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Chairman Coburn, Ranking Member Carper, and Members of the Subcommittee, the 
American Medical Association (AMA) appreciates the opportunity to provide our views 
regarding specialty hospitals and their role in a competitive marketplace. 
 
The AMA strongly supports and encourages competition between and among health facilities 
as a means of promoting the delivery of high-quality, cost-effective health care.  Specialty 
hospitals are key to that goal.  They increase competition for hospital services by providing 
patients with more choices and by forcing general hospitals to innovate in order to stay 
competitive.  Some general hospitals have even admitted that the entry of a specialty hospital 
in their area has been akin to a “wake-up” call.  Specialty hospitals have improved care for 
Medicare beneficiaries and other patients, and patient and physician satisfaction with these 
hospitals is extremely high.   
 
Hospitals that provide care for a specific type of patient or a defined set of services are not 
new.  Specialty hospitals have been in existence for decades.  For example, Delaware's Alfred 
I. DuPont Hospital for Children has provided specialty hospital care to thousands of children 
from across the country since its founding in 1940.  Numerous market dynamics have led to 
the increase in physicians’ desire to own and operate these hospitals in recent years.  Since 
1995, the number of hospitals that focus on cardiac, orthopedic and surgical services has 



grown.  This growth has led to concern among general hospitals who must compete with these 
facilities.  The hospital associations and many general hospitals are vigorously attempting to 
eliminate this competition, employing anticompetitive practices to stifle competition. 
 
Consistent with medical ethics, the AMA supports physician ownership of health facilities, 
and referrals by physician owners, if they directly provide care or services at the facility.  The 
growth in specialty hospitals is an appropriate market-based response to a mature health care 
delivery system, as well as a logical response to incentives in the payment structure for certain 
services and the increasing medical needs of elderly patients.   
 
Although general hospitals have not been harmed financially as a result of physician owned 
specialty hospitals, they claim that the playing field is not competitive because specialty 
hospitals take away lucrative services that general hospitals use to subsidize other community 
services.  The Federal Trade Commission (FTC), the Department of Justice (DOJ), and many 
others, believe that cross-subsidization of services by general hospitals is a market distortion 
that must be eliminated to preserve competition.  The AMA agrees.   
 
Changes are needed in the inpatient and outpatient Medicare prospective payment systems to 
more accurately reflect the relative costs of hospital care, thus eliminating the need for cross-
subsidization of services by general hospitals.  The Medicare Payment Advisory Commission 
(MedPAC) has recommended specific changes to the Medicare hospital payment system to 
accomplish this end, and the AMA supports those recommendations.  In addition, we support 
policy changes that would help ensure the financial viability of “safety-net” hospitals so they 
can continue to provide access to health care for indigent patients.  Combined, these changes 
would ensure the continued financial stability of general and safety net hospitals, further 
enhancing competition in the market for hospital services.   
 
For these reasons, the AMA urges this subcommittee to support competition, not an 
extension of the moratorium on physician referrals to specialty hospitals. 
 

 
THE MORATORIUM ON SPECIALTY HOSPITALS SHOULD EXPIRE 

 AND NOT BE REINSTATED 
 
The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA) 
imposed an 18-month moratorium on referrals of Medicare and Medicaid patients by 
physicians investors in certain specialty hospitals not already in operation or under 
development as of November 18, 2003.1  The MMA required the Medicare Payment Advisory 
Commission (MedPAC), in consultation with the Government Accountability Office (GAO), 
and the Secretary of the Department of Health and Human Services (HHS) to conduct studies 
of specialty hospitals and report their findings and recommendations to Congress.   
 

                                                 
1 The MMA defined specialty hospitals as those primarily or exclusively engaged in cardiac, orthopedic, surgical 
procedures and any other specialized category of services designated by the Secretary. 
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According to the GAO,2 there are 100 existing specialty hospitals that focus on cardiac, 
orthopedic, women’s medicine, or on surgical procedures.3  Of  the 100 specialty hospitals 
identified by the GAO and 26 others under development in 2003, there were various 
owners/investors, including both hospitals and physicians.  Seventy percent had some degree 
of physician ownership.  One-third of these specialty hospitals were joint ventures with 
corporate partners, one-third were joint ventures with hospitals, and one-third were wholly 
owned by physicians.   
 
The moratorium is due to expire on June 8, 2005.  As of May 12, 2005, the GAO, HHS and 
MedPAC had all completed their MMA-required reports.  Because these studies are complete 
and they demonstrate that specialty hospitals do not harm general hospitals—in fact, they 
show that specialty hospitals improve patient care—the AMA believes the moratorium should 
expire.  There is no need for an extension of the moratorium, nor for imposition of a de facto 
moratorium as the Centers for Medicare and Medicaid Services (CMS) has indicated by its 
announcement to delay approval of applications for new specialty hospitals until 2006. 
 
 

THE RECENT GROWTH OF SPECIALTY HOSPITALS IS A RESULT OF 
 PATIENT AND PHYSICIAN NEED 

 
There are numerous factors that have contributed to the growth of specialty hospitals, 
including: 
 
• Many physicians are frustrated over hospital control of management decisions and 

investment decisions that affect their productivity and the quality of patient care.  
Physicians often have little or no involvement in governance and management, control 
over reinvestment of profits in new equipment, or influence over scheduling and staffing 
needs for cases performed in the operating room.  They believe that hospitals are not 
collaborating with them to align hospital processes or engage in joint ventures.  Physicians 
who invest in specialty hospitals are able to increase their productivity, improve 
scheduling of procedures for patients, maintain appropriate staffing levels, and purchase 
desired equipment—all of which improve the quality of patient care. 
 

• Advances in technology (e.g., minimally invasive surgery) have allowed care to be 
provided in a variety of settings. 

 
• Data shows that facilities that focus on certain procedures and perform a significant 

number of them have better quality outcomes. 
 

                                                 
2 See U.S. General Accounting Office, Specialty Hospitals: Information on National Market Share, Physician 
Ownership, and Patients Served, GAO-03-683R (April 18, 2003); and U.S. General Accounting Office, 
Specialty Hospitals: Geographic Location, Services Provided, and Financial Performance, GAO-04-167 
(October 22, 2003). 
3 This number excludes numerous other specialty hospitals that have been in existence for some time, such as 
eye and ear hospitals, children’s hospitals, and those that specialize in psychiatric care, cancer, rehabilitation, 
and respiratory diseases. 
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• Business partners willing to provide capital and management expertise are more readily 
available. 
 

 
SPECIALTY HOSPITALS DEMONSTRATE HIGH 

EFFICIENCY, QUALITY AND PATIENT SATISFACTION 
 
For various reasons, specialty hospitals have achieved better quality, greater efficiency, 
and higher patient satisfaction than general hospitals.  Specialty hospitals are able to 
achieve production economies by taking advantage of high volumes of a narrow scope of 
services, and by lowering fixed costs by reengineering the care delivery process.  Managerial 
and clinical staff at specialty hospitals focus on a relatively narrow set of tasks, thus providing 
the capability to perfect those tasks and benefit from increased accountability for the quality 
of care provided to patients.  According to the Center for Studying Health System 
Change, the health services literature supports the premise that “focused factories” can 
lead to higher quality and lower costs as a result of more expert and efficient care.4   
 
Managers of specialty hospitals consistently report the factors they perceive as critical to 
achieving high quality patient outcomes: high volume and high nursing intensity.5 
Specialty hospitals tend to have higher nurse-patient ratios despite the fact that physicians at 
specialty hospitals contend that they spend about 30% of their operating expenses on labor, 
compared to 40 to 60% for general acute-care hospitals.   
 
Physician control and facility design also increase productivity and quality.  Specialty 
hospitals improve patient access to specialty care by providing additional operating rooms, 
cardiac-monitored beds, and diagnostic facilities.  Specialty hospitals offer newer equipment, 
more staff assistance and more flexible operating room scheduling, thereby increasing 
productivity and physician autonomy over their schedules.  Patients are therefore able to 
benefit from the higher productivity and increased flexibility in scheduling their procedures. 
 
The 2005 HHS/CMS study suggests that measures of quality care at specialty heart 
hospitals were at least as good and in some cases better than general hospitals.6  In 
addition, complication rates and mortality rates were lower at specialty hospitals, even when 
adjusted for severity.  There were lower rates of readmission for moderately ill patients in 
orthopedic hospitals, and lower rates of infection due to medical care, post operative hip 
fracture, post operative deep vein thrombosis, and post operative sepsis in all specialty 
hospitals.7  Furthermore, CMS found that patient satisfaction was extremely high in the 
specialty hospitals studied, and patients had very favorable perceptions of the clinical quality 

                                                 
4 Kelly J. Devers, Linda R. Brewster and Paul B. Ginsburg, Specialty Hospitals: Focused Factories or Cream 
Skimmers? HSC Issue Brief Number 62, April 2003. 
5 John E. Schneider, PhD, et al., Economic Policy Analysis of Specialty Hospitals, February 20, 2005. 
6 Study of Physician-owned Specialty Hospitals Required in Section 507(c)(2) of the Medicare Prescription 
Drug, Improvement, and Modernization Act of 2003, Department of Health and Human Services, Centers for 
Medicare and Medicaid Services, (2005). 
7 Id. 
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of care they received.8  Significantly higher nurse-to-patient ratios and very knowledgeable 
nurses contributed to the positive experiences noted by patients and their families. 
 
Specialty hospitals are well positioned to address projected increases in demand for cardiac, 
orthopedic, and surgical services because they are a more efficient and effective way to 
deliver these services.  In 2002, for example, 500,000 patients were diagnosed with 
congestive heart failure.  With the estimated number of Americans at risk of cardiovascular 
disease projected to mushroom over the next decade, cardiovascular surgeons and 
cardiologists will need to see twice as many patients in ten years as they see today.  Aging of 
the population, population growth, higher functioning and higher quality of life expectations 
associated with the baby boom generation are driving increased demand for cardiac, 
orthopedic, and surgical services.  The greater efficiency of specialty hospitals will better 
enable physicians to care for these patients.  Furthermore, the GAO found that 85 percent of 
specialty hospitals are located in urban areas and tend to locate in counties where the 
population growth rate far exceeds the national average.9   
 
Patient satisfaction with specialty hospitals is extremely high.  They enjoy relatively 
greater convenience and comfort, such as lack of waiting time for scheduled procedures, 
readily available parking, 24-hour visiting for family members, private rooms, more nursing 
stations that are closer to patient rooms, decentralized ancillary and support services located 
on patient floors, and minimized patient transport.  Specialty hospitals have engaged in 
extensive collection of data on quality and patient satisfaction, and use the data to modify care 
processes.  Because of the smaller size and narrow focus of specialty hospitals, they are more 
nimble and flexible to quickly respond to modify care processes as perceived necessary.   
 
 

GENERAL HOSPITALS EMPLOY ANTICOMPETITIVE TACTICS 
 IN RESPONSE TO INCREASED COMPETITION 

 
As physicians began seeking greater involvement in the governance and management of 
patient services provided at hospitals, many who ultimately became investors in specialty 
hospitals tried initially to form joint ventures with hospitals to expand the availability of 
cardiology and orthopedic services.  In many cases, the hospitals declined to enter into joint 
ventures with physicians.  In other cases, the hospitals opened units or specialty hospitals of 
their own.  By and large, however, general hospitals have become staunch opponents of 
physician owned specialty hospitals. 
 
According to the GAO, the financial performance of specialty hospitals tended to equal or 
exceed that of general hospitals in fiscal year 2001.10  The 55 specialty hospitals with 
available financial data tended to perform better than general hospitals when revenues and 
costs from all lines of business and all payers were included.  When the focus was limited to 
Medicare inpatient business only, specialty hospitals appeared to perform about as well as 
general hospitals.11  
                                                 
8 Id. 
9 GAO, supra note 2. 
10 Id. 
11 Id. 
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Although they claim to support healthy competition, general hospitals have recently engaged 
in an aggressive assault on facilities owned and operated by physicians which they have 
characterized as “niche-providers” (e.g., ambulatory surgery centers, GI labs, imaging 
facilities, radiation oncology centers).   The hospital industry has engaged in numerous 
focused strategies to prohibit physicians from opening a competing facility.  Three core 
strategies the hospital industry is employing to address physician ownership of specialty 
hospitals are: 
 
• Preemptive strike strategy—The hospital establishes its own specialty hospital and 

addresses some of the physician concerns, but does not offer physicians an opportunity for 
investment.  Some hospitals also implement this strategy when a competing hospital or 
health system decides to build its own specialty hospital. 
 

• Joint venture strategy with local physicians—The hospital recognizes a competitive threat 
from members of its medical staff or other local physicians and decides to engage in a 
joint venture with them rather than facing a reduction in the services. 
 

• Roadblock strategy—Hospitals fights physicians that try to open a competing facility by 
building barriers and aggressively limiting the potential for developing competing services 
by implementing actions to restrict physicians’ capabilities to do so (e.g., adopting 
“economic credentialing” or “exclusive credentialing” policies that revoke or refuse to 
grant medical staff membership or clinical privileges to any physicians who have an 
indirect or direct financial investment in a competing entity). 

 
At the state level, hospitals have initiated several different types of anti-competitive 
strategies to limit physician-owned specialty hospitals.  These initiatives include, but are 
not limited to, the following: 

 
• Adopting legislation banning the creation of any facility that focuses on cardiac care, 

orthopedic services or cancer treatment (Florida). 
 

• Proposing legislation prohibiting physicians from having a financial ownership in 
specialty hospitals (Ohio and Washington). 
 

• Proposing legislation to expand Certificate of Need (CON) requirements to include other 
physician-owned facilities such as ambulatory surgery centers and diagnostic imaging 
facilities (Minnesota). 
 

• Resisting efforts to repeal CON legislation (Iowa). 
 

• Proposing legislation and/or regulations requiring specialty hospitals (but not other 
hospitals) to provide emergency departments and/or accept Medicare, Medicaid, and 
uninsured patients (Washington). 
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Individual general hospitals have also implemented a variety of anti-competitive 
strategies and tactics to discourage their medical staff from investing in competing 
specialty hospitals or to harm the medical practice of those who do make such 
investments.  These initiatives include, but are not limited, to the following (See also Exhibit 
A attached to this statement): 

 
• Adopting economic/exclusive credentialing/conflict of interest policies and medical staff 

development plans that revoke or refuse to grant medical staff membership or clinical 
privileges to any physicians or other licensed independent practitioner that has an indirect 
or direct financial investment in a competing entity. 
 

• Hospital-owned managed care plans denying patient admissions to competing specialty 
hospitals. 
 

• Requiring health plans to sign an exclusive managed care contract or otherwise 
discouraging them from contracting with competing facilities. 
 

• Removing physicians that have a financial interest in a competing facility from their 
referral and on-call panels. 
 

• Refusing to cooperate with specialty hospitals (i.e., refusing to sign transfer agreements). 
 

• Requiring primary care physicians employed by the hospital or vertically integrated 
delivery system to refer patients to their facilities or those specialists that are closely 
affiliated with the hospital/health care delivery system regardless of the needs of the 
patient. 
 

• Limiting access to operating rooms and cardiac catheterization labs of those physicians 
who have a financial interest in a competing entity. 
 

• Removing competing physicians from extra assignments at the hospital, such as serving as 
department directors or reading EKGs, ultrasounds, echocardiography, and x-rays. 
 

 
ETHICAL AND LEGAL SUPPORT FOR SPECIALTY HOSPITALS 

 
The hospital industry’s overarching message is that physicians who invest in a specialty 
hospital have a conflict of interest.  They use this to justify their strategies to eliminate 
legitimate competition.  However, it is both ethical and legal for physicians to invest in 
and refer patients to health facilities. 

 
AMA ethical opinion E-8.032, “Conflicts of Interest: Health Facility Ownership by a 
Physician,” delineates two scenarios where physicians may appropriately make patient 
referrals to health facilities in which they have an ownership interest.  First, it sets forth a 
general rule that physicians may appropriately make such referrals if they directly provide 
care or services at the facility in which they have an ownership interest.  Second, it describes a 
separate situation where physicians may appropriately make such referrals, which arises when 
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a needed facility would not be built if referring physicians were prohibited from investing in 
the facility.  In the latter case, the appropriateness of the referrals would not depend upon 
whether the physicians have personal involvement with the provision of care at the facility, 
but whether there is a demonstrated need for the facility.  Physician ownership of specialty 
hospitals and referral of patients for treatment at such facilities fits squarely within this ethical 
opinion.12  
 
In addition, physicians are legally permitted to own health care facilities and refer patients to 
them.  The physician self-referral law and the federal anti-kickback statute both set forth very 
broad prohibitions that generally prevent physicians from receiving any form of remuneration 
in exchange for referrals.  Because the laws contain such broad prohibitions that effectively 
prevent many legitimate forms of remuneration, they also contain exceptions or safe harbors 
that define permissible forms of remuneration.  Both laws permit physician ownership of 
treatment facilities and referrals to such facilities under various circumstances.13  The 
physician self-referral law, the “Stark law,” explicitly permits physician ownership of a 
hospital, and referral of patients to the hospital, if the physician is authorized to perform 
services at that hospital and the ownership interest is in the “hospital itself” and “not merely 
in a subdivision of the hospital.”   
 
The hospital associations, however, claim that physicians who own specialty hospitals should 
not be permitted to make referrals to those hospitals under that exception because they claim a 
specialty hospital is equivalent to a subdivision of a hospital.  They call the use of this 
exception a “loophole” to bolster their efforts to eliminate competition from physician owned 
facilities.   
 
This claim is simply unfounded.  Specialty hospitals are entire hospitals, not subdivisions 
of a hospital.  They are independent legally-organized operating entities that provide a 
wide range of services for patients, from “beginning-to-end” of a course of treatment 
including specialty and sub-specialty physician services, and a full range of ancillary 
services.  A significant number of specialty hospitals also provide primary care, intensive care 
and emergency services.   
 
The protection of referrals to an entire hospital, and not just a “subdivision of a hospital,” was 
intended to prevent circumvention of the ban on referrals of laboratory services.  As originally 
enacted, “Stark I,” only prohibited referrals for laboratory services to facilities physician 
owned.14  It would be counter-intuitive to prohibit ownership of and referral to a laboratory, 
but permit ownership of and referral to a hospital subdivision that provided only laboratory 
                                                 
12 The hospital associations, however, claim otherwise by distorting AMA ethical opinion E-8.032.  They claim 
that it prohibits physician referrals to facilities in which they have an ownership interest unless there is a 
demonstrated need in the community.  (July 6, 2004 letter to members of Congress from the Federation of 
American Hospitals (FAH) and the American Hospital Association (AHA ))  The AMA quickly set the record 
straight, but the hospital associations continue to distort AMA policy.  (August 4, 2004 letters from Michael D. 
Maves, MD, MBA to House Energy and Commerce Committee, House Ways and Means Committee and Senate 
Finance Committee.)  Although a demonstrated need in the community is one ethical justification for a referral 
to a facility that one owns, it is a mischaracterization of AMA ethical opinion to state that it is the only 
justification.   
13  See generally 42 U.S.C. 1395nn., 42 CFR 411.350- 411.361, 42 U.S.C. 1320a-7b, and 42 CFR 1001.952. 
14 Public Law 101-239, December 19, 1989. 
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services.  The Centers for Medicare and Medicaid Services (CMS) (then HCFA) confirmed 
this intent in its 1992 proposed regulations interpreting the original Stark law.  CMS 
explained that the exception protected referrals when the physician’s ownership interest is in 
the entire hospital and “not merely a distinct part or department of the hospital, such as the 
laboratory.”15   
 
In the 1995 Final Rule, there is a protracted discussion of what constitutes a hospital and a 
distinct part or department of a hospital.16  CMS defined “hospital” for purposes of the Stark 
law as “any separate legally-organized operating entity plus any subsidiary, related, or other 
entities that perform services for the hospital’s patients and for which the hospital bills…”17  
A specialty hospital fits squarely within this definition.   
 
In 1993, Congress enacted legislation, referred to as “Stark II,” expanding the ban on 
physician referrals from just clinical laboratory services to an entire list of ancillary services 
referred to as “designated health services.”18   The hospital ownership exception was 
appropriately retained in Stark II, permitting physicians to refer patients to a hospital they 
own and where they practice medicine, but prohibiting referrals to a hospital “subdivision” 
they own.  Thus, the referring physician could still refer patients to a hospital he or she owns 
for a course of treatment, but not circumvent the intent of the prohibition by referring patients 
to a subdivision of a hospital that only provides one or more of the designated ancillary 
services.   
 
As noted, designated health services are ancillary services, not physician services.19   The 
Stark laws prevent referrals for ancillary services, not professional services performed 
by a physician.  Furthermore, the Stark laws specifically prohibit referrals of these services at 
locations where the referring physician is not directly involved in the care of the patient.  
Under the Stark laws, no referral restriction is imposed if the referring physician personally 
performs a service, even if it is an ancillary service that would otherwise be prohibited by the 
law.  There is also an exception for referrals of ancillary services rendered by another 
physician in the referring physician’s group practice, or supervised by that physician, as long 
as it is in the same building where the referring physician regularly practices or a centralized 
building used by the referring physician for some or all of the designated health services 
performed by the group practice.  Thus, the Stark laws prohibit physicians from making 
referrals for ancillary services at facilities where they do not practice and that provide only 
ancillary services.   
 

                                                 
15 57 Fed. Reg. 8588, 8598 (March 11, 1992). 
16 60 Fed. Reg. 41913, 41956 (August 14, 1995). 
17 60 Fed. Reg. at 41956-41957. 
18 Public Law 103-66, August 10, 1993. These ancillary services include clinical laboratory services, physical 
and occupational therapy, radiology services (including MRI, axial tomography, and ultrasound), radiation 
therapy services and supplies, durable medical equipment supplies (DME), parenteral/enteral nutrients, 
prosthetics/orthotics supplies, home health services, outpatient prescription drugs, and inpatient and outpatient 
hospital services.    
19 Radiation therapy and certain radiology services often encompass a professional component as well as a 
technical component, but there is no carve out for the professional service.  CMS notes, however, that in most 
cases these services will fall under the exceptions for physician service or will not be a referral because they are 
personally performed by the physician. 
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A specialty hospital is an entire hospital that provides a wide range of services for patients.  In 
addition, physicians who invest in these hospitals and refer patients to them also treat patients 
at the hospital.  Moreover, specialty hospitals do not provide only ancillary services.  As 
stated previously, specialty hospitals provide a spectrum of care, from “beginning-to-end” of 
a course of treatment, including specialty and sub-specialty physician services, a full range of 
ancillary services, and often including primary care, intensive care, and emergency services.  
Therefore, a specialty hospital is not equivalent to a hospital subdivision.  
 
There is no credible evidence that physicians are inappropriately referring their patients to 
specialty hospitals.  Physicians have an ethical and legal obligation to refer patients to the 
facility that best meets the needs of the individual patient.  The HHS study did not conclude 
that physicians who have an investment interest in a specialty hospital inappropriately refer 
patients.20   
 
In fact, it is disingenuous for the hospital industry to claim that physicians have a 
conflict of interest when many general hospitals engage in self-referral practices.  One 
hospital association claims that a “community hospital that tried to buy admissions in this way 
would be outlawed.”21  Ironically, however, general hospitals often channel patients to their 
facilities and services.  They do this mainly by acquiring primary care physician practices or 
by employing primary care physicians, and requiring those physicians to refer all of their 
patients to their facilities for certain services such as x-ray, laboratory, therapy, outpatient 
surgery, and inpatient admissions.  They also require such referrals by physicians under 
certain contractual arrangements or by adopting policies that require members of the medical 
staff to utilize their facilities (See Exhibit A). 
 
Hospitals value these controlled referral arrangements to such a degree that they maintain 
them despite the fact that many of the hospital owned primary care practices and other 
arrangements operate at a loss for the hospital.  The hospitals are frequently willing to 
subsidize these practices with profits derived from other departments and services provided 
by the hospital or health system.  Why?  It is clear that they only maintain these revenue-
losing groups to control referrals and avoid competition.  
 
The AMA is very concerned about efforts by hospitals and health systems to control 
physician referrals as they pose a number of significant concerns.  By dictating to whom 
physicians may refer, the hospital governing body or administration takes medical 
decision-making away from physicians.  This introduces financial concerns into the 
patient-physician relationship and can run counter to what the physician believes is in 
the best interest of the patient.  These hospital self-referral practices also limit patient 
choice. 
 
To reduce this interference in the patient-physician relationship, the AMA believes that 
disclosure requirements for physician self-referral, where applicable, should also apply to 
hospitals and integrated delivery systems that own medical practices, contract with group 

                                                 
20 CMS, supra note 6. 
21 Charles N. Kahn III, A Health-Care Loophole, Washington Times, February 3, 2005. 
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practices or faculty practice plans, or adopt policies requiring members of the medical staff to 
utilize their facilities and services.   
 
Despite claims by the hospital associations that physician ownership of specialty 
hospitals is a conflict of interest, the data does not support their assertions.  MedPAC 
found that overall utilization rates in communities with specialty hospitals were similar to 
utilization rates in other communities.  In addition, of the specialty hospitals identified by the 
GAO with some degree of physician ownership, the average share owned by an individual 
physician was less than two percent.  Of particular significance, the GAO found that the 
majority of physicians who provided services at specialty hospitals had no ownership interest 
in the facilities.  Overall, approximately 73 percent of physicians with admitting privileges at 
specialty hospitals were not investors in those hospitals.22  Therefore, the majority of 
physicians who admit patients to specialty hospitals receive no financial incentives to do so.  
Further, of those physicians who do have an ownership interest in the hospital, there is no 
evidence that their referrals are inappropriate or have increased utilization.   
 
 

COMPETITION SHOULD BE PROMOTED  
AND MARKET DISTORTIONS SHOULD BE ELIMINATED 

 
The AMA continues to have serious concerns about the tactics being employed by hospitals in 
their attempts to eliminate competition by prohibiting physician referrals to specialty hospitals 
in which they have an ownership interest.  The AMA believes that the growth in specialty 
hospitals is an appropriate market-based response to a mature health care delivery system and 
a logical response to incentives in the payment structure for certain services.  This type of 
market response will create an incentive for general hospitals to increase efficiencies to 
compete.  In fact, it already has.  Specialty hospitals have admittedly been a “wake-up” call 
for general hospitals in certain communities.23   
 
General hospitals are not suffering financially as a result of the growth of physician owned 
specialty hospitals.  MedPAC found that the financial impact on community hospitals in 
the markets where physician owned specialty hospitals are located has been limited.  
These hospitals have demonstrated financial performance comparable to other community 
hospitals.24  Another study found that general hospitals residing in markets with at least one 
specialty hospital actually have higher profit margins than those that do not compete with 
specialty hospitals.25   
 
The cross-subsidies that hospitals use from profitable services to provide unprofitable 
services should be eliminated by making payments adequate for all services.   The FTC, 
the DOJ, the Center for Studying Health System Change, and others believe there are inherent 
problems in using higher profits in certain areas of care to cross-subsidize uncompensated 
care and essential community services.  In the July 2004 FTC/DOJ Report on Competition 
and Health Care, Recommendation 3 states: 
                                                 
22 GAO, supra note 2. 
23 MedPAC, “MedPAC Report to the Congress: Physician-Owned Specialty Hospitals,” March 2005. 
24 Id. 
25 Schneider, et al., supra note 5. 
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Governments should reexamine the role of subsidies in health-care markets in 
light of their inefficiencies and the potential to distort competition. Health-care 
markets have numerous cross subsidies and indirect subsidies. Competitive 
markets compete away the higher prices and profits needed to sustain such 
subsidies. Competition cannot provide resources to those who lack them, and it 
does not work well when providers are expected to use higher profits in certain 
areas to cross-subsidize uncompensated care. In general, it is more efficient to 
provide subsidies directly to those who should receive them to ensure 
transparency.26 
 

Paul Ginsburg, president of the Center for Studying Health System Change offered the 
following theory at a recent conference on the topic of specialty hospitals: 
 

In a perfect world, competition might be the best system.  But if you have a lot of 
market distortions, competition may not make you better off, and you have to decide 
either not to have the competition, or work on fixing the distortions.27 

 
The AMA agrees and believes that pricing distortions that force hospitals to cross-subsidize 
should be eliminated so that competition can thrive.  Cross-subsidization is not the 
appropriate method to fund community health and medical services.  Support for specialty 
hospitals in no way diminishes the important role of the general hospital in the community.  
Emergency and safety net care are important and necessary aspects of hospital care.  To 
ensure that hospital payments better compensate for these services so that safety-net 
hospitals receive proper funding, HHS should make changes to the Medicare hospital 
prospective payment system to minimize the need for cross-subsidization and accurately 
reflect relative costs of hospital care.   
 
MedPAC recommends that CMS improve payment accuracy in the hospital inpatient 
prospective payment system (PPS) by refining the hospital Diagnosis Related Group (DRG) 
payments to more fully capture differences in severity of illness among patients, basing the 
DRG relative weights on the estimated cost of providing care rather than on charges, and 
basing the weights on the national average of hospitals’ relative values in each DRG.  
MedPAC also recommends that DRG relative weights be adjusted to account for differences 
in the prevalence of high cost outlier cases.28  The AMA supports such recommendations and 
believes that such payment changes will ensure full and fair competition in the market for 
hospital services.   
 
The AMA also believes that further policy changes are necessary to ensure continued 
provision of uncompensated care and to protect America’s public safety net hospitals.  
Nonprofit hospitals are exempt from federal and state income taxes and local property taxes 
and have access to tax-exempt financing to help support their provision of uncompensated 

                                                 
26 Federal Trade Commission and Department of Justice, Improving Health Care: A Dose of Competition, July 
23, 2004. 
27 Update Conference Report: Specialty Hospitals , Ambulatory Surgical Centers, and General Hospitals, 
Charting a Wise Public Policy Course, Health Affairs (May/June 2005). 
28 See MedPAC, supra, note 23. 
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care to patients.  Most nonprofit hospitals also receive Medicare and Medicaid 
Disproportionate Share Hospital (DSH) payments to help defray the costs of uncompensated 
care.  Specialty hospitals, most of which are for-profit entities, provide support to the 
community in various other ways.  In fact, according to findings from the CMS study, the 
total proportion of net revenue that specialty hospitals devote to both uncompensated care and 
taxes “significantly exceeds” the proportion of net revenues general hospitals devote to 
uncompensated care.29   
 
Public hospitals in the largest metropolitan areas are considered key safety-net hospitals.  
These hospitals make up only about 2% of all the nation’s hospitals, yet they provide more 
than 20% of all uncompensated care.  Safety-net hospitals provide a significant level of care 
to low-income, uninsured, and/or vulnerable populations.  Compared with other urban general 
hospitals, safety-net hospitals are nearly five times as likely to provide burn care, four times 
as likely to provide pediatric intensive care, and more than twice as likely to provide neonatal 
intensive care.  Safety-net hospitals are also more likely than other urban general hospitals to 
offer HIV/AIDS services, crisis prevention, psychiatric emergency care, and other specialty 
care. 
 
Safety-net hospitals rely on a variety of funding sources.  However, to finance the significant 
portion of uncompensated care, safety-net hospitals rely on local or state government 
subsidies, Medicaid and Medicare DSH payments, cost shifting, and other programs.  As a 
group, safety-net hospitals are in a precarious financial position because they are uniquely 
reliant on governmental sources of financing. 
 
The AMA recognizes the special mission of public hospitals and supports federal financial 
assistance for such hospitals, and believes that where special consideration for public 
hospitals is justified in the form of national or state financial assistance, it should be 
implemented.  CMS should correct the flawed methodology for allocating DSH payments 
to help ensure the financial viability of safety-net hospitals so they can continue to 
provide access to health care for indigent patients.   In addition, the current reporting 
mechanism should be modified to accurately monitor the provision of care by hospitals to 
economically disadvantaged patients so that policies and programs targeted to support the 
safety net and the populations these hospitals serve can be reviewed for effectiveness.  
Medicare and Medicaid subsidies and contracts related to the care of economically 
disadvantaged patients should be sufficiently allocated to hospitals on the basis of their 
service to this population in order to prevent the loss of services provided by these facilities.   
 
 

CONCLUSION 
 
There is no evidence that general hospitals are suffering as a result of the growth of physician 
owned specialty hospitals.  Specialty hospitals increase competition in the hospital industry 
and provide patients with more choice – forcing existing hospitals to innovate to keep 
consumers coming to them.  This is a win-win situation for patients.  Supporting health 

                                                 
29 CMS, supra note 6. 
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delivery innovations that enhance the value of health care for patients is the only way to truly 
improve quality of care while reigning in health care costs.   
 
Based on the MedPAC, CMS and FTC/DOJ findings and recommendations, the AMA 
recommends the following: 
• Patients will be better served if Congress does not act to extend the moratorium on 

physician referrals to specialty hospitals in which they have an ownership interest. 
• CMS should make payment and policy changes outlined above to eliminate pricing 

distortions in the market for hospital services.   
• While these payment and policy changes take effect, MedPAC, HHS and others 

should continue to monitor specialty hospitals and the impact on general hospitals 
and patient care, not stifle healthy competition. 

 
 
 

_________________________ 
 
 
We appreciate the opportunity to testify on this important issue.  We urge the Subcommittee 
and the Senate to consider the recommendations we have discussed today.  We are happy to 
work with Congress as it considers these important matters.  
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