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Competitive bidding (CB) in home care/HME is here to stay
and although disagreements with the process as well as the

anticipated savings identified by Medicare exist it is unlikely CB
will be eliminated. There may be a few bumps in the road how-
ever policymakers will continue to press forward despite the feel-
ing by many in the industry that the process is moving too fast.
Discussions regarding competitive bidding have been ongoing for
years yet many providers have relied upon unforeseen miracles to
simply make it all go away. The facts are as plain as the sun in the
sky and unlike the bright warm days of rich reimbursement home
care providers are faced with the gray cool reality of competitive
bidding and the need to change old approaches with fresh per-
spectives is necessary for survival. The bid process has begun and
providers in competitive bidding areas (CBA) must submit their
bids prior to the July 2007 deadline. So, what is on the horizon
for the home care/HME industry? The answers are different
depending on the group or persons you speak with, their experi-
ences, research on healthcare economics and understanding of
the need to reduce annual increases in the gross domestic prod-
uct (GDP) for healthcare. A perspective that many may not agree
with yet is a reality that is apparent is the possibility of direct con-
tracting between managed care organizations and manufacturers;
Medicare and manufactures and direct contracting between
employers and manufactures. Providers can ill afford to capitalize

on opportunities to repackage themselves as
an integral component in the healthcare
continuum, begin demonstrating quality and
positive health and economic outcomes.
There are solutions to mitigate the challenges
with competitive bidding and they involve
contracting with managed care organiza-
tions, collaborative contracting with manufacturers and direct con-
tracting with employer groups.

Direct Contracting in Healthcare

Direct contracting is an agreement whereby an entity directly
contracts with employers or health plans to provide services or
products to their employee or members. While this type of arrange-
ment requires a high degree of integration and cooperation it offers
flexibility that allows the parties to fully integrate healthcare financ-
ing and delivery systems thus eliminate traditional delivery models.
Direct contracting with manufactures is an option that is receiving
increased attention from both health plans and employers. In fact
the largest integrated staff model health maintenance organization
(HMO) in the country has and continues to contract directly with
manufacturers and has engaged their venture capital "arm" to pur-
chase significant controlling shares in companies that provide
Prosthetics and Orthotics (P&O) to mitigate the expense associated
with P&O providers. Employers are beginning to realize that even
the best designed health insurance plan cannot control healthcare
costs or premium increases for their employees and recognize that
strong management of healthcare benefit programs to contain costs
is a realization that makes them increasingly reluctant to leave the
management of healthcare programs to insurers. As a result, many
companies have begun to take a more active role in managing the
care of their employees versus surrendering the process to health
plan providers and more and more employers are contracting
directly with manufacturers and in many cases physicians to man-
age the care of their employees and have developed health care
prevention and wellness programs without the assistance of insur-
ance plans. They negotiate prices, manage utilization programs,
monitor quality, and only pay contracted providers based on per-
formance and outcomes without the added cost of an intermediary
or "middle man". These approaches pose a significant risk to the
long-term existence of home care [HME] providers unless they
begin to demonstrate value added services and "outcomes" that
establish them as essential in the continuum of care.

A proactive approach for home care/HME providers is contract-
ing with managed care organizations (MCOs). The Medicare program
administrators have strategically planned for additional savings by
requiring beneficiaries to enroll in a Medicare managed care health
plan. Beneficiaries will be enrolled in Medicare managed care health
plans if they do not choose [or select] a health plan prior to the dead-
line imposed by Centers for Medicare & Medicaid Services (CMS).
When managed care begins to make inroads in primary Medicare
markets, many home care [or HME] providers will begin to compete
for covered lives however once the tide is evident it may be too late.
So, its time to do a number of things if you chose to stay in the busi-
ness as an HME provider: First and definitely foremost is to prepare
for competitive bidding by becoming accredited; second and equal-
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ly important is the need to engage in activity based costing and man-
agement to understand fully the direct and indirect costs associated
with delivering care and services; third and of paramount importance
is to explore and begin contracting with managed care health plans.

Contracting with managed care organizations requires an under-
standing of the goals of managed care - to reduce costs while provid-
ing quality healthcare. Providers that desire to stay in business will
need to develop a comprehensive understanding of the managed care
process. Providers must also resist the urge to sign contracts with as
many managed care organizations as possible and instead "phase in"
new contracts to reduce drastic revenue reductions while maintaining
patient volumes. It is only after the dust settles that the providers turn
their attention to weeding out unprofitable business and contract with
MCOs that allows them to realize an acceptable profit margin. Thus, a
lot of research must be conducted prior to engaging savvy managed
care personnel to develop contracts. Home care providers entering the
managed care arena for the first time should take the opportunity to
examine each proposed contract before they sign it. The difficulty how-
ever is in ascertaining how each contract will affect the home care
provider. Managed care plans offer various options so each contract
should be evaluated on the basis of how much risk it asks the provider
to assume, how prepared the provider is to assume that risk, and the
options for price structuring - capitated or fee for service. Providers also
must evaluate whether the contract will benefit both organizations by
aligning financial incentives and promoting efficiency. 

Home care providers must first develop a comprehensive con-
tracting team. The team should consist of representatives from finance,
managed care contracting consultants (if the expertise is not "in-
house") case management and utilization management consultants
(since this expertise will typically not be available) and legal represen-
tation. Team members should begin to communicate before the onset
of contract negotiations to determine the key contract terms to be
sought. Negotiating points should be outlined and arranged in order of
importance and during the negotiation process the team should meet
to discuss progress and the possibility of modifying certain points to
advance negotiations. In all cases, team members should explore the
financial impact the proposed contractual language will have on the
organization. In considering contracting with MCOs know this one
true fact: "locks are used to keep and honest man honest".  Thus con-
tracts must be evaluated to ensure they protect both parties through the
use of language to ensure neither party is at risk. As much as possible,
contract language should be modified to eliminate or mitigate argu-
ments or misunderstandings once implemented. One strategy is to
include in the contract a concurrent review mechanism monthly or
quarterly of the contract performance with key members of both par-
ties. Healthcare providers new to managed care must carefully exam-
ine managed care contracts before signing them to be sure the con-
tracts will be beneficial and sustainable in the long run.

Providers must scrutinize managed care contracts to ascertain the
level of risk and reward they will share, how well patient care effi-
ciencies will be promoted, how much their patient volume will
increase, the feasibility of the pricing structure, and the quality of the
physicians targeted for inclusion on the managed care panel.
Brainstorming is important before beginning any process requiring
change however the home care/HME industry is basically in a crisis
mode to repackage itself and needs to engage in "try storming" and
"just do it" while revising old practices with new ones to deal with the
changes imposed by competitive bidding.   

Vernon Pertelle, MBA, RRT is Senior Director/Assistant Vice President for Tri-
City Home Care, Occupational Health & Wellness and Rehabilitation Services, San
Diego, CA. He can be reached at vpertelle@aol.com
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