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This study outlines the relationship betwesn
nonorofit, prepaid health plans and for profit
entities affiliated with them. Affiliated enti-
ties are those connected with the plan by
common directors, officers, and/or owners.
The study also outlines the flow of funds
from the prepaid plans to the affisiated enti-
ties under contractual agreements.
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PRERFACE
SREIAVS

This staff study was prepared in response tc a request
of June 1, 1976, from the Acting Chairman, Permanent Subcom-
mittee on Investigations, Senate Committee on Government
Operations, for information on the corporate structures of
certain prepaid health plans (PHPs) with contracts to pro-
vide medical services to Medicaid recipients in California.
Specifically, the request asked for

~--the names of the officers and directors of five
listed PHPs;

--the names of the officers, directors, and share-
holders (if possible) of the firms which subcontracted
with these PHPs; and

-~the percentage of these PHPs' gross receip:s which
flow to each subcontractor.

We prepared charts, included in the body of this staff study,
which provide this information. (See.chs. 2 thiough 6.)

The information on the PHPs and ctheir subcontractors
was obtained primarily from documents given to us by these
entities. The documents included contracts, subcontracts,
financial reports, and accounting records. We did not
attempt to verify the information contain2d in these docu-
ments. Some of the financial data had been audited by
independent accounting firms. The financial data that had
been audited is identified in either the charts or the ac-
companying written material. The Chairman also asked us
to determine the extent to which _he California Department
of Health {the State's Medicaid Agency) and the Department
of Health, Education, and Welfare (HEW) had enforced their
regulations regarding approval of PHP subcontracts. This
information is provided in chapter 7.

As requested by the Chairman's office, we 4id not
obtain comments on the information included in this staff
study from HEW, the California Department of Health, or
the five PHPs.

- — '(‘Z£/£~A»¢t71

Gregofly J¥ ahart
Director
Human Resources Division
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CHAPTER 1

INTRODUCTION

In 1967 the California State Legislature authorized the
California Department of Health (the State agency) to under-
take pilot projects to explore the feasibility of different
methods of providing health care services and to determine
the most efficient manner of providing such services. From
1968 through 1971, the State agency awarded several contracts
for these projects to determine whether prepayment plans
with medical group practices could provide efficient and
economical health care services under Medicaid. The State's
preliminary evaluaticns or these projects indicated that
such an approach was feasible and that significant cost
savings could be achieved. The State Legislature then
authorized the use of prepaid health plans (PHPs) by the
Medicaid program.

STATE LAWS RELATING TO PREPAID HEALTH PLANS

The Medi-Cal Reform Act, pissed by California in 1971,
provided for contrarting with groups of medical providers
to supply services on a prepaid basis to Medicaid recipients.
The law stipulated that PHPs would provide or arrange for
health care services for persons who voluntarily enroll and
are eligible for California's public assistance programs.
In turn, the State pays PHPs a fixed monthly premium per
enrollee for providing hedlth care services.

The California Legislature consolidated all prepaid
health-related statutes into a new chapter of the State's
Welfare and Institutions Code by enacting the Waxman-Duffy
Prepaid Health Plan Act, effective July 1, 1973. The
Waxman-Duffy Act defined a PHP as:

"k * * any carrier or association of providers

of medical and health services who agree with

the [California] Department of Health to furnish

directly or indirectly health services to [Medi-

caid] beneficiaries on a predetermined periodic —
rate basis.”

Carriers, as defined by the act, include private
insurance companies, medical societies, associations of
insurers, nonprofit hospital service plans, courty hospital
systems, and profit or nonprofit persons or organizations.



The waxman-Duffy Act specified that a PHP must provide,
as a minimum, the followiig health care benefits

--physician services,

--hospital inpatient and outpatient services,
--laboratory and X-ray services,
--prescription drugs, and

--skilled nursing home care.

The legislature's intent in creating PHPs, as defined
in the Waxman-Duffy Act, was o

--gncourage the development of more efficient delivery
of nealth care to Medicaid recipients,

--reduze the inflatiocnary costs of health care,

--improve the gquality of medical services to eligible
anrollees, and

--reduce the administrative costs of operating Medicaid.

PHPs, in order to operate in California, must also meet
the requirements of the State Knox-Mills Health Pian Act,
enacted in 1970, which covers all entities providing prepaid
health care to residents of California. This act established
tangible net equity requirements for organizations operating
as PHPs which ranged from $10,000 for plans serving 2,500 or
fewer families to $30,000 for those serving over 5,5L0
families. Additional reserves were required if PHPs providea
more than 10 percent of their services on a fee-for-service
basis with noncontracting providers. The Knox~Mills Act pro-~-
hivited PHPs from expending an excessive amcunt of their pre-
mium revenue for administrative costs.

In 1974, the California Legislature am2nded the Knox-
Mills Act to impose additional recuirements and prohibitions
on PHPs. The amendments increased the tangible net equity
requirement for plans serving more than 10,000 families.
Plans serving from 10,001 to 20,000 families must have
$40,000 in tangible net equity. This requirement increases
on a sliding scale to $370,000 for plans serving more than
500,000 families. The act also provided the State Attorney
General with access to the pooks and records of PHPs and
any maintained for them by management firms.

2
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In 1375, the California Legislature amended the State’s
Welfare aand Institev~ions Code, which governs the Medicaid
program, to place adiitional requirements on thc PHP progran.
These amendments provided that:

1. Each PHP subcontract must require the subcontractor
to make all of its books and records ralati.g to ciz
subcontract available to the State agency.

2. PHP subcontracts are public records as well us tin
names of the subccntractors' officers and stcan:

hclders.

3. Financial reports which the PHPs are requirec co
file with the State agency are public recorw:

STATE MEDICAIL #H»> CONTRACT PROVISIONS
RELCATING TO SUBCONTRACTING

The State's Medicaid PHP contracts require pPHPs ta sub-
mit to the State agency for prior approval all sukbcrntracts
for health care, management, marketing, or suppor’. services.
Subcontracts "with associated companies 1/ must provide the

1/an assnciated company .s defined in the PHP contracts as:

“* * %3 company or person that, directly or
indirectly, -through one or more intermediaries.
controls, or is controlled by, or is under com-
mon control with, the PHP."

Control is defined as: i

»x % *the possession, directly or indirectly,

of the power to direct or cause the direction

of the management of the policies of a PHP,

whether -uch power is exercised through one

oz more intermediary companies, alone, in

conjunction with, or pursuant to an agreement, o
and whether such power is established through - -
a majority or minority ownership or voting of

securities, common directors, officers or

stockholders, voting trusts, holding trusts,

associated companies, contract, or any other.

diract or indirect means.”

As used in this study, the term "affiliated firms" is
analogous to associated companies.



State with access to the books and records of the subcon-
tractor relating to the subcontract and require the subcoa-
tractor to provide, when requested, financial reports re-
levant to the disposition of funds paid to the subcontractor,
The PHP contracts also require that the PHP have an annual
audit performed by an independent certified accounting firm
and that the audit report fully disclose the crganizationai
relationship(s) r:tween the PHP and the asscciated company
(ies) contracting with the PHP as well as an analysis of
payments to each associated company by type of service
rendered.

HEW REGULATIONS RELATING TO PHPsS

HEW reculations in effert ~-ior to August 1975 provided
little guidance on contracting with PHFs. These reaulations
required that (1) the State specify the amount of the pre-
mium, the services covered, and the t=rm of the contract,
(2) the premium payment fully dischacged the State from
responsipbility for the costs of the covered services, (3)
the premium amount and/or covered services be periodically
renegotiated, and (4) the State require the PHP to maintain
and provide such records and reports necessacy for the State
to meet Federal reporting requirements. The State, in ordeg
to obtain Federal sharing, had to pay PHP premiums which did
not exceed the cost of providing the same services under the
fee-for-service system. Prior approval by HEW of PHP con-
tracts was not required.

These regulations were tevised, effective August 9, 1975,
to place a number of new regquirements on States that contract
with PHPs. These new reqguirements included such things as
control over PHP enrollment and disenrollment practicas, that
services be available on a 24-hour, 7-day-a-week emergency
basis, internal greivance procedures, and a medical record-
keeping system. The regulations also expanded the access to
records requirements by stipulating that the 3tate and HEW
have the right to inspect and evaluate the gquality, appro-
priateness, and timeliness of services provided and audit and
inspect any books and rzcords of the PHP which relate to the
contract. Tne State «.50 had to provide HEW with the actua-
rial basis for tie premium determination and HEW reguired
prior approval of contracts with expected values over $100,000.

PRIOR GAQ REPORTS GOF CALIFORNIA'S
MEDICAID PHP PROGRAM

GAO issued two .eports to the Chairman, Committee on
Finance, United States Senate, on California's Medicaid
PHP program. Tne reports were:



~-Better Controls Needed for Health Maintenance
Organizations Under Medicaid irn California,
B-164031(3), September 10, 1974.

~-Deficiencies in Determining Payments to Prepaid
Heaith Plans Under California‘s Medicaid Program,
MWD-76-15, August 26, 1975.

These reports contained a number of recommerdations designed
to improve the use of PHPs under Medicaid.

SCOPE OF STUDY

e

As requested, we studied the following five PHPs:
--Consolidated Medical Systems, Ltd. (CM3);
--Harbor Health Services (HHS);

--Omni-Rx Health Care, Inc. (OHC);

~-Family Health Program, Inc. (FHP); and

-=-aAmer ican Heélth Cafe Plan, Inc. (AHCP).

We examined the contracts between the State and the PHPs
and documents relating to the PHPs' subcontracts. Docunents
provided to us by the PHPs and/or the subcontractors included
such material as the subcontracts, financial reports and ac- -
counting records of the PHPs and their subcontractors, and
articles of incorporation and partnership agreements of the
PHPs and their subcontractors. We did not attempt to verify
the infeormation provided by the PHPs and their subcontractors.
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CHAPTER 2
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CONSOLIDATED MEDICAL SYSTEMS, LTD.

Consolidated Medical Systems, Ltd. (CMS) is a nonprofit,
tax exempt PHP which receives about 93 percent of its reve-
nues from the State to provide services to Medicaid recipi-
ents. CMS contracts with affiliated firms for virtually all
the services required by its Medicaid contract.

HMC Intorcnational is the for profit firm under whose
umbrella CMS and its affiliated contractors operate. HMO
International, in a letter to us dated July 16, 1976, stated:

*In 1971 the State of Califrrnia Department
of Health (then the Department of Health Care
Services) beyan accepting applications for con-
tracts to provide [Medicaid] benefits on a pre-
paid basis, and HMOI [BMO International] inquired
of the Department whether HMOI, a for-profit lay
corporation, could be considered for such a con-
tract. The Department indicated that it per-
ferred to contract with a noanprofit corporation
under the prepaid [Medicaid] program, and this
preference was so strong that HMOI abandoned its
efforts to apply for such a contract itself. In-
stead, HMOI sponsored the incerporation of CMS, Ltd.
HMOI's directors were the incorporators and first
members and directors of CMS, Ltd. HMOI's senior
officers became the officers of CMS, Ltd. EMOI
paid the legal, accounting and incorporation filing
fees to incorporate CMS, Ltd. HMOI loaned CMS,
Ltd. $30,000 evidenced by CMS, Ltd.'s subordinated
promissory note btearing 6% interest in order to
permit CMS, Ltd. to meet legal tangible net equity
requirements under the Califoraia statute then
governing prepaid health care contractors. HMOI
paid otner expenses of CMS, Ltd. without reimburse-
ment. After CMS, Ltd.'s organization, capitaliza-
tion and registration under the [Knox-Mills]
statute, HMOI prepared CMS, Ltd.'s application for
-a—peepaid -[Medicaid] contract which was sub-
sequently accepted.”

CMs is affiliated with several organizations which,
because of common management, common ownership, and
mutual operational. dependence, operate under the umbrella
of a "health maintenance organization.” The following legal



entities are included in the "health maintenance organiza-
tion": (1) CMS; (2) HMO International and subsidiaries;
{3) California Medical Group Health Plan Inc., a profes-
sional medical corporation; and (4) California Medical
Group, a professional medical partnership. There if no
parent-subsidiary relationship among the four entities.

The entities, however, are considered affiliates bhecause

of common ownership and/or common management. CMS and

its affiliates are mutually dependent upon each other for
their operations. To enable the various nrganizations to
maintain separate identities, there are various written and
orzal contracts between the entities. Three individuals
owning 97 percent of California Medical Group and 97 per-
cant of California Medical Group Health Plan also own ap-
proximately 30 percent of HMO International and are repres-
ented on the board of directors of other entities includ:ng
CMS.

In April 1976, HMO Internatiounal entered into an agree-
ment, subject to approval of its shareholders, under which
it would buy the California Medical Group from its four
partners and the California Medical Group Health Plan from
its four owners (the same individuals). The contemplated end
result of the reorganizaticn would . he that the for profit
California Medical Group Health Plan would be the organiza-
tion which would, as a subsidiary of HMO International,
contract with the State. (M5 and the California Medical
Group would be dissolved and their functions assumed by
California Medical Group Health Plan.

.
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CHART I--CMS's CORPORATE INTERRELATIONSHIP WITH
AFFILIATES AND SUBSIDIARIES, INCLUDING BOARD OF
DIRECTORS AND PRINCIPAL OFFICERS

All of the firms shown on Chart I are affiliated because
of common directors, officers, and/or owners. BMO Interna-
tional is the principal entity with control over the other
firms. CMS is contractually tied to the other firms except

in the fcl owing four cases:

--Health Incorporated has no direct ties to CMS but
is a corporate shell which was to be used by HMO
International for qualification as an HMO under the
Health Maintenance Organization Act of 1973 (P.L.
93-222).

--Coastal Insurance Company no longer has contractual
ties with CMS and is under conservatorship. At one
time, this firm provided insurance to CMS' medical
providers.

--Metromed Health Plan, Inc. has no contractual ties
with CMS. It i a nonprofit firm organized in New
York to provide prepaid health care. 1t was organized

- by one of the.founders of CHMS and HMO International
and recently received a §1 million grant from HEW
under the HMO Act. Under the planned recrganization
of HMO International (discussed on p. 7), Metromed

- would no longér ‘be an affiliated firm.

--HMO Systems has no contractual ties with CMS. It is
a wholly owvned subisdiary of HMQO Irnternational which
was to be used to gualify under the HMO Act.
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CHART II--CMS'S INTERCOMPANY AGREEMENTS

This chart depicts the contractual ties between CMS and
affiliated firms. These ties are quite complex with funds
flowing through several affiliated firms in some instances.
In fact, the ccntractual obligations became so complex, two
clarifying agreements were needed to interpret the relation-
ships.

The chart shows that HMO International provides CMS
with administrative and management services, Pharmaceutix
provides drugs, and the California Medical Group is respon-
sible, either directly or indirectly, for providing all
other medical services. The California Medical Group con-
tracts with Medicalab Management Corporation for laboratory
and X-ray services and Coastal Insurance (Bermuda) Limited
for malpractice insurance. California Medical Group Health
Plan provides optometrist and dental services.

CMS, Pharmaceutix, California Medical Group, and
California Medical Grour Health Plan all contract with HMO
International for administrative and management services
for a percentage of tneir revenues.

11
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ING FUNDS AFTER MEETING CALIFGRNIA MEDICAL GROUP (CMG) gag12 2
CONTRACTUAL AGREEMENTS 2adle o
FERNAL CXpEN ¢ — e+ e ¢ m—— . g2als ¢
) BUILDING LEASE AGREEMENT i8¢ ¥z
H 27167 - 113007 g;‘; 5 3
PAYS ITS PRO RATA SHARE MANAGEMENT SERVICES AGREEMENT weald 3
S OBLIGATIONS UNDER ITS AND EQUIPMENT LEASE -0a T
SMENT SERVICES AGREEMENT . — T
#0 INTERNATIONAL . 151170 - 4/30/50)
. PASS THROUGH GNLY ' — ——— ————
. UNOS PASS THROUGH ONL + | MEDICALAB MANAGEMENT
: CORPORATION
em—— l ACAUNISTRATIVE T [ l o0 - -
. - RLZEZE) | $1.383PER MONTH + 2 6% PER
1

LABORATOR'? AND X-RAY

- 14300721 LABATORY SERVICES AGREEMENT 50% OF GROSS CHARGES
AMENDMENT 1 10/2/72 . 2 =
AMENDMENT 2 12/9/74 1598/ r

© MALPRACTICE INSURANCE SERVICE AG LS 20% OF GFROSS CHARGES

)
&1 76 -61 I 181971 ]
’ . . - . . f .

$614 08t ANNUAL STANDARD PREMIUM WITH RETROSPECT VE RATING PLAN WITH MINIMUM PREMIUM OF S507 347 AND MAX IMUM
PREMIUM OF $2 JMILLION (LIMITS ON LIABILITYIST MILLION PER OCCURENCE AND S2 MILLION ANNUAL AGSREGATE
—
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CHART III--CMS'S SIMPLIFIED CASH FLOW IN
MEDICAID CAPITATION PROGRAM

Chart III shows that about 5 percent >f the Medicaid
funds received by CMS is retained for internal expenses and
the remainder flows to affiliated for profit firms.
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SIMPLIFIED CAS

1
| DEPARTMENT
!

OF HEALTH

FTTTT T
1
| &R
| v
1
-

—

WELLS FARGQ BANK

——— e e — . ——— —

100% OF CAPITATION

ADVANCE PAY JENT COR ALL
CAP*TATED INDIVIDUALS CERTIFICATE
OF DEPOSIT 30 DAYS IN ADVANCE
INTEREST ACCRUES TO CONSOLIDATED

m———m e —— —

CONSOLIDATED MEDICAL 5YST Evet

MEDICAL SYSTEMS LTD P OO M R v ——
1
H
I
I -
|
10% OF CAPITA L ION L
ADMINISTRATIVE
SERVICES 3
MANAGEMENT SERVICES
+6% OF CARITATION SZIEMO PER ELIGI®L
I HMO INTERNATIONAL PHARBIACEUTIX INC.

PSS ——

5 AYAINTS TO MMO INTERNA TIONAL ARE LIMITED TO 10% OF THE PER CAP1TA
PREMIUM RATES INM EFFECT FOR CMS AS OF 4,30/ 73 (INCREASES IN PER CAPITA
PREMIUMS AFTER THAT DATE DID NOT RESULT IN ILCREASED PAVMENTS TC
HMO INTERNATIONAL

- e o INDICATES NOT FOR PROFIT
— — ——— NOICATES FOR PROFIT
i i ARROWS INDICATE DVRECTION FUNDS FLOW



:DICAL SYSTEMS LTD.

DICAID CAPiTATION PROGRAM

ABOUT §%
CAPITATION

5
BOARD OF DIRECTORS
ATTORNEYS - LEGAL
AUDITORS, MARKETING
AND OTHER

————

S

—_——————————— e e ey

e
4
FFERENCE BETWEEN 100%
APITATION AND SUM OF
ITEMS 1,2,3.4, ANL. 5

\ ¥ T

A MEDICAL GROUP
4
$1.00 FOR DPTOMETRIST PER
ELIGIBLE $1.49 FOR DENTAL

COVERAGE ”ER ELIGIBLE

f CALIFORNIA MEDICAL
| GROUP HEALTH PLAN INC.

—

CHART il

EXPLANATIONS:

TEN PERCENT OF GROSS PREMIUMS RECEIVED BY
CMS LTD FROM STATE OF CALIFORNIA

HMQ TO PROVIDE COMPLETE ADMINISTRATIVE SERVICE
TOCMS LTD HMO TOPROVIDE PERSONNEL FACILITIES
AND EQUIPMENT AT HMO § PRINCIPLE OFFICE ~«MD TO
PRO* i\DE ACCOUNTING AUDITING BOOKKEEP %G AND
FINANCIAL ADVISORY SERVICES

HMO TO MAINTAIN ALL OF CMS LTD RECORDS

FORMS FOR SUBCONTRACTING ESTABLISH DiSTRIBUTE
AND MAINTAIN SYSTEM J1ANUALS

HMO TO INSPECT APFROVE OISAPPAOVE PROVIDERS

TEN PERCENT OF GRCSS PREMIUMS RECEIVED BY
CMS LTD FROM STATE OF CALIFORNIA

HMO TO PROVIDE COMPLETE MANAGEMENT SEAVICES
TOCMSLTD

A NEGOTIATION & RENEGOTIATION OF STATE CONTRACY
ORGANIZATION, EVALUATION AND SUPERVISION OF THE
STRUCTURE QF THE SERVICES CMS IS REQUIRED TO PROVIDE
COOROINATION AND LIASON

SELECTION AND IMPLEMENTATION OF PROCEDURES FOR THE
ENROLLMENT OF ELIGISLE BENEVICIARIES

PLANNING AND PROJECTION OF POTENT AL AREAS OF
GROWTH

ANY MANAGEMENT FUNCTIONS CMS MAY NZED

“ Mmoo ®

$2.3S/MONTH PER ELIGIFLE ENROLLED BENEFICIARY

PHARMACE JTIX TO FURNISH PREMISES WHERE THE
PRACFESSIQON OF PHARMACY 1S PRACTICED
PHAHMACEUTIX TO OPERATE PHARMACIES AND EMPLOY
PHARMACISTS

PHARMACEUTIX TO MAINTAIN MALPRACTICE LIABILITY
AND WORKXMEN S COMPENSATION INSURANCE

$2.49/MONTH PER ELIGIBLE ENROLLED BENEFICIARIES

CAPITATION FOR OPTOMETRY AND DENTAL
COVERAGE PAID TO CALIFORNIA MEDICAL GROUP
HEALTH PLAN INC

ABOUT 5% OF GROSS PREMIUM RECEIVED
RY CMS LTD FROM STATE OF CALIFORNIA

TOCOVER ATTORNEYS LEGAL FEES AUDITORS MARKETING
AND OTHER RELATED EXPENSES

DIFFERENCE BETWEEN 100% CAPITATION
AND THE SUM OF 1, 2 3 4, AND 5 ABOVE

CALIFORNIA MEDICAL GROUP (CMG) TO PROVIDE

THME FOLLOWING SERVICES TO ENROLLES AT

19 LOCATIONS

1 OUT PATIENT SERVICES

2 OUT PAT.enT LABORATORY AND X -RAY
SERVICES

31 EYEGLASSES

4) 28 HOUR SMERGENCY SERVICES

$) WIME MEALT 4 CARE SERAVICES

6) PROSTHETICS AND ORTHOTIC DEVICES
HEARING AID aND DURABLE EQUIPMENT

7t HOSPITAL ANC NURSING HOME IMPATIENT
SERVICES
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CHART IV--CMS'S AGREEMENTS WITH PROVIDERS--
BASIS FOR REIMBURSEMENT

As shown by Chart II, CMS contracts with the California
Medical Group for all health services except for prescrip-
tion drugs, optometrist, and dental services. Chart IV shows
how the Califorwia Medical Group contracts for the services
it does not directly provide. None of the providers are
affiliated firms ex-eopt for Medicalab Management Corp.,
which has a direct contract for outpatient laborato:y and
X-ray services and indirectly provides inpatient laboratory
and X-ray services through contracts with some of the
hospitals the California Medical Group contracts with.

Chart IV also shows how CMS receives computer services.
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VARICUS CONY ALESCENT HOSPITALS--
NURSING #/OME - TYPE FACILITIES

AGREEMENTS WITH

D
YN
DR. DAVID M. BROTMAN
WMEMORIAL HOSPITAL - PRQVIDED .
$190 PER PATIENT DAY -
EQUAL SHARING OF
PATIENT COSTS IN
EXCESS OF $250 PER DAY U wesmitan.z
- EX: )
\ $185 PER PATIENT DAY EQUAL SHARING
GARFIELD HOSPITAL OF AVERAGE PATIENT COST IN EXCESS
OF $260 - 70% SHARING BY CMG
L FOR PATIENT CHARGES IN EXCESS OF $300 Y oseiraez
- ~175
CLINICA LaBORATORY AGREEMENT
PAHAMONT GENERAL HOSPITAL —
CLINICAL LABORATOAY AGREEMENT sen €3
416770 ADDENOUM 1 111HT3 [%‘ L
Sustg,
e R ™
- Fon
PATHOLOGY 1 ABORATORY AGREEMENT P [
priz S3CtuTag AR
E Of SEHWCES
] v
v, L \
F3
£E5 roq o
DOCTORS® HOSFITAL OF LAKEWOOD
ZLINSCAL LABORATORY
“l;aggu'éut BORATO PERCENTAGE OF CUSTOMARY LOCAL FEES FOR COMPARABLE SERVICES U/
[YF 3
INTELLECTRON INTERNATIONAL, INC.
MEMSERSHIP SYSTEMS -
DESIGN  3/1/76
TRACOR COMPUTING CORPORATION COMPUTER TIME & KEYPUNCH
1173

HMO tHTERNATIONAL,



ED MED CAL SYSTEMS LTD.

PROVIDERS - BASIS FOR REIMBURSEMENT

A MEDICAL GROUP {CMG)
A PARTNERSHIP

HOSPITALIZATION AGREEMENT
21178

AE SERVICES)

Y
§175PER PATIENT DA

£200 PER PATIENT DA « EQUAL SHARING OF

CHART IV

MARINA MERCY HOSPITAL

WESTMINISTER COMMUNITY HOSPITAL

HOSPMTALIZATION T AMOU .7 IN EXCESS OF $240 PER DAY R
701178 -
INTERIM RATE $185PER PATIENT DAY
CMG GUARANTEES 360 PATIENT - DAYS LOS ALTOS HOSPITAL
PER QUARTER PAYABLE @ 120 PATIENT - INATIONAL MEDICAL HOSPITAL
[
O 32000 eCN MONTH OR 120 » S185 y OF LONG BEACH, INC.}
- p—

HOSPITALIZATION T
1S

OUT PATIENT _ASORATORY
AND X-RAY SERVICES PAID
AT PEACENTAGE OF

RY CHARGES

\ 4
MANAGEMENT CORP. ‘ o

PERCENTAGE OF CUSTOMARY LOCAL FEES FOR COMPARABLE SERVICES LY/

CLINICAL LABORATORY AGRE EMENT
78170

CERRITOS GARDENS
GENERAL HOSPITAL

CLINICAL LABORATORY AGREEMENT
4/6/70

PATHOLOGY LABORATORY AGREEMENT
924/

DOMINGUEZ VALLEY HOSPITAL
INATIONAL MEDICAL HOSPITAL
OF COMPTON, INC.)

CLINICAL LABORATORY AGREEMENT
7/8170

HAMULAS ARE COMPLEX AND SHOWLO BE
ERESTED PARTIES.

CONSOLIDATED MEDICAL
— DTS TD

COMPUTER SOF TWARE
SUPPORT SERVICES
19172

HEALTH MANAGEMENT SYSTEMS, INC.
(NOW CALLED HAS, A DIVISION OF
BERGE! - BRUNSWIG CORPORATION}

REIMBURSEMENT 8ASED ON PERCENTAGE
OF CAMTATION RECEIVED BY CMS. LTD
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CHART V--CMS' AND AFFILIATED FIRMS' REVENUE AND
EXPENSES FOR THE YEAR ENDING APRIL 30, 1976 (UNAUDITED)

Cnart V depicts the revenues and expenses of CMS and
affiliated firms. The data was provided by CMS and/or the
afiiliated firms and was not wverified by us. The data had
not been audited by an independent accounting firm.

All cf CMS's revenue was used to cover its internal
costs and contractual obligations. Profits of the affiliated
firms ranged from less than 0.1 percent of revenues for the
California Medical Group Health Plan to 18.5 percent for HMO
International. <Coastal Insurance (Bermuda) Limited set aside
97.7 percent of its revenue as a premium reserve.

while these affiliated fi:ms have revenues from sources
other than CMS, CM3's payments to its affiliates rerresent
substantial percentages of their total revenues. Pharmaceu-
tix received about 73 percent of its total revenues from
CMS. HMO International received about 41 percent of its
total revenues from CMS directly and received additional
funds indirectly from CMS through its management agreements
with other affiliates which contract with CMS. The Califor-
nia Medical Group obtained about 68 percent of its total
revenues from CMS5 and California Medical Group Health Plan
about 17 peccent. Coastal Insurance (Bermuda) received all
of its premium revenues from the California Medical Grouo
and thus, indirectly got about 68 percent of its revenues
from CMS. Finally, Medicalab Management Corporation ob-
tained about 24 percent of its income from CMS through its
contract with the California Medical Group and additional
funds frc.. CMS through contracts with hospitals that con-
tract with tne California Medical Group.
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REVENUES
TOTAL REVENUES: $25,743,000

COMMERCIAL PREMIUMS
$671 000

MEDICARE O ax
$1.084 000 INTEREST
$108 000

9%

PREPAID MEDICAID PREMIUMS
$23 880 000

PHARMACEUTIX INC. MEDICALAB MANAGEMENT CORP .
TOTAL REVENUE: 32,398,469 TOTAL REVENUE: 556,928,643

GTMER EXPENSES \
$1022383 MANAGEMENT
B PROF ESSIONA
RENT AND SALARIES AND ERvices
EQUIPMENT COSTS RENTAL COSTS $1 245688
$66.000 $703 289 i

NET INCOME /

BEFORE TAXES
B 674

S39%
SALARIES AND RELATED COSTS
33 197 83t

REVENUE

C‘OAS‘ TAl

[:3: 3
NET 1NCOM
BEFORE TAX
S84

1y BO% NETINCOME BEFORE TAXES 476 058
As 58% INTER COMPANY RENT AND

INSURANCE EXPEMSES 5345 569

*, 54% RENT AND OCCUPANCY 5317977

I r% OQTHER EXPENSES 3216 847

5 22% PROFESSIONAL OUTSIDE SERVICES 178523



D MEDICAL SYSTEMS LTD.

S FOR CMS LTD. AND AFFILIATES
ENDED APRIL 30, 1976
IAUDITED)
EXPENSES

’ TOTAL EXPENSES: 525,743,000

16%
MANAGEMENT FEES
{PAID TO HMO INTL.]
$4.109 000

CHART V

OPTOMETRY AND DENTAL COSTS

(PAI1D TO CMG HPY
$1.798 000

COSTS
{PAID TO PHARMACEUTIX, INC)
§1 755.000

ENROLLMENT
(MARKETING)
$1037 000

k]

&65%
MEDICAL COSTS (PAID TO CMG}
$16.690 000

JA) LIMITED
1% TOTAL REVENUE: $10,817,221

v

AEDICAL PROFESSIONAL
SERVICES

157%
SALARIES AND
RELATED EXP
$1.594 537

15 9%
OTHER

EXPENSES

$1 $97.088

QUTSIDE
SERVICES
$1 500 963

18 5%
NET INCOME

BEFORE TAXES
$1,858.531

N 56 1%
TICE 380% INTERCOMPANY MEDICAL
SALARY AND RELATED COSTS £XPENSES
$3.815018 <6 066 782
NTERCOMPANY EXPENSES s 27962 19/ 8.3%  RENT AND OQCCUPANCY
HAECY MEDICAL AND MEDICAL Tiy 56% OTHER EXPENSES
ROFESSIONAL SERVICES SE34 725 137 08%  NET INCOME BEFOQRE TAXES
ROFESSIONAL OUTSIDE SERVICES
WD OTHER EXPENSES $391,518
NET INMCOME BEFORE TAXES s 199

HMO INTERNATIONAL - -  CALIFORNIA MEDICAL GROUP HEALTH PLAN
TOTAL REVENUE: $10,048 347

'R\ RENT OCCUPANCY.
LEGAL, AND AUDIT
00e

CALIFORNIA MEDICAL GROUP
TOTAL REVENUE: $24,364.945

9 5%
INTERCOMPANY
EXPINSES
$£2.310.745

27 4%

SALARIES AND

RELATED E XPENSES
667 64

43 €%
ONIECT MEDICAL EXPENSES
AND PROFESSIONAL SERVICES
St 841382
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COMPENSATION RECEIVED BY DIRECTORS AND OFFICERS

OF CMS AND AFFILIATED FIRMS

The following table lists the compensation received

during the period May 1, 1975, through April 30, 1976, by
the directors and officers of CMS and affiliated firms paid
by HMO International and its affiliates.

Same
Angus A. Scott
Jerry whitacre
Elliot Wolff
Stuart Kaiser, Jr.
Mary Ann Wickes
Connie Zastoupil
Walter Losk
Anthonry Armino
Robert Bunker
pob Jensen
Dave Burowsky

{note b) )
Donald Kelly, MD

Norman Jones
Jonn Penland

{nate d)
Ricnard Keatinge

Alex Aronotf

David Holl, MD
Alberto Hidalgo, "D
goris Levin, MD

Robert Daniels

Position

fresident, HMO International

and Pres. & Chief Exec., CM5

Vice President, HMO Interna-
tional

Vice President, HMO
Interrational

Vice President, HMO
International

Vice President, HMO
International

Vice President, HMO
International

Vice President, HMO
International

Senior Vice President, HMO
International

Treasurer

Not known

Not known

. Former President, HMO

International

Member, Board of Directors,
HMO International

Member, Board of- Directors,
HMO Intecznational

Foraer President, HMO
Internaticnal

Member, Board of Directors,
CMs

MGT Corporation

Former President--Medicalab

Partner, California Medical
Group

Partner, California Medical
Group .

Partnrer, Calitornia Medical
Group

Not known

Affiliates
HBMOI of HMOI
$ 64,235 $ 2,822
59,746 -
37,540 a’1l,650
43,158 -
42,496 -
33,516 a/3,731
39,562 -
33,996 -
35,901 -
6,163 -
17,000 -
121,750 c/ 38,246
6,839 -
231,868 -
- 3,500
55,730 -
- €/90,996
- c/82,831
- ©/93,996
9,595

a/Entize salary will pe paid by HMU International in FY 1977.

b/Also received $17;luu tor legal services and 36,893 for travel expenses.

Total

$ 67,057
59,746
49,190
43,158
42,496
37.547
39,562
33,996
35,901

6,163
17,000

159,996
6,839
231,864
3,500
55,73u
90,996
82,831

93,996
9,59

c/These amounts consist of salaries and indirect remuneration from California Medical

Group, a partnership.
partnership profits,

Donald Kelly, ™D

David Moll, MD

d/Employment terminated 9/30/76.

These amounts do not 1aclude distributive shares 1n

if any. (We did not get the i1ntormation necessary to
determine profit distribution).
Californra Medical Sroup Partners:

Alberto Hladalgo, MD
Borais Levin, MD
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CHAPTER 3

HARBOR HEALTH SERVICES

Harbor Health Services (HHS) is a nonprofit, tax exempt
PHP. All of HH3's revenues received for providing health care
come from tne capitation paid by the S*ate for Medicaid eli-
gioles which amounted to about $3,816,000 in fiscal year 1976.
HHS nad about 10,000 Medicaid enrollees as of June 30, 1976.

In a letter to us, dated July 29, 1976, HHS said that it:

“* * *deemed 1t necessary to become a non-profit
corporation because it was believed it was the
only method by which it could obtain a [Medicaid]
Ccntract with the State of California..

“Though the Knox-Mills Health Plan Act did not
specifically forbid profit making corporations
from providing health care, it was our under-
standing that tne Attorney General's interpre-
tation was that no profit corporation, other
than a professional corporation, could contract
with the State. Therefore, HARBOR, as well as
most other plans, found it necessary to go the
non-profit route."

dHS, because of common ownership or interlocking
management, is affiliated with Totalcare, a general partner-
ship of two partnerhips--Healthcon and Med-Con. Healthcon
partners are also the two partners of Family Medical Group,
HH4S principal provider, and the partners of HMedical Group
of Compton Physicians and S.rgeons Hospital. The latter
partnersnlp owns the puildings leased by Family Medical
Group and the now inactive Compton Physicians and Surgeons
Hospital where most of HHS's inpatient hospital care had
been providad.

We were told by HHS officials that Family Medical
Group provided the initial financing of HHS with a loan of
about 3$85,000.. Family Medical Group was established—im— -
1938.
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CHART VI--HiS'S CORPORATE INTERRELATIONSHIP WITH AFFILITATES--
BOARD OF DIRECTORS, PRINCIPAL OFFICERS, AND OWNERSHIDS

This chart presents the boards of directors, officers,
and/or owners of HHS and affiliated f£irms. As shown by the
chart, all of these firms are connected tircugh common
principals.
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A

FAMILY MEDICAL GROUP, INC.

. - — . —— — — — —

PARTNERS OWNERSHIP
VICTDR MASTRON MD 50%
RONALD AUNCIMAN MD 50%

]

- = = INOICATES MOT FOR PROF!T L NTITIES
— s e INCHCATES FOR PROFIT ENTITIES

CORPORA
. BOARD OF DIRE

viIC A STR(
RONLOD ALMNCH

Z20LE HEGAL

PeMIPAL INF
VICT IR MAS ™=

MIC=EXEL JET 4N

e e e e ——

T weamwew |

HEALTHCON

PR + et — ¢ m—— __i
A A PARTNERSHIP
i
PAATHERS OWNESSe 1P E
[
MURIEL SIEGA.L 554 ‘
ZOLA SIEGAL % .
LAWRENCE RUCH o
MICHAEL ESKIN 1w

L

P

. — . —— —— — —— —— ——



ALTH SERVICE CHART vt

TONSHIP WITH AFFILIATES
PAL OFFICERS AND OWNERSHIP

——m——m e m e m e ——

ALTH SERVICE ,
SFTcomPORATION ]
£ DIRECTORS

FORPROFIT AFFILIATED ORGANIZATIGNS
ASSOCIATED Wi TH

ZAL DIRECTOR ISEE ABOVE)
.THDIRECTOR
JTIVE CIRECTOR
ATE SECTOR DEVELOPMENT
L COUNSEL
UNITY RELATIONS COOARDINATOR - —— — — S —— - — ——— ——
C RELATIONS COORDINATOR COMPTON PHYSICIANS
AN SURGEONS HOSPITAL
¢ ———— —— — | — c— ———

INACTIVE AS OF JULY 1976 :

’ OWNERS SHARE I
VICTOR MASTRON MD 13
RONAL D RUNCIMAN MD 13
HENRY COWAN 19
JOHN FRANKS 19
FAMILY MEDICAL GROUP L]

T R

.CARE . " . . [
IERSHIP T T T C :
S I
OWNERSHIP [ MEDICAL GROUP OF COMPTON
255 N PHYSICIANS AND SURGEONS HOSPITAL
sen ‘ R -~ : .
125% - ’-
0%
5% l PARTNERS OWNERSHIP !

VICTOR MASTRON MD S0

— ___.._.__._..__J i RONALD RUNCIMAN MD o ]

MED-CON l 9836 S. ATLANMTIC BLVD.
- - — ~ A PARTNERSHIP ! {OWNERSHIP OF BUILDING) .
, PARTNERS ONEASHIP I l OWNERS l
VICTOR MASTRON MD 50+ R VICTOR MASTRON MO . .
l RONALD HUNCIMAN MD ane l l ROMALD RUNC.MAN MD !
1DAN RUNCIMAN

e ]
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CHART VII-~-HHS'S INTERCOMPANY AGREEMENTS

Chart VII shows the contractual agreements between HHS
and its affiliated firms. HHS contracts with these firms
for virtually all of the services required by its Medicaid
contract. The Medicaid capitation funds tend to flow from
HHS to firms owned by the principals of HHS. The exception
is HHS's contracts for medical services with unaffiliated
medical groups which is illustrated on Chart VIII. These
other medical groups serve about 65 percent of HHS's Medi-
caid enrollees and receivad about 50 percent of HHS's Medi-
caid-capitation receipts in July 1976.
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COMPTON PHYSICIANS AND SURGEOQNS HOSPITAL
{INACTIVE ASOF JULY, 1976}

e —— . — —— —— ———— . c—— e———

|
L ]

o am—

e —————

r——————

| ADMINISTRLTIVE SE
] ) 1575 - UNCATED
AMENDMENT & 5/13,
1 AMENDMENT 2 UND,
| INEW AGREEWENT T
} PLUS COST 25COMP(

Lo

MONTHLY FEE OF 2.32% OF FIRST $231,000 PLUS VARIOUS
PERACENTAGES OF ADDITIONAL CAPITATION REVENUES

A PARTNERSHIP

N AGREEMEN
l . PATNERSH

—
T3

I

—— e e = = [NDICATES NOT FOR PROFIT ENTITIES
a——w  cmm—m . mee = {NDICATES FOR PROFIT ENTITIES
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IEALTH SERVICE

NY AGREEMENTS

i i e St |

.TH SERVICE 1

PROVIDE® AGREEMENT (MEDICAL SERVICES)
AMENDOMENT T 24V/72

CHART VH

9836 SOUTH ATLANTIC BLVD.
[ —— C————

IOVIDES FOR $5 000 A MONTH FEE

I
=
2
=]
:
ARE
T

BUILOING LEASE
T - TS

{AONTHLY CAPITAYION RATES RANGING FROM $23 20 FOR AFDC TO $75.88 FOR DISABLED

J Lo J .
— S ¢ — " — " A . ——— M N e
I

£

£

n

14

v

E

E

E

g e e ——— e

2 MED - CON

5 A PARTNERSH(P

14

H

2

14

;" . AGREEMERT MERGING

| ParTNeRsmips

l THERE 1S NO CURRENT WRITTEN LEASING AGREEMENT l
I BETWEEN LESSORS AND TOTALCARE

i

|

|

|

|

|

|
L.

MEDICAL GROUP OF COMPTON '
PHYSICIANS AND SURGEONS HOSPITAL

e - e s+ —— ¢ — e+ ———— . —

|
Lo .

FAMILY MEDICAL GROUP

BUILDING LEASE (NO WRITTEN AGREE-
PROVIDER AGREEMENT  MENT OBTAINED TO DOCUMENT LEASE
| IMEDICAL SERVICESI ARRANGEMENT}

ABOUT $3.800/MONYH

I TN

|
-

|
I

MEDICAID FEE FOR SERVICE RATES

rmws—

| .
]
T

ot + e+ oo §




CHART VIII—-HHS'S'AGREEMENTS WITH UNAFFILIATED PROVIDERS

Chart VIII depicts HHS's contracts for medical services
with unaffiliated medical groups. HHS pays these medical
groups a per capita rate for providing medical services.

HHS pays these unaffiliated groups less per person than it
pays Family Medical Group, its affiliated medical group.
The differences range from $1.37 per aid to families with
dependent children (AFDC) eligible to $4.08 per disabled
eligible. Also, 3 of the unaffiliated medical groups con-~
tracted with Compton Physicians and Surgeons Hospital, an
affiliated firm, for hospital services.
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AGREEMENTS Vv

NOTE 1.

NOTE 2

M
NOTE 1 AGREEMENT IMEDICAL SE=
10 16/22 -6 30,13
AMENDOMENT 1 1016/72
“\GREEMENT RENENED
FI%
NOTE 1 AGREEMENT (MEDICAL SEF
(10:16,72 ~ € 30 J3)°
AMENDMENT 1 1 16/72
HARBOR HEALTH SERVICE AGREEMENT RENEWED
r —— e
CARSK
NOTE 1
AGNEEMENTS FOR AGREEMENT (MEDICAL SE
MEDICAL SERVICES 12120174 - 2 V3751
AMENDMENT A 27074
k *AGREEMENT RENEWED
ey e mamres e
R ——
3
b ————
NOTE 1 AGREEMFNT (MEDICAL SE
13,1974 318 7%
AMENDMENT 1 3 13.74
“AGREZMENTS HENEWED
Sl
- R JOSEPH W
ALL OF THESE MEDICAL GROUPS RECEIVE THE —
FOLLOWING MONTHLY PER CAPITA PAYMENTS:
AID CATEGORY PERCAPITA RATE
AFDC $21.83 NOTE ¥ AGREEMENT (MEDICAL St
8BLING ssase Tl a2 exmme
DISABLED MmN )
AGED 118 AMENDMENT 1 3 172

EACH OF THESE fMEDICAL GROUPS PAID COMPTON
PHYSICIANS AND SURGEONS HOSPITAL THE STATE
ESTABLISHED MEDICAID RATE. THE HOSPITAL

1S AN AFFILIATEG ORGANIZATION.

"AGREEMENT TERMINATE

Mt o e ————
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CHART IX--HHS'S AND AFFILIATES' REVENUES AND
EXPENSES_(UNAUDITED)

This chart shows the revenues and expenses of HHS and
its affiliated firms. Interest revenues of HHS have been
excluded. The data was not verified by us or audited by an
independent accounting firm.

The Medical Group of Compton Physicians and Surgeons
Hospital had a net income of 29 percent of revenues and
Totalcare and Family Medicazl Group had before tax profits
of 10 percent and 7 percent, respectively. Compton Physi-
cians and Surgeons Hospital had a 6 percent loss and data
was not available for the other affiliate.
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REVENUES $3.816.000

CAPITATION RE VENUE

MEDICAID PROGRAM
51816000

TOTAL CARE

SIX MONTH PERIOD ENDING JUNE 30,1976 TOTAL REVENUE
ALL FROM HARBOR HEALTH SERVICE $283,000
TOTAL EXPENDITURES: $254.000

QTHER EXPENSES
$108 000

2%
ENROLLERS FEES
$82 000

I
NET iINCOME
329 000

4%
DATA
PROCESSING
$4C Q00

CONSUL TANTS
SERVICE
$24 000

HARE

HARBOR HEALTH SERVICE
FY ENDING JUNE 30, 1976

FAMILY MEDIC2
FOUR MONTH PERICO EN

TOTAL REVENUES. $491,000

a8
PREPAID PLAN REVENUES
$362 000

26
FEE FORSERVILE
IMEDICAID
MEDHCARE
PRIVATE PAYY
$129 000

COMPTON PHYSICIANS AND SURGEONS HOSPITAL
{YEAR ENOtNG 8/31/75) (CLOSED IN JULY 1978}

REVENUE- 5845.000 EXPENDITU

100%
ALL SOURCES
$843 000

ST ¢



- S wpan

I AND AFFILIATES . CHART IX

EXPENSES
"ED)

EXPENDITURES $3,812,000 a

ONSLL NG FEES $52 200 WESTINGHOUSE 586 000

QFFICER SALAAIES $155 000

'39n
TOTAL Canif
3530 300

"84,
PROVIOER CUSTS
52989 000

9835 SOUTH ATLANTIC BLVD

SOUTH GATE, CALIFORNIA

BUILDING OWNERS. DR MASTRON & DR. RUNCIMAN
ACQUISITION COST REAL PROPERTY $165,000
ANNUAL RENT S18000

AL EXPENDITURES $458,000

NATANIT

AVAILABLE

35
IVISIDE Pl wIDERYS
PHYSICIANS +ISPITALS
SPECTALISTS £ 7(

3171 00

B
EXPESSES
20

16
ey S1LtANS
SAL AHEL

NE T eNCUME
35 wit TAXKES

s 333000 MEDICAL GROUP OF COMPTON PHYSICIANS & SURGEONS HOSPITAL
HATORIES YEAR ENDING DECEMBER 31, 1975
~3 000

REVENUES $77.000 EXPENDITURES 555.000

COMPTON PRy SICIANS & SURLEONS »OSP BLDG AND >
FAMILY MEDIL AL WROUP BLOG NSURANCE
$2 000
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REMUNERATION CF PRINCIPAL OFFICIALS

The following table lists the annual salaries as of

July 1976 of the principal officials of HHS.

Names and titles

Victor Mastron, M.D.--Director, Secretary,
Medical Director

Ronald Runciman, M4.D.--Director, Treasurer,

Health Educator

Zola Siegal--Director, Executive Director

Muriel Siegal--Director, President, Private
Sector Developer

Lawrence Ruchk--Director, Vice President,
Legal Counsel )

Dorothy Mastron--Director, Community
Relations Coordinator

Michael Jeskin--Director, Public Relations
Coordinator

Joan Runciman--Director-

a/Does not include partnership salaries and/cr

tributions, if- any.

Galary
(notes
a and b}

$60L,000

20,000
20,000

“3,000
20,000
8,400
8,400
0

income dis-

b/No payments for services provided as a member of the board

of directors of HHS.
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CHAPTER 4

OMNI-RX HEALTH CARE, INC.

Omni-Rx Health Care, Inc. (OHC) is a non-profit, tax
exempt corporation which receives 100 percent of its medical
revenues from it Medicaid PHP contract. OHC had about 10,700
Medicaid enrollees as of July 1976. Omni-Rx Health Systems
is the for profit public corpora’.on which controls OHC through
common directors and officers. Omni-Rx Systems also controls
many of OHC's for profit subcontractors through common direc-
tors, officers, and/or owners.

We-asked OHC to outline its purpose, organization, and
relationship with Omni-Rx Systems. 1In a letter to us, dated
July 21, 1976, OHC said that in December 1972 Omni-Rx Systems
decided to enter the prepaid health plan field. Omni-Rx
Systems believed that the Knox-Mills Act required PHPs to be
organized as non-profit firms. Therefore, OB™ was created as
a non-profit corporation and entered contracts to provide all
of the services and functions required by its PHP contract.
Omni-Rx Systems, because it 1ad the financial capability,
provided management services to OHC and the for profit medical
groups connected to Omni-Rx fystems provided medical care to
OHC enrollees. The letter went on tc say that these inter-
company arrangements require nine separate sets of accounting
books and records which greatly add to the expenses and com-
plexity of the accounting functions.

Omni-Rx Systems is a public company organized in July
1971 for the purpose of consolidating into a corporation
various business entities involved in and related to the
health care field. Essentially, Omni-Rx Systems is a manage-
ment company providing logistical support services of a man-
agement and administracive nature such as personnel, supplies,
equipment, facilities, data processing, billing and collec-
tions. Omni-Rx Systems alsc provides, through its divisions,
ancillary services such as pharmaceutical, laboratory testing,
neurodiagnostic testing, and cardiopulmonary testing. These
services are primarily provided to two medical group partner-~
ships, who provide services to Medicaid enrollees, fee-for-
service patients, and patients covered by workmen's compensa-
tion.

There is no parent-subsidiary relationship between the
medical group practices, OHC, and Omni-Rx Systems. The en-
tities, however, can be considered affiliated firms because
of common owaership and/or common management.
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CHART X--0HC's CORPORATE INTERRELATIONSHIP WITH
AFFILIATES, SUBSIDIARIES, AND ANCILLARY DIVISIONS--
BOARD OF DIRECTORS, PRINCIPAL OFFICERS, AND STOCK
OWNERSHIPS

Chart X shows that Omni-Rx Systems has control over OHC
since most of the directors and officers of Omni-Rx Systems
are also the directors and/or officers of OHC. The chart also
shows the owners of the affiliated firms. All of the af-
filiated firms have contracts with OHC or subcontracts with
OHC contractors except for Vocational Rehabilitation Associates.
The chart also shows the ancillary divisions of Omni-Rx Sys-
tems, all of which contract with OHC except for Cardiopulmonary
Testing.

Partners who own 100 percent of one medical group partner-
ship and 45 percent of the other medical group partnership also
own about 50 percent of Omni-Rx Systems. Partners of the medical
groups also are represented on the board of directors and act
as officers of OHC and Omni-Rx Systems. . .
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CHART XI--OHC's INTERCOMPANY AGREEMENTS

This chart depicts the contractual agreements between (1,
OHC and its affiliated firms and (2) aftiliated firms. The
chart shows that OHC contracts with affiliated firms for most
of the services needed to fulfill its PHP contract. Omni-Rx
Systems is tied into each of OHC's contracts either directly
or indirectly. For example, Omni-Rx Systems leases a buildinc
from Av-El Medical Building. OHC contracts for medical serv-
ices with the Av-El Medical Group which in turn subleases the
pbuilding from Omni-Rx Systems. Omni-Rx Systems also receives
additional funds from the Av-El Medical Group for management
services. Omni-Rx Systems has the same contractual agreements
relating to the other medical group, the Imperial West Medical
Group.

Omni-Rx Systems receives funds directly from OHC through

a management services agreement and through contracts between
its ancillary divisions and OHC.
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t CARE, INC.
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PLUS AN OVERHEAD CHARGE OF 25
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$2.0C0MONTH FOR EACH PART\CI-

PATING AV EL PHYSICIAN.
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E. TRANSCRIBER SERVICES - 6/100F A
CENT PER WORD.
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I--0OHC's AGREEMENTS WITH UNAFFILIATED
S--BASIS FOR REIMBURSEMENT

CHART XI
PROVIDER

Chart XII shows that the only services OHC contracts for
with unaffiliated firms are marketing, transportation, and
inpatient hospital and nursing home services. The reimburse-
ment bases for these contracts are indicated on the chart.
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CHART XIII--OHC'S REVENUES AND EXPENSES FOR THE PERIOD-
JUNE 1 THROUGH AUGUST 31, 1975 (UNAUDITED)

Chart XIII shows the revenue and expenses of OHC. All
revenues came from its Medicaid PHP contract. About 52 percant
of OHC's expenses represented payments to affiliated firms.

We were not able to obtain data to permit us to make ccz-
parable revenue and expense charts for the affiliated firms.
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REMUNERATION OF OFFICIALS OF OMNI~RX SYSTEMS

- The following tab.e lists the annual salaries as of July 1976
of the >fficers of Omni-Rx Svstems.

Names and titles Salary
Edward R. Dickstein, M.D., President a/$50,000
Merv Newell, Executive Vice Pres./Treasurer 47,500
Harry Standers, Senior Vice Pres./Secretary a/b/47,500
Myron Koch, M.D. a/25,000
Alvin Markowitz, M.D. a/25,000
William Burke, Vice President, Special Projects 30,000
Shirley Phillips, Vice President and Controller 22,000

a/Excluding partnership salaries and/or income distribution
and income from leases on facilities and equipment leased
to Omni-Rx Care and Omni-Rx Systems.

b/66.67 percent of salary is allocated to OHC.
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CHAPTER 5

—— e e ot

FAMILY HEALTH PROGRAM, INC.

Family Health Program, Inc. (FHP) is a non-profit,. tax
exempt PHP which received aoout 39 percent of its fiscal vyear
1975 revenues from its Medicaid PHP contract. FHP had zoout
15,700 Medicaid enrollees (out of a total of about 42,700
enrollees) in June 1976. FHP was incorporated in July 1965.

FH2 is unusual in respect to the five PHPs studied pe-
cause 1t 1s the only one which actually provided medical serv-
ices 1itself. However, FHP is affiliated with 1l for profit
organizations through common management and common ownership.
The 11 for profit organizations acre principally engaged in
providing the physical plant, equipment, buildings and land
necessary to deliver the health care services required oy its
PHP contract, aAnd a pleasure boat and a mountain cabin. Accor3-
ing to FHP, in its early stages of development it was faced
with the problems of obtaining rfinancial resources because of
a realuctance by lending institutions to lend funds to organizs-
tions who nave no principals willing to cosign the loans. FHP
said it ootained capital indirectly through entities estab-
lished by 1its principals and/or providers, either private &or-
porations or limited partnerships.

with respect to the ownership interest of the FHP princi-
pals and othner individuals in the affiliated firms, FHP's
position is that:

“In total, there are 26 investors involved in
all these limited partnerships and corporations.
Legally, a limited partnership must consist of
individuals wno are associated with each other
in some organization or endeavor, or are known
to each other; otherwise it becomes a public
offering. Tnerefore, it was necessary that the
limited partnerships consist of individuals who
are either FHP staff members or were associated
with FHP as medical consultants, management con-
sultants, or members of the Board. N

"It must be noted that tnis 1is not an easy task--

to convince employees or associates to come up

with nard cash out of their savings on what was

in 1965 and 1966 a very speculative concept. Qne

of the =2lements of a limited partnership that

nelps make this possiole 'is that the tax advantage
depreciation of the property inures to the investors,
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thus giving them some tax shelter.

“The limited partners range from consultants,
individuals that have worked as enrollment
[representatives], a few Board members, staff
physicians, and managers. This method also
has the advantage of involving key individuals
in the ultimate success of the organization.

"It was the philosophy of the Chief Executive
that if he were to ask someone to invest their
funds in this project, he would invest a sub-
stantial amount himself and take the total
liability as the General Partner. Thus, in
this method the limited partners have limited
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CHART XIV--FHP's INTERRELATIONSHIP WITH

AFFILIATES AND 30BSID.ARIES—-
BOARD OF DIRECTORS, OFFICERS, AND OWNERSHIPS

Chart XIV lists tne Board of Directors and officers
of FHP. As shown by the chart, all of these individuals,
except for tihe consumer representatives and one of the
provider representatives on the board, are partial owners
of one or more of the affiliated firms. Health Maintenance

Life Insurance Company is a wholly owned, for profit sub-
sidiary of FHP.
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CERS, AND OWNERSHIP
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ROBEAT GUMBINER M O 56 3%
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ROBIN OXMAN M D 10
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AQBERT GUMEINER MD
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BEN HCLZMAN

WILLIAM BARAL

ASOCIATES

I GUNTHER KLAUS

1008 I ROBERT BOLLING

L

HEALTH MAINTENANCE LlFE
NSURA_NCE COMPANY GUAM

FAMILY MEAL TH
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!GROUND LEASE)
LINITED PARTNERSHIP
RQEEAT GUMBINER N-D.

|
.

e
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1]
10
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9

s

4

2

DEVELOPMENT ASSOCIAT ES

“FOUNTAIN VALLEY :]
~ LIMITEO PARTNERSHIF

I ROGEAT GUMBINER MO 20%
WILLIAM BARAL 5%
PLAZA LAND CORP 10%
IAVING SIEGEL MD 10%
HINRY COSAND MO 0%
RQBEAT HUFF MO 0%
AQBIN OXMAN MO 0%
DONAL O WYRENS. MD 10%
DOLORES XELLETT 3
SEYMOUR STEIN %

L

¢ — — ——
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CHART XV--FHP's INTERCOMPANY AGREEMENTS

This cnart shows the agreements between FHP and its
affiliated firms. Most of these agreements relate to the
medical and office buildings FHP leases. Typically, money
flows in both directions relating to these leases. Payments
flow to FHP from the real estate owners as payment on notes
payable or mortgages used to construct the building and/or
purcnase equipment. Payments also flow from FHP to the real
estate owners as payments for leasing the building. 1In some
cases, there are separate lease agreements for the oharmacy
portion of tne building. In one case, there is also a land
lzase agreement.

FHP also leases a boat and a mountain cabin from an af-

filiated firm and provides marketing and management serv.ces
to its wholly owned for profit insurance supnsidiary.
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M, INC.

:EMENTS

PLAZA LAND CORPORATION

CHART XV

PLAZA PHARMACY CORPORATION
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CHART XVI--FHP's AGREEMENTS WITH UNAFFILIATED
PROVIDERS

Chart XVI shows FHP's agreements with unaffiliated
providers. Generally these agreements call for reimbursement
on a fixed-fee or fixed-fee-plus-cost~sharing basis.
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ANAHEIM MEMORIAL HOSPITAL

AEIMBURSEMENT FORMULA

$20 FIXED FEE PTrt DOCTOR VISIT
NQ CHARGE FOR FMERGENCY ROOM —

AGREEMENT

¥ AOOM AGHEE
1714 TS

EM RGENCY SERVLCES AG
191674 "3 S)

AGREEMENT INURSYG HU!
(3.3t %

LEY"EP OF AGREEZWENT €
Y6

FULL FEE FOR ANY DIAGNOSYICS
THERAPEUTIC TREATMENT AND
EXAMINATION

PALM HARBOR GENERAL HOSPITAL INC.

AGREEMENT NO LONGER EFFECTIVE gl

HOSMITALIZATION AGREEY
RIS

GRAND AVENUE CONVALESCENT HOSPITAL

REIMBURSEMENT FORMULA

3518 PER DAY




V. INC.
ATION

\TED PROVIDERS

A, INC.

(HEEMENT Y SERVICFS)

9.1 75)

AGREEMENT {HOSPITALIZATIONI

VNI N0:23)

AGREEMENT INURSING HOME}

CHART XV1

DOMINGUEZ VALLEY HOSPITAL

1?2074 1201740

AL

.
UARTER

4S54T

REIMBURSEMENT FORMULA
S PER VIAT

HUNTINGTON INTERCOMMUNITY HOSPITAL

REIMBURSEMCNT FORMULA

$125 PER DAY PLUS A COST
SHARING AGREEMENT

ALAMITOS WEST CONVALESCENT HOSPITAL

REIMBURSEMENT FORMULA

$15PER DAY

75



CHART XVII--FHP's AND AFFILIATES'
REVENUE AND EXPENSES

This chart depicts the revenue and expenses of FHP and
its affiliates. In most cases, the affiliates revenues come
solely from FHP. The affiliates had before-tax earnings rang-
ing from a profit of 58.9 percent of revenues to a 47.4 per-
cent loss. R

FHP itself had a net excess of revenues over expenses of
$688,757 or about 4.4 percent of total revenues. This would
be analogous to a before-tax profit for a for profit firm.

The financial data presented '-as provided toc us by FHP
and//or its affiliates. We did not attempt to verify the data
and it had not been audited by independent accounting firms
except for the data relating to Health Maintenance Life In-
surance.
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FAMILY HEALTH PROGRAM
SOURCES OF REVENUE
FISCAL YEAR ENDED JULY 31, 1975

345
COMMERCIAL CITY
AND SCHOOL DISTRICT CONTRALTS

FEDERAL EMPLUYEES
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MEDICARE
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MEDICAID CONTRACTS
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YEAR ENDED 12/31/75
TOTAL INCOME  $25.121
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M, INC.

NSES
HEALTH
1ANCE CO.)

NSES
§15,544,423

140,928
515,092,431

688,257

ADMIN
SALARIES

MAAKETING &
ENHOLULMENT

LEISURE FACILITIES INC.
YEAR ENDED FEBRUARY 28, 1975
TOTAL REVENUE. $1,500

91 5%
EXPENSES
$3.203

\_/

EALTH MAINTENANCE LIFE
GUAM DIVISION
YEAR ENDED 12/31/75
TOTAL REVENUE $2.154.996

B0 2%
CLAIMS INCURRE D
§1 727 945

N & ADMIN £XP
$263 053

2™

EXCFSS REVENUE
SI18 115

LGUAM LAROSS RECETPY TaX
386 010

MAINLAND SUPPORT COSTS
§$59 213

FAMILY HEALTH PROGRAM
BREAKDOWN OF COSTS
FISCAL rEAR ENDED JULY 21, 1975

MEDICAL
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SANTA ANA DEVELOPMENT ASSOCIATES
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256,
GROUND LEASE
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N
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e’
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MARKETING
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CHART XVii

09

DECHREASE IN EQUITY OF HML

BUILDING
RENTAL

EMPLOYEE

TS

SPECIALISTS

FOUNTAIN VALLEY DEVELOPMENT ASSOC .

YEAR ENDED 12/31/75
TOTAL REVENUE $33,394

320%
GROUND LE ASE
RENTAL
S18 016

47 4%
NET LOSS
$15839

234
INTEREST EXP
$I816

34
DEPRECIATION
$26 194

OTHER
$1..20?
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REMUNERATION OF FHP's OFFICERS

The following table lists the annual salaries as of
June 1976 of FHP's officers.

Names and titles . Salary
Robert Gumbinder, M.D. President a/$65,000
Carmen Ness, H.S.D., Vice President 40,000
Ben Holzman, Treasurer a/0
Frank Eaton, M.D., Secretary 44,500
Seymour Stein, Controller a/29,000

a/Excluding profit distribution from affiliates, income from
leases for facilities and equipment, and partnership salaries,
if any. . )
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CHAPTER

e et e e ——

AMERICAN HEALT “TAN, INC.

American Health Care Plan, Inc. (AHCP) is a noaprofit,
exempt PHP. AHCP's only scource of medical revenue is the
capitation paid by the State for Med.caid eligibles which
amounted to $2,800,738 in 1975. The plan had about 8,000
Medicaid enrollees as of March 1975.

AHCP is affiliated with 3 medical groups with which i=
contracts for medical services. It also contracts with un-
affiliated firms for ancillary, inpatient, and specialist
services.

T
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CHART XVIII--AHCP's CORPORATE INTERRELATIONSHIP WITH
AFFILIATES--BOARD OF DIRECTORS, PRINCIPAL OFFICERS,
AND OWNERSHIPS

This chart shows that AHCP is affiliated through common
boards of directors and/or officers with three medical groups.
A fourth affiliated group was disbanded in March 1976 and
its principals jolned the other medical groups. We were not
able to obtain the ownership percentages of one of the
affiliated groups.
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A

ASSOCIATES CLINICAL GROUP

e —_— s st s vt S e YO0 oy

A

A NON PROFIT CORPORATION

s s e e e > et et e

CIRECTOR
ARTHUR # COLEMAN MO
JOMN JONER P G
LAWRENCE NEBLETT MD
HARRISON ®ARKERD DS
WILLIAM BALE MD
MEMBER

ROBERT J HARVEY MD

S |

AME

CORPORATE IN
BOARD OF DIRECTOR

[ e e o o

! AME
b e e e e
A

DiRECTORS
NORUAN SHAMR I=AIAY

ART=UH &~ L E
JUSEF M PIEECE “ELF
OONALD L ASTRETD WS “IFAS
ETHEL DOTSUN « ALIEARY 2 Wl
TRESE LAHLAS WenBERAE TH)
AQBEART J ridivEY M ZEMBI

PRINCIPAL UFFICERS

ARTHUA A t OLEMAN WD HES
WILLIAM L YOUNGBLOCD SENIC
HARRY H YEE CONTROLLER

GOLDEN GATE MEDICAL ASSOCIATES
OF UNITY HOSPITAL, INC.

A FOR PROFIT CORPORATION

OWNERS STOCK OWNERS“#®

1 MHsHN BERTRAND MD*

M BENJAMIN CANDOLORIOD MD

EDWARD HAMBRECK MD*

RAUL SILVA MD
E M CHRISTOBAL MD

. NORMAN SHARPIRO MD*

HELEN Mt -:FRA MD
MARVIN LIPTON
HEABERT KONKOFF
EDGAR FREUDER MO*

Elizegcssssy

TOTAL

* ALSO DIRECTORS l
** TOTAL SHARES OUTSTANDING

-




ZPLAN, INC.

HIP WITH AFFILIATES
'FFICERS AND OWNERSHIP

RATION

GRS

- -'ON

FOR PROFIT AFFILIATED
ORGANIZATION ASSOL WITH
18)
1A}
INCNE)
]
(NONE)
(NONE}
(Al

{SEE ABOVE)
INONE)
{NONE)

8 o o e e e e e e it S i St i e i e e e e e e b

| |
| g |
| |
|

[

VISITATION VALLEY MEDICAL GROUP

A FORPROFIT CORPORATION

OONALD LASTRETO MD
WILLIAM A MOCOMALD MD
KFEH KIM MD

|
L ]

)T FOP PROFIT ENTITIES
W PROFIT ENTITIES

CHART Xviit

GENERAL MEDICAL GROUP

* DISBANDED A4S OF MARCH 1, 1976
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CHART XIX--AHCP's AGREEMENTS WITH PROVIDERS

This chart shovs AHCP's agreements with hoth affiliated
and unaffiliated providers. About 40 percent of the Medicaid
funds received by AHCP are paid to affiliated firms. Two of
the principais of AHCP also have consulting contracts with
it.

Unaffiliated providers are generally paid on a fee-for-
service basis. ,
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*LAN, INC.

CHART XIX

I0OVIDERS .
:RS
CONSULTING AGREEMENTS WITH
ASSOCIATES CLINICAL GROUP PHYSICIANS WHO ARE DIRECTORS OF
AMERICAN HEALTH CARE
d CONSULTANT AGREEMENT WITH
—ie A(,Rsmsngr'o;: MEDICAL SERVICES - hoﬂ;;u ;HAP'RO "D WITH
AMENDMVENT 1 10 38 75 *t 175
AMENDMENT 2 11 28 75 CONSULTANT AGREEMENT WITH
- JOSEPH L PIERCE
- 3 16 75
{
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LAN, INC. MIMACES 1ATES
WIVAT riILiRICWY
PROVIDERS

L SERVICES AGREEMENT
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$500/MONTH
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$1,666.67/MONTH

AGREEVENTS

FEE-FOR-SERVICC

NCE AGREEMENT

L AGREFMENTS

EMENTS

43"

CENTER 12 21 743

AL 4 16 75
18CO 1 10 M

29.74

2873

HOSP TAL
> OPERATE UNDER
NG AGREEMENTS

FEE FOR-SERVICE

PROVIDER AGREEMENTS -
DENTAL

EDWARD S YACK DDS INC
18 20 14

RONALD S YOUNG DDS
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SAMUEL C ORWITZ DDS

1t 1075

STANLEY M HELLMAN 0DS

o RQOY Y FRANK DDS

5 16,751

FEE SCHEOULE

= 11 ana

PROVIDER AGREEMENT -
AMBULANCE SERVICES

NOTE 1:

SAN FRANCISCO AMBULANCE SERVICE
36 73

EACH OF THESE GROUPS 1S PAID, FOR INDIVIDUALS ASSIGNED TO
THE GROUP, A PERCENTAGE OF THE PER CAPITA PREMIUM
REMAINING AFTER SUBTRACTION OF MARKETING ENROLLER'S
COMMISSION GOLDEN GATE MEDICAL ASSOCIATES RECEIVE

42% AND THE OTHER TWO GROUPS RECEIVE 41%,
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CHART XX-~AHCP's REVENUES AND EXPENSES (AUDITED)

Chart XX shows AHCP's revenues and expenses for the
year ending December 31, 1975. Forty-one percent of AHCP's
revenues were paid to affiliated firms. The data was audited
by an independent accounting firm.

We did not obtain data on the revenues and expenses of
AHCP's affiliated firms.
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REVENUE
FOR THE FY ENDING DECEMBER 31, 1975
TOTAL: 82,808,818
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CHART XX
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REMUNEIATION OF AHCP's DIRECTORS AND PRINCIPAL OFFICERS

The following table lists the remuneration, including

annual salaries, as of July 1976 of AHCP's directers and
principal officers.

Names and titles Remuneration
Norman Shapiro, M.D.--Chairman $ a/0
Arthur H. Colemen, M.D.--Vice Cnalrman.

President b/1,028
Donald Lastreto, M.D.--Director, Treasurer : e/0
Robert J. Harvey, M.D.--Director - 4/0
Joseph L. Pierce--Director, Secretary e/0
Ethel Dotson--Director {Consumer '

Representative) 0
Icene vatgas-—u1re ctor {(Consumer

Representative) 0
William L. Youngblood--Senior Vice President e/2%,548
Harry H. Y-»e--Controller T 25,000

a/Does not include salaries and/or income distributions from

affiliates; does not include $6,000 annual consulting fee
from AHCP.

b/Includes $715 per month for residence provided and $204 per
20nth Lfor automobile provided; does not include salaries
and/or income distributions from attiliates.

c/Does not include $204 per month for automobile provided:
does not include salaries and/or income distributions

from affiliates.

Q/Doee not include salaries and/or income distributions from
affiliates

e/Does not include $20,000 annual consulting fee from AHCP.
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CHAPTER 7

e,

APPROVAL OF PHP CONTRACTS AND

SUBCONTRACTS BY THE STATE AND HEW

The State requires:

1. All PHP subcontracts shall be entered into pursuant
to regulations established by the State agency.

2. All PHP subcontracts shall be in writing and shall
be transmitted by the PHP t¢ the State agency for
approval.

3. The PHP ‘subcontracts must demonstrate to the satis-
faction of the State agency the legal sufficiency of

the: subcontractor's commitment and ability to perform. -

4. The PHP subcontracts shall state the amount of com-
pensation or other consideration which the subcon-
tractor or provider will receive under the terms
of the subcontact with the PHP.

HEW regulations provide that PHP contracts with expected
values over $100,000 must be approved by HEW before they are
initiated.

STATE ADHERENCE TO APPROVAL REQUIREMENT

The State agency has not established criteria or regula-
tions outlining the elements required to be included in a
PHP's subcountracts. A “for discussion only" draft of such
elements was issued in April 1976. As of September 1, 1976,
the draft had not been finalized.

A State official in charge of PHP operations stated
that no guidelines or criteria have been established for re~
view and approval of subcontracts-by State contracting of-
ficecs. Consequently, the State approval process basically
consists of a cursory review of the subcontract submitted
for approval.

This official further stated that the State generally
does not give written approval to a PHP for subcontracts;
rather, the common practice is to give ctacit approval by
not opjecting to the subcontract. For the PHrs studied,
the State had not approved their subcontracts, but had given
preliminary approval for subcontracts in the case of Omni-Rx
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Bealth Care. Also, the State is only aware of those
subcontracts which are submitted by the PHP and not :“hose that
a PHP has failed to submit. Another State official stated
that many PHPs entered into subcontracts prior to “he approval
requirement.

In summary, the State has not provided the PHPs with
regulations regarding subcontract format, nor has it pre-
pared criteria for subcontract approval for use by its con-
tract managers. The State has not formally approved PHP
subcontracts as required by State law.

HEW APPROVAL OF PHP CONTRACTS AND SUBCONTRACTS

HEW requires prior approval of expenditures under all
PHP contracts with values of over $100,000. The contracts
with the five PHPs studied had been approved by the HEW
Regional Office. The HEW Associate Regional Commissioner
responsible for the Medicaid program told us that HEW has
.not required prior .approval of PHP subcontracts, but that- - .
a move 1is underway to clarify HEW's responsibilities with
respect to subcontract approval. More specifically, the
Associate Commissioner stated that although there have.been
several policy interpretations since the August 9, 1975,
amendment to the requlations which required prior approval
of expenditures under State contracts with values over
$100,000, these policy interpretations need further clarifica-
tion. The Associate Commissioner indicated that his region
is seeking guidance from the HEW central office.

We also learned that HEW plans to:

1. Require that the State approve all PHP subcontracts
prior to their taking effect, and all PHP subcontracts
be subjected to the same type of a review as is given
the prime contract.

2. Strongly urge that the State reguire every PHP con-
tractor to deliver the basic “core" services within
its own organization to avoid creating problems with
PHP contractors that act only as “front" organizations
and subcontract for all services.
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