
Single- or Multispecialty?
Many Factors Drive the
Structure of a Group
Managed care is designed to offer

“one-stop shopping” to large
health care buyers. Purchasers

are supposed to be able to contract with
one health plan and get many services for
workers, dependents, and retirees. As a
result, physicians and other providers have
formed organizations designed to make
them attractive to large payers and to give
them increased negotiating leverage.

This practice significantly influences
physician group formation and develop-
ment. It leads specialists to join multispe-
cialty groups to reduce overhead costs and
to give them access to a referral base. On
the other hand, in some markets, special-
ists join single-specialty groups to enhance
their clinical focus and to strengthen their
bargaining position when negotiating
with managed care organizations
(MCOs). Which structure specialists
choose depends on many factors. Payer
preferences, leadership and governance
issues, and ease of compensation and refer-
ral relationships all play into which type of
group structure specialists will form.

Profiling Group Practice
The 1999 edition of Medical Group
Practices in the US: A Survey of Practice
Characteristics, published by the AMA,
offers a profile of group practices, based on
a survey of 10,471 medical groups.

According to the survey, 71% of groups
consider themselves to be single-special-
ty, 22% multispecialty, and 7% are fami-
ly or general practice. While the great
majority of groups are in a single special-
ty, more physicians practice in multispe-

cialty settings than in any other setting.
Approximately 87,000 physicians prac-
tice in single-specialty groups, while
more than 111,000 physicians are in a
multispecialty practice.

Common specialties in single-specialty
group practices include pediatrics, obstet-
rics-gynecology, orthopedic surgery,
internal medicine, and anesthesiology. In
addition, hospital-based specialists and
many surgical specialists are more likely
to practice in single-specialty groups. The
specialties most commonly represented
in multispecialty groups are family prac-
tice and internal medicine. General sur-
geons, plastic surgeons, neurologists, psy-
chiatrists, and pulmonary disease special-
ists also are likely to practice in multispe-
cialty groups.

Most groups are small: 46% have three
or four physicians, and 35% have
between five and nine physicians. Small
groups account for only 15% of physi-
cians who practice in group settings,
however. While groups of 100 or more
physicians account for only 1% of all
physician groups, they account for almost
30% of all physicians. The average sin-
gle-specialty group, at 6.4 physicians, is
one-fourth the size of the average multi-
specialty group, at 23.4 physicians.

While many factors guide group struc-
ture, the most significant factor, regard-
less of physician specialty, is the con-
tracting preferences of health plans in
the local market.

“The most salient factor driving group
structure is the willingness of health plans
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Clinical Trial Resources Available for Physicians

In our article, “Top Ten Trends for 2000,” (Feb. 15), we predicted that pharmaceutical
manufacturers would continue to contract with physicians for clinical trials. The

search for new pharmaceuticals will mean manufacturers will retain and may expand the
practice of outsourcing clinical trials, we said, adding that this work could become an
important source of revenue for many physicians. 

Our predictions, particularly the one about clinical trials, generated phone calls from
readers who wanted to know how they could participate in such trials. A number of
resources are available, including the following: The Pharmaceutical Research and
Manufacturers of America lists drugs in development (phrma.org); CenterWatch
Clinical Trials Listing Service compiles information on more than 7,500 clinical trials
actively recruiting patients (centerwatch.com); and Medscape offers a searchable data-
base of current clinical trials actively enrolling patients (medscape.com).

In February, the federal government opened a database of all clinical trials for serious
illnesses. The site is available on the Internet (clinicaltrials.gov) and it offers simple
explanations of how the trials work and what questions patients should ask before
enrolling. 

“This is a single place you can go where the most important information will be avail-
able to everybody,” says Donald Lindberg, MD, of the National Library of Medicine, in
Bethesda, Md., which is running the database of information on 4,000 studies.

One way to begin your research would be to read what we have written about clinical
trials. In the Nov. 15 issue, we published “Physicians Find Profits in Clinical Trials,” for
our Capital Ideas column. In the June 15 issue we published an interview, “Clinical Trials
Research Offers Physicians Potential New Ways To Increase Revenue.” Both of these
articles are available at the Practice Options Web site (mdoptions.com).

A fierce competition exists among pharmaceutical companies seeking patients for drug
trials. The companies usually need about 4,000 people to test an experimental drug and
will pay physicians for every patient recruited. As with any endeavor, there are caveats.
The government is investigating some trials for fraud and abuse, some trials may carry
risk for patients, toxic side effects are unknown, and a reorganization of the practice may
be required to conduct such trials rigorously. What’s more, you may need to add staff to
run the trials, and some may be double-blind studies, meaning some patients receive
placebos only.

But there are benefits for physicians as well: a new revenue stream, new intellectual
challenges, an entree into the growing field of chronic disease management, and a
chance to provide cutting-edge care to uninsured patients who otherwise might not be
able to afford care.
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COMMENTARY

A few years ago, physician practice
management companies (PPMCs)
were heralded by physicians and

investment analysts alike as a beacon of
hope for an industry plagued by escalating
costs. Assuring physicians that both prac-
tice efficiency and managed care contract-
ing success could be enhanced by delegat-
ing administrative and management
responsibilities, PPMCs seemed an attrac-
tive practice option for physicians seeking
to increase revenue. Many physicians sold
their practice assets to PPMCs and
entered into contracts to manage the
physician group in exchange for cash,
notes, or equity in the PPMC.

At its peak, the PPMC industry had
about 50,000 doctors under contract to
its major public and private companies,
such as PhyCor Inc., in Nashville, Tenn.,
and MedPartners, in Birmingham, Ala.,
(two public companies focusing on mul-
tispecialty practice management). 

As physicians and investors well know,
many PPMCs have under performed with
regard to the services they promised their
physician clients. In most cases, lower
costs and operational enhancements
never materialized, and managed care
negotiating leverage did not significantly
improve. As a result, many physicians
that are affiliated with PPMCs are seek-
ing to disassociate themselves from these
companies, often through a repurchase of
their practice assets.

Steps to Termination
Reacting to the acquisitions PPMCs were
making, many hospitals also began
acquiring physician practices.
Approximately half of all U.S. hospitals
have acquired practices involving about
100,000 physicians. When the hospitals
found they lost money on the acquisi-
tions, however, they too began to divest
themselves of their physician practices.
As a result, physicians in many markets
have been learning how to repurchase
their practices from these entities.

Before discussing the steps necessary to
repurchase their practices, Tim Schier, a

vice president in the Houston office of
Cain Brothers & Co., LLC, a health care
investment banking firm in New York,
says physicians should perform a financial
analysis in which they project the
finances and economics of their group
both under the larger entity’s umbrella
and as a separate company.

“When the business relationship
between a PPMC and a physician practice
does not seem to be beneficial for the
physicians, it is important for the physi-
cians to determine how the group would
perform financially if it were outside of the
control of the PPMC,” he says. “Such an
analysis provides guidance for two reasons.
First, an analysis provides information as
to whether a practice repurchase is, in fact,
a better option than continuing the status
quo relationship. Second, assuming that

the analysis proves that practice re-pur-
chase is a good strategy, the financial pro-
jections for the practice will drive the esti-
mate of the amount of capital that would
be needed to repurchase the assets of the
group from the PPMC.

“In effect, therefore, the analysis gives
the physicians a sense of their ability to
buy themselves out of the contract,”
Schier explains. “As a result, physicians
should go through this financial process
before making any type of overt offer, and
certainly before negotiating any financial
terms with the PPMC.”

Once the medical group has performed
the financial analysis—but before it pre-
sents any financial proposal to the
PPMC—the physicians should solicit
and arrange financing to enable them to
implement the practice asset repurchase,
Schier says. “Potential sources for capital
that physicians can explore might
include local banks, national health care

financial investors, and hospitals that can
provide either equity or debt financing to
the group,” he adds. “Equity from the
physicians is sometimes required by the
lender. If it is not, then the lender might
require a guarantee.”

The next step is to pursue the idea of
disassociation with the PPMC adminis-
trators. “In effect, disassociations with
PPMCs can proceed in one of two ways,”
Schier says. “The PPMC and the physi-
cians can have a contentious, drawn-out
legal battle in court, or they can have an
amicably negotiated settlement.”

Not surprisingly, Schier notes that enter-
ing into litigation to force the PPMC to ter-
minate the agreement is a difficult method
of getting out of these relationships. 

In pursuing an amicable end to a con-
tract with a PPMC, Schier counsels

physicians to ask the PPMC to consent
to a termination. “For example,
MedPartners was exiting the PPMC
business and therefore was a willing sell-
er,” Schier explains. “However, some of
the PPMCs are not willing sellers and
would prefer that the groups remain
aligned with them under the existing
economic model or even, potentially,
under some revised economic model.”

PPMCs are most receptive to contract
terminations when at least one of four
factors are involved:
1.The relationship between the group and

the PPMC has deteriorated considerably
2.The physicians are departing the clin-

ic in substantial numbers
3.The growth of the clinic and its abili-

ty to recruit have been impaired
4.The economics of the agreement are

not beneficial to either the physicians
or the PPMC
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Steps Required for a Practice Repurchase
By Richard L. Reece, MD, editor-in-chief

(Continued on page 4)

A financial analysis will tell whether a practice
repurchase would be a better option than con-
tinuing with a larger entity.
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The final steps for the physicians are to
negotiate both the terms of the repurchase
with the PPMC and the terms of repayment
to the entity serving as the source of capital.

Communication and Education
No matter how smoothly the negotiations
proceed, a practice repurchase can be a
confusing and stressful event. Therefore,
Schier asserts that a thorough communi-
cation and educational process is neces-
sary for physicians when severing a rela-
tionship with a PPMC, just as communi-
cation and education were needed when
the relationship was being developed.

“In a disassociation, it is critical for the
doctors to have a complete understand-
ing of the process and the status of nego-
tiations, “ Schier states. 

“Physicians also must clearly understand
what the effect of the repurchase will be
on several fronts, including the physicians’
personal finances, group economics, and
operations,” Schier says. “To preserve the
stability of the group after the repurchase,
all of its physicians need to support the dis-
association fully, and they can only do this
if they completely understand the terms of
the dissolution of the agreement.”

Each of the group’s physicians should
understand, for example, whether he or
she is incurring any debt, and if so, how
much and what repayment terms are
required. “We have found that in many
practice repurchases, physicians’ finances
are affected negatively,” Schier says. “As
a result, the physicians are even more
interested in the details of the deal than
they were when they first affiliated with
the PPMC. Accordingly, the group’s
administrative team, leadership, and
legal and financial advisors should edu-
cate the physicians on the process and
terms of the contract termination.”

Negative Consequences
Even in those cases in which the finan-
cial implications are not altogether posi-
tive for physicians, Schier says, the group
members tend to be positive about a prac-
tice repurchase. “We find that a number
of groups, after proper education, are
invigorated by the process of regaining
their practices—and, in effect, their free-
dom—even in the face of some negative

financial consequences,” he says.
Like PPMCs, hospitals also are divesting

themselves of physician practices, but there
are some important differences between
hospital-owned practices and practices affil-
iated with PPMCs, Schier explains. “First,
the main purpose of practice acquisition
differs between hospitals and PPMCs,” he
says. “PPMCs have generally purchased
practices as a financial opportunity, hoping
for a high return on investment.”

In contrast, hospitals have tended to
purchase practices as a defensive strategy
designed to boost market share.
“Hospitals are not in the business of man-
aging physicians, but they saw many of
their local practices being gobbled up by
a PPMC or a hospital competitor,” Schier
says. “These practice acquisitions led hos-
pitals to acquire practices to protect their
market share. Therefore, hospitals might
be more likely to view an acquisition as a
successful business strategy, even if return
on investment is not as high as hoped.”

A second difference is in the size and
type of group acquired. “PPMCs tended

to target large single-specialty or multi-
specialty groups for acquisition, since
these were the groups that were most
likely to yield opportunities for signifi-
cant operational and contracting
enhancement,” Schier says. “Hospitals
have largely purchased numerous smaller
practices, particularly primary care prac-
tices, in order to solidify their relation-
ships with the local physicians and,
therefore, their market share.”

Some hospitals—particularly large
integrated health systems—are losing
money on their acquired practices and
are seeking to divest. Last year Ernst &
Young, CPAs and health care consultants
in New York, reported that 96% of inte-
grated delivery systems had lost money
on acquired practices.

“The physician practice management
business is difficult for hospitals,” Schier
says. “Given the demise of the PPMC
industry and a lower level of competi-
tion over practice acquisitions in gener-
al, hospitals are under much less pressure
to acquire practices than they were in

(Continued from page 3)

The decline in the physician prac-
tice management market is a result

of PPMCs focusing on practice acqui-
sition at the expense of operations,
mixed with unexpected market events,
says Tim Schier, a vice president in the
Houston office of Cain Brothers &
Co., LLC, a health care investment
banking firm in New York. At Cain
Brothers, Schier is involved in advis-
ing clients on many facets of medical
practice, including physician group
practice management, information
technology, managed care, mergers
and acquisitions, and raising capital.
Cain Brothers also has extensive expe-
rience in guiding doctors through prac-
tice repurchases. 

“The early PPMCs had very high
hopes for their ability to improve the
efficiency and cost-effectiveness of
medical practices and, at the same
time, to negotiate favorable managed
care contract prices and terms,”
Schier adds. “The venture capitalists
were excited about PPMCs because

they seemed to represent a health
care model that could potentially
drive costs down while incorporating
more business discipline into the pro-
vision of medical services in both
multispecialty and single-specialty
medical groups.”

But in fact, those operational and
contracting benefits largely did not
occur. “Managed care organizations
did not penetrate as deeply into some
geographical areas as was predicted, so
the need for a negotiating leverage
tool to affect practice income was not
as great as expected,” Schier says. “Not
surprisingly, physician behavior with
regard to administrative and practice
patterns can be difficult to change; as a
result, the implementation of new
operational practices developed by the
PPMCs—practices that were intended
to drive cost-effectiveness—did not
always occur to maximum benefit.”
These two factors meant PPMCs were
unable to deliver much of the value
they had promised to practices.

Unexpected Events Led to a Decline



the past. As a result, some hospitals and health systems—
after having experienced severe financial losses, sometimes
in the range of $100,000 per doctor—are beginning to
divest these practices.” Physicians face a similar type of
negotiation when re-purchasing their practices from hospi-
tals as from a PPMC.

Despite the overall trend of hospital divestiture of prac-
tices, some hospitals continue to acquire practices. “We are
seeing select hospitals enter into practice purchases because
hospitals are, in many cases, the natural strategic or capital
partners for physician groups,” Schier notes. “Hospitals also
tend to be much closer to practices geographically and emo-
tionally, because they are members of a shared community.
So, the practice purchases are sometimes viewed as building
a kind of partnership in the care delivery system.”

Occasionally, a hospital will acquire a physician group after
the practice has left a PPMC. “In this case, the hospital could
be either an equity or a debt investor, or it could provide a
guarantee or some other sort of financing support on a fair-
market-value basis,” Schier says. “The hospital can act as the
practice’s management services organization, owning the
clinic’s assets and providing it with administrative services.” 

The Aftermath
Physicians who either elect to repurchase their practices
from PPMCs or hospitals, or who are jettisoned by these
organizations, sometimes feel at loose ends, Schier notes.
“This feeling can be particularly acute for physicians who
were in smaller groups or solo practice before being bought
by or affiliated with a hospital or PPMC,” he says. “Being
released into the market without the security of a capital
partner can be daunting. The business discipline, as well as
some of the management services provided by PPMCs are
still needed in the practice.”

In the next several years, it is likely that other entities will
be developed to assist physicians in enhancing revenue and
managing their practices, Schier predicts. It could be that
Internet-based services and a la carte management services
from consultants will fill the void left by PPMCs and hospital
partnerships, he says.
—Additional reporting and editing by Deborah J. Neveleff, in North
Potomac, Md. More information on physician practice strategies is avail-
able at mdoptions.com.
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“We are seeing select hospitals
enter into practice purchases
because hospitals are, in many
cases, the natural strategic or
capital partners for physician
groups.”

—Tim Schier, Cain Brothers & Co.
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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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Four Ways To Build Patient Volume
By David Kettlewell

A s a physician, you are probably
mystified and intrigued by med-
ical marketing. Mystified

because you, like all Americans, have
been fed a daily dose of the savviest con-
sumer advertising corporate America
can conjure. Intrigued because you also
recognize the potential value that aware-
ness of your practice among existing
patients and the general public can
bring. But you also may believe that
medical marketing is unnecessary today.

Neil Baum, MD, a urologist in New

Orleans who also is a medical marketing
expert and author of many books includ-
ing Take Charge of Your Medical Practice
Before Someone Else Does It for You
(Aspen Publishers, Gaithersburg, Md.,
1996), strongly cautions fellow physi-
cians against accepting the pernicious
myth that marketing is unnecessary in a
managed care environment.

The misconception that once physi-
cians have managed care patients and are
paid on a capitated basis, they are guar-
anteed a certain number of patients and
no longer need to market their practices
is “absolutely and unequivocally false...a
myth to ignore,” writes Baum. His
patient-friendly ideas are designed to
ingratiate your practice to patients.

The four following strategies can help

physicians retain current patients, attract
new ones, and increase the image of your
practice among potential patients. These
strategies require no additional staff to
implement. Three are fairly simple in scope;
one is more complex. Each idea is profes-
sional, has proven to be successful in many
physician practices, and does not cost a lot.

The four strategies are:
1.Keep in touch with your patients,

inexpensively.
2.When physicians or patients refer a

new patient to you, take the time to

thank them.
3. If you must make patients wait, then

make the wait enjoyable.
4.Organize seminars for the public to

provide you and your practice with
exceptional top-of-mind awareness.
1. Keep in touch with your patients,

inexpensively. Forget expensive ad cam-
paigns unless you have a budget of at
least $100,000, not including Yellow
Pages ads. Instead, focus on existing
patients. Utilization of your services
increases as patients’ awareness rises
about what you offer. 

Tell patients about the new physicians
in your group and new treatment modal-
ities that protect their health and make
them more comfortable. Make it friend-
ly, informal in style, and do it three to
four times a year.

Don’t worry that your communications
aren’t full-color. Communication with
your patients is similar to giving or
receiving a gift. The expense of the gift is
less important than the fact that you were
thinking of them.

A standard sheet of paper printed on
one side is fine. All you have to do is sign
it. If you use 6-by-9 postcards with a print-

ed message, you can benefit from bulk
postage rates. The post office will provide
details on how to secure lower rates, or a
local printer can discuss bulk mailing.

2. When physicians or patients refer
a new patient to you, take the time to
thank the referred source. When a
physician or someone in your community
sends you a referral, thank your referral
source with a heartfelt handwritten note.
Better yet, find out what your referral
source likes. It could be a book on histo-
ry, sailing, candy, or wine. The fact that
you (or a staff member) would take the
time to select a personal gift will not be
forgotten. Gifts should be wrapped and
sent with a personal, handwritten note.

One orthopedic surgeon in his 40s in the
top 5% of his peers by income, created a
software program that told him when refer-
rals from specific area physicians were
declining. He responded by immediately
mailing all wayward physicians a thank you
letter for their most recent referrals.

Another surgeon in the same group iden-
tified the top 20 physicians referring to his
practice, and asked his secretary to call the
secretary of each of these physicians to get
small gift ideas. One received a photo
album; another received a bottle of wine.

The tangible benefit is more referrals,
and it requires nothing more than
extending good manners.

3. If you must make patients wait,
then make the wait enjoyable. Many
patients strongly resent being asked to
wait more than 10 minutes for anything
today. If you are asking your patients to
wait for 45 to 90 minutes, consider the
following ideas being implemented by a
six-physician ob-gyn practice in Ohio.

Have a staff member go to the local
shops in your area and tell them that occa-
sionally, a patient must wait more than 30
minutes to see a physician. Ask the propri-
etor if he or she would be willing to give
your patients a 20% discount on goods, so
patients can shop while they wait. Doll
stores, coffee houses, bookshops, and cloth-
ing stores can be approached. Type all
offers on a sheet of paper, provide a map,
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The idea that under managed care physicians
are guaranteed a certain patient volume and
thus no longer need to market their practices 
is simply a myth.

David Kettlewell is CEO of Medi Medical
Consulting Services Inc., a company in
Akron, Ohio, that helps physicians develop
medical marketing and strategic plans. A
former news writer, Kettlewell is a former
editor for the Medical Group Management
Association’s national marketing publica-
tion, The Marketer’s Guidepost.



and a pager to let patients know when to
return.

Acquire several small embroidery kits
to allow patients to embroider a heart-
shaped mat for a photo or some other
decorative item. Let patients embroider
in your office while waiting. You can also:
• Put cookies in your reception area and

provide coffee and milk.
• Purchase 20 quality books for your

patients to read while waiting.
• Provide a telephone for patients to

make local calls.
• Provide a computer with Internet

access in your reception area.
4. Organize seminars for the public to

provide you and your practice with
exceptional top-of-mind awareness. It
may be a challenge to organize such sem-
inars, but the results are likely to be well
worth the effort.

A leading ob-gyn practice in Ohio
recently had been approached by one of
the local hospitals and strongly and
repeatedly encouraged to sell the practice.
The physicians resisted, believing that
selling would not be in their best interest.
In the face of such strong resistance, the
hospital decided to establish its own ob-
gyn practice that would compete directly
with the Ohio group. Seeking to increase
visibility of their practice in the communi-
ty, the leading physicians decided to offer
a series of highly visible public seminars on
topics of interest and to use nationally
known physician authors as speakers.

Making your practice the source of
definitive medical information in your
community will raise public awareness of
your practice and help you attract more
patients. Among the other benefits of
this strategy are the following:
• Local newspapers likely would cover

the events or provide free publicity
before each seminar.

• The group could invite its existing
patients and physician friends in the
area, helping it to solidify existing
relationships.

• The seminars provide a service to the
community in synch with the mission
of the practice.

Getting Results
The Ohio ob-gyn practice found the semi-
nars brought excellent results. Every two to

three months, the group paid for a different
physician speaker to fly to Ohio to speak at
a local facility. The speakers’ fees averaged
$700 plus expenses, which included airfare,
hotel, and car rental. The practice invited
all speakers to sell copies of their books and
provided them the opportunity to hold a
book signing before and after their talk.
Pharmaceutical manufacturers willing to
serve as sponsors of these events paid for
some of the speaker fees, defraying costs for
the ob-gyn practice. The practice invited
all patients to attend the seminars and sev-
eral area radio stations ran public service
announcements.

For some of the seminars, the major
daily newspaper ran half-page articles
about the featured speaker, and the radio
stations interviewed speakers on the air
by phone before some events.

The result of all the pre-event exposure
helped attract 120 attendees to the first
seminar. More than 450 attended the
final event in the series. A physician from
the practice introduced each speaker, and
the talks lasted 60 to 90 minutes. Wisely,
the ob-gyn physicians left at least a half
hour for questions and answers each
night. If attendees are encouraged to
write their questions on index cards, you
can edit them beforehand and a modera-
tor can read them into a microphone for
everyone to hear.

Before each presentation, all members
of the ob-gyn group came to the front of
the audience to greet the guests, and
afterward, all physicians stayed to visit
with patients. Events were held on week-
day evenings from 7 to 9 p.m. Coffee, tea,
soda, cookies, and other refreshments
were available for each event.

Among the several significant bene-
fits that resulted from the seminars was
an increase in patient volume. Former
patients returned, the group had an
increase in referrals from other prac-
tices, and individuals who had heard

about or attended the seminars signed
up as new patients. Another benefit was
the success of the seminars themselves.
Surveys showed attendees valued the
seminars and wanted more, meaning
the group had achieved an increase in
positive public awareness.

Another significant result was a new
relationship the group developed with
the local media. After publishing one
seminar-related article, the editor of the
major daily newspaper printed several
other stories that the practice provided
on health-related topics of interest to the
general public. In reviewing what
worked, the ob-gyn practice decided that
there were several keys to the success of
the seminars program:
• Selecting speakers of national

reknown who had authored books
• Pursuing aggressively public service

announcements and other media
coverage

• Selecting topics of interest to the public
• Holding seminars over many months
• Marketing the seminars to patients,

the public, and area physicians

Planning Required
Getting results in marketing is similar
to getting results in any endeavor. It
requires planning, a commitment to
complete the job, and continued activi-
ty over time. Many practices do nothing
to market themselves, sometimes
because no one on staff has the back-
ground, or because no one knows the
questions to ask, or because physicians
believe medical marketing uses the
same methods and techniques used in
consumer advertising—techniques that
may not be held in high regard. In
truth, medical marketing is a specialty,
and you must keep the need for profes-
sionalism at the fore at all times.
Remember that techniques that provide
value will work in marketing.  ■
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to contract with a particular kind of
group,” says Thomas Gorey, president and
CEO of Policy Planning Associates, health
care consultants in Crystal Lake, Ill. “One
of the main reasons to form a group is to
enhance attractiveness to payers as well as
to gain contracting leverage. In some mar-
kets, single-specialty groups are very popu-
lar with payers, and specialists can maxi-
mize their attractiveness by forming this
kind of group. In other markets, payers pre-
fer contracting with multispecialty groups,
which offer payers the ability to contract
with a single group for all care for a defined
population of patients.” Particularly in
markets heavily penetrated by managed
care, specialists should determine payer
preference to maximize the likelihood of
contracting success.

Contracting Preferences
While plan preferences vary among mar-
kets, MCOs traditionally have preferred
contracting with multispecialty groups
because such groups offer a wide range of
services under a single capitated contract,
says Walter Unger, founder of Walter J.
Unger & Associates, consultants in
Laguna Niguel, Calif., who advise physi-
cians on group formation. “Having to
negotiate only one contract for a range of
services is an efficient way to conduct
business,” Unger explains.

Other market considerations affect
group formation as well. “In addition to
the demands and practices of local payers,
circumstances of the local environment
that affect group formation include the
attitudes of the physicians with whom one
is affiliating, the pre-existing referral rela-
tionships, and the attitudes of any poten-
tial investors,” Unger says. “The main
concern for specialists should be the effect
such a relationship could have on their
current practice and referral patterns.”

The need for patient referrals from pri-
mary care physicians often leads to the
decision to form multispecialty rather
than single-specialty groups, says Unger.
This fact is especially true in markets
dominated by managed care plans, which
often use PCPs as gatekeepers. As a result,
some specialists have seen the number of
referrals from PCPs decline as managed
care market penetration has grown. 

To counteract the loss of referrals, many
specialists have affiliated with PCPs in mul-
tispecialty groups, thus aligning their finan-
cial incentives with those of gatekeepers
and allowing them to share profits. This
strategy allows specialists to offset a decline
in per-case income with an increase in net
income through profit sharing.

“Specialists have to consider whether
affiliation with or membership in one
multispecialty group will mean losing
referrals from other groups or solo practi-
tioners,” Unger explains. “But such rela-
tionships also can mean an expanded
geographical base and an increased abili-
ty to handle managed care contracts.”

Another factor that helps to foster the
formation of multispecialty groups is
patient preference. In recent years, con-
sumers have been demanding broader
access to specialists. “Multispecialty groups
enjoy the ability to market the fact that a
full range of medical care is available from
that one group,” says Gorey. “This can be
extremely attractive to patients.”

Multispecialty groups also offer signifi-
cant financial advantages, and specialists
should consider those advantages when
deciding whether to affiliate with such
groups or form their own, says Kenneth
Abramowitz, a health care analyst with
Sanford C. Bernstein & Co., an invest-
ment research firm in New York.
“Multispecialty groups offer a continuum
of care, and that can result in cost savings
attractive to managed care,” he says. “As a
result, they are better able to handle capi-
tated contracts and manage outcomes.”

Despite the advantages inherent in
developing multispecialty groups, there
are two trends prompting the develop-
ment of single-specialty groups.
Increasingly, health plans are allowing
enrollees to use specialists without a
referral from a PCP. In addition, special-
ists are becoming more comfortable deal-
ing directly with MCOs. “More and more
specialists are forming or joining single-
specialty groups,” notes Unger. “They

usually do so for lifestyle reasons, to gain
more freedom over their schedules, and
to protect their incomes.”

Furthermore, a multispecialty group has
significant disadvantages, which are obvi-
ated by forming a single-specialty group.
“Physicians of different specialties have
different orientations in terms of their
training and perspective,” Gorey explains.
“They often exhibit different practice pat-
terns, different ways of approaching the
patient, and different ways of providing
care. These differences, while they can be
synergistic, can also result in many chal-
lenges to forming a cohesive group.”

Ease of Operation
Single-specialty physicians may simply
prefer to be among others within their
specialty, explains Jason M. Rosenbluth,
MD, a managing director with Volpe
Brown Whelan & Co., investment
bankers in San Francisco. “Once you get
into the larger multispecialty groups,
there are differing perspectives and goals
among, for example, the high-revenue-
generating orthopedic surgeons and the
high-volume PCPs. Rifts can develop
early in those relationships.”

A strong proponent of single-specialty
groups, Rosenbluth says, “The multispe-
cialty model is a conglomerate-based
approach, which is not as focused as the
single-specialty model. Thus, those using
it cannot allocate resources efficiently—
it takes longer to make decisions in terms
of allocating resources because of com-
peting interests. When looking at guide-
lines, for example, groups that have a
smaller single-specialty focus and whose
members are not competing for resources
are much more likely to effect change.”

As a result, political issues surrounding
leadership and governance are often sim-
pler in a single-specialty group. “It’s hard-
er for multispecialty groups to have a
small core group of leaders, because some
specialties will not be represented,” says
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“Specialists have to consider whether affiliation with
one group will mean losing referrals from others.”

—Walter Unger, consultant
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Gorey. “This makes governance issues
more difficult. Physicians in each special-
ty feel nervous about whether their inter-
ests will be fully represented within the
group’s leadership, administration, board,
and committee structure. In a single-spe-
cialty group, the specialty representation
issue does not exist.”

Compensation Complexity
Another reason specialists consider sin-
gle-specialty groups rather than multi-
specialty affiliations is the complexity of
compensation arrangements. Since spe-
cialists receive most of their income from
single, expensive procedures and PCPs
generate income by seeing many patients
for a relatively low fee on each one, com-
pensation issues can produce consider-
able tension in multispecialty groups. An
interventional cardiologist, for example,
may perform four angioplasties and gen-
erate revenue of $1,500 from each in a
day. A PCP may see 30 patients in office
visits a day, and generate revenue of
$100 for each. Thus, a cardiologist may
generate twice the fee income as a PCP.
The income disparity results in compli-
cated and often controversial compensa-
tion schedules.

“The issue is usually handled through
constant debate in multispecialty groups,”
Unger explains. “Some group practice
leaders say they have three compensation
packages going at the same time: last
year’s, this year’s, and next year’s.”

Gorey concurs. “Creating the com-
pensation system is a difficult hurdle for
a multispecialty group,” he says. “Even
some multispecialty groups that have
been operating for a number of years are
still struggling with compensation
issues, because there are wide differen-
tials among many of the specialties, and
there is no simple way to address that
problem. The compensation system

must be fair to the lower-paid physi-
cians, but you can’t transfer so much
income from the higher-paid specialties
that those specialists become disen-
chanted and leave the group.”

Compensation differentials are especially
wide in multispecialty groups that include
PCPs. “Specialists like to work with people
who think like they do and have the same
financial goals,” says Abramowitz. “A lot of
specialists look down on primary care physi-
cians. They believe that they, the special-
ists, carry the multispecialty group finan-
cially and don’t receive their fair share of
the compensation.”

Another financial consideration is
operating cost. “Most of the major over-
head items are the same whether groups
are single-specialty or multispecialty,” says
Gorey. “The one difference, however, is
that some specialties require more expen-
sive equipment than others. Specialists
who do not require expensive equipment
for their practices may not want to con-
tribute to the overhead of those physi-
cians who do. In a similar vein, some spe-
cialists, such as radiologists and anesthesi-
ologists, are hospital-based and might not
even need an office. So these specialists
often prefer to form single-specialty
groups because they can control their
overhead costs better that way.”

While administrative issues may be
more difficult in a multispecialty prac-
tice, so too are clinical issues. One mul-
tispecialty group, for instance, cannot
possibly represent all the ranges of sub-
specialties, since there may be dozens
within any given specialty, says
Rosenbluth. “Radiology has almost 20
subspecialties,” he says. “Because most
multispecialty groups don’t have that
depth, they have to contract for it, inter-
nalize it—which they won’t do because
they generally won’t have the volume to
support it—or forgo it. In other words,
they’ll have a general radiologist reading

a head scan that a neuroradiologist ordi-
narily might read. So their level of
expertise will be shallower.”

Although payers may value a clinical
focus, many are still reluctant to under-
take the administrative burden of con-
tracting with many single-specialty
groups. One way single-specialty groups
can handle risk-based contracts and
develop relationships with MCOs is to
affiliate with a physician practice manage-
ment company capable of providing the
expertise and information systems neces-
sary to make such contracts profitable. 

Single-Specialty Success
Another trend involves forming single-
specialty physician networks. Specialists
seeking to contract successfully under
managed care and to maintain and expand
their patient base are forming these net-
works. They tend to be started with little
capital and are usually led by one or two
physicians who have strong business skills
and experience with managed care, says
Gorey. Moreover, physicians in these net-
works often share the financial risk of
delivering care, a developing trend among
specialists in many disciplines.

“If the measure of success is getting
managed care contracts, these entities
are working,” Gorey explains. “The suc-
cess of these networks appears to
demonstrate a sense of specialist
empowerment that was not evident in
the market 10 years ago.”

Such networks often precede group
development, notes Gorey. “Physicians
sometimes begin organizing in a net-
work,” he says. “Then, once they estab-
lish some relationships and a certain level
of trust, they feel comfortable moving to
the next level and formalizing the rela-
tionship by creating a group practice.” 
—Reported and written by Deborah J. Neveleff,
in North Potomac, Md. More information on
practice strategies is available at mdoptions.com.
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“Once you get into the larger multispecialty groups, there are differing per-
spectives and goals among the high-revenue-generating orthopedic sur-
geons and the high-volume PCPs.” 

—Jason M. Rosenbluth, MD, Volpe Brown Whelan & Co.
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The U.S. health care system is a com-
plex economy. The global theory of
managed care advocates taking

stock of the most primal, elementary
forces shaping the economics of health
care and harnessing them. That means all
activities involving health care and its
payment must be sorted and puzzled
together according to the multidimen-
sional nature of risk. The entire universe
of medical treatments must be organized
into a robust taxonomy of clinically
homogenous episode product lines.

A market-oriented solution to the
social inefficiencies inherent in tradi-
tional managed care would be driven by
three values: risk bifurcation, polycen-
trism, and consumer sovereignty. These
three values can be contrasted with the
three values that dominate traditional
managed care: risk conflation, monopo-
lism, and paternalism.

Risk Bifurcation
The overarching problem that tradition-
al managed care faces involves pricing
two unrelated bodies of risk: probability
risk and technical risk. A genuine market
approach would recognize that one cate-
gory of institutions should manage prob-
ability risk and another should manage
technical risk. Though managed care—
and particularly capitation—has the
potential to achieve cost efficiencies
unheard of in a traditional indemnity,
fee-for-service context, those gains are
inherently limited, and at some point,
turn back on themselves. The current
savings from capitated managed care flow
primarily from price compression,
reduced hospital admissions, shorter
lengths of stay, and some efficiencies in

managing patients.
Even greater savings and leaps in opti-

mal health care technology will occur
when, as happens in other markets,
providers managing technical risk com-
pete on the basis of global fees for acute
care or maintenance fees for chronic
care. The only way to accomplish such
point-of-service price competition in

health care is to organize the delivery of
care by episode. The episode of care is
the natural unit of analysis identifying
and categorizing all relevant types of
human behavior and resource consump-
tion in the delivery of care.
Furthermore, it is the only way to mea-
sure quality and outcomes in the deliv-
ery process of care meaningfully.

Globally priced episodes of care act as
a lens to focus clinical decisions regard-
ing appropriate levels of resource uti-
lization. Commenting on participating
in Medicare's experiment with globally
priced cardiology episodes, Richard
Shemin, MD, chief of cardiothoracic
surgery at Boston University Medical
Center, said the challenge was to alter
protocols to fit within the global pay-
ment system without compromising the
care physicians provide. The cardiolo-
gists canceled all standing orders for
bypass patients, which forced them to
think twice before ordering any proce-
dure, he said. Shemin found global pay-
ments to be vastly superior to several
alternatives and much less onerous than
such options as capitation.

Shemin's team has been saving almost
$100,000 annually just by substituting
less expensive but equally effective anes-
thetics and other pharmaceuticals. The
team also cut back on the use of ventila-

tors in postoperative recovery, which
speeds the patient's convalescence and
cuts costs. Left alone to manage techni-
cal risk, surgeons were freed from the
additional burden of having to manage
the probability risk of capitation. Note
also Shemin's observation that the chal-
lenge was to adjust the factor inputs just
to the point that patient care was not

jeopardized. The reason a globally priced
episode of care is attractive is that it is
the only incentive-oriented payment
modality that actually centers on the
patient. By comparison, capitation cen-
ters on an abstract aggregation of total
population resource utilization adjusted
to the needs of payers and providers. By
organizing health care delivery around
episodes of care, health systems would
encourage price competition.

By organizing the delivery of care
around episodes of care and paying for
them with global fees, health systems
create two markets: one for insurance
and one for health care itself. Price
competition is encouraged to operate in
both markets.

Polycentrism
Polycentrism is defined as a diversity of
competing episode providers and com-
peting payer systems all vying for mar-
ket share under robust price competi-
tion. In a polycentric system, health
care insurers would sell premiums and
health care providers would sell
episodes of care. Under the current sys-
tem, however, provider entities that
integrate and manage episodes of care
have the awesome task of delivering
care and ensuring that premiums are
sold at rates sufficient to cover the actu-

A Market-Based Theory for HMOs
By Douglas W. Emery

Douglas W. Emery is the editor of Global
Fees for Episodes of Care: New
Approaches to Healthcare Financing
(New York: McGraw Hill, 1999). More
information on episodes of care is available at
mdoptions.com.

The reason a globally priced episode of care is
attractive is that it is the only incentive-orient-
ed payment modality that actually centers on
the patient.
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al and foreseeable costs of care.
In a polycentric world, these provider

systems could be physician-hospital orga-
nizations, management service organiza-
tions, IPAs, or small boutique operations
that specialize in one area of delivery
expertise, such as carpal tunnel release,
for example. Each provider system would
offer its discrete globally priced products
of episodic care to consumers.

But because they cannot specialize
under the current market, as every other
healthy market can, provider systems
today are frustrated by the task of
attempting to be all things to all people.
This is one of the reasons that integrated
delivery systems are doing so poorly.

In a polycentric world, integrated
episodes would put physicians back in
control of the delivery system by giving
them a sovereign voice in management
to design optimal care processes, making
them financially and clinically account-
able for the performance of the integrat-
ed organizations to which they belong
and by providing all health care
providers with the incentive to collabo-
rate. Under the current system, physi-
cians and other clinical professionals
have had socially perverse incentives to
resist collaboration in a team-oriented,
collegially cooperative manner.

Polycentrism means that consumers
shop premiums from discrete, compet-
ing health care insurers who help them
protect their assets from future cata-
strophic medical expenses by ensuring
robust global fee competition for acute
episodes and maintenance fees for
chronic episodes. It also means structur-
ing real-time, user-friendly information
when patients need it, and making easi-
ly accessible care available that is
designed to help prevent illness. Once a
risky event or medical consumption
becomes a certainty, then consumers
enter the market to purchase care from
discrete, laterally integrated provider
groups. In a polycentrist market, a

patient needing surgery would have the
opportunity to shop for his or her care
from a menu of competing, discrete
provider groups with minimal regard to
his or her insurer.

Consumer Sovereignty
The truth about traditional managed
care is that, because consumers do not
have true choice, the real consumer is
the HMO, and, therefore, the HMO is
sovereign. Since consumers have largely
been forced to surrender their ability to
respond individually to market informa-
tion, the HMO is forced to develop
paternalistic strategies toward patients
and providers. Therefore, the HMO
compels patients to consume according
to its preferences for risk. This fact may
be one of the unstated reasons managed
care supporters oppose medical savings
accounts and, at times, global fees. To
the extent that the patient's preferences
are sovereign in the choice of care deliv-
ery, HMOs and other managed care pay-
ers lose their base of power.

It is important to stress that as con-
sumers are empowered to make decisions
regarding allocation of their own
resources, the more likely it is that they
will be prudent. Consumer sovereignty
means that, at some level, there must be
consumer risk. Uwe Reinhardt, a noted
economist and health care expert at
Princeton University, has been quoted as
saying, “I’d remind patients that they
make economic trade-offs in their own
lives. They take a chance in buying a car
to save some money; why shouldn't they
take a similar chance to save some
money in health care?”

Such trade-offs bring reason to any
competitive market. People must be able
to compare trade-offs by balancing what
they would spend against what value
they would receive in return. Since
health care is a service produced by
many organizations working together,
patients must become managing partners

both with their insurers and their
providers, eschewing risky behavior and
complying with physician advice.
HMOs do little to motivate patients to
invest in their own health. Therefore,
health care cost control must come from
the bottom up: from patients to doctors
to payers to government, not the other
way around. If such cost control cannot
be accomplished, excess health care
inflation will never be tamed.

There are, however, strategies for get-
ting consumers to become partners in
ensuring their own good health. Health
systems need to define episodes of care
and assign them global fees, and then
eliminate care that appears to be free (or
nearly free) at the point of care. At no
time should consumption of medical care
at the point of service be free, unless the
managers of probability risk are trying to
entice patients to consume, as with pre-
ventive care. It should be clear that $5
copayments for office visits and $3
copayments for prescriptions are about as
close to free care as one can get. When
cost at the point of service is made mean-
ingful (as opposed to onerous), consumer
choice will become the sovereign power
in the market.

When health care systems are orga-
nized around these three values—risk
bifurcation, polycentrism, and con-
sumer sovereignty—the result will be a
decentralized structure in which con-
sumers shop in one competitive market
for health care insurance, and once
insured, shop in another competitive
market for health care. This structure
does not preclude traditional managed
care. A robust market in health care
should encourage a rich system of com-
peting organizations. In fact, if a truly
vibrant market were to develop, it
would probably strengthen the verti-
cally integrated systems by generating
the information they need to price
their products more effectively—if
they're still around.  ■

At no time should consumption of medical care at the point of service be
free, unless the managers of probability risk are trying to entice patients
to consume, as with preventive care.
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Q:How big is Ocean City, Md., and
how much does the population swell

in the summer?

A:Ocean City is the only resort
town on the Atlantic Ocean in

Maryland. The population varies from
a year-round average of 20,000 up to
300,000 in the summer. We are about a
three hours’ drive from the nearest big
cities, which would be Baltimore,
Washington, D.C., and Wilmington,
Del. Our closest hospitals are Atlantic
General Hospital, about 15 minutes
away in Berlin, and Peninsula
Regional Medical Center in Salisbury,
about 40 minutes away. Tourism is the
main business here, making medical
practice a challenge. We have to be
able to handle higher patient volumes
in the summer and be successful and
profitable during the off-season.

Q:You have adopted a number of niche
marketing strategies to help support

your practice. What is niche marketing, and
why did you pursue this strategy?

A:Niche marketing is a strategy
whereby physicians can differenti-

ate their practice from others to attract
additional business. Because of a certain
specialized focus or program, practices
may attract new patients, who then
return when they need general medical
care. Because our business is seasonal, we
needed to develop some services that
were in demand but were not being pro-
vided in our area. This need prompted
our niche marketing strategies.

Q:Would you describe the various nich-
es that you have developed and why?

A: In looking through financial and
medical news reports, I noticed

that there were several “cash cows” left in
medicine: occupational medicine, weight
control programs, wellness programs, and
nutritional supplements. For example,
weight control is a $40 billion industry.
These are all big industries, but none of
the practices in our area were providing
any of these services.

We were already providing a signifi-
cant amount of occupational medicine in
terms of work-related injuries. To

enhance this aspect of our practice, we
purchased more equipment such as
audiometry machines and blood alcohol
testers, and became involved in other
aspects of occupational medicine such as
drug testing, wellness programs for our
occupational medicine clients, and other
specialized examinations.

Our other niche programs—weight
control, wellness, supplements, and anti-
aging—were a little more challenging.
Like most of the physicians in America,
we had not focused on learning about
these topics. But patients desire these ser-
vices, and when they find someone of

reputable standing to guide them, they
are happy to pay that individual for assis-
tance. Patients pay out-of-pocket for our
weight control and other niche programs.
Often they pay cash. So I recognized the
potential of these areas and decided to
move our practice in that direction.

We instituted the weight control pro-
gram in 1995. A year later we started pro-
viding a general wellness program and a
vitamin program. This year, we started an
anti-aging program.

Q:Why should physicians consider
developing a weight control program?

A:First, a weight control program
can be very profitable. Our pro-

gram had about $90,000 in gross revenue
in the first year, and we were profitable.

Second, physicians can truly help
patients lose weight with a program that is
comprehensive and addresses obesity as a
disease. Most physicians in America know
about the negative consequences of obesi-
ty, but they don’t know enough about it to
treat it as a disease. Most physicians have
patients with weight problems; he or she
will tell them to lose weight, and they

come back next year having gained even
more weight. But when people seek out a
weight control program, they have to pay
money for it; so they are more motivated.

Third, the weight control patients usual-
ly are women, and women typically make
the health care decisions for their family.
So when they join the program and get
results, they become a patient of the prac-
tice and bring the rest of the family in too.

Q:What are the components of your
weight control program?

A:Participants come in for an initial
health evaluation, or pre-screen,

requiring 20 minutes. During the pre-

Niche Programs, Careful Marketing
Help Seasonal Practice Succeed

Victor Gong, MD, is
the medical director of the
75th Street Clinic, in
Ocean City, Md., and
has been practicing fami-
ly and emergency medi-
cine for 15 years. He

attended medical school at the State University
of New York at Downstate Medical Center.
He completed his internship and residency in
internal medicine at Rutgers University in New
Brunswick, N.J., and completed an emergency
medicine fellowship at Johns Hopkins
University Hospital in Baltimore. Gong is the
author of two books on AIDS:
Understanding AIDS: A Comprehensive
Guide (Rutgers University Press, 1985) and
AIDS: Facts and Issues (Rutgers University
Press, 1986). Richard L. Reece, MD, editor-
in-chief, conducted this interview. More infor-
mation is available at mdoptions.com.

“Patients pay out-of-pocket for our weight control
and other niche programs. So I decided to move
our practice in that direction.”



screen, participants complete a question-
naire, receive a free body fat analysis, and
hear about which program options we
think are best for them.

The actual program components
include nutrition evaluation, exercise
evaluation, behavioral evaluation, and a
regular medical evaluation that includes
an EKG and a comprehensive blood
panel. Participants also receive specialized
written material and videos about weight
loss. Then, they have a series of follow-up
visits during which we check their health
and their weight loss progress. As part of
the program, we include counseling, a
medication regimen, a nonmedication
regimen based on the use of nutritional
supplements to help control appetite, and
a maintenance program.

We also incorporate technology into
the program, to highlight that we are a
high-quality and technologically
advanced practice. We have a comput-
erized body fat analysis machine that
analyzes electrical impulses to deter-
mine body fat and muscle and water
content levels. It’s like a scale: A
patient stands on it and the computer
generates readings for amount of body
fat, percentage of body fat, amount of
water, and muscle mass. This informa-
tion is important to know, because
when a patient loses weight we want to
document whether the weight is com-
ing off of muscle or fat. We put all this
information into a database.

In addition, we purchased an imaging
system, so that when potential clients
come in we can take a picture of what
they look like now and generate a digital
picture of what they’d look like if they
lost, say, 30 pounds. Because they can see
a before-and-after image prior to the start
of the program, they get motivated to
lose the weight. They can visualize their
success. That picture is a great marketing
tool. If they look at that picture every
day, they eventually join the program.
We also promoted that technology to all
the local newspapers. We wrote articles
that the newspapers published and got
ourselves on a few television programs
talking about the new technology of
weight control.

Q:Why did you develop nutritional sup-
plements as a niche?

A:Nutritional supplements can seem
like alternative medicine to physi-

cians because of our training, which is
focused on the treatment of acute condi-
tions rather than wellness. But it’s impossi-
ble to ignore vitamin supplements because
patients are taking them, and we as physi-
cians are responsible for their care. We
need to know what they are taking and
how it will affect the treatments we suggest,
because it’s a risk management issue if we
don’t. Furthermore, if physicians address
topics such as supplements, they will build
their patient volume because patients want
to be treated by someone who will not
reject supplements out-of-hand.

In addition, we should be sharing
important information about supple-
ments with our patients on a regular
basis. Researchers have published more
than 35,000 articles on the role of
nutritional supplements and health.
We need to promote folic acid for preg-
nant women, for example, given the
results of an important study published
two years ago. Another study analyzed
the use of antioxidants for heart attack
patients and found that these patients
had a 50% to 60% reduction in rein-
farction rates. Still another study of
20,000 nurses found that colon cancer
rates were reduced by 60% in patients
who take high potency multivitamins
with extra folic acid. This information
should be highlighted for patients for
whom it is relevant.

Q:As you know, there’s controversy in
this topic. Many physicians and

physician organizations believe that peddling
nutritional supplements in the office is uneth-
ical. What do you think?

A:That’s a complex question. First of
all, we provide products to patients

if they want them, but we don’t actively
solicit purchases. There is a large market
out there that wants to learn about and
take supplements, so we need to provide
leadership and assistance. For example, a
majority of the nutritional supplements

on the market are low quality. They have
a lot of fillers and binders. There’s no
quality assurance. It’s not like a medica-
tion where the federal Food and Drug
Administration will guarantee quality
and monitor it. It’s up to physicians to
educate patients on what to take, what’s a
quality product, and what’s not.

Q:What does anti-aging mean, and can
you tell us what your anti-aging pro-

gram involves?

A:The term “anti-aging” is like “well-
ness” in that it means different

things to different people. What it means to
me is helping patients not only live longer,
but live stronger. People who maintain
their health can be active and feel good as
they age. The purpose of anti-aging is to
maximize quality of life, to ensure that
when people are in the 50-to-70-year age
bracket, they are in optimal health, they are
still active, their minds are intact, their
bones are strong, and they feel energetic.
Anti-aging is not just keeping people look-
ing healthy. It’s not a fountain of youth.

Anti-aging involves nutrition and exer-
cise physiology: Certain foods and exercis-
es are better for anti-aging than others.
Other aspects of anti-aging include nutri-
tional supplements such as antioxidants,
stress reduction, and hormone rebalancing.

Q:What other preventive measures are
part of your approach?

A:We pursue many common preven-
tive measures but try to be creative

in how we execute them. For example, in
promoting flu shots, we did a weekend
drive-through-flu-shot program, which
was covered on television, over the radio,
and in newspapers. We had a lot of people
who were not our regular patients come
for the flu shot because we offered the
shots in a convenient way. We have a ban-
ner that we put on our office saying ‘Flu
Shots,’ and that brings a lot of people in.

We’re also developing more specific
programs. We are currently organizing an
osteoporosis program. The program is a
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“The weight control patients usually are women. So
when they get results, they become a patient and
bring the rest of the family too.”



“We accommodate ourselves to the needs of the media. We look for topics
that will be of interest to newspaper readers or television viewers.”
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little more comprehensive than most
programs of its kind. In most such pro-
grams, patients get a bone density scan
and the physician tells them to take some
calcium, and many physicians suggest an
over-the-counter medication. But differ-
ent types of calcium preparations are
superior in building bones. In our pro-
gram, we will give patients a bone densi-
ty scan, and then put them on a nutri-
tional and exercise regimen. Also, we will
incorporate some new diagnostic testing
in determining levels of the breakdown
of the calcium in the bone. Then, we can
monitor the bone formation before the
follow-up scan.

Q: In addition to niche marketing, you
advocate a philosophy called guerrilla

marketing. What is it and where did you
learn about it?

A:Guerrilla marketing entails low-
cost strategies that enhance the

reputation of a business and make it more
profitable. It’s a great strategy for small
businesses that don’t have significant
marketing and advertising budgets.

I learned about the technique in a
book, The Guerrilla Marketing Handbook,
by Jay Conrad Levinson (Houghton
Mifflin Co., Boston, 1995). The guerrilla
marketing strategy impressed me because
it is geared toward small businesses and
how they can compete with bigger com-
petitors that might spend millions of dol-
lars on marketing. Guerrilla marketing is
especially relevant to physicians in pri-
vate practice, who can feel that they are
not big enough to compete with integrat-
ed delivery systems.

Q:What are some guerrilla marketing
strategies you use?

A:One of the common-sense strate-
gies we have adopted is calling our

patients, just to see how they are doing.
This is a good strategy for several reasons.
It enhances quality of care, because we are
checking in on our patients’ health and
can determine how, for example, a change
in medication has affected them. It also
helps us with risk management, because

we can monitor the health and reactions
of our patients and might possibly avoid a
crisis. Generally, it’s good for business
because patients remember that we called,
and come back to us because they know
we care about them. We call patients back
whether they’re local or out-of-state.

As another example, when patients
send us letters thanking us for our care,
we hang the letters up in the office. This
is a good marketing tool. It validates the
work we’re doing and offers comfort to
new patients, especially tourists, who are
seeking care far from home and want
assurance that the physicians are high
quality. When they come in and see the
letters, it helps alleviate their concern
and sets a more positive context for care.

We also do other things to build per-
sonal relationships with our patients. We
send out birthday cards hand-signed by all
the doctors in the practice. We personal-
ize the Christmas cards we send out with
notes to the patient. We send thank-you
notes to patients who refer others to us.
When we see a notice in the newspaper
about one of our patients receiving a pro-
motion or another achievement, we send
a congratulatory card. Those little touch-
es mean a lot to the success of a practice,
because they enhance patient loyalty and
physician reputation.

Q:What unusual advertising and public
relations techniques do you use?

A:We try to pursue inexpensive
advertising techniques. For exam-

ple, we distribute refrigerator magnets to
our patients. The magnets are brightly
colored, and have the names, addresses,
and phone numbers of our offices. Many
patients, particularly the tourists, put the
magnet on the refrigerator in their rental
property. As a result, subsequent renters
see the magnet and come directly to us if
they need a doctor. We distribute 20,000
magnets each year, so many of the rental
properties in the city have one of our
magnets on the refrigerator.

Since 1996, we have pursued public
relations marketing, where news

reporters can interview us and we can be
perceived as experts in the field. We
started by submitting articles on different
medical topics to three local newspapers,
and then our relationships with reporters
helped us bounce to television. We
would show television producers these
newspaper articles and started to make
ourselves available. Most doctors either
are shy, don’t want to take the time, or
won’t take the initiative to generate pub-
licity. On the other hand, we not only
pursue these relationships but we accom-
modate ourselves to the needs of the
media. We look for topics that will be of
interest to their readers or viewers.

Q:Do you use the Internet as a market-
ing tool?

A:We have a site on the Internet
(75thstmedical.com), which we

plan to start this spring. The site includes
information about our practice and its
services. We also have references and
articles that can be downloaded for free,
and we have links to other major health
care sites. Eventually, we plan to add a
chat room so patients can talk to each
other about their conditions, forming a
sort of support group. We will probably
restrict the ability of patients to ask us
medical questions via e-mail because of
risk management issues.

Q:What final comments can you offer
to our readers regarding your market-

ing strategies?

A:When physicians embark upon
some of these ventures and publicize

them, they are perceived as promoting these
ventures just to make money. That’s not
what drives us. Physicians can always make
money. We do it with the goal of optimal
care for the patients.

We want to keep patients healthy so
they can live long and strong, and so they
don’t have to come back and see us or go
to the hospital. Patients like to hear that.
The only thing we are trying to sell is
good health. 
—Edited by Deborah J. Neveleff, in North
Potomac, Md. 

(Continued from page 13)



CAPITAL IDEAS
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Sales of health plans in the past
year have yielded considerably
lower valuations than they have

in previous periods. The figure, “Health
Plan Transactions” shows transactions
occurring last year that generated about
half of the purchase price per member as
those occurring in the preceding year.
Provider-owned health plans have suf-
fered a more severe devaluation, receiv-
ing valuations 25% below non-provider-
owned plans.

The lower market valuations have
not inhibited the divestiture of
provider-owned health plans, however.
The number of transactions involving
provider-owned health plans increased
21% last year, even though the total
number of health plan transactions
remained unchanged.

Lower valuations, coupled with rising
divestiture rates, reflect the significant
operating losses and capital reserve
deficiencies that have recently charac-
terized provider-owned plans.
Companies that partner with provider-
owned plans frequently have been
regional or national HMOs that already
have a local market presence and have

been able to realize significant adminis-
trative synergies and enhanced con-
tracting clout with providers.

State of the Industry
Two factors have exacerbated the finan-
cial instability of provider-owned health
plans. One significant factor is the effect
the Balanced Budget Act of 1997
(BBA) has had on health care
providers, particularly hospitals, but
health plans as well. The other factor is
the ongoing effect managed care has
had on limiting inpatient utilization.

As a result of these two factors, an
increasing number of hospital systems
reported a significant decline in prof-
itability of both their core institutional
assets and ancillary business units, such
as health plans, physician groups, and
home health centers. The trend is pro-
jected to continue.

Continued deterioration in hospital
system financial results has led one
financial analyst to report 62 credit
downgrades so far this year, compared
with 12 upgrades last year. The BBA
refinement legislation passed in
November 1999 should offer providers

modest relief of approximately $15 bil-
lion over five years, but that legislation
is likely to have only a limited effect in
curbing short-term operating losses.

Ownership of physician practices has
diluted the profitability and manage-
ment focus of integrated hospital sys-
tems. Last year, hospital systems lost an
average of $111,000 per employed
physician, according to estimates by
Ernst & Young, CPAs and health care
consultants in New York. The com-
bined effects of lower reimbursement,
increased administrative and technolog-
ical demands, rising capital costs, and
declining compensation have made the
business of running physician groups
extremely difficult.

As physician practice management
companies end the relationships they
have had with physicians and as hospi-
tals shy away from making equity
investments in medical groups, many
physicians are fleeing larger practices
and seeking refuge in smaller groups or
solo practices. 

In previous years, hospital systems
were willing to accept modest losses in
their ancillary businesses as long as their
core hospital assets were profitable. The
current market has changed, however,
and hospital systems are now reexamin-
ing their strategy of acquiring physician
groups. Deteriorating financial condi-
tions are forcing hospitals to make diffi-
cult decisions.

The merits of integrated health care
delivery systems continue to be debated.
The consistent and profitable manage-
ment of hospitals, HMOs, and physi-
cians has yet to be demonstrated.   ■

Provider-Owned Health Plans Struggle
By W.L. Douglas Townsend Jr. and Jill S. Frew

W.L. Douglas Townsend Jr. is managing
director and CEO of Townsend Frew &
Co., an investment banking firm in
Durham, N.C., that specializes in health
care transactions. Also, he is a member of
the editorial Advisory Board of Practice
Options. Jill S. Frew is managing director
of Townsend Frew & Co.Source: Townsend Frew & Co., Durham, N.C.
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California Physician Is

Developing Direct

Contracting Organization

P
hysician groups are suffering finan-

cially as a result of what many

observers perceive to be inade-

quate Medicare and managed care reim-

bursement rates. In California, the prob-

lem is acute because of the significant

managed care enrollment and the com-

mon use of capitation. Across the state,

many physician practices are going bank-

rupt and closing, saying reimbursement

levels are insufficient to cover overhead

and the cost of patient care.

One strategy physicians are adopting in

an effort to help them stabilize an uncer-

tain financial position is to contract

directly with large employers. Direct con-

tracting allows physicians and employers

to enter into a health care contract for

the provision of care to a large base of

patients—the employees—and leave out

the middlemen HMOs and PPOs. In the-

ory, contracting directly affords physi-

cians greater clinical autonomy and

allows more of the health care dollar to

be used for patient care than is typical in

managed care arrangements.

One physician has seen the promise of

developing a direct contracting organiza-

tion, but has also experienced the diffi-

culty of undertaking such a venture. In

1994, John Shaw, MD, a solo family prac-

titioner in Riverside, Calif., established

the ShareCare Health Corp., a direct

contracting organization in Riverside,

which is still in development.

“Despite some fits and starts, I have

held onto my vision of a direct contract-

ing organization that will enhance the

doctor-patient relationship,” says Shaw,

who believes that the presence of third-

party payers is intrusive. “Physicians are

very independent. They value the doc-

tor-patient relationship, and anything

that intrudes on that just gets in the way

of optimal patient care.”

With the assistance of John Garner,

president of Garner Consulting in

Pasadena, Calif., a health care benefit

design consultant for self-insured

employers, Shaw has continued to refine

his vision of ShareCare in an attempt to

build a network of physicians that will be

better suited to surviving in the turbulent

California health care market than a

practice that depends solely on managed

care plans for its income.

An Uncertain Market

Currently, the health care market in

California is extremely unstable and has

been for the past year or more. “In an

ideal world, the physician practice man-

agement companies (PPMCs) would

have used their superior knowledge of

business to standardize billing systems

and office practices and generally spread

best practices throughout their networks

of physician groups,” Shaw says. “But

they were too busy acquiring new prac-

tices to pay attention to doing a better

job with what they owned.”

PPMCs have been struggling in

California, and many have failed.

MedPartners, a PPMC based in

Birmingham, Ala., was forced into bank-

ruptcy by the California Department of

Corporations, the organization that over-
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