription Drug 
Benefits are administered through PCS and their participating pharm­
acies. The Accidental Death and Dismemberment Benefit is currently 
underwritten by Federal Life Insurance company. (A Chubb Group). 

Prior to April 1, 1983, the Plan of Benefits was underwritten by 
the Union Labor Life Insurance Company using a 11 Mini Premium Type 
contract," with a pooling of Accidental Death and Dismemberment and 
Major Medical claims. 

The contract with Union Labor Life was renewable on January 1, 1983. 
The renewal proposal submitted by Union Labor Life for the contract 
year 1983 was found to be unacceptable, and the Trustees, based on 
the recommendation of its professional advisors, decided to self­
fund the Health Insurance Benefits effective April 1, 1983. 

Tax Ruling Status 

The Fund is exempt from Federal taxes under Section 501 (c) 9 of 
the Internal Revenue Code. The exemption has been in existence 
since March 17, 1953. The plan is established and maintained in 
accordance with the terms of a Trust Agn~ement. The benefits and 
eligibility requirements are fully described in a benefit booklet, 
which has been distributed to all eligible participants and other 
interested parties. The plan is in co.mpliance with all Federal 
Rules and Regulations ~nd compl~es with all ERISA requirements. 
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Exhibit I -2-

ADMINISTRATION 

The FUnd Office maintains a staff of five full-time employees, 
who are under the direct supervision of the Plan Administrator, 
Mr. James D. ~eilly. For the last 30 years, this Office has pro­
cessed all Hospital, Surgical and Medical Claims (including Dental 
and Major Medical) using a Draft Book System. The Death and Acci­
dental Death Claims are first processed by the FUnd Office; however, 
the actual payment is made by the Insurance Carrier, except for 
those self-insured death b£!nefits paid to eligible retired parti­
cipants. 

The FUnd Office also has in place a complete Data Processing System, 
All claim payments are processed using this system. The Fund Office 
generates a complete payment register daily, monthly, quarterly and 
annually. 

A separate Claim Benefit Account is established with the Somerset 
Trust co. of Somerville, New Jersey, All benefit checks are pro­
cessed by the computer system through this account and are subject 
to audit controls and compliance tests, as mandated by applicable 
law and customary accounting standards, 

In addition to processing all benefit payments, the Fund Office also 
has the responsibility of processing all Employer Contributions made 
to the FUnd. In conjunction with the foregoing, they also maintain 
all eligibility records and are responsible for the determination 
and certification of eligibility for benefits. 

The Trustees have retained the services of a firm of Certified 
Public Accountants, to monitor and provide periodic audits of the 
FUnd Office Operations, 

44x 



~-}/1 ! 0 $Ul:lni.tted by Bemar~ ~thy 

·:: ._ ... 

;• 
JANUARY 1, 1984 DIAGNOSIS# 087 - PRICE PER CASE AT 

RIVERS I DE HOSP ITAL 

JULY $4,241.00 

SE'PT. - $4,956.00 

DEC. $ 7,@14.00 

$4,570.29 

·-·~ 
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Goon AFTERNOON, MY NAME IS MURRAY Kt.EIN, AND I AM A PARTNER 

IN THE TRENTON LAW FIRM OF TOMAR, GELADE, KAMENSKY, KLEIN & LEHMANN, 

OUR FIRM SPECIALIZES IN HEALTH CARE ISSUES, l AM BEFORE YOU TODAY 

AS A REPRESENTATIVE OF SEVERAL HOSPITALS, SPECIFICALLY THOSE 

THAT SERVE A HIGH PROPORTION OF MEDICARE PATIENTS, THEY ARE: 

POINT PLEASANT HOSPITAL LOCATED IN POINT PLEASANT, MEMORIAL 

HOSPITAL OF BURLINGTON COUNTY LOCATED IN MOUNT HOLLY, ZURBRUGG 

MEMORIAL HOSPITAL LOCATED IN WILLINGBORO, AND COMMUNITY MEMORIAL 

HOSPITAL LOCAl.ED IN TOMS RIVER, I WILL ADDRESS THE CONCERNS OF 

THESE HOSPITALS AS THEY APPROACH THE YEAR 1985 REGARDING TWO 

SCENARIOS: T~E WAIVER IS APPROVED AND THESE HOSPITALS WILL LOSE 

$31 MILLION DCLLARS IN MEDICARE REVENUE THEY WOULD OTHERWISE 

HAVE TO OPERAT~ THEIR HOSPITALS; THE WAIVER IS DENIED AND THE ,,. 
STATE MUST ONCE AGAIN ADDRESS HOW IT WIL'- PROVIDE FOR THE VIABILITY 

OF THOSE HOSPITALS TREATING DISPROPORTIC~ATE NUMBERS OF INDIGENTS, 

ASSUMING THE WAIVER IS GRANTED, THE,E HOSPITALS WI~L LOSE 

$31 MILLION DOLLARS THAT THEY WOUL~ OTHERWISE BY PAID BY MEDICARE FOR 

THE TREATMENT OF THEIR PATIENTS, THERE ARE MANY REASONS FOR THIS, 

SEVERAL OF WH(CH ARE: 
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1. New JERSEY'S COST CONTAINMENT EFFORTS SINCE 1975 HAVE 

REQUIRED THAT HOSPITALS OPERATE MORE EFFICIENTLY) AND 

AVAILABLE DATA STRONGLY SUGGESTS THAT New JERSEY HOSPITALS 

ARE THE MOST EFFICIENT IN THE COUNTRY, 

2, THE FEDERAL GOVERNMENT INCLUDES AN AUTOMATIC AND MORE 

GENEROUS FACTOR TO REIMBURSE HOSPITALS FOR RESIDENT AND 

INTERN TEACHING PROGRAMS, 

3, THE INFLATION FACTOR UTILIZED BY THE FEDER~.L REIMBURSEMENT 

SYSTEM IS HIGHER THAN THAT ALLOWED FOR BY New JERSEY, 

4, THE IMPACT OF "SHARING" OF DRGs REIMBURSES HOSPITALS WITH 

HIGH MEDICARE VOLUMES LESS THAN WHAT THE FEDERAL GOVERNMENT 

DATA BASE HAS IDENTIFIED AS THE COST FOR MEDICARE PATIENTS 

IN THOSE DRGs. FoR EXAMPLE) ASSUME IN DRG NUMBER 1 THERE 

IS A HIGH PERCENTAGE OF NON-MEDICARE PATIENTS, THEIR COST 

OF CARE IS $1)000, HOWEVER, THE TRUE COST FOR A MEDICARE 

PATIENT IS $1J50Q, THE HOSPITAL) AS A RESULT OF THE 

AVERAGING PROCES,J IS PAID $1)250 PER CASE, THEREFORE) 

THE HOSPITAL TREATING MEDICARE PATIENTS IN THAT DRG LOSE· 

$250,00 OF ITS COST FOR EACH MEDICARE PATIENT TREATED, 

IT WAS NOT UNTIL THE FEDERAL DATA BECAME AVAILABLE THAT 

THIS INEQUITY BECAME APPARENT, 
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IT IS THE DNEQUITIES GENERATED BY THESE DIFFERENCES THAT WE HOPE 

TO RESOLVE WITH THE COOPERATION OF THE COMMISSIONER OF HEALTH, AND THE 

GOVERNORS OFFICE, 

THE REMAINING QUESTION THEN IS WHAT WILL NEW JERSEY BE FACED 

WITH ON JANUARY 1, 1985 IF HEALTH AND HUMAN SERVICES DOES NOT 

EXTEND THE WAIVER, NEW JERSEY WILL HAVE TO ONCE AGAIN GRAPPLE 

WITH ITS NEED TO ASSURE THE OPERATIONS OF THOSE HOSPITALS TREATING 

HIGH PROPORTIONS OF INDIGENTS, AND THIS GROUP OF HOSPITALS INTENDS 

TO SUPPORT THAT ENDEAVOR, AS THEY DID THROUGH THEIR SUPPORT OF 

THE CHAPTER 83 LEGISLATION, 

II. OBJECTIVES 

OUR GOAL SHOULD BE TO CREATE A REIMBURSEMENT SYSTEM WHICH 

ACCOMPLISHES THE FOLLOWING OBJECTIVES: 
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1, REWARDS THOSE HOSPITALS WHOSE OPERATING COSTS ARE 

BELOW THE PEER STANDARDS BY ALLOWING THEM TO KEEP 

THE DIFFERENCE BETWEEN THEIR COSTS AND THE PAYMENT 

RATES, 

2, PROTECTS THOSE HOSPITALS WHO BECAUSE OF THEIR LOCATION 

MUST BEAR A DISPROPORTIONATE SHARE OF THE STATE'S 

TOTAL UNCOMPENSATED CARE LOAD, 

3. PROVIDES AN APPEAL PROCESS FOR ADDRESSING THE LOCAL 

NEEDS OF THE STATE'S INSTITUTIONS ON SUCH MATTERS 

AS TECHNOLOGICAL CHANGES, CERTIFICATE OF NEED AND 

LICENSURE REQUIREMENTS, 

4. PROTECTS INSTITUTIONS WITH LONG-TERM CAPITAL DEBT 

BY INSURING FULL REIMBURSEMENT ON EXISTING CAPITAL 

COSTS, LIMITS ON FUTURE GROWTH IN CAPITAL COSTS COULD 

BE IMPOSED AND WOULD NOT BE INCONSISTENT WITH THIS MADATE 

SINCE HOSPITALS COULD PLAN AND REACT ACCORDINGLY, 

5. ALLOWS SUBSIDIZ.\TION OF OUTPATIENT SERVICES THROUGH 

REVISIONS IN THI: METHOD OF ALLOCATING OVERHEAD COSTS 

TO THESE SERVICES, SUCH ACTION WOULD ALLOW HOSPITALS 

TO PRICE OUTPATIENT SERVICES SO THAT THEY WOULD BE 

COMPETITIVE, THEREBY BENEFITING THE CONSUMER AND 

INSURING CONTINUANCE OF THESE SERVICES BY THE INSTITUTION, 

52x 



-5-

6, PROVIDES FOR THE EQUITABLE REIMBURSEMENT OF MEDICAL 

EDUCATION COSTS, 

7, INSURES THAT NEW JERSEY HOSPITALS WHOSE COSTS HAVE BEEN 

SLOWLY REDUCED OVER THE PAST FIVE YEARS UNDER THE CHAPTER 

83 SYSTEM WILL RECEIVE SOME BENEFIT FROM THIS CONDITION 

AND THAT NEW JERSEY WILL RECEIVE ITS FAIR SHARE OF FEDERAL 

FUNDS FOR MEDICARE SERVICES, 

III. PROPOSED~UTION 

THE LOSS OF THE MEDICARE WAIVER IN !JEW JERSEY SHOULD NOT 

RESULT IN CHAOS IN THE STATE WITH REGARD TO REIMBURSEMENT FOR 

HOSPITAL SERVICES, THE FOLLOWING PROPOSED SOLUTION WILL ACCOMPLISH 

THE OBJECTIVES AS OUTLINED ABOVE: 

A. MEDICARE PATIENTS 

HOSPITALS WHICH ARE ABLE TO OPERATE EFFICIENTLY FOR MEDICARE 

PATIENTS SHOULD RECEIVE ADEQUATE REIMBURSEMENT THROUGH THE FEDERAL 

P.P.S. RATES, THE NJHA STUDY PREPARED Bf l<ADEN & ARNONE AssocIATEs 

SHOWS THAT NEARLY 901 OF THE NEW JERSEY ·~QSPITALS HAVE MEDICARE COSTS 
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PER CASE BELOW THE NATIONAL PRICES AND THEREFORE SHOULD RECEIVE 

SUFFICIENT REIMBURSEMENT USING THE BLENDED P,P,S. RATES IN 1985, 

BY 1987., THESE HOSPITALS WILL RECEIVE INCENTIVE AMOUNTS 

AS MORE NATIONAL PARICES ARE BUILT INTO THE P.P,S, RATES, 

HOSPITALS WITH MEDICARE CO.,TS EXCEEDING THE P.P,S, RATES HAVE 

OVER TWO YEARS TO RESPOND TO THIS PROBLEM, 

B. NaN-MEDICARE PAYORS 

REIMBURSEMENT FOR AL_ OTHER PAYOR$ WILL BE BASED ON THE N,J, 

DRG RATES., HOWEVER., THE BASE YEAR COSTS WILL HAVE THE MEDICARE 

COSTS REMOVED, THIS WOULD BE ACCOMPLISHED SIMPLY BY USING ONLY 

THE UB's FOR NON-MEDICARE PATIENTS TO CREATE THE HOSPITAL AND 

STANDARD COST BY DRG. 

THE EXCLUSION OF MEDICARE COSTS FROM THE BASE WOULD HAVE 

THE FOLLOWING EFFECTS: 
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1. RATES IN .MANY DRGs WI LL BE LOWER THAN THE CURRENT 

OVERALL RATES DUE TO THE REMOVAL OF LONGER STAYING 

(AND HIGHER COST) MEDICARE CASES, 

2, THE PERCENTAGE OF STANDARD INCLUDED IN THE RATES COULD 

BE INCREASED BY REDEFINING THE COEFFICIENT OF VARIATION 

FOR EACH DRG, SINCE THE NEW DISTRIBUTION OF NON-MfDICARE 

CASE~ ONLY WILL BE MORE TIGHTLY COMPRESSED AROUND THE 

MEAN LOS. 

3, HOSPITALS WHICH TREAT MEDICARE PATIENTS EFFICIENTLY WILL 

BE ALLOWED TO RETAIN THE INCREMENTAL FUNDS PAID TO THEM 

UNDER THE P.P.S. 

4. THE INCLUSION OF THE UNCOMPENSATED CARE NO LONGER COVERED 

BY MEDICARE (APPROXIMATELY l 1/2 - 2% OF TOTAL COSTS STATEWIDE) 

WOULD BE OFFSET BY LOWER DRG RATES WHICH NOW WOULD EXCLUDE 

MEDICARE COSTS, THE OVERALL RATES PAID BY BLUE CROSS 

(OMMfRCIAL INSURERS, ETC,, EVEN WITH THE ADDITIONAL AMOUNTS 

OF UtlCOMPENSATED C}\RE, WOULD ACTUALLY BE LOWER THAN THE 

CURRENT RATES THEY PAY, (A STl DY IS CURRENTLY UNDERWAY 

TO PROVE THIS ASSERTION), 

NOTE: SHOULD THE SAVINGS TO ALL OTHER FAVORS GENERATED THROUGH THE 

REMOVAL OF MEDICARE COSTS FROM THE COST BASE tiQI RESULT IN SUFFICIENT 
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FUNDS TO COVER THE ADDITIONAL $60 MILLION OF UNCOMPENSATED CARE, 

PRESENTLY PAID BY MEDICARE, THE SHORTFALL WOULD BE MADE UP THROUGH EITHER 

A, AN UNCOMPENSATED CARE POOL 

B, AN APPROPRIATION FROM STATE FUNDS 

C, AN ASSESSMENT ON HOSPITALS THEMSELVES 

D, A COMBINATION OF THE ABOVE 

IV. CONCLUSION 

THE CURRENT CHAPTER 83 SYSTEM CAN SURVIVE WITHOUT MEDICARE 

PATIENTS BEING COVERED UNDER IT, THE PRIMARY GOALS OF REWARDING 

EFFICIENCY AND PROTECTING UNCOMPENSATED CARE CAN BE ACHIEVED, 

IT IS INAPPROPRIATE, HOWE\ER, TO TRADE ONE FOR THE OTHER, FOR 

IN DOING SO THE HOSPITALS IN THIS STATE ARE EITHER NOT RECEIVING 

THEIR FAIR SHARE OF FEDERAL MEDICAL FUNDS OR ARE BEING FORCED TO 

USE THESE FUNDS TO SUBSIDIZE OTHER PAYORS, 
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IN SUMMARY, THESE MEDICARE INTENSE HOSPITALS RECOGNIZE THAT SHOULD 

JANUARY 1, 1985 ARRIVE WITHOUT A FEDERAL WAIVER, THEY WILL ONCE 

AGAIN BE CALLED UPON TO FORMULATE AND SUPPORT ALTERNATIVE SYSTEMS 

TO CARE FOR THIS STATE'S INDIGENTS, WE WILL BE CONTINUOUSLY 

REVIEWING ALTERNATIVE SYSTEMS FOR SO LONG AS THE STATE'S WAIVER 

APPLICATION REMAINS IN DOUBT, 
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TESTIMONY BEFORE THE 

ASSEMBLY CORRECTIONS HEALTH 6 HUMAN SERVICES COMMITTEE 

DECEMBER 20, 1984 
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GEORGE V. HARTNETT, PRESIDENT 
ZURBRUGG MEMORIAL HOSPITAL 
RIVERSIVE, NEW JER$EY 08075 



Mr. Chairman, and members of the committee. thank you for the 

opportunity to speak to you on behalf of hospitals that will 

suffer a most serious financial ine~uity under a waiver from the 

Federal Prospective Prici._n,,3 :::ystem -- and without a fair, 

appropriate financing mechanism to administer medicare furids 

available to New Jersey under such a system, 

:~rbrugg Memorial Hospital comprise5 two divisions: Ri~ersiJe 

Community Hospital in Riv:,rci.Je, an:l Rancocas Community Ht'a: ti 

Facility in Willingboro, Both divisions provide 491 beds fJr the 

service community, 

Zurbrugg is the primary service provider for Burlington County, 

while at the same time drawir,g almost lO¼ of its patients from 

outside Burlington County. Current projections show that the 

population of Zurbrugg's market arei will increase by 10 to • i=. 
.: _J.(' 

between 1980 and 1988, That segment of the population which is 

65 and over is expected to increase 50% during this sam~ 8 yea, 

pt: r i o d • l t i s c 1 ear that he •.i l t h pol i c y w i l 1 have t o add r ,:: s =- :_ h ,. 
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r-·r·oblems associat~d with an a•;ir,g population - ::Hid do ".tJ t,1Jtl, ,~: 

expedience, 

The financing of medic3re witl in this state is, without dout..t, :1 

p r o b l em t ha t. d i r e ,: t 1 y a f f e : t s o u r a g i r, g a n d d i s a l, 1 '"' d p o p u 1 3 t i o 1 , • 

Any solution must be unselfi:,hly imf•lunented ,o as to btcr1t•fit 

those recipients of r11edicart- in the me st cornpl ete manner· 

possible, and to lea,e our ~uccessors in health care 

administration a rat 1onal, ;:,r,d competent legacy or, which to bu1 l .:i 

future sy·stems. 

Under the Federal Pr1 spective Pricing System, the state of Net..., 

J e r s e y p r e d i c t ·; t h a t o u r h o s p : t d l 1..1 o u l d E: n j o ·y a t l t; a s t a n 

$7,300,000 increase in medicare reveriues uver a thr·ee y,:.:,ar p ... r tu,L 

Ti, er· e i s no q u e ':, t 1 on ; h 0d s u ,: h 3 n i n ,: r ease i n ni E- d i ,: a r· '=' r ,, ,; ~ 1, ,_, ,:- ,, 

would enhance our preser,tlv ,:ompetitive markeL posit10,: ,Jf,i 1 e 

concurrent ])I· ens u ,, i r, -~ t h ':! t n e d i c c1 r e s er vi c es .arid F· r o gr a rn s f o · 1 h •~ 

aged and disabled wuuld fir· t, be more sufficient for consum8rs, 

arid, second, be on par with s1::rvices offered by the majority of 
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states that are already operal ing with the Federal system, 

Conversly, under a waiver, and as funds to cover medicare e~penses 

are continually reduced,,,,,, •. ;·eri,~r,ce constraints in our ability 

lo form and ac(,~ 0.s capi ta1 l· ,\ !, iri our hospital and ir, lh,:, 

capital markets. Constrictions in the amount of medicare funds 

available to this hospital fffectively deaden efforts to expand 

or even improve services that are c~rrently available, Simply 

stated, we cannot be innovative witl,out cash, Furthermore, 

~xisting systems imply incr~ ~sin3 efficiencies as hospitals are 

forced to provide services with a shrinking pool of funds, In 

reality, hospitals in New Jersey are already at such a high level 

of comparitive efficiency, that marginal efficiencies decrease 

drastically mder a waiver- s-ystem, and, in fact, cost more in 

quality and 1uantity of services than they are worth, We bel iev~ 

th3t it is the state's obl1·;ation to ensure maximization of total 

medicare dollars available to New Jersey. To pursue any 

alternative mechanism or system that admittedly 

lessf.!n;; the amount of money 3vailable for service provision arid 
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c o s t c .o v e r age , i s t an t 1 m n ti r, t t o d e p r i v i n g me d i car e r e c 1 p i i:' ri t s t:d' 

quality health care and health services. This is an issue of 

premier importance as we anticipate the changin~ demograph1(s Gf 

an aging population. 

A second issue which this state must confront and answer 

definitively concerns the equity associated with distribution of 

medicare dollars within the state, under any system. Should ~he 

u a i v er be de r, i e d , cur r E- ri t ,rr111Jlas 1,,..ihich ar·e us8d for allocatior, 

d i s t r i b u t i o n c r i t e r i a f J r t h e a d d i t i o n a 1 d o l 1 a r s t h a t 1,ii l l f 1 n u 

into the state. Concurrent l r, this state must effect a mechanisn, 

that will deal with financin•3 uncompensated care which i,,. not 

dddressed by the feJeral prospective pricing system. 

If the waiver is allo1,,..1ed, th1 1 • sl&te must pr-epar·e itself' t.o 

ration, more effectively, its own limited medicare coffers, It 

will be imperative to ensurt that hospitals with high medicare 

use will not be forc•d to share disproportionately in the 

allocation of funds, Ideally, no one class of patients, for 
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2; an, p 1 e , t he 1 n d 1 q en t c• r ii-,'=' '=' 1 d ,:., r 1 y , '= ho u 1 d be pen a 1 i zed at ~ h-= 

e:<pen~.e of the otl,er, We reco,dr,ize that it is the duty of 

part i c i pant s i n any sys t em t o ,J f fer cons t r u c t i v e c r i t i c 1 '=· ri, ~. t fl 

u r d e r t o e n s u r E: t r, ,_, s u r· v i v -3 l c:1 ; , d v i , b i l i t y o f s u c h d y n -=' rn 1 ,: 

I'd forts. ',.le further reco·Jrii •:' our responsibi 1 ity to contribu' e 

tangibly to that s1stem. I 1, t hat s p i r it , sever a 1 concerned 

provider institutiuns met with Mr. G3ry Stein, Director, 

C, c, v er nor ' s of f i c e o f F' o 1 i c y 3 n d F' 1 a;, ri i fl g , a n d ~~ r • Ch a r~ l i ,~ F ; e r ,: e , 

Oeputy Commissioner of Health un Nc,·-.,~rnb,~r '.26, 1934 to di,.,:,.c:, 

•:<l\nty ar,d ur1compensated care ~-rob ems associate,! 1.,Jitl, n1-'J 1 •: 

r e i m bur· s, i men t bot h w i t h and , ._, i t ho u t a l.Jaiver. 

At that time we were apprised by Mr Pi er c e t hat t he Depa r·· t rri t. 11 t 

of Health was quite sur·1.:> ti it th,:: 3lzit.•.:> l,1ould be grante,j .3 ,,,di\•'i 

f r· O Iii t h e F e d e r a 1 c:. \ s t e ITl , ~: ; , ? ,_; s u -: h , had no ex i st i n g a ; t • , 1 

p 1 a n w h i c h t,,.J o u l d a d d r e ; s t h • i s s u Ee ·; o f e q u i t y a n d u n c o rn p e r, s a. t o:- -J 

r: are i n th i s St a t e • Upon rec c, •:Ir, i t i on of t h i s s i t u at i on , r,1 r , :::, t "' ; r 

gave assurances on the part of the Governor's office, that no one 

class of patients would suffer more than another· class becaus~ Df 
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a 1Jaiver system, He further .:1ssured the •::iroup thdt rI0 hu•,p,1_._,I 

1,1 o u l d suffer as a re · . u 1 t o f i r1 e ·::i u i t i e s a s so ,: i at -= d 1. • .1 i t h t h ,2 

waiver. But m D st i m I or t.,rn t L , Mr • St ., ir1 i n d t e ,:J i n s t Jl u t 1 c1 ; , ,, t n 

p ,, (! pa r· ~ t i o n an d 1 ,1 s t 1 t u t 1 , r, ,.i t' a f 1 ri d , 1 ( i n •::1 , 1 e c h a n i s n1 t h c:i t 1 ,:_, 

r at i on al , u n d 0 rs t .a;, ..:Jab 1 >:! , ::1 n d e q u i tab l e i n t s rr, et hod r:, f 

d l l O C a t i n g me d i C d r e d O l 1 a r ':, • :J e ~.: L! r e p 1 ea , e d t o a c c (: p t 1' • 

Stein's offer in a 1 etter dated NovemLer 

Mr, Loui, Scibetta, President of th~ New Je·sey Hospital 

hssociation to assur1e his .:JPF·ropriate resr:>orisib1lity in 1,Jo1k11,·J 

with such a task force. T CJ d ., le , Chief E .-:t: ,~ u t iv e O t' f i ,_ •: 1 , • , f1 d 

Ch i e f Fi nan c i a I Off i c er s f ,~ o rr, several hosp i ta 1 s have m d 

frequently to develop an alt0r·r1ativt! f,nan,ir19 111t'•har,i· .. ni _,r,"· __ !, 

a .j dresses both t he i f1 e q u i t 1 t' s of i:- :~ i st i r1 q sys t em c, , c1 n i:! t , , , · 

question of unL~Om~•ensated ,_3r·e CO\.er·aJe ir1 the evi2nt the ,,Ji,,-• 

1;; denied, In a subsequent meeting with Mr. Stein on Novemb~r 

30, 1984, and through a lettu fr·om the Governor's off1<.e Llri 

December 10, 1984, Mr. Ste1:-, !,a:-, r·eiterated his desin· to l,,,Jrf 
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with the Department of Health and provider institutions in close 

partnership so that an appro~•riate financing mechcrnism may be 

developed. 

w~ are proud to be involved, not 35 dissident selfish proviL~rs 

t r, a t s e e k p e r s o n a l g a i n f r o rn t h e s y ~. t e rn , b u t as c o n c e r n e d , 

de d i cat e d i n st i t u t i on s w h i ch are ,~ o mm i t t e d t o pro act iv e measure ':i 

for 1 · e f in i n g our present sys t em of he a l t h pr· o vi s i on i n or d ~ r t c, 

•!11hance the value of futur·e •;;.,rvice•_-,, and to c<Jntinually up·,:Jr:lde 

t he qua 1 i t y of ,:, a r e t ha t i s F' 3 c. s Pd t o t he consumer • 

r ; .. , d n ! :: 'l O U V e r Y rr1 U C h t, 
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Mr. Louis Scibetta 
New Jersey Hospital Association 
746-760 Alexander Road 
CN-1 
Princeton, New Jersey 08540-0706 

Dear Lou: 

December 11, 1984 

As you are aware, we have been in contact with the Governor's office through 
Mr. Gary Stein and the Department of Health regarding critical financial issues 
associated with the institution of the 11waiver 11 in New Jersey. 

You are also aware that Mr. Stein has invited us to work with the State in 
the development of a financing mechanism for an all payor system that is rational, 
easily understood, and fair to all hospitals who are regulated by it. We feel that 
it is imperative to proceed in a cooperative effort to develop such a model with 
Mr. Stein and the Department of Health. One of our objectives in doing so, is to 
assure maximization of medicare monies that are paid into the State of New Jersey. 
Such an effort will be beneficial to all parties regardless of whether the "waiver" 
is obtained for the ensuing period. Our commitment to work in partnership with the 
State transcends, and is not dependent on the Status of the "waiver" in New Jersey. 

We presume that the NJHA would feel it imperative to participate in activities 
that involve the chance to formulate and influence health policy on a direct level. 

We thank you for your kind remarks to the legislative on behalf of hospitals 
which face a particularly heavy burden in the event that the 11waiver 11 is obtained. 
We invite both you and the NJHA to join with us in actively assuring that hospitals 
•nost seriously affected by fina1cial inequity, will retain their economic viability 

1 identity. This will help tJ assure that present programs will continue to 
Jvide needed services to the elderly and indigent populations. 

We look forward to your involvement in this regard and await your reply. 

GDH:11111 
cc: Mr. Gary Stein 

Charlie Pierce 
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Sincerely, 

ZURBRUGG MEMORIJ,L HOSPITAL 

G~rti::~ 
Forthettached Hospital Executives 

($_' . f lid~ / 
Sam~chael 
For the Attached Hospital Chairmen 



1. Northern Ocean Hospital System 
Richard J. Leone - President 
Roy B. Basso ·· Chairman, Board of Trustees 

2. Zurbrugg Memorial Hospital 
George D. Hartnett - President 
Samuel Michael - Chairman, Board of Directors 

3. Riverview Medical Center 
John K. Pawlowski - President 
Joseph P. Grause - Secretary to Board of Gov rnors 

4. ~_exus Healthcare Corporation 
Dave Hunter - President 
Paul Long - Senior Vice President 
William C. Haines - Member. Board of Trustee~ 

5. Community Memorial Hospital Toms River 
James P. Schuessler - President and Chief Ex£cutive Officer 
James C. Casey - Vice President, Administration 
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Mr. Gary S. Stein 
Director - Governor's Office 
of Policy & Planning 
State Health 
Trenton, NJ 08625 

Dear Mr. Stein: 

November 27, 1984 

On behalf of the Hospitals represented at yesterday's meeting, 
November 26, 1984, we thank you for your courtesy in hearing our concerns 
regarding the ''Wa Iver. 11 

As we noted yesterday, the essence of the issue is the overall financial 
Joss of Federal Medicare Funds to New Jersey hospitals and the unreasonable 
and unfair burden placed upon im,titutions which, by circumstances beyond 
their direct control, acconmodate a high percentage of Medicare patients. 
While many Items were discussed at the meeting, we would like to repeat 
several In order to establish a focus whereby the hospitals, the Department 
of Health, and the Governor's office will work toward a resolution of this 
"equity Issue." It was Indeed unfortunate that the Department of Health had 
not properly advised you of the situation, which ultimately obviated the need 
for the meeting. 

Of primary importance is a need to develop a financing mechanism for an 
all-payor system which is rational, easily understood and provides hospital 
Trustees and their respective management a predictable atmosphere In which 
to govern their hospitals and effectively operate their Institutions. 

Our collective assumption is that a well-governed and properly managed 
institution Is the key to successfully implementing the regulatory mandates 
established by the legislature in the development of a New Jersey financing 
system. As well, It Is reasonable for the hospitals and your office to assume 
that the dollar amounts identified in the Waiver application will probably 
change, especially in the latter years of implementation. Concurrently, we 
recognize the problems associated with the Federal deficit and the compelling 
need to reduce that deficit. We must, however, refrain from using the dollar 
argument selectively to placate institutions faced with serious financial 
losses as a result of these inequities, while at the same time using these 
calculations to seek approval of a Waiver. Waiver aside, we are In accord 
that the Issue centers on how monies would be distributed, and are assuring 
that the total amount of money within the New Jersey health system is 
sufficient to provide adequate coverage for all payors including the indigent 
and elderly. 
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Hr. Gary S. Stein 
November 27, 198~ 

d<Je Two 

Given the above, we are willing to accept your offer to ~rk directly 
with your office, the Department of Health and the Commissioner In concert 
with the New Jersey Hospital Association (as per Mr. Scibetta's comments) 
and others to lnmedlately develop a mechanism t) el lmlnate !!:!1_ toss of 
Medicare monies to our hospitals. This effort 1ust assure both immediate 
relief (assuming the Waiver's acceptance), and I longer term solution for 
the indigent question (post Waiver). We will p ·ovide the assistance to 
assure development of a specific model(s) which Includes provision for an 
equltable and quantifiable financing mechanism For Medicare patients and 
indigent patients. In any case, this model must include a base used as a 
premise from which calculations for correcting wrongs associated with those 
identified in the Waiver. This point is essential so all hospitals, 
regardless of size and political impact, can b1st serve their patients. 

Further, we ask that a specific deadline be established in order to 
achieve the development of this model(s), and request that a letter from 
your office be forthcoming to confirm your desire to proceed as outlined 
above. 

We ask the Governor's Office to advise the Commissioner of Health 
of this commitment, and willingness to work to resolve this issue. 

As indicated to you by phone on November 27, the hospitals involved 
are preparing testimony for the meeting on the 30th. They will outline 
their concerns regarding the negative impact on their finances as they 
currently perceive them. We are prepared, as well, to advise the 
legislative conmittee of the fact that we have accepted your offer to 
work closely with the Governor's Office, the Department of Health, and 
hospitals to resolve the "equity issue." 

We appreciate the opportunity to work 
important matter and are pleased, to date, 
atmosphere artic11lated by you on the 26th. 
of many such effcrts. 

GOH :a r 
cc: Louis P. Scibetta, FACHA 

Charlie Pierce 
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with the State on this very 
with the open and cooperative 

We hope this is the beginning 

Chairmen 



1. Northern Ocean Hospital System 
Richard J. Leone - President 
Roy 8. Basso - Chairman. Board of Trustees 

2. Zurbrugg Hemorlal Hospital 
George D. Hartnett - President 
Samuel Hlthael - Chairman, Board of Directors 

3. Riverview Medical Center 
John K. Pawlowski - President 
Joseph P. Grause - Secretary to Board of Governors 

ii. Nexus Healthcare Corporation. 
Dave Hunter - President 
Paul Long - Senior Vice President 
William C. Haines - Member, Board of Trustees 

Conmunity Hemorla1 Hospital Toms River 
James P. Schuessler - President and Chief Executive Offic•r 
James C. Casey - Vice President, Administration 
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.... ,,.,.. __ ~_,,.,..,..,~------·---"· ., .... _...,,.._ .. , ...... ____ , . ............__......__ ___ -_________ ----........ ·- ., ,.,.,_,,_,_,.,,. . 

THOMAS H. KEAN 

GovCltNCMI 

• ST.A.TB OF NEW JBRBBY 

OFJl'l.CB OF THE GOVERNOR 

TRENTON 
oee.;u5 

GA11y s. STEIN 
D111cc:n,11 

OP'P'ICC OP' l"oUC'f I, PL.ANNINO 

December 10, 1984 

Mr. George D. Bartnett 
Chief Executive Officer 

and 
Mr. Samuel Michael 
Chairman, Board of Trustees 
Zurbrugg Memorial Hospital 
Hospital Plaza 
Riverside, New Jersey 08075 

Dear Messrs. Bartnett and Michael: 

I am pleased that you and your colleagues are willing to work with my office, 

the Department of Health and others to develop an equitable response for those 
I 

hospitals with Medicare patients makin~ up an exceptionally high percentage of 

their total adaissiona. As your letter of November 27, 1984 suggests, achieving 

equity for high Medicare hospitals is directly interrelated to achieving and main­

taining equity for hospitals with a high percentage of patients who receive un-
i 

compensated care. The two equity issues must be addressed simultaneously. 
' 

As soon aa the waiver issues are ~ettled, the Department of Health will pull 

toqether a task force to work on these problems, sta,,rting with the high Medicare 

hoapitals. I would appreciate a copy of the proposal for financing uncompensated 

care that waa aentioned by several of: your colleagues at our meeting. My Qffice 

will be working "'1th the Department of Health staff as they work with you. 
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Plea•• be u •ured of ay continuing concern and that of Governor JCean for the 

apecial probl ... faced by your ho•pitals. Successful resolutions will require hard 

work and the technical coapetence possessed by your organicat.ions and the Department 

of Health. I - confident that working together and with the support of the 

Governor•• Office we will be able to achieve the• 

cc: J. Richard Goldstein, M.D. 
Charles F. Pierce, Jr. 
Louia P. SCibetta 
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• rtLl 1NoucToTHERM 1NousTR1Es, 1Nc. 
~~- 10 INOEL AVENUE RANCOCAS, NEW JERSEY, USA 08073 

COMMENTS INTENDED FOR THE PUBLIC HEARING 

ON THE DRG PAYMENT PROGRAM 

SCHEDULED FOR NOVEMBER 30, 1984 

(The schedule did not permit that these views be presented) 

We all agree that medical costs are almost out of control and lnductotherm and its 

relatively small group of employees is struggling with this same problem. In what we 

consider to be a misguided effort to control medical costs, the State of New Jersey has 

adopted the DRG hospital payment program whereby the hospital no longer charges 

according to the services rendered but rather charges according to an arbitrary diagnostic 

schedule. Apparently, the selection of the program was based on the concept that if the 

amount the hospital received for a patient was fixed by the diagnosis, then it would be 

in the hospital's interest to move the patients out as quickly as possible instead of 

keeping patients in the hospital in order to "keep the beds full." 

Will society and the legislature never learn? Whenever the payment for any service 

is independent -0£ the service rendered, then people will seek out, demand, and obtain the 

very finest service regardless of cost. Costs will become completely out of control. Only 

when patients have a direct stake in reducing their medical bills by reducing medical 

services will costs come down. 

Under the DRG plan, hospitals may no longer have an interest in keeping patients 

in the hospital as lrn1g as possible, but hospitals rarely have a lot of say about how long 

patients stay anyway. This is usually left to the doctors and doctors can have a keen 

interest in keeping p.1tients in as long as possible. At $35.00 per 11walk-by11 (hospital visit) 

a doctor with fifteen patients in a hospital can add $500.00 per day to his income for 

an hour's work, so he is a lot better off to have patients there longer. Some doctors will 

take advantage of i' . 

And what abou the patients themselves? Since the cost to the patient is the same 

regardless of how hwg he stays he might as well persuade the doctor to keep him there 

a little longer. Wit\ a few well-timed groans and imaginary pains a patient who likes 

the hospital environ,11ent can stay there for many extra days. 

(609) 267-9000 TWX (510) 683-9392 TELEX 685-1048 
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Or what about the conscientious patient? We had a young la( y who went in for 

what was first thought to be a gall bladder attack but later diagno .ed as an inflamed 

pancreas. She was given $1,400.00 worth of service and then dischar ~ed, but the charge 

under the DRG program was $2,665.00. Since the patient was paying 20% of the cost, 

her out-of-pocket loss was $253.00 (a week's pay) for this overcharge. And can the DRG 

program be fair when one inflamed pancreas can be treated in one day with a shot of 

antibiotics and another might take weeks to clear up. Should each patient and each 

illness be charged the same regardless of the severity of the problem. 

And finally, did it ever occur to our legislators that the arrangements made between 

a private insurance company, the hospitals, and the citizens of New Jersey are just not 

any of the government's business. When the government dabbles with these arrangements 

through DRG payment programs or other restrictions it interferes with the free 

enterprise system, interferes with the rights of the citizens, and in the end raises the net 

cost to citizens. 

I hope the legislators will join 

legislation. 

together to repeal this ridiculous socialistic 

i'mL 
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Atlantic 
Industries, Inc. 

P.O. Box 216 
Nutley, NJ 07110 

December 17, 1984 

Tel. 201 235-1800 TWX 710-989-1468 
Cable: I nildye-Passaic TLX 6853089 Achem UW 

Bernar I Rabinowitz 
Presid nt 

The Hon. George J. Otlowski 
Chairman, Corrections, Health & 

Human Services Committee 
511 New Brunswick Ave. 
Perth Amboy, NJ 08861 

Alantic Dear George: 

I am writing to you in connection with the D.R.G. 
hearings which you have been scheduling. These 
hearings are providing a valu,1ble public service in 
that, I would hope, you will develop the fact (not 
generally known) that in New lrersey, the D.R.G.'s, as 
an important component of our total health care system, 
were and continue to be a great success. 

Yes, there were some problems that developed early on 
in the implementation: yes, we were overly generous 
to the hospitals at the beginning in an effort to induce 
them to adopt the D.R.G. prospective payment system. 
But on balance, the D.R.G. worked because in New Jersey, 
we W•3re guided by two maih considerations: 

Access to a medical facility, and 
Equity for all of our citizens. 

The 11et result of the D.R.G. system is that our hospitals 
learned to manage themselves, learned what their real 
costs were and how to control them. The upshot of this 
exer·.:ise, as you know, :i.s that our inner city hospitals 
in N,:w Jersey, for the first time in decades, are enjoying 
a po:3itive cash flow, while the well-run and well-managed 
hospitals are very comfortable indeed. Some hospitals 
are ,truggling, but generally this is traceable directly 
to the fact that their patient mix or their doctor mix or 
thei ·,: location is such that no hospital would be viable, 
and .it is possible that additional changes in the system 
will continue. 

oi:ie <?Xtrao1;'.'dinary development I must bring to your atten:_ 
tion: by virtue of our New Jersey All-Payer D.R.G. System, 
no p,?rson failed to receive treatment in New Jersey beo.ause 
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Atlantic 
Industries, Inc. 

Page 2, December 17, 1984 
The Hon. George J. Otlowski 

he was unemployed or because his insurance had run out 
during the recession of 1982 when hospitals in other 
states were closing their doors to these unfortunate 
citizens. 

With the proposed cutbacks in Medicaid, it can well be 
anticipated that th~ unemployed and poor people will be 
forced to accept second and even tertiary levels of 
medicine in other states, but one would hcpe not in New 
Jersey. 

All of the foregoing, however, is a preluoe to my major 
thesis.: any consideration of D.R.G. must, in order to 
deal with the complexity of the issues rajsed, also deal 
with the totality of the New Jersey heciltt care system. 
You must consider our strong Health Planning element; · 
you must consider our strong Certificate of Need Program; 
you must consider our strong Hospital Rate Setting Commission; 
you must consider our strong Health Care Finance Agency. 
It is only when all of these elements of the New Jersey 
system are combined with the D.R.G. that c,ne can understand 
why it has been so successful in New JersE;y. 

To study D.R.G. without reference to the remainder is to 
make the same error, in my view, that the Feds are presently 
making with their imposed D.R.G. program for Medicare 
patients. What will happen in other states is perfectly 
obvious: hospitals will simply transfer to other payers 
whatever the Feds take away in Medicare reimbursement, 
almost insuring that we will have medical triage for our 
citi21ens. 

I hope your committee will be able to relate your D.R.G. 
investigation to the entire gamut of the new Jersey Health 
Care system. 

BR: er , 

personal regards and with every good wish 
Year, I remain, 
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UNIVERSITY OF MEDICINE AND DENTISTRY OF NEW JERSEY 
100 BERGEN STREET/ NEWARK, NEW JERSEY 07103 

Mr. David Price 
State House Annex 
CN-042, Roan #311 
Trenton, New Jersey 08625 

Dear Mr. Price: 

Decembe:r 17, 1984 

Enclosed please find a written testinony actively supporting the need for 
New Jersey to obtain a PPS waiver fran the Federal goverment. 

The carments presented herein, represents the position of the University of 
Medicine and Dentistry of New Jersey. 

If I can be of any further assistance, please do not hesitate to contact me 
at (201) 456-6620. 

KOO:m 

~re;~~ 
Kim D. Osterhoudt 
Assistant Director 
Financial Planning Depart:m:mt 

The University of M,·dicin<· & Dentistry of New Jersey is an equal employment opportunity/affirmative action employer 
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'l'estinDny for the cart:.inuatial of the New Jersey DK~ rmver 

Novedler 30, 1984, 10:30 a.m. 

The testinony refers to the continuation of the Medicare w,.,iver and the 
caments on it herein are fran the University of Medicine and Jentistry of New 
Jersey. 

While there are aspects of the chapter 83-DRG system that have had a 
negative financial impact on University Hospital, the University pledges its 
support for a new waiver fran the Federal Goverrment for New J,2rsey and the 
continuance of New Jersey's Chapter 83 DRG systan for all payors. 

Public law 1978-chapter 83 dictates that all payers share the cost of 
uncanpensated care in New Jersey. The existing Federal Waiver in New Jersey 
will expire on December 31, 1984. If the federal PPS system is .inplemented, the 
major issue of concern for University Hospital will be reimbursement for 
uncanpensated care, since this issue is not addressed by the Federal PPS system~ 

The need to focus roore attention on this issue for University Hospital is 
apparent and essential. Although other hospitals do serve the poor in Newark, 
the real .inp:)rtance of University Hospital to the population of the city is 
reflected in its uncanpensated care statistics. over 75 percent of total annual 
indigent patient days in the City of Newark are provided by University Hospital. 
The care of these indigent patients represents one third of the total annual 
in-patient care provided by University Hospital. Presently, while University 
Hospital treats roore indigent patients than any other New Jersey hospital, its 
reimbursement for uncanpensated care is a:tbitrarily capped at 7 percent. At the 
same time, other New Jersey hospitals receive full reimbursanent (in excess of 7 
percent) while they treat fewer indigent patients than University Hospital. If 
uncanpensated care ceases to be reimbursed through the New Jersey DRG system, 
the result will be a tendency towards increased durrping of indigent patients at 
University Hospital. 

If University Hospital is to ~tits goals and mission to continue 
providing quality care to an indigent patient population, continued 
reimbursanent and funding for Sl 1ch care is essential. Hence, the University 
supports the New Jersey State I)(!part:nent of Health's request for a new waiver 
fran the US Departnent of Health and Human Services in order to preserve New 
Jersey's all payor system and rt!imburse:nent for uncanpensated care. Loss of the 
New Jersey waiver will create a severe financial dilemna for University 
Hospital. 
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