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About the Presenter

Todd A. Zigrang, MBA, MHA, FACHE ,ASA,is the President of HCC,where he
focuseson the areas of valuation and financial analysis for hospitals, physician
practices, and other healthcare enterprises. Mr. Zigrang has over 20 years of
experience providing valuation, financial, transaction and strategic advisory
services nationwide in over 1,000 transactions and joint ventures involving
acute care hospitals and health systems physician practices, ambulatory surgery
centers,; diagnostic imaging centers, accountable care organizations, managed
care organizations, and other third -party payors,; dialysis centers; home health
agencies long-term care facilities; and, numerous other ancillary healthcare
service businesses Mr. Zigrang is also considered an expert in the field of
healthcare compensationfor physicians,executivesand other professionals

Mr. Zigrang is the co-author of the @ A O E GUidété idealthcarez 2nd Editiond
(AICPA,2015), numerous chapters in legal treatises and anthologies, and peer-
reviewed and industry articles such as The ! AAT O1 Busihe€sdlénual
(AICPA) Valuing Professional Practices and Licenses (Aspen Publishers),
Valuation Strategies Business Appraisal Practice; and, NACVA The Value
Examiner. Additionally, Mr. Zigrang has served asfaculty before professional and
trade associations such as the American Bar Association (ABA); the National
Associationof Certified Valuators and Analysts (NACVA) Physician Hospitals of
America (PHA); the Institute of Business Appraisers (IBA); the Healthcare
Financial ManagementAssociation (HFMA), and, the CPALeadership Institute.
Youcanseehis full CVat: https://www healthcapital.com/hcc/html 2pdf31/TZigrang_C\pdf
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Overview

AlIntroduction to physician compensation

Alncreasing Scrutiny ofPhysician andExecutive Compensation
A Overview of Compensation Arrangements

ATypes ofCompensation Arrangements

AFair Market Value (FMV)

ACommercial Reasonableness

ARole of the Valuation Team

AConcluding Remarks
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Introduction

APhysician services may be divided into 2 general categories:
AClinical related
ANonclinical related

ANonclinicaktrelated activities are further divided into 3
generalized subcategories:

A Administrative
AManagement
A Executive

AThese categories may be defined by the specifi@sks, duties,
responsibilities, and accountabilitieSTDRAS) involved in each
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Introduction

AClinical-Related Services

AThe provision of professional medical services

related to the diagnosisand treatment of patients who
oresent with various injuries, diseases, and ailments
oy physiciansallied health professionalsnidlevel
oroviders technicians & paraprofessionals

AMay also includecoverage and cajresearch activities
clinical academic appointmentgnedical outreach and
public health, andservice line medicatlirectorships

O(AAI OEAAOA 6A1 OAOEI T d 4EA &ET A1l AEAT | PPOAEOCAT 1T &£ %l OAOPOEOAOR | OOAOOKh AT A 3A0Q
ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 867. ©HEALTH CAPITAL CONSULTANTS



Introduction

A Nonclinical-Related<ervices

AServiceswhere the TDRAs associated with the
position A O Adiréciy related to treatment of patients

Alncludes chief executive officer, chief financial officer
chief information officet chief legal counseland other
(@-suitedexecutivesas well asstrategic and
operational management position&.g., practice
administrators, billing managers, payor contracting
managers), andhonclinical-related support staff

O(AAI OEAAOA 6A1 OAGET T ¢ 4EA &ET AT AEAT | PPOAEOGAT 1T £ %l OAOPOEOAOR ' OOAOOR AT A 3A0 7
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 874. ©HEALTH CAPITAL CONSULTANTS



Introduction

A Classification of Physician Services

A B C D
Clinical - | Nonclinical -
Physician Servi Both
ysician Service Related Related ot
1 Clinical X
2 Call Coverage X
3 | Medical Directorship X
4 Executive X
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Introduction

AThe challenge forindependentvaluation professionals,
working alongside hospital administration and legal counsel,
IS identifying and separatingthe various TDRAs forclinical
servicedrom those to be provided foradministrative,
management and/or executivefunctions, in order to ensure

that compensation for each service complies with the legal
reguirements of:

AThe Stark Law
AThe Anti-Kickback Statute

AFor non-profit entities, excess benefit/inurement of benefit
regulations promulgated by thelnternal Revenue Service

O(AAI OEAAOA 6AI OAOEI T d 4EA &ET AT AEAT | PDOAEOAI 1 £ %l OAOPOEOAOR ! OOAOOh AT A 3A0C 9
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 866. ©HEALTH CAPITAL CONSULTANTS



Introduction

AGenerally, the process of valuing compensation
agreements can be broken down into:

AThe economic principles underlyingvalue

AThe necessary documentation for
compensation agreement($

ATypes of compensatiorplans

Alndustry benchmarking of the compensation
agreement(s
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Growth of PhysiciantEmployment
by Hospitals

A Hospitals focused on recruiting primary care physicians during
the 1990s

A However, attention has turned to specialty practitioners, resulting
In a growing number of specialists being employed by hospitals

A Hospitals are also employing physicians for medical directorship,
management, administrative, oncall and executive positions

A This paradigm shift in the reimbursement environment, from
volumeto value, has significantly affectedthe flow of revenue to
healthcare providers, increasingthe uncertainty related to the
anticipated reimbursement for physicianservices, and drivingthe
pursuit of closer relationships between hospitals anghysicians
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Compensation for
Hospital-Employed Physicians

A Arrangements must:
A Be forbonafide employment

A Have compensation that istair Market Valug(FM\) and is not
related to referrals

A Becommercially reasonabléo avoid legal impermissibility under
the Stark and Anti -Kickback statutes

A Arrangements where any threshold is not met can also be found
legally impermissible under theFederal False Claims Act (FCA)

A Provider cannotknowingly submit a claim for reimbursement to a
government entity for services under compensation arrangements
which are deemed to be Stark and AnfKickback violations

Al OOEO £A£EI AA Ol AA QuhiQieblbwegstib E O
ui tam actiond
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Increasing ScrutinyoffPhysician
and Executive(Compensation

A Rebuttable Presumption : If all three parts are met,
executive compensation is presumed to be &MV:

A Compensation approved by an authorized body whose
members have no conflicts of interest

A Compensation has been based on a reliable set of data
A Authorizing body documented the basis for paysetting

A February 2009: IRS Report on nefor-profit executive
compensation

AResults: Compensation high, but 85% of hospitals
followed Rebuttable Presumption process (paysetting
practices are defensible under Internal Revenue Code)
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Increasing ScrutinyoftPhysician
and Executive(Compensation

A February 2009: IRS Report on nefor-profit executive compensation
A Report questions the validity of comparable data used

A Variations in reporting and high executive pay rates have
prompted questions regarding the use of comparables, as well as,
the efficacy of theRebuttable Presumption process at setting
compensation atFMV

A Significant variations in how hospitals accounted for: bad debt;
community benefit; and, uncompensated care

A Report makes no policy recommendations, but it may be used as &
basis for executive compensation reform (e.g., executive pay
camps, similar to the ones recently created for the financial sector

O%nBAi DO |/ OCAT EUAOGEI T O (1 OPEOAT #iipi EATAA 001 EAAO &ETAI 2AD'I'O(?_|716 )iOAOTéi 2 AOAT R 2
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Increasing ScrutinyoffPhysician
and Executive(Compensation

A May 2009:Fraud Enforcement and Recovery Act (FERA)
A" OT AAAT O A An@fhrgliE ® EO © A AFaBeiOlaimEAkt
(FCA)
1) O(AO AAOOAI ETIixI AACA 1T £
2) Acts in deliberate ignorance of the truth or falsity of the
Information; or,
3) Acts in reckless disregard of the truth or falsity of the
ET £ O AOEI T 806
A2 AAOAAO CI OAOIT I AT £nd IBngek e@iked fo
P O1 O prdofof specific intent to defraudl

A FERAwill facilitate easier prosecution for violations of FCA

O000OAI EAAGEIT T &£ /)" 80 ' OEAATETAO &£ O %OAI OAOGET ¢ 30A0A &A1 OA #@BH&EELiTI-?CAP&FELO@O?\JSJ{PANT%



Increasing ScrutinyofPhysician
and Executive(Compensation

A 2009 z DOJ and HHS create théealth Care Fraud Prevention
and Enforcement Action Team (HEAT)

A Launched over 1,000 investigations
A Leading to 800 indictments
A Resulting in 600 convictions

A 2009 7z $2.5 billion was recovered and returned to the Medicare
Trust Fund

A 2010 7 Federal government estimated to have spent $1.7 billion
fighting fraud and abuse

A 2011 z Healthcare reform began allocating $100 million, annually,
to financethe cost of fraud and abus@évestigations

O(AAO 4AO0E &l OAA | EEEAEAT 7AAOEOARES ABOA 108 GRGVE AAIOAMEORD A 804 ((hA A 1 AGEAA OB QdT ¢.oAp 7 ET 1 (AT B 00AOGAT O - A ]6
Villegas, Kaiser Health News, May 13, 2010, http://www.kaiserhealthnews.org/Stories/2010/May/13/health-fraud-shorttake.aspx, (acessed 9/23/2010). ©OHEALTH CAPITAL CONSULTANTS
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OVERVIEWOF
COMPENSATIOMRRANGEMENTS
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Guiding Economic Coneepts
Related to'Valuing-Services

Principle of Scarcity

A Gnfluences market participants to assign relative value to goods a
services in order to choose between the limited amoumailabled

Principle of Utility

A Basis of alleconomic values derive from the usefulness, outility ,
derived from the use of properties or services

Al AAT OAAnlolgdctiddn have no value unless it has utility 6

A Economic value analysis should be based on benefits expecte
be derived from theutility of the physician executive services

O(AAI OEAAOA 6A1 OAOGEI T d &ET AT AEAI | DPOAEOAT 1T £ %l OAOPOEOAh ! 6OAOOR AT A 3AOOEAAODG
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons 88314, p.
O%AT 1 1 I edABY Michgel Parkin, Boston: Pearson Addison Wesley, 2008, p. 2. ©HEALTH CAPITAL CONSULTANTS




Guiding Economic Coneepts
Related to'Valuing-Services

Principle of Substitution

AWhat normally sets the limit of what would be paid for a
good is the cost ofin equally desirable substitute or one of
equal utility

ACompensation arrangement should be based on the cost of
an equally desirable substitute, or one oéqual utility

Principle of Diminishing Marginal Utility

A O the additional benefit which a person derives from a given
Increase of his stock of a thing, diminishes with every increa
in the stock that he alreadjasd

00 OET AEDI AO | & %AITIIEAGS *U 1] BOAA - AOOEAI IR %ECEOE %AEOEITR . Ax 91OER - 94 #iOEITR HITKS
1890),p. 78 O( AAd AOEGMAAI 1 ¢ &ET AT AEAT | PDOAEOAT 1T £ %1 OAODPOEOAR | OOAOO6h AT A 3AOOEAAOGCS "U 21 ._ﬁ,l
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons82@14, p. ©HEALTH CAPITAL CONSULTANTS



Guiding Economic Coneepts
Related to'Valuing-Services

Principle of Anticipation

('he economic benefits of ownership of, or the

contractual rights to control, the subjectservices
to be performedunder the contractual agreement
are createdfrom the expectationof thosebenefits
or rights to be derivedin the future; therefore, all

economicvalueis forward looking.o

O! PPOAEOAT AT A 6AI OAGEITd !'T )T OAOAEOAEDI ET AOU ! DPOI AAEG "U 2EAEAOA 2EAEAOOR ! i AOEAA
International Valuation Sciences Institute, 1987, p1 x 8 O( A\dahati@ﬁFmah@ia[Appraisal of Enterprise, Assets, and 3 3 g
3AOOEAAGS "U 21 AROO *Ai AO #EI AOER - (! h 131 h &2)#3h -#" B #6! R #- @HEATH CASAR CoNsUlTANTS £




Guiding Economic Congcepts
Related to'Valuing-Services

AOpportunity Cost

A Compensation for physician management,
administrative, and executive posmons has been base(
iT OEA DPEUOEAEAI 60 EEOOI

Alncreasmg concern that payment based on lost
@pportunitycosh 6 | AU T 17T 0 T AADO O
under Stark Law

A" EOAT Odppofunity tod® OET O1 A 1
basis of determining the FMV of an agreement, the

valuator must apply the Economic Principles odtility
and Substitution

6" AUT TMarkOBE O3 O0AT A ET OEA 3ETAOS AT A / OEAO 0OAAGEAAI ) [ DAyR@OHOEI 1 Ohd "U - EAEAA] 7R
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Guiding Economic Coneepts
Related to Valuing Services

Economic Value Analysis

A Economic Value Analysisshould focus on the economic
benefits expected to be derived from theiseof the physician
services in the future

A A detailed examination of the attributes of the physician
executive performing the administrative services must be
undertaken; each element of the attributes must be:

A ldentified as to their existence

A Classified as to the specific factors and traits (i.¢ask,
duty, responsibility, accountability ) which would exhibit
the means by which they would reasonably be expected to
provide utility to the hospital
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