IS DEVELOPING AN ASC IN THESE
ECONOMIC CHALLENGING TIMES
STILL A GOOD IDEA FOR THE Gl
PHYSICIAN?

CAMERON: Developing a new ASC
today requires close attention to your
business model. Value, payor mix, and
overhead must come together for a
new venture to make sense. A center
with high fixed costs and low volume
will have a difficult time putting to-
gether a pro forma that makes sense.
On the other hand, a high-volume of
procedures that is hampered by a pre-
ponderance of poor third-party payors
will also be a non-starter. Therefore,
one room centers that are limited in
their ability to increase volume or cen-
ters that have a large percentage of
government sponsored programs with
their artificially low reimbursements
will have a difficult time.

JOHNSON: As long as the ASC can
be a profit center this still makes
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good business sense. Key is efficien-
cy and cost effectiveness for provi-
sion of these cases. As the emphasis
on quality will continue to grow as a
key benchmark for endoscopists, the
certified ASC should continue to be a
quality location for provision of endo-
scopic services.

BROWER: There are a lot of challenges
today facing the Gl physician investing
in an ASC. Reimbursement continues
its downward spiral: insurers try to steer
patients away from out-of-network facili-
ties; financing is not as readily available;
and no one knows where health care re-
form will eventually land. On top of that,
hospitals continue to cry foul over what
they perceive to be the unlevel playing
field and look for ways to close the door
on more physician-owned ASCs. As
such, this may be one of the last great
opportunities to get into an ASC before
things get worse. Owning an ASC al-
lows the physician to control operations
and the quality of services provided, as
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well as share in the benefits of the facil-
ity fee. Moreover, if physician ownership
of ASCs is further restricted, there is a
good chance that existing physician-
owned ASCs will be grandfathered.
Thus, the questions to ask are: can you
get a facility up and running quickly and
secure the necessary financing? Do you
have the requisite volume to make it
work? If so, now is the time to act.

THOMPSON: Yes, ASCs continue to be
a viable and important practice setting
for Gl physicians. The combination of
physician equity and physician control
promotes an efficient and cost-effective
setting for the delivery of Gl services—
just what patients and payors want.
In addition, ASCs are relatively stable
from a regulatory standpoint and office-
based reimbursement for Gl proce-
dures is in jeopardy. Still, the ASC must
be sized right, staffed right, and utilized
right, and supported by a managed
care contracting strategy that optimizes
reimbursement and volume. These fun-



damentals hold true regardless of the
economic climate—it's just that these
fundamentals become more acute dur-
ing an economic downturn.

CAMERON: The gastroenterologist can
expect to see lower reimbursements
on both the technical and professional
side. We have already seen a widening
of the gap between the HOPD and ASC
from the recently mandated 65% to ap-
proximately 59% over the last two years
as HOPD reimbursements rise and ASC
reimbursements do not keep up. Medi-
care professional reimbursements are
scheduled to be reduced by 21% as of
January 2010 if Congressional action is
not forthcoming.

JOHNSON: The likelihood is that Gls
can expect professional cuts as will be
likely for all specialists. Given the Draco-
nian cuts that the ASC reimbursement
has taken, it would be hard to imagine
that this could be cut further—without
risking of “reverse migration” of pa-
tients back to the HOPD which is a more
expensive place to provide care.

BROWER: ASC fees are under attack
from the government and the private in-
surers. More and more ASCs are being
challenged over their out-of-network
rates which are usually a multiple of
their in-network rates. Government pay-
ers will also be looking to further chal-
lenge reimbursement of facility fees.
The same holds true for professional
fees—it is unlikely that either govern-
mental payers or private insurers are
going to be increasing fees significantly,
if at all, in the near future. Unfortunately,
as physicians have had to face over the
last decade, they will continue to have
to work harder in many instances to
make the same kind of money. Volume
is going to continue to be key.

THOMPSON: There is little likelihood
that reimbursement will increase for
physician services. Most likely, reim-
bursement will decrease—all the more
important for Gl physicians to be part of
an efficient and cost-effective delivery
model. Also, an increasing percentage
of reimbursement will be at risk based
on certain quality and outcome mea-
sures. Given that the system of ASC
reimbursement was materially changed
in 2008 by tying ASC payments to the
HOPD rate, | would not anticipate any
major changes in the method of ASC re-
imbursement for the foreseeable future.
Still, the divide between ASC payments
and HOPD payments will likely widen,
given the different annual inflation up-
dates applied between the two systems
of reimbursement and the rescaling of
the HOPD weights. With no changes in
the reimbursement methodology, ASC
payments for Gl services could be as
low as 50% of the HOPD payment in five
years. Similar same downward pressures
will apply to the physician fee schedule
for professional services.

CAMERON: Current cost cutting and
rising overhead trends will not spare
the office-based endoscopist. Medi-
care cuts due to the unworkable SGR
formula will profoundly affect the of-
fice-based endoscopist. New York has
recently completed its requirement for
accreditation of office-based endosco-
py and we can expect this trend, that
ultimately increases overhead, to con-
tinue across other states.

JOHNSON: Office endoscopy will
come under increasing scrutiny as the
emphasis on quality of care grows.
Many of the endoscopies provided
at present are by primary care doc-
tors who do these in their office and
who would/could not be certified at an
ASC or hospital. Office endoscopy, if
done, will have to be in locations that
are certified as safe and acceptable
and on par with standards for ASCs and
HOPDs. This could include certifica-
tion by AAAHC, JACHO or Medicare.
For gastroenterology, the primary bulk
of office endoscopy is done in states
where the Gls cannot get a certificate of
need (CON) because of state law restric-
tions which are biased towards protect-
ing hospital services. Recognizably, this
CON legislation is not evidence based
and there are only a few states that still
have this legislation—many of which are
currently being challenged.

BROWER: The future of office-based
reimbursement may be as uncertain as
the future of ASC reimbursement, al-
though market forces may suggest that
investing in an ASC may make more
sense going forward. For one, oppor-
tunities to invest in physician-owned
ASCs may become less available in the
years ahead either due to regulatory re-
straints or market conditions (due to a
saturation of ASCs or worsening market
conditions in general). Secondly, much
also depends on the anesthesia compo-
nent and certain payer strategies sug-
gest that reimbursement for this service
within an ASC setting is more likely and
profitable than in the office based set-
ting. Finally, regulation of Gl procedures
in the office setting is increasing each
year. An ASC already is subject to regu-
lation and can spread the cost among
the investors, especially if you have mul-
tiple groups joining into one center.

THOMPSON: Not long ago, office-
based Gl procedures made econom-
ic and operational sense for the Gl
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physician. However, declining reim-
bursement from both governmental
and commercial payors, coupled with in-
creasing regulation of office-based pro-
cedures, have had a negative impact on
the financial viability of the office-based
setting. Some payors have reduced or
eliminated separate fee-for-service an-
esthesia billing for endoscopies which
will have the effect of lowering total re-
imbursement for these procedures, fur-
ther jeopardizing the economic feasibil-
ity of office-based procedures. Thus, it
is likely that Gl procedures increasingly
will move to the ambulatory surgery
center setting.

CAMERON: The answer to this ques-
tion ultimately comes down to a
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local issue. If the physician sells to
a hospital system he loses control
of his patient base, charts, and usu-
ally his front office. Once this deal
is made it is difficult to undo. Refer-
ral patterns will shift with new lines of
business opening and some old de-
pendable support drying up. If the em-
ployment contract called for straight
salary this may not matter, but if the
physician reimbursement is based on
RVUs/collections this may have a chill-
ing effect on the physician’s bottom
line. On the other hand, the new lines
of business may substantially increase
patient flow and, therefore, reimburse-
ment. Your new hospital partner may
increase your marketing budget sub-
stantially. Ultimately, you have to ask if
the hospital considers you an asset or
whether they are purchasing your prac-
tice to sideline a competitor.

JOHNSON: Lack of autonomy always
has a price! Although the local hospital

may offer a “carrot,” from our experi-
ence in seeing this around the country,
there is a “stick” not too far behind.
Policy changes for your personnel,
scheduling, quotas, flexibility, capital
expense, programmatic growth, and
referrals are among many of the issues
that may emerge with transition to
employee status.

BROWER: There are a number of pit-
falls in selling a practice and becoming
an employee of a hospital. You lose
control over many aspects of your prac-
tice (you are no longer the boss). You
are also subject to a list of priorities set
by a health care system and Gl may not
be at the top of that list. However, with
the trends in reimbursement and the
current economic situation, a well nego-
tiated deal might make sense, although
the first avenue to explore may well be
a joint venture.

One potential downfall that should be
taken very seriously is the stability of
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the buying entity. There are hospital sys-
tems that are failing across the country,
some that had been strong only a few
years ago. Single hospital systems are
struggling even more in many instances
and may be desperately reaching out to
do deals as a last ditch effort to survive.
You may negotiate a good sale price
and a long-term employment agree-
ment, but what happens when that hos-
pital goes bankrupt? The painful reality
may be that the Gl center you sold turns
a profit, but the hospital fails for a whole
host of other reasons. Your employment
agreement is only as good as the hospi-
tal itself. You could be in the position of
having to start all over again.

THOMPSON: Timing is everything. Gl
physicians always want to sell their prac-
tices and centers when they are at their
highest and best values. The problem is,
you often never really know when that
peak has been reached. Over the last
year or so, selling prices for Gl centers,
expressed as a multiple of EBITDA, have
decreased a point or two from their highs
of 6-8 times EBITDA. Still, money isn't ev-
erything, and the GI physician must con-
sider the other pros and cons of selling
his or her practice to the hospital. Pros
include a more stable environment in
terms of reimbursement and compensa-
tion, along with a built-in referral system.
Hospital employment also provides the
opportunity to shed some of the admin-
istrative and managerial responsibilities
attendant to owning and operating a
practice. Cons include giving up control/
autonomy over the operations of the
practice and tying yourself to the suc-
cess of one hospital or health care sys-
tem—the proverbial basket holding all of
your eggs. Still, | believe we will see an
increasing number of Gl physicians (and
other specialty physicians) interested in
an employment model with a hospital,
health system, or medical foundation.
Reimbursement and regulatory policies
seem to favor that model.

CAMERON: Solo and small groups will
find it increasingly difficult to deal with
rising overhead and falling reimburse-
ments. They must have enough volume
to take advantage of multiple income
streams. They will find it increasingly
difficult to make a living on E+M codes
and the professional component of en-
doscopy. The addition of other lines of
business such as ASC technical fees,
pathology, anesthesia, CT colonogra-
phy, and pharmacy all require a thresh-
old volume to satisfy the fixed costs of
setup and operation. This threshold
patient volume can only be reached
by forming larger groups of motivated
physicians with the same goals.

JOHNSON: Carefully analyze your
business plan. Know your costs for pro-
viding each service—in particular for
endoscopic services. Develop ways that
justify that you and your practice provide
quality care—this will be a huge area
for insurance providers over the next
few years. Practices should benchmark
their care against national standards.
An excellent example here is the proj-
ect being championed by the ACG and
ASGE for endoscopic benchmarks with
a national data registry. It is anticipated
that those physicians who participate
in these types of registries will be rec-
ognized as “quality” providers, and at
least for the near future should receive
higher payments. Ultimately outcomes
will define quality. But this is extremely
complex, and, at least for Gl services
which are primarily outpatient care, will
take a long time before the databases
are sophisticated enough to accurately
analyze the information. Another thing
for Gls to do is to look at alternative
revenue streams for their Gl practice.

This may include clinical research or
developing new areas of interest. One
example here is for the treatment of
hemorrhoidal disease. We have been
extremely impressed by a new band-
ing technique which has been safe, ef-
fective and offers a new improved care
provided to our patients as well as an
alternative revenue stream which makes
great economic sense!

BROWER: While some areas of the
country have been slow to embrace
the group practice concept, that is the
future and the future is now. It is go-
ing to become increasingly difficult for
a small group of doctors in just about
any specialty to survive with the ever
increasing costs of running a practice
coupled with lower reimbursement.
Forming a larger group that is man-
aged effectively should save on costs
and bring more to the bottom line.
Likewise, diversifying the practice (i.e.,
bringing your Gl practice into a multi-
specialty group) also increases the
ability to bring more revenue to the
bottom line. And, as most physicians
know, a group practice properly struc-
tured can help you realize the benefits
of revenue from different specialties
without violating Stark and Federal
Anti-Kickback laws.

THOMPSON: Revenue Cycle, Rev-
enue Cycle, Revenue Cycle! Paying
attention to the revenue cycle of a
practice is probably the single most
important thing a Gl doctor can do to
improve his or her economic situation.
The revenue cycle starts with a solid
managed care contracting strategy
and progresses through to scheduling,
registration, coding, billing, collection,
and claims denial management and
appeals. Improvement in any one of
these processes can significantly im-
pact a practice’s economic status. This
is an area where | often suggest Gl
physicians engage the assistance of a
consultant or other outside expert to
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critically analyze the practice’s revenue
cycle. An independent view can pay
dividends.

CAMERON: All three Gl
publish practice management ar-

societies

ticles on a regular basis and produce
practice management courses. In-
dustry publications such as Endo-
Economics and Becker's ASC Re-
view are excellent sources of infor-
mation and can refer the physician
or practice manager to competent
professional help.

JOHNSON: The key is to look to the
national societies which represent his/
her type of clinical practice. Everyone
needs to pay attention and as well
respond to requests for communica-
tion with their legislators. Having been
involved for a long time in medical
political issues, | have learned a key
lesson—effective politics is locall A
grassroots connection for state and
national legislators that can be orches-
trated by each physician as well as his/
her friends, employees and patients
are all ways to make issues heard when
decisions are being made. Never under-
estimate the power you have if you mo-
bilize your influence when it comes to
providing the best care for your patients!

BROWER: Unfortunately, no one knows
for sure where health care reform is go-
ing and even less how it will affect par-
ticular specialties. Keeping current is
difficult because most news coverage is
more about the “politics” of health care
reform than it is about the substance of
the proposals themselves. Publications
like EndoEconomics which focuses on
the Gl specialist, as well as other lead-
ing health care journals, are important
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educational tools as to the substance
of the proposals. Professional societies
also need to take the lead in keeping
the members of their specialty current
and informed as the laws develop.

THOMPSON: There are a number of
resources a Gl physician can access to
learn more about health care reform
and its effect on his or her practice.
These include the American Gastroen-
terological Association, the Ambula-
tory Surgery Center Association, the
Institute of Medicine, MedPac, and lo-
cal Congressional offices. These many
sources notwithstanding, at this point in
time, it is difficult to ascertain the frame-
work of any true health care reform, let
alone the details. Sifting through the
rhetoric, what does seem apparent is
that reimbursement policy will continue
to drive health system change. Anything
a Gl physician can do (or any physician
for that matter) to improve quality and
outcomes, reduce cost, and enhance
the patient experience, all supported
by the deployment of health informa-
tion technology, undoubtedly will be
responsive to any ultimate health
reform legislation, no matter its form.
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