Understanding the Basics

Physician compensation models may vary considerably in their struc-
ture and weighting of individual components, and are expected to
evolve in the coming years in concert with health reform-associated
payment changes However, there are a few basic arrangements on -
which most compensation methods, outside the solo practice environ-
mient, are based today. Below are brief summaries of physician com- -
pensatlon models and thelr percelved up31des and down31des

Salary w1th Production andlor Quahty Bonus: HospltallHealth System ‘

Employed or Prlvate Practlce =

The salary—only model once common in academic centers, government
practice settings, and some health maintenance organizations remains
prevalent in some settings but is gradually giving way to-structures
that combine a base salary Wlth a bonus based on the physician’s
productmty, performance on quahty metrics, or mcreasmgly both

In the hospltal or practlce settlng, phy51c1ans productlon assoc1ated
compensatlon will be based on either net collections, gross blllmgs
patient encounters, or relative value units (RVUs), a unit of measure
that reflects the time, effort intensity, and technieal skills required

to perform a partlcular service or procedure. RVUs are classified as- -
either total RVUs or work RVUs, with the latter more commonly used
in compensation models." A perception of RVUs is that they re not
affected by a practice’s charges or collections, which means that two
physicians performing the same service generate the same- number 2
of RVUs. (RVU schedules are pubhshed by Medlcare) ‘

“One way for physicians to figure this out and compare practlce
productlon-compensatlon models is to familiarize themselves with - -
national surveys that pinpoint median RVUs, and [request] concrete
examples of what has happened in that particular practice,” advised
Tommy Bohannon, senior director of recruiting and development
training at MHA. Many practices using productlon-mtenswe ‘models

‘ultimately require the physicians to convert.to compensation based
on their individual productivity, usually a year or:two into practice.
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Income or Collections Guarantees A

Quality metrics-based bonus structures is a fast-evolving area that is.
becoming-more complex as care and outcomes data becomes more
available. Currently the factors commonly measured, mdrvrdually or. .
combined are administrative responsibility, patient satisfaction, com-
munity outreach, peer review, service quality, and seniority. Today, - -
qualrty bonuses range from 5 to 20 percent of base salary

Regardless of the mix of productron and qualrty metrics, most. practrces :
use models that ensure the entire income isn’t at risk based on physi-
cian performance, Mr. Bohannon explained. “A common arrangement -
would be that the physrcran receives:a’ salary each quarter based on :
the. number of RVUs generated in the previous quarter. They rmght

be paid 80 percent of that sum, with the other 20 percent withheld .

in case you’re less productrve next quarter ” he sard

o

Income— or collectrons guarantee arrangements have been farrly com- - .

mon compensatron models in medical groups for rhany years, but are

decreasing in use because of regulatory concerns and as some physr—

‘cians become increasingly reluctant to take on the risk of runnmg a.

practrce and generatmg revenues.

In income- guarantee arrangements the hosprtal or employrng practlce_
typically provides an income for the first one to two years, based on
monthly income from or collections. for billed services. In essence, it’s.
a subsidy while. the physrc1an develops a patlent base and builds the -
practice. At. the end of the subsidy period, any sum not paid back to

~ the hosprtal or: group 1is converted toa promxssory note and forgrven -

over trme

: The catch is that these agreements typrcally require . the physrcran '
‘to remain in the community throughout the loan forgrveness perrod

Whrch could amount to: several years..

k Trrangle or Practrce Support Agreements

Trrangle agreements occur when a hospltal helps a local group recrurt.
a needed physician and subsidizes the group, which in turn pays the
physrcran Trrangle agreements have become more popular in recent
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_years for three reasons: they are more compliant with the Stark laws

that govern referrals, reduce a group’s financial outlay, and enable it
to take a loss Whrle the physrcran burlds a revenue stream. .

Like the income: guarantee the triangle agreement mvolves a forglvable
loan from the hospital and a stipulation to remain in the community —

not necessarily the practice — for a certain perrod of time. Thereln '

lies a potential downside; if the community cannot generate enough
patrent or procedure volume for the physrcran s practrce the physrcran :
may not wrsh to remain there :

“I always encourage both the relocatrng physrcran and potentral employ— :
ers to think about the worst-case scenario with these agreements to -

“have a plan for how that might play out and be addressed,” Mr. Cebulka
advises. “The physician needs to feel that there’s a.demand for the ser- -
vice they provrde because a- patrent base in need is what makes a prac-
tice.””A potential downside for the group is that it must share its finan-
eral data with the hospital providing the subsidy for up to five years. =~ -

tncubator

‘One of the newest compensatron methodologles to develop, 1ncubator :

models are another iteration of the triangle agreement; in which the

‘three partles (the hosprtal the group, and’ the physmlan) devise an -
' arrangement to brmg the doctor to the communrty The physrcran typ-
- cally is compensated ona salary plus—bonus plan and may work as

either a solo practitioner or within an existing group ’s practice. The ‘

'1dea is that the’ physician will eventually generate enough revenues to :

repay the hospltal’s outlay

However in the 1ncubator model the physrcran is 1n1t1ally ernployed by

the hospltal not the group, with the expectatron ‘that sometime in the
future the doctor will erther Jorn the group or 1ncorporate asa prrvate
practltloner ‘

In 1ncubator agreements the physrcran is not requrred t0 remain in
the community for any period of time, ‘which may be v1ewed as a

“downside for the hosprtal “The plus for the physician and the group

is that both have time to evaluate whether the relatronshrp and
practrce are a good: ﬁt '
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' Resources

“Executlve Summary Physmran Recrultmg Financial Models” ,
This recent publication, produced by Merritt Hawkins & Associates,

~ offers a detailed overview of prevailing phys1c1an compensatron S
models It’s accessrble at WWW merrltthawkms com. : B

: “Pathways for Phys1c1an Success Under Healthcare Payment and
- Delivery Reforms”.: = |
Pubhshed by the AMA in June 2010 thlS document provrdes a thorough

these developments ‘may affect physrcran compensation. Avarlable at.

- 1o cost to members; an executive summary of the document can be .
“dccessed at: http://www.ama-assn. org/amallpublupload/mm/399[

i payment—pathways-summary pdf : ‘

: }“‘MGMA Phys1c1an Compensatlon and Productlon Survey 2010 Report
“ Based on 2009 Data”? -~

“report. focuses prrmarrly on physician earning trends, natlonal and -
,fregronal the productlon sectron offers a helpful view on a’ medical -

‘z“Report on Medrcal School Faculty Salanes 2008—2009”

" This: Assocratlon of American Medrcal Colleges. report is a potentlally
'ivaluable resource for physrcrans pursuing academic opportunrtres that
= 1nvolve pr1mar11y teaching and research, and some or.no clinical dutles
';'The report offers details on prevarlmg salary ranges and income break—
“downs for teachmg, patient care or research It can be purchased at
’WWW aamc. orglpublrcatlons ; 5 : S SIAnEY

Teview of the forces shapmg medlcal services payment reform and how

‘ V_Although thrs Medical Group Management Assocratlon (MGMA) survey ,

- groups’. relatlve structurmg of compensatron components Available for
irevreW in hbranes -or for, purchase at WWW mgma com/storelproductde-

Did you find this article helpful? What other topics would you like to
see covered? Please send us an email to let us know what you thought
at resourcecenter@nejm.org.
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