CONTENTS

List of Figures and Tables  xi
Acknowledgments  xvii

Preface «xix

PART ONE: FINANCIAL MANAGEMENT 1

1 Budgeting for Physician Practices 3
Marci S. Thomas

2 Revenue Cycle 33
Lou Porn, Polly Minugh

3 Understanding the Cost of Providing Services 56
Suriya H. Grima, John A. Grima

4 Taxation and Physician Practices 85

Anne M. McGeorge

vii



viii
5 Capital Investment Decisions 100

Marci S. Thomas, Elisabeth Fowlie Mock

6 Monitoring Financial Performance 124

Teresa L. Edwards

Contents

PART TWO: REGULATORY ENVIRONMENT AND
RISK MANAGEMENT 143

7 Negotiating Managed Care Contracts and
Contract Management 145

Beacham Wray
8 Federal and State Regulations 174
Bruce A. Johnson
9 Corporate Compliance in a Medical Practice Setting
Bruce A. Johnson
10 Risk Management 211

Kathryn Johnson

195

PART THREE: HUMAN RESOURCE MANAGEMENT 239

11 Governance and Leadership in a Medical Practice 241

Blair A. Keagy

12 Human Resource Management 268
Bruce ). Fried, Marci S. Thomas, Lisa L. Goodrich

13 Physician Compensation 291

Lou Porn

14 The Role of Nonphysician Clinicians in Medical Practice 311

Blair A. Keagy



Contents

15

Impact of Nursing Workforce Issues on the Physician
and Practice Manager 330

Elizabeth A. Arsenault

PART FOUR: STRATEGIC CONSIDERATIONS: PLANNING,

16

17

18

19

20

21

MARKETING, AND MANAGEMENT 347

Developing a Business Plan 349

Lou Porn

Adding a New Service or Program to a Medical Practice
Blair A. Keagy

Marketing a Practice 394

Karen McCall, Dan Dunlop

Integrating a Clinical Research Program into
a Medical Practice 410

William A. Marston

Relationships Between Medical Practices and
Community Hospitals 433

Blair A. Keagy
Academic Medical Centers 455
Mary Jane Kagarise, Anthony A. Meyer

369

PART FIVE: INFORMATION MANAGEMENT 477

22

23

Information Systems 479

David D. Potenziani

Performance Improvement, Teamwork, and
Monitoring Outcomes 501

Bette G. Brotherton, Larry Mandelkehr



Contents

24 The Twenty-First-Century Medical Environment 524
George F. Sheldon

The Editors 536

The Contributors 538

Index 545



LIST OF FIGURES AND TABLES

FIGURES

1.1
1.2
1.3
2.1
2.2
2.3
2.4
3.1
3.2
3.3
3.4
3.5
3.6
3.7
3.8
3.9

The Budget in Relation to the Planning and Control Cycle
Relationship Between Level of Effort and Precision
Budgeting Process

Patient Service Revenue Cycle

Patient Access Functions

Billing and Collections

Calculating Payment with the RBRVS Methodology

Direct and Indirect Costs for Pittsburgh Family Practice
Calculating Percentages to Allocate Support Costs

Fully Allocated Cost for Newborn Visit

Proposed HMO Fixed Rate to Cover Direct Costs for Newborn Visit
Simplified Breakeven Formula

Mammography Screening Data

Breakeven Calculations

Breakeven Graph for Mammography Screenings

Breakeven Calculation Including Profitability and Overhead

3.10 Expected Average Rate of Reimbursement
3.11 Group Practice Acceptance of Capitated Contracts in 2000

xi



xii

3.12
3.13
3.14
3.15
4.1
5.1
3.2
5.3
6.1
7.1
7.2
7.3
7.4
8.1
10.1
11.1
11.2
11.3
11.4
11.5
12.1
12.2
12.3
13.1
13.2
13.3
13.4
13.5
13.6
15.1

15.2
16.1
16.2
16.3
16.4
16.5
17.1
17.2
20.1

List of Figures and Tables

Capitation Breakeven Formula

Dr. Foster’s Capitation Breakeven Calculation

Capitation Breakeven Calculation for New Patients

Average Variable Cost per Visit

Advantages and Disadvantages of Taxable and Tax-Exempt Status
Types of Capital Investments

Components of the Project Business Case

Capital Investment Analysis

Steps in the Benchmarking Process

Steps in Gontracting with MCOs

Categories of Payers

Evaluating the Marketplace

Perform Financial Analysis and Model the Effects of the Contract
Analytical Framework for Laws That Apply to Medical Practices
Median Awards for Medical Negligence, 2002

Increase in Patient Choice Options During the Late 1990s

Increase in Practice Size and in the Number of Physicians in Large Groups
Increase in Administrator Compensation, 1996-2000

Percentage Change in per Capita Health Care Spending, 1995-2002
Increase in Operating Expenses and Medical Revenue, 1998-2000
Advantages and Disadvantages of Internal Versus External Candidates
Strategies to Improve Job Satisfaction Factors

Behavioral Rating Scale Item for a Practice Receptionist

Steps in the Compensation Process

Role of the Compensation Committee

Example of Compensation Formula Design

Steps in the Conceptual Design Process

Overall Compensation Formula Design

Quality as an Allocation Factor for Overall Practice Profit

National Supply and Demand Projections for FTE Registered Nurses,
2000-2020

Ages of Registered Nurses, 19801996

Planning Process Leadership

Characteristics of Mission and Vision Statements

Examples of Strategy Initiatives

Sample Report on Ratings for an Initiative of Improving Affiliate Operations
Sample Timeline for Plan Implementation

Median Revenue per FTE MD After Operating Costs

Ancillary Services Producing the Most Profit per FTE MD

Decreasing Discharge Rates and Lengths of Hospital Stay



List of Figures and Tables xiii

20.2

20.3

20.4

20.5
21.1

21.2
21.3
21.4
22.1
22.2
22.3
224
23.1

23.2
23.3

23.4
23.5
24.1
24.2

24.3

Hospital Admissions per 1,000 Population in Selected Industrialized
Nations, 2000

Acute Care Beds per 1,000 Population and Average Length of Stay in
Selected Industrialized Nations, 2000

Comparison of Administrative Costs in Health Care in the United States and
Canada, 1999

The Top Three Hospital Revenue Generators per FTE Physician

Breakdown of Medical School Affiliations with AAMC COTH (Council of
Teaching Hospitals) and Health System Hospitals

Relationship of Medical Schools to Their Parent Universities

Structure of the Faculty Practice Plan

Medical Schools by Geographic Region

Common Practice Applications and Functions

Common Applications with a Patient Focus

Traditional Approach to Strategic Planning

Emerging Approach to Strategic Planning

Sample Control Chart: Percentage of Children Not Receiving Immunizations
During a Seven-Month Period

Sample Completed Action Plan

Sample of Data Collected, Analyzed, and Graphed in Preparation for a One-
Hour AIDE Team Meeting

Sample Cause-and-Effect (Fishbone OR Ishikawa) Diagram

Sample Cause-and-Effect Diagram Identifying Root Causes of Problems
Health Care Spending as a Percentage of Gross Domestic Product

Actual and Projected Numbers of Active MDs and DOs per 100,000
Population in the United States

Numbers of Physicians per 1,000 Population in Selected Developed
Countries

TABLES

1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8

RBRVS Illustration

CPT Codes Categorized by Level of Effort

Actual and Projected Visits for 2003 and 2004

Projected Population in Highgrove Service Area for 2004

Projected Income Levels in Highgrove Service Area for 2004
Projected Patient Visits by Month for 2004

Indicators for Additional Analysis

Percentage of Patients in Each Work Level by Specialty for January



xiv

List of Figures and Tables

1.9  Total Visits and RVUs by Specialty for January

— e et e e e et et

.10
A1
A2
13
14
15
.16
17
.18
L.

19

1.20
3.1
3.2
3.3
3.4
3.5
3.6
3.7
4.1
4.2
3.1
5.2
3.3
5.4
5.5
5.6
3.7
5.8
2.9
3.10
5.11
5.12
3.13
6.1
6.2
6.3
6.4
8.1
9.1

CPT Codes Converted to Work Level RVUs and Charges per Payer Type
Projected Gross and Net Revenue per Payer per Specialty for January
Revenue Budget for All Specialties for January

Budgeted Physician Compensation for 2004

Budgeted Nonphysician Compensation for 2004

Maximum RV Us per Month for Clinical Employees

RVUs for January

Variable Labor Requirements for January

Budgeted General Operating Costs for 2003 and 2004

Operating Budget for 2004

Cash Budget for 2004

Assumptions Behind Allocation Bases

Allocated Costs and Total Costs

Allocation of Costs to Visits and to RVUs

Payer Types

Payer Mix and Average Reimbursement Rates for Mammography
Use Rate Sensitivity

Payer Mix for Discussion Question 6

Comparison of Tax Structures

Establishing Comparability of Physicians’ Compensation

Weighted Average Cost of Capital

Payback Period Analysis for Two Alternative Investments
Computation of Net Present Value for Densitometer

Computation of Net Present Value for Mammography Unit
Excerpts from Present Value of §1 Table

Calculation of Present Value of Ordinary Annuity for Five Years at 10 Percent
Excerpts from the Present Value of an Ordinary Annuity Table
Strengths and Weaknesses of Return on Investment Analytical Tools
Cornerstone ENT Expansion Evaluation

Lease or Buy Data

Cash Flow Evaluation for Purchase

Cash Flow Evaluation for Operating Lease

Types of Debt Financing

Report Card for the Richardson Obstetric Group

Payer Evaluation Sheet

Stonehill Family Practice Payer Mix Evaluation

Payer Mix for Discussion Question 2

Sources of Law by Practice Issue

Risk Areas Identified by the OIG for Physician Practices



List of Figures and Tables xv

10.1
13.1
13.2
13.3
13.4
16.1
16.2
16.3
19.1

19.2
19.3
19.4
21.1
22.1
22.2
23.1
23.2
24.1

Malpractice Climate in Various States, 2003

Performance Areas and Metrics for Compensation Formulas

Cost Allocation Considerations

Allocation of Revenue and Costs by Specialty

Allocation of Revenue and Costs by Individual

Issues a Strategic Plan May Address, by Type of Practice

Three Markets with Different Characteristics

Sample Preliminary Task List and Timeline for One Initiative

Typical Compensation from a Phase III Trial of an Investigational Compound
for Healing Diabetic Foot Ulcers (DFUs) Versus Clinical Revenue Generated
from DFU Treatment (Medicare Allowable)

Personnel and Time Requirements for a Typical Trial

Media Options for Recruitment and Relative Costs

Reasons for Patient Dropout

Affiliated Health Schools

Electronic Products for the Physician Practice

Information Technology Implementation Steps

Goals to Monitor for Success of Practice Changes

Steps in the AIDE Process

The Greatest Decline in Mortality in the History of the World Occurred
Between 1900 and 2000






