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The following Medal of Honor Award recipients were honored at the Annual Social and Awards Night on May

28th: Peter Leone, McDermott, Will & Emery; James Sullivan, Deloitte & Touche LLP; Daniel Phillips, Phillips
DiPisa; Lawrence Martin; Carolyn Jacoby Gabbay, Nixon Peabody LLP; Edward Kennedy, Jr., Medical Bureau/
ROI; Gail Schlesinger, Caritas Christi Health Care System; and Lawrence McManus, St. Joseph’s Hospital &

Medical Center.




THE MASSACHUSETTS - RHODE ISLAND CHAPTER OF HFMA

GRATEFULLY ACKNOWLEDGES THE 2007-2008 HFMA CORPORATE SPONSORS

PLATINUM

Bank of America  Beecher Carlson Healthcare ¢ Besler Consulting
Blue Cross Blue Shield of Massachusetts ¢ Deloitte & Touche LLP
Feeley & Driscoll P.C. » Harvard Pilgrim Health Care « HBCS
KPMG LLP e PricewaterhouseCoopers ® Siemens Medical Solutions, USA, Inc.

GOLD

Nixon Peabody LLP ¢ Physicians Insurance Agency of Massachusetts (PIAM)
Ropes & Gray LLP » TriNet Healthcare Consultants, Inc.

SILVER

Balanced Healthcare Receivables, LLC ¢ CareMedic Systems, Inc.  Foley & Lardner LLP
Gragil Associates, Inc. ® Healthcare Financial, Inc. « Kaufman, Hall & Associates
MedAssist ® Medical Bureau/ROI ¢ Phillips, DiPisa & Associates
Public Financial Management, Inc. ® Specialized Receivables, Inc.

BRONZE

Action Collection Agencies, Inc.  Citizens Bank * Health Management Associates, Inc.
Hewlett-Packard Financial Services ¢ LighthouseMD, Inc. ® Marcam Associates
MedAptus, Inc. ® Noblis Center for Health Innovation ¢ Passport Health Communications
PowerHealth Solutions ® Sovereign Bank ® The SSI Group, Inc. * TPMS, Inc.

INDE X 7o
fooponaeaetasnansensasensacentacnsassnsess ﬁ

Beecher Carlson Healthcare 9

Besler Consulting 4

Blue Cross Blue Shield of Massachusetts 7

Deloitte & Touche 19

| Feeley & Driscoll, P.C. 13

i Foley & Lardner 27

I need l% . Harvard Pilgrim Health Care 17
leaders in industr i ¥
! Y) Healthcare Financial, Inc. 14

'l KPMG LLP 15

not fo bo Crs. MedAssist 18

.;r" e .*. Medical Bureau 24

F "5_ 5 L Nixon Peabody, LLP 2

- Phillips, DiPisa & Associates 20

Physician Ins. Agency of Massachusetts 10

PricewaterhouseCoopers 23

N IXON PE ABODY. Public Financial Management, Inc. 30

www.nixonpeabody.com ATTORNEYS AT LAW Ropes & Gray, LLP 12
Nixon Peabody LLP - 100 Summer Street - Boston, MA - 617-345-1000 Siemens Medical Solutions, USA, Inc. 21
The person in this ad is an actor depicting a fictional scene. TriNet Healthcare Consultants, Inc. 22




2008 - 2009

OFFICERS & DIRECTORS

PRESIDENT
Marvin Berkowitz, FHFMA

PrESIDENT ELECT
Gerard Vitti

SECRETARY
Michael Connelly, CPA

TREASURER
Jeffrey, Dykens, CPA

IMMEDIATE PAST PRESIDENT
Kathleen Maber

DIRECTORS
Roger Boucher
Frank Byrne, CPA
Dennis Chalke
David Dillon, FHFMA, CPA
Anne Farmer
William Grigg, FHFMA, CPA
Tim Hogan, CHFP
Kathleen Kenny, CPA
Gerard O’Neill, FHFMA
Mare Proto, FHEMA, MBA
Rosemary Rorty
Jeanne Schuster
J. Mark Waxman
Deborah Wilson, CPA
Roberta Zysman

@

htma

syl asssenlmn

Volume XXXV  Number 6 July 2008

MASS MEDIA

HEALTHCARE FINANCIAL MANAGEMENT ASSOCIATION

MANAGED CARE

v Reigning In The Healthcare Cost Trend..................c..cccooeveeeneenni... 4

Pictures and Synopsis of the Managed Care Meeting Held on June 20, 2008.

v President’s MeSSAZe ............cooccueeeueeeiieiieeieeeieeeie e 6

Another Successful Year for the Massachusetts-Rhode Island Chapter of the HFMA.

v The Devil is in the Details...............oomeeeeeeieeeeeeeeeeeeeeeeeeeee 7

The 2008 Form 990 Instructions. — By: Jeanne M. Schuster

v Current and Future Issues Affecting Graduate and
Undergraduate Medical Education......................c.ccoocveveeeeennnnne.. 8

Pictures and Synopsis of the Research and Education Meeting Held on May 16, 2008.

The Inevitable Response to Failed Market Forces? — By: Leanne Berge

v Outsourcing an EMR System................ccccceeeeecviieeeciiieeeecnannnn. 17

Service Level Agreements and Other Contractual Concepts You Need to Know to Reduce Your Risk.
- By: Allen P. Weeks

v The Self Insurance DeciSion.....................cc.ccveeuenn... e 25

More Employers are Choosing to Self Insure Their Employees Health Insurance.
- By: Linda J. Guerra and Margaret J. Meehan

v Annual Social & Awards Night................cc.ccovevveeeerieeiieeiianeennn, 28

Pictures and Synopsis of Annual Social & Awards Night of May 28, 2008

v Second Annual Golf Tournament....................cc.coceeeveeeeeeneenn.. 32

Pictures and Synopsis of Golf Tournament Held at Agawam Hunt Club on June 3, 2008

Health Care Finance For Not-For-Profit Board Members

v Welcome New Members ..............ooveeeiiii 35

HFMA Massachusetts-Rhode Island List of New Members from June 1, 2008 to June 30, 2008

v Calendar Of EVents ..........c.cccoevvevieiiaiiaieeieie e 36

HFMA Massachusetts-Rhode Island Chapter Event Schedule, 2008-2009

Newsletter Committe

Roberta Zysman, Executive Director
Beth Israel Deaconess Physician Organization, LL.C
1135 Tremont Street, Ren-8
Boston, MA 02120

MASS MEDIA is a publication of the Massachusetts - Rhode Isand Chapter of the Healthcare Financial Management Association devoted to keeping membership current
on national & local healthcare financial topics. Opinions and views expressed in the articles and features of the publication are those of the author(s) and do not necessarily
reflect the position of the Massachusetts-Rhode Island Chapter or The National Chapter of Healthcare Financial Management Association. Articles submitted are subject
to editorial changes made by the committee. Article submissions, comments and requests for further information and advertising rates may be forwarded to:
Roberta Zysman, Executive Director ® Beth Israel Deaconess Physician Organization, LLC -1135 Tremont Street, Ren-8, Boston, MA 02120.



Reigning in the Healthcare Cost Trend:

June 20, 2008

Well over 200 people attended an educational
session, “Reigning in the Healthcare Cost Trend.:
Is Massachusetts up for the Challenge? ...Are
you?”, developed by the Chapter’s Managed Care
Committee. Program Coordinators for this year’s
event were John Minichiello of Health Alliance
With Physicians, Inc. and Richard Wichmann of
PricewaterhouseCoopers, LLP, assisted by the
other member volunteers of the Managed Care
Committee.

The healthcare cost trend is of critical concern in
Massachusetts. The educational program promo-
ted discussion on initiatives and strategies direc-
ted at the balance of cost containment with service
access and quality improvement. The subjects
were timely and the speakers offered unique and
varying viewpoints on these complex issues.

A thorough federal and local legislative mar-
ket update, given by Alexandra Calcagno and
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Bob Gibbons, kicked off the morning. Subsequent
morning presentation topics included “The Com-
monwealth Responds to the Pressures to Contain
Healthcare Costs” with speakers Melissa Boud-
reault, Katharine London, and Dr. Marylou Buyse,
and “BCBSMA’s Alternative Quality Contract” with
Blue Cross Blue Shield of Massachusetts Senior Vice
President for Health Care Management, Patrick
Gilligan. The middle of the day featured a luncheon
and presentation from Guy D’ Andrea who spoke
about the return on investment of pay for perfor-
mance provider contracts. Wrapping up the day

was a lively panel discussion moderated by Nancy
Turnbull entitled “Is Massachusetts Doing Enough
To Contain Healthcare Costs?”. Panelists included
Alan Hinkle, MDD, Rich Parker, MD, John Chessare,
MD, Delia Vetter, and Mark Hulse. A drawing for
Red Sox tickets courtesy of PricewaterhouseCoo-
pers, LLP ended the informative and enjoyable day.

The healthcare landscape in Boston has changed — it
now has the Breadth + Depth of BESLER Consulting, one
of the nation’s leading healthcare financial and
operational consulting firms.That means access to a
breadth of services from BESLER Consulting, plus the
depth of seasoned professionals.

William A.Wheeler, director of BESLER Consulting Boston,
not only understands, but effectively deals with
healthcare issues that are relevant to the Boston area.
With over 30 years experience, Bill brings Boston an
unparalleled expertise in Medicare reimbursement issues,
including graduate medical education, provider based
entities and hospital prospective payment systems.

Cathi Mosca, revenue cycle senior manager in BESLER
Consulting Boston, brings over 20 years of revenue cycle
expertise.In the Massachusetts healthcare industry, Cathi
is an expert in process improvement with wide-spread
experience in claims processing and accounts receivable
systems. Cathi is currently serving as the president of the
Massachusetts Association of Patient Account
Management (MAPAM).

Designed to meet the needs of today’s healthcare
executive, the Breadth + Depth of the BESLER Consulting
professional team is far reaching.

To find out how BESLER Consulting Boston can help your
organization, please call 781.353.6419 today!

One Adams Place
859 Willard Street, Suite 400
Quincy, Massachusetts 02169
phone 781.353.6419
fax 781.353.6499
www.beslerconsulting.com



Rosemary Rotty receives her CHFP certificate from
Chapter President Marvin Berkowitz.

Managed Care Co-Chairs
John Minichiello (left)
and Richard Wichmann
(right) with speakers
Melissa Boudreault and
Katherine London.

Afternoon panelists: Rich Parker, MD, Nancy Turnball (moderator), Allen Hinkle, MD, Delia Vetter, John Chessare,
MD, and Mark Hulse.



President’s Message

As I begin my year as President of the Massachusetts-Rhode Island HFMA chapter I want to express
my gratitude to my predecessor Kathleen Maher for the Chapter’s achievements and successes
during the 2007-2008 year. The quality of the chapter’s educational programs was evidenced by

the high attendance and the positive feedback submitted in our program surveys. Recognition of the
chapter s successes also came from HFMA National through 2 awards made at this year's Annual
National Institute (ANI): membership growth and retention and for excellence in certification.

I also want to acknowledge the great contributions made to the chapter by Jim Heffernan, Immedi-
ate Past President of the chapter as he leaves the Board of Directors where he has served with great
distinction since 1997. Jim provided visionary leadership in guiding the chapter through the consolidation with the Rhode
Island chapter and the corporate reorganization of the chapter. The overall quality of the chapter improved greatly under
Jim's leadership.

The chapter also benefited from the involvement of the following directors who departed the board at the end of the 2007-
2008 year: Joe Capezza, Rich Silveria, Rick Markello, Phil Geissinger and Bob DeVey. I thank them for their contribu-
tions and wish them well in their future endeavors.

1 also want to welcome the new directors who have joined the board for the 2008-2009 year: Dennis Chalke, David Dillon,
Tim Hogan and Rosemary Rotty. I look forward to working with them on several new program initiatives during the year
ahead.

The HFMA National theme for this year is “Making Connections”. Certainly the chapter’s educational and social net-
working activities offer numerous opportunities for our members to make new as well as strengthen existing connections
within HFMA. Taking advantage of HFMA activities will also promote connections beyond HFMA to other individuals and
health care organizations that will benefit members in their career.

Upcoming social activities include the annual golf tournament on August 7 in Juniper Hill Golf Club in Northborough
Massachusetts. Previous tournaments have attracted more than 200 attendees and have been very enjoyable events.

The chapter's corporate sponsors provide great support to HFMA activities and are an integral part of the chapter s suc-
cess over the years. I want to thank our sponsors for their continued support. Our sponsors will be individually acknowl-
edged during the August golf tournament. New sponsors for the 2008-2009 year will also be acknowledged in the next
issue of Mass Media due out in October.

On September 19 our educational programs resume with the “New To Healthcare” program at Simmons College. This
program provides an excellent orientation to health care finance for individuals within your organization who are new to
the world of health care.

I want to encourage all members to attend this year'’s educational programs and to promote these programs through par-
ticipation on one of the educational committees. I personally discovered that the benefits of HFMA membership increased
significantly when I joined a committee. Committees play a major role through organization of educational programs

as well as through the submission of articles to the Mass Media journal. Chapter committees cover a wide range of is-
sues and I encourage you to consider joining one of the committees. I also encourage committees to submit two or more
articles on the topics they address this year to Mass Media. The combination of programs and Mass Media articles ensure
that educational material is widely disseminated to our members.

Thank you to all of the chapter's members for their ongoing support. Again I look forward to meeting and working with
you during the year ahead. Please reference the chapter's website at www.masshfma.org for additional information.
Please also feel free to direct any questions and concerns to my attention at president(@masshfma.org.

Regards,

Marvin Berkowitz
President, HFMA Massachusetts-Rhode Island Chapter
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The Deuvil is in the Details -
the 2008 Form 990 Instructions

By: Jeanne M. Schuster, Executive Director
Ernst & Young LLP

They say the “Devil is in the Details”' and with the
instructions to the “new” Form 990,? they really
mean it. First, there is a substantial amount of
“details” — over 300 pages to the instructions. It
might be the perfect solution for insomnia.

A few of the surprises: the definition of “key” em-
ployees,® another complex definition for determin-
ing who is an “independent” board member,* and,
some flexibility in disclosing your organization’s
FIN 48 footnote.’

Definition of “Key” Employee
In the “old” Form 990, the filing organization was

required to provide compensation information for
the organization’s trustees, officers and “key” em-

ployees. “Key” employees were individuals with
responsibilities similar to an officer, but, without
the title of “officer.” For example, an organiza-
tion may not have a Chief Financial Officer. If the
job duties of the Senior Vice President of Finance
were similar to those of a Chief Financial Officer,
the Senior Vice President of Finance would be
considered a “key” employee and the compensa-
tion of the Senior Vice President of Finance would
need to be disclosed. The “old” Form 990 went
beyond the “C” suite of officers (CEO, COO, and,
CFO). It considered individuals with control over
the organization’s activities or finances to be “key”
employees. So, many healthcare organizations
needed to evaluate whether other individuals, such
as the head of the medical staff, the top facilities
(continued on page 10)

The bottom line?
A stronger health care system.

Blue Cross Blue Shield of Massachusetts is proud to support
the Massachusetts Chapter of the Healthcare Financial Management Association.

Blue Cross Blue Shield of Massachusetts is an Independent Licensee of the Blue Cross and Blue Shield Association
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Speaker and program coordinator, Michael Rosenblatt, MD, spoke on the future of
Chris Francazio. undergraduate medical education, and the resul-
ting considerations for academic medical centers.

Research &
Education
Committee
Co-Chair,
Joel Gardiner
of Deloitte

& Touche LLP,
with speaker
Terence Flotte,
MD, and

Lisa Beittel,
Associate to
Dr. Flotte.
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May 16, 2008

Members and non-members gathered on May
16th at the Doubletree in Westborough, Massa-
chusetts for Current and Future Issues Affecting
Graduate and Undergraduate Medical Education,
a program presented by the Research & Educa-
tion Committee. This half day program helped
attendees gain a perspective on what is happen-
ing with undergraduate medical education and
potential impacts on Graduate Medical Educa-
tion in the future. The program offered many
insights on the latest regulatory trends and their
associated impacts, the impact of regulatory
issues on operations and finances, and leading
practice financial measurement approaches to

GME financial measurement and performance

metrics. In addition, attendees received the

“inside scoop” from the American Association

of Medical Colleges.

The Research & Education Committee would

like to thank the days’ esteemed speakers:

Karen Fisher, JD, American Association of
Medical Colleges; Michael Rosenblatt, MD,

Tufts University School of Medicine; Ter-

ence Flotte, MD, University of Massachusetts
School of Medicine; Kip Perlstein; Deloitte
Consulting; Chris Francazio, Hinckley, Al-
len & Snyder; and J. Mark Waxman, Foley &

Lardner. Their presentations and insight made

for a wonderful program.
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There's a Word That Describes What
Beecher Carlson is Doing for Healthcare Risks.

Our integrated insurance and risk
management consulting allows us to
provide the Industry’s most revolutionary
thinking, solutions and services for acute
care and integrated health systems,
long-term care, managed care and
physician organizations. We invite you

to put our expertise to work for you.

BEECHER/;?ZARLSON

www.beechercarlson.com

Beecher Carlson - Healthcare « 84 State Street * Suite 400 * Boston, MA 02109

617-227-1257 or 866-831-4432
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(continued from page 7)

person, the person in charge of Information Tech-
nology, and, the leader of nursing, were “key”
employees. The old definition worked just fine for
most healthcare entities.

The draft Instructions to the new 2008 Form 990
released on April 7, 2008 define “key” employees
as persons with overall responsibilities for the or-
ganization as a whole, as well as certain persons
who manage or have authority to control 5%
or more of the organization’s activities, assets,
income, expenses, capital expenditures, operat-
ing budget, or compensation for employees if
the individual’s compensation exceeds $150,000
(Emphasis added).® As an example of the devil in
the details, there is a potential inconsistency in the
definition of “key” employee. While the Highlights
to the Instructions state that “key” employees are
those who control “more than 5%,” Part VII of the
Instructions states that “key” employees are those
who control “5% or more.”’

Financial Protection

for Health Care Professionals

Insurance
* Medical Malpractice
* Business & Workers Compensation
e Health Insurance Programs

Financial Services
* Discounted Group Disability & Life
* New Physicians Retirement Program
* Deferred Compensation

Medical Services
* Office Supplies
e | aundry Services
e Commercial Lending
* EHR Financing

RPIAM

800.522.7426 a subsidiary of the

Massachusetts Medical Society

www.piam.com

Now, 990 filers will need to review numerous ad-
ditional job descriptions in light of the new, more
expansive definition. While the $150,000 thresh-
old for compensation should assist in narrowing
the positions to be reported and evaluated, we all
know that threshold amounts in the Form 990 are
not necessarily inflation adjusted, or adjusted often
enough to keep pace with economic changes. So,
while $150,000 sounds like a fairly large amount
today — who knows whether $150,000 will be the
equivalent of $50,000 in another decade.

Complex Definition of an “Independent”
Board Member

In two separate places, the new form requires the
filing organization to state the number of “indepen-
dent” voting members of the governing body. A
trustee is ‘independent” according to the Instruc-
tions released on April 7, 2008 only if four factors
are met throughout the tax year:

1. The individual is not compensated as an officer
or other employee (with an exception for those
who are part of a religious organization and
have taken a vow of poverty).

2. The individual did not receive total compensa-
tion exceeding $10,000 from the filing entity
or from related organizations as an indepen-
dent contractor. However, total compensation
does not include expense reimbursements.

3. The individual did not receive “material
financial benefits” from the organization or a
related organization. A transaction in excess of
$50,000 is automatically a material financial
benefit.

4. The individual does not have a family mem-
ber that received compensation or other mate-
rial financial benefits from the organization or
a related organization.

In addition, an individual will not lack indepen-
dence solely because the individual is a major
contributor (i.e. donor) to the filing organization.
And, any benefits received in the ordinary course
of the organization performing its exempt purpose
are excluded.

One difficulty of the above test is the definition
(continued on page 11)
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(continued from page 10)

of “material financial benefit.” Those of us from
Massachusetts may recall that Massachusetts used
the “material financial benefit” terminology in its
proposed “Act to Promote the Financial Integ-
rity of Public Charities.” Feedback on that Act
expressed reservations about what did and did

not constitute a material financial benefit. Jamie
Katz, formerly of the Massachusetts Public Chari-
ties Division of the Attorney General’s office, the
principal proponent of the legislation, consistently
stated that some of the terms will be flushed out
in Guidelines and this was one of the terms the
Guidelines were expected to cover.® And, he
frequently said, “if a charity is lucky enough to
have the President of Staples sitting on its board, it
will not be considered a material financial benefit
that the organization buys its office supplies from
Staples.” We always thought this example, while
helpful, still left a lot of “grey” area. Similarly,
new Form 990 Instructions provide very little

MANAGED CARE

detail about these independence-destructing “mate-
rial financial benefits.”

Disclosure of the filing organization’s FIN
48 footnote

FIN 48 requires organizations to disclose “uncer-
tain” income tax liabilities. Explanatory guidance
clarifies that it applies to tax exempt organizations
as well as taxable organizations. Many exempt
healthcare organizations are spending significant
time and effort to document whether there is a
material impact on their financial statements from
this accounting pronouncement.

The new Form 990 requires exempt organizations
that are audited to disclose their FIN 48 footnote
in the Form 990 Schedule D. When the form was
first released, there was significant commentary on
situations where an exempt organization may be

part of consolidated financial statements and dis-
(continued on page 12)

Adding flexibility to commitment

equals constant support in the
ever-changing equation of healthcare.

BANK OF AMERICA NORTHEAST HEALTHCARE & INSTITUTIONS DIVISION

Since Bank of America created a dedicated healthcare group over 30 years ago, we've been an expert ally in
providing industry-specific solutions and options, and planning far beyond the norm. We have worked with nearly
every segment of the healthcare industry, including acute care, long-term care, assisted living, alternate site
providers, rehab, home care, managed care, large physician practices and CCRCs. Today, healthcare is, as it always
has been, an ever-evolving, ever-changing market. Yet the dynamic expertise of Bank of America remains constant.

For more information, please contact Lynn Wiatrowski at 1.617.434.4246 or Mary Barcus at 1.617.434.4509.

Bank of America, N.A. Member FDIC. ©2005 Bank of America Corporation.

=
Bankof America //Higher Standards
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(continued from page 11)

closure of the FIN 48 information might be detail-
ing uncertainty in tax issues of a taxable affiliate
rather than the exempt organization filing the Form
990. Thus, a possible misinterpretation could
occur that the reader might believe the disclosure
was applicable to uncertainty in the taxes of the
exempt organization. The Instructions provide
helpful guidance on a remedy for this potential
confusion. The Instructions state that the exempt
organization may use some summarization to pro-
vide the part of the FIN 48 footnote that applies to
the filing organization. The Instructions state:

Any portion of the FIN 48 footnote that addresses
only the filing organization’s liability must be
provided verbatim. The filing organization may
summarize that portion, if any, of the footnote
that applies to the liability of multiple organiza-
tions including the organization (for example, as
a member of a group with consolidated financial
statements), to describe the filing organization’s
share of the liability.

You know health care.

We know health care law.

With more than 50 professionals
dedicated to health care,

Ropes & Gray helps health care
organizations navigate complex
regulatory, organizational and

competitive challenges.

About Ropes & Gray

Ropes & Gray LLP provides comprehensive legal services to
leading businesses around the world. Our clients benefit from our
expertise combined with unwavering standards for integrity,
service and responsiveness. With offices in preeminent centers of

finance, technology and government, we are ideally positioned to
address today’s most pressing legal and business issues.
BOSTON NEW YORK PALO ALTO SAN FRANCISCO

TOKYO WASHINGTON, DC  www.ropesgray.com

Summary

No one will disagree that the Instructions to the
new Form 990 are lengthy. They also contain
some good news and some traps for the unwary on
specific areas of the form. Filers need to under-
stand the intricacies of these Instructions because
— the devil is in the details. 1

(Endnotes)

' This common phrase is viewed as either a variant of a

phrase attributed to Gustave Flaubert (1821-1880) “God is
in the details” or attributed to merely Anonymous.

Return of Organization Exempt From Income Tax is
commonly referred to by its form number, Form 990. The
form and its instructions are available at the IRS website:
WWW.IrS.gOV.

32008 Form 990 Core (Parts VII) Instructions - Draft April
7, 2008, page 2 of 14.

42008 Form 990 Core (Parts VI) Instructions - Draft April
7,2008, pages 1 and 2 of 9.

52008 Schedule D (Form 990) Instructions - Draft April 7,
2008, page 10 of 11.

¢ 2008 Form 990 Core (Highlights and General) Instructions
— Draft April 7, 2008, pages 2 — 3 of 16 and 2008 Form
990 Core (Parts VII) Instructions - Draft April 7, 2008,
page 2 of 14.

7 Compare 2008 Form 990 Core (Highlights and General)
Instructions — Draft April 7, 2008, pages 2 — 3 of 16 with
2008 Form 990 Core (Parts VII) Instructions - Draft April
7, 2008, page 2 of 14.

Subsequent versions of the Act eliminated the term “mate-
rial financial benefit” and instead used the federal concept
of “excess benefit transaction” from Section 4958 of the
Internal Revenue Code.

About the Authors

Jeanne M. Schuster is an executive director at Ernst &
Young, LLP, concentrating in tax-exempt organizations.
Her experience with tax-exempt organizations includes
representation during IRS and state audits, including
IRS CEP examinations, mergers and reorganizations

of exempt and taxable corporations, applications for
exempt status, unrelated business income tax, employ-
ment tax, information reporting and sales tax issues. Ms.
Schuster received her B.A. degree in accounting from
Bentley College, her J.D. degree from the New Eng-
land School of Law and her LL.M. degree from Boston
University School of Law. Ms. Schuster is an active
longtime member of HFMA Masschsuetts-Rhode Island
Chapter, currently serving on the Board of Directors.
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Draconian Cost-Control Measures:
The Inevitable Response to Failed Market Forces?

Leanne Berge, Vice President, Strategic Planning and Business Development

Network Health

Much has already been written about the cost subsidized program, Commonwealth Care, as
crisis facing the health care market today. We all well as the continued medical cost trend that has
know that the rate of cost increases for health remained largely unabated over the last decade.
care purchasers cannot be tolerated — either Though there has been some limited evidence of
by the public or private purchasers of health a trend slowdown, the harsh reality is that under
insurance. Much has also already been written any analysis, the public programs simply will
about the threat the health care cost crisis poses not have sufficient funding to cover all eligible
to Massachusetts’ incipient health care reform recipients with the comprehensive benefits that
initiative. The state’s financial crunch is both a are covered today without additional revenue,
product of the under-projected popularity of its or alternatively, without draconian shorter-term

(continued on page 14)

Feeley & Driscoll’s
Healthcare Services Group
is one of the largest
regionally-based providers of
accounting and business
advisory services to the
healthcare industry in New
England. Our experience in
the field covers an extensive
and diverse range of clients
and engagements.

1D
Feeley & Driscoll, P.C.

CERTIFIED PUBLIC ACCOUNTANTS | BUSINESS CONSULTANTS

Our Healthcare practice
reflects the three major forces
in the industry - hospitals,

physicians and extended care
Independent Physician Group Practices prov iders.
Home Healthcare Agencies f
Visiting Nurse Associations
CONTACT US
Douglas J. McGregor
Director of Healthcare Services
DougM@fdcpa.com

t (617) 456-2402

Acute and Specialty Hospitals
Affiliated Healthcare Groups

Stephen J. Doneski

Director of Healthcare Audit
SteveD@fdcpa.com

t (617) 456-2449

200 Portland Street | Boston, Massachusetts 02114 | (617) 742-7788 | www.fdcpa.com

Service. Strategy. Expertise.
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(continued from page 13)

cost controls that reduce the cost trend. For
now, neither the public nor the private sector
seems prepared to move to the third alternative
— reduce coverage and benefits for its citizens.

“Objectionable” cost control measures?
Depends on whose “ox is being gored!”

Not surprisingly, the many proposed cost-control
measures are rarely endorsed by all stakehold-
ers in the health insurance market — unlike the
relatively easy consensus that coalesced over
Chapter 58 (Massachusetts’ health care reform
law) that enabled the launching of the Com-
monwealth’s historic health reform. For a cost-
control effort to be most effective, it inevitably
means taking skin off someone else’s nose. This
is true of most of the following top-ten cost-con-
trol measures:

Take your
enrollment services
o

new heights.
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1. Shine a light, through public hearings, on the
profit margins of the largest (not-for-profit)
hospital systems

2. Require similar public hearings to challenge
the profit margins of the (not-for-profit)
health plans and their perceived excessive
reserves

3. Publicize rate differentials among providers
for services

4. Push patients to low-cost providers by impos-
ing tiered or closed-panel networks based
upon “efficiency” measures

5. Change reimbursement mechanisms to penal-
ize inefficient providers and eliminate pay-
ments for quality deficiencies

6. Tighten restrictions on expansion of new
facilities and technologies

7. Return to tight utilization management tools

8. Mandate adoption of health information tech-
nology without paying for it

9. Ban gifts of any kind from pharmaceutical
companies to doctors

10. Finally, mandate government rate-setting
— either for providers or insurers or both.
This may begin with publicly funded pro-
grams and Medicaid managed care organiza-
tion (MMCO) contracts but could spread to
commercial arrangements as well.

Other than the last proposal, which remains a
threat (or a promise, depending on one’s point of
view), the other nine actions are either already
in motion or about to be enacted (or expanded)
by the time this article is printed. The implicit
message is that if these measures don’t make a
dent this year, rate regulation will be next year’s

remedy.
(continued on page 15)
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Massachusetts State Senate President Therese
Murray has blazed the trail with a bill that is
currently winding its way through the legislative
process, but most legislative-watchers believe the
key provisions will remain substantially intact.
Included in the various bills is a provision re-
quiring the Division of Insurance to hold public
hearings to examine the components of all major
health plans’ increased premium costs. Similarly,
Murray’s bill imposes public hearings through
the Health Quality and Cost Council to examine
increases in provider charges. The Council is
already causing a stir with its plans to publicize
comparative costs on the Web for medical ser-
vices across providers and health plans. The Mas-
sachusetts Hospital Association and others have
raised concerns over the timing and the methodol-
ogy of the planned public disclosure, but the real
concern on the part of some of the richer hospi-
tals may be that the public will not tolerate the
vast cost differentials that exist among providers,
and that disclosure may be the first step on a slip-

pery slope toward government rate regulation.

Murray’s bill also includes longer-term remedies
with such aggressive measures as a mandate for
physician and hospital adoption of health infor-
mation technology, despite the cost barriers to
adoption for many physicians in solo and small
practices. And, if any provision has been criti-
cized by multiple groups, it might be the bill’s
ban on pharmaceutical gifts and increased dis-
closure requirements. In an effort to stem rising
pharmacy cost trends, which like medical costs
have not been linked with better outcomes, this
provision targets the sacred cow of the pharma-
ceutical industry/physician relationship; certainly
draconian in many parties’ eyes, yet for others,
an important action to combat an unholy alli-
ance. Murray’s bill and others also expand and
strengthen the determination of need (DON) pro-
gram by adding regulatory authority to approve
outpatient services and establishing a sunset pro-
vision for past approvals for MRI, PET, and other
(continued on page 16)
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(continued from page 15)

services. The proposals also make it harder to add
beds in satellite locations. And, finally, under the
category of unpopular measures, the Senate bill
would prohibit third-party payers from knowingly
paying for services that resulted from one of the
listed “never events,” and providers are prohibited
from billing the patients for services arising from
one of these events. Shortly before this article

was submitted, Massachusetts’ Executive Of-

fice of Health and Human Services announced a
similar policy prohibiting payments for a long list
of “never events” that will be applied to all state
public health programs and included in the state’s
contracts with MCOs.

The “offensive” cost-control measures are also
appearing in the commercial health insurance sec-
tor, with changes in reimbursement (e.g., a return
to risk contracts and capitation, as trumpeted by
the new Blue Cross Blue Shield of Massachusetts
reimbursement model) and tiered networks based
upon black-box formulations of efficient provider
performance. This latter effort to expand the Group
Insurance Commission (GIC) tiered network
product by some of the state’s major health plans
has become the subject of litigation by the Massa-
chusetts Medical Society, which hopes to be more
successful in its legal battle against the insurers
than it has been in its pubic battle to date.

Is there really excess money in the system,
and if so, where is it?

The answer to that question very much depends on
who one asks. Each player in the market continues
the predictable practice of pointing to the other
guy. But, it is hard to deny that for some play-

ers in the local health care industry, the profits or
reserves are significantly out of balance relative to
other players in the system. According to the De-
partment of Health Care Finance and Policy public
reports, for 12 months ending in September 30,
2007, there have been record bottom-lines reported
by some hospitals. One Boston hospital reported
almost a 14% margin, with earnings of almost
$355 million; another reported a 10% surplus and
$112 million in earnings. There were others west
of Boston with earnings above $60 and $70 million

for the year. The widening gap between the haves
and the have-nots is no secret. Neither can it be
explained as reflective of the difference in services
provided or populations served. Moreover, the
magnitude of the variation of practice and costs in
just one small state points to an immense opportu-
nity to reduce costs; an opportunity that to date has
been seriously overlooked. And, this article would
of course be incomplete if it omitted reference to
the huge profits and reserves of the most powerful
health insurers, not to mention the controversial
salaries and benefits of their executives.

But perhaps there is something in which all inter-
ested parties can agree — that there is an oppor-
tunity to do better — voluntarily and in keeping
with the not-for-profit missions of the health care
providers who lead in this market. If we recognize
that there are non-draconian, short-term, and effec-
tive alternatives that are within our control, yet are
still untapped, we may be able to avoid untenable
scenarios and fulfill our vision for our citizens.
Then we will have the time we need to implement
real and sustainable improvements in our health
care system with measures that improve quality
and deliver on the promise of our business. [
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Outsourcing an EMR System—

Service Level Agreements and Other Contractual
Concepts You Need To Know To Reduce Your Risk

By: Allan P. Weeks, Esq., Attorney
Law Office of Allan Page Weeks

Introduction

There are two different functional configurations
of an Electronic Medical Record (“EMR”) comput-
erized system (“EMR System”) that will be offered
by a company (the “Vendor”) to a healthcare pro-
vider organization, large or small, that is acquiring
such a system (the “Buyer”): (1) The entire system
of software, hardware, telecommunications equip-
ment and associated databases will reside on the

Buyer’s site (collectively, “On-Site EMR System,”
which may be referred to by Vendors as the “Cli-
ent/Server” model); or (2) nearly all or a portion of
the EMR System will reside on the Vendor’s site
(collectively, “Outsourced EMR System”).

The Buyer who is considering an Outsourced EMR

System will need to select one of the following

operating structures: (1) On-Site EMR System:

the Vendor or, less frequently, a third party hosts
(continued on page 18)
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(continued from page 17)

the EMR software (i.e., operate and maintain the
server(s) on which the licensed EMR software will
reside) that is distributed by the Vendor, along with
a few associated services that a Vendor also may
provide, such as software and telecommunications
support or (2) Outsourced EMR System: the Buy-
er transfers most or perhaps all of the responsibil-
ity for the operation and support of the Outsourced
EMR System to the Vendor, with the exception of
the computers and communications equipment at
the Buyer’s site, under an Information Technology
(“IT”) services model called an “Application Ser-
vice Provider” (“ASP”), now often referred to as
“Software as a Service” (“SaaS”). (For purposes of
this article, the ASP and SaaS outsourcing services
models will be referred to as either “ASP Services”
or an “ASP Structure.”)

This article first describes the differences between
an On-site System and an Outsourced System and
then focuses on how those distinctions are reflect-
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ed in the outsourcing contracts between the Buyer
and the Vendor(s). This article does not analyze
the other legal and transaction issues that would
be raised in the EMR software license and other
agreements that will accompany a contract for
those two EMR Systems models. To some extent,
the topic of this article is based on the author’s
observation that buyers of computerized systems,
such as an EMR System, that involve remote ac-
cess via the Internet, a Virtual Private Network (or
VPN, a communication network tunneled through
another network, and dedicated for a specific
network) or otherwise often are not aware of the
complexity of the contracts and contract negotia-
tions that accompany implementation of those
outsourcing services.

Structural Differences Between an On-Site
EMR System and an Outsourced EMR
System

Both the On-Site EMR System and the Outsourced
EMR System basically will deliver the same data
processing, associated IT services and output to the
Buyer’s end-users and, in turn, its patients. How-
ever, as is the case with most IT transactions, the
manner in which the IT products and services are
to be utilized dictates the content of an IT contract
and many of its deal-specific provisions.

On-Site EMR System: When a Buyer is consider-
ing which EMR System to acquire, an often com-
pelling distinction between the on-site computer
system and one that is outsourced is that with an
On-Site EMR System, the Buyer retains full con-
trol of work flow, internal communications, data
(especially the patient records) and the use and

support of the EMR System. Because the software,
databases, hardware and most of the telecommuni-
cations equipment will reside on the Buyer’s site,
for the most part, this transaction uses the types

of contracts that are familiar to most buyers of IT
products and services: There will be a software
license, software maintenance services agreement
and the contract used to purchase and support any
new hardware, often a purchase order.

(continued on page 19)

18

Mass Media
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However, depending on the amount of new com-
puter and telecommunications equipment that
needs to be installed for the EMR System, and un-
less the Buyer has an IT staff with sufficient expe-
rience and depth, another contract may be needed
for the installation and acceptance testing of the
software/hardware and any software development
or customization services necessary to satisfy the
Buyer’s special requirements. The Vendor or a
third party can be hired to perform those tasks.
(Note that the third party often has a reseller or
agency relationship with the Vendor.) After the On-
Site EMR System is placed into use, it will operate
and be supported like most other IT products that
reside at the Buyer’s site.

Outsourced EMR System: There are two distinct
characteristics of an IT outsourcing structure: (i)
The EMR System has changed from being a prod-
uct acquired and operated by the Buyer to a service
that is provided to the Buyer by the Vendor; and

MANAGED CARE

(i1) this shift results in the loss of some or, poten-
tially, all of the Buyer’s direct operational control
of that computer system.

e Hosting Services: The term “hosted services”
usually refers to a software licensing and oper-
ational structure by which the EMR software,
which has been licensed to the Buyer by the
Vendor, will reside on a server that is operated
by (i) the Vendor at its site or (ii) less typically,
a third party at its site. Either of those options
will provide the Buyer’s end-users with remote
access to the EMR software and any associ-
ated software for the purpose of processing the
medical records and performing the Buyer’s
other requirements that utilize that EMR soft-
ware. In addition, when the Vendor is the host-
ing entity, the Hosting Services agreement will
require the Vendor to provide software main-
tenance (including software updates) and other

(continued on page 20)
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(continued from page 19)

support services. Except for this outsourced
portion of the EMR System, the use of, and
access to, the rest of the EMR System that re-
mains on the Buyer’s site would be expected to
be the same as with an On-Site EMR System.
To the extent that any component other than
the EMR software is in the possession of the
Vendor, the structure will be moving towards
the below-described ASP Services model.

ASP Services: When the Buyer obtains the
Vendor’s services via an ASP Services model,
the responsibility for the operation and main-
tenance of virtually all of components of the
EMR System actually or figuratively will be
transferred to the site of the ASP Services Ven-
dor. That transfer will include the EMR soft-
ware and other associated software, telecom-
munications equipment and servers, patient
records and any other associated data/informa-
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tion that is necessary to support the portion of
the Buyer’s healthcare services that is managed
by the EMR System; and all of those compo-
nents of the EMR System will be under the
Vendor’s control and accessed electronically
by end-users in the Buyer’s offices. (Of course,
the Buyer’s end-users will exert some control
over the data processing and related activities
via that remote access.)

In contrast to Hosting Services, in an ASP
Services model, the Buyer is only purchasing
services from the Vendor. As a consequence,
the software components of the EMR System
do not necessarily have to be licensed to the
Buyer, because the software neither resides at
the Buyer’s facility nor is under the Buyer’s
control. The exception to that licensing situa-
tion occurs when a “client” component of the
EMR software, which enables the Buyer to
communicate with the Outsourced EMR Sys-
tem, is distributed to the Buyer. In that case,
use of the client software will be governed by
a software license that probably will have to
be agreed to by each end-user in the Buyer’s
organization before the EMR software can be
accessed by an end-user. However, generally
some type of license that establishes the condi-
tions for on-line access to the EMR software is
associated with the ASP Services model.

IT Contract Terms that are uniquely
Applicable to Outsourcing Transactions

The contractual provisions discussed
below address the fact that the responsibility for
certain elements of the Buyer’s EMR System and
its related IT operations are no longer operated or
controlled by the Buyer. In essence, these provi-
sions describe the procedures that apply to the le-
gal and operational relationship established by the
Buyer and Vendor and, in addition, allocate vari-
ous obligations and liabilities between the parties.
It also is true that in many respects, an outsourcing
relationship more closely resembles a partnership
than a typical vendor/buyer relationship, which

(continued on page 21)
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(continued from page 20)
may affect how the resulting relationship is for the performance of its services is less specific
managed. and is based on the application of a negligence

standard to the services. However, the outsourcing
vendor’s services warranty will be in effect for the
entire period during which the services are provid-
ed, not just the first ninety (90) days of the EMR
software’s operation.

An example of how this different relationship is
reflected in an outsourcing contract is demon-
strated by the differences between the product
warranty usually offered by a software vendor and
the services warranty of an outsourcing services

provider. When software is licensed directly to The following discussion is about the specific pro-
an end-user, the license generally states that the visions that mostly are found only in contracts for
software will function in substantial conformity outsourced services. As a result of that limitation,
with the product’s specifications or descriptive this article will not address, e.g., confidentiality,
literature. If the software does not function as war- indemnities for a third party’s claims of infringe-
ranted, the accompanying remedy of repair/replace ment of its Intellectual Property rights, choice of
will only be available to the licensee for a stated law or other like provisions that routinely would
period of time, e.g., ninety (90) days, after delivery be part of any IT transaction. Each of the below
of the software. contract provisions is applicable in varying de-
While there may be specific performance obliga- grees to both Hosting Services and ASP Services.
tions placed on a provider of outsourced services, *  Ownership of Buyer’s Data: If the Buyer’s or
as further discussed below, a vendor’s warranty its patients’ data or information (collectively,
(continued on page 22)
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(continued from page 21)

“Data”), whether confidential or otherwise pro-
tected by laws and regulations (e.g., HIPAA),
resides with the Vendor or a third party hired
by the Vendor, the outsourcing contract must
provide that (i) the Data is the property of

the Buyer; (ii) the Vendor acquires no owner-
ship rights in that Data or any output from the
Vendor’s services that includes, or is the result
of, processing that Data, unless that output also
includes the Vendor’s proprietary data; (iii)

the Buyer has the right, which may have some
conditions placed on it, to demand the return
of the Data within a time certain and in a form
that is useable by the Buyer; and (iv) upon any
termination of the outsourcing relationship, all
of Data either is to be returned to the Buyer or
destroyed, with an appropriate certification by
the Vendor that such destruction has occurred.
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Security: At a minimum, the Buyer needs to
engage in an investigation that is sufficient to
assure the Buyer that the confidentiality and
security obligations imposed by the outsourc-
ing contract and applicable Federal and State
laws/regulations on any Data under the control
of the Vendor can be complied with by the
Vendor. The investigation also should pro-
duce an understanding of the procedures that
the Vendor will employ to back-up and store
the Data and any output from the outsourced
services, as well as the level of security that
will be applied by the Vendor to both the Data
and its other relevant obligations. Additionally,
in today’s insecure environment, the process of
obtaining and maintaining the appropriate level
of security should consider disaster contingen-
cy and business continuity planning, as well
the Vendor’s use of third parties to provide

the outsourced services, which arrangements
can result in security gaps and other opera-
tional problems. (Healthcare counsel should be
consulted regarding several of those matters in
this bullet, as they are beyond the scope of this
Article.)

Service Level Agreements (“SLA’s™): As
mentioned earlier, the warranty that the Vendor
is likely to provide for its outsourcing services
will be rather unspecific, but SLA’s can close
that gap by setting both standards for the Ven-
dor’s performance and remedies if the Vendor
fails to meet those obligations. To be effective,
however, the SLA’s must include a schedule of
liquidated damages that will be incurred by the
Vendor if the SLA’s are not met. SLA’s can be
complicated to formulate, require a good tech-
nical understanding of how the Vendor actually
will provide its services and usually require
the negotiation of another document. Those
negotiations may be contentious, because the
liquidated damages generally are taken off

the top of the Vendor’s revenue, unless other
forms of compensation are agreed to, e.g., a
credit towards future fees. Thus, the decision
of a Buyer to seek SLA’s for an outsourcing
agreement depends on the nature and extent of

(continued on page 23)
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the projected harm to that Buyer’s operations
and healthcare services if the Vendor fails to
provide the minimum level of services that the
Buyer needed, expected and has paid for.

Termination of the Outsourcing Contract;
Transition Services: Because a central part of

the Buyer’s operations and its core Data will
be controlled by the Vendor, and although
termination of the outsourcing relationship is
one of the last things that the Buyer and Ven-
dor will want to discuss during an outsourcing
contract’s evaluation and negotiation phases,
the topic of termination is critical for outsourc-
ing transactions. In addition, to prevent the
Buyer’s activities and healthcare services from
being brought to a halt upon any termination of
the outsourcing agreement, arrangements must
be made, known as “transition services” to as-
sure that the outsourced services will continue
to be available to the Buyer after that termi-

MANAGED CARE

nation, whether the termination is for cause

or will naturally occur under the terms of the
agreement. One way to resolve this potential
problem is for the Vendor to agree to provide
its services for a stated period of time after the
event of termination occurs, provided that the
Buyer continues to compensate the Vendor for
its services.

Bankruptcy of the Vendor: The dot.com bust,
which resulted in the demise of many ASPs,
made real the somewhat abstract consequences
of an outsourcing provider declaring Bank-
ruptcy or otherwise going out of business.

The legal remedies for a Buyer may be more
uncertain when ASP Services are involved than
when Hosting Services are being provided,
because under the Hosting Services model, the
Buyer is the licensee of the EMR software and
thereby may have certain rights to continue
using that software. The inclusion of the Data

(continued on page 24)
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(continued from page 23}

ownership rights discussed earlier in this Sec-
tion, also should improve the Buyer’s rights in
a Bankruptcy proceeding. Backing up the Data
by the Buyer at its site will be helpful and,

in addition, the Buyer can further enhance its
position by negotiating for an archival copy of
the EMR software to reside at its site, which
copy would be updated by the Vendor in ac-
cordance with its software support services
obligations under the EMR software license.

Hosting Services or ASP Services Vendors’
Use of Third Parties: Very early in the Vendor
evaluation process, the Buyer must determine
if any of the Vendors being considered plan to
use the services of a third party data center or
other like services provider to assume some or
all of the Vendor’s responsibility for the Host-
ing Services or ASP Services. The Buyer also
should be concerned, and make appropriate
modifications to its contract, even if the third
party is only providing cage space in which

IMMEDIATE RESULTS
ON GOING SOLUTIONS
OPTIMAL CASH FLOW

Onsite Project
Recovery Teams
Charge Master Medicare Payment
Reviews Integrated . and _
Revenue Bill Audits

Management

Custom Active
Receivable Billing
Programs

Medicaid Eligibility
and
Billing Services

Medical Record
Coding/Audits

Access Manageme nt
Trainingand
Staffing

Self Pay Bad Debt Collections
Outsourcing Programs and
Legal Services

Medical Bureau

]
85 Prescott Street, Suite 402
Worcester, MA 01605-2614
Contact: Ed Kennedy
(800)937-6227
Fax: (508)753-7982
I

Email: ekennedy(@theroi.com

the Vendor’s server(s) will sit while being
connected to that third party’s communica-
tions equipment and services. The underlying
concern in that situation is that third party’s
personnel may provide routine or emergency
maintenance services to the Vendor’s server(s)
and other equipment, creating the possibility of
access to the Buyer’s confidential information
by personnel who may not by covered by the
appropriate non-disclosure agreements.

Conclusion

Outsourcing contracts are operating agreements,
although they often are not viewed that way. As
such, they control the Vendor’s data processing
and other related services that need to be read-

ily available to meet the Buyer’s and its patients’
needs over the term of the Buyer’s outsourcing
contract. Because of those obligations and the
operational characteristics of outsourcing services,
outsourcing transactions are quite different from
an On-Site EMR System or other typical IT trans-
actions, which are product-oriented and are com-
pleted when the product has been delivered and ac-
cepted, except for any on-going software/hardware
support services,. Thus, the evaluation of outsourc-
ing vendors and the drafting and negotiation of an
outsourcing agreement requires the application of
different business, technical and legal expertise to
protect against signing an outsourcing contract that
will be unfavorable to the Buyer. 1
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In today’s heath care environment, more employ-
ers are choosing to self insure their employees’
health insurance. Given the double digit pre-
mium increases over the past decade or so, many
employers see self insuring as a way to contain
costs. When self insurance first became a popular
alternative to offering traditional health insurance
coverage, only large companies had the resources
and sophistication to self insure. However, to-
day many smaller companies have joined the self
insurance arena hoping to control a cost that can

The Self Insurance Decision
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significantly impact their bottom line. According to
a report by the Employee Benefit Research Insti-
tute (EBRI), in 2000 almost 50 million employees
and their dependents receive benefits under a self
insured plan, which at the time was about one third
of the private employer based plans in the United
States.!

The table on page 26 from the Department of
Health and Human Services Medical Expenditure
Panel Survey (MEPS) illustrates employers of-
fering a self insured plan to their employees. The
(continued on page 26)

Learn more about our financial solutions,
contact Kathleen Maher at
781-279-8465 or maherkj@hbcs.org.

Accelerate Your Cash Flow!

HBCS has been the leader in customized
outsourcing for hospital billing and collection
for more than twenty years. With over 60
hospital clients nationwide and a dedicated
team of 500 employees, we fully understand
the unique financial challenges faced by
hospitals today. As your financial partner,

we have the expertise to help hospitals

fully maximize profit to create a stronger
bottom line.

> Third Party Billing

> Accounts Receivable
Management

> Insurance Follow-Up

> Self-Pay Billing and
Follow-Up

> Bad Debt Collections

> Interim Business
Office Staffing

> AR Purchasing
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(continued from page 25)
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full table can be found on the DHHS website at:
http://www.meps.ahrq.gov/mepsweb/data_stats/
summ_tables/insr/national/series_1/2005/tia2a.pdf

Self insured health plans gained prominence after
the passage of the Employer Retirement Income
Security Act (ERISA) of 1974. This federal regula-
tion governs the provisions of employer based
pension and welfare plans including health insur-
ance plans.? Since this is a federal regulation, it
supersedes any state regulations. This is a critical
component of self insurance, as this means that

employers do not have to pay state premium taxes
since the employer is not an insurance company,
nor do employers need to follow state mandates
that dictate certain aspects of health coverage.
This allows large corporations with employees in
multiple states to design a standardized plan for
all employees without having to adhere to each
state’s health insurance mandates. The self insured
employer can formulate their premium based on
their true claims experience plus an administrative
fee. Doing this also allows the employer to save
the profit margin that insurers typically build into

their premium.
(continued on page 27)
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Unlike fully

Timing of Estimated Potential Cost
employer

payments Savings

is another

advantage Premium tax avoidance 2%

of self in-

sured plans. State mandates (assuming plan sponsor does not comply) 1%-2%

insured
plans where
premiums
are paid
prospec-

proactively

Float — claims paid retroactively versus premiums paid

0.5%-1.5%

tively, under Savings from risk assumption

self insured

2%-6%

plans claims Total

5.5%-11.5%

are paid ret-
rospectively
after the services have occurred. This allows the
employer to collect the employees’ portion of the
premium and all funds can be invested until claims
are due, thus the employer can earn interest until
payment for claims is needed. Employers will
typically purchase stop-loss insurance to cover any
large unexpected outlier claims such as transplant
services.

Employers may elect to pay claims directly, but
most engage a Third Party Administrator (TPA)
to pay their health insurance claims. This requires
the employer to pay an administrative fee to the
TPA plus the cost of the claims. Companies that
self insure are considered Administrative Services
Only (ASO) accounts by the TPA. Allowing an
experienced health plan to process and pay the
claims eliminates the administrative burden for
the employer and also reduces the number of staff
needed to manage the plan internally.

Since there are many variables that impact the
magnitude of cost savings, an average is difficult
to calculate. However, here are some typical
variables with associated cost savings provided by
local actuaries:

Another potential impact on cost is the decision

on whether to purchase stop loss insurance. It is
difficult for any organization to predict whether the
costs of catastrophic cases will cost more or less
than the cost of the stop loss insurance premiums.

Sometimes the financial value of that decision is

not evident in one year, but must be evaluated over

several years. In a population of any size, it’s dif-
(continued on page 30)
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Thhnaal Decial @  Fhvards Nig

May 2. 2008

Over 120 members and guests of the Massachu-
setts-Rhode Island Chapter of HFMA gathered
on the evening of May 28th for our annual
social and awards night. Attendees enjoyed a
delightful evening of wine, food, and award
presentations. The event was once again held at
the Harvard Club located on the 38th floor of
100 Federal Street in Boston - a fabulous lo-
cation with panoramic views of the city and
harbor. Attendees were treated to a number

of superb Spanish wines which compliment-

ed the outstanding four course dinner, prepared
by Executive Chef Erik Lacross. The wines were
introduced by Thomas Welch from United Li-
quors, a local wine expert, who carefully ex-

plained the origins and processing of each wine.

Following dinner, Gold, Silver and Bronze Service

The backdrop for the evening — the Harvard Club’s
Awards were presented by Kathleen Maher, fabulous harbor view.

President, HFMA MA-RI Chapter, to ten deserving
chapter members. Also, eight chapter members were presented Medal of Honor Awards for their years of

dedication and involvement in the Chapter.

A delightful evening was had by all, for which the Massachusetts — Rhode Island HFMA Chapter would like
to thank Thomas Welch from United Liquors along with Executive Chef Erik Lacross and the entire staff
of the Downtown Harvard Club for their hospitality this evening, and of course, our wonderful sponsors. A
special thanks to Roger Boucher for organizing this enjoyable event. Our annual social and awards event is
a wonderful opportunity to socialize, network, and take advantage of fine friends, fine food and fine wine. If

you didn’t have the opportunity to attend this year, don’t miss this event in 2009!



2007-2008 HFMA MA-RI Chapter President Kathle- Silver Award recipients Helynne B. Winter, Sturdy Memorial

en Maher, HBCS, hands over the gavel to incoming Hospital, and Richard M. Wichmann, PricewaterhouseCoopers
Chapter President Marvin Berkowitz, BHC Consul- LLP, alongside Bronze Award recipient Jeffrey S. Dykens, Cape
ting, at the Annual Social and Awards Night. ...read Cod Healthcare, Inc., and Gold Award recipient Marc A. Proto,
more inside! Children's Hospital.

The evening was coordinated by Roger Boucher, Dottie Martin, Joe and wife Joy Clancy, and Larry Martin.
Bank of America, pictured with his wife Maura.

Attendees socialize and network with fellow members.
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(continued from page 27)

ficult to predict how many cases an organization
will experience. However, the larger the organiza-
tion, the more risk since the odds are higher that
there will be high cost cases in a larger population.
A peripheral benefit of stop loss insurance is the
predictability of monthly expenses.

In industries where there is competition for a
limited labor pool, employers may need to offer
richer benefits packages. Cost savings could be
eroded for the self insured employer that needs to
include state mandated benefits even though they
could choose not to under the self insured model.
The eastern Massachusetts health care industry

is an example, where there are many health care
employers and what some perceive as the lack of
qualified candidates.

Issues and Concerns Surrounding Self
Insurance

Self insured employers face myriad issues and

LLEADING THE
WAY IN
HEALTHCARE FINANCE

-

CAPITAL PLANNING
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June Matte
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INVESTMENT CONSULTING
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617 330-6914
617 951-2361 fax

The PFM Group
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www.pfm.com

decisions related to benefit design, expense man-
agement and premium pricing.

Benefit Design

Benefit design is a key decision that must be made
by self insured employers. The package of ben-
efits available to employees and how those benefits
are managed can significantly impact cost, access
to care and, as previously mentioned, could impact
the ability to recruit competitively. Because self
insured employers assume the entire risk, the TPA
may be willing to accommodate any plan benefit
design changes or individual benefit exceptions
requested by the employer. In effect, the em-
ployer can design its own managed care program
and TPAs with the infrastructure flexibility to ac-
commodate these requests may likely do so since
the TPA bears no risk. The flipside of such flex-
ibility is the potential for the employer to increase
expenses when expensive benefit exceptions are
made or the benefit package is enhanced.

Expense Management

Expense management under the self insured model
presents a variety of challenges. Because risk
assumption lies with the employer, there is the
potential that the TPA may not be as aggressive as
the entity might prefer when managing claims and
identifying other payors, such as workers compen-
sation, that could assume the liability. However,
TPAs that also sell fully insured products are likely
to utilize the same processes, procedures and
systems employed for their fully insured business,
so that the organization’s claims pass through the
same system edits, holds and criteria. Regardless
of whether this is the case, self insured organiza-
tions would be well served to make sure these
types of cases are consistently tracked and fol-
lowed up upon.

Because self insured organizations pay the actual
cost of claims, there could be significant monthly
expense volatility caused by catastrophic cases
and utilization and practice pattern changes. A
few patients with major diseases such as cancer
or cardiovascular disease and premature births

can cost several hundred thousand dollars over
(continued on page 31)
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(continued from page 30)

their course of treatment, a significant portion

of which may show up in one month. Typically
there is room in budgets for outlying cases, but the
number of these cases is difficult to predict. To
mitigate this risk, some entities purchase stop loss
insurance or may hold reserves to cover higher
cost cases. In addition to mitigating risk through
insurance and reserves, organizations, including
those who are fully insured, are mitigating cost
increases through higher cost sharing with health
plan members, wellness and disease management
programs, consumer directed health plans and
incentives to seek care at the most cost effective
sites. Such cost controlling programs and tools,
as well as utilization management programs and
referral and authorization requirements, may be
part of the employer’s contract with the TPA. The
employer must decide what to offer versus what to
purchase keeping in mind capacity, expertise and
cost differentials.

Premium Pricing

Similar to companies that offer fully insured prod-
ucts to their employees, self insured organizations
charge employees a set premium. Companies that
offer fully insured products typically charge employ-
ees a portion of the premium charged by the insur-
ance company. In contrast, self insured organiza-
tions must calculate a premium that covers the costs
of expected medical and administrative services.

The following are some of the factors that impact
cost and must be factored in to premium calculations:

People Specific Factors

e Age and gender. Generally speaking, females
during childbearing age, people in middle age
and premature infants are most expensive.

« Utilization patterns, either patient or provider
driven.

* Catastrophic illness or major trauma can easily
account for a major portion of total expense.

*  Geographic location plays a role in whether
patients receive care in a more expensive urban
academic medical center versus a less expen-
sive community hospital.

Insurance Plan/Program Specific Factors

* Benefit design may encourage selection by
groups that tend to have specific demands best
met by a specific plan.

e Medical and utilization management.

Carrier and Provider Specific Factors

* Network discount. The terms of the TPA’s ne-
gotiated discounts with providers has a signifi-
cant financial impact.

* Health care inflation driven by new technolo-
gies and practice patterns.

* Administrative costs charged to self insured
entities.

In conclusion, given the substantial savings that
can be realized from self insuring, many large
companies, and a fair number of smaller compa-
nies, are willing to take the risks involved in the
hopes of gaining significant bottom line savings
and slowing the rate of premium increase for em-
ployees. [d

ENDNOTES:

I Self-Insured Group Health Plans (n.d). Retrieved
3/25/08, from http://www.siia.org/i4a/pages/index.
cfm?pageid=3339

2 Compliance Assistance. (n.d.). Retrieved March 25,2008,

from http://www.dol.gov/ebsa/compliance assistance.html

Ahout the Author

Linda J. Guerra, MBA is the Director of Provider and
Payor Operations at Beth Israel Deaconess Physician
Organization in Boston, MA. Ms. Guerra has been a
member of HFMA since 2002.

Margaret J. Meehan, MBA is the Director of Finance
at MIT Medical in Cambridge, MA. Margaret has been a
member of HFMA since 2001.
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une 3, 2008

On June 3rd, the Massachusetts-Rho-
de Island Chapter of HFMA held its
Second Annual Golf Tournament at
Agawam Hunt Club in Rumford, Rho-
de Island. It turned out to be a terrific
day. Attendance increased from 52
last year to 79 players, with sever-

al guests joining for the luncheon.

All the players unanimously voted to

return next year. It is an old beautiful

golf course! David Dillon of Women & Infants Hospital and Jayne Kim of
Phillips DiPisa & Associates were the friendly faces of the
registration desk.

"mrl.l I."l’l"“ ey "i"‘ll

Net 2nd
Gross Kevin Wert
Mike Donahue Mark Stewart
Dave Balsofiore Paul Fitzpatrick
Dr. Rowland Barrett Rich Nagle

Bob Pacheco

Closest to the Pin

Net Ist Sheryl Crowley
Michele Rhuork Dr. Rowland Barrett
Bill Ibbotson
Mike DelLeonardis Longest Drive
Larry Moyer Barbara Lynett

John Krouskos



Barbara Lywett and Bill
Gilbody pause on their
way to the next hole.

Jerry Vitti, Ginny Moi, Susi Smith, and Scott Sugarman just
after Ginny made a 30’ putt.

Jim Heffernan stops to talk with Mike
Connelly (front) and Wes Benbow.
Possibly looking for a ride?!

Golfers and guest
enjoying the luncheon.
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A NEw ONE DAY HFMA PROGRAM:

Health Care Finance For Not-For-Profit Board Members

On October 8, 2008 the Massachusetts-Rhode Island HFMA Chapter
will initiate a new educational program designed for finance
committee members of health care provider organizations, and
their organization’s CEO and CFO. The program will enable the
new finance committee or board member to better understand
the nature of health care finance and the obligations of a finance

committee member.

The full day session will be designed
and presented by Babson Executive
Education and will be held at
Babson College at the Babson
Executive Conference Center.
Topics addressed at this session will
include a review of health care
financial statements, financial
statement analysis and also a
presentation on financial strategy
and its application to the health
care industry. The session will utilize
case studies and will rely on an
interactive teaching approach to
facilitate discussion and to provide
a viable framework for the topics
presented. The session will also allow
time for networking and relationship
building between all participants.

One reason for this program is to
respond to the need expressed
by HFMA members for a program
to help them provide a better
orientation for newly appointed

members of their Finance
Committees, particularly those who
do not have a substantial health
care background. The session will be
led by Professor Jim Parrino, a faculty
member of the Finance Department
of Babson College. Professor

Parrino has extensive experience
designing and delivering high quality
educational sessions for a variety

of organizations. He has extensive
background in working with board
level groups.

The program will be held at the
Babson Executive Conference
Center, One Woodland Hill Drive,
Wellesley, MA 02457. Additional
information on this program will be
distributed in the near future. Please
direct any questions to Marvin
Berkowitz at president@masshfma.
org and also check our website at
www.masshfma.org for updates and
details about this program.
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HFMA, Massachusetts-Rhode Island

Weleome Mew Members!

The following new members recently joined Massachusetts-Rhode Island Chapter of HFMA. We welcome you
to the MA-RI Chapter and encourage you to take advantage of the many professional development, networking
and information resources available to you at HFMA. Other HFMA members are a terrific resource for your
everyday professional challenges — we encourage all members, current and new, to get involved with HFMA
committees and social activities. And... use the Membership Directory — it’s a great resource! We value your
membership, so please send us feedback or questions on your HFMA experiences to admin@masshfma.

HEMA New Members - June 1, 2008 to June 30, 2008

org.

Julie Bodde George Leehan
Health New England Massachusetts General Hospital
Peter Butler Lynette Leonard
Hayes Management Consulting, Inc. Tufts Medical Center/Perot Systems
Michael Farrell Sean Mcdonagh

Beacon Partners

Elizabeth Flaherty

Caritas Holy Family Hospital Celeste Nigro
Beacon Partners

Jennifer Groves

UMASS Memorial Health Care Laura Panza
Eclipsys Corporation

Ethan Hope

Deloitte & Touche, LLP John Roch
Urban Medical Group

Edith Joyce, CTP
Bank of America

Christopher Shea

Walker Associates Inc

Edward Keating

Brigham & Women's Hospital Louisa Soares

Signature Healthcare Brockton Hospital

Carl Lackstrom

Protiviti Rene Weathers

Franciscan Hospital for Children

Amy Lawton
Southcoast Ventures, Inc.
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Program & Special Event Schedule‘

PAGEEER A G X

T H E S E D A TE s

Date Event Location Coordinator(s)
09-05-2008 New to Healthcare Seminar Simmons College Gerry O’Neill, FHFMA
Boston, MA
10-08-2008 Health Care For Not-For-Profit Babson Executive Conf. Ctr. Marvin Berkowitz, FHFMA
Board Members Wellesley, MA
10-10-2008 Accounting & Regulatory Doubletree Hotel Lee Ann Leahy
Technical Update Westborough, MA
12-12-2008 Compliance Update Doubletree Hotel Christopher Gingras
Westborough, MA and Garrett Gillespie
01-23-2009 Revenue Cycle Meeting Gillette Stadium, Clubhouse Karen Bowden and
Foxborough, MA Beth O Toole
02-13-2009 Enterprise Performance Doubletree Hotel Gail Robbins
Management Seminar Westborough, MA
03-27-2009 Physician Practice Management/ Doubletree Hotel Paul Breslin and
Ambulatory Care Seminar Westborough, MA Linda Burns
06-26-2009 Managed Care Meeting Doubletree Hotel John Minichiello and
Westborough, MA Rick Wichmann
Education/Program Administration Committee, Co-Chairs: Gerard Vitti, gvitti@hfi-mass.com,
and Catherine Robinson-Skeen, cskeen@saintsmedicalcenter.com
NOTE: Please keep in mind that the themes listed for the programs are general. The programs themselves address current issues pertaining to these themes.
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anagement Association US Postage
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