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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
acutecarehospitals 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
healthcarecompensationfor physicians,executivesand other professionals.

Mr. Zigrang is the co-author of the Ȱ!ÄÖÉÓÅÒȭÓGuideto Healthcareɀ2nd Editionȱ
(AICPA,2015), numerous chapters in legal treatises and anthologies,and peer-
reviewed and industry articles such as: The !ÃÃÏÕÎÔÁÎÔȭÓBusinessManual
(AICPA); Valuing Professional Practices and Licenses (Aspen Publishers);
Valuation Strategies; Business Appraisal Practice; and, NACVA The Value
Examiner. Additionally, Mr. Zigranghasservedasfaculty before professionaland
trade associations such as the American Bar Association (ABA); the National
Associationof Certified Valuators and Analysts (NACVA); PhysicianHospitals 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_CV.pdf

https://www.healthcapital.com/hcc/html2pdf31/TZigrang_CV.pdf
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Overview

ÅIntroduction to physician compensation 

ÅIncreasing Scrutiny of Physician and Executive Compensation

ÅOverview of Compensation Arrangements

ÅTypes of Compensation Arrangements

ÅFair Market Value (FMV)

ÅCommercial Reasonableness 

ÅRole of the Valuation Team

ÅConcluding Remarks
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INTRODUCTION
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Introduction

ÅPhysician services may be divided into 2 general categories:

ÅClinical related

ÅNonclinical related

ÅNonclinical-related activities are further divided into 3 
generalized subcategories: 

ÅAdministrative

ÅManagement

ÅExecutive 

ÅThese categories may be defined by the specifictasks, duties, 
responsibilities, and accountabilities(TDRAs) involved in each
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Introduction

ÅClinical-Related Services

ÅThe provision of professional medical services 
related to the diagnosisand treatment of patients who 
present with various injuries, diseases, and ailments 
by physicians, allied health professionals, midlevel 
providers, technicians, & paraprofessionals

ÅMay also include coverage and call, research activities, 
clinical academic appointments, medical outreach and 
public health, and service line medical directorships

Ȱ(ÅÁÌÔÈÃÁÒÅ 6ÁÌÕÁÔÉÏÎȡ 4ÈÅ &ÉÎÁÎÃÉÁÌ !ÐÐÒÁÉÓÁÌ ÏÆ %ÎÔÅÒÐÒÉÓÅÓȟ !ÓÓÅÔÓȟ ÁÎÄ 3ÅÒÖÉÃÅÓȱ "Ù 2ÏÂÅÒÔ *ÁÍÅÓ #ÉÍÁÓÉȟ -(!ȟ 
ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 867.



7
©HEALTH CAPITAL CONSULTANTS

Introduction

ÅNonclinical-Related Services

ÅServices where the TDRAs associated with the 
position ÁÒÅÎȭÔ directly related to treatment of patients

ÅIncludes chief executive officer, chief financial officer, 
chief information officer, chief legal counsel, and other 
ȰC-suiteȱ executives, as well as strategic and 
operational management positions (e.g., practice 
administrators, billing managers, payor contracting 
managers), and nonclinical-related support staff

Ȱ(ÅÁÌÔÈÃÁÒÅ 6ÁÌÕÁÔÉÏÎȡ 4ÈÅ &ÉÎÁÎÃÉÁÌ !ÐÐÒÁÉÓÁÌ ÏÆ %ÎÔÅÒÐÒÉÓÅÓȟ !ÓÓÅÔÓȟ ÁÎÄ 3ÅÒÖÉÃÅÓȱ "Ù 2ÏÂÅÒÔ *ÁÍÅÓ #ÉÍÁÓÉȟ 
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 874.
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Introduction

ÅClassification of Physician Services

A B C D

Physician Service
Clinical -

Related

Nonclinical -

Related
Both

1 Clinical X

2 Call Coverage X

3 Medical Directorship X

4 Executive X
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Introduction

ÅThe challenge for independentvaluation professionals, 
working alongside hospital administration and legal counsel, 
is identifying and separatingthe various TDRAs for clinical 
servicesfrom those to be provided for administrative, 
management, and/or executivefunctions, in order to ensure 
that compensation for each service complies with the legal 
requirements of:

ÅThe Stark Law

ÅThe Anti-Kickback Statute

ÅFor non-profit entities, excess benefit/inurement of benefit
regulations promulgated by the Internal Revenue Service

Ȱ(ÅÁÌÔÈÃÁÒÅ 6ÁÌÕÁÔÉÏÎȡ 4ÈÅ &ÉÎÁÎÃÉÁÌ !ÐÐÒÁÉÓÁÌ ÏÆ %ÎÔÅÒÐÒÉÓÅÓȟ !ÓÓÅÔÓȟ ÁÎÄ 3ÅÒÖÉÃÅÓȱ "Ù 2ÏÂÅÒÔ *ÁÍÅÓ #ÉÍÁÓÉȟ 
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 866.
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Introduction

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

ÅThe economic principles underlying value

ÅThe necessary documentation for 
compensation agreement(s) 

ÅTypes of compensation plans

ÅIndustry benchmarking of the compensation 
agreement(s)
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Growth of Physician Employment 
by Hospitals

ÅHospitals focused on recruiting primary care physicians during 
the 1990s

ÅHowever, attention has turned to specialty practitioners, resulting 
in a growing number of specialists being employed by hospitals

ÅHospitals are also employing physicians for medical directorship, 
management, administrative, on-call and executive positions 

ÅThis paradigm shift in the reimbursement environment, from 
volumeto value, has significantly affected the flow of revenue to 
healthcare providers, increasing the uncertainty related to the 
anticipated reimbursement for physician services, and driving the 
pursuit of closer relationships between hospitals and physicians
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Compensation for
Hospital-Employed Physicians

ÅArrangements must:

Å Be for bona fide employment

Å Have compensation that is Fair Market Value (FMV) and is not 
related to referrals

Å Be commercially reasonable to avoid legal impermissibility under 
the Stark and Anti -Kickback statutes

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

ÅProvider cannot knowingly submit a claim for reimbursement to a 
government entity for services under compensation arrangements 
which are deemed to be Stark and Anti-Kickback violations

Å! ÓÕÉÔ ÆÉÌÅÄ ÕÎÄÅÒ ÔÈÅ &#! ÉÓ ËÎÏ×Î ÁÓ Á Ȱwhistleblower suitȱ ÏÒ Á 
Ȱqui tam actionȱ
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Increasing Scrutiny of Physician
and Executive Compensation

ÅRebuttable Presumption : If all three parts are met, 
executive compensation is presumed to be at FMV:

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

ÅCompensation has been based on a reliable set of data

ÅAuthorizing body documented the basis for pay-setting

ÅFebruary 2009: IRS Report on not-for-profit executive 
compensation

ÅResults:  Compensation high, but 85% of hospitals 
followed Rebuttable Presumption process (pay-setting 
practices are defensible under Internal Revenue Code)

Ȱ%ØÅÍÐÔ /ÒÇÁÎÉÚÁÔÉÏÎÓ (ÏÓÐÉÔÁÌ #ÏÍÐÌÉÁÎÃÅ 0ÒÏÊÅÃÔ &ÉÎÁÌ 2ÅÐÏÒÔȟȱ )ÎÔÅÒÎÁÌ 2ÅÖÅÎÕÅ 3ÅÒÖÉÃÅȟ &ÅÂÒÕÁÒÙ ρσȟ ςππωȟ www.irs.gov.
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Increasing Scrutiny of Physician
and Executive Compensation

ÅFebruary 2009: IRS Report on not-for-profit executive compensation

ÅReport questions the validity of comparable data used 

ÅVariations in reporting and high executive pay rates have 
prompted questions regarding the use of comparables, as well as, 
the efficacy of the Rebuttable Presumption process at setting 
compensation at FMV

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

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

Ȱ%ØÅÍÐÔ /ÒÇÁÎÉÚÁÔÉÏÎÓ (ÏÓÐÉÔÁÌ #ÏÍÐÌÉÁÎÃÅ 0ÒÏÊÅÃÔ &ÉÎÁÌ 2ÅÐÏÒÔȟȱ )ÎÔÅÒÎÁÌ 2ÅÖÅÎÕÅ 3ÅÒÖÉÃÅȟ &ÅÂÒÕÁÒÙ ρσȟ ςππωȢ
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Increasing Scrutiny of Physician
and Executive Compensation

ÅMay 2009: Fraud Enforcement and Recovery Act (FERA)

Å"ÒÏÁÄÅÎÓ ÄÅÆÉÎÉÔÉÏÎ ÏÆ Ȱknowinglyȱ ÕÓÅÄ ÉÎ ÔÈÅ False Claims Act 
(FCA) 

1) Ȱ(ÁÓ ÁÃÔÕÁÌ ËÎÏ×ÌÅÄÇÅ ÏÆ ÔÈÅ ÉÎÆÏÒÍÁÔÉÏÎȠ 

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 
ÉÎÆÏÒÍÁÔÉÏÎȢȱ 

Å2ÅÄÕÃÅÓ ÇÏÖÅÒÎÍÅÎÔȭÓ ÂÕÒÄÅÎ ÏÆ ÐÒÏÏÆ ɀno longer required to 
ÐÒÏÖÉÄÅ Ȱproof of specific intent to defraudȱ

ÅFERAwill facilitate easier prosecution for violations of FCA

Ȱ0ÕÂÌÉÃÁÔÉÏÎ ÏÆ /)'ȭÓ 'ÕÉÄÅÌÉÎÅÓ ÆÏÒ %ÖÁÌÕÁÔÉÎÇ 3ÔÁÔÅ &ÁÌÓÅ #ÌÁÉÍÓ !ÃÔÓȟȱ χρ &ÅÄȢ 2ÅÇȢ τψυυσ ɉ!ÕÇȢ ςρȟ ςππφɊȢ
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Increasing Scrutiny of Physician
and Executive Compensation

Å2009 ɀDOJ and HHS create the Health Care Fraud Prevention 
and Enforcement Action Team (HEAT)

ÅLaunched over 1,000 investigations

ÅLeading to 800 indictments

ÅResulting in 600 convictions

Å2009 ɀ$2.5 billion was recovered and returned to the Medicare 
Trust Fund

Å2010 ɀFederal government estimated to have spent $1.7 billion 
fighting fraud and abuse

Å2011 ɀHealthcare reform began allocating $100 million, annually, 
to finance the cost of fraud and abuse investigations

Ȱ(ÅÁÔ 4ÁÓË &ÏÒÃÅ /ÆÆÉÃÉÁÌ 7ÅÂÓÉÔÅȟȱ ÓÔÏÐÍÅÄÉÃÁÒÅÆÒÁÕÄȢÇÏÖȟ ɉÁÃÃÅÓÓÅÄ ωȾςσȾρπɊȢ Ȱ3ÅÂÅÌÉÕÓȟ (ÏÌÄÅÒȡ .Å× (ÅÁÌÔÈÙ 2ÅÆÏÒÍ ,Á× 7ÉÌÌ (ÅÌÐ 0ÒÅÖÅÎÔ -ÅÄÉÃÁÌ &ÒÁÕÄȟȱ "Ù !ÎÄÒÅ× 
Villegas, Kaiser Health News, May 13, 2010, http://www.kaiserhealthnews.org/Stories/2010/May/13/health-fraud-shorttake.aspx, (accessed 9/23/2010).
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POLLINGQUESTION1



18
©HEALTH CAPITAL CONSULTANTS

OVERVIEWOF

COMPENSATIONARRANGEMENTS
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Guiding Economic Concepts
Related to Valuing Services

Principle of Scarcity

ÅȰinfluences market participants to assign relative value to goods and 
services in order to choose between the limited amounts availableȱ

Principle of Utility

ÅBasis of all economic values derive from the usefulness, or utility , 
derived from the use of properties or services

Å!ÃÃÏÒÄÉÎÇÌÙȟ ȰAn object can have no value unless it has utilityȱ

ÅEconomic value analysis should be based on benefits expected to 
be derived from the utility of the physician executive services

Ȱ(ÅÁÌÔÈÃÁÒÅ 6ÁÌÕÁÔÉÏÎȡ &ÉÎÁÎÃÉÁÌ !ÐÐÒÁÉÓÁÌ ÏÆ %ÎÔÅÒÐÒÉÓÅȟ !ÓÓÅÔÓȟ ÁÎÄ 3ÅÒÖÉÃÅÓȱ "Ù 2ÏÂÅÒÔ *ÁÍÅÓ #ÉÍÁÓÉȟ 
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 893. 
Ȱ%ÃÏÎÏÍÉÃÓȱ ψth ed. By Michael Parkin, Boston: Pearson Addison Wesley, 2008, p. 2.
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Guiding Economic Concepts
Related to Valuing Services

Principle of Substitution

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

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

Principle of Diminishing Marginal Utility 

ÅȰȣthe additional benefit which a person derives from a given 
increase of his stock of a thing, diminishes with every increase 
in the stock that he already hasȱ

Ȱ0ÒÉÎÃÉÐÌÅÓ ÏÆ %ÃÏÎÏÍÉÃÓȱ "Ù !ÌÆÒÅÄ -ÁÒÓÈÁÌÌȟ %ÉÇÈÔÈ %ÄÉÔÉÏÎȟ .Å× 9ÏÒËȟ .9ȡ #ÏÓÉÍÏȟ )ÎÃȢȟ ςππω ɉÏÒÉÇÉÎÁÌÌÙ ÐÕÂÌÉÓÈÅÄ ÉÎ 
1890), p. 79Ȣ Ȱ(ÅÁÌÔÈÃÁÒÅ 6ÁÌÕÁÔÉÏÎȡ &ÉÎÁÎÃÉÁÌ !ÐÐÒÁÉÓÁÌ ÏÆ %ÎÔÅÒÐÒÉÓÅȟ !ÓÓÅÔÓȟ ÁÎÄ 3ÅÒÖÉÃÅÓȱ "Ù 2ÏÂÅÒÔ *ÁÍÅÓ #ÉÍÁÓÉȟ 
MHA, ASA, FRICS, MCBA, CVA, CM&AA, Volume 2, Hoboken, NJ: John Wiley and Sons, 2014, p. 894.
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Guiding Economic Concepts
Related to Valuing Services

Principle of Anticipation 

ȰThe economic benefits of ownership of, or the
contractual rights to control, the subjectservices
to beperformedunder the contractual agreement
are createdfrom the expectationof thosebenefits
or rights to be derivedin the future; therefore,all
economicvalueis forward looking.ȱ

Ȱ!ÐÐÒÁÉÓÁÌ ÁÎÄ 6ÁÌÕÁÔÉÏÎȡ !Î )ÎÔÅÒÄÉÓÃÉÐÌÉÎÁÒÙ !ÐÐÒÏÁÃÈȱ "Ù 2ÉÃÈÁÒÄ 2ÉÃËÅÒÔȟ !ÍÅÒÉÃÁÎ 3ÏÃÉÅÔÙ ÏÆ !ÐÐÒÁÉÓÅÒÓ 7ÁÓÈÉÎÇÔÏÎȟ $#ȡ 
International Valuation Sciences Institute, 1987, p. τχȢ Ȱ(ÅÁÌÔÈÃÁÒÅ Valuation: Financial Appraisal of Enterprise, Assets, and 
3ÅÒÖÉÃÅÓȱ "Ù 2ÏÂÅÒÔ *ÁÍÅÓ #ÉÍÁÓÉȟ -(!ȟ !3!ȟ &2)#3ȟ -#"!ȟ #6!ȟ #-Ǫ!!ȟ 6ÏÌÕÍÅ ςȟ (ÏÂÏËÅÎȟ .*ȡ *ÏÈÎ 7ÉÌÅÙ ÁÎÄ 3ÏÎÓȟ ςπρτȟ ÐȢ 894.
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Guiding Economic Concepts
Related to Valuing Services

ÅOpportunity Cost 

ÅCompensation for physician management, 
administrative, and executive positions has been based 
ÏÎ ÔÈÅ ÐÈÙÓÉÃÉÁÎȭÓ ÈÉÓÔÏÒÉÃÁÌ ÃÌÉÎÉÃÁÌ ÐÒÁÃÔÉÃÅ ÅÁÒÎÉÎÇÓ

ÅIncreasing concern that payment based on lost     
Ȱopportunity costȟȱ ÍÁÙ ÎÏÔ ÍÅÅÔ ÒÅÇÕÌÁÔÏÒÙ ÓÃÒÕÔÉÎÙ 
under Stark Law

Å'ÉÖÅÎ ÔÈÁÔ ÌÏÓÔ Ȱopportunity cosÔȱ ÓÈÏÕÌÄ ÎÏÔ ÂÅ ÔÈÅ ÓÏÌÅ 
basis of determining the FMV of an agreement, the 
valuator must apply the Economic Principles of Utility
and Substitution

Ȱ"ÅÙÏÎÄ !ÎÔÉ-Mark-ÕÐȡ Ȭ3ÔÁÎÄ ÉÎ ÔÈÅ 3ÈÏÅÓȭ ÁÎÄ /ÔÈÅÒ 0ÒÁÃÔÉÃÁÌ )ÍÐÌÉÃÁÔÉÏÎÓȟȱ "Ù -ÉÃÈÁÅÌ 7Ȣ 0ÁÄÄÏÃËȟ #ÒÏ×ÅÌÌ Ǫ -ÏÒÉÎÇ ,,0ȟ ɉ&ÅÂÒuary 2008).

Ȱ(ÅÁÌÔÈ ,Á×ȡ ςππχ (ÉÇÈÌÉÇÈÔÓ ÁÎÄ 2ÅÍÉÎÄÅÒÓ ÆÏÒ ςππψȢȱ "Ù (ÁÎÅÓÂÏÏÎÅȟ Ȱ(ÅÁÌÔÈ #ÁÒÅ !ÌÅÒÔȟȱ ɉςππψɊȟ ÐȢσȢ 
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Guiding Economic Concepts
Related to Valuing Services

Economic Value Analysis

ÅEconomic Value Analysis should focus on the economic 
benefits expected to be derived from the useof the physician 
services in the future

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

ÅIdentified as to their existence

ÅClassified as to the specific factors and traits (i.e., task, 
duty, responsibility, accountability ) which would exhibit 
the means by which they would reasonably be expected to 
provide utility to the hospital


