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As physician compensation gets more varied — with metrics besides salary and productivity determining how much
doctors get paid — you have more flexibility to shape your practice by rewarding behaviors you want to encourage.
 
As a recent American Medical Association (AMA) study found, physician contracts — which have traditionally
compensated employed physicians with a salary, payment based on personal productivity or both — now increasingly
include other standards for payment, including key performance indicators (KPIs) such as quality and patient satisfaction
and even “citizenship” (PBN 5/17/18).
Part B News talked to compensation experts about what combinations they’re seeing and how you can alter them to effect
change in your practice.
 
The basics of compensation packages
 
For practices, the classic approach is generally salary plus production bonus, says Joshua Heekin, senior partner at
Physician Practice Specialists in Jacksonville, Fla. But sometimes the salary and bonus are tied — for example, it could be
based on a percentage of collections after two times salary has been received.
 
Under such a scheme, a doctor with a $150,000 salary would have to collect $300,000 in revenue, including all
professional services, before taking a share. “The idea is that one can generally estimate a 50% overhead and therefore,
at that point, the practice has broken even on the [incoming] physician,” says Heekin. “Whatever the professional business
may be — law, accounting, health care — 50% overhead is commonplace.”
 
The percentage thereafter is “whatever you negotiated — 20%, 25% of collections from this point forward — usually paid
quarterly,” says Heekin. In circumstances where one of the practice mid-levels works exclusively with a single M.D., this
arrangement may extend to the non-physician practitioner as well, says Heekin. For example, the doctor gets 35%, the
mid-level provider gets 10% off the top of that. This incentivizes both parties to work at optimal efficiency.
 
Other productivity bonuses are paid on the basis of work relative value units (RVUs) rather than revenue, which is
“particularly popular with employers who want compensation to be scrupulously tied to the value of the services,” says
David Howard, principal, healthcare advisory at Grant Thornton in New York City. “Work RVUs are indicative of the acuity
of the service or procedure; you get more money for more time and more medical decision-making,” says Howard. “And
it’s a trustworthy basis, developed by AMA and CMS and tweaked every year.”
The difference between work RVU and collections compensation “is who bears risk,” says Howard.
 
“If I pay based on RVUs, I absolve the physician from any concern with payer mix, revenue cycle, etc. If I pay on a
percentage of collections, now physicians are involved in the risk, which may make them sensitive to that” — that is, get
them thinking about what’s best for the practice’s bottom line as well as their own. 
 
Determine the right model by physician
 
Your physicians will probably want different compensation schemes based on their life and lifestyle needs. For example,
ambitious doctors may want more of their pay in productivity, which is a good thing if their basic workload and charges are
fairly reliable, as they would be at, say, a family practice, says Dennis Hursh, attorney with Hursh & Hursh P.C. in
Middletown, Pa.
 
But in many specialties, payment can be more volatile. “Like cardiologists — CMS cut their fees on myocardial perfusion
imaging a few years back, and they got hammered on reimbursement,” says Hursh. That was an especially hard blow for
practices that had just invested in imaging equipment. So hard, in fact, that it actually drove many independent cardio
practices to sign up with hospitals. Doctors in specialties that count on expensive infusion drugs to deliver margins, such
as oncology or rheumatology, could also lose out if CMS suddenly lowers prices drastically, in which case, these M.D.s will
probably prefer to rely less on productivity.
 
Other physicians prefer a fixed base salary because they want to know how much they can count on every year.
“I represent a practice that pays significantly over MGMA [Medical Group Management Association] median, but it’s pure
productivity,” says Hursh. “We’ve had some doctors turn it down and go to a health system that we know will pay less per
year [on salary]." Why? “If you want to buy a house, it’s hard to go to the bank and say ‘I make a percentage.’”
 
The kind of compensation scheme you choose will affect the kind of doctors you keep and the kind of practice you make.
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Other metrics
 
Salary versus productivity are the big binary, especially at smaller practices, because these metrics are straightforward
and easy to implement, says Heekin. But larger practices are beginning to factor in others.
 
“The smart hospitals and practices balance clinical productivity with quality outcomes and patient satisfaction,” says Eric
Dickerson, managing director, academic medicine & healthcare at recruiting firm Kaye/Bassman International Corporation
in Plano, Texas. “Institutions that are totally focused on just RVU and not the other factors of quality outcomes and patient
satisfaction will eventually get hit hard because increasingly [their own] reimbursement is directly tried to these additional
outcomes.”
 
Hursh says he hasn’t seen close tracking of quality metrics for individual providers, even among practices holding value-
based contracts that compensate on them. “There’s usually some sort of provision that gives the doctor an ‘equitable
percentage,’” he says. “I have read articles indicating that practices could use the MIPS [merit-based incentive payment
system] metrics,  but most don’t, in my experience. Certainly a lot of practices can’t track it well.”
 
But these practices and others will have to get more specific about physicians’ quality scores and their effect on
compensation in the near future. Hospitals and health systems are already motivated to pay on quality by the financial and
reputational impact of their scores on electronic clinical quality measures (eCQMs) — for example, catheter removals
within 24 hours of surgery. “If you’re below the mean, you have an incentive for [physicians] to think about that,” says
Howard.
 
With the Quality Payment Program eating an increasing share of income, practices are going to have to think the same
way. But the measurement for individual compensation purposes must be fair to the physician and appropriate to his or
her specialty. While some individual providers can be scored the same way they are by MIPS, for example, “sometimes
the quality metric impact is pooled,” says Howard. "For example, if you have an ortho practice, where they cover for one
another a lot and share patients, the quality [compensation] metric may be pooled.”
 
Citizen scoring
 
Physicians are sometimes compensated on “citizenship,” via payments that resemble bonuses because, theoretically at
least, the physicians may fail to “earn” them by underperforming. In Howard’s experience, these are usually based on
physician relationships within the medical organization — “discussed in committee meetings, impacted by negative reports
from nursing or other staff,” he says. While it’s rare to see them withheld, “having it there is nice, shows it’s important to
the practice,” he adds.
 
Dickerson also sees some practices grading on community citizenship as well: “clinical work for nonprofits, pro bono work,
health fairs, working with local school districts, health exams for the medically underserved, etc.,” he says.  He thinks
citizenship will get more play based in contracting because of social factors such as the MeToo movement “and the
recognition that a ‘bad apple’ can severely impact a division or department.”
 
4 ways to make compensation plans work

Approach it philosophically. What kind of practice do you want to have? Do your current clinicians provide it?
What would motivate them to do so? Frankly, contract changes are often used to "get rid of dead weight,” to
discourage providers who don’t share your vision from signing back up, says Dickerson. But if you compensate
based on the practice you want to make, you’ll draw and keep doctors who have the same motivations.

For example, if you want to jump with both feet into value-based care, write your contracts that way. “As [your practice’s]
transformation continues over time, providers should be rewarded for behaviors that make it possible to assume even
greater risk,” says Debbie Zimmerman, M.D., corporate chief medical officer of population health solutions company
Lumeris in St. Louis. “In addition, higher performing providers should earn higher rewards.”

Use clear, trackable, credible metrics. “It’s critical to make sure that physicians understand what is required to
earn incentives and that established goals are attainable,” says Zimmerman. Rather than promise an “equitable
percentage,” for example, use accepted metrics like Healthcare Effectiveness Data and Information Set (HEDIS)
and MIPS measures.
Get providers on board. “A senior executive decision without doctor input is going to blow up,” says Dickerson.
“First tell the physicians why: ‘Here’s the reason why we need to go this way, here’s how it will be a benefit to all of
us.’” Dickerson suggests you spell out the potential upside. For example, if you’re adopting a quality bonus, talk
about MIPS payment adjustments and how providers as well as the practice will be affected by them.

A 5% bonus won’t sufficiently drive a change in physician behavior; instead, rewards must equal at least 25% of a
physician’s compensation to motivate them to engage in value-based care behaviors, says Zimmerman.

Make allowances for new doctors. There’s some dispute as to how uniform contract terms should be among all
providers. Hursh has seen an organization try to “equalize” compensation so that every physician got a median
salary — meaning some more experienced doctors would be forgoing their usual seniority bonuses until their base
compensation was equivalent to the less experienced doctors'. This drove at least one doctor out because his
experience seemed not to count for anything anymore.

“Long-term contracts should be consistent across the organization,” says D.J. Sullivan, director at HSG, a national health
care consultancy in Louisville, Ky. Sullivan says at least one class of physician may need special treatment: new doctors.
“Younger M.D.s may receive a higher base salary in years one and two to offset their productivity or new entrance into a
market as they initially establish their patient base.”
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