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Alignment Strategies and Financial Considerations, Part 2 
By Max Reiboldt, CPA, President/CEO 

Introduction  
Part 1, the first of a series of 
articles published in the previ-
ous CokerConnection (Volume 
10, Number 1) addressed the 
mutual concerns of hospitals 
and physicians for entering into 
alignments that are beneficial 
in a marketplace where the 
quest for strength is para-
mount.  
 
This article gives an overview of 
a number of alignment models 
and briefly explains the advan-
tages and disadvantages of 
each strategy. Only the princi-
pal models are presented, not 
all of the variations and hybrid 
options. Part 3 of this series 
introduces the highly inte-
grated models in alignment 
strategies and the financial con-
siderations that they offer. 
 
Mergers (Group Formation) 
Physicians prefer to merge with 
other physician practices, ei-
ther within the same specialty 
or in a multispecialty environ-
ment, primarily for (1) gaining 
negotiating clout; (2) consoli-
dating services; (3) improving 
purchasing capabilities; (4) sav-
ing overhead and reducing ex-
penses; (5) planning for succes-
sion; or (6) marketing and 
branding opportunities.  
 

Merging practices offers many 
advantages through the con-
cept of strength in numbers, 
yet mergers are difficult to pull 
together, because of the many 
challenges of alignment within 
the merger process. For offset-
ting reduced reimbursement, 
practice mergers provide less 
opportunity than in prior times 
and they compare poorly to 
being a part of a hospital sys-
tem, particularly with ancillar-
ies, in regard to stability and 
reimbursement. 

 

Managed Care Networks 
Managed care networks 
through independent practice 
associations (IPAs) and/or phy-
sician/hospital organizations 
(PHOs) are loosely formed alli-
ances among fellow providers 
Historically, they are formed for 
contracting purposes. In recent 
years, the Federal Trade Com-
mission (FTC) has placed signifi-
cant obstacles upon IPAs and 
PHOs that are negotiating fee-
for-service contracts without 
being clinically integrated. The 
FTC believes that clinical inte-
gration should be a characteris-
tic of the IPA/PHO before it is 
allowed to negotiate. There-
fore, most IPAs and PHOs func-
tion exclusively as a messenger 
model for purposes of contract-
ing. 
 

IPAs and PHOs have delved into 
other forms of alignment 
strategies. Some IPAs also cre-
ate management services or-
ganizations (MSOs) and as such 
provide more value-added ser-
vices. Overall, these managed 
care networks do not provide 
significant integration or the 
relief that most physicians are 
looking for relative to an align-
ment strategy. 

 

Call Coverage Stipends 
Pay-for-call is a top issue 
among medical staffs and hos-
pitals today. Historically, physi-
cians provided call coverage 
without compensation for un-
assigned patients that enter the 
hospital through the emer-
gency department (ED). In 
many instances these patients 
ōŜŎŀƳŜ άƎƻƻŘ ǇŀǘƛŜƴǘǎέ ƻŦ ǘƘŜ 
practice and provided a way for 
the physician to build a larger 
patient base. However, in re-
cent years as payer mix has 
eroded in many instances, both 
in terms of reimbursement and 
the ability for patients to pay at 
all, call coverage has become 
increasingly problematic. Many 
hospital ED patients  represent 
a lower payer class, oftentimes 
a no-pay or at best self-pay 
patient who has limited ability 
to pay their healthcare costs. 
 

(Continue on page 3) 



!ƭƛƎƴƳŜƴǘ ǎǘǊŀǘŜƎƛŜǎ άōǳȊȊέ Ŧƛƭƭǎ ǘƘŜ 
healthcare media and education venues, 
but why all the talk? Do hospitals and phy-
sicians need to move to an united model 
to respond to a changing marketplace? 
Charting new directions calls for a look at 
the past to understand the complexity of 
physician and hospital alignment. 
 
In 1917, the American College of Surgeons 
issued the first hospital accreditation re-
quirements. Those initial requirements 
drew a line between the hospital and the 
physician. The responsibility of the hospi-
tal was to provide the physical facility and 
support staff. The physicians were respon-
sible for standards of clinical practice, cre-
dentialing physicians applying for privi-
leges, and enforcing quality through a 
peer review process. 
 
Until recent years, doctors and hospitals 
worked together independently around a 
common goal of improving the quality of 
care delivered to their patients. The vast 
majority of physicians were autonomous 
businesses comprising one or two practi-
tioners; indeed, in 1975, 78% of all physi-
cians fit this description (1). Hospitals pro-
vided facilities and equipment that the 
physicians could use where inpatient care 
was required, and, in return, physicians 
would donate their time to take emer-

gency department (ED) call and participate 
in various aspects of hospital governance. 
Physicians would admit their patients and 
direct their care while in the hospital. 
 

This symbiotic relationship and interde-
pendence has been strained in recent 
years for a number of factors. Current 
trends lean toward consolidation of small 
practices into larger groups, acquisition of 
practices by individual hospitals and inte-
grated delivery systems, and a growing 
number of physicians who prefer to be an 
employee as opposed to a business 
owner. 
 
A second component of change has been 
the rapidly increasing number of physi-
cians who no longer do any inpatient 
work. The emergence of hospitalists as a 
distinct specialty is evidence of this trend. 
In 2003, 38% of physicians participating in 
Medicare had no claims for inpatient ser-
vices (2). 
 
The major reason for these events is the 
combination of a steady reduction in reim-
bursement for physicians, coupled with 
rising expenses to operate their practices. 
From 1999 to 2008, Medicare fees rose by 
9.1% while practice expenses jumped by 
64% (3). Few businesses can survive, let 
alone thrive, in an environment where 
expenses increase six-fold over revenue. 

 

To compensate for the economic down-
turn, primary care providers see more 
patients in their offices through shorter 
visits, and specialists generate revenue 
through ancillary services. For example, 
the number of ambulatory surgery centers 
grew from 275 in 1980 to 3,700 in 2003
(4). The number of physician-owned spe-
cialty hospitals jumped from 68 in 2000 to 
over 200 in 2008.(5) Although the facilities 
and services may be profitable ventures 
for physicians, they create additional bur-
dens for general/acute hospitals because 
they do not have emergency rooms and 
treat a smaller share of indigent patients. 
 
Because doctors are focused more on eco-
nomics, spending greater time to maintain 
their level of income, hospitals have seen 
a dramatic decrease in the two critical 
areas of medical staff participation: hospi-
tal governance including peer review and 
credentialing and ER call coverage. Many 
physicians are no longer willing to cover 
the ER unless they are compensated for it. 
To address the lack of voluntary medical 
staff participation, hospitals are compelled 
to hire doctors to perform clinical man-
agement, peer review, and other govern-
ance roles. 
 

(Continue on page 6 ) 
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April Coffee with Coker 

 Date: Tuesday, April 13, 2010 

Time: 11:30 a.m.τ12:30 p.m. ET 

Speaker:  John Reiboldt,         
Managing Director  

Reserve your seat at: 
http://cokergroup.com/

Mergers and Acquisitions in the Hospital Market  
Join us for  

Coffee with Coker, Coffee with Coker,   
a free monthly  

webinar designed  
to educate and empower. 

Participants of this session will 
Explore the current hospital mergers and acquisitions marketplace 
Examine what is driving the increased volume of hospital mergers 
and acquisitions 
Review how hospitals and health systems approach this strategy 
Identify how hospitals can profit from this strategy 
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As a result of the changing healthcare market, hospitals are looking for strategic 
alternatives to growth.  Mergers and acquisitions is one strategy to con-
sider.  Mergers and acquisitions is no longer considered to be negative for hospi-
ǘŀƭǎΣ ǊŀǘƘŜǊ ǘƘŜȅ ŀǊŜ ŀ ƴŜŎŜǎǎŀǊȅ ŎƻƳǇƻƴŜƴǘ ǘƻ ŀƴȅ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ƭƻƴƎ-term strate-
gic plan.  As hospitals and health systems strive to increase their market share and 
competitive advantage, grow economies of scale and scope, and build strength in 
numbers, a mergers and acquisitions strategy is one avenue to attain these advan-
tages.  This presentation is critical for the hospital executive, whether they are con-
sidering growing by acquiring other hospitals, or merging with another hospital to 
increase efficiencies and economies of scale.   
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Inside Story Headline 

Hospitals, but not physicians, are bound by 
EMTALA to provide care to all individuals 
that appear into their ED. Hence, receiving 
compensation for being on call is becom-
ing necessary to get physicians within vari-
ous specialties to provide call coverage. 
 
Two Office of Inspector General (OIG) advi-
sory opinions address the methodologies 
for considering physician pay-for-call. 
(Although OIG advisory opinions respond 
specifically to an identified situation and 
are not law, they can serve as a basis for 
determining a particular policy relative to 
pay-for-ŎŀƭƭΦύ aƻǎǘ ƘƻǎǇƛǘŀƭΩǎ ƳŜŘƛŎŀƭ ǎǘŀŦŦ 
bylaws require a certain amount of call 
responsibilities, and most physicians are 
bound to provide some call coverage to be 
a fully credentialed member of the hospi-
ǘŀƭΩǎ ƳŜŘƛŎŀƭ ǎǘŀŦŦΦ aŀƴȅ ƛƴǎǘŀƴŎŜǎ ƻŦ ƴŜπ
gotiations for call coverage stipends, a 
form of alignment, are occurring between 
hospitals and medical staffs relative to the 
entire issue of call coverage. 
 
Call coverage compensation is usually paid 
as daily stipends; however, some arrange-
ments pay only for paying on-call physi-
cians for seeing those patients that have 
no ability to pay. These arrangements do 
not garner much integration opportunity, 
and they are not a means to an end for 
successful physician-hospital alignment. 
The pay-for-call arrangements do solve 
some issues concerning to physicians by 
compensating for their call responsibilities. 
 
Because pay-for-call and related alignment 
structures do not provide long-term align-
ment success, many hospitals will opt to 
employ physicians, realizing that one of 
the benefits of employment is usually the 
withdrawal of any specific compensation 
for call responsibilities. Call work is implicit 
within the employment contract and a 
part of the compensation structure. 

 

Medical Directorships 
In medical directorships, a common form 
of alignment, specific physicians provide 
clinical oversight within certain depart-
ments and/or operating units of the hospi-
tal. Although medical directorships are a 
good form of alignment, the structure of 
these agreements and the compensation 
arrangements are receiving scrutiny.  

The specific duties and responsibilities of 
the physician in the role of medical direc-
tor require documentation of the hours 
worked and the services provided. If the 
medical director is an employed physician 
or participant in any other alignment ini-
tiative, typically he or she will be compen-
sated under a separate contract. The com-
pensation must be at fair market value, 
substantiated by an independent opinion. 
 
As a form of alignment, medical director-
ships help to build relationships between 
individual physicians and hospitals. How-
ever, medical directorships do not provide 
long-term integration nor do they entail a 
significant level of integration among the 
hospitals and physicians. They do little to 
enhance satisfaction for either the physi-
cians or hospitals. 

 

Recruitment Guarantees 
Historically, hospitals have aided private 
practicing physicians through recruitment 
assistance. As with virtually all alignment 
initiatives, this also comes under substan-
tial regulatory scrutiny, with specific limi-
tations on what hospitals are allowed to 
do to support physician practices. More-
over, recruitment guarantees are short-
lived, only respond to a specific physician, 
and lend support for a limited period 
(usually up to one year). 
 
Standard recruitment guarantees are sub-
ject to the hospital establishing and sub-
stantiating a justifiable community need 
and benefit for recruiting a particular phy-
sician to the community. The physician 
must be recruited from outside of the pri-
mary service area of the hospital; thus, it 
does not satisfy the needs of an existing 
practice other than through the recruit-
ment of the new practitioner from outside 
the service area. 
 
Recruitment and incubation can be a vi-
able alignment strategy and should be a 
part of the overall plan of hospitals and 
medical staffs to continue to maintain 
their supply line of physicians. Yet, as a 
strategy for relieving stressed physician 
practices with tangible improvements to 
their operations and overall economic out-
comes, recruitment assistance does not 
provide the long-term benefit that most 
physicians currently need. 

 

Management Service Organizations 
As introduced earlier, MSOs are manage-
ment entities that can be created by both 
hospitals and physicians to provide man-
agement services to practices. The service 
rates charged are at fair market value and 
can entail full administrative support or 
individual services such as revenue cycle 
management, personnel or human re-
sources, information technology, compli-
ance, etc. 
 
An applicable alignment strategy is the 
formation of information services organi-
zations (ISOs). Typically, ISOs focus on pro-
viding technology support (usually soft-
ware and related support) for medical 
practices. Hospitals can provide the capital 
to build the MSO ISO and provide links to 
their medical staffs through these services. 
The premise is that the hospital can pro-
vide services (especially the technology) 
for medical practices that may not be able 
to access the expertise and afford the in-
frastructure on their own. Through this 
support, the ISOs/MSOs become a viable 
part of the alignment strategy. 
 
MSOs should be considered for whether 
they provide the services and assistance 
that physicians seek. If the MSO ISO can 
provide services charged at fair market 
value, yet at a savings to the practice, then 
some economic value can be realized. 
MSO ISOs are a part of the alignment 
strategies that should be considered indi-
vidually or as a part of an equity model. 

 
Equity Model 
The equity model is a jointly-owned medi-
cal practice that ties the hospital and prac-
tice together legally. The two parties are 
joint owners with percentage equity allo-
cations. Contracting with payers and sup-
pliers is a combined effort of the equity 
model practice; likewise, ancillaries are 
developed with joint ownership. The eq-
uity model aligns interests as to profitabil-
ity and return on investment. Because 
equity models require a common invest-
ment, many physicians are not as inter-
ested, preferring to take advantage of 
their hospital affiliation by increasing their 
overall compensation.  
 

(Continue on page 4 ) 
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RVUs at Work: Relative Value Units in the Medical Practice 
Read the latest book by Coker Group, RVUs at 
Work: Relative Value Units in the Medical Prac-
tice, published by Greenbranch Publishing. Writ-
ten by Max Reiboldt and Justin Chamblee, this 
book provides tremendous insight for utilizing 
RVUs to improve practice performance. The 
Relative Value Unit (RVU) system can be a pow-
erful tool to help you manage your practice. 
When analyzing the many services you provide, 
the RVU system can help you compare one ser-
vice to another in an objective, meaningful man-
ner. In today's healthcare arena, the focus on 
RVUs continues to expand. Although RVUs were 
created as a payment method for Medicare, 
they have evolved into a valuable means for 
tracking provider productivity, measuring and 
defining costs, negotiation managed care con-

tracts, compensating physicians, and bench-
marking key indicators. In this session you will 
discover practical applications of RVUs and vital 
information about work RVUs. You will be able 
to track provider productivity using RVUs, ana-
lyze cost using RVUs, and define now RVUs are 
used in managed care contracts. 
 

Paperback, 108 Pages 
Product:  RVUs at Work 
Item#:  9780981473895 
List Price: $82.00, plus $9.95 S&H 

 
Order online at 

 www.shopmpm.com/ or   
call toll free 800-933-3711. 
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While the jointly-owned practice could 
agree to higher pay for the physicians, 
over the long term, the entity has to 
achieve a return on investment sufficient 
to cover its overhead, including paying the 
physicians. 
 
On the surface, a jointly-owned medical 
practice has merit and in certain isolated 
instances may be the preferred model; yet 
there are many hurdles to overcome. Fur-
thermore, this model does not offer 
enough advantages to physicians that they 
would prefer it over some of the other 
models. For example, if physicians desire, 
by employment, to eliminate the responsi-
bilities of providing benefits and other 
human resources considerations, the eq-
uity model jointly-owned practice entity 
would not necessarily alleviate the prob-
lem. An agreement would have to specify 
that the hospital has control and total 
oversight over personnel matters. Thus, 
pursuit of the equity model warrants care-
ful consideration. 
 
Gainsharing 
Gainsharing, an arrangement that fluctu-
ates in popularity and, on occasion, raises 
concern about regulatory compliance, 
presently is allowed, though it must be 
structured within specific targeted goals 
and objectives and overall regulatory 
guidelines. Most gainsharing programs 
work toward the delivery of cost-effective 
care while maintaining quality and patient 

satisfaction. Often they are focused upon 
a specific initiative centered on expense 
control or improvement in a bottom-line 
outcome. The savings are shared among 
the providers and the hospital on a per-
centage payment basis or distributed 
through a fixed fee once certain targeted 
goals and objectives are met. Or, assum-
ing certain goals and objectives are met, 
payment could be made to the physicians 
on an hourly rate based upon their work 
actually performed. Physician participa-
tion in planning of any specific initiative is 
integral to determining how the savings 
can be attained. Ultimately, physicians are 
a major factor in the overall outcome of 
the targeted initiative. 
 
Gainsharing can be a positive force within 
the alignment strategy for both medical 
practices and hospitals, although it is lim-
ited in duration and not a long-term align-
ment solution.  
 
Joint Ventures 
Joint ventures entail a specific initiative or 
service in which both the physicians and 
hospitals invest toward achieving a certain 
healthcare delivery function. Joint ven-
tures take on various roles and formations 
and can be structured within the following 
framework of delivery initiatives: (1) spe-
cialty hospitals; (2) management services 
organizations; (3) free-standing centers; 
(4) pay-for-quality performance; and (5) 
block leases. 

Many regulatory considerations apply, 
including Stark and anti-kickback legisla-
tion, internal revenue service guidelines, 
tax exemption status, and state regula-
tions. Although a viable strategy, joint 
ventures require substantial scrutiny, 
planning, and regulation compliance.  
 
Clinical Co-Management/Service Line 
Management 
Clinical management entails specific clini-
cal guidelines that are established for a 
particular service line, eg, in cardiology or 
orthopedics where operational and quality 
targets are established. Clinical co-
management is a form of joint venture 
because it generally requires a financial 
investment on the part of both investors 
(ie, physicians and hospitals). The return 
on investment historically has been quite 
good, with total investment dollars usually 
returned over a fairly short period. Invest-
ment will vary and will depend on numer-
ous criteria, goals, and targets. 
 
In addition, service line management may 
be a part of clinical co-management or a 
separate initiative. A viable strategy, yet it 
is not usually preferred compared to em-
ployment or the professional services 
agreement (PSA) models.  Essentially, ser-
vice line management encompasses all 
services that the physicians within the 
particular specialty perform at the hospi-
tal.                                      

 (Continue on page 7) 


