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Physician Practice Models
By Ca rol S. MIller

In the second 01two articles on physician-hospital bonding.
the author examinesfo ur specific physician practice models,
the pros and cons ofeach model. and their various components,
such as hospital-physician contracting.

O er time. the majority of physi
cianshave practicedprimarily in
a solo environment. utilizingtheir

established referral patterns to continually
feed their blossoming businesses. In large,
metropol itanareas,many of the practices
expanded into partnerships or corpora
tions. involving a varie ty of subspeclelists,
who serviced a hostof different hos pitals ,
andfrequented different office sites. Other
than the hospital-basedancillary services
of pathology. radiology, and anesthesiolo
gy. and the newer specialties of critical
cart! and emergency medicine, most physi
cians have remained in the private practice
arena. Other independent physician rela
tionships wi th hospitals involve the use of
contracts ill which physicians arehired to
perfonn a service. such as quality assur
ance advisor, medical director. section
chief, department chairman, etc.

Today, four specific models exist in
the practice of medicine across the country:
• Private Practice
• Private Practice with Lease

Arrangement at Hospital
• Hospital Employee
• Contracting or "Bonding"

This article will elaborate on each of
the models. as well as provide the pros
and cons of each model from the perspec
tive of both hospitals and physicians.

Private Practice
Private: precuce is probably the oldesl
model in existence leday. emanating from
lhe trade and barter days of family practl- •
tioners. In this model. physicians are in
charge of their own businesses andtheir
own destinies. The private practice physi
cian exclusively depends on established
referral patterns. sees patients within the
private confines of an office, and admits

Carol S. Miller is Director ofConsulting
Service, ELM Services. Inc..Roeh illt,
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patients to different hospitals, depending
on the institution's service. convenience,
fam iliari ty, and qual ity of care .

Physicians hire and fire their own
staff and set the salaries and benefits for
employees (nurses. receptionists. billing
clerks. lab technicians. office managers,
accountants, and others). depending on the
size of the operation. In addition.lhe
physician's practice pays for all direct,
indirect, andoverhead expenses (furniture.
drugs, equipment, forms. stationary. mar
keung, advertising, legal fees, postage,
etc.). Private physicians depend on Ihe
services of a bi lling clerk 10 generate.suf·
ficient revenue from third-party paye rs
and patients to offset the expenses of oper
ating the practice. as well as to pay their
own salaries and benefits.

Pros for Physicians. As mentioned.
private physicians are in total charge of
their business practices; they determine
their schedules, bill for their services.
depend on the income generated from the
services they render, and they guide and
direct the practice. To succeed in this
competitive and costly environment, the
private physician must depend on the
skills and expertise of the office manager.

Cons for Physicians. Because of the
contractual regulations governing relm
bursement by the government's Medicare
andMedicaid programs. the negotiated
rates of HMOs and managed care pro
grems. tbe discounted rates of PPOS and
lPAs. and changes in the Current Physician
Tenninology (CPI) codes for chemothera
py. private physicians are experiencing
decreased levels of reimbursement that are
affectingtheir bottom lines. In addition,
officeexpenses (salaries, bene fits, malprac
tice insurance. office supplies, drugs, legal
fees, etc.) continue to escalate each year,

Pros (or Hospitals. There is only one
positive aspect to the office practice model:
status quo for the medical Slaff. In other
words, the medical staff. at large. remains

16

content lhar a special arrangement between
lhe hospital anda physician which could
adversely affect rheir practi ces or their rela
tionship with the hospital, will not occur.

Cons (or Hospitals. This mode l pr0

vides no direct linkages or ties between the
physician. the hospital. or any hospital pr0

gram. 'The only commitment between the
two parties is membership on the medical
staff andits affiliated admitting privileges.
In addition, because of the independence
of both the hospital and lhe physician.
there is a lack of coordinated planning for
the overall program; each party acts and
plans on its ewn , Finally. the hospital con
tlnues to lose revenues for outpatient
chemotherapy, ancillary services, and
drugs-services that continue10 be provid
ed exclusively in physicians' offices.

Private Practice With
Lease Arrangement at
Hospital
This arrangement is similar to the private
practice model, except that the hospital
builds offices for physicians on the
premises, or it converts hospital space into
physician offices. In this arrangement. the
hospital is the landlord. renting available
office space, and the physician is the ten'
ant. paying monthly lease payments to the
hospital- a true business relationship.

As in the private practice model,
physicians remain independent, running
their own businesses, seeing their own
patients, utilizing various hospitals, hiring
staff. and billing for all of their services.
However. the hospital lease model does
provide patients with easy access to the
hospital and its services (pharmacy. lab.
radiology. etc.j.

Pros ror Physicians. Once again.
the physician is in total comrol of the
business erairy, including billing fOf sere
vices, payrnem of expenses. andcollection
of revenues. In addition, offices located
on hospital property provide thephysician
with easy access to hospitalized patients;
it facilitates the admission of patients to
the hospital; andthe physician can easily
move back and forth between the office
and the hospital. Basically, this arrange
ment saves the physician time and travel.
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women cancer patients beauty techniques 10 help inion: their appearanceand
enhance their self-image when undergoing cbemorherapy or radiation treatment. has
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Tbe new 800 number will operate duringdaytime. office bours and has been
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gram. look Good...Feel Good is a free program for cancer patients that is sponsored
by the Cosmetic.Toiletry. and FragranceAssociation Foundation, the American
Cancer Society. and the National Cosmetology Association.

Co ns ror Physicia ns. As in the pri
vale practice mood. the physician conun
ues to experience decreased payments
from major third-pan)' payers and, secon
darily,office expenses continue to rise.
sometimes mere than revenues. In this
arrangement, (here is the potemial that me
lease cost per month. which is based on
thecurrent market rate. may be higher
than an officecomplex thai is separate
from the hospital's premises. Finally,
there is a perception. on the part of other
physicians. hosp ital ilaff, and patients.
tha t the physicians are more loyal 10 that
particular institution. because their offices
are located on the hospital campus.

Pros for Hospita ls. The biggest
advantage to the hospital is that the physi
cian is accessible to the hospital's staff and
its patients. A secondaryadvantage is the
rental incomefrom the office lease arrange
ment. Similarly, because (he physicianand
the hospital are in me same locanon,the
patienl perceives an integratedservice.

Cons for Hospitals. The same nega
lives apply 10 fhe office least:arrangement
as the private practicemodel: tenuous link
ages with physicians. a lack of coordinated
planning between hospitals and physicians.
and the Joss of drug and ancillaryrevenue
for outpatient chemotherapyservices.

Hospital Employee
In this arrangement. a very succinct rela
tionship exists between hospitals and physi
cians. The physician moves fromtotal
autonomy 10 being an employee of a large
business operation. The physician is a hos
pitalemployee, similar to any other
employeewho receives a set salary. yearly
increments based on performance. vacation
and sick leave, a pension.disability and
malpractice insurance. annuity plans,and
other benefits. The physician is still inde
pendent. butonly withinthe confines of the
job description. The potenlial for change or
creativity is nil. unless sbehospital agreesto
budget for a physician's idea andlhe physi
cian adheres10 thatbudget. With this
change in role. the physician is perceived
by peers. patients. staff. andother hospitals
as a dedicatedstaff member who ispan and
parcel of the hospitalorganizational chart.

PrI)S for Ph)'slclans. The headaches
accompanying private practice (billing.
collection. overhead. and expenses) disap
pear in this model A sense of security
prevails. Physicians and their patients
have easy access to the hospital and affili-

ated hospital services. This arrangement.
by far, is the cleanest. most ethically
sound contractual relationship that exists
between a hospi tal anda physician.

Cons for Physicians. As mentioned,
a physician's autonomy andindependence
are sidestepped in the hospital employee
arrangement. The physician must adhere
to job descriptions. budgets. and budget
adjustments. and deal with the bureaucra
cy of the hospital structure. Physicians
receive a se t salary and yearly bonus, but
they do not receive the income (rom
patients or exert any control OVer its use.
1be physician is perceived by everyone as
pan of (he permanent hospital structure.

Pros for Hospitals. The primal)'
advantages for the hospitalare revenues
fromocrpanent chefno(herapy servicesand
a closeremployer/employee relanonship
with the physician. The latterenables the
hospital and the physician to ccoperanvely
plan mutual program goals. 10 Integrate the
oncology service among the different disci
plines,10 collectively work with nursing to
determine mutualpolicies and procedures.
and to determine the future growth of the
oncology program. The patients perceive
the cancerprogram as an integrated service
involving all disciplines, andthe hospital
has a coordinated and managed quality pro
gram to provide to patients. Physicians are
accessible to administration, patients, radia
tion oncologists. referring physicians. and
other outreachoncology services. Vinally,
like the physician, the hospital has a clean,

ethically soW'Id businessarrangemenl.
Cons for Hospitals. The hospital

must nowpay all of the overhead, direct
and indirect expenses of the physician's
salary, benefits. offtee space. furniture. sec
retarialsupport, office supplies, drug costs,
andstaffing of theoutpatient chemotherapy
center(i.e., nurses, lab tecbs, a recepdontsr).
In addition, with such a special arrange
ment. the overall medical staffmay per
ceive that administration is catering to a
specializedgroup of physicians, or a specif
ic physician. This. in itself. maycreate ani
mosity among some medicalslaffmembers.

Contracting or 'Bonding'
This is a new concept for oncology physi
cians. In this relationship, both the physi
cian and the hospital must give and take in
order for the arrangement 10 succeed;
everyone cannot have everything.
Physicians in this arrangement are not
hospital employees; they contract with the
hospital for their services. Physicians are
not totally under the management of the
hospital and they do not receive benefits.
but they are part of the decisionmaking
body for the oncology program.

Before the physicianand the hospital
can negotiate a contract for services. both
parties must overcomeprevious preju
dices, and both must be willing to develop
a closer working relationship. Prior to
actually developing a contract and con
tract rate, the hospital and the physician
must have access to informationabout
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each other's financial position (expenses,
revenues, and patient volumes). Only
then can they determine what base con
tract rate should be offered, establish a
threshold rate on which to base incentives,
determine the parameters of the incentive
package with regard to escalated rate and
range, and project the future revenue flow
to both parties. It is extremely important,
in this analysis, to make sure both the
physician and the hospital provide accu
rate, detailed financial data.

After the financial analysis, the hospi
tal will be in a better position to determine
the base contract rate it should offer to the
physician. In determining the base rate, the
hospital should take into account the going
market rate for the physician's services, the
potential revenue, and the absence of hos
pital benefits. Similarly, from a cash flow
analysis, the hospital will be able to devel
op an achievable incentive package, which
rewards both the hospital and the physi
cian. Needless to say, it is imperative that
the contract language and the arrangements
of the incentive package are fair to both
parties. are understood by both parties, and
are reviewed by the hospital's legal counsel
to ensure that all legal issues and federal
and state regulations are addressed.

As part of this arrangement, the hospi
tal provides the physician with an office,
secretarial support, an outpatient
chemotherapy center complete with nurses,
lab techs, drugs, special equipment, and
other amenities the physician requires to

treat patients. In tum, the hospital bills and
collects payments from third-party payors
and patients for the physician's services.

Finally, as part of this model, a spe
cial committee is formed, consisting of
management and physicians, to oversee,
direct. and administer the oncology pro
gram. This committee is similar in func
tion to the executive committee, except
that its responsibilities are restricted to the
oncology program. The physicians and
hospital management share in the decision
making process and collectively plan, bud
get, set policy and procedures, purchase
capital equipment, and share revenue and
expense information on the performance of
the entire oncology program.

Pros for Physicians, The advan
tages of this model are similar to those in
a hospital employee model. Because the
physicians are placed under contract for a
period of years. they feel secure about
their arrangement with the hospital. Their
overhead and direct expenses diminish,
and they are responsible only for benefits
and personal expenses. The patients,
physicians, and hospital staff perceive the
oncology program to be an integrated,
quality cancer center that provides com
prehensive care and follow up in one loca
tion. Physicians are now part of the
governance structure of the hospital, shar
ing in the risks and rewards of the hospi
tal's operation of the oncology program.
This relationship provides a win-win situ
ation for all involved parties.

Cons for Physicians. As in the hos
pital employee model, physicians' inde
pendence is diminished, because their
activities are based on contract language.
However, the physicians are still viewed,
by their peers, as being independent. In
addition, physicians initially perceive that
their income potential has decreased,
because the monies that were flowing to
them in the past are now flowing to the
hospital. Finally, the physician is now
affiliated with a major hospital player, and
is not working or acting alone.

Pros for Hospitals. The benefits of
the hospital employee and contracted physi
cian models are identical: integrated patient
care with more comprehensive and thor
ough management by the patient care team;
mutual goals and objectives for the oncolo
gy program; increased revenue to the hospi
tal's bottom line from the drug and ancillary
services delivered in the outpatient
chemotherapy center; and a closer linkage
and working relationship with physicians.

Cons for Hospitals. The overhead
and expenses flow to the hospital side of
the equation, and, initially, the medical
staff may not understand the preferential
treatment the hospital is providing to the
oncologists it has contracted with. Today,
hospitals and physicians are in a rapidly
changing health care environment-an
environment which suggests that the orga
nizations who survive will have to pool
resources, plan together, and combine
operational and clinical talent. The long
history of antagonism that has existed
between physicians and hospital adminis
tration needs to be eliminated.

Most of us are aware that the process
of working together won't be easy or with
out problems. However, it needs to be
stressed that if physicians and hospitals are
interested in delivering state-of-the-art
health care, which in itself can be expen
sive and/or in limited supply, then hospitals
and physicians need to develop a mutually
acceptable plan and arrangement for work
ing together and for sharing resources. The
choice of which model is most suitable for
the physician and the hospital is dependent
on the political environment and the final
outcome of negotiations, as well as other
implications, such as the impact of the
Internal Revenue Service on physicians'
pension plans, and the legal ramifications
of contracts. But regardless of the hurdles
to be overcome, physicians and hospitals
can work together, if they would just tty.•
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