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ABSTRACT

This thesis is an examination of the control variables or key variables
used by the administrators of medical group practices in their activities
of strategic planning and management control in an organization while it
is delivering health care. Also examined is the information that they use
to measure their progress toward their goals on each of their key variables.

Three medical group practices delivering ambulatory care were selected
as particularly appropriate sites for this study. They were:

Keene Clinic, Keene, New Hampshire
Administrator, Stewart Blakely

Rural Health Associates, Farmington, Maine
Executive Director, Clint Conant

Southboro Medical Group, Southborough, Massachusetts
Administrator, Tom Doyle

The methodology used Was to interview the top administrators of these
medical group practices. The ~uestions in the interview were directed to­
ward. producing a picture of how the group practice operated in all areas
relevant to the planning and control activities of the administrator. The
specific focus was on defining the key variables and the information used
to measure them. From these interviews an actual model of planning and
control was constructed for each of the group practices. These actual
models were then compared to a normative model developed by John F. Rockart
in the profit-making and private sector of the economy.

The conclusions reached from this study are:

1. The administrators do not define their management planning
and control activities as falling into the three categories
as defined by Robert Anthony: strategic planning, management
control, and operational control.

2. The administrators select a number of key variables depending
on the situational factors of their organization. They then
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track those variables to ensure the success of their organiza­
tion. The variables change over time, vary in controllability,
and vary in priority of importance. The information systems
underlying these variables are formal and informal, providing
specific and nonspecific data.

3. As the group practices grow and become complex organizationally
more of the components of Rockart's normative model will be
formally defined and adopted.

4. The objectives of these organizations are clearly understood
by both the physicians and the top administrators •

.5. The managerial styles of the administrators are characterized
by aggressiveness and openness to change and new ideas, espec­
ially if they are cost justified.

6. While all the administrators are aware of the importance of
strategic and long-range planning systems, they are in various
stages of initiation and implementation because of limited res­
ources.

7. These groups are successful in meeting their objectives although
their planning and control activities are not always explicitly
defined and organized into formal systems.

8. There is a definite need in the future for a greater anticipa­
tion of the problems and needs of the demands for health care
facing their organizations.

9. The planning and control systems appropriate to private, for­
profit businesses are also appropriate for health care organi­
zations.
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I. INTRODUCTION

A. Purpose

The purpose of this paper is to examine the control variables or key

variables used by the administrators of medical group practices for

strategic planning and management control in an organization while it is

delivering health care. Also examined is the information that they use

to measure their progress toward their goals for each of their key var­

iables. After isolating the variables, one important question is: Are

the actual models of planning and control that the administrators use

successful in light of the individual characteristics of their situa­

tional setting? The other important question is: Are there significant

similarities and differences among the actual models, including the key

variables, which are important for health care planning and control

systems in general?

The purpose of this paper will be achieved by comparing the admin­

istrators' actual models of planning and control to normative models

developed in the profit-making private sector of the economy.

B. The Framework Used for Analysis

Management control systems have traditionally been oriented toward

budgeting and finance. In other words, a manager would have a specific

goal or set of goals such as a net profit of 10 percent, an increase in

market share of 15 percent, or a return on investment of 12 percent.

His bedget is drawn up to help him to meet these specific goals and his

success or failure is measured by his ability to attain the goals.
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While in the short run he may be permitted to fall short of the specific

targets, in the long run his promotions and even continued employment

with the company are in serious jeopardy.

In the health care industry, a "not for profit" business, this con­

trol has traditionally been more informal and less well defined. A solo

practitioner operated on a cash basis and what was left over in his

checking account after paying the bills was his income or "profit."

Hospitals and private physicians used a cost-plus system whereby the

charges were simply increased, especially in laboratory and x-ray, to

cover total expenses.

Management control in health care was ill defined because of the

life-and-death environment with "quality" the important measure. The

goal of most medical care providers was to deliver quality health care,

which is difficult to measure and differs from physician to physician

and hospital to hospital.

The.traditional concept of management control in medical organiza­

tions has been changing because of the pressures created from the present

trends 1 in the health care industry, such as soaring costs, rising con­

sumer demand, governmental regulations, the changing needs of medical

professionals (e.g., physician free time and consultation among physi­

cians), and the changing roles of health care providers (e.g., the use

of paraprofessionals). As a result, group practices have grown in

number and size, medical centers and hospitals have flourished, and the

number of solo practitioners has decreased.

Now that the organizations are larger and more complex and cost
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considerations are critical, management control has become especially

important in health care. The tendency is to look toward the profit

making sector for management techniques that will be useful. There,

management control is moving away from only financial variables to a

mixture of qualitative and quantitative variables to reflect the dynamic

internal and external environment of the organization. An effort usually

is made to integrate management control into an organization-wide strate­

gic planning system which consists roughly of objective setting, alterna­

tive plans, a choice among alternatives, and evaluation of the chosen

plans.

Given the above situation, the analysis in this paper will use two

frameworks or models developed in the profit-making sector. They are the

most advanced and appropriate frameworks for the health care industry and

are the drawing together of the ideas and research of major authorities

in the planning and control field. The frameworks are:

1. A structured framework for analysis, including a definition of

the management control variables, from R. N. Anthony1s Planning

and Control Systems: A Framework for Analysis. 2

2. A process framework of analysis based on J. Rockart's "Planning

and Control Component Model,,3 and "An Analytical Sequence: Seven

Critical Areas to Note in the Diagnosis or Design of Planning

and Control Systems.,,4

For the purposes of this discussion, the general meanings of struc­

ture and process will be those used by Peter Lorange for planning

systems. 5 Structure is defined as the delineation of the major categor-
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ies of management activities for planning and control. Process is

defined as how these management activities are actually carried out~

with the management control activity as a focus.

It is important to note that Rockart's Planning and Control Component

Model is a drawing together of other theories and frameworks. His model

is used since it not only incorporates the most recent thinking in the

area but specifically pulls together the structure and process models

into a model where all the components are defined in relative detail. He

also defines the areas of this model critical for the purposes of diagno­

sis and design of planning and control system. Reference will be made to

the other theories and frameworks whenever a particular element of anyone

model will be helPtul in clarifying the specific components of Rockart's

model.

1. Structured Framework for Analysis

Anthony views management activities in planning and control as a

broad continuum with planning on one end and control on the other. How~

ever~ for the purpose of clarification he groups all planning and control

activities into three major categories: strategic planning~ management

control~ and operational control.

Strategic planning is defined as: "the process of deciding on objec­

tives of the organization, on changes in these objectives, on the re­

sources used to attain these objectives~ and on the policies that are to

govern the acquisition, use and disposition of these resources.,,6

The area especially pertinent to this paper is management control,

which Anthony defines as: "the process by which managers assure that
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resources are obtained and used effectively and efficiently in the

accomplishment of organization's objective.,,7

At the end of the continuum he places the remainder of management

activities in his third main category, operational control, defined as:

lithe process of assuring the specific tasks are carried out effectively

and efficiently.1I8

He defines the major characteristics of these categories as:

a. The scope of the activities. Management control is involved

with the total operations while strategic planning focuses only

on a portion. Operational control focuses on a single task or

operation.

b. The degree of structure. The management control process is

rhythmic and recurring while strategic planning is irregular,

reacting to a new idea or specific problem. Operational control

is a highly structured system with specific rules and procedures.

c. Nature of the information. Management control information is

based on money as a common denominator and results from internal

coordinated and integrated systems that are consistent and on­

going. Strategic planning information is basically external and

imprecise and the data are gathered only once for each specific

plan. The information in operational control is often non­

monetary; it is exact and collected as the event happens or in

"real time. II

d .. Organizational relationships. In management control, interact­

ions among people are heavily line oriented with communications
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as wide and complete as possible. In strategic planning they are

heavily staff oriented; communications are simple and involve

relatively few people, mostly at the top of the organization. In

operational control the communications involve a few people work­

ing on a specific task and the immediate supervisor.

An example of strategic planning activity in health care is a group

practice's decision to provide care in a new specialty area by hiring a

new physician. This would be a strategic decision if such a provision of

service meant a major change in the strategy and direction of the organi­

zation. Previously it may have limited itself to only one or two spe­

cialty areas, since it did not want to become a major source of care in

the area or the physicians did not want to practice in a larger, more

complex organization. (Even the hiring of several new physicians in the

same specialty or subspecialty of a three-physician practice might be a

strategic decision if the objective was to become a large specialty group

with the latest technology, many highly skilled physicians, and a large

support staff.)

In hiring a new physician in a new specialty area, however, the con­

cerns would be whether he could work with other physicians in the organi­

zation and whether there would be enough patients or demand to cost justify

his services. The necessary information would be collected from the

physicians but also to a large extent from the environment, in regard to

population trends and other health providers in the area. The decision

would be made by the physicians or the board of directors with some input

from the administration.
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An example of management control activity in health care would be the

tracking of the efficiency of operations, for instance, comparison of

current income and expenses of the total operation with those budgeted.

Such a comparison would be made monthly with financial information and

collected regularly from the business operations. Primarily involved in

this activity is the administration, board of directors and/or physicians

only when major variances occur that need major alterations in the plans

and projects.

An operational control activity might be the pulling of medical

records. This would involve the clerks and supervisor in the medical

record room and possibly the next line administrator or department head,

and would focus upon the number of medical records pulled per day per

physician.

2. A Process Framework for Analysis

Rockart's Planning and Control Component Model (see Figure 1) is

divided into three major processes corresponding to Anthony's three

management activity categories: strategic planning, management control,

and operational control.

Rockart defines strategic planning as the process of the creation of

programs after top management (physicians and administrators, in this

study) examines its environment, objectives, organizational characteris­

tics, and existing programs. This is a broader definition of strategic

planning than Anthony's because the total organization and its environ­

ment is considered when programs are defined. In 1964 Anthony limited

the view to only that portion of the organization and environment
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Management, MIT, Cambridge, Mass. 1976.
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affected by the particular program under consideration. The present

viewpoint, also supported by Vancil and Lorange9 is that the effect of

one program on another is extremely important and therefore all programs

must be viewed together as a "portfolio."

The Vancil and Lorange Model 10 is specifically defined for large

multidivisional corporations which are engaged in long-range, strategic

portfolio planning. Some of their basic concepts, however, help to

clarify strategic planning in any size of organization and are encom­

passed in Rockart's model. In addition to the portfolio concept, they

define planning as a second concept that involves scanning the environ­

ment and adjusting the objectives and organizational structure whenever

the environmental information indicates a change is necessary.

Another important concept is that of the narrowing down of strategic

options. In other words, the process of strategic planning is the

selection of alternative programs to create a limited set of programs

that the organization can carry out to meet its objectives.

A final concept is that the objectives of an organization are not its

goals. The objectives are the broad strategies and policies of the organ­

ization often stated in its charter or at the beginning of the planning

process by the corporate management. Objectives include expansion by

acquisition, financing by external sources, concentration in high-tech­

nology businesses, and social concern for the quality of life. Goals of

such an organization would be the specific determination of targets after

the programs are selected. These targets might be 15 percent growth in

market share or a net profit of 10 percent.



In the example of a health care strategic planning activity as being

a decision to provide care in a new specialty area, Rockart's model would

stress the comparison between this decision (or program) and a range or

portfolio of alternatives. The alternatives might be hiring a new physi­

cian, contracting with other providers, or abandoning another specialty

area to use limited resources for provision of this particular care. The

information necessary to make the decision would come from a continual

scanning of the external and internal environment, including the progress

of existing programs. The environmental information, for example, might

well result in the selection of the second alternative: to contract for

this service with a physician in a nearby medical center because there

are not enough patients in the community needing the special care and

office space is just not available. Whatever alternative is selected,

would have to comply with the broad objective of the medical group prac­

tice to provide quality care.

The management control process is defined by Rockart as involving

the setting of subprograms, defining of key variables for each program

and subprogram, defining of plans of action for each subprogram, and

instituting of a planning, tracking, and reporting system based on the

management information system. The setting of the subprograms may be

strategic, in that they point the organization in an entirely new direc­

tion; or ongoing in that they only improve upon current activities with

no change in the present direction of the organization. This breaking

down of the major programs is a process of setting specific objectives,

considering the appropriate organizational form (e.g., cost centers,
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profit centers, investment centers, matrix), and allocating the necessary

resources.

For example, a subprogram might be a marketing strategy to increase

the market share of a particular product or the financing and purchasing

of new equipment to increase production. It is especially important to

note that the input to this component comes from top management in the

strategic planning process, from the department level, and from levels

below. Communication is hierarchical, and the subprogram is finally

shaped by information input from bottom and top in an interactive process.

Key variables are defined as the critical success factors or varia-

bles to be controlled in a subprogram or "what must go right" for the

organization to successfully meet its objectives. The goals of the organ-

ization are the specific targets set for each of these key variables, and

the purpose of management control is to measure by some "yardstick" or

instrument the progress of the organization toward anyone goal for a key

variable. For example (see Figure 2), an objective of the group practice

might be adequate income to physicians, efficiency of operations would be

a key variable, a measuring instrument would be the collection ratio (the

percentage of accounts receivables collected), and the goal would be 90

percent.

The process of selecting the key variables is difficult because

success factors differ from program to program and from manager to man-

ager. Consequently some controversy has arisen as to just what consti-

tutes a key variable.

Lorange and Scott Morton define key variables as "operational measures

that reflect the goals of the organization. llil They are a result of the



Fjgure 2

Interrelationship between the Components of the Long-Range Planning and
Hanagement Control Processes

I
I-'
'::0
I

(c)
Next
Year's
Plan

Short-Term
Performance Tracking

of Plan Accomplishment
Process

°n-

______ . (b)

Control Variable
Identification

Process
(B)

Short-Term
Direction Set,t,incr

"I ...
Process

(C)

'--I
Kev VariableI Id~ntific8tion
Process

L1--J
I :g-R1ing~

Last (f) I Planning
Year's .. Process

Performance L ~_J

(e)

Source: Lorange, Peter, and Hichael S. Scott Norton, HA Framework for Vi8nagement Control Systems, II

Sloan Management Review, Fall 1974.



-19-

long-range planning process. Control variables in the management control

process (see Figure 2) are identified as those key variables that are

controllable by management (change in market share) versus key variables

that are uncontrollable (a product innovation by competitors). In actual­

ity, uncontrollability of the latter example might not be valid because

some influence can be exerted: for instance, producing an item that com­

petes directly with a competitor's new product or lowering the price of

your substitute product. Governmental regulations, generally considered

uncontrollable in the past, are coming to be viewed as key variables

controllable through lobbying and other influences on Congress.

Rockart's next component in the management control process is the

establishment of a planning and reporting system. The planning system

might be short range (one year) or long range (two to five years) and

would project the subprograms into specific plans of action over a cer­

tain period of time. Specific goals would be set for each of the plans

of action along the appropriate key variable. A reporting system for

tracking and evaluation would be set up. This system would provide for

a systematic analysis of the information received from the management

information system (MIS) so that a manager would ensure ongoing feedback

and evaluation for each plan of action. While Rockart (Figure 1) does

not provide for explicit feedback paths of communication, he does recog­

nize that control is maintained only if there is feedback on measures of

human performance, the productivity of the organization, the nature of

decision-making, and the rapid isolation and definition of problems.

Lorange and Scott Morton (see Figure 2) define the setting of short-
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run goals as a separate process from control variable identification and

define it as Short-Term Direction Setting. For multidivisional corpora­

tions, this is one of the later stages in a systematic narrowing down of

the wide number of business opportunities,immediately facing the corpora­

tion, into a single set of proposed business actions. Input comes from

top management in the long-range planning process but also included is

input from divisions and departments, usually a responsibility center,

which feed their short-term goals and plans to divisional management for

integration. This process is also interactive in that plans my be sent

back down for modification and clarification. The final result for all

levels is a budget.

Lorange and Scott Morton define the next step as Short-Term Perform­

ance Tracking and Diagnosis. Performance is measured by recording devia­

tions. In recording the deviations each control variable is measured, a

decision is made as to how much of the deviation is controllable and by

whom, and how much the deviations are uncontrollable is determined so

that adjustments can be made. Then explicit corrective actions (arrows

(b), (cc), (d), and (e) in Figure 2) will be taken which may result in

revision of resource allocation, major revision of short-run plans, or a

significant reshaping of next year's plans in accordance with the devia­

tion.

Considering the components of management control discussed so far, a

comparison of Rockart's management control model with the Lorange and

Scott Morton model indicates that the critical activities of identifying

key variables, setting of goals, defining the short-range plans, and the

establishment of tracking or reporting systems are present in both
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models although not necessarily in the same order. Rockart's model also

includes a subprogram component separate from the plans of action and an

MIS as a necessary component. Lorange and Scott Morton's model describes

specific feedback loops from the tracking component not only to the

present plans of action but to next year's plan and to the long-range

planning process.

These additional components help to define the management control

process in detail and help to clarify the processes that actually occur

in organizations. Present research, however, does not indicate whether

all the components in both models must appear in a particular order or

even if every step must be present for successful control. While this

study helps to shed some light on this area for small nonprofit organiza­

tions in health care, there is a need for considerably more research.

To return to Rockart's management control process, the final compo­

nent is the management information system. It is especially important

since this information underlies the entire planning and control system.

At first glance this would appear to be the simple collection of informa­

tion on pieces of paper and/or in computer storage facilities. The

really difficult problem is in defining the kinds of information needed

for decision-making in each component in the planning and control pro­

cess. Since Rockart's concept of such a system relies on some of the

earlier research, the important developments will be briefly discussed

here.
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Table I

Information Requirements by Decision Category

Characteristics
of Information

Operational
Control

Management
Control

Strategic
Planning

Source

Scope

Level of Aggregation

Time Horizon

Currency

Required Accuracy

Frequency of Use

Largely internal --------------

Well defined, narrow ----------

Detailed ----------------------

Historical --------------------

Highly current ----------------

High --------------------------

Very frequent -----------------

External

Very Wide

Aggregate

Future

Quite old

Low

Infrequent

Source: Gorry and Scott Morton, Framework for Management Information
Systems.

A helpful framework for much of this research is that proposed by

Gorry and Scott Morton.

a. The information requirements are grouped into Anthony's three main

categO'ri,l?s and summarized' in. T.able 1. Strategic Jnformation' is exter-

nal to the organization, comes from a wide variety of sources, is

broad, aggregate information, and for estimates of the future, is used

infrequently. On the other hand, the information for operational con-

trol is specifically defined, narrowly focused, comes from within the

organization, is used frequently, and tends to be more accurate.

Management control information falls somewhere in between.

b. On the other dimension the kinds of decisions facing a manager

fall along a continuum from programmed to nonprogrammed, concepts
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originally defined by Simon as follows: l2

Decisions are programmed to the extent that they are
repetitive and routine, to the extent that a definite
procedure has been worked out for handling them so that
they don't have to be treated de novo each time they occur
Decisions are nonprogrammed to the extent that they are
novel, unstructured, and consequential. There is no cut
and-dried method of handling the problem because it has
not arisen before, or because its precise nature and
structure are elusive or complex, or because it is so
important that it deserves a custom-tailored treatment.
By nonprogrammed I mean a response where the system has
no specific procedure to deal with situations like the
one at hand, but must fall back on whatever general
capacity it has for intelligent, adaptive, problem
oriented action.

Gorry and Scott Morton use the terms "structured" and "unstructured"

for "programmed" and "unprogrammed," so that they are not confused with

programmed problem solving by computers. Integrating Anthony and Simon's

theories they then develop their own framework (see Figure 3). It is

particularly important to note that the most important decisions for

managers to make are unstructured and occur within the strategic planning

and management control areas. Most of the management information systems

in the past have dealt with the structured operational control cell. The

line between structured and unstructured is continually being pushed

toward the structured end as our knowledge about decision-making is in-

creased.

In addition it must be remembered that most managers have enough

information now if not too much. The real problem is to train them in

the decision-making process and help them to learn how to organize and

select the information already available to them. It is mOIB difficult

in the unstructured areas where the information needed for a decision is
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Figure 3
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not well defined. This is in direct contrast to the structured-opera­

tional control decisions where the decision process is well defined and

based on rules and procedures that are often computerized.

Rockart would agree with this basic concept that information can be

classified into cells defined by structured and unstructured on one

dimension and strategic planning, management control and operational

control on the other. His research has helped him to define the computer

technology and computer models available for MIS in each of these cells.

From his research in the health care industry, he sees the information

(see Figure 4) actually being used as falling principally into the

structured-operational control cell with some spillover into the struc­

tured-management control and unstructured-management control and -opera­

tional control cells. Computerization generally includes accounts

receivable, billing, and laboratory results. There are formal paper

systems for gathering the information for medical records, scheduling,

general ledgers, budgeting, and physician productivity.

His research has also shown that the information in health care

institutions is of two main types and purposes: (1) medical information

to be used by the medical staff and (2) administrative and financial

information to be used by the managers. There is some overlap in the

usage of the information and there is a general trend toward a centrali­

ation of both kinds of information into one computerized data bank.

Within the data bank the information may be grouped into logical families

(e.g., patient accounting, resource accounting, general ledger, budgets,

profit and loss statements, and fund and grant aocounting) where the

information is used together for similar purposes and often by the same
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Figure 4
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people. At present, however, the majority of health care institutions,

including the medical group practices described in this paper, maintain

the medical records in the medical record room and the administrative

and financial information principally in the business offices.

An example of management control process in Rockart's model in the

health care field would be the institution of a new credit collections

procedures. The key variable would be the efficiency of operations, the

goal would be a 90 percent collection ratio, the short-run planning and

tracking or reporting system would be the reports of the collections by

month from the collection and credit department which would be monitored

by the administrator. The information could come from an accounts re­

ceivable and billing system or from the collection and credit department

in daily production reports or logs.

The operational control process is defined by Rockart as the setting

up of specific tasks, measuring of the output, and the transfer of the

data to the management information system. The particular components

involve the supervisors and the people performing the tasks who report

directly to them. The output is usually readily measurable and is col­

lected or recorded daily or hourly. Composite reports are then trans­

mitted as part of the MIS (according to a formal set of rules and proce­

dures) to the central data bank for the people responsible such as the

administrator.

An example of the operational control process would be, first, the

definition of the task component such as the maintenance of an appointment

book by the receptionists. The output would be an accurate appointment



-28-

book containing pertinent information and available as input to the

medical record room for another task at a specified time. When signif­

icant inaccuracies are found, the receptionist's supervisor would be

alerted by the supervisor of the medical record room or the physicians.

The output or appointment book as part of the MIS is input to both the

medical record room and often to the business office if patient demo­

graphic information is needed before the patient is actually seen by

the doctor. The control function can be clearly defined by time and

volume demands for the efficient operation of the organization.

Given this model, Rockart then defines an analytical sequence for

evaluating planning and control systems by isolating seven of the crit­

ical areas for diagnosis: goals and objectives, strategy, organization,

key variables, reporting and information systems, motivation, and imple­

mentation. The questions. to be asked are:

-

1. Goals, Objectives

2. Strategy

3. Organization

4. Key variables

Is top management clear on what it wants the

organization to be and do? Is this differen­

tiated for each suborganization?

Is the conceptual route to the goals and

objectives well designed?

Is the corporation (division, department)

organized to meet the needs of the environ­

ment? Is the proper financial organization

(costs, profit, investment center) being used

to optimize motivation and market response?

Have these been selected to provide a clear

attention focus? Do the organization, man-



5. Reporting and

information

system

-
6. Motivation

7. Implementation

-
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agement process, etc., help the organization

to do well on these few factors?

Is the right level of information (detail,

timing) provided to each level of management?

Is information gathered from the places where

it exists?

Most important, how does the system motivate

managers? Does it promote goal congruence?

Are the proper time and energy spent on edu­

cating managers in the use of the planning and

control system? Are the top executives using

the system as a tool?

-

c. Methodology

1. Selection

The criteria used for selecting the participating medical group prac­

tices were the heterogeneity of the groups as to size, kinds of medical

specialties being offered, number of years the group was in existence, and

the presence of a dynamic and successful administrator. The limitations

on selection were willingness of the administrator to spend his limited

time in interviews and the traveling time necessary for the interviewer

(within a few hours' driving time of Boston). Another limitation was the

author's awareness of the group's existence, since there were insufficient

resources to do a broad survey followed by a study of a large number of

practices. It must be stressed that there was no effort to find groups

with specific or unusual problems but that the interest was in how a
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successful administrator maintained control. Success was measured not

only by a lack of major problems but by increase of physicians and patients

in the practice as well as the personal feelings of satisfaction expressed

by the administrators.

2. Method of Data Collection

Open-ended interviews were conducted with the top administrator of each

group practice and those other people in the organization whom he felt

would be helpful. The intent of the interviews was to gather information

about how the practice operated and the activities and concerns of the

administrator, culminating in a direct question as to "what were the man­

agement control variables that the administrator tracked?" This strategy

was used so that the interviewer could gain an overall view of the organi­

zation including the external environment, organizational structure, the

medical staff, goals and objective, support staff, operations flow by

functions (medical records, business office and billing, receptionists,

and appointments), and the managerial style and background of the adminis­

trator.

When the administrator was asked to define his key variables, an effort

was made not to put the words into his mouth but, by asking broader indi­

rect questions, to elicit the administrator's own personal views. He was

also asked what information was available to him, i.e., how did he measure

each key variable. Finally he was asked to order the variables from most

important or critical to least. This was often difficult for the adminis­

trator to do since some were of equal importance and their critical value

changed over time.

In these interviews, the researcher attempted a deductive approach in
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defining explicitly what model of decision-making (including key variables)

each administrator used implicitly in his management control decisions.

As Anthony, Dearden, and Vancil have discussed13 this deduc~ive approach

is valuable in that it defines the model that the administrators actually

use, providing important input for the development of theories and norma­

tive models.

The actual interviews were conducted for two to three hours at a time

with periods of hours or days between. During the gaps the interviewer's

notes were reviewed and misunderstandings or holes in the information

were then cleared up in another interview or telephone call.

During the interviews the interviewer was made acutely aware of the

time pressures on the administrators through telephone calls, employees

asking questions, and overt comments by them as to how busy they were.

This often limited the detail of the answers but seemed to be offset by

the administrators' interest in the interview topic itself and in describ­

ing their activities.

3. Some Possible Weaknesses in the Methodology

How accurate is the information that is elicited in an open-ended

interview? It may be influenced by the interviewee's desire to look

good to someone who is going to write down their answers, who is from

MIT, and who is a woman. But of more significance in this situation is

the lack of a common definition in the interview as to what are manage­

ment control and control variables or key variables. Some effort was

made to overcome this confusion by means of probing questions asked

after the, direct question about key variables was put. This technique
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seemed relatively successful since the administrators readily brought out

their emphasis on the efficiency of the operations, but often only after

further questioning would they begin to discuss really how important

governmental regulations and other variables were to them.

Another question may be why not homogeneous groups? In other words,

there is more control of the situation by holding other variables constant.

For this study it does not seem to be an important constraint since the

results may be more meaningful and generalizable when based on heterogen­

eous groups. It is not a study to determine how the variables will differ

if one independent variable is changed with the others held constant.

Is there a bias due to retrospective assessments? Has the view of

the administrator changed over time? As he looks back--and he must, to

grasp the ongoing nature of management control--does he see his important

variables as the ones he would have liked to have controlled but did not

have the time or the proper information to do so? This is almost impossi­

ble to determine because of the dynamic nature of the management control

activity within which the variables are constantly coming into being or

are downgraded in importance.

Finally, it should be noted that two of the groups had been studied

before, one of which had been studied many times, while the third had not

been previously involved in a research project. This may have constrained

an administrator from a previously studied group who had put in a lot of

time and effort and received very little return in practical benefits.

At the same time, the administrator of the group who had not been studied

may not have known what to expect and was therefore reluctant to be as
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open in his answers. This aspect is impossible to measure or constrain

in a limited study, and it seems unlikely to bias the results to any

significant degree since the administrators even with their time con­

straints were highly motivated to participate and were exceptionally

cooperative. Also, they were especially open to change and new ideas.
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II. RESEARCH FINDINGS

For each group practice a brief overview will be given to provide a

setting for the reader. Following the overview the data will be reported

for that specific clinic grouped under the seven critical areas for diag­

nosis as proposed by Rockart.

Although the group practices in actual fact often use the terms goals

and objectives interchangeably, for this paper objectives will be defined

as the broad goals of the organization. Objectives, for example, might

be to provide quality care to the patients and an adequate income to the

physicians. A key variable might then be the efficiency of operations;

one measure of that variable might be the collection ratio of accounts

receivable and the goal would be 90 percent or over in anyone year.

Figure 5 illustrates this definition. It is important to note that there

can be many different measuring instruments for anyone key variable and

that the goals are specific and may be changed from time to time as a

result of experience.

A. The Keene Clinic

1. Overview

In 1948 the Keene Clinic was founded by six physicians who believed

they could practice better medicine and render more diagnostic and treat­

ment services by practicing together. This group practice is organized

as a for-profit corporation owned by the physicians.

The original clinic building was a house to which an addition was

made. The facility served a staff of ten physicians very adequately.
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About 1966 the clinic undertook a program to define explicitly goals and

objectives and to exami~the clinic's responsibility to the community.

As a result, additions to the medical staff were planned in 1967. A

nearby house was rented which provided offices for three additional ppysi­

cians. In 1970 a small office building was leased which provided offices

for five more physicians. Long-range clinic building plans had to await

a decision by the local hospital regarding its future building plans.

Finally in 1971 the construction of the new community hospital began.

The clinic acquired eight and a half acres adjoining the hospital's site.

Construction of a new $1.2 million clinic building to house 32 physicians

began in April 1972 and the building is presently occupied by a medical

staff of 30.

The Keene Clinic, located in Keene, N.H., with a population of about

22,000 delivers health care in 13 specialty areas. It is estimated that

the clinic serves a population of 87,000 to 100,000 residing principally

in Cheshire County in southwestern New Hampshire. This area has diversi­

fied industry including light engineering, textiles, tourism, and some

agriculture. The patient population is increasing at an average of 5,500

per year, and the Keene Clinic now provides 80 percent of the health care

in the area.

With 95,000 patients, the clinic was processing about 54,000 billing

transactions in March of 1975 (an increase of 69 percent since March 1970).

The 13 medical specialty areas are listed in Table 2.
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Table 2

Medical Specialties at Keene Clinic

Specialty Number of Physicians (full-time)

Allergy 1

Anesthesia/Adult Medicine I

Family Practice 4

General Surgery 2

General & Thoracic Surgery 1

Internal Medicine 6

Neuropsychiatry 1

Obstetrics-Gynecology 4

Ophthalmology 2

Orthopedic Surgery 2

Otolaryngology 1

Pediatrics 4

Urology 1

Total 30

Medex 1

2. Seven Critical Areas

a. Objectives

-The physicians will provide comprehensive medical services of the

highest quality within the group practice setting.

-Clinic staff will be medical advisors as well as medical consult­

ants.
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-Changes in the staff and facilities will be to provide better

patient care.

-The clinic staff will be encouraged to contribute to medical

knowledge and teaching.

-The clinic staff will support community involvement both in

medical and civic affairs.

-The physicians will be provided with an adequate income related

to productive effort.

-The physicians will be allowed a reasonable amount of time for

social and personal activities.

- The clinic staff will fulfill its obligation for the welfare

and security of its employees.

The objectives of the Keene Clinic, paraphrased above, are explicitly

written down in broad terms and then described in detail. They make up a

30-page document.

b. Strategy

The strategy of the clinic's staff to maintain high quality care

is careful recruitment of new physicians. When a new specialty area is to

be p~ov~ded at Keene's Clinic, this formal recruitment procedure is used.

Once the physician becomes a full member (investing a substantial amount

of capital), there is a concern to keep the organization financially

viable. The physician is now a stockholder in the Keene Clinic Corpora­

tion. He can also buy into the realty trust that owns the bUilding which

the group practice rents. He is encouraged to do this so that when a

number of physicians retire or leav~ both the group practice and the
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realty trust do not face a major loss in financial assets.

Another strategy for maintaining quality care is to provide a

stipend and time off to each physician for further education.

The construction of the new bUilding was a strategy to provide

facilities for the good practice of medicine and for the expansion of

the number of health specialty areas to be offered by Keene Clinic.

Efficient operations are maintained by a strategy of careful

attention to daily operating details. Adjustments are made immediately

including the adoption of new technology when it can be cost justified.

Also, the support staff are given a great deal of responsibility for

their daily tasks with broad overall supervision by the administrator.

The strategy used in relations with the community is generally

one of waiting for the community to come to the clinic staff with re­

quests or suggestions which are then met if at all possible.

c. Organization

The group practice is a for-profit centrally organized corpora­

tion (see Figure 6) with the administrator responsible for all the support

personnel as well as many of the medical support staff (i.e., nurses,

laboratory technicians, and x-ray technicians). In spite of the centra­

lized organizational chart, in actual practice the supervisors in each

department are given considerable responsibility for day-to-day operations

and all the employees are encouraged to organize their tasks in wa~com­

patible both with their needs and interests and with those of the clinic.

While the administrator has the responsibility for the day-to-day opera­

tions, he concentrates on problem solving and the making of critical
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decisions. The laboratory and x-ray technicians are also supervised by

physicians, an arrangement that gives some matrix character to the organi-

zation, which is important for a medical and nonmedical divison of labor.

While a medical organization such as this is not organized into

profit centers, various departments have recently been designated as cost

centers, with the initiation of a new cost accounting procedure.

The decision-making process involves the Board of Directors*

for strategic planning and policy decisions. For example, decisions

about nonroutine capital expenditures, new personnel policies, establish-

ment of medical procedures, and the setting of physicians' fees. The

Board also relies on the Finance Committee, Personnel Committee, Planning

Committee, and Practice and Procedures Committee (all made up of member

physicians) for input when making decisions. Some of their decisions are

operational in nature, such as approval of the budget. The administrator

makes the day-to-day, organization-wide operational decisions (including

financial ones with input from the Board of Directors and the physician

committees when necessary). For any major decision such as voting in a

new physician member or building a new building, all the physician mem-

bers (stockholders) vote. Action is taken only unanimously.

The managerial style is one of close attention to detail, a

negotiating relationship with the physicians, and the encouragement of

employee participation in task design and measurement. The administrator

*The Board of Directors consists of four full member physicians who serve
four-year rotating terms with the third year as president. A fifth di­
rector, elected from the newer stockholders, is appointed to the board for
a one-year term. Three laymen from the community serve on the board.
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is a patient facilitator open to innovation who likes a dynamic environ­

ment with challenges, in spite of the fact that many of them are crises.

This style has certainly been compatible with the kind of external and

internal environment that he faces.

The financial resources available to the group are adequate since

the practice is operated efficiently. This has provided the necessary

resources for the practice to continue to grow until it is a major health

provider in the area. Physicians have received an adequate income,and

capital funding for financing the new building was obtained through local

bank loans.

Technological resources are available but not utilized as soon as

they might be because they cannot be cost justified. For example, a com­

puterized billing system was instituted when the old system could no longer

handle the increased number of transactions and when the costs could be

covered by operating income.

Human resources are more than adequate since the practice has no

trouble attracting competent physicians willing to work in a group practice

setting and support personnel who like the flexible work schedules, job

security, and the prestige of working in a medical facility.

The environment that the organization operates in is one of an

increasing demand for medical specialties, small but steady increase in

the population, increasing governmental regulations as to what services

they can provide and what fees they can charge, and quality assurance

reviews. There are very few solo practitioners in the area and the other

major medical service is prOVided by the 175-bed Cheshire Hospital next
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door. There are problems with the relationship to the hospital since the

group is viewed as a natural competitor for laboratory and x-ray services.

At the same time Keene Clinic physicians treat patients at the hospital,

help to cover the emergency ward, and participate in hospital clinics

(e.g., prenatal, crippled children, cancer, and TB).

d. Key variables

The first critical success factor and the most important one

for the administrator at this time is governmental regulation. The princi-

pal regulation involves the Health Service Agency (HSA), a result of P.L.

93-641, the National Health Planning and Resources Development Act of 1975,

which haS yet to be designated by the governor. The responsibility of HSA

will be effective planning and development of health services, manpower,

a~d facilities in its area. The law, while supplying the HSA with huge

sums of money (until the President slashed the funding levels), is vague

as to specifically how HSA will plan and develop health services. The

agency, however, will administer the certificate-of-need program, assess

the health services available, and set up or work closely with a rate

setting commission.

Another regUlation anticipated as coming soon is the creation

of a PSRO or similar concept applicable to the practice of medicine in a

medical group practice. Also important under governmental regulation are

the state statutes presently being passed, such as a licensing law for

agencies performing medical laboratory tests. While Keene Clinic has its

own voluntary quality assurance program in the laboratory as recommended

by the pathology association, the clinic physicians must be aware of what
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is in the laws and be prepared to meet their requirements.

The second variable is efficiency of operations, which has been

an ongoing control variable and must be a success for any of the other

variables to be important. The patients' view of the group practice is an

important third, ongoing variable. The fourth variable is Keene Clinic's

relationship to the hospital, which, while important, is difficult to con­

trol satisfactorily and even to measure at times. With the advent of the

malpractice insurance problem the administrator of the Keene Clinic antici­

pates the justifiability of health care diagnosis and treatment as a poten­

tially important control variable. It not only affects costs but how the

physicians practice medicine. Finally, the last key variable is the

relationship to the community which is difficult to measure and not con­

sidered so critical since the group is established and growing.

e. Reporting and information sy~tem

With regard to governmental regulation, external information

as to what is happening politically is collected informally and intermit­

tently as rumors, articles, and governmental officials bring this informa­

tion to the attention of the administrator. For example, The New Hampshire

Medical Group Management Association is being sought out by agencies who

will provide a speaker to present their case for being designated the HSA

by the governor. A great deal of information is exchanged informally

among the members of the association because the group is closely knit

and has a strong esprit de corps. The need is felt for clinic manager

representation on the HSA board to set up a formal channel of information

flow and for some control or influence over this key variable.
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To control government regulation there is a need for "hard

facts" from within the clinic. The administrator is already instituting

a cost allocation procedure to collect information formally about direct

and indirect costs by physician, by specialty, and by visit so that when

the HSA sets physicians' fees the Keene Clinic will have reliable data on

which to base its arguments. For some time a formal review procedure for

medical audits has existed; the Medical Audit Committee consists of six

physician members each of whom review five charts per month so that every

physician in the clinic will have one medical chart audited per month.

This information with the physician's responses is brought to the committee

as a whole for discussion. In addition, the very fact of practicing to-

gether (with a patient's chart being seen by different physicians) helps

to ensure review and quality. This information will be available to any

forthcoming quality assurance governmental body. Some control is expected

to be maintained by the administrator because with a solid base of histori-

cal data he can help define the quality control criteria of the agency.

The information system that relates to efficiency of operations

is formal, with specific procedures and measurable output. It involves a

great number of people and financial resources. The measuring instruments

used for this control variable are described as follows.

(1) Budget variances are provided based on information from the

general ledger accounts showing expenses and income broken out monthly and

year-to-date. In the past, the general ledgers have been manual with the

accounts receivable on punched cards. At present all these accounts are

being transferred to an Edelmans Systems, Inc. A computer and so£tware~SEm
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which also does computerized billing. The goal is, of course, actual

expenses less than or equal to those budgeted or income great enough to

cover the extra expenses. The budget is prepared from last year's finan-

cial reports by projecting possible changes for next year with input

provided by the physicians in informal discussions. A memo is sent out

requesting information which is usually received in one-to-one contacts.

The budget is then approved by the Board of Directors with input from the

Finance Committee.

(2) The amount of time from date of service to the date the bill

is sent out is an important measure. The average time in the past has

been about 30 days. The new billing system has helped to reduce this pro-

cessing time by means of a charge ticket created after the appointment is

scheduled. Information from the charge ticket is entered into the com-

puter after the visit has taken place and used for the printing of Blue

Shield claim forms. Already the processing of the Blue Shield insurance

form has been reduced from one week to two or three days on the average.

The specific goal in this area was simply to reduce the prior 30-day time

lapse.

(3) Cost allocation for each medical specialty is a measurement

instrument presently being developed, with no specific goals set as yet.

The costs of the service support departments are being allocated to the

specialty areas and the physicians on the basis of such measures as bill-

ing transactions, x-ray procedures, personnel, and floor space.

(4) The collection ratio (percentage of accounts receivables

that are collected) is a year-end measure that is routinely calculated
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and compared to the Medical Group Management's (MGMA) standard bf 94 to 96

percent. The goal is to do as well or better as the MGMA. In 1975,

Keene's ratio was 92 percent. This information is structured and comes

from the business office.

(5) The percentage of overhead is a broad figure that must be

included but has been difficult to calculate accurately. With cost allo­

cation the information will not be structured and routinely available.

Comparison is usually made with the general goal of that of the MGMA,

which is about 46 percent.

(6) The ratio of the number of support staff to the number of

physicians is another figure that the administrator tracks but reacts to

only when there are major shifts. The goal is the MGMA's of 3.5 to 1.

With Keene's goal of 3.25 to 1, Keene's present ratio of 3.8 gives the

administrator confidence that the clinic is operating efficiently.

(7) Fees generated by physician by type of service are routine

products of the computerized billing system and are used in tracking

income (on a year-to-date basis) for this year as compared to last year.

The goal is to do as well or better than last year to meet the budget.

(8) Return on investment is a measure that the administrator

would like to use since the physicians must put in a substantial sum

when they become full members both in the clinic and in the realty trust.

There has not been enough specific information, time, or financial re­

sources available to do this.

PresentlY,reports available are budgeted and actual figures by month,

income by physician by type of service, and cost allocations.
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The information to measure the key variable of the patients' view

of the practice is often acquired informally or intermittently. One type

is noting if there is any sudden reduction in the number of visits by

patients of long standing. Ongoing information appears in the form of

complaints by telephone or letters which are carefully checked out by the

administrator personally. In addition a questionnaire is sent out now

and then to a sampling of the patients. The results are tabulated and

are shown to those involved (e.g., the business office when the complaint

is about an unpleasant episode with the cashier). The goal is subjective

and a minimum of complaints or a majority of favorable statements would

be considered success. It is difficult to measure since the information

is highly unstructured and based on external opinions.

The information available to measure the key variable of the rela­

tion to the hospital is even more difficult to obtain. There may be direct

complaints from the hospital administrator at the same time that the hos­

pital agrees to use the Keene Clinic's patients' medical record number on

laboratory and x-ray reports. The information may come through the physi­

cians who have had some difficulties in treating a patient at the hospital.

The information is vague, politically biased, and often must be interpreted

intuitively to get an accurate measurement of the situation. The goal is

simply better relations between the hospital and the clinic staff.

The key variable of justifiability of health care and diagnosis

(professional liability) is difficult to meaSure since the information

available is incomplete and consists mostly of fears of and opinions about

what might happen. It is known that physicians are moving out of Califor­

nia, where malpractice insurance is high, and the hypothesis is that the
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potential supply in New Hampshire, where insurance is relatively low, will

increase. At the same time there is very little information about the

effect on the physician's style of medical practice; for example, has he

increased the hospitalization of patients in order to lower his risk?

The possible goal here would be accuracy of information and a decrease in

physicians' risk.

The nature of the information for the key variable of community

relations is unstructured, political, and public-relations oriented. The

information system is informal and intermittent. The inclusion of lay

members on the Board of Directors is one effort to find out what the com­

munity needs and how it views the Keene Clinic. The physicians provide

information to the community by being involved in community activities

such as running for City Council, conducting health clinics, participating

in a radio health-problems talk show twice a week, and treating the indige­

nous for nothing. But these activities do not always provide the best of

communication for they do not impact on a really large number of people.

The information flow is not more comprehensive because the Keene Clinic

staff are oriented toward concentrating on the practice of quality medi­

cine and therefore usually wait to respond to external pressures when the

community initiates communications. The advent of the HSA may force more

community interaction since the agency will be an organized voice for

health planning and services and will provide pressure on the clinic

because it is such a major provider of health care in this area. The goal

is better community relations.
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f. Motivation

The administrator is highly motivated because he has a clear

idea of his goals and their relation to the objectives of the organization.

A safe assumption is that the objectives of the organization are his

objectives. He feels a strong sense of control reinforced by his 20 years

of successful administrative experience. His success is a growing and

satisfied patient population, a new and sophisticated clinic building,

physicians who are satisfied with his performance, a financially viable

organization, and most important, his pivotal role in helping to ensure

the delivery of quality health care.

He is further motivated by an adequate income and a personal

investment in the organization as well as a deep enjoyment in performing

his job.

The information sY9tem specifically helps to motivate this

administrator since it supplies him with concrete facts and answers which

he immediately seeks out when a problem arises. This behavior is most

likely influenced in some part by his training as a controller. He is

also open to suggestions and learning from others. He finds new experi­

ences challenging and interesting just "because he has never done it

before".

The other support staff are also well motivated by the system

because the information they receive is relevant to their specific task.

This is especially true for the efficiency of the operations, where such

measures as number of medical records pulled, the number of new patients

registered, or the number of charge tickets keyed into the computer are
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readily available. When problems arise with a particular task or process,

output information is gathered and adjustments are quickly made. Recently

the registration clerk who collects and checks out changes in the patients

master registration file fell behind. The backlog of corrections was some

2,500. After a record was kept of the type and number of corrections

completed per day, some adjustments were made in the procedures, and this

bottleneck was eliminated. These rapid adjustments, made by the adminis­

tration with the involvement of the personnel themselves, maintain high

morale.

g. Implementation

The implementation of information systems (medical, business,

and financial) has been highly satisfactory because the administrator has

responded to real needs and the system has been tailored to fit the people

who are going to use it. With a relatively small organization such as the

Keene Clinic much of the information is gathered informally and/or intermit­

tently. The success of this procedure depends on the explicitly stated

objectives of the administrator and the organization as a whole and his

ability to incorporate the information into his decision-making process.

This may involve long periods of careful negotiations, expecially with the

physicians, but that is the administrator's forte. Information may be

gathered for a time but the system abandoned when there is no longer a need

for it. This is especially true in strategic planning (a physician's sur­

vey of what new specialties would be covered in the new bUilding) and in

operations control (information was gathered about who was making telephone

calls through the switchboard, tying up the operators and forcing patients
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to wait a long time to get through). On the other hand, the management

control information system was set up to be highly structured. The

information is routinely tracked and action is taken only when a signifi­

cant deviance is noted, for example in the collection ratio.

B. Rural Health Associates

1. Overview

The Rural Health Associates (RHA) based in Farmington, Maine, was

formed in 1971 with the aid of federal funds, in an effort to improve the

deteriorating health care situation in west central Maine. Additional

impetus for forming the group came from OEO sponsorship of a prepaid plan

for low-income residents. The four physicians who formed RHA's original

medical nucleus were committed to forming a closely knit group, with

opportunities for cross-fertilization of ideas, use of new technology,

and the delivery of quality primary care.

Satellite health centers were established in the communities of

Rangeley, Kingfield, and Jay-Livermore. The first two are connected to

the central clinic in Farmington by interactive television and are rou­

tinely staffed by physician assistants. Physicians visit these two

clinics on certain specified days while two physicians are permanently

based at Jay.

RHA is a nonprofit health services corporation governed by a

policy making Board of Directors. The corporation rents the Farmington

building but it desperately needs more room and is in the final stages

of deciding whether to buy another building, lease a building in a
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shopping center, or build next to the hospital which is five miles away

on the other side of Farmington.

RHA, with a total of ten physicians covering five specialties,

four physician assistants, and two dental hygienists (see Table 3) is

serving a population area of about 30,000 plus 10,000 tourists for winter

skiing and in summer rescrts.

Table 3

Medical Specialties at RHA

Specialty

Surgery

Internal Medicine

Family Practice

Pediatrics

Dental Medicine

Total

Physician Assistants

Dental Hygienist

Personnel

1

2

5

1

1

10

4

2

The population is relatively stable in this rural and rather

mountainous area which often experiences severe winters with difficult

travel. The principal industries are lumbering, paper mills, shoe fac­

tories, tourism, skiing, and farming.

The group's present patient population is about 20,000 --4,000

in a prepaid plan (OEO) and the remaining 16,000 as fee-far-service

patients. It processes about 3500 billing transactions per month.
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After steady growth, the patient load has leveled off with the arrival of

an obstetrician~gynecologistand a general practitioner who have set up

private practices in Farmington.

2. Seven Critical Areas for Diagnosis

a. Objectives

The group still maintains the objectives held by the original

physicians formimg RHA, i.e., formation of a closely knit group, cross

fertilization of ideas, use of new technology, and the delivery of quality

primary care. Of particular importance is the commitment to comprehensive

care, which includes patient education, patient outreach, patient care

(the patient takes his own bloed pressure and calls in the results) and

preventive care as well as primary care. A long-term objective is

community recognition and acceptance, which has been difficult to achieve

until now.

b. Strategy

A principal component of the physicians' strategy is openness

to innovation, especially in new technology (the TV communication with

satellite facilities, for example), which has resulted in their partici­

pating readily with research groups from MITRE, the University of Michigan,

and MIT. In addition, they have talked with many individuals who have made

site visits to observe not only the physicians but also the total organiza­

tion and day-to-day operations.

Their strategy to provide quality care also includes the opening of

satellite clinics (which must have financial support during the start-up

period), the extensive use of physician assistants, use of medical proto­

cols, special services to the community such as hypertension clinics, and
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the teaching of health education courses for the University of Maine in

Farmington and in the public schools. In addition they have joined with

the 60mmunity Action Program to provide an outreach service. This depart­

ment is staffed by six people who provide help to low-income persons in

solving health problems of a social nature, such as a lack of good nutri­

tion, lack of transportation to health care facilities, inability to get

food stamps, and drug abuse. To help facilitate these educational and

outreach services they have organized a Department of Integrated Services

(see Figure 7). The corporation grants the physicians and physician

assistants two weeks off each year for continuing education plus a stipend

to help cover expenses.

The strategy to maintain a closely knit group and encourage

cross-fertilization centers around recruiting physicians who are open to

new technology and to communication with their colleagues. Their personal

goal is to practice quality health care. They are also willing to live in

a nonurban area, probably earning less money than they could elsewhere.

Closely knit feelings are also emphasized by the opinions of some commuHity

members that medical group practice is undemocratic. The physicians would

like to improve their relations with the community but can see no other

strategy than just to wait for time to bring about acceptance.

The Executive Director also sees his role as one of being an

advocate for the patients in his meeting with the physicians. His strategy

is always to press for comprehensive quality care, including education and

preventive care and using the latest technology and methods. He continually

seeks out new programs to meet the health needs of the patients. To
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provide himself with adequate time for this important activity he dele­

gates much of the responsibility for the efficient operations of the

practice to two other administrators: The Director of Operations and

Planning and the Business Manager.

c. Organization

The group is organized (see Figure 7) basically along the

two functional lines around the medical staff and the support staff.

These functions are integrated at the top by the Board of Directors and

through the matrix technique, i.e. the use of three committees:

(1) The Policy Committee, composed of the Medical Director,

Executive Director, and the Director of Operations and

Planning.

(2) The Committee on Operations, composed of the Medical

Director, the Director of Operations and Planning, the

Executive Director, the Director of Medical Support, the

Controller, and Business Manager.

03) The Education and Outreach Committee, composed of the

Medical Director, Director of Operations and Planning, and

the Director of Integrated Services.

Broad policy decisions are made by the Board of Directors.

The three committees make the rest of the decisions in each of their areas.

The managerial style of the organization is characterized by

the fact that each administrator operates in his particular area of inter­

est and expertise. The Executive Director is an aggressive innovator who

was most effective during the start-up phase of RHA, establishing it as a
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viable and stable organization. Now he is focusing on the development of

new programs, such as establishing a new satellite clinic, extending the

prepaid plan to non-low-income families, increasing the role of RHA in the

new HSA (he is on the board of directors), helping to write state statutes

(an HMO law for the state of Maine), and lobbying Congress to continue to

provide federal furlding for RHA.

The Director of Operations and Planning works well with people

in the day-to-day operations and is interested in planning. He has insti­

tuted a personnel advisory committee with employee representatives on it to

deal with mutual problems. He has also begun to devise a strategic planning

system by surveying the physicians as to their goals and objectives, what

services they shall deliver, and the ultimate size of the group.

The Business Manager has a great deal of expertise in financial

management and is especially interested in developing a more efficient

business system.

This substantial amount of managerial talent in people open to

innovation and committed to the objectives of RHA, is available because a

portion of the federal funding underwrites their salaries.

From the environment comes strong community and consumer input

to the RHA organization through the Board of Directors. Because of the

OED charter, five directors are elected by the members of the prepaid plan.

In addition there are four members of the corporation and three other pro­

viders in the community. They are concerned about the quality and scope

of the health care provided by RHA, a concern manifested in the adminis­

tration's reluctance to use resources for exceptionally attractive physi­

cal facilities. The move to a new building is motivated by the critical
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need for additional space by the medical staff rather than by desire for a

building. The conservative viewpoint has also developed because the econ­

omy is not booming and Maine has only limited coverage for the poor. Thus

the burden for a very efficient operation is shifted to RHA, especially

for the prepaid plan.

Another important characteristic of the environment is the

number of solo practitioners in the area. There are six physicians in

private practice and four dentists. Six physicians plus the ten from RHA

and a potential patient population of 40,000 results in 2,500 patients

per physician and indicates a slower growth rate for RHA, given the stable

population in the area. The keen competition, with a possible loss of

income for RHA, tends to keep alive the community issue of solo practice

versus group practice. The Executive Director and the physicians, how­

ever, view the competition as good in that it pressures RHA to continue

to provide quality and comprehensive care.

Financial resources are available both from federal funding

and from the management of an efficient operation. Human resources are

exceptionally capable, drawn to this group because of a commitment to the

mission of RHA. The group is open to new technology in both medicine and

business, the only real constraint is that it be cost justified. For

example, the TV communication with the satellite clinics, initially funded

by an outside grant, is now maintained out of operating income and the use

of a NCR-399 machine for billing and accounts receivable is also financed

from operating income.
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d. Key Variables

The primary key variable for this group is the guality and

comprehensiveness of the health care it delivers. This variable relates

most closely to the "mission" of the physicians, the Executive Director,

and the Boardcr Directors.

A second key variable is federal funding, which is critical

to the survival of RHA and necessitates ongoing lobbying efforts. Indeed,

it is especially critical in light of the economic depression and the

slashing of budgets by the national administration. Another aspect of

this variable is the continuing negotiation of catastrophic coverage con-

tracts with the state of Maine under the new Health Maintenance Organiza-

tion type of state statute for Medicaid patients (statute drafted with the

assistance of RHA's Executive Director).

A third key variable is governmental regulation. Not only is

governmental funding a concern but also are the provisions of the statutes

and their effect on RHA. The Executive Director of RHA, who helped draft

the HMO law, is also on the Board of Directors (69 members presently and

more to be added in the future) of the HSA created by the governor. The

Executive Director anticipates being on the Executive Board (25 members)

which will oversee the day-to-day operations of the agency. These activi-

ties are a critical part of an increasing effort by the Executive Director

to control this very important variable.

Efficiency of operations is the fourth key variable of the

Executive Director. Responsibility for this management control variable

has been partially delegated to the Director of Operations and Planning
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and to the Business Manager. They monitor the day-to-day operations,

alerting the Executive Director when there are major variances, and have

had significant input into the measuring instruments for this key variable.

This responsibility system has been instituted only recently, so adjust­

ments are still being made and the eventual effect on the control of this

key variable is still uncertain.

The patients' view of the practice is the fifth key variable.

This variable essentially is composed of two parts or points of view. One

is that of the members of the prepaid plan, who view RHA as a source of

their total health care needs. The second is that of the fee-for-service

patients, who are much more free to go to other providers in the community.

At the time the Director of Operations and Planning is the person who re­

ceives complaints from the patients and follows up with any necessary

action.

The sixth, and a specific variable for the Executive Director,

is the establishment of satellites to provide more patient services. The

major factor in the establishment of a satellite is the availability of a

physician or physician assistant who wants to provide health care there.

The ability to cover costs is not critical in the short run since the pur­

pose is to provide quality health care wherever it is needed. It is

assumed that RHA as a whole will subsidize the satellite in the beginning.

This control variable is important because one of the major programs of

the group has been to establish satellite clinics that can provide good

health care to deficient areas.

Other prOViders in the community is the seventh variable,

especially important since these providers may take away some of the
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income critical to RHA. While this variable is relatively uncontrollable~

there are ambivalent feelings as to whether it should be influenced to the

extent of "driving out" other physicians in the community. RHA recognizes

the importance of a patient's going to a local physician and the competitive

pressures ensuring quality care~ but there is concern that the private

physician is not sharing the risk for those in the prepaid plan and is not

under the close peer review that RHA maintains.

RHA's relation to the hospital is the final key variable. The

only hospital in the area, Franklin County Hospital~ has 60 acute patient

beds and 20 for extended care and has recently moved into a new building.

Relations with RHA are strained because the hospital staff view RHA as tak­

ing away potential patients~ x-ray~ and laboratory work. RHA physicians

help to cover the emergency room and hospital bills for patients who are

members of the prepaid plan are covered by RHA. Efforts to improve rela­

tionships, such as the sharing of a radiologist~ have not worked out.

RHA's liaison committee shares members at hospital board meetings. The

group contemplates building a new clinic next to the hospital. At the

same time RHA encourages preventive and outpatient care~ sends much of

its laboratory work to a commercial firm in Portland~ and does most of

its own x-ray work because it is more economical.

e. Reporting and information system

The information available for quality and comprehensive care

is informal, based principally on the new technological and research find­

ings that the physicians bring to the group. It includes material learned

through research study groups and is shpped by general openness to innova­

tion. Some scanning of the environment is done by the Executive Director
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in his interactions with other health administrators when working on

governmental activities.

For the first key variable, quality and comprehensiveness

are difficult to measure. The way it seems to be done is in the programs

and services provided to the patients, which include:

(1) satellite clinics

(2) use of physician assistants for acute cases

(3) use of visiting nurses

(4) use of two buses to transport patients

(5) hypertension clinic programs

(6) activated patient care

(7) dental health care education courses

(8) community health education courses at the University of
Maine

(9) participation in research study groups

(10) referral of some cases to the Maine Medical Center

(11) review of medical records for both physician assistants
and the physicians themselves

({2) the physicians' concentration on chronic and preventive care

Their goal is as broad coverage as possible, with high quality

assumed to be a result of continued efforts by the physicians to use new

technology, hold mutual consultations, and continue their education.

The information about federal funding is basically informal and

unstructured and comes from the Executive Director's discussions with

Maine's congressmen both in Maine and on special trips to Washington D.C.

The goal is economic viability through political negotiation. The costs

of the OEO or prepaid plan patients are reported monthly to HEW so this
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is a measuring instrument which underlies those negotiations. The goal

therefore is funding adequate to cover expenses.

To influence the government regulation the Executive Director

maintains personal contact with the Maine legislature by getting to know

the people involved. Information is gained in one-to-one discussions.

Information is also gained by the actual participation of the Executive

Director in the writing of statutes and the operation of governmental

agencies. Such information is intermittent, political, and of necessity

often only estimated forecasts of the effects of legislation. The view

of the Executive Director is that he must be involved in political inter­

actions if he is to provide input from RHA and thus control the funding

and regulations in a significant way.

The goal for the variable of governmental regulation is also

difficult to measure but is basically one of influencing the regulations

so that they have a positive affect on RHA. The measuring instrument is

the subjective judgment of the Executive Director as he justifies his

actions both to himself and to the physicians and the Board of Directors

of RHA.

The internal information system for efficiency of operations

is formally structured and involves a number of subsystems, including

medical records, the billing and accounts receivable systems, the schedul­

ing of patients (including the~bus schedules), and the HEW accounting and

reporting system. The NCR-399 billing machine prints the bills and up­

dates accounts receivable ledger cards. The insurance claim forms are

typed by insurance clerks and credit collection is made by a clerk with

the assistance of the Business Manager. The controller manually maintains
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detailed general ledger accounts for both the prepaid and the fee-for­

service income and expenses. He prepares the monthly budget variances

(or income statement) which are available at the monthly meetings of the

Committee on Operations one month after the month being reported. These

are manual and tedious operations which the group anticipates putting on

a computer as soon as it can be cost justified. The information for the

budget is collected from the Business Manager and the Controller, who with

the Executive Director and the Director of Operations and Planning draw up

a budget. Input is received from the physicians in informal discussions,

with budget review handled by the Committee on Operations and final approval

given by the Board of Directors.

The management control measures that the Business Manager com­

putes, such as collection ratio, accounts receivable ratio, and average

time of collection, come from the accounts receivable ledger cards which

he personally computes regularly. He then communicates the results to the

Executive Director and to the Committee on Operations at their monthly

meeting.

There is close personal and informal communication between all

of the top administrators as would be expected in a closely knit organiza­

tion. The various committees aid in communication and provide problem

solving once the information is received, permitting rapid feedback to

those who are responsible. There is concern with the information delivery

feedback time on budget variances, however. Since it takes a month to

gather the data, there can be almost two months delay before a formal

examination of the figures takes place.
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The information from the satellites comes in daily and

includes the cash and income generated as well as some medical records.

Transmission of the medical record is viewed as a significant problem

since the patient's medical record is kept at the satellite where he

originally registered but he may then be sent to Farmington for further

treatment or appear there for acute care. To get the medical record at

the correct place is difficult; sometimes it is read to the physician

over the telephone or via the TV lines. Since the availability of the

medical record influences the quality of care this is viewed as a manage­

ment control problem as well as a medical problem.

The measuring instruments for the efficiency of operations

are first the budget variances, which are examined at the monthly Commit­

tee on Operations meetings and are compared monthly and year-to-date.

The goal is, of course, positive variances of expenses less than budgeted.

This process is complex in RHA because it has both prepaid and fee-for­

service patients.

RHA must report costs for the prepaid plan as compared to

federal funding capitation income. At the same time it measures income

and produces a balance sheet for RHA as a whole. Revenue is also meas­

ured by 40 different services, by providers, and by satellite location

daily and monthly. Under the prepaid plan the group must measure income

plan population, number of salaried personnel, enrollee encounters by type

of service, hospital utilization and revenue, and expenditures, comparing

actual to projected quarterly. The goal is to keep actual expenses and

income equal to that projected.
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For both prepaid and fee-far-service operations, the Business

Manager measures employee-to-provider ratio (2.82 at present: 3 would be

too high); income generated (total and by physician); collection ratio

(96.1 percent - the goal is to improve it); income from third-party payers,

cash flow, how fast to collect accounts receivable (2 1/2 months average),

and the average accounts receivable, a ratio of average monthly accounts

receivable divided into the accounts receivable at anyone time (3/2 is

too great and action must be taken). The goals are generally based on the

past experiences of RHA and of the Business Manager himself. He is also

working on improving the collection procedures, including the aging of

accounts. Overhead is looked at but this measure is not considered very

useful since it is done only once a year and is confused by the special

grants and special projects which are difficult to separate out. The

budget variances are considered the most important measures.

The new Director of Operations and Planning is involved in the

management control of the day-to-day operations and looks at employee

morale (Employee Advisory Committee), patient complaints, physician com­

plaints, physician complaints, backlogs in information flow, ways to im­

prove jobs and costs of operations, salaries and fringe benefits. He is

concerned with the efficiency of the total operation: the effect of one

individual or a department on the rest of the organization, although diffi­

cult to measure specifically, is important. The goal is to reduce com­

plaints, raise morale, and generally smooth the operations of the organi­

zation.

Information on the key variable, patients' view of the prac­

tice, is collected informally and intermittently. The most significant
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information comes from the members of the prepaid plan who are on the

Board of Directors; the next most important comes from individual complaints.

Also imp9rtant is input from a number of waiting-room surveys taken in the

past in addition to the views expressed at the public hearings prior to

the formation of RHA.

Since the patients all live in close proximity in this rural

community, there is much informal communication because everyone knows

onels neighbors and sees them regularly in other activities. RHA adminis­

trators "know" the community and therefore "know" the patients' view of

RHA even if it is often only a rumor.

The measuring instruments used for this variable are the opini­

ons of the prepaid members of the Board of Trustees and the number of

patients' complaints. The goal is of course fewer complaints and a favor­

able view of RHA, especially as expressed by an increase in the prepaid

population. Fee-for-service patients are also measured through their com­

plaints, since they are free to go somewhere else for service. A decline

in their visits to the clinic could indicate unhappiness as well as healthi­

ness. Any major shifts in income or visits could prompt action with a goal

to understanding the reasons and increasing income and/or visits.

The information available about new satellites and patient

service is informal, based on who the solo practitioners practicing in the

area are and an RHA physician perception of need. The impetus for the

opening of a satellite comes generally from the physician and possibly

from a number of community members who also see a significant need for

more health care. The population in the area is reviewed and this will
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be done more formally with the new planning committee so that satellites

will be integrated into the long-term objectives of the RHA physicians.

The problem is how to measure the providers necessary to ser­

vice a satellite and even when to set up a new one altogether. Once it

is established, the important long-run measure is that the service is

cost justified to the extent that it does not jeopardize the long-run

viability of RHA as a whole. However, no measure is made of the income

generated for the Farmington facility by referrals from the satellite,

although operating costs are measured. Also, no measure is made of the

income drawn off by a satellite compared to that generated when the

patient previously was treated in Farmington.

The goal of this variable is to provide as much quality and

comprehensive care to as many people as possible.

Information about new practitioners is spread very quickly by

word of mouth. Then the RHA physicians soon meet the new physician at the

hospital or in community activities. Referrals may be made back and forth,

providing continuing informal input. Some formal communication is main­

tained through the Board of Directors; however, the larger share of infor­

mation seems to come informally. Income lost is one measurement of new

providers in the area---the goal is of course no loss of income. Another

measure of control would be the referrals that go both ways between RHA

and the private physicians. The goal, however, is economic viability of

RHA while delivering quality care and maintaining good relations between

all physicians in the area.

The information about the relationship to the hospital is
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informal and passed on in face-to-face interactions. The liaison commit­

tee is a formal effort to provide a channel of communication and will deal

with any area of mutual concern with pertinent information provided at

that time. This would also be true for the more formal interactions in­

volving emergency room coverage, sharing of radiologists, or building a

new facility on the hospital grounds. The goal is better relations, but

RHA is intent on maintaining its independence and delivering of health

care in its own way. This goal is measured by the personal views of

hospital staff and the RHA physicians.

The formal reports available for management control are the

budget, budget variances (monthly financial statement), balance sheet,

and cash flow. The reports available for the prepaid plan are costs com­

pared to income, population, number of salaried personnel, enrollee en­

counter by type, hospital utilization, and quarterly revenue and expendi­

tures, with actual figures compared with projected figures.

For the prepaid plan, additional statistical information is

sent to Systemedics, Inc., in Burlington, Mass., after which a report is

produced and sent to HEW with an extensive number of utilization break­

downs. This report is not used by RHA in planning and control.

f. Motivation

The personal motivation of the Executive Director to help

deliver quality and comprehensive health care to the community provides

the central push for the management control of all the other key varia­

bles. While the measurement of the major varhble is difficult, the

others are more readily measured.
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When he spends one day a week on the HSA agency in personal and political

interaction, the amount of influence on the agency's actions and his

position in it are highly visible and satisfying and therefore become

strong motivators. The motivation to control the efficiency of the opera­

tions is simply that without an economically viable organization this kind

of quality and comprehensive health care could not be available to the

community. The measurement of this variable is specific and response is

made quickly.

While the measurement of his other key variables is generally

informal and by word of mouth, the information is reliable enough so that

the Executive Director is highly successful in seeking out new projects

and programs for development. He is personally highly motivated to be the

patients' advocate, bring in extra funding, and apply new techniques so

that his personal objectives are met.

The management control system has been less motivating to the

other support personnel. While the tasks were clearly defined and the

information readily available for control, there was not always the best

communication as to how this relates to the goals of the programs and sub­

programs. The creation of a personnel advisory committee by the Director

of Operations and Planning and the development of a formal performance

rating scale have helped greatly to alleviate this problem. The employees

now have an opportunity to express their goals and to understand those of

the organization----a development which has increased their motivation.

g. Implementation

This management control system is generally implemented
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personally by the Executive Director. He first ensured the efficiency of

the operations and now that the system is relatively formal and structured,

he can delegate the responsibility to others. He now concentrates on the

quality of health care and still is highly personally involved in the

unstructured decisions about governmental regulations and new programs.

c. Southboro Medical Group

1. Overview

In 1972 the Southboro Medical Group (SMG) was founded by three physi-

cians who saw a need for high quality health care in a community that had

little care. Citizens were forced to travel to surrounding, even distant

communities often at some inconvenience. The physicians believed that

group practices generally delivered higher quality of care, so they formed

a group practice organized as a nonprofit corporation.

They are presently housed in part of a modern brick professional bui1d-

ing in the suburban Boston community of Southborough. Southborough is

surrounded by a number of other large communities growing at a rapid rate,

at least until the economic depression of the early 1970s. There are

major highways in the area providing reasonable access into downtown

Boston. There is relatively little industry in Southborough; rather it

is characterized as a "bedroom" community.

At present the group with fifteen physicians provides care in eight

specialty areas (see Table 4). In addition it utilizes a nurse coordina-

tor.
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Table 4

Medical Specialties at SMG

Specialty

Internal Medicine
Pediatrics
Obstetrics-Gynecology
Optometry
Podiatry
Urology
Psychiatry
Radiology

Nurse Coordinator

Number *

4
3
2
1
2 (3 & 1/2 days/week)
1 (1 day/week)
1 (2 eve./week)
1 (2 eve. /week)

15

1

With a patient population of 25,000 the group processes about 12,000

billing transactions per month. While there is a lack of hard data as to

the potential population, SMG views its patient community as that encom-

passed by roughly a ten-mile radius around Southborcugh. At present it is

expanding rapidly, at a rate of 300 new patients per month.

2. Seven Critical Areas for Diagnosis

a. Objectives

The objectives of the SMG have not been explicitly written

down but the implication is that it wants to provide high quality medical

care to an area where it was not readily available before. Another objec-

tive is to grow large enough to support a comprehensive range of health

care services. Finally, an objective is to provide physicians' salaries

* The total time of the physicians available to SMG is equal to 10 fu11­
time equivalents.
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comparable to those of physicians in the area. This is to ensure a suffici­

ent supply of qualified providers. The physicians have only. recently felt

the need to state their objectives more explicitly and will do so in the

near future.

b. Strategy

The strategy of SMG is also generally implicit because the

rapid growth of the group has forced it to react both medically and as a

business organization to the flood of patients coming through the door, to

solving the day-to-day problems as each crisis arises. Thus there is little

energy left over for strategic planning. The strategy that has evolved is

to grow to meet existing demand. The physicians and the administrator

accomplish this by the physicians concentrating on the practice of medi­

cine and the administrator manag.mg. the business and day-to-day activities

including some supervision of the medical support staff. Both the physi­

cians and the administrator are involved in an aggressive recruitment pro­

cedure to obtain highly qualified plysicians whose objectives are compatible

with those of SMG.

c. Organization

SMG is organized as a nonprofit corporation and has six salaried

physicians who practice only through the group. The remainder of the fif­

teen physicians contract with the corporation for space and administrative

services and may practice only part-time with the group.

The group's straightforward, highly centralized structure (see

Figure 8) facilitates strategy by providing for a clear delineation of

responsibility and for rapid communication of both the medical and the
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support staff. As would be expected in a health care organization, there

are two lines of authority, one involving the Medical Director, the physi­

cians, and the medical support personnel, the other involving the adminis­

trator and both the nonmedical support staff and the medical support staff.

The Board of Directors coordinates or integrates these two responsibility

lines and their activities. The board is composed of the administrator

and all of the physicians. The day-to-day operational decisions are made

by the administrator, and the strategic and policy decisions are made by

the Board of Directors.

The managerial style of the administrator is aggressive and

controlling. New to the job, he thrives in the rather crisis-ridden atmos­

phere, learning from experience and readily seeking solutions and informa­

tion from outside sources. He is also experienced in the use of computers

and open to new technology and business methods in general. Considering

the broad number of activities that he is responsible for, his style fits

SMG well, especially so at this stage of rapid growth.

The resources available to the group are limited, however, by

a lack of income to cover the personnel needed to make the operation less

reactive. Financial resources at this time also are lacking because of the

high start-up costs of a new group like this, reflected in a relatively

high overhead figure. The administrator anticipates an increase in

resources as income increases and utilization of the costly medical and

business equipment and techniques are more fully realized. With greater

resources the administrator will then devore more time to formal planning

and control rather than to management and operational control with the
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accent on day-to-day operations. He especially anticipates the opportunity

to attend to possible strategy decisions such as physical location of the

clinic, the services provided, and community and patient demands for health

care. With the expected lowering of the overhead there will be enough

increase in efficiency of operations to support these expanded administra-

tive functions. For example, with support personnel -provider ratio of

only 2, well below the national average of 3.5 ,additional personnel could

be cost justified to support the necessary formal planning and control

system for a larger and more complex organization.

The recruitment of skilled and qualified human resources,

especially support staff at SMG, is limited partly by the level of salaries

paid and partly by the large demand for their services from the enormous

number of health care institutions in the Boston area.

In the Boston metropolitan area, high quality health care re-

sources have produced an abundance of sophisticated technology. The SMG,

even in its start-up stages, has availed itself of these resources through

the use of expensive medical equipment and through the adoption ofan on-

line computerized accounts receivable and billing system by way of a com-

mercial vendor, Systems, Inc., in Framingham, Mass. SMG is utilizing this

technology, knowing that although it results in high overhead at this time,

it permits delivery of quality care to an expanding patient population

today. Furthermore it will not have to make these capital expenditures in

the future.

The environment in which SMG operates has proved both beneficial

to its objectives and detrimental. It found a "hole" in a market segment

and has been extremely successful as a result. This market segment's
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lealth care demands are for physicians who deliver quality care and pro­

vide comprehensive health services within a reasonable commuting distance.

In an effort to define this market segment more specifically, the adminis­

trator initiated a recent study to gather demographic data, number of

patient visits in the surrounding communities, and percent of physicians

and other health care providers for the population.

A problem in the external environment, however, is that the

physicians in the surrounding communities are apprehensive of too much

competition from a group practice and are reluctant to refer their patients

to a physician in SMG because "they may not come back." These physicians,

having practiced in the surrounding communities for some time, have ful~

filled community needs for services such as special clinics and school

physicians. They also dominate the local hospital and make practicing

there sometimes difficult for competitors. As the SMG matures, further

formal surveys of the area and patient population are anticipated to en­

able it to focus on the communities where their patients reside and aim

its efforts toward serving those communities' health needs.

The internal environment is characterized by a need on the

part of the physicians for a group practice setting wherein they can

easily interact with each other and which provides business and adminis~

trative services, freeing them to concentrate on practicing medicine.

d. Key Variables

As would be expected with this new and rapidly growing organi~

zation, the administrator's most important control variable is efficiency

of operations. The principle measuring instruments are the budget and

the profit and loss statement (income is measured on a cash basis and
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expenses are on an accrual basis). The goal is income equal to or greater

than expenses.

Another measuring instrument is the collection procedure, which

involves not only the encouragement of payment at the time of service but

split-balance billing whereby the patient is billed for his portion of the

service while the third party is being billed. One measure is the collec­

tion ratio (97 percent) or its converse, bad debt write-off (3 percent).

The percent of aging is also calculated, i.e., the percent of accounts

receivable that are 30 days overdue, 60 days overdue, and 90 days overdue.

The goal is an improvement in any of these measurements.

Also especially important, being on both a cash and an accrual

basis, is the net income per month divided by the gross billings per month

to measure whether the cash flow or income is adequate to meet expenses.

Another measure of efficiency is the change in income divided by expenses.

The goal again is to have a positive change in income as related to ex-

penses.

The accounts receivable ratio is also calculated (previously

on a daily basis but now only intermittently) by dividing total accounts

receivable by average total net billings. The goal is to reduce this

ratio. It is important to note that the administrator perceives changes

in the measurement over the long term as more important than setting a

specific ceiling or absolute goal.

Another important measure is the number of patient visits per

physician, reported daily. Here again, a specific number of visits is

not as important a goal as are trends indicating that the extent to which



a physician is booked up in advance is enough to justify another physician

full or part~time.

An especially important measurement f.or SMG is the calculation

of costs to deliver a particular service, including some measure of admin~

istrative overhead. These figures are needed because the physicians on

contract are charged a fee for the services performed for them by SMG, such

as billing, provision of office space, general administration, and bad

debt write-offs. Accurate measuring of the costs is required since each

specialty area uses differing amounts of services; for example, obstetrics

gynecology would use 30 percent of the overhead and urology would use only

18 percent. The goal is accuracy with the least expenditure of resources

to obtain that accuracy.

The second key variable for management control of this admin­

istrator is staffing mix. His concern is how to recruit qualified per­

sonnel, how to organize them, define their tasks, and supervise them where

there is a mix of widely differing skills and training. The measurement

of this variable is turnover and performance, for which a formal rating

scale is used. The goals are low turnover, superior performance, and high

morale plus the paying of competitive salaries.

Government regulation is viewed as important and relatively

uncontrollable. It is monitored, and the administrator attempts to exer~

cise some influence through his participation in the Massachusetts Medical

Group Management Association. One member monitors all pertinent state

agencies and legislation and calls for association members to come and

lobby legislators or speak at hearings when necessary. One future method

of control anticipated by the administrator is bargaining by the physicians
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as a group with the governmental agencies for such things as the setting

of fees. The goal is as much control or influence over the regulatory

decisions as is possible.

The patients' view of the practice is a key variable that is

of concern to the administrator but there has been little time to measure

it. Tentative plans are to conduct a waiting-room surveyor some such

measurement in the near future. Interestingly, one way of reducing pa­

tients' questions and complaints over their bills was the use of the sp1it­

balance accounts receivable system. This system reduced complaints by a

significant percent.

A way of influencing the patients' view of the group is to

provide attractive physical facilities. This is presently facilitated

by modern offices and a waiting room that is large and elegantly furnished,

like a private living room. Part of the waiting-room survey would cer­

tainly question a patient about his view of this room.

The relationship to the community is not as important a key

variable as it might be because the administrator views it as largely

uncontrollable at this time. SMG's measures are based on the number of

referrals to them, the school programs are "locked up," and there is little

demand from the community for special clinics or courses. The goal is to

improve this relationship, since the group wants to provide comprelensive

coverage and needs to know potential demand.

The relationship of SMG to the hospitals is also viewed as

relatively uncontrollable. The SMG physicians practice in the Marlboro,

Framingham, and Beth Israel (Boston) hospitals with varying amounts of
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interaction and satisfaction. Measurement is basically obtained through

the physicians' complaints and comments, very little through interactions

between the administrator of SMG and those of the hospitals. This variable

is not so critical as in other group practices where there is only one

hospital in the community and by necessity a close interaction.

e. Reporting and information system

The information available for the SMG's key variable, effici-

ency of operations, is formal and relatively structured as would be ex-

pected of financial and business information.

The budget, drawn up by the administrator is based principally

on last year's budget and then approved by the Board of Directors. The

budget is then compared to the structured information provided in the in-

come statement.

The other principal source of information is the computerized

billing and accounts receivable system. The information is literally pre-

grarnmed or structured, and management control is exercised only when the

information shows significant deviations. The information is also used

as a basis for the calculation of collection ratios, aging of accounts,

and income-expenses ratios. This information is supplemented by that

collected manually by the bookkeepers for general ledger accounts, profit

and loss statements, and cost accounting.

The remainder of the information necessary for the other key

variables is basically informal and collected intermittently with the

exception of the association's monitoring of governmental information.

Information was collected when a strategic decision had to be made about
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opening a satellite clinic. However, the demographic data are not

routinely collected and there is sometimes a lack of explicit information

about the external environment, although the recent study has helped to

remedy this. At present there is also a lack of explicitness in the

objectives of the physicians themselves for strategic planning as well

as management control - due to a lack of resources, not a lack of aware­

ness on the part of the administrator.

The reports available are the usual manual financial reports

of bu.dgets, income (cash basis) and expense (accrual basis) statements,

and budget variances. In addition, an extensive reporting system as out­

put from the computerized accounts receivable and billing system includes

accounts status reports (ledger breakdowns by credit balance, delinquency

ledger, over-90-day ledger, aged trial balance, etc.); insurance reports

(Blue Shield, Medicare assigned, Medicaid and outstanding claims); pro­

duction statistics reports (breakdown by doctor by month, write-off by

doctor, and payments by doctor); and special reports such as the kinds

of procedures that a particular physician performed during a particular

period of time. The number of special reports is extensive because the

group depends on the variation in a number of parameters set by the user

of reports.

f. Motivation

The administrator is highly motivated by the need to keep

operations efficient while SMG is growing so rapidly. The problems come

to him and he must select the most important to deal with. In the past

he calculated the accounts receivable ratios regularly; now that they are
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under control he finds it necessary to do this only occasionally. At

present the administrator is concentrating on the staffing problem because

of its present critical nature. In other words, the motivation of manage­

ment control is basically due to external pressures from problems that

must be solved.

The administrator also has a great deal of internal motiva­

tion, however, because he is aggressive and eager to solve problems in

this dynamic atmosphere. Also he gains personal satisfaction in provid­

ing a viable organization that meets the objectives of the physicians for

quality and comprehensive health care. It is a challenge that is highly

motivating.

The support staff are motivated by the management control

procedures at SMG because the goals are mostly specific for the key varia­

ble, efficiency of operations. Also there is close supervision by the

administration because of the limited number of personnel. As the prac­

tice grows this may change and then more formal procedures will be needed

to ensure that employee goals are compatible with those of the organiza~·.

tion.

g. Implementation

Management control and the necessary information systems are

readily used and adapted by the administrator and his staff as they work

for an efficient operation. The implementation, while generally success­

ful, has been characterized by some minor setbacks due to a lack of experi­

ence by the administrator, but he has readily learned from his experience~

sought outside advice, and made the necessary adjustments. The institu-
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tion of the split-balance system is an example of such an adaptation,

reducing the collection clerks' telephone time and increasing the cash

flow to a significant degree.

The information-gathering system for the management control

of external key variables has been less well implemented. It is charac­

terized by intermittent and informal efforts when pressures are increased

from the external environment, e.g., community, governments, patients,

and hospitals. This situation has occurred not because of lack of moti­

vation or understanding by the administrator but rather because his criti­

cal success factor is the efficiency of operations, and that takes the

majority of his time. The administrator is anticipating the institution

of more formal information systems as a structured planning and control

system evolves at SMG.
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III. EVALUATION

Each of the group practices will be evaluated separately by comparing

the administrator's actual model of planning and control with Anthony's

and Rockart's normative models or frameworks of analysis. A comparison

among the three actual models follows to define the significant similari­

ties and differences of their planning and control systems.

When evaluating these medical group practices it is important to keep

in mind the unique characteristics of the nonprofit health care industry

and its organizations as opposed to for-profit businesses and corporation~

The most significant characteristics are that it is highly labor inten­

sive, professionals dominate the organization, payment is not direct,

quality evaluation of the product is difficult, the consumers are gener­

ally uninformed, there are multiple goals, and the constituency to be

served is widely diversive in its needs. While many of these character­

istics are beginning to change, their influence has given the present

health Care industry its uniqueness.

A. Keene Clinic

1. Actual Model

The model of planning and control at Keene Clinic (see Figure9)

is formal, with the components defined in relatively explicit detail, and

it closely parallels Rockart's Planning and Control Component Model. The

significant characteristics of the Keene model are as follows.

a. The physicians or stockholders do the strategic planning with

assistance and information from the top administrator.
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b. The programs consist of one major program, the delivery of

quality health care (ongoing operations), and intermittent programs,

such as recruiting physicians for a new specialty or acquiring new physi­

cal facilities.

c. In management control the subprograms come directly from

strategic planning or the administrator and/or the Board of Directors

define subprograms which will improve their present stategy and ongoing

operations. For example, one subprogram is the computerization of the

accounts receivable and billing system. The administrator, with the

major influence, defines the specific objectives, scans the environment,

and considers his present organization and programs. The objective

the greatest benefits for the lowest cost----is determined and then alter­

native computer systems are considered. A specific system is chosen and

then an implementation plan is defined and initiated.

d. The key variables fall into two major categories, internal

and external control factors. The internal involve principally the on­

going operations of the organization, the remainder of the key variables

concern external people or organizations (e.g., governmental agencies,

patients, communities, and hospitals).

e. The administrator develops the plans of action for each of

the subprograms. In the computerized system, for example, this consists

of a series of steps: gathering information on all the significant

systems available, defining the costs, studying reactions of other users,

selecting a system, implementing and evaluating it once it is initiated.

The majority of the plans of action are determined by the administrator
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and involve changes in the ongoing flow of activities around day-to-day

operations. Often these are adjustments to the existing system rather

than major changes in systems or direction. Also some plans of action

involve the administrator's responsibility for and control of the medical

support staff. For example, the administrator has instituted a time clock

system for this staff to help him utilize their time more efficiently.

f. The tracking of the key variables by measuring the progress

toward the goals set may be a formal procedure conducted regularly (actual

expenses compared to budgeted) or an informal and intermittent procedure,

such as calling another clinic manager to solicit his input concerning

government regulations.

g. Feedback is immediately used to make adjustments in the plans

of action and subprograms or given to the physicians for strategic changes

in the programs even though it is not yet time for the formal yearly stra­

tegic planning procedure.

h. The information available for management control includes

external environmental information, management information (all business

and financial data), and medical information. Both the environmental and

the medical information comes from outside sources over which the adminis­

trator has limited control, yet this information is necessary for measur­

his key variables. For example, he will receive rumors of pending legis­

lations, patients' complaints, and the physician's diagnosis of service

performed for a particular patient.

While for clarity's sake the information component in Figure 9

is drawn as one large box or data bank, the information in actual fact
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informally resides in the administrator's head and is also in formal

paper and computer storage records. Generally the decisions for internal

key variables (efficiency of operation) are structured with routine rules

and procedures and the information is specific and collected routinely,

The decisions for the external key variables (governmental regulations)

are much less structured and are based on information that often consists

of estimates and even rumors.

i. Communication within the model is direct and occurs rapidly

through one-to-one interactions.

j. The line between management control and operation control is

not explicitly defined. Certain tasks and activities in the organizatio~

which can be defined as operational control activities, are delegated to

the administrative assistant, the office manager, and the department

supervisors. Management control activities are generally the responsi­

bility of the administrator but there no conscious decision to divide the

activities according to Anthony's d'efini tions.

k. Certain activities carried out within the organization are

excluded from this model.i.e., the actual delivery of health care of the

patient and medical provider interaction. Those are essentially not under

the administrator's control although the purpose of his management con­

trol activities is ultimately to provide an environment within which the

service is performed.

2. Actual versus Normative Models

The definitions of the major management activities at Keene are

not as explicit as Anthony has recommended. Strategic planning is defined
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but the major responsibility for it lies with the physicians, not with

the top administrator, although he is involved in the process. Manage­

ment control and operational control are not defined explicitly; however,

they are clearly separated in the administrator's priority of activities

those in which he participates and those for which he has specifically

delegated responsibility to others in the organization.

Using Rockart's framework (see Figure 1) and his seven critical

areas for diagnosis of a planning and control system in comparison with

the Keene model, it can be seen that there are major similarities to the

successful planning and control system at Keene.

The objectives of the Keene physicians are explicitly stated and

reached only with consensus among all the physicians. They are reviewed

periodically through a formal procedure. The physicians' strategy has

been successful in that their objectives have been met; most notable are

the recent recruitment of a number of new physicians in new specialty

areas and the construction of a new facility which has helped them improve

the quality of health care and at the Same time provide more comprehensive

care.

The organizational structure facilitates the operations of the

organization by providing clear lines of authority and responsibility and

yet allows two very different activities (medical and support) to function

with interactions where necessary. Matrix characteristics are revealed in

the use of physician committees and dual reporting by some of the medical

support staff. There is a great deal of input to the physicians from the

environment and to the administrator from the patients, hospital personnel)
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and community leaders, so that the organization can respond to external

needs.

The administrator selects the key variables with the objectives

of the physicians clearly in mind. He then sets the goals from past

experience and external and internal information. These goals are clear

and specific when they can be for a variable such as efficiency of opera­

tions, less so when the variable is external and less controllable such

as governmental regulations.

The information is as specific and structured as possible, provid­

ing the administrator with valid input for control of efficiency of opera­

tions and allowing for more structured decisions. At the same time, in

less structured decision-making situations, the administrator readily

relies on the informal one-to-one channels of communication. He is, how­

ever continually moving toward structured decisions such as taking action

when the accounts receivable reach a certain limit.

The motivation of the administrator is high since he clearly under-­

stands the objectives of the physicians and his goals in helping them

realize those objectives. It is important to note that he not only clear~

understands the objective to deliver quality health care but is also per­

sonally committed to this objective. In addition, he has direct control

over the plans for the subprograms and selection of the key variables with

a great deal of freedom to do as he sees as best. He can then implement

his plans with a real sense of control, with instant feedback, and with

adjustments in his plans of action and programs in consultation with the

physicians. All this is highly motivating since the objectives for health
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care and for efficient operations are under his effective control.

Some of the significant differences between the actual and the

normative models are: first, the physicians or stockholders have the major

responsibility for strategic planning as contrasted with corporate or di~

visional vice presidents in a large multidivisional corporation.

Second, the management activities of strategic planning, manage-

ment control, and operational control are not as clearly defined in the

minds of the administration or· the physicians although this is changing

as the clinic grows larger and more complex and as the external pressures

from the environment necessitate more long-range planning.

Third, the feedback and adjustments in the programs, subprograms,

and plans of action of the organization are carried out in an informal

procedure. Changes will be made rapidly as the need arises rather than

being held for a formal strategic planning process.

Fourth, the communication for these planning and control activi-

ties at Keene occurs most often in direct one-to-one interactions among

a few people who know each other well. This is in contrast to larger and

more formal business organizations where there are specific channels of

communication and prescribed modes such as weekly memos.

3. Summary

The administrator and the physicians of Keene Clinic have devel-

oped a model for planning and control that is very similar to those models

or frameworks developed for private profit-making businesses. There are

differences or modifications due to situational factors, size of the organ~

zation, service delivered, predominance of professionals at the top of the
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organizational structure, and the severe pressures from the external

environment, principally governmental regulations. They have used the

essential components in the normative model, however, and have created

a dynamic and ongoing organization while reaching their major objectives.

B. Rural Health Associates

1. Actual Model

The model of planning and control at RHA (see Figure 10) is less

formal and explicitly defined than at Keene although there is a definite

movement toward a formal system, specifically the adoption of a formal

yearly planning system. In fact the commitment to such a system has led

to recent changes in the organizational structure and changes in areas of

responsibility for members of the top administration.

The significant characteristics of the RHA model are:

a. The Executive Director has a greater involvement in the infor­

mal strategic planning procedure than the administrator at Keene, since he

views himself as the patients' advocate (based on the original OEO charter)

and feeds in their needs when the programs are set or modified by the

physicians.

b. Strategic planning (indicated by the dashed-line boxes in

Figure 10) is not a formal process that is conducted according to a set

schedule. Rather it is an intermittent process usually prompted by re­

sponse to the physicians or to outside pressures such as governmental laws

and regulations. At that time the objectives and the organization mayor

may not be considered. The Director of Operations and Planning is at

present developing a formal planning system. No distinction has been
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made as yet as to whether its purpose is strategic planning or long-range

planning.

c. There is a major program of ongoing operations but there are

also specific programs which are developed by both the physicians and the

Executive Director. They might include the extension of the prepaid plan

or institution of a new specialty area.

d. The top administrator, the Executive Director, has ultimate

responsibility for management control. He has delegated some of this,

however, to the Director of Operations and Planning and the Business

Manager. The Director of Operations and Planning is responsible for day­

to-day operations (operation control), some management control, and some

planning. The Business Manager is responsible for some management control

and some operational control.

e. There is a greater separation of activities among the top

administrators; however, there is matrix coordination between the top

administration and the medical staff through joint committees. They are

set up to coordinate information and decision-making in the various func­

tional areas, policy operations, and education.

f. The boundary between strategic planning and management control

is not clearly defined at RHA~ Therefore the planning and control activi­

ties ace not separated into functional categories for which certain people

are responsible. Rather the result is that the Executive Director, the

physicians, and the Director of Operations and Planning are involved in

both strategic planning and management control activities. While the

physicians are responsible for strategic planning with the Executive

Director, they also would have considerable say in a subprogram such as
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opening a new satellite clinic facility while the Executive Director

would have more influence on a subprogram such as building or leasing a

new clinic facility. The Director of Operations and Planning with the

others would have considerable influence on a subprogram that affected

the ongoing operations such as the institution of a computerized finan-

cial accounting system.

g. The selection of the key variables is influenced not only

by the Executive Director but also by the Director of Operations and

Planning and the Business Manager. Each feeds in information from his

experience and expertise, e.g. in regard to external environmental re-

lations, development of new programs, operations, planning and business

matters. There is, however, mutual agreement on the key variables in

the final selection.

h. The key variables are tracked by the three who select the

variables. The Executive Director is alert to all significant variances

from the goals both at the monthly Operations Committee meetings and as

they arise in actual practice. The tracking procedures are formal, with

business and financial information provided routinely, and informal, with

an administrator intermittently scanning the environment.

i. Feedback is immediate and informal. Programs, subprograms,

and plans are changed as the need arises rather than through a formal

planning procedure.

j. The information pool includes environmental information,

management information, and medical information. Here again information

comes in from the external environment <Washington, D.C., and university
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research for example), from the physicians as they see their patients,

and from the more formal business and financial systems within the clinic.

k. The boundary between management control and operational control

is not specifically defined except that the Director of Operations and

Planning is responsible for the day~to-day operations and oversees the

supervisors.

2. Actual versus Normative Models

Here again the three major management activities as defined by

Anthony are not explicitly stated. There is a movement toward this kind of

definition; however, the activities are still divided into categories based

on the interest and experience of the administrators rather than on their

similarities for decision-making. Physicians often influence much of this

activity since there is a less clear separation between management and

medical spheres of influence.

In a detailed analysis using Rockart's seven critical areas, it

appears that while RHA's planning and control system is often informal

and not explicit, the critical activities do get carried out and the or­

ganization is viable, growing, and meeting its objectives. Some of the

important similarities to Rockart's model or critical areas for success

will be discussed followed by the significant differences.

The objectives are not explicitly written down except in the OEO

charter. The physicians' objectives are implicit and result from the

original purpose for organizing RHA and their decision to join the group.

The clarity of the implicit objectives is due to the fact that these

people joined the organization because they had a personal commitment to

the original "mission" of RHA, i.e, to deliver quality and comprehensive
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health care in rural Maine. The result is that they are providing the kind

of health care demanded by the community and so personal and organizational

objectives are in congruence.

The strategy at RHA to use outside funding for poorer patients, pro­

vide the latest medical technology and services, and be efficient in uti­

lizing limited resources has been particularly successful in helping this

group to fulfill its objectives.

The organizational structure is dynamic. Though it is often chang~

ing, it helps the staff to meet new needs and problems while providing for

the integration of various activities and strategies at the top of the

organization through a number of committees. Furthermore, the administra~

tors are responsive to pressures from the external environment. The Execu­

tive Director is especially successful in responding to governmental pres~

sures such as federal funding and agencies such as the HSA. He and the

Director of Operations and Planning are particularly sensitive to the com~

munity and the patients' needs. The Executive Director oversees the overall

internal needs, the Business Manager is particularly responsive to the

business and financial needs, and the Director of Operations and Planning

is sensitive to the needs of the support personnel and the demands for an

ongoing operation. This integration of organizational structure and

managerial styles and interests of the administrators is a major factor

in the success of RHA.

The key variables are not defined as such, but there is a clear

understanding in the mind of the Executive Director as to what must go

right for RHA to be successful. This understanding is also shared by the
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Director of Operations and Planning. The organizational structure and

the administrators' interest and expertise are particularly helpful in

tracking specific key variables since they have to some extent divided

the responsibility. Thus each may have one or two variables that he

concentrates on although he is aware of the others.

The information available to these administrators for the track­

ing, including that collected formally and informally, is adequate for

the making of planning and control decisions. The external information

gathered informally appears to be particularly relevant and accurate,

even though it often consists of rumors, political opinions, and commun­

ity feelings. The more formal internal information system is found to

be lacking at times since it sometimes,takes too long to get the infor­

mation and problems reach a greater magnitude than they should before

being solved. For example, budget variances are sometim~not available

for the monthly meeting of the Operations Committee. The information is

there, but it is a tedious and painstaking process to gather accurate

figures. This problem they anticipate will be solved by computerization

some time in the future.

The planning and control system certainly motivates the adminis­

trators since they hold the objectives of the organization and are so

intimately involved in the establishment of the system as well as in its

functioning. The system is particularly successful in integrating all

the demands of the various constituencies: prepaid plan patients, fee-for­

service patients, the community, the physicians, the government, and the

support staff, including the administrators. These demands are met even

though there are problems of limited resources, geographical constraints,
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and traditional attitudes.

The implementation and scope of the planning and control activi­

ties are moving toward a formal procedure. The administrators are inti­

mately involved in the development of the system. and therefore do not need

specific education about its workings. They use the system extensively

while changing it readily as they see a need. It is an ongoing implementa­

tion or a process of adaptation to a changing environment, both external

and internal. For example, the organizational structure was recently

altered to reflect different responsibility areas since there was an in­

creased need for tracking governmental regulations. In fact future changes

are already anticipated as the group moves to new facilities and new pro­

grams are added. Not only will there be changes in the organizational

structure but also there will continue to be increased pressures to moti­

vate the integration and implementation of a whole formal planning and

control system as RHA must respond to increased scope of services delivered

and to governmental control of health care.

Some of the significant differences between the actual and the

normative models are: first, the physicians (as "production workers lJ ) and

the members of the Board of Trustees have significant input in strategic

planning and the setting of broad policy. The top administration also has

considerable input but must respond not only to the physicians but to the

prepaid plan members. Here again this is in contrast to the strategic

planning in a corporation, usually handled by corporate or divisional vice

presidents.

Another difference is that the activities of strategic planning and

management control are not specifically defined in the minds of the admini~
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trators, the physicians, or the Board of Directors, even though they are

ultimately responsible for these activities. There is some movement to­

ward a formal planning system, but it is not yet clear whether that will

be strategic or ongoing long-range planning.

The feedback and adjustment process is another difference, since

it involves rapid changes in all levels of programs, subprograms, and plans

of action. This flexibility is essential for the survival of a small organi­

zation.. The procedure is informal, based on meetings arranged as the need

arises rather than waiting for a formal long-range planning process.

3. Summary

The functions of planning and control have been carried out in­

formally and successfully at RHA in the past. The actual model is moving

toward the normative model as the group responds to pressures both from the

physicians and especially from the external environment. For continued

success there will be a need for integration of strategic planning, manage­

ment control, and operational control activities into a more explicit and

fo~a1 system. Of critical importance is the clarifying of subobjectives

under the delivery of quality and comprehensive health care of the major

conSituencies. This clarification plus the formal system will enable the

subprograms to be provided with the best control variables and information,

given the demands of those groups and a limited amount of resources. The

group is especially committed to expanding services, and a systematic

approach will enable it to better reach their overall objectives.

C. Southboro Medical Group

1. Actual Model

The SMG is a rapidly growing organization with an administrator



-

-103-

who is relatively new. His model of planning and control (see Figurell)

is still in a major state of flux and therefore informal and incomplete.

The important characteristics are:

a. There is no separation of strategic planning, management con­

trol, and operational control either implicitly or explicitly.

b. At the level of strategic planning the physicians' implicit

objectives of providing quality and comprehensive health care via a group

practice led them originally to establish their organization in South­

borough. They chose this community because it needed providers. Thus

they could maintain a financially sound organization that was ongoing as

well as one that could continue to grow both in the number of patients

and the service provided.

c. The environment provides information basically at the program

and subprogram levels by patients demanding care, physicians' interest in

joining the group, and the cooperation or lack of cooperation from other

providers in the area.

d. The administrator is responsible for the subprograms and the

plans of action in management control. He selects the key variables

based on his experience and the experiences of other groups. Needed

information is gathered basically from the Massachusetts Medical Group

Management Association and the national Medical Group Management Associa­

tion. The subprograms and the plans of action are essentially set at the

same time by the administrator, especially those concerning the efficiency

of the ongoing operations. The practice is expanding so rapidly that

efficiency is the primary concern in this organization; thus much respon­

sibility has been given by the physicians to the administrator for the
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Figure 11
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ongoing operations.

e. The tracking of performance involves principally the efficiency

of the operations and the staffing mix and is done formally, based on info~

mation collected internally.

f. The decision-making takes place at monthly board meetings of the

owner-physicians and the administrator. Decisions include those involving

strategy planning aswdl as some management control and operational control.

It is important to note that the management control decisions by the admin~

istrator are relatively structured since they revolve principally around

the efficiency of operations and are based on rather specific information

gathered through a formal system. These decisions are based on rules or

procedures that necessitate interferance by the administrator only when

major variances or trends are indicated. For example, the ledger break­

downs ~d~l be examined to determine the average accounts receivables and

action taken only if they exceed some critical ceiling.

g. Feedback from the performance tracking is communicated

especially quickly and adjustments are made immediately, as would be

expected since there are so few people involved and because a great deal

'of responsibility and authority has been delegated to the administrator

for the ongoing operations.

h. The information provided for measuring the key variables comes

principally from the administrator's management information system which

he is still developing and perfecting. It includes not only the computer­

ized bill and accounts receivable information, the general ledgers,~and

the financial statements, but also a detailed cost analysis for the pur­

pose of setting the overhead charges for contracting physicians. The
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administrator receives information from the medical staff that is necessary

for bill and management control, such as diagnosis and services performed.

The amount of information from the external environment is

relatively small, because of a lack of resources and time available to the

administrator for gathering it. Ongoing scanning of the environment is

also not as extensive as in some other areas because there is no real need

for the information at this time. For example, the community health pro~

grams are pretty well covered by other pYoviders in the area and there is

little opportunity for change in the near future. The information that is

available, however, principally comes from the experiences of oth~adminis~

trators and the MMGMA. Some valuable information comes from the computer

service company because it makes possible an exchange of information

among their users about mutual problems.

i. The reports that are available are especially extensive for a

group of this size. It uses a sophisticated computerized system and it

is necessary to keep strict financial control since a large number of the

physicians are charged rent for space and administrative services, which

include a complex, strict accounting of income, uncollected accounts re~

ceivables, or write-offs and the resources consumed.

j. The administrator is rather closely involved in the day~to~

day operational control activities, defining tasks and measuring the out~

put and performance of the medical sypport staff as well as all the non­

medical support staff. This involvement is especially important in his

decisions about an adequate staffing mix and its control, and arises from

the small number of support staff and the relative newness of the Qrganiza~

tiona
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2. Actual versus Normative Models

Anthony's categories of management activities are not defined in

any formal or informal system. There is an implicit awareness of the need

for planning as well as control and the administrator expects to do this

when the pressures of management control and operational control are less.

These two activities are seen not as separate but as an integral part of

running an efficient and effective operation especially in regard to

rapidly increasing patient populations.

Comparison of planning and control at SMG to Rockart's normative

model indicates that many of the critical activities are being carried out.

There is, however, a lack of a formal system with specific definitions and

procedures.

The objective of SMG, although implicit, seems clear to the phy­

sicians and the administrator because there is a limited number of people

involved and communication is direct. The strategy to maintain a viable

and growing organization to meet demand while SMG physicians practice

quality and comprehensive care is a successful one. The organizational

structure is simple and straightforward, with clear lines of authority

and responsibility, one well suited to meet the needs of the environment

from the point of view of patient demand and physician supply.

The key variables, while few in number, are clearly focused to

meet the strategy of maintaining an ongoing viable organization. The

information for the key variable, efficiency of operations, is readily

available from formal systems. Although the information for the other

key variables is less structured and not as comprehensive as the admin-
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istrator would like, efforts are being made to improve this, especially

as resources are expanded.

The management control activities at SMG are highly motivating

because they focus principally on one key variable which can be measured

by the attainment of specific goals. These measurements allow for immedi~

ate feedback and adjustments since they usually involve only one or two

people. The "tight" control by the administrator is highly motivating,

as it moves him towards his personal objective of good management of the

organization so that the service will be of high equality.

The system is being implemented with some difficulty because it is

still such a rapidly growing organization and the administrator is still

gaining experience. The implementation up to this point, however, has

been successful since the SMG is meeting the objectives of the physicians.

3. Sununary

While planning and control at SMG is informal and often fragmented,

it is providing for the successful management control of a new and rapidly

growing group. The information available is adequate to meet the needs for

control and any significant lack of information is due more to a lack of

resources for its collection rather than to a lack of foresight on the part

of the administrator. There promises to be improvement in the development

and implementation of a planning and control system since the administrator

feels the need for it and is readily open to adoption of new methods.

D. Comparison of the Three Actual Models

When comparing these planning and control models, some characteristics

emerge as significant and common to all three models. These are:

1. The objectives of the physicians and the administrators are clearly
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understood, even though they are not explicitly written down. As the

need for a formal system arises due to the complexity and size of the

organization and the external pressures on the organization, the ob j ec·...

tives become more explicit. There is a trend toward the explicit setting

of objectives as the first step in a formal initiation of a strategic

planning system.

The clear understanding of the objectives seem to be due to two

separate factors. One is that organizations like these draw physicians

who are personally more committed to delivering quality health care than

merely to earn a sizable income. They are drawn to providing care within

a group so that there is easy opportunity for consultation and time for

further education. They are willing to leave the business aspects to

someone else in order to free up more of their time for health care. In

other words, they have the same objectives personally as those of the or­

ganization itself.

Another reason for the clear understanding of objectives is that the

physicians work together in close proximity and at the same time are inter­

acting at board meetings or "stockholder ll meetings where they get to know

each other well and to decide on the policy and borad business matters of

the organization as well as the medical matters. Their objectives are

discussed as part of these decisions.

In addition, the administrators gain a knowledge of the physicians'

objectives at these meetings and in informal one-to-one discussions as

they carry out their management activities. They add the information

from these discussions to their management control activities and gradu­

ally to the development of a planning model as strategic planning be­

comes a necessity engendered by external and internal pressures.
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The administrators are also personally committed to the delivery of

quality and comprehensive health care--- a commitment that helped draw

them to this kind of organization in the first place. Their basic objec­

tive is to maintain an efficient and effective organization so that the

"total staff" can deliver quality care.

2. Another characteristic is the amount of formal and systematic

procedures, in other words, the number of components of the formal model

and how well they are defined. This characteristic is basically determined

by the maturity of the organization, and that, in turn, is determined by

by the number of years of existence of the organization, its size, the

complexity of the organizational structure, the years of experience of

the top administrator, and the relation between the physicians and the

administrator.

As the organization continues to function and grow the income can

support more people to carry out those activities that the administrator

himself may do at first. It frees up the administrator to look outward

and forward to other problems which he can plan for rather than react to,

that is, he can begin to institute a formal system for planning and con­

trol. The Keene Clinic which has existed the longest has a rather formal

system, RHA has a less formal system but is expanding its use of resources

to move toward one, and SMG, with high initial overhead and limited re­

sources, has an informal system.

At the same time the complexity of the organizational structure, by

more lines of reporting and more levels, demands a more formal system, as

communication is not so rapid and the information needed and available is

much greater. Here again, KeentB and RHA are the most complex, SMG is
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simple and more direct.

As the administrator becomes more experienced he can choose the

key variables, set their goals, and select the measuring instruments more

quickly and accurately. He gains time and the necessary knowledge for a

broader view of his job and of the organization itself. The years of

experience of the three top administrators at Keene, RHA and SMG bear

this out.

The administrator needs time to build a relationship with the

physicians, which means that first he must show them that he can manage

an efficient operation for them. Then he can begin to justify further

expenditures of his time and their money for a formal planning and con­

trol system for all their future benefits.

These are all factors in the "maturity" of the organization

resulting in a very formal planning and control system in Keene, a less

formal one in RHA, and an even less formal one at SMG. The more formal

the actual model the more closely it resembles Rockart's normative model.

3. i\ critical characteristic of the management control portion of

the model is the selection of the key variables (see Table 5). The three

administrators choose similar variables, yet they vary in importance over

time.

The administrators are well aware that there are certain critical

variables that they must track to be successful. Which key variables

(the administrators' variables will be labeled "key" for the purpose of

this discussion) they select at anyone point in time is dependent on

situational factors. These factors vary over time and from group practice



Table 5

The Administrators' Key Variables

(most im­
portant)

Keene

Govermental Regulation

Efficiency of operations

Patients' view of prac­
tice

Relation to hospital

Malpractice insurance
effects

Relation to community

(least im­
portant)

RHA

Quality and
comprehensive
care

Federal funding

Governmental
regulation

Efficiency of
operations

Patients' view
of practice

Satellites vs.
patient service

Other providers
in Community

Relation to
hospital

SMG

Efficiency of
operations

Staffing mix

Governmental
regulation

Patients' view
of practice

Relation to
community

Relation to
hospital
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to group practice. The important factors are the objectives of the

o~ganization, the needs of the patients, the personal managerial style,

the maturity of the organization, and the external pressures on the admin­

istrator and the organization.

Anyone of these factors may prevail over the others or two or

more may interact to determine which key variable will be selected. While

all the groups have an objective provision of high quality care, in one

group the objective to provide comprehensive care is so important to the

group and the top administrator that it becomes his major key variable.

The needs of the patients are important enough so that the patients'

view of the practice is a key variable but it is of low priority since the

objectives of the organization and the maturity of the organization are

more important.

As the organization matures the top priority key variables change

from internal to external. A new organization must be concerned with

developing an efficient operation. Only after this has been achieved can

the administrator really look outside the organization to such matters as

governmental regulation.

External pressures also help to increase this outward perspective.

For health care providers in the future, new governmental regulations may

force theln to examine the external variables more quickly and even before

they are operating efficiently because such regulation will intimately

affect their ability to operate efficiently (e.g., the setting of physi­

cians I fe«~s).

The managerial style of the administrator may influence the other
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situational factors since he will or will not focus on a particular

variable depending on how he reacts to the other factors. His style

may be to manage by maintaining tight control through fonnal systems

and procE~dures. In that case he would probably select efficiency of

operations as his top key variable although other situational factors

would support turning to the quality of care or the relations to the

hospital.

In Table 5 the key variables are arranged in a hierarchy; the

most important one for each administrator is different. All three men

indicated that the variables change over time. For example, the key

variable at Keene a couple of years ago was the construction of a new

building, but this now does not appear on the list.

The variables influence each other to a large extent. For

example, the patients' view of the practice is influenced by the efficiency

of the operations, the quality of care is influenced by the efficiency of

the operations and governmental regulation influences the efficiency of

the operations, and so on.

The variables are viewed as falling on a continuum of controllable

to uncontrollable. Relations to the hospital were viewed as relatively

uncontrollable, so that only limited resources were directed to it. While

governmental regulation was also difficult to control, it was so important

that a significant effort to control or at least influence it had to be

made. The ways of controlling varied widely from an administrator's be­

coming a member of a governmental agency to personal and group lobbying

efforts.
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Those key variables for which there was specific information such

as efficiency of operations were viewed as controllable. This one is so

critical to the success of the organization that it had to be tracked

regularly by very formal procedures.

Variables were chosen even though they were often difficult to

measure, The administrators were willing to rely on subjective informa­

tion and vague goals when they felt that a variable was important, like

governmental regulation or the patients' view of the practice.

4. An important characteristic underlying these models is the mana­

gerial style of the administrator. All administrators particularly en­

joyed and thrived on the dynamic nature of managing a medical group

practice with its different activities and daily crises. They took great

pride in their performance and were good negotiators with the physicians,

gaining authority as they "proved" themselves. They were open to change

and their models changed even as this study was conducted.

At the same time the models are different, reflecting the mana­

gers' style. At Keene the administrator, whose background was as a

controllE~r, had long ago begun a formal planning system as necessary for

him to maintain control of a large group practice. At RHA the Executive

Director was more interested in innovative programs and procedures and

thereforE~ delegated planning and much of the management control to others.

At SMG the administrator, even while facing high initial start-up costs

and daily crises, instituted advanced business techniques for management

control like cost analysis, computerized financial systems, split-balance

billing, and studies of professional staff mix task groups.

These characteristics, the clarity of the objectives, the amount



of formal procedures, the selection of the key variables, and the manageri&

style were critical to the success of planning and control in these three

organizations. All three groups are successful in meeting their objectives

because they have clearly understood objectives, an adequate and changing

organizational structure, clearly defined key variables, and dynamic and

aggressive managerial styles.
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IV. CONCLUSIONS

This study has examined three medical group practices, using models

from the profit-making businesses for analysis. While the sample is

small and the research technique is scientifically less rigorous, some

tentatiVE! conclusions for planning and control in small health care or~

ganizations can be made. These conclusions are:

1. ~1anagement activities are not generally seen as falling into

Anthony's three categories~~~strategicplanning, management control, and

operational control. In other words, in the minds of the administrators

the activities are not grouped according to particular functions. The

necessary management control and operational control activities are

carried out, although strategic planning is often not done adequately

and even ignored for long periods of time.

2. This lack of definition is also true for the concept of key vari­

ables. There are factors that the administrators track, but they do not

define them as critical success factors or key variables. The factors

that they do select include those that are monetary and nonmonetary, are

highly controllable and less so, and are changing in importance over time.

Their selection is dependent on the organizational objectives, the particu­

lar community that the organization serves, the maturity of the organiza~

tion, and the personal objectives and commitment of the administrator

himself. The information gathered for tracking each variable may be

highly specific, coming from a very formal and structured system, or may

be estiulates and rumors gathered informally from intermittent and unstruc~

tured si.tuations. As might be expected, those variables that arise
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internally are supported by more formal systems, while those arising

externally are supported by much less formal procedures.

3. As the group practices grow and become organizationally complex,

more of the components of Rockart's normative model will be formally de­

fined and adopted.

~. The objectives of these organizations are well understood by both

the physicians and the top administrators. This is due both to compati­

bility of the peoples original reasons for joining the organization and

to the small size of the organization, where communication is open and

inunediatE~•

5. The managerial styles of the administrators of these dynamic

service-oriented organizations are characterized by aggressiveness and

openness to change and new ideas, especially if they can be cost justi­

fied. They are also eager to accept the responsibility for the efficiency

of the operations and take particular pride in this efficiency while de­

livering a crucial quality service, one they are personally committed to.

6. 1\ formal strategic or long-range planning system was something

that the administrators were aware of, although not all had begun to insti­

tute it formally. The actual initiation of the system or plans to do so

was in response to the growth of the organization both in number of patients

and in the areas of service delivered. More recently it was in response to

governmental regulation, especially the National Planning and Resources

Development Act of 1975.

7. These groups were successful in meeting their objectives although

they did not have complete formal planning and control systems. They did,
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however, do well in Rockart's seven critical areas of analysis. The

objectivE~s were clear, the strategy was appropriate, the organizational

structurE! provided for both the medical and nonmedical functions, key

variables were defined, the information systems were adequate although

incomplete, motivation was very high, and implementation was carried out

quickly \Jith plenty of room for rapid feedback and adjustments. It would

appear that the most critical area was their ability to make rapid adjust-

ments when things went awry. All the administrators commented ruefully

on how much they had learned from past experience.

8. There is a definite need for greater anticipation of problems and

needs for health care. Much more formal procedures will be required for

medical organizations so that alternative programs and solutions can be

examined before the crisis is upon them. This anticipation will enable

them to act instead of react and lessen the reliance on learning by past

and often painful experience. It will also allow them to look at a port-

folio of programs and subprograms and then select alternatives with a

view to integrating them into the whole organization---something that has

rarely been done in the past. This need is especially pressing in the

area of utilization of financial resources. Health care costs are soar-

ing at the same time that demand for health care is ever increasing. The

communities will be demanding not only equal access to care but also that

these me:dical group practices must supply comprehensive care, including

patient education and such social health care services as alleviation of

pollution and treatment of drug abuse.

In addition, formal planning and control systems will be needed in

group practices to ensure that the physicians and the administrators can
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control and influence the effect of governmental regulation. Input must

be provided to balance the strong and growing governmental and consumer

influencE~, especially if the phy~icians~ want to meet their personal ob-

jectives and if the organization is even to survive. A strong planning

and control system would ensure that hard facts are available to allow

all sides to make the best judgment as to how to utilize limited re-

sources and yet provide everyone with adequate health care.

9. Finally, the planning and control systems appropriate to private,

for-profit businesses are also appropriate to health care organizations.

These groups are in fact already using many aspecmthereof and can bene-

fit from further adaptations of the experiences and research results in

the for-profit sector. Systematic planning and control is essential in

ensuring that high quality and comprehensive health care is delivered

efficiently.
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