
Want your money faster? There are
ways to improve your cash flow
Improving accounts receivable lets you pick low-hanging fruit

In the good old days, a physician treated a patient, submitted a claim
to the insurance company, and a few weeks later got a check for the
full amount of charges.

“Now it’s more like a war, and every day you have to be prepared for
different battlefields for each insurance company. But at the end of the
day, [AR] is the revenue stream for your business and that’s why it’s
critical to get paid,” says Elizabeth Woodcock, MBA, FACMPE, an
Atlanta-based consultant with the Medical Group Management
Association (MGMA) in Englewood, CO.

Savvy physician practices devote a lot of time to analyzing and man-
aging their [AR], adds Tammy Tipton, principal of Appeals Solutions, a
Lewisville, TX, consulting firm that specializes in insurance reimburse-
ment. “There are many different philosophies in practice management,
but the bottom line is: You want to get paid for the work you do. Once
you get into analyzing [AR], it can be very rewarding because small
changes can have really big results,” she says.

In the past five years, physician practices have put a higher priority on
AR management, but many fail to look at the entire process, Woodcock
adds. (For more information on tracking what you should be paid, see
related article, p. 163.)

It’s not that difficult for a physician practice to improve its AR collec-
tion rate, asserts Dan Steck, director of the MGMA Consulting Group.
“It’s low hanging fruit for a lot of groups,” he adds.

Woodcock outlines a five-stage process for managing AR that begins
with negotiating the contract with the payers. “The billing office that
manages the priorities is the most successful. Those who manage the
five-stage process equally do best,” she says.

The stages are:
1. Keep track of what you are supposed to be paid so you’ll know

when an insurer fails to pay the correct amount.
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2. Discuss copayments and past-due accounts
with patients when they call for an appointment
and at check-in.

3. Make sure you submit a clean claim to the
payer.

4. Follow up on all of your claims.
5. Look at trends, see what is happening, and

make changes to improve the process.
Too often, a physician’s office makes following

up on all collections over a certain number of
days its highest priority. (For tips on collecting
copays upfront, see related story, p. 165.)

“That may be as much work as the rest of the
stages, but it doesn’t produce the most money,”
Woodcock says.

Following up is critical to the billing process,
but practices that are the most successful in man-
aging their AR focus on the entire revenue cycle,
she adds.

“Physician practices need to understand that
AR should be a constant management concern,
not something that can be looked at once a year
or quarterly,” Steck says. (For details on how one
successful group tracks its AR, see related story,
below right.)

There are a lot of factors that affect your AR, and
those factors can change over time, Steck points
out. For instance, payers may change the amount
of time it takes to reimburse you, your reimburse-
ment methods may change, or new patients will
come into the practice. All of these influence your
accounts.

To find out if your AR process needs overhaul-
ing, start with a financial analysis. Look at your
performance and compare to other groups. If
your performance isn’t up to par with other
groups in your specialty, this is your first indica-
tor that you’re not doing so well. Specifically, if
your adjusted-collection percentage is low, follow
it and see how much it is and what you are writ-
ing off. If you have a lot of old accounts, work
them for collection or write them off.

Break down your AR into categories

Look at your days outstanding and break that
into various categories, such as zero to 30 days.
MGMA has data available on AR collections that
can be used as benchmarks to help you identify
problems. If your practice compares poorly to
other groups in the same specialty, this may be a
sign that you have a problem in your procedures.

In addition to comparing your practice as a
whole, look at AR by physician as well, Steck

advises. Also, create a flowchart for your current
process to determine what steps are involved and
how long it takes to process claims. See if there
are ways to improve your efficiency. For instance,
if you identify a backlog in getting claims out the
door, determine if you need more staff.

Here are some categories to examine:
• Gross-collection percentage.
This may not be a good indication of problems

in your management procedures. For instance, if
you have a really low gross-collection percentage,
your fee schedule may be too high.

• Adjusted-collection percentage.
Determine the percentage by taking your gross

charges for all CPT codes and deduct contractual
discounts to come up with your adjusted charges.
Look at all the money you collect to determine
your adjusted-collection percentage.

According to Steck, the latest MGMA survey
data show that the median collection percentage
for family practice groups is 98.02. If your per-
centage isn’t high, you’re probably writing off
things that are not contractual in nature, such
as bad debt and courtesy discounts.

• Internal days in AR.
If a long time elapses from the point of service

to the time the claim is submitted, you may be
losing money. ■

Collection rate tops 98%
for multispecialty group
Group tracks trends to spot problems

When Valley Medical Center, PLLC, in Lewis-
ton, ID, purchased a new information system

four years ago, the request for proposals included
four pages of requirements that the staff needed
to use the system to gather detailed information
about accounts receivable (AR).

Creating monthly and sometimes weekly
reports detailing all aspects of the practice’s
financial health is just one of a series of initia-
tives that helps the multispecialty practice keep
an eye on its bottom line.

The group of 28 physicians and three midlevel
practitioners collects 98.5% of its charges, after
contractual adjustments, and collects its AR in an
average of 60 days.

The group’s statistics put it among the best
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performing groups in AR management in a
survey by the Medical Group Management
Association (MGMA) in Englewood, CO.
Because of the outstanding performance of the
group, Valley Medical Center is spotlighted in
Successful Accounts Receivable and Collections, one
of a series of videos designed to show medical
groups how to raise the bar for successful oper-
ations. The series, Medical Group Focus, is a four-
part series of 25-minute educational videos.

An effective information management system
is crucial for successful management of AR, says
John Houser, FACMPE, chief executive officer of
the multispecialty practice.

“Most software will give you some type of
aging reports on your [AR] and the outstanding
balance for each patient. We wanted a system that
would narrow down any rejection of claims or
outstanding balances so we could follow up on
them rapidly,” he says.

Instead of just producing a sheet of paper list-
ing all the AR, Valley Medical Center’s software
can break out the accounts with problems. “We

don’t want to be having to work with an [AR]
that is current. We want to look at things by
exception as opposed to everything that’s on the
books,” Houser says.

The staff at Valley Medical Center produces
“key indicator” reports monthly. “We look at five
to 10 items every month to compare ourselves to
our peers and to ourselves. If we are trending
toward unacceptable status, we take steps to cor-
rect it,” he says.

Tracking indicators

Among the indicators the practice tracks are
days outstanding in AR, gross fee for service col-
lections, adjusted fee for service collection, net
medical revenue per physician, and operating
cost as a percentage of net medical revenue.

The practice conducts an in-depth analysis of
AR each month, including a look at each payer.
The analysis compares how much each payer has
in unpaid claims as compared to a month ago
and a year ago.
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Managing receivables
starts with the contract
Know what you are supposed to be paid

Successful management of accounts receivable
(AR) starts when you negotiate a contract with a

payer, says Elizabeth Woodcock, MBA, FACMPE,
an Atlanta-based consultant with the Medical Group
Management Association (MGMA) in Englewood, CO.

“The AR process doesn’t start with the insurance
follow-up clerk. It starts with whoever signs the insur-
ance contract. It’s important to start looking at [AR]
from the beginning,” she says.

If you don’t know how much you’re supposed to
get paid, you won’t know when you aren’t paid the
proper amount, she points out.

For instance, Woodcock says she worked with
one practice, which had a carrier that automatically
downcoded a particular procedure. The practice
didn’t catch it for a while because it wasn’t on top
of what should have been paid. “It happens all the
time. People don’t know what they are getting paid
or how much they are supposed to get paid,” she
says.

If a physician agrees to a health plan contract,
he or she needs to understand the terms of the fee
schedule, the reimbursement rate, and whether the
fees are high enough to cover the costs of each

procedure, advises Dan Steck, director of the
MGMA Consulting Group.

A group should frequently review its explanation
of benefits to see what the health plan has paid and
compare it to the fee schedule. “Health plans have
so many different contracts and pay schedules that
they may be paying a practice less for some things
and more for others,” he says.

If a discrepancy occurs, it’s probably due to a
complicated system, rather than an outright attempt
to underpay you, Woodcock says.

Remember that at insurance companies, one
group negotiates contracts while an entirely different
group adjudicates claims, and their communication
may not be good.

If the claims adjudicators don’t know the terms of
the contract you negotiated, they’ll pay you what
they pay everybody else, a procedure that could
shortchange your practice, she adds. That’s why
you need to keep a close tab on any mistakes they
may make, Woodcock says.

Many practices complain that insurance compa-
nies won’t give them the information on how much
they are supposed to be paid. If this is the case,
make a list of your top 20 codes and request infor-
mation about those from the insurance company.

Insurance companies that won’t send reimburse-
ment information on all 7,500 CPT codes will give
you information on a limited number, Woodcock
says. “Most practices can capture 50% of their rev-
enue stream in 20 codes.” ■



“[Our staff] are looking for trends to see if
there is something going on. For instance, if our
review shows that one insurer paid us less than
usual even though we billed the same, that’s an
indicator that we need to look further,” Houser
says.

The practice examines each payer’s efficiency,
how fast it is paying the claims and proficiency,
and if the company is paying the claims the way
the contract says it should.

“If a trend continues, we have a real watch
going on. If a payer is bundling codes or doing
something that decreases our reimbursement, it
leads us to consider whether to consider that
payer as an ex-contractee or to negotiate a better
arrangement,” he says.

Keeping close tabs on insurers helps Houser
spot problems that occur over time and correct
them. “If you’re not making money on a contract,
you either need to replace it or renegotiate it.”

The office has two full-time-equivalent employ-
ees who collect on the private pay system and 13
people handling billing.

Every week, Houser gets a report telling him
how many clean claims were accepted electroni-
cally and how many dollars were billed. Those
figures are compared to the amount of money
coming in from each payer.

The practice focuses on submitting clean
claims. That includes making sure each proce-
dure is properly coded, making sure the practice
has current insurance information on the patient,
and ensuring that procedures are covered and
produced in the format each insurer requires.

The practice submits most of its claims elec-
tronically. Each insurer’s computer software
automatically audits the claims and rejects those
that are not clean, Houser says. When a claim is
rejected, the staff analyze it immediately, find out
what the problem is, and resubmit it. The practice
bills its payers every week. Rejected claims are
usually resubmitted the next week.

Gaining acceptance

Good AR management begins with the accep-
tance of the owner of the practice or the stake-
holder physicians, Houser says. Management can
provide good information, but if the physicians
don’t think tracking AR is important, those
efforts won’t work.

“The physicians must recognize the impor-
tance of collections and written policies that can
be adhered to,” he adds.

Here are some tips from Houser on how you
can improve your accounts receivables:

❒ Educate and train your staff on their role in
AR.

Give them positive feedback when they do a
good job as well as notifying them when some-
thing is not working.

❒ Analyze your collections system and decide
what is working well and what is not working.

❒ Get involved in professional organizations
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Five things that can affect
your accounts receivable
1. Methods of submitting claims. Electronic

claims submission speeds up the process and
allows you to collect money more quickly.

2. Coding. Are your physicians properly trained
in coding or are they undercoding because
they don’t understand the criteria or they fear
being audited? A coding review takes a look
at individual physicians, their charts and doc-
umentation, and identifies ways they might
have coded differently.

3. Payer relations. How do you view your rela-
tionship with health plans. If you view the
health plan as a partner rather than an adver-
sary, it’s much easier to communicate,
advises Dan Steck, director of the Medical
Group Management Association (MGMA)
Consulting Group. “If you’re always accusing
them of underpaying, your payer representa-
tive is going to be less receptive.” Steck sug-
gests that your medical director meet with
your payers and understand each plan’s uti-
lization review and quality review process so
your physicians can be educated.

4. Failure to collect copays upfront. If you
don’t catch patient collections at the point of
service, it may not be worth it to follow up,
says Elizabeth Woodcock, MBA, FACMPE,
an Atlanta-based consultant with the MGMA.
“If the front office doesn’t catch the $10 copay-
ment, it may cost you more to collect it,” she
says.

5. Discounted fees. Some groups have decided
to offer discounted fees to self-pay patients.
Instead, Steck advises to set up payment
plans, which gives you an opportunity to collect
charges, rather than discounting your fees.



that offer you education on how to increase
your collections.

Develop a network of your peers. Houser
exchanges information on a weekly basis with 25
other administrators in a similar capacity. “It
gives you a sounding board, and remember, pla-
giarism is an accepted form of management in
our business,” he says.

[The MGMA launched the first two components of
its four-part video education series, produced by the
Stratos Institute for Healthcare Performance, this fall.
In addition to Successful Accounts Receivable and
Collections, a second 25-minute video, Improving
Profitability, is now available. Effective Production,
Capacity, and Staffing, will be available in January
2001. Negotiating and Managing Managed Care
Contracts is scheduled for release in April 2001. For
more information, call (040) 388-2100 or e-mail:
info@StratosInstitute.com. Contact the West Coast
office at 29805 Weatherwood, Suite 200, Laguna
Niguel, CA 92677-1945, or the East Coast office at
7990 Old Georgetown Road, Bethesda, MD 20814-
2430.] ■

Take proactive measures
to collect from patients
Front-office staff have a major role

While your billing staff are trying to get in
touch with patients who have overdue

accounts, one of them may be sitting in your
office, waiting for an appointment. Don’t let
an opportunity to collect go to waste.

Practices that take proactive measures to collect
payments from patients are able to improve their
bottom line, the experts say. Accounts receivable
management involves far more than just focusing
on collections, points out Dan Steck, director of
the Medical Group Management Association
(MGMA) Consulting Group in Englewood, CO.

“Accounts receivable management should start
the second the patient calls for an appointment or
walks in the front door,” Steck says. Begin by
making sure your practice management informa-
tion system allows your front-office staff to know
if patients who schedule appointments have an
outstanding balance, Steck advises.

Then educate your staff so they understand

their role in the collection process. For instance,
the front-office staff need to understand that col-
lecting copayments when the patient checks in is
their role and responsibility, and not something
that should be left to the billing department.

Make it a priority for the front office to have
the correct copayment information and informa-
tion on the balance due. That should be as big a
priority as follow-up, says Elizabeth Woodcock,
MBA, FACMPE, Atlanta-based consultant with
the MGMA.

Make sure the services you provide are cov-
ered and you are going to be paid for them. If
patients have past-due balances, the staff should
remind them of it when they call for an appoint-
ment and let them know that you would appreci-
ate payment.

“Many practices have been very successful in
tactics like this,” says Woodcock.

When patients check in at the front desk, many
practices ask them for payment at the time of ser-
vice. “Practices are not saying they won’t give
care. They’re simply setting the expectation that
they will be paid,” Woodcock says.

Inform the patient

Give your patients the opportunity to be
informed and educated. “Most patients appreci-
ate not getting a bill five months from now and
wondering what it’s for. They’d rather take care
of it in a more convenient way,” she says.

Woodcock has worked with surgical practices
that collect all the charges for elective surgery
before it takes place. For instance, a patient who
schedules a total hip replacement will meet with
a financial counselor who calls the insurance
company and determines how much the insur-
ance will pay and how much the patient will pay.
The financial counselor collects all of the patient
balance or a deposit at that time.

“Practices report that there has been some
grumbling. But if you take the position that you
are informing and helping the patient, you come
across in a different manner,” Woodcock says.

If you use payment plans for self-pay patients
or those with limited ability to pay, you should
have written documentation on how the payment
plan is implemented. That helps both the patient
and staff understand any plans, Steck says.

Your written policies should include how you
handle write-offs. For instance, if an account is old
or uncollectable, you should have a policy that
allows your staff to stop wasting time on it. ■
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Denial analysis critical
to your financial health
Make sure your appeals are timely

If you don’t know who is denying reimbursement
for what procedures, your practice may be losing

out on a lot of revenue, says Tammy Tipton, princi-
pal of Appeals Solution, a Lewisville, TX, insurance
reimbursement consulting firm.

“What gets studied gets improved. Once you
know where the problem is, you’ve taken the first
step toward getting it resolved,” she says.

If you know what kinds of claims are being
denied and why, you can appeal in a timely man-
ner and avoid losing money because the appeal
was not filed on time, Tipton adds. “Many
providers think that if the claim is filed on time,
they’re got a lot of time to resolve an issue. In
actuality, their managed care contracts give them
only a certain number of days to file an appeal.
The carrier may uphold a denial without telling
them it was filed late,” she says.

Many physician practices, particularly smaller
ones, don’t bother to analyze their claim denials
but, as insurers tighten their belts and deny more
claims, getting a handle on your denials can be crit-
ical to the financial health of a practice, she says.

When Tipton has examined denial rates for her
clients, she has seen rates that are as high as 5%
to 10% or as low as 1% to 2% — a vast difference
that can have a dramatic effect on a practice’s bot-
tom line.

“A practice should know what percentage of
denials it is getting and what its goal is going to
be in getting that down,” she says.

To successfully manage your accounts receiv-
able collections, you need to know:

• What codes are most frequently denied.
• What carriers issue the most denials.
• What are the most frequently cited reasons

for denials.
Tipton recommends that practices examine

their denials monthly so they quickly can spot a
problem or a change in reimbursement. “This can
change dramatically over time. It has to be a con-
tinual process. The office should always review
the denials and know the effect of the denials on
the practice,” Tipton says.

Denial analysis can be one of the most time-
consuming aspects of accounts receivable man-
agement because there are so many different
reasons for denials, she explains.

She recommends determining your top reasons
for denials and tracking them over time. Many
practices don’t analyze their denials because their
practice management software doesn’t have the
capacity to examine the denials effectively, Tipton
says. The information can be gleaned from most
software by a little extra work, or you can pur-
chase add-on tools that allow you to look at your
denials in more detail, she adds.

There can be a lot of reasons for your denials,
and an analysis is the only way to tackle them,
Tipton says.

For instance, you could be coding wrong; you
may be getting denials because your claims aren’t
filed in a timely manner; you could be perform-
ing treatment or procedures not recognized by
some of your carriers; or a carrier could have
decided to crack down on claims for a particular
code.

Sometimes improving your denial rate is a
matter of changing coding or using better docu-
mentation. Or if a large percentage of denials are
from a particular carrier, you may need to talk
with the carrier and find out what the problem is.
Often it can be resolved through contract negotia-
tions, Tipton says.

When claims are denied, you should have a
process for getting an appeal out very quickly.
“You don’t want a physician to take time out
from seeing patients to write an appeal that is
ignored,” she says.

One way to speed up appeal of denied claims
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Tips for Minimizing
Your Claims Denials

✔ Make sure your practice management soft-
ware will let you analyze your claims denials.
Many companies offer software add-ons that
help you do the job.

✔ Look at denials on a monthly basis and take
steps to correct the problems.

✔ Make sure you file an appeal within a couple
of weeks of receiving the denial.

✔ If your claims denials are dramatically affect-
ing your practice’s financial health, seek help
from an outside agency or consider outsourc-
ing your claims.

Source: Appeals Solution, Lewisville, TX.
(Continued on page 171)



Examine health status by occupation

In many ways, capitation and its focus on risk
resembles the current transition in the business

and financial sectors where risk, too, is the name
of the game. If you think capitation resembles
gambling and that gambling is not unlike the
stock market, you may be getting close to the
secret of capitation.

For business, as for managed care medicine,
risk management is increasingly a required core
competency. Consider this advice from Ernst &
Young analysts Stan Davis and Christopher
Meyer in Cambridge, MA: “Companies should
consider setting up what we’ll call ‘strategic risk
units’ (SRUs) within the corporation.” An SRU in
a physician practice could be the managed care
division.1

In addition to the business units that focus on
production of goods, services, or information,
“SRUs would enable a corporation to isolate and
clearly identify risks. Then it could manage them
directly or trade them in the financial markets,
perhaps by selling to insurance companies, per-
haps by hedging itself.”

To some degree, physician practices already are
doing this. They practice medicine as a core com-
petency, and they’re adding risk management as a
parallel core competency via their capitated, per
member per month payment contracts.

Davis and Meyer, who both are principals at
the Ernst & Young Center for Business Innovation,
point out that there is good risk, bad risk, and
ambiguous risk. The key, they contend, is to (1)
pursue risk, (2) identify which components of your
business bears risk and at what level or degree,
and (3) share excessive risk when you need to.

The advantage of risk is that it brings money
inside the practice right away, which can be used
to make the practice more productive and prof-
itable (sometimes by investing in the market,
too).

That’s the most current advice for how to suc-
ceed in business, and it has significant applica-
tion to medicine.

A good way to isolate and project your finan-
cial risk in a particular capitation contract is to
study health risk by occupation, particularly if
you’re dealing with a capitation contract that is
significantly populated with a clearly identifiable
work force, says Sean Sullivan, president and
CEO of the Institute for Health and Productivity
Management (IHPM). The Irving, TX-based com-
pany published the report in mid-October.2

For example, if your local Fortune 500 com-
pany, or the local steel mill, has signed on with
Insurer A, don’t miss the opportunity to study
disease risk in that employer’s specific occupa-
tional group, advises Sullivan. IHPM released its
analysis of disease-specific data based upon 4
million employees in 61 large companies.

“This study provides purchases, providers,
and health plans with their first comprehensive
information on condition-specific medical costs
segmented by industry,” Sullivan said in a pre-
pared statement. “It will help focus attention
on the most prevalent and costly diseases for
employers and show business leaders from dif-
ferent industries how to concentrate resources on
health conditions most relevant to their employee
population. Targeting interventions this way will
pay off in better overall health and productivity
in the workplace.”

Overall, the study cites coronary artery disease
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as the nation’s leading most expensive disease
among employed persons. Colds and sniffles
aren’t exactly a disease, but they claim epidemic
proportions, the IHPM report states. Another key
seasonal and high-cost illness that can be better
managed in terms of patient outcomes and costs is
influenza, according to a recent Glaxo-Wellcome
study. (See related story, below right.)

According to IHPM, the top most expensive
conditions for the group they studied are:

• coronary artery disease (bypass surgery) —
$467 million;

• gastrointestinal disorders — $173 million;
• high blood pressure — $155 million;
• vaginal delivery — $146 million;
• osteoarthritis — $145 million.
While much less expensive per individual

treatment, the costs of less drastic conditions are
nonetheless sizeable when grouped together.

The most common conditions and causes of
absence are:

• ear, nose, and throat ailments (15%);
• sinusitis;
• skin and subcutaneous diseases and disorders;
• high blood pressure;
• nonstreptococcal pharyngitis.

Occupation and risk for disease

The study also reflects how disease risk varies
according to type of occupation. For example,
breast cancer is the third most costly condition
affecting retail workers, even though it is not
within the top 10 most cost-incurring conditions
of manufacturing and durable goods workers.
Back disorder is third most cost-incurring for
government workers, and it ranks ninth among
the service industry.

In addition to providing aggregate costs, the
study breaks out yearly medical claims costs
by patient. For example, gallbladder treatment
ranks ninth in total payments across all indus-
tries, but it is the most expensive kind of care
on a per-patient basis. For gall bladder, the
average cost per patient is $4,721, while the cost
of patients with heart disease averages $4,639
per year.

The array of data produced for IHPM in their
top 10 study is “suggestive but not definitive in its
implications for total health-related costs and the
impact of health on productivity,” Sullivan says.
Recognizing the gap between average costs and a
particular company’s disease costs may be one
way physician groups and employers could work

together successfully to reduce medical costs.
Employers and providers can gain valuable

insight into their own situations by comparing
their own cost data with the study findings by
industry, Sullivan says. Wide variances — assum-
ing similar employee demographic characteristics
— may indicate cost-improvement opportunities.
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Flu season offers chance
to save lives, cut costs
Broaden vaccination rate, improve prescribing

It’s time to start bracing for flu season. According
to a recent drug company-sponsored study,

average costs for treating flu is a jolting $1,000
per person.

As flu has taken a tighter grip on virtually all
ages, hospitalizations are increasing, which means
associated costs and risks are increasing as well.

The best way to combat the devastating effects
of flu, according to the Research Triangle Park,
NC-based Glaxo-Wellcome study, is to take these
two measures:

1. Improve vaccination rates.
2. Use antibiotic or antiviral agents, when

appropriate, if flu sets in.
Lead researcher Fred Cox, PhD, and his team

set out to assess costs and treatments of patients
with and without secondary viral or bacterial
infections in a managed care setting. They stud-
ied records of 18,000 patients with a principal
diagnosis of influenza (ICD-9-CM code 487). Of
that study cluster, records were divided into three
groups: influenza only (INF), influenza plus a
secondary bacterial respiratory infection (BRI),
and influenza with a secondary viral respiratory
infection (VRI).

Here are the mean total treatment costs they
found among the three groups:

• INF — $602
• VRI — $847
• BRI — $5,593
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The cost differences were primarily driven by
differences in hospitalization costs. Mean total
inpatient costs among the three types of flu broke
out this way:

• INF — $138
• VRI — $208
• BRI — $3509
Hospital admission rates among the groups are

substantially higher for the BRI group, while rela-
tively close between INF and VRI. (See related
story on hospitalization rates and HMO
patients, at right.) They varied in this way:

• INF — .03 hospitalizations per patient
• VRI — .06 hospitalizations per patient
• BRI — .5 hospitalizations per patient
These data suggest a significant need to better

vaccinate and to better prescribe, Fox and team
contend. “It has been reported that 90% of the
people who die each year of influenza are over
the age of 65,” they write.

“This fact, coupled with the serious nature of
influenza, supports the recommendation that at-
risk patients, such as the elderly, immunocom-
promised patients, or those with chronic diseases,
take prophylactic measures to guard against
influenza infection. However, studies show that
only 20% to 60% of persons in high-risk groups
are vaccinated,” the researchers add.

In the study sample, less than 10% of patients
who had contracted flu had received a vaccina-
tion. Also amid those patients, researchers found
misguided prescribing: too much of some drugs
that won’t help and too little of others drugs that
could help. For example, of the study sample,
36% of VRI patients and 28% of INF patients
received antibiotics (which won’t help); 7% of
VRI patients received antiviral drugs (which
could have helped).

Broader vaccination for prevention and better
drug prescribing when flu incurs could go a long
way toward cutting back high costs, Cox and
team recommend. In their study, the 18,000 flu
patients amounted to $12.8 million in medical
costs with 35% coming from inpatient costs.

Early introduction of the correct drugs can
avert hospitalizations, which alleviates higher
costs and higher illness levels.

“Given the high cost of hospitalization for
this illness,” Cox writes, “The introduction
of effective treatment in the outpatient setting,
such as the newer antiviral agents or more
aggressive vaccination programs, could have
a significant impact on the cost of treating
influenza.” ■

HMO savings attributed
to shorter hospital stays
Admission rates are about the same

The cost-cutting pressures of capitation may
influence the length of hospital stay, but not

the number of hospital admissions.
That’s the finding of a new Health Care

Financing Administration-funded (HCFA)
study that looks at whether “discretionary”
hospitalizations are fewer for patients covered
by Medicare capitation contracts as opposed to
those in Medicare fee-for-service contracts.1

Hospital admissions, or the perception of cut-
backs in hospital admissions, is a hot political
topic. Often public complaints surface that capita-
tion’s financial constraints are pressuring doctors
to cut back hospital care at the peril of patients.

Admitting practices similar

In HCFA’s hospital admissions analysis, how-
ever, researchers are staking a claim that the
numbers don’t bear out the complaint that capi-
tated beneficiaries are shunned away from a hos-
pital’s doors. But, the data do suggest that while
capitated patients may be admitted at the same
rate, they don’t stay in a hospital as long as fee-
for-service (FFS) patients.

“These data provide little empirical support
for the main hypothesis: High discretion hospital
admissions account for a significantly greater
portion of total hospital admissions for Medi-
care FFS beneficiaries than for Medicare HMO
enrollees,” conclude Frank W. Porell, PhD, and
Leonard Gruenberg, PhD, lead researchers of
the study. Porell is a professor of gerontology at
the University of Massachusetts in Boston, and
Gruenberg is president of DataChron Health
Systems Inc. of Cambridge, MA.

“Discretionary” admissions refers to the con-
cept that some hospitalizations are provided at
the discretion of a physician rather than a “must
do” admission. The study classifies types of
admissions as “low discretion,” “moderate dis-
cretion,” and “high discretion.” In other words,
the higher the discretion level or score, the
greater latitude the physician had in recom-
mending hospitalization.

The scores are based on principal diagnosis
codes extracted from medical records from
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hospitals in a sample of four high-Medicare
HMO states — California, Florida, Massa-
chusetts, and New York. The data collected
represented about 60% of the Medicare HMO
enrollees in the United States. Data were not
that current, dating back to 1992.

To define “discretion” levels, Porell and
Gruenberg used three different scoring methods,
with each one yielding the same overall conclu-
sion. One system relies on a panel of three physi-
cians who were asked to score from three to 12
individual ICD-9-CM principal diagnoses as low
(score of 3-4), medium (score of 5-8), and high
discretion (score of 9 or more) levels. Specifically,
the scoring system worked this way:

✔ One point was assigned to diagnoses with a
low-discretion rating and with no other identified
problem.

✔ Two points were assigned to diagnoses with
a moderate-discretion rating, and with no other
identified problem.

✔ Three points were assigned to diagnoses
with either a high-discretion rating, a designation
of overstay potential, or an ambiguous coding.

✔ Four points were assigned if more than one
of the problems of high discretion, overstay poten-
tial, or ambiguous coding was noted.

The results found that little variation occurs in
hospital admissions between HMO and non-HMO
patients.

HCFA’s investigators acknowledge some

potential weak-
nesses in the analy-
sis. For one, when
they tested the
physician panels
scoring against
other scoring
methodologies,
scores were not per-
fectly consistent.

“The rather mod-
est level of agree-
ment among the
alternative discre-
tion classifications is
suggestive of some
conceptual difficul-
ties in distinguish-
ing high-discretion
hospitalizations
strictly on the basis
of clinical judg-
ments about diag-

nostic codes,” Porell and Gruenberg write.
Nevertheless, “the overall pattern of results was
quite similar.” Another weakness might lie in the
possibility that Medicare HMO enrollees tend to
be healthier than FFS enrollees, the authors sug-
gest. In their study, controls for health status were
made based on age and gender rather than on
more precise measures.

Featured in a recent Blue Cross-Blue Shield
journal, the article offers a warning to insurers:
These findings do not support increasing reim-
bursements for HCFA’s new risk-adjusted pay-
ment system, the principal inpatient diagnostic
cost group (PIP-DCG) model.

Insurers are concerned that a plan that has
been successful in controlling costs by reducing
inpatient admissions would be penalized under
the PIP-DCG model with lower capitation pay-
ments. Since hospital admission rates are similar
between HMO and FFS patients, “we believe
our study results provide no empirical support
for any modifications to a PIP-DCG payment
model to take account of the discretion level of
hospitalizations.”

Reference

1. Porell FW, Gruenberg F. Discretionary hospital use and
diagnostic risk adjustment of Medicare HMO capitation
rates. Inquiry: Blue Cross and Blue Shield Association and Blue
Cross and Blue Shield of the Rochester Area 2000; 37:162-172. ■
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is to create a bank of letters that outline a general
argument so that physicians call fill in the blanks
and add the specifics of a case just as soon as the
denial of benefits comes in. Once you get a feel
for your top denial reason, you will have an idea
of the types of letters you need to have ready.

The letters should be professional and should
cite supporting authorities to argue why the claim
should be paid, Tipton says. For instance, if the
managed care contract supports the position, you
should cite the contract. If there are laws that lend
support, cite them.

“Part of the reason that appeals are denied is
that [practices] don’t have the [facts] to back
them up. Physician offices are flooded with infor-
mation about new laws that are in their favor, but
it’s hard to synthesize the information in a way to
help the practice,” Tipton says.

She suggests contacting professional organiza-
tion, other physician practices, or consultants to
help you generate prototype letters to appeal
your denials. ■

Personal touch used to
explain payment rules
Counselors track the private paying sector

When new patients walk into Valley Medical
Center in Lewiston, ID, they’re asked to

read a brochure about the practice that discusses
payment policies.

If a patient is having surgery and a large bill is
involved, staff spend time with him, making sure
he understands how much the copay is and that
he is expected to pay it in a timely manner.

“It doesn’t pay to talk to every patient individ-
ually when he only is coming in for a $35 or $40
office visit,” says John Houser, FACMPE, chief
executive officer of the multispecialty practice.

The practice typically collects less than 50% of
its patient copays upfront but does a good job
collecting them later, he adds. “You have to be
careful about what your community standards
are. We always try to improve our upfront collec-
tions within an appropriate balance of good mar-
keting and public relations,” Houser says.

Valley Medical has patient account counselors
who keep up with the private-paying sector of

the practice. That includes any copay owed by a
patient with insurance as well as a patient who is
without insurance or whose insurance does not
cover office visits.

The practice has a standard policy for overdue
private accounts, which specifies a series of
actions, starting with a telephone call, followed
by a letter. If 90 days elapses without a payment
or a returned phone call, the account is turned
over to a collection agency. The practice gets a
25% to 35% return from the collection agency,
Houser says. ■

Patient advocacy helps
practice provide free care
Some charges don’t go on the books

The only pediatricians in Lewiston, ID, practice
with Valley Medical Center. That means that

the practice often treats patients who are underin-
sured or whose families can’t afford medical care.

“We are a major source of charity care. We bud-
get a certain amount for charity care and usually
end up writing off 2% to 3% of our charges,” says
John Houser, chief executive officer of the multi-
specialty practice.

The physicians who serve on the practice’s credit
collection policy committee help the rest of the staff
be realistic about what they can expect from their
patients, Houser says. “The physicians also help us
to be realistic about what we can expect from our
patients.”

Identifying needs

The practice has set up a patient advocacy pro-
gram. As soon as a patient is identified as a collec-
tion problem, the physician immediately notifies
the credit collection staff who try to get the patient
on some type of state or federal program to help
pay for the care.

When a physician chooses to treat a patient
who the collection department has determined is
unlikely to pay, the physician sees the patient at
no charge. If a patient’s inability to pay is identi-
fied upfront, the treatment charges are never
entered into the system.

“There’s no sense in having an accounts receiv-
able unless you have a chance of collecting it,”
Houser says. ■
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Look before you leap
into practicing via e-mail
Monitor your communication policies

While studies show that patients are eager
to communicate with their doctors on the

Internet, many physicians are reluctant to take
the plunge into patient e-mail and Web pages for
fear they’ll be opening up themselves to a host of
problems.

The Internet can be an efficient and effective
tool for communicating with patients, but physi-
cians should take some precautions, advises Bob
Waters, a health law attorney with Arent Fox
Kitner Plotkin & Kahn in Washington, DC.

“The fundamental issue that any physician or
health care provider has to face in dealing with a
patient in person or on-line is whether he or she
has the information necessary to render a diagno-
sis or prescribe an appropriate treatment,” Waters
says.

As Internet technology progresses, physicians
are likely to be able to practice interactive
medicine over the Internet by video streaming or
videoconferencing that makes the experience
more like visiting the doctor in his or her office,
he says.

But even now, patient-physician e-mail can be a
timesaver for both parties in many instances when
it takes several telephone calls for the parties to
connect. “The current way of leaving a message
and having the doctor call you back is very ineffi-
cient. E-mail could be a very efficient way to deal
with questions and problems,” he adds.

Physicians who use the Internet to communi-
cate with patients must have the same kind of
safeguards in place that they would use if the
patient called into a doctor’s office and a few oth-
ers, warns Karla Kelly, an attorney with San
Diego-based Luce, Forward, Hamilton &Scripps.

“The danger of Internet communication is that
the professional remains cognizant at all times
that he needs to exercise the same kind of judg-
ment and discretion as in any other kind of com-
munication,” Kelly says.

Before establishing a Web site or e-mail com-
munication system, see a health law attorney
and work out some of the issues that might
come up so your exposure will be minimize,
Kelly suggests.

Check with your insurance carrier to make

sure you will be covered under your malpractice
policy for Internet communication. Make sure if
you are communicating with patients over the
Internet that you are also complying with the
policies of any institution, such as clinic or hospi-
tal, with which you are affiliated.

The same issues come up for other profession-
als who talk to clients over the Internet. The
issues are different if you talking about estab-
lished patients whom the physician has seen
and treated or people who are simply part of a
response to a Web site. (For details on how to
respond to e-mail from people on your Web
site, see related article, p. 173.)

Confidentiality issues

“One reason physicians are reluctant to com-
municate on the Internet is the physician-patient
confidentiality issue,” Kelly says. For instance,
once you or the patient is on the Internet, any-
body coming into the room might see the screen.
This could violate confidentiality laws, particu-
larly since in most states the relationship between
patient and physician is even protected from fam-
ily members, Kelly says.

Put some mechanisms into place to ensure that
the person sending the e-mail is the patient and
that the information coming across the line is pro-
tected, she advises.

There is no method of accurately determining
that you are, indeed, communicating with your
patient unless you have codes, which would be
cumbersome, Kelly says. Instead, she advises
physicians to get their patients to sign a release
form before they communicate by e-mail. The
form should release physicians from an inadver-
tent breach of confidentiality if it occurs on the
patient side of the communication.

The form should make patients responsible for
monitoring the information on the computer
screen and for making sure that they are the only
ones in their household who communicate with
the physician about their medical condition.

The biggest difference in answering a patient
inquiry by e-mail and answering it by telephone
is the patient’s expectation that e-mail will be
answered more quickly, Waters says. That’s why
you should carefully define the nature of the e-
mail service your are providing and set criteria
for how often it will be answered, he says.

Tell patients upfront how quickly they can
expect an answer so that patients in a life-threat-
ening situation aren’t sitting around waiting for
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an e-mail to be answered, he advises.
Physicians have the same obligation to

respond to e-mails, as they have to respond to
telephone calls, Kelly points out. “Doctors should
have someone monitoring their e-mail just as
they have someone monitoring the telephone.”

If you come up with an arrangement to contact
patients by e-mail, make sure you set standards
for retrieving the messages the same way you
have standards for answering the telephone.
Keep in mind that communicating by the Internet
does not release you from the ongoing obliga-
tions to treat patients as you would in the normal
courses of treatments, Kelly points out.

If it’s an existing patient, recognize that you
may be operating on less information that you
would if you see the patient in person, Waters
adds.

“The Internet cannot take the place of appro-
priate face-to-face meetings. Physicians still must
make sure they physically see the patients when
they need to do so,” Kelly says.

Set up the same type of triage-type mechanism
you have for telephone calls so that your staff can
determine what patients who e-mail a question or
concern need to come in for an appointment.

If you customarily charge your patients for
telephone consultation, you should be able to
charge for an e-mail consultation, Kelly says.

When you do correspond with a patient by
e-mail, make sure you print out a copy of the
correspondence and insert it in the patient file.
“Proper documentation is essential for any kind
of communication,” she says. ■

Avoid relationship roles
in your Web site practice
Don’t give specific advice to questions on the Web

If your practice has a Web site and you routinely
answer e-mail from people who go to the site,

you should make it clear that you’re not entering
into a physician-patient relationship, health law
attorneys advise.

“Physicians don’t want to casually participate in
an Internet chat group or host a Web site that is
supposed to be informational, and then find out
through a lawsuit that someone perceived that they
had a more formal relationship than the physician
intended,” says Bob Waters, an attorney with

Arent Fox Kinter Plotkin & Kahn in Washington,
DC.

Approach giving advice over the Internet the
same way you would if you were asked for medi-
cal advice at a cocktail party, advises Karla Kelly,
an attorney with San Diego-based Luce, Forward,
Hamilton & Scripps. “You have to be very careful
how your respond. If you give advice based on
specific facts, you can be setting up a physician-
patient relationship,” Kelly says.

Having an informational Web page with e-mail
capabilities is an ongoing problem for many pro-
fessions, Kelly says. If you have a Web site or get
an e-mail from a someone who isn’t an estab-
lished patient, make it clear that you are provid-
ing only general information and not patient-
specific information.

“To the extent that Web sites are crafted to
invite people to ask questions about their medical
conditions, physicians are opening themselves up
to allegations that the physician-patient relation-
ship is being established,” Kelly says. The danger
in physicians responding to e-mail from people
who go to their Web site is that they are creating a
relationship with a lot of obligations attached, she
adds.

“If you establish a physician-patient relation-
ship through the Internet, it means you have
an obligation to manage and not abandon the
patient. But to the extent that a physician merely
sends out general advice about a particular con-
dition, it’s like publishing a medical article. If
you’re not dealing with a specific problem for a
specific person, you are pretty safe,” Kelly says.

Waters cites a hypothetical example of a cardi-
ologist who receives an e-mail from someone
who is having chest pains but adds that he had a
pepperoni pizza for dinner. The questioner wants
to know if he could be having a heart attack or is
merely experiencing indigestion.

If this isn’t your patient, you could say that
you can’t answer the question and advise him to
call his physician. Or you could explain in gen-
eral the symptoms of a heart attack, and advise
that person that if he is experiencing any of those
symptoms, he should go immediately to the
emergency room.

Your Web page and your e-mail correspon-
dence resulting from a Web page should have a
disclaimer that you are not giving medical advice
and that people with whom you are communicat-
ing should see a physician if they need treatment.

Waters suggests going a step further than just a
disclaimer to protect yourself. He advises against
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a common Internet mechanism in which a person
scrolls through the text and clicks a button to
show he or she agrees.

“When a person merely clicks that he’s read
the disclaimer, it is still uncertain whether he’s
actually read or paid attention to the text. It’s
unclear to what extent that would be interpreted
as providing informed consent,” Waters says.

Instead, he suggests a mechanism for logging
into the site or sending an e-mail that requires the
person to actually type a statement that he or she
agrees that no physician-patient relationship is
being established.

“It is protection for the provider, and it makes
it clear to the person asking the question that
he or she cannot construe the reply as medical
advice,” Waters says. ■

Integrated performance
measures announced

This American Medical Association, the Joint
Commission on Accreditation of Healthcare

Organizations, and the National Committee for
Quality Assurance have announced their inten-
tions to produce integrated performance mea-
surement sets that will be used across health
plans, provider organizations, and practitioners.

Currently, each organization provides its own
set of performance measures. Under the new pro-
cess, the Performance Measurement Coordinating
Council (PMCC), a jointly sponsored organiza-
tion, will be phased out and the three sponsors
will work together to produce the performance
measures. The PMCC was formed by the three
organizations to coordinate activities so that a set

of performance measures would relate to each
other whether they apply to a physician, a hospi-
tal, or a managed care organization.

In addition to a consensus statement on gen-
eral performance measures and a consensus on
attributes for performance measures, the PMCC
has produced a “Consensus Statement on
Performance Measure for the Management of
Adult Diabetes.”

The three sponsoring agencies intend to assume
responsibility for ongoing PMCC projects to pro-
duce similar measures for cardiovascular disease,
pregnancy and neonatal care, and other clinical
conditions. ▼

Pay doesn’t keep pace
with productivity

The good news is that physician compensation
rose 3.39% for primary care and 6% for spe-

cialists last year. The bad news is that physician
gross charges rose 11.5% and 8.51% respectively
during the same time.

The figures are included in the Medical Group
Management Association’s (MGMA) Physician
Compensation and Production Survey: 2000 Report,
a report containing information from 27,985 pro-
viders in 97 specialists and 17 midlevel provider
specialties at 1,369 practices.

According to the report, although primary care
physicians and some specialists received substan-
tial pay increases last year, overall compensation
has been sluggish in the past five years. For exam-
ple, primary care physicians experienced only an
average of 7.98% increase over the past five years,
and specialists’ pay went up only 13.86%.

The survey also showed that starting median
salaries for several specialties jumped signifi-
cantly in the past year. For instance, the starting
salary for invasive cardiology was $212,292 in
1999 compared to $195,630 in 1998. Cardiovas-
cular surgeons started at $291,292 compared to
$214,193 in 1998.
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The report is available from the MGMA at
(877) 275-6462, ext. 888, or by visiting the organi-
zation’s Web site at www.mgma.com. ▼

Physicians cite delays
in claims processing

Fully 83% of New Jersey physicians report
delays by HMOs in processing claims, accord-

ing to a survey by the Medical Society of New
Jersey. The findings were reported in the
September issue of the organization’s journal
New Jersey Medicine. The study was conducted
just before the state’s new prompt payment law
took effect. The law stipulates that HMOs must
pay electronic claims within 30 days and manual
claims within 40 days.

The respondents reported that most HMOs rou-
tinely took more than 30 days to pay claims that
were filed electronically. Only 13% of the respon-
dents reported receiving interest payments on late
claims. “This study validates the concerns and
dilemmas facing physicians and proves that some
HMOs have been more efficient in payment meth-
ods than others. Overall, there is a lot of work to be
done to satisfy the needs of patients and physi-
cians,” says Walter Kahn, MD, MSNJ president. ▼

HIPAA, e-business
top IT priorities

Health care information technology executives
are most concerned with establishing e-busi-

ness, compliance with the Health Insurance
Portability and Accountability Act (HIPAA), and
improving their information technology opera-
tions, a study shows. The telephone study, con-
ducted by Porter & Associates, an information
technology research firm in Alpharetta, GA,
shows that health care information technology
executives are concerned about the emerging
consumer market, the need for security, and the
return on investment for new technology.

Most of the respondents say that they will
need outside help to address these priorities.

“Demand for outsourced IT [information tech-
nology] services continues to be high for health
care. Almost half of the healthcare organization
decision makers we spoke to in our recent blind
survey say they still need outside resources to

address their current IT priorities this year,” says
Bill Porter, chief executive officer of Porter &
Associates. ▼

HMOs anticipate increases
in premium rates

The nation’s HMOs anticipate an 11.4% increase
in premium rates and a 2% decrease in their

medical loss ratios in 2001, according to Sherlock
Company’s annual HMO Pricing Survey. Using the
data from the survey, Sherlock calculates that the
HMOs are expecting an 8.8% increase in payments
for medical care next year.
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The increase in premium rates charged cus-
tomers is high, compared to the previous year.
The HMOs expected a 10.6% increase this year,
compared with 8.3% in 1999, 4.6% in 1988, and
2.6% in 1997. More information is available on
Sherlock’s Web site: www.sherlockco.com. ■
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