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Between 2012 and 2015, the number of physicians employed by hospitals and health systems 
in the United States grew by 46,000 (48%), up from 95,000 (26% of practicing physicians) 
to 141,000 (38% of practicing physicians).1  Clearly, over this short, three-year period, many 

hospital and health system physician networks have been in an accelerated growth mode—some 

in an all-out buying spree.

As a consulti ng fi rm specializing in 
physician/hospital alignment and employed 

physician networks, HSG has in-depth 

knowledge of and fi rsthand experience 
addressing the challenges and diffi  culti es 
faced by networks.  We have found that 

hospital-employed physician networks 

progress and evolve across a predictable 

evoluti onary curve -- Physician Network 
Growth Phases.  

A few progressive health systems, those 

that committ ed to physician employment in the 1990s and early 2000s, have already experienced 
the growing pains and challenges of the Novice, Growth, and Operati onal Chaos phases and 
are now reaping rewards of Strategic Focus and Value.  At the same ti me, however, they are 
experiencing new challenges inherent with those phases.  No phase is without its unique set 
of challenges and opportuniti es.  You never truly arrive.  The minute you start to rest on your 
laurels, that’s the minute you fall behind.

1. Avalere analysis of SK&A hospital/health system ownership of physician practi ce locati ons data with Medicare 5% Standard Analyti c Files.

INTRODUCTION
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OPERATIONAL CHAOS

For most of our clients, the Novice and Growth phases are in the rearview mirror, but the 
aggressive pace at which they progressed through those phases now has them squarely in 
Operati onal Chaos.  The chaos worsens when you compound that with the liberal nature by which 
they evaluated the quality, work ethic, and strategic and cultural fi t of the physicians they acquired 
and employed.  Some never saw a physician they didn’t want.

For networks in Operational Chaos, their growth in size and scope has typically outstripped 
the capabilities of those managing the network.  Increasing practi ce losses (see graph below 
of MGMA median losses per provider by selected specialti es) cry out for immediate performance 
improvement and the conti nual need for a formal, professional management infrastructure.

  

Source: MGMA 2016 Cost and Revenue Survey Report based on 2015 data  
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DIAGNOSIS: PHASE ONE

As a result of these challenges, HSG has engaged with many organizati ons to root out problems 
and chart a course of improvement through a comprehensive network assessment/performance 

improvement initi ati ve.  While the challenges are diff erent, the purpose of these engagements 
is always the same—discover and document the problems stalling the evoluti on of a network 
and chart a path for improvement.  To accomplish this purpose, HSG employs a comprehensive 
two-phased process.  The fi rst phase focuses on extensive data review and benchmarking, using 
industry surveys and sources such as the Medical Group Management Associati on (MGMA), 
Sullivan & Cott er Associates (SC), and American Medical Group Associati on (AMGA).  The second 
phase uses the results of data analysis to target our survey.  We complete a qualitative analysis 
involving onsite observations, interviews, and impromptu questioning of key stakeholders.

Additionally, hospital leadership senses the need to control the group’s growth and limit 
employment offers—or at least make wiser, more discriminant decisions.  The most common 
issues we fi nd in networks and practi ces struggling in Operati onal Chaos are:

� Ineffi  cient revenue cycle functi on, resulti ng in poor collecti on rates, high denial rates and a 
high, but also aging, AR balance;

� Insuffi  cient oversight of daily practi ce operati ons and limited investment in appropriate 
management talent;

� Push to cut costs through staff  reducti ons having an adverse eff ect on daily offi  ce-based 
throughput;

� Disconnect between offi  ce and revenue cycle staff , aff ecti ng point-of-service collecti ons, 
registrati on errors, denial rates, and overall revenue cycle performance;

� Ineffi  ciencies and lack of control over pati ent scheduling negati vely impacti ng pati ent volume;
� Misaligned physician compensati on lacking appropriate incenti ves;
� Hospital-based IT infrastructure and reporti ng capabiliti es handicapping management’s ability 

to manage eff ecti vely;
� Inconsistencies in physician contracti ng and contract structure; and
� Low physician engagement in operati ons and culture development, making management and 

implementati on of change diffi  cult.
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Specifi cally, Phase One evaluates defi ned benchmarks and data points for a network in order to 
begin the diagnosis process.  Provided below are twenty (20) specifi c benchmarks and data points 
that are the focus of a comprehensive assessment process.  These 20 items are categorized into 
three (3) main areas—Volume/Throughput, Operations, and Revenue Cycle.

1. Volume/Throughput
a) Work Relati ve Value Units (“wRVUs”) per provider;
b) Average ti me to next available appointment (in days);
c) Percentage of appointment slots fi lled per day; and
d) No show/same day cancellati on rate.

2. Operations
a) Net income or (loss) per provider;
b) Overhead rate (total operati ng expenses) as a percentage of revenue;
c) Total provider cost as a percentage of revenue;
d) Total support staff  cost as a percentage of revenue;
e) Total support staff  FTEs per provider;
f) Total support staff  FTEs per 10,000 wRVUs;
g) General administrati ve staff  per FTE provider; and
h) Provider compensati on relati ve to producti vity (i.e., compensati on levels versus wRVU 
levels via a scatt er plot diagram).

3. Revenue Cycle
a) Days in accounts receivable;
b) Gross and adjusted collecti on rate;
c) Percentage of accounts receivable over 90 days;
d) Registrati on error rate;
e) Claim denial rate;
f) Late (or delinquent) charges rate;
g) Point-of-service collecti ons rate; and
h) Professional collecti ons per wRVU.

In addition to the revenue cycle metrics 
highlighted above, we also evaluate practice-
to-practice, and network level payer mix versus 
available industry data.  This analysis adds 
context and background to the results of revenue 
cycle metrics, such as gross collecti on rate and 
professional collecti ons per wRVU.  Understanding 
the impact of the local payer mix helps us evaluate 
what each practi ce and the network, as a whole, 
should be collecti ng against its charges.
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Assessing the network’s fee schedule (or charge 
master) is also a vitally important step.  We’ve 
seen networks “leave money on the table” by 
charging below a payer’s allowable.  And we’ve 

witnessed other organizati ons set their charge 
masters at unreasonable levels—which can skew 

certain revenue cycle metrics and be off -putti  ng 
to pati ents/customers. We recommend a uniform, 
structured approach and template for the charge 

of each CPT code, based on a defi ned percentage 
of Medicare.  Each CPT code is categorized and 
set based on a selected percentage assigned to 

each category.  An exception being if a relevant 
payer’s allowable is higher than the calculated 
fee.  See example template below:

Note, if data is available, we include a fourth category of Quality/Patient Experience.  This 
category utilizes CG-CAHPS and/or HCAHPS measures, as well as MIPS and MACRA metrics, 
to monitor the quality and patient experience associated with the care delivered by the 
group’s providers.
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For most of the data points presented above (not including Quality/Pati ent Experience), industry 
surveys (i.e., MGMA, AMGA, and Sullivan Cott er) provide specialty-specifi c benchmarks that 
serve as a gauge of current status and provide a goal and standard for future performance.  In 

these cases, we most oft en uti lize the median as a benchmark, as the median is not infl uenced by 
extreme values.  Additi onally, we uti lize specialty-specifi c benchmarks for each specialty/practi ce 
we are benchmarking.  We very rarely uti lize “multi specialty” benchmarks.  

We also tend to use the nati onal and all-practi ces data versus regional and hospital-owned only 
data.  The nati onal and all-practi ces data have larger numbers of respondents and tend to not 
be infl uenced by extremes, as does the data with fewer respondents (i.e., the regional and/or 
hospital-owned only data).  Also, the all-practi ces data includes independent practi ces, which tend 
to be more effi  cient than hospital-owned … because they must be.  This is parti cularly important 
when assessing the performance and effi  ciency of a practi ce’s operati ng expenses and overhead.  

The table below presents an example of a benchmarking exercise by which the operating 
expenses and overhead of a practice are assessed.  This particular exercise calculates each 
operating expense category amount as a percentage of the practice revenue generated and 
compares to like percentages from MGMA’s Cost Survey.
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For some metrics, such as registrati on error rate, claim denial rate, late (or delinquent) charges rate, 
and point-of-service collecti ons rate, benchmarks are diffi  cult to fi nd or are simply not available.  
For these data points, past performance and your best judgement on reasonability are suffi  cient 
for establishing goals for improvement and standards for current performance.  For example, a 
2-to-5% registrati on error rate is reasonable for most practi ces.  That said, if your practi ces have 
been exhibiti ng a 15% registrati on error rate, perhaps an intermediate goal of 10% is a reasonable 
place to start.

To the right is our view of 
the revenue cycle process, 
with the types of reports 
and information that are 
required at each touchpoint 
to monitor performance and 
root out problems in each 
stage of the revenue cycle 
function.
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Because physician compensati on and its alignment (or misalignment) with producti on is oft en 
the number one driver of losses in a physician network, it receives a great deal of att enti on from 
our consultants in any performance improvement initi ati ve.  An extremely helpful illustrati on 
of physician compensati on alignment (or misalignment) is a scatt er diagram -- compensati on 
percenti les are plott ed on the “y” axis and wRVU producti on percenti les are plott ed on the “x” axis.   
Each physician is represented as a point on the diagram. The following questions often surface, 
depending on the physician’s placement on the diagram:

Upper Left Quadrant (High Compensation and Low Production):
1. Is it likely that the compensati on is not fi nancially sustainable?
2. Do we have a compliance (fair market value and commercial reasonableness) risk?
3. Is this a new physician who is ramping up producti on in a new practi ce?
4. Is the physician providing other services, not captured by traditi onal producti on metrics such 

as wRVUs (i.e., medical directi on and call coverage)?

Lower Left Quadrant (Low Compensation and Low Production):
1. Is this a part-ti me physician?
2. Is there a role for this physician in one of our practi ces at this reduced/parti al level?
3. Is the physician able to cover his or her direct cost and overhead?

Lower Right Quadrant (Low Compensation and High Production):
1. Is something wrong with the producti on calculati ons?  Is producti on overesti mated?
2. Is something wrong with the compensati on model or compensati on calculati ons?
3. Are we at risk of losing a high producing physician because we are not competi ti ve on 

compensati on, given his or her level of work and eff ort?

Upper Right Quadrant (High Compensation and High Production):
1. Is this ideal alignment?
2. If producti on is extremely high, should we be concerned about quality?
3. Is the physician overworked and a risk for burnout?

Here is an example of physician 
compensation and production plotted 
on a scatter diagram:

A collecti on of answers to the types of 
questi ons discussed above, centered 
around these data points, will help 

executi ves and managers of employed 
physician networks begin to answer the 

primary questi on many are asking—Why 
are we losing so much more than our 

peers on a per provider basis?
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DIAGNOSIS: PHASE TWO

Armed with data and benchmarking, Phase Two can proceed with conversati on, inquiry, and ob-
servati on.  The key to Phase Two is to ask the right questions and observe the processes and 
behaviors that illuminate the answers to questions, such as:

� Why are our days in AR at 55 days?
� Why is our adjusted collecti on rate at 82% instead of 98%?
� Why are our adjustments so high?  Is the revenue cycle staff  too aggressive with write-off s?
� Why are collecti ons per wRVU in this practi ce 25% less than the MGMA median for the 

specialty?  Is it payer mix or a problem with the revenue cycle functi on?
� Why does the practi ce have a 20% no-show rate and only a 60% slot fi ll rate?
� Why is the physician compensati on in the practi ce consistently at the 60th percenti le, but 

physician wRVU producti on is at the 45th percenti le?
� Why are we not maximizing point-of-service collecti ons opportuniti es at the front desk?
� Are we staff ed appropriately given our complement of providers?  Given our wRVU (pati ent) 

volume?  See table below.
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A CALL TO ACTION

MONITORING THROUGH DASHBOARDS

Aft er identi fying what is occurring in the network and why, the next step is to develop 
acti on plans to address problems and move the network in a positi ve directi on.  This requires 
communicati on with network physicians.  One purpose for this communicati on is to uti lize 
the physicians as resources for ideas and soluti ons to the problems facing the network and its 
individual practi ces.  The second reason is to communicate the details of the acti on plan in order 
to facilitate ownership and buy-in, which will contribute to the ulti mate success of the initi ati ve.

The detailed action plans should include the action, expected start and completion dates, 
responsible individuals or parties, and space for notes and status updates.  A sample is 
provided below.

To ensure that executi ves and front-line management 
conti nuously monitor the progress of their network and its 
collecti on of individual practi ces, the team needs an eff ecti ve 
dashboard report.  We believe a successful dashboard must 

be simple and poignant, highlighti ng the most criti cal metrics 
for a network or practi ce.  We also believe there should be a 
dashboard for the C-suite of the organizati on (an Executi ve 
Dashboard) and a dashboard for the management team of 
the network (an Operati ons Dashboard).  The Executi ve 
Dashboard should provide the hospital or health system’s 

C-suite executi ve team (CEO, CFO, COO, CMO, etc.) with 
higher level metrics that provide a feel for the overall health 

and performance of the network.  The Operati ons Dashboard 
looks at additi onal metrics, in the same areas as the Executi ve 
Dashboard but that allow the management team a deeper dive 

into the operati onal specifi c as they conti nuously monitor and 
head off  problems.  Please see the next page for examples of 
the Executive and Operations Dashboards.

The acti on plans are an invaluable tool for building accountability and bringing about positi ve 
change in the network, and should be reviewed periodically to ensure conti nuing relevance and 
appropriate focus.

acti on plans to address problems and move the network in a positi ve directi on.  This requires 

the physicians as resources for ideas and soluti ons to the problems facing the network and its 
individual practi ces.  The second reason is to communicate the details of the acti on plan in order 
to facilitate ownership and buy-in, which will contribute to the ulti mate success of the initi ati ve.

Aft er identi fying what is occurring in the network and why, the next step is to develop 
acti on plans to address problems and move the network in a positi ve directi on.  This requires 
communicati on with network physicians.  One purpose for this communicati on is to uti lize 
the physicians as resources for ideas and soluti ons to the problems facing the network and its 
individual practi ces.  The second reason is to communicate the details of the acti on plan in order 
to facilitate ownership and buy-in, which will contribute to the ulti mate success of the initi ati ve.

acti on plans to address problems and move the network in a positi ve directi on.  This requires acti on plans to address problems and move the network in a positi ve directi on.  This requires 

xpected start and completion dates, xpected start and completion dates, 
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CONCLUSION

Physician networks are extremely complex entities.  Managing them effectively requires 
investment in talent and appropriate resources.  Even well-prepared organizati ons can fi nd that 
their aggressive growth has facilitated the emergence of Operati onal Chaos.  A comprehensive 
and well-defi ned performance improvement initi ati ve can be invaluable to an organizati on as it 
plans the next phase of its maturati on.  If you embark on such an initi ati ve, make sure the follow-
ing are components of your process:

1. Physician engagement and communication;
2. Action plans; and
3. Poignant dashboards.
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WHO WE ARE

Neal D. Barker
Partner

(502) 814-1189
nbarker@HSGadvisors.com

HSG builds high-performing physician networks so health systems can address complex 
changes with confi dence. From boosti ng market power and fi nancial strength to preparing for 
value-based care, we can help you defi ne your strategy, implement that strategy, and manage 
your physician network, short or long-term.  We guarantee results and deliver the greatest value 

as a trusted member of your team.

GETTING STARTED

HSG works with health systems across the 

country to build high-performing networks.  

We want to help your network evolve 

through the Physician Network Growth 
Phases and develop the competencies it 
needs.

Please feel free to reach out to us to 
schedule a discussion about a performance 
improvement initiative for your network.

Physician Alignment Strategy 
Strategic Plans with 
Physician Focus
Employed Physician 
Network Strategy
Creati ng Shared Vision
Service Line Strategy & 
Co-Management

Provider Manpower Planning
Referral Capture/ Network 
Integrity 

Network Leadership 
Acquisiti on

Interim Management

Executi ve Search
Network Performance 
Improvement

Network Revenue Cycle 
Aligned Physician 
Compensati on
Practi ce Acquisiti ons 
Fair Market Value Opinions 

MACRA Assessments, 
Planning and Implementati on
Practi ce Transformati on 

Care Coordinati on
Populati on Health

Direct Contracti ng 
Bundled Payments
ACO Development and 
Opti mizati on
Hospital Effi  ciency 
Improvement Program (HEIP)

Physician Strategy Physician Network

Opti mizati on
Value-Based Care
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