
Fee for service stages a comeback, 
but capitation outlook brightens
Changes in the economy could keep payment systems in flux

Capitation, once the ‘golden child’ of managed care, is starting to
take a licking — and many experts wonder if it will keep on tick-
ing as payers’ primary pay vehicle.

A recent rise in popularity of fee-for-service payments has slowed
capitation’s momentum, but some experts say the softening economy
will force employers to become more stingy with health benefits, bring-
ing a resurgence of capitated payments. Meanwhile, studies show that
capitation rates are on the rise, making the payment methodology more
attractive to many providers. (See story, p. 66.)

The revival of fee for service can be traced to a combination of recent
events: the concern of HMOs about losing doctors who are fed up with
capitation’s restraints; a growing rash of lawsuits claiming that financial
incentives resulted in bad care; and the fact that employers have been
willing to pay for more expensive benefit packages to keep workers
happy.

In past months, for instance, major health plans like Aetna,
UnitedHealthcare, Cigna HealthCare, PacifiCare Health Systems, and
Coventry Health Care have each announced they are converting some
of their previous capitation agreements to fee-for-service (FFS) con-
tracts. Also giving FFS a boost is the boom in popularity being enjoyed
by preferred provider organizations (PPO).

Multispecialty practices with capitated contracts dropped from 68%
in 1996 to 58% in 2000, reports the Medical Group Management Associ-
ation (MGMA) in Englewood, CO. Based on this trend, MGMA’s survey
guru, Dave Gans, predicts the overall cap rate among multispecialty
groups could fall to 40% in the next two years. 

Rather than going straight to fee for service, some plans are modify-
ing their cap arrangements. In Colorado, for instance, Anthem Blue
Cross and Blue Shield has changed its money-losing capitated global
risk contracts by converting to less risky payment pools for hospital and
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pharmacy charges. Physicians in the pools share
savings with Anthem but are not responsible for
losses. 

Experts also note that California doctors are
dropping their pharmacy and hospital risk provi-
sions, but not professional risk. At PacificCare, for
instance, members under global risk contracts
dropped from 91% in 1998 to 66% in 2001. Mean-
while, members under professional risk only fell
from 99% to 98% during the same time frame. 

Because the costs of one sick patient can exceed
the capitation income from several healthy
patients, a primary care physician needs at least
100 to 150 capitated patients to make the pay-
ments worthwhile. This is a major reason larger
groups have traditionally done better under capi-
tation. However, this is also changing.

According to MGMA, groups generating from
half to all their income from capitation had a
median revenue of $533,211 per physician in 1999
— less than the median revenue of $562,673 per
physician earned by groups that accepted no cap-
itation at all. Groups earning 11% to 50% of their
income from capitation only generated a median
of $507,043 per physician. 

Flush from double-digit premium rate hikes,
many insurers say they plan to raise both their
capitation and fee for service rates more than
usual this year. Because of the fundamental dif-
ferences in the two payment systems, however, it
is difficult to determine how any increase in reim-
bursement compares between them. 

Because PPOs cannot guarantee patient vol-
ume, for example, the fee-for-service fees they
have to pay primary care physicians are 10% to
15% higher than what an HMO pays for the same
capitated services, estimates the Chicago-based
Milliman and Robertson consulting company. 

But don’t get your hopes too high. With the
economy cooling, many observers predict employ-
ers will start to tighten their purse strings by
restricting their more generous PPO and fee-for-
service arrangements. That argument is backed up
by studies from the Washington, DC-based Center
for Studying Health System Change showing that
fee-for-service-related health costs have grown at
two and a half times the average rate in recent
years.   ■

Medicare+Choice tests 
private fee-for-service 
Program will be offered in 17 states

Anticipating a trend toward increasing use of
fee-for-service payments, the Health Care

Financing Administration last year approved a
request by the Sterling Life Insurance Company
of Chicago to offer the first private fee-for-service
health plan option for Medicare patients. The
plan is now available in 17 states. 
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Taps for capitation? 
Not just yet, study says
Researchers find healthy rate hikes

Despite a recent resurgence of fee-for-service
contracts, capitation rates in nearly all cate-

gories and specialties are on the rise, finds a
study by the Manasquan, NJ-based Managed
Care Information Center. 

“Rates are up to the point that physicians and
other providers are finally seeing recent pre-
mium increases passed along in their cap con-
tracts,” notes David Schwartz, who conducted
the survey. 

“As poorly performing medical groups have
dropped out of this market, better performers
with the higher rates are pushing the overall

average up,” says Schwartz. 
Overall, the center found that nearly 70% of

respondents report that their rates have increased
this year, with increases in double digits for
many specialties.

As to reports that there is a mass exodus of
groups from capitation, the study found 78%
of respondents are either seeking more capita-
tion or maintaining their current level of risk
agreements. 

“Risk contracting is as much a part of most
providers’ lives as it ever was, and capitation
appears to be poised for at least moderate
growth in the coming two to three years,”
Schwartz says. 

In fact, “if employers continue to see the kind
of premium increases they’ve seen this year, capi-
tation may make a very big comeback as cost
control becomes top priority again.”  ■



Medicare participants enrolling in the new pri-
vate fee-for-service plan will not be restricted to a
network and may get health care services from
any Medicare-eligible provider in the country. 

Sterling’s fee-for-service option provides cov-
erage for all Medicare Part A and B services, plus
worldwide emergency care and coverage of
increased inpatient hospital days. 

Providers who choose to provide care to bene-
ficiaries enrolled in a private fee-for-service plan
will be paid on a fee-for-service basis by the plan
and are not subject to utilization review.

This is the first private fee-for-service plan to
apply under the Medicare+Choice program. The
Sterling plan will be offered primarily in rural
areas where Medicare+Choice options have not
been widely available. It is expected to be popu-
lar with beneficiaries in these areas.

States where the plan will be available are:
Alaska, Idaho, Kentucky, Minnesota, Nebraska,
New Mexico, Nevada, Oregon, South Dakota,
Tennessee, and Utah. It will also be offered in
selected counties in Arkansas, Louisiana,
Mississippi, Ohio, Texas, and West Virginia.
Contact your local Medicare carrier for more
information.  ■

Worried about fee waivers?
No need to, says OIG
Still, caution is the keyword 

Concerns on the part of the Office of Inspector
General (OIG) that unusual charitable prac-

tices of some providers and ambulance services
could be considered illegal has had many prac-
tices worried they would be rousted by the fraud
police for occasionally waiving the copayments
of poorer patients.

“Not to worry,” says OIG spokeswoman
Alwyn Cassil. The OIG does not plan any kind
of organized investigation into co-pay waiver
practices, she promises.

Providers are permitted under Medicare Part B
to waive copayments once they have made a
good-faith effort to determine the financial condi-
tion of the beneficiary. The OIG, however, was
concerned that the routine waiver of copayments
could be associated with serious violations of
reimbursement rules.

When it comes to creating a workable defini-
tion of financial hardship to justify waiving a co-
pay, “I recommend my clients use an objective
standard, preferably one set by another entity,”
says Mike Carlson, a health care lawyer in
Birmingham, AL. 

“For example, I have clients who have used
their state’s Medicaid eligibility standard. Others
have used the food stamp program’s standards
and the federal poverty guidelines,” he notes.
The financial hardship line starts to blur, how-
ever, when it comes to what could be considered
a temporary situation resulting from an unusual
personal circumstance such as divorce, loss of a
job, or catastrophic illness. 

“Before we will waive Medicare co-pays and
deductibles, the patient must apply and qualify
for charity services, regardless of the third-party
payer or their lack of insurance,” says Stephanie
David of the Mountain States Health Alliance, a
managed healthcare system based in Johnson
City, TN. 

Waiving medical fees for services provided to
other physicians, family, and friends used to be
common among most practices. However, the
emphasis on fraud — or the appearance of it —
has discouraged such professional courtesies. 

But the practice is not automatically consid-
ered illegal as long as the decision is not based
directly or indirectly on that person’s ability to
refer federal health care business to you, and as
long as it is not a consistent practice of waiving
the entire fee for services to a group of people,
including employees, physicians, or their family
members.

Whether waiving fees as a simple profes-
sional courtesy is legal generally depends on
how you select recipients and how you extend
the courtesies. 

According to attorney Alice Gosfield of
Gosfield & Associates, Philadelphia, the follow-
ing are potential traps to avoid: 

— selecting recipients in a way that directly or
indirectly takes into account their ability to affect
past or future referrals;

— providing professional or other health care
services for free or at a discounted rate in a way
that creates a financial relationship that violates
self-referral restrictions.

“Just providing or accepting professional cour-
tesies can place you in the potentially awkward
position of trying to prove that they were not
intended to induce referrals,” notes Andrew H.
Joseph, JD, assistant vice president with Strategic
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Management Systems, a management consulting
business in Alexandria, VA, that specializes in
compliance and ethics programs in health care.

Also, waiving copayments for federal health
care program patients who are not financially
needy can put you in potential violation of the
False Claims Act, because the government views
the routine waiver of deductibles or copayments
as a misrepresentation of the actual charge — in
other words, a false claim.  ■

Physicians win challenge
to HCFA fee schedule
Practical impact still being gauged

Reimbursement mavens are taking a close look
at a recent court challenge that gives physi-

cians who do not accept Medicare’s rates as full
payment the right to challenge government pay-
ment polices. 

This does not mean you can now force the
Health Care Financing Administration (HCFA) to
pay you more simply because you don’t like its
reimbursement rates. But the 2nd U.S. Circuit
Court of Appeals in New York has said doctors
have a constitutional right to dispute agency poli-
cies they feel don’t follow the Medicare law.

Physicians who do not accept Medicare’s rates
as full payment are called nonparticipating physi-
cians. Any Medicare claims they submit are
labeled nonassigned claims. 

“This is a new vehicle for seeking additional
payments,” says Craig A. Landy, a partner at
Landy & Seymour law firm in New York City,
and lawyer for the physicians who brought the
case. “If you are a doctor who does not take
assignment on every claim and you are challeng-
ing HCFA policy seeking additional benefits, you
may be entitled to full administrative and judicial
review.” 

The case — Monica Furlong et al. v. Donna E.
Shalala — involved four nonparticipating anes-
thesiologists who felt they were entitled to more
money for concurrent invasive monitoring of
Medicare patients during surgery. The anesthesi-
ologists challenged the dollar amount Medicare
wanted to give them and HCFA’s use of a “one-
and-one-half” rule. This rule says if a doctor per-
forms more than one surgical procedure on the
same patient on the same day, HCFA will pay: 

— 100% of the global fee for the highest-value
procedure;

— 50% of the global fee for the second-most-
expensive procedure;

— 25% of the global fee for the third, fourth,
and fifth procedures. 

The rule, adopted in 1991, applies to surgical,
not medical, procedures.

Before 1994, carriers classified concurrent inva-
sive monitoring as a surgical procedure. Since then,
HCFA “apparently indicated through changes in
the Medicare physician fee schedule database that
such monitoring was medical, rather than surgical
in nature,” the opinion noted. 

The anesthesiologists argued they should have
not have been paid under the lesser “one-and-
one-half” rule for procedures they participated
in during 1992 and 1993. 

The court found that the doctors could not
challenge the amount they were paid. However,
it said they could challenge the methodology
HCFA used when setting the “one-and-one-half”
surgical rule. 

Exactly what this decision means to practition-
ers’ ability to challenge HCFA remains to be seen.
“We’ll have to wait to see just how far the courts
are willing to go with giving nonparticipating
physicians the right to challenge Medicare reim-
bursement rates,” says Landy.  ■

Measure would curtail
some regulatory overloads
Physician groups seek administrative changes

Awide-ranging coalition of health care provi-
der organizations has been organized to

pressure Congress to reduce Medicare’s regula-
tory burden on physicians as part of a compre-
hensive overhaul of the Health Care Financing
Administration.

The main legislative vehicle is the Medicare
Education and Regulatory Fairness Act of 2001,
sponsored by Reps. Pat Toomey (R-PA) and
Shelley Berkley (D-NV) in the House and Sen.
Frank Murkowski (R-AS) in the Senate.

Given the Bush administration’s desire to
reduce regulatory overload, many Washington
insiders say physicians are in their best position
in years to revamp many of the more onerous
bureaucratic and enforcement problems facing
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them when it comes to regulatory issues.
Among other changes, the bill would:
— Allow physicians to return overpayments

they mistakenly received within one year without
the fear of being targeted for an investigation or
audit, as long as an audit or investigation hasn’t
already been initiated.

— Curtail the use of extrapolation, a process by
which carriers estimate the amount of an over-
payment using a small sample of audited claims.

— Prohibit carriers from collecting alleged
overpayments until physicians who have decided
to dispute the audit findings complete the
Medicare appeals process. This provision would
not apply to fraudulent activity.

— Stipulate that providers would not have to
adhere to proposed Medicare rules until they offi-
cially become final, and carriers wouldn’t be able
to apply new rules retroactively.

— Bar carriers or fiscal intermediaries from
collecting alleged Medicare overpayments from
physicians or others while they are appealing
audit findings.

— Require carriers or fiscal intermediaries to
allow Medicare overpayments to be recouped
from physicians or others through a repayment
plan or deductions from future reimbursements.

— Enable physicians and others to legally chal-
lenge the constitutionality of Department of
Health and Human Services regulations.

— Reallocate funds from current budgets of
carriers and fiscal intermediaries to education
efforts for physicians and other practitioners.

— Force HCFA to postpone implementation of
its new evaluation and management documenta-
tion guidelines until it completes at least four
pilot programs.

— Require HCFA to provide training to health
care providers on the correct way to submit
patient claims for reimbursement.  ■

MedPAC recommends
revamping fee formula 
Sustainable growth rate factor in disfavor

The Medicare Payment Advisory Commission
has recommended Congress eliminate the sus-

tainable growth rate (SGR) factor from the equa-
tion used to set annual updates in Medicare’s
physician fee schedule. 

The SGR sets a target spending level for physi-
cians. Payments for services then rise or fall
depending on whether actual physician spending
exceeds, meets, or falls below the target.

“After reviewing the design of the SGR system,
MedPAC concludes that it cannot maintain pay-
ment rates at the right level,” says a MedPAC
report. “The system does not adequately account
for all relevant factors that affect the cost of pro-
viding physician services.”

Providers have filed a series of complaints in
recent years about how the SGR is determined
and used.

In its place, MedPAC is recommending
Congress create a new system to account for
physicians’ costs of providing Medicare services.
While not advocating a specific approach, the
commission’s report did point out that the exist-
ing Medicare Economic Index could be used to
calculate an annual increase in physician pay-
ments. The index already measures inflationary
changes in doctors’ costs, such as office expenses,
medical materials and supplies, and liability
insurance.

MedPAC also noted that additional changes to
the update may be necessary even if the index is
used as a base to calculate physician payment
increases. For example, annual increases may
need to reflect whether scientific and technologi-
cal advances have upped costs of providing
patient care.

While groups such as the American Medical
Association have criticized the SGR, they are also
worry that the system created to replace it will be
worse.

Under the initial estimates released by the
Health Care Financing Administration on March
1, the 2002 SGR would increase 6% — the highest
preliminary estimated hike ever.

Other recommendations contained in the
Medicare Payment Advisory Commission’s
report include:
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Medicare carriers 
offer toll-free advice 

If you have a question on billing, claims process-
ing, or other Medicare-related topics, you can

now call the Health Care Financing Administra-
tion’s toll-free telephone service for physicians,
hospitals, and home health providers.

Each state has its own call center. The num-
ber for your area is available from your Medicare
contractor.  ■



• The Department of Health and Human
Services should study the geographic variations
in fee-for-service Medicare spending to deter-
mine how much of the difference is based on
costs and health risks and how much is based on
physicians’ and other health professionals’ prac-
tice patterns.

• Congress should eliminate a Medicare grad-
uate medical education payment policy that may
give hospitals a financial disincentive to support
subspecialty residency training programs. Some
experts worry this could shift money away from
primary care residencies into specialty programs.

• HHS should recognize the costs of new and
substantially improved technologies in the hospi-
tal outpatient payment system by developing for-
mal procedures for quickly assigning codes.  ■

Many practices paid twice
for same service: OIG
Changes in pay practices recommended

The same Medicare claims are often paid twice
because carriers’ processing procedures are

not set up to catch duplicative payments, accord-
ing to a study by the Office of Inspector General
(OIG). What’s more, these double payments fre-
quently go unnoticed by auditors.

Based on its research, the OIG concludes that
up to 25% of the providers studied had a “signifi-
cant number of” (meaning at least 20) potential
duplicate billing overpayments. 

The OIG says confusion among carriers and
providers about whom to submit bills to for spe-
cific services is the main cause of most double pay-
ments. Other reasons for duplicate billing include
confusion resulting from carrier transitions, hav-
ing offices or performing services across state
lines, and inadvertent errors by billing services.

Some providers, for instance, told the OIG they
submitted duplicate bills to Medicare because
they just did not know which carrier to bill for a
certain claim. One New York City physician told
investigators that he learned that services he pro-
vided in Queens should be processed by a differ-
ent carrier from the one that processed claims for
services he provided in other locations. 

He resubmitted his claim for the services deliv-
ered in Queens to the appropriate carrier, assum-
ing he would not receive reimbursement from the

incorrect carrier. However, he was reimbursed by
both carriers for the same services rendered in
Queens. 

To prevent such multiple reimbursements,
the OIG is recommending that the Health Care
Financing Administration (HCFA) revise its
Common Working Files edits to detect and deny
duplicate billings to more than one carrier.
These files were established in 1991 to improve
the accuracy of Medicare claims processing. 

However, if HCFA determines this change is
too costly, the OIG wants it to increase its post-
payment reviews, especially in regions where
providers commonly perform services in multiple
carrier jurisdictions. 

To access the report, “Medicare Payments for
the Same Service by More Than One Carrier”
(OEI-03-00-00090), check the OIG web site at
www.hhs.gov/oig/oei/whatsnew.html.  ■

HCFA to pilot-test 
new peer review process
System will test using physician reviewers

The Health Care Financing Administration
has decided to launch a pilot study testing

an innovative physician peer review of denied
Medicare claims proposed by the California
Medical Association (CMA). 

“There’s a sense of injustice and abuse that has
become fairly common in the physician commu-
nity, and the development of a pilot study to
address some of our concerns will help to deal with
that,” comments Melvyn Sterling, MD, chairman
of the CMA’s Medicare Evaluation and Manage-
ment Technical Advisory Committee. “Physicians
are just really angry and upset, and that’s not help-
ful in resolving our issues with HCFA.”

According to a HCFA letter to the CMA, “. . . we
are designing a pilot program intended to deter-
mine whether the outcomes of medical review
determinations are substantially different when
performed by specialty physician reviewers as
compared to the current system of employing
nurse reviewers.” Present plans are to have the
pilot ready for testing before next fall.

This peer review concept, known as the
California plan, was an outgrowth of physician
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To query, or not to query?
Each side has its view 
Should forms be considered part of medical record?

In an ideal world, physicians would document
their care correctly and completely in the medi-

cal record, giving coders all the tools to do their
jobs. 

But the ideal is seldom real life. In the real
world, coders often have questions that must be
answered before they can code appropriately.
Sometimes they use a query form to ask physi-
cians about incomplete documentation. Physi-
cians can respond by adding documentation to
other parts of the medical record or responding
on the query form itself, rendering it part of the
record.

Now the Health Care Financing Administra-
tion (HCFA) says query forms cannot be consid-
ered valid documentation in the medical record.
This policy has sparked debate on health infor-
mation management listservs and has frustrated
the American Health Information Management
Association (AHIMA) in Chicago. AHIMA raised
this issue with HCFA in a November letter and
suggested that it work with HCFA to develop a
query process that would comply with Medicare
regulations. 

HCFA’s response — and new policy — was
outlined in a Jan. 22 memorandum to its peer
review organizations (PROs): “Effective immedi-
ately, PROs are not to accept coding summary
forms [e.g., Physician Query Forms] as documen-
tation in the medical record when following DRG
[diagnosis-related group] validation procedures
within their jurisdiction, as necessary to ensure
proper documentation within the medical
record.” 

HCFA is concerned that some query forms may
lead the physician to make a decision or to write
a description that would support the inappropri-
ate upcoding of a DRG, explains Dan Rode,
MBA, FHFMA, AHIMA’s vice president of policy
and government relations, who says HCFA
believes that all query forms are suspect and
therefore wanted to eliminate them.

Unfortunately, HCFA used quotes from a book
written by an AHIMA staff member to support its
argument. The quotes suggest that a complete
medical record is ideal, one that has all of the
information necessary and is only handled by the
physician — without the use of query forms.

Working in a less-than-perfect world

“That is certainly what we strive for in our best
practices and in the other things that we do with
our members, but we have situations that are not
the ideal. The query form then becomes neces-
sary,” Rode says.

AHIMA addressed the query form issue in a
Feb. 12 letter to HCFA. “We are trying to do as
much as we can to work with [HCFA] so it under-
stands the issue and comes up with a result that
our members, their facilities, and their physicians
can work with,” Rode says.

Members of AHIMA’s Coding Policy and
Advocacy and Policy Committees looked over
the memo to the PROs and then created a list of
their questions and concerns. The list is included
in the February letter.

“We have now gone back and raised a number
of questions about that memorandum and at the
same time have extended a hand to [HCFA] to
say, ‘You just don’t turn this ship around on a
dime. It’s going to take a little while. What can we
do to ensure that our members [comply] with the
rules that you are now attempting to establish?’”
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Rode says. “We recognize that right now, the rules
tend to come down on the facility and the coder,
and yet the physician is another large element
involved.”

AHIMA also noted in the letter that members
are concerned that PROs do not tend to work
alike. “We are concerned about this memoran-
dum being implemented in different ways at dif-
ferent times with different impacts across the
country,” he says.

Encouraging incomplete documentation?

But do query letters discourage physicians
from completing their documentation the first
time? 

“It’s a two-edged sword,” Rode says. “We are
not in favor of query letters, per se. We would
like to see documentation done correctly the first
time.” 

Because many organizations have not been
able to achieve that ideal as frequently as they
would prefer, they must query the physician
before they can be paid and comply with the
Medicare rules. AHIMA doesn’t condone any
“leading language” on the forms, Rode says. “On
the other hand, there are other ways to write a
query in such a way that you are not leading a
physician and that you do get that response,” he
notes. AHIMA, however, will continue the effort
to help members get complete records and cut
down on the number of query forms, if not elimi-
nate them, Rode adds. 

AHIMA is also trying to ensure that HCFA is
not asking coders to make decisions they are not
qualified to make. “We don’t want coders coding
with less than full information,” he says. “Coders
should be coding information in the chart. If the
information is not in the chart, we need to get it
there.”  ■
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Physicians/coders:
Commence talking
Small steps now can reap big dividends later

Central to the query form debate is how
coders can ask physicians about incomplete

documentation. With recent reimbursement
and regulatory changes, however, coders may
be surprised to find more physicians asking
questions of them, says LaVonne Wieland,
RHIT, consultant, enVision Group, Naples, FL.
(For more information about the debate over
query forms, see p. 71.)

“It’s not just the coders initiating the commu-
nication,” she says.

Overall communication between physicians
and coders has improved over the years, but
many coders are so intimidated by physicians
that they don’t want to talk with them, she says.

Wieland recommends providers take steps to
promote communication. “Sometimes it starts
by just using a query form,” she says. The form
tells the physician what is missing and asks
him or her to add the information to the docu-
mentation. “Once you start building from that
type of relationship, the physicians start com-
ing back and communicating to you.”

Wieland had that experience when she
worked as an inpatient coder in the 1980s. 

“It got to the point where a couple of the sur-
geons, if they had a case that was a little differ-
ent from something they’d done before, would
sit down by my desk and say, ‘This is what I
did. What order should I dictate it in? What do
you need to know to code it appropriately?’ 

“They were seeking me rather than the
other way around,” she continues. “They were
tired of getting little notes asking them ques-
tions. To be proactive, they just started coming
to me.”

To facilitate communication, Wieland recom-
mends scheduling meetings, monthly or quar-
terly, between the coders and physicians. The
meetings do not always have to have the same
format. For example, physicians can attend
coding staff meetings to explain a new proce-
dure. Or physicians can speak to coders about
what they do in an area in which the coders are
having difficulty. “I call it a disease process
education seminar,” she says.

“The goal is to start communicating with the
physicians,” she adds. “Coders shouldn’t feel
that they couldn’t ask physicians a question.” 

The discussion may yield more long-term
results than immediate ones, Wieland says.
“When you look back, you will realize how
much easier it is to communicate with the
physicians or that you are now getting the
information because you have told physicians
what you need to know.”  ■



Navigating the abyss 
of medical necessity
Break the rules and you’ll pay the price

Knowing whether the patient, the provider, or
the government is liable for payment of a ser-

vice that Medicare or one of its local carriers says
is not medically necessary is becoming increas-
ingly important to a practice’s financial health. 

As part of its crackdown on fraud and abuse in
the Medicare program, the Health Care Financing
Administration (HCFA) and local carriers are
devoting more energy to determine if providers
are following established guidelines regarding
the medical necessity of the services they bill for
— plus required documentation.

Medicare’s policy says it only pays for those
services and procedures it has determined to be
medically “reasonable and necessary” for diag-
nostic, treatment, and therapeutic purposes.

Does the beneficiary know?

According to the Medicare manual, if a
provider knows or should have known that a
specific service was not covered by Medicare,
then the provider is financially liable for the ser-
vice. But if it is determined the beneficiary knew
or should have known the service he or she
received was not covered by Medicare, then the
beneficiary is ultimately liable.

However, if neither the patient or the provider
knew or “could have reasonably been expected to
know” that the service was not considered medi-
cally reasonable and necessary and would not be
covered by Medicare, then HCFA is ultimately
responsible for paying the claim.

Bottom line: Providers are responsible — and
will be increasingly held accountable — for
knowing which services are covered and consid-
ered medically necessary and which are not.

To keep from being stuck with unpaid claims,
providers and their staff must stay current with
Medicare payment policies. Practices also need
to know when to avoid any possible confusion
by asking patients to sign a liability waiver stat-
ing that the patient knows Medicare will proba-
bly not pay for a certain service and the patient
— not Medicare — is responsible for paying that
bill.

Currently, there are three basic ways Medicare

can deny payment:
1. Medicare will deny claims for non-covered

services that have never been paid by Medicare
under any conditions. These include such things
as routine check-ups and certain immunizations
or drugs. Because it is clear the beneficiary is
responsible for payment in these circumstances,
no provider liability waiver is necessary.

Get waiver for unnecessary services

2. Medicare will not reimburse for services
deemed not medically necessary by HCFA or
local carriers. In this situation, the beneficiary
should sign a waiver of liability in advance,
expressly accepting responsibility for payment.

Tip: The modifier -GA added to the end of the
CPT code indicates to the carrier that the patient
has signed a waiver of liability. 

3. Unbundled services cannot be billed to a
Medicare beneficiary. For instance, if a provider
gives a patient an injection and performs an eval-
uation and management (E/M) service on the
same day, the physician cannot separately bill
Medicare for the E/M service and the patient for
the shot. HCFA considers the injection to be
included in the E/M service payment. Billing the
beneficiary separately for the shot would be clas-
sified as unbundling, and patients are not respon-
sible for paying for unbundled services under
Medicare.  ■

HCFA expands 
cancer coverage

Anational campaign to screen Medicare bene-
ficiaries for colorectal cancer — the No. 2

cancer killer — was launched in March by the
Health Care Financing Administration (HCFA).
The Centers for Disease Control and Prevention,
the National Cancer Institute, and HCFA are tar-
geting people 50 and older in an early detection
and prevention effort called Screen for Life.

As part of this program, beginning in July,
Medicare will begin to cover screening colonos-
copy every 10 years for people not at high risk
for colorectal cancer.

Medicare currently covers a:
• yearly take-home fecal-occult blood test with

no co-pay or deductible;
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• flexible sigmoidoscopy every four years
(beneficiaries pay 20% of the Medicare-approved
amount after the annual Part B deductible);

• colonoscopy for high-risk individuals every
two years (beneficiaries pay about 20% of the
Medicare-approved amount after the annual Part
B deductible);

• barium enema as an alternative to either the
sigmoidoscopy or the colonoscopy.

“We want our beneficiaries to know that
Medicare covers four types of colorectal cancer
screening tests,” said Tommy G. Thompson,
Secretary of the Department of Health and
Human Services. “Medicare is encouraging
every one of our beneficiaries to ask his or her
doctor or health care professional for a colorectal
screening test.”  ■

New review medical 
criteria published
19 items can be audited quarterly or annually

Knowing what constitutes medical record
completeness in the eyes of the Joint Com-

mission on Accreditation of Healthcare Organi-
zations in Oakbrook Terrace, IL, doesn’t have to
be a guessing game. The organization recently
released its “2001 Medical Record Review
Summary Sheet,” which outlines 19 items that
the Joint Commission requires to be included in
an ongoing review of medical records. The sheet
also includes ways to document any perfor-
mance improvement initiatives that providers
launch to address their findings. 

Improvement must be demonstrated

For a provider to be compliant with Joint
Commission standards, the medical record
review must be ongoing, with audits conducted
on a quarterly or annual basis. If audits are con-
ducted on a quarterly basis, the quarterly results
should be made available to the Joint Commis-
sion, and activities to address improvement
should be evident. If the audits are conducted
annually, the providers would need to report
data from the previous two years to demonstrate

process improvement.
Joint Commission surveyors will use the form

to orient them to the scope of the medical record
review activities of the provider for the 12 months
prior to the survey. “We are using [the sheet] as a
tool to help us evaluate the organization’s activi-
ties and compliance with Joint Commission stan-
dards,” says Janet McIntyre, spokeswoman for
the Joint Commission. The form also lets provi-
ders know what the review process is going to be,
she adds.

The completed form should be attached to the
medical record review material supplied for the
Document Review Session, which is a survey
activity designed to prepare and orient surveyors
for subsequent survey activities. The medical
record review material should include reports or
minutes for the 12 months prior to the survey of
the group responsible for the review of medical
records.  ■

AHA confronts 
transaction code

The final rule on Transactions and Code Sets
required by the Health Insurance Portability

and Accountability Act of 1996 contains ambigu-
ities concerning use of the National Drug Code
(NDC) set for the reporting of drugs and bio-
logic items, according to testimony given in
Washington, DC by the American Hospital
Association (AHA). These ambiguities could
pose significant hardships for both providers
and payers, says George Arges, senior director
of the AHA’s Health Data Management Group
and chairman of the National Uniform Billing
Committee. 

During his testimony before the National
Committee on Vital and Health Statistics, Arges
said the adoption of the NDC in lieu of the
Health Care Financing Administration’s “J”
codes now in use would require extensive con-
version and replacement of existing information
systems, as well as the associated training costs
in working with the new code set. Although the
cost would vary according to the size of the
facility, hospital estimates put the price at a min-
imum of $200,000 per facility.  ■
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dissatisfaction with HCFA’s 1997 proposed evalua-
tion and management documentation guidelines. 

Under the CMA plan, physicians from the
same specialty as the practitioner whose claim
was denied would perform a peer review focus-
ing on “outliers,” or those physicians whose
claims don’t fit a normal billing profile, notes an
analysis by the American Medical Association.
This would then be backed up by education
efforts to help physicians understand why a car-
rier denied their claims, where appropriate.

Currently, carriers usually use nurses to per-
form claim review, only calling in a physician for
especially difficult cases. 

While many physicians feel they will end up
winning more questioned claims with fellow
practitioners conducting the review, some
experts predict there will be no major change in
audit conclusions. In fact, physicians may even
end up losing more appeals because doctors
tend to be stricter reviewers than nurses, says
Gerald Rogan, MD, medical director for
National Heritage Insurance Co., California’s
Medicare carrier.  ■

Temp physician trend grows
among old and young
Have license, will travel

The odds are increasing that you have either
worked with a part-time or “temp” physician

or are even considering becoming one yourself. 
“We are seeing more younger doctors and resi-

dents become locum tenens. It is not just for older
or retired doctors any more, although doctors
ages 45 to 60 still represent the largest group,”
says Dustin Koger, vice president of operations
at Staff Care, an Irving, TX-based medical place-
ment service. 

The benefits of becoming a locum tenens doc-
tor are obvious: freedom from much of the paper-
work and regulatory and financial hassles that
come with practicing medicine in today’s reim-
bursement environment. 

In fact, one survey by Staff Care found that
15% of all physicians now work as locum tenens
at some point during their career, compared with
just 4% in 1987.

The American Medical Association says the
number of semiretired doctors increased from
1.1% of all physicians (5,908) in 1985 to 1.7%
(13,585) in 1999. Inactive doctors, which includes
those who are part-time, semi-retired, and retired,
increased to 9.5% in 1999 from 7% in 1985.

Demand for locum tenens physicians is highest
in anesthesiology, radiology, cardiology, pulmono-
logy, psychiatry, and other specialties. Locum
tenens fees for anesthesiologists grew 31% between
February 1998 and June 1999, while cardiology fees
jumped 30% and radiology fees increased 16%,
says Staff Care. However, primary care physician
fees only increased by an average of 3%. 

Over the past year, top temp day rates have
jumped 30% to $600-$900 for cardiologists, $600-
$700 for gastroenterologists, and $900-$1,200 for
radiologists. Primary care physicians earn an
average of $400 per day.

Some 70% of the locum tenens fee goes to the
physician as salary. Meanwhile, the locum tenens
placement firm usually provides necessary mal-
practice insurance, licensing assistance, travel
expenses, and other administrative costs.

According to the American Medical Association,
the most popular type of temp physician arrange-
ments are to fill new permanent jobs until a perma-
nent candidate is chosen. Some physician staffing
firms even offer specialized programs in which
they recruit providers to serve as locum tenens as a
way to “try out” for a permanent job opening.

Managed care has made use of locum tenens,
or temporary physician staffing, a much more
popular option when it comes to practice staffing
strategies.

The Latin term “locum tenens” means “one
holding a place.” Most providers contact locum
tenens placement firms to fill temporary voids
when regular physicians are going to be gone for
an extended period due to vacation, medical con-
ferences, or training sessions. Others often hire a
locum tenens physician when they need to beef
up their staffing during a busy time of the year,
such as during flu season. 

Some things to consider when retaining a
physician placement service include:

• Background checks. The locum tenens firm
you hire should be able to perform a thorough
background check on all potential candidates it
represents. 

• Follow-up service. It is important that your
locum tenens firm be willing to stay in contact
and available to help resolve any conflicts that
might arise with the temp physician. Some firms,
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for instance, guarantee placements and will pro-
vide another candidate should your initial choice
not work out.

• References. Ask the agency for a current and
past clients list so you can ask other practices how
they felt about their experience with the firm.  ■

Locum tenens basics for
billing and reimbursement 
Reciprocal period limited to 60 days

Medicare lets physicians bill for services per-
formed by others when they are away from

the office. Brett Baker, a payment expert in the
American College of Physicians-American Society
of Internal Medicine’s (ACP-ASIM) Washington,
DC, office explains how this works.

PPU: How can providers bill Medicare for ser-
vices provided to their patients by a physician who
is covering while they are away from the office? 

Baker: While Medicare typically only pays
physicians who actually furnish a service, there is
an exception for “covering physician” arrange-
ments. Medicare will pay you for services pro-
vided by a covering physician under the following
circumstances: 

— You can enter into what’s called a “recipro-
cal billing” arrangement with other physicians to
cover each other’s practice on an occasional, as-
needed basis. 

— You can also have a substitute physician
cover your practice as an independent contractor
when you are away from the office. This is
known as a locum tenens arrangement. 

PPU: What’s the difference between these
arrangements?

Baker: The rules are similar, but there are some
important differences. For instance, a reciprocal
billing arrangement is typically an agreement
among physicians that one will cover the other’s
practice when the regular physician is absent. 

Reciprocal billing arrangements are often infor-
mal, and Medicare does not require them to be in
writing. No money changes hands, and the regu-
lar physician compensates the covering physician
by reciprocating in the future under similar cir-
cumstances. Physicians can have reciprocal billing
arrangements with more than one physician. For
instance, such arrangements often include physi-
cians who occasionally cover for their colleagues

during extended office hours and who cover for
colleagues who are on-call on the weekend. 

The coverage period for reciprocal arrange-
ments is usually short. However, Medicare says
they last up to 60 days if certain criteria are met. 

PPU: What about locum tenens arrangements?
Baker: Locum tenens are different in that the

substitute physician generally does not maintain
a practice, instead traveling from area to area as
needed. The regular physician typically pays the
substitute physician a fixed per diem amount,
with the substitute physician working as an inde-
pendent contractor, not an employee. 

PPU: Are there any specific billing require-
ments for reciprocal billing arrangements?

Baker: Medicare will only honor reciprocal
billing arrangements if: 

— the regular physician is unavailable to pro-
vide the services; 

— the beneficiary has arranged or seeks to
receive the services from the regular physician; 

— the substitute physician does not provide
the services to the beneficiary over a continuous
period of longer than 60 days; and

— the regular physician identifies the services
as substitute physician services. 

PPU: What about length of coverage? 
Baker: Coverage starts the first day the substi-

tute physician provides Medicare Part B services
to the regular physician's patients to the last day
on which the substitute physician provides ser-
vices before the regular physician returns to
work, provided it is under the 60-day limit. 

PPU: What are the requirements for a locum
tenens arrangement?

Baker: Medicare recognizes that physicians
often retain a substitute physician to take over
their professional practices while they are absent
for such reasons as illness, vacation, continuing
medical education, and pregnancy. Medicare will
pay the regular physician for services provided
by the substitute provider if: 

— the regular physician is unavailable to pro-
vide the services; 

— the beneficiary has arranged or seeks to
receive the services from the regular physician; 

— the regular physician pays the locum tenens
physician on a per diem or a fee-for-service basis; 

— the locum tenens physician does not pro-
vide services to beneficiaries over a continuous
period of more than 60 days; and 

— the regular physician identifies the locum
tenens physician on claims submitted for the ser-
vices provided by the locum tenens physician. 
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Malpractice awards, 
premiums on the rise
Juries are getting more generous 

Despite the fact that plaintiffs won 2% fewer
malpractice cases in 1999, jury awards rose

7%, which is the third year in a row the amounts
have climbed, reports Jury Verdict Research, a
Horsham, PA, consulting firm. This placed the
median medical malpractice award at $800,000 in
1999, up from $750,000 the year before. During
the early and mid-1990s, jury awards averaged
around $500,000.

Along with trend toward higher awards is a
greater tendency for juries to award jumbo mone-
tary judgments, with 45% of awards being in the
$1 million and up category during 1998-1999.
Only 39% of judgments were in the million-dollar
club during the 1997-1998 time period. 

These awards are also pushing up the cost of
out-of-court settlements. In 1999, the median set-
tlement was $650,000, or 30% more than the year
before, says Jury Verdict Research. 

This, in turn, is pushing up the price of mal-
practice insurance. During 2001, practices can
expect their professional liability rates to rise any-
where from 6% to 50%, with the average increase
hovering around 14%, industry observers predict.

The good news is that even though award
amounts were up, overall plaintiffs won just 35%
of the cases that made it to court in 1999, down
2% from the previous year. 

There also has been a change in the types of
medical malpractice lawsuits being filed by
patients. For instance, more claims are being filed
against physicians for failing to spot and diag-
nose a problem. 

Meanwhile, juries are more likely to order a
substantial award if they feel the physician had a
financial incentive to order fewer tests or perform
less procedures, even if the evidence shows the
care given was appropriate. 

The cases plaintiffs are most likely to win
involved childbirth negligence cases, according to
Jury Verdict Research. In 1999, plaintiffs won 47%
of the time these cases went to a jury. Next most
risky for practitioners: surgical neglect and misdi-
agnosis cases.

Bottom line: The best way to protect yourself
from a malpractice verdict is to practice sound
medicine and thoroughly document everything.  ■

More docs use Internet;
more patients want e-mail
The digital divide is shrinking

While more practices are using the Internet to
improve and provide medical services,

“our research shows that most physicians ‘just
don’t get it,’” finds a study by Harris Interactive
of Rochester, NY, a subsidiary of the Harris Poll. 

Harris Interactive did find that more practicing
physicians are on-line. Most physicians now go on-
line on a daily basis, and two out of every five doc-
tors work in practices that have web sites, up from
just over one-fourth of doctors over a year ago.
Physicians’ staffs are also using the Internet more
often for both clinical and administrative work. 

The study found that on-line health care con-
sumers have had many frustrating experiences
with their office visits which they believe the
Internet could help correct, such as: 

— “forgetting to ask all my questions when
I’m with my doctor” (60%);

— “having to see my doctor in person to ask
questions that he or she could answer by tele-
phone or e-mail” (41%);

— “getting through to someone who could
answer my questions” (35%);

— “providing the same information over and
over again each time I go to the doctor’s office”
(35%);

— “finding a new doctor” (30%);
— “not having enough time with my doctor”

(29%).
A significant majority (81%) of on-line users

would like to receive e-mail reminders about pre-
ventive care and follow-up e-mails after visits to
doctors (83%) and to have their doctors access
and monitor their lab tests on-line (84%).

A by-product of managed care is that the
amount of time patients spend with their doctors
during an office visit has declined from a total visit
of 25 minutes in 1993 to about 19 minutes today.
Of this time, only two or three minutes is actually
spent in face-to-face conversation between the
doctor and patient. 

“Given the pressure on physicians to increase
their productivity by seeing more patients, which
in turn means spending less time with each
patient — it is no surprise that many patients feel
the way they do,” says Humphrey Taylor, chair-
man of the Harris Poll. 
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As one member of one of the survey’s focus
groups said: “I’d prefer to e-mail my doctor with
a question and get an e-mail back from him,
rather than phoning and talking to the reception-
ist who leaves a message for his nurse, who calls
me back and then asks the doctor, then calls me
back with his response, and if I have a [follow-
up] question, she has to call back yet again.”

Many physicians are reluctant to make wider
use of the Internet until standards have been set for
reimbursement, medical records privacy, and mal-
practice risk. However, most seemed concerned
that it will lead to the impersonalization of care.

“I think it would be a shame to manage
patients’ health care on the Internet and to lose
the human interaction and contact,” one physi-
cian told Harris. “How can you build trust in your
physician over a computer? I think one of the
basic things we learned was human touch and
caring. I find it difficult to believe that that — or
some of that — won’t be lost over the Internet.”  ■

Thinking outside the box
reaps benefits for clinic
Patient access, collections have increased

East Albany (GA) Medical Center does things a
little different from the typical medical prac-

tice: The support staff escorts patients and takes
vital signs; a nurse reminds the patients of unpaid
balances; and the entire 56-member staff from the
front desk to providers can be in constant commu-
nication with each other via walkie-talkies.

And it works.
The clinic, in rural south Georgia, employees

19 physicians and 10 physician assistants who see
more than 39,000 patients a year. Patients can get
an appointment within 24 hours after calling, and
all patients, including walk-ins, are in and out in
45 minutes or less.

After an extensive re-engineering project
geared to increase efficiency and improve patient
access, patient satisfaction is at an all-time high

and collections are up. And the project costs very
little because it uses common, off-the-shelf tech-
nology such as cordless telephones and electronic
databooks.

The redesign project took place over a six-
month period as four members of the clinic staff
attended a six-month course in re-engineering
and applied the techniques they learned to
improve patient flow. 

“The seminars taught us about redesign and
thinking outside the box. We took those concepts
and started applying them in our clinic,” says Ron
Malcolm, PA-C, a physician assistant and leader of
Team Delta Force, the redesign team. Other mem-
bers of the team were Bernard Scoggins, MD, med-
ical director; Diane Carter, business manager; and
Belinda Morrison, RN, nurse manager.

After a 90-day implementation period and trial,
the redesign team is in the process of expanding
the redesign to include the other six clinics oper-
ated by Albany Area Primary Health Care.

Their efforts have received an Innovations in
Health Care Award from the American Academy
of Physician Assistants/Physician Assistant
Foundation/Pfizer recognition program.

The goal of the project was to increase efficiency
at the clinic and cut down on lengthy waiting
times for patients. The team started by taking
detailed measurements of patient flow. Each team
member followed patients one at a time from the
time they walked in the clinic door until they left.
This helped identify the problems and bottlenecks. 

Their solution was to change the way the clinic
operated and boost communications by using
inexpensive, off-the shelf technology including
walkie-talkies for all staff, electronic databooks
and cordless telephones for the nurses, and com-
puter terminals in all the treatment rooms. (For
more information on how the clinic uses walkie-
talkies, see story on p. 80.)

“We used everyday equipment that doesn’t cost
much. If you really take the time, you can see that
there is a better way to do things at very little cost,”
Malcolm says. The biggest cost was $12,100 to buy
and install computers in each treatment room. 

The staff of 56 is divided into teams, which
include a front desk clerk and a records clerk as
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well as the provider and the nurse. Some of the
clerks work with more than one team.

“A critical part of the redesign was training
everyone on the staff to be a part of the team,”
Malcolm says. For instance, the front desk people
and records people are trained to escort the patient
to the treatment room and take basic vital signs.

Initially, the nurse director provided the train-
ing. The clinic has worked with a local technical
school on a cross-training curriculum. When the
clerks have finished their training and meet the
proficiency standards set by the practice, they
will get a step raise in hourly wages.

“They are really excited and love being part of
the team. It makes them feel involved with the
patients,” Malcolm says.

The clinic couldn’t afford to put telephones in
each treatment room but was able to buy six 900
Mhz cordless phones for each team’s nurse to use.
The nurses also have electronic databooks that
include pharmacy names and telephone numbers.

That way, if a patient is in the treatment room
and isn’t sure whether her medicine needs refill-
ing, the nurse can call the pharmacy. The process
has greatly reduced the number of phone calls
received by the practice for prescription refills,
Malcolm says.

“We had been inundated with elderly patients
calling us after their visit to say their prescrip-
tion needed refilling. It added a whole level of
additional work, pulling the chart, getting the
approval of the provider, calling the pharmacy.
This way, the proper number of refills can be
made because the nurse knows when the follow-
up appointment is.”  ■

Private payment talks
prove a winner
Process has increased collections dramatically

When Ron Malcolm, PA-C, first considered
the idea of having medical staff ask patients

for money in the treatment room, he rejected it as
“sacrilege.” But as Malcolm, a physician assistant
at East Albany (GA) Medical Center, and Bernard
Scoggins, MD, the clinic medical director, dis-
cussed ways to improve efficiency at the clinic,
they decided to test the idea.

To their surprise, the process proved to be very
successful. Not only did patients not object; it had

a positive impact on the clinic’s bottom line. “It
blew us away. Our cash receivables went up and
up and have continued to go up,” Malcolm says.

During their project to improve efficiency at
the clinic, the redesign team decided to install
computers in each examination room and have
the nurse check out the patients and refill any
prescriptions before patients leave the room.

Malcolm proposed that the nurses check the
patient accounts. If the patient has a balance due,
the nurse asks them to pay, if they’d like to pay
on it that day, and how much. She enters the
amount into the computer. If there is a co-pay, she
does the same.
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“The accounts are discussed with patients 
in privacy at the point of service, when they feel
they got something for their buck,” Malcolm
says.

When clinic staff initiated the program, they
administered satisfaction surveys to all patients.
Only one person said they didn’t like to be asked
for cash in the examination room.

The practice has many indigent patients who
often do not have enough to pay their bill or
their copayment and are embarrassed when the
cashier asks them about their account in front of
a full waiting room.

“We asked about the accounts in private so
that patients were not embarrassed when they
didn’t have enough to pay,” Malcolm says. For
instance, if a patient owes $20 but can only pay
$12, the nurse writes a note to that effect and
sends it up front so the cashier knows how much
to ask for. 

The clinic’s financial counselor also visits with
patients who are in arrears while they are in the
treatment rooms. She gets a list of the scheduled
appointments each day, tells the nurses whom
she needs to talk to, and is alerted when the
patient is in the room and the providers are gone.

“In the past, the cashier would have flagged
the account and asked the patients to wait to see
the financial counselor. Now, it’s built into the
waiting time,” Malcolm says.  ■

Walkie-talkies solve 
communications problem
Team members can be in touch instantaneously

Like most medical offices, East Albany (GA)
Medical Center had problems with communi-

cation between the providers and nurses before
their re-engineering project. In fact, improving
communication was the first task the practice’s
re-engineering team tackled.

The team decided to try solving the problem
by using walkie-talkie headsets to provide two-
way communication between nurses and
providers. 

Ron Malcolm, PA-C, team leader for the
redesign project, gives this example of time sav-
ings: The provider goes out of the exam room
looking for the nurse, who is around the corner
making a telephone call. There is an inevitable

wait for the provider and the patient.
With the walkie-talkies, the provider merely

asks the nurse for whatever he or she needs,
without leaving the patient’s side. “Multiply that
day in and day out, and the time savings are
enormous. The frustration level just melted
away,” Malcolm says. 

The process worked so well that the clinic
added the front desk person and the records per-
son to the same walkie-talkie frequency. 

Now, if a patient is coming in late or has any
other issues, the front desk can communicate
instantaneously with the provider or the nurse.
The records person also hears the conversation
and can be looking for the chart by the time the
conversation is over.

Adjusting to the walkie-talkies was frustrating
initially, Malcolm says. “At first, the chatter was
truly awful. We learned to minimize the chatter
so we were communicating only about the
patients,” Malcolm says.

The walkie-talkies are not secured lines, so
staff are cautioned not to mention specific names
or diagnoses. Also, when a provider doesn’t want
to be interrupted, he or she can push a button
that sends a code that his or her headset is off.
Later, the provider can flip the switch to go back
on-line.  ■
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