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INTRODUCTION

Slnce December of 1974 when Medlcald and. Medlcare payments
tornurslng homes began to undergo publlc scrutiny, several agencles
and commlttees of New Jersey govermment became involved with one
more;aspect of the inquiry. 1In December of 1974 the Governor
requested the State Commission of Investlgatlon (herelnafter
referreddto as "S.C.I." or "Comm1351on")to conduct an evaluation
of" New Jersey s system of Medicaid reimbursement. Also in |
-December of 1974 the New Jersey Attorney: General' s offlce announced
that 1t was problng the alleged lnterests of Dr Bernard Bergman
in New Jersey nur31ng homes Later, that offlce set up a spec1al
portlon of its Enforcement Bureau to. speclflcally deal w1th p0851b1e
cr1m1nal act1v1t1es and- fraud in the area of relmbursement to
nur31ng,homes and other provrders.' This unit has already
produCed several indictments,- In January of 1975, Governor Byrne
‘ announced the formation of a cabinet-level committee to study
the problems of Medlcald reimbursement for nur51ng home care.

”That commlttee 1ssued its report on November 13, 1975 and the
.recommendatlons relatlng to. property costs relmbursement reiterated -
several of the suggestlons initially made by the §.C.I. on Aprll 3,
1975, in its first interim report on nurs1ng_home reimbursement.

The New Jersey Legislature also created.its own committee to
examine‘nursingphomes in January of 1975. That committee, chaired
by Senator John Faye of MiddlesexVCounty;'is examining,the quality
of care in New Jersey nursing homes receiving Medicaid reimburse-

‘ment ‘and other aspects of the program.



Because of the attention being given to other facets of the
Médicaid-3§st@n‘as'it relates to nursing homes, because reimburse-
ment ofilénd and building costs pfesents.one of the largest cost
factors of Medlcald reimbursement and because lnvestlgators
lnvolved in the area have reallzed that it is this component of
relmbursement which is most often abused and most in need of

L the S.C.I. has continued to direct its attention to.

- reform,
this.aréa.w

In,thé first report issued by the Commission in April of
i975, the'genesis.of a certain schedule of ceilings for rentals
and impﬁted rentals was examined-along'with.other components of
the propérty cost reimbursement system created by the Division of
Medicaersgistance and Health‘Services (hereinafter referred to
as "DMAHS“) of tHeIDepartment of Institutions and Agencies; One of.
the priméry conclusions of that report was that the schedule of |
méximum fehtals and imputed rentals was.inflated S0 as to permit
unneceésary hypothetical profits., The purpose of.this report is to
examine thé—tealities.of the former*hypothésistand to further comment
upon soﬁerother undesirable features of the property cost reimburse-
ment system. This will be accoﬁplished tia an in-depth study of a
‘number of nurSLng homes now part1c1pat1ng in the Medlcald Program..

' Addltlonally, the report w111 address some of the def1c1encles of

. See . Reimbursement of Nursing Home Proper_y Costs;:
,PrunIHE tE_gMoney Tree, Report of the New York otate Moreland.
“Act Commission on Nur31ng_Homes and Related Facilities, January,
19/76; Report on Nursing and Related Facilities, Temporary State:
Commission on Living Costs and the Economy, April, 1975; Report
of the Ad Hoc Committee on Capital Cost Reimbursement Rates, New
~York Public Health Council, October 25, 1975. '




the Medicaid administration in-DMAHS and the Department of
Health é; they relate to-prbperty cost reimbursement.
7 Sdmé of ‘the most noteworthy findings.pf the report are:
1.  That there are profiteers and opportunists witﬁ
investments in substantially Medicaid funded nursing
homes in the state who recoup returns as high as
- 105% annually and have no conmnection with the operation

- of the facility.

2. That there has been and continues to be a large number
-~ of nursing homes' participating in the Medicaid program

which'have'never been audited.

.. 3. That due to the lack of auditing, substantial over-
'_payments have occurred to: a number of homes examined

by the Commission.

4. That there is no effective control by either the
- Department of Health or DMAHS on escalating property

cost expenses.

5. That communication between the two agencies with the
responsibility for administering the program is

- extremely poor.

6. That there exists a combine of loosely connected groups
of New York-based entrepreneurs who control a substantial

percentage of the Medicaid beds in New Jersey.



:Fﬁmﬂly? a summary of the recommendations appearing at
the end of each seétion of this report is as follows:
'l.r'That the entire present system of property cost
| ':reimbursement be'completely overhauled along a
fpattern éuggested-initially by_Neﬁ York's. “
Moreland Commission with modifications suggested

- by the S.C.I.

2, That while the foregoing system is being implemented
' certain controls on escalating property cost reimburse-

" ment should be adopted by the Department of Health.

13ﬁ9 That construction costs on new facilities and
~ additions be strictly controlled since they will

directly affect reimbursement.

' 4. That additional auditors be hired by DMAHS and that
| an educational program be provided for them to

- further increase their efficiency.

‘5.‘-That Senate Bill 594, presently pending before the
- New Jersey Legislature, be substantially strengthened

'_as.to repoftihg'requirements by individuals with
interests.in'nursing homes and tﬁat-that‘knowledge-be

utilized by the administering agencies.

' 6. That communication between DMAHS and the Denartment
of Health be created by'theainstitution of a standing

- committee on property cost reimbursement and ownership.



I. CASE STUDIES ON PROPERTY COSTS :
REIMBURSEMENT UNDER THE MEDICAID SYSTEM

INTRODUCTION

' Ae was stated at the outset, one of the purposes of this
report'iédto]examine certain nursingrhomes participating in the
Medieaideprogram around the state and to comment upon the reimburse-
- ment Ofrtheir'property costs. The Conmission is of the opinion
that théfproperty'cost reimbursement system existing presently
is unw1edly and wasteful. . From figures supplied by the Division
1of Medlcal Assistance and Health Services. of the Department of
Institutlons and Agencles approxlmately $22 million will be
reported to that agency by nur51ng homes as property expense in
flsca1-1976. ‘Reimbursement - of property costs represents a 31gn1f1-
cant-peroentage of the total Medicaid payments to nursing ‘homes of
$l30_miliidnfin fiscal 1976. Efforts to restructure the system
with an eye towards cost savings are, therefore,znecessary and
‘valuable. |

As was the case in the first report issued by the Commission,
however a rudlmentary understandlng of reimbursement is a
necessary.prerequlslte_to a full comprehension of the analyses
in this report. That first report contained a complete explanation
of thefreimbursement formula and the relevant pages are appended. |
'hereto_es'Exhibit'l, for the reader's edification. The only facet
of the'reimbursement_system which'plays a critical role'in this: |

report, however, is the system relating to property cost reimburse-



_ment Slmply stated, DMAHS recognlzesz-property costs as debt
~ service: (mortgage 1nterest) plus insurance on bulldlng plus depre-
ciation plus a percentage return on.eqﬁity. Where the home is
rented ﬁiaian_ﬁarms-length lease", the.year1y rental is used for
the amount_of;reimbﬁrsablerproperty costs up to the'maximum-amounts
' supﬁliedVEY'the aforementioned.rental schedule which is appended
as Exhlbit I to Exhibit 1.  _' B “ |

The foreg01ng are the tradltlonal types of land and bu11d1ng
treatment,ln-a commerclal situation. The max1mum rental schedule =
and DMAHS regulatlons, however, create other'classifications.of-
arrangements which are lmportant to- understand for present purposes.

Flrst, where.an operator leases the nurSLng_home_from_a
party who is relatedrby family ties or by business relationships,
the lease is considered a 9poﬁ—arms-1ength" one and the operator
.then ha$ #ﬁo options:  he may use the amount computéd from the _ 
_maximum;rénpal scheduie, column "B, or he may.use the actual 5
carr#ing chargés of the lessor (debt service, depreciation,
.ihsurance and return on equity) whichever figure is_higher;_ Thié
option is not available to lessees operating nursing homes under

leases which are the product of arms-length agreements between

2. The.term 'recognizes' is a relative one. It is important to
note that, although 1007 of property related expenses are listed

on the nursing home cost reports, the actual amount of reimburse-
ment would be the listed figures times the percentage of Medicaid
occupancy. Thus, for instance, if property costs are reported at .
$100, 000 and the Medicaid occupancy level is 50%, $50,000 is the
actual relmbursement '



unrelated’éafties. | |
Finally, DMAHS grants owner-operators "imputed rent"3 where
their carrying charges do not meet the appropriate amount computed
.by the utilization of column "B" of the rental schedule. Thus
'the.ownérLOPerétor has the option of using actual carrying charges
or the:ipputed rental amount, again, whichever is greater.
In summary, then, there are four essential classifications
of proﬁerty_cost reimbursement:__1)_actua1_carrying'charges_granted,
to‘ownerroperafors whose prppertj related expenses are greater
‘than theliﬁputed rental computatiqn; 2)Vimputed rental granted. to
owner-dperétors whose actﬁal.carrying chérges are less than the . |
| imputéd&feﬁtal computation; 3) the amount of the lease ﬁp.to the
_ ,maximumsféét.by the schedule.tojiessees_operatiﬁg'under_an arms-‘:
length;angemenE;.and 4)- the amount of actual carrying charges of
the lesSdf or the computation from the schedule, column "B", (again,
‘whichever is greater) to the lessee operating under a "non}érms-
_length"'iéase_between-related parties. |
Some discussion of the operation qf-the schedule_iszappropriate1
Refereﬁce’to-Exhibit 2 discloses columns of monetary figures
accordingjﬁo the yeaf of construction and geographic location of
the'nursiﬁgrhome.. For a nursing home in Essex County built in

1973, operating under an arms-length lease, for instance,. the.

3. This topic was commented upon in an in-depth fashion in the
Interim Report issued by the S.C.I. on April 3, 1975. The
recommendation which resulted from that examination was twofold:
1) that consideration be given to complete abrogation of the con-
cept, and 2) that the option of taking the higher of the two
computatlons be discontinued immediately. ' '



lfigﬁfe'is $1,618. $1,618 is then multiplied by the number of
certified medicaid beds in the institution to arrive at the
renta¥'ceiling; thus, if the Essex County nursing home contained
lOO_béds, the ceiling'would be $161,800 (S$1,618 times 100). DMAHS
wouldzﬁherefore reimburse anyrarms-length lease up tc $161,800.

The basis for the monetary amounts was unknown to the
offidigls of DMAHS responsible for its iﬁplementation as of
Fébrﬁafy'1975, when their testimony was taken. The Commission
established that New Jersey adopted (with modifications) the New -
York;sbhedﬁle on the topic and further that that schedule was
baséd;én.an.average of inflaﬁed carrying'cOSts'supplied by the "
Metropolitan Nufsing Home Associa;ion 6f New YOrk'City,.‘The
amounts are supposed to reflect construction costs for the buildings, 
‘but fhé manner in which they were extrapolated from an average
of carrying costs was never fully explained,_

There are several observations and.comments which éan be
made ﬁpén New Jersey's.systém of property costs réimbursement, some
of which.are based upon facts from the prior report, some of which
are évidenced by the instént report and others which are apparent
from the face of the regulations. The'Commissiqn believes that the
. following are some~particularly'salient conments:

1. The reimbursement of carrying costs fails to take account of

certain critical financing factors.

The‘DMAHS approach to reimbursement of the carrying costs —

debt service, depreciationm, insurance and a return on equity — fails



. to take account of cash flow, tax advantages and real estate/
~building aporeciation so that owners actually reap more profit '

from their financial posture than DMAHS presently recognizes.

S 2, The'present system encourages trafficking in nursing homes.

Because the sale prices of nurSLng homes are not controlled
by elther the Department of Health through the certlflcate of need
program or DMAHS through its audltlng function, it is not uncommon
ffor newlhomes to be quickly sold after construction_atfe price
which faroexCeeds the construction costs. Nor is it uncommon,
 for these same reasone,for homes.to be sold over and over again
every twofor-three yvears with a constantly escalating sales price,
rhe debt portionnof which is, in effect, often substantially
amortlzed by the State of New Jersey. This cost escalation, of-

zcourse bears no relationship whatsoever to-the quallty of care:

3. In_addition to the "quick sale', refinancing is a common

occurrence with a resultant monetary detriment to the State.
There is a natural.inbredrimpetue for the owner of a oursing
home to. keep the interest portion of his mortgage payments at a
high level. In the first place, mortgage interest is deductible
for,income'tax purposes, and, in the second~p1ace,-it is a
reimbursable Medicaid cost. The portion of mortgage payments which
'jis attributable to the principal, however, is neither deductible
nor reimbursable.r With traditional mortgage.agreements; or course,-

the early amortization payments are heavily weighted in favor of
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the interest portion which gradually declines over the period of
amortization. Amortization merits the owner almost nothing,
however (w1th the exceptlon of the comparably minimal. return on

equlty) “and the owner, therefore,.ls impelled to resell and/or

- refinance'on a rather regular ba31s The State is the natural

~_loser ln thlS set of circumstances since 1t contlnues to relmburse

_for a contlnually elevated debt serv1ce

4. Thel“douole profit" syndrome.

lhefejis.no_regulation upon'the-percentage of the value of

:the nuteing.home_which'may.be financed and, where refinancing
occurs, there is no regulation concerning;the-utilization.of the
proceede-of that refinancing. Furthermore, upon resale to a
related'oafty; the seller may take back a secoﬁd mortgage beyond
the inetltutional financing to make up the possibly inflated
sales price The rlsk on second and third mortgages, of course,
is usually hlgh but in the case of a Medlcald nur51ng home thh'
a high percentage occupancy, the payment of the mortgage-lnterest"

is, in effect, guaranteed by the State.

5. With respect to leases, the fact of the existence of maximums

set by the schedule causes no lease negotiations to be truly

-

"arms-length".

Experienced nursing home owners are, of course, aware of

the maximum vent for their home which can be costed for Medicaid
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purposes and this factor substantiallygeffects.the negotiat;ons
'betweenfleésor and potential lessee.  The lessee often finds
himSelf,inlan extremely poor bargaining position because the State
has, in effect, predetermined the rental for any given home. The
Commission-haStfound at least-one occaéioﬁ, for instance, where.
the actual lease documents. call for rental equal to the maximﬁm :

amountrﬁhich Medicaid will reimburse. -

'6[. Thé‘faét that the schedule is inflated, by being based upon

existing inflated property costs, allows the amortization of

inflated mortgages by lessors and a high profit margin.to

-1es§Ors and middlemeh who assigﬁ.or sublet at a profit.

;"Théfinflationjof-ﬁhe*maximum-amounts:listed in the_schedule,
of coufsé; presents numerQus:possibilities;for financial gain -
tOtastutéfiessors. Some of the_possibilities ‘which the |
Cbmmission-has established are listed aboﬁe, and, again, where
Medicaid»odcupancy is high, a substantial portion of the profits
‘are derivéd from the State. It is also important to note that
none oﬁ;thése profiﬁs_bears.any,relationship whatsoever to the
-qualityfof:caregbeing-provided'in the particﬁlar nursing home and
the 1e559f_or sub-lessor is rewarded for nothing7moré.than his -

business acumen.

7. Therscﬁédule amounts to be employed by each home are hinged

to the year of construction of that home, and since mis-

representation of the year of construction would produce

higher reimbursement, the utilization of the schedule becomes

-an invitation of fraud.
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i
'

The-above-describedgsituation becomes particuiarly acute
where_the7home operates from a refurbished building originally
construeted for another purpose. Since the renovation is.often
costly'and in many cases, financed, and because DMAHS allows only
_the employment of the year of orlglnal construction, the temptation -
to misrepresent is great. To complicate matters, it appears that
‘such mrsrepresentatlons have.ofteh gone unchallenged or at 1easr'
_unaudited;by DMAHS,dwhich situation ‘is, again, costly to the State.
The condition is probably'fostered by the fact that DMAHS has no -
wrltten guidellnes for the treatment of renovated homes and the

Commlsslon W111 recommend that one be created.

8. The‘concept of "imputed rental', ostensibly created to attract

older homes to the program, may be outmoded and, in certain

cases, should definitely be abrogated.

Sinée'operators who have relatively low carrying charges,
and/orfare.almost'fully.depreciated, are given the option of
employing imputed rental computed from column "B", there is ae
theoreticsl impetus for the home to become active in the program.
Stripped‘to'its'essentials, however, the concept does nothing less
.-than.give‘ewners something for nothing. New:Yorkldfﬁicialsutesti-

fied somefime ago that imputed rental would”probably be~discontinuedf
there and; agaln the CommISSlOD suggested a 31m11ar action in
New Jersey._ The spec1f1cs of the S. C.TI. recommendatlon are again

contained in the approprlate sections.
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Aé stated previously, the Commission has chosen several nursing:
homes for examination. The history of the financial transactions
with respect to construction costs, financing, sales and leases
makes up the bulk of the reported examination of these homes, but,
because resale prices and leases are not indicative of value, the
‘Commission has also undertaken herein to pinpoint other indicators
of value. Additionally, various comments will be made upon profit
realized through the property cost reimbursement and upon other
faulté of the property cost reimbursement system exhibited by that

home. . ' ' ‘
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Edison Nursing Home

The Edison Nursing Home is located at 463 Plainfiel&
Avenue, Edison, New Jersey in Middlesex County. It contains
302 beds and is populated to a degree of 98%-by.Medicaid
patients. The home is operated by a corporation called Edison
Nursing Home; Inc., which is wholly owned by Mf. Herbert Kallen
and his wife Lenore. Mr. Kallen and his wife sold the stock
of the corporation which owns the land and building in October
of'1970 and this transaction will be discussed hereinafter.

Per its 1975 cost report, as desk audited by DMAHS, total
adjuetedrproperty expenses are $266,068 per year. This amount,
since it is higher than the imputed rental schedule is the one
used for Medicaid reimbursement purposes, Pursuant to the
same cost report, the home was constructed in 1966.

Edison Tower, Inc., was incorporated on June 4, 1963.

On October 25, 1963, 13.49 acres of land for the site were sold
to Edison Tower, Inc. The grantor of said parcel was the Second
Construction Corp., Inc. (Leon Weiss and Rudolph Weiss) and

the sale price listed on the deed was $1.00. On the same date,
October 25, 1963, there was executed an F.H.A. Building Loan
Agreement listing a construction mortgage amount of $2,225,300
(89.99% of assessed valuation by F.H.A.), The listed general
contractor was the Weiss-Bern Corporation. The mortgagee on

the mortgage of $2,225,300 was the Garden State National Bank.
The listed total project cost for construction on the F.H.A.

application was $1,744,338, listed non-construction costs
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amounted to $176,849 for a total of $1,921,187.

On April 1, 1965, a certificate of occupancy was issued.
- On Julyrl, 1965, the original construction mortgage of
0 $2,225,300 was modified and.transformed into permanent financing
with the same mortgagor and the same mortgagee (the bank had, in
thé’interim, changed its trade name).

On October 13, 1970, Edison Tower, Inc., scld its out-
standing stock to Mr. Kallen. The terms of the sale were as
follows: 1} a $150,000 cash downpayment, 2) the assumption of
the existing mortgage (amount ocutstanding at the time of sale
- $l.943,665), and 3) a personal note whereby a corporation
known as 465 Plainfield Inc. (another corporation wholly owned
by Mr. Kallen) promised to pay W.B.W. Associates, a co-partnership
'having=its principle place of business in Brooklyn, New York,
and made up of Messrs. Weiss, Bernstein and Weiss (who were
alsé the stockholders of Edison Tower, Inc.), the sum of
$916,720.56. The terms of the note called for the payment of
interest only from November 1970 through the first day of
October 1973 and thereafter, with minor adjustments, a payment
 of principal and interest at the rate of 7%% per énnum, amounting
.to payments of $7,916.67 per month, beginning the first day of
November, 1973, through October 1980 at which time the'unpaid
balance is due and bayable.

The June 30, 1971 cost report submitted to DMAHS lists

the following items for property cost reimbursement purposes:
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land - $159,000, improvements - $3,120,929, for a total of
$3,279,929. In July of 1971, the nursing home was appraised
for tax purposes at $2,293,788. In the interim the real estate
tax.éssessment;was=increased t0?$2,950;350¢ On July 2, 1973,
the'ﬁursing home requested that that real estate tax assessment
be lowered to $2,500,000 on the theory that the assessment was,

"

"in excess of fair market value. In support of this petition,
another appraisal was submitted using three different methods

of appraisal, reproduction ($2,462,500), comparable sales
($2,501,600) and income capitalization ($2,462,500). The
assessment on improvements was reduced by $60,000{ as a result

of this petitidn, on November 8, 1973. On June 27, 1974, another
petition was filed seeking a reduction to $2,500,000 for the same
reaséné as the 1973 petition. That petition was.dismissed on |

August 27, 1974 and an appeal was filed with the State Division

of Tax Appeals on October 31, 1974.

'Comments and Observations

On October 13, 1970, the amount of financing on the nursing
homé was the amount of the outstanding mortgage ($1,943,665)
plus the amount of the aforementioned note from 465 Plainfield
Corp. to W.B.W. Associates ($916,720) for a total of $2,860,385.
After the first year, the nursing'home became a more than 907%
Medicaid facility and remains so to this date. The result;

of course, is that the State of New Jersey has paid the over-



-17-

whelmlng majority of the interest on this 1ndebtedness since
it was 1ncurred _ | '.

‘The aforementioned figure, $2,860,385 is more than
$360,000 in excess of-any.appraisal thaF has eve; been done
-og-tﬁefnursing home, inéluding.appraisals that were done some -
two yéaré'ﬁefore this transaction. The figure is also over-.

- $1,000,000 in excess of the.total_constructionAcost:listed 
'on the-initiai F.H.A. application_when:the-hqme‘was.being
built} ”Finally, the figure is also more than $360,000_in'
exgés§ of the value placéd.on the home by the owners themselves
in théir various tax appeals. It is. true that the sale
_‘inéiﬁded an amount of $300,000 for_furnishings-in'the nu;sing
'home-énd another $150,000.for good will, but the cost réports
iflled ‘by the institution indicate nowhere that the flnanc1ng
on. the institution pertains to anything but the building.

In the view of the Commission, the;October 13, 1970

sélé,ﬁould probably not have taken place but for the advent
ofltﬁe Medicaid system. This-example‘points,out that, since
there is né.limitation upon the amoﬁnt of debt finéncing-which
vthe:Medicaid program will allow, informed entrepeneurs will
sell nursing homes at highiy inflated values as long ‘as the

state continues to underwrite unlimited debt.
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. White House Nursing Home_'

. The White House Nursing Home is located at 560 Berkeley
Avenue, Orange, New Jersey, and contains 176 beds.  White
Housg‘ﬁursing Home, Inc., which, according to the license
application, is wholly owned by Mr. Eliezef-M. Grossman and
 his'w;fe,.operates the nursing home under a lease from the
I_& SfReélty Corporation, 1354 46th Street, Brooklyn, New York.
The yearly rental is $1,700 per bed (5$299,200).

  hThe land and building of the White House Nursing Home was
pﬁ#chaéed on October 11, 1972. Tﬁe institution was formerly
thé'Béard School. The puféhasers were Messrs. Stephen Atkins,
JéckrAtkins and Harold Kent, trading as the Beard Nursing |
HomérAssociation. The purchase price, according to the-deed,'
waS $450,000. The Beafd'School was. constructed in 1909; |

. On October 13, 1972, a letter of construction mortgage -
commitment was granted by the Franklin Capital Corpofation.
to Atkins Associates, Inc. (the same‘group which,made up the
Beard'Nursing Home Association) in the amount of $1,725,000."
Thg'ﬁirst disbursement on that construction mortgége was
$450;000, and-tﬁat émounf, according to the mortgagee, was
utiiized for the purchase'of'the-land and building. The
mortgage was granted at 4-3/4% ovef-the-prime;rate with a
minimum of 9% and a maximum of 12%. |

On February 23, 1973,'1 & S Realty Corp. (who ostensibly:

did not as yet own the facility) executed a lease with the
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aforementioned'whiteiﬂouse~Nursing Home, Inc. The lease is of
ther"net-net" variety-and calls for a yearly rental of $1,700
per bed“($299,200‘per annum) during-the-first~121 months*of-the
gtermfand $1,800”perebed ($3163000'per annum) for the remaining
'termVofl21-years. | |
',Thereafter On-May'ZA' i973 the Beard Nursing Home -
'Assoc1atlon ‘a partnershlp made up of the aforementioned
Messrs 'Atkins, Atkins and Kent, sold the faecility to I & S.
Realty Corp , a New Jersey corporation which lists its sole
offlcers and directors as Icek and Sara Cywiak. The purchase
__priee 'according to the deed, was $2,057,000. In addltlon to
~ the assunptlon of the outstanding mortgage the buyers
.executed on May 3, 1973 a second mortgage in the amount of
$182 500 back to the Beard Nur31ng Home Assoc1at10n ThlS |
mortgage was granted at an annual interst rate of 7%% for a |
term of five years.

The institution;_according-to information_obtained by the
Commission, had some-difficulty in‘ohtaining-permanent financing.
The prev1ously mentioned second mortgage was modlfled and
extended on November 28 1975 whereby the pr1nc1pa1 sum was
- reduced and the term was extended Thereafter on January 19,
.1976 a new flrst mortgage was negotlated in the amount of the
'orlglnal constructlon mortgage ($1 725 000) 1n order  to allow
addlt;onal time to obtain permanent finanelng. The rate of
interest on that mortgage is 10%%: payments are $20,125 per

month for a term of three years with a required balloon
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payﬁént'of_app:oximately $1,500,000, at the end of the term.
 The prémissory.note filed by I &-S.Realty with the-aforésaid 
_‘mdftgage bears the signatures of Messrs. Atkins, Afkins,

Keg£ and their wives as individual and collective guarantors.

This same group ostensibly sold the property some two- and :
oﬁé_half yegrs prior to the date:of this promissory note.

_The reai estate tax assessment on. the land upon'whidh the

nﬁfSing homé is situate is listed at $179,300; the assessment
.onithe building is $616,000. The assessment rate in the City

of'Qfange is 76.51% of true.

Comments and Observations

1. It is the stated pollcy of DMAHS that the original
.yéaifdf construction is employed when -determining the maximum
réﬁtai ceiling for rendvated'facilities; That policy was not
fdiibwed with respect to the White House Nursing Home cost
'report | |

- An examination of the 1975 cost report for the fac111ty
dlscloses that DMAHS allowed a 1973 construction date which has
the effect of allowing a rate of $1,618 per bed ($284,768)‘as_
ceiling in the case of am unrelafed'lease;' Thué;'DMAHS dis- |
allowed only $14,432 ($299,200 - $284,768) with respect to the
'amountlcléimed for rent. If the stated policy was followed,
| the year of construction would be 1909.and the maximum rental
flgure Would be $256 per bed ($45 056) Thus the disallowance
should have been $254,144. | o
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2;"Since, as in most cases with nursing ‘homes, thelease
in thls case is of the "net-net" variety, the only actual
expense to the owner is mortgage amortizatlon. Thus the
yield On the original'investment can be'computed by subtracting
the yearly mortgage expense from the amount received under the
lease and then expre551ng that flgure as a percentage of that
_orlglnal investment. | |
In the instant case, I & S Realty purchased the nur51ng
home for $2 057, 000 Toward-that.purchase price, however, two
mortgages were undertaken Tne principal sum:on the first is
| $1,725,000 and the total amount on the second was originally.
$18é 500 If 1t is presumed that the balance of the payment.
~ was in cash, the max1mum 1nitlal 1nvestment of I & S Realty
.was $149 500. | |

. The’ nur51ng home has not as yet obtained permanent :
financlng, but assuming that it does in the near future and
assuming that‘the terms are conventional ones (a principal
:amount of $1,725,000 (the construction cost) at 10%7 interest
for 21 ‘years) the monthly flrst mortgage payments w111 be
'$16 985 ($203 820/yr). The proposed payment on the second
mortgage is $2500 per month ($30, 000/yr) for flve years.,
LWhen these amounts are: subtracted from the income on the
lease ($299 200) the return on the inltlal investment of
$149 500 is 44% in the flrst flve years and 647 for the

balance of the term.



_22-

Fmerson Convalescent Center

; The.Emerson Convalescent Center is located at 100
‘Klnderkamack Road, Emerson New Jersey The institution
.contalns 148 beds ‘and began operatlon in 1975 It is
.eprOJected that this nursing bpme_wrll be populated by 90%_
Medicaid patients. Tbe institution is.presentiy:owner-

7 operated by areorporatien known as the Emersoﬁ Convalescent
Ceﬁter; Inc. That_corporation was incorporated on April 1,
'19?5.ehd its stockholders, all of whom own less than 157 of
the cerporation are Messrs. Frank Chaimovite Morris Schnitzer,
Nathan Friedman, Ernest Hollander, Leo Rosenson Mark Kamln, |
Jacob Bergsteln, Herman Menche, Joseph Schwartz, and Zev
' Ajlmeni | |

| .Therfirst corppration involved with this institution was
an entity known_as Emerson Nursing Homes, Inc., which was
incorpOrated on August 9, 1965. At that time, however, the
corporatlon owned only the tract of land upon which the nursing.
home is now situate and no building was built untll some time
later. On September 13, 1968, the Manor of Emerson was incor-
,pdratedwand-that entity purchased the aforementioned tract of :
1and'froﬁbEmersenbNursiﬁg.Homee;:Inc on March 26, 1970 for an’
-amounb of $306,931. Thereafter, on February 11, 1971, the
Mahor of Eﬁerson_obtained a construction mortgage in the amountb
of'$l,784,900 from tbe Carteret Savings & Loan.Association,_

_ Newark, New Jersey. The term of this mortgage was 20 years
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and the interest réte.was 8%%. Oﬁly,interest payments were
_required_ffom March 1971 through November 1972, thereafter the
priﬁCipal and interest payments equaled $15,489 per month.

-  ;Béfore the-structure was completed, however, baﬁkruptcy
.pfdcee&ings were filed on February 17, 1973 by the Manor of -
'Emerépn. As a result of that filing, the receiver was authorized
to exécute a construction contract with the Glen;al Construc-
_tiohﬂCompaﬁy,klnc.,_who would be authorized to complete the-f-
work:ih,thg-building_which.WAS at that time approximately
6néfﬁélf.completed.. Also as a.result of the bankruptcey .
prégeédings, a new mortgage commitment was obtained from
;thé#Aanngé Mortgage Co., injthe.émount of'$2,900,QOO. That-
- mortgage was executed on March_28,;l973uand wasqﬁo-run:at‘a"
;rate of 7% per,annum]for_a.term of 30 years. Only interest |
'payménts were required from May.1973-through?Auggst 1974, but.
thereafter installments of'interest and principai in the amount
of $18,021 per month were reqﬁired. Subsequently on October 16,
'1975, a supplemental_mortgagg.was granted by the Advance
Mortgage Co. to the Manor of Eﬁerson in the amount of $192,100 -
.Which required payments of $1,200 per month at-ah'interest |
-__raté'of 7% per annum for a térm of 30 years. This supplemental
- mortgage was later consolidated with the original mortgage of

| $2,90§,000 into:oné iﬁst;ument with a required principal of
$3,092,100 to be amorﬁize& in ﬁayments of $19,431 per month for 30
years. On the same day, October 16, 1975, the institution
_wés.sold by the Manor of Emerson to the Emerson Convalescent

Centef, Inc., a New Jersey corporation made up of the stock-
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'_hdlders previously mentibﬁed.in'this section of:the;repdrt;.
Thé*sales'pricélwas $3,342,100. The present tax assessmént

on the institution is $112,400 for land and $1,200, 000 for
imprbvements' "The tax ratio in Emerson is 54% of true value

The original assessment on the land and improvements was
'$112,400 for land'and,$1,655;000 for improvements. On Auguét 15,
1975;-however, the Manor of Emerson, through its atforney} |
.filéd a-petitipn'for-reduction in that assessment for the follow-
ing redson: "The assessment is far in exdess of "either the market
value dr costﬂof construction and bui1diﬁg certificate of
occupaﬁcy has notibeen issﬁed'by-locél authorities so building
'caﬁnot be occupied." The aforesaid petition requested a reduc-
tion in the assessment on the building'to $800,000 for the fore-
goiﬁg:feasons. As a result of-that'application, the tax assessor's
office of Emefson'Borough_sought and feceivéd-assistance from

the Division of Taxation, deal'Property and Pﬁblic Utility

' Branéh,'concerning the actual value of the building. As a-

result of that request, an appraisal‘study was made by the
Division of Taxation in order to assist the Tax Assessor's
Office-of-the-Borough of Emerson. The resulfbe that evaluation-.'
was that the total value of the land and bu11d1ng as of October 1

1974, was $2, 169 244 (52, 056 844 - bulldlng, '$112,400 - land).

]

As a result of this appraisal, the tax.assessment was reduced

to its present figure.



-25-

Comments and Observations -

The Commission is of the oplnlon that the- Emerson
Convalescent Center represents a classic example of over-
mortgaglng'and a resultant unnecessary expense to the |
Medlcald program A competent anpraisal nas set the value
of the land and bulldlng at $2, 169 244, as of October, 1974.

As of 0ctober_1975,_however, mortgages on the institution
famounted to $3,092,100. Adjusting'for an inereese in valnei
VBetweenroetober 1974 and October 1975, the Medicaid program,
' therefore, would be allowing the reporting for reimbursement
purposes of mortgage'expenses applicable to approximately
'$800 000 over the appralsed value of the building.

It is 1nterest1ng to note that the. ownlng and operatlng

corporatlon disclosed its awareness of the fact. that the

| building and land was not worth in excess of $3,000,000 when it
.filedeits appeal of tne assessnent on August 15, 1975. As was
_pretiously illustrated, that.operating corporation stated that
 the assessment was ''far in excess of e1ther the market value or.__
the'oost of construction”. It is the Comm1331on § view, therefore
thatdthe market value of $3,342,000 as denoted in the recent

) sale;of the institution is a completely_ertificial one and that
-that sale could never have been consummated as financed,rbut

“for the existence of the favorable reimbursement formulas of

the Medicaid program. As in other cases found by the Commission,

mortgagees are granting loans based not upon the actual value
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-

of thé building-but upon income producing.potential.,_The
excéssive financing is based upon'the inéome producing potential
_ which,-in turh, islpredicated on state reimbﬁrsemeﬁt. That |
reimbﬁrsement, however, is based on the initial excgssive

financing — the classic sityation of a dog chasing its tail.

C
i



27 | _ \

Heritgge Hall Nursing Home

Heritage Hall Nursing Home is located at 524 Wardell Road,
Neptuﬁe,'New Jersey in Mommouth County and'is operated_by'a‘
corpo?ation known as H.G.H. Nursing Home, Inc. The facility
contéiné 115 beds and 997 of its occupancy is made up of '
Medi@#id'patients. Mr. Harry Ostreiéher“ié the*pfésident'of
| H.G}H;gNursing'HOmes, Inc. ‘and owns 91% of the corporation.
H.G;H. Nursing Homes, Inc. rents the facility from Mr. Herman:
_GfeénbéUm'of'Flushing; New York -~ The Pfesent rental is in
the amount of $§150,000 per year. ‘Mr. Greenbaum purchased the
“home in 1974 ' |

The nur51ng home was orlglnally built as a motel in 1962.
:Thereafter on June l4, 1966, the: National Theater Supply
Company sold the home to Hamilton Hall Nursing Home, Iné.,
 for a purchase price of $262,000. On September 22, 1966,
Hamilton Hall Nursing Home, Inc., became Heritage Hall Nursing
Hcme,;lnc. The nursing home was opened on May 22, 1967..=0n
September 7, 1967; Heritage Hall Nursing Home, Inc., obtained
a mortgage.in-the amount of $525,000 at 6-3/4% for a term of -
10 years from the Hudson City Savings.Bank. On November 29,

1968, a second mortgage in the amount of $50,000 at 18% interest
for a term of 5 years was granted with four individual investors
as the‘mortgagees. On November'l3, 1973, Heritage Hall Nursing
Home,;Inc. obtained a mortgage in the amount of $760,000 for
a term of 10 years at 9% intefest from the Knick Serﬁice
Corporation. The initial mortgage of $525,000 was canceled and,
previouély, on October 11, 1973 the aforementioned $50{000 |

mortgage had been canceled.
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. on June 26, 1974, Heritage;ﬁall Nursing_Hdﬁe, Inc. sold
the nutsing hoﬁe for_$l,l75;000 to Mr. Herman Greenbaum. .It
should'be noted that only 12 acres of a total of 54.7 acres.
in the plot were transferred pursuant to this sale. The
terms of that sale, according to the attorney who handled the
tr&ﬁééction, were as follows: Greenbaum assumed the outstand-._'
- ing amount of $760,000 existing mortgage which, at the time
of fhe'sale Was-$755,000, executed a mortgage back to
ngitﬁgQ'Hall Nursing Home, Inc. in the amount of $125,000, and
proyidéd_a cash investment of approximately $290,000. The $125,000
morfgage was given at an interest-rate'of 8%% per annum for
.ten'yeafs (moﬁthlj-payments_bf $1550). |
- Prior to this sale, however, on March 30, 1974, Mr.
_Greeqbaum leased the home, effective July 1, 1974, to a
corporation:known as H.G.H. Nursing Home, Inc.,. the present.
0perétof-ofuthe faci1ityu_ The terms of the lease were as
'follows: 1) the aﬁnual‘rent-for.the first year was $140,000, 
to be paid in equal monthly installments of $ll 666.66,
commenc1ng June 1, 1974; 2) for the second year and for 25
years thereafter the rental would be $150,000 per year payable
.;n-monthly installments of $12,500, commencing June 1,_1975,.
3) tﬁe,aforementioned-ambunts-can'be escalatéd based upon:
incrgaées in the-Consumer Price Index. - The lease is a 'net-

: net“ione with the lessee undertaking all obligations'for the

property, other than the payment of the aforesaid mortgages. .
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~ This iease.tranSaction and purchase by the aforeméntioned

Mr. Greenbaum, according to a Department. of HealthVCertificate

of Néed,Financial FeasibilityfAnalysis Group stﬁdy,-increase_

‘the per patient per day cost to the Medicaid system by $2.04,
Records existing in the tax;assessorfs officg for NEW'V

Shfewaury disclose é,$751,000-assessment on the building

- and,$3§5800;on‘the.land. Replacement value according to the

tax. j:i_a'cords_ lists an amount of $810,843.

=Comments and Observatlons

‘]i{' Durlng the flrst ten years of the hﬁme Mr. Greenbaum s
rafé.bﬁreturn.w111 be mlnlmal. From the second year of the:'
leaéé:forward, he Willrbe reéeiving income of'$150;000 per-"
?yeaf?in;rentalfand'paying cut“$l;5;S24_On thé-fitét ﬁo£tgagé_'
and $i8,600.on the second mortgage. After the initial ten
yééf:period, however, both mortgéges'will be satisfied and the
- lease will run for an additional 15 years at at least $150,000
per'yéar. Thus, iﬁ is mofe realistic to speak of income
versus ékpenses over the terms of the lease. and mortgages.

Mr.  Greenbaum's total income under the. 1ease will be $3,740,000
(25 x §50, 000 - 810, 000), his total ‘payout on the flrst |
mortgage will be $1,155,240 and his total payout on the second
mortgage will be $186,000 for total expenses of $1,341,240.
-When‘expenSES are subtracted from incbmé, Mr. Greenbaum's
net-yield is $2,398,760-on an'in#éstment of $290,000. Although

much of the yield is. deferred, the net average rate of return
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.over the;25-year period 03'33%. Furthermore, this_yield is
actuallj;ﬁigher_ﬁhen one COnsiders that principallportion.w
of the ﬁortgage payments, iﬁ effect, is returned to Mr. Greembaum
wheniphé'martgages are'satisfied at the end of the ten year terms
and he owns the nursing home'unenéumbered.

2;, P£ibr to the'Jﬁly 1, 1974 lease, the rental on the
nursing héﬁé was $80;000 per year, but as a result of the
July 1, 1974 1easé,'that rental increased to a total of $163,000
per year ﬁith no relation to increased patient care. The'Department
of Heaith_analyzed this increased rental and calculated the result
~as an inéfease in the per patient per day costs to=tﬁe State of
$2.04; _Tﬁat_r§port, however, addresses itself_onlj_to-the-issue
of finanéial feasibilit& and not to the issue of whether so sub-
stantial an increase in the Medicaid rate should be justified albeit
‘allowed in the first place. The increase in the'fate takes pléée,
furthermore; even though the rental ié in excess of DMAHS maiimum_

rental-sghedﬁle.
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Bay.View Nursing and Convalescent Center

Bay Vlew Nursing and Convalescent’Center is located in
'Bayv1lle New Jersey, and contains 323.beds. This facility
..lS presently operated by Bay View Convalescent Center Inc.
'under a-sublease from Bay View Nursing & Convalescent Center
Incf According to information obtained by the Commission,
the nur31ng home was originally constructed in 1927 and was
renovated-in 1970 and_transformed into a nursing home.
':POn‘April 3, 1970, Seahrook Center Inc., a corporation |
composed of Mr. Charles Bick of New York New York, and Dr. Mattis
Yellin of Lakewood, New Jersey, purchased the nurSLng home |
'from the original owners, Mrs. and Mrs. ‘Abraham Kraig, who o
‘owned it via various corporations : The purchase price was
.$1.million, which included approximately $430,000 in.cash,
the_assumption of a $100;000 first mortgage, and the supplying_
_of:an additional amount of-approrimately.$430,000 in secondary
and tertiary mortgages | | ' | |
Thereafter on October 15, 1973 Seabrook Center Assoc1ates
:_(now listed as a partnership with its princ1pal place of bu31ness
as Bayv1lle, New Jersey) entered into an agreement of lease with
the-Bay View Nursing and Convalescent.Center, Inc. for a term |
V‘of 25 years.at an annual rental of $175,000 per'year 'The.
_-lease is of the'het net" variety whereby ‘the lessee is respon-
| 51b1e for the payment of all operating costs of the facility.
| On January 24, 1974, the_same Bay View Nursing and Convalescent

Ceﬁter, Inc., entered into an agreement with one Samuel Paneth,
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' whereby'Mrf Paneth pnrchased-tnearight'to sublease_from the o
Bay View Nursxng and Convalescent Center Inc for an amount
of $314,000. - $250,000, according to the agreement was to be
'paid.in_cash, and'an additional $64,000 was supplied via four
perscnal notes of Mr. Paneth at an annual interest rate of 7%.
That. agreement came to fruition on July 1, 1974, whereby the
Bay Vlew Nursing and Convalescent Center, Inc subleased the_
premlses to the Bay View Convalescent Center, Inc  There is
no mention of Mr. Paneth in that sublease, but it is assumed
that the July 1 lease is a product of his negotlatlons w1th.
varlous other parties. | The lease between Bay Vlew Nur31ng
| and:ConvaleSCent Center,lnc. and Bay_Vlew Convalescent Center
Inc,fcalls for an annual rental of $220,000 per year for a
five-year term renewable for three successive five-year terms
__over,the further period to end September 30, l998t |

The Bay View Convalescent Center Inc according to
documents flled w1th the Department of Health, is made np of
the follow1ng 1nd1v1duals - Anna Heller, 1459 56th Street
_Brooklyn, New York (51.6%), Eva Blau, 1621 53rd Street Brooklyn,
New York (13.4%), and the following 1nd1v1duals with 10% or less,.
.ball residing 1n,Brook1yn, New York, Elizabeth Frledman Fred
| Herzka Oscar Heller Margaret Friedman and Herman Klein.
The Bay View Convalescent Center, Inc. is the entity which
presently operates the facility. According'to.records of

. DMAHS, the lease is considered an arms-length transaction.
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. Comments and Observations

.l. There is a discrepancy between the date of construc-
tion supplled toe the CommlSSLOn by Mr Oscar Heller the |
preeent administrator (1927), and the date of construction
file& on the cost report of-the institution (1940). Due to
the . llsted constructlon date of 1940, the institution ie
allowed as a ceiling on the rental $317 per bed or $102 391
periyeer._ If the actual constructlon date of the 1nst1tut10n
i5'1927'-the'fac1llty would be allowed the mlnlmum_flgure of
$230 per bed or $74,290 per year. This discrepancy'amounts to
an overreportlng of expenses of approximately $28 000 per year

‘2. Perhaps the most 1nterest1ng observatlon w1th respect-
_to the Bay Vlew Nursing and Convalescent Center, Inc., however
is’ the dlsparlty between the amount belng ‘reimbursed by the
Medlcald program for rental of.bulldlngs and the amount actually
.belng charged As has been stated, even with the aforementioned
rdlscrepancy, the nursing home has been receiving relmbursement
i for only $102,391 per year "The actual rental belng paid by
the operating corporation pursuant to the lease of July 1, 1974
'1s:$220,000 per year. Thus, the nursing home is spending in
excess of $117,000 per year on the rental of the_huilding,'whioh
. figure is not being reimbursed by the Medicaid prOgram; Since
the nursing home. averages an approximate Medicaid population of
94%,-it would be unwarranted to conclude that this excess rental

figure is being provided by the private patients housed in the
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institution. 'Two alternative conclusione, therefore, arise:
aeither the'patients at the Bay View Nursing'and Convalescent:
Center are receiving substandard care because a large portion
Zof the relmbursement of the nur51ng home is being diverted
into thejrental of the building, which factor does not relate
to patient.cafe, of there is encugh'surpiusage.in a large
nursing nome nopniated.mainly by ﬁedicaid patients to pay a
rental which is in excess of double the amount being reimbursed
‘for thatepurpose. | |

3. Finally, the Commission ie of the opinion that it is
valid tcfccﬁmenttupon the return of Bayview Nursing and
Convalescent Center Inc..as_a participant in another lease-
‘sublease afrEngement. Bav View Convalescent Center Inc.
purchaSe& the right to.sublease_from Bay View Nursing and
Convalescent Center, Inc. .fdr a purchase price of $314,000.
Bayv1ew Nur51ng and Convalescent Center, Inc. will receive-the
'dlfference between $175 000 and $220, 000 over a period of 25
'eyears,-assnmlng renewal of the sublease. In total, it will
receive a sum of $1,125,000, on an investment of $314,000, or
a net return of $811,000. There is no evidence that this return

in any way effects patient care.
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Beachview Nursing Home

The Beachv1ew Nursing Home is- located at 401 Boardwalk
Atlantlc CltY, New Jersey, and eontalns 100 beds The
. fac111ty is operated by the Beachview Nursing Home, Inc.,
.under a. lease from a firm known as Romar Realty.

) The land upon Whlch the nur31ng home is 51tuated was sold
in 1963;by an entity known as the Metrode Company, Inc. to the
Metro 0peratihg-Company for an amount of $55,000. On. November 15,
1963 'a building‘contract between the Metro Operetihg Company
and Joseph Montoro was executed The final cost ofrconstruotion
of the nurs:Lng home was $491 052. On March 28, 1966 the Metro
7 Operatlng Company leased the nur51ng home to a corporatlon.
.known as B. J. Nur31ng Homes, Inc., for an amount of $§120, 000 per
-year " This lease was essentlally of the net-net varlety,
_except that the owners of the institution, Metro Operatlng
Company, were requlred to pay the first $19 000 in taxes. The
net amount of the lease is therefore $101, 000 per year for a
'term of 21 years. | |

7_ On July 28, 1967 the Metro Operating Company obtained its
permanent finaneing in the form of a mortgage in the amoont of
$650,000 at an interest rate of 7%% per annum for a term of 18
years-ftom the First Federal Savings_end Loan Association of
Philadelphia, Pemnsylvania. On May 14, 1968, the Metro o
o Operating Company sold the premises to a corporation known as
Brimsco Inc., for a sum of $942,500. On the following day,

May 15, 1968, Brimsco conveyed the property to an entity .
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knoﬁﬁ as Romar Réalty_Co, of New York, New York. Again,

theipﬁrhhase'price was $942,500. The_terms of this sale afe

a $5}OOO initial downpayment plus the assumption of.the first

~ mortgage which possessed an outstanding amount of $638,000 at

| the time in addition to-the assumptioh of various credit notes

totaiing $63, 000 and various.othef credits. The sale was also

madéféubject to ﬁhe existing lease With.B. J. Nursing Homes,'

Iﬁéi'n _
Thereafter, On June 10, 1973, B. J..NurSing Homes, Inc.

éSSighed their position in the lease from the new owner, |

Romaf_kealtf, to a corporation known as Beachview Nufsing Home,

Iﬁc;'”The term of that assignment was a purchase price of :

$275;OC0, amortized at a rate of $1,667.per month for the

remaining life.of the lease which was at that time 13;2/3.years.

‘The amortization of this lease purchase cost was, according

to fﬁformation_received from the facility'accbuntant, inéluded

in the coét'report for:Medicaid purpoées,-and amounts to

$20,000 per year.

Comments and Observations

'_l;n.If tﬁe $20;000uper-year.amortiéation.of the 1eaéeﬂn_'
purchése cost, which was executed in 1973, becomes a reim- n
bursable expense, there hés been created,.in'the Commission's.
opinion,énother method to circumvent the regulaticns of the

maximum rental schedule. The nursing home under examination
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?resently receives the maximum rental'allowable'of.$105}000
per'year._ if B.J. Nursing Homes, Inc.;_had_subleased the
PremiSes, at an increased rental, the reimbursable rental
exP@ﬁSe would not change due to that maximum. Due to the
fact.éf.the assignment, however, and possible reimbursement

B of-the“leasehold purchase exfense, there is an_additional
amount which will-be_:eimbursed regardless of the strictures
of éithéf the maximum rental schedule or any other regulation
of DMAHS} ~According to'information feéeived.by the Commission;
thé,Audit Sectipn of DMAHS is presently considering whether or

~not- to.reimburse this expense.
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" Lincoln Park Intermediate Care Center

Liﬁcoln\Park Intermediate Cére Center is located at 49§
Pine'Brook Road, Lincoln Park, New Jersey. The institution
contalns 526 beds and 294 are certified for Medicaid purposes
_The home became certified for Medicaid in January of 1973.

-Llncoln Park Intermediate Care Center is the registered
trade'name for a joint venture;betweén two corpbrations which,
'_cuﬁﬁl@tively own and operate the nursing home. The'trade name
.was filed on December 20,_1974; and the participating cor-

porétibns afé“LinCOIn'Park Nursing and_Convaléscent Homé,
InC3,_ﬁnd.Mimi Holding Co., Iﬁc,'

| Lincoln'Park Nursing and Convalescent Home, Inc., is the
30perating corporétion and was-incorﬁorated on July 2, 1965.
100% Offthe corporation is owned by Mr. Jerry Turco. Mimi
Holdipg Co., Inc. was incorporated on March 31, 1966, owns the
1aﬁd'updn which the nursing home is situated, and in turn,
ownédfby Mr. Jerry Turco (60%) and Mrs. Dolores Turco, his
wife, (40%). |

On April 15, 1966, Mxml Holding Co., Inc. purchased a
22 94 acre tract and the sale price was $28 340 (from sources
other_than the deed). on January 2, 1972 Mrml Holding Co.,
Iﬁc; gntered iﬁtb a contract with J. Turco Paving Contractor,:
Inc., -another corporation owned by Mr. Turco, for the construec- |
tion of a nursing home. The COnsideration'for the pefformance _.

of that contract was $3,500,000. A building permit was issued
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‘on May 18, 1972. On July. 6, .1972. a construction mortgage was grahted to Mimi
Holding Co., Inc., by Sackman Gilliland Corporation as the
mortgagea in the amount of $4,000;000. On November 27, 1973,
the gonstruction*mortgage was transformed into permanent .
fiﬁancing;via an -assignment of the original mortgage to the
'Roéhééter Savings Bank of_Rochester,‘New York. The face amount
of thg mortgage 1is  $4,000,000, the interest rate is 947 and
the term is 25 years.
_ ffﬂoh Apri1.12,'1974, theﬂbuilding contract amount was
‘ améhded-from $3,500,000 to $3,750,000. Additionally, on June 19,
19?4;;énother-mortgage was obtained by the Mimi Holding Co.,
' ffdm a corporation known as Financial Resources Group as the
moftgagee, The face amount of that instrument was $300,000
andithe rate of interest is “5%_above prime but in no case iess
than 15%." The term was one year.. |
'”}'A more noteworthy factor, howevér, for the purposes of
this-feport is a more recent situation concerning.the financial
deaiings surrounding a propdsed-sale and lease of the subject
‘nursing home. The New Jersey State Department of Health has
=recent1y granted a certificate of need for a change of operator
andlphere are plans to expand the nursing home for Medicaid
'purposes, via cértifying an additional 226 beds for Medicaid. The
Commission has explored the surrounding circumstances via the
testimony of the prﬁposed purchaser, David Schwartz, exhibits
which refer to the sale, and interviews with_éeveral of the
involved parties. 1In March of 1974 the facility was appraised

by the office of Carl Krell, M.A.I., real estate appraisers of
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.Eaét 0fange, New Jersey; ' The amount ‘of ﬁhe appraisa1,at-that 
tiﬁe”was $6 million. On May 28, 1974, there was completed an
"updated'appraisal" of the same fécility and the amount of
.that'éppraisal wa3'$9.millidn, computed according to a -
-capitalization of inéome method.. The May 28thfappraiSal also
'contaigs an evaluationrof the property pursuant to cost analysis
and the total figure under that method is $6,835,600. |
| Shortly thereafter, Mr. Turco, the owner of the facility, -
entered into negotiation'with one David Schwartz, of 1262 45th -
Street, Brooklyn, New York, with respect to the sale of the faci-
iity{-'Hr. Schwartz testified before the Commission thatfthe.bulk _
of the negotiations centered around the appropriate sale price of
' the'facility and that the final agreement was-that*SchwartZ'woﬁld:'
buy'thé facility for an amount of $8 million.ﬂ'The agreement was |
formalized on November 21, 1974. The terms of that agreement are
as follows:
":1.‘ The purchase price is the sum of $4 million in excess
| _6f the balance due on an existing first:mortgage‘
"2; The terms of paymeﬁt are as follows;:
| a. The sum'of:$300,000 simultaneously with -
the_execution'of'the con;racted'sale}n- - _
_b). The“sum of‘$1,200;000.at the'timé‘of closiﬁg{i'
c. A second mortgage in the amount of $2,500,000.
with.Mr{.Schwartz as mortgagee and Mimi.Holding as

~mortgagor.
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The contract of sale contains many addltlonal terms and condi-
tlons, ‘but the most 1mportant variable was that the ‘actual
closing of- t1t1e would not take place unless the Department of
Health of the State'of New Jersey issued a certificate of need
-preﬁioﬁély'mehtioned which would have the effect of certifying
all the beds in the facility for Medicaid purposes. At the time
of the contract, of course,.only approximately half of the beds
;werescertlfled for Medicaid purposes. -

Thcreafter, on January 29, 1975, several evcnts took place
.efoCting the proposed sale. First, the original agreement:
betWeéﬁ Mimi:Holding-Co., Inc., and David Schwartz as purchaser
was:mbdified'to~take'into account the scCOnd mOrtgage on the
prcperty held by Financial Resources Groﬁp. Schwartz-agreedcto
c‘assﬁme the second mortgage and Mimi Holding Co;,=inc. (Turcc)

-agteedfto reduce the downpayment of -$1.5 million to $1.2 million,
‘ducrto.the-assumption of the $300,000 mortgage. Secondly,
Schwartz created a co-partnership with its principal office
in.Bfodklyn,,New York, called Lincoln Park Associates. His:

- partner in”this-venture was'an-individual_by the name of Allen
Black and Mr. Schwartz testified that the consideration from
Mr;-Bléck was -approximately $50,000. Schwartz then assigned
~all of his interests in the contract of salc to the partnership.

Finally, also on January-29,'l975, Schwartz (Lincoln Park
Aséociates) entered into a memorandum of understanding with.an
entity known as Lincoln Pa;k Intermediate Care Center, Inc., a

cOquratiOn of the State of New Jersey made up of Mr. Abraham
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Greenbaum and_Mr. David;Mande1l. By the terms of that agree-
men;;jiincoln Bafk Intermediate_Care Center, Inc., agrees
‘to.pfbvide_Lincoln Park Associates with $500,000 toward the
puréhése price of the facility as reflected in Schwartz's
rinitial agreement of November, 1974, as modified on January 25,
-19?5,_Additiona11y, the‘agreement'between Lincoln Park Associates
and Lincoln Park:Intermediate Care Center, Inc., proposes that
a‘leé§e:be entered into at the time of closing between Lincoln
Park-iésociates.and Lincolﬁ Park Intermediate Care Center, Inc.
| _That léase-Wi11_rﬁn from Lincoln Park Associates as landlord:
_to;Lingoln Park Intermediate Care Center, Inc., as the tenant..'
Thé memorandum of understanding furthér provides that the terms
. of the lease with respect to payment will.Be as follows: The
'annuél'rent will be $585,000 per year for 294 intermediate care
beds and for 20 shelter care beds. In the event that the.other
i beds'afe transformed into Medicaid certified beds via the'approvél
of'the'certificate of need app1ication, the rental will be
~ $1,910 per bed per year. The Commission was also provided .
_with_the actual lease which was a product of the aforementioned
memﬁraﬁdum_of.understanding and was dated May 1975. In conformance
with that memo:andum of understanding, the lease calls for a
reﬁtal_of $1,004,660_per year for a term of 21 years (total
rental of $21,097,é60)l It is also of note that one of the -
clauses in the memorandum bf understanding provides that,
although the maximum rental is $1,004,600, the lessor must

~accept whatever the Medicaid program provides-to the lessee as
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reimbursement of rent down to $861,000.

'_It_is important to note that all of the aforementioned
.'documents, including the sale of the Mimi Holding Co.
to Lincoln Park Associates, the modification agreements, the
memorsndum,of-understanding, and the subsequent lease are
_dependent.upou the granting'ofva certificate of need to
tranSform the Lincoln Park Convalescent and Nursing Home from
approxlmately a 50% Medicaid certlfled faclllty 1nto a 1007
Medlca;d-certxfledsfac1lity; . The. most recent avallable_
_infotdstion with respect to the granting of that certificate
oflneedlis‘aS-fOllows:ul)-Two-certificates.of needpare |
actually necessary, one approv1ng the transfer, the other
‘ certlfylng the addltlonal beds for Medicaid purposes 2).
_the;certlflcate of need’ for_the-transfer has been approved .
but the second certificate.of,need application has not yet-

been filed.

Comments and Observations

It is the opinion of the - Commxssxon that the proposed
sale and lease of the Llncoln Park Fac111ty is illustrative
of the many and varled problems of the present system of
property cost reimbursement as it ex1sts in the Medlcald
system in New Jersey today. The schedule of max imum rental
allowable is allegedly reflectlve of constructlon costs The
 Lincoln Park facility was constructed for approx1mate1y $3. 75

rmllllon and the 1mputed rent" flgure which would be employed
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on;Linéoln'Park‘s_cdst'repdrt, assuming 1007 Medicaid -
certification, is.$811,618, yet the actual carrying charges
forfthé facility (mortgage interest, insurance, depreciation.
and. a return on equity): amounts to only $504,637. This is true,
even tﬁough.there~is no equity on the part of the owner in the
present facility as listed on the cost report. According to
Mr{ thwartz's-testimony,.the beds which are not presently-
ceftified for Medicaid purposes are lying vacant. If the .
'certification is approved, however, the owner, due to the
déficiéncy'of the present system, will be allowed to report a
figure over $300,000 highér'than his actual carrying charges.
'Mofeover, the pbssibility of -certifying the additional beds;
hasisurfaced-an~opportunity which is presently being taken
adVantage-of by the proposed purchaser and lessee. |
The final result is that a home that was built and

finished in November of 1974 for $4 million, is sola one.year :
later.for $8 million. It is the belief of the Commission, as.
sﬁéporﬁed by the conditional nature of the documents involved,.
.that such a transaction could not and would not take place if
it wéré not for the.existence of the presently property cost
reimbﬁrsemenp system of Medicaid. The Commission is of the_
belief that the following observations are relevamt:

_ 1.-_Mr._Schwartz's-return may be éomputed,' of course, by'f.
comparing his initial investment with his income; _After_the . |
aforémentioned'serieé of agreements and modifications; ther

bottom line investment for Mr. Schwartz as Lincolid Park -
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VASSCCiates is approximately $700,000. His annual costs may be
computed by adding the aﬁortization'of the original-moftgage

of $4 million ($419,604 per year), the amortization of the $300,000
second mortgage for a-term'of-ﬁhree_years ($124,795 per year), and |
the;émprtization of the $2.5 million third mortgage given back

| to~Mimi-Holding Company for a period qf 15 years ($250,000 per
-yeﬁr)'for a total of $794,399 per year, Mr. Schwartz's

'indoﬁé; of course, is the yearly amount to be paid under the lease

7ﬁhich'is'$l,004,660 for a term of 21 years. .Expressing the |
retuan(inCQmé less'expenditures) as a percentage of the original
invééément over a 21¥year peridd-illustrates that Mr..Schwartz
is-fécéiving a return of approximately 30% per year. Mimi -

. Holding Co., Mr. Turco andfhiS'wife,'will'be receiving $250,000
péréyear énd a balloon payment of $550,470 undér the terms of

 the $2.5 million mortgage. Since Mr. Turco obtained 100%

”~finaﬁéing for the facility; his initial investment is zero and

his return is infinite.

2. The fact that ﬁhe aﬁtual'rental'is actﬁally-dependent
'upon the reimbﬁrsement.provided by the Medicaid program illﬁstrates
that astute investors do not actually negotiate at arms length
but instead-hinge.thei; leases upon the maximum which the
'_program will pquide. It is alleged that those maximums are
reflective 0of construction cosfs,'but in the case of LincOInr
.:Park,-they‘will'theoreticallyfallow. reimbursement of in-exéess, .
rof $1,000,000 per year for a ﬁpme which cost approximately

$4,000,000 to build.



-46~.

3. The Commission was also interested in the-afféct upon
the:Médicaid rate. To understand the actual impact of this
r_transaétion on the Medicaid rate and the expense to the
State of New Jersey, it would be relevant to reconstruct what
themMé&icaid-rate Would_bg-but_for this sale. Using the true
yEax of construction of 1973, the per patient day cost of the
1eaééﬁis the maximum rent allowable of $851,068 , plus the
equipﬁent_rental of $105,200t divided by the number of patient
days. Assuming a 90%.§ccupancy_rate, the per patient day cost
generéted by the lease would be $5.53. If Mr. Turco retained
owﬁeréhip_and converted the 232 sheltered care beds, his_property
cost would be $765,856 (the. correct imputed réntal amount) | |
divided by the number of patient days. Again, assuming 90%
occupaﬁcy, the per patient day real estate cost, exclusive of
taxes; would be.$4.43. This difference of $1.10 éer patient day
times a 90% occupancy rate of 172,800 patient days per year_giﬁes
an_adaitional_cqst'to the state of $190,080 per year. If
Mr. Turco were to retain the nursing home and apply for certifi-
.cation himself, this expense could be completely avoided.

_:The most disconcerting factor, however, is thét no portion
,of:tﬁis_increased'cost.is being applied‘to patient care. -
Miﬁi,Hblding_Co., Inc.,_in-the person of Mr. Turco and his wife,
Wili have nothing to do with the operation of the nursing home,
but will be collecting $250,000 per year after haviﬁg.received

.$1;27million.in_cash on an initial investment which was 1007



