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The introduction of healthcare 
reform in the United States 
will make uncertainty a fact 

of life for physicians and hospitals 
over the next several years. As a re-
sult of heightened uncertainty and 
risk, orthopaedic surgeons may 
seek to sell their practices to hospi-
tals or establish joint ventures. But 
before making that decision, ortho-
paedic surgeons should pay special 
attention to the current regulatory 
environment and understand the 
fundamental drivers that determine 
the value of their practices.

Historical perspective 
During the early 1990s, healthcare 
transactions were propelled by 
health system consolidation, the 
growth of the physician practice 
management industry, capitated 
payment models, and the Clinton 
Administration’s proposed health-
care reform. From 1993 to 1995, 
the number of hospital-owned phy-
sician practices tripled. 

The failure of Clinton’s legisla-
tion and numerous poorly struc-
tured deals with high, guaranteed 
salaries for physicians eventually 
prompted many hospitals to divest 
themselves of physician practices. 
To attract and increase access to 
patients, health systems then turned 
to strategic joint ventures (such as 
surgical or specialty hospitals and 
ambulatory surgical centers [ASCs]) 
with ancillary service providers. 
More referrals, more patients, and 
more procedures quickly became 
the health-system mantra; the joint 
venture model served this strategy. 

The passage of the Health Infor-
mation Technology for Economic 
and Clinical Health (HITECH) Act 
in 2009 and the Patient Protection 
and Affordable Care Act in 2010 
accelerated a shift back to the in-

tegrated healthcare delivery model 
and hospital-employed physicians. 
By 2010, about 32 percent of all 
physicians were hospital employed.

In selling their practices to hos-
pitals, physicians typically receive 
a fixed-base salary with volume-
based incentives and reduced risk 
over the independent practice of 
medicine. Integrated delivery mod-
els enable hospitals to broaden their 
referral bases, increase referrals to 
their ancillary facilities, and miti-
gate risk through shared savings 
and quality payment arrangements. 

To better understand the current 
environment for mergers and ac-
quisitions of orthopaedic practices, 
it is important to evaluate how re-
form will affect the volume trends 
and operations of both ASCs and 
orthopaedic practices.

The market for ASCs 
After a 10-year period of substan-
tial ASC development growth, 
development of new ASCs has de-
clined substantially. This has not, 
however, dampened the interest in 
existing ASCs. In a recent inves-
tor conference call, Chris Holden, 
CEO of AmSurg, a leader in the 
development, management, and 
operation of outpatient surgery 
centers, commented that “[our] 
merger and acquisitions pipeline is 
very robust. Today, there are more 
than 2,000 centers we would eval-
uate in the prospecting pool.”

Hospitals and ASC managers 
continue to acquire ASCs. With 
their low cost of care and high 
quality of service, ASCs are still a 
fantastic opportunity for both phy-
sicians and hospitals. As hospitals 
continue to buy primary care refer-
ral sources from surgeons across 
the country, however, ASCs are 
facing greater pressure to compete 

with hospitals to maintain high 
volumes. 

Due to their low costs, freestand-
ing ASCs are reimbursed by Medi-
care at approximately 56 percent 
of hospital outpatient department 
rates. This gap could possibly nar-
row, as the Office of the Inspec-
tor General recently stated that it 
would study the reimbursement 
gap and determine if any disparity 
exists. Assuming that the reim-
bursement gap narrows, invest-
ments in freestanding ASCs may 
become more popular for physi-
cians and hospitals. 

Regulatory overview
Under federal Stark and Anti-
Kickback laws, physicians who fail 
to comply with fair market value 
standards could face fines ranging 
from $15,000 to $100,000. “Fair 
market value” is defined as “the 
price, expressed in terms of cash 
equivalents, at which a property 
would change hands between a hy-
pothetical willing-and-able buyer 
and a hypothetical willing-and-able 
seller, acting at arm’s length in 
an open and unrestricted market, 
when neither is under compulsion 
to buy nor to sell, and when both 
have reasonable knowledge of the 
relevant facts.”

The following three approaches 
are generally used to value a busi-
ness’s fair market value:
•	 Cost (asset) approach—The cost 

approach takes into consider-
ation the cost of replicating a 
comparable asset, security, or 
service with the same level of 
utility. This approach is typically 
used when an entity has either 
historical losses or nominal pro-
jected cash flows. 
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Table 1: PosiTive value Drivers of orThoPaeDic PracTices

Patient Population

Patient volume

Payer mix 

Patient acuity 

Patient demographics

Local referral sources

Practice Characteristics

staffing

size of group

Payer Contracts 

eHr infrastructure

 Involvement in local 
community

national reputation

sub-specialties within the 
practice 

relationships with other 
hospitals

Intangible Assets

 Certificates of need for 
ancillary services

non-compete agreements

Trade name

Phonenumber

 Costs to re-create medical 
charts

Goodwill

Practice Ancillaries

Does the transaction 
include ancillary services 
such as: 
Imaging? 
Physician Therapy? 
Interests in asCs?

Tangible Assets

Working capital

Fixed assets

real estate (if applicable)

High-value DMe

Physician Characteristics

Compensation (before and 
after the transaction)

owner vs. employed 
physicians

Physician age 

Management capability 

reputation in local 
community

Physician capacity
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