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When Congress folded its tent last month without passing a 
health-care reform bill, pundits said reform this year was dead. 
 
But the year could not have been livelier for hospitals, HMOs, 
doctors, drug companies and anyone else involved in health care. 
 
The debate over reform rumbled through the industry, producing some 
clear signals about where health care is headed. 
 
"To me, it doesn't matter whether Clinton's plan passes or not, 
we're so knee-deep in reform as it is," said Robert Sloane, 
president and chief executive of Anaheim Memorial Hospital. 
 
Some say the Clintons provided the catalyst for reform.  Others 
say, it's the economy, stupid.  
 
"We couldn't afford health-care costs going up 20 percent a 
year," said David Higgins, chairman and chief executive of DVI Inc. 
in Irvine, which finances hospital-equipment purchases.  That cost 
inflation, he said, gave birth to managed care, which caps medical 
spending. 
 
Some of the directions health care will take are still cloudy. 
 
But a consensus is forming among the decision-makers and investors 
in health care over who are emerging as winners and losers. 
 
THE WINNERS 
Managed care: Winners generally are providing health care at a 
lower cost.  That's a boon for managed care _ the philosophy 
underpinning health maintenance organizations and 
preferred-provider organizations. 
 
Managed care is intended to improve on traditional 
fee-for-service medicine, in which doctors are paid for each test 
or procedure they order.  Managed care claims to cut the waste from 
the system by paying doctors a set monthly fee, no matter what they 



prescribe for patients.  So the incentive to order more tests or 
procedures is turned on its head. 
 
The two large HMOs based in Orange County _ FHP International in 
Fountain Valley and PacifiCare Health Systems in Cypress _ have 
doubled their membership since 1989.  FHP has about 900,000 members; 
PacifiCare, 1.2 million. 
 
People who are offered membership in an HMO through their 
employers are choosing managed care in 75 percent to 80 percent of 
the cases, said Dr. Roger Taylor, chief medical officer for 
PacifiCare. 
 
Gloria Parrish of Costa Mesa is an example of managed care at 
work.  Her urologist told her this summer that she would need an 
operation for a bladder problem unless she lost enough weight. 
 
Parrish, 65, joined a nine-week weight-loss program sponsored by 
FHP.  She has lost 20 pounds so far and has a good chance of 
bypassing the operation if she stays on the low-fat, 
frequent-exercise plan. 
 
"I hated exercise, and look at me," she said.  "It's a whole new 
way of life. " 
Advance-practice nurses: Nurses with experience and advanced 
degrees "are going to be more in demand no matter what kind of 
health-reform package is eventually passed," said Diane Cooper, 
associate dean of the University of California, Los Angeles, School 
of Nursing. 
 
That includes nurse practitioners, certified nurse midwives, 
clinical nurse specialists and certified registered nurse anesthetists. 
 
Cost-cutting is a factor. 
 
Nurse practitioners, for example, handle routine checkups, 
vaccinations and most "sick" visits _ sore throats, rashes, viral 
infections.  In the past, patients with these ailments saw a doctor. 
 
The average salary for a nurse practitioner is $ 35,000 to 
$ 40,000, according to the American Nurses Association, far below a 
doctor's wages. 
 
"I feel that I have plenty of job opportunities," said Linda 
McCutcheon, a nurse practitioner with Southern Orange County 
Pediatric Associates, which has offices in Lake Forest and Rancho 
Santa Margarita. 
 
The job fits in well with the managed-care philosophy of 
preventing illness.  "I generally spend more time with patients than 
a physician does, so I can get into educating them about staying 
well," McCutcheon said. 
 



Contributing to the demand is the rapid growth of home health 
care. 
 
Home-care companies need veteran, independent nurses who can 
administer services as complex as chemotherapy or ventilators in 
the home.  Hospital patients are being released to go home earlier _ 
and sicker _ than they ever were, home-care companies and hospitals 
agree. 
 
Information services: As hospital networks, home-health companies 
and HMOs grow into nationwide companies, they require computers 
that can communicate. 
 
"We have more access to patient medical records from providers 
and health plans than ever before," said Jeremy Jones, chief 
executive of Homedco Group Inc., a national home-care provider 
based in Fountain Valley. 
 
Homedco's revenue has climbed 18 percent the past 18 months, and 
its profits are up 37 percent. 
 
One company working to provide information to such companies is 
Olicon Imaging Systems, a privately held company in San Clemente. 
 
It stores and transmits digitized pictures of the body, such as 
X-rays and magnetic resonance images, or MRIs.  Its equipment sales 
have at least tripled in three years, said Ed Fredian, vice 
president of business development. 
 
The equipment allows a radiologist in La Habra to consult with a 
cardiologist in San Clemente.  It also saves on the cost of medical 
film.  A typical MRI, Fredian said, can use 20 to 120 sheets of film 
at $ 4 to $ 5 a sheet. 
 
"The biggest thing health-care reform has done for us is (that) 
it has made cost-consciousness much more of an element in 
decision-making," Fredian said. 
 
Equipment lenders: Talk of reform created so much uncertainty in 
the market that it drove out 80 percent of the capital companies 
and banks that used to lend money to buy medical equipment, DVI's 
Higgins said. 
 
His decision to stay in has left him a clear playing field.  The 
company made $ 58 million in loans in 1993 and expects to lend six 
times that _ up to $ 300 million _ by the end of this fiscal year. 
 
DVI lost $ 900,000 for the year ended June 30, but that resulted 
from a one-time charge to reorganize the business.  Prudential 
Securities analyst James Thayer said he expects the company to make 
$ 4 million this year. 
 
The Pritzker group, the legendary Chicago investors who own the 



Hyatt Hotel chain, recently raised its stake in DVI to 30 percent, 
from 20 percent. 
 
Since May, DVI shares are up 28 percent, closing Friday at $ 11.  In addition to equi
pment purchases, hospitals are demanding 
financing for mergers.  As they form networks, hospitals are saving 
what cash they have to buy medical groups and each other. 
 
Primary-care doctors: These are the family doctors, pediatricians, 
internists and obstetricians.  They provide all basic care, monitor 
long-term health problems, and coordinate and authorize other 
medical services. 
 
In past years, medical schools were graduating four specialists 
for every one primary-care doctor.  But that is changing. 
 
University of California, Irvine, is hoping to boost its 
percentage of primary-care residents to 50 percent from 42 percent, 
a spokesman said.  It is doing so by limiting the number of 
specialist residencies. 
 
In Orange County alone, 650 family doctors will be needed by the 
end of the decade, according to one report by UCI. 
 
With that in mind, FHP and Kaiser Permanente are developing 
family-medicine residency programs in Orange County.  Kaiser's 
started this summer; FHP's will begin next year. 
 
THE LOSERS 
Hospitals: They're at a disadvantage in a low-cost environment. 
 
They have cutting-edge equipment and staffs with high-level skills, 
an expensive combination.  Community hospitals have been closing 
since 1980, but the rate picked up in 1988 to about 85 a year, 
according to the American Hospital Association. 
 
None has folded recently in Orange County, but several _ 
including Saddleback Memorial Medical Center in Laguna Hills and 
Pacifica Community Hospital in Huntington Beach _ have undertaken 
massive reorganizations. 
 
A dozen others _ about one-third of the hospitals in the county 
_ have formed networks or sold out to larger companies during the 
past 12 months to share costs. 
 
For example, Fountain Valley Regional Hospital and Chapman 
General Hospital both were acquired recently by Ornda Healthcorp. 
 
Fountain Valley, which is known for its cardiology department, can 
now share patients with Chapman, which is building a 
sports-medicine specialty.  They can keep patient dollars within 
their network and forget about being expert at every aspect of 
medicine. 



 
Hospital officials are anxious, said Ed Foley, regional vice 
president of the Hospital Council of Southern California. 
 
"Everybody wants to tighten down on what they pay for health care," 
he said.  And if hospitals can't cut their prices, they face loss of 
contracts. 
 
Suppliers: Hospitals are passing some anxiety along to their 
suppliers, too. 
 
"In the past, suppliers could get 2 (percent) to 3 percent price 
increases each year," said Michael Hamilton, a health-care 
consultant in the Irvine office of KPMG Peat Marwick, a Big Six 
accounting firm.  "They had been able to take the costs and push 
them onto MediCare, Medicaid and other third-party payers.  Now, 
(hospitals) want a commitment that prices will drop. " 
 
Talk of health-care "certainly got drug companies' attention," 
said Neil Dimick, chief financial officer of Bergen Brunswig.  The 
Orange-based drug distributor, with 1993 sales of $ 6.8 billion, is 
the second-largest in the nation. 
 
He said the pressure on prices is going to drive smaller 
pharmaceutical companies out of business. 
 
Hospital nurses: Salaries of hospital employees, which make up 50 
percent to 60 percent of a hospital's costs, also may come under 
pressire, Hamilton predicted. 
 
Nurses already are feeling it.  Hospitals have been laying them 
off, cutting salaries and replacing more experienced nurses with 
aides, who lack the two to four years of training required of 
registered nurses, according to the California Nurses Association, 
a labor union. 
 
Children's Hospital of Orange County has not hired nurses for a 
year.  And UCI Medical Center in Orange said that many nurses now 
work part time or on a per diem basis because of the lack of 
full-time jobs. 
 
"My job is harder and harder, we're expected to do more with 
less," said Mary, who has worked as a registered nurse in an Orange 
County hospital for five years.  She did not want her last name used 
because she fears her employer would retaliate. 
 
She watches over four to six patients per shift _ the same 
number she cared for five years ago.  The difference now is that she 
works in a critical-care unit where the patients are much sicker. 
 
"I'm supposed to be an advocate for my patients, but just 
speaking out for them at work puts me in jeopardy sometimes," Mary 
said.  "With the new culture of cost containment and reform, 



patients are not the primary focus. " 
Specialists: Cardiologists, oncologists and brain surgeons have 
traditionally  garnered the most prestige in medicine.  Now, they 
are suffering under managed care. 
 
"In many cases, the specialists are seeing their income 
significantly drop because of a loss in the volume of patients," 
said Dr. Peter Anderson, president of the Orange County Medical 
Association.  "The goal of managed care is to keep the patient out 
of the hands of the more expensive physicians. " 
 
Nearly 70 percent of Southern Californians who have insurance 
are with a managed-care plan, according to industry estimates.  Most 
experts agree that the nation will follow suit by the end of the 
decade. 
 
The gatekeepers of managed-care systems are the primary-care 
doctors.  They coordinate care and authorize referrals to 
specialists. 
 
In the past, patients could expect to be reimbursed by their 
insurance companies for visits to specialists.  Now, unless they 
have a referral from a primary-care doctor, insurers often will not 
pay. 
 
"Specialists, as high-cost providers, will be the losers if they 
are not able to change the way they practice medicine," Peat 
Marwick's Hamilton said. 
 
Some specialists who cannot make that leap are retiring, said 
Peter Whitney, a health-insurance agent based in Orange.  Others are 
returning to school to be retrained in primary care. 
 
Dr. Gene Profant folded his Newport Beach cardiology practice 
this year because he could foresee the day "when I would have to 
call somebody akin to the DMV to ask whether my patient could have 
an electrocardiogram. " 
 
Profant, who is in his 50s, now puts together real estate 
financing in Boise, Idaho. 
 
He said he knows of many others who have left or are considering 
leaving medicine.  "My experience in Orange County is that I'm not 
unique at all," Profant said. 
 
CHART: SOME WIN, SOME LOSE 
Washington closed a year-long debate about health-care reform 
with a fizzle, as Congress adjourned without drafting new 
legislation.  But the industry moved forward this year, producing some 
clear losers and winners. 
 
WINNERS       LOSERS 
Managed care companies         Insurance companies 



Primary-care doctors Specialists 
Advance-care nurses        Hospital nurses 
Home-care nurses 
Home health-care providers Hospitals 
Hospital networks      Independent hospitals 
Physician groups                       One-doctor practices 
Pharmacy benefits managers      Drug manufacturers 
Source: The Register  
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BODY: 
Washington may have taken a pass on health-care reform, but 
Sacramento has been chugging steadily along. 
 
Here's a look at the major pieces of health-care legislation in 
California, and how they fared. 
 
A law that went into effect in July 1993 created HIPC (pronounced 
HIP-pick), the Health Insurance Plan of California, for small 
business.  
 
To date, the plan has attracted about 3,900 employers with 
65,000 workers. 
 
The state estimates that about 250,000 people may one day belong. 
 
The plan improved on the insurance that small businesses were 
able to buy in the past.  Plans cannot be canceled when employees 
get sick. 
 
There are no cheap teaser rates with exorbitant increases at 
renewal time. 
 
In fact, the average rate for a business in the HIPC network 
dropped 6.27 percent during HIPC's first year in business. 
 
The plan pools small businesses who can then, as a group, 



negotiate for the better rates that large employers get.  Twenty 
insurance companies are participating. 
 
Businesses with four to 50 employees are eligible to join.  On 
July 1, 1995, three-worker companies will also  qualify. 
 
On Jan. 1, SB1832 will become law.  The bill makes it more 
difficult for HMOs to terminate their contracts with doctors by 
requiring plans to disclose their reasons. 
 
HMOs also will be required to hire medically trained employees 
to review treatment decisions, instead of leaving those reviews to 
nonmedical people. 
 
The law also requires HMOs to pay more for emergency care 
provided outside their doctor networks.  HMOs also must confirm 
within 30 minutes whether a member will be covered for emergency 
care. 
 
AB3801, which was vetoed by the governor in September, would have 
capped profits for HMOs to 15 percent of total premiums. 
 
It was sponsored by the California Medical Association, which 
reported that the amount spent by HMOs on patient care varies 
widely: from 95.3 percent of premiums at Kaiser Permanente to 69.2 
percent at WellPoint Health Networks Inc. 
Prop. 186, which is on the Nov. 6 ballot, would guarantee health 
care for all California residents.  It would create a new state 
agency to collect taxes to pay for health care. 
 
In exchange, individuals and businesses would no longer pay 
insurance premiums.   
 
 
 


