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Understanding the Freestanding
Emergency Department

Phenomenon

Urgent message: FSEDs have a role to play in our health care system
but it’s not to supplant urgent care centers.

ALAN A. AYERS, MBA, MAcc

Introduction
reestanding emergency departments (FSEDs) are walk-
|:in medical facilities—structurally separate and dis-
tinct from a hospital—that hold themselves out to
provide emergency care to the general public. While
they claim many similarities to hospital EDs—capabil-
ities to diagnose and stabilize cardiac arrest, stroke
symptoms, breathing problems and trauma—there are
also significant differences.
Unlike hospital EDs, many freestanding EDs:
m Jack trauma level verification by the American
College of Surgeons;
m do not receive patients via ambulance diversion
or transfer;
® do not have overnight beds or intensive care
capabilities;
m lack inpatient referral or admissions capabilities;
and
m are unprepared to handle volume influxes from
natural and man-made disasters.

Whereas the average hospital ED sees 150 to 200 patients
per day, depending on the business model, many freestand-
ing EDs often see as few as 35 to 40 patients per day and
some private operators are profitable at less than 20.

In general, FSED patients are ambulatory and present
themselves with what would triage as a lower priority
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level (urgent or semi-urgent) in a hospital ED. If a
severely ill patient who presents at an FSED is deter-
mined to require a hospital admission, surgery or spe-
cialist care, they are stabilized and transferred by para-
medic to a higher-acuity facility.

FSEDs differentiate themselves from their hospital-
based counterparts in terms of the patient experi-
ence. Hospital EDs have a reputation for long wait
times, busy staff, and crowded, uncomfortable wait-
ing rooms. Whereas national studies reflect average 3-
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hour wait times in the nation’s ERs, FSEDs focus on
getting patients out within 60 to 90 minutes. In addi-
tion, FSEDs are typically located in upscale retail
developments and have fashionable décor that
includes luxury furnishings and granite countertops,
conveniences like Wi-Fi and exam room cable televi-
sion, gourmet coffee and refreshment bars, children’s
play areas and pediatric-themed rooms. The atmos-
phere is more reminiscent of a boutique hotel lobby
or day spa than the “sterile” or “clinical” environ-
ments associated with hospitals.

As illustrated in Table 1, FSEDs offer slightly more
advanced services than urgent care centers. In addition
to digital x-ray, they typically have computed tomogra-
phy, ultrasound, full on-site lab capabilities, electrocar-
diography, as well as life-saving medical equipment. Per-
sonnel also differ at FSEDs, which are almost always
staffed with board-certified Emergency Medicine physi-
cians and ER-trained nurses. Urgent care centers, by
contrast, are often staffed with family physicians and/or
mid-level practitioners. And while urgent care centers
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typically operate 12 to 14 hours a day, FSEDs operate 24
hours a day, 365 days a year.

Count and Growth of FSEDs

In 2009, the last year accurate, national statistics for free-
standing emergency centers were published, the Amer-
ican Hospital Association counted 241 centers in 16
states.! That was up from 146 in 2005; applying the
same growth rate, the current estimate is between 350
and 400 FSEDs in the United States today.

FSED growth is being driven in large part by hospitals
and health systems expanding their footprints into
growing suburban areas. This strategy is reflected in
states like Delaware and Colorado, where a handful of
FSEDs have taken a hybrid approach between a hospi-
tal ER and an outpatient clinic. For example, some of
these centers offer outpatient surgery in addition to
emergency care, or they have some overnight beds for
emergency patients requiring observation and possible
referral to a full-service hospital.

Texas is leading the nation in FSED growth, with
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Table 1. Differences between FSEDs and urgent care centers

Urgent Care Center

Freestanding Emergency Center

Insurance Contracting

Typically as an urgent care facility, reimbursing either a flat
fee per patient (with carve-outs for high-value
uprocedures) or fee-for-service. May also be contracted as a
primary care office.

As an emergency facility with physicians contracted as
separate, independent providers.

Net Revenue per Patient

$105 to $150

$350 to $500 although some patients have reported fees of
over $1,000 for moderate- and low-acuity conditions.

Co-Pay Charged

Urgent care co-pay—typically $35 to $50.

Emergency room co-pay—typically $75 to $100.

Facility Fee Charged

Typically no facility fee is charged, except in certain
instances in which the center is part of a hospital complex.
Typically one invoice for all services on site.

A facility fee is charged in addition to a professional fee for the
providers. Patient is often billed separately by the facility and
physician group.

Cases Treated

Typically low- to-moderate acuity, with the bulk of patients
presenting with minor infections, flu symptoms, allergies,
rash, lacerations, sprains/strains, and fractures.

Typically non-emergent with greater emphasis on
musculoskeletal injury and lacerations. Patients self-triage for
acutely rising conditions including high fever, automobile
accidents, and asthma attack.

Operating Hours

Typically 10-12 hours a day, seven days a week.

Most are open 24-hours a day, 365 days a year.

Square Footage

Typically 2,500 to 4,500 sq. ft.

5,000 t0 20,000 sq. ft. depending on whether the center is
independent or hospital-affiliated.

Trauma and Resuscitation

Providers typically certified in Basic Life Support although
many have advanced life support certification. Center
typically equipped with EKG, defibrillator and drug cart.
Process is to stabilize patient, call 911, and then EMS
transfers patient to hospital emergency room.

Providers certified in Advanced Cardiac Life Support (ACLS) and
Pediatric Advanced Life Support (PALS). Capabilities to
administer IV medications and perform cardiac enzyme and
BNP labs. Process is to stabilize patient and admit to hospital
(using contracted paramedic transport) under direct transfer
agreement.

Provider Staffing

May be any combination of physicians, physician assistants,
or nurse practitioners supported by medical assistants and
technicians.

Emergency medicine physician on staff during all operating
hours typically supported by an emergency medicine nurse.
Ancillaries like lab and imaging supported by cross-trained
technicians.

Provider Specialty

Typically family practice or emergency medicine with
representation from internal medicine, pediatrics and other
specialties. May or may not be certified by an ABMS-
recognized board.

Typically board-certified in emergency medicine.

trained medical assistant or radiology technician.
Consulting radiologist over-reads to validate diagnosis.

Laboratory Varies by location. Typically CLIA-waived for point-of-care CLIA-certification for point-of-care testing plus automation for
testing. Labs performed by medical assistants. Collection CBCs, D-Dimer, BNP, and cardiac enzyme testing. Laboratory
and send-out to reference laboratory for more advanced technician on staff. Physician also utilizes microscope for
labs. Urine drug screening as a revenue center. diagnosis.

Imaging Typically basic x-ray performed (depending on state law) by | X-ray, low-resolution CT, and ultrasound performed by

radiology technician, with consulting radiologist on-call to read
images.

about 85 to 90 centers open and a dozen more under
construction. The prevailing model in the state is the
pure-play emergency center, targeting patients with
moderately acute conditions, who have other options
(hospital ERs and urgent care), but who are willing and
able to pay a higher price for the shorter wait time and
better patient experience at FSEDs.

Texas is unique in that FSED growth has been driven pri-
marily more by entrepreneurial than hospital operators,
but regardless, the growth and placement of the centers
reflects the national trend—to serve affluent family demo-
graphics. Despite Texas’ size and number of medically under-
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served counties, the vast majority of FSEDs have opened
in relatively condensed areas—the highly competitive sub-
urbs of Dallas, Houston, San Antonio, and Austin.

FSED Operating Models

Freestanding emergency departments are operated by
hospitals, individual physicians and physician groups,
and non-physician entrepreneurs. Just as there is vari-
ance in the capabilities and offerings of urgent care
centers, the operating models of FSEDs vary depending
on the ownership, location, size, competition, and tar-
get patient demographics of the facility.
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Hospitals are turning to this model as a more cost-effec-
tive way to expand their footprint into new areas without
the risky and exponentially costlier investment of build-
ing a full-service hospital. Foregoing the cumbersome Cer-
tificate of Need process required for a hospital, a health sys-
tem can develop a medical campus that includes primary
care and specialist offices, pharmacy, imaging, laboratory,
physical therapy, occupational health—even a coffee
and bake shop. FSEDs, like hospital EDs, are an excellent
source of referrals for inpatient care. Health systems can
expand their revenue base by “capturing” patients from
suburban communities into their FSEDs and then “push-
ing” them to specialists at their urban hospital campus. As
a competitive play, FSEDs expand the hospital’s brand pres-
ence. That's why many FSEDs are opened to compete head-
to-head against other hospitals or health systems. And where
a hospital operates a local network of urgent care centers,
its FSED can receive higher-acuity referrals from the
urgent care—keeping the patient “in system.”

According to the Healthcare Financial Management
Association (HFMA), five factors are driving hospital sys-
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tems to utilize freestanding ERs in their strategies to increase
market penetration and improve financial performance:

m Increased demand for hospital emergency services,
including a steady increase in patients who com-
monly utilize hospital EDs for their primary health
care needs.

m Dysfunction in legacy hospital EDs including inad-
equate number of beds and treatment areas, poor
space configuration, and inefficient operations lead-
ing to ED wait times of up to 12 hours or longer in
some cases—which cause hospitals to fall short of
benchmark measures on ED length of stay.

m Ability to expand the hospitals’ brand and physi-
cal footprint without the capital costs and certifi-
cate of need requirements of building a new hos-
pital or outpatient campus.

m Ability to expand incremental use of hospital-based
services, capture referrals for the hospital and its
affiliated providers, differentiate from competing
hospitals, and mitigate competitive threats from
urgent care centers, retail clinics and other on-
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demand providers.
m Identical reimbursement for freestanding ER and hospital ED
patients.

Although HFMA lists “co-location with complimentary ambula-
tory services like imaging, laboratory and physician offices” as a crit-
ical success factor for freestanding ERs, many new freestanding ERs
are stand-alone retail operations, completely separate from any
other hospital-affiliated outpatient services.

For entrepreneurs, the FSED model is a way to turn a profit. An
often-cited reason for Emergency Medicine physicians to open their
own FSEDs is their desire to escape the bureaucratic challenges asso-
ciated with large health systems and ER staffing groups, especially
when their beliefs on how care should be delivered differ from man-
agement. The smaller, less hectic scale of FSEDs allows providers to
spend more quality time interacting with patients, educating them
and meeting their needs more fully. Working in or owning an FSED
provides emergency physicians with much-desired autonomy.

FSED Demographics

A study of FSED locations reveals a clear bias towards affluent, densely
populated—especially in terms of families with children-suburbs of
large cities. Although an argument could be made that FSEDs expand
access to emergency services, these areas are already hyper-competi-
tive among existing health systems for ED patients. In general, FSEDs
are not located to serve the Medicaid and indigent populations who
rely on the “safety net” of urban hospital emergency rooms.

A study of the residential demographics surrounding each Texas
FSED confirms these trends. In the Dallas/Ft. Worth and Houston
markets, the 3-mile demographics of FSEDs reflect a median house-
hold income $15k and $20k higher (respectively) than the metro-
politan averages. In addition, these centers are located in less diverse
communities (smaller proportion of Hispanic and African-American
residents) with a significantly larger proportion of married house-
holds with children (Figure 1). The same patterns have been noted
in Seattle, Washington, where several FSED operators have opened
in affluent urban and suburban neighborhoods already served by
emergency rooms.?

So why are FSEDs targeting areas with potential competitors? Much
of the reason lies in the investment to build and operate this type of
center. Capital requirements range from $3.5 million? to $20 million,*
plus the ongoing cost of permanently staffing a center 24/7 with Emer-
gency Medicine nurses and physicians. To turn a profit, centers must
be placed in areas where utilization and insurance coverage are
high—where consumers are less sensitive to the cost differential of an
emergency room co-pay—and that’s typically in suburban areas with
high percentages of working professionals with families.

FSED Billing Issues
FSED bills can be up to 10 times the cost of a comparable visit to pri-
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Figure 1. Results of a study analyzing the average demographics around an FSED (3 mi radius) versus the average for

the metropolitan area.

(The communities in which FSEDs are located have higher incomes, more married families, and less racial/ethnic diversity.)
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mary or urgent care. The primary culprit is the “facility
fee”—a fee historically charged by hospitals to cover the
high overhead of being prepared to handle any situation
that presents while subsidizing charity and indigent
care. While FSEDs argue facility fees are necessary and
appropriate because FSED capabilities are similar to hos-
pital EDs, patients and payors have questioned the
legitimacy of facility fees because the centers—particu-
larly storefront physician-owned FSEDs that resemble
“doctor’s offices”—have a very different cost structure
than full-service hospitals.

Although most hospital-affiliated FSEDs are con-
tracted with insurance as in-network facilities, many inde-
pendent FSEDs are not contracted despite advertising they
“will bill your insurance.” They’re taking advantage of
a “loophole” that requires payors to cover emergency serv-
ices. What happens is the FSED bills the insurance com-
pany as an out-of-network provider and even if the insur-
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ance company marks down its payment to “usual and
customary charges” or “in-network rates”—because
there is no contract with the payor—the FSED can then
balance bill the patient. This leads to patient confusion
and “fighting” with FSEDs (and their collection agencies)
for weeks—especially for patients who go to a center
under the impression that their insurance is “accepted
by” (contracted with) the center.

Aetna has filed at least three lawsuits against FSEDs that
charge facility fees. Their primary concern is that these cen-
ters charge a fee applicable to hospitals when they are not
a comparable entity; hospitals have inpatient capabilities
and offer a wide range of services, whereas the vast major-
ity of FSEDs offer only emergency care.> Another large insur-
ance provider, Blue Cross Blue Shield of Texas, is warn-
ing members about the exorbitant fees charged by FSEDs.
On its website, BCBS clearly states that these centers are
out-of-network, are not comparable to hospital EDs in level
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of care, and that treatment there may incur additional
expenses to the patient.

FSED Marketing Strategies

Given freestanding ED locations and facilities that
appeal to upper-income consumers, a conclusion may
be reached that time-starved professionals with
employer-paid health insurance are undeterred by emer-
gency room co-pays if they believe an FSED has shorter
wait times, more sophisticated capabilities, and better
qualified providers than other options, including urgent
care centers—regardless of whether such capabilities
are needed for their conditions or whether their percep-
tions are even reality.

To attract insured patients who can afford it, FSEDs
market their ability to treat urgent as opposed to emer-
gent conditions, their “cutting edge” technology, their
sleek new facilities, and their providers’ board certifica-
tions. Additionally, FSEDs place a lot of emphasis on
very short wait times. On average, the length of an ER
visit in 2010 was just over 4 hours,” so affluent patients
who place a dollar-premium on their time can be seen
in “10 minutes or less” at an FSED. Given their market-
ing messages, and similar marketing tactics to urgent
care centers, it's easy to understand why consumers
become confused as to when to go to an FSED versus
urgent care or the hospital.

Federal and State Regulation of FSEDs

The Emergency Medical Treatment and Active Labor Act
(EMTALA) requires that hospitals participating in gov-
ernment health programs (Medicare, Medicaid, and/or
Tricare) provide emergency medical treatment to any
presenting patient, regardless of the patient’s ability to
pay. Generally a hospital’s obligation under EMTALA is
to provide an evaluation as to whether an emergent
condition exists; if an emergent condition does exist, to
provide treatment until that condition stabilizes; and
last, to transfer patients to an appropriate specialized
facility if care is required beyond the hospital’s capabil-
ities. A freestanding ED that is affiliated with a hospital
is generally subject to EMTALA while independently-
owned facilities often forego the EMTALA requirements
by opting out of federal health programs.

In Texas, legislation regulating the capabilities and
operation of FSEDs was passed in 2009 to ensure facili-
ties offering “emergency care” are comparable in capa-
bilities to hospital EDs, both for patient safety and for
payor understanding. Not only does the Texas law
impose an “EMTALA-like” standard—requiring a screen-
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ing exam and treatment of emergency conditions with-
out charge—for centers not covered by the federal law,
it requires a license from the state. “Minimum stan-
dards” are defined and include 24-hour operations, at
least one licensed physician and nurse on staff at all
times, and a stipulation that the Texas Department of
State Health Services can inspect a facility at any time.

In addition, the Texas legislation requires insurance
companies to cover any initial screening exam to deter-
mine if an emergent condition exists. And if an emer-
gency is present, insurance must also cover the care
given to treat it. Regardless of whether the center is con-
tracted with insurance, care must be covered at the pre-
ferred level of benefits.

Prior to the Texas legislation, numerous entrepre-
neurial emergency centers operated evening and week-
end hours but were not open 24 hours. The expectation
was that many of these centers would close as the added
costs and thin volume of overnight operations ren-
dered the business model unprofitable. Although some
centers did close, some relocated to areas more visible
for 24/7 operations, others converted to “urgent care,”
and most centers simply adapted to the regulation. The
conclusion is that the margin on billing ER rates is suf-
ficiently high enough to support 24-hour operations,
even if nighttime volume is thin.

How FSEDs Add to Health Care Costs

Health care is most efficient when the acuity of the
patient’s condition matches the capabilities of the facil-
ity and provider. For emergencies that require capabil-
ities beyond that of an urgent care center, but not a full-
service hospital, freestanding emergency rooms may
be an appropriate “plank” in the health care delivery
continuum. The problem, however, is when patients go
to an emergency facility for non-emergent conditions.
Through a combination of laws and the facility fee, the
bill for the non-emergent condition could be many
times greater than what the patient anticipated, and cer-
tainly higher than what was needed. This is the biggest
criticism of FSEDs—that they will treat conditions that
could be treated at an urgent care facility, but they’ll
charge hundreds of dollars more.

Consumers are generally savvy in self-triage—they
understand when a medical emergency warrants calling
9-1-1, going to a hospital emergency department, going
to an urgent care center, or simply using over-the-
counter products. For the small number of emergent
cases that present at the freestanding ERs, its true there
may be more advanced capabilities present, but the
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same process exists as at an urgent care center to trans-
fer those patients by paramedic to the nearest hospital.

More significant is the 95% to 97% of freestanding ER
patients who are discharged to the street. Just as some
studies indicate that up to 85% of all hospital ED patients
can be treated in lower-acuity settings, many if not all of
these low-acuity freestanding ER patients could be
treated for lower cost in urgent care centers. This espe-
cially true because freestanding ERs—by virtue of their
suburban retail locations—do not serve the same chron-
ically ill patient base as their urban hospital counterparts.

FSEDs charge significantly higher prices for their care.
Patients whose conditions are of mid to low level acu-
ity should understand that the most cost-effective care
option is an urgent care center or even their primary
care physician, but NOT an ER. A barrier to patient
understanding is that FSED marketing can be mislead-
ing and confusing, and even frustrating once the bill
comes back. To help consumers understand the best
choice for their condition, FSEDs should be clearer in
their billing and level of acuity.

On the other hand, UC centers should aggressively
advertise the conditions they are capable of treating in
addition to their lower fees and co-pays. Because of
their large reach to health care consumers, payors
should seek to educate members in choosing the right
tier of care for a condition—whether that be primary
care, urgent care, Or an emergency room.

FSEDs Contribute to Excessive ER Utilization

A recent report made for the U.S. Senate by the Center for
Studying Health System Change found that only 4% of
ED visits in 2008 were triaged as “immediate,” meaning
the patient had to be seen immediately. Only 12% were
deemed “emergent,” requiring a treatment in less than 15
minutes. Thirty-nine percent were triaged as “urgent,”
meaning must be seen in 15 to 60 minutes, and 21% were
“semi-urgent” and must be seen in 1 to 2 hours. Interest-
ingly, only 8% of ED patients were triaged as “non-emer-
gent.” These data indicate that most ED visits are not on
the extreme ends of the care spectrum, they fall in a gray
area between emergency and non-emergency.?

The takeaway from this study is that patient educa-
tion on acuity and appropriate facility choices is key to
minimizing unnecessary ER visits. The same study
found that two-thirds of ED visits happened after nor-
mal business hours (8 am-5 pm), meaning patients may
be going to the ED simply because they believe it is the
only open option during non-business hours. As the
population ages, millions of newly insured seek to estab-
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lish primary care relationships, and that increased
demand will spill over to emergency rooms especially
with the PCP shortage exacerbating accessibility.
Although limited access to primary care is a contrib-
utor to ED visits, the report found that lack of access was
not the main driver for unnecessary ED visits—utiliza-
tion is attributed more to a lack of knowledge of alter-
natives and the acuity of the presenting conditions. This
indicates that providers and payors should play a more
active role in educating patients on evaluating their
symptoms and identifying the appropriate treatment
setting. Furthermore, not only will cost savings have an
impact for the patients, but the greater impact is qual-
ity of care when shifting non-emergent ED visits to
urgent care or primary care settings. Given the referral
relationships that exist between urgent care centers and
primary care providers, the transition from initial treat-
ment to follow-up will be much smoother than if sim-
ply “treated and streeted” by the busy hospital ED.

Urgent Care’s Response to the FSED Phenomenon
Many of the reasons consumers choose freestanding
emergency centers likewise apply to urgent care. Urgent
care operators should educate the public through media
advertising, grassroots activities, and public relations
about their hours of operation, clinical capabilities, and
the pleasant patient experience provided by their cen-
ters. To make an impact on consumers, urgent care
operators should emphasize comparisons between:

u the total cost (and co-pay differentials) of an emer-

gency room Vvisit and an urgent care visit;

m urgent care length of stay of 1 hour or less versus

3 to 4 hours on average for hospital EDs;

m the more personalized experience in an urgent care

center versus a cold, sterile ED; and

m comparable medical quality, physician expertise,

and clinical outcomes.

In addition, because the Center for Studying Health
System Change study cited primary care referrals as
another reason for emergency room overutilization,
urgent care providers should develop relationships with
local physicians who will refer patients to urgent care for
conditions requiring x-ray or lab, minor procedures, over-
flow due to seasonality, and during times the office is
closed (vacations, evenings, weekends, and holidays).
Association with an urgent care benefits primary care
when the urgent care center forwards existing patient
charts for follow-up and refers new patients for manage-
ment of chronic or longitudinal conditions. The primary
care physician can serve as a “front-line” in educating
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patients as to the most appropriate treatment options.

Improvements to the FSED Model

FSEDs may have a future in our health care system, but
they must find a way to limit overspending by unwary
consumers looking for a quick fix for a non-emergent
condition. Moreover, FSEDs are needed in rural areas
where hospital EDs are not accessible, but where devel-
oping a full-scale hospital is not financially viable.’
Finally, FSEDs must ensure that patients presenting
with a non-emergent condition understand the billing
processes at the center. Before admitting a patient with
a clearly non-emergent condition, the FSED should be
obligated to explain its charges. Unfortunately, the
efforts to expand ED capacity and volume through
FSED construction suggest that many hospitals perceive
few incentives or benefits to shift non-urgent care
from their EDs to urgent and primary care settings.

Conclusion

FSEDs can certainly have a promising future in our health
care system, but they must find a way to limit overspend-
ing by unwary consumers looking for a quick fix for a non-
emergent condition. FSEDs area a great idea to alleviate
overcrowding of hospital emergency rooms, but they
should be located where there is truly a “need.” To bring
cost savings, they should ensure patients presenting with
a non-emergent condition understand the billing process
at the center. Once FSEDs begin to refer non-emergent
conditions to a more appropriate provider, then their
potential for improvement in our health care system will
be more easily realized. W
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AFFORDABLE
EMPLOYEE BENEFITS!

Available to those practicing in PA, NJ, NY and CT.

Clinic owners, directors, office managers and
staff, with Health Care Reform around the corner,
please contact us immediately so we can help you

navigate through this change.

Now more than ever, our clients have
been implementing the following
voluntary employee benefits.

¢ Dental Insurance
e Vision Insurance
e Life Insurance

e Disability Insurance

¢ Hospital Insurance

» Cancer/Critical
Illness Insurance

Don’t hesitate to contact us to learn more about....

e Our voluntary employee benefits programs at
NO COST to your business.

e How you can save your clinic money by
implementing pretax, group benefits.

e Our 100% employee funded insurance plans.

Don’t delay...
contact us today and learn how you
can begin to offer your employees
affordable benefit
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