
The exodus is afoot as plans abandon
cash-poor Medicare risk products
Trend isn’t necessarily bad news for practices

What a difference a year makes. Last year’s box office superstar
can be this year’s dud in a world of fickle moviegoers, just as
one season’s must-have outfit can elicit yawns among the

fashion-conscious six months later.
The same holds true for many HMOs, which are finding that the

Medicare risk market isn’t the growth opportunity it was cracked up to
be. In the past month alone, at least half a dozen payers have announced
plans to pull out of the Medicare risk business in selected geographic
markets.

Here are just a few of the most recent announcements:
• Prudential Healthcare, based in Roseland, NJ, announced plans 

to pull its Medicare risk product in New Jersey, California, Maryland,
New York, and parts of Florida, affecting some 25,000 customers of its
SeniorCare product.

• Woodland Hills, CA-based Foundation Health Systems announced
it will not renew Medicare risk contracts in 18 counties in California,
Colorado, New Mexico, and Washington, affecting approximately 7,000
enrollees. Combined with exits Foundation announced this summer in
northern California, Connecticut, and New Jersey, about 22,700 enrollees
will be affected by Foundation’s action.

• Oxford Health Plans of Norwalk, CT, recently announced plans to
cut its Medicare risk customer base by 17% (about 26,500 individuals)
by ceasing Medicare operations in 24 counties in Connecticut, New
Jersey, New York, and Pennsylvania.

• In an interesting twist, Cincinnati-based Anthem may be reconsid-
ering plans to exit the Medicare risk business in six of the 22 Ohio
counties it serves, following a class-action lawsuit filed by Medicare
beneficiaries and appeals from state legislators who say Anthem’s
Medicare risk customers in six counties have no other Medicare man-
aged care options.

How could all this be happening when as recently as last year, pay-
ers and HMO industry groups such as the Washington, DC-based
American Association of Health Plans were lauding Medicare risk as
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the next big growth industry? For the same rea-
son marriages and business partnerships bust
up every year: money.

“I think the [Medicare risk] products are priced
too competitively. I don’t think that in Orlando,
FL, you can provide benefits for the revenue
[HCFA provides],” says Richard Reiner, presi-
dent of Orlando’s Florida Hospital Healthcare
System.

Most of the plans are exiting because they sim-
ply could not make a profit on Medicare risk
markets, echoes Todd Rodriguez, an attorney
and consultant for The Health Care Group in
Plymouth Meeting, PA. Intense market competi-
tion in some areas has pressured payers to insti-
tute competitive benefit packages — for example,
$5 copays for prescription drugs or hearing aids.
Unfortunately, the costs of providing these ser-
vices outweighed the potential returns in many
geographic markets based on the amount at
which payers are reimbursed for services pro-
vided to Medicare risk customers.

Reimbursement varies by county

The rates at which HMOs are reimbursed for
Medicare risk patients can vary widely from
market to market because HCFA determines
reimbursement using county-level capitation
rates calculated yearly at 95% of each county’s
fee-for-service adjusted average per capita costs
(AAPCCs). The monthly capitation rate for
HMOs is then risk-adjusted for the expected
costs of its various types of enrollees. 

The often wide variation in AAPCC rates reflects
variation in such factors as wage levels and the cost
of supplies, as well as different usage patterns for
medical services.

Although a few carriers pulled out of the
Medicare risk business as early as 1997 (specifi-
cally Healthpartners Health Plans and Intergroup,
which withdrew from the Medicare risk business
in Arizona), there has been a flurry of activity in
the last six months. One contributing factor is lan-
guage included in this summer’s Balanced Budget
Act, which affects administrative costs and mem-
ber communications for plans participating in
HCFA’s Medicare + Choice demonstration project,
Rodriguez says. 

The act required all carriers participating in the
Medicare + Choice program to notify patients of
any benefit changes by Nov. 1. That follows a
May 1 application deadline plans had to meet to
submit applications to HCFA for their proposed

reimbursement rate (reimbursement for the
Medicare + Choice program is not solely deter-
mined by the AAPCC rate).

And here’s the kicker: In June, shortly after 
the May 1 application deadline, new Medicare +
Choice regulations were released that increased
the administrative burden on participating health
plans — and increased the likelihood of addi-
tional administrative costs.

Earlier this fall, the American Association of
Health Plans asked HCFA to allow the plans to
amend their reimbursement proposals submitted
in May because many health plans had underesti-
mated their administrative costs, Rodriguez says.
HCFA denied the request.

Reiner, whose hospital participated in the
demonstration project, says he learned that physi-
cians must have incentives to reduce utilization
and costs for the Medicare risk concept to work.

“Our product was operated by a PHO [physi-
cian-hospital organization] which was primarily
hospital-owned. The physicians didn’t own the
PHO, so they weren’t at risk from a capital stand-
point,” he explains. “Unless there is a good plan
totally approved by the majority of the partici-
pants that will reduce historical fee-for-service
costs by approximately 30%, it will be very chal-
lenging to make Medicare risk work.”

Florida Hospital Healthcare System plans to
continue participating in the three Medicare risk
contracts in Orlando sponsored by payers, Reiner
says.

So what is the impact on physicians? Very lit-
tle, from a financial standpoint. Customers of a
Medicare risk plan whose carrier pulls out of the
market can either convert back to traditional
Medicare or sign up with another Medicare risk
carrier, explains Robert Westergan, MD, medical
director for Jewett Orthopaedic Clinic in Orlando,
which participates in the Medicare + Choice pro-
ject with Florida Hospital.

“If [patients] go back to traditional Medicare
reimbursement, it would be to our benefit, assum-
ing we can effectively collect the copay,” he says.

Physicians who have patients in this situation
can expect to field questions from confused
patients, Westergan adds. When United Healthcare
recently decided to exit the Medicare risk market in
Orlando, many of Jewett’s physicians faced ques-
tions from patients who were seeking advice on
what to do next.

“We don’t have a good answer to that,” he
says. “We direct them back to their HMO for
education about their options.”
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Will the shrinking profit margins on Medicare
risk mean that payers who remain in the market
will try to ratchet down reimbursement rates to
physicians and hospitals even further? Rodriguez
says that is unlikely.

“The decision to pull out of these markets was
partly driven by the fact that they [payers] can’t
cover costs to providers, and the margin is
already pretty slim.”

But it does help practices to be aware of likely
shifts among payers they contract with. As in
any other subject within the managed care arena,
it pays to know the plans of the payers in your
market. Read your contracts carefully and strate-
gically position your practice to be a player in
managed care.

[Editor’s note: For more information on evaluating
proposed Medicare risk capitation contracts, see the
January 1998 issue of Physician’s Managed Care
Report, pp. 7-10. To obtain a back copy of this issue,
contact our customer service department at (800) 688-
2421 and ask for a copy of the January 1998 issue.]  ■

Surviving in today’s
Medicare risk climate 
Follow these 10 steps to better results 

As more and more payers continue to rethink
their commitment to the Medicare risk mar-

ket (see related story on p. 161 of this issue),
some practices may question whether they even
want to sign Medicare risk contracts. 

Although market conditions shouldn’t scare
practices away from signing Medicare risk con-
tracts, it does pay to make sure your practice has
the necessary tools in place to make Medicare
risk contracting financially and logistically viable,
says Charles A. Peck, MD, a consultant with
Arthur Andersen’s Atlanta-based health care con-
sulting group.

According to Peck, there is adequate reimburse-
ment today for providers and health plans to
operate profitably, provided they properly struc-
ture their products and invest in programs that
maximize preventive and intervention services.

Based on these concepts, Peck has developed a
10-step method for determining Medicare risk
viability, based on  the following key points:  

1. Improved risk assessment methodology.
Twenty percent of the current Medicare popula-
tion generates 80% of the costs. “That makes it
vital in the Medicare arena to identify the most
vulnerable seniors in an HMO prior to their
accretion into the program,” says Peck. 

2. Better-trained geriatric care managers and a
geriatric assessment team. Seniors require spe-
cialized services and increased attention. When
they require hospitalization, it is common for
their functional status to decline, which then
increases their risk status upon discharge. A spe-
cialized geriatric team comprising a geriatrician,
geriatric care manager, social worker, and phar-
macist can help prevent functional decline by
aggressively managing the inpatient stay. 

3. More disease management programs. “Most
providers need a program for congestive heart fail-
ure, diabetes, and oncology. Determining which
programs to develop can be done by an assess-
ment of the system’s high-volume and high-cost
diagnoses,” says Peck. 

4. More risk sharing. Financial incentives
must be properly aligned across all providers 
for any risk program to be financially successful.
“Physician groups that desire to share in upside
bonuses must expect to also share potential
downside risk,” says Peck. However, risk should
be balanced to achieve the desired outcome, and
have enough upside potential to encourage nec-
essary changes in physician behavior. 

5. Strong physician leadership. Simply put,
“physician leaders must be capable of making
the tough decisions that arise in regards to per-
formance measurement and accountability,” says
Peck. 

6. Strong hospital leadership. “A transforma-
tion of values from hard assets to relationships
must occur for hospital-driven systems to be suc-
cessful in the risk environment,” contends Peck. 

7. Physician- and administrator-friendly
reporting tools. Both patient and financial infor-
mation generated within the practice must be
accessible, available, understandable, flexible,
and relevant

8. Physician accountability for controlling
outcomes and cost. Agreed-upon practice bench-
marks must be followed by everyone with clini-
cal care responsibilities, and key performance
measures for physicians must be clearly articu-
lated and followed. 

9. Openness to change. Networks launching 
a new Medicare risk program should seriously
consider providing change management training
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for its physicians and for other clinical and non-
clinical employees. 

10. Clearly communicated vision and mis-
sion. Once change has been confronted, new pro-
grams have been put in place, and systems of
care have been made consistent across all special-
ties, the vision and mission of the organization
must be clearly and repeatedly articulated by its
leaders, says Peck.  ■

NCQA report ranks 
health plan quality
Poor performers are able to avoid scrutiny

Health plans that publicly report quality data
not only perform better, but they show more

improvement than those that don’t, according to
the State of Managed Care Quality report released
by the National Committee for Quality Assurance
(NCQA) in Washington, DC.

While that finding bolsters the case for health
care accountability, it also reveals a disturbing
truth: Plans with poor performance still can
avoid scrutiny simply by declining to release
their results. And quality experts say these plans
aren’t yet likely to face adverse consequences
from consumers or purchasers.

While an estimated 90% of the country’s 650
health plans collect at least some quality data,
and 447 reported 1997 Health Plan Employer
Data and Information Set (HEDIS) results to
NCQA for its Quality Compass database, only
292 plans allowed their data to be made public.

“It is important to remember that the lower per-
formers in Quality Compass are not actually the
worst plans — far from it, in fact,” said NCQA
executive vice president Cary Sennett, MD, PhD,
in the report released in late September. “There are
many plans whose performance is much lower
still. The plans that publicly reported their data
deserve credit for stepping forward. These are the
plans that consumers can expect will get better
over time and work to deliver top-quality care.”

Patients were more likely to say they were “com-
pletely” or “very” satisfied with care from plans
that publicly reported data (58.5% vs. 50.4%), and
those publicly accountable plans performed better
on every HEDIS measure. 

The Quality Compass data again showed
huge variation between the highest- and lowest-
performing plans. For example, rates of beta
blocker treatment for patients who had a heart
attack ranged from 52% to 92%, with a national
average of 74%. Plans publicly reporting their
data outperformed their counterparts on that
measure by 11%.

New England outperformed other regions in
the country, as it did in last year’s report. Other
regions shared the bottom spot as low performers
in different categories. 

Meanwhile, preferred provider organizations
and indemnity plans do not participate in HEDIS
and report no quality information to NCQA or
other national bodies.

“I think purchasers and regulators need to be
more aggressive in saying we’re going to get the
same information about everyone,” says Andrew
M. Wiesenthal, MD, associate medical director of
Colorado Permanente Medical Group in Denver
and a member of the NCQA board of directors.
“If you can’t provide the information, [they
should say] you can’t provide the services.”

We’re still far from value-based purchasing

However, most purchasers and consumers
don’t yet seem attuned to quality indicators.
That means there is little pressure on poor per-
formers and few advantages accruing to the high
performers.

Despite talk about “value-based purchasing,”
Wiesenthal’s group-model HMO has yet to see
benefits from its quality data.

“We have comparable [premium] rates to
major competitors in our market and demonstra-
bly better quality on the public measures,” says
Wiesenthal. “People ought to be beating my door
down to become members. Big employers ought
to be insisting that we’re one of their offerings.”

They’re not, Wiesenthal laments. Still, he
remains optimistic that the health care market
will become more focused on quality.

“I like to see the good things that appear about
us in the press when these reports are released,”
he says. “I’d like to think it helps [competitively],
but there’s no data that it does.” Still, he says, “In
the long run, it’s going to be what [matters].”

Even fewer independent medical groups col-
lect and report HEDIS data, notes Wiesenthal.
The California Cooperative HEDIS Reporting
Initiative (CCHRI) will begin public reporting of
HEDIS rates by medical group next year.
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Leaders of the medical groups involved with
CCHRI are committed to accountability, says
Alfredo Czerwinski, MD, a principal with Lawson
& Associates consulting firm in Sacramento, CA,
and a member of the CCHRI executive committee.
But those groups currently see little material bene-
fit to their involvement.

“The overarching issue is this: Will the group get
10,000 more covered lives after it goes through all
the work of pulling the charts, calculating the mea-
sures, and publishing the data?” asks Czerwinski,
who specializes in physician organizational devel-
opment and quality improvement. “Will some eco-
nomic advantage accrue to those who take the
trouble to have and publish good scores?”

Groups move toward physician accountability

NCQA and other organizations are slowly try-
ing to expand the scope of performance assess-
ment. In 1999, all plans that seek accreditation
must report HEDIS data that are verified by an
approved auditor. Business coalitions such as the
Pacific Business Group on Health are reporting
information from patient surveys on medical
group report cards.

“There is no question that the movement is
going toward much more accountability of all
segments of health care,” says Gary Krieger, MD,
a San Pedro, CA, pediatrician and representative
on the Performance Measurement Coordinating
Council, a collaborative quality assurance group
organized by NCQA, the fledgling American
Medical Accreditation Program (AMAP) of the
American Medical Association, and the Joint
Commission on Accreditation of Healthcare
Organizations in Oakbrook Terrace, IL.

AMAP is moving toward accreditation of indi-
vidual physicians, including quality improve-
ment and some form of performance assessment.

“As I’ve had the opportunity to talk to major
purchaser and consumer groups, one of the things
they say is missing is some understanding of
what’s going on in an individual physician level,”
says Krieger, who also is vice chairman of AMAP.

In fact, many health plans now have physi-
cian networks that are virtually identical. But
the efforts to assess quality at the physician or
medical group level will proceed with caution.
“Accountability never hurt anybody, but you
have to have the right kind of accountability,”
says Krieger. “I want to make sure the tools and
instruments we’re using, whether for a health
plan or doctor, are used in the right way.”  ■

By seizing opportunities,
MDs emerge winners
Physician-owned HMO thrives in rural market

Just like the old stock market adage “Buy low, sell
high,” taking a proactive stance in managed care

can work best when conditions in the managed
care marketplace are less than ideal. The experience
of a physician-led and -owned managed care orga-
nization, Virginia-Carolina Managed Care Inc.
(VICARE), is a prime example.

The Franklin, VA-based company seized the
opportunity created by employer dissatisfaction
with rising premiums by starting its own HMO
in this rural area of approximately 12,000 in 1995.
Three years later, the gamble has parlayed into a
company with 27,000 covered lives, 1,700 physi-
cians under contract, and 20 affiliated hospitals.
The company’s coverage area runs down the
eastern shore of Virginia, including Williamsburg,
across the peninsula area of the state, and into the
northeast corner of North Carolina. Bed days per
thousand average 160, compared to the average
of 200 for the other major system in town.

VICARE’s story illustrates the opportunities 
for physician-run organizations that are willing to
take initiative, says Bob Coburn, a consultant with
William M. Mercer consulting firm in Chicago.
There will be an employer backlash against the
ever-increasing premiums of large insurer-owned
HMOs, he says. “The best-functioning plans on an
ongoing basis are going to be integrated systems
owned and run by physicians. They will be the
better plans based on patient satisfaction, clinical
excellence, and low costs. The only plans I’m
aware of now that meet these four criteria are run
by physicians.”

VICARE’s beginnings were spurred by a local
employer looking to lower its health care costs,
says Karl Beier, MD, a physician with an OB/GYN
practice who also serves as chairman of VICARE.
In 1995, Union Camp, a paper manufacturer that
employs about 3,500, put the word out that it was
dissatisfied with rising health care costs and was
entertaining proposals from other insurers.

“That really sort of galvanized the doctors in
this community to respond. In reality, they [Union
Camp] represent 10% of anybody’s patients in this
town,” Beier says.

Union Camp’s announcement came at a good
time. Three months earlier, a group of physicians
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(including Beier) and representatives from a local
hospital had begun working with a consultant to
prepare for what they saw as the inevitable infil-
tration of managed care into their market. “At
the time, we were sort of a cutoff for managed
care. We started looking at what was happening
in managed care in the peninsula area [about 30
miles from Franklin] and saw a lot of people who
live in our community but work in the city being
pulled into health plans.” Beier’s practice and
the other practices in town were not included in
these networks, meaning some patients had less
of a financial incentive to use their practices.

The Union Camp announcement set the
group’s plans in motion, enabling it to respond 
to Union Camp’s proposal and create its own
managed care organization. It was a bit of a gam-
ble to try to convince the town’s largest employer
that it should put its faith in a start-up organiza-
tion. VICARE eventually won the contract after
six months of negotiations, beating out the more
experienced Centera Health System, an inte-
grated delivery system of several large hospitals
in a neighboring community. 

Because Union Camp is self-insured, VICARE
did not need to get an HMO license from the state.
It assembled a network of 200 physicians and six
hospitals, formed an organization financed by 
a $5,000 contribution from each of the 24 founding
physician partners and matching funds contribu-
ted by a local hospital, and contracted with a third-
party administrator to handle administrative
processes. The result was something that resem-
bles a point-of-service product, although it is reim-
bursed on a discounted fee-for-service basis. It
utilizes a primary care physician gatekeeper sys-
tem, with utilization management run by VICARE
through a part-time medical director, two RNs,
and three LPNs.

The Union Camp contract served as a model for
the approach VICARE uses with other employers,
using what Beier calls a “gain share” approach.

“With Union Camp, we had to promise them
that we would drop the cost of health care 20%
the first year,” he says. “They [Union Camp]
started from a traditional indemnity plan with
no discounts. I used an actuary and came up
with a fee schedule for the network, not even
allowing for any utilization management sav-
ings or PCP savings. We ended up dropping
costs 35% the first year. So I made an arrange-
ment with them [for the next year]. I said, ‘we’ll
give you the first 20%, and we’ll take anything
above that.’”

As a result, the participating physicians are
given an incentive to practice good utilization
management, Beier explains. “Physicians are
owners, and they will work hard to make the
company work. Because physicians are owners,
they don’t churn the product,” he says.

Word of the Union Camp success gave
VICARE credibility with other employers. In
addition, VICARE’s 15-member board includes
three employer representatives, which proves
useful when marketing to other employers. The
three employer representatives are appointed by
the hospital, which has seven slots on the board;
the physician group also has seven slots, and
Beier, as chairman, occupies the 15th position,
serving as a tiebreaker when needed.

MCO generates reports showing savings

Another element of the Union Camp relation-
ship that VICARE uses with all employer clients
is to generate monthly reports that illustrate
health care costs and money saved through uti-
lization management.

VICARE’s success has spurred developments
beyond the extra employer business. VICARE
eventually purchased the third-party administra-
tor it was under contract with, increased its num-
ber of shareholders, and brought in two additional
hospitals as equity partners. 

In addition, the company is expanding from 
a self-insured client base into a partnership with
a national company to develop a fully insured
plan. “Because we don’t have an HMO license,
we need someone to take the risk,” Beier says.
“We’ve worked out an arrangement with a
national insurer that will allow us to be their
delivery system exclusively in Virginia and
North Carolina. We hope to have that out by
Jan. 1.”

The company also is developing an electronic
credentialing system, which will provide admin-
istrative support to physicians who must submit
credentialing information to other payers with
whom they contract. “When physicians get the
credentialing packages from the insurer, they’ll
send it to us. We’ll call the insurer and offer to sell
our services to them,” he says.

Beier also is spending more of his time travel-
ing to other communities to work with physi-
cians who hope to emulate VICARE’s success in
their own market. The opportunities are there,
Beier insists, if physicians are willing to seize it
and can work together.  ■
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Dealing with HMO denials;
turning a ‘no’ into ‘yes’
Documenting medical evidence properly is essential

One of the most unpleasant acts performed
by an HMO is denial of a procedure or

referral that a doctor recommends for a patient.
This denial often is based on a perceived lack of
medical necessity. It is important for the practic-
ing physician to use the denial either as a basis
for learning or as a basis for an appeal. It is the
practicing physician’s responsibility to appeal a
denial he or she considers inappropriate. 

As someone who has occupied the medical
director’s seat, I’d like to spend a few minutes
educating readers on the reasons behind some
of these denials and when it is appropriate to
appeal them.

In general, “lack of medical necessity” means
that in the opinion of the medical director, the
requested procedure or referral is unnecessary.
Here are some typical examples:

• A primary care physician wants to admit a
patient to the hospital for treatment of pneumo-
nia. The admission is denied because the medi-
cal director feels that the pneumonia can be
treated on an outpatient basis. To determine
this, the medical director must act on the basis
of what is provided either in the phone call
from the physician’s nurse or the referral autho-
rization request.

The medical director will look for evidence or
information regarding:

— how clinically ill the patient appears to be
based on the vital signs and other information
provided; 

— what type of pneumonia the physician
thinks the patient has (community-acquired or
other); 

— whether the patient has any comorbid con-
ditions such as AIDS, heart disease, or another
chronic condition.

In a case such as this, one of the biggest rea-
sons for denial is that the referring physician has
not documented just how sick the patient is and

why he or she must be hospitalized. There are
well-established national criteria and indications
for hospitalization of patients with pneumonia.
If the information provided to the medical direc-
tor does not meet the criteria, then the denial is
appropriate more often than not.

• A request for a hysterectomy is another
classic example of a potential denial based on
lack of medical necessity. The American College
of Obstetrics and Gynecology has established
national guidelines regarding the indications
for hysterectomy. If the authorization request
does not include those indicators for a hysterec-
tomy, then the request will be denied.

In other words, annoying as it is to receive a
denial, there usually is a very good basis for the
denial. The request is evaluated compared to
indications found on nationally accepted guide-
lines. If the indications are not there, the request
is denied. 

If a physician feels the request has been
unfairly denied, then he or she should call the
medical director and find out what guideline
was used as the criteria for the denial. Perhaps
some important information was left off the
request, or there are circumstances that demon-
strate the necessity of the request but that were
not fully documented.

Put necessary information in initial request

A call to the medical director often results 
in an approval rather then continued denial
because new information is exchanged. This pro-
cess can be eliminated if the request contains all
the necessary information in the first place. It
will take more time to fill out a request exten-
sively, but this usually results in even more time
saved because if the request is approved, no
appeal will be necessary.

Many HMOs and risk-bearing IPAs are doing
away with requiring authorization requests for
many common procedures and referrals. This is
usually for two reasons:

1. The physician has demonstrated over a
period of time a lack of denials. Therefore, it
makes little economic sense for the HMO or IPA
to continue to require authorization request.
Rather, the organization can choose to simply
monitor the physician’s practice.

2. The referral specialists are capitated. It is the
responsibility of the referral specialists to manage
care appropriately because the specialist is at risk
by virtue of being capitated.
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The area where a denial based on lack of medi-
cal necessity can get tricky is when treatments for
cancer or other illnesses are deemed experimen-
tal. This is a problem for the patient to handle
because this is usually a benefits determination
and is based on the individual insurance policy
held by the patient. However, the physician can
assist the patient in the appeal by giving the
patient information supporting the assertion that
the treatment or procedure is not experimental. 

The bottom line is that you don’t have to
always take no for an answer. Spend some time
with the managed care organizations you con-
tract with. Find out their documentation require-
ments, and take the extra time to follow these
requirements. It usually is worth your while.  ■

A glimpse into the future:
Managed care’s impact
By Donald J. Lloyd, FACMPE
Executive Director/CEO
Murfreesboro (TN) Medical Clinic, P.A.

(Editor’s note: The challenges for practice adminis-
trators dealing with managed care are growing daily.
Physician’s Managed Care Report asked Donald J.
Lloyd, FACMPE, a practice administrator who is a
former president of the Medical Group Management
Association, to provide his insights into what the
future holds for practice leaders who work with man-
aged care organizations, and what adjustments they
need to make to deal with these issues.)

Managed care as we have known it is about
to become history. That may seem a far-

fetched idea to many, but one only needs to look
at the signs a little closer to conclude that the
end is near.

The cost of health care almost doubled in the
period between 1970 and 1990, rising from 7.1%
to 14.4% of our nation’s gross domestic product.
This drove up health insurance premiums at an
alarming rate, forcing employers to either pass
more of the cost on to employees or raise the
price of their goods and services.

At the same time, the Medicare and Medicaid
budgets were being severely wounded. Suddenly,
many more Americans were without health cov-
erage at all. The resulting economic stress created
a panic environment that led to a clever new way
to manage the cost of care: Enter managed care.
Many proponents of managed care were con-
vinced that the entire health care delivery process
could be improved while saving money. 

For the most part, the concept was good, but
we have seen that managed care too often has
been corrupted by greed.

Early in the managed care cycle, costs declined,
and we did see some innovation in health care
delivery. However, consumers were forced into
procedures and protocols that violated the sacred
principle of choice. This was generally tolerated
until the anecdotal stories of care denial, injury,
and even death sparked an all-out campaign
against managed care by patients, employers,
and government.

Also, physicians and other provider groups
have become better organized, and are now
mounting a vigorous offensive against MCOs. To
make matters worse, costs are rising again, and
we now have even more uninsured citizens, cast-
ing further doubt on the effectiveness of man-
aged care. Once the patients’ rights movement
spread to the legislative arena, the demise of
managed care was sealed. It’s only a matter of
time — in 2001 or 2002, to be exact — until a new
president and Congress will be forced by social
and economic pressures to seize the issue. Exit
managed care and enter a public utility.

The utility — let’s call it the Council on Public
and Private Medicine — will include members of
the provider community, employer coalitions, citi-
zen groups, public health organizations, and health
systems contractors. The council will be responsi-
ble for all health care policy, including establish-
ment of standard clinical protocols, credentialing of
providers, reimbursement systems administration,
monitoring system compliance, measurement of
outcomes, quality, and patient satisfaction, and
general oversight and enforcement. 

Virtually everyone will have insurance cover-
age, eliminating the present concern of over 50
million uninsured Americans. Costs will be
addressed through a global cap similar to the
social security systems prevalent in Europe. That
cap will set total health care spending at roughly
12% of the gross domestic product. Funding will
come from a combination of employer and indi-
vidual tax contributions.
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Twenty-first century technology will allow
patient histories to be encoded on identification
cards, with back-up in the national data reposi-
tory. For the first time in our history, individuals
will be required to participate in their own health
management. There will be economic penalties
for those with unhealthy living habits. Behavior
modification also will be a cornerstone of the pro-
gram. Alternative medical therapies such as
acupuncture, biofeedback, and herbal medicine
will not only be accepted, but encouraged when
appropriate. The focus of medicine will clearly
shift from the treatment of disease to the manage-
ment of health.

Employers and individuals will be able to
select their coverage from one of the 10 or so
national/regional health system contractors,
composed of networks of insurance carrier con-
sortiums or provider-sponsored organizations.
Further, physicians, hospitals, and health system
contractors will be rated based on training and
certifications, professional liability risk, compli-
ance with system rules, economic efficiency, and
patient satisfaction ratings.

Accountability at all levels will be exacting.
Finally, payments to providers will be deter-
mined within each network, and may be based
on DRGs/APGs, capitation, or fee-for-service
arrangements. Of course, anyone wishing to pay
for private care will certainly be allowed to do so.

By now, most readers are probably asking
themselves what all this has to do with physician
payments. It is clear that the amount of money in
the health care delivery system will continue to
decline. Accordingly, it will become ever more
crucial that those dollars are used wisely and effi-
ciently. First, costs in the medical practice will
have to be managed more aggressively than at
any time in history. This means having informa-
tion systems that track costs by patient, proce-
dure, and diagnosis. This will be critical when
negotiating reimbursements with health system
contractors.

Secondly, managing patient health will not
only improve the quality of life, but will preserve
precious dollars for the practice. Finally, meeting
the baby boom generation’s expectations of cus-
tomer service may very well be the most signifi-
cant determinant of practice revenue in the next
century. Why? Because they will have a pro-
found influence on which physicians and prac-
tices are allowed into the preferred networks.
And it doesn’t matter how good you are at cost
containment if you don’t have any patients. 

The warning has now been issued. Prudent
health care administrators will begin today to
develop the tools necessary to compete for scarce
dollars in the new world. If you think it is diffi-
cult today, just wait awhile. The aftermath of
managed care will be even more rigorous!  ■

Physician survival in a
world of payer mergers

Merger mania is sweeping the nation; indeed,
it is a global phenomenon. So goes the

health care industry, especially in the area of the
large insurers and HMOs.

Where there used to be Aetna, Metropolitan,
Travelers, US Healthcare, and NYLcare, there is
now only one company, Aetna US HealthCare.
Coventry and Principal have merged, and only
recently another mega-merger between Humana
and United was called off. What implications 
do all these mergers have for physicians and
their practices? The answer is that, as always, 
it depends.

Positive aspects of mergers for physicians

Many physicians are involved with several dif-
ferent health plans. In Kansas City alone, where I
practice, there are over 10 different HMOs. Each
plan has different authorization requirements,
referral forms, formularies, practice guidelines,
and disease state management guidelines.

It is virtually impossible for practicing physi-
cians to keep track of all the different require-
ments. This results in a plethora of paperwork,
lots of time lost waiting on the phone while
requesting information and approval, calls from
pharmacists because a drug is not on a formulary
that the physician was not even aware of, and
many other headaches that can take much of the
pleasure out of the practice of medicine. This is
known in the industry as “the hassle factor.”

With the mergers of the large national man-
aged care organizations, physicians are dealing
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with a smaller number of payers and policies
across a larger number of patients. Many health
care experts predict that in all major metropolitan
areas, there will soon be only three to four man-
aged care organizations. This should assist in
streamlining and reducing the variations in
paperwork and other prerequisites that the prac-
ticing physician is required to follow. 

A second potential positive aspect of the
merger of managed care organizations is that 
the volume of patients from any one organization
probably will increase. This is positive because
the larger the volume of patients a physician has
from any one managed care organization, the
more potential influence that physician has. This
influence can be used as leverage when it comes
to contract renewal time, adding or deleting
pharmaceuticals from the formulary, and chang-
ing medical management guidelines.

The downside of merger mania

Just as the increase in the volume of patients
from any single managed care organization can be
viewed as positive for the practicing physician, it
also can have a potential downside. If a physician
only has a small volume of patients from any one
payer, and if that payer offers the physician a con-
tract that is considered unsignable, then the physi-
cian loses very little by walking away from the
contract. 

However, if the payer has a large volume of
patients in the practice and offers the physician
an onerous contract, then the physician will have
to carefully evaluate the potential losses if he or
she chooses to not sign the contract or accept the
contract terms. The physician may face a large
loss of patient volume, which can have a signifi-
cant impact on his or her revenue stream. 

In a case such as this, the following approach
may be helpful. First try to decipher how much
leverage the physician or practice has with the
MCO. A high volume of patients does mean more
leverage. Why? Because if the physician walks
away from the contract, the MCO will have to
find a new physician to care for the patients. This

may result in patients complaining to their bene-
fits manager, and the benefits manager in turn
complaining to the MCO. In addition, the patients
may elect to stay with the physician by changing
their health care insurer, resulting in a loss of busi-
ness for the MCO. 

If your evaluation concludes that your clout
with the MCO in question is large enough, the
first thing to do is to try to improve the reim-
bursement terms. If this is impossible, then the
physician will have to weigh the negative conse-
quences of leaving. Remember, if a practice does
not receive enough in compensation to cover the
costs of caring for the patient, this shortfall can-
not be made up by volume. So even if a practice
faces a large loss in volume, this has to be
weighed against taking care of patients that cost
the practice money.

Also, remember that the managed care organi-
zation will almost always threaten to terminate
the physician if he or she does not sign the con-
tract. But a threat is not an action. I have seen
MCOs fail to carry through with their threats
countless times. Know when to call their bluff by
knowing the parties you are dealing with.  ■

California struggles 
with preauthorization
State forces payers to respond 

Frustrated to the point of bewilderment, emer-
gency physicians nationwide tell similar sto-

ries about working under managed care. The
bottom line, according to Daniel Higgins, MD,
is that preauthorization, as a contributor to med-
ical quality and efficiency under managed care,
is a fiasco.

The double-edged sword is the dilemma that
preauthorization imposes on emergency physi-
cians. On one hand, it is the only way to ensure
payment from a contracting health plan. But for
providers it almost always defeats the purpose of
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the effort, says Higgins, medical director of emer-
gency services at St. Francis Medical Center, a
512-bed hospital in Lynwood, CA.

But in California, where emergency physicians
have scored a victory of sorts on preauthoriza-
tion, this hasn’t occurred as often. In 1994, state
lawmakers passed a measure that requires health
plans to return phone calls to emergency provi-
ders within 30 minutes. (A similar measure limits
plans to one hour for Medicare and Medicaid
cases in the federal Balanced Budget Act of 1997.)
It also does away with telephone preauthoriza-
tion for medical screenings in a manner similar
to but not exactly like the “prudent layperson”
standard.

HMOs have steadfastly claimed that preautho-
rization calls help reduce cost and inefficiency by
screening out non-emergencies and unnecessary
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medical care. But emergency physicians counter
that the calls only get in the way. 

Does the California law, known as the Bergeson
Act, offer a solution? Can other states faced with
increasing HMO hurdles benefit from California’s
experience? And is legislation the ultimate solu-
tion to force health plans into thinking more about
patients than the way services are used?

“Until we had the Bergeson Act, it was an out-
right nightmare in California,” says Loren A.
Johnson, MD, director of emergency medicine 
at 49-bed Sutter Davis Hospital in Davis, CA.
“There is no doubt that the law has improved
things enormously.” While problems associated
with preauthorization calls haven’t disappeared
entirely, the law offers providers the promise of
curbing abuses, Johnson says.

And the abuses have been considerable,
Johnson adds. Typically, when emergency physi-
cians have called in compliance with health plan
procedures, they’ve encountered busy signals,
voice-mail messages, or low-level employees who
answer at the other end. And when they’ve left
messages or spoken with someone on the line,
getting a return call confirming anything was a
gamble, Johnson says.  

Usually, the physician calls the plan rep or the
patient’s assigned PCP to obtain approval for the
patient disposition, which often involves either
an admission or consultation. In many cases, the
call is made when the patient needs additional
diagnostic testing such as a CAT scan, which
could end up being disapproved by the plan.

But registrars routinely run into the same prob-
lem when calling for screening preauthorization.
“These tactics used to go on all the time and were
clearly intended to dodge the payment issue,”
Johnson says.

In essence, the Bergeson Act reduces the power
health plans wield over providers in requiring
that they obtain telephone preauthorization as a
condition for payment approval. The law does
this by:

• stipulating that a health plan may not deny
payment to the provider “unless the health plan
enrollee [patient] reasonably should have known
that an emergency did not exist”;

• dropping the requirement that providers
make preauthorization calls in order to be paid
for services to a patient;

• limiting the time that a health plan, such as a
physician network, can delay payment to a provi-
der to 30 working days and limiting the payment
delay for HMOs to 45 working days (in either case,

each payer has the same number of days respec-
tively to respond to a provider if the medical claim
is being contested or denied);

• requiring health plans, including their reps
and the patient’s PCP, to take early responsibility
for post-stabilization case management for emer-
gency patients being treated at an out-of-plan hos-
pital when requested by an emergency physician.

This last provision requires that the plan return
a call from an emergency physician within 30
minutes. It also requires that if a disagreement
occurs between the plan and the attending physi-
cian over post-stabilization levels of care, includ-
ing patient disposition, the plan’s physician must
assume personal legal responsibility for the
patient. In these cases, according to Johnson, the
plan’s PCP has to come to the ED to personally
take responsibility for the patient’s care.

In effect, the Bergeson Act addresses two
built-in problems with the present system, says
Tom Hafkenschiel, MD, chairman of quality
assurance in emergency medicine at 550-bed
Santa Clara (CA) Valley Hospital and the origi-
nal author of the Bergeson Act.

It forces the PCP to take a more personal stake
in the patient’s emergency case management, and
it counteracts existing incentives created by plans
to pay PCPs to discourage expensive utilization
(such as an inpatient admission) unless deemed
absolutely necessary.  ■
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