
Looking for next contracting trend?
Reverse capitation has its day
PCPs look to move more risk to specialists

Lately, have your community-based physicians become more wary
of capitated contracting? If so, you’re not alone. For a while, the
prevailing thought about managed care contracting seemed to be

that physicians who took on more risk would reap big rewards. But
instead of accepting that challenge, physicians are becoming more risk-
averse, says Leonard Lichtenfeld, MD, a consultant in Baltimore and
former chief medical officer at the Irvine, CA-based practice manage-
ment company Cornerstone Physicians Corp.

Instead, hospitals and practices are looking for contracts from man-
aged care organizations (MCOs) that put less onus on them to manage
the patient.

“Among physician groups I talk to, more are saying they want no part
of global capitation,” says Lichtenfeld. “To do a global cap effectively,
everyone in a group has to be committed to it, and aside from a few
long-standing groups in California that were built on the premise of
global capitation, most just find that they aren’t interested in the respon-
sibility it takes to make it work.”

Lichtenfeld says he has talked to physicians who know they could
make, personally, another $50,000 to $100,000 per year if they took on
that risk. “But they don’t want to. They don’t like the feeling of becom-
ing ‘them’ — arguing with their peers about spending money on patient
care.”

As a result, more practices are signing reverse capitation contracts,
which give primary care practices (PCP) a fee-for-service payment, while
putting the capitation onto the specialists to whom the PCP refers.

Reverse capitation comes from a desire to get PCPs to do appropriate
work-ups before shunting patients off to specialists, says Elizabeth
Gallup, MD, JD, MBA, former director of a multispecialty independent
practice association (IPA) and president of the Overland Park, KS, con-
sulting firm STRATICS.

“It used to be that the orthopedist would do X-rays because the pri-
mary care physician was capped and didn’t want to spend the money,”
she says. “They would dump all this work on the specialist. This is a
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way to prevent dumping.”
Specialists are seeing other new payment

methods, too. Among them is contact capita-
tion, says Ken Leinbach, FSA, an actuary at the
Brookfield, WI, consulting firm Milliman &
Robertson. Under these arrangements, a fixed
amount is paid per referral to cover a particular
period of time  — usually six months, although
it is sometimes a year. For instance, a cardiolo-
gist is given $500 to treat a person referred for
chest pain. That payment would apply if the
patient had indigestion, or if it was a serious
ailment, he says.

While he wouldn’t call contact capitation a
trend, Leinbach says there are a few HMOs doing
it — Keystone in Pennsylvania is one — and oth-
ers are looking at it. “Whether it becomes a trend
depends on how it works out for these groups, as
well as the willingness of the providers to accept
it.” For the most part, it started with cardiologists,
but it is now moving to other specialties, he adds.

The goal? Less pay

The reason for all of these changes is to pay
physicians less, says Michael Sachs, chairman of
the Evanston, IL, consulting firm the Sachs Group.
“They are just using different approaches to dis-
guise it.”

This doesn’t mean that these new types of con-
tracts can’t work out for a practice, but it makes
them more challenging. “The best is a simple fee-
for-service arrangement. Anything less than that
means you have to have a level of management
expertise,” says Sachs. “You have to be able to
figure out the intended incentive and goal of the
payment approach.”

Lichtenfeld says he is surprised at the number
of practices that jump at any contract that is some
form of fee-for-service. “I’m stunned they are
doing it, and I’m stunned they can make it. But
then you look more closely, and you see they
aren’t doing that well.”

The problem is that while some think that the
reversion to fee-for-service is great, they don’t
look at the fee schedule, says Gallup. “It can be
steeply discounted,” she notes. In Kansas City,
it’s as low as 75% of Medicare. In other places,
Gallup says she has heard of it going as low as
60%.

“A lot of people are looking at capitation now
and realizing they can make more under that
than under the fee-for-service arrangements
being proposed,” she says.

It angers Gallup that Medicare/Medicaid rates
were based on a lot of research and input from
experts on what a particular procedure costs in
various markets. “They are asking us to work for
less than cost,” she says.

Know what you’re getting

Understanding what you are getting into is key
to making sure you can survive these arrange-
ments. But, says Sachs, that can be hard for prac-
tices that not only have multiple contracts, but
may even have three or four different agreements
with a given payer. For smaller practices, he says,
finding out the impact of contract particulars
may be too time-consuming. It may make sense
to consider joining an IPA just for the contract
negotiating expertise they can offer in these con-
fusing times. 

Of course, you can also ask the payer to
explain the peculiarities of each contract, but
understand that it is not in their interests for you
to be too clear on what they are offering. “They
don’t want you to negotiate too much because
they don’t want to have inconsistent contracts,”
says Sachs.

“And even if you ask, they may or may not tell
you the truth,” Gallup adds.

For specialists signing on to contact capitation,
another issue to consider is the need to market
more aggressively. Many payers use contact capi-
tation to meet requirements of “Any Willing
Provider” laws, says Leinbach. They are paying
based on services rendered, not on a patient’s
membership in a particular HMO. That means
that you are no longer competing with a small
panel of peers in an HMO, but with all of your
fellow specialists in a given market. “It’s good for
patients in that it expands choice,” he says. “But
it is a marketing issue for specialists.”

Lichtenfeld says the squeezing tactics of MCOs
will continue “until people start to squeal. They
will keep chopping and chopping. Docs in gen-
eral  — particularly in smaller groups  — don’t
know their costs. They don’t approach contracts
knowing that. They just wonder why, at the end
of the year, there is no money.”

The best way to counter proposals that aren’t
good for your practice, says Gallup, is to speak
from a position of strength. That means having
some sort of link with others in your community
—  either through an IPA or something more
structured, such as an affiliation with a hospital
or a merger with other practices. “Payers have



been able to do this because physicians are not
organized,” says Gallup. “Getting them to speak
with one voice is like trying to herd cats, only cats
are more cooperative.”

Size does matter

Size certainly brings negotiating leverage, she
adds. “If you have the testosterone to stand up
against a bad deal, the payer may cave. They may
threaten to move all their patients first, but they
rarely carry out that threat.”

Sachs notes that the plethora of contracting
types may seem like a scheme to make things
more confusing, but he says he isn’t that cynical. 

“I don’t think there is a conscious game among
payers out there, but the dynamic is there for
more and different payment arrangements, and
they will be different in every market,” he states.
“You won’t see them march from west to east, but
they will be dependent on the strengths of payers
in each market. In Chicago, where there isn’t a lot
of capitation, it will be different than in Seattle,
where there is a lot.”

The trend for the future, Lichtenfeld agrees, is
a continuation of no trends. “We are facing a very
unsettled time in the next year or two,” he says.
“Already, you have problems at United Health-
care, FPA, and Oxford. There is a lot of disloca-
tion in the market; and at the same time, there is
heat on managed care from physicians, the pub-
lic, and politicians. The only rational predication
you can make is that there won’t be anything
rational happening for a while. If you look back
two years at the predictions people were making
then, people thought there would be a light at the
end of the tunnel. But it’s still dark. People are
just going to try different things until something
works. I am uncertain — more uncertain than in
the past.”  ■

IRS rule could mean fines
for expensive physicians
Doctors, not hospitals, could be fined thousands

Hospitals that purchase physician groups at
high premiums could find themselves in

serious trouble with the Internal Revenue Service
(IRS) if they are not careful with their financial

negotiations. That’s the gist of proposed regula-
tions published in the Federal Register for a public
comment period before enactment. 

The IRS wrote these regulations to describe
how it plans to implement penalties of legislation
passed two years ago. The legislation empowered
the IRS to levy fines against physicians and oth-
ers who engage in improper transactions with
charitable organizations. The law is of concern 
to physicians who do business with tax-exempt
hospitals.

“For as long as we’ve had tax-exempt hospi-
tals, for decades and decades, there has been a
prohibition against paying too much to insiders
of a hospital or any charitable organization,”
says LaVerne Woods, JD, a tax and health law
attorney and a partner with Davis Wright
Tremaine in Seattle.

“The problem has been that if the IRS came in
and said ‘You’ve paid too much for these organi-
zations,’ the only thing they could do is revoke
the hospital’s tax exemption,” Woods adds.

However, the IRS was reluctant to take such a
drastic action because it might punish an entire
community that rely on the hospital, says Rick
Ellingsen, a partner with Davis Wright Tremaine
in Los Angeles.

The law gives the IRS another option.
Currently, hospitals are allowed to keep their tax-
exempt status, and fines are levied on physicians
or others instead, Ellingsen says.

These rules could place physicians in a disad-
vantaged position during negotiations with
hospitals.

“Right now, we don’t have [any] hard cases.
We don’t know what the IRS will do in terms of
enforcement.” But Ellingsen says it’s likely that
hospitals will second-guess some of their existing
contracts with physician groups and make signif-
icant changes during renegotiation.

The regulations would penalize “disqualified
persons” who engage in financial negotiations
with tax-exempt organizations. The sanctions
will apply when two things happen, Woods
explains. First, an individual has to be deter-
mined a disqualified person. Second, the dis-
qualified person has to be receiving too good of
a deal. 

“If you have a doctor who is paid above the
fair market value but is not disqualified, then you
don’t have a penalty,” Woods says.

Here’s an example of how the proposed regula-
tions would work: Suppose a tax-exempt hospital
wants to purchase a local obstetrics/gynecological
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group. The group’s physicians negotiate a very
sweet deal, and end up earning a higher salary
than before.

Did the hospital pay too much?

The trouble is when the hospital begins to
lose money on the physician group (which is
not uncommon for hospitals that purchase
physician practices). Maybe the group is not
making as much money as the hospital expects.
The IRS checks out the situation and determines
that the hospital paid too much for the physi-
cian group and is paying the physicians higher-
than-usual salaries.

This is where the trouble starts: Suppose one of
the group’s physicians has a financial stake in a
provider-sponsored organization (PSO) that is
partially owned by the nonprofit hospital or the
the director of the hospital’s women’s center, and
the IRS determines that the hospital has paid the
physician $50,000 too much per year?

That would make the physician a disqualified
person, and the IRS requires the physician to
repay the excess income and benefits he or she
received from the hospital. Additionally, the IRS
would fine the physician 25% of the excess bene-
fit, which would be $12,500 in this case.

Consequently, if the hospital and physician
group fail to correct these errors, the IRS could
fine the physician an additional 200% of the
excess benefit, which would amount to $100,000
in this example.

The proposed regulations have many more
implications. Physician Relations Update asked
Woods and Ellingsen to explain how these pro-
posed regulations would affect physicians. Here
are their answers to our questions:

1. Who are the disqualified persons?
Before the proposed regulations were released,

the health care law community worried that the
IRS would make all physicians “disqualified per-
sons,” Woods says.

However, this is not the case. The ordinary
staff physician is not a disqualified person. Each
case will be judged separately. “You have to look
at the facts and circumstances to see how much
influence they have over a department and how
much budgetary authority they have,” Woods
says.

An example of disqualified person might
include the head of a cardiology department, or a
physician who has some budgetary control in the

hospital, Ellingsen says.
“Anyone who is a board member of the hospi-

tal automatically is a disqualified person,” Woods
says. “Anyone who is a chief executive officer or
a chief financial officer is a disqualified person.”

The proposed regulations require that you
must look at all facts and circumstances to deter-
mine who in fact is a disqualified person. The
regulations list the following facts and circum-
stances as red flags that would cause IRS investi-
gators to investigate a possible instance of a
disqualified person:

— a tax-exempt organization’s founder;
— a substantial contributor;
— someone whose compensation is based on

revenues from a tax-exempt organization’s activi-
ties that the person controls;

— someone who has control over a significant
portion of an organization’s capital expenditures,
operating budget, or employee compensation;

— someone who is a manager or serves as a
key advisor to a manager;

— someone who owns a controlling interest in
a corporation, partnership, or trust that is a dis-
qualified person;

— any person who has a material financial
interest in a PSO.

2. What are the penalties?
Disqualified persons may be fined 25% of the

excess compensation they received from the tax-
exempt organization, Woods says. They also have
to return all the excess money and essentially
“undo” the situation that caused the tax-exempt
organization not to make as much money as it
should have.

“It has to be corrected, and you have to put
the hospital back in a position no worse than it
would have been if they started out at arm’s
length,” Woods explains. “It’s unclear whether
you have to pay back the full amount, or what’s
reasonably possible under the circumstances,”
Woods adds. “But if you haven’t done what the
IRS believes is sufficient to correct the deal, then
this person has a 200% tax on excess, on top of
the 25% penalty.”

The proposed regulations also impose a
penalty on the tax-exempt organization’s officers
and directors who approve the transaction that
creates the excess benefit. Also, any board mem-
bers or a chief executive officer who approve the
purchase of a physician practice also could be
subject to a penalty, Woods says. However, this is
only if they knew beforehand the transaction
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would result in an excess benefit. The fine in this
case would be 10% of the excess amount, with a
$10,000 cap, Woods adds.

3. Who is exempt from being named a “dis-
qualified person”?

The regulations state any employee who
receives a salary and benefits less than $80,000 is
not disqualified, as long as the person is not on
the list of disqualified people based on the crite-
ria discussed in point No. 1. This dollar amount
can change.

Although there are no hard-and-fast rules that
eliminate someone from being a disqualified per-
son, there are three situations that support this
classification in most cases:

— any person who has taken a vow of
poverty as an employee or on behalf of a reli-
gious organization;

— anyone who is an independent contractor,
including attorneys, accountants, investment
managers, and advisors;

— anyone who receives preferential treatment
based on the size of his or her donation, as long
as it is part of a solicitation intended to attract
donors. This treatment is also offered to other
donors making comparable contributions.

4. How is an “excess benefit” defined?
If the hospital provides compensation, ser-

vices, or other benefits that are greater than the
true market value to a disqualified person, then
that is an excess benefit, Woods says.

“Where a hospital has acquired a medical
practice, issues that tend to come up are the
purchase price the hospital paid for the prac-
tice, and whether they paid too much for it,”
she explains.

The IRS will likely scrutinize situations
where tax-exempt hospitals manage medical
practices, Ellingsen says.

“This could force a disruptive renegotiation
of contracts,” Ellingsen says. “I think hospitals
went into these management relationships in
good faith; but probably, they weren’t as knowl-
edgeable in negotiating a deal, or they didn’t
know the business — and as a result, the hospi-
tal has been hit with huge losses.” If this is the
situation, it will send up red flags for the IRS.

5. When would transactions be subject to
new regulations?

These regulations do not apply to any transac-
tion under a contract signed prior to Sept. 13,

1995, when the law became effective.

(The proposed IRS intermediate sanctions regula-
tions appear in the Aug. 4, 1998, edition of the
Federal Register. Written comments may be submit-
ted to the IRS through Nov. 2, 1998.)  ■

‘Showdown in Cow Town’:
Texas MDs balk at contract
Court victories may bode well for nation’s doctors

Fed up with capitation plans that feature
bonuses and withholds based on physician

financial performance, a group of Texas physi-
cians complained to state insurance officials about
the largest health plan in North Texas. They took
the plan to court and won their arguments.

A regulatory decision, one court decision, and
one out-of-court settlement all agree on one prin-
ciple: Giving physicians incentives to remain
within financial targets can lead to patient dump-
ing, making them unlawful provisions for capi-
tated arrangements in Texas. Because most states
have patient anti-dumping laws, these particular
decisions are likely to be highly influential in
other states as well, legal experts predict. Officials
with several Dallas-Fort Worth physician groups
contacted by Physician Relations Update however,
declined comment.

Here is a brief chronological history, starting
with the most recent developments:

• In mid-August, the Texas Department of
Insurance settled with Harris Methodist Health
Plan, a Fort Worth-based HMO with 336,556
beneficiaries, 7,000 physicians, and 14 hospitals
in a 40-county area.

According the settlement, Harris Methodist
must pay an estimated $3.4 million to primary
care physicians in their plan ($2.6 million of
which is related to pharmacy risk-sharing), and
$725,000 for reimbursements related to bonuses
based on payment tiers into which the physicians
were placed.

In a prepared statement, Harris Methodist
Health Plan officials said they were not admitting
any wrongdoing by agreeing to a settlement.
Payments were due by early October.

• The plan was also ordered by the department
to pay the state a $100,000 administrative penalty,
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and up to $50,000 in future consulting costs.
• In May 1998, 352nd District Court Judge

Bonnie Sudderth in Fort Worth granted the
physicians’ request to suspend provisions in
Harris capitated contracts that increase or
reduce a doctor’s payments depending on
whether they met financial targets. In the suit,
physicians at The Fort Worth Clinic, an 18-
member group practice of internists, accused
the plan of violating a 1997 state law that pro-
hibits financial arrangements that lead to limita-
tion of medically necessary care. Harris officials
disputed the charge.

Two main provisions of the plan were under
legal challenge: 

— withholds, whereby up to 25% of a physi-
cian’s capitation payment can be withheld
depending on the physician’s financial perfor-
mance. Earlier in the year, the withhold amount
was set at 50%; 

— bonus/penalty provisions, in which per
member per month (PMPM) payments were
adjusted depending on how a physician’s finan-
cial performance affected targets for prescription
drug costs, specialist care, and hospitalization.
Physicians would incur a penalty only for
exceeding the drug budget, but would not receive
bonuses if they missed the other two targets.

• In April 1998, Texas Insurance Department
attorneys said the contracts violate state law and
recommended that Harris officials drop the pro-
visions and pay an $800,000 fine.

At this point, bonuses aren’t disappearing
completely from Harris HMO’s plans. Instead,
they will be based on quality indicators and
larger population cohorts. As part of the settle-
ment, officials agreed to re-offer participation 
to all physicians who were in their contested
plans. The new capitated arrangements will
have these features:

— Primary care physicians in capitated arrange-
ments will have bonus opportunities based on
quality measures such as member satisfaction and
timely access. Preventive health measures, such as
childhood immunizations, mammography rates,
and diabetic retinal exams will also be included.

— Cost-efficiency bonuses will only be
awarded if the participating physician has at least
500 patients in the Harris plan, and the physician
group has at least 1,000 enrollees.

— Specialists will be contracted on a dis-
counted fee-for-service basis.

While not involved in the suit, the Austin-
based Texas Medical Association refers to it in a

recent member magazine article titled “Showdown
in Cow Town.”1 In the article, physicians urge their
colleagues to let their patients know what pay-
ment arrangement insurers require of them.

Reference

1. Moran T. “Showdown in Cow Town”: First test of new
law ends in a confidential settlement. Texas Medicine 1998;
94:39-43.  ■

Survey: Physicians work
harder for money
Productivity growth outpaces pay hike

Physician productivity is increasing faster
than related compensation, while physician

practices aligned with integrated delivery sys-
tems are starting to cut their historical losses,
according to the 1998 Physicians’ Benchmarking
Survey, published by Ernst & Young in
Washington, DC.

“Continuing focus on productivity is paying 
off for integrated physician networks, while hold-
ing the line on compensation is helping improve
the bottom line,” says James Rodeghero, PhD,
director of physician compensation at Ernst &
Young. The study predicts that as the bottom line
improves, physicians can expect to see their pay
rise.

For instance, during 1997-98, gross profes-
sional physician charges increased an average
of 16% for primary care specialists; 4% for sur-
geons; 8% for medical specialists; and 6% for
procedural specialists.

In contrast, incomes during the same period
only increased 6% for primary care physicians;
3% for surgeons; and 1% for medical specialists.
Procedural specialists saw their income jump 7%,
which was slightly higher than their recorded rise
in charges, found Ernst & Young.

Consolidation, while still a defining character-
istic in health care, has slowed somewhat, the
study finds. Depressed market valuations, public
perception, and physician wariness all have
adversely affected efforts to consolidate physician
practices. On the whole, large-scale integration
(i.e., hospitals, physician networks, and financ-
ing) no longer plays a leading role.



Managed care organizations (MCOs) have
moved from simply buying physician practices to
alternatives such as developing affiliations, con-
tractual relationships, and physician gain-sharing
programs. Moreover, MCOs now seek to shift
risk to hospitals and physicians. As a result of the
partial integration, specialty organizations were
developed to service provider networks (e.g.,
billing services). Similarly, subspecialty providers
groups flourished.

Some of the first hospital-based primary care
network integration models have improved oper-
ations and financial performance. The 1997 Ernst
& Young survey showed 76% of integrated deliv-
ery systems (IDSs) reporting losses, with physi-
cian practices averaging $93,600 in losses per
physician. This year, only 59% reported losses,
averaging $86,915 in losses per physician. Among
the current concerns for IDSs are alignment of
physician compensation with performance and
investment in infrastructure.

Ernst & Young predicts that improvements in
primary care networks, in addition to the emer-
gence of subspecialty providers, may be indica-
tive of a new care model for integration. New
challenges in health care delivery, for both consol-
idation and integration models, exist in the alloca-
tion of risk and the use of information technology.
According to Ernst & Young, successful delivery
systems will be able to tackle these challenges.

Direct contracting represents one manifestation
of changes in the allocation of risk. With the
advent of the Medicare+Choice program, newly
developed provider-sponsored organizations
(PSOs) will serve as a study of providers in direct
contracting. PSO partners hope to leverage the
experience gained with Medicare risk contracting
to advance into the commercial market.
Consumers fueled by dissatisfaction with current
insurer-run programs should assist the PSOs with
the transition.

New sampling trends

Technology also can help both MCOs and
PSOs gain share in the consumer market, the
report states. As the market becomes flooded
with overlapping networks, consumers will have
access to most providers regardless of whether
they participate in a given health plan.

Internet services (though not fully utilized in
the past) that provide information on provider
quality will help educate consumers and enable
them to distinguish between plans. This, in turn,

will help providers and MCOs to maintain a high
level of quality and service. Using technology to
provide better patient service (e.g., through ease
of referrals) also will increase satisfaction in the
consumer market.

According to the Ernst & Young survey, the
‘branding’ that comes with better delivery effi-
ciency and user sophistication quickly becomes a
competitive advantage in the marketplace.

The expansion of Internet technology will
enable networks to create efficient delivery sys-
tems, the report says. Physicians, hospitals, and
payers will be able to share data and create com-
prehensive patient records; streamlining opera-
tions to benefit both the delivery system and the
patient. Also, the groups can share internal data
regarding pharmaceutical resources and utiliza-
tion details. Again, mastering technology will
help physicians and provider organizations excel.

Premiums have increased in recent years, caus-
ing more money to flow to MCOs and HMOs.
Ernst & Young’s report says physicians will push
hard to allot these funds to the direct care delivery
point. Predictably, patients also will seek to
increase funding for direct care. Since the increase
in funding is bound with physicians’ personal
income, they must take care to avoid the obvious
impression that their desire for additional funds is
based on a desire to fatten their purses, stress
Ernst & Young consultants.

According to the survey, this dilemma will
“test the physicians’ ability to speak coherently
and singularly about quality medical manage-
ment and not slip into self-serving demands for
income increases.” Moreover, for the first time
in several years, physicians in fee-for-service
practices earned more than those in managed
care. As a result, physicians will likely lobby for
a greater share of premium dollars in the future.

Physician payments have undergone changes
recently as IDSs attempt to align incentives
between hospitals and physicians, the report
says. Past payment incentive models experi-
enced problems due to HCFA regulations
including self-referral prohibitions under fraud-
and-abuse or Stark laws. 

These new models should help align financial
incentives to help build a stronger community
presence and protect market share. The pro-
grams, however, still will face scrutiny from
regulators as well as patients who question
whether the real purpose of the incentives is to
reduce costs by limiting care. To survive, pro-
grams must establish impeccable clinical quality
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outcomes as well as demonstrate community bene-
fits, says Rodeghero.

For physicians to succeed in the new environ-
ment, they must evolve beyond their current
roles and develop leadership skills. Physicians
need to move from practitioner to business
leader and recognize the basic management
skills such a position requires. Perhaps the great-
est key to success is displaying an eagerness to
explore new ideas. As the Ernst & Young study
notes, “willingness to take early action and to
move in new directions will continue to be the
most important success competency in facing
healthcare’s new challenges.”  ■

Communication is key in
post-merger marketing
Carondelet’s efforts still going after 18 months

Any health system that has undergone a
merger knows the process doesn’t end when

the papers were signed. Often, this is the begin-
ning, as Mike Abell, MHA, MEd, FACHE, presi-
dent and CEO of Carondelet Health System in
Kansas City, MO, knows.

Among the things that have to be done after a
merger to ensure it works, Abell says one of the
most important is marketing the new entity.
When St. Mary’s Hospital of Blue Springs
merged with St. Joseph’s Health Center in
Kansas City in February 1997, Abell had to find
a way to tell two communities 26 miles apart
that the merger was good news for them. He
also had to sell the communities a new name,
Carondelet Health System, while keeping the
message positive internally.

Abell came from St. Joseph’s, where fairly good
marketing efforts were under way. This included
an advertising campaign, community relations
programs, and outreach efforts. There was also a
foundation that supports St. Joseph’s Health
Center and several other community health clin-
ics. “It was our arm into the community for social
accountability,” he explains.

With the merger, though, came immediate
changes. “All of a sudden, we had a new name
and an organization that was not recognizable in
the community. We had spent years building
knowledge in the community of who St. Joseph’s

was. We had to start over.”
One way they minimized the impact of the

merger was for the two hospitals to retain their
names. What changed were the other parts of the
system  — the physician practices, the home care
agencies, the hospice, the pharmacy, and the
long-term care facilities.

The first step, says Abell, was to commission a
study on name recognition prior to the name
change. The National Research Group of Lincoln,
NE, handled that task. A follow-up is planned
later this year to see how the change was received
in the community.

Next, the external audience was informed of
the changes through an extensive ad campaign.
The ads featured the company mission statement
and a list of the member organizations of
Carondelet Health System. Television and radio
advertisements were also part of the plan. Abell
says that the marketing budget after the merger
went from about $250,000 to $1.5 million.

Along with the advertisements, community
outreach events were also part of the post-merger
marketing efforts. To facilitate that, a charitable
foundation was created for St. Mary’s Hospital.
Whereas St. Joseph’s had a well-regarded founda-
tion in place, St. Mary’s lacked.

A great deal of effort was expended getting the
message out to staff, volunteers, and physicians.
There was more than just the name change to
relate, says Abell. There were also changes in ben-
efits, compensation, and other human resources
policies.

Town hall-style employee meetings were the
focus of these communication efforts. Along with
discussions on changes in policy and procedures,
the meetings gave staff a chance to voice concerns
and discuss the advantages of the merger. “We
went through an extensive process of identifying
the advantages and cost savings from the merger,”
he says. “We called those value propositions.”

Getting the staff involved in the inception and
discussion, Abell says, created a good buy-in for
the merger.

Another internal marketing effort came from
an internal weekly newsletter, Week to Week, in
which the merger and its impact were constant
topics. From just prior to the merger until long
afterward, lead stories dealt with issues such as
the name change, integration of systems, and fre-
quently asked questions about the merger.

Abell also put together a 20-member communi-
cations team representing marketing, planning,
senior management, and employee groups. The



group was responsible for supplementing infor-
mation that appeared in Week to Week as needed.

One of the problems Abell didn’t foresee as he
established a single marketing effort were the cul-
tural differences between the two communities.
While only 26 miles apart, Blue Springs is much
more rural than Kansas City. “That affects mar-
keting,” he says. In some ways, it eased his
efforts. For instance, Abell could emphasize in
Blue Springs the advantages a community gains
from affiliation with a big-city institution — such
as computer systems and data gathering — while
still maintaining a small community hospital feel. 

Internally, the advantages can also be empha-
sized, such as access to a bona fide marketing
department — something new to St. Mary’s. On
the other side, St. Mary’s excellent quality assur-
ance program was implemented at St. Joseph’s.
“When we had a success in that way, we praised
it internally, and when it dictated, externally,”
says Abell. “We don’t hesitate to tell the commu-
nity that the merger has saved about $6 to $10
million for the two entities.”

Measuring the success of the program is still
difficult. Although a survey is planned in the
near future to gauge public opinion, most of the
information Abell and his team has is anecdotal.
“But we do know that there are some ways we
can measure success. The managed care organiza-
tions are putting us in plans we didn’t have
before, and members get more coverage than
they had before. That is something we can take 
to the bank.”

Fundraising success

Fundraising efforts are also showing signs of
success. An annual golf event at St. Mary’s had
a record turnout, as did a similar event at St.
Joseph’s — and Abell credits part of that suc-
cess to cross-participation.

The Carondelet name is much more recogniz-
able, and patient satisfaction surveys currently in
development will provide a concrete measure of
what Abell believes is already self-evident. “We
are getting that name out there, and there is much
more acceptance of it,” he says.

Internally, post-merger turnover was minimal,
with only three senior management people leav-
ing. “That’s a success right there,” Abell says.

Communication has been the key to spreading
the merger message, he adds. But he has learned
some lessons he thinks are valuable. First, there
are cultural differences evident in any merger.

“You have to note those differences and remem-
ber not to force-feed your way of doing things
onto another group,” he says. “You can’t just
expect everyone to embrace you and the way you
do things.”

Instead, concentrate on educating people and
getting them involved in the changes that you
implement. “Involvement equals buy-in,” Abell
adds. “If you ask John for a recommendation on
something, you have bought him. You have said
that he is important to you and that his input is
valuable. Then John sees himself as part of
Carondelet.”

Getting community buy-in

Externally, you can take similar actions to get
community buy-in. For instance, St. Joseph’s
had a “Dear Neighbor” award for community
members. By extending that program to the St.
Mary’s population, Abell made them part of
Carondelet.

“But you have to keep in mind that while com-
munication is important, it takes more communi-
cation than you think to get the kind of buy-in
you need from all the stakeholders. It requires a
staying power that is unbelievable. You have to
keep on communicating. We are still doing it, 18
months later. Every day, something comes up
that we didn’t think of — whether it is what
departments are closed on what holidays or
when different people take vacation, something
always arises.”

For more details, contact Mike Abell, MHA,
MEd, FACHE, President and CEO, Carondelet
Health System, Kansas City, MO. Telephone: (816)
943-5623.  ■

‘Truth in scheduling’
solves access problems
QI team wipes out frustrating ‘Ferris wheel ride’

If the patients your hospital refer to the commu-
nity-based physicians you contract with are

complaining of long wait times, you could benefit
from one Wisconsin health system’s experience.

Getting an appointment at a primary care
clinic at Dean Medical Center in Madison, WI,
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was once somewhat like riding a Ferris wheel —
without the squeals of delight.

When patients called in to see a doctor about
a pressing problem that was not an emergency,
they would move from one stop to another, says
Sheryl Thies, vice president for marketing.
“You ride along a little bit, talk to someone else,
maybe someone lets you off, maybe not,” she
says. “If you were lucky, when you finished you
had an appointment.”

The problem: Too many scheduling rules. A
group of five or six nurses fielded about 1,200
calls a day, many of them from patients who
needed an OK before the receptionist could add
them to a doctor’s schedule.

With a full-blown quality improvement project
now in its second phase, the Dean clinic tore
down access barriers and ultimately improved
scheduling for everyone, including doctors.

The nurses’ daily calls dropped to 600, referrals
to an urgent care center dropped 25%, and the
patient count actually grew slightly as the
scheduling became more efficient. “The efficiency
we gained was unbelievable,” says Thies. “We
didn’t ask physicians for more time out of their
day. We just made better use of the time that was
available.”

Solving access problems

To solve the clinic’s access problems, a quality
improvement team analyzed all complicating fac-
tors. But the solution could be summed up in a
simple catch-phrase: truth in scheduling. “You
have to build the schedules truthfully and [do]
what’s reasonable,” says Thies.

The doctor’s schedules had a myriad of “spe-
cial holds” rules about which type of patient vis-
its could occur certain times. Even for routine
scheduling, receptionists had to decide where the
patient would fit among 19 protocols.

“There were complex little rules that were
never really written down,” says Thies. “The
receptionist learned this over time. There was a
crisis and [the doctors] said, ‘Never again do
this to me, to my schedule.’ These rules just
built up.”

As a result, the schedulers had little to offer
patients when they requested an appointment.
“There were no appointments within six to eight
weeks that our receptionists could schedule,”
says Linda Vind, RN, a regional supervisor for
Dean Health Systems. “If you had a sore throat,
you called and left a message for a nurse.”

When the phone lines opened at 8 a.m.,
patients seeking an appointment were instructed
to call back at 9 a.m. to speak to the doctor’s
nurse. With everyone calling at the same time, the
phones became overloaded and callers hung up
after spending too much time on hold. “We had
some people saying our phone system stinks; buy
a new phone system,” says Thies. “A bigger
switch wouldn’t have made a difference. We just
needed to begin to figure this out.”

QI team cuts rules, barriers

With physician input, the quality improve-
ment (QI) team of receptionists and nurses
broke down the schedule and rebuilt it from
scratch. They reduced the number of scheduling
protocols (such as new patient visits or full
physical exams) from 19 to six. They acknowl-
edged the different practice patterns of physi-
cians and took those into consideration — while
eliminating special holds.

“If the physicians needed more dictation time
as the day progressed, they built that in,” Thies
says. “Or if physicians had a busy hospital prac-
tice, they built that in. So the physicians could
feel they had a realistic schedule to start with so
they didn’t feel that they couldn’t do it unless
they were Superman [or Wonderwoman].”

Meanwhile, receptionists could add patients to
the schedule of a doctor who had a cancellation
— without checking with that doctor or nurse. “It
was all this asking permission which generated
more work,” Thies says.

Some doctors had worried that streamlining
access to the program would cause new problems
In the end, even some physicians who weren’t
affected by the new system asked if they could join.

Meanwhile, the clinic educated patients about
what to do if they needed to change or cancel an
appointment. Many physicians sent their patients
letters explaining how to contact doctors and
nurses during an emergency; what days the physi-
cian sees patients in the office; and how to make,
change, or cancel appointments.“We thought if we
could find out if people weren’t coming, we could
use the appointment slots,” says Vind.

The clinic also calls patients seven to 10 days
before their appointment as a reminder.

Patients who want to see a physician in the
internal medicine department for a pressing prob-
lem can now get in within the same or next day.
But the clinic is still working on improving access
for physical exams or other lengthy office visits.
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The clinic’s success also inspired a broader
quality improvement project for Dean, which
has 40 sites and 400 physicians in southern
Wisconsin. Family practice, orthopaedics, and
neurology are involved; others will be added.

“We have just as many [access] problems in
specialty areas as we do in primary areas,” says
Thies.

However, improving scheduling and reducing
backlogs will likely require a different approach.
For example, in specialty areas, the QI team will
consider the expectations of the referring physi-
cians as well as the patients’, she says. The project
began with focus groups of referring physicians
who are part of the Dean system.

“Once you begin to see what’s causing some of
these apparent problems, only then can you make
the changes to resolve the issue,” Thies says.
“Otherwise you’re applying Band-Aids. We
applied Band-Aids for so many years. That’s why
the schedules were such a mess.”  ■

Primary care salaries 
on the rise
Mature markets demand higher pay

Primary care physician income has increased
with greater managed care market penetra-

tion, while the salaries of hospital-based special-
ists has decreased, according to a study by the
University of Chicago’s Health Research and
Educational Trust. 

Between 1985 and 1993, for each 1% of addi-
tional managed care market penetration, primary
care physician income rose by $2,263.50, accord-
ing to the study. However, income for subspecial-
ists increased by only $530.40 during that period.
In contrast, the real incomes of radiologists, anes-
thesiologists, and pathologists (RAPs) fell signifi-
cantly in markets with higher managed care
growth. 

On average, managed care penetration rose by
just over 15% during the eight-year study period.
This translates to gains of $34,000 for primary
care physicians and $8,000 for medical specialists,
but losses of more than $30,000 for RAPs.

“The federal government has recently sought to
impose limits on the number of medical school
graduates who seek a residency in a specialty

area,” said Carol J. Simon, PhD, associate profes-
sor, Institute for Government and Public Affairs
and School of Public Health, University of Illinois
in Chicago. “If our results are correct, then we
would expect medical school graduates to make
adjustments as to what specialty they decide to
enter, as they anticipate changes in earning oppor-
tunities.”

For instance, the biggest drop in subspecialty
slots in the National Residency Matching pro-
gram has been anesthesiology, where only 18% of
potential slots were filled in 1996, compared to
73% in 1991. 

“Combined with evidence on physician earn-
ings, this suggests that the physician labor mar-
ket is adjusting to economic signals, without
resorting to direct regulation of slots or prices,”
says Simon.  ■
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