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Mr. Anderson is one of the nation's premier IT research futurists dedicated to health care.  He is one of the leading national speakers on healthcare and physician practices and has spoken at more than 350 conferences and meetings since 2000.  He has spent the last 30+ years focusing on Healthcare – not just technology questions, but strategic, policy, and organizational considerations.  He tracks industry trends, conducts member surveys and case studies, assesses best practices, and performs benchmarking studies.  

Besides serving at the CEO of AC Group, Mr. Anderson served as the interim CIO for the Taconic IPA in 2004-05 (a 500 practice, 2,300+ physician IPA located in upper New York).  Prior to joining AC Group, Inc. in February of 2000, Mr. Anderson was the worldwide head and VP of healthcare for META Group, Inc., the Chief Information Officer (CIO) with West Tennessee Healthcare, the Corporate CIO for the Sisters of Charity of Nazareth Health System, the Corporate Internal IT Consultant with the Sisters of Providence (SOP) Hospitals, and the Executive Director for Management Services for Denver Health and Hospitals and Harris County Hospital District.  

His experience includes 32+ years working with Healthcare organizations, 20+ years working with physician offices, 7 years in the development of physician-based MSO’s, 17 years with multi-facility Health Care organizations, 15 years Administrative Executive Team experience, 6 years as a member of the Corporate Executive Team, and 9 years in healthcare turnaround consulting. Mr. Anderson received his BS in Business, is completing his MBA in Health Care Administration, and is a Fellow with HIMSS.  Additionally, he serves on numerous healthcare advisory positions and has developed programs including:

· Developer of the Six-levels of Healthcare IT for Hospitals and  the Physician Office

· Researcher and producer of the 2002-2007 EMR Functional rating system 

· Advisory Board and Content Chairman - Healthcare IT Outsourcing Summit, 2002, 2003, 2004, 2005

· Advisory Board and Content Chairman - Patient Safety and CPOE Summit, 2002, 2003, 2004, 2005

· Advisory Board and Content Chairman – Consumer Driven Healthcare Conference, 2003, 2004

· Advisory Board and CPOE Chairman - Reducing Medication Errors, 2003, 2004, 2005

· Advisory Board of TETHIC 2003, 2004, 2005
· Advisory Board of NMHCC 2000, 2001, 2002, 2003, 2004, 2005

· Advisory Board of TCBI Healthcare Conference 2000, 2001, 2002, 2003, 2004, 2005

· Advisory Board of TEPR and MRI, 2000, 2001, 2002, 2003, 2004, 2005

· Past President of  Local HIMSS Boards – Houston, Tennessee, Southwest TX

· Editorial Board of Healthcare Informatics 2001, 2002, 2003, 2004, 2005

· Judge, MSHUG ISA, 1999-2005, TEPR Awards, 2001-2002, TETHIE 2003-05, HDSC 2003-05

· National HIMSS Chapters Committee 2001, 2002, 2003, 2004

· National HIMSS Fellows Committee 2001, 2002, 2004

· National HIMSS Programs Workgroup Committee 2001, 2002, 2003, 2004

More about AC Group:

AC Group, Inc. (ACG), formed in 1996, is a healthcare technology advisory and research firm designed to save participants precious time and resources in their technology decision-making. AC Group is one of the leading companies, specializing in the evaluation, selection, and ranking of vendors in the PMS/EMR/EHR healthcare marketplace.  Twice per year, AC Group publishes a detailed report on vendor PMS/EHR functional, usability, and company viability.  This evaluation decision tool has been used by more than 5,000 physicians since 2002.  Additionally, AC Group has conducted more than 100 PMS/EHR searches, selections, and contract negotiations for small physician offices to large IPA since 2003.    

 More than 500 healthcare organizations worldwide have approached their most critical IT challenges with the help of trusted advisors from ACG. Since 1972, ACG advisors have been helping healthcare professionals make better strategic and tactical decisions.  This unmatched combination of market research and real-world healthcare assessment gives clients the tools they need to eliminate wasteful technology spending, avoid the inefficiency of trial and error, and discover a superior alternative to "guess" decisions. For our healthcare physician clients, ACG provides independent advisory and consultative services designed to assist physicians in evaluating and selecting technology to enable the creation of the “The Digital Medical Office of the Future”. 
A. Introduction:

Let’s move past today and imagine that it is January 2007.  It is not beyond reason that a visit to a doctor’s office will be as streamlined as connecting through a portal on the Internet to schedule an appointment.  Admissions happen via voice command and thumbprint technology.  Diagnostics are ordered based on information during admissions.  Examination rooms equipped with personal computer stations or wireless tablet computers will enable the physician to view a patient’s medical record with the click of a mouse or an electronic pen.  Lab results will be available immediately for viewing during the examination.  Prescriptions can be entered in via voice command and filled immediately by your pharmacy.  Billings will happen automatically and electronically … and it is not out of the question that electronic payments to the practice’s bank account could happen within 48 hours of an office visit.
Physician practices, like all of healthcare, have been reluctant to spend appropriate dollars on technologies to improve operations.  In today’s environment, physicians are being challenged to practice medicine and run a profitable business.  Decreasing reimbursements and lower net profits have forced radical changes in practice management and have accelerated the adoption of technology beyond the basic billing office. Many companies have created technological solutions addressing various “pain points” within healthcare.  These companies have focused on areas in which they perceived to be inefficient and in need of automation.  A staggering myriad of solutions is available to medical practices, making it necessary to wade through the options to find the best solution.  

B.
Adoption rates of PMS and EMR

For the past 20 years, physicians have been automating portions of their practice.  In the 1980’s through the 1990’s, physicians selected and installed Practice Management Systems (PMS).  Although these applications were fundamentally designed to track patient demographic, insurance, and payment information, their real benefit was the electronic printing and subsequent electronic transmission of patient claims to insurers.  In 1990, Medicare created new incentives accelerating the adoption of PMS through its policy of reimbursing electronic ahead of paper claims submissions.  

From 1985 to 2002 the number of physicians with PMS increased from 10% to almost 95%. (
) Starting in the late 1990’s, physicians searched for additional systems designed to improve the management of their practices. New applications called Electronic Medical Records (EMR), Document Management, Lab Interfaces, Electronic Dictations, and physician Internet access were reviewed and adopted, albeit at a slower pace than PMS.  Among these applications EMR appeared to hold the most promise as a breakthrough technology that might improve practice efficiency. 

Occurring simultaneously with the increasing sophistication of EMR function was the health care industry’s increasing emphasis on medical error reduction, improved clinical documentation and level of service coding. EMR’s ability to facilitate a typewritten, legible, well-formatted note that is available to all providers within a health care system held the promise of making patients care easier and more efficient.  During this early era, affordable office-based EMRs offered a broad range of functionality. At one end of the spectrum were systems that offered little more than a typewritten chart. All the information was present as free "text" with little structure and capacity for searching or sorting clinical information. Free text could be entered by scanning existing documents, routine dictation, or in some cases using voice-recognition to capture the information. The main advantages of this system are the speed of data entry, limited disruption of provider documentation practices and workflow, and often lower cost.  In contrast, a number of EMRs require clinical encounter data entry through a series of structured pick lists or templates. Although more time consuming to enter data this way, integration of information into a structured database facilitates subsequent queries and report writing. 

In 1995, healthcare IT experts optimistically predicted that more than 50% of physicians would purchase an Electronic Medical Record for their practice by the end of 2000 (
). However, by 2000 a combination of technology issues, reimbursement issues, and the difficulty of justifying the capital costs of the EMR based on the return on investment (ROI) left the estimated percentage of physician users at only 6% across all practice environments. (
) This low figure further concealed a significant discrepancy between users in large institutions and multi-specialty clinics and those in small office practice. According to one study, by the summer of 2002, 38% of all university and staff-model (Kaiser, Mayo, etc) physicians were using an EMR compared to less than 1% of community-based physicians. (
)
The authors think that the experts missed their projections primarily because they underestimated how fundamentally EMR adoption changes the way a physician works. In addition, they were overly optimistic on the performance and speed of introduction of the so called “killer applications” (voice recognition, intelligent charge capture, pharmacy formulary management) that were critical to the EMR’s streamlining of workflow and return on investment.   Physicians are far more likely to adopt changes that improve either their financial income, practice efficiency, or enhances the quality of patient care.  Accordingly, automation of the physician practice is mostly likely to occur if the following principles are a central part of the implementation strategy.
· Create an incremental approach towards office automation

· Make sure the EMR integrates with minimal disruption of existing work flow

· EMR must either improve efficiency or reduce costs.

The physician market represents over 880,000 individuals in the US market alone.  Over 85% of these physicians work in active practices that treat on-going patients in an ambulatory setting.  The other +15% is working in non-patient care settings or is primarily involved in education and research.  When evaluating physician needs and spending, we first must look at different market segments based on the practice size and the number of physicians within each practice size.  As shown below, AC Group has attempted to divide the 206,000 physician practices into eight discrete markets. 
	 
	Market Segment
	Total number of Practices
	Avg No of Physicians per Practice
	Total Physicians per Market Segmentation
	% of Total Physicians

	A
	1 to 2 Physicians
	183,434
	1.25
	229,293
	28.3%

	B
	2 to 5 Physicians
	10,106
	3.30
	33,350
	4.1%

	C
	6 - 9 Physicians
	6,482
	7.50
	48,615
	6.0%

	D
	10 to 49 Physicians
	3,834
	29.05
	111,378
	13.8%

	E
	50 to 99 Physicians
	1,235
	74.40
	91,884
	11.3%

	F
	100 to 249 Physicians
	312
	143.13
	44,657
	5.5%

	G
	Large Practices & Teaching Organizations
	754
	243.40
	183,524
	22.7%

	I
	Non practicing Physicians
	
	
	67,000
	8.3%

	
	Total
	206,157
	
	809,699
	100.0%


The vendor community traditionally wants to sell to the large practices, those with over 250 physicians.  However, the market share is very small, since there is only an estimated 1.3% of the practices with more than 50 physicians.   The bulk of the practices are in the 1 – 9 physician practice size.  As shown on the table on the next page, 93% of the active practices have less than 6 physicians within the group.  Additionally, 96% of the practices have less than 10 active physicians.  Therefore, it would appear that the market opportunity for EMR’s would be in the small physician marketplace.
	Market Segment
	% of Total Physicians
	% of Practicing Physicians
	% of Practices

	1 to 2 Physicians
	28.3%
	30.9%
	89.0%

	2 to 5 Physicians
	4.1%
	4.5%
	4.9%

	6 - 9 Physicians
	6.0%
	6.5%
	3.1%

	10 to 49 Physicians
	13.8%
	15.0%
	1.9%

	50 to 99 Physicians
	11.3%
	12.4%
	0.6%

	100 to 249 Physicians
	5.5%
	6.0%
	0.2%

	Large Practices and Teaching Organizations
	22.7%
	24.7%
	0.4%

	Non practicing Physicians
	8.3%
	
	

	Total
	100.0%
	100.0%
	100.0%


However, the vendor community has realized for years that selling to small physician groups was not as profitable as selling to mid-size and large practices.  The overall cost of “sales” is relatively the same for a $40,000 sale as a $500,000 sale.  The only real difference is in the sales commission, and thus, the sales team would prefer to sell to large practices.  But can 50 vendors survive on only 10% of the potential population?  The answer is no.  The healthcare industry only requires between 5 and 10 vendors in each of the market segments, not the 50 to 150 we have today.   Therefore, the market will create winners and the market with crush vendors who have weak functionality, limited marketing funds, and vendors that cannot prove long term financial viability.

C.
Spending Trends:

Spending on technology by physicians has tripled since the 1990’s and is expected to triple again in the next four years.   The majority of the increase will incur in the upper three levels of IT Maturity (Physician interaction).  We believe that the average physician will be spending upwards to $10,000 for an EMR, $3,000 for other related technology applications, and an average of $4,000 for installation, training, and configuration.   Once you add hardware, networks, and mobile devices, the average physician will be spending more than $25,000 on technology.  For those practices that are looking for a combined EHR and PMS, the average price will exceed $30,000.  However, in an ASP model, the average physician can obtain a complete Digital Medical Office of the Future for around $800.00 per month.

Until 2006, the majority of new technology sales were for internet applications and EMR/EHR applications.   However, in 2006 we saw a major change in the belief that a practice’s current practice management system would indeed meet the practice’s future needs.  In 2003, less than 9% of practices were looking to replace their older PMS application.  In 2006 the ratio increased to 29%.   Additionally, 60% of the healthcare EHR vendors have reported major increases in combined EHR and PMS sales in 2006, a 72% increase over 2004.   For our clients, we have experience a major change in physician preference in technology.  In 2004, only 12% of our clients where interested in a combined PMS and EHR application.  In 2006, the ratio increased to over 90%.

So what created the change in physician preference?  A study of 2,312 physician showed that 58% of physicians were interested in investing in a comprehensive EHR within the next 24 months – although many barrier to adoption where indicated.  Of that 58% of the physicians, 83% indicated that they wanted to replace their current PMS for the following reasons:

· 59% indicated that they believed the product no longer met their needs

· 74% wanted to have a combined PMS/EHR from the same vendor to reduce the risk of ineffective interfaces.

· 63% wanted to have a fully integrated PMS/EHR with one combined database to insure maximum efficiency.

· 37% indicated that their current PMS product was no longer being supported by any vendor.

However, the question is always, “who” will be purchasing.  Once again, AC Group has developed their annual market segmentation table on future spending for EMR’s based on the nine market segments.  Given the number of practices, and the current EMR penetration rates that vary from 9.4% to 32%, the number of potential sales of new EMR installations is estimated at around 190,000 practices which represents almost 659,000 active physicians.
	
	Market Segment
	% of Practices
	Estimated EMR Penetration
	Installed EHR Physicians
	Installed EHR Practices

	A
	1 to 2 Physicians
	89.0%
	7.10%
	16,280
	13,024

	B
	2 to 5 Physicians
	4.9%
	9.20%
	3,068
	930

	C
	6 - 9 Physicians
	3.1%
	9.70%
	4,716
	629

	D
	10 to 49 Physicians
	1.9%
	14.10%
	15,704
	541

	E
	50 to 99 Physicians
	0.6%
	17.40%
	15,988
	215

	F
	100 to 249 Physicians
	0.2%
	24.80%
	11,075
	77

	G
	Large Practices & Teaching Organizations
	0.4%
	33.10%
	60,746
	250

	
	Total
	100.0%
	15.8%
	127,577
	15,665


Once we understand the market size by segment, we can start estimating the potential revenues for EMR applications over the next 4 years.  We estimate that the healthcare industry could spend up to $3.6B on EMR applications in the 4 years plus an additional $3.4B on hardware related products and almost $1.4B on implementation and training.   However, this assumes that physician EHR adoption will increase from an average of 18.7% to over 80% by 2009.  This is a big assumption since it appears that the adoption rate is increasing by only 32% per year.  Therefore, if the current trend continues, the total adoption rate will only be around 52% by 2010.   So what will it take to increase EHR adoption?   The industry must create financial incentives for physician adoption.  Without financial incentives, the US EHR market will never exceed 50%.

	
	Market Segment
	Estimated EMR Software Revenues 2008 - 12
	Estimated EMR Hardware/Network Revenues 2008-12
	Estimated EMR Implementation and Training  Revenues 2008-12

	A
	1 to 2 Physicians
	$    1,723,092,478
	$           886,132,967
	$           810,867,048

	B
	2 to 5 Physicians
	$      222,684,208
	$           125,971,533
	$           104,792,569

	C
	6 - 9 Physicians
	$      264,130,287
	$           164,359,148
	$           124,296,605

	D
	10 to 49 Physicians
	$      465,164,286
	$           318,401,223
	$           218,900,841

	E
	50 to 99 Physicians
	$      377,393,775
	$           284,155,313
	$           177,597,071

	F
	100 to 249 Physicians
	$      185,539,075
	$           139,700,010
	$             87,312,506

	G
	Large Practices & Teaching Organizations
	$      814,013,422
	$           612,904,224
	$           383,065,140

	
	Total
	 $    4,052,017,531 
	 $         2,531,624,416 
	 $        1,906,831,779 


The majority of the expenditures will be in the practices within 10 to 99 physicians followed by the 6-9 physician groups and the large clinics with over 100 physicians.  However, this still leaves almost $2.0B being spent by small practices with < 5 physicians.  When we add annual support costs, upgrades, and other annual expenditures, the overall market opportunity is closer to $9.0 B over the next 4-5 years.  

Along with capital purchases, practices are usually required to pay between 13% to 22% of the software costs each year for product upgrades and product support.  Therefore over a six year period, the average practice pays for the entire system again and again.   However, without support, the practice has a 73% chance of technology problems.   These problems can create operational and clinical issues, which could bankrupt the practice if the corrections are not made within a timely manner.   For most established EHR vendors, support fees represent between 35% to 65% of their annual revenues.  For Practice Management vendors, support fees represent between 52% to 90% of their annual revenues.

As shown on the next page, support revenues over the next four years could exceed $1B if EHR adoption increases to the 80% range.  However, if the adoption rate is below 50%, support revenues will average of $700M per year by 2008.   
	
	Market Segment
	Estimated EMR  Support Revenues 2008-12
	Total New Sales Market 2008-12
	Total New Sales plus Annual Support  2008 - 12

	A
	1 to 2 Physicians
	$         682,344,621
	$     3,420,092,493
	$     4,102,437,114

	B
	2 to 5 Physicians
	$           88,182,947
	$        453,448,310
	$        541,631,256

	C
	6 - 9 Physicians
	$         104,595,593
	$        552,786,040
	$        657,381,633

	D
	10 to 49 Physicians
	$         184,205,057
	$     1,002,466,349
	$     1,186,671,407

	E
	50 to 99 Physicians
	$         149,447,935
	$        839,146,158
	$        988,594,093

	F
	100 to 249 Physicians
	$           73,473,474
	$        412,551,591
	$        486,025,065

	G
	250+ Physicians
	$         322,349,315
	$     1,809,982,786
	$     2,132,332,101

	
	Total
	$      1,604,598,942
	$     8,490,473,727
	$   10,095,072,669


Based on our projections, we estimate the ambulatory marketplace for New EHR products could exceed $8.1B within the next four years with an 60% adoption rate and less than $4M if the adoption rate maintains the current 32% increase per year.  Total spending for new EHR products and support could exceed $11B within the next four years.

As we mentioned, the industry MUST change, before the adoption rate can exceed 50%.  With new Pay-for-Performance (P4P) programs, government incentives, malpractice incentives, and new requirements for clinical reporting, physicians will need to convert to newer technology to stay in business.
	Total Ambulatory Technology Spending Assuming a 32% annual increase

	
	2006
	2008
	2010
	2012

	
	
	
	
	

	EMR
	 $      347,889,887 
	 $      477,583,236 
	 $      655,626,267 
	 $         900,043,739 

	PMS
	 $      195,371,296 
	 $      242,416,704 
	 $      300,790,647 
	 $         373,221,034 

	Other
	 $        21,561,980 
	 $        28,461,813 
	 $        37,569,594 
	 $           49,591,864 

	Hardware
	 $      270,069,243 
	 $      367,991,123 
	 $      500,927,916 
	 $         681,261,966 

	Support
	 $      464,621,437 
	 $      665,582,955 
	 $      934,667,552 
	 $       1,295,408,900 

	Total
	 $    1,299,513,843 
	 $    1,782,035,832 
	 $    2,429,581,975 
	 $       3,299,527,503 






























































































































































�  2002-2004 TEPR Report conducted by the Medical Records Institute.


�  2004 Annual Survey of physician adoption rates by AC Group, Inc. (3,935 physician practices)


�  2000 TEPR Survey conducted by the Medical Records Institute.


�  2002 Presentation of EMR usage, TEPR conference, Seattle WA, May 10, 2002





