Are You Going to Be

a Casualty

or a Leader

of the Health Care

Revolution?

An experienced health
care attorney takes a candid
look at managed care and Charles Bond, JD

issues a call to arms.

n the two decades I have served

physicians as a medical lawyer

and adviser, I have never seen

such widespread despair and con-

fusion. “We are getting beaten

up” and “What'’s the point of
practicing?” are common refrains of pri-
vate practitioners throughout America.
Most of all, physicians are asking: “What
do I do now?”

The source of the confusion
It is understandable that physicians feel
~ overwhelmed and confused today. Med-
ical practice is undergoing a revolution.
The most fundamental change that
can be made in any industry is altering
the way people are paid, and physicians
are clearly feeling the effects of the dra-
matic changes in the method of payment
for health care. In moving toward a sys-
tem of capitated care, health plans —
including governmental plans such as
Medicare, Medicaid and to some extent
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workers’ compensation — are abandon-
ing traditional fee-for-service reimburse-
ment in favor of paying doctors a fixed
rate each month per patient, whether the
patient is healthy or ill or receives treat-
ment or not.

Capitated care introduces an entirely
new element of risk into the practice of
medicine. Under capitation, physicians’
profits come not from their skill and the
time they spend treating patients, but
from how well they assess, absorb and
manage the health risk of the patient pop-
ulation for which they have contracted to
provide care. Economically, the practice of
medicine is being turned on its ear.

While capitated reimbursement sys-
tems have not been imposed everywhere
in the country, their presence is looming
in every state and virtually every com-
munity. Medicare officials and legislators
are encouraging the rapid rise of HMOs
for seniors; more and more states are
using capitation or global budget systems
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ing that half century it profited heavily
from the dynamics of medical advance-
ments (the Golden Era of Medicine) and
the baby boom. Because health insurance
was underwritten largely on a group
basis, and since most groups were demo-
graphically young and healthy, the insur-
ance industry was historically shielded
from really assuming much risk. Now
the population is aging and needs more
health care, so the industry has figured
out a way to shift the risk to health care
providers while paying its administrative
costs and assuring its profits. It is little
wonder, therefore, that health insurers
and plans are embracing capitation while
physicians are struggling so hard to cope
with the implications of this basic
change.

We are beginning to see profound -

economic changes in the practice of med-
icine, as physicians try to provide more
care to an aging population with greater
technology and more bureaucratic hassle
at less cost. The fact that there are, and
will be, fewer dollars in the system is
inevitable, but the changes are more
structural. As physicians try to achieve
economies of scale, the cottage industry of
medicine is giving way to larger and larger
groups. Indeed, the real assumption of risk
under capitation requires physicians to
pool together into risk-sharing groups.
Consequently, we are seeing more and
more consolidations and mergers of
physician practices, first into small
groups, then into larger networks.
Unfortunately, few physicians are
trained to cope with this restructuring.
Practice management, business adminis-
tration and corporate finance have not
been an important element of medical
education. Physicians in private practice

historically never had a line item on their

budgets to pay for “Reorganization Nec-
essary to Adapt to Market Conditions.”
Physicians have largely been shielded
financially from having to make ongoing
investments in their practices and have
no habit of building business reserves,
nor have they developed adaptive busi-
ness behaviors that would facilitate a
massive restructuring of the profession.
In short, physicians are, as a group,
extremely ill-equipped to participate in the
largest corporate reorganization in the his-
tory of America.
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As unsettling as these economic
upheavals are to physicians, there is a
greater assault on the integrity of the
profession. Physicians are facing more
and more direct attacks on the exercise
of their professional judgment by payers.
Health plans, insurance companies and
government programs have created

Another frontal
assault on the profession
is coming directly from the
hospital industry.

whole new layers of nonphysicians who
control whether patients receive the care
and treatment their doctor recommends.
This army of authorizers has been put in
place to hassle patients out of recom-
mended treatment and physicians out of
adequate reimbursement. In the name of
utilization review, insurance carriers and
health plans have arrogated to them-
selves the right to determine “medical
necessity.” This erosion of professional
prerogatives has largely gone unchal-
lenged. Yet for many physicians, the con-
stant irritant of being second-guessed by
a remote-control penny-pincher engen-
ders a level of frustration that greatly
diminishes the satisfaction of practicing -
medicine.

Another frontal assault on the profes-
sion is coming directly from the hospital
industry. In the early 1990s, the hospital

" industry’s think tank, the Advisory Board,

looked into the crystal ball for the 1990s
and saw three changes: 1) there would be
fewer patient days because of better med-
icine, 2) more and more services tradi-
tionally rendered by hospitals would be
going off-campus (into surgicenters and
home health care, for example) and 3)
the biggest savings in managed care

" would be achieved by lowering the num-

ber of hospitalizations and lengths of hos-
pital stays. In short, they saw a bleak
future for hospitals, so they commis-
sioned the creation of a strategic plan.
That plan, which outlines several long-
term strategic positions for hospitals, has
as its principal recommendation hospital

continued on page 37



SPEEDBAR,

» For the good _of- :
1 patiénfs, physicians
should abandon

- turf Béttles ax?1_d; :
 promote harmony
wit‘hin'_the medical o

“communify. . -

‘> While health

‘bécérﬁgf a ifeaIity; it
is-unlikely that
“health executives’
Salanes or insur- -

;ance company-

P The key to sur-
viving the rapid

rise of capitation is’

. ,e_i& Care.

= Toavoid
exploitation, physi-
. ciaﬁs_sﬁdﬂd form
physician-owned -

and physicianeccﬁ- ‘

trollednetworks

Thus far, physicians have been unable
or unwilling to speak with a common
voice. Instead, many have become frac-
tious and even reactionary in fighting
change. When physicians and their orga-
nizations try to play or pander to non-
patient interests, Faustian deals get cut:
The profession becomes splintered, and
the greater good of the patient is forgot-
ten. Many of the factions derive from a
perceived division of interests between
generalists and specialists. Consequently,
physician fears that “I'll not get mine, and
they'll get theirs” are pitting doctors
against each other based on jealousies and
turf battles that are petty in the long run.
Physicians are forgetting that they are
physicians first and primary care physi-
cians or specialists second. Instead of try-
ing to figure out how to mount invasions
into other specialties, physicians should

Physicians are forgetting
that they are physicians first
and primary care physicians

or specialists second.

be uniting to assure overall good patient
care with innovative reimbursement and
compensation formulas that will promote
harmony in the medical community.
Physicians’ enemies are not their fel-
low physicians, but those who would
diminish health care in this country. Most
physicians can see the future and know
that rationing, like that which is occur-
ring with capitation and legislation such
as Oregon’s Health Plan, will mean that
American citizens in the future will be
denied available medical technology and
advanced medical care that could save
their lives. People will be cured or suffer,
anid even live or die, based on the allocation
of dollars in our health system. The first to
suffer will be the poor and the aged, then
“the basic benefit package” will be cut

- back for the middle class. Meanwhile,

executive salaries at health care plans
(which run as high as eight million dollars
for some CEOs) are not likely to be
trimmed, and insurance company profits
will probably not be rationed. Physicians
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should speak with a single voice and insist
on real access to quality care for all peo-
ple in this country. Physicians should,
with 2 united front, attack the inefficien-
cies, waste and excess in the system that
deprive patients of cost-effective care.

Get an agenda

The third-party payers have an agenda —
capitation. The hospital industry has an
agenda — controlling physicians in hospi-
tal networks. What is the physicians’
agenda? Physicians have a great opportu-
nity to help shape and direct the coming
changes in health care, but they need a
strategic plan based on a common vision
of the future. '

That vision is emerging. Spurred by
the rapid rise of capitation, market
changes and the demands of payers, the
survival strategy for physicians must be to
form large physician networks capable of
managing the risk of capitated care. Many
organizations, such as PhyCor, are buying
physicians’ practices. In California, the
Mulliken Group, Pacific Physicians Ser-
vice (now merged with Mulliken) and
Hill Physicians are creating networks with
tremendous contracting capacity. The
practical value of these entities has been
proven as they have garnered large num-
bers of patient lives in a very short time.
The monetary value of these networks
has been proven by the fact that the stock
of Pacific Physicians Services’ Manage-

" ment Service Organization (MSO) has

been publicly traded at 28 times earnings,
and Mulliken’s merger and acquisition
activity has involved sums close to 70
million dollars: ‘

The only problem with Mulliken and
Pacific Physicians Service, as organized, is
that ownership of the physician network
and the MSO is not democratically dis-
tributed among all the physicians who
work in the group. These groups are
entrepreneurial; therefore, profits tend to
flow more heavily to the founders and
investors. Physicians who work in these
groups are, to some degree, exploited to
make profits for others. In creating net-
works in the future, physicians should
climinate this inequity and instead estab-
lish physician-owned networks (and
physician-controlled MSOs) that are
modeled on the democratically doctor-
owned malpractice insurance companies. »



Health Care Revolution
ment, what “autonomy” do they have Get active
left? The choice for physicians is boiling Time is short. Capitated care has
down to going to work for themselves by become a predominant force in health
forming their own network, or going to care in California, Minnesota and else-
work for somebody else. In short, the where. The five largest health insurers in
choice is to own or be owned. America have withdrawn from the

: FAX REACTION FORM

What’s your reaction?

Do you agree that physicians must build groups and networks to survive under capitation?

Have you done anything to “get mad, get moving, get together, get an agenda and get active”?
Or does the author’s whole argument seem misdirected or futile?

Response:

Let us hear from you. Photocopy this page, add your response and fax it back to us, or
E-mail us at fpmedit@aafp.org. We'll publish selected comments in a future issue.

To:  The editors, Family Practice Management: ~ 816-333-0303

From:
(Name, city and state)
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(Daytime phone) (Fax number)

July/August 1996 / FAMILY PRACTICE MANAGEMENT m 41



