
Federal efforts to eliminate
fraudulent health care claims
are a violation of the most basic

rights of physicians, say doctors. Yet
experts who have closely followed
the government’s actions disagree.
They argue that the enforcement
effort is essentially fair and that
physicians caught filing false claims
are guilty of serious wrongdoing and
deserve substantial sanctions.

It is difficult to know who is right.
Have physicians been unfairly target-
ed for harsh enforcement and stiff
penalties? Or has the Office of
Inspector General (OIG) of the U.S.
Department of Health and Human
Services simply been doing its best to
eliminate fraud among those doing
business for the federal Centers for
Medicare and Medicaid Services
(CMS) and for other health care pay-
ers? What is clear is that most physi-
cians have seen a large increase in
paperwork, which is distracting them
from delivering patient care. Govern-
ment officials say they will continue
to pursue physicians who file fraudu-
lent health claims for Medicare,
Medicaid, or other payers.

Enforcement Questioned
Tom LoIudice, MD, DO, a gastroen-
terologist in Akron, Ohio, and presi-
dent of the Summit County Medical
Society in Akron, says most physi-
cians believe the government’s fraud

enforcement effort is unfair to physi-
cians and to the U.S. public. “It
makes physicians angry, particularly
good physicians with nothing to
hide,” he says.

Physicians find the Medicare regu-
lations and monthly updates to be so
voluminous, complex, and contradic-
tory that they represent an unreason-
able legal standard for enforcement
and penalties, LoIudice adds. 

Seeking to comply fully, LoIudice
installed a compliance program in his
office—an effort that consumed
more than six hours a week for three
months. “That’s almost 100 hours
away from patient care,” he says.
“Whether it will do any good in an
investigation is unclear.” Experts
advise physicians to develop and
implement a compliance plan; simply
having a plan is a good defense in a
federal audit, they say. The burden on
physicians to comply with regula-
tions from Medicare and other payers
requires three or more hours each
day. That’s about triple the time it
took him 15 years ago, LoIudice says.

“Doctors are always fearful that
one slip will destroy their lives,” says
Jane M. Orient, MD, a physician in
Tucson, Ariz. Orient is executive
director of the Association of
American Physicians and Surgeons,
an organization of 5,000 members.
“Each CPT code holds a potential
federal crime,” Orient says. “While
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EDITORIAL ADVISORY BOARD

Getting Paid for Practicing Preventive Medicine

Physicians who are having trouble being reimbursed for the time and effort
they spend to assess and counsel patients about illness prevention may find

help in a recently published book by Steven Jonas, MD. Jonas is a professor of
preventive medicine at the State University of New York at Stony Brook and an
expert in health promotion. His book is Talking About Health and Wellness With
Patients: Integrating Health Promotion and Disease Prevention Into Your Practice
(Springer Publishing Co., New York, 2000).

One way for physicians to be reimbursed for practicing preventive medicine
(doing health assessments, wellness counseling, and health promotion before
symptoms and chronic disease manifest) is to ask patients to focus on relevant
symptoms and dangerous lifestyle habits before their office visit. 

A number of Web sites help patients to evaluate their health and then e-mail
or fax the results to their doctor. Such previsit appraisals save time, highlight
potential health problems, and focus doctors and patients on relevant problems.
The appraisals also provide documentation of the complexity and nature of the
patient-physician encounter. Web sites that offer this type of health appraisal
include WellMed.com, a free site that helps consumers establish a health quo-
tient or level of health risk on a scale of 0 to 200. It calculates and personalizes
the level of risk for heart disease, diabetes, colon cancer, prostate cancer, depres-
sion, and stroke, and it tells patients which risks are modifiable.

Another site, Patientcenters.com, charges users for its services. For $100 a
month, physicians can subscribe to the site and have their patients answer ques-
tions based on their chief complaint or on preventive health measures. Patients
of physicians who do not subscribe to the site can pay $4 to fill out the question-
naire and bring it to their doctor. Users of the site can create a medical record,
review symptoms, and record physical findings according to documentation
guidelines established by the federal Centers for Medicare and Medicaid Services. 

A third site, meddiet.com, also is free. It lets patients take a HealthStatusIQ
test. It also offers details on the Mediterranean diet, which is designed to pro-
mote a low risk of heart attacks, stroke, and cancer.

If preventive medicine is to become a larger force in improving Americans’
health, two things must happen. First, patients must have the tools to assess their
health, to judge major risk factors, and to have a basis for taking action. Second,
physicians must streamline the process of engaging and motivating patients to
improve their health, and they must be paid appropriately for routine physical
examinations and health counseling.
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HEALTH POLICY

By enlisting the support of multi-
ple health care constituencies
nationwide, a new organization

is seeking to drive reform of the cur-
rent health care system. The Center
for Practical Health Reform has devel-
oped seven principles of reform that it
says can create the framework for an
improved health care system while
balancing special interests.

The founder and executive director
of the center in Jacksonville, Fla., is
Brian R. Klepper, PhD. Klepper is also
president of Healthcare Performance
Inc., a health care business develop-
ment practice in Jacksonville.

Concern About Costs
Klepper’s idea for the center stemmed
from his concern about the conflu-
ence of escalating health care costs
and the general economic slowdown.
“About a year and a half ago, I real-
ized that two immense problems in
health care were going to cause
unprecedented ramifications in the
industry,” he says. “The first problem
was that our health care system was
just at the point of crossing the
threshold of affordability. Annually
for the last three years, health care
costs have increased at double the
rate of general inflation. Employers
that had previously been successful at
managing health care costs have sud-
denly been hit with premium increas-
es of 10% to 30%. Some small em-
ployers have even been faced with
premium cost increases of 40%.

“At the same time, the economy
has been cooling,” Klepper contin-
ues. “As a result of these two factors,
many employers are going to have no
alternative but to cut back on bene-
fits or lay off employees, which will
drive increases in the number of peo-
ple with no health insurance.”

To discuss these topics, Klepper
invited a number of health care pro-
fessionals to a meeting held last year.
“I put together a panel of Floridians
from virtually every health care sec-
tor,” he says. “There were physicians,
physician practice managers, health
plan executives, hospital administra-
tors, disease managers, technology

experts, and reinsurance personnel.
Each person on the panel has a repu-
tation for thoughtfulness and holds a
position of responsibility as an active
field manager of some type.”

A Common Focus
“After founding the Center for
Practical Health Reform, I recog-
nized the clarity of the principles
developed by those who participated
in the initial discussion,” Klepper
says, adding that some of the partici-
pants clearly had business interests.
“Our first meeting was characterized
by a certain chilliness,” he com-
ments. “Many of these people knew
each other and were adversaries.
They certainly were not inclined to
agree on anything. We did agree,
however, to discuss our views on how
to fix the health care system. But
before embarking on our discussion,
we acknowledged that everyone sit-
ting around the table was a stake-
holder in the industry, with a legiti-
mate role to play, and that each one
was trying to do his or her best.”

Despite some early tension, Klepper

says, the adversarial relationships
among the various stakeholders actu-
ally led to a focus on best solutions for
the system as a whole rather than on
benefits for any one special interest.

“For example, an executive of a
large and renowned physician group
practice suggested that health plans
serve no useful purpose, that they

only inject a layer of wasteful bureau-
cracy into the health care system,”
Klepper recalls. “But another partici-
pant, a medical director for a large
Florida health plan and one of the
founders of a large California physi-
cian organization, responded immedi-
ately that this viewpoint was incor-
rect, and that the role of health plans
is to inject accountability into the sys-
tem. That made sense to everyone at
the table. And so the conversation
moved on with a new, clarified under-
standing among all panel members.
There were many examples of this
kind of give and take among group
members. The participants were will-
ing to transcend their own special
interests in favor of coming up with
solutions that would work.”

In fact, the importance of includ-
ing all industry stakeholders in the
center cannot be underestimated,
according to Klepper. “Many sectors
lie within our health care system, and
each of them is important,” he states.
“Physicians, long-term care facilities,
hospitals, health plans, reinsurance
companies, support programs, and
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Seeking New Systems of Care,
Group Offers Plan for Reform

A concern about the cost of care and a 
slowing economy led a Florida consultant to
put together a panel of experts to develop 
a workable plan for health reform.

(Continued on page 4)
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others exist, but they are somewhat
divorced from each other. We need to
impose a new set of disciplines that
will allow each sector to operate effi-
ciently, interconnect with others, and
ultimately be accountable for its own
activities. For example, we need disci-
pline regarding how risk is handled
and how health management is han-
dled in order to improve the opera-
tions of health plans. Physicians need
to be held accountable for what they
do as well.”

Principles of Reform
Such discipline is the goal of the
seven principles that the panel mem-
bers derived to fix the health care sys-
tem in a way that is practical.

The first principle is universal cov-
erage of basic health benefits for all
Americans. “In the panel’s view, the
rationale for universal coverage is not
social justice or altruism, but rather to
ensure that the gaps in insurance will
not grow so large that the system will
collapse on itself,” Klepper explains.
The center has not yet defined pre-
cisely what is to be included in basic
health coverage. “This definition will
be attacked as a health services
research effort,” he says. “We do not
yet know the details of what will be
included, but we do know that access
to primary care and basic acute care
should be available to everyone.”

The second principle is the ability
to purchase additional health care
coverage. “Anyone who wants more
insurance and has the means to buy it
should be allowed to buy supplemen-
tal coverage,” says Klepper.

The third principle is that the pri-
vate sector should manage the health
care system and that the organiza-
tions that serve as managers should be
rewarded for doing a good job as mea-
sured by patient outcomes. “Financial
incentives for health care innovation
and performance work,” Klepper
asserts. “That is why American health
care is the best in terms of technolog-
ical advancement.”

The fourth principle is the uniform
adoption of evidence-based best
practice guidelines. “This principle
reflects the idea that physicians are at
the top of the scientific hierarchy in
health care,” Klepper says. “We need
to identify the best practices of physi-
cians across the country, and then we

need to disseminate these best prac-
tices to all physicians and caregivers
nationwide, who should be encour-
aged to adopt them. In Minnesota,
efforts are already underway in this
direction. There’s no reason that the
center shouldn’t follow that example
around the country.”

Even so, protocols cannot and
should not be policed by an oversight
body, Klepper asserts because such an
organization would create another
layer of bureaucracy for physicians.
Yet, physicians still need to be
accountable for their performance.
“Therefore, our fifth principle is that
data on the performance of all health
care professionals, institutions, and
procedures should be available to the
public,” he says. “We should take
health care service provision as seri-
ously as we take the provision of ser-
vice in every other sector of the

economy, whereby the performance
of competitors is measured and com-
pared so that consumers can make
informed purchasing decisions.”

Risk Reduction
The sixth principle is arguably the
most challenging: distinguishing
between preventable risks and non-
preventable risks. “Nonpreventable
risks include conditions that result
from catastrophic events, diseases,
and congenital defects,” explains
Klepper. “They are acts of God, rather
than acts of man. In contrast, pre-
ventable risks are self-inflicted and
relate to lifestyle behaviors that cause
an increase in the demand for health
care services. Certain lifestyle choic-
es—such as smoking, consuming
excessive amounts of alcohol, refrain-
ing from exercise, and having poor
eating habits—are individual deci-
sions that cause chronic maladies.

“We believe people should be
required to pay for the lifestyle choic-
es that have a negative impact on
their health,” Klepper continues. “For
example, some people choose to ride
motorcycles without wearing a hel-
met, just as others choose to consume
too much fast food. By making such
choices, these people should be
required to pay a bigger share of the
care that would be required if they get
a head injury from a motorcycle acci-
dent or heart disease from poor eating
habits.”

The seventh and final principle
calls for multiyear arrangements
between patients, physicians, other
providers, and health plans. “Why are
we using an archaic risk model of a
single-year health plan time horizon?”
Klepper asks. “We know from 25
years of research and experience that
multiyear health plan contracts let us
use programs, like wellness and dis-
ease management, that pay generous
returns on investment, but take sever-
al years to do so. In fact, as much as
30% of health care costs could be
eliminated if health plans had more

(Continued from page 3)

“An executive of a large group practice 
suggested that health plans serve no useful
purpose. But another participant responded
that the role of health plans is to inject
accountability into the system.”



than one year to tackle health risks.”
Among HMOs, the patient turn-

over rate can be as high as 20% a
year. “If 20% of enrollees are turning
over every year, why invest in pre-
ventive care?” Klepper asks. “Why
should Aetna invest $100 to teach an
enrollee about the value of eating a
high fiber, low fat diet—even though
average costs could be reduced by
$500 a year—if Blue Cross will even-
tually get that windfall?”

Next Steps
After identifying the seven princi-
ples, the group agreed to try to use
them as a framework for national
reform. “We wanted to try to create a
political movement,” Klepper says.
“To do that, we established a network
of professionals from across the coun-
ty who could lend the effort legitima-
cy. I began to find people who were
like the people on the original panel,
who were involved in different roles
in health care and business, and who
deeply understood the effect that pol-
icy nuances have on daily health care
operations. We wanted to include
people who had been in the trenches
of health care or business and there-
fore would be sensitive to the issues.”

Like the original panel, the net-
work represents many different health
care sectors. “We don’t want to wait
for the health system to fail, at which
point special interest groups will be
eager to come forward and offer their
approach for how reform should be
handled,” Klepper says. “Rather, what
is needed is a well-conceived, bal-
anced, nonpartisan, multiconstituen-
cy plan that can be deployed like a life
raft so that the system doesn’t sink.
This plan will require every con-
stituency to give up something, but in
return we all get something much,
much more. It will not tolerate a par-
ticular group getting the grand prize
at everybody else’s expense.”

Accordingly, the center has named
an advisory panel that includes influ-
ential individuals who can begin

explaining the center’s principles
nationwide. Among the panel mem-
bers are John Erb, a benefits consul-
tant with Deloitte and Touche, in
New York, who founded the South
Florida Business Health Coalition;
Joe Spiak, senior national vice presi-
dent for health care public finance at
Bank of America in Jacksonville;
Gregg Lehman, CEO of the National
Business Coalition on Health in
Washington, D.C., which represents
8,000 self-funded employers and 34
million covered lives; Harris Berman,
CEO of Tufts Health Plan, Boston;
Jack Lynch, COO of St. Luke’s
Episcopal Health System, Houston;
George Lundberg, former editor of
JAMA and currently editor of Med-
scape, an Internet site; and Ann
Llewelyn, a nurse and medical case
manager in Fort Lauderdale, Fla.

Currently, the organization has
three objectives. “We are working
now with health care and employer
groups around the country to repli-
cate and refine the principles,”
Klepper says. “Getting different
groups to develop approximately sim-
ilar principles will demonstrate that
there’s consensus on the broad
approaches. The next step will be to
pursue the details.”

Second, the center will coordinate
the research required to identify the
financial and operational implications
of each of the principles. “What does it
mean to have a basic benefits pack-
age?” Klepper asks. “How do we distin-
guish between preventable and non-
preventable risks without running
afoul of the Americans With
Disabilities Act? Each of the principles
generates these types of research ques-
tions, and they need to be answered
before changes are made. Third, we

have to find a way to translate these
principles into adjustments of existing
policy. To do that, we need to get the
support of influential organizations
that already have a lot of clout and
that can help us to drive change.”

Utilitarian Views
While health care problems are simi-
lar nationwide, Klepper believes, the
solutions that are developed must
address the particular needs of each
market. “Health care is like the Wild
West,” he continues. “Everybody has
a gun and throws his weight around
and makes decisions without proto-
col or accountability. We seem to
have made an implicit decision in
this country that health care should
be a commodity and not a utility,
which means that at some level,
health care is up for bid. I agree to
some extent that health care should
be a commodity, but it should be reg-
ulated like a utility, which would
keep the focus on the good of the
patient, rather than on the financial
success of each individual player.”

The center’s principles are not
designed to develop an ideal system,
but rather to bring stability and bal-
ance to the existing system, Klepper
asserts. “The U.S. health care system
is fundamentally right in many of its
aspects,” he concludes. “We offer
spectacular health care here. If we lay
down certain simple principles and
rules and then create the infrastruc-
ture to make these principles and
rules work, the present system is cor-
rectable. It will not be easy, but our
health care system is worth saving.”
—Reported and written by Deborah J.
Neveleff, in North Potomac, Md. More infor-
mation on physician practice strategies is avail-
able on our Web site (see page 16).
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“We know wellness and disease management
programs pay generous returns on invest-
ment, but take several years to do so.”
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A s health care cost increases
again reach double digits, the
media and health care experts

remind us that we need to find ways to
cut costs while maintaining the gains
that have been made in provider
choice. Invariably, these experts offer
solutions that use the most popular
buzzwords in the industry, including
“consumer choice,” “care manage-
ment,” and “defined contribution.”

Surprisingly, one solution being
offered involves the capitation model
that was often cited as a way to cut
costs in the early 1990s. In its rein-
vigorated form, the product being
touted by some experts and at least
one company allows consumers to
build a private network of physicians
and other providers based on the cap-
itation rate of the participating physi-
cians and hospitals.

Ostensibly, this model preserves
provider choice for consumers and
allows physicians to develop reim-
bursement rates based on what the
market will bear rather than their rel-
ative bargaining position with health
plans. The model has a number of
advantages for both consumers and
physicians; one of its disadvantages
involves its use of the capitated
model of reimbursement.

Aware of the problems associated
with provider choice and physician
reimbursement in the traditional
capitated model, the new model
slightly modifies the capitation con-
cept. In its new form, the model
allows consumers to select a personal
physician, as many as 16 specialists, a
hospital, an outpatient surgery facili-
ty, an emergency room, and a home
health facility. To encourage con-
sumer-members to consider the
underlying cost of the providers they
choose, each choice has an associat-
ed per-member-per-month (PMPM)
rate that is determined by the
providers. Consumers are also pro-
vided with an insurance wraparound
product for the services that are not
included with the providers they
have chosen. After selecting a panel

of capitated providers, the consumer
is presented with a premium rate
based on the individual PMPM rates
for the entire provider panel.

By facilitating a direct contract
between providers and members and
allowing members to choose providers,
the model appears to offer a more
palatable alternative to a traditional
managed care program under capita-
tion. Providers have more control over
the contracting process, and con-
sumers appear to have a greater oppor-
tunity to choose among providers. In
addition, physicians are financially
accountable only for providing ser-
vices under their control, and no med-
ical management protocols are
required. Despite the advantages rela-
tive to the traditional capitated model,
the real problems with this direct-con-

tract capitation model become evident
when one considers the timing of the
consumer choice and the potential for
adverse selection.

Consumer Empowerment
From a consumer’s perspective, the
performance of the health plan will
depend largely on the importance the
member places on the selection of
providers. If a consumer already has
strong preferences for particular
physicians in each specialty and a sin-
gle hospital, having the ability to
choose allows the consumer consider-
able flexibility in constructing a net-
work that best meets the needs of that
consumer. Such consumer choices,
however, come at a considerable cost
to the provider. Consumers who have
little preference for a particular

provider before they become sick lock
themselves into a small network.
Being locked into a small network
could have a dramatic effect on a
member who experiences an unpre-
dictable medical event that requires
specialized attention.

Because of how it is designed, this
plan puts members at risk for making
poor choices that do not adequately
consider the full range of possibilities
after sickness occurs.

One of the most significant disad-
vantages of this arrangement
involves the wholesale transfer of risk
to a physician group. What’s more,
the model also includes an addition-
al wrinkle that makes it even worse
for providers. Unlike any other man-
aged care arrangement, this model
allows a consumer to choose providers

Can Direct-Capitation Plans Work?
Kurt J. Wrobel, ASA, MAAA

A new health plan model offers advantages
for consumers and physicians, but uses 
capitated reimbursement.

Kurt J. Wrobel, ASA, MAAA, is the
director of product design and pricing for
HealthMarket Inc., in Norwalk, Conn.,
which has developed an alternative to man-
aged care self-directed health plans.
Available in several states, these plans shift
decisionmaking from insurance intermedi-
aries to physicians and patients. Readers
may call Wrobel at 203/229-1036, or
they may send him an e-mail message at
kwrobel@healthmarket.com. More infor-
mation on self-directed plans is available at
www.healthmarket.com and on our Web
site (see page 16). 



based on a PMPM rate that is adjust-
ed based only on the age and sex of
the individual consumer.

This specific feature adds the poten-
tial for adverse selection. Since con-
sumers can choose providers based on
a PMPM cost, sicker individuals will
likely choose providers that they are
already seeing or that have a reputa-
tion for delivering quality care within
the community. In the first case, the
specialist will go from receiving fee for
service for each service to receiving a
much smaller PMPM rate based on a
broader population.

As such, a highly regarded physi-
cian will be likely to see patients who
are predisposed to need a particular
type of service. In either case, by
offering the consumer a choice of pro-
viders and by adjusting the PMPM
rate only for age and sex, better qual-
ity providers may suffer financially
under this arrangement.

Rising Risk
In some presentations, advocates for
this model have suggested that the
consumer’s choice of primary care
provider may automatically result in
the selection of a predetermined spe-
cialist panel. This plan design feature
would mitigate adverse selection, but
make the provider selection problem
even worse. In addition to the prob-
lems outlined above, the model suf-
fers from many of the same problems
associated with the standard capita-
tion model. Like the standard capita-
tion approach, this model fails to offer
an efficient risk transfer between
providers and payers.

Initially, the concept of capitation
appears to be both intuitive and attrac-
tive. Because the fee-for-service system
reimburses for each successive service,
physicians have a clear economic
incentive to overutilize services. 

As the standard capitated argument
goes, physicians respond to a fixed
PMPM by reengineering care and pro-
viding it in a more cost-effective man-
ner. In this case, profits are no longer

determined by maximizing the volume
of unit billing, but rather by using the
capitation budget prudently.

Unfortunately, the prudent utiliza-
tion of the capitation budget is
unachievable because the transfer of
risk from the health plan to the
provider is too broad. Instead of ced-
ing a manageable level of risk, insur-

ers ask physicians to accept a portfo-
lio of risk that is well beyond the
providers’ capacity to control, includ-
ing the risk associated with the
health status of a population and the
risk of a population experiencing an
abnormally high number of unpre-
dictable health events. The cost effi-
ciency of this risk transfer can be
summarized by the two simple ques-
tions presented below.

First, should a physician be finan-
cially liable for attracting relatively
sicker members before the members
are enrolled with the physician? 

Second, should a physician be
financially responsible for a popula-
tion that experiences an abnormally
high number of unanticipated health
events? 

A defender of capitation may
respond by saying that these prob-
lems are mitigated if the capitation
rate is adequately risk adjusted and
the population is sufficiently large to
smooth out the risk of unanticipated
health events. Ironically, this argu-
ment suggests that the capitated
provider should develop the core
competencies of a health insurer.
Differentiating financial losses caused
by actuarial anomalies from those
caused by provider performance
makes changes at the practice level
almost impossible. 

Less Choice, More Risk
The direct-contract capitation model
was developed to respond to the most
harsh criticisms of the standard capi-
tated model: specifically, that con-
sumers have limited provider choice
and providers are required to acqui-
esce to the financial demands of a
powerful health plan. Unfortunately,

the direct-contract capitation model
leaves consumers with an even more
limited set of providers after a med-
ical condition emerges, while physi-
cians have traded a negotiation prob-
lem for a potentially major adverse
selection problem.

In addition, the model suffers from
the risk transfer problems inherent in
any capitated program. Although the
model has some features that incor-
porate consumer choice and defined
contribution, it is essentially a capi-
tated model that offers consumers
significantly less choice and gives
providers additional financial insecu-
rity caused by adverse selection.

Ultimately, a long-term solution
must provide a more efficient eco-
nomic framework for providers and
consumers to purchase health care.
This framework will give providers a
manageable level of risk that will
include sufficient motivation to prac-
tice in a cost-effective manner, while
consumers will get to choose and pur-
chase bundled health care services
from competing providers that
account for the underlying cost of the
entire episode. Likely, this solution
will need to be technologically
sophisticated and will go well beyond
the more simple and expedient solu-
tions offered in this and some other
models. �
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Instead of ceding a manageable level of risk,
insurers ask physicians in capitated plans to
accept a portfolio of risk that is well beyond
the providers’ capacity to control.
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few physicians go to jail, many are
investigated and pay fines. The sys-
tem is designed to collect a lot of
money.” Even so, a physician under
investigation who refuses to settle
with the government fears something
worse than fines, she says. “Physi-
cians have no confidence that they
will receive a fair hearing,” Orient
explains. “The 110,000 pages of
Medicare regulations are so inconsis-
tent and subjective that a physician
could likely be guilty of some kind of
infraction.”

The Paperwork Burden
The government’s efforts amount to
legalized extortion, Orient argues.
“We have triple damages and
$11,000 false claims judgments per
infraction, which far exceed any rea-
sonable standard,” she says. “That’s
not recovery. It’s a revenue source for
the federal government.”

The government receives a return
of at least $8 for every $1 it invests in
health-related activities stemming
from enforcement of the federal False
Claims Act, according to Reducing
Health Care Fraud, a report issued
earlier this year by Taxpayers Against
Fraud, a nonprofit public interest
organization in Washington, D.C. Of
the government’s total civil fraud
recoveries of $1.2 billion last year,
about 61% ($733 million) came from
health cases alone, almost three
times the $244 million that was col-
lected in health-related civil fraud
cases in fiscal 1999, the report says.

These efforts by the federal govern-
ment have arguably resulted in physi-
cians choosing to leave the profes-
sion and in medical school applica-

tions declining for the past four years,
Orient says. Solutions include opting
out of Medicare or billing on only an
unassigned basis so that the patient
receives the government check, she
says.

Alice G. Gosfield, a lawyer in
Philadelphia, says the government’s
efforts have profoundly affected the
anxiety of physicians. Gosfield chairs
the board of directors of the National
Committee on Quality Assurance, a
health plan accrediting organization
in Washington, D.C. What’s more,
physicians are correct to complain
that the paperwork burden is exces-
sive and often unproductive and
unnecessary, Gosfield says. “Evalua-
tion and management codes have
become more convoluted and com-
plex,” she adds. “The time it takes to
comply with the rules has become
counterproductive and is undermin-
ing patient-physician relationships.”

John Cleary, a lawyer with Clark &
Sevilla, a law firm in San Diego, and
a professor of criminal justice at San
Diego State University, believes the
federal government is trying to build
a self-sufficient enforcement appara-
tus. “There is a coercive aspect to
such enforcement: accept a quarter
million dollar settlement or face
more onerous consequences,” ex-
plains Cleary, who represents physi-
cians who have been charged with
criminal fraud.

Alan Bleyer, president of Akron
General Health System in Ohio,
concurs. “There is a financial inven-
tive for the government to go too
far,” he says. “When a potential for
abuse exists, there will be abuse. The
penalties for anything other than

outright fraud should be eliminated.”
OIG spokesperson Judy Holtz says

that any claim proposing that the
government is trying to raise money
through fines collected in enforce-
ment is false. “Last year, our total
health care savings from the OIG was
$15.4 billion. Of that, $1.2 billion
came from the investigative side,”
she says. “That money is returned to
Medicare or to the U.S. Treasury to
use as intended.”

Actionable Claims
Relatively few physicians have faced
enforcement action, and claims of
abuse of triple penalties and false
claim judgments are without merit,
Holtz asserts. “Over the last three
years, an average of only 20 physi-
cians on the civil side and 18 on the
criminal side (of about 650,000
physicians in the Medicare program)
have faced OIG action each year,”
Holtz says. “A provider might be
fined for only one count on a plea
bargain that listed 300 counts.”

In the past few years, the OIG has
had about 300 criminal convictions
related to health care fraud. That
number includes individuals who
worked for nursing homes, ambu-
lance firms, laboratories, medical
equipment companies, hospitals, and
physicians, Holtz explains. Contrary
to the opinions of many physicians,
the government does not prosecute
for simple errors, Holtz adds. “We are
very clear that a mistake is a mis-
take,” she says. “We refer those cases
to CMS and the Medicare contrac-
tors.” Also, OIG protocols help to
ensure that concerns of wrongdoing
are credible before investigators

“Physicians have no confidence that they will receive a fair hearing. The
110,000 pages of Medicare regulations are so inconsistent and subjec-
tive that a physician could likely be guilty of some kind of infraction.”

—Jane Orient, MD, Association of American Physicians and Surgeons

(Continued from page 1)

(Continued on page 9)



become involved and that Justice
Department attorneys decide which
allegations are worthy of action,
Holtz says.

“Our investigators don’t automati-
cally open a case when we get an
allegation,” Holtz explains. “We do
some checking. We may ask CMS
for the records or conduct a prelimi-
nary investigation to determine the
validity of the allegation. This
process may take from six to 10
months. The results of the prelimi-
nary investigation are presented to
the appropriate U.S. attorney’s
office. Based on the facts presented,
the U.S. attorney decides whether to
close or to move ahead with the
investigation. The investigation
does not move forward unless there
is validity to the claim.”

Leverage Questioned
Experts in coding compliance (includ-
ing attorneys representing physicians
under investigation for fraud) do not
believe that innocent physicians have
been abused by overly aggressive
investigations by the OIG or any
other investigative entity. However,
they are concerned that government
investigators have significant leverage
in any investigation simply by suggest-
ing that a physician can settle a claim
brought by the government for what it
perceives to be a fair amount; the
alternative is to face the possibility of
criminal charges. Many argue that this
leverage has been sufficient to force
many physicians to settle rather than
fight the government’s allegations.

“In cases in which federal enforcers
create situations where it is far safer
for physicians to settle rather than
engage in protracted litigation, the
settlement option is being used as a
hammer against physicians,” says
Gosfield.

Cleary agrees, saying federal inves-
tigators tend to frighten physicians
who have heard horror stories from
colleagues who have been investigat-
ed. “Physicians pay because the cost

to take the case to trial and defend it
is prohibitive,” he says. “Some people
pay penalties to avoid prosecutions.”

Other experts are not so sure that
the government is abusing its posi-
tion. Roy Snell, CEO of the 3,000-
member Health Care Compliance
Association in Philadelphia, a group
championing ethical practice and
compliance standards in health care,
says penalties appear to be based on
clear cases of fraud. “The physicians
who are not paying enough attention
to their billing systems are having the
triple damages applied, primarily
because they did not put enough
effort into compliance programs,” he
says. “It is important to note that
many billing problems are resolved
with no penalties.”

In fact, there have been exaggera-
tions on both sides of the issue, Snell
says. “We need to move away from
the rhetoric and look at the facts,” he
explains. “The facts are found in the
settlements.

“I look at the settlements every
week, and many appear to be settle-
ments associated with coding and
billing issues that are fairly clear,”
Snell continues. “The Department of
Justice agents and others in enforce-
ment are skipping over the gray areas
and picking the low-hanging fruit,
the cases that are more black and
white than the others.”

Complex Causes
Inevitably, the complexity of health
care contributes to the confusion on
both sides and to the voluminous reg-
ulations, experts say. “The main dif-
ference between the government’s
current Medicare fraud investigation
initiative and other enforcement ini-
tiatives is that medicine is too

intensely regulated, and that regula-
tion is extremely complex, confusing,
and subject to ongoing change,” says
attorney Amy Woodhall, of Walter
& Haverfield, a law firm in Cleve-
land. “The biggest problem is that it’s
difficult to keep up with the com-
plexity and to comply.” 

Even government workers find the
regulations to be challenging, Wood-
hall adds. “The General Accounting
Office, which audits the performance
of insurers, recently reported that when
it tested provider inquiry phone lines at
Medicare carriers, it found that only
15% of the answers to frequently asked
questions were accurate and complete,
53% were incomplete, and 32% were
entirely incorrect,” she says.

Clarification Needed
The complexity of regulations is
overwhelming many physicians,
Woodhall continues. What’s more,
each month CMS issues new regula-
tions and explanations in a newslet-
ter of 50 pages or more. “It’s almost
impossible for individual physicians
to keep up with the Medicare regula-
tions,” she says. “The regulations
need to be streamlined and clarified.”

While there is disagreement about
many issues regarding compliance,
many do agree on one issue: the need
for more education. “If our national
purpose is to make the system work, a
large part of the enforcement or cor-
rection effort ought to be on educa-
tion and simplification,” says Charles
E. Colitre, a former supervisory agent
for the FBI who specialized in health
care fraud investigations.
—Reported and written by David Kettlewell,
in Akron, Ohio. More information on physi-
cian practice strategies is available on our Web
site (see page 16).
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“It is important to note that many billing
problems are resolved with no penalties.”

—Roy Snell, Health Care Compliance Association

(Continued from page 8)



STRATEGY

10 Practice Options/December 15, 2001 

It will take more than technological
innovation to fuel wide-scale
physician acceptance of the

Internet. First and foremost, physi-
cians need the Web to help them
eliminate the “work” from “workflow.”

The AMA recently conducted a
survey of more than 1,000 physicians
to determine the extent of their
Internet usage. The results were
somewhat bittersweet. While physi-
cians’ use of the Internet is at an all-
time high, the disheartening com-
mentary about how they use the
Internet is enough to make the most
stoic health care technology investor
reconsider any long-term investment
in the sector.

Improving Efficiency
While 85% of the physicians sur-
veyed said the Internet was a useful
tool for gathering medical informa-
tion, only 25% reported using the
Internet to communicate with their
patients. In fact, physicians believe
the Internet is more useful as an
online source of leisure information
than as a way to streamline medical
office processes and improve the
delivery of care. Among those sur-
veyed, 86% use the Internet to
obtain travel information, while only
8% use it for electronic claims pro-
cessing. In an industry fraught with
inefficiencies, those statistics ought
to be reversed.

The Internet was once lauded as
the health care industry’s white
knight because it offers universal
access, and it can help organizations
of all sizes cut costs. But today, the
Internet seems to be falling short of
these expectations. Or is it?

Perhaps the reason that physicians
have not wholeheartedly embraced
the Web is because they have not
been given the right reason to accept
this open communication platform as
the solution to many of the industry’s
problems. Wireless personal digital
assistants (PDAs)—which can cap-
ture clinical information at the point
of care or enable physicians to view a
patient’s EKG just before teeing off
on the ninth hole—make exciting
use of Internet technology. But since
they do not work very well, they have

been relegated to the nice-to-have
list of priorities in physicians’ offices.
They do not offer enough value to
physicians so that doctors will alter
their pen-and-paper ways.

There has been much conjecture
about how to expedite physician
adoption of the Internet, but there
are truly only two primary catalysts.
The first catalyst is the need for more
widespread use of the Internet. Like
most people in business, physicians
are seeking more time (either to
spend with their patients or with
their families), more money (which
means getting reimbursed in a timely
fashion), and more control over the

day-to-day management of their
medical practices.

An Information Injection
Internet applications that infuse
time, money, and control into a
physician’s medical practice could
represent the proverbial pot of gold at
the end of a rainbow for technology
vendors. The onus falls on technolo-
gy vendors to develop practical Inter-
net applications that help physicians
save time, rather than developing the
next generation of wireless solutions
or yet another physician-focused por-
tal. But technology vendors are not
the only ones who need to do some
refocusing—physicians do too.

The second necessity for physi-
cians to adopt the Internet involves
having doctors alter their views of

the Internet and begin to regard it as
a powerful information standard.
Once this concept has achieved
wide-scale acceptance, physicians
will move beyond being users of
Internet tools to becoming investors
in information services that arm
them with the necessary intelligence
to manage their practices effectively,
to communicate more efficiently
with patients, and to gain some con-
trol back from payers.

Recent studies have shown that
there is a clear need for an informa-
tion injection at the practice level. In
1999, nearly five billion medical
claims were filed. According to a

How to Get More From the Web
By Jonathan Bush

In a survey, 86% of physicians said they use
the Internet to obtain travel information, while
only 8% use it for electronic claims process-
ing. In an industry fraught with inefficiencies,
those statistics ought to be reversed.

Jonathan Bush is co-founder, chair-
man, and chief executive officer of
athenahealth, a company in Waltham,
Mass. (at athenahealth.com), that offers
practice automation, billing, and collec-
tion services to physician groups. Readers
may contact Bush at  his email address:
jbush@athenahealth.com. More informa-
tion on practice management strategies is
available on our Web site (see page 16).



report last year, Healthcast 2010: e-
Health Quarterly by Pricewaterhouse-
Coopers, CPAs and consultants in
New York, one third of those claims
were erroneous. Most of these errors
were attributed to incorrect coding,
insurance ineligibility, inaccurate for-
matting, and unapproved referrals.
Currently, the expense associated
with adjudicating just one inaccurate
insurance claim—including phone
calls, faxes, and staff time—can be
$30 or more. This is a tough pill to
swallow for medical practices that are
already strapped financially. The only
way to vaccinate medical practices
against costly mistakes is to apply the
required payer-specific reimburse-
ment rules to medical claims before
they are submitted.

Eliminating Errors
Contrary to the belief of most physi-
cians, the cost of this reimbursement
snarl tugs on the payers’ purse strings
as well. By some estimates, health
plans spend more than $10 billion
annually fixing incorrect claims sent
to them by physicians. This figure is
10 times more than the estimated
and fabled float that payers are said to
pocket by delaying payment of claims
at the expense of physicians.

Even though physicians may be
slow to embrace the Internet, the
nation’s largest health care payers
have been making significant invest-
ments in Web-enabled technology.
Almost universally, payers agree that
medical groups need accurate and
timely information if all health care
entities are to operate more efficient-
ly. In recent moves to combat admin-
istrative waste and claims denials,
payers have embraced the Internet as

a mechanism to deliver up-to-date,
payer-specific reimbursement rules to
physicians.

While this approach represents a
wise use of technology for health
plans and insurers, any Internet por-
tal built by a payer is not going to
solve physicians’ problems. And, just
because payers build it does not mean
that providers will use it. The mere
fact that an Internet application has
been developed by a payer is some-
times enough to make physicians
reject the concept faster than a cross-
species organ transplant.

Physicians are quick to point out
that simply connecting physicians
with payers over the Internet via por-
tal technology does not solve the
inherent problems that plague health
care. Portals do not integrate with
medical office workflow; medical
practice employees are frequently
opposed to new technological chal-
lenges; and, in many cases, portals
add more work to an already bur-
dened staff by making them re-enter
vital patient information. Inevitably,
this process leads to frustration, mis-
takes, and denied claims.

In the gap that exists between pay-
ers and physicians lies an opportuni-
ty for Web-based service providers.
These vendors hold the key to ignit-
ing physicians’ use of the Internet
through an intelligent administrative
infrastructure, a service that ensures a
physician’s proprietary information is
secure, while facilitating successful
electronic transactions with payers
the first time the claim is submitted.

Intelligent infrastructures can be a
win-win scenario for providers and
for payers. Each payer provides its
own specific reimbursement rules

necessary to send complete, clean
claims to practice management ven-
dors. In turn, these vendors incorpo-
rate the payer-specific rules into the
practice’s daily workflow. The intelli-
gent practice management system
can guide users through each step
needed to ensure that clean and
accurate claims are submitted for
timely reimbursement.

Timely Reimbursement
By infusing knowledge into claims
processing and its associated adminis-
trative tasks—such as eligibility veri-
fication and authorized referrals—
these systems can free physician prac-
tices from the burdens that cost time
and money and detract from patient
care. Instead, physicians get the
peace of mind that comes from
knowing that they will be reimbursed
in a timely manner for the services
provided. Through the integration of
an intelligent practice management
system, physicians gain the time,
money, and control that they so des-
perately desire. For insurers, the pay-
off is the obvious reduction in signif-
icant adjudication costs associated
with claims denials.

Once physicians—and payers—see
the obvious advantages associated
with an intelligent practice manage-
ment system, should the industry
expect to see them flocking to lever-
age the Internet to manage their prac-
tices more efficiently? Those who
favor efficiency in practice would
answer this question with a resound-
ing yes, but the delivery mechanism
needed for such a system remains a
potential barrier. Regardless of the
magnitude of the benefits, physicians
have historically refused to shell out
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By infusing knowledge into claims processing and its associated
administrative tasks—such as eligibility verification and authorized
referrals—these systems can free physician practices from the 
burdens that cost time and money and detract from patient care.
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I n the coming year, physicians may
finally begin to find more satisfactionin 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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capital for hardware and software. Likewise, their medical
practice staffs vehemently protest technological change if
it is not intuitive. Therefore, one way to ensure wide-
spread physician adoption of intelligent practice manage-
ment systems is through the application service provider
model.

Intelligent ASPs
J.C. Bradford & Co., investment advisers in Nashville,
Tenn., and a subsidiary of UBS Warburg, in New York,
has commented that the technological capabilities of the
Internet, delivered in the form of an application service
provider model, herald the most profound, long-term
change in the history of health care information systems.

ASPs literally serve up applications—such as patient
scheduling, registration, eligibility, claims processing, and

collections—to physician medical practices with no up-
front costs for hardware and software. With online, real-
time access to these mission-critical back-office functions,
medical groups can streamline workflow and provide bet-
ter care for patients.

Taken to the obvious next level, intelligent ASPs—
those that can aggregate and apply payer-specific claims
and rules knowledge—are the health care industry’s heav-
ily anticipated panacea. For payers, intelligent ASPs
deliver on the promise of amputating unnecessary admin-
istrative costs. For providers, intelligent ASPs inject time,
money, and control back into the medical practice in a
way that is inexpensive, integrates with the practice work-
flow, and is not technologically challenging for the med-
ical staff.

It is only through the wide-scale adoption of intelligent
ASPs that physicians will regard the Internet as a benefi-
cial communication platform to help manage the business
of medicine versus an online tool to help plan their next,
much-needed vacation. �
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I n the coming year, physicians may
finally begin to find more satisfactionin 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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Q:Why does your organization
believe that health care informa-

tion technologies represent a significant
and promising area?

A:Health care is one of the
largest single industries in our

economy and one of the most under-
automated. As such, health care
information technologies represent a
significant area for growth.

Q:In a recent report for U.S.
Bancorp Piper Jaffray, you said

that health care will probably become a
consumer-driven system, and that
employers will be allocating a set amount
of funds, or a defined contribution, to
employees, who will use it to purchase
their own health care coverage. Why is
defined contribution important?

A:One characteristic that makes
health care different from

other industries is that the payer of
services is not the same as the user of

those services. That is, in most cases
it is employers or the government
that pays for the health care of the
individual consumers who receive
the services. Other industries, in
which the payer and the user are the
same entity, are characterized by a
direct correlation between demand
and supply, which is determined by
price. Since health care is paid for by
third parties, the users do not really
care about the cost of that care.

As a result, when we go to a physi-
cian and pay a $10 copayment, we do
not really care if that doctor provides
$50 or $500 of service on our care, as
long as we feel that the physician is
doing a good job. In contrast, a con-
sumer driven-market, in which the
consumer must shoulder the finan-
cial burden of the cost of services and
must decide on the value of those ser-
vices, will lead to a more competitive
industry because the providers of ser-
vices will compete based on price and
quality. A consumer-driven market
will make consumers cost sensitive
and attuned to whether their expen-
ditures are tied to value.

The next phase of our health care
system will be a consumer-driven,
patient-centered system. To date, dif-
ferent constituencies have tried to
dominate the system. Insurance com-
panies and HMOs have tried to con-
trol health care delivery and health
care costs; hospitals have tried to
build hospital-centered systems; and

physicians have tried to control
health care and health care costs by
integrating into IPAs or large multi-
specialty groups.

Now consumers, aided by informa-
tion technology, will try to control
health care and health care costs.
Information technology is critical in
this effort because consumers will
need data and information to make
informed decisions about their care.
But equally critical will be the
defined contribution form of financ-
ing, which will give consumers the
purchasing power and financial
incentive to purchase their health
care wisely.

Q:Have “virtual health plans,” in
which people purchase health

insurance from an Internet-based com-
pany, caught on?

A:Virtual health plans typically
refer to themselves as defined

contribution companies. That mar-
ket is very young, but I think it will
grow. At the peak of indemnity insur-
ance growth, when little companies
called HMOs were starting up, many
experts said they would never work.
But HMOs have had a pretty good
run for 20 years. Similarly, internet-
based health plans may take off as
well.

Q:Another report examined the
interface between patients and

physicians at the point of care, and why
that interface is important. Could you
elaborate on the concept of the ePPi-center?
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Daren Marhula is a
senior research analyst in
the equity research depart-
ment at U.S. Bancorp
Piper Jaffray Inc., an
investment banking firm
in Minneapolis. Marhula,

who joined U.S. Bancorp Piper Jaffray in
1999, focuses on health care information
technology vendors and other health care
service organizations, such as health care
information systems vendors, emerging e-
health vendors, drug distributors, and
pharmacy outsourcing companies. Before
joining U.S. Bancorp Piper Jaffray,
Marhula was with Wessels, Arnold, and
Henderson, investment bankers in
Minneapolis, where he covered the health
care sector. Marhula discussed the find-
ings of several of his reports with Richard
L. Reece, MD, editor in chief.

“The next phase of health care will be a 
consumer-driven, patient-centered system. To
date, different constituencies have tried to
dominate the system.”

Strong Growth Predicted in 
Health Care Information Systems

(Continued on page 14)
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A:Suppose we transition to a
true consumer-driven health

care market. The primary relation-
ship in such a market will be between
the physician and the patient. That is
a sacred relationship. Given that no
perfect technology exists that can
facilitate this relationship, an elec-
tronic provider-partner interface, or
an ePPi-center, would be the best
technology solution. This technology
would allow for medical records to be
online at the point of care; that is,
when the patient is seeing the doctor.
You can think of the ePPi center as
the electronic link between doctors
and their patients.

Since almost everything is auto-

mated now, people experience tech-
nology all the time. They can get
their bank statements, file their taxes,
and buy food online. Therefore, it is
reasonable to expect that within the
next five years, their medical records
will also be available online.

The ePPI-center is the Holy Grail
of medical information technology.
If, five years ago, you had asked me
where health care information tech-
nology would be five years later, I
probably would have said that every-
thing would be connected and infor-
mation would be shared online. We
are obviously not there yet.

Q:Several of your reports discuss
the shift from a focus on finan-

cial and administrative systems toward
clinical solutions. Do you believe that
more investors are focusing on compa-
nies that offer practical and pragmatic
clinical solutions?

A:Yes, this shift is unquestion-
ably occurring. The environ-

ment has changed considerably. Over
the past 20 years, the industry has

operated largely in a fee-for-service
environment, in which hospitals and
physicians were given the incentive
to bill more so that they would get
paid more. Because of this incentive
to bill as much as possible and the
providers’ focus on billing, software
vendors installed mostly billing or
financial management software
throughout the 1980s and early
1990s. Then, when providers realized
that the Y2K threat was upon us,
they spent their money to upgrade
their billing systems. Accordingly,
the clinical area has been neglected.

With the Y2K issue behind us, the
health care industry is now investing
more in clinical systems. Also, elec-

tronic medical records software is
now becoming more user-friendly
than it previously has been. Finally,
consumers are beginning to demand
more from their health care systems.
These factors will drive the develop-
ment and adoption of health care
information technologies. We will
see major growth in the health care
information technology industry
over the next five to ten years.

Q:What other external forces are
driving the change in focus from

the back office to the clinical arena?

A:Those forces include the
Institute of Medicine reports;

pressure from such influential organi-
zations as the Leapfrog Group, a
coalition in Washington, D.C., of
large employers that have agreed to
contract with health plans based on
their adoption of patient safety initia-
tives; and the implications of the
Health Insurance Portability and
Accountability Act (HIPAA). These
forces are pushing providers to auto-
mate and to create electronic med-

ical records.
For example, the Institute of

Medicine’s report, To Err Is Human,
published in 1999, highlighted the
number of medical errors in the
industry and noted that automated
systems could reduce those errors sig-
nificantly. No hospital wants to be on
the front page of our nation’s news-
papers for killing a patient. Although
such errors have always occurred over
the years, they have always been
swept under the carpet. This IOM
report and its successor report,
Crossing the Quality Chasm, have
brought the issue of patient safety to
the forefront, and have prompted the
creation of such organizations as the
Leapfrog Group. 

HIPAA legislation is creating pres-
sure to develop and implement elec-
tronic medical records by requiring
that patient information be secure,
auditable, and accessible to patients.
Other legislation is also tackling this
issue. For example, California Senate
Bill No. 1875, known as the Speier
Bill, says that all California health
care facilities must implement a plan
to eliminate or significantly reduce
medical errors. The bill, which was
passed last year, strongly encourages,
these plans to use clinical informa-
tion technology systems. 

So, investors see all of these forces
as prompting the shift from financial
information systems to clinical sys-
tems, and they are trying to deter-
mine how to invest so that they can
profit from that trend.

Q:What is the role of physicians in
furthering this trend?

A:To date, most physicians have
resisted electronic solutions,

unless the systems allowed them to
improve efficiency and cash flow. As
a result of the old fee-for-service
mentality, physicians have always
focused on revenue.

Electronic medical records have
not caught on because the technolo-
gy has not been easy to use, and
because physicians have not had the

(Continued from page 13)

“We will see major growth in the health
care information technology industry over
the next five to 10 years.”
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incentive to adopt the technology. If
physicians begin to face disincentives
for not adopting such technologies—
when, for example, regulatory bodies
start mandating certain aspects of
clinical automation—they will not
have much choice about their role in
furthering this trend.

Q:What is your view of e-health
business-to-business, or B2B,

technologies?

A:Health care B2B technologies
currently center on e-com-

merce and supply chain solutions.
From a physician’s point of view, such
technologies would enable an office
administrator to order office supplies
by accessing and using a vendor’s Web
page rather than ordering the supplies
through a catalog and phoning in an
order or ordering through a sales rep-
resentative who visits the office.
Frankly, I do not see health care busi-
ness-to-business technologies as a
huge growth area in the near term.
They are “nice to have” not “need to
have” solutions. The companies pro-
viding those services will be the more
traditional, entrenched companies
that allow buyers to order through a
Web site, rather than new entrants to
the market.

Q:Will big legacy computer systems
decline in favor of Internet-

based systems for which physicians pay
on a subscription basis and can be
updated by the vendor?

A:Yes. In a way, we seem to have
come full circle. The Internet

is almost like the old mainframe
computers: It offers a time-share solu-
tion, but with a lot more flexibility.
We will see more Internet-based
solutions because of the ease of use of
the Internet and the new monthly
subscription pricing mechanisms. As
a result, many electronic transaction

functions needed by small medical
practices will be out-sourced to
Internet-based companies, although
large multispecialty groups may still
retain these functions in-house.

Q:In some reports, you advocate
investing in the UnitedHealth

Group, based in Minnetonka, Minn.
Why is it such a strong company?

A:UnitedHealth Group has
done an excellent job of diver-

sifying its business, unlike other insur-
ance companies whose earnings are
based on their HMO businesses. 

Only 25% of United’s earnings
come from its HMO business, while
75% come from other, more technol-
ogy-driven business units. United-
Health Group is a successful, growing
company. All of its business units are
growing, and its profitability consis-
tently exceeds Wall Street’s expecta-
tions. Those are all good characteris-
tics to note when considering invest-
ment in a company.

Q:Your company also emphasizes
pharmaceutical benefit compa-

nies, or PBMs, as a growing sector.
Why are PBMs so robust?

A:PBMs do not represent a huge
growth sector; however, oppor-

tunities exist for investors to make
money within that sector. On a macro
level, the PBM industry is a mature
and fairly well-penetrated industry,
since most people who are eligible to
be covered by a PBM are already cov-
ered by one. Some growth will occur
due to price inflation, however.

Q:Why are the PBMs so important
in the industry? 

A:PBMs are big group purchas-
ing organizations that buy in

bulk. Their clients are insurance
companies or self-insured employers
that carve out the pharmaceutical
benefit and allocate that business to a

PBM. Advance PCS, for example, is
a PBM in Irving, Texas, that repre-
sents 75 million enrolled lives, which
gives it tremendous bargaining lever-
age when it purchases drugs from a
pharmaceutical company.

Q:In your report Surfs Up! Time
to Catch the Next Wave,

what is the next wave?

A:The “wave” in that title refers
to e-health care. The report,

which was written in 1999, examines
the e-health industry when it was fair-
ly young, as well as e-health compa-
nies, such as Medscape and WebMD.
Is the wave still up? No, it has crested
and come back down. The e-health
market includes some good solutions
and products, but the health care
industry isn’t quite ready to embrace
those solutions. Currently, the e-
health industry is consolidating and
waiting for the winners to emerge.
The wave will rise again, driven by
companies that provide clinical solu-
tions for physicians. When the mar-
ket matures and physicians begin buy-
ing these clinical solutions, this mar-
ket will heat up.

Q:Are you optimistic about the
future of health care? Do you

have a strong sense about where the
industry is headed?

A:Yes, I am optimistic. After all,
people are always going to

need a strong health care system. So,
there will always be a health care
industry. I don’t know what its final
form will be, but over the near term
we will see more of a shift toward
clinical systems and toward con-
sumers. It’s going to be exciting to see
these changes happen.
—Edited by Deborah J. Neveleff, in North
Potomac, Md. More information on physician
practice strategies is available on our Web site
(see page 16).

“The e-health market includes some good solutions and products, but
the health care industry isn’t quite ready to embrace those solutions.”
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