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Objective Parameters for Managed Care Contracting

The HealthCaring Sclution
By Nathan S. Kaufman

edthcare providersdeservetheir "fair share" of the healthcare premium,
H but many hospitalsand physiciansare unsure of how to determinewhat is
fair. Itissaid that imperfect knowledgeisfar more dangerousthanignorance.
Whilefew have perfect knowledge on what they should seek in their managed care
negotiations, many hospital s need to do a better job using datawhen formulating
their managed care negotiating targets. Sincethelabor pool inthe hedlth plan industry
shift companiesfrom timeto time, most health plans have areasonably good idea
what its competitors are paying each provider. Hospitals face confidentiality
restrictionsand anti-trust i ssueswhich prevent them from knowing "market rates.”

Cost Coverage Ratio (CCR) isthe gold standard for eval uating the appropriate
rate and thus the success of amanaged care contracting effort. The cost coverage
ratioisca culated by dividing the net revenue fromaspecific plan by thefully dlocated
expenses associated with delivering that careto that plan's patients. Hospital s that
do not have the financial systemsthat can determine the expense delivered to a
specific payer population can still usetheratio of cost to chargesto estimate expenses
for apayer. Note, the CCR isafunction of both revenue and expense. Hospitalscan
and shouldimprovetheir CCR by lowering their expensesto best practice benchmarks,
aswell as, increasing therates. You can find out how your cost structure compares
to 'peer hospitals from Medicare Cost Report Data published on the web.

In most hospitalsthe CCR for Medicare, Medicaid and Self Pay patients, who
combined comprise 40-60 percent of their gross revenue is 70-80 percent. This
meansthe cost of providing careto these patientsis 20-30 percent higher than the
revenues generated. In order to generate reasonabl e profitability it isessentia that
the hospital obtain ratesfrom the payersthat produce CCRsthat are significantly
greater than 100 percent.

Relativedistribution of CCR among payersisalso acritical factor. Should one
planinthe market get adisproportionately low ratefrom ahospital, it will beableto
aggressively compete against other payersinthe market who have aninflated cost
structure dueto their higher hospital rates. But thereare al so plansinthe market that
arenot as price sensitive because they cover aregional/national employer with a
local location. The following are 'generic' CCR targets that are subject to some
modification based on specificlocal factors:

Type of Payer % of Gross Rev. CCR
Dominant Payer: 15+% 130+%
Other Significant 5-15% 145-160%
Market-Focused Payers

All other small payers <5% 180%+%

Note: a hospital that is unable to negotiate these rates may need to explore
merginginto alarger system sothat it will havethecritical massto negotiate market
rates.
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Itisalso critical for ahospital to analyzeits CCR for
each payer by location of care, i.e., inpatient vs. outpatient.
It is not uncommon to find that the CCR of a hospital's
managed care/commercial inpatient services to be
significantly lower than that of itsoutpatient services. This
indicates that the hospital is overly dependent on its
outpatient servicesfor itsprofitability. Hospital outpatient
volumeisbeing threatened on many fronts. 1) payerssuch
asBlueCrossof Cdiforniaareproviding financid incentives
to physicians to perform outpatient procedures in
freestanding facilities and not in hospitals; 2) since most
freestanding providers have less negotiating clout than
hospitals their rates are 30+ percent lower. With the
introduction of High Deductible Health Plans, patientswho
haveto pay cashwill shopfor lower cost optionsto hospitals;
and 3) many referring physicianshave ownershipinterestin
thesefree standing providersand will continueto encourage
their patientsto usethesefacilities. Rebalancing the CCR
around the hospital's strongest franchise, i.e., inpatient
services, iscritical.

In summary, in order to determine the parametersfor
successful managed care contracting ahospital should do
thefollowing:

1) measurethe CCR for inpatient and outpatient services
for each payer

2) assurethat itsexpensesareat industry benchmark

3) demand CCRswithin the ranges provided (subject
to somelocal modifications)

4) rebalanceratesso that theinpatient CCRsareequal
to or greater than outpatient rates

A fina note for physicians. Few physicians have the
ability to measure CCRs. The standard measure for
evd uating managed care contractsfor physciansare: percent
of Medicare. The following summarizes the contracting
parametersfor physicians:

Typeof Contract Percent of Medicare
Not acceptable < 90%

Average Contract 100-110%

Good Contract 110-125%

Great Contract 125+%

Usudly itisonly thedominant Sngleand multi-speciaty
groupsthat can negotiate 'good' and 'great’ contracts.

To successfully negotiate with payersfor their fair share
of the premium, aprovider must be prepared to wak away.
Whilethiswill inflict pain onthepayer, it will dso bepainful
for the hospital, itsphysiciansand patients. CCR provides
guidance on when to hold'em and whento fold'em.

Nathan S. Kaufman is a leading
authority and consultant on hospital
financing and planning. He is an
extremely popular speaker. You can
reach him with questions or comments
at NKaufman@foryouradvantage.com
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PHNSisaninnovative hedthcare servicescompany providing strategic outsourcing
servicesininformation technol ogy, health information management and receivables
management to over 400 hospitals. PHNSisnot aconsultant, vendor or software
company but apartner, asolution. PHNSunderstands healthcare because our partnersarehealthcareand hedthcare
only. Unlikeitscompetitors, PHNS strategically alignsitself with ahospital'sclinical and financial goalsand
objectives. Throughitsuniquebusinessmodel, PHNS reduces costs by aggregating, consolidating and sharing
resourcesamong itsparticipating hospital partners. PHNS hel pshospitalsmanageinformation systems, computer
technol ogy, patient records, coding and patient billing toimprove patient care, safety and efficiency and increase
profitability and efficiency. For moreinformation, visit www.phns.com.
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he Institute of Medicine ("IOM") recently released three

new reports that paint a bleak picture for our emergency

care system in the U.S. Some of the disturbing findings
of these reports include:

e Emergency Department ("ED") visits grew by 26 percent
between 1993 and 2003, but during that period the
number of EDs declined by 425 and the number of
hospital beds declined by 198,000;

e Theresultsare serious overcrowding in EDs, increasingly
long waits in EDs, diversions to other hospitals and
"boarding" of patientsin EDs until inpatient beds become
available

e With most EDs at or over capacity, thereis very little ED
surge capacity to respond to a major disaster; and

e Although children account for 27 percent of all ED visits,
only six percent of EDs in the U.S. have all of the
necessary pediatric supplies and expertise.

This follows a similarly disturbing report earlier this year
by the American College of Emergency Physicians that gave a
C- grade to the emergency medicine system in the U.S., with
more than 80 percent of states getting poor or near-failing grades
(C+ to D). And a study by the Center for Studying Health
System Changes found in 12 communities studied that access
to primary care providers was increasingly inadequate,
especially for Medicaid enrollees and the uninsured, and that
primary care physicians routinely refer Medicaid and uninsured
patients to EDs for non-urgent care.

The IOM reports conclude that "[m]any of the problems
of today's emergency care system can be traced to its
fragmented nature." The IOM's prescription to cure these ED
problems: coordination and management of EDs on a
regional basis, not on an individual hospital basis. The
IOM reports state:

"Few systems around the country coordinate the regional
flow of emergency patients to hospitals and trauma centers
effectively, because most fail to take into account such things
as the levels of crowding and the differing sets of medical
expertise available at each hospital."

The reports further conclude that "the emergency care
system of the future should be by contrast highly coordinated,
regionalized, and accountable." (Emphasis supplied.) |
enthusiastically agree since I'm abig fan of coordinated regional,
rather than hospital by hospital, approachesto healthcare delivery,
as evidenced by the following comments in my prior FYA
columns:

e "Why aren't there more collaboration and sharing of
resources among community hospitals to improve
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healthcare services in their communities?" ("Hospital
Islands’, April 2004);

e "[H]ospitals within many regions operate totally
independently and with little or no substantive
collaboration on operational and financial efficiencies or
sharing of resources...but...regiona collaborations could
help community hospitals to improve services and reduce
costs" ("Collaborating v. Competing", June 2005); and

e "Another reason is the highly fragmented nature of our
U.S. hedlthcare system in which healthcare is provided
on a hospital by hospital, physician group by physician
group, basis with little, if any, overall focus on whether
that is providing the best healthcare for the region being
served." ("Regional Medical Information Networks",
October 2004)

Are you a regiona sharing fan? Do
you know of any examples of regional
collaboration and sharing of resources to
deal with ED problems?

I would like to hear your comments.
Send them to:
Richard.Kneipper@phns.com

About
TrendLeader —
[ Connections

FYA - For Your Advantageis brought to you
by TrendL eader Connections. The function of
TrendL eeder Connectionsisproducing educationa
materials and seminars that help healthcare
executivesdifferentiate between fadsand trends,
andmaking connectionswith" Trend Leaders' within
thehedthcareindustry.

We are committed to delivering new
perspectives and ideas, creative and innovative
healthcare sol utions, provocative concepts and
qudity educational materialstotoday'shedthcare
leaders. Wewant to concentrate on "what comes
after what comesnext.”
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END PIECE: A Hospital Functions in Wartime

bomb shelter in northern Israel has
A become the front-line hospital for

wounded soldiers and residents in the
current Middle East war. Despite the conflict
raging outside itswalls, the hospital itself isarare
model of coexistence. Built under an old olive
grove, the treatment center has Jewish and Arab
patients sharing rooms.

VitaBekker, reporting for the New York Times,
writes:

It was 1 am., only hours after the start of
Israel's offensive in Lebanon, when hospital
deputy director Moshe Daniel received
warning of imminent rocket attacks by
Hezbollah militants.

Within an hour, 180 patients of the Western
Galilee Hospital - children, the elderly,
newborns and expectant mothers - were moved
into the hospital's labyrinth of underground
bomb shelters.

The evacuation in the early hours of July
13 marked the first use of Israel's only
underground medical facility, a warren of
concrete tunnels and bunkers with 450 beds.

Thehospital hasadmitted 750 | sraelissince
the conflict began. The underground shelter,
on one recent day, housed about 200 patients.
It isamaze of about adozen rooms connected
by tunnel swide enough for ambulancesto ferry
patients from a helicopter landing pad outside.

Most of the patients crowd into one large
room, the size of an elementary school
gymnasium. Curtainless beds provide little
privacy, and thereiseven lesstranquility amid
the din of activity.

The wards are marked by printed signs
hanging on thin partitions.
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Nearby, an intensive-care room holds 20
beds, with barely room to get around them.
An adjacent storage closet has been converted
into a resuscitation room.

Another room holds infants and children
of the hospital staff. The children have been
entertained by an Irish folk singer and aclown.
Babies in cribs share space with teens, who
sit around drawing or singing. Most would have
been in summer camps if not for the rocket
attacks.

Above the complex, and fortified by 23-
inch-thick walls, are bomb-proof operating
rooms, protected, like the bunkers, from
chemical and biological attacks.

The glass windows at the entrance to the
hospital are taped to prevent glass from flying
if it is hit in a rocket attack. Dozens of beds
are piled near the entrance in preparation for
a possible mass casualty event.

Hospital deputy director Daniel came up
with the idea of creating an underground
facility in 1981, after rockets fired from
Lebanon smashed into the hospital and
wounded three employees. He modeled it
after an underground hospital in Buffalo, N.Y.,
his wife's hometown, which he said was
established to house patients during severe
snowstorms.

Daniel, who says he's " seen much worse" than
the current conflict, acknowledgesthat he still has
to deal with his own fears about the scope of the
fighting.

“I'm afraid, always afraid," he said. "But the
problem is knowing how to work under fear. The
lives of people are in our hands."
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