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Managing Managed Care Contracts

By: Jacqueline R. Bruns, CPA
Manager, Health Care Business Advisory
Services

Whether large or small, or whether a new
or mature practice that provides general or
specialty care, most physician practices are
struggling with decisions about whether to
participate or not in third party payer
contracts. Understanding, negotiating,
implementing and managing third party
payer contracts requires time and planning,
but meeting the needs of your practice and
getting a fair and understandable contract
can make that effort a good investment.

This article discusses a methodology for
assessing your practice profile and capacity
and evaluating the business and operational
aspects of the payer contract. This
methodology may be used to assess a new
contract or to perform a retrospective
examination of an existing contract, allowing
you to rank all your payer contracts in order
to make decisions as to which have better
terms and improved patient demographics.

Assessing Practice Profile and Capacity
Three key elements should be reviewed
during the practice assessment:

e Patient Demographics
e Practice Statistics
e Practice Capacity

Patient Demographics

Knowledge of age distribution and
overall socioeconomic characteristics of
active patients is important in order to
compare the characteristics of your practice
to the employee groups being enrolled or
targeted by a particular payer. An
understanding of the employers of the
patients in your practice will enable you to
assess such areas as whether the payer is or
might be focusing on key employer groups
served by the practice and the impact on
utilization. Employment information is

\\‘

important in determining the likelihood of
existing patients migrating to those plans
offered by their employers and those
patients who could potentially be lost
through non-participation with a particular
plan.

In addition, understanding the types of
medical procedures commonly performed
by CPT code by payer mix for each
physician in the practice will serve as the
starting point for fee impact and treatment
plan analyses. Minimally, the top ten to
twenty CPT codes by the number of patients
seen, gross charges generated and
payments received should be listed and
analyzed.

Most of the data should be available from
your computerized practice management
system but can be obtained from a sampling
of your appointment books, day sheets and
accounts receivable records.

Practice Statistics

Understanding your historical utilization
and financial trends will make it possible to
broadly estimate the expansion capabilities
of the practice and the effect on practice
income of patients gained or lost through
third party payer contracting. In addition,
knowledge of referral patterns (both to and
from) allows comparison of the payer’s
existing physician panel and your active
physician referral network. As the
administrative procedures of the payer
contract are reviewed, a physician,
especially a specialist, may find that the
referral and reimbursement procedures
interrupt patient care and trust as well as his/
her income. The following information
should be analyzed for, minimally, a three
year period:

e  Average number of visits per active
patient per year

e  Average charge per active patient visit

e  Average number of new patients per year

See Managed Care, Page 3
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Total number of referrals to/from your practice

Top specialty services you most frequently refer

Top sources of patient referrals to your practice

Average referral income per patient per year
Some payers require specific treatment and/or diagnostic
procedures to be provided by a specific provider/vendor. As a
result, the practice may find that it can no longer provide the
service in-house and is having to deal with multiple vendors at a
cost of money and time. In addition, payers may include certain
tests and procedures in their reimbursement rates, possibly
creating a reduction in practice income. Therefore, an
understanding of your ancillary services - what is performed in-
house vs. by an outside vendor, number of units for each
procedure separately charged, the gross charges and payments -
is essential.

Practice Capacity Analysis

Knowledge of your willingness to see more patients is
important in considering participating in a payer contract.
Understanding where your time is spent — direct patient contact,
dictation, administration — is crucial. In addition, knowledge of the
number and reasons for losing patients is important in estimating
the impact on your practice of plans with which you are not
affiliated.

The following information should be analyzed for, minimally, a
three-year period:

e Average number of patients seen in the office per week
e Average number of days office is open for patient visits

e Number of requests for patient record transfers by reason for
request

Evaluating the Payer Contract

The decision to participate in a third party payer contract is a
difficult one and is largely dependent upon the objectives of the
individual practice. Contracting objectives should be clearly
defined and understood by the evaluation and negotiation teams
The evaluation team should not only consist of the physician(s) and
the office manager but also other key practice personnel and the
practice’s outside advisors (i.e., attorney, business advisor).
Successful managed care contracting starts with a thorough and
critical review of the agreement utilizing a systematic, consistent
process. There are six key areas of review. The questions
presented for each of these areas, while not all inclusive, are
designed to help you evaluate the contract terms.

e Plan background

Overall key contract terms
Eligibility/authorizations

Utilization review

Compensation and Reimbursement

Risk management
For each of the above key areas, the following pages present
fundamental questions to ask during your review process.

Plan Background
e  Which employers use the plan(s)?

e How many covered lives are in each plan and how many
subscribers are located in each zip code?

e Request a current copy of the Medical Director’s curriculum
vitae.

e Request a current copy of the directory of all participating
physicians and their specialties in your regions.

See Managed Care, Page 8
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Managed Care, Continued from Page 3 e Is there an acceptable cure period?
e Does the contract provide that, upon termination, patients
e Request a current copy of the directory of required providers/ being treated at that time will be reimbursed at the contracted
vendors. rate?
e  Request current copies of all handbooks, policies and e Does the contract allow the physician to continue patient
procedures manuals, administrative contracts, exhibits, treatment after termination of contract?
attachments, etc. ¢ Does the contract require continuation of treatment through a
e  What types of plans are included under the contract? specified time period after contract termination and is

e Will you be expected to treat patients covered under plans reimbursement/payment clearly discussed?

offered by affiliates of the plan? Under which terms will yoube ® Does the contract contain notice provision and guarantee of

expected to participate? payment in the event an employer fails to contribute to a self-
funded plan?
Overall Key Contract Terms
Administration Renewal Terms
e  Are the definitions of key words or phrases written so thereis ® Are renewal terms clearly stated?
only one interpretation? e Are renewal reimbursement provisions clearly stated and
e  Are all abbreviations defined? mutually agreed to?
e Is the contract assignable and is the written consent of both e If the contract automatically renews, is there a provision for an
parties required? increase of rates?
e Can the contract be amended and is the written consent of . .
both parties required? Resolution of Disputes
e Does the contract address appeal process for questions
Term and Termination regarding appropriateness of treatment?
e Isthe term of the contract multi-year? e Isthere an appeals process for resolving payment/coverage
e Does the termination provision allow either party to terminate disputes?
the contract with cause on short notice? e Do both parties have a meaningful right to participate in the
process?

e  Are all termination for cause reasons clearly defined?

e Does the termination provision allow either party to terminate
the contract without cause and with a specified notice period?

See Managed Care, Page 9
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Eligibility and Authorization
Member Eligibility

e Does the contract provide for some form of member eligibility
verification and the timing of such?

e Does the payer bear the risk of erroneous or late verification?
e Isthere an appeals process for retroactive denial?

Eligible Services
e Does the contract clearly define covered and non-covered
services?

e  Are contract services not routinely covered addressed?

e Does the contract state situations where a service may or may
not be a covered benefit?

Pre-Authorization

e Does the contract clearly specify pre-authorization
procedures including contacts?

e Does the contract address evening/weekend procedures?

e  Are the consequences of failing to obtain pre-authorization
stated in the contract?

e Are emergent and non-emergent cases clearly defined?

Member Liability

e Are co-payment responsibilities clearly stated?

e Isthe member liable for payment of non-covered services?
e Does any discount apply to non-covered services?

Utilization Review
Utilization Review

e s there a utilization review process and are contacts clearly
identified?
e Is the UR plan reasonable and is the purpose clearly stated?

e Do changes to the UR plan require prior notice and written
consent?

Medical Records and Other Data Requirements

e Does the payer pay for copying charges?

e Is written patient consent required prior to releasing medical
records and who is required to obtain consent?

e Does the contract require additional data/financial reporting
and is it reasonable?

Compensation and Reimbursement Issues
Compensation

e  How will the provider be compensated and does it
vary from plan to plan?

e How does contract compensation compare to
provider’s usual and customary fees and to other

payer contracts? exclusively to members of the
e  What is the payment for non-covered services? Oldahoma State Medical Association,
. . . their employees and their families.
e  What is the payment for ancillary services? ploy
e  What is the process for the payer to recoup At OSMA Health, we believe in the
overpayments? - power of a shared vision. We are built
and governed by and for physicians;
Claims Processing L v looking toward the future with the same
. . .. . focus and same intention that, like you,
e Isthere a time period for the submission of claims . . .
o L seeks to make a difference.
and is it realistic?
e Is additional documentation or special forms f OIS MIA
required for certain claims? Now Insure Oklahoma Qualified HEALTH
e  Are there electronic billing requirements?
PPO PLUS ESSENTIAL PPO MSA/HSA PPO RETIRE 65+ PLAN DENTAL PLAN

e Isincomplete or inaccurate claim information addressed?

Time Payment Schedule

e Is the payer required to make payment within a specified time
period?
e Isthere a penalty for delay in receipt of payment?

Risk Management
Insurance

e Is evidence of insurance required and is it mutual?

e Is a minimum amount of general and liability insurance
required of the provider?

e Isnotice of cancellation or changes required?

e Isthere a hold harmless clause included in the contract and
will provider’s malpractice carrier allow such clauses?

e Isthere a sole responsibility clause that shifts liability from
payer to provider?

Contract Terms

e Does the contract address how notices should be given?

e I[sthere a provision which addresses payer insolvency?

e Is appropriate assignment of contractual obligations (e.g.,
change of ownership) and transferability addressed?

e Does the contract identify the responsible party for provider
credentialing issues?

e Does the contract include non-performance, non-breach, due
to unavoidable causes clauses?

As can be seen, successful contracting is a multi-step process
beginning with your internal data review and culminating in the
negotiation process. Then the real work begins. Physician practices
that are able to manage their contracts on a consistent basis will be
able to evaluate the success of their earlier efforts.

Jacqueline has more than 30 years of experience in the health care
industry, both in day-to-day senior management within hospitals and
physician groups and in consulting. She has extensive operational,
financing and financial consulting experience with hospitals,
physician practices, long-term care facilities and other health care
providers.

Contact us today for more details: 405.290.5666 Toll-Free 888.244.5096
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