
U
n
iq

u
e

 O
p
p
o

rt
u

n
it

ie
s®

Th
e 

Ph
ys

ic
ia

n’s
 R

es
ou

rc
e

1-
80

0-
88

8-
20

47
   

 N
OV

EM
BE

R/
DE

CE
M

BE
R 

19
99

In the early
1990s, hospi-
tals adopted
the gatekeep-
er model hop-
ing to gain ac-

cess to managed-care contracts
and to better control health
care in their local and regional
markets. Developing a prima-
ry-care network (PCN) by em-
ploying physicians made sense.
It was the right strategy at the
time. Hospitals expected to
emerge stronger and better
positioned than they had been
previously.  

However, hospitals quickly
learned that they did not un-
derstand the business they
were getting into, and they
greatly underestimated the fi-

nancial and administrative in-
tegration that would be neces-
sary to successfully run a pri-
mary-care network. Today, hos-
pitals frequently ask them-
selves why they hired physi-
cians in the first place, and
very often they wonder if the
stress and the financial loss
they have endured are really
worth it.

Conflicting priorities

Business values, management
styles, culture, and strategy are
very important big picture is-

sues. In the recruitment
process, hospitals talk with
physicians about what it will
mean to be employed by the
hospital, but either they don’t
concentrate on the issues
enough or physicians don’t lis-
ten carefully enough. 

Regardless of whether they
are employed or independent,
physicians want control of
their practices, control of their
patients, and to retain their au-
tonomy. At the same time, they
want the financial security of
employment and to avoid the

down side risk that is inherent
in health care.

The culture clash between a
for-profit practice and a not-
for-profit hospital takes both
physicians and hospitals by
surprise. Hospital administra-
tors tend to manage a physi-
cian practice like another de-
partment of the hospital with-
out getting the buy-in from
hospital directors that will
mean the success or failure of
internal integration. The slow
pace at which most hospitals
make decisions, from procure-
ment to staffing, is simply not
understandable to physicians.
And most certainly, physicians
do not fully understand the
need for JCAHO surveys or
how and why hospitals are in-
fluenced by the Stark bills or
the Fraud and Abuse Act.   

Culture Clash Employed physicians and hospitals are often finding themselves

at odds. To make the marriages work, hospitals and physicians must both do their

parts, says one director of recruitment.

BY SUE OLSON

remarks

The culture clash between a for-profit

practice and a not-for-profit hospital takes

both physicians and hospitals by surprise.
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These are frustrating issues for vice
presidents and CEOs who are ultimately
responsible for the profit or loss generat-
ed by their employed physicians. When
hospitals  have trouble gaining physi-
cians’ full cooperation in these issues,
they truly question whether or not physi-
cians considered what it would mean for
them personally to become employed
and thus give up a portion of their entre-
preneurial spirit. 

The learning curve

Ouch! If physicians did not fully under-
stand what they would have to give up for
the security of employment, hospitals
were not as prepared as they thought
they were to manage the business of
physicians. Their business savvy showed
they could successfully run a for-profit
venture. What they didn’t understand
was the scope and complexity of a physi-
cian’s practice and what it would take to
integrate a PCN into the hospital system. 
The following reasons, among others,
contribute to the failure of physician em-
ployment arrangements:

• cultural differences

• loss of autonomy by physicians

• lack of trust between 
physicians and hospitals

• lack of strategic or business plan for the
PCN beyond the recruitment phase

• management inefficiencies 

• insufficient resources 
dedicated to integration

• slow paced integration efforts

• poor communication

Although it may have been slow in
coming for some hospitals, they are
more than willing to admit their short-
comings and step up to the plate to cor-
rect the problems. Hospitals are willing
to commit their executives’ time and
their finances to address these issues.
They have to. In a recent national sur-

vey by Coopers & Lybrand, hospitals
were found to be losing an average of
$97,000 per physician annually. The se-
riousness of this type of loss affects a
hospital’s bond rating and its ability to
do business. Hospitals simply cannot af-
ford to sustain the operational losses as-
sociated with their employed physicians.  

Physicians also have a lot of work to
do if employment arrangements are to
be successful. They must be willing to
provide leadership within the hospi-
tal’s departmental organization. Some
think it will take physician leadership
at every level of the hospital organiza-
tion, from information systems to ad-
ministration, before integration will be
successful. The physicians who are will-
ing to provide this leadership must
also realize that their involvement will
take some getting used to by hospital
directors who are bound to feel threat-
ened by their presence. Despite this
opposition, physicians must be willing
to communicate their feelings and
opinions through active participation
on governance committees, in strategic
planning processes, and by taking a
role in conflict management.   

The Financial Nightmare 

MGMA’s recently released publica-
tion, Cost Survey: 1999 Report Based on
1998 Data, reveals that hospital-
owned groups typically are not as fis-
cally sound as their physician-owned
counterparts.  

Physicians often say that their prac-
tices made money before the hospital
purchased them, so they can’t under-
stand why the practice fails to break
even after the purchase. Physicians
however sometimes fail to admit that
their income has actually increased
now that they are employed, regardless
of how profitable the practice is as a
whole. It’s really not their problem if
collections are low or if reimburse-

ments have decreased. They look to
the hospital to fix these problems with-
out the physician’s help. 

Financially speaking, the deck of cards
is often stacked against the hospital-
owned practice. Changing a hospital’s ac-
counting systems to accommodate a PCN
has proved to be much more complicat-
ed than anyone imagined. It may be one
of the main reasons hospitals are unable
to get a grip on practice expenses early
in the relationship.

For one thing, practices are accus-
tomed to operating on a cash basis and
hospitals tend to operate on an accrual
basis. Also, when hospitals strip away an-
cillary revenues from their owned prac-
tices without at least giving the practice
credit for this revenue, it causes the
practice to look even more unprofitable
than it may actually be. The health of
the practice begins to pale even further
when hospitals add in the depreciation,
amortization, and other types of expens-
es that are typically charged back to the
practice by the hospital.  

Another factor is that physicians in
a start-up mode are very often paid at
full compensation rather than on a
sliding scale, with their pay increasing
over time as their productivity in-
creases. Hospitals use the employ-
ment model and a full compensation
package to attract employed physi-
cians. It does allow them to recruit
better physicians, but it would not be
economically feasible in a private
practice environment. This is chang-
ing, however, as hospitals across the
country are taking a tougher stance
on this issue. Physicians are being
hired at a percentage of their desired
salaries with the opportunity to earn
the remaining portion through incen-
tives. Physicians who want to work
hard will do well, but physicians who
do not want to excel will find them-
selves earning less money or perhaps
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relocating to another opportunity.

The Challenge

How can these relationships be im-
proved? Hospitals need to clearly com-
municate the mission and strategy of the
primary-care network to their physicians
and hospital support staff. Management
needs to fully understand why the PCN is
important to the hospital system.
Hospital departments need to be re-
trained in the support of physicians’
practices. Physicians and management
need to know what their responsibilities
are and who has final authority.

Physicians need to be recognized for
their clinical expertise and hospitals need
to step back and let physicians have more
input in the health-systems’ management.
Physicians must create their own medical
group culture within the primary-care
network, while hospitals must put the in-
frastructure in place to help physicians be
successful. Hospitals must standardize the
billing and collection processes and put
the information systems in place so physi-
cians, their practices, and the hospital are
linked to each other. 

The key to success is a true partnership
between physicians and hospitals and a
sharing of responsibilities. Both physi-
cians and hospitals have to look beyond
any friction that exists and collaborate.
Employment arrangements are relational
and, like any strong relationships that en-
dure, they require strength from both
parties, trust, and a commitment to suc-
ceed.  ■
Sue Olson, CMSR is the director of physician re-

cruitment for Grace Healthcare in Morganton,

North Carolina. She is a certified medical staff re-

cruiter and a member of the American College of

Medical Staff Development, and Medical Group

Management Association.
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