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¥ n 1968 Dr. Thomas Frist, Sc., Jack C. Massey, and Dr. Thomas Frist, Jr., founded
the Hospital Corporation of America {HCAJ 1o manage Park View Hospital in
Nashville, Tennessee. The firm grew rapidly over the next two decades by acquir-
ing and bnilding rew hospitals and contracting ro manage additional facilides for their
owners. The firm merged with Celumbia Hospital Comorarion o become
Columbiz/HCA Healtheare Corporation in 1994, and Columina founder Richard

Scott became chairman and CEQ of the combined companies. By 19927 Columbia/
HCA Healtheare Carporation tad grown to heconic one of the largest health-care
services companics io the United Stams, operaiing 343 hospaals, 136 outpaticnt
surgery centers, and approximately 550 home-heal:h locatons. It lso provided ex-
ensive gutpaticnt and ancillary services o thirty-seven states, as well as in the United
Kingdom and- Seitzerhind “Hie-firm’s-compreliensive network-induded-more -than—
285,000 eonployeces and used economies of scale to nemease profits.

Columbia /HCA' stated mission was *to work with our employees, affiliated
phssicians and volunteers w provide a contouum of guality healthcace, cost-cifectively
for the people in the communitics we serve.”™ s vision was “to work with employecs
and physicians, to build a company that is focused on the well-being of people, that is
paacut-onented, that oflers the most advanced rwechnology and information systems,
that is financially souad, and that is synonyvmous with quality, cost-effective health-
care.™ Columbta/HCA’s goals included measuring and iniproving chnical outcome
and patieat saiisfaction as well as reducing costs and providing services with compas-
ston. With these goals, the company built the nation’s largest chain of hospitals based
on cost effectiveness and fnancial peeformance. It compered by capitalizing on its size
and greating economics of sale ie the internal control of its costs and sales activigies.
The focus was baitom-tine performance and new business acquisitions.

We agspreciare the wrock of Mike Tieunas, who hdpad dealt tas odition of the case. This case is far
viasvacs dsomssion rather e collastraie aaher effecieas or seffocive kasiling of an sdministateee,
vilin sl o bepab devisione by nemzane . Al sources nsed Bor s case wens olsssinad hreugh pablidy
wdilalsle argteoal vz the 1155% wedape
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crploved shorer paining periods than competing hmpinln presided. Oine foseper ad-
ministratoer reported that training that typically shoald take six months was sometdmes
accomplished in as lictle as two weeks at a Columbia/HCA hospital. [n additon, the
company was accused of *patient dumping "—discharging emergency -room patients or
transferring them to other hospitals when they are not yet in stable condition, [n 1997
officials at the Departmient of Health and Human Services Inspector General™s Office
indicared thar they were considering imposing fines on Columbia /HOA for an un-
specilied number of paticnt-dumping cases. Addirionally, the corpocate warchdoeg
IMEACT publicl challenged the company™s pracrices, inducting Columbia, HOCA inwe
its “Hall of Shame™ for corporations that manipulate public policy to che deeriment af
public health.

ETHICAL AND LEGAL PROBLEMS BEGIN

In lage July 1997, Fawcert Memaorial Hospital in Pore Charlotte, Florida, a Colum-
bia/HCA hospital, became the focal point of the biggest case of health-care fravd in
the mdusiry, A govermment mvestigaton resulted io the indictment of three oud-level
Columbis /HCA Healtheare Corporation executives for fling false cost reports for
|:7.11'|'|.'|.'|;II *.1.||i{"|1 n:'\.'l.lltn:d irl |u~:~;ru |_:-r mere r'|1,'||:'. :'H- + |1|i|Th:n ﬁ.‘l;-m E_l_l:'l-l.'l.."r|||11l_'11|_ |!'.-|_‘|l-
grams, The Ve Fnme it :||||.'§|,|.'1:| that Columlbiz  /HOCA had F:Lillf.“;‘f ar least part ol s
]'lrl..lﬂT by L:l'.'l::l.'|'|..!|gi|1|_.: for Medicare and ather federal health provgrams; thar is, excc-
utives had billed the povernment for nonecimbursable incerest expenses. Other con-
cerns were alleged illegal incentives to physicians and the possible overuse of
home-health services. Federal investigators accused Columbia/HCA of engaging in a
“systemantc effort to defrand government healeh care programs.™ [n a seventy-fonr-page
decument, federal investigators queted confidental witnesses whe stuted that Co-
i bia A HOEA S former CEO, Richard Scotr, and former president, David Vandewater,
were briefed routinely on ssues relaring o Medicare reimbursement claims thae the
government charged were frandulent. Samuc] G reco, Columlbs  HOAS former chicl
of operations, was also implicated in the scandal.

Cine of the issues was whether Columbis /HCA had fravdulendy overstated home-
health care [aboratory-test expenses and knowingly miscategorised other expenditures
so as to inflate the amounts for which it sovght reimbursement, For example, Co-
lnmbia HOA'S Southwest Flonda Regional Medical Center 1m0 Fort Myers reportedly
claimed 368,MH more in property tases than it paid, Moreover, documents showed
thar the bespiral had ser aside money o return o the government in case anditors
caught rhe inflaned figure, Techmically, expenses claimed omn cost reparts must b re-
lared 1o patient caee and fall within che realm of allowable Medicare reimbusements.
However, medical billing can be confusing, chaotic, imprecise, and subjece to inter-
pretation. Hence, it is not unusual for hospitals to keep two sers of accounting boaks.
One set 15 provided to Medicare, and the other set, which includes records for set-
astde money, 18 held in case avditors interpret the Medicare cost report differently than
the hospital does. Some believe it is appropoate for @ hospital to st aside money to re
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ceturn Lo the goverament if the hospital in good faith biclieves the Medicare cost elims
are lugitimate, Bowever, if adininistrators believe strongly or know that ¢ertain claims
are not allowable yet still file the claimy and note thern in the sceond set of books,
charges of fraud may result.

Canfidential wimesses said that Columbia/FCA had made an effort to hide from
foderal remulatbrs internal doetunents that could have disclosed the alleged fragd. In
Tdcinion, Golumbia,/ HCA'S top exeeutive in charge © Tecrnal avdits had instrucred
smployces Lo dofren the laoguage used in internal financial audits that were critical af
Columpda /LIQA's pragtices, According te FRI agent Joseph kord, “investgatuon by
the | Federal Bureau of Investigation | and the [Defense Criminal Tnvestigative Set-
vice] has uncovered a svstematie corporats schame ctrated by comparale officers and
folimbia/ Bl 5 nospitgls, hone health A@encics, ang other faalities jn
2. Lexas, and elsewhere o defrauq Meaicare,

the stare ;

Medicad, a 1 and Medical Program of rhe Cnybrmed Setvices |,
Indicted Columbia/HCA officials pieaﬁeﬁ ot RWILY, ang dcfense lawyers fo
Columbia/HCA tried to diminish the importance of the allegations contained in the
government's afficavits.

DEVELOPING A NEW ETHICAL

CLIMATE AT COLUMBIA/HCA

Suon after the investigation was launched, Dr. Thomas Erigt I was lired g8 chairman |
and CEQ of Columbin 7HCA. Frist, who had been president of HCA before it merged
TvitlTCMumewcd to couperare {ully with the government and to devclop a one-
hundred day plan to change the woubled firm’s corporare calture, Under the Federal
Sentencing :}.}uiclelinm for OIrganizations (F8GQ), companies that have effective due
diligence coppliance programs can reduce their fnes if they are convicted of fraud. Foe
penalties ta|be reduced, however, an effective compliance program ust be in place
belore miscondue, occurs, Although the FSGQ requires thar 2 senior egecutive be in
charge of the duc diligence compliance program, Columbia/HGA's general counsel
had been designated to rake charye of the program.

Afrer 2l hundred days as ehairman and CEO of Golumbla/FICA, Frist outlined
changes tha), wonld resbape the company. His reforms inclided a new mission state-
ment as well as plans o create a new senlor execitive posItIon 10 QVErsee ethical com-
pliance and qualiry issucs. Columbia/ FLICA'S new mission statement smphastzed a
commitmebs to quality madical care and, honcsty in business practices. Tt did not, how-
gver, mention fnancial performance. “We have tes take the company in 4 new direetion,”
Trist said, ¥The days when Coltmbia/HCA was seen 4s an adversarial or in your face,
g behing- Tosedt-dowys kind of place, is a thing of the past 7 ([t bas been claipned that
some managers viewed Guiwmbia "B COIPOFALE culture s so nethical that they
Temmned erore the fraud veslmation had evel started.) =

Columbia/TICA hured Alat Yuspeh a8 the senior EXeCutive 1o OVErsee ethical com-
pliance angd quality Jssucs. Yuspeh, senior viee president of ethies, compliande, and ¢or-
porate l‘céprmsihﬂiry. was given a stafl of fvelve at the corporare headquarters and
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assigned o work with group, division, and Bcilioy presidents 1o greate 3 “corporate ¢ul-
mire where Columbia workers Teel compelied o do what is dghe.” Yuspeh's firar isi-
fiatives were 1o refine monitoring rechniques, boost workers ethics and compliznce
training, develop a code of conduct for emplovees, and create an internal mechanism
for workers to report any wrongdoing.

Because of the investigation, consumers, doctors, and the general public lost con-
fidence in Columbia HUA, and its stock price dropped more than 51 percent from
it= all-time high, The new mapnagement seemed more concerned about developing the
corporation’s ethival compliance program than about s growth and profies, Fore in-
stange, at a canference in Fhoenis, Arizona, twenty Colembia managers were asked 1o
indicate by a show of hands how many of them had escaped tanns from friends thar
they were cronks. Not a simgle hand went up. The discossion thar followed that ques-
tion did not focus on surgery profit marging. 1t focused on resolving the investigation
and on the importance of the corporation’s intangible image and values.

COLUMBIA/HCA LAUNCHES AN ETHICS,
COMPLIANCE, AND CORPORATE
RESTONSIBILITY PROGRAM
Columbia/HCA released a press stareme nt indicaring that it was taking a critical step
in developing a company-wide ethics, campliance, and corporate responsilylio pro-
gram. To initare the program, the company designated more than five hundred em-
plovees ag facility ethics and compliance officers { ECOs). The new ECOs began their
roles with a two-day training session in Nashwille. The local leadership provided by
these facility ECOs was thought to be the key link in ¢nsunng that the company con-
tinued to develop a culmure of ethical conduct and corporate responsibility
As part of the program, Yuspeh made a fiftcen-minute videotape that was sent o
managers throughout the Colombia/HCA svstem. The tape annoondced the launch
ing, of the compliance-rraining program and the unveiling of o code of erhics thar was
I.'.ll.'hiHl_h‘.d 1o effecti |:’.:,I copmaicane lf'.:J]l.I|||IJL|I.-'"H{:."||_'J. T .:g:-..:l'h:l.-..jh 0 |.'|::H.|:_:I|i'_1::||.'4:,
integrity, and social responsibility. Frist stated char “we are making a substantial in-
vestment in our ethics and compliance program in order to ensure its success™ and
that “instituting a values-based culture throughout this company is something our
employees have told us i critical to forming our future. The ethics and compliance ini-
trative is a key part of chat effore,™
Traming seminars for all emplovees, conducted by each facihine’s ECO, incloded
imtrisductions to the reaiping progeam, the Columbia,/HOCA code of condogr, and the
|;'!|:!|r|1_|_-.JI1}' ] |:l.'¢_'_r.1|.[ |.‘['||_i|.:.\. i.\lll.{ q.'|.:||1.l|.:lﬁupll;|..' F.-I'J hErJll‘I. T||c ll'.lfl'l.il'lE .1c|11il1:;|.'.~\.-.1|ﬂl:| i|1n.‘]|.||.‘!|.'d
presentations by me mibe s of senior manage ment and :n::.::!l-;_],r-u s discussions in which
participants discosed how o apply the new Columbin,/HCA code of conduoct in e thics-
related scerarios.
Although the company wanted individuals oo bring their highest sense of personal
values bo work each day, the purpose of the program was to help emplovees understand
the company’s strict definition of ethical behavior cather than to change their pemsonal
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values, Columbia  HOAS ethical guidelines mckled basic isues such as wherther nurses
can accept 3 10 tips—ihey coonor—s well as complicated ropics such as what con-
sritutes Medicare fraud. Tn addition, the company developed certificarion tesms for the
emplovees who determine billing codes. In 1998 a forty-minute teaining video was
shown to all the firm's emplovees; it featured three ethical scenarios for employees o
examine. Columbia,/HCA apparently recognized the importance of ethical conduct and
quality service to all of its constituents,

RESOLVING THE CHARGE?

In 19971948, Columbia/HCA Healtheare setthed with the loternal Bevenue Ser
vice (TRS) for 371 million over allegations that it had made excessive compensation ancl
“polden parachure™ pavments to some one hundeed execurives. As a result of the ser-
Hement, the TRA, which had sought 5276 million in mxes and inecest, agreed 1o dsp
irs changes that Columbia/HCA had awarded excessive compensation by allowing the
execntives to exercise stock options after a new public offering of Columbia//HCUCA
stock. Frist had reportedly carned about 8125 million by exercising stock options af-
ter that public offening, and seventeen other top executives each made millicons on the
deals,

In Avguse 2000, ColumbiaHOA became the first corporation ever b be remamvecd
from INFACT Hall of Shame. The executive director of INFACT announced that
Columbin,BHCA had drasocally reduced s political activite and influence, For exan-
ple, the corporation bas po active federal I-eﬂm:pi:in and has a registered lobbving pres-
ence in onby twelve states. According oo INFACT s executive director, “This response
PO @EASSPOOTS PressUEe Constimures 3 landmark -I:tl:'t'L'JLll.'l-I!Ih!!:l.' i business ethics overall and
challenges prevailing practices among for-profit health care corporations.”

In December 2000, Columbia/HCA announced that it would pay the federal
government more than 5340 nullon in eriminal Bnes and civil penaldes. The com
pany agreed in Tume 2003 w pay $631 million wo serde the last of the government’s
I.'Plil_ri[l;:ﬁ rhat it had filed Bke Medicare ¢luime, |.!.1.i|.‘| kickbacks oo docroms, and over-
charged ar wound-care centers. No senior executives aif the comipany lave ever been
charped with a crime. However, the company Ias paid our a total of §1.7 billion in fines,
refinds, and lowsuit serdlements afrer adneitting that it had, through too sobsidiaries,
offered financial incentives o doctors in vielation of antikickback laws, falsified records
to generate higher payments for minor treatments or treatments that never occurred,
charged for labortory tests that were never ordered, charged for home -hiealth care
for patients who did not gqualify for e, and falsely labeled ads as “community educa
Tinn.“ K'l"i".-ﬂ._r,. l.:|1|." I_'-|_rr|: *e .1'|.|r.‘|ih :-r.,_;‘[ruird .1|1!.' '|l.'r\-u|‘_|l|-_';|.'||;:|:|ni,_1_ arh il*\.' 11.'|.r|: 'rl1:! n!._'_rl_'q:d I Pty
E0 millien v sertle 2 whistle-blower lywsuin related 1o the charges. Columbia /HCA
also signed a “Corporate Tntegrity Agreement™ in 2000 that subjected the firm toin-
tense scruting until 2009 In the same vear, the company was afficially renamed HCA
The Healthcare Company.

In January 2000, Frist relinquished the title of CEOQ w focus on other interests
but remained involved in corporate strategy as chairman of HCA's board of directors.
Jack Bovender, Jr. (formerly CFOY replaced hing, OF the fravd investigation, Bovender
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said, *We rhink the major msues have been serrled,” although rhe company still as
qraye “:,'il::,:.'si-.‘.iil.l relations issues amul Cosr FEpOET ues™ o resobve o civil a0tons in-
valving indiv icltial |1-'.rapir:|l~:. Gitce 1907 the compary has closed ar consalidated more
than one hundred hospitals. e is currently composed of locally managed facilities thae
include 175 hospitals and 30 outpatient surgery centers in twenty-four states, England,
and Switzerland.

HCA'S COMIP'LIANCE PROGEAM AT WORK

Today, HCA spends 54 million a yvear on its ethics program, which includes an ethics
and compliance committes of independent board directoms, two separate corporate
coammittees that draft ethics policy and monitor s use, and a twenty-member de
parement that implements the program, Inall, twentv-siv execurives oversee erhics and
Cl::l:rl,|1|i.1r|r.'4! fara ".':1:|"i,|..'l_l." et igsunes, n1:|!gi_||g fFoim maxes 1 Fu,rlil.l[.iml s Tk Aamericans with
Dizabiliries Act.

The ethics comphiance program ser up by Yospeh includes seven components: {1
articulating ethics through a code of conduct and a series of company policics and
procedures; {2 creating awareness of these standards of compliance and promoting eth-
ical conduct among everyone in the company through ethics training, compliance
training, and other ongoing communication efforts; (3 ) providing a twenty-four-houwr,
tosll - Free 1'|.'f|.'.l1|:IHII:' bt leme o repoart erL.ihl;' miscamduer; (45 nll:-ﬂil':lr"l::b'. and awdir-
i:|1i]: -;:l:l'lp!u‘:,:r:er:' Fl.'.l_'thl'l.]'l-.‘Ll'll\."E F|| Areas 1h|llt'lill'l-l|'.'|_iil.|1_l:i.' risk T efsikre Ih;J.l' E:-.luhl_iﬁ]:l;l.‘: ;.1-:_|ﬁ-
cies and procedures are being followed and are effective; (3) cstablishing organizational
supports for the ethics compliance effort; (&) oversecing the company’s implementa-
tion of and adherence to the Corporate Integricy Agreement; and (7) undertaking
other efforts such as clinical ethics and pastoral services.

Training ¢ontinues o play a major role in helping employees understand HCA
new toscus on ethies and kegal compliance. Every mew emplovee is required toundergo
two hours of *odentation™ on the firm’s code of conduct within thirty days of em
3111 Py, A thar simie, nesy 1.'|.||p|-:|:|'|.-n,:,=: FECETVE Copy of the code of condogt, p:lrrjl:-
ipars in paining using videodapes and games, and sign an acknowledgment card, All
emplovees complete one hour of refreaher trraining on the firm’s code of conduct every
VEar

HCA" new ethics hot line helps the firm identfy misconducr and ke corvective
action where necessary. For example, in the spring of 2002, an anonymous caller to the
toall-free line accused a hospital supply elerk of stealing medical gear and reselling it
onling through eBay, After investigators verified the complaing, the clerk was fired
Since its imception, the ethies program has felded hondreeds of such erhics-relaned
complaints.

The effort 1o change HCA™ corporare cultere quickly and become the model cor-
porate citizen in the health-care indostry was a real challenge. This healeh-care provider
learned the hard way that maintaining an organizational ethical climate i the respon-
sibility of top management. As Bovender says, “Internal controls can always be cor-
rupted. We've tried to ¢come up with a system that would require a lot of people o
conspire, [t would be very hard for Tvco-tvpe things to happen here.” HOA seems o
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have recovered well Trom all of i problems, and ar the Gwe of weiting, this case a
mugnber Lﬁftl:-||||'l,u'|i|::1 W 1r:..'i11E [} :'|.|.';]|.|in_' 1. an iidication thar Ll::.r':.' view B0 4% A
gruj[ busiess u]'l]'ll::l rTl.Ill:i.I.'}'.

1. What were the organszational ethical leadership problems that resulted in Co
[umbia HCA S miscondoe?

2. Dhiscuss the strengths amd weaknesses of HOMA S corrent erhics progrun, Dioes this
PIEAgrlin api T T 3-_|1i.'-\.I':. the provisions of the Fedel acntencing Guidelines for
Organizarions and the .‘-i.uhm.l:.-.—{h]rg.' Acr?

3. Whar other suggestions could Columbia,/ HCA have implemented to sensitize is
emplovees to ethical ssnes?
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