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REVIVAL OF

- THE FITTEST

PHOs have dropped in number, but many are still going strong
despite antitrust scrutiny—and there’s even renewed interest

on't classify them with the
dinosaurs just vet.

Industry observers cau-
tion that while one report
edly endangered species—
physician-hospital organi-

has been rocked by changing market
conditions, growing physician and payer cout

Fations

and federal antitrust investigations, and has seen
the percentage of hospitals with such organiza-
tions shrink by one-third since the mid-"%s, an
obituary for PHOs may be premature,

Industry experts say the vertical model that
marries physician and hospital services into one
care-delivery organization still has some legs

left. Diespite annual American Hospital Associ-

ation surveys reporting that the percentage of

hospitals with PHOs dropped from 32% in

1995 to less than 23% in 2004, some existing
PHOs continue to do well and serve their mem-
bers, employers and payers, And recent govern-
ment and private- payer incentives to encourage
joint quality initiatives and rapidly adopt
healthcare technology may even breathe new
life into the model, says a healthcare attomey
who has advised more than 100 PHOs.

In theory, PHOs should lower prices while
improving quality by aligning incentives. But
in reality many failed to achieve those goals
and were forced to dissolve because of poor
management, undercapitalization and evolv-
ing insurance markets and care-delivery sys-
tems. The MNational Directory of Physician
Oreganizations produced by the Managed Care
Information Center, a research and publishing
company, reported 676 PHOs in 1998, a figure

Brazosport Memaorial Hospital, a rural facility in Lake Jackson, Texas, has been been part
of a physician-hospital organization for the past 15 years.
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that peaked at just under 1,000 in 2000 and
declined to 670 this year. Many PHOs ended
in bankruprcies or dissolutions, with many
experts blaming some of the model’s decline
on heightened federal antitrust scrutiny.

However, Chicago healthcare attorney John
Marren of the law firm Hogan Marren says he's
working full-time creating PHOs, "We've seena
revival of interest,” Marren says.

He says PHOs were formed pursuant to the
federal HMO Act of 1973 to allow doctors to
manage for capitation contracting. Hospitals
sought to keep their physicians working together
and sometimes shared financial risk,. When
HMOs began facing lawsuits from patients and
physicians starting in the late "%s and capitation
contracting declined, patients and employers
clamored for greater choice, and public senti-
ment turned against many HMOs, Many of the
PHOs that contracted with them also dwindled.

Marren says the smart survivors moved
toward applying HMO techniques to PPOs.
“They began repurposing themselves. But
physicians who want o collectively negotiate
must clinically integrate,” Marren says. “Some
PHOs got in trouble because they didn't. Some
who were investigated rebounded and vowed 1o

continue to be in this business.”

Help from the quality movement
Marren says recent federal initiatives designed
to improve healthcare quality and reduce patient
errors, such as pay-for-performance and gain
sharing, are ideally suited for PHOs,
“PHOs become logical vehicles for managing

iances through clinical

care and reducing w
integration, and they can do that both on the
inpatient and outpatient side,” he says, "I’
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