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his past spring, Bob Casey, MD,
T a retired general practitioner

and former Florida state repre-
sentative from Gainesville, walked
150 miles to a rally sponsored by the
Florida Medical Association in
Tallahassee. Some 1,200 Jacksonville
physicians joined Casey for the last
half-mile of the walk to the old
Capitol Building.

Over the past few years, as medical
malpractice insurance rates have risen
sharply in many states, medical soci-
eties have worked to raise awareness
of the problem and to show that steep
rate increases affect patients’ access to
care. The rally was one of several ini-
tiatives organized by societies in states
that have been among the hardest hit
by the malpractice crisis: Florida,
Mississippi, Nevada, and Texas. These
four states are among 18 that the
AMA has identified as being in a mal-
practice insurance crisis, meaning lia-
bility policies are either unavailable or
unaffordable for many physicians.

Seeking Limits

In Florida, the FMA formed a coali-
tion with hospitals, businesses, and
chambers of commerce to let editors
and the public know how the liability
issue affects patients, explains Lisette
Mariner, the FMA’s communications
director. “The trial lawyers were
doing it. To stay on an equal footing,
we had to present our side,” Mariner
asserts. As a result, most of the edito-
rial boards at Florida newspapers
seemed to understand the plight of

physicians and wrote editorials that
were fair and balanced, she says.
Typically, about six FMA represen-
tatives, including at least one practic-
ing physician, would attend meetings
with editorial boards in Florida. Troy
Tippett, MD, a neurosurgeon in
Pensacola, found meeting with the
editorial staff at the Pensacola News
Journal to be productive. “When we
started the conversation, they
expressed doubts and raised many
issues that trial lawyers bring forth in
opposition to our position,” Tippett
says. After the meeting, two favor-
able articles appeared in the paper.

Getting Noticed

“If we don’t pursue the news media,
they’ll hear only one side of the story,”
Tippett says. “It’s important for us as
physicians to present our side. You
can develop a working relationship
with reporters and editors. If some-
thing comes up, they have your num-
ber and can call to get your side. The
local ABC affiliate called me, and it
ended up in a positive interview in
my office.”

Getting favorable publicity for the
cause requires being accessible,
Tippett learned. “You have to be will-
ing to drop what you’re doing and talk
with the media,” he says. “You have
to get back to them quickly because of
their deadlines. If you don’t, the story
could be finished, and you'll be at the
bottom, if you get in at all.”

Once his name was mentioned in
news articles, other media representa-

(Continued on page 8)
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Software Aims to Boost Reimbursement

By Richard L. Reece, MD, editor in chief

or many physicians, operating a
Fmedical practice today can be
financially treacherous because
insurers often fail to pay bills in full.
Most insurers use sophisticated soft-
ware to cut reimbursement levels,
and the rules these programs follow
are often unknown to physicians.
One way physicians can increase
their gross receipts is to verify that
insurers’ payments are accurate, but
doing so is complicated and costly.
Some companies offer reimburse-
ment validation software that
examines whether a practice has
been accurately and fully reimbursed
for services rendered, says John
McDaniel, chief executive officer
of Physician Management Group,
consultants in Tuscaloosa, Ala.

Finding Errors
Some consultants, including PMG,
conduct quarterly or semiannual
audits of income from payers to verify
that insurers are paying in full,
McDaniel says. To catch errors, con-
sultants examine bills at random and
then compare the bills with what an
insurer actually pays. A few years ago,
PMG examined the receipts of a solo
practice and found that it had suffered
a number of discrepancies over 12
months totaling $12,000. In this case,
finding one error led to the discovery
of a series of errors. Unfortunately,
many practices do not perform manu-
al audits, McDaniel says.

Some practices use software to
examine CPT codes for accuracy and

help physicians determine whether
they are under- or overcoding when
they bill payers, says McDaniels. But
few companies offer software that
analyzes practice records and com-
pares what a practice receives to
what it bills.

“In most audits, it’s a hit-and-miss
situation,” says McDaniel. “The use
of computer software to conduct
reimbursement validation on a regu-
lar basis could be extremely valuable.
Payers make mistakes in reimburse-
ments all the time.”

Bill cutting by insurers is a major
reason to consider reimbursement
validation software, McDaniel says.
“Reimbursement validation is the
kind of thing physicians tend not to
do on their own,” he says. “It’s the
kind of thing doctors should do, but
need help in getting done.”

Verification Needed
Terry Rajendran, president and CEO
of Nobelus Inc. (www.nobelus.com),
a company in Colorado Springs,
Colo., that makes reimbursement
validation software, agrees with
McDaniel. “Verifying payments by
insurers is harder than you would
think,” she says. “To begin with, even
a careful review of the contract won’t
give you enough information to cal-
culate your payment accurately, and
such factors as modifiers and places of
service will not be addressed at all.”
Complicating such calculations
still further, most contracts explicitly
allow bundling or downcoding, and

most practice management tools can-
not track or measure how often
bundling or downcoding occurs or
the effect of these processes on costs.

While suing an insurer is one way
to proceed, it’s also time-consuming
and costly, Rajendran comments.
“It’s a start but it is an expensive way
to recover a dollar,” she says.

To be certain they are getting every
dollar owed to them, practices first
need to measure and monitor pay-
ment compliance daily so they can
recover lost dollars as quickly and
efficiently as possible, and second, to
write a more thorough contract to
protect their interests, Rajendran says.
“Insurers understand the importance
of such contracts and it shows in the
way they are written,” she adds. “The
insurer’s interests are well protected at
the physician’s expense.”

A good example of such built-in
protection is the arbitration clause.
Over the past few years, insurers have
been adding clauses into physician
contracts that require physicians to
settle any disputes through arbitra-
tion. Today, insurers are seeing bene-
fits from using such language in con-
tracts. For example, the insurer
charged in a $200 million lawsuit by
physicians has been removing those
physicians from the suit who have
signed a contract that requires arbitra-
tion in any disputes, thus preventing
these physicians from participating in
a class action.

“But arbitration can work in the
physicians’ favor if they have the

(Continued on page 4)

The fee schedule is only the starting point for calculating payments
accurately, and without taking into account the many factors that
affect payment, the results are erroneous and misleading, says Terry

Rajendran of Nobelus.
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COMMENTARY

Physicians See Progress in
Underpayment Cases

hysicians have long contended that insurers underpay. At issue is

a practice called bill cutting or the use of software by insurers that
automatically cuts reimbursement to physicians. The AMA contends
that automatic bill cutting improperly deprives doctors of hundreds of
millions of dollars in fees each year. Nearly 90% of all physicians
report insurers do some sort of automatic bill cutting, the AMA says.

Class action suits filed through state medical associations are pend-
ing against most of the nation’s large health insurers, including
UnitedHealth Group Inc. in Minneapolis; Cigna Corp. in Hartford,
Conn., WellPoint Health Networks Inc. in Thousand Oaks, Calif.,
Anthem Inc. in Indianapolis; Humana Inc. in Louisville, Ky,
PacifiCare Health Systems Inc. in Cyprus, Calif., and Health Net Inc.
in Los Angeles.

Aetna Inc., headquartered in Hartford, Conn., announced in May
that it would settle a class-action case with nearly all the physicians in
the United States over claims that the health care company unfairly cut
reimbursements to doctors. Under the settlement involving more than
600,000 physicians, the company says it admits that it interfered with
physician recommendations regarding patient treatment. As a result of
the settlement, Aetna will adjust its definition of medical necessity to a
less restrictive standard.

Aetna uses bill-cutting software that cuts doctors’ bills to what the
health plan thinks it should pay, rather than what the doctors are
billing, physicians say. For instance, a physician who does a biopsy in
his or her office after an exam will bill the insurer for both the exam
and the biopsy. But claims-processing software that insurers use wide-
ly will automatically slice out the exam charge and pay only for the
biopsy, physicians say.

Under the agreement, Aetna will let doctors have a significant say
in how its claims-processing software evaluates reimbursement for
medical treatment. The settlement agreement also establishes a billing
dispute external review board, an independent body.

Attorneys estimate that the settlement is valued at about $470 mil-
lion, including cash payments of about $147 per physician. Aetna will
also donate $20 million to set up a foundation that physicians will run
to study methods to reduce medical errors, childhood obesity, and
racial disparities in health care. Aetna also will pay about $50 million
in legal fees to be divided among the plaintiffs’ attorneys.

Other pending class action suits include one against Cigna. In 2002,
a state court in Madison County, I1., granted class-action status to a suit
against Cigna over the use of bill-cutting software named ClaimCheck.
The suit represents nearly 300,000 physicians who accept Cigna’s
health plan members as patients. ClaimCheck reviews the codes physi-
cians use and checks them against its own proprietary payment rules.
Cigna is one of about 450 health plans, about two thirds of all plans,
using ClaimCheck to process their claims, according to McKesson
Corp., the company in San Francisco that markets the program.

—MS
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requisite data,” Rajendran explains.
“When you have a line-item report
showing every instance of underpay-
ment, you can take that to an arbi-
trator. The problem is obtaining that
data. That’s where this software is
useful.”

Nobelus has developed software
that incorporates the necessary pay-
ment rules from insurers and uses
existing data from a physician’s prac-
tice management system to calculate,
audit, and report underpayments. The
software also makes the process of
appealing an underpayment faster and
easier for the physician’s staff. “The
real advantage we offer is that we are a
service backed by a system, so we can
offer speed and expertise without the
price tag of additional staff members,”
says Rajendran.

Early Audit Results

When developing the software,
Nobelus did a number of audits of
practices across different specialties
and insurers and found that under-
payment consistently ranged from
7% to 13% of receipts.

One of the most significant prob-
lems physicians face in seeking to
recoup underpayment is the sheer
complexity of physician billing
processes. Insurers will change what
they pay for a single code under one
contract in a single year, often as
many as four times, and they will add
or subtract modifiers that also affect
what they pay.

Further, most practices are under
the false impression that all payers
follow the same standard guidelines
implemented under the resource-
based relative value scale that
Medicare has used for many years.
Under each contract that it has with
physicians, a payer will implement a
different set of rules to calculate and
adjust its payments.

As a result, the medical reimburse-
ment process comprises an average of
24 steps, as compared with eight steps
in the retail sector, experts say. Most



medical practices simply lack the
resources, time, and tools to monitor
payments for every line item under
every contract with every patient.
“When someone tells you this is an
easy problem to solve, you should be
wary,” Rajendran warns.

Limiting Factors
While many practice management
system vendors say they offer
modules to help physicians calculate
payments accurately, these vendors
often do not make accommodations
for the various fee modifiers insurers
use to cut payments, Rajendran says.
Practice management system vendors
suggest that physicians merely need
to input their fee schedules for the
various contracts so that the systems
can calculate the contractually
expected payment automatically,
she adds. Yet, the fee schedule is only
the starting point for calculating
payments accurately, and without
taking into account the many factors
that affect payment, the results are
erroneous and misleading, she says.
Some practices outsource their
billing processes hoping that a com-
pany specializing in medical billing
will navigate the reimbursement issue
more effectively than the practices’
office staff. Unfortunately, billing ser-
vices often use the same inadequate
tools that physicians use, Rajendran
says. To date, only hospitals have
been able to implement systems that
monitor payments effectively, and
those hospitals that have done so
have seen a significant return on
investment in such systems. But
access to such sophisticated technolo-
gy and the resources to manage it
have been prohibitively costly for

most practices, Rajendran comments.

Full Disclosure

What physicians need is a system
that can match the requirements
under the physician’s contract with
the insurer and with what the insurer
actually pays, Rajendran explains.
Doing so accurately allows practices
to appeal underpayments efficiently
as they occur and gain new insight
into the financial effects that a par-
ticular payer has on a practice.

“Nobelus can reverse-engineer
payer tactics by analyzing their track
record and report the true effects of
the contract back to the practice,”
Rajendran explains. “In the end,
knowing how the payers perform is
more valuable than how they say
they perform.” Therefore, the reports
such software generates may allow
physicians a practical way to combat
any insurers’ abusive business prac-
tices, she adds.

Another company in the field of
reimbursement validation is Medical
Present Value in San Antonio, Texas.
Its service, Phynance, does claim and
payment verification by checking the
accuracy of all claims and payments
by payer, contract, and line item. It
sells the service primarily to groups
with more than 20 physicians.

Two years ago, MPV did a study for
the Texas Medical Association in
Austin that helped to quantify the
extent of underpayment medical
groups face. The results of the study
showed that one in five claims by
MPV’s Texas provider clients was val-
ued by payers below the contracted
amount and that the value of the
underpayment averaged 5% of each
practice’s net-collected revenue. MPV

also found many of the problem claims
had multiple line-items, involving sur-
gical and other specialty procedures.

Reduced and inaccurate reim-
bursements often result from contract
terms and payment policies that are
not fully disclosed to physicians,
MPV says. Payers use multiple line-
item adjudication in their payment
software, meaning the value of each
CPT code on a claim depends on the
presence of other codes and modi-
fiers, medical necessity criteria, and
other complex and often obscure
rules, MPV says. Also, insurers use
what they call bundling edits, which
result in paying a single reduced fee
for several services.

Phynance values claims, identifies
errors before filing, allows for review
and correction prior to submission,
and reduces payment cycles by sub-
mitting clean claims, MPV says.
Phynance then flags contract-level
errors in paid amounts and compares
payment to codes, providing expla-
nations for appeals.

It is clear that for any service or

software to be effective in a physician
practice, it also must be seamless,
meaning it cannot result in interrup-
tions in patient flow, Rajendran adds
in closing. “We needed to help prac-
tices solve the payment problem by
holding the insurers accountable to
the contract in an affordable man-
ner,” she says. “We've done a good
job of meeting these goals. We
believe this is a practical solution to
an impractical problem.”
—Additional reporting by Martin Sipkoff, in
Gettysburg, Pa. Readers seeking more infor-
mation may call Terry Rajendran at 719/448-
0316. More information on practice strategies
is available on our Web site (see page 16).

“The use of computer software to conduct reimbursement validation
on a regular basis could be extremely valuable. Payers make

mistakes in reimbursements all the time.”
—John McDaniel, Physician Management Group
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PRACTICE MANAGEMENT

Physician Capacity Declines, Report Says

omparing data on patient vis-
c its from 1997 with those from

2001 shows that patients
waited longer for appointments to see
physicians in 2001, and more physi-
cians reported having inadequate
time with patients, according to a
new study by the Center for Studying
Health System Change.

These results came despite an
increase both in the supply of physi-
cians during the same period and in
the proportion of physicians working
with nurse practitioners and other
caregivers, the study shows. Also,
physicians reported that even though
they spent more time in direct
patient care, they still did not have
enough time to see patients.

Three Surveys Completed

A health care research organization
in Washington, D.C., the Center for
Studying Health System Change
(HSC) examined physician capacity
in three telephone surveys. One was
done at the end of 1996 and the
beginning of 1997, another in 1998
and 1999, and the third in 2000 and
2001. In total, HSC interviewed
about 8,000 physicians who provide
direct patient care for at least 20
hours a week.

In the most recent report on the
survey, So Much to Do, So Little Time:
Physician Capacity Constraints 1997-
2001, HSC defines physician capaci-
ty as the ability to provide services
relative to demand. Capacity
depends on several factors, according
to the report, including physician
supply, the amount of time physicians

are willing to devote to patient care,
the types of physicians in a practice,
and patients’ demand for services.

The report provides numbers on
the amount of time physicians spent
on patient care in 1997, 1999, and
2001, and examines data related to
physicians’ capacity to provide care,
including the number of support staff,
the average wait time for appoint-
ments, and the demands on physi-
cian time that constrain capacity.
The report is available on the Web
(at www.hschange.org).

A primary indicator of strained
physician capacity is the rising pro-
portion of patients who did not get
or postponed needed care because
they could not get a timely appoint-
ment, the report says. In 2001, 5% of
Americans did not get or postponed
care because they couldn’t get an
appointment soon enough, compared
with 3.4% in 1997. (The proportion
of patients who could not get a
timely appointment in 1999 was not
provided.)

One factor limiting physician
capacity may be managed care rules
that allow patients to seek more care
without paying much more in out-of-
pocket costs, according to the report.
“Current physician capacity con-
straints may ease if higher out-of-
pocket costs prompt patients to seek
less care,” it states.

Adding Physicians

Increasing the number of physicians
who deliver care could help to
increase capacity, the report says, but
other factors may limit the number of

physicians available to provide care.
According to the report, the number
of physicians increased between 1995
and 2000, from 260 to 276 physicians
per 100,000 people. But advance-
ments in medical technology may
mean physicians have more to do for
each patient and thus less time to see
more patients.

“As the practice of medicine
changes rapidly and becomes increas-
ingly complex, physicians have more
diagnostic and treatment options for
a larger pool of patients,” the report
says. “Medical advances have trans-
formed once terminal diseases (for
example, many types of cancer) into
chronic conditions that physicians
must manage long term. Increased
treatment capabilities may be causing
physicians to shift how they spend
time as they provide and interpret
more diagnostic information and dis-
cuss results and treatment options
with their patients and with other
physicians.”

Perhaps partly because of improved
medical options, physicians spent
more time in direct patient care
between 1997 and 2001, although
they worked fewer hours overall,
according to the report. The time
physicians spent in direct patient care
grew from 44.7 hours a week
in 1997, to 46.6 hours in 2001 (it
was 44.7 hours in 1999), while their
average medically related work week
fell from 55.5 hours in 1997, to
544 hours in 2001. (It was 54.5
hours in 1999.) Overall, the propor-
tion of time physicians spent in direct
patient care activities increased from

“Current physician capacity constraints may ease if higher out-of-
pocket costs prompt patients to seek less care,” says the report by

the Center for Studying Health System Change.
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81% in 1997, to 82.6% in 1999, and
to 86.3% in 2001.

Direct care of patients includes
face-to-face contact; patient record-
keeping; travel time to see patients;
and communication with other
physicians, hospitals, pharmacists,
and others on a patient’s behalf. The
report defines medically related
activities as administrative tasks, pro-
fessional activities, and direct patient
care, but not time spent on call.

Physician Extenders Added
To assist in patient care, physicians
employed more physician assistants,
nurse practitioners, nurse midwives,
and clinical nurse specialists in 2001
than they had in the past. The
proportion of physicians in noninsti-
tutional practice settings who worked
with such caregivers increased from
40.3% in 1997, to 44% in 1999, and
to 48% in 2001. The trend was
most noticeable for group practices
of three or more physicians, where
the proportion employing non-
physician caregivers grew from
53% in 1997, to 58.8% in 1999,
and to 65.7% in 2001.

Despite spending more time in
direct patient care and having more
support staff, many physicians report-
ed having inadequate time to spend
with patients. When asked to agree
or disagree with the statement, “I
have adequate time to spend with my
patients during office hours,” 34.2%
disagreed in 2001, compared with
33.1% in 1999 and 27.6% in 1997.

The HSC report notes, however,
that other research demonstrates that
the amount of time physicians have
spent face to face with patients did

not change during the same period.
In an NEJM article, “Are Patients’
Office Visits With Physicians
Getting Shorter?”” (Jan. 18, 2001),
researchers said the average duration
of office visits increased between
1989 and 1998, from 16.3 to 18.3
minutes according to the National
Ambulatory Medical Care Survey of
the National Center for Health
Statistics, and from 20.4 minutes to
21.5 minutes (also between 1989 and
1998) in the American Medical
Association’s Socioeconomic
Monitoring System.

One contributing factor to dimin-
ishing physician capacity may be that
the proportion of patients who saw a
physician at least once during the
year grew between 1997 and 2001,
from 77% to 78%, according to the
HSC report. (HSC did not report fig-
ures for 1999 concerning patient visit
frequency.)

Although more patients saw a doc-
tor and physicians spent more time in
direct patient care, the average num-
ber of physician visits per person
remained constant, according to the
report. In 1997 and 2001, patients had
an average of 3.8 physician office visits
a year. Those numbers are supported
by the NEJM article: In the nine years
covered in that article, the number of
visits to physician offices increased
from 677 million to 797 million,
although the rate of visits per 100 pop-
ulation did not change significantly.

The HSC report notes that
increased employment of nonphysi-
cian practitioners did not boost the
average number of office visits per
person. In fact, it states that the
average number of office visits to

either a physician or a nurse practi-
tioner remained unchanged, at about
four per year in 1997 and 2001. More
patients reported seeing a nurse prac-
titioner at least once during the year,
and the proportion of those patients
rose from 12% in 1997 to 15% in
2001.

Since the average number of office
visits to either a physician or a nurse
practitioner was constant between
1997 and 2001, a possible explana-
tion for the increase in patients see-
ing a nurse practitioner is that more
patients were seeing both a physician
and a nurse practitioner in the same
visit, the report says. (HSC did not
provide such figures from 1999.)

Limiting Factors

In examining how physicians are
spending their time, the report says
more diagnostic and treatment
options for chronically ill patients are
probably reducing physician capacity.
Another significant factor is a grow-
ing list of preventive services that
organizations recommend for primary
care physicians who see patients.

The American Jowrnal of Public
Health reported in April that if all
physicians followed all government
recommendations aimed at prevent-
ing disease and injury, they would
spend more than seven hours a day
on the standards.

“Physicians may be frustrated by

having too much to discuss with their
patients in too little time,” says the
HSC report.
—Reported and written by Martin Sipkoff,
in Gettysburg, Pa. More information on
physician practice strategies is available on our
Web site (see page 16).

One report said that if all physicians followed all of the government’s
recommendations aimed at preventing disease and injury, they would
be spending more than seven hours a day just to comply with these

standards.
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(Continued from page 1)
tives started to call him. Recently,
Tippett was invited to be on a two-
hour radio talk show about the mal-
practice issue with a trial bar represen-
tative. “We may have come out a lit-
tle better on that show,” Tippett says,
“because a listener called and said to
the lawyer, ‘I guess I need to sue you
because you’re going to cause me to
lose my access to medical care.””
Although the Florida legislative ses-
sion ended May 2 and no action was
taken on the issue, the association
expects a joint special session to be
devoted to the medical liability crisis.

Raising Awareness
Like their counterparts in Florida,
physicians in Mississippi also have
seen malpractice insurance rates rise
sharply. To help explain the issues to
the public, the Mississippi State
Medical Association began a cam-
paign to foster conversations between
doctors and patients about how the
liability crisis is changing medical
practice. In posters and brochures, the
association stressed the theme,
“Everyone pays for lawsuit abuse—
even you.” A team of doctors helped
the association develop the materials.
Charmaine Kanosky, the associa-
tion’s government affairs director,
estimates that 40% to 50% of its
3,000 members telephoned, e-
mailed, or spoke to legislators in per-
son, and asked patients to call mem-
bers of the state legislature as well.
During the longest-ever special ses-
sion of the legislature, association
members were at the capital every
day for 33 days. “Some came on their
days off,” Kanosky says. “When a leg-
islator sees doctors in their white
coats, it rings true that this is really

important, that physicians do care. It
absolutely had an effect.”

George McGee, MD, a general sur-
geon in Hattiesburg, and the associa-
tion’s president-elect, spent many late
nights in Jackson, lobbying committee
members. On White Coat Day in
October, many practices closed their
offices for the day and traveled by bus
with staff and patients to the capital.
That day, the house and senate
approved a tort reform proposal.

The association’s tort reform plan
began with public education about
the state’s health care system. The
educational campaign was funded by
members, who were asked to pay
$2,000 over two years. A full-time
media consultant and a public rela-
tions firm helped develop a publicity
campaign and TV ads. Increasing
public and physician concern led
Mississippi Gov. Ronnie Musgrove to
call the special session in August
2002. “The legislature knew the
severity of the problem,” McGee says.
“The governor, a trial lawyer himself,
put forward a very decent package.”

Physicians wanted to limit noneco-
nomic damages and prevent venue
shopping, in which trial lawyers seek
the most favorable court for their
cases. Hoping to get judges elected
who might be more favorable toward
physicians, the MSMA supported Jess
Dickinson, who was elected last fall to
the state supreme court. McGee asked
doctors to take a minute at the end of
each patient visit to hand out a sheet
with legislators’ telephone numbers,
to ask patients to make phone calls,
and to talk about the election. “We
had a tremendous response from
patients,” says McGee, who jokes that
he is now known as the “poster child

for tort reform” in Mississippi.

As a result of the association’s
efforts, the Mississippi legislature
passed the most significant tort
reform bill in its history. The measure
caps noneconomic damages at
$500,000 and says all malpractice
suits must be filed in the county
where the activity occurred.
Physicians providing voluntary,
uncompensated services to any
school-related  program  receive
immunity from malpractice suits. The
bill also instructs the state insurance
commissioner to determine how
many physicians have been unable to
get liability insurance and to recom-
mend that the state establish a joint
underwriting association, if necessary.

In April, Musgrove signed a bill
enabling the Tort Reform Claims
Board to develop a risk pool as a tem-
porary insurance market of last resort.
The pool will provide temporary cov-
erage until the reform act helps to
make insurance more affordable. “If
the new law is upheld in our courts,
we may end up with a fairly decent
price on premiums,” he says.

Increased Activism
Just as physicians in Mississippi
sought to make changes through the
voting process, doctors in Nevada
have become intensely interested in
political races too, says Larry
Matheis, executive director of the
Nevada State Medical Association.
Nevada physicians made record-
level contributions to the association’s
political action committee and spent
an exceptional amount of time work-
ing for candidates last year, says
Matheis. “It isn’t so much trying to get
out the vote for or against someone,

(Continued on page 9)

“If we don’t pursue the news media, they’ll hear only one side of
the story. It’s important for us as physicians to present our side.”
—Troy Tippett, MD, Pensacola, Fla.
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but developing relationships with leg-
islators, so they understand the situa-
tion for doctors and what it means,” he
explains. Perhaps most significantly,
five physicians ran for the state assem-
bly last year and two won, putting
their practices on hold to serve in
Carson City, where legislators meet for
four months in alternate years.

One of the two, R. Garn Mabey,
MD, an obstetrician and gynecologist
in Las Vegas, has had to discontinue
his obstetrics practice as a result of
the crisis. Now that he is serving in
the assembly, he sees gynecology
patients on Saturdays when home in
Las Vegas. The other physician, Joe
Hardy, MD, a family practitioner, was
elected to the state senate.

Mabey had been thinking about
running for office for some time. “I'd
been here to testify, and thought, ‘I
can do this,” ” he says. “Running dur-
ing the crisis benefited me. People
felt it would be great to have a physi-
cian in the legislature. Typically, doc-
tors don’t run because their practice
suffers immensely, as mine has.”

As a physician, he believes he has
helped to shape the debate. “I've made
some difference, but [ wish 1 could
have made a bigger one,” he says.
“Now I know the other legislators, and
can say to them, ‘I don’t like that part
of the bill. This is what it means to
doctors.” I can get their attention and
talk to them. Also, it’s my first term. In
the future, I'll be more effective.”

Despite the association’s efforts, the
assembly’s judiciary committee revised
a bill under consideration in a way
that was unfriendly toward physicians,
according to Mabey. So far, only insur-
ance reform has passed, he says,
adding that he believes the assembly
will not support tort reform.

What’s more, for the first time,
physicians are deeply involved in
judicial races in this fast-growing
state where all judges are elected.
“We weighed in on every race, and
met with candidates who came to us
for support,” Matheis says. “For doc-
tors to find time to meet at a social
level, do the follow-up work, and
help in a campaign really builds com-
munication. Usually only lawyers get
involved in races in which judges get
elected.”

Legislative Meetings
Recognizing the importance of get-
ting the physicians’ point of view
before the legislature, the Texas
Medical Association introduced what
it calls First Tuesday meetings. Started
in February and running every
month, the association organizes and
provides transportation for hundreds
of physicians to meet with legislators
in Austin. The association outlines
how physicians should convey their
message and which issues are most
important to discuss each month.
The 199 county chapters help the
association to spread the word.

One physician who participates
often is Mary Dale Peterson, MD, of
Corpus Christi. A pediatric anesthe-
siologist, Peterson also is the medical
director for Driscoll Children’s
Health Plan and a long-time advo-
cate for children’s health. “When you
see something wrong in the system,
you need to speak out and try to get
it changed,” she says. “With malprac-
tice, it affects all of us.”

To try and raise awareness of the
issues, Peterson serves on a panel with
lawyers, which is considering introduc-
ing a review committee, “to at least get
rid of the frivolous cases.” She writes
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letters and sends e-mails to legislators,
which doesn’t take much time.

By meeting with members of the
legislature, the physicians in Texas
helped to increase awareness for tort
reform, Peterson says. But trial
lawyers had waged a strong campaign
as well, and the efforts of both groups
may have pushed the legislature to
weaken the reform measures the
physicians wanted.

The Texas legislature meets for six
months, in alternate years. “We block
out our schedules to make time to go
to Austin,” says Peterson. “A lot of
physicians went to Austin this
session so that our voices could be
heard—about tort reform as well as
issues concerning our patients.

“We feel a little bit used,” Peterson
says. The physicians raised awareness
so much that the legislature decided
to use that sentiment to develop a
reform plan that addressed many
issues beyond medical malpractice,
such as a product liability measure.
The limit on noneconomic damage
awards of $250,000 was raised to
$750,000, which may mean no relief
in physicians’ insurance rates, she
says. However, in September, voters
in Texas will consider a constitution-
al amendment that would limit
noneconomic damages in civil cases.

While efforts continue in these
and other states, physicians have had
some limited success but they can
still do a great deal more to help
resolve the liability crisis.

—Reported and written by Carol Milano, in
Brooklyn, N.Y. Readers interested in reading
the educational materials from the Mississippi
State Medical Association can call Charmaine
Kanosky at 601/853-6733. More information
on physician practice strategies is available on

our Web site (see page 16).

“When you see something wrong in the system, you need to speak
out and try to get it changed. With malpractice, it affects all of us.”
—NMary Dale Peterson, MD, Corpus Christi, Texas
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Health System Seeks to Improve Care
by Developing Information Systems

any health systems are
adopting electronic med-
ical records and other infor-

mation technologies to improve
practice efficiency and enhance care
quality. One system that has been
successful in doing so is PeaceHealth,
in Belleview, Wash. PeaceHealth
consists of six hospitals and four med-
ical groups serving patients in
Alaska, Oregon, and Washington.

Technology in Practice
The effect of technology on practice
style is a significant concern at
PeaceHealth, says John L. Haughom,
MD, PeaceHealth’s senior vice presi-
dent for health care improvement.
“We are constantly focused on how
we fit new technology solutions into
physician workflow and how we
ensure system speed,” he comments.
“We have adequately addressed the
system speed issue, because we have
system response times now that are
well under a second, typically run-
ning around 0.4 seconds. So we do
not get many complaints about the
screens not showing up fast enough.
“But we still have to work hard to
get the information in the system
ideally optimized to support the work
process of physicians in the way they
want to do their work,” Haughom
continues. “We are constantly
redesigning screens to facilitate their
work processes. We are looking at the
use of handheld computers for that
very reason. One complexity is that

there is no single perfect process,
because every discipline has its own
way of doing things.”

While PeaceHealth has made
progress in using electronic technolo-
gy, it still has quite a way to go, notes
Haughom: “To some extent, technol-
ogy is a moving target because care is
changing. People think I work with
technology. But the truth is that I
spend the majority of my time manag-
ing people through change and work-
ing with work processes and figuring
out how to optimize them. Eventually
the technology piece comes in, but it’s
not the primary focus.”

Electronic Patient Records
Since 1992, PeaceHealth has been
developing an electronic patient
record. “When we first introduced
the electronic medical record in
1994, the physicians rejected it,”
Haughom says. “In 1996, they grudg-
ingly accepted it. By 2000, 95% of
them reported that they wouldn’t go
back to the paper record.”

While PeaceHealth physicians
have found significant value in the
electronic medical record, they also
have found that it is not perfect. “For
example, in Eugene, where we have
one of PeaceHealth’s bigger medical
staffs, the physicians have embraced
the electronic medical record enthu-
siastically, but many are frustrated
because it is not better,” he explains.
“I’s an interesting phenomenon:
They will set the bar for information

system capabilities; we will work hard
to reach the bar; and then by the
time we start approaching it, we have
other meetings with the physicians
and they have once again raised the
bar. I think that cycle will repeat
indefinitely. The physicians are get-
ting comfortable with it, and they
like the access to the information,
but they are always noticing the flaws
and the imperfections of the system
and they want more—which is fine.”

As aresult of this cycle, Haughom’s
job has changed from managing
physician resistance to managing
physician expectations. “Suddenly,
the attitudes of physicians have shift-
ed toward acceptance,” he relates.
“The challenge now is that everyone
wants everything too fast, much
faster than time and resources allow.”

Now that electronic patient
records are being used widely,
PeaceHealth is seeking to use other
technologies in practice. “The first
several years were devoted toward
developing the infrastructure and
physician awareness of the infrastruc-
ture, and cultivating the willingness
of physicians to use it,” Haughom
explains. “While that infrastructure
development will never go away
(since we are always going to be
developing it), the majority of that
work is now complete. Currently, our
attention is shifting toward refining
our systems and developing advanced
decision support capabilities.

“So, for example, we are creating a

“We are constantly focused on how we fit new technology solutions
into physician workflow and how we ensure system speed.”
—John Haughom, MID, PeaceHealth
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very robust data warehouse capability
that is used both by the operational
business staff and by clinicians,” the
senior VP continues. “This capability
includes certain functions (such as
analytical abilities to enhance rev-
enue) and a chronic disease database
for specific conditions (such as dia-
betes, congestive heart failure, asth-
ma, and cancer). We have put a lot of
momentum behind these projects.”

Computerized Order Entry
Many organizations, including the
Institute of Medicine, in Washington,
D.C., and the Leapfrog Group, a busi-
ness coalition also in Washington,
D.C., are promoting the use of com-
puterized prescriber order entry sys-
tems and PeaceHealth is doing so as
well. It has been working on a physi-
cian order entry project, which
Haughom plans to be the precursor to
an advanced real-time physician sup-
port system with expert rules and
other functions. “On the outpatient
side, we are entrenched in our order
entry project,” he says. “PeaceHealth
physicians are writing about 400,000
prescriptions a year on the outpatient
side, and they like the system. But
computerized order entry is a lot sim-
pler on the outpatient side than it is
on the inpatient side. On the inpa-
tient side, we are just getting into it.”
Computerized order entry is part of
a significant cultural shift, Haughom
notes. “We are trying to develop some
good, efficient support systems that
are coupled with physician order
entry in order to increase appeal to
physicians,” he explains. “To encour-
age them to use this system to write
the orders, we want to build efficient
support so that when they use the sys-

tem, they will get enough information
that they wouldn’t otherwise have.”

Seeking to make the prescriber
order entry system attractive to
physicians, PeaceHealth is negotiat-
ing with LDS Hospital in Salt Lake
City to implement an antibiotic
assistant decision support program
that LDS developed. “The plan is to
implement this decision support tool
in conjunction with the physician
order entry program,” Haughom
explains. “This tool will provide the
physicians with instant information
and support in their decisionmaking
to offset the headaches of having to
write their own orders.”

Handheld Tools

Among the many options physicians
have for information system hard-
ware, personal digital assistants may
have only a limited potential,
Haughom believes. “PDAs are always
going to be used, but their use will
probably be limited to specific cir-
cumstances,” he notes. “For example,
physicians will use them to get emer-
gency lab results or drug information.
But in terms of the practice of medi-
cine—seeing patients, doing rounds,
and making decisions—the tablet
PCs will be more useful. Among the
myriad of device choices, tablet PCs
offer the most promise.

“A tablet PC is a computer that’s
about the size of a clipboard, a little
under an inch thick, and weighing
one to two pounds,” Haughom
explains. “It has a big screen with
touch-screen capabilities. Doctors can
carry it with them from room to room
and from patient to patient. Tablet
PCs are just now coming on the mar-
ket, but within three to five years they

are expected to be in widespread use
in medical practices because they will
be able to provide so much informa-
tion given their large screen size.”
Voice recognition technology also
is likely to become more popular as
well, Haughom says. “Voice recogni-
tion has proven quite valuable in cer-
tain areas, particularly in radiology
departments, emergency rooms, and
pathology labs. We use voice recog-
nition and it works well, saving a lot
of time and money in producing
reports. But voice recognition will
probably not find widespread use in
general medical practice. It may find
more applicability as the technology
develops over the next 10 years. We
need to see improvement in the soft-
ware and computing processing
power to deal with the fact that peo-
ple’s voices and methods of speech
vary from one time to the next.”

Web-Based Systems

Any discourse on technology in
health care must include a discussion
of how medical practices are using the
Internet. “The important aspects of
our Web technology efforts have
included developing an intranet, an
internal Web site to provide physi-
cians and other staff with ready access
to information, to enhance commu-
nication, and to support process
improvement,” Haughom says.

“Our Web site was opened to
the public in January 2000 (at
www.peacehealth.org); it has features
designed to inform, educate, support,
and build loyalty among patients and
the public at large,” Haughom notes.
“The site allows patients to find a
physician, ask a medical question, do
health-related research using a search

(Continued on page 12)

“Suddenly, the attitudes of physicians have shifted toward accep-
tance,” Haughom relates. “The challenge now is that everyone wants
everything too fast, much faster than time and resources allow.”
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(Continued from page 11)

engine of the best sites, take virtual
tours of medical facilities, and much
more. We have also established a
community health record, which is
an electronic medical record that
maintains patient information on a
private, secure network linked with
participating providers.”

Given the proliferation of Web
usage among patients, Haughom
believes physician practices should
have their own Web sites. “As more
business is transacted over the
Internet, it will be important for
physicians’ to have Web sites and
that these sites be able to handle ris-
ing patient expectations,” he says.
“For example, patients increasingly
will expect sites to have the capacity
to allow them to update prescription
requests, get their lab and test results,
accept payments, schedule appoint-
ments, and so on. The sites also
should assist with physicians’ person-
nel needs, allowing them to recruit
and accept applications online.”

To take full advantage of the Web’s
potential, a physician’s site must be
interactive. “It must allow users to
send secure e-mail inquiries and
other messages to the physician’s
office, and it must have a mechanism
for responding,” Haughom com-
ments. “Such interaction creates a
one-to-one connection, establishes
the personal relationship patients
want, and will distinguish one prac-
tice from other medical practices.

“While the Web may not seem
personal at first glance (after all, it is
simply a large network of computers),
it allows for detailed exchanges
between physicians and patients,” he
adds. “Wise use of the Web poses a

win-win proposition. By meeting a
patient’s needs for education, infor-
mation, and support, physicians can
simultaneously cultivate patient loy-
alty and empower patients to take
better care of themselves.”

Peer Recoghnition

As physicians and health care organi-
zations develop technologies to
improve care process, they may want
to take a lesson from the efforts of
PeaceHealth. “Our former CEO was
a truly visionary woman who decided
in 1991 that the organization needed
to get ready for a very different type
of health care beyond the year 2000,”
says Haughom, who became
involved in technology issues while
practicing in internal medicine and
gastroenterology. In the early 1990,
PeaceHealth engaged a large consult-
ing firm and a group of 70
PeaceHealth staff to participate in a
project to improve how the organiza-
tion used technology.

“We concluded that the future was
going to require three things: a much
more integrated, seamless form of
care (we are still figuring out what
that means); a culture of quality and
quality improvement; and the tech-
nical infrastructure to support the
first two requirements.” Haughom
says. “I was happily in practice at the
time, but when the process was fin-
ished in 1992, the CEO asked me to
study what resources would be
required for the quality and the tech-
nical requirements. [ researched
these topics and outlined a plan and
an infrastructure that needed to be
put in place for PeaceHealth. I start-
ed doing this part time, but eventual-

ly it became a full-time job.

Looking back over the work that
has been done in the intervening
years, Haughom says he has found
each project the organization has
tackled to be exciting and rewarding.
But the projects themselves are not
the goal. “I didn’t embark on tech-
nology development just to do an
electronic medical record,” he says. “I
went into it to change care, and we’re
doing that. We have a long way to
go, but it is exciting to see that we are
starting to have an impact on care
and are getting some outside recogni-
tion for what we have done.”

Last year, PeaceHealth was one of
seven organizations to win a Pursuing
Perfection Grant from the Robert
Wood Johnson Foundation in
Princeton, N.J. The $1.9 million
grant is being used to implement
some of the recommendations that
the Institute of Medicine has made in
recent years. “About 270 organiza-
tions applied nationwide, and we
were one of seven organizations that
won,” Haughom says. In addition,
PeaceHealth has been designated
three times (in 1999, 2001, and
2002) as one of the 100 most wired
hospitals in the country by Hospitals
and Health Networks magazine.

“The grant and recognition did not
change our direction, but did give us
funding to expand on supporting our
technology development and clinical
quality improvement efforts, and
added a lot of credibility to what we
are doing,” Haughom concludes.
—Reported and written by Deborah ].
Neveleff, in North Potomac, Md. More infor-
mation on physician practice strategies is avail-
able on our Web site (see page 16).

“Wise use of the Web poses a win-win proposition. By meeting a
patient’s needs for education, information, and support, physicians
can cultivate patient loyalty and empower patients to take better
care of themselves,” says Haughom.
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Proven Technologies Can

Increase Efficiency, Expert Says

Michael Alper s
president and CEO of
Meridian  Healthcare
Management, Inc., a
management  services
organization in Wood-
land  Hills, Cadlif.

Meridian provides outsourced managed

care technology and administrative ser-
vices to risk-bearing provider organiza-
tions, IPAs, medical groups, integrated
delivery systems, and major health plans.
Alper discussed trends in health care and
the adoption of computerized manage-
ment services with Richard L. Reece,
MD, editor in chief.

m Your company stresses that sys-

m tematic, organized, and pur-
poseful use of information technologies
and automating business processes is
necessary for physician practice success.
Why is that?
A m We have found that the use of

mproven technologies, when
appropriately deployed, can increase
efficiency and therefore theoretically
free up additional resources that can
be used to lower costs, enhance
access to care, and improve reim-
bursement.

m Do you view the outsourcing of

m administrative services over the
Internet as a force for change?
A m Many health care organiza-

mtions have inadequate infor-

mation technology systems and, per-
haps even more important, do not
understand business processes. In
those cases, outsourcing to an organi-
zation that can leverage efficiencies
and economies of scale is certainly a
big advantage. Eliminating some of
the burdens that cause delays and hin-
der access to patient care will improve
patient and physician perspectives of
how managed care operates.
Computerized technology can make
the health care system operate both
more effectively and more efficiently.
Still, the incorporation of new
ways of doing business is uneven. For
example, we have a very robust
Internet connectivity product that
allows physicians, health plans, and
other providers to access our database
of member information, verify eligi-
bility, verify the contract and
provider panel for that market,
instantly obtain authorization for
referral services and inpatient care,
and submit claims electronically with
expedited payment. Yet despite all of
our best efforts, only about one third
of the claims we get for more than
500,000 enrolled members across all
of our customer base are submitted
electronically. For the same 500,000
enrollees, however, more than 70%
of all the referral transactions [prior
authorizations required by most
HMOy] are handled via the Internet.
We are confused as to why one trans-

action often happens over the
Internet, while the other does not
even though the other transaction is
the one that offers real economic
benefits to the provider.

mDo you find that physician
Q m groups are reluctant to give up
their legacy systems to transfer many of
these functions to the Internet?

A m Most physicians are not will-
ming to walk away from the
technology investments they have
already made. They do not want to
spend new money. They have a sys-
tem in place, and they are accus-
tomed to their collections taking 30
to 60 days. Since many physicians
have gone through bad computeriza-
tion transitions in the past, making a
change scares them. Although they
know that there are good, efficient
ways to conduct transactions over
the Internet, they just do not want to
take that risk. Interestingly, we find
that the same physicians who do not
submit claims electronically do their
shopping on the Internet. They are
using the Internet to meet their per-
sonal needs efficiently, but they don’t
want to trust their business to it.

m What are some of the ways
Q W provider organizations can capi-
talize on the Internet?
A m First, they can learn more

mabout online claims submis-
sion and adjudication. Currently, the
normal process for claims submission

(Continued on page 14)

“Only about one third of all the claims that we get for more than
500,000 enrolled members are submitted electronically. For those
same 500,000 enrollees, however, more than 70% of all prior
authorizations are handled via the Internet.”
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is this: Providers see a patient in their
office, check off care descriptions on
a form, and hand that to the billing
office staff, who put that information
into a computer system and mail it to
the payer. The payer receives a huge
volume of mail that needs to be
opened, sorted, date stamped, and
prioritized. Then the data need to be
manually entered into its own com-
puter system. That drawn-out, ineffi-
cient process can be eliminated when
a physician’s staff sends the claims
information entered into a computer
electronically to the payers, thus
improving cash flow.

Second, providers should pursue
real-time managed care transactions
and online reporting because these
functions provide information physi-
cians can use to improve their busi-
ness decisionmaking. Organizations
involved in managed care—whether
they are risk-bearing provider net-
works or health plans—do not often
have accurate or timely information.
Another issue is that organizations
often have too much detail and can’t
see the macro issues that the data can
reveal. Online reporting allows prac-
tices to analyze major topics (such as
utilization, patient acuity mix, illness
severity, costs, and other data) and
then drill down into focused areas to
identify significant issues in terms of
patient costs, behavior, and illnesses.

Third, physician groups or organi-
zations can decrease their administra-
tive burdens through the use of the
Internet. When physicians can auto-
mate their data, they need a smaller
office staff.

Fourth, moving to Internet-based
administrative systems decreases

overhead expenses. Sixty percent of
the cost of processing a claim is due
to the labor required for data entry.
This cost can be vastly reduced by
on-line claims submission.

Finally, Internet-based administra-
tive systems improve customer
service. By making real-time data
available in the practitioner’s site,
administrative items (such as eligibil-
ity and benefit verification) or refer-
ral requests can happen at the point
of care.

m Do you think the health care
Q m environment is changing rapidly
at this point?
A m We are making slow, but

msteady progress. The delay is
due to the fact that we are talking
about health care for individuals, and
people regard their health care as a
very personal issue. Consumers are
limited in their choice of coverage by
their own ability to pay, but still their
desire for good access to care and
state-of-the-art care results in a high-
er cost of care. There is still a lot of
confusion from the consumer per-
spective as to what is good coverage,
what is quality health care, and what
is good access. These are issues that
the industry has been wrestling with
for many, many years, and it is much
closer to resolving them.

m Do you think that the consumer
Q m backlash against managed care is
warranted?

A m Certainly, there is a huge con-

m sumer backlash against health
care delivery as a whole, and man-
aged care (meaning care provided by
HMOs) has really taken the brunt of
that backlash. However, assigning
responsibility for the nation’s health

care delivery problems to HMOs is
inappropriate. HMOs are just a high-
ly visible target.

My own family members say that
HMOs provide bad care. But, in fact,
the HMO does not provide any care.
It provides an insurance product and
access to a panel of providers, physi-
cians, and hospitals. These caregivers
are the decisionmakers. Accusations
against HMQOs by consumers are per-
haps reasonable in cases where
HMOs are limiting benefits, cover-
age, or access to providers. In the
western states, most care is delegated
to capitated provider delivery net-
works that make decisions on a local
basis about patient care given local
economics.

m [s the market shifting away from
m HMOs to PPOs?
A.Not in California, where we
mstill see a very large penetra-
tion of HMOs. We are pretty clear
here in California and some other
western states about the differentia-
tion between HMO and PPO prod-
ucts. Nevertheless, premium increas-
es are such that we are seeing the gap
narrow between PPO and HMO pre-
miums. At the same time, we are also
seeing HMOs expand their access to
a larger degree. As a result, the prod-
ucts are starting to look a little more
similar than they did in the past.
Q m Do these changes reflect the fact
m that HMO:s are trying to adjust
to the backlash?
A m Yes. Overall, the HMOs are in
ma kind of interim state. They
are allowing greater access to a broad-
er variety of providers, relinquishing
some of the restrictions that were
historically part of their benefit plans,

“Interestingly, we find that the same physicians who do not submit
claims electronically do their shopping on the Internet. They are

using the Internet to meet their personal needs efficiently, but they
don’t want to trust their business to it.”
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“There is still a lot of confusion from the consumer perspective as
to what is good coverage, what is quality health care, and what is
good access. These are issues that the industry has been wrestling
with for many, many years, and it is much closer to resolving them.”

and creating richer benefit packages
and tiered benefit packages, but cost
increases are declining. Some HMOs
are doing a good job of adjusting to
the backlash; others are not.

m There seems to be a lot of

 rhetoric about consumer-driven
health care and shifting costs to con-
sumers. Is that movement real?
A.Yes. Cost issues are probably

m the primary driver of change,
and helping consumers understand
what the actual costs are is a very
hot-button issue.

At the same time, the perception
of quality is always a hot-button
issue. The true measurement of qual-
ity remains elusive. People are fasci-
nated when health plans announce
that they want to offer better
provider payments for high-quality
care, but the reality is that they are
having a tough time figuring out how
to actually measure quality.

Q m What is the significance of
 defined contribution plans?
A m There has been a lot of discus-
m sion about the defined benefit
plan versus the defined contribution
plan. Some of the big health plans,
such as Cigna and WellPoint, are
introducing defined contribution
plans on an experimental basis this
year. Still, the defined contribution
plans have not been adopted to any
significant degree.
Q m How much longer are employers
m going to tolerate double-digit per-
centage increases in premiums?
A. As an employer with 350
m employees, | can say that [ am
not going to tolerate it much longer.
We are evaluating our health care
benefit, and we are looking at provid-
ing the administrative functions for

our employees on our own and con-
tracting with a physician network to
provide care.

Q m Will the rest of the nation move

m toward developing a health care
environment like that in California?
A m No. The California model

m works well here, but much of
health care is cultural. For example,
people in the Boston metropolitan
area will tolerate 30% higher premi-
ums than those in California and not
even blink. That’s a cultural phe-
nomenon. They are wedded to the
idea that academic medical centers
provide a superior brand of service
and those are the places to go. It’s fas-
cinating to try to figure out why peo-
ple are willing to do that.

Similarly, some health care mar-
kets, such as the one in Minnesota,
have seen the development of large
group practices with 150 physicians
or more in a group. Other states are
characterized by small groups of five
or fewer physicians. So there are a lot
of differences.

Q m Has capitation caught on any-

m where else besides the West?
A m Capitation is common in sev-

meral markets, including
California, Oregon, and Washington
state. There is some capitation in
Colorado, Florida, and Texas; and
there are small pockets of capitation
in Chicago and in the Northeast and
Mid-Atlantic states.

m How are the huge nonprofit
Q mplans  such as  Kaiser
Permanente performing in the market?
A m There is not a big difference

m between a nonprofit plan and
a for-profit plan except in terms of
their access to capital. Operating per-
formance is not driven by corporate

structure. The operating performance
of most plans is fairly similar, and no
one plan is emerging as having the
perfect model.

m How are physician groups fair-
Q m ing in Cdlifornia?
A m Today, the requirements for

man IPA or medical group to
stay in business are much tougher
than they were 10 years ago, given
the economics of medical practice.
Many physician groups have failed.
But we are not seeing a wholesale
bankruptcy of capitated provider net-
works. Some organizations are well
run, some are poorly run, some are
well capitalized, and some are poorly
capitalized. All of those issues influ-
ence an individual group’s viability.

m Do you see an exodus of physi-
Q m cians from California?
A a No, not as much as I thought

mwe would see. California is
still a very popular state. Many peo-
ple here are insured and have good
access to health care services. |
haven’t seen the mass exodus that
was predicted.

m What other trends are you seeing
Q m in California?
A m As in other states, increases in

m premiums do not seem to be
allocated sufficiently toward physi-
cian practices. We heard health plans
talk about big bumps in costs related
to pharmacy. Now they are talking
about big bumps in costs for hospital
services. It seems that with every pre-
mium increase, the dollars are going
someplace other than to physician
practices.
—Edited by Deborah J. Neveleff, in North
Potomac, Md. More information on physician
practice strategies is available on our Web site
(see page 16).
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