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n today’s market, more physicians are seeing benefits to
integrating with larger practices or hospitals. This article is
the second in a series exploring the elements that contribute

to a successful practice merger.

The fallout from the acquisition
frenzy of the "90s certainly gave
hospital/practice integration a
bad name.

During those heady days, physician
practices and local hospitals were
linking up at a record pace — through
outright sales, financial partnerships
or employment contracts.

But many hospitals got caught
up in bidding wars, hoping to lock
in physicians’ patient bases and
lucrative referrals. They overpaid
for practice “goodwill,” provided

guaranteed salaries and failed to
incentivize productivity.

The result: Productivity fell.
Overhead increased as layers of
management were added. And cash
flow suffered as hospital-based billing
offices struggled with collections.
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Ultimately, bankruptcies soared,
and some physicians were paid to
take their practices back.

THE STATE OF THE UNION
Today, acquisitions are starting
again, albeit with different drivers.
Physicians — not hospitals and
health systems — are driving the
market. The growth is particularly
robust in small- to medium-sized
markets where physicians are
struggling with a declining
patient base.

In this new wave of acquisitions,
hospitals are typically paying only
for a practice’s hard assets (i.e.,
furniture and equipment) and
avoiding large base salary guaran-
tees in favor of productivity-based
compensation arrangements. Some-
times, a transition base salary and
a production-based bonus for the
first year are provided.

In today’s hospital system, medical
practice integrations are closer to a
merger than an acquisition. In these
deals, incentives for the physicians
are aligned with the hospital’s goals:
Work harder, see more patients,
hold expenses down and take home
nore money.
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