
J ust when many physician group
practices have figured out how
to survive, if not thrive, under

managed care, a new breed of health
plans is emerging. Many companies
are introducing next-generation plans
designed to respond to discontent
with managed care. The executives
developing these new plans believe
health care will evolve from being
controlled by managed care organiza-
tions to being consumer-driven.

The companies dedicated to con-
sumer-driven e-health care want to
give consumers and physicians free-
dom from the restrictions common
under managed care, and they want
consumers to accept more responsi-
bility for major health care decisions.
In these plans, consumers themselves
will control the selection of physi-
cians and other providers and pur-
chase health care services directly.
Physicians will determine their own
prices, care for patients without the
burden of precertification or other
external controls, decide how they
will measure and document the qual-
ity of care they provide, and compete
with one another for patients.

Internet-Enabled Purchasing
These new consumer-driven plans use
the Internet to assemble and summa-
rize comparative information on
physicians’ prices, practices, creden-
tials, and quality. Consumers use tools
on the firms’ Web sites to assess, com-
pare, and choose providers.

The basic question for physicians is

whether they believe the market is
evolving away from traditional man-
aged care and moving in the direction
of the consumer-driven models. If
physicians believe the market is shift-
ing, then the next question to ask is
whether they should participate in
these new e-health plans.

“The market is changing and mov-
ing,” says Dave Teckman, president
and CEO of Vivius Inc.
(www.vivius.com), a company in
Minneapolis that enables consumers
to contract with physicians directly.
“The marketplace and the various
models of e-health plans are aligning.
The direction toward a consumer-dri-
ven system is beginning to emerge.”

Starting early this year, Vivius will
enable consumers to assemble their
own panels of physicians and other
providers. Consumers will use benefit
contributions from their employers to
purchase prepaid care from the
providers they select.

“There is a substantial group of
consumers who want to take control
of—and responsibility for—their
health care choices,” says John
Danaher, MD, president and chief
operating officer of HealthMarket
(www.healthmarket.com), a compa-
ny in Wilton, Conn., that has created
“The Exchange,” an online service
that consumers use to find physicians
and other providers and to evaluate
prices by medical specialty, condition,
or service.

Today, many physician groups sign
contracts with most of the managed
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EDITORIAL ADVISORY BOARD
Variety of Tools Helps Small Practices Compete

Physicians in small practices are at an administrative disadvantage when
dealing with complex bureaucracies or when delivering complicated ser-

vices. Physicians often describe difficulties of coping with these disadvantages as
“the hassle factor.”

Indeed, large group practices have administrative advantages over small
groups, says Victor Fuchs, a professor of health economics at Stanford University.
Large organizations have access to capital, which finances growth, he explains.
Large organizations have more effective mechanisms for dealing with bureau-
cratic phenomena and they possess the management skills needed to organize
complex technology, maximize the talent of specialists, and bring together pro-
fessionals from different backgrounds to deliver services as a team. Since Fuchs
first explained these advantages in an article in Health Affairs in 1982, three sig-
nificant trends have changed the delivery of health care.

The first trend came in the mid-1980s when physicians began to use office-
based computer systems. These systems were expensive, took time to learn,
required staff training, demanded periodic maintenance, and mostly were used in
physicians’ back offices. Rarely did physicians themselves use these systems
because they were not personally engaged in capturing or entering data.

The second trend began 10 years later when physicians began to use the
Internet. At first, the Web required physicians to use a keyboard to enter data
into desktop or laptop computers. Those physicians who had limited typing skills
or who were seeing patients in a variety of settings, found these computers to be
inconvenient and therefore they had little utility at the point of care.

But by the late 1990s, came the third trend, the explosive growth of the Web
and many sites that physicians developed to help meet their needs in their offices
and at the point of care. Internet-savvy physicians who were practicing in clin-
ical settings began developing applications that physicians could use to collect
and review data while seeing patients.

These applications offered practical solutions to some complex administrative
problems such as documenting medical histories, capturing accurate coding data,
applying the right codes, and reducing the time required to see a patient. Physicians
could use these applications to help increase their efficiency and productivity.

Throughout the past few months, we have written many articles that explain
how physicians are using new technology to improve their performance. We will
continue to do so in the months to come. 

While these tools may not be making it any easier to practice medicine today,
they are certainly helping to expedite many of the more arduous tasks in a physi-
cian’s office and are helping physicians to compete in ways that were not possi-
ble 10 or 15 years ago.
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PRACTICE MANAGEMENT

F or physician groups treating
Medicare patients, a new work
plan for the year from the

Office of Inspector General (OIG)
shows that the OIG will examine
physician-billing patterns regarding
patient care. The work plan from the
OIG of the federal Department of
Health and Human Services clearly
demonstrates that it wants physicians
to substantiate medical necessity
through appropriate and complete
documentation and to make appro-
priate and accurate links between
diagnosis coding (ICD-9-CM) and
procedural coding (CPT-4).

The work plan for 2001 released in
November identifies nine areas in
which it will concentrate its investi-
gations this year. Given the OIG’s
intense efforts to curb what it
believes are fraudulent and abusive
patterns of behavior among health
care providers, all medical practices
should be developing and imple-
menting medical practice compli-
ance programs, particularly for cod-
ing and reimbursement.

In September, the OIG recom-
mended that all physician practices
establish standards for complying
with federal regulations regarding
Medicare reimbursement by devel-
oping a code of conduct and by writ-
ing policies and procedures to ensure
compliance. In making its recom-
mendations last year, the OIG issued
guidelines to help explain many
issues particularly troubling to physi-

cians. (The recommendations,
Compliance Program Guidance for
Individual and Small Group Physician
Practices, are on the Internet at
www.hhs.gov/oig/new.html).

Physicians should take advantage
of the fact that the OIG is one of the
few federal agencies that issue reports
in advance of its investigative plans
for the future and be mindful of these
specific target areas.

In addition to listing nine areas
specific to physician practices
where it will concentrate its audit-
ing and investigative efforts this
year, the OIG has identified other

areas of investigation as well (see
sidebar). The nine areas are:
1.Physicians at teaching hospitals
2. Reassignment of physician benefits
3.Podiatrists’ Medicare billings
4.Podiatry services
5.Advance beneficiary notices
6.Critical care codes
7.Bone-density screening
8.The role of nonphysician practi-

tioners
9.Services and supplies incident to

physicians’ services.
1. Physicians at teaching hospitals

(PATH). This initiative is designed
to verify compliance with Medicare
rules governing payment for physi-
cian services provided in teaching
hospitals and to ensure that claims
accurately reflect the level of service
provided to patients. Previous OIG
work in this area suggested that many
providers were not in compliance
with applicable Medicare reimburse-
ment policies.

PATH audits have led to huge

repayments by many teaching hospi-
tals since prior OIG audits have
found that physician services were
not billed at the correct level. This
area is being continued for investiga-
tion in order to verify compliance
with Medicare rules.

2. Reassignment of physician ben-
efits. The OIG will evaluate the prac-
tice of allowing physicians to reassign
their billing numbers to clinics.
Clinics that employ more than one
doctor may accept reassignment of
the physicians’ billing numbers, thus
allowing the clinic to handle all
billing and keep all fees for physician-

provided services, usually in exchange
for paying a flat fee or salary to the
physicians. Known as reassignment of
benefits, this practice is convenient
for physicians and the clinic business
office. Typically, in these instances,
the physician never sees what is
billed under his or her physician
number. This practice shifts the
accountability and liability for
billing abuses away from the physi-
cian to the clinics. The OIG will
examine past reassignment abuses to
determine specific vulnerabilities.

The issue of reassignment has led
to upcoding in some cases and can
increase the potential for fraudulent
claims. Physicians need to evaluate
the practice of reassigning their
billing numbers to clinics because the
OIG is focusing on the “855
Reassignment Form,” believing that
it has become a document that can
be used for fraud and abuse.

3. Podiatrists’ Medicare billings.
The OIG wants to determine the
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OIG Unveils Work Plan for 2001
By John W. McDaniel

John W. McDaniel is the president
and CEO of Physician Management
Group Inc., physician practice improve-
ment advisers, in New Orleans. Readers
may contact McDaniel by phone at
800/764-2633 or by e-mail at pmg-
code@eatal.net. More information on
practice management is available on our
Web site (see page 16).

One of the few federal agencies that issue
reports on its future investigative plans, the OIG
has listed its specific target areas for the year.
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extent to which podiatrists improper-
ly bill Medicare. An OIG audit of a
podiatrist in one state disclosed an
error rate of 99%, and the OIG
believes it has anecdotal evidence
that suggests that claims from other
podiatrists may represent a signifi-
cant problem.

By focusing on podiatrists, the
OIG may be signaling that it believes
there is a general lack of knowledge
among this group of specialists about
the appropriate use of evaluation and
management codes. Obviously, the
OIG would be concerned about any
lack of knowledge because many
physicians already have insufficient
or poor documentation and often fail
to provide substantiation of medical
necessity. Audits of podiatry practices
have found high billing error rates
and upcoding in several states, and
prior settlements indicate that some
podiatrists have billed for medically
unnecessary services or for services
never provided.

4. Podiatry Services. The OIG
will review a sample of podiatry
claims to determine if the services
have met the coverage policy of the
federal Health Care Financing
Administration (HCFA), which runs
Medicare, and to gain a better under-
standing of the factors affecting what
the OIG considers an extreme varia-
tion in allowed charges per thousand
beneficiaries. From 1992 through
1995, for example, Medicare expen-
ditures for nail debridement
increased 46%, while Medicare
expenditures for all other Part B ser-
vices increased only 18%.

Earlier OIG audits have shown an
apparent failure by podiatrists to
meet the Medicare definition of “rea-
sonable and customary services.”
Furthermore, the OIG believes podi-
atrists generally are not as familiar as
other specialists are with the logic
behind linking appropriate proce-
dures to a specific diagnosis.

5. Advance Beneficiary Notices
(ABNs). The OIG will examine the

use of ABNs, which physicians must
give to Medicare beneficiaries prior
to treatment if they provide services
that they know or believe Medicare
does not consider medically neces-
sary or for which Medicare will not
provide reimbursement. The OIG
also will examine the financial effect
of ABNs on beneficiaries and
providers. OIG has evidence that the
use of ABNs varies widely.

6. Critical care codes. The OIG
will examine the use of two critical
care codes that may be billed to
Medicare only if the patient is critical-
ly ill and requires constant attention
by a physician. Payment for critical
care is based on the time spent with
the patient. The OIG will examine

claims data to determine whether
some physicians may be billing inap-
propriately for critical care and identi-
fy any other potential vulnerabilities.

7. Bone-density screening. The
OIG will evaluate the effect of the
recent standardization and expan-
sion of Medicare coverage for bone-
density screening. As the number
of claims for bone-density screen-
ing increases, there are questions
about the appropriateness and qual-
ity of some services.

When billing for bone-density
screening, physicians should be
aware that this issue relates to med-
ical necessity since many physicians
do not meet screening requirements
when billing for this test. Also, it is

(Continued from page 3)

Other Areas of Interest
In addition to the nine primary areas of interest that the Office of

Inspector General (OIG) has identified in its work plan for this year,
the OIG of the federal Department of Health and Human Services has
outlined several other physician-related target areas that it will focus on
this year. Among these areas are the following:

Clinical Laboratory Improvement Amendments (CLIA) Certifications.
The OIG will determine whether laboratories are conducting tests and
billing Medicare within the scope of their certifications under the CLIA. 

Medicare billings for cholesterol testing. The OIG will determine
whether cholesterol tests billed to Medicare are medically necessary and
coded accurately. Total cholesterol testing can be used to monitor many
patients, but Medicare claims show a preponderance of billing for lipid pan-
els, which include HDL cholesterol and triglycerides also. 

Rural health clinics. The OIG will follow up on its previous study of
rural health clinics to determine whether its recommendations have
been implemented. 

Physician incentive plans. The OIG will review physician incen-
tive plans included in contracts between physicians and managed care
organizations. As part of this review, the OIG will consider clauses in
these contracts that could affect the quality of care.

Medicare Part B. The most common Part B violation involves false
provider claims to obtain payments. The OIG will investigate a broad
range of suspected fraud and present cases for both criminal and civil
prosecution.

Outpatient prospective payment system. The OIG will evaluate the
effectiveness of internal controls, coding, and whether the services pro-
vided are medically necessary. Physicians should pay particular attention
to coding for evaluation and management and critical care.

—JWM



important to link the appropriate procedure to the
patient’s diagnosis.

8. The role of nonphysician practitioners. The OIG
will describe the scope of services that nonphysician prac-
titioners provide to Medicare beneficiaries and identify
any potential vulnerabilities that may have emerged since
the Balanced Budget Act was passed in 1997.

For practices that use nurse practitioners, clinical nurse
specialists, or physician assistants, it is important to identi-
fy the scope of services these individuals provide to
Medicare beneficiaries and understand that the OIG’s
major concern involves quality of care issues. The OIG
wants to determine whether physicians are improperly
billing for services provided by nonphysician practitioners.

9. Services and supplies incident to physicians’ ser-
vices. The OIG will evaluate the conditions under which
physicians bill “incident-to” services and supplies.
Physicians may bill for the services provided by allied
health professionals, such as nurses, technicians, and ther-
apists, as incident to their professional services. Incident-
to services, which are paid at 100% of the Medicare physi-
cian fee schedule, must be provided by an employee of the
physician and under the physician’s direct supervision.
Because little information is available on the types of ser-
vices being billed, questions persist about the quality and
appropriateness of these billings.

“Incident to” billing and the issues involving “physician
direct supervision” have been a concern for the OIG for
some time. Physicians should evaluate the appropriateness
and quality of these billings since the OIG’s focus is on
whether physicians are on the premises to supervise these
medical services properly.

As with any matter involving Medicare and the OIG, it
is extremely important that physicians first understand all
of the issues. Then, physicians must review their practices
to ensure that they are in compliance. The best way to
ensure compliance is for physicians to follow the OIG’s
recommendations to develop and implement a medical
practice compliance program for coding and reimburse-
ment. Having such a program may be the only way to help
prevent an audit and avoid a penalty. ■
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Physicians Learn ToughLessons Under CapitationM any physicians in California arestruggling financially and learn-ing bitter lessons about how to
survive under declining capitation rates.
The California Medical Association says
about 90% of the state’s physician groups
are on the brink of bankruptcy or closure.
A report released last fall by consultants in
the Walnut Creek, Calif., office of
PricewaterhouseCoopers, CPAs and con-
sultants, predicted that some 34 physician
groups in the state would have filed for
bankruptcy by year-end.The causes of the current crisis are both

complex and unique to California, but
regardless of how California’s physician
organizations arrived at this precipice,
they must now figure out how to back
away safely.

Since capitation is widespread in
California, it plays an important role in
the health of the physician services indus-
try. Under a capitated reimbursement
schedule, a health plan pays a physician
organization a fixed amount for each
HMO member under the group’s care.For some, the idea behind capitation is

simple. It is designed to bring medical
decisionmaking back to the physician
level and, by compelling doctors to share
in the financial risk of overutilization,
create incentives for cost-effectiveness.
But the reality of capitation has proven
to be far more complex, creating busi-
ness, clinical, and ethical dilemmas that
have never before been part of the prac-
tice of medicine.“We fight all the time to make sure we

have enough money to take care of our
patients properly,” says Ronald Bangasser,
MD, a family practitioner and medical
director of Beaver Medical Group, a 132-

physician multispecialty practice in
Redlands, Calif. The group derives 80%
of its income from capitation. “It’s an
experience I never thought I would have
when I started practice.”
Paying the PriceAmong the lessons the Beaver Medical

Group has learned about capitation is that
utilization review is necessary and that the
group must focus on preventive care to be
successful. “Capitation has made us look at
our utilization, which we didn’t do in any
way, shape, or form before capitation came
along,” Bangasser says. “In addition, we’re
much better at flu shots and mammograms
and Pap tests now.”Beaver Medical Group is one of a

growing number of physician practices in
California that takes on pharmacy risk in
its capitation agreements, which many
experts believe is a dangerous strategy, if
the cost of pharmaceuticals rises sharply.

Bangasser’s group also learned the hard
way about the down side of saying no to
a managed care plan’s capitation offer.
“About five years ago we walked away
from an HMO whose rates we didn’t
like,” he says. Given the size of most
HMOs, however, what health plans call
rate negotiations are generally one-sided
affairs. “In about two days’ time 6,000
people got transferred from our practice,”
he says. “That was 11% of our total pop-
ulation of patients, and included some
major local employers like the fire
department, the police department, the
junior college.”As bad as it was for his group, says

Bangasser, it was worse for patients. “They
paid the greatest price,” he says. Two years
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S ince starting this column two
years ago, much has changed
about physicians’ organiza-

tional options, yet much remains the
same. It is still true, for example, that
there are no guarantees of success.

Among the other issues that have
remained unchanged in the past few
years are some fundamental princi-
ples and strategies that all physician
organizations should incorporate into
their planning processes. When
physicians take a disciplined,
informed approach to organizational
planning and development, they
increase the likelihood of a positive
outcome. In addition to planning
well, physicians need to have sound,
reliable data on both the local mar-
ket and their own practices. They
need to monitor patient satisfaction
closely and regularly, and they need
to implement effective contracting
strategies that rely on accurate data.
Finally, they need adequate informa-
tion systems to meet the practice’s
contracting, management, and quali-
ty-related needs.

Physicians can increase their
chances of success if they apply the
following five principles:
1.Know your competition.
2.Recognize that strategy develop-

ment factors have remained
unchanged.

3.Collect and use the right data.
4.Keep patients satisfied.

5.Develop an effective contracting
strategy.
1. Know your competition.

Looking at the health care environ-
ment broadly, the level of competi-
tion remains high. Whether at the
individual physician level, the physi-
cian-organization level, the physi-
cian-hospital organization level, the
health-system level, or at the health-
plan level, there is intense competi-
tion that did not exist a decade ago.
Practicing in such an environment
makes it critical for physicians to
reassess their practice options careful-
ly and periodically to ensure that
they have positioned their practice
optimally in the market.

For those physicians in markets
with significant managed care enroll-

ment, there is the added pressure of
determining how to work with man-
aged care plans. 

The number of options available
can seem overwhelming at times, but
by taking a rational approach to ana-
lyzing the competitive market and
your options, the most appropriate
practice organizational strategy
should emerge.

2. Recognize that strategy devel-
opment factors have remained
unchanged. Physicians need to
reflect on five fundamental consider-
ations when implementing a practice
strategy.

The first consideration is the
physician’s long-term goals. Having
a vision of the ideal type of practice
can be a motivating force to take
action to make that vision a reality.

The second is the physician’s

career stage. Age is simply one factor
that often influences the types of
career choices physicians make. A
mid-career physician and those who
are just establishing their practices
may consider it important to assess
carefully the future of the market for
physician services and to plan
accordingly. In some cases, bolder
strategies may be warranted.

The third consideration is the
physician’s personal and professional
values. Some physicians are dedicat-
ed to the ideals of managed care, such
as an emphasis on health promotion
and disease prevention, while man-
aged care is anathema to others. Such
values are variable and personal and
yet they are a critical underpinning
to the planning process itself.

Therefore, it is important for physi-
cians to do some self-analysis when
starting any organizational planning.

The fourth consideration is the
current managed care climate in the
community. Developing a practice
development strategy without hav-
ing a keen understanding of the
dynamics of the local market has
been the demise of many physician
organizations. Ensure that whatever
strategy is implemented will match
the prevailing environment and be
marketable to payers.

The last consideration is market
competition. In preparing a practice
development strategy, it is important
to have an understanding of the
provider base in the community and
the supply and demand for primary
and specialty services. 

3. Collect and use the right data.

Five Principles of Organizing Practices
By Thomas M. Gorey, JD

Thomas M. Gorey, JD, is president
and CEO of Policy Planning Associates,
a health care consulting firm in Crystal
Lake, Ill., that assists physicians in orga-
nizational strategy development. Readers
may contact Gorey by phone at
815/459-4516 or by e-mail at
tgorey@mc.net. More information on
physicians’ organizational options is
available on our Web site (see page 16).

Physicians should reassess their practice
options periodically to ensure that they are
well positioned in the market.



The characteristics of the market are
a significant consideration when
developing a practice organizational
strategy. Therefore, it is important to
conduct a market analysis prior to
settling on a practice development
strategy. Frequently, this is a service
health care consultants will provide.

A market analysis will provide
detailed, current, and projected
demographic information on the
population and data on the number,
location, specialty, and age of physi-
cians providing medical services in
the primary and secondary service
areas. The analysis also will provide
information on managed care organi-
zations in the market.

It is also critically important to have
detailed internal data on the practice.
With key information on the physi-
cian’s patient demographics and prac-
tice characteristics, it is possible to
assess the practice’s strengths and
weaknesses and practice alternatives.

Examples of the type of informa-
tion physicians should collect
include the
• Number of active patients and

average number of patient visits
per week

• Number of annual visits and per-
centage distribution by age

• Number of new patients and
patients who leave the practice
per year

• Number of referrals and referral
sources

• Number of in-office ancillary pro-
cedures per patient per year

• Payer mix
• Services provided by CPT code
• Most common principal diagnoses
• Practice expenses and overhead

Having detailed, reliable data of
this type allows physicians to negoti-
ate from strength.

4. Keep patients satisfied. One
fact that has never changed is the

importance of building and main-
taining a patient-centered practice.
Given the recent increased emphasis
on quality, it is more essential than
ever to monitor patient satisfaction
regularly and make improvements as
needed.

Information to be gathered should
include patient feedback on waiting
time in the office, length of visit,
information provided by the physi-
cian, nursing service, scheduling of
services, availability of appoint-
ments, and referrals.

5. Develop an effective contract-
ing strategy. Among the many rea-
sons to form a physician organization
are gaining economies of scale,
enhancing one’s market clout, and
providing better patient care
through closer professional collabo-
ration. But often the driving factor is
that physicians are interested in
positioning themselves more effec-
tively for contracting with payers.
Almost without fail, this goal
emerges as a prime consideration
during organizational planning.
After forming a new physician group
or network, it is not uncommon for
physicians to encounter unexpected
problems along the road toward
accomplishing this goal, however.

Among the most common obsta-
cles that thwart physicians’ efforts is
a lack of information or naivete
regarding payers. The adage, “Build
it and they will come” unfortunately
is an apt characterization of many
physician organizational-planning
efforts in recent years. If a critical
goal in forming a new physician
group is enhanced managed care
contracting, it is important to gath-
er as much information as possible
about all payers.

Another common obstacle is inad-
equate information systems. It is
extremely important for physician

groups to have an organizational
infrastructure that can support con-
tracting efforts.

For many physician practices—
especially those that are new to man-
aged care—a typical obstacle is seek-
ing short-term gains rather than a
long-term relationship with payers.
Often, physicians consider payers to
be “the enemy” in contracting situa-
tions, but if a new physician group or
network is to contract successfully,
physicians should view payers as “the
customer.” Building long-term rela-
tionships with payers can be in the
best interests of physicians, payers,
and patients.

One of the most difficult obstacles
to overcome is inadequate or
inequitable physician compensation
systems. Groups formed in anticipa-
tion of enhanced contracting oppor-
tunities often overlook the fact that
no amount of contracting success will
overcome an inequitable compensa-
tion scheme. While achieving true
equity in physician compensation
plans is probably unattainable, a
physician organization nonetheless
must find a common ground around
which all of its members can be rea-
sonably content.

Another difficult obstacle is
nonexistent or underdeveloped med-
ical management processes. These
processes play a key role in the
group’s ability to succeed in managed
care contracting. Groups succeed
when they compile data on physician
referral and utilization patterns, share
that data with member physicians,
and have the group’s medical director
use the data to encourage appropriate
modifications in behavior. Unless a
medical group or network can
achieve clinical and administrative
efficiencies—and improved out-
comes—it is not likely to be success-
ful in managing contract risk. ■
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Groups succeed when they compile data on physician referral and
utilization patterns and use the data to modify behavior.
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care plans that operate in their mar-
kets. Should physicians also sign up
with all new e-health plans? Lee N.
Newcomer, MD, the executive vice
president and chief medical officer of
Vivius, suggests assembling a diversi-
fied portfolio.

“Physicians need to affiliate with

established managed care organiza-
tions,” Newcomer explains. “They
are like blue chip stocks. Physicians
also should experiment with some e-
health plans, which are like growth
stocks that may take off.”

Park Nicollet, a large, multispecial-
ty group practice in Minneapolis, is

participating in Vivius and Definity
Health (www.definityhealth.com), a
company in Minneapolis that, like
Vivius, relies on a defined contribu-
tion benefit from employers. Under a
defined contribution approach, an
employer would pay each covered
employee a fixed annual amount for

(Continued from page 1)

One of the most basic issues about e-health plans
involves how they work. Three e-health plans—

HealthMarket, in Wilton, Conn., and Vivius and
Definity Health, both in Minneapolis—illustrate
how consumer-driven health plans function.

HealthMarket (www.healthmarket.com) has created
what it calls “The Exchange,” an online service that
consumers use to find physicians and other providers
and evaluate prices by medical specialty, condition, or
service. Physicians, group practices, and health systems
formulate and submit prospective prices for 105 differ-
ent episodes of care, sets of services, and procedures
that form a package of care for various conditions. John
Danaher, MD, HealthMarket’s president and chief
operating officer, explains that episodes enable con-
sumers to pay for care in the way they actually experi-
ence care—in an episodic fashion. His company is
devising its own episodes of care based on detailed
analysis of medical claims.

HealthMarket is making The Exchange available
to insurers and managed care organizations. In addi-
tion, the company offers its own insurance coverage
underwritten by Centre Insurance, part of Zurich
Financial Services Group of Zurich, Switzerland.

Definity Health (www.definityhealth.com) relies on
a defined benefit contribution from the employer and
has three core components. First, it provides health
insurance with deductibles, coinsurance rates, and
annual out-of-pocket limits determined by the
employer. Second, an employer-funded personal care
account functions like a medical checking account
that consumers use to pay for medical care, prescrip-
tion drugs, or other health-related products or services.
Third, a personal health advocate is a set of online
resources for consumers, such as customized home
pages with appointment and drug refill reminders, per-
sonal health records, and condition-specific health
education.

Vivius (www.vivius.com) also bases what it calls a
personalized health system on a defined benefit con-

tribution from the employer along with an insurance
plan and personal spending account. 

“We are not sure that consumers want to shop for
specific services and procedures in a spot market,” says
Lee Newcomer, MD, executive vice president and chief
medical officer of Vivius. “We are convinced that con-
sumers desire greater freedom and that the freedom
they want is the ability to pick health care profession-
als they know and trust, whose values match their own,
and with whom they want to build an ongoing patient-
doctor relationship.”

Consequently, in the Vivius e-health plan, con-
sumers build their own provider networks. Vivius has
developed 23 categories across medical specialties, such
as primary care, orthopedics, general surgery, and men-
tal health. Physicians, group practices, and other
providers select the categories they want to price and
then establish their own monthly prepaid fees by
groups of patients categorized by age and sex. Unlike
capitated plans, physicians set their own prices. Also, in
the Vivius model, there is no pooling of risk across large
groups of physicians, and the physicians’ monthly fees
do not cover hospital or pharmacy costs. In sum, the
prepaid fees represent the monthly amounts physicians
decide to charge for their own services within the
Vivius categories.

Employer groups offering the Vivius personalized
health plans provide insurance and a set monthly
amount for each employee’s personal account.
Consumers start by choosing a personal physician, who
may then help them complete their provider panels. As
the consumer picks providers among all 23 categories, a
calculator on the Vivius Web site shows a running total
of the monthly cost of their panel versus their account
budgets provided by their employers. So, as they assess
the fee differences among competing physicians, they
have a financial incentive to use the practice, creden-
tialing, and quality information on the Vivius site to
compare providers and shop for the best value.

—DA

E-Health Plans Roll Out Offerings
(Continued on page 9)



health care based on the employee’s
age and sex. An employee seeking
care could use all or part of his or her
contribution to pay for the costs of
care. Few companies currently offer
defined contribution plans.

“When assessing new e-health
plans, group practices should look
carefully at the same basic issues that
they examine with their managed
care contracts,” advises William
Telleen, vice president of payer rela-
tions for Park Nicollet. It is particu-
larly important to understand exactly
how the plans work, including pay-
ment requirements, policies, proce-
dures and the financial risks, he adds.

Danaher of HealthMarket agrees.
“Physicians must be able to price their
services intelligently under e-health
plans’ various models and understand
precisely who gets paid for what, by
whom, when, and how,” Danaher says.

Intensifying Competition
Another important issue for physicians
involves quality of care. The e-health
plans intend to give consumers com-
parative information on the quality of
care physicians and other providers
offer. Tom Valdivia, MD, chief medical
information officer of Definity Health,
says, “To be successful, physicians will
have to focus on information that con-
sumers want to know.”

“Physicians should consider col-
lecting and documenting information
on patient satisfaction and patient-
centered outcomes,” says Kevin
Kearney, CEO of Point-of-View
Survey Systems Inc., a company in
Denver that specializes in patient-
reported data management solutions
for physicians and health care organi-
zations. “By demonstrating quality
from the consumer perspective,
physicians will strengthen their abili-
ty to compete in a consumer-focused
market.”

Given the importance of the
Internet in e-health, physicians must
understand the comparative informa-
tion and online resources that e-

health plans will give to consumers.
And, it is critical for physician groups
to build and maintain their own Web
sites, insist upon having links from
the e-health plans’ sites to their own,
and ensure accuracy and consistency
in the information presented about
their practices.

Moreover, according to Newcomer,
physicians should begin considering
enabling patients to schedule appoint-
ments directly via the Internet. “This
convenience will be highly prized by
online consumers and will be a clear
competitive advantage,” he says.

Telleen agrees. “If you cannot satis-
fy consumer expectations for access,
they will go elsewhere,” he cautions.
“The dynamics of e-health will
intensify competition in a consumer-
driven market.”

Group practices also should assess
what types of consumers are most like-
ly to be among the first to use e-health
plans to shop for health care online.
These consumers are likely to be
informed, engaged patients who use
the Internet to educate themselves so
that they can take an active role in
their own health care, Telleen says.
Physicians will have to treat these
patients as partners in the process of
patient care and consider using the
Internet to provide them with regular
updates on relevant, diagnosis-specific
information, he adds.

Questions To Answer
Physicians seeking to position their
practices for success in e-health plans
want to know what it will take to be
successful, if the market becomes
more consumer-driven as e-health
plans envision. Given that these plans
are so new, it may not be possible to
get definitive answers right away.

Definity Health, for example, is

taking an incremental approach to
pricing the services of physicians and
other providers. It is asking physicians
and other providers to supply infor-
mation on their usual and customary
fees plus the percentage discounts
they are willing to offer to consumers
covered by Definity Health, Valdivia
says. During the next 12 to 18
months, the company will formulate
an approach that fits between pricing
for individual procedure codes and
comprehensive episodes of care.

Despite the progress these and
other companies are making, the

question that remains unanswered is
whether e-health plans will replace
managed care. For these plans to be
successful, consumers will need to
accept much more responsibility for
managing their own health and
health care decisions, and they will
have to pay for those decisions.

“It remains to be seen if consumers
are sufficiently discontent to declare
independence from managed care
and get more rights and real responsi-
bility for their health, selection of
providers, and the costs of their deci-
sions,” Miller says.

Recognizing the potential for
growth, Park Nicollet wants to be
involved from the beginning. “We
support these new ventures because
they have the potential to change the
dynamics of pricing and help us forge
direct relationships with patients,”
Telleen explains. “Physicians should
get involved in e-health early, before
the new plans really start to grow.
Low initial volume reduces the risk of
experimenting and learning how to
be successful.”
—Reported and written by David Aquilina, a
consultant and health care writer in Minneapolis.
More information on practice strategies is avail-
able on our Web site (see page 16).
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Recognizing the potential for growth, Park
Nicollet wants to contract with e-health plans.
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Alternative medicine is here to
stay. Over the past few years,
the number of patients turn-

ing to alternative medicine for the
treatment of their illnesses and con-
ditions has been rising steadily.
Physicians who treat patients have
seen dozens of consumers who self-
treat with saw palmetto for benign
prostatic hyperplasia, yohimbine for
erectile dysfunction, St. John’s wort
for depression, and Chinese herbal
medicines for prostate cancer. While
alternative medicine may be anath-
ema to many mainstream physi-
cians, there are ways to make your
practice more attractive to patients
who also are seeking care and advice
from alternative health care
providers.

Alternative or complementary
medicine can be defined as any non-
traditional health care treatment
used by providers to replace the pop-
ularly accepted and practiced treat-
ments. These alternatives usually
are not taught in medical schools or
practiced by conventional allopath-
ic physicians. Examples of alterna-
tive medicine include acupuncture,
hypnotherapy, massage therapy, chi-
ropractic medicine, herbal and
nutritional supplements, homeopa-
thy, and even prayer.

Out-of-Pocket Payments
Research shows that many
Americans have sought treatment
from nontraditional physicians and

other providers. In 1997, for exam-
ple, 40% of Americans sought a
complementary or alternative
medicine for an illness or pain-
related complaint. They paid out-
of-pocket an estimated $27 billion
for these services. What’s more, the
number of visits to alternative
practitioners increased by 50%
between 1990 and 1997. Patients
made 700 million visits to these
providers in 1999, while making
only 340 million visits to conven-
tional physicians.

While these patients are willing to
pay out-of-pocket for alternative

medicine, some insurers are now
paying for certain kinds of alterna-
tive medicine. 

Physicians who understand why
patients use alternative therapy can
adapt their practices to meet the
needs of these patients. Many
patients believe that conventional
therapy does not offer sufficient
relief from their symptoms and that
alternative therapies are more cost-
effective and have fewer side effects.
Using this knowledge, physicians
can be more successful at attracting
patients who might otherwise seek
care from a nontraditional practi-
tioner by taking the following steps:
• Make alternative medicine an

ally not an adversary
• Revise your patient questionnaire

to include queries about alterna-
tive therapies, herbal medica-
tions, and over-the-counter drugs.

• Remember that comfort is the

key to patient satisfaction.
• Guide patients to the best alter-

native medical sites on the Web.
• Generate referrals from alterna-

tive providers.
Make alternative medicine an

ally not an adversary. Physicians
who view unconventional therapies
as an opportunity can incorporate
alternative medical options into
their conventional medical prac-
tices. Many use nontraditional treat-
ments to complement traditional
therapy. Using conventional medi-
cine as the primary method, physi-
cians allow the other forms of thera-

py to support their treatment. The
most popular integrative approaches
include physical therapies such as
yoga, massage, chiropractic services,
and acupressure. Mind-body tech-
niques such as biofeedback, hyp-
notherapy, and meditation also sup-
plement traditional therapy. 

Years ago, traditional physicians
discouraged patients from using
alternative therapies. But today,
patients may not accept doctors who
belittle or frown upon alternative
solutions. If the physician is insensi-
tive or resists the use of alternative
therapies, patients may be reluctant
to discuss their treatment with alter-
native providers and may seek care
from another physician.

Revise your patient question-
naire. Include queries about alter-
native therapies, herbal and over-
the-counter medications. An effec-
tive questionnaire should give

Working With Alternative Providers
Neil Baum, MD

Neil Baum, MD, is a urologist in New
Orleans and the author of Marketing Your
Medical Practice—Ethically, Effectively,
and Economically. (Gaithersburg, Md.:
Aspen Publishers, Inc., 1991). Readers
may contact Baum by phone at 504/891-
8454 or by e-mail at neilb89@aol.com.
More information on marketing is avail-
able on our Web site (see page 16).

Since alternative medicine is attracting
hundreds of thousands of Americans, 
perhaps we can do more to meet our
patients' needs.



patients a chance to report their
participation in alternative health
care modalities. Be careful in your
questionnaire, however, not to sin-
gle out alternative medicine as if
you disapprove. Instead, include
questions about alternative medi-
cine with the overall medical histo-
ry. You might ask each patient to
name his or her primary care physi-
cian, specialists, and any alternative
health care providers the patient
has used previously. You also might
ask what type of medications the
patient is taking, including pre-
scription and over-the-counter
drugs, and herbal therapies.

The answers to these questions
will help you qualify the patients’
interest in alternative health care so
you can incorporate appropriate
alternative therapies to meet your
patients needs. 

An estimated 15 million
Americans who take herbal medica-
tion have the potential for a danger-
ous interaction between their pre-
scribed medicines and OTC drugs or
herbal medicines. Because herbal
supplements are not technically
considered drugs, the federal Food
and Drug Administration cannot
force the herbal industry to provide
scientific data on the ingredients.

Remember that comfort is the
key to patient satisfaction. Make
every effort to provide a positive
experience for your patients. You
may offer soothing music through
headphones or invest in a machine
that makes natural sounds. Herbal
teas, bottled water, and other
healthy food and liquids may calm
patients and keep them feeling com-
fortable. Your reception area should
be pleasant and have an array of
magazines and journals that demon-
strate your comfort level with alter-
native and complementary medi-
cine, such as Prevention Magazine
and Vegetarian Times.

Guide your patients to the best
alternative medical sites on the

Web. Many studies have shown that
patients learn about alternative ther-
apies from the Internet. You can
show your acceptance and knowl-
edge of this subject by having articles
and information on your Web site
and links to reliable alternative med-
ical resources. Also, offer a pamphlet
or a brochure that lists Web sites you
have visited and trust. Make sure to
provide Web sites that are truthful,
unbiased, informative, and relatively
easy to use. Try to lead patients to
sites that are strictly for information,
rather than trying to sell a product.
Often the sites that try to sell prod-
ucts do not mention potential side
effects of these products. Information
sites are more comprehensive and
offer an unbiased approach. It is also
advisable to check any sites you rec-
ommend every month or so to make
sure they are still operating and offer-
ing the same reliable information you
found previously.

Generate referrals from alterna-
tive providers. Traditionally, physi-

cians have looked to other physi-
cians as the primary source of
patient referrals. But alternative
health care providers can serve as
excellent sources of new patients as
well. A successful practice will iden-
tify the alternative providers who
have the potential to refer patients. 

Alternative medicine is attracting
hundreds of thousands of
Americans. Perhaps physicians have
to do some soul searching to recog-
nize that we are not meeting the
needs of our patients fully and they
are turning to alternative providers
for help and assistance. We can turn
this trend in our favor by making an
effort to incorporate certain aspects
of alternative therapies into con-
ventional medicine. Those physi-
cians who have been successful at
embracing alternative medicine and
integrating it in their practices such
as Andrew Weil, MD, and Deepak
Chopra, MD, have viewed alterna-
tive medicine to be an opportunity
not an obstacle. ■
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Reaching Out Produces Results
As a practicing urologist, I have some interest in the urologic compli-

cations, such as impotence and incontinence, in men with back
pain. Therefore, a few years ago I asked a chiropractor who has referred
patients to me if I could address his professional organization. 

Since chiropractors see many patients with chronic back pain, I sug-
gested a talk on urologic complications associated with back pain among
men. In my presentation, I emphasized the basic philosophy that the two
specialties have in common: that our fundamental purpose is to ease pain
and make patients feel better. I showed slides from both medical and chi-
ropractic texts, pointing out the common areas of education.

Finally, I ended the presentation with a discussion of current treat-
ments of urologic problems, including new surgical and nonsurgical
treatments. I also handed out recent articles on the subject, patient
brochures, and an algorithm for evaluating impotence and incontinence.
Additionally, I reviewed indications for urologic referral.

After the meeting, I sent a letter to all attendees thanking them for the
opportunity to address them and inviting them to my office if they were
in the area. As a result of this presentation, I have received two to three
referrals a month from chiropractors, and two chiropractors have
become patients. Also, I’ve been asked to address a meeting of the
Louisiana Chiropractic Society.

—NB
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Q:What services does Premier Inc.
offer?

A:Premier Inc. is a national health
care alliance based in San

Diego that comprises approximately
900 owned hospitals and 800 affiliated
hospitals around the country. About
five years ago, Premier executives
noted that many Premier hospitals
either had financial problems or were
about to experience financial prob-
lems following their rush to acquire
physician practices. As a result,
Premier Inc. created Premier Practice
Management, a division that could

assist hospitals with activities related
to integration and offer models for
physician-hospital partnerships that
did not require hospital ownership of
medical practices.

Since that time, Premier Practice
Management has become an operat-
ing company that provides five levels
of services to hospitals and physi-
cians. One such service is transition
management, in which we provide
plans for transitioning practices from
hospital ownership back into private
practice. 

Second, we provide management
services that hospitals can offer to
physician groups. 

The third service we offer is IPA
and network management. This ser-
vice has been particularly relevant in
California, where medical groups are
having a tough time succeeding in
the market. 

Fourth, we maintain a broad and
active consulting practice called
HPENPlus.  Premier has joined
forces with a well-known group of
consultants called Healthcare
Practice Enhancement Network, in
Los Angeles. Through this team, we
provide soup-to-nuts consulting ser-
vices—anything that hospitals need
on a specific project basis. We also
have begun to offer these services to
prominent physician groups that are
not hospital-based.

Fifth, we provide project manage-
ment for hospital-owned and inde-
pendent physician groups that have a
specific, usually time-limited prob-
lem, such as the installation of a new
information system or a restructuring
of a billing office.

Q:How has the health care envi-
ronment affected physicians?

A:Physicians who are experienc-
ing this market turbulence are

not just those whose practices are
owned by hospitals, but include those
who are in private practice. All of
these physicians are realizing that
they are moving into a different era
that is requiring them to pay a great
deal more attention to issues they
never learned about or that never
before held their interest, such as
compliance, information technology,
contract assessment, organizational
affiliations, and sources of patient
volume. All of those issues fall under
the business side of medical prac-
tice—and the business of medicine is
not easy. In fact, it is difficult for prac-
tice managers—and nearly impossi-
ble for physicians—to stay abreast of
all the changes and the implications
of those changes for medical practice.

Let’s consider the Health Insurance
Portability and Accountability Act
(HIPAA), also known as the
Kennedy-Kassebaum Act. An impor-
tant section of the act relates to the
privacy and security of personal
health information and the transmis-
sion of health information for billing,
referral authorization, quality
improvement, and other purposes to
third parties other than the practi-
tioner and the patient. What does
HIPAA mean for the average physi-
cian practice in terms of the manage-
ment of practice records and other
operational considerations? Physicians
will have to think through how they
handle the security of both electronic
and paper patient records, and how to
follow the act’s explicit rules concern-
ing privacy and confidentiality.

Physicians also will have to
ensure that all entities with which
they do business comply with these
regulations. In addition, the trans-
mission of records will eventually
have to be in a standardized elec-

Michael Guthrie,
MD, MBA, is exec-
utive vice president
of Premier Practice
Management, a divi-
sion of Premier Inc.,
a health care alliance

in San Diego. He is responsible for the
development and medical management of
physician practice services. A physician
executive since 1979, Guthrie has served
as CEO of the Good Samaritan Health
System in San Jose, Calif. He was for-
merly chief operating officer for the
Penrose-St. Francis Healthcare System
in Colorado Springs, Colorado. He is
board certified by the American Board of
Psychiatry and Neurology and was in
private practice prior to becoming a
physician executive. He is a frequent
speaker for national organizations on
health care issues including physician
leadership, physician organizations, and
marketing. He also is a member of the
editorial Advisory Board of Practice
Options. Readers may contact Guthrie
by phone at 858/509-6800 or by e-mail
at michael_guthrie@premierinc.com.
Richard L. Reece, MD, editor-in-chief,
conducted this interview.

Medical Groups Need Professional
Management, Physician-Executive Says



tronic format that potentially will
have an effect on office systems,
requiring information system
upgrades and ensuring connectivity
with third parties. Those are just
some of the general areas of this one
act. Every practice will have to
learn to meet HIPAA guidelines or
risk federal penalties.

These are the kinds of issues that
physicians must face when managing
the business of a medical practice.
On top of all the market changes and
declines in compensation in many
markets, these issues have physicians
feeling overwhelmed.

Q:What value does Premier bring
to clients?

A:Physicians and health care
administrators need guidance

regarding strategies that can work.
Some strategies will not work, despite
the conventional wisdom. We have
the expertise to say, “We’ve seen 100
organizations try this strategy and it
has never worked.” We can help
organizations choose a different strat-
egy and offer some do’s and don’ts
based on our expertise. When we’re
consulting, we amass a significant
amount of knowledge, information,
and statistical data that we use to
benchmark. As a result, we can pro-
vide informed advice. We also go at
risk for the success of our perfor-
mance. We expect to share the busi-
ness risk with physician groups or our
client hospitals.

Q:What determines whether a strat-
egy will work in a given situation?

A:First, demographic context is
important. What works in

California may not work in Jackson,
Miss. Size is important as well. What
works in a 15-physician group will
definitely not work in a 50-physician
group. Specialty focus is important
too. There are important differences
in operations among specialty groups

and between primary care and multi-
specialty groups. Finally, group cul-
ture and strategy are important. Does
the group want to grow? How does it
want to grow? How does it want to
affect its community? The answers to
these questions will drive strategy.

Q:Have you noticed significant
regional trends away from capi-

tation and toward fee-for-service?

A:Any trend away from capita-
tion is different in California

than it would be in other parts of the
country. In California, there’s an
infrastructure and a long history that
led us to where we are today in terms
of capitation, the development of
medical groups that assume risks, and
all the struggles that contributed to
physicians’ learning to manage risk.
Despite practice failures in California,
there is an expectation around capita-
tion that’s quite different from other
markets where capitation started
incrementally and where now there’s
wholesale retreat, such as in Memphis
or Boston. In these areas, a change in
the expectation about the use of cap-
itation is occurring where there has
not been an entrenched belief that
capitation is the essential tool in
managing population health.

Q:What trends have you seen in
divestiture of hospital-owned

physician practices?

A:We have probably been in
touch with more than 150

health systems in 24 months, and I
personally visited with administrators
in about half of those systems for a
day or more. At this point, we’re
finding that approximately one-third
of the hospitals we visited are looking
to divest their practices entirely.

Q:In the second half of the 1990s,
hospitals acquired roughly 5,000

practices. For the most part, these acqui-
sitions have been disappointing. Analysis
has shown that about 95% of these

acquired practices are losing about
$100,000 per physician per year. Is
divestiture of physician practices driven
by similar financial concerns across hos-
pital systems?

A:In fact, financial drivers of
divestiture can be arrived at

via two different pathways. First,
hospitals may have owned practices
for five years and are still losing
money after working hard to make
the practices break even. Eventually,
the hospital administrators become
exhausted by the effort. They say
they can’t manage the practices
effectively and the relationship is
simply not working financially. In
addition, their market is changing
and with the retreat from capitation
in many markets, the rationale for
having these practices under the
health system’s umbrella is not as
clear a strategy as it once was.

A second pathway to divestiture
comes from acute hospital financial
difficulty. When a health system
runs into economic trouble—
because of the Balanced Budget
Act’s changes in hospital reimburse-
ment, for example—it reviews profit
and loss numbers, and the biggest
driver of losses frequently can be the
physician practices. That’s when we
get an urgent call from an adminis-
trator, telling us that he or she wants
to do something quickly to get the
practices off the books. We’re seeing
more of that circumstance in certain
communities, where the effect of the
BBA is felt most deeply.

Q:Experts say that one of the sav-
iors of independently owned

physician group practices, including
newly divested ones, could be the use of
information technology for various oper-
ational necessities, such as coding. Do
you help doctors identify appropriate
Internet technologies to help them man-
age their practices?

(Continued on page 14)
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“Internet technologies offer the opportunity for small practices to stay small
and independent while at the same time acting like a larger business.”
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A:Yes, we do. We help practices
find and use effective tech-

nologies with the size and scope that
are appropriate for an independent
private practice. Usually the medical
practices that hospitals have pur-
chased have inherited or had to
install sophisticated hospital infor-
mation systems that have been more
complex than was required for a
physician practice and often at a
much higher cost than necessary.
Practices often need help getting
back to a rational infrastructure for
information technology.

Technologies, particularly Internet
technologies, offer the opportunity
for small practices to stay small and
independent while at the same time
acting like a larger business. This
trend mirrors what has occurred in

the last 10 years with the proliferation
of many successful small businesses in
other sectors of the economy. These
small businesses have been supported
by small business service information
technologies that have helped them
grow. This growth has been a vital
part of the economic boom in the
United States over the last five years.
I see a parallel path for physician
practices in the next few years.

Our company is examining a num-
ber of potential partnerships that
would allow us to adapt Internet-
enabled information technologies
that are applicable to medical prac-
tices and to assist the medical staffs in
the practices in which we have part-
nerships and in the communities in
which we have affiliated hospitals.
Over the next two years this area will
become a centerpiece of our business.

Q:Have you noticed a generational
divide among physicians?

A:Generational differences are
eventually an issue in any

given practice. Older physicians have
one set of preoccupations and a cer-
tain style of practice, while physi-
cians in their 30s have a different set
of preoccupations and styles. There’s
a tragic loss of some of the mentoring
that used to go on in practices
between the older physicians and the
younger physicians. This mentoring
would help fill the gaps in practical
practice knowledge of younger physi-
cians. Physicians coming out of resi-
dency have big holes in what they
don’t know about how to practice in
the real world. In the past, the older
physicians filled that gap, but now for
many different reasons older physi-

cians are not mentoring younger col-
leagues in the same way.

Q:Has working as a physician
executive in practice manage-

ment been satisfying for you personally?

A:Definitely. It’s been a fascinat-
ing business to put together

from scratch. Many physicians and
certainly many hospitals that have
physician practices need practice
management. Hospitals need to
know how to exit practice manage-
ment gracefully or to bring more
structure to the practice relationship
so that they can get past the finger
pointing. I do what I guess is best
characterized as “missionary work”
with hospitals and physicians, and it’s
very satisfying.

Q:What advice would you give
physicians who are reluctant to

hire professional practice managers?

A:Many physicians are feeling a
bit helpless in using business

approaches to deal with health plans
and some are moving toward political
approaches. To be successful, medical
groups will need to learn to use pro-
fessional business managers. They
have to balance the gain to the prac-
tice in income versus the cost of the
management. There are a number of
steps physicians can take to make
their practice more sophisticated and
more likely to succeed. Effectively
using professional management from
outside is not the tradition in med-
ical practice in America. It’s been a
do-it-yourself kind of small business.
But that will be a financially risky
strategy to continue in the future.

Even with professional practice
management, however, a practice will
not be effective unless the physician
is intimately involved in the business
side of the enterprise. Physicians need
to be intimately involved in the busi-
ness aspects of their medical practice,
even if they have professional man-
agement to solve a lot of the prob-
lems. The hospitals that have fallen
farthest behind a break-even objec-
tive in owning physician practices are
the ones in which the physicians
have been insulated from the market
and the economic consequences of
changes in their practice.

Professional practice management is
a requirement in today’s turbulent
health care environment. For years,
we’ve heard that small medical prac-
tices are doomed, and yet we’ve still got
lots of small practices and even solo
practitioners out there. The issue is not
that being in independent practice is
necessarily bad; rather, it’s that if physi-
cians are going to be in independent
practice and all they know is medicine,
and they manage their practices as a
hobby, then they will be putting their
practices in economic jeopardy.
—Edited by Deborah J. Neveleff, in North
Potomac, Md. More information on prac-
tice strategies is available on our Web site
(see page 16).

(Continued from page 13)

“Using professional management from out-
side is not the tradition in medical practice.
It’s been a do-it-yourself small business.
But that will be a financially risky strategy
to continue in the future.”
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Managed care has undoubted-
ly made significant changes
in how health care is deliv-

ered, and some of these changes have
had a negative effect on physicians
and patients. In many markets, man-
aged care plans have attempted to
wrest some degree of decisionmaking
about patient care from physicians.
Despite these attempts, however,
physicians remain the driving force
behind helping patients make the
right health care decisions, says Leif
Beck, a lawyer and former practice
management consultant. Beck found-
ed and subsequently retired from The
Healthcare Group, a practice manage-
ment firm in Plymouth Meeting, Pa.
Today, he publishes a monthly
newsletter for physicians, The
Physician’s Advisory, which aims to
help physicians manage their practices
more effectively and more efficiently.

Indeed, managed care has failed to
control or supervise medical care,
Beck says. Also, hospitals and physi-
cian practice management compa-
nies have fallen short of managing
how consumers use health care ser-
vices. Therefore, he explains, physi-
cians likely will continue to be
responsible for individual’s health
care, meaning those private practices
that are run well and managed for
profitability will have a strong role in
the evolution of the nation’s health
care system.

Managed Care Failures
“While most physicians may not
have been trained in business man-
agement, they truly control people’s
health care,” he says. “I don’t mean
‘control’ in the sense of telling
patients what they must do, but
they’re the ones patients respond to.
They are a driving force for medicine,
and this fact has proven to be true
several times. Just in the past few

years, managed care and its efforts to
control medical care have been
pushed back somewhat as consumers
have demonstrated a preference for
physician-driven care.”

The failure of these large organiza-
tions to manage physician practices
created an opportunity for physicians
seeking to practice efficiently in rela-
tively smaller organizations. One
important lesson from these failures
is that physicians seeking to develop
efficient practice management sys-
tems need strong physician leader-
ship, Beck explains. Physician leaders
need a deep and abiding interest in
running the medical practice as a

successful business. In fact, practices
that will do well are those that are
managed well by physician-owners,
he adds. To be profitable, a practice
must operate efficiently, work to
improve productivity whenever pos-
sible, and it must continue to adapt
to market changes.

“The opportunity for well run, well
conceived medical practices with
sensible physicians at the helm is
unlimited,” Beck says.

To be successful today physician
practices also need effective and capa-
ble information systems, Beck adds.
These systems must be able to collect
data on utilization and outcomes and
they must be able to handle electron-
ic medical records (EMRs). Until
now, physicians have generally react-
ed negatively toward sensible, tech-
nological improvements. For exam-
ple, many have objected to EMRs, he

says. “Electronic medical records have
so much usefulness in terms of quali-
ty, but also in terms of efficient pro-
duction of care that any other indus-
try would have grabbed onto this and
moved forward,” he says. “The partic-
ipants would have adapted to it very
easily.” But to date, many physicians
have not accepted EMRs, he adds.

Many physicians also have been
reluctant to use e-mail to communi-
cate with patients, Beck says.
“Recently, I wanted to ask a question
of my family doctor,” he explains. “I
asked if I could send a question by e-
mail, and the receptionist said, ‘Oh,
no, not at all.’ But I could send a fax.

I still haven’t gotten an answer, and I
think the problem is that e-mail is
outside of the normal pattern.
Physicians fear that opening up e-
mail to patients would be a disaster in
terms of their time each day. It does-
n’t have to be like that.”

Beck concludes that practices aim-
ing to succeed should use all available
tools—including EMRs, the
Internet, and e-mail with patients—
to help build patient volume. By
using these tools and having strong
physician leadership, practices will
wrest control of the delivery of care
from health plans and other large
organizations, he says.
—Readers may contact Beck by phone at
888/941-4488 or by e-mail at fordocs@aol.com.
More information on practice management is
available from The Physician’s Advisory, at
www.smartpracticemanagement.com and on
our Web site (see page 16).
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“The opportunity for well run, well con-
ceived medical practices with sensible
physicians at the helm is unlimited.”

—Leif Beck, The Physician’s Advisory

Practices Will Continue To Control Care
By Richard L. Reece, MD, editor-in-chief
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In the coming year, physicians may

finally begin to find more satisfaction

in practicing medicine than they have

in the recent past. While managed health

plans will continue to cause discontent

among physicians in many markets, doc-

tors nationwide are finding ways to prac-

tice more effectively and to use technolo-

gy to their advantage to improve patient

care and increase production while worry-

ing a bit less about having utilization man-

agement teams questioning their decisions

about patient care. 

Based on our review of the news over

the past year and our daily discussions

with health care experts and physicians

practicing in a wide variety of settings

nationwide, we have compiled the fol-

lowing list of trends in 10 major areas.

In addition, we invite readers to com-

ment on these issues by visiting our Web

site (www.mdoptions.com) or contact-

ing the editor directly (see page 2). The

trends are as follows:

1. Technology. Information systems

and the Internet will continue to

change how physicians practice medi-

cine. Practical solutions that physicians

develop will help solve complex office

problems. Information systems that doc-

tors can use at the point of care to cap-

ture data, code for billing and manage-

ment systems, document care, and help

reduce the number of claims that payers

reject have the potential to change

medicine significantly. These new infor-

mation systems will use a combination

of hand-held devices, desktop and lap-

top computers, speech recognition soft-

ware, and the Internet to strengthen

medical practices by increasing revenue

and reducing rework. 

Physicians will rapidly gravitate to the

Internet one step at a time as they gain

confidence in specific applications that

help them improve the quality of care

they deliver and deepen their relation-

ships with patients. As they become

comfortable with these information sys-

tems, the mood of despair among

American physicians will lift and begin

to turn to optimism in part because doc-

tors will regain a modicum of control

over data at the point of care. 

In fact, the Internet has the potential

to turn health care upside-down. It is

possible that some day health care will

no longer be dominated by centralized

institutions such as government payers,

corporations, managed care organiza-

tions, academic medical centers, and

hospitals. Instead, the Internet will allow

patients to contract with physicians

directly—although companies that will

do so are just now enrolling patients. But

in theory, physicians and patients could

use the Internet to work together more

closely than ever before. 

The emphasis in medical data manage-

ment will shift from comprehensive on-

site mainframe systems to Internet-access

devices such as palmtop computers, per-

sonal digital assistants (PDAs), and cell

phones. Information systems companies

will aim to provide tools to allow physi-

cians to prescribe, code, refer patients to

other physicians, and document services

at the point of care. Speech-recognition

systems, for example, will move to the

forefront as a physician productivity tool,
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By Richard L. Reece, MD, editor-in-chief 
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