
How can you protect your hospital 
contract in the midst of intense
competition?
Hospitals and large group practices are killing physicians’ opportunities

Emergency physicians are facing stiff competition for hospital contracts. Group
practices are nervously eyeing the future as cost-conscious hospitals step up
efforts to squeeze savings out of unprofitable departments. New physician pro-

fessionals and para-professionals, including hospitalists and physician extenders, are
choking off traditional contract opportunities. 

Meanwhile, large physician groups that include well-known names, such as Med-
Partners and PhyCor, are beginning to collapse under their own weight and vaunted
ambitions. While these entities cut back on their once-aggressive expansion drives,
small, independent practices are still being gobbled up in record numbers by larger,
more efficient ones.

And in the midst of all this, hospitals themselves are banding together, terminating
providers and cherry-picking among competing medical groups in search of the low-
cost producer.

Is this fact or fiction? This is today’s managed care reality, according to Philip Stof-
fan, JD, a former official of the American College of Emergency Physicians in Dallas,
TX. The ground is shifting in emergency medicine, says Stoffan, who is now an attor-
ney with law firm Lague, Newman and Irish in Muskegon, MI.

Everyone knows an out-of-work physician
The balance of power has tipped toward the savvy survivor. Physicians who can

become the most cost-efficient while keeping a wary eye on quirks in their provider
contracts will be the ones left standing, Stoffan warns. What is happening among hos-
pital-based providers is a wake-up call, others say. Unlike other practice specialties,
emergency physicians are intricately linked to the fortunes of hospital. Therefore, their
incomes and futures are tied to more than demands of a third-party payer.

“We emergency physicians are tied to the fortunes of the hospital. We live or die
together,” observes L. Scott Larsen, MD, president of Emergency Medical Consul-
tants, a 120-member group practice based in Livingston, NJ. 

Indeed, the shake-up triggered by managed care is rapidly shrinking professional
opportunities, according to a cross-section of observers from consultants to practitioners.
Undoubtedly, hospitals are driving this trend. And emergency medicine, a late arrival to
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the game, is being hard hit by a well-tested hospital
mantra: Either deliver on expectations or get replaced.

The number of displaced independent practitioners who
are out of work and having difficulty landing employment
is rising. Although figures are hard to obtain, almost every
emergency physician knows at least one colleague who is
looking for work. Some know entire medical groups that
have been terminated by a hospital. 

The trend has become one of the specialty’s darkest
secrets, according to an emergency physician from Cali-
fornia, who until recently was himself unemployed, cut by
a hospital contract termination. Why is this happening?
Here are two principal reasons:
• A draconian contracting system

Independent practice and physician hospital organiza-
tions (IPAs and PHOs), two of the most common physi-
cian managed care organizations (MCOs), essentially con-
trol contract negotiations with hospitals and health plans.
Individual medical groups and physicians generally are
left out of the process.

In most cases, these entities don’t look out for the inter-
ests of emergency providers, and the emergency medical
group, itself, hesitates in playing a more aggressive role in
the process. One reason for this is that the practice isn’t
invited to the negotiations with the IPA or PHO. Another
is that medical directors often don’t have the track record

to negotiate effectively, according to Stoffan.
The result is that emergency medical groups are cut off

from managing their own destinies in a range of contract
issues, including productivity quotas and reimbursement
levels. The exceptions are quite rare, Stoffan says.
• Provider shortsightedness 

Medical group administrators are caught in a dilemma
over their contracts with hospitals. The dilemma involves
either agreeing to a hospital’s condition for staffing its ED
or risking the loss of the business. Partly by tradition but
chiefly due to shortsightedness by physicians, most of the
power over contracting has been placed in the hands of
hospitals and MCOs, according to Stoffan and others.

The situation, Stoffan says, is of the medical group’s
own making. “They’re so excited about landing the con-
tract, they don’t bother to anticipate what will happen if
the relationship goes sour,” Stoffan adds.  

‘Termination-without-cause’ contracts hurt 
physicians 
• Physician practice management groups

Although physician practice management groups
(PPMs) are struggling with a host of management and
financial problems, hospitals have been attracted to their
claims of lower costs and better service. They have effec-
tively pushed out smaller independent groups and forced
many into mergers, which haven’t always saved a physician
from termination at a hospital, according to some observers.

In many cases, PPMs have been a positive factor,
according to Gordon W. Josephson, MD, MPH, chief
operating officer of Baystate Medical Practices, a 180-
physician multi-specialty group based in Springfield, MA. 

“In a merger, the owners of the practice are able to take
out the cash or stock value of the practice. An acquisition
also gives the group access to management expertise and
centralized billing. But does it guarantee to save the hospital
contract? No,” Josephson, an emergency physician, says. 
• Escape clauses in the agreement

The chief culprit is the “termination-without-cause”
provision that inherently gives a hospital a quick solution
to an undesirable physicians or contract group relation-
ship. Why are these escape clauses in the contract? It
stems again from physician shortsightedness, says Stoffan.

An alternative to the “without-cause” provision would
be a “first right of refusal” that physicians can negotiate
during initial discussions with the hospital. The option of
first refusal does two things: It allows the group to be
asked first whether they will accept changes in the con-
tract or relationship with the hospital.

But more importantly, it suggests that the hospital may
have specific reasons for wanting to end the contract, beyond
a simple dislike for certain physicians or political sentiments,
Stoffan says. These reasons then can be contested during a
peer review hearing or other legal due process procedure.
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• The industry’s obsession with performance
What drives a group’s survival essentially involves two

performance parameters—clinical quality and cost-effec-
tiveness. Obviously, “when a contract is terminated, it usu-
ally means the hospital feels it can do a better job by going
with an outside firm,” Josephson observes. But more
importantly, it can also mean the failure of the existing
group’s ability to convince hospital officials that it can do
better than the rival organization, Josephson says.
• Productivity demands

Part of the reason for this potential failure lies in a stan-
dard contract feature that ties physician payment rates to
often arbitrarily fixed productivity standards set by the

group practice. Although the payments are derived from a
pre-determined fee-schedule, the rates themselves are set
based on the group’s ability to meet the hospital’s quality
and cost expectations, says Stoffan. 

“The docs are generally paid by the practice based on
their ability to hit a target, so patient volume is key,” Stof-
fan adds. Often, the physicians have no control over the
number of patients they see in the ED. And a problem
arises when a financially strapped practice reduces its pay-
ment rates to physicians regardless of patient volume.
“There’s a finite number of patients you can see, no matter
how efficient your triage or department’s efficiency is,”
Stoffan concludes.
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Support your local hospital—It pays

Rethinking hospital-physician relations can
save your contract

Hospital officials are routinely besieged by a marketing blitz
from physician staffing firms. Color brochures, pitch let-

ters, and magazine advertising trumpet the same overblown
litany—“We can do the job in your emergency department bet-
ter, cheaper, faster.”

Whether true or not, the claims sound like music to a cash-
strapped hospital administrator’s ear. If you aren’t careful,
someone is likely to steal your provider contract away from
you using the same blatant come-ons. But if a hospital is will-
ing to cancel its longstanding agreement with your group to
test new waters with an untried staff, you or your medical
director may have taken that contract, once signed and deliv-
ered, all too easily for granted.

“Keeping your contract requires constant innovation,” says
L. Scott Larsen, MD, president of Emergency Medical Con-
sultants, a 120-physician practice with 16 hospital contracts
based in Livingston, NJ. Following are some suggestions that
may prove helpful in keeping the ball rolling:
• Support new projects

Develop new products. Market new services.at regular
intervals Make your group seem new and innovative to hospi-
tal management, says Larsen. If the hospital is exploring the
creation of an observation unit, do the research and provide
the physician expertise to staff those units. Encourage man-
agement to help finance an urgent care fast track. The devel-
opment is likely to improve conditions in the emergency
department (ED) but also help patients with faster service.
• Use your clinical clout

Larsen offers an example: The market for capitation con-
tracts is spreading nationwide. However, capitation is still
largely the primary care provider’s (PCP’s) realm. As a result,
PCPs have been reluctant to see patients as often as in the
past, particularly for minor, unscheduled office visits. Conse-
quently, EDs have assumed a greater share of the primary-
care role. 

“Hospitals in heavily capitated markets can be expected to
run their EDs at peak performance capacity. This kind of
knowledge translates into stronger negotiating clout for physi-
cians,” Larsen asserts.

• Take stock of your practice    
If another group is claiming they can lower your hospital’s

costs, ask yourself why your costs are so high, suggests Gor-
don W. Josephson, MD, MPH, chief operating officer of
Baystate Medical Practices, a century-old multi-specialty
group in Springfield, MA.

It could be that your clinicians are needlessly over-prescrib-
ing, routinely overstepping the medical director’s edicts, or
simply showing up late for work. Self-assessments using
claims audits and profiling techniques can help reveal and cor-
rect the practice’s inefficiencies. 

• Diversify your group 
By joining an integrated multi-specialty group, a hospital

may be less likely to terminate the contract, says Philip Stof -
fan, JD, a contract attorney with law firm Lague, Newman and
Irish in Muskegon, MI. In fact, the hospital will be significantly
less able to cancel the emergency medicine group if the group
is part of larger, diversified group practice.
• Strive for an equity stake

Physician groups such as independent practice associa-
tions (IPAs) wield enormous contracting power with hospitals.
But emergency providers are likely to hold a minority position
in the IPA compared with other specialists. As a result, they
have little or no voice in setting policies yet control a large part
of patient care decisions. 

But if the group can achieve an ownership stake in the
IPA, the association is more likely to act in the emergency
group’s interests, Stoffan says. Also, by participating incen-
tives, such as monetary risk withholds and patient manage-
ment fees, emergency practitioners are given direct rewards
for better management of patient-related costs, which can
also benefit the hospital. “In most managed care arrange-
ments, emergency physicians seldom see such incentives.”
Stoffan adds.   ■



Hospitals aren’t necessarily the villains
But some physicians believe that times haven’t changed

that much for emergency providers. Hospital-based practi-
tioners have always been judged by a different standard,
says Josephson. It isn’t a characteristic in any way unique to
emergency medicine but long shared by other sub-special-
ties, including pathology and radiology, Josephson adds.

Furthermore, neither hospitals nor PPMs are necessarily
the villains in this three-way relationship, according to some
authorities. Hospital themselves are struggling with reducing
over-capacity and costs, while payers are demanding tougher
patient-care standards and reducing payment levels. “Physi-
cians often lose sight of these factors,” says Larsen. “It does-
n’t benefit anyone to be an antagonist,” he adds.

So what can physicians do to preserve their hospital
contracts? These are business practices, Stoffan concludes.
Once the contract is terminated, nothing short of a miracle
is likely to salvage it. And cancellations based on vague
opposition or politically charged dislikes between admin-
istrators and physicians are usually insurmountable.

But efforts to preserve the contract can and should begin
before the relationship with the hospital begins, according
to a consensus of sources. Setting up ground rules early in
the relationship, such as due process guarantees for physi-
cians and a role in the hospital’s medical staff leadership
and governance committees can head off future problems. 

Helping the institution reach its financial goals and
negotiating policy changes that will affect the ED’s opera-
tion are also important, says Josephson. Of course, hospi-
tal officials should play an equally constructive role in the
effort. (For a more detailed list of way to preserve a
provider agreement, see the article on page 133.)

But if physicians run into a stone wall with an unreason-
able administration, the likelihood that the contract is worth
saving becomes questionable, says Stoffan. “Why try to save
something that may not be worth saving?” Stoffan adds.   ■

Courts continue to limit
COBRA liability for 
prehospital destination
decisions
By Catherine Harris

The family of a Honolulu man who died after his
ambulance was rerouted from one hospital to
another facility does not have grounds to sue under

EMTALA because the patient never physically presented

to the first hospital’s emergency department (ED), states a
recent Hawaii district court ruling.

According to court documents in the case of Arrington
v. Wong, 59-year-old Harold Arrington was on his way to
work when he began to have trouble breathing. An ambu-
lance was called to the scene, and paramedics found
Arrington in “severe respiratory distress.” The decision
was made to transport him to Honolulu’s Queen’s Medical
Center. En route, the paramedics sought medical advice
from the emergency room physician at Queen’s. During
the conversation, paramedics mentioned that Arrington
was a “Tripler patient,” meaning he was a patient at a
nearby hosptial. The emergency physician then advised
paramedics that, “if you start with nitro and oblasics, then
I think it would be OK to go [to the other hospital].” The
patient was taken to the other facility, where he “coded”
and was unable to be revived.

His family sued Queen’s, the emergency room physi-
cian, the physician’s medical group, the city and county-
owned ambulance service, and the attending emergency
medical technicians under EMTALA.

This federal law requires hospitals to provide an appro-
priate medical screening examination sufficient to rule out
an emergency medical condition to any patient who
“comes to” the hosptal’s ED. Furthermore, EMTALA
requires hospital personnel to ensure that any emergent
condition of any patient who has “come to” the hospital be
stabilized before transfer to another facility.

Arrington did not meet the definition of “coming to”
the hospital even though he was in an ambulance that was
on its way to the hospital, and, therefore, his family could
not sue on EMTALA grounds, the court found.

Ruling Reinforces Prior Decision
There has already been a landmark legal decision in

this area, and the Arrington case just strengthens that deci-
sion, states Robert Bitterman, MD, JD, Director of Risk
Management and Managed Care in the Department of
Emergency Medicine at Carolinas Medical Center in
Charlotte, NC.

In a 1992 case, Johnson v. University of Chicago, a
mother sued the local hospital that operated a service
directing ambulances to various area hospitals after they
directed the ambulance carrying her daughter to a hospital
more distant than the others, where the girl died.

The case is unusual in that the U.S. Court of Appeals
for the Seventh Circuit first ruled against the hospital, then
reversed itself, ruling that, because the girl had not actual-
ly been physically present in the hospital, the case did not
meet the standard to sue under EMTALA, says Bitterman.

The U.S. Court of Appeals for the Ninth Circuit, which
covers Hawaii, has not addressed this question of law, but
the district court cited the Seventh Circuit’s decision in its
ruling.
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“The Seventh Circuit upheld the dismissal of the
EMTALA claim because of its conclusion that, under the
plain meaning of the statute, the child never ‘came to’ the
emergency department,” the decision states.1

In its ruling, the district court also cited a 1994 ruling
from the Fifth Circuit, in Miller v. Medical Center of
Southwest Louisiana, which found that a patient was
denied admittance to the hospital over the phone but
never presented to the emergency room in question. The
appeals court for that circuit also ruled that the plaintiff
had not met the standard for “coming to” the emergency
department.

EMTALA Not Intended to Cover Medical Decisions
The decision in this case is encouraging because it con-

tinues to show that the courts are willing to limit EMTA-
LA liability to cases that concern a diversion of patients
due to financial concerns, says James Augustine, MD,
FACEP, Chief Executive Officer of Premier Health Care
Services, an emergency medical practice group based in
Dayton, OH.

“EMTALA was intended to prevent hospitals from
sending out indigent patients to other hospitals,” he
emphasizes. “These cases are not patient-dumping issues.
It gets into local protocols for medical direction.”

For example, it is legitimate for a hospital to go on
“ambulance bypass,” refusing to receive patients by ambu-
lance when they believe they are too busy to care for them
properly. It is also common for an ambulance under the
medical supervision of one hospital’s ED to pick up a
patient who requests to be taken to the hospital where he
normally receives medical care, he explains.

“In those cases, the paramedics will communicate by
telephone with the [ED] physician, get the OK to go [to
the other facility], and get instructions about medications
and care,” he notes. “It is appropriate medical practice.”

The plaintiff’s bar has shown an inclination to take
cases to court under EMTALA and attempt to stretch its
protections far beyond what Congress originally intended,
he contends.

There have been cases where a person has filed an
EMTALA claim after they were treated in the ED, admit-
ted to the same hospital, moved upstairs to an inpatient
bed, then had a poor outcome, he says. “They file a claim
saying that the patient was not properly stabilized in the
ED and that’s a violation of COBRA.”

Impact on EMS and Managed Care
Rulings in this area may have a substantial impact on

the move by many medical groups to integrate transporta-
tion services into their group practices.

Ideally, through these integrated arrangements, an
ambulance could pick up a patient, evaluate his or her con-
dition (using medical guidance from supervising emer-

gency room providers), then either take them to the ED,
treat them at the scene, or redirect the patient to a lower
level of care.

If managed correctly, these arrangements could save
health plans and health providers thousands, while
improving patient care at the same time, Augustine notes.

Premier is working on establishing such a system in the
Dayton area.

Many health plans, including those administered by the
federal government, already attempt to direct patients to
certain medical facilities and levels of care, Augustine
notes.

For example, in the Dayton area there is a Veterans
Administration hospital. In many cases, ambulances will
pick up a veteran who requests to go to the VA facility.

“They have had it drilled into them that they are sup-
posed to go to that hospital for their wound care, for
everything else,” Augustine says. “They get very upset if
you just bring them to the nearest hospital.”

It should be up to the medical community to ensure
ways of getting patients to the medical facilities that pro-
vide care covered by their health plans, yet do so in a safe
and medically accepted manner, he states.    ■

Reference
1. Arrington  v. Wong, D. Haw. 98-00357 DAE 9/23/98.

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-con-
scious six months later. 

The same holds true for many HMOs, which are find-
ing that the Medicare risk market isn’t the growth oppor-
tunity 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.
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• 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 sum-
mer in northern California, Connecticut, and New Jer-
sey, about 22,700 enrollees will be affected by Founda-
tion’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 reconsidering plans to exit the Medicare risk busi-
ness 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 managed care options.
How could all this be happening when as recently as

last year, payers and HMO industry groups such as the
Washington, DC-based American Association of Health
Plans were lauding Medicare risk as the next big growth
industry? For the same reason 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, president of Orlando’s Florida Hospital
Healthcare System.

Most of the plans are exiting because they simply 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
competition in some areas has pressured payers to institute
competitive benefit packages—for example, $5 copays for
prescription drugs or hearing aids. Unfortunately, the costs
of providing these services outweighed the potential
returns in many geographic markets based on the amount
at which payers are reimbursed for services provided 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 varia-

tion 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 (specifically 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 language included in this summer’s Balanced Budget
Act, which affects administrative costs and member com-
munications 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 ben-
efit changes by Nov. 1. That follows a May 1 application
deadline that plans had to meet to submit applications to
HCFA for their proposed reimbursement rate (reimburse-
ment for the Medicare + Choice program is not solely
determined 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
additional administrative costs.

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

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

“Our product was operated by a PHO [physician-hospi-
tal organization] which was primarily hospital-owned. The
physicians didn’t own the PHO, so they weren’t at risk
from a capital standpoint,” 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 challenging to make
Medicare risk work.”

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

So what is the impact on physicians? Very little, 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 project with
Florida Hospital.

“If [patients] go back to traditional Medicare reim-
bursement, it would be to our benefit, assuming we can
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effectively collect the copay,” he says.
Physicians who have patients in this situation can

expect to field questions from confused patients, Wester-
gan adds. When United Healthcare recently decided to
exit the Medicare risk market in Orlando, many of Jew-
ett’s physicians faced questions 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.”

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 hospi-
tals 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 careful-
ly and strategically position your practice to be a player in
managed care.   ■

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 market (see
related story on p. 135 of this issue), some prac-

tices may question whether they even want to sign
Medicare risk contracts. 

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

According to Peck, there is adequate reimbursement
today for providers and health plans to operate profitably,
provided they properly structure 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 population 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 geri-
atric assessment team. Seniors require specialized ser-
vices and increased attention. When they require hospi-
talization, it is common for their functional status to
decline, which then increases their risk status upon dis-
charge. A specialized geriatric team comprising a geria-
trician, geriatric care manager, social worker, and phar-
macist can help prevent functional decline by aggres-
sively managing the inpatient stay. 

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

4. More risk sharing. Financial incentives must be prop-
erly 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 necessary
changes in physician behavior. 

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

6. Strong hospital leadership. “A transformation of val-
ues from hard assets to relationships must occur for
hospital-driven systems to be successful in the risk
environment,” contends Peck. 

7. Physician- and administrator-friendly reporting
tools. Both patient and financial information generat-
ed within the practice must be accessible, available,
understandable, flexible, and relevant.

8. Physician accountability for controlling outcomes
and cost. Agreed-upon practice benchmarks must be
followed by everyone with clinical care responsibili-
ties, and key performance measures for physicians
must be clearly articulated and followed. 

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

10. Clearly communicated vision and mission. Once
change has been confronted, new programs have been
put in place, and systems of care have been made con-
sistent across all specialties, the vision and mission of
the organization must be clearly and repeatedly articu-
lated by its leaders, says Peck.  ■
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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 administra-
tors dealing with managed care are growing daily. We
asked Donald J. Lloyd, FACMPE, a practice administra-
tor who is a former president of the Medical Group Man-
agement Association, to provide his insights into what the
future holds for practice leaders who work with managed
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 employ-
ers 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 coverage at all. The result-
ing 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
convinced 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 man-
aged care by patients, employers, and government.

Also, physicians and other provider groups have
become better organized, and are now mounting a vigor-
ous offensive against MCOs. To make matters worse,

costs are rising again, and we now have even more unin-
sured citizens, casting further doubt on the effectiveness of
managed 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 Pri-
vate Medicine — will include members of the provider
community, employer coalitions, citizen groups, public
health organizations, and health systems contractors. The
council will be responsible for all health care policy,
including establishment of standard clinical protocols, cre-
dentialing of providers, reimbursement systems adminis-
tration, monitoring system compliance, measurement of
outcomes, quality, and patient satisfaction, and general
oversight and enforcement. 

Virtually everyone will have insurance coverage, elimi-
nating the present concern of more than 50 million unin-
sured 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 individual tax
contributions.

Twenty-first century technology will allow patient histo-
ries to be encoded on identification cards, with back-up in
the national data repository. 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 program. Alternative med-
ical 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 management 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 consortiums or provider-sponsored organizations.
Further, physicians, hospitals, and health system contrac-
tors will be rated based on training and certifications, pro-
fessional liability risk, compliance with system rules, eco-
nomic efficiency, and patient satisfaction ratings.

Accountability at all levels will be exacting. Finally,
payments to providers will be determined within each net-
work, 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 deliv-
ery system will continue to decline. Accordingly, it will

138 The Managed Care Emergency Department — December 1998



become ever more crucial that those dollars are used
wisely and efficiently. First, costs in the medical practice
will have to be managed more aggressively than at any
time in history. This means having information systems
that track costs by patient, procedure, and diagnosis. This
will be critical when negotiating reimbursements with
health system contractors.

Second, managing patient health will not only improve
the quality of life, but will preserve precious dollars. Final-
ly, meeting the baby boom generation’s expectations of
customer service may very well be the most significant
determinant of practice revenue in the next century. Why?
Because they will have a profound influence on which
physicians and practices are allowed into the preferred net-
works. 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 neces-
sary to compete for scarce dollars in the new world. If you
think it is difficult today, just wait awhile. The aftermath of
managed care will be even more rigorous!  ■

Milwaukee EDs 
join forces on Internet

Eleven Milwaukee EDs and 19 EMS services have
created a unique collaboration on the Internet, to
provide inexpensive instant communication. “By

having all our hospitals hooked up electronically, we can
patch in all EMS providers, public and private, in case of
disaster,” says Bill Bazan, vice president of the Wisconsin
Health and Hospital Association for the Milwaukee Area,
the organization sponsoring the site.

The main benefit is instant information. “For example,
whether a disaster is natural or manmade, we’re going to
be in a position to instantly know the number of ED, OR,
and ICU beds available, and the number of neurosurgeons
available,” says Bazan.

The web site, called EMSystem, went live this spring.
“The display page indicates whether each ED is open,
closed, or diverting specific types of EMS patients, such as
those potentially requiring an ICU bed,” says Christopher
Felton, MD, FACEP, vice president of information sys-
tems for Infinity HealthCare, Inc., co-developers of
EMSystem. EMS units and patients dispatched from the
scene to each facility will also be displayed by the system. 

In case of disaster, an audible warning would be heard.
“Then, each facility would switch to mass casualty inci-
dent (MCI) mode and put in an update of their available
resources,” says Felton. “As EDs start to fill up, every hos-
pital will continue to update their status.”

Patients don’t always wait to be triaged, leading to inac-
curate information during disasters, says Felton. “In theo-
ry, the triage officer divides everything evenly between
facilities. But the reality is that patients come on their
own,” he explains. “With this system, EMS responders get
the information in real time without having to call each ED
on the phone.”

The system can also track public health concerns. “We
had a terrible cryptosporidian crisis here a couple years
ago, which went undetected for several months as cases
creeped up gradually,” recalls Bazan. “Unfortunately, it
didn’t get recognized until 150,000 people were infected
with it. With the new system, we can track the prevalence
of a given disease in our EDs.”

The system will used to record data about specific con-
ditions such as strokes, notes Bazan. “Milwaukee has a
stroke task force, and we have been gathering information
about t-PA and protocols,” he explains. “We can use this
system as an information monitoring instrument also, to
improve care of stroke victims.”

Likewise, if there is a weather emergency, the system
can alert providers immediately. “When the city’s heat
advisory committee declares an emergency, we can run
warnings across the screen, instead of faxing it out as we
traditionally have,” says Bazan. 

Although no patient-specific or proprietary information
is transmitted, there was still a concern about local EDs
gaining access to information about their competitors. “If a
facility happens to go on bypass on a regular basis, admin-
istrators might not want that known,” notes Felton. 

Competitive issues have been minimized by forming an
EMS data management committee with representatives
from every hospital, says Felton. “The committee address-
es security, confidentiality, and access issues. That serves a
protective function because they decide what information
is transmitted. It assures appropriate use of data generated
by the system.”

EM system replaces software previously used by EMS
to track diversionary status of area EDs. The software was
limited in capability and required a dedicated PC in each
ED, says Felton. “It would only run that program, so it
didn’t allow the computer to be used for anything else,” he
notes. “It was also a dial-up system. So if one hospital pro-
vided an update that they were on bypass, it would dial
each ED individually one by one, and it took over a half
hour to make a single update,” says Felton. 

The system costs $500 for the first year and $250 for
subsequent years. “Read only” access for EMS services is
available for half the hospital fee. “Because a single pro-
gram runs on a single server, the only hardware needed is a
standard PC with Internet connection and browser and the
correct password,” says Felton. “We avoid the need for
expensive upgrades, and support the program locally.”

A three tiered password scheme allows 1) view only
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status for EMS services; 2) individual facility specific
updates; and 3) global update permissions for the EMS
dispatching authority. “They can read and update anyone’s
data. So if a hospital has lost its connection, they can call
911 and update their status,” says Felton. 

EDs are expected to update the system at least once
every 12 hours. “It only takes a few seconds to make that
entry,” says Bazan. “Each hospital has a password, and
during each 12-hour period, someone is designated in ED
to make an entry as to where things stand.” A visible flash-
ing cursor appears on screen if it’s time to update. 

When EDs notice a sudden increase in volume, they
will update the system. “If 10 or 15 patients come in at
once, that would be entered,” says Bazan. “If an ED is
filled or close to being filled, they will go online and indi-
cate that. From that very second onward, any prehospital
provider will know.”

EMSystem is only the first of several Internet-based
programs envisioned for Milwaukee’s emergency medical
services, says Felton. “Plans are in place to develop a reg-
istry of area emergency department visits,” he notes.   ■

Editor’s note: To learn more about EMSystem™ access
the web page at http://www.emsystem.com or contact Dr.
Felton at cfelton@infinityhealthare.com.

Congress takes a pass on 
managed care reform 
measures

Both Democratic and Republican efforts at managed
care reform failed to gain Congressional approval this
year, a mixed blessing to emergency medicine providers.

The American College of Emergency Physicians
(ACEP) had lobbied against the GOP-sponsored bill (HR
4250), known as the Patient Protection Act, because it did
not include the “prudent layperson” standard for coverage
of emergency services that was mandated in last year’s
Balanced Budget Act.

This standard of coverage holds that managed care
plans must pay for emergency services, regardless of the
outcome or final diagnosis, if the patient sought the care
while experiencing symptoms that the average person
would believe to be an emergency.

The BBA provisions included the “prudent layperson”
standard, but only applied to patients covered by Medicare
and Medicaid, not to patients covered by private or
ERISA-protected health plans. Seventeen states have so far
enacted their own “prudent layperson” legislation, but a

federal law would have covered everyone.
The GOP bill would have required coverage only if the

emergency physician certified in writing that a patient
needed emergency medical care; the health plan would
have been required to cover the care only if a “prudent”
emergency medical professional would agree with the treat-
ing physician’s assessment, according to a July statement
released by ACEP opposing adoption of the GOP measure.

The Patient Protection Act passed the House, but was
tabled in the Senate and never made it up for a vote.

A substitute bill, proposed by Demoratic leaders in the
Senate, would have included the “prudent layperson” stan-
dard, but that measure also failed to pass.

This leaves Medicaid and Medicare patients with guar-
anteed coverage of emergency services, while patients
with private insurance, in most states, are not covered by
such legislation.   ■

More layoffs in Southern 
California; Kaiser postpones
network expansion

Orange County, CA—Southern California physician
groups are continuing to close more offices, lay off staff,
and scale back operations in the face of declining reim-
bursement from managed care payers and rising medical
costs.

Orange County, CA-based Bristol Park Medical Group,
which employs 110 physicians and is one of the largest
groups in that county, announced last month that it was
closing four of its offices and laying off eight physicians
and six nurses and physician assistants.

In addition, Kasier-Permanente, Inc., the nation’s largest
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Alert

The Clinician’ s Guide to
Alternative Therapies

Written by clinicians, for clinicians,
this monthly newsletter is the first
objective source of news,
research, and assessment of
alternative medicine techniques
and modalities. You’ll receive unvar-
nished, scientific evidence on dozens of popular
alternative cures, procedures, and techniques—the very
approaches your patients are reading about . . . and are
tempted to experiment with.

Get hard clinical data, so your patients stay healthy.

Call our customer service department today at 1-800-
688-2421 for more information or to subscribe. Annual
subscription price: $189.

Ginseng f or the Impr ovement of

Constitutional Symptoms
By David Schiedermayer, MD

H uman beings have always searched for a panacea, herb, or

medication that is complex enough to provide healing for all

sorts of disease. Aspirin has been a startlingly powerful agent in

Western allopathic medicine. In Asian medicine, Panax ginseng has

been the panacea of choice for thousands of years. Panax ginseng

has been used as a tonic, stress reliever (adaptogen), aphrodisiac,

appetite stimulant, immunostimulant, cancer treatment, oral hypo-

glycemic agent, and life-prolonging agent. Such was its alleged

power that Chinese men who were dying and had a family member

traveling from a distance used ginseng so they might live a few more

days. Ginseng is now the top-selling herbal product in the United

States, with $78 million in annual sales, compared to the $67.6 mil-

lion consumers spend on garlic, the $66 million for ginkgo biloba,

$14 million for echinacea, and $13.5 million for St. John’s wort. 1

Worldwide sales of ginseng are worth $3.75 billion annually. 

Can more than a billion people be wrong, century after century,

about the benefits of a drug they are taking? Ginseng raises that fas-

cinating clinical question.Natural History and Cultural Tradition 

The ginseng plant is one of the most ancient of modern living

plants. The fossil record shows that ginseng grew on the superconti-

nent known as Pangaea during the lower Jurassic period. Ginseng is

a tap-rooted perennial with a rhizomal underground stem from

which a single annual stalk arises. Plants more than five years old

(with 5 scars on the rhizome) contain the highest yields of the active

compounds known as ginsenosides. “White” ginseng is simply the

dried root, and “red” ginseng has been steamed for several hours,

then sun- or fire-dried.
“Seng” is a word used by Chinese herbalists for fleshy rootstocks

used for tonics. More than 60 “seng” plants exist. Ginseng translates

into “the essence of earth in the form of a human,” and ginseng roots

sometimes resemble the human form. For centuries, Panax ginseng

grew wild in northeast China, Korea, and southeastern Siberia, but

the wild plant is now extremely rare, harvested to near extinction.

Fewer than five pounds are dug each year. A single root has been
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HMO, is scrapping plans to expand its network of offices
in the area, according to a November 6 report in the Los
Angeles Times.1

Industry experts say payments from health plans have
failed to keep pace with rising costs of medical care, par-
ticularly given the new spate of legislatively mandated
health services like minimum inpatient stays for new
mothers, and mandated coverage of new drugs.

According to industry estimates, physicians in southern
California face more financial pressures due to the larger
percentage of the patient population covered by managed
health plans. Managed care contracts also typically drive
up a group’s administrative costs.

A recent survey of 1194 group practices by the Medical
Group Management Association that listed the percentage
of practice costs compared to total annual revenue found
that an estimated 61.08% of revenue was absorbed by
costs in practices in the western United States, compared
to estimates of 58.99% in the eastern United States,
55.75% in the Midwest, and 55.49% in the South.   ■

References
1. Barbara Marsh. Physician Groups Cutting Staff, Costs to

Stay in Business. Los Angeles Times November 6, 1998.

CHAMPUS reform initiative
demonstrates ability to reduce
ED usage without strict 
gatekeeping requirements

Managed care use management programs directed at
reducing unnecessasry emergency department (ED) visits
can be effective without the use of strict gatekeeping
requirements and provider captitation agreements: that’s
the take-home message of a study of 1.2 million beneficia-
ries of the Civilian Health and Medical Program of Uni-
formed Services (CHAMPUS) published in June in the
Annals of Emergency Medicine.1

The study was performed to evaluate the ability of the
CHAMPUS Reform Initiative (CRI) to lower the cost of ED
utilization by redirecting patients to the appropriate level of
care. The initiative consisted of two demonstration groups
that were offered a larger selection of benefit packages,
while, at the same time, introducing risk-sharing between
the Department of Defense and a private contractor.

Kravitz and colleagues compared ED utilization by ben-
eficiaries in the two CRI “demonstration areas” in Califor-
nia and Hawaii with that of beneficiaries in matched con-
trol areas throughout the rest of the United States over two
12-month periods.

In the CRI group, the number of CHAMPUS ED visits

decreased by 40% relative to the control, and allowed
charges fell by 50%.

Researchers noted that the reductions were concentrated
primarily among repeat users of the ED and in patients
who had less severe illnesses. In addition, the reductions
were attributable to improved outpatient access to care and
a “nonintrusive” use management program, the study’s
conclusion states.   ■

References
1. Kravitz RL,  et al. Effect of a large managed care program

on emergency department use: Results from the CHAMPUS
Reform Initiative Evaluation. Ann Emerg Med 1998;31:
741-748.

More health plans 
withholding NCQA data

The number of health plans refusing to allow the Wash-
ington, DC-based National Committee for Quality Assur-
ance (NCQA) to release data on 50 performance measures
rose sharply in 1998, Knight-Ridder/Tribune News reports.

Nationwide, 292 health plans reported data measured as
part of the Health Employer Data Information Set
(HEDIS), the article states. 

HEDIS measures are used to measure health plan per-
formance in a variety of areas—such as vaccination rates
for patients younger than 2 years old, and mammogram
screening rates among health plan members. About 155
other plans gave data to NCQA, but would not allow the
information to be released. That number compares with 41
plans that did not want their data released for public con-
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sumption last year.
Typically, those withholding their data performed worst

on almost every measure than plans that allowed their data
to be released, the article states.  ■

Physician CME Questions

41. Managed care experts cite the all following as reasons for
the shrinking opportunities in the market for medical group
contracting in emergency medicine, except:
a. a contracting system that places most of the power in

the hands of hospitals and managed care organizations.
b. a dilemma posed by accepting a hospital demands or

losing a potential contract.
c. infighting among practitioners over control of a hospital.
d. tough competition posed by large physician practice

management companies.

42. Termination without cause provisions have been key to
enabling hospitals to:
a. dismiss contracted physicians after a due process rights

hearing.
b. end the contract of an entire medical group for the

actions of one physician.
c. cancel its contract with a health plan within 30 days of

filing a formal complaint.
d. dismiss a contracted medical group without a due

process hearing.

43. Under EMTALA, what was decided about a man who died
after his ambulance was rerouted from one hospital to
another?
a. They allowed a significant settlement for the plaintiff

from the hospital he was rerouted from.
b. His family could not sue because he did not meet the

definition of “coming to” the hospital.
c. His family could not sue because he was stabilized

before going to another facility.
d. None of the above

44. In Johnson v. University of Chicago, the final ruling by the
US Court of Appeals for the 7th Circuit was:
a. that the ambulance service was libel for the girl’s death.
b. that the hospital was responsible.
c. that the hospital was not responsible because the girl

was not actually physically present in the hospital.
d. that the hospital was not responsible even though the

girl was physically present in the hospital.

45. According to Todd Rodriguez, many plans are exiting the
Medicare risk market because:
a. they simply couldn’t make a profit.
b. they couldn’t entice enough participants.
c. they were charging too much for their services.

d. All of the above

46. Acording to Charles A. Peck, market conditiions should
scare practices away from signing Medicare risk contracts.
a. True
b. False

47. The cost of health care from 1970 to 1990 has:
a. increased 10-fold.
b. almost doubled.
c. decreased by 10%.
d. increased by 25%.

48. According to Donald J. Lloyd, FACMPE, the demise of
managed care:
a. could happen in 50 years.
b. is an impossibility.
c. will happen 10 years from now.
d. is eventually inevitable.
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Here is a partial list of upcoming conferences that address issues
of interest to ED leaders:

Fifth annual scientific assembly of the American Academy of
Emergency Medicine (AAEM), Feb. 12-14, 1999, The West-
in Horton Plaza Hotel, San Diego, CA. Contact: AAEM, 611
E. Wells St., Milwaukee, WI 53202. Telephone: (800) 884-
2236. Fax: (414) 276-3349. E-mail: www.aaem.org

Upcoming Conferences


