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INTRODUCTION
Certain trends that are occurring in healthcare in terms of the application and use of
benchmark data are leading to increases in physician compensation. Increases in
compensation based solely on benchmarks rather than alternative methodologies are likely to
undergo more scrutiny as hospitals experience more pressure to lower costs. This paper
examines the merits and consequences of the significant focus on the median compensation
per wRVU ratio to establishing a compensation model and its long-term feasibility. It also
presents some clear modifications that can be made when developing wRVU-based
compensation models that will address the issues of using benchmark data to derive
compensation that aligns with productivity levels and general market trends.

BACKGROUND
The healthcare industry certainly has been changing over the past several years. This includes
both changes to the reimbursement structure and the
health insurance market, largely driven by the Affordable
Care Act (ACA). Further, the provision of professional
A report prepared by the
medical services has also evolved in response to the ACA
American Hospital
and other market pressures. Specifically, the number of
Association (AHA)
physicians being employed by health systems has increased
indicates the number of
considerably over the last decade.
physicians employed by
community hospitals
A report prepared by the American Hospital Association
increased by 32 percent
(AHA) indicates the number of physicians employed by
between 2000 and 2010.
community hospitals increased by 32 percent between 2000
and 2010.1 There is similar data on a more local level. For
example, Dr. C Richard Schott, a former president of the
Pennsylvania Medical Society, indicated recently that five years ago, about 75 percent of
Pennsylvania doctors were independent, and it is estimated that 60 to 70 percent are now
employed by a hospital or health system. 2 Further, specialty specific data proves this out.
According to the MedAxiom 2013 Annual Integration Report, approximately 70 percent of
cardiology groups are employed or are in the process of becoming employed by a hospital or
health system. Thus, without question, health system employment of physicians is on the rise.
1Kane

CK, and Emmonds DW, Policy Research Perspectives, New Data on Physician Practice Arrangements: Private
Practice Remains Strong Despite Shifts Toward Hospital Employment, Policy Research Perspectives. American
Medical Association, 2013. http://www.ama-assn.org/resources/doc/health-policy/prp-physician-practicearrangements.pdf. Accessed Feb 20, 2014.
2Wenner D, “Hospitals Absorb Medical Practices, Raise Prices, December 17, 2013, The Patriot News—Central PA,
http://www.pennlive.com/midstate/index.ssf/2013/12/pinnacle_hershey_penn_state_ho_2.html. Accessed Feb 20,
2014.
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One of the key drivers of physician employment by health systems is the declining
reimbursement that physicians experience for their professional services. With respect to
professional fee reimbursement, an article by HCP Live indicates that, since 2001, pay rates to
physicians either have remained flat or decreased for almost every year.3 Further, those
physicians who delved into the provision of ancillary services to supplement their professional
fee income (or other reasons) have similarly experienced decreases in reimbursement.
Cardiology serves as a great example of the latter. The two main ancillary services that a
typical cardiology practice charges (78452- nuclear stress test and 93306- echocardiogram)
have seen decreases in Medicare reimbursement totaling 15 percent since 2009.4 In fact, they
have bounced back a bit. At their height, nuclear stress tests were cut by 22 percent and
echocardiograms by 35 percent. This is significant. In 2014, the reimbursement appears to
have bounced back a bit.
These reimbursement drops, coupled with flat or increasing practice
expenses, have forced physicians to look for alternative means of
sustainability. In many cases, this has led to their employment by a
local health system. Another key factor is that, due to the economic
stresses of a private practice, most younger physicians are pursuing
employment arrangements, as opposed to starting or joining a
private practice. This concept was highlighted in the Merritt Hawkins
2012 Review of Physician Recruiting Incentives, wherein they note
that 64 percent of their placements were in hospital employment,
compared to 56 percent in 2011 and 23 percent in 2006.5

…those physicians who
delved into the provision of
ancillary services to
supplement their
professional fee income (or
other reasons)
have…experienced
decreases in
reimbursement.

The above statistics highlight the changing dynamics within the healthcare environment. If we
focus further on hospital employment of physicians, a key change that this movement has
created is how physicians are compensated. In a private practice, cash is king. Meaning, the
physician can only take home what is left over from the revenue that the physician generates
less the expenses the physician incurs. Thus, there is a finite pool of compensation available,
largely predicated on how hard the physician is willing to work, how well the physician can
negotiate with payers, and then how tightly the physician can control expenses. Hospital
employment is different.

3

Joszt L, “Physician Reimbursement Dropped Sharply”, Physician’s Money Digest, February 02, 2013.
http://www.hcplive.com/physicians-money-digest/practice-management/Physician-Reimbursement-DroppedSharply. Accessed Feb 20, 2014.
4 Based on Medicare National Payment amounts.
5 Merritt Hawkins, 2012 Review of Physician Recruiting Incentives,
http://www.merritthawkins.com/uploadedFiles/MerrittHawkins/Pdf/mha2012survpreview.pdf. Accessed Feb 20,
2014.
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In hospital employment, the focus is not as much on what is left over after subtracting
expenses from the revenue generated, but rather on providing/receiving a fair market value
level of compensation. This level of compensation may (and oftentimes does) exceed the
amount left over after subtracting expenses from revenue. The merits of this are a topic for
another discussion, but for the purposes of this analysis, we will consider it as a fact.

It is our opinion
that, while wRVUs
will likely be
supplemented
through other
methods of
compensation, they
will be around for
many years to
come.

Because compensation under hospital employment is not necessarily
constrained by the profit of the physician’s practice, in most cases
other compensation models than a “private practice” model
(described above in terms of revenue less expenses) are applied. The
most common models in today’s healthcare environment are workonly relative value unit (wRVU) based models. Going forward, we will
assume a basic understanding of wRVU based models.6

The main reason for using wRVUs is that they are seen to be an
objective measure of productivity that can be universally applied and
focus on what a physician does. They are very popular in hospital
employed environments due to them being “payer blind”, meaning
that a physician gets the same credit regardless of payer status (i.e., self-pay, fully insured,
etc.). Also, they are not impacted by payer contracting or revenue cycle management, of which
a physician typically has no control in a hospital employed environment.
An important concept with physician compensation methodologies is in matching the
reimbursement structure with the compensation incentives. The use of wRVUs has been very
effective in this, as we have largely been living in a volume-based, fee for service environment
for the last decade. Some question exists whether the use of wRVUs will fade now that moving
to a value-based reimbursement structure is frequently discussed. It is our opinion that, while
wRVUs will likely be supplemented through other methods of compensation, they will be
around for many years to come. Thus, they are and will remain a very relevant measure of
productivity and a tool in compensating physicians in hospital-employed environments.
wRVU-based compensation models can take on many different forms, but the most basic
wRVU-based compensation structure can be illustrated with the following formula (Figure 1).

6

If further information is desired on the topic, we would suggest you access Coker’s book titled RVUs at Work:
Relative Value Units in a Medical Practice, 2nd Edition, ©2014, Greenbranch Publishing.
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FIGURE I—WRVU-BASED COMPENSATION MODELS: FORMULA

Thus, a physician’s wRVUs are multiplied by a conversion factor that translates the raw
measure of productivity into cash compensation. An example stated with actual numbers
follows as Figure 2.
FIGURE 2—WRVU-BASED COMPENSATION MODELS: EXAMPLE

While the wRVUs are what they are, meaning they are driven by what the physician generates
in accordance with the weighting established annually by an independent party, the
conversion factor must be established. There is no set approach for deriving conversion factors
and each health system approaches it differently; however, the most common approach is to
use industry benchmark data.
There are a number of key industry surveys that provide physician compensation and
productivity data. Three tend to be the most frequently used and the most universally
accepted. These are the following:




Medical Group Management Association (MGMA) Physician Compensation and
Production Survey
American Medical Group Association (AMGA) Medical Group Compensation and
Financial Survey
Sullivan, Cotter and Associates, Inc. (SCA) Physician Compensation and Productivity
Survey

Each of these surveys is updated annually and provides a wealth of information on a variety of
specialties and financial metrics, providing numerous different “cuts” of the data. While all
three surveys are heavily used, the most frequently used resource is that published by MGMA.
For purposes of illustration, we will use MGMA data for our illustrations herein, but we believe
the same results could be experienced by using either of the other survey resources.
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The benchmark data is extremely helpful in providing an understanding of compensation and
productivity levels in the market. However, in our opinion, there is a frequent over-reliance
and perhaps improper use of the data that is resulting in a continual increase in physician
compensation.

THE ISSUE AT HAND
In many respects, the world of physician compensation revolves around the use of industry
benchmark data. Benchmark data can be a valuable tool in helping to establish compensation
that aligns with productivity levels and general market trends. In most situations, the main
way the market data is used is to establish the conversion factor (or compensation per wRVU
ratio). While there is no “rule” associated with such, the most common approach has tended
to be using the median of market data for the specialty under consideration. As an example, if
general surgery is the specialty in question, the median rate per wRVU for general surgery
from the respective survey would be used. In many respects, this makes a lot of sense.
Specifically, using the median conversion factor tends to result in an alignment in
compensation and productivity. Consider Table 1 using data for cardiology.
TABLE 1—EXAMPLE USING CARDIOLOGY DATA

wRVUs

MGMA
Benchmark

Comp/
wRVU

MGMA
Total
Benchmark Compensation

MGMA
Benchmark

7,584

25th %tile

$54.69

40th %tile

$414,7697

15th %tile

9,574

Median

$54.69

40th %tile

$523,602

42nd %tile

12,394

75th %tile

$54.69

40th %tile

$677,828

72nd %tile

7,584

25th %tile

$58.47

Median

$443,436

22nd %tile

9,574

Median

$58.47

Median

$559,792

49th %tile

12,394

75th %tile

$58.47

Median

$724,677

77th %tile

7,584

25th %tile

$62.49

60th %tile

$473,924

30th %tile

9,574

Median

$62.49

60th %tile

$598,279

57th %tile

12,394

75th %tile

$62.49

60th %tile

$774,501

85th %tile

As illustrated, using a rate per wRVU below the median results in wRVU productivity outpacing
compensation, while using a rate per wRVU above the median results in the opposite trend.
However, using a median rate per wRVU results in a rather close correlation between
productivity and compensation.

7

7,584 x $54.69
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The above helps to support the foundational premise of using the median rate per wRVU.
Quite simply, it makes sense when considering the correlation of compensation and
productivity. There is nothing wrong with this approach, when considering in isolation of any
other compensation component. The issues arise as other forms of pay are added to the
model, as will be discussed later. However, it is important to note that there is only an
assumed correlation between the productivity and compensation tables, as they are
populated separately. Meaning, not every physician generating median wRVUs is receiving
median compensation. It could be that they are producing 75th percentile wRVUs and
generating 25th percentile compensation. Other tools, such as the MGMA Pay to Production
Plotter (discussed later) help to better understand the true correlation.
With respect to applying a median rate per wRVU in a compensation model, frequently the
median rate per wRVU being used is reset each year (per the terms of the employment
agreement) to be consistent with the most recent survey data available. This makes a big
difference in compensation, as historically, the compensation per wRVU has climbed each
year.
In Table 2, we have utilized MGMA median data to illustrate the year-over-year inflation for six
key specialties, which tend to have a very large number of respondents: cardiology
(noninvasive), family medicine (without OB), internal medicine, obstetrics-gynecology,
orthopedic surgery, and general surgery.
TABLE 2—MGMA MEDIAN CONVERSION FACTOR (2009--2013)
2009 –
2013
Change

2009

2010

2010 %
Change

2011

2011 %
Change

2012

2012 %
Change

2013

2013 %
Change

Cardiology: Noninvasive

$54.05

$53.54

-0.95%

$57.95

8.24%

$60.19

3.87%

$57.36

-4.71%

6.12%

Family Medicine (without OB)

$39.11

$39.13

0.05%

$40.47

3.43%

$43.24

6.83%

$43.63

0.90%

11.55%

Internal Medicine: General

$41.73

$42.50

1.83%

$43.68

2.78%

$45.65

4.52%

$48.31

5.83%

15.76%

Obstetrics/Gynecology: General

$43.90

$43.54

-0.82%

$44.59

2.41%

$46.47

4.21%

$46.89

0.90%

6.80%

Orthopedic Surgery: General

$59.00

$60.05

1.78%

$60.39

0.57%

$62.64

3.73%

$69.22

10.51%

17.33%

Surgery: General

$49.25

$50.10

1.74%

$52.69

5.17%

$54.10

2.67%

$56.23

3.94%

14.19%

Specialty

For each noted specialty, there has been at least a five percent total increase between 2009
and 2013, some more marked than others. For example, internal medicine has seen a more
consistent increase over the five-year period, while orthopedics shows a spike in 2013. Figure
II-1 illustrates this graphically.
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FIGURE 3—MEDIAN CONVERSION FACTOR (2009--2013)

$75.00
Cardiology: Noninvasive

$70.00
$65.00

Family Medicine (without OB)

$60.00
Internal Medicine: General

$55.00
$50.00
$45.00

Obstetrics/Gynecology:
General

$40.00

Orthopedic Surgery: General

$35.00

Surgery: General

$30.00
2008

2009

What is difficult to
reconcile is that
physician
reimbursement, in
general, has been
on the decline for
the last several
years.

2010

2011

2012

2013

2014

What is difficult to reconcile is that physician reimbursement, in
general, has been on the decline for the last several years. This begs
the question as to how compensation can be increasing in an era of
continual reimbursement pressure. Costs of running a medical practice
have certainly not declined to allow for such. In our opinion, the
increases that have been experienced are largely driven by the influx in
hospital employment and the use (or possible misuse) of benchmark
data in developing employed physician compensation models.

As the overall healthcare environment has continued to shift from a
volume-only focus to a value-based focus, hospitals and health
systems have moved away from compensation plans that pay only based on wRVUs, beginning
to build quality incentives and other forms of compensation in addition to the productionbased component. In many (if not most) situations, the starting point for the compensation
model remains the “median” rate per wRVU. As a result, the overall effective conversion factor
(dividing total compensation by wRVUs) is much higher than the median.
Considering the details within the MGMA survey data definitions, we note that the
compensation data reported is total cash compensation. The survey defines total
compensation as the amount reported as direct compensation plus all voluntary salary
reductions and should include salary, bonus and/or incentive payments, research stipends,
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honoraria, and distribution of profits.8 Further, if we look at the compensation per wRVU data
definitions, it is total cash compensation divided by wRVUs. Thus, inherently, all forms of
compensation, including quality incentives and other forms of payment, are reflected in the
compensation per wRVU data. Therefore, when applying the median rate per wRVU as the
starting point, it already includes some element of all of the other components of
compensation that are being added on top of the median rate per wRVU.
To understand further the impact, we illustrate a typical compensation model below for family
medicine. Basic compensation models will pay wRVUs at a set rate per wRVU (i.e., conversion
factor) with the addition of incentive pay. Due to the Affordable Care Act, many compensation
plans are incorporating a quality-based payment wherein the payment is tied to meeting
certain quality metrics. Another common addition is a stipend for midlevel oversight, as the
use of physician extenders is also on the rise.9
Over the five-year period, Table 4, Typical Compensation Model, shows the effect of paying
the median rate per wRVU before and after the addition of a quality incentive and midlevel
oversight. We have kept the wRVUs consistent over the five-year period and illustrated clinical
compensation as paid at the MGMA median rate per wRVU.
TABLE 4—TYPICAL COMPENSATION MODEL
Family Medicine (without OB)

2009

2010

2011

2012

2013

5,00010
$39.11

5,000
$39.13

5,000
$40.47

5,000
$43.24

5,000
$43.63

Clinical Compensation

$195,550

$195,650

$202,370

$216,186

$218,138

Quality Incentive
Midlevel Oversight

$15,000
$10,000

$15,000
$10,000

$15,000
$10,000

$15,000
$10,000

$15,000
$10,000

Total Compensation

wRVUs
Rate per wRVU (Median)

$220,550

$220,650

$227,370

$241,186

$243,138

Rate per wRVU (Median)

$39.11

$39.13

$40.47

$43.24

$43.63

Total Effective Rate per wRVU

$44.11

$44.13

$45.47

$48.24

$48.63

Table III illustrates that there has been an inherent increase in clinical compensation as a result
of consistently paying at the median. The value of 5,000 wRVUs in 2009 and 2013 is $195,550
and $218,138, respectively, before the addition of incentive pay. The other key factor to note
is the difference between the clinical only rate per wRVU, which is consistent with the median,
and the total effective rate per wRVU, which is $5.00 higher and generally consistent with the

8

MGMA Physician Compensation and Production Survey: 2013 Report Based on 2012 Data.
Japsen, B. “Amid Doctor Shortage, Hospitals Turn to Dwindling Supply of Nurses, Physician Assistants,” Forbes,
March 21, 2013. http://www.forbes.com/sites/brucejapsen/2013/03/21/amid-doctor-shortage-hospitals-turn-todwindling-supply-of-nurses-physician-assistants/. Accessed Feb 21, 2014.
10 Approximately median wRVUs.
9
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65th percentile. The addition of incentive pay increases the total compensation by $35,000
and an additional ten percent increase to the overall effective rate on top of the 12 percent
increase in the median rate per wRVU reported in MGMA over the five year period.
The issue lies in the fact that the median is used as the starting point, all other components are
then added to the model, which inflates the total cash compensation per wRVU ratio. This is
what is then reported back to MGMA and other survey resources; it is not the clinical only rate
per wRVU, which is a common misconception. This, along with other factors, results in the
median rate per wRVU increasing year over year, simply as a result of how the data is used and
not necessarily because there is a true need for compensation to increase. In our opinion, this
is ultimately going to become unsustainable, wherein health systems can no longer afford the
perceived built-in increases to compensation.
For emphasis, we have created a sample scenario where 40 percent of survey respondents
reported a rate per wRVU below the median to the survey resources for that respective year,
and 60 percent of physicians reported a rate per wRVU at or above the median for that
respective year. This distribution makes sense in that we more frequently see rates per wRVU
at or above the median being applied as a starting point. The assumption in this illustration,
Table 5, Physician Reported Rates over a Five-Year Period, is that, for those who are above the
median, the starting point each year is the median, with other components of pay being added
on top of this baseline. Then, the rate is updated each year to reflect the new median. The
result is shown over a five-year period.
TABLE 5—PHYSICIAN REPORTED RATES OVER A FIVE-YEAR PERIOD 11

Physician Reported Rate

Year 1

Year 2

Year 3

Year 4

Year 5

Respondent 1
Respondent 2
Respondent 3
Respondent 4
Respondent 5 (at the Median)
Respondent 6
Respondent 7
Respondent 8
Respondent 9
Respondent 10

$34.11
$35.11
$36.11
$38.11
$39.11
$40.11
$41.11
$42.11
$43.11
$44.11

$34.61
$35.61
$36.61
$38.61
$39.61
$40.61
$41.61
$42.61
$43.61
$44.61

$35.11
$36.11
$37.11
$39.11
$40.11
$41.11
$42.11
$43.11
$44.11
$45.11

$35.61
$36.61
$37.61
$39.61
$40.61
$41.61
$42.61
$43.61
$44.61
$45.61

$36.11
$37.11
$38.11
$40.11
$41.11
$42.11
$43.11
$44.11
$45.11
$46.11

Median of Respondents

$39.61

$40.11

$40.61

$41.11

$41.61

As is illustrated in the simple (and clearly non-statistically valid) example above, the median
rate increases each year, which then results in an increase in pay for all respondents, which
then repeats itself each year. To understand the impact on the compensation model, we show
11

These values are for illustrative purposes only.
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the above example with the median rate per wRVU values based on the above illustrated
calculated median.
TABLE 6—COMPENSATION MODEL WITH PHYSICIAN REPORTED RATES 12

Family Medicine (without OB)

Year 1

Year 2

Year 3

Year 4

Year 5

wRVUs
Rate per wRVU (Median)

5,000
$39.11

5,000
$39.61

5,000
$40.11

5,000
$40.61

5,000
$41.11

Clinical Compensation

$195,550

$198,050

$200,550

$203,050

$205,550

Quality Incentive
Midlevel Oversight

$15,000
$10,000

$15,000
$10,000

$15,000
$10,000

$15,000
$10,000

$15,000
$10,000

Total Compensation

$230,550

$220,550

$223,050

$225,550

$228,050

Rate per wRVU (Median)

$39.11

$39.61

$40.11

$40.61

$41.11

Total Effective Rate per wRVU

$44.11

$44.61

$45.11

$45.61

$46.11

As shown above in Table 6, Compensation Model with Physician Reported Rates, the median
rate per wRVU is rising based on the values reported for the previous
year. Further, the physician’s total cash compensation continues to be
well above the median, resulting in compensation that outpaces the
While there are clearly
level of productivity.
other trends and factors
at play, in our opinion,
While there are clearly other trends and factors at play, in our
the reliance on median
opinion, the reliance on median survey data, especially in determining
survey data, especially in
a baseline conversion factor for production-based pay, is inflating
determining a baseline
compensation throughout the healthcare industry. This is despite the
conversion factor for
fact that all other factors point toward downward pressures on
production-based pay, is
reimbursement and, in turn, a decreasing availability of the funds
inflating compensation
used to pay out physician compensation. This is not to say that
throughout the
benchmark data is bad and should not be used. Rather, our
healthcare industry.
contention is that it should only be used smarter.

HOW TO ADDRESS
So where do we go from here? In our opinion, there are some clear modifications that can be
made when developing wRVU-based compensation models that will address the issues noted
above. We elaborate on these below.


12

Education. The survey resources come with a wealth of information outlining what the
data represents, how it was compiled, etc. We believe it is essential for those who use

These values are for illustrative purposes only.
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the data to understand what the data represents. Thus, we encourage the users of
industry data to spend the time reviewing the manuals and contemplating how the
compilation of data affects how they are using the information in building their
compensation models.


Use All Resources Available. Certain surveys offer more tools than simply the rate per
wRVU data. The MGMA survey is one of them. A specific tool that they provide is the
MGMA Pay-to-Production Plotter which plots the total compensation and productivity
of each survey respondent on a graph and then calculates a linear regression line
showing the “best fit.” Use of this in evaluating the projected total compensation
under the model being developed will help establish an appropriate baseline rate per
wRVU, when considering the other components in play.



Is This a Median Situation? We must come to the realization that the median is just
that--it infers that 50 percent of the population of respondents are below and the rest
are above. Thus, not every situation is a median or above situation and not every
physician should be compensated as a median or above physician.



Consistency May Backfire. A common theme that we have seen in many situations is
the desire to be extremely consistent in terms of the compensation model applied
across specialties, down to the rate per wRVU. For example, all physicians will be paid
at the median rate per wRVU for their particular specialty for their clinical productivity.
The challenge then comes in the “add-ons”, which may differ by specialty. For
example, some specialties may have no add-on compensation components and,
therefore, the median rate per wRVU may be very appropriate, but others may have
significant add-ons, which may warrant a lower clinical rate per wRVU. Thus, in such a
situation, consistency becomes a impairment and not a benefit. Consistency is good
but only to a point.



Leave the Rates Alone. In many instances, there is a belief that the rates per wRVU
must be constantly updated as soon as new benchmark data is available. There is no
rule indicating this. In our opinion, it is not unreasonable to establish rates per wRVU,
leave them intact for a period of 2 to 3 years with the understanding that a fair market
value analysis will dictate any future changes, not simply a new survey being released.



Think Holistically. When establishing the rates per wRVU, consider the other
components being included in the compensation model and whether it is realistic to
assume that they are inherently built into the baseline rate per wRVU being applied.
Call compensation is a great example. In our opinion, it is a reasonable assumption
that a baseline level of unassigned call coverage is built into a median rate per wRVU.
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Thus, if call is going to be paid beginning with the first day of coverage, it may warrant
establishing a rate per wRVU that is below the median to account for this added call
pay component. Other examples would apply, as well. Thus, we would recommend
looking at the total model and then building up to (or backing into) an appropriate rate
per wRVU.

CONCLUDING REMARKS
There are certain trends within the industry in terms of the application and use of benchmark
data that are leading to increases in physician compensation. As hospitals experience more
pressure to lower costs, we believe there will be enhanced focus on the compensation being
paid to physicians. As a result, many health systems will realize that the current approach is
unsustainable and simply using the “pick-a-percentile” approach to establishing a
compensation model is no longer feasible. Further, the “add-ons” will only continue to grow.
As more focus is placed on value-based care, more compensation will continue to be focused
on incentives outside of productivity. This will only lead to further increases in the benchmark
data if the current cycle is not broken.
For additional information on how Coker Group can assess, develop, and improve
compensation plans for your health system, contact Justin Chamblee at
jchamblee@cokergroup.com.
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