L he managed care industry, acting as the
cost management tool of employers

and government, has focused relentlessly on
controlling cost. Managed care organiza-
tions (MCOs) have lowered payment rates
and inserted themselves into the doctor-
patient relationship. In many markets,
physician practices have — or believe they
have — little leverage in the marketplace,

Yet to successfully negotiate contracts in
this type of environment, physician prac-
tices must understand MCOs’ goals and
customers, and use this knowledge to develop
strategies. As with any relationship, it works
best when it offers mutual benefits.

Strategic evaluation of the
market, your practice

In devising a strategy to succeed in a man-
aged care environment, temper your practice’s
objectives with market realities. For leverage
with MCOs, groups must know:

e Their competitors;
e Their hospitals;
e Their employers; and

e The MCQOs.

Understand your cost structure

Also crucial is your cost structure. Weigh
MCO rates in relation to the practice’s costs
to produce the care.

'To understand your costs, implement a
cost-accounting system, allocating costs to
various products and allowing management
to generate profitability statements by prod-
uct or service,

If your practice lacks a cost-accounting
system, you'll have to rely on estimates
derived from educated guesses. You can
manually allocate costs and revenues to
various services, model the profitability of
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various contracts and define the profit goal
for each contract.

Define objectives

Now that you've analyzed the market and
your group’s strengths, begin to develop a
strategic approach to the marketplace. Ask
what your group wants from a relationship
with an MCO. Most groups select a subset of
the following:

s Rates that allow a reasonably well-managed
practice to make a profit;
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