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AT A GLANCE

Healthcare CFOs shoidld ask thrae critical questions

indetermining the right approach to physician '

cotnpensation:

* Howwillmarket characteristies inflrence physician
compensation?

> To what extent should base salaries and incentlves be
usedto compensate physiclans?

> How shouldthe srganization's physliclan compensation
package be structured?
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Healtheare GFOs and other leaders should eonsider market characteristics,
base salaries and incentives, and the structure of the compensation
package when developing a physician tompensation plan.

Healtheare reform is game changer for hospitals und health sysfems, with
new rules and new objectives for participants. Any organization thai {s geri-
ouk about competing in nn exs of reform should routinely check in with ity
star pliyers—jts physitians 1o find out what they want and to understand

 their backgrounds and experiences, why they joined the organization. wha

motivates them to stay in the game, and what they view us obstacles o win-
ning performanee.

" A game-~winning strategy for hospitals and health systeme should incinda

tompensation structures that engage physiclans in the mission of the haallh
system and enable therm 10 work toward goals that suppart the misajon.
vision, and goals of the oryanizatian, Developing meaningful compensa-
tion structure-encompassing salavy, incentives, and benefits—involves Lak-
ing an in-depth look at the organization’s culture, mission, and underlying
philogophy and considering thelr value in zelation to each of these areas,
The expectations of employed physician Broups may vacy from group to
group. Some groups will ba expected to cover their expenses, whils othery
will be expected to generate 4 positive margin. Some will contribute in ways
that go beyond their financiul ROI. The best way to arrive al # meaningfu}
physician compensation structure is to consider these and other issuey and
to seek ways to reward Physicians based on owtenmes that are rooted in ihe
organization’s strategie mission,

For example, physiolans ean be key contributors in developing protocols and
identifying standard approaches that improve quali ty of care and outcomes
and streamline costs. At some OTganizations, physicians assist fn evaluating
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huw much the organiztion spends on equipment
for varivus specialtics and help to narrow selee-
lion or the use of a particular item. Physicians
also van bring value (o a system by participating
in discusstons related to revenue for their spe-
ciglties arul by working with the hospital or health
system in negatinting discounts lrom vendors,

The key to achieving the system's averarching
ohjectives bothshort- and tong terme-with the
support of s physivians is to identity the behav-
jurs that will be rompensated and to compensute
those behaviors within a program that has the flex-

ihility to respond to changes in revenue models.
i

market data,

Physlcian Specalty
Endocrinology/Metabolism
Family Practica (without OB)

' Hospitalist: Internal Medicine
Internal Medicine: General
Neurslogy
Obstetrics/Gynecology: General
Orthopedic Surgery: General
Pediatrles: General

Surgery: General
Hematology/Oncology
Nephrology

Cardiology: Invasive

Cardivlogy: Invasive-lnterventional

Cardislogy: Moninvasive

There are three critical questions healtheare
CFOs and other leaders should ask when devel-
oping a physician compensation plan,

The lirst eritical question to consider is, How will
market chavacteristics influence ph yvivian compen -
sation? How ano rganizafion defines the market
when considering pay levels is a ke conponent
of an organizatiow’s conpensation philosophy--
andf 78 & topic that deserves continuous debate.
When defining the physician market, the follow-
inyg factors should be earefully exnmined:
»Gevgraphic pay issues

Accessing Market Data for Physician Specialties

Speclaity payfor physicians varies widely. Knowing which surveys to use, how to use them, and how
survey participants were selected are critical stegs in developing appropriate and contextualized

The exhibit below features market data for a number of physician specialties and subspecialties fron
the Medical Group Management Associationand Hay Group,

2011 MGMA 2011t Hay Group
Survey-Tokal Cach Supvay~Total Cash
Compensation Compensation
$212,529 $197,563
$186,048 $170,643
$221338 3208175
$203,044 177125
$250,075 $249,625
286,871 $254,333
$526,398 $400,000
$195,266 $177 454
$343,999 $312,868
$375,000 $326,500
$280,013 $253,000
$550,000 $491,036
$586,765 $465850
$459,168

' $401759
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> Pay hy specialiy level (sec the sidebar on page 71)

> Balary versus total eash {i.¢.. incentives)

» On-call pay practices

>Speeial henefits (e.g.. supplemental retirement,
long-tern disahility} '

Another point o tonsider is whether the organi-
zation should take private practice pay into
consideration,

There are frade-offs nvolved in reducing the
burden of & physician who leaves private practice
fur a hospital. The benefits for physicians include
reduced personal risk, less time sPEﬁt ranning
the business and more time for patients, fewer
buginess development pressures, and the defer-
ment of malpractics insurance costs to the
employer. However. some physicians may not be
happy with this change, Seme may lament the
lvuss of vontrol und 2utonomy they previously
enjuyed in privaie practice, Compensation strue-
tures alsa will be vastly different as they move
away from a “reap what you sow™ model to one of
salaries and incentives,

Ditfecent personality types will view compensa-
tion changes ditferently: Some will foel 4 sense of
comfurt in a buse salary-plug-incentives model,
while athers may yearn for the capitalistic
approach of private practice. The physician total -
-reward philosophy is a eritical factor, beeavse it
will influenee the message that the organization
wants to gend to physicians. For exarople, if the
hospital were sttempting to veplicate privale
praciive compensation levels, physicians would
niot be likely to respond the sume way as they
would if the hospital wexe establishing compen-
sution that recognizes differences in how physi-
cians will funetion within a larger healtheare
provider compared with private practice,

Alurge, multisperinliy physician practies inthe
southwestern United States was wrestling with
these issues as it debated how to compengate both
riew und existing phiysicians, In reviewing the
crganizution’s current potnpensation program,
health system leaders diseussed how market data
should he used to create context: Should leaders
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focus on regional market data, or did the prace
tice's significance warrant a raview of national
tlata relaied to compensation?

" The physiejan practice determined that the answer

depended on the specialty, to ensure that physi-
oians werg puid cbmpetiﬁvely against any group
that attempted to tap its talent pool. The most
heated exchanges came when the CEO pushed 1o
drive incentives higher than any market data would
support in an effort to heighten the emphasis un
pay for performance. [n the end, the group’s human
resources professionals convinced the CEQ to keep
incentives within market data for the time helng,
but they agreed to revisit this issue periodieally
according to changes in the market. The physician
practice also built flexibility into its incentive plan
that would allow the group to ahift metrics and
weighting for incentive payouts. This flexibility
allowed the group to make changes to the ineentive
plan annually based on changing payment strue-
ture, available talent. and retemtion stralegies.

A physician compensation program also should
uddress physieian productivity, For example, let's
assume that the eurrent year's base salary iy
rooted in last year's production, with part of the
incentive based on production that exceeds
expectations, but that over the year, something
heyond the physicians’ control happens that
canses produstion v drop 10 pereent. Maybe a’
large employer in the area shuts down and
employees are either laid off or transferred 1o
ancther region. Any time an urganization expesi
ences such an event, it will need to address (he
situation with its physicians in a timely manner—
and its compensation program should bo huilt in
such a way that adjustments ean be made when
volumes are lowdr than anticipated. Everyone
should know the rules of the game from the start,

Sometimes the physicians themselves will want 1o
make a change that will require an adjostment 1o
their compensation agreement. Some may wint
10 slow down ~perhaps their children are out of
college and their mortgages and student loans
have been paid off, and the Incentives that were
effective five years earlier ave less so today. The
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compensation program should be flexible enough
tor dbual with chanyging persenal circumstances as
well as changing economic circumstances. Whin
there are planned production drops, everyone
shounld underatand how pay will change as well,

For example, compensation programs typically
adjust buse sabury levels {0 currespond with
deercases in production, For planned drops in
produetion, this adjustment typieally oceurs over
a perind of years. with the physician and the
employer understanding the reasons. The incen-
tive partion of the program may not necessarily
change, but the amount earned by the physician
as ab incentive eonld he aflected by 2 change in
praduction., depending on the incentive per-
{fnrmanee measures that ave used.

‘There also are personal circumstances that

pould affeet production, such as family illness
or divoree, The mganization’s program and
prncesses should be designed to address ehanges
In renlity, changes in physicians’ interests, and
vhanges in their levels of engagement. For exam-
e, adypical approach is to retain eurrent com-
prensation kvels (o midyear adjustments to bise
salary) with a speeifie provess in place 1o ensure
the righl canversations oceur at the appropriate
titne to get 1 the root of the issue,

funversely, the compensation program should
il be a disineentive to production, Monitoring
mierket compensation and market production
tlata s eritival 10 ensuring that pay levels for
prmhwliaﬁ owleomes are congistent with the
alrjectives of the compernsation philosophy and
design of the program,

The second eritical guestion 1eaders should ask
is, fb rwhat extent should base sulnrias and incentives
be nsed to compensate physioians? Currently, even
{or physivians who are employed by health sys-
fems, there is very lit)e varinble campenent of
campensation boeyond base salary. Fora typieal
healtlire senior executive {o.g., 2 CFO), the
annuad incentive is around wo 1o 3o pereant

of buse salury. while physicians are usually

FEATURE STCRY

compensated at 10 to 15 percent of hase salary, -
secording to Hay Gronp 2011 Healtheure Survev data,

Until recently. incentives weren't {actored inta
physician compensation pragrams, mostly because
the revenue model was based on produetion, with
little emphasis on any other hebaviors or cutenmen.
But today. measures such as patient satisfaction,
quality. coding. and citizenship are easier to track
and compare on a relative basis. This helpa organi -
rations flesh out their pay philosophy and provide
both a base salary and an inceative as part of the
eash compensation comprnents of the program.

Bear in mind that the potential elements of com -
pensation are niot only cash and benefits. but also
intangible banefits that come with working at a
hospital or health system: For physicians, these
benefits could mean anything from a fexible
work sehedule to opportunities for research. pro
bano projects, conference presentations, e
pendent eonteacting, or other work in the com-
manity. The organization's leaders should sit
down with physicians and agk what is importam
to them, and then use thelr feedback in develop-
ing a compensation program,

Five action steps can help in determining the

extent to which base salaries and incentives will

e used to corpensate physicians:

> Develop a working committee that comprises
both physicians and nonphysician leaders.

> Show the committee data that include base
salary and incentive numbers as well as how the

' incentives are structured.

» Review and discuss several approaches reguird
ing how these elements will be mixed,

> Model one or more approaches with real-life
exarnples.

» Integrate the vesults through discussions with
the other physicians,

An integrated delivery systemt (1DS) in the Great
Lakes regrion built a formal physician compensa
tion philosephy with a new multispecialty physi -
clan group from seratch, The 1D sought to
determine how physicians should be paid and
what matrics should be used in determining
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compensation. To create a sense of fairness with
existing physicians in the hospital and a primary
care group. the IDS also needed to allow for
{ransparency while ensuring that its program
could withstand scrutiny, »

The IDS assembled a collaborative committee of
departmentally credible physician leaders. prac-
titioners, and system finuncial and operational
leaders. By involving key influencers who had
egablished rrust with peers and subordinates,
the oxganization could communicate progress
and resalts more effectively,

An 1DS in the southeastern United States built up
its employed physiclan population over the years
primarily through practice acquisition and had
negotisted & wide range of compensation and strue-
tural relationships hetween these practices and the
system. The organization recently underwenta
process similar to the one deseribed above to
develop a conmon compensation plan framework
to be uged in the future for employing physicians.

The incentive portion of the plan framework
focuses on achieving outeomes that support the
IDS’s quality goals and the financial gouls of the
employed physicians groups. This arrangement -
recognizes the impact that the physicians have on
more than just revenue, Incentive meusures
inchade interaction with other physieians within
the group and with patients (as measured through
patient satisfaction scores), Because these incen~
tive measures wers new 10 the group. getting
physicians to participate in developiug and com-
municating the framework was eritical to design-
ingit. Since the compensajion program was
developed in zo10, guality of care and financial
results have improved and comrunication
among physicians and between physieians and
patients hag been enhanced,

.

The third eritical question is. How should the
organization’s physician compensation prckogabe

© structured? Just as sulary levels provided by hospi-
tals and physician groups differ. benefits pro-
vided in private praetice are typicolly not the
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sume a8 thuse paid by huspitals, There are a
numbher of varisbles tu consider.,

Theve is a runge of
options for retirement benetits in the private
practice spuee depending on factors such as how
the health system wanis the retirement plan io
work. the percentage of current compensation
that should he directed toward retirement, the
make-up of the rest of the ghaff, and the tax roley
that apply 1o the orgunization’s retirement plans.
Hospitals, on the other hand. typically do not have
a greut deal of flexibility in developing retireraent
plans for physicians. In more und more hospils -
across the country, SERPs ave being nsed to aug-
ment retirement plans, Fundamentally, SERPs arg
designed to supplement what the physician is
expected to receive from the basic hospital plan
and through Sovial Security.

As mentivned, tying wnnual incentives to the
success uf a department o the entire organiza-
tion fs eysential—at Jeast for a portion of the
annual incentive, However, when deyigning pay
components, hospitals often do not Inild inlong-
term measures that complement and suppoxt
their strategie plan. LTls can be hagely beneficial
1o the vrganization and o the individual if the full
board supports the decision, the iight leaders are
chosen to have LTIs, the goals are structured
strategicaily, and the rewards are significant.

Group digability tusurance
plans vary, but most offer & modified "own ocen-
pation” definition of disability. This provides
protection in the event that an illness or Injury
prevents the physician From working in his or her
own oceupation, It is imperative that appropriate
policies be purchased in these disability plans so
that. if an sccident oceurs that prevents physi-
cians trom performing their dutiey in their cur -
rent rofes, they can be compensated secordingly.

. In some situations, especially for physician lead-

ers, an Individual long-ierm disability plan may
bewarranted, depending on payout cups ina
group plan,
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