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Chairman Baucus, Senator Hatch, Members of the Committee:

Thank you for inviting me today to discuss what I found when |
decoded and examined seven random medical bills, line by line, for a special
issue of TIME Magazine. In the debate over Obamacare and health care
reform generally, | had been frustrated that the conversation was mostly
about who should pay the high cost of health care — rather than why the cost
is so high. My goal, put simply, was to help start that other conversation.

So | decided to follow the money, line by line, to see who’s getting all
the extra billions we spend in the healthcare marketplace for results that
don’t justify the cost.

| am happy to summarize what | found — which is that by any
definition this is no one’s idea of a functioning marketplace.

In a functioning marketplace prices are based on something that is
explainable — whether it’s the cost of producing the product, the laws of
supply and demand, or the quality of the product.

In this marketplace, no one can explain a hospital’s charge of $77 for
a box of gauze pads, or $18 for a diabetes test strip that can be bought on
Amazon for about 50 cents.

No one can explain a supposedly non-profit hospital’s $13,702 charge
to an underinsured small business owner -- whose family income is about
$40,000 -- so that he could get his first dose of a cancer drug that cost the
hospital $3,500 and cost the drug company, whose gross profit margins are
90%, a few hundred dollars to make.

No one can explain a $995, four-mile ambulance ride, or an $87,000
bill to a retail worker for a few hours of outpatient care. The bill included
$3.00 for the magic marker that marked the spot where a neuro-stimulator



would be inserted into his back. He was then charged $49,000 charge for the
neuro-stimulator, which cost the hospital about $19,000. That $19,000 was
in turn paid to a company whose gross profit margin is nearly double
Apple’s, meaning it cost the company about $4,500 to make the product for
which the retail worker was billed $49,000.

| should add that this bill, like all the others | examined, was full of
acronyms and numerical codes and just plain gibberish that took hours to
figure out, line by line. The magic marker, for example, was a line labeled
“MARKER SKIN REG TIP RULER,” and that was one of the easier items
to decode.

In this market, no one can explain why a part time school bus driver
was charged — and then successfully sued into paying --$9,400 after she
slipped and fell in her backyard and spent a few hours in the Bridgeport
Hospital emergency room, where among the charges was $239 for a routine
blood-test that Medicare — which pays hospitals based on their actual costs --
would pay $13.94 cents for.

No one can explain why the laws of supply and demand or economies
of scale don’t work — why, if anything, they work inversely. For example,
the sale and distribution of expensive diagnostic imaging equipment, such as
CT scans, has more than tripled in recent years, but the prices charged for
these tests have escalated sharply, with even Medicare -- forced to do so by a
heavily-lobbied Congress -- now paying four times as much for these tests as
the German health care system does.

No one can explain anything about what | discovered was a massive
internal price list called the chargemaster, which all hospitals have but which
vary wildly, hospital by hospital, and have absolutely nothing to do with
quality. Nor can anyone explain why the chargemaster’s sky-high list prices
are charged mostly to those least able to pay, the uninsured or the
underinsured.

And no one can explain why the discounts that insurance companies
pay to hospitals and other providers off of the chargemaster vary so wildly,
which, of course, affect that co-payments and deductibles paid by patients
lucky enough to have insurance.



Finally, no one can explain how by far the largest consumer product
in our economy — healthcare, which is approaching 20% of our GDP - is so
un-consumer friendly that it has spawned a growing cottage industry of
patient advocates who read and translate chargemasters for patients and try
to negotiate for them.

The reason no one can explain any of this is simple: they don’t have
to.

They don’t have to explain because they have all the information and
all the power. Indeed, this is no marketplace at all, if we define a
marketplace as involving buyers and sellers who enter into transactions with
something approaching a balance of power. For in the healthcare non-
marketplace the buyer has no price information and no leverage to do
anything it about even if he or she did. The buyer has typically entered that
marketplace unwillingly and under great stress. He or she is sick and needs
medical care.

That school bus driver didn’t wake up one morning and say to herself,
“l wonder what they have on sale over at the emergency room today. Maybe
Il go have a look.” Instead, when she involuntarily became that hospital’s
customer, she not only had no price information, she also had no choice. She
paid for whatever procedures, lab tests, CT scans and anything else she was
told she needed, whether she needed it or not, at whatever price she later
found the unintelligible chargemaster had spit out on her bill.

The result of this lopsided sellers’ market, | found, is that the world of
healthcare economics has become an economy apart from the economy the
rest of us live in. While things have been tough for most Americans in the
last half-decade, those who run hospitals or sell CT scans or prescription
drugs or medical devices have thrived like never before, as if living in an
alternate universe. The only exceptions are the nurses and most of the
doctors who actually provide health care.

Here’s an illustration of that alternate universe. In recent years we’ve
become concerned about the high costs and high salaries associated with
higher education. Let’s compare higher education to health care. The
Bridgeport Hospital, which sued that part time school bus driver, is part of
the Yale New Haven Hospital system. The head of Yale New Haven makes
$2.5 million -- 60% more than the president of Yale University. That’s a



phenomenon | found repeatedly across the country where a major university
Is associated with a hospital, be it Duke, Stanford or the University of Texas.

Here’s another telling example: the head of fund raising at New
York’s Memorial Sloan Kettering Cancer Center makes $1,483,000, while
the head fundraiser at Harvard, which raises lots more money, makes
$392,000. Lest you think the difference is related to New York’s higher
living costs, the chief fund-raiser at the Metropolitan Museum of Art in New
York makes $345,000.

Indeed, as | wrote in TIME, “In hundreds of small and mid-sized
cities across the country — from Stamford, Connecticut to Marlton, New
Jersey, to Oklahoma City — the American health care market has
transformed tax-exempt ‘non-profit’ hospitals into the towns’ most
profitable businesses and largest employers, often presided over by the
region’s most richly compensated executives.”

Oklahoma City is where the ironically named Sisters of Mercy
hospital charged that man with the back pain $3 for the magic marker and
$49,000 for his neuro-stimilator. Sisters of Mercy Oklahoma City is part of a
highly profitable $4.2 billion chain of hospitals that has seven executives
earning more than $1 million each and employs a multi-state bill collection
firm to bring lawsuits against patients across the Midwest.

The Stamford Connecticut hospital is actually a bigger business than
the city of Stamford, itself. It takes in more in patient billings than the city
collects in all of its taxes — and even after paying a slew of high salaries to
its executives, including $1.86 m to its CEO, it had an operating profit of
$63 million — a healthy $12.7% margin. Not bad for a non-profit.

So that’s what | saw when | followed the money.
What can or should we do about it? Some changes are obvious.

The first, of course, is transparency. None of this will change until we
can see it all, so that those involved can be asked to answer for these profits,
these salaries, those $77 gauze pads, those outsized margins on drugs and
medical devices and the irrational differences in prices not only among
hospitals but among the prices paid by patients and even by insurance
companies to the same hospital or diagnostic clinic.



But transparency can only go so far. Take the case of the man who
was asked to pay the MD Anderson Cancer Center — in advance — $13,702
for that transfusion, plus $70,000 more for other charges, including the $77
for the gauze pads.

Suppose he knew that the drug cost the hospital only $3,500. Suppose
he also knew that the drug cost the drug company just a few hundred dollars
to make, and that the drug company had 90% gross profit margins. Suppose
he even knew he was about to get soaked for $77 for the gauze pads or
$15,000 for various lab tests that Medicare would pay a few hundred dollars
for.

So what?
What could he do?

He could literally feel the tumor growing in his chest, his wife told
me. He was desperate for his check to clear; in fact, they kept him waiting
downstairs, unable to receive his first transfusion, until it did. All the
transparency in the world couldn’t help him.

Nor, | should add, would the marketplace he was in have been
improved, as some suggest, if only he had ‘more skin in the game.” He had
100% skin in the game; they made him pay for everything himself, upfront.

Similarly, when | asked the wife of a terminal cancer patient facing
more than $900,000 in bills what she thought about getting charged $18
each, or $1,584, for 88 diabetes test strips that could have bought on
Amazon for about 50 cents each, she responded much as Mrs. Lincoln might
have had she been asked whether she liked the play. “Are you kidding?” she
said. “I’m dealing with a husband who had just been told he has Stage 1V
cancer. That’s all I can focus on . . .” She had, she said, just stuffed all of the
bills into a box and didn’t look at them until after her husband had died.

So, we need more than transparency.

In that regard | should remind you of the math | did about a patient in
Stamford with chest pains that turned out to be indigestion, but whose bill



for a few hours in the emergency room was $21,000. She was, it turns out,
64 years and 11 months old. Had she been allowed to buy coverage from the
one buyer in the marketplace with real information and market power --
Medicare -- she not only would have saved thousands of dollars but the
taxpayers would have saved, too. Having her in Medicare at age 64 would
cost the taxpayers a lot less than the Obamacare plan to subsidize what will
be her much more expensive private insurance premiums.

But giving everyone the chance to enroll in Medicare, thereby
establishing it as the single payer, does not seem politically realistic, despite
the math and despite what | found to be Medicare’s highly efficient
performance compared to that of private insurance companies — performance
that is mostly operated, | found, by private sector contractors.

So what else can we do short of that? We have to do something
because in a marketplace where buying is not voluntary, someone has to step
in to regulate the sellers.

We could consider requiring hospitals and everyone else to charge the
same transparent prices to everyone. We could consider price controls on
prescription drugs and medical devices, or limits on profits made by non-
profit hospitals.

We could touch the third rail of Democratic politics by implementing
sensible malpractice tort reform that will limit the number of unnecessary
tests done on patients.

And we could consider anti-trust enforcement against hospital systems
that are increasingly consolidating with other hospitals and even buying up
doctors’ practices and clinics to secure a lock on medical services, thereby
forcing insurance companies to pay whatever these providers demand so that
the insurer can have the hospital chain in its network.

In short, transparency is important because it starts the conversation
we have to have and didn’t have in the debate over Obamacare — which is
what can we do about outlandish healthcare prices. I’m proud of the role that
| played in starting that conversation. But it’s only a start. Once we follow
the money, we have to act to stem the flow.

Thank you again for inviting me.



