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IN TH MATIER OF CALIFORNI PACIFIC MEDJCAL GROUP, INC. DBA

BROWN AND TOLAND MEDICAL GROUP, A CORPORATION.

FTC Docket No. 9306

COMMENTS OF CITIZENS FOR VOLUNARY TRADE

Proposed Consent Order Anounced February 9, 2004-
Comments Filed Maxch 10, 2004

Pursuant to 16 c.P.R. S 3.25(f) and the Federal Trade
Commsion' 5 publication of a proposed consent agreement in the
above-captioned matterl, Gtizens for Voluntar Trade, a Virgia
nonprofit corporation, files the follo-wing comments.

Relevant Facts

An independent practice association, or IP A,. is a group of
physician and other health care providers, indudin,g hospitals
who contract with a manged care organzation, such as a health
maitenance organiation (HMO) to provide services for managed
care subscribers. Some IP As shae financial risk among its
physicia members, whie others do not.

In 1992 four San Francisco II As merged into a 692-member IP 
caled Californa Pacific Medical Group (CPMG). By 1996, CPMG'
patient base induded about 135,000 subscribers. In August 1996,
CPMG' s members, all private practice physician, merged with the
University of California at San Francisco Medical Group, who were
doctors employed by that unversity s hospital. The new IP A
caled Brown & Toland Medical Group (BTMG), began operatig in
1997 and included contracts with 14 HMOs representing about
178,000 subscribers. BTMG' 5 network was composed of about equal
numbers of private-practice and UCSF physician.

169 Fed- Reg. 7,45-7,488 (Feb. 17, 2004).
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The 1996 merger res ted in BTMG assuming control of UCSF' 
maagement organation, which handled services such as bil
processing, filng reports, and payig member physician their fees.
BTMG converted this management organzation into a for-profit
entity in .1997, but ths ventue quickly ran into fiancial trouble.
BTMG had difculty fincing its for:'profit organation, how-ever,
and the IPA in.curred a $4.5 m.Iion loss in October 1998. UCSF
Stanford Health Care CeDter, the hospital employig BTMG'
members, reportedly covered their physician for losses related to
ths incident, an amount estimated at about $1 :mon. BTMG ha.s
since reduced the scope of its management organization, and
BTMG clai it is no longer losing money. BTMG's reported 2002
revenue was $189 mion.

In recent years, Californa consumers have left HMOs in favor
of other types of managed care organations, Dr. Kevin Grumbach,
a UCsF professor and diector of the Center for California Health
Workforce Studies, described the change in the, managed care
climate in a December 2002 surey: "Californa led the natlon
chage into maaged care. Our study of the state s physician tells
us that California has noW" sounded the retreat . Private

physician are startig to abandon HJOs, IP As aDd maaged care
networks 2 One place physicians. starled going was preferred-
provide organizations, or PPOs-

BTMG offered a traditional :HO product, but when those
revenues began to decline in the late 19908, the IPA began to offer a
PPO product as welL PPOs allow individual consumers to choose
from among mu,ltiple physicians withi a network, whie
physicians receive a discounted fee for each patient treated. Many
businesses that in ure their employees prefer the PPO model
because it is subject to less regulatory requirements than HMOs,
and specifc benefits can be added or dropped to control costs.

Because BTMG includes more than 1 500 providers, in.cuding
about 650 il its PPO network, the FTC opened a formal
investigation in 2002 to determe whether or not the PPO network
complied with federal antitrust laws. Afer several months of
negotiations, the FTC decided to file an admitrative complait
against BTMG in July 2003, charging the IP A with violatig 5 of

2" Caorn Physician are Dropping Out of Mang2d Care, Accordig to UCSF
Researchrs. Available at 
htt://ww -futute. alftLucsL2du/ prE$sJlle"1ses/ CWdroppingouthtt (December 2,
2002).
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the Federal Trade Commssion Act, "Which generally prohibits
unai methods of competition.

The FTC's complait alleged that BTMG's PPO network Was
realty, a scheme to collectively.f and raise the prices for physician
services in the San Francisco market. Under a 1993 FTC policYr any
joint contractig by physician with thd-par payers is generaly
condemned as an antitrst violation, uness certai criteria are met
regarding a groups ' structure and bu.siness operations. BTMG
intialy rejected the FTC's arguent, claig the PPO was
designed expressly to comply with federal antitrust policy.

In December 2003, BTMG and the FTC withdrew ths case from
adjudication, and opted to sette on term favorable to the
Commssion. The proposed order now before the FTC prevents
BTMG from jointly contractig with any thid-par payer or
inurer without the prior consent of the FTC. The proposed order
states any future joint contractig by BTMG must be accompaned
by signficant poolig of financial risk or clincal integra' pon. The
FTC claim the proposed order 'Wll restore competition and lower
consumer pnces.

CVT s Standard of Analysis
Citizens for Voluntar Trade is a nonprofit, nonpartisa

educationa organation that analyzes antiust and competition
laws from a pro-reason , pro-capitalism perspective. CV seeks to
expand the general public s understanding of these laws by
providing meangfu context to individual cases, such as ths one
where the rights of businesses are adjudicated in an admstrativesettg outside the courts and the marketplace. Ou anysis serves
both as an intelIectual check on the work of the Federal Trade
Commssion, and as a means of applying the ethical values of
reason, individual rights, and capitalism to contemporar publicpolicy issues. 

In analyzig the proposed order , CV applies a standard of
analysis consistent with our pro-reason, pro-capitalsm approach to
public policy. This means three thgs. First, we presume reason is

s only mean of know-ledge , and thus ;(eason is the only
objective standard for determg ethcal values. Second
consistent with a reason- based epistemology and ethcs, 
presume men do not have the right to intiate force agait one
another, a.nd that in an economic conte).'", ths mean men must


