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_IN POINT I Issues in the
Practice Transaction
by Dean H. Gesme , Jr., M.D., and Mike Mohnsen, M.H.A.

11 medical cncol
ogy groups shu t
an uncertain
future. O ne srrat
egy for
mi nimizing this
uncertainty is an
affiliation with a

management services organization
(MSO). Oncology Associates of
Cedar Rapids, Iowa, a five-person
medical oncology practice, complet
ed such an affiliat ion with Ph ysician
Reliance Network (PRN ) on Ap ril
t, 1995. PRN furni shes the suppo rt
operatio ns fo r the practice, incl uding
personnel, office space, eq uipme nt.
and financial services. This a£filiation
entailed months of strategic planning
and financial analys is before a soun d
business decision could be: made .
Indeed, r,feparation for the affiliation
began f teen months before the
transaction kame effective.

The motivat ion for such an affili
arion included financial, strategic,
ope rational. and emotional facto rs.
We be lieved-and still do-that the
affiliation would offer the onco logy
practice opport unities and be nefits.
Co nversely, the MSO would benefit
greatly from our services.

mE PREPARATION PHASE
Before physicians in a group invesri
gate the possibility of affiliation,
ther mu st be willing to provide
p attent care using a different model.
In an MSO physicians manage the
practice based o n a joint gover nance
model. giving up some of their
autonomy.

All members of the physician
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group must bekept informed of
me related fin2nctal implications of
affiliation. When a pract ice affiliates
wilh an MSO, depending on the
terms o f th e agreement, the MSO
may purchase a portio n of the
revenue genera ted fro m services
p reviously provided by the practice
but now pro vided by the MSO.
Physicians may be co mpe nsated for
evaluation and manage ment services
based either on a fee-far-service
basis or a capitated rate, depending
o n the location of the practice
and the extent of managed care.
Physicians may have the oprion
of signing year- to-year agree ments
thai can include clauses fo r an
annual re-evaluatio n or capitation
ra tes based on practice utilization
or comparison with the national
oncology rate.

Younger physic ians may ente r
such di SCUSSIOns with di fferent
object ives than ph ysicians with
more years of practice experience.
For exam ple, a ph ysician who plans
to ret ire within the next five years
may not be as co ncerned abo ut a
ten-year agreement as a yo unger
physician who is skeptical of such
a long-term co mmitme nt.

In addition to medical staff, the
local business community should be
made aware rhar practice changes
may occur. The practice's bank , for
exampl e, will be anxious about the
possibl e transfer o f the practice 's
deposi ts to the MSO's corporate
acco unts. Bank officials may worry
that their relationship with the
practice will be affected. They will
want to know whether decisions
will conti nue to be made locally or
fro m the MSO's headquarters.

Before ch oosing any MSO.
physicians must exam ine me MSO's
philosophy and mission 10 determine
how they fit with the practice's own
philosoph y and goals. Some MSOs
are specific to the field of oncology,
while others may provide services
to a variety of p rimary care or
specialty physicians. Thus, thei r
philosophies and missions may

differ co nsiderab ly.
The ph ilosophy at O ncology

Associates was to be in a position
'0comp ete when managed. care.
capitation, and disease management
dominate the Cedar Rapids market .
We sought an affiliation with an
MSO that would have access to
actua rial data and volume discounts
on ~harmaceuticals and thus would
positi on our practice competit ively.

Althou gh many physicians and
office administ rators are gaining
skill in managed care contracting,
mo st MSOs are likely to have avail
able greater managed care expertise.
In addition, most group p ractices do
not possess the market ing expertise
needed to create high quality educa
tional and public ity pieces. The
MSO can create generic templates
fo r such forms, subs t ituting names
and other relative informatio n for all
affiliates, and is able to print rhese
materials at greatly reduced cost
due to the bigh volume o f maeeriels
printed at one time.

An element that is often crit ically
underestimated is the t ime and ener 
gy commitment required in seeking
proposals. To facilitate the process
most effectively, one physician and
one manager should be appointed as
the primary contacts for proposal
discussions. In addition to the
preparat ion and interview time,

r.hysicians must engage in the'"BYresentation and post-
pr malysis process m addition
to t eir day-to-day responsibilities.
Extended work days are the result .
When meetings that usually address
scheduling or qu ality issues are
spent discussing the MSO affiliation,
a pract ice reverts to a reactive rame r
than a proactive mode.

EVAWATlNG 0I'II0tIS AND
CU MICAL PRiCMiIIEl
The evaluation phase of the proposal
must include both the medical and
ad minist rative perspectives. An
evaluation that does not conside r
both sides will be flawed from
the start.
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Clinical priorities must be at the
top of the physicians' evaluation
checklist, and they include physician
interest in developing critical path
ways, emphasis on research, and
staffing. Priorities collide when an
MSO's attempts to cut costs inter
fere with quality care. For example,
conflict will arise if an MSO plans
to staff nurse extenders in situations
where the physicians prefer regis
tered nurses. Contacting other
physician groups affiliated with the
MSO and researching how they
dealt with similar issues is a good
way to judge whether an MSO's
priorities align with your practice.

Once the evaluation of clinical
priorities has been completed, the
potential for the MSO to maintain
or increase market share must be
evaluated. Most affiliations with
an MSO will offer the physician
opportunities in networking and
integration that would not be
possible without such an affiliation.
Physicians should explore whether
the MSO will allow the practice
to expand either geographically,
through regional, national, or
statewide contracts, or by adding
another branch of oncology services
such as radiation oncology.

FINANCIAL CONCERNS
An accurate assessment of the MSO's
financial position and objectives are
critical in determining whether to
solicit a proposal from an MSO. As
managed care contracts increasingly
contain risk components, the ability
of the MSO to assume risk in con
junction with the physician group
and to access future capital funding
become critical factors in the
evaluation process.

MSOs should be able to provide
economies of scale and new expertise
to office operations. The ability of a
large MSO to stay on top of coding
and billing issues is certainly advan
tageous for any medical oncology
practice. The MSO's group purchas
ing practices should yield volume
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discounts for the purchase of sup
plies such as chemotherapy drugs.
A strategic plan concerning manage
ment information services, including
the merging of the medical record
and the financial systems, should be
an integral part of the MSO's vision.

Due diligence is one important
and typically misunderstood step
in the evaluation process. Due dili
gence is the process in which one
further investigates and quantifies
that which one believes to be true
based on verbal discussions and
information documented in writing.
In addition to the MSO performing
due diligence to verify the status
of the practice, the medical group
must also complete a due diligence
process that might include visiting
the corporate headquarters, calling
physician groups already affiliated
with the MSO, and if applicable,
talking with physicians who may
have been affiliated at one time
but have since withdrawn from
the MSO.

An often underestimated cost in
the proposal analysis is the charges
generated by consultants, accoun
tants, and attorneys. These costs
usually range from $20,000 to
$50,000. A reasonable approach
is to set a budget and stick to it.

Physicians should play the role of
both guarded skeptic and unbridled
enthusiast as they analyze their
options. Just as a car buyer must be
willing to walk away from an eye
catching automobile if the terms and
conditions are unacceptable, so too
must physicians always be prepared
to walk away from any MSO offer
up until the moment of transaction
finalization.

ADMINISTRATIVE CONCERNS
The administrative perspective of
the proposal evaluation must begin
with the focus on the cancer patient
and not on the administrative struc
ture of the practice. Patients must be
prepared for the changes that will
affect them. If any change in billing

systems is necessary, the change
must be made in a manner that will
not cause additional strain in the
cancer patient's life. Informing
patients in advance of these and
other changes and reviewing new
billing forms with them will help
reduce patient uncertainty about
the affiliation.

Office staff are a critical element
in the success of any patient care
endeavor. All staff should be updat
ed on a regular basis about the ratio
nale for seeking proposals and the
status of any affiliation agreement.
The office staff may be concerned
about whether such an affiliation
will result in loss of their jobs.

A thorough benefits comparison
including wages, health, dental, and
disability insurance, vacation, and
sick time accrual, along with retire
ment programs, must be carefully
measured. Due to affiliated service
organization rules and leased
employee rules promulgated by the
Internal Revenue Service, employees
may no longer have access to bene
fits previously offered. The most
common MSO model requires
office staff to become employees of
the MSO and adhere to the MSO's
benefit structure. If the affiliation
is taking place in the middle of an
insurance program's fiscal year,
previously met deductibles will be
an important consideration for the
practice's employees. The practice
must make sure that any new health
and dental insurance program
allows pre-existing conditions.
An office staff member who is a
breast cancer survivor should not be
deemed ineligible for future breast
cancer treatment reimbursement
due to a pre-existing clause.

The office staff should also feel
part of the MSO team. One oppor
tunity to pave the way for this team
membership is for the physicians to
use some of the proceeds from the
transaction to purchase stock (if
applicable) for full- and part-time
employees. The amount of stock
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might well be divided on seniority
or the amount of inconvenience that
might be experienced by employees
based on benefit changes.

APPRAISALS, RNANCIAL
MODEUNG, AND PHASE ONE
OF THE AFFlUAnoN
Several appraisals of fixed assets and
accounts receivable will be necessary.
During due diligence a trail of docu
ments including acquisition costs,
existing leases, and signed agreements
with third-party payers must be
provided to the MSO. A medical
group interested in expansion either
geographically or with additional
physicians must ascertain the MSO's
ability to provide such expertise. In
our case, PRN has assisted in the
recruitment of two radiation oncol
ogists who will join Oncology
Associates in the next two months.

One phase of the administrative
evaluation of the proposal entails
financial modeling. For example,
the group's revenue stream may be
projected over the next five years
with and without an affiliation.
Several projections might be neces
sary based on assumptions of both
revenues and expenses.

Value-added services such as
the implementation of a pharmacy
might also weigh heavily in the
evaluation process. Because of the
high doses of narcotics and toxicity
of chemotherapy agents, patients
may need to travel to several phar
macies to completely fill their pre
scriptions. The initiation of an out
patient pharmacy service run by the
MSO on the premises of a medical
oncology practice might be possible.
The pharmacist could prepare the
chemotherapy products for infusion
therapy thereby allowing additional
nursing time for patient contact dur
ing chemotherapy administration. A
pharmacy is now operating within
the Oncology Associates building.
This would not be possible without
an MSO affiliation such as PRN.

Regardless of the number and
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type of service enhancements and
vision, the administrative side of the
equation must also recognize the
need for "spin control." Adding
new services such as CT or MRI to
a practice, for example, will impact
the providers to whomlractice
physicians have referre patients.
Physicians should articulate to these
providers what services will be eval
uated for implementation in the
early phase of the affiliation.

A successful strategy during the
initial phase of post-integration
activities is to complete the affilia
tion in such a manner that patients
and the medical/business communi
ty do not perceive a change in daily
operations. For example, as the only
medical oncology group in Cedar
Rapids, the name recognition of an
MSO could well provide more nega
tive than positive reverberations
within the community. As a result,
Oncology Associates did not add
the PRN name to signage,letter
head, and other documentation.

Governance decisions regarding
professional practice, office opera
tions, managed care contracts, and
expansion opportunities must be
well defined before the initiation
of the affiliation. Legal documents,
measured in pounds rather than
pages, are necessary in any complex
affiliation, but the distribution
of revenue streams and overhead
costs must also be well defined and
understood by all parties.

Restrictions such as covenants
not to compete will likely be
required by both the MSO and the
physician group. Depending on
state law, the corporate practice
of medicine statutes may further
restrict what can take place in billing
practices and the employment of
clinical staff members.

MORE POST·TRANSACnON
CONCERNS
How proceeds from the transaction
with an MSO will be distributed
must be detailed much in advance of

the check arriving in the corporate
bank account. The distribution of
proceeds such as cash, stock, and
promissory notes should be allocat
ed on a perceived fair and equitable
basis among the physicians. How to
distribute proceeds may well be the
most complex and controversial
decision made during the entire
affiliation. The impact of such an
affiliation on retirement plans
must also be carefully scrutinized.
Depending on the specifics of the
transaction, the physicians' profit
sharing plan and/or other retirement
vehicles may no longer be possible.
A careful evaluation of the tax con
sequences in assigning proceeds as
capital gains or ordinary income and
payment of quarterly tax installments
will be necessary. Before the trans
action is complete, a review of the
physician entities' legal structure
will be in order to identify opportu
nities in state or federal laws allow
ing shielding of liability to some
parties. If members of the group
are not willing to spend time and
energy pouring over the documents
created in such an affiliation, be
prepared once again for consulting,
accounting, and attorney fees that
will astound everyone.

Time will resolve most of the
apprehensions of the medical com
munity over the implications of
affiliating with an MSO. The physi
cians who can demonstrate patience
and confidence in dealing with their
peers while maintaining or improv
ing patient care will be amply
rewarded in an MSO affiliation.

Oncology Associates of Cedar
Rapids has greatly benefitted from
the affiliation with PRN. Patients
have experienced little change on the
surface of operations. Patient care
enhancement and managed care
contracting expertise are two of the
key advantages seen in the first few
months of affiliation. 'fI
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