
The HIPAA clock begins ticking: First
administrative rules promulgated
Your practice has 24 months to comply

With the publication of the final version of the first administra-
tive simplification rules, the clock has started ticking toward
the day when health care providers must meet the regulations

of the Health Insurance Portability and Accountability Act (HIPAA).
The rule “Transactions and Code Sets” was published in final form

by the U.S. Department of Health and Human Services Aug. 16. The
rule provides standards for electronic transactions and code sets that
health care providers and payers use to identify diagnoses, drugs, and
procedures.

When the rule goes into effect, all providers will use and all health
plans must accept the same electronic transaction standards. Providers
have until Oct. 16, 2002, to comply with the regulations.

While expressing concerns about the cost of implementing the stan-
dards, the Medical Group Management Association (MGMA) in
Englewood, CO, has announced its support for the standards for elec-
tronic transactions. “We believe the publication of this HIPAA standard
will lead to more streamlined administrative procedures and encourage
the growth of electronic health transactions,” says William F. Jessee,
MD, president and chief executive officer of MGMA.

Physician practices currently must use multiple electronic formats
with different data requirements to submit claims and conduct other
health care transactions, Jessee says. The national standards will ensure
a uniform format, which ultimately will save time and reduce adminis-
trative costs.

However, Jessee points out, the initial cost for adapting the standards
is likely to have a huge financial impact on medical practices. That cost
will include computer software and hardware upgrades, staff training,
and legal and consultant fees.

“We urge HCFA [the Health Care Financing Administration] to recog-
nize these costs associated with complying with the HIPAA rules and to
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apply any funds available to assist medical group
practices in their implementation efforts,” Jessee
says.

The MGMA also is urging HCFA to initiate a
toll-free telephone hotline, national conference
calls, and regional training sessions for medical
practices. Strictly speaking, if your practice is
totally paper-based, you may be able to avoid
complying with HIPAA regulations.

Reducing inefficiency

But for practical purposes, every physician’s
office in the country will have to comply if they
use computerized records in any way, shape, or
form.

“Physicians can continue to use paper records
and paper for everything and submit the claims
the way they’ve been submitting them. But if
they are going to transmit any data electronically,
they must use specific data elements for those
transactions,” says Jackie Huchenski, JD, a
health care attorney with Moses & Singer, LLP, a
New York City-based law firm.

The purpose of the “Transactions and Code
Sets” rule is to reduce the inefficiency of hundreds
of formats for health care claims currently in use,
according to Huchenski. The rule mandates that
health care providers, clearinghouses, and health

plans must use the standards if they transmit any
kind of health information electronically.

In general, the final rule specifies transaction
standards that are already accepted and used by
the health care industry. The coding section of the
HIPAA rule sticks with CPT-4 and ICD-9 codes
used by most physician offices. It eliminates local
codes used by individual states and health plans
and establishes a national process for reviewing
and approving codes.

Standardized codes

What has changed is the addition of adminis-
trative codes. The new rules specify codes that
must be used when a health claim is submitted or
a referral is requested.

The “Transaction and Code Sets” rule creates
uniform standards for eight types of electronic
administrative or financial transactions. (For a
list of transactions, see box at left.)

HIPAA provides for two additional transac-
tions: first report of injury and attachments. Rules
for these transactions should be issued within a
year. Health care clearinghouses, providers, and
health plans must use the standards if they trans-
mit any kind of health care information in elec-
tronic form.

The final rules hold providers liable if their
“business associates” fail to comply with the
HIPAA regulations. This provision was not
included in the proposed rule. A business associ-
ate is someone who conducts business on behalf
of your office but is not an employee.

The definition of business partner includes
third-party billing organizations, consultants,
health care clearinghouses, auditors, or any kind
of management services organization — anyone
who helps with the administration of the prac-
tice. Physician practices should have a written
confidentiality agreement with their business
partners that requires partners to keep any infor-
mation they are given confidential to the same
degree that the practices are required to keep
such information confidential, Huchenski says.

There also should be a provision in the agree-
ment that spells out sanctions against business
partners if they violate the agreement.

The rule spells out civil penalties of $100 per
person per violation and not more than $25,000
per person for violation of each standard for
each calendar year. Criminal penalties of up to
$250,000 and/or 10 years imprisonment may be
assessed for misuse of patient information with
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Transactions covered
under new HIPAA rule

The final “Transactions and Code Sets” rule
from the Health Insurance Portability and

Accountability Act, published in August by the
U.S. Department of Health and Human Services,
requires health plans and providers to use desig-
nated transaction standards when transmitting
data electronically. The transactions covered
under the rule are:

✔ Health claims or equivalent encounter
information

✔ Eligibility for a health plan

✔ Referral certification and authorization

✔ Health care claim status

✔ Enrollment and disenrollment in a health plan

✔ Health care payment and remittance advice

✔ Health plan premium payments

✔ Coordination of benefits ■



intent to sell or use for commercial advantage,
personal gain, or malicious harm. The federal
rules preempt any state laws, unless the state
laws are more stringent.

The final versions of the remaining administra-
tive simplification standards will be announced
over the next two years. Health care organiza-
tions must comply with each set of rules within
26 months of the publication of the final rules.

Headaches on the way

Additional final rules slated for release in 2000
include identifiers for providers and employers,
standards for health data security, and standards
protecting the privacy of patients.

The biggest headaches for physicians are likely
to be the security and privacy regulations that
will come out in final form later this year. “Right
now, the proposed privacy rule does not apply to
paper records, but the Clinton administration has
stated its intention to expand them to cover any
health information on paper,” Huchenski says.

Although the final rules won’t be published
for a while, physicians are advised to start now
to prepare for the inevitable, she adds. Start by
designating someone in your office as a privacy
officer, a person who can be contacted if there is
any problem or question regarding privacy and
confidentiality.

Develop your own written confidentiality poli-
cies and procedures and make sure your staff are
aware of them, Huchenski advises. Have sanctions
in place that set out what happens if anyone in
your office violates your confidentiality policies.

The privacy regulations are expected to give
consumers the right to request a copy of their
medical records along with an accounting of
where the information has been sent by the physi-
cian. Physicians will be required to provide their
patients with a written notice about their informa-
tion practices that details what information is pro-
tected health information and what steps the
physician office takes to keep it confidential.

Here are some other steps you should take to
prepare for HIPAA:

• Follow the flow of confidential patient infor-
mation in your office. Start with the time the
patient gives you the information and trace its
path through your office.

• Do an assessment now as to who has access
to confidential information both inside and out-
side the office.

• Get copies of all agreements you have in

place now, including arrangements with employ-
ees and billing companies. See if they need to be
amended to cover the HIPAA rules.

• If you enter into a new agreement with a
third party that could constitute a business-
partner relationship, include the kind of lan-
guage you need now so you don’t have to
amend it later.

• If you are considering buying new technol-
ogy, do your HIPAA assessment first to make
sure that whatever you are buying will meet the
regulations. ■

Should patients schedule
their own appointments?
Many patients prefer electronic communication

It’s 9 p.m. on a Saturday. Your patient, Jane Doe,
has just found out that her child’s school play is

at the same time she is scheduled to be in your
office for her annual physical examination.

She logs onto your Web site, hits a few keys,
and in a short period of time, she has rescheduled
her appointment and your schedule has been
adjusted to reflect the changes. The next after-
noon, another patient logs onto your Web site
and signs up to fill Jane Doe’s empty time slot.

That scenario may be in your future, thanks
to new technology recently introduced to the
marketplace.

Compare that to what happens now when
appointments have to be rescheduled. The
patients have to take time out from their work-
day to call your office, stay on hold while your
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receptionist answers three other calls, and then
wait for the scheduler to find another slot. Then
someone has to make phone calls to patients on
the waiting list until the time slot is filled.

The current system is frustrating to everyone:
the staff who have to juggle the schedules, the
patients who have to wait to be rescheduled, and
the clinical staff who may be left with time on
their hands.

That’s why savvy physician practices should
be exploring the new technology that allows
them to communicate with their patients over
the Internet.

The patients are already familiar with the tech-
nology, and many would prefer more electronic
communication with their physicians.

“The successful multispecialty group or large
practice of the future will be one that opens up to
using new technology and the ability to share
information and schedule and reschedule their
patients more efficiently,” asserts Dustin Crane,
president of Atlanta-based Aelera Corp., devel-
oper of customer relationship management
applications.

In fact, more than a third of respondents (35%)
to a consumer poll conducted by LaurusHealth in
Irving, TX, reported that they would be “more
likely” to choose a doctor who offered electronic
communication options than one who did not.
The e-health care company polled 1,000 U.S.
adults by telephone in July.

Among those surveyed, 49% want electronic
access to appointment scheduling and 46%
would like to be able to e-mail their doctors.

“Consumers in this survey make it clear how
important it is for them to be able to communi-
cate electronically with their doctors. The results
of this survey represent an opportunity for physi-
cians that will become a challenge if they don’t
take advantage of it,” says Peter J. Plantes, MD,
medical director of LaurusHealth. The company
has been analyzing data on physicians and the
Internet since 1997, he says.

Some physician practices are already using e-
mail communication to set up appointments with
patients, Plantes says.

Aelera Corp. and HealthEappointments, a
Bloomfield Hills, MI, developer of Internet-based
business products, both recently launched prod-
ucts that allow patients to schedule and change
their doctors’ appointments over the Internet.

In some cases, setting up a doctor’s appoint-
ment over the telephone may be more time-
consuming than the actual visit, points out

Barry Shapiro, president and chief executive
officer of HealthEappointments.

Then, when a patient gets to the office and has
to wait an hour because the physician is over-
scheduled or the treatment room is tied up, the
relationship between doctor and patient starts to
deteriorate.

Patients, particularly the baby-boomer popula-
tion, are no longer willing to tolerate inconve-
nience, Plantes says. They’re voting with their
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Electronic communication
could save you money

The move to electronic communication could
save you money down the road, says Peter J.

Plantes, MD, medical director of LaurusHealth, a
consumer and physician Internet company based
in Irving, TX.

“Initial research shows that electronic communi-
cation reduces the amount of time support staff
are required to use to make referrals and [talk] on
the phone with patients,” he says.

A single physician may generate as many as
150 telephone transactions a day, including
appointments coming in and reminders going out,
says Barry Shapiro, president and chief execu-
tive officer of HealthEappointments, a Bloomfield
Hills, MI, developer of Internet-based business
products.

“Telephones are an enormously expensive part
of a physician practice. It’s a very big cost and a
very big bottleneck in every office,” Shapiro says.

Scheduling is a very labor-intensive process
and the current trend toward more rescheduling of
appointments puts a strain on already overworked
support staff and increases costs at a time when
physician practice profits are shrinking, points out
Dustin Crane, president of Atlanta-based Aelera
Corp., developer of customer relationship man-
agement applications.

“Because the current industry is trying to wring
more efficiency out of the existing human resource
capacity, it’s important to have a well-organized
methodology to get physicians, facilities, and
patients together,” Crane says.

When patients can make appointments, receive
reminders of an upcoming visit, and fill out insur-
ance forms over the Internet, the staff can spend
less time on the telephone and more time taking
care of other office visits, Shapiro points out.

“If patients have access to the Internet, they
prefer to use the Internet. It’s faster and easier,”
he adds. ■



feet and choosing other doctors who can accom-
modate their busy schedules.

“I can’t stress enough that we are in a cycle
where physicians have to deal every moment
with patient satisfaction. There are too many
options out there now. The old days of looking
successful because the patient has to wait an hour
are gone,” says Jay Williams, principal of Arista
Associates, a health care strategy consulting firm
in Northbrook, IL.

Patients who are dissatisfied with the practice’s
operational side, such as how appointments are
made, tend to be dissatisfied with the quality of
care as a whole, Plantes points out. “Care in the
medical practice is a combination of the process
and interaction with the patient as well as the med-
ical outcome. Patients have very little expertise in
judging the medical technical quality of care, but
they know how to judge convenience.”

Patient satisfaction criteria play an important
role in whether a health plan contracts with a
physician and whether it renews the contract,
Williams adds.

For instance, many plans specify that a patient
should not have to wait more than two days to
get an appointment.

“Doctor practices aren’t as profitable as they
used to be. Customer satisfaction and marketing
are playing more important roles in assuring the
financial heath of a practice. Ease of appoint-
ments is a prime issue in patient satisfaction,”
Shapiro says. ■

Start small, then expand
your Internet applications
Seize the opportunity to increase efficiency

Physicians who want to communicate with
their patients electronically but are still a little

leery of the practice can start small and gradually
move into a more elaborate Web-based applica-
tion as they, their staff, and their patients grow
comfortable with it.

Tackle the e-mail appointment setting in incre-
ments, advises Peter J. Plantes, MD, medical
director of LaurusHealth, a consumer and physi-
cian Internet company based in Irving, TX.

“Physicians have an initial concern about
releasing control. A great first step would be to

allow patients to e-mail the front desk, asking for
an appointment and suggesting a time,” Plantes
says. The practice will allow consumers to com-
municate with their doctor 24-hours a day and
get an e-mail reply back when it’s convenient for
them.

Internet scheduling systems recently launched
by HealthEappointments, a Bloomfield Hills, MI,
developer of Internet-based business products, and
Aelera Corp. of Atlanta, a developer of customer
relationship management applications, both allow
physicians to limit the number of appointments
that can be scheduled electronically.

“Doctors are reluctant to show all their appoint-
ments. They can put out a few appointment slots
on the Web and see how it goes, then increase it
gradually,” says Barry Shapiro, president and
chief executive officer of HealthEappointments.

Here are some other tips for communicating
with your patients and colleagues over the
Internet:

❒ Make sure that you build a secure channel
of communication between you and your
patients or other physicians. Don’t communicate
about sensitive or identifiable medical informa-
tion on the open Internet, Plantes warns.

❒ Use your secure channel to communicate
with your fellow physicians efficiently and
effectively. “Physicians often play classic phone
tag, leaving messages at each other’s office. The
Internet offers an opportunity to communicate
the details of patients cases in a timely manner,”
he adds.

❒ Involve your medical colleagues in the
community in the electronic communication
process. “If the entire medical staff of a health
care organization puts themselves on a secure
channel, primary care physicians and consultants
can have a secure channel to communicate with
each other. This makes the patient care more
timely and more accurate,” Plantes says.

❒ Balance your electronic communication
with patients with face-to-face communications.
The physician who mixes new technology with
the traditional face-to-face relationship with
patients is the one who is going to win, Plantes
says.

“You can’t be just a techno-geek because you
will lose all the traditional consumer-based
approaches, and that won’t work with some seg-
ments of the population. On the other hand, a
nontechnical practice is likely to be thought of by
the general consumer population as not being
sensitive to patient preference,” Plantes says. ■
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Read the fine print before
signing that contract
Determine what you’d gain, what you could lose

If you’re like most physician practices, you deal
with 10 to 20 managed care plans already, with

more moving into your marketplace. And if
you’re a typical physician, you aren’t very happy
with any of them.

Before you sign on the dotted line with the next
company that offers you a contract, stop and look
at the long-range effect the contract could have on
your practice.

Physicians should never accept a managed care
contract until they carefully evaluate whether it
makes sense to do so, says Jay Williams, principal
of Arista Associates, a health care consulting firm
based in Northbrook, IL.

“Every contract should stand on its own and
every one should be evaluated individually,” he
says. Read every paragraph, every line, every
sentence, and every word of every contract,
Williams says. Most of the time, the language is
standard, but there may be some surprises in
store. “Sometimes you find the strangest things

buried on page 42, subparagraph 3-21,” he says.
For instance, Williams worked with one physi-

cian practice that looked at the managed care
plan’s fee schedule and determined it would be
profitable for them. However, there was a para-
graph toward the end of the agreement that
stated that in no case would reimbursement
exceed 85% of the Medicare fee schedule.

Are there tricky clauses?

The clause rendered the fee schedule worthless
and the contract unprofitable to the physician
practice, Williams adds.

“A lot of physicians get stuck on the fee por-
tion of the contract. In my opinion, the most
important thing to look out for is language. It
may be beneficial to give up a few dollars in fees
in order to have a contract that contains language
you can live with,” says Todd Welter, president
of R.T. Welter and Associates and consultant to
the Medical Group Management Association
based in Englewood, CO.

Among the clauses to read carefully are those
that spell out how you can be terminated, list
your obligations under the contract, and explain
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Is the administrative hassle
worth what you’ll earn?

Amanaged care plan’s administrative and clinical
management requirements are often more difficult

for physician practices to swallow than the reduced
reimbursement rates most plans offer, says Jay
Williams, principal of Arista Associates, a health
care consulting firm in Northbrook, IL.

Before you sign on with any health plan, be
aware of the requirements and make sure you can
live with them.

For instance, a health plan may have strict clinical
protocols that it expects physicians to follow with
each patient. If you contract with several health
plans, you may be faced with having to following dif-
ferent protocols for the same illness, depending on
which plans cover the patient.

“Some plans take a huge amount of control in
patient management. Others delegate all of it. Some
plans even charge the physicians extra for patient
management even when it’s not necessarily in the
best interest of the patients,” Williams says.

Decide if the expected patient volume is worth the

administrative burden of meeting the plan’s require-
ments. For instance, check out what kind of data are
required for billing, and what you must do to verify
patient coverage.

Make sure you can meet the requirements for
reporting to the managed care contract. For instance,
the plan may demand extensive severity-adjusted
outcome data that may place a huge burden on your
staff.

Physicians may get into an agreement where
they don’t have the resources to provide the payer
the information they want in the form they want and
at the time they want, Williams says.

Health plans have to meet National Committee on
Quality Assurance accreditation criteria. That can
include factors such as how many times the phone
rings at a physician office, how long it takes for the
patient to get an appointment, how long they have to
wait in the lobby, and attitude of the staff.

You may be faced with financial penalties or even
cancellation of the contract if you can’t see patients
in the manner specified by the health plan.

Be prepared to hire the staff and work the extra
hours necessary in order to see a managed care
plan’s patients in a timely manner. ■

(Continued on page 155)



Is the downward cycle of capitation’s viability
finally shifting back up? Is the capitation slump

over?
Some experts answer “yes” to those two ques-

tions, pointing to the erratic life cycle of the
sometimes scary risk-driven system that under-
girds so much of managed care.

If you graphically visualize capitation over the
past 10 years, you see a bell-shaped curve — start-
ing low in the early 1990s, booming in the mid-
1990s, then falling and slowing down well into
the late 1990s until now. What’s next? Another
move upward, experts suggest, based on two cur-
rent factors that are making the upcoming year
2001 unique:

• Employers are willing to pay for health
insurance with less complaints than in recent
years because they need to recruit and keep their
work force.

• Capitation’s clinical goal of emphasizing pre-
ventive care and keeping patients healthy has a
strong appeal to some clinicians despite the some-
times unresolved financial issues.

One trend may be shorter term, the economic cli-
mate for employers, compared to the less volatile
clinical promise of capitation and physician interest
in shifting the focus of medical care.

Early on with the rise of capitation, employers
had a big say in capitation’s momentum. In the
early years of health care reform, employers were
protesting high health care costs amid a climate
of overall economic slowdown. Now employers
are working from different position. Employers
have enjoyed some savings in medical expendi-
tures because of capitation, and employers are
competing for good workers. Capitation, and var-
ious hybrids of it, has shown them some success,

and the employee market is much different.
“Organizations have been willing to cover

these rising costs as a value-add to employees,”
says Lorraine Lyle, senior manager with Arthur
Andersen, a New York City-based accounting
firm. Lyle was project leader for a recent Ander-
sen survey of some 400 companies nationwide.
Here are some key findings:

• The average cost of covering medical benefits
for employees rose 10.5% between 1999 and 2000.
This was the third consecutive year that employer
costs have risen.

• Few employers say they are willing to reduce
the level of benefits they are offering employees.

• Nine out of 10 employers now offer the same
health care package at the same contribution level
by employees to part-time workers as they do
full-time workers.

• 43% of employers surveyed say they are will-
ing to defray an employee’s out-of-pocket expenses
for medical care to keep them on board.

Even with the hard times in capitation, how-
ever, some physicians say they plan to stick with
it. “I believe in risk as the right way to practice
medicine,” says Andrew P. Siskind, MD, medical
director at Bristol Park Medical Group in Orange
County, CA. Siskind describes his position in
detail in a recent journal published jointly by the
American College of Physicians (ACP) of Kansas
City, MO, and the American Society for Internal
Medicine (ASIM) in Washington, DC.1 Just because
capitation has been underfunded, it doesn’t mean
it is a poor concept, says Siskind. The incentive of
making more money based on keeping the patient
healthy is a valid one, he says.
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Is capitation’s slump moving back toward better days?
Workplace changes may bring a revival
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Comparison of Fee-for-Service, Partial Capitation,
and Fully Capitated Payment Methodologies

• This analysis was designed to compare advantages and disadvantages of partial and full capitation and fee-for-service struc-
tures for a specific population: dually eligible Medicare and Medicaid patients. The issue of cost shifting among various pro-
grams, however, clearly can exist among contracts that are not specific to Medicare and Medicaid as well. The comparisons
are valid for virtually any medical insurance program.

• Administrative costs associated with submitting claims or cost information for all (or most) enrollees.

Source: New England States Consortium Finance and Payment Work Group. An Introduction to Partial Capitation of Medicare and Medicaid
Payments for Dually Eligible Persons. Portland: University of Southern Maine; 1999.



Siskind and other ACP and ASIM colleagues
across the country cite several methods they’ve
used for averting the hardships of capitation:1

• Forming their own medical services organi-
zation (MSO). Bristol Park formed an MSO with
three other medical groups to give them more
negotiating clout. The MSO represented some
450,000 patients.

• Changing subcapitation back to Medicare’s
Resource-Based Relative Value Scale (RBRVS). In
Denver, cardiologists and oncologists banded
together to convince the city’s United HealthCare
of Colorado to change its subspecialty capitation
methods. Instead of an episode-of-care approach,
they persuaded the insurer to adopt a form of
RBRVS. They also negotiated a way for the
insurer to establish a risk pool for physicians.

• Forcing themselves to create a “rainy-day
account.” In 1994, when the Lakewood, CO-
based New West Physicians Group started into
capitation, each of the physicians set aside 10% of
their bonus dollars. When capitation times were
tough, the savings carried them through. Now
with rates climbing back up, the group has
almost replaced the reserves it had lost. In some
states, lawmakers are now requiring those kinds
of set-asides to ensure solvency.

• Blending capitation. Some experts contend
taking this route will ensure capitation’s longevity.
The aim of partial capitation is to keep the best
aspects of fee for service and capitation to drop
the worst aspects of both.2 (See chart, p. 152.) For
example, New Century Health Quality Alliance,
a multispecialty IPA in Kansas City, MO, uses
blended capitation. In their arrangement, profes-
sional services are at full risk and pharmacy and
hospital services are at partial risk (part capitation,
part fee-for-service). Also, the group’s primary
care physicians receive fee-for-service payments
for excluded procedures such as immunizations,
colonoscopies, and echocardiograms.

Partial capitation is getting serious considera-
tion at the federal level. Last year, a special con-
sortium of 25 experts met to develop a position
paper describing strengths and weaknesses of
partial capitation.

Here is how the group defines partial capita-
tion: “Under such a system, plans or providers
would receive a specified percentage of the full
capitation rate for each enrollee, plus a specified
percentage of the fee-for-service rates for services
that are provided. For example, a health plan
might contract with Medicare or Medicaid to
receive 60% of their regular full capitation rates

and 40% of the Medicare or Medicaid fee sched-
ule for each service provided.”

If designed correctly, partial capitation could
perhaps achieve the best of all possible worlds,
says the consortium leader Stuart Bratesman Jr.,
professor of public health at the University of
Southern Maine in Portland. Partial capitation has
the potential of reducing selection of healthier
patients, reducing risks of lower levels of enroll-
ment and low capitation payment levels, and
encourages better coordination of health care.
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Public perception pans
capitated health care

While employers are biting the bullet to pay
for health care, employees are complaining

about the quality of the health care they’re getting
— even if they aren’t actually in capitated arrange-
ments. The result is leaving insurers with a nega-
tive stereotype overall of insurance, according to
James D. Reschovsky, senior researcher and co-
author of an attitudinal study of health coverage
conducted by the Center for Studying Health
System Change in Washington, DC.1

“These results strongly imply that negative
perceptions about HMOs adversely color how
consumers rate their own health care and health
providers,” Reschovsky says. In the survey of
18,000 households, 13% of people in HMOs
thought they were not in HMOs, and 11% of
those in HMOs thought they were in other kinds
of plans. Taken together, it suggests that 24% of
people who register an opinion about their health
care plan structure are incorrect about the type of
structure they’re in. “Instead of poll results
reflecting people’s experience in using health
care, it seems as if people’s beliefs about plan
type, driven in part by polls and media coverage,
are driving survey results,” he says.

In the “first wave” of capitation frenzy in the
early 1990s, when capitation’s successes were
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heralded, many experts said “easy savings” were
achieved because of financial excesses inherent in
fee-for-service payment structures. Capitation
was effective at reducing those excesses. Once
those savings were realized, however, the hard
work began to make capitation workable for
everyone involved. In some cases, the public felt
it only worked if services were unduly cut back.
Now, insurers and providers are working at find-
ing ways to meet each other half way in terms of
lowering costs as well as encouraging healthier
patient behaviors.

“The study [of public attitude toward HMOs]
does not in itself argue for or against efforts to fur-
ther regulate HMOs,” says Paul Ginsburg, MD,
president of the center. “But it does underscore
the need for clinical data to better understand
how HMOs stack up to other kinds of plans.”

Reference

1. Center for Studying Health System Change. Health Care
Perceptions and Experiences: It’s Not Whether You Are in an HMO,
It’s Whether You Think You Are. Washington, DC; 2000. ■

Insurers budge on some
rigid capitation issues

The ice between capitated physicians and
insurers may be thawing a bit. Just recently,

physicians in two states scored some policy
changes they’ve been pursuing for quite some
time. In Georgia, the Atlanta-based office of
Aetna announced these changes, effective Jan. 1,
2001:

• Primary care physicians in small practices (in
groups of 200 physicians or fewer) will receive fee-
for-service payments from Aetna/U.S.Healthcare
HMO.

• Physicians will receive 90 days advance
notice of significant payment or administrative
changes to provider contracts, which will have a
material adverse financial impact.

• Regular meetings will be held with the Medi-
cal Association of Georgia to discuss ongoing
issues.

• Computer discounts and free Internet access
will be given to all physicians, dentists, nurses,
and medical students across the country via an
agreement with Hewlett-Packard Company and
NetZero Inc.

HMO enrollees will see some new flexibility,
given these changes:

• Simplification of the precertification process,
including the areas of outpatient surgery, most
durable medical equipment, and many types of
injectable drugs.

• The option to use specialists as a principal
physician for members with serious illnesses.

Georgia physicians called upon Insurance
Commissioner John Oxendine to achieve the
changes. “These policy changes are just the
beginning of our overall efforts to strengthen
relationships with Georgia physicians and,
indeed, with all our constituents,” says Aetna’s
Georgia-based general manager Mary Louise
Osborne. “My sincere hope is that these initia-
tives will form a more respectful and collabora-
tive relationship with the medical community.”

Oxendine describes the changes as a move in
the right direction. “We have been working for
sometime to improve the relationship between
doctors and HMOs for the ultimate benefit of
consumers. I’m glad our work is paying off.
Aetna’s announcement represents a significant
first step.”

Two weeks earlier, Aetna made a peace offer-
ing to California physicians who have vocifer-
ously protested high drugs costs amid what they
decry as rigid, underpaid capitated agreements.
Aetna announced that it will immediately pay
doctors the cost of any new vaccines recom-
mended by the American Academy of Pediatrics
(AAP) in Chicago and the Centers for Disease
Control and Prevention in Atlanta. This includes
payment for the newly released vaccine, Prevnar,
which protects infants and children from pneu-
mococcal infections that can cause ear infections
and meningitis.

Once the appropriate capitation increases are
determined and Aetna and the physician medical
groups sign the new contracts, the medical groups
will regain financial responsibility.

“Through our conversations with the CMA
[California Medical Association] and the AAP, we
were made aware of the financial challenges
physicians are facing to provide the new vaccines
to their patients prior to the change in their con-
tracts,” says Howard Arkans, MD, regional med-
ical director for Aetna in San Ramon, CA. “This
policy will ensure that our [policyholders] in
California receive the appropriate immunizations
for their children and that physicians are com-
pensated accordingly for the cost of providing the
vaccine to our members.” ■
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what is necessary for getting authorization and
getting paid.

Consider using an outside source to evaluate
your contracts. “A lot of times a physician is the
last person who can determine whether a con-
tract is good for him. Someone from the outside
can better see the potential downside risks,”
Williams says.

It pays off to negotiate; virtually all contracts
have some softness in some areas, he adds. “Too
many doctors are afraid if they question anything
or make changes or request more information,
they’ll lose out. That’s not true. If you never ask,
you’re not going to get a better deal. It’s like buy-
ing merchandise in a Mexican bazaar. They give
you a price, and many times you can negotiate a
better price.”

If the insurer wants you more than you want
it, you have a good opportunity to renegotiate
the contract until it’s in your favor, Williams
adds. For instance, some large specialty groups
that have a good reputation have a lot of leverage
because they have a loyal patient base the insur-
ers want to cover.

Watch out for high-pressure techniques

“The amount of leverage a physician group can
have with a payer depends on the market, the
group’s reputation, and how aggressive it has been
in recruiting and retaining patients,” he says.

Never let an insurer push you to sign a con-
tract, Welter advises. It’s not unusual for a physi-
cian to get a contract accompanied by a letter that
says it has to be signed in a short time.

“The networks seem to be in such a big hurry
that it’s almost humorous. Most of the deadlines
are a lot of baloney. The time frames are manufac-
tured by the payers. It’s to their benefit to get it
done quickly,” Welter says. A contract with a
short deadline could contain clauses the insurer
doesn’t want you to examine.

“A good contract takes time. Physicians should
take the time to make sure it’s OK. If they’re in a
hurry and don’t do due diligence, they could suf-
fer in the long run,” he says.

No practice should have more than 20% of its
business tied to any one managed care company,
according to Welter. That way, if you lose the con-
tract, you aren’t in a tremendous bind, he adds.

If you have no experience in managed care,
negotiate for some risk-sharing on the part of

the payer until you get a chance to learn the sys-
tem and get your feet on the ground,” Williams
says.

Here are some other tips for evaluating a man-
aged care contract:

• Ask how many new patients you can expect
to get and if they will give you a guarantee of
new business.

• Look at whether signing on with the plan
will help you take a lot of business from the
competition.

• Look at the risks of not being in the plan. For
instance, if every employer in town is contracting
with a big managed care payer and you turn
them down because you don’t like the rates, you
may risk losing some of your business.

• If you are tied to a local hospital, look at
what problems you might face by not participat-
ing in plans that contract with the hospital.

• Make sure there is a clause that gives you 30
days notice if the company makes material changes
in the contract. “A lot of insurers are able to change
the contracts unilaterally and the physician has
nothing to do with it,” Welter says.

• Make sure you know who your patients will
be, how often you can expect to see them, what
you will be reimbursed for each procedure, and
what your costs are. ■

Make sure that contract
pays off for your practice

When you evaluate a managed care contract,
the first thing you should evaluate is

whether it will pay off for your practice. That
means you need to know the cost for each proce-
dure you perform and the amount you will be
paid by the managed care organization.

Typically, managed care contract reimbursement
is based on some standardized format, although
some plans have their own fee schedules.

Before you accept a contract, be absolutely
clear what the managed care plan’s fee schedule
is. That helps tell you if you can afford to take
the contract and whether you are being paid the
right amount, says Todd Welter, president of
R.T. Welter and Associates and consultant to the
Medical Group Management Association in
Englewood, CO. “You need to know what you
should be paid so you can appeal it if you don’t
get the right amount,” he says.
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If you are in a fee-based model, make sure you
know the fee schedule so you can ascertain if a cer-
tain procedure actually costs you more than your
reimbursement. If you are in a capitated contract,
know what is carved out of the capitation fee.

Have a good idea what your costs are for each
procedure. For many contracts, you can just do a
quick comparison of your costs vs. the fee sched-
ule, suggests Jay Williams, principal of Arista
Associates, a health care consulting firm based in
Northbrook, IL. However, if you are considering

a big contract that makes up a substantial portion
of your business, you need to do a cost account-
ing analysis to make sure your practice stays in
the black, he adds.

Negotiate a reasonable contract term with
guaranteed rates for entire length of the contract.

“Too often, we find cases when an HMO con-
tracts with a medical group, it gives them good
initial rates and two years down the road comes
in with substantial reductions,” Williams says.

Be wary of contracts that base reimbursement
on the Resource-Based Relative Value Scale
(RBRVS), Welter advises.

The RBRVS, instituted by the Health Care
Financing Administration in 1992, assesses a
value to each CPT code based on resources used
for that service. The problem is that the RBRVS
is very political, and Congress often takes reim-
bursement from the rich specialties and allo-
cates them to the poorly reimbursed specialties,
Welter says.

For instance, in the RBRVS for 2002, the reim-
bursement for cardiac surgery is going down
19.8%, but family practice reimbursement is
going up 8.2%, he explains.

Some companies tend to cherry-pick when it
comes to using the RBRVS rates. For instance,
they may use the 2002 rate for cardiac surgery but
designate the 2000 rate for family practice physi-
cians, Welter says. “It changes every year, and
you might have an insurance company that does-
n’t tell you what year of RBRVS it is using.”

If the contract is a capitated agreement, under-
stand the actuarial assumptions that went into it,
Williams says.

For instance, if companies base reimburse-
ment on a general population and you wind up
with older, sicker patients, you are likely to lose
money. Or if their analysis is for commercial
clients and you wind up with a disproportion-
ate share of females of childbearing age, you
may have problems.

“There has to be a risk that is proportional to
the market,” Williams says.

Beware of contracts that base reimbursement
on utilization data in large areas or in anything
other than the community where your patient
population lives. “You need to know where they
got their numbers,” he says.

For instance, one facility in Houston was
offered a managed care contract with utilization
data based on a California patient population.
“Their particular patient utilization would never
happen in Texas,” Williams says. ■
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‘Smell test’ can help
you evaluate contracts
Here are some red flags to watch out for

Physician practices should apply the “smell
test” to any potential contract, Todd Welter

suggests. “If it looks like a rat and smells like a
rat, it usually is a rat,” says Welter, president of
R.T. Welter and Associates and consultant to
the Medical Group Management Association in
Englewood, CO.

Here are some red flags to watch for when you
evaluate your contracts:
• A contract with no rate page and no easily

convertible methodology for payment. This
makes it difficult for you to know if the con-
tract is in your best financial interest.

• A plan with some kind of incentive or bonus
for limiting care.

• A contract that contains a lot of rules about
utilization.

• Clauses that instruct you to refer to the man-
ual for details.

If the rules are not actually in the contract, the
insurer can change them whenever they want and
you could lose.

Before you sign the contract, ask yourself these
questions:

1. Do you need it?
2. Is it going to be profitable?
3. Can you live with the terms?
4. Does it provide you with competitive

advantages?
5 Can you deliver care for that price?
6. Can you meet the obligations of the

contract?
7. Can you administer the contract?
8. Can you handle the patient volumes that

will be coming your way?



Don’t sign a bad contract
just to boost patient load

One of the most powerful forces in the universe
is a surgeon twiddling his thumbs, Todd

Welter quips.
“Because of the way physicians are trained, they

want to be seeing people. They’d rather be doing
something than nothing and that can work against
them,” says Welter, president of R.T. Welter and
Associates and consultant to the Medical Group
Management Association, based in Englewood,
CO.

That’s why Welter warns his clients to look
further at a contract, rather than blindly signing
up with a plan that promises to bring in more
patients. “Some doctors feel that if they don’t
have enough patients, they have to sign anything.

They end up filling their practice with potentially
bad-paying insurance,” he adds.

Look at what the contract would mean to
your practices and the consequences of saying
“no,” suggests Jay Williams, principal of Arista
Associates, a health care consulting firm based
in Northbrook, IL. For instance, if you are tak-
ing volume to fill up your office and will lose
money every time a patient comes through the
door, consider turning it down.

On the other hand, if the contract will pay a
portion of your overhead and you can survive
on the other business that comes in, it may be in
your favor.

Look at what benefits the managed care plan
brings to your practice. For instance, find out if
the company is going to market you. Will you be
getting new patients from the plan, or are they
going to use your patient base to convert your
current business to lower payments? ■
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Health plan, physicians to
speed health care delivery
Patient eligibility can be verified on the Internet

Thanks to a cooperative effort by health care
providers and four large health plans, physi-

cians in Washington state can verify a patient’s
eligibility for coverage over the Internet in a mat-
ter of seconds.

The new program, created by members of the
Washington Health Care Forum, a group of leaders
from health care provider organizations and health
plans, allows physicians and hospitals across the
state to devote more of their resources to patient
care and less to administrative processing.

With the new system, any questions about
whether a patient is eligible for service can be
answered over a secure Web connection in just
four seconds. Previously, a physician office staff
member had to use complicated telephone
voice-mail systems that could take 10 minutes
or longer, according to Tom Curry, executive
director and chief executive officer of the
Washington State Medical Association and a
member of the forum.

The state’s four largest health plans, covering
nearly half of the state’s population, have put
patient eligibility on the system.

“We see it as a first step. Eligibility verification
on-line is a good thing, but there are other parts

that can be added,” Curry says. The next step is
to create secure Web connections for authorizing
referrals of patients to specialists, he adds.

“The potential savings in time, money, and has-
sles are enormous. The patient benefits by getting
better health service and lower cost, and this is
just the first step,” says Leo Greenwalt, president
of the Washington State Hospital Association.

CEOs who are in the forum have assigned staff
members to work on simplifying other adminis-
trative processes that currently add time and take
money away from patient care, he says.

For example, the largest managed care product
of one health plan requires approval for all refer-
rals, but they approve every referral.

“In an environment where revenues are drop-
ping and administrative expenses are skyrocket-
ing, where margins are disappearing and medical
practices are having a harder time remaining
viable, this is a move in the direction of reducing
administrative overhead. We have made the intel-
lectual commitment that we’ve got to come up
with a solution to the increasing administrative
burdens being placed on providers,” Curry says.

Physician office participation in the Internet
verification program is strictly voluntary. “But it’s
hard to find anyone who isn’t already online or
who wouldn’t like to reduce administrative slip-
page right now,” Curry says.

The Washington Health Care Forum was formed
about 18 months ago to discuss the increasing
number of problems in the health care financing
and delivery systems. Washington state has a



heavy concentration of managed care.
“The mantra at the state medical association is

that the best way for physicians and groups to
survive in this marketplace is to join together and
participate as business partners whenever possi-
ble,” Curry says.

The health plans began to pay more attention
when a group outside the medical association
announced a ballot initiative for a single-payer
health care system and 40% of respondents to a
physician opinion poll said they favored a single
payer concept, Curry says.

The initiative did not qualify for the November
ballot, and the medical association chose not to
endorse it.

Forcing a sit-down

“The initiative had the useful benefit of forcing
both health plans and the medical community to
sit down and start talking about what we could
do to clean up some of the duplication and waste
in the administrative side of things,” Curry says.

“We believe that the bulk of that 40% com-
prises physicians who were so abjectly frustrated
by the complexity of their relationship with pay-
ers and the confusion that is rampant in the sys-
tem that they had the view that nothing could be
worse,” Curry says.

The CEOs in the forum signed a letter asking
their personnel to make something happen. Their
first project was formation of a working group
that led to putting the patient eligibility on the
Internet.

The forum has opened lines of communica-
tions between the providers and the payer com-
munity. Its overall goal is to make the health care
system simpler and more efficient to navigate for
consumers, physicians, and hospitals.

“We have a long history here of collaboration,
punctuated by moments of animosity. We went
through several months of getting together and
talking, sharing frustrations and concerns, and
looking for common ground. They want to stay
in business, and we want to stay in business,”
Curry says. ■

Your Web site can bring
trouble with fraud laws
Be cautious, lawyers advise

If you use the Internet to communicate with
patients or market your practice, beware. Any

computer links you provide to other sites —
especially facilities you refer patients to — can
get you in regulatory hot water with the fraud
police. The same concern also applies when other
providers and health care sites list you as a link
on their Web pages.

Since the use of the Internet by providers is
still relatively new, there is little case law and for-
mal regulatory policy on the matter. However,
the Office of the Inspector General is looking into
the situation and hopes to issue an advisory on
the topic sometime within the next year.

“This is a totally new area where no one has
a definite take on the topic yet,” notes Eric S.
Tower, a lawyer with Mintz Levin Cohn Ferris
Glovsky and Pope in Washington, DC.

Until that happens, experts are advising physi-
cians to err on the side of caution when inserting
links to hospitals and other providers that refer
patients on their Web sites.

Avoiding anti-kickback laws

Under current case law, merely providing links
to organizations outside the health care industry
generally does not create liability risks. However,
in the health care industry, creating financial rela-
tionships among health care providers through
arrangements such as computer links may trigger
federal anti-kickback law and Stark investiga-
tions, advise legal eagles.

For instance, when a hospital-owned site pro-
vides a link to a physician at no cost to the doctor,
some might argue this is compensation going to
the physician in the form of free advertising,
which violates anti-kickback rules.

One way for doctors to avoid running afoul of
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the law is to pay fair market value for any service
they receive, including Web links.

“Any physician offered free Web sites needs
to consider the proposal in light of the fraud and
abuse laws,” advises Bruce Fried, chair of the
health law group at Shaw Pittman law firm, also
in Washington, DC.

“Is there a quid pro quo? Is there some sort of
referral expectation? These plus all the other
thoughts that physicians go through when look-
ing at their business relationships need to apply
to Internet relationships,” says Fried.

Provide unbiased information

For instance, besides links to other providers,
physicians should also consider the potential
impact of hyperlinks to pharmaceutical compa-
nies or other health care product makers.

The lines have not been clearly drawn yet,
but “distinctions are going to have to be made
between sponsorship fees, advertising fees, and
various forms of click-through arrangements,”
notes Mark Lutes, an attorney in the Washington,
DC, office of Epstein Becker & Green.

Tip: If you have a Web site, make sure to include
links to hospitals and other provider organizations
you are not affiliated with to eliminate any poten-
tial allegations that the practice is failing to pro-
vide a full range of unbiased information. ■

Health care leaders
prepare for HIPAA

Acoalition of employers, health plans, hospi-
tals, and physicians in California has devel-

oped a framework to help employers and health
care organizations meet one of the mandates of the
Health Insurance Portability and Accountability
Act of 1996 (HIPAA).

The California Information Exchange
(CALINX) has developed a data content agree-
ment and rules by which employers and health
care organizations share data, but only the data

needed for health care operations.
“Physicians should have up-to-date insurance

information on their patients but employers
should not have clinical information on their
employees,” says Jack Lewin, MD, head of the
California Medical Association and a member
of the CALINX Oversight Group.

The efforts are a collaboration of the Pacific
Business Group on Health, the California
Association of Health Plans, the National IPA
Coalition, the American Medical Group Associ-
ation, the California Healthcare Association, and
the California Medical Association.

“CALINX has brought together often con-
tentious sectors of the industry to voluntarily
agree on who should get what information, for
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what purpose, and in what time frame,” he adds.
CALINX originated three years ago as an effort

to ensure patient confidentiality and promotions
of good business practices. The agreements cover
the usage, accuracy, and timeliness of exchanging
health care information in compliance with the
HIPAA transaction sets.

“All health care organizations face tremen-
dous challenges in implementing privacy regula-
tions. Thanks to CALINX, we have a head start.
Employers, plans, hospitals, and physicians are
already collaborating on implementation,” adds
Walter Zelman, chief executive officer of the
California Association of Health Plans. ▼

CD-ROM offers tips on
electronic security issues

Superior Consultant Holdings Corp. is offering a
free CD-ROM containing an executive overview

on the electronic security issues raised by the
Health Insurance Portability and Accountability
Act (HIPAA).

The seminar-format presentation is available to
all health care organizations at no charge.

“The time clock for compliance with HIPAA
standards has started. All organizations, from a
single-doctor practice to the largest health care
network, will be implementing HIPAA stan-
dards,” says Ed Blonski, one of Superior
Consultant’s HIPAA specialists.

The CD-ROM is one of a series designed to
educate the health care industry on a variety of
topics related to HIPAA.

The presentation features an in-depth look at
the requirements of HIPAA security standards
under the proposed rule and offers guidelines
and suggestions for strategic security planning
and risk assessment.

Superior Consultant previously released its
first CD-ROM “Planning for HIPAA: Compliance
Strategies and Opportunities,” an overview on
the impact that HIPAA will have on the health
care industry. It includes a presentation and a
self-assessment test by which providers may
assess their state of readiness.

Request for the CDs can be made through
Superior’s Web site at www.superiorconsultant.
com/HIPAA. Fax: (734) 761-9366. Voice mail:
(248) 226-4474. ■
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New York City. Telephone: (212) 554-7800. E-mail:
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• Medical Group Management Association,
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