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Physicians seeking to remain inde-
pendent while building market
strength may find that consolidating

several smaller physician groups or clinics
into one company offers many advantages.

By combining several groups, the partici-
pating physicians form, in effect, their own
physician practice management company
(PPMC). By owning and operating the new
entity, the physicians retain control of the
physician-patient relationship. In markets
dominated by HMOs, the PPMC has more
size and thus more strength when negotiat-
ing with managed care organizations.
Moreover, the new entity may qualify for
capital from investors, physicians can hold
an equity stake in the company, and the new
venture may have the potential to go public,
creating yet another opportunity for profit.
Wall Street has been interested in such
companies when the merging clinics have
compatible cultures, strong and experienced
management, a well-crafted business plan,
solid physician leadership, broad geographic
scope, managed care experience, and com-
bined revenue of more than $100 million.

Three Become One
Physician Partners, Inc. (PPI), a PPMC
formed last July in Portland, Ore., offers an
example. The company resulted from the
merger of three of Oregon’s largest clinics:
the HealthFirst Medical Group, the
Corvallis Clinic, and the Medford Clinic.
With annual revenue of $146 million, the
new company has the size needed to gain
capital through the public market and the
potential to consider an initial public offer-
ing this year.

“This is a merger of three substantial,
dominant medical groups with more than
50 years of history in each of their respec-
tive communities,” said David Goldberg,
CEO of the new venture. Formerly a con-
sultant to physicians, Goldberg had advised
two of the groups on strategic planning and
merger activities. “Simultaneously, they
asked me if I would help them evaluate
their strategic and capital options,” he said.
“We knew physicians could no longer com-
pete effectively by funding growth out of
next year’s income, and we were competing
with health plans, publicly traded physician
practice management companies, and local
hospitals with deep pockets.”

Facing Competition
In a competitive market, the physicians in
the three clinics realized they needed sub-
stantially more market clout. But their
options were unattractive. They could have
sold out to an area hospital, but chose not to
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PPI at a Glance

No. of employees: 1,600
Annual patient visits: 1 million
Net revenue (1996): $146 million

Clinic location Physicians
HealthFirst 

Medical Group, Portland 128
Corvallis Clinic, Corvallis 85
Medford Clinic, Medford 75
Total 288
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EDITORIAL ADVISORY BOARD

Multiple Clinics Show Promise of Teamwork

Working together, individual physicians can assume many of the functions currently man-
aged by large HMOs and other managed care organizations. When physicians pool their

resources, they can establish their own management systems, improve referral procedures,
tighten up protocols for disease management, decide when to hospitalize, and monitor col-
leagues for signs of under treatment or over treatment.

“Physician-initiated managed care has considerable promise,” said George Anders, a reporter for
The Wall Street Journal and author of Health Against Wealth: HMOs and the Breakdown of Medical Trust
(Houghton Mifflin Co., New York, 1996). “In contrast to a remote HMO, key decisions can be made
by people who treat patients every day and who can keep a close eye on one another. Managed-care
decisions needn’t be based solely on statistical data that can fit onto a computer spreadsheet; there’s
more room for human judgment and attention to the complexity of patients’ needs.”

Examples of physicians working together are not uncommon. One such group is Physician
Partners, Inc. (PPI), a physician-owned and physician-governed practice management compa-
ny in Portland, Ore. The group was formed when three clinics in Portland merged last summer.
(See “Strategies: Three Clinics Form a Physician Practice Management Company,” page 1.)

Increasingly, conditions are favorable for multiclinic consolidations. These conditions include:
• The growing number of clinics of 25 or more physicians, now numbering more than 1,000;
• Well-managed systems in these clinics to handle capitated contracts; and
• The emergence of physicians schooled and seasoned in managed care markets to lead

these organizations.
Moreover, these clinics have capital available to help them develop and integrate the man-

agement structure of these organizations. This capital comes from Wall Street and other
investors who recognize that these multiclinic consolidations produce economies of scale that
make them desirable as investment opportunities. Investors correctly reason that a multiclinic
consolidation creates a parent company that is likely to have much more market clout than
small groups and may dominate a region. In addition, such clinics can achieve diversification
across markets, generate income from ancillary services, attract top management, and establish
systems to handle capitated managed care contracts. What’s more, they have the potential for
growth by expanding existing clinics and acquiring other groups.

By consolidating clinics into statewide and national organizations, physicians are signaling
that they have accepted the fact that managed care is becoming a de facto health care policy.
This policy has been adopted by the market and came about even though there was no White
House declaration that managed care is the national policy, no congressional vote to sanctify
its presence, and no national referendum to endorse it. Nevertheless, managed care has proved
that it is effectively controlling costs.

It only makes sense, therefore, that physicians should develop the systems, the market clout,
the expertise, and the experience to manage care efficiently.

Richard L. Reece, MD
Editor-in-Chief
15 Banbury Crossing
Old Saybrook, CT 06475-2362
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CASE STUDY

Second of two parts

Breaking away from typical managed
care organizations, many physicians
are starting or joining physician-

owned and physician-managed health
plans. This movement began in state med-
ical societies such as those in California,
Florida, and Washington. But now, in New
Jersey, New York, Pennsylvania, and other
states, physicians are raising the capital
needed to start health plans independent of
state physician associations.

Frustrated by large managed care organi-
zations that may dictate how medicine is
practiced, these physicians are seeking to
regain autonomy in medical decision-mak-
ing. They do not want fees that stress profit
over quality medical care, and they believe
that large insurers waste too much money
on overhead. Instead, physicians want
health plans that put patients first and that
direct health care funds toward patient care.

Many states prohibit physicians from
contracting directly with self-insured
employers or with insurers. Under these
restrictions, physicians can contract only
with health plans, which retain the ability
to dictate fee schedules, capitation rates,
and other operational policies to the physi-
cian-owned groups.

California had such restrictions until
October 1995, when the Federal Trade
Commission rescinded a 14-year-old order
that, in effect, barred organized provider
groups from developing or publishing physi-
cian reimbursement schedules or relative
value scales, and from contracting directly
with insurers. The repeal of the order
allowed for the creation of physician-spon-
sored managed care organizations, such as
California Advantage.

A New Kind of Health Plan
Given an opening, the California Medical
Association (CMA) introduced California
Advantage, a physician-sponsored man-
aged care organization (MCO), on July 1,
1996. The CMA owns 51% of the entity,

and individual physicians who have pur-
chased stock in the company own the
remaining 49%.

To participate in California Advantage,
more than 6,500 physicians throughout the
state have invested $1,000 each for a single
share of stock. Owning a share entitles a
doctor to vote on the ownership and con-
trol of the company and medical manage-
ment issues. Participating physicians do not
earn money from their stock or individually
profit from the equity investment. Instead,
any profits are reinvested back into deliver-
ing health care to uninsured or underin-
sured patients.

Initially, California Advantage is offering
three products: an exclusive provider orga-
nization (EPO), a preferred provider orga-
nization (PPO), and an EPO with a point-
of-service (POS) option. The plans are
offered through the Health Insurance Plan
of California (HIPC), a state-sponsored
insurance pool in Sacramento that allows
small employers to enjoy the benefits that
large companies can command from health
insurers and providers. California
Advantage plans to offer an HMO product
this year. Of 22 health plans in California,
including such plans as those offered by
Aetna and Kaiser, California Advantage
placed second during open enrollment for
California employees obtaining their
health insurance through HIPC in July
1996.

While there are a number of innovations
in the structure of California Advantage,
four major points distinguish it from others
in the California marketplace:

1.Local management;
2.Access to information;
3. Comprehensive geographic coverage; and
4.Choice of specialists as care managers.

Local management. California Advantage
organizes its network physicians into more
than 200 local operations called shared per-
formance groups that work together to pro-
vide coordinated medical care in a particular
community. Physician steering committees
assume governance and policy responsibili-
ties for the local groups and coordinate peer
review, information sharing, patient out-
comes data gathering, and quality improve-
ment. Each group’s performance is measured
in three areas:
1.Customer satisfaction, as determined by

patient surveys;
2.Compliance with the physician-estab-

lished utilization review processes; and
3.Fiscal management of the patient load,

as determined by a detailed analysis of
actual expenditures compared with a
budget and adjusted for each group’s
individual patient population.
Access to information. Physician-man-

agers with California Advantage believe that
using such information as clinical guidelines,
outcomes measures, patient medical records,
and rankings of physician performance is
essential to improving the quality and cost-
effectiveness of care. Using a fee-for-service
structure allows California Advantage to col-
lect and provide more information to physi-
cians, payers, employers, and patients than
health plans that use a capitated system. One
employer may be interested, for example, in
certain kinds of illnesses common to employ-
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Lessons Learned in Starting a 
Physician-sponsored Health Plan
By John G. Gray

John G. Gray is CEO of California Advantage, in San Francisco, a managed care
organization sponsored by the California Medical Association. Prior to assuming this
position in 1995, Gray served as president of the managed care division for Admar
Corp., a managed care organization in Santa Ana, Calif. At Admar, Gray developed
and operated the company’s physician hospital organization (PHO) and exclusive
provider organization (EPO). Part one of this series, “California Physicians Form a
New Health Plan,” was published in January.
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ees in its particular industry. Another
employer may want data on the utilization of
care, such as how many employees visited an
obstetrician in the last year. California

Advantage also can provide employers with
health risk data to develop workplace health
promotion programs, such as those aimed at
smoking cessation.

Comprehensive geographic coverage.
Many commercial health plans limit the
use of their networks by restricting mem-
bers’ access to providers in a local area.
California Advantage members can seek
care from any of the organization’s 35,000
primary care and specialist physicians with-
out paying an out-of-network fee. They also
can seek care at more than 320 hospitals in
55 of California’s 58 counties.

Specialists manage care. A California
Advantage physician whom a patient selects
to manage his or her overall care is called a
physician care manager (PCM). Like a PCP,
the PCM coordinates care for a patient.
However, unlike health plans that require
participants to select a general or family prac-
tice physician, an internist, or a pediatrician,
California Advantage allows enrollees to
choose specialists, such as cardiologists,
oncologists, or neurologists, as their PCM.
This freedom of choice can be advantageous
for a patient with chronic heart disease, for
example, who sees a cardiologist frequently. If
the patient complains of headaches, the car-
diologist-PCM can determine whether the
headaches are related to the patient’s heart
condition or to prescribed medication. If not,
the PCM can refer the patient to another
physician, if appropriate. In this way, patients
who have a comprehensive illness can have
direct, continuous access to an appropriate
specialist without interference from a gate-
keeper or an insurer.

As PCMs, specialists can provide a full
range of health care services for their plan
members, which they might not be able to
do in a more traditional health plan using a

primary care gatekeeper model. Because all
California Advantage physicians are paid on
the same fee-for-service basis, patients can
seek care from any California Advantage

physician without any variation in cost.

Three Lessons
For physicians seeking to start a health
plan, the experience of California
Advantage offers three lessons:
• Assess the market,
• Seek experienced management, and
• Establish relationships with other providers.

Assess the market. After conducting
research into what consumers prefer from a
health plan, California Advantage con-
cluded that consumers want choice in the
type of health insurance coverage they can
purchase. In response, California
Advantage designed a variety of products,

including an EPO, a PPO, and an EPO with
a POS option, that offer consumers choices
beyond a traditional HMO capitated plan.
California Advantage reasoned that to suc-
ceed, a health plan must do what business-
es do: Determine what its customers want
and then design innovative products or ser-
vices to meet those needs.

Recruit experienced senior executives to
manage the business. Although a physician
may be an excellent clinician, he or she
may not necessarily be suited to managing a
large health plan. California Advantage
discovered that it needed a seasoned busi-
ness executive with experience in manag-
ing health care organizations to run the

business successfully.
Establish business relationships with

other health care service providers.
Starting a statewide health plan requires a
substantial investment in infrastructure.
Rather than delay the start while it raised
capital, California Advantage established
strategic alliances with a utilization review
company, a claims management firm, a
pharmacy distribution system, and a data
collection company to handle specific func-
tions. California Advantage did not estab-
lish these relationships as equity alliances.
Each association was formed as a business
relationship in which the two sides would
work together in joint-marketing or prod-
uct-development endeavors. In most cases,
California Advantage pays each of these
providers a nominal fee initially and then
compensates each one based on utilization.

Before launching California Advantage,
CMA engaged external business consul-
tants to conduct research and create a
business plan for delivering these services.
The consultants concluded that the new
health plan would require $23 million to
start and would need 36 months to come
to market if all services were provided
internally. By partnering with established
providers, California Advantage spent $6

million in start-up costs and offered its first
product within nine months, saving $17
million in initial capitalization and 27
months.

California Advantage, and other similar
physician-sponsored plans, are giving physi-
cians reason to be optimistic about regain-
ing authority and autonomy in health care
decision-making. The goal of these organi-
zations is to preserve the cost efficiencies of
managed care while improving the quality
of health care. Designing a health plan
focused on the needs of the patient—
choice of benefits, access to care, and a full
range of services—can be a successful
model for improving managed care. ■
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By partnering with established providers,
California Advantage spent $6 million in start-up
costs and offered its first product within nine
months, saving $17 million in initial capitalization
and 27 months.

Most health plans use primary care gatekeeper
physicians, but enrollees in California Advantage
can choose specialists, such as cardiologists,
oncologists, or neurologists, as their physician
care manager. 



because they did not want to relinquish control to hospital adminis-
trators. They also chose not to sell out to one of the large PPMCs.
They reasoned that selling for cash would require each participating
physician to pay a substantial sum in taxes. They also were unsure if
selling to a PPMC would add much value to their practices. Given
that their operations are in Oregon, where managed care dominates,
they saw comparatively little managed care experience in these
companies. Moreover, the PPMCs were not run by doctors, but by
business professionals, many of whom are former hospital adminis-
trators.

While considering their options they decided to merge the three
physician groups. The merger went smoothly partly because
Goldberg had established two requirements for each participating
clinic. First, each clinic was required to get support for the merger

from all of its physicians. Second, each clinic was to supply the cap-
ital and time needed to make the merger succeed. A straw vote
taken among the 288 physicians in the three groups showed over-
whelming support.

“I can’t emphasize too strongly the feeling all of us had when we
sat down together,” said Michael Bonazzola, MD, senior vice presi-
dent and chief medical officer of PPI, and formerly medical director
at the Medford Clinic. “These three group practices were facing
basically the same opportunities and had gone through a variety of
options to access capital, and yet when we sat down and talked to
each other, we finished each other’s sentences.

“We had all been thinking along the same track,” Bonazzola con-
tinued. “And we realized that we have the experience, we have the
track record, and we have the knowledge to do this together. We
needed some advice, and we were able to get that fairly easily. After
that, it just came together nicely.”

Market Forces
While the physicians were well suited to each other, market condi-
tions also played a role, said Bonazzola. In particular, two hospitals in
Medford had recently been buying physician practices. “When hos-
pitals started recruiting primary care doctors who were not members
of the Medford Clinic and began buying their practices and their
office buildings, paying them above-market salaries and guaranteeing
their incomes, it was very difficult for us. Our clinic brought in 25%
of the hospitals’ business, and they were using the money to compete
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Top 5 States in HMO Enrollment
(As a percentage of population on Jan. 1, 1996)

HMO enrollment Percentage Annual
(in millions) of population growth (%)

Oregon 1.4 44.8 14.1
California 13.0 40.3 11.4
Massachusetts 2.4 39.0 1.5
Maryland 1.6 30.9 5.4
Utah 0.6 30.1 23.7
Source: The InterStudy Competitive Edge: HMO Industry Report 6.2,
InterStudy Publications, Minneapolis, 1996.
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with us. We were ready for an alternative,
and we knew we had to move quickly.”

The Oregon Factor
Another galvanizing factor was the maturity
of the Oregon market. As of Jan. 1, 1996,
some 44.8% of Oregon residents were
enrolled in HMOs, the highest penetration
rate among the 50 states, according to The
InterStudy Competitive Edge: HMO
Industry Report 6.2, from InterStudy
Publications, in Minneapolis, which tracks
HMO enrollment (see table). The national
average is 22.3%. What’s more, Oregon had
a high proportion of Medicare patients in
HMOs, and an activist state government
pushing Medicaid patients into HMOs.

When commercial, Medicare, and
Medicaid populations are all moving into
HMOs, physicians must be in groups to han-
dle large prepaid populations. Another fac-
tor forcing physicians into groups was the
relatively low Medicare rates in Oregon.
The average adjusted per capita cost
(AAPCC), the rate the federal Health Care
Financing Administration pays for prepaid
care, was $304 in Medford and $380 in
Portland. The national average is $460.

“We may be in only one state, but it’s an
incredibly tough state,” said Bonazzola. “If
we can do this successfully in Oregon with
the combination of low AAPCCs and
incredibly low commercial rates, we can
export it anywhere.”

Looking Ahead
In considering their options for the future,
the physicians invited investment bankers
to make presentations to them regarding
their financial and professional options, said
Goldberg. “We studied the major institu-
tional investors and found out what the
financial analysts who specialize in health
care thought of each one.” In addition, the
physicians sought advice from the PPMCs
about which investment bankers would be
best to work with. “We invited six invest-
ment bankers to a meeting with our board,
which had a dominant number of physi-
cians, and we asked them to make their pre-
sentation to us about why we should use
them as our financial advisor. Everyone plus
several others accepted the invitation.” As
a result, the board preliminarily chose to
work with Morgan Stanley.

PPI is attractive to investment bankers

because the physicians have extensive
experience working under capitated con-
tracts, an existing managed care infrastruc-
ture, and a cohesive group culture—and
they are making money. “We certainly are
not what they are used to seeing: We are
not losing money and we’re not a start-up.”

Acknowledging a weakness, Goldberg
said the group currently operates in only
one state. “My sense is that would have to
change before we go forward,” he said. If
PPI were to acquire other groups, it would
look for practices that meet several condi-
tions. “First, they must be willing to be
physician owned and physician governed.

Second, they would have or want to have
experience in managed care because we
think that’s the arena in which the future
will be directed. Third, they need to be fair-
ly dominant in their market. The target
groups also would need to share PPI’s vision
of high-quality care in which physicians

manage physicians.
“If we have the right partners—that is, the

right physicians in other states who are
motivated by high-quality care, concern for
efficiency and productivity, and a desire to
be both in control and at risk—then I think
we can make this model work everywhere,”
Goldberg commented. ■

The Importance of Retaining Control
Many physicians today believe they need to develop strategies that will allow them to

retain control of the physician-patient relationship. In an interview, David Goldberg,
CEO of Physician Partners, Inc., in Portland, Ore., discussed that issue, saying, “A num-
ber of us believe that the profession is at a crossroads. Managed care and other market
forces have left us with a limited ability right now to maintain control of the patient-
doctor relationship. If this situation doesn’t improve, then we are not doing our job.

“There are several ways for physicians to retain or to retake control, and this strate-
gy of merging three clinics is one of them,” Goldberg continued. “Another vehicle,
frankly, may be labor unions for physicians, which are developing elsewhere.

“But I believe the only way physicians can take control is to be willing to take on
some level of risk, and that means taking on an entrepreneurial spirit rather than an
employee spirit. Employees—even physician employees—go to work, do the job, and
go home. When doctors do that, they are not assuming the fundamental role of the
physician, and that means having a deep abiding concern for improving the quality of
care for each and every patient.”

Michael Bonazzola, MD, senior vice president and chief medical officer of PPI, con-
curred, “From a physician’s standpoint, as you get further into managed care, it is
absolutely imperative that physicians be the ones who make decisions about patient
care on a day-to-day basis. The only way that can happen is if physicians retain more
control or get more control of the process.

“We’re creating our own brand of managed care,” Bonazzola continued. “We think
it’s managed care in its best form, which is physician-driven managed care. When
you’re talking to a clerk in an HMO who’s working from a protocol book, that’s the
worst case. The best case is when you’re a primary-care doctor discussing with the spe-
cialist how best and most efficiently to deliver care to a particular patient. That’s an
example of physician-driven managed care, not HMO-driven managed care. Our group
is run by physicians who want to invest in their own future.” 

“Our clinic brought in 25% of the hospitals’ business,
and they were using the money to recruit primary 
care doctors to compete with us. We were ready for
an alternative.”
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Q:The relationship between physician prac-
tices and hospitals seems to be in an

uneasy, even unstable, state today. Vertical
integration, or the purchase of physician prac-
tices by hospital groups, no longer seems to as
attractive as it once was for physicians or hospi-
tals. In addition, physician practice manage-
ment companies appear to be increasing in num-
ber and influence. Do you see a power struggle
occurring between physicians and hospitals?

A:Yes, I do. Physicians and hospitals
need each other but are engaged in a

battle for control of health care dollars.
They could both end up in difficult finan-
cial straits and yet, often through stub-
bornness, they refuse to help each other.
Certainly, there is much more mutual self-
interest between them than there is
between either physicians or hospitals and
insurers.

But it is a difficult and complex situa-
tion. The kind of financial pressure man-
aged care has imposed on physicians and
hospitals is pitting them against each
other. It is also pitting physicians against

one another. Yet, I don’t think there has
ever been a time when a strong relation-
ship between physicians and hospitals has
been more important to the survival of
both.

Q:How would you define a constructive
relationship between physicians and

hospitals, one that is responsive to the market?

A:Both sides need to think about what
the word “partnership” means. From

the hospitals’ standpoint it too often
means employing a doctor and creating
some sort of subsidiary box on their orga-
nization chart. Hospital CEOs too often
feel they can’t manage someone without
exercising a high degree of control. Yet by
doing that they destroy the spirit of entre-
preneurism and commitment that has
always set the practice of medicine apart.
On the other hand, physicians have to be
willing to give up some of the indepen-
dence and autonomy that they appear to
view as a birthright if they are going to
work in a partnership.

The truth is that most of the employ-
ment models that have been developed by
hospital systems have some major prob-
lems. For example, there are problems
related to productivity. Once physicians

are employed by a hospital, productivity
drops. We have had physicians tell us, “I
am an employee now. I have four weeks of
vacation, two or three weeks for educa-
tion, and I am going to take that time.”
When they were in independent practice,
they may have taken a one-week vacation
annually, and that was a lot. Hospital sys-
tems are losing millions of dollars on the
primary practices they have acquired.

Studies of hospital systems we have con-
ducted demonstrate that for every 100 pri-
mary care physicians the system employs,
it is probably  losing $1 million a month,
and we’ve seen that hold up in market
after market.

Q:How do you explain that hospitals have
lost that amount of money consistently

when they own physician practices? Is it strict-
ly a loss of productivity of physicians once they
are employed by a hospital system?

A:There is a direct loss of productivity.
The physicians entering the practice

of medicine today have different motiva-
tions than the physicians had in the past;
they also have different expectations of
what they want out of life. One factor is
the increase in the number of women who
have entered medicine, some of whom
find themselves not only committed to a
career but also to raising a family. That has
an impact on the amount of time they
want to spend in practicing medicine and
that has some implications for productivi-
ty. I am not saying that these doctors aren’t
working as hard, but they are working
fewer hours and committing themselves to
other things, like starting families and
being at home with the family.

The same is true for many men. The
younger male physicians we talk to today
have a much stronger interest in having a
family life than some of the older physi-
cians we talk to. If these younger physi-
cians are the ones the hospitals and health
systems are hiring, then that affects pro-
ductivity.

Another important factor is that many
hospitals and health systems got into bid-

INTERVIEW

Understanding the Struggle 
Between Doctors and Hospitals

Daniel Beckham is pres-
ident of the Beckham Co.,
physician and hospital
consultants, in Whitefish
Bay, Wis. A health care
business strategist,
Beckham has consulted
widely on integrated deliv-
ery systems, physician

hospital organizations, and group practice devel-
opment. As a consultant, he has helped providers
nationwide to build new organizations oriented
toward the demands of managed care and health
care market reform. A former chairman of the
board of the American Marketing Association,
Beckham focuses on strategic planning and physi-
cian integration for medical groups, hospitals, and
health systems. He is also a member of the advi-
sory board of Physician Practice Options. This
interview was conducted by Richard L. Reece,
MD, editor-in-chief.

“I don’t think there has ever been a time
when a strong relationship between physicians
and hospitals has been more important to 
the survival of both.”
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ding wars when purchasing primary care
practices. In doing so, they purchased the
practices at costs that the underlying eco-
nomics of the practices couldn’t support.
In other words, they paid too much money
for these practices, and then, to get the
physicians on board, they often committed
to paying them too much in salary.

Another factor having an effect on prac-
tice profitability for hospitals and health
systems is the quality of management
available for these new groups and the
quality of management that they need,
particularly as they come together as new
organizations. There is a real shortage of
capable group practice expertise, and a
shortage of physicians interested in assum-
ing management and leadership responsi-
bilities within these new groups. That
translates into a lack of effective manage-
ment, which, in turn, translates into short-
falls in financial performance.

Q:Is it possible that running a hospital and
running a group practice require differ-

ent competencies, and that’s one reason the
relationship between hospitals and doctors
doesn’t always work?

A:Yes, absolutely. Hospitals tend to be
managed under control-and-com-

mand models, where somebody at the top
can tell somebody at any level below what
to do and have some reasonable expecta-
tion that it will get done. On the other
hand, most group practices, both new and
well-established groups, as well as large
and small groups, are more democratic in
their approach. Physicians who practice
within these groups expect that they will
have a vote when major questions arise,
such as those related to compensation or
to acquisitions. It is a difficult model to
make work in a turbulent, quick-changing
environment like a hospital system.

So these are different kinds of organiza-
tions. Within a hospital system, physicians
obviously are much more limited in their
independence and autonomy.

Q:It used to be that the only health care
organization in town was the hospital.

Today, physicians can choose between a hos-
pital and a physician practice management
company as a source of capital. What issues
are involved in that choice for physicians?

A:There has been a major change in
opportunities for physicians, partic-

ularly within the last two or three years, as

physician-led organizations have devel-
oped as alternatives to hospital-based sys-
tems. In many instances the reason physi-
cians have aligned with hospitals, or sold
their practices to hospitals, is that they
were concerned about the future. Their
level of anxiety was high. They viewed
hospitals as big organizations with deep
pockets. But I think that in large measure
the choice was often made because there
weren’t a lot of alternatives available.

Today, physician practice management
organizations are addressing concerns
about the depth of financial resources. For
example, PhyCor, a physician practice

management company in Nashville,
Tenn., is a darling of Wall Street and has
almost infinite access to capital as long as
it continues to meet earnings expecta-
tions. It is bigger and more focused on
group practice than a local hospital could
be. Now, for the same reasons that physi-
cians might have chosen the hospital, they
are choosing companies like PhyCor. In
addition, these practice management com-
panies are physician-oriented and bring a
lot of management experience. Practice
management is their only business.

Here in Milwaukee we have spent a fair
amount of time working with the three
largest clinics in Southeastern Wisconsin
to put together a physician-driven deliv-
ery system. It wasn’t that the doctors in
those clinics were opposed to their local
hospitals, or that they wanted to jeopar-
dize their relationships with their hospi-
tals, but the physicians within these
groups were interested in a physician-led
alternative. Not surprisingly, other physi-
cians in the area were excited about what
these clinics were doing.

Such alternatives have dramatically

changed physicians’ options and the
dynamics of local markets. When physi-
cians are weighing alternatives, they say,
“I’ll do this deal with the hospital, but that
doesn’t mean I have to stay in this deal for-
ever.” They may not say that publicly or
directly to hospital administrators, but
they say it to us in interviews. I think
something that hospitals have greatly
overestimated is their ability to keep these
physicians once they’ve acquired them.
Slavery was outlawed in this country a
long time ago and so was indentureship.
Owning a group practice doesn’t mean you
own its doctors. We’re already seeing a lot

of physicians walk out of relationships
after hospitals have spent millions to build
new organizations. One day, the hospitals
look up to see the most precious assets in
their system walking out the door.

Q:You have commented that it is very
expensive to create a vertically integrat-

ed system, much more expensive than propo-
nents first believed. There is now a spirited
argument on the relative virtues of a vertically
integrated system versus a virtually integrated
system. What do you see evolving?

A:The reason new physician organiza-
tions are losing money relates direct-

ly to productivity and the cost of acquisi-
tion, but I believe strongly that they don’t
need to continue to lose money. They are
losing money because the people who
acquired them have failed to fully answer
the question of why the practice was pur-
chased to begin with. In most instances,
the initial reason for the acquisitions was
to keep somebody else from acquiring
these physicians and to protect their cur-
rent referral patterns. They were trying to
protect current admissions.

So all they did was buy their own market

“Some people are entering medicine today 
with different motivations than people have 
had in the past and with different expectations
about what they want out of life. That has an
impact on the amount of time that they want 
to spend practicing medicine, which in turn has
some implications for productivity.”
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share, and they bought it at a much higher
price than it was costing them before.
What they ought to be doing now is using
the primary care practice to create market
influence. If they own 30% or 40% of the
primary care practices in a market, they
have a lot of market influence.

They then need to use that influence to
say to the health plans, “The amount of
money you are taking out of the profits
being earned by the health plans and the
insurers is too high.” They need to say,
“You can’t do business in this market with-
out us and unless you agree to our terms,
you’re not going to do business in this mar-
ket. We are no longer going to let you keep
as much of the premium dollar because we
have market influence. We have influence
because we have 40% of the area’s primary
care physicians and we have two or three
of the critical hospitals. As a middleman
you provide some value in the market, and
as long as you do we are going to allow you
to earn X% of the premium dollar. But
more than that is too much, and we’re
going to back you down.” Notice that I
emphasize the word “we.” That kind of
partnership will create more revenue for
hospitals and for primary care physicians,
as well as at least the same level of rev-
enue, if not potentially more revenue, for
the specialists.

They just haven’t had the courage to do
it. You have hospital CEOs, and I think to
some extent physicians, wringing their

hands saying, “Oh my God, these health
plans are so powerful. They control, X% of
our patients and if we try to stand up to
them, they’re going to beat us up.”

But that isn’t the case. Here in
Milwaukee, the Aurora Health System, to

its credit, has told one of the major health
plans in town to go to hell. Aurora’s flag-
ship hospital, St. Lukes, is one of the pre-

ferred hospitals in Wisconsin. It has a lot
of market influence. It owns about 200 to
300 physician practices now, and its
response to the health plan was to “take a
walk” when it demanded a 60% discount.
Aurora dropped out of that particular
health plan, and the health plan is having
a difficult time competing now.

Q:So, together, you think hospitals and
physicians have the potential power to

compete effectively against HMOs?

A:Yes, I do.

Q:It has been said that Minneapolis and
St. Paul are now in what is called the

post-HMO era and, apparently, the critical
force there was a business coalition. Is that an
example of what you’re saying?

A:It is a different scenario in that the
Twin Cities has always had a high

level of employer activism. That activism
is uncharacteristic for the rest of the coun-
try. I’m not saying that it’s not possible that
you could see the same level of employer
activism in other cities, but I think, gener-
ally, you haven’t. In the Twin Cities, the

employers have called the tune. The
providers have put together all the pieces.
They put the physicians, the hospitals, and

the managed care plans all into one orga-
nization. In response, the employer coali-
tion basically said, “We’re not so sure we
like that. It strips competition out of the
marketplace.” So they pushed choice back
to the consumer. The movement of choice
back to the consumer, whether or not it’s
employer-driven, is a phenomenon that
will manifest itself throughout the country.
Consumers will not allow themselves to
continue being herded like sheep from one
managed care corral into another, from
one physician to another. That’s not going
to hold up in this country.

Q:You mentioned earlier that these big sys-
tems are losing $1 million a month on

each 100 primary care physicians they
employ. That cannot continue indefinitely.
Can you see a scenario where the hospitals
have so much red ink that, in desperation, they
sell these collective practices to physician prac-
tice management companies?

A:I could see that happening. The hos-
pitals could say, “Politically and

financially, we can’t handle this anymore.
Here I am a hospital CEO or chairman of
a hospital board, and at every board meet-
ing discussion is dominated by the loss
associated with our physician group.”
Board members continue to see red ink at
the bottom of the page every month.
These board members say, “Get in there
and cut costs.” What costs are they going
to cut? The largest cost will always be
physician and other staffing compensa-
tion. Cut that and you’ll have disaffected
doctors. Can they tell physicians that they
need to take a cut in compensation even
though their practices were acquired at
higher-than-market cost because of a bid-
ding war? That’s not going to make them

“Hospitals tend to be managed under control-and-
command models, where somebody at the top
can tell somebody at any level below them what
to do. On the other hand, most group practices
are very democratic in their approach.”

“Slavery was outlawed in this country a long time
ago and so was indentureship. Owning a group
practice doesn’t mean you own its doctors. A lot
of physicians are walking away from relationships
after hospitals have spent millions to build these
organizations. The hospitals then look up to see
their most precious assets walking out the door.”
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very happy. In that scenario, all the hospi-
tals have done is invested millions of dol-
lars to anger their most precious asset.

A primary care practice is basically a
break-even business. Unless they can fig-

ure out a way to create the market influ-
ence that allows you to demand a better
deal from the health plans, the primary
care practices the hospitals own will con-
tinue to lose money on their direct opera-
tions.

So, if somebody comes in and makes the
hospital an offer to take these “problem
practices” off their hands, I think some
hospitals will welcome the opportunity.
But whoever acquires these groups from
the hospital will have to make a commit-
ment to the hospital that those physicians
will continue to use that hospital and the
specialists aligned with it, or I don’t think
the hospitals will give them up.

Q:How important is equity to physicians?
How much does ownership drive physi-

cians in the formation of practice groups?

A:In advising physicians, we expected
they were going to insist on equity,

but that hasn’t been the case. I think
physicians generally don’t understand the
concept of equity and the importance of
maintaining ownership. They seem to
understand “equity” primarily in terms of
maintaining autonomy and independence,
and those tend to be greater forces for
many physicians in the pursuit of particu-
lar kinds of deals.

One problem is that there still aren’t a lot
of physician equity models out there for
physicians to learn from. There have not
been many instances where somebody put
together a company and took it public, with
physicians benefiting financially from an

initial public offering (IPO). As time goes
by there will be more of these IPOs, and as
they become more widespread, physicians
will become more aware of these opportuni-
ties and more responsive to them.

Q:Do you think physician groups will
eventually evolve into large profession-

al corporations like giant law firms?

A:There will continue to be strong
local and regional influences, but I

do foresee consolidation into bigger
groups. One major influence is going to be
the need for physicians to create informa-
tion links and consistent practice stan-
dards so that they can demonstrate cost
and quality effectiveness. Creating infor-
mation links and consistent practice stan-
dards requires infrastructure and commit-
ment on the part of physicians.

Independent physicians may have a diffi-
cult time demonstrating cost and quality
effectiveness, especially compared with
physicians who are linked together elec-
tronically and who are applying consistent
practice standards. Physicians who are
linked and who are applying consistent
practice standards can collect the informa-
tion they need to demonstrate a cost and
quality advantage. As a result, small groups
and independent solo physicians are at a
decided disadvantage.

Q:There appears to be a new breed of
physicians with credibility in both clini-

cal practice and business. These are physicians
with business degrees, an MD with an MBA.
Do you think they will be a powerful influ-
ence?

A:Yes, I do. The MD-MBA is the wave
of the future. There was a point in

the evolution of health care in America
where a line was drawn between medicine
and management. Because physicians are
so strongly oriented to clinical care, they
often were willing to surrender the man-
agement side of health care. But that was
in an era of explosive growth in the
demand for medical services. There was
more than enough work and money to go
around, so management didn’t impinge on
the clinical side. As a result, a class of non-
physician managers rose up to run hospi-
tals and other health systems. But you
should not separate management from
medicine completely. That is an artificial
delineation.

The issue that is causing physicians so
much frustration today is the encroach-
ment of management on medicine. The
people running HMOs, who are financial-
ly oriented, now have their fingers in the
clinical side, even though they are not
physicians. The way for physicians to deal
with that is to learn management strate-
gies and techniques themselves.

For all its shortcomings, I think
American medicine still does have its cen-
ter of gravity around the patient. And
physicians must remain in a position to
represent the best interest of their patients,
even if it means they must broaden their
involvement to include management
issues. Management training and experi-
ence will equip them to dissolve the line
between management and medicine to the
benefit of both physicians and their
patients. ■

“The movement of choice back to the con-
sumer, whether or not it’s employer-driven, 
is a phenomenon that will manifest itself
throughout the country. Consumers will refuse
to continue being herded like sheep from one
managed care corral into another, from one
physician to another.”

“American medicine still has its center of gravity
around the patient. Therefore, physicians must
remain in the best possible position to represent
the best interests of their patients.”
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High levels of managed care pene-
tration mean physicians and group
managers need sophisticated

information systems to manage the myri-
ad details required to run a practice effi-
ciently and profitably. Traditional billing
systems rely heavily on manpower and
paperwork and thus may be inefficient
for managing sophisticated contracts. In
particular, capitation, electronic data
transmission, eligibility information,
referral control, risk pool calculations,
and payments to specialists mean physi-
cian groups need effective systems that
can do more than process claims and
generate bills.

In response to the need for advanced
information systems, vendors have
developed a number of computer pro-
grams to help physicians manage their
managed care contracts. Just as one
would do before making any major pur-
chase, physicians and those managing
physician practices should follow three
basic steps before spending any money
on such systems:
1.Determine the specific needs of your

practice,
2.Review the specifications of the sys-

tems available, and
3.Consider which vendors offer products

and services that best meet your needs.

Assessing the Need
The first step is to determine if, indeed, a
software system is even necessary for your
practice. If your group is small or has a
limited number of patients under man-
aged care, you may not need a system.
Otherwise, a system might be necessary.
Are you a member of an independent
practice association (IPA), multispecialty
group, or other large integrated practice?
Has your practice decided to seek HMO
contracts actively? Do you have more
than 1,000 enrollees currently? Are you
anticipating any enrollment increases? If
the answer to any of these questions is
yes—meaning managed care is or will
represent a significant portion of your
business—managed care software likely
would be a good investment.

If a system is appropriate for your prac-
tice, it should:
• Reduce labor costs. While a manual

operation requires two or three people to
handle the necessary paperwork for every
2,000 enrollees, an automated system
needs one person for the same caseload.

• Generate reports. The system should
produce reports that let you assess
whether existing managed care con-
tracts are profitable. Once you have
this information, you will know
whether to seek additional agreements
at similar or higher rates.

• Help manage patient benefits. A sys-
tem can quickly and accurately man-
age all of the activities associated with
the wide variety and complex nature
of your patients’ health care benefit
plans and related compensation struc-
tures for providers.

• Save you money over time. As the
sophistication and features of managed

care software grow to automate and
streamline processes, the cost of the
software may increase. Therefore,
investing in managed care software
now may be less expensive than wait-
ing. Some vendors offer upgrades or
enhancements to customers who have
already purchased systems at a lower
cost than new customers spend on the
same system.

Reviewing Specifications
Once you’ve determined that your prac-
tice needs a system, identify which current
and future activities you will manage with
a computer. Many systems have features,
such as custom programming or color
monitors, that may not be necessary or
cost effective. Since managed care soft-
ware systems range in price from less than
$50,000 to over $1million, review product
specifications before you meet with a sales
representative. Doing so will help you to
select only the features you need and may
help you to stay within your budget.

It is likely that you will be inclined to

seek a system that will accommodate your
office practices. But if doing so means you
will need a customized system, you would
be well served to consider carefully how
an off-the-shelf system may accomplish
these same tasks. Change is difficult for
most businesses, and as a result, many
companies opt for computerization only if
the program will mirror their current
methods of entering and retrieving data.
But a customized system can be expensive
both initially and when upgrades and
enhancements are needed. Also, with a
one-of-a-kind customized program, stan-
dard user guides and customer support
services may be unable to help you when

INFORMATION SYSTEMS

Selecting Managed Care Software
By Mark Wallis

Mark Wallis is a marketing
manager for Rothenberg
Health Systems, Inc., in
Woodland Hills, Calif. A
pioneer in software and
information systems for
health care providers,
Rothenberg Health
Systems markets EZ-

CAP, a managed care information system for
physicians and other providers. Introduced in
1985, EZ-CAP was among the first software
products developed for managed care providers.
EZ-CAP is used today by more than 300 provider
groups nationwide.

If managed care is or will represent a significant
portion of your business, an information system 
is likely to be a good investment.
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problems arise. A customized system may
be unnecessary if you alter your current
office practice slightly to accommodate
an off-the-shelf product.

In the next step, consider how any sys-
tem would handle specific practice man-
agement chores, such as updating patient
records, processing claims, tracking
authorizations, paying providers, and cre-
ating reports.

Patient records. A system should
maintain detailed data about each
patient’s benefits and required copay-
ments and an extensive history of any
changes in health plan coverage or physi-
cian assignments.

Given the complexity of patient data, a
system that allows you to download patient
eligibility data electronically can save con-
siderable time. Also, be sure to determine
how many health plan systems would be
compatible with any system you would buy.
The wide diversity of health plan data for-
mats means that if your system is incom-
patible, it won’t be as useful as one that
works with many health plan systems.

Processing claims. A system that allows
your staff to enter and file claims data elec-
tronically can reduce receivables turn-
around time. Ensure that the software can
accommodate the number of line items
required by your patients’ health plans. For
claims processing, some systems allow only
four lines for procedure codes, but some
specialists require many times that num-
ber. Also, determine how many claims the
system can process daily. This number can
range from 70 claims per operator to more
than 200. Does the system process each
claim immediately, or is it batch-oriented,
requiring overnight processing?

You’ll also want to know if the system
can adjudicate benefits based on a variety
of variables. The system should determine
whether a procedure is covered by a plan
and whether the procedure would be
reimbursable for a particular patient. By
reviewing the patient’s gender and age,
and the number of allowable treatments
for the condition in question, for exam-
ple, the system should determine whether
reimbursement is appropriate.

Tracking authorizations. Another key
feature is the ability to track the financial
liability created for authorized services. If

you approve a coronary bypass, for exam-
ple, and your contract with a cardiac sur-
geon states that he or she will be paid
$25,000, can the system determine cov-
ered benefits and the dollar amount to be
paid if specific data, such as procedure
codes, are entered?

Paying providers. Another important
feature of a managed care system is the
ability to pay providers automatically
based on a variety of contractual terms.
The system should have enough flexibili-
ty to manage several reimbursement

designs, including flat fees, a percentage of
charges, resource-based relative value
scales, and capitation. The software also
should be able to differentiate between
capitated and fee-for-service providers. In
addition, of course, it should generate
checks to pay providers.

Creating reports. System-generated
reports can help you to track monthly
member activity and how well your prac-
tice fares financially under various health
plan contracts. Some systems create
reports that detail this information by
health plan, primary care provider, med-
ical specialty, or other category.
Determine if producing reports will be
easy or will require the vendor or a con-
sultant to produce them for you.

Choosing a Vendor
Selecting a vendor is as important as assess-
ing system requirements. One place to start
is with the vendor’s other clients. Make a
list of questions to ask each user and then
analyze the answers to see if a trend
emerges. Ask other physicians or group
managers about their experiences with
upgrades or enhancements, for example,
and if they are satisfied with their vendors’
ability to meet their needs and to adapt to
market changes.

Next, inquire about the nature and qual-
ity of technical support. Place a test call to

customer service and evaluate response
time and the quality of the answer to a
hypothetical problem. What are each ven-
dor’s hours of operation, and what is the
average time it takes each one to resolve
customers’ problems? Do telephone sup-
port services cost extra? Many vendors
charge an average of 20% of the system’s
cost for technical support services.

Looking Forward
Find out how a purchase of a particular
product will affect future purchases. Is the

hardware proprietary, for example, or can
you add other equipment from other
manufacturers later? Does the system
require computer terminals, personal
computers, or mid-range computers? The
cost of a computer terminal may be lower
initially than that of a PC, but a system
that uses PCs may be more cost effective
over time if you need to add word pro-
cessing, spreadsheet, or other common
software.

Finally, determine how long it will take
the vendor to install the system, train
your staff, and have both fully functional.
How long will the system be unavailable
for use while data and operations are
installed or converted from another sys-
tem? An installation involves building
support files, such as terms of health plan
contracts and payment schedules, and
training staff to process claims and pro-
duce reports. Installation may take from
60 days up to a year.

Purchasing a managed care information
system is more than simply adding hard-
ware and software. The purchase should
be a business investment that allows you
to support your current operations more
efficiently and to build for the future. As
such, the proper system should pay for
itself in increased efficiency and the abil-
ity to respond quickly as your practice
grows and the market changes. ■

System-generated reports can help track monthly
member activity and how well your practice fares
financially under various health plan contracts.
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CURRENT TRENDS

Capital Investment in Physician 
Groups Grew Sharply in 1996

Source: Townsend Frew & Co., investment bankers specializing in health care, Durham, N.C., 1996, and Coopers & Lybrand, CPAs and
health care consultants, New York, 1996.
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Table 1: Capital Raised by Public PPMCs
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Table 2: Venture Capital Activity
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S ignificant growth opportunities associated with the rapid
consolidation and organization of physician groups have
attracted record levels of investment by public and private

investors. Both the amount of capital invested and the pace at
which such capital was deployed to fund acquisitions and build
infrastructure increased dramatically last year.

Publicly traded physician practice management companies
(PPMCs) raised almost $2 billion from investors in 1996, over twice
the amount of capital raised in 1995 (Table 1). At the same time,
initial and secondary offerings slowed during the second half of 1996
as a result of a softening in prices for health care stocks. Based on an
index of 20 companies, PPMC stock prices declined an average of
33% since hitting a peak in May 1996.

The health care industry also was a major area of investment for
venture capitalists. According to a survey by Coopers & Lybrand,
CPAs and health care consultants in New York, an estimated $1 bil-
lion was invested in health care by venture capital firms in 1996, an
increase of 95% over the level of the previous year (Table 2). Health
care ranks as the third largest industry in terms of capital commit-
ted, behind software and communications.

Much of the capital being raised by PPMCs has funded acquisitions
and the development of physician practice networks. As a result,
physician group practices experienced unprecedented consolidation
activity last year. Through Dec. 19, 1996, 229 transactions involving
physician practices were announced, an increase of 55% over 1995’s
announced transactions (Table 3). Selected recent PPMC acquisi-
tions are shown in Table 4. ■
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Nine States Draft 
New Rules to Regulate 
Managed Care Plans

Legislators in nine states have
drafted new rules to regulate managed
health plans and to improve safe-
guards for patients. In January, the
new rules were introduced in New
Jersey and Texas. They are scheduled
to be introduced in Colorado,
Georgia, Delaware, Kansas, Ohio,
Oregon, and Tennessee.

Under the rules, managed care
plans would be required to provide a
sufficient number of facilities and
doctors. Managed care plans also
would need to allow patients to pay
more to see a physician outside of a
network, permit patients with chron-
ic diseases and other special needs to
select specialists as primary care
physicians,  and disclose limits on
experimental treatments. In addition
managed health plans would need to
give patients access to all federally
approved drugs and devices.

Comment: One problem with the
new rules is that most large employers
are exempt from state regulation
because they self-insure their health
benefit plans under the federal
Employee Retirement Income Security
Act of 1974.

Auto Makers Treating Providers as 
They Do Any Other Suppliers

The Big 3 auto makers have begun treating health care as if it were any other com-
modity, according to The Wall Street Journal. Ford, Chrysler, and GM are demanding
from doctors, hospitals, and health plans the highest quality at the lowest price by giv-
ing them precise specifications for the services they buy. In other words, providers are
being treated as if they were supplying auto parts.

To enforce quality standards, auto makers encourage workers to join managed care plans.
To cut expenditures, the manufacturers have been finding and eliminating disparities in
costs and the use of services from one location to another. In Flint, Mich., GM supports a
move to consolidate care into one medical center and to close four hospitals. In this east-
ern Michigan city, GM buys health care for 210,000 residents, 60% of the population.

For its workers, Ford pays $510 per car for health care and Chrysler $700. GM spends
$1,200 per car for health care, more than $700 over what it spends for steel, The Journal
reported. For health care, foreign auto makers pay as little as $100 per car.

Comment: Hamstrung by union contracts that require provider choice, the Big 3 have won
concessions during union negotiations to control health care quality and utilization by manag-
ing providers more closely.

HMO Offers Direct Access to Ob-Gyns
Under a program started last month, women members of the Prudential HealthCare

HMO of Woodland Hills, Calif., can get well-woman and pregnancy care from their
ob-gyn without a referral. The program is available as long as the ob-gyns participate in
the same medical group as the member’s primary care physician and if the member’s
medical group elects to participate in the HMO’s direct obstetrician program.

Since female plan members had asked for direct access to pregnancy and well-woman
care without a referral, the new plan should increase member satisfaction and expedite
access to prenatal care, said Elaine Batchlor, MD, the HMO’s chief medical officer.

Comment: Growing more sophisticated, consumers are demanding the right to bypass pri-
mary care gatekeepers to go directly to specialists. This trend is particularly powerful in the
case of gynecologists because many women consider them their primary care physician.

The federal Health Care Financing
Administration (HCFA) has issued rules
to ensure that managed care plans do not
limit necessary care for Medicaid and
Medicare patients. Effective Jan. 1, the
rules restrict health plans from providing
physicians with financial incentives for
curtailing medical care. The new rules
limit the amount of financial penalties a
health plan can levy to discourage physi-
cians, especially those in capitated plans,
from providing care or referring patients to
specialists for services. “We want to ensure
that patients are not hurt in the process of
curtailing costs,” said a HCFA spokesman.

Earlier, HCFA had issued a rule barring
doctors who treat Medicare and Medicaid
patients from withholding information
on treatment options and medical proce-
dures. Physicians had complained that
the so-called gag rules had prevented
them from providing unencumbered
advice.

The American Association of Health
Plans (AAHP) also issued rules regarding
managed care quality. The AAHP, in
Washington, D.C., said all managed
health plans should provide patients with
information on how physicians are paid,
how plans review and decide whether

treatments are necessary, which treat-
ments and drugs are covered, and how
plans decide whether treatments are
experimental. The group also said physi-
cians should give patients information
about their medical needs and options
and the best treatment plans, even if an
option is not covered by a plan.
Physicians were instructed not to dispar-
age any treatment simply because the
plan does not cover it.

Comment: The AAHP issued the rules
and has taken other steps to forestall the pas-
sage of legislation in Congress and in the states
that would regulate managed care plans.

New Rules Seek to Improve HMO Care
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Two Health Care Buyers Start Health Plans

Two large health care purchasers are developing their own health networks and
will begin buying directly from providers this year.

One of New York’s largest health care unions is building its own managed care
plan for all of the state’s 2.5 million union members, according to The New York
Times. Local 1199, the National Health and Human Services Employees Union,
represents 120,000 workers in New York. In years past, its members were offered a
version of the plan that covered outpatient care. The full plan, including hospital
benefits, will be marketed to other unions beginning this year, The Times said. The
union is negotiating contracts with doctors and hospitals, establishing claims pro-
cessing systems, and starting health-monitoring programs.

The union created its own nonprofit health plan out of frustration when non-
profit insurers, such as Empire Blue Cross, began limiting benefits and seeking prof-
its, union officials said. “What bothers us is for-profit companies taking health care
dollars, putting them in their pockets, and then not delivering health care,’’
Dennis Rivera, president of Local 1199, told The Times. “We think we can do it
better and cheaper ourselves.”

A coalition of 23 companies in Minneapolis—including General Mills,
Honeywell, and 3M—has negotiated prices and quality standards directly with
physician groups and will begin sending patients to the groups this year.
“Employers started this in the hopes of getting more value for the money they pay
and health benefits that are more responsive to employees’ needs,” said Patricia
Drury, the director of quality measurement and consumer information for the
coalition, called the Buyers’ Health Care Action Group.

Comment: Buyers need the expertise of intermediaries, such as HMOs, to negotiate
prices, build networks, and develop health policy, said Kenneth Abramowitz, a health care
analyst with Sanford C. Bernstein & Co., a financial management firm in New York.
Without such help, only 1% of such efforts would succeed after three years, he said.
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