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Physician-hospital 
organizations, or PHOs, are 
making a comeback. Once 
consigned to the discard 
pile along with the Edsel, 
Betamax, and New Coke, 
PHOs now are emerging 
as a promising business 
model to align physicians 
in private practice with 
hospitals and hospital-
employed physicians. 

Clinically Integrated 
Physician-Hospital Organizations 

continued on page 2 ‘

Simply put, a PHO is a legal entity generally formed by physicians and one or more 
hospitals with the intention of negotiating contracts with payers and sharing in the 
financial rewards of controlling costs while delivering high-quality care. 

A PHO can be a viable alignment model, with three big “ifs”: 
	 • 	First and foremost, if it’s clinically integrated, meaning doctors and hospitals 		
		  collaborate to provide better care at lower cost, not to leverage higher fees from 	
		  payers, so that the PHO can offer a compelling value proposition to payers. 
	 • 	Second, a PHO can succeed if it meets independent doctors’ professional and 
		  economic needs. 
	 • 	Third, a PHO can work if the right market conditions exist, notably that health plans 
		  are willing to share savings with clinically integrated providers who deliver care 
		  more efficiently. 

For physicians in solo practice and small groups who aren’t interested in hospital 
employment but who have little sway with health plans, the PHO offers the potential 
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of better reimbursement, continued 
independence, more efficient claims 
management, and an opportunity to 
deliver better care and be rewarded 
for it. 

For hospitals, PHOs offer the 
chance to have an aligned group 
of independent physicians actively 
cooperating to control hospital costs, 
improve quality, and achieve pay-
for-performance targets. Greater 
“physician loyalty” can be another 
benefit: The hospital’s volume may 
rise as aligned physicians are inclined 
to concentrate more of their hospital 
work with their PHO partner. 

For both parties, a clinically integrated 
PHO enables them to join together 
lawfully in contract talks with payers. 
They will also be better positioned 
for new Medicare and Medicaid 
payment models that require hospital-
physician cooperation, such as 
global payments, bundled payments, 
episode-based payments, accountable 
care organizations, and reductions of 
readmissions.

A clinically integrated 
PHO enables

[physicians and hospitals] 
to join together lawfully 

in contract talks
with payers.

This issue of Great Boards chronicles 
two clinically integrated PHOs—one 
of the longest running, Advocate 
Physician Partners (APP) in Chicago, 
and one of the newest, TriState 
Health Partners (THP) in Hagerstown, 
Maryland. Their stories demonstrate 
the promise of clinically integrated 
PHOs as well as the intense efforts 
needed to succeed. 

PHO History
PHOs are a brainchild of the 1980s. 
Hospitals and physicians were 
getting the short end of the stick 
from HMOs and other health plans. 
They hoped that by combining into a 
network, they’d be able to manage 
care and financial risks and gain 
payer contracts. An estimated 15 to 
20 percent of hospitals had a PHO 
in 1994, and many others planned 
to start one, according to a Medicare 
report. 

Health professor Lawton Burns wrote 
at the time: “The two parties can 
exert greater bargaining leverage and 
respond to purchaser preferences 
for a single, bundled price.” But 
Burns added a prescient warning: 
“To be seen as cost-effective by 
purchasers, the PHO must have 
active utilization management, 
sophisticated information systems, 
and intensive involvement of 
physicians in developing standards of 
care. PHOs have not yet developed 
this infrastructure. To avoid concerns 
of antitrust, the PHO must entail 
significant elements of risk sharing for 
both parties.”

So what happened? 

A handful of PHOs built an effective 
care management infrastructure and 
won some payer contracts. 

Mostly, PHOs were not successful at 
developing the infrastructure needed 
to manage utilization cost-effectively, 
and they failed to sign many contracts 
with health plans. What’s more, the 
Federal Trade Commission found fault 
with the way most PHOs negotiated 
fees for doctors, finding that in practice 
they amounted to price fixing, a 
violation of antitrust laws. In a consent 
order issued in 2006, the FTC opened 
a door by allowing Advocate Physician 
Partners to continue contracting 
through the program of “clinical 
integration” it had started several 
years earlier. In this ruling, staff 
opinion letters, and other statements, 
the FTC offered guidance to other 
PHOs on how to join forces lawfully in 
a way that drove better quality, greater 
efficiency, and lower overall cost. 

Enter the Clinically Integrated PHO
The FTC in essence said it would not 
pursue antitrust charges against PHOs 
that were truly organized to achieve 
collaboration among physicians 
and hospitals to “control costs and 
ensure quality.” The government first 
articulated this policy in 1996 (see 
“Three Tests of Clinical Integration”) 
and “has not budged from this 
statement,” says Thomas Babbo, a 
partner with Hogan Marren, Ltd., and 
in-house counsel during the creation 
of APP’s clinical integration program.

continued on page 3 ‘
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If a PHO has a genuine clinical 
integration program, says Babbo, 
“physicians can align with each 
other and hospitals to distinguish 
themselves in the market on the 
basis of quality, justify higher 
reimbursement, and conduct collective 
negotiations with health plans.”

“Physicians can
align with each other 

and hospitals to 
distinguish themselves 
in the market on the 
basis of quality, justify 

higher reimbursement, 
and conduct collective 
negotiations with
health plans.” 

—Thomas Babbo, Attorney
Hogan Marren, Ltd.

“This is about quality and about 
getting better reimbursements from 
payers precisely because of this 
ability to drive better quality. This is 
value-based, collective bargaining 
for physicians. It’s not something to 
apologize for,” says Babbo, so long 
as it’s genuinely intended to improve 
quality.
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Three Tests of Clinical Integration

Antitrust laws forbid collective negotiations by economically separate entities. 
However, the federal government has said it will not prosecute provider networks 
that are genuinely clinically integrated and do not exercise market power. 

In the 1996 policy statement, the Department of Justice and the FTC defined 
clinical integration as “. . . an active and ongoing program to evaluate and 
modify practice patterns by the networks’ physician participants and create 
a high degree of interdependence and cooperation among the physicians to 
control costs and ensure quality. This program may include: 
	 1.	 Establishing mechanisms to monitor and control utilization of 
		  healthcare services that are designed to control costs and ensure 
		  quality of care; 
	 2.	 Selectively choosing network physicians who are likely to further 
		  these efficiency objectives; and 
	 3.	 The significant investment of capital, both monetary and human, in the
		  necessary infrastructure and capability to realize the claimed efficiencies.”

In a series of advisory opinions, the FTC said it will not pursue action against 
clinical integration arrangements if they meet a three-part test: 
	 1.	 The network’s program of clinical integration is like to achieve “real” 
		  integration of providers; 
	 2.	 The initiatives of the program are designed to achieve likely 
		  improvements in healthcare cost, quality and efficiency; and 
	 3.	 Joint contracting with health plans is “reasonably necessary” to 
		  achieve the efficiencies of the clinical integration program.

The FTC’s expert on clinical integration, Lawrence P. Casalino, MD, PhD, 
now with the Cornell University school of health policy, wrote in a 2006 
journal article: “Although creating clinically integrated organizations is difficult 
and expensive, physicians should recognize that clinical integration can 
help them both to gain some negotiating leverage with health plans and to 
improve the quality of care for their patients.”

Looking beyond health plan 
contracting, “a clinical integration 
program can enable an aligned 
hospital-physician enterprise to 
function as an accountable care 
organization capable of taking 
responsibility to manage both 
costs and quality,” says Babbo. 
“Clinical integration can provide 

the infrastructure for a medical 
home. It creates the conditions 
for ‘meaningful use’ of information 
technology to justify the use of federal 
funds to automate health records. 
Clinical integration facilitates pay for 
performance, gain sharing, and other 
shared savings arrangements.”

continued on page 4 ‘



Advocate Physician Partners: 
A Closer Look
“With the right infrastructure, 
independent physicians in smaller 
practices can control costs and quality 
as well as integrated organizations like 
the Mayo Clinic,” says Lee B. Sacks, 
MD, president of Advocate Physician 
Partners.

“With the right 
infrastructure, 

independent physicians in 
smaller practices

can control costs and 
quality as well as . . .

the Mayo Clinic.” 

—Lee B. Sacks, MD, President, 
Advocate Physician Partners

The clinically integrated PHO, says 
APP President Lee B. Sacks, MD, 
recognizes what “policy makers have 
missed, that many physicians practice 
in small practices, and that many 
patients want care in small practices.” 
Nine of 10 Americans get their medical 
care in a solo or small practice of 
fewer than 20 physicians, says Sacks. 

APP joins together what would 
otherwise be nine hospital campuses 
including two children’s hospitals 

under common ownership and 
governance, as well as approximately 
800 hospital-employed physicians and 
approximately 2,600 independently 
practicing physicians into a 
comprehensive care management 
program. APP includes 900 primary 
care physicians and 2,500 specialists, 
out of the 5,200 medical staff 
members practicing in Advocate’s 
hospitals. There are actually eight 
PHOs, one for acute care in each 
hospital, and APP is the umbrella 
organization.

“APP is a bridge between Advocate’s 
employed and independent 
physicians,” says Sacks. The mix 
of employed and private practice 
physicians makes APP a good model 
to examine whether hospital-employed 
and independent practitioners can 
really collaborate with each other and 
with hospitals. 

“By being together, they have a 
real presence in the market,” which 
is possible only when a physician 
enterprise includes the full range of 
physician specialties, says Sacks. As 
of this year, APP has signed contracts 
with 10 health plans for 260,000 
capitated lives and 700,000 PPO lives. 

The PHO is held together like a 
compound adhesive by a combination 
of components: 
	 • 	The clinical integration program.
	 • 	A care management and claims 
		  processing infrastructure.
	 • 	A value proposition for physicians 
		  that includes financial incentives 
		  and physician-driven governance. 
	 • 	Benefits for the hospitals and 
		  system as a whole.

Clinical Integration Program
APP’s clinical integration program 
currently engages physicians in 37 
initiatives designed to follow best 
practice guidelines and thereby 
improve quality at a lower cost. APP 
uses 107 measures to track clinical 
outcomes, efficiency, use of medical 
and technological infrastructure, 
patient safety, and patient satisfaction. 

To date, APP can point to positive 
results like these:
	 • 	Diabetes care initiative: Physicians 
		  track eight best-practice measures 
		  of how well diabetes patients 
		  are managed outside the hospital 
		  to prevent costly hospitalizations, 
		  premature deaths, and diabetic 
		  complications such as blindness 
		  and kidney failure. In 2009, APP 
		  estimates the program preserved 
		  an estimated 9,000 years of 
		  eyesight and 6,800 years free of 
		  kidney disease, and extended 
		  lives an estimated 5,700 years. 
	 • 	Generic drug prescribing initiative: 
		  APP physicians prescribe lower-	
		  priced, equally effective generics 
		  at a rate 4 percent higher than a
		  large Chicago-area insurer. This 
		  effort resulted in savings of $5.5 
		  million. The program focuses on 
		  medications for chronic diseases 
		  such as hypertension and 		
		  elevated cholesterol. 
	 • 	Smoking cessation counseling 
		  program: Smoking cessation is 
		  provided to 86 percent of patients 
		  who are current or recent smokers, 
		  compared to a 62 percent nationally 
		  reported rate. Advocate claims this 
		  has avoided $4.1 million in health-
		  care spending connected with 	
		  smoking-related diseases. 

continued on page 5 ‘
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	 • 	Depression screening program: 
		  Depression in the chronically ill, 
		  such as patients with diabetes or
		  recovering from a cardiac event, 
		  is costly. By diagnosing and 
		  treating depression among these 
		  patients early, APP generated 	
		  $4.9 million in direct and 
		  indirect savings, and its patients 
		  lost approximately 4,700 fewer 
		  work days compared to national 
		  standards of practice.
	 • 	Asthma management program: 
		  This initiative includes compre-
		  hensive efforts to support both
		  physicians and patients in 
		  achieving better control of asthma.
		  Patients seen in the inpatient 
		  setting are educated by certified 
		  asthma coordinators who train 	
		  them on asthma self-management 
		  and provide referrals for ongoing 
		  outpatient care needs. The 
		  initiative resulted in direct and 
		  indirect medical cost savings 
		  of $2.1 million while reducing 
		  absenteeism and lost productivity 
		  by more than 3,000 days. 
	 • 	Cardiac care initiative: This effort 
		  has resulted in improvements that 
		  have exceeded state and national 
		  benchmarks by 5 to 9 percent. 

(For details, see a copy of APP’s 2009 Value 
Report, available online at advocatehealth.com/
app.) 

Value Proposition for Physicians 
Includes Financial Incentives
Clinical integration requires extra work 
by physicians and their office staff. 
If physicians don’t believe the effort 
improves their bottom line and patient 
care, they’ll leave. “We must convince 
doctors of APP’s value every year,” 
says Sacks. 

Randy Billings, APP’s vice president 
for managed care, says that although 
APP doesn’t know the fees that other 
hospitals or physicians negotiate, it 
believes it’s faring well. “Once they’re 
in, most physicians stay with APP,” he 
says, “and those who leave generally 
wind up returning.” 

“Once they’re in,
most physicians stay

with APP.”
 —Randy Billings, Vice President for 

Managed Care, Advocate Physician Partners

In 2009, APP’s physicians received 
more than $28 million in clinical 
integration incentive payments for 
their 2008 results. Since 2005, 
payouts have increased every year:

   Performance Year	   Incentive payments to physicians

	 2005	 $12.4 million

	 2006	 $16.7 million

	 2007	 $25 million

	 2008	 $28.2 million

The average payout from the clinical 
integration program in 2008 was 
approximately $10,000 per physician, 
but some high-performing, busy 
clinicians earned in the neighborhood 
of $20,000 in incentives. In addition, 
the physicians are also eligible for 
additional incentives for various 
utilization, quality, patient satisfaction, 
and budget targets for the capitated 
HMO business, so a physician’s 
total incentives could be $30,000 to 
$40,000.

The incentives are “a catalyst 
for action,” says Sacks. They’re 
encouraging what Advocate calls “the 
development of a culture of excellence 
among peers. The achievement of 
such a culture is critical to the further 
advancement of APP’s quality, safety, 
and cost-effectiveness goals.”

A footnote: APP also handles 
the burdensome completion 
and submission of physicians’ 
credentialing forms for each payer 
contract. That’s “the single biggest 
satisfier for physicians,” says Sacks. 

Care Management and Back-Office 
Infrastructure
Physician practices often lack the 
infrastructure necessary to manage 
care and achieve better outcomes at 
a lower cost, as well as to efficiently 
process claims with health plans. 
That’s where Advocate’s infrastructure 
tools come in. 

continued on page 6 ‘
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For example, because early 
diagnosis is critical for effective 
disease management, APP provides 
practices with disease registries of 
patient information. It gives doctors’ 
offices patient communication tools 
such as educational materials and 
templates for follow-up phone calls 
and appointment and medication 
reminders. Electronic medical records 
are designed to support disease 
management. The PHO employs two 
full-time pharmacists who educate 
physicians on generic prescribing, 
review pharmacy utilization reports, 
and work with physicians to compare 
their care with evidence-based 
practices. 

Because information technology 
is integral to care management 
and efficient business operations, 
physicians must implement high-
speed Internet access in their offices. 
They also must agree to submit 
claims electronically and participate 
in the remote ICU (eICU®) program 
and in the newest initiative: electronic 
prescribing. 

APP also brings expertise and 
economies of scale to contract 
negotiations and back office tasks 
that make individual practices more 
efficient.

Physician-Driven Governance
Economic factors alone do not compel 
physician participation in the PHO, 
Advocate’s leaders believe. It is 
equally important to provide physicians 
a powerful voice in decisions affecting 
medical practice. That’s where 
governance comes in.

“We are a physician-led organization 
with a clinical focus,” says Judith 
Miller, vice president for medical 
services and clinical integration. 

“We are a
physician-led organization 

with a clinical focus.” 
—Judith Miller, Vice President, Medical 

Services and Clinical Integration, Advocate 
Physician Partners

More than 100 physicians are involved 
in some facet of APP’s governance, 
says Gary Stuck, DO, and the 
chairperson of the APP board of 
directors. 

The APP board has 17 members 
divided into two classes. One class 
includes leaders of the health system, 
the hospitals, and the system-
owned medical group. The other 
class includes physicians, one from 
each of the eight hospital PHOs. 
A supermajority of both classes is 
required for major decisions. “There 
has never been a veto,” says Sacks. 
“We have always been able to do 
things by consensus.”

At present, 13 of 17 board members 
are physicians, including eight from 
the PHOs, four employed by the 
system or system-owned medical 
groups, and one outside director, who 
presently is a physician. 

Physicians chair three board 
committees and two subcommittees: 
	 • 	The Finance Committee oversees 
		  the economic models of clinically 
		  integrated payer contracts, the 
		  management of financial risk under 	
		  APP’s capitated business, and the 
		  design of “pay-for-performance” 
		  incentives. 
	 • 	The Utilization Management 
		  Committee approves clinical 
		  practice guidelines and oversees
		  the subcommittee on Pharmacy 
		  and Therapeutics. 
	 • 	The Quality Improvement 
		  Committee is responsible for
		  credentialing and the clinical 
		  integration program and oversees 
		  the Clinical Integration Measures 
		  Subcommittee. 

APP takes governance seriously. 
The board holds two retreats a year, 
one on strategic planning and the 
other to provide education to all PHO 
boards and committee members. 
Board members and other physicians 
also receive leadership training, and 
the board engages in regular self-
evaluation to look at its structure, 
meetings, and composition. 
Board members are paid $150 per 
hour, including three hours for meeting 
time and three hours for preparation 
and post-meeting communication, for 
a total of six hours per board meeting. 

continued on page 7 ‘
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Advocate has also paid attention 
to governance with its employed 
physicians. Advocate Medical Group 
created a Governing Council this year 
with representatives from the medical 
group, the system, hospitals, and APP. 

APP: Just a Piece of Advocate’s 
Hospital-Physician Alignment Strategy 
APP doesn’t just provide value to 
physicians. It also helps meet the 
goals of Advocate hospitals in a highly 
competitive market. 

“APP creates a business partnership” 
between the hospital and key 
physicians, says Sacks. It focuses 
physicians on hospital goals for 
patient safety and cost control, and 
strengthens the loyalty of medical 
staffs, increasing their use of the 
hospital. “You cannot manage bundled 
payments, recovery audit contractor 
(RAC) denials, or readmissions 
without physicians being involved,” 
he adds. 

One example of APP’s value 
involves the adoption of the eICU® 
in Advocate’s hospitals. Advocate 
invested $10 million to implement the 
system, but it works only if doctors 
use it. Currently, more than 80 
percent of APP physicians participate 
in the eICU® program, compared to 
fewer than 50 percent of non-APP 
physicians.

Although APP doesn’t directly recruit 
physicians (the health system does), 
the PHO and its contracts make 
Advocate hospitals more attractive 
to prospective new medical staff 
members, says Sacks. 
Physicians from APP and AMG 
increasingly occupy hospital 
leadership and medical staff 
roles, although there’s no formal 
requirement. 

Asked if having both employed 
physicians and a clinically integrated 
PHO is the end game, or just a stop 
on the road to a Mayo model, Sacks 
is thoughtful. “That depends on the 
market,” he says. “In our market, we 
will be pluralistic. The patient and 
physician population currently does 
not accept only a fully aligned multi-
specialty group. Over time, some of 
the APP docs will decide they want 
to be employed and join AMG, but 
others will add physicians to their 
groups.” Advocate has built pluralism 
into its strategic framework for 2020, 
which includes growth for both AMG 
and APP.

Tristate Physician Partners: 
A Closer Look
Washington County Health System 
(WCHS) in Hagerstown, Md., is 
the major healthcare provider in 
this semi-rural county of 145,000 
people. The health system generates 
approximately $400 million in 
revenues annually, has won 
numerous quality awards, and is 
building a new 267-bed hospital on a 
spacious medical campus. 

James P. Hamill, president and CEO 
of the health system, believes that 
hospitals and physicians have to 
be ready to accept collaboration to 
reduce the costs of care. “We have 
to take the larger view of controlling 
healthcare costs for the community. 
The healthcare system has to right- 
size itself to deliver care that’s really 
needed to improve and maintain the 
health status of the population.”

“We have to take
the larger view of 

controlling healthcare 
costs for the 
community.” 

—James P. Hamill, President and CEO, 
Washington County Health System

Of the more than 300 physicians on 
the WCHS medical staff, about 40 
are employed by the system through 
a subsidiary called Antietam Health 
Services (named for the nearby creek 
and Civil War battlefield). The rest 
are in private practice and want to 
remain so. Therefore, WCHS decided 
to reinvigorate its Physician Hospital 
Organization, called TriState Health 
Partners, into a vehicle for clinical 
integration and lawful contracting with 
health plans. 

continued on page 8 ‘
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Before embracing clinical integration 
several years ago, TriState was 
pretty much “a network that was not 
adding value,” says Hamill. Now, 
clinical integration has become the 
centerpiece of aligning the hospital 
and physicians.

Components of the Alignment Strategy
Structurally, WCHS is engaged in two 
organizations designed to align with 
doctors:
	 • 	Antietam Health Services (AHS) 
		  includes 13 medical practices of 
		  employed physicians, six 
		  pharmacies, a medical laboratory, 
		  diagnostic imaging services, 
		  urgent care centers, and an 
		  outpatient surgery center. Legally 
		  AHS is structured as a for-profit 
		  subsidiary of the health system. 
		  Although the medical practices 
		  alone are not profitable, many 
		  other enterprises are. Thus AHS 
		  as a whole generates approximat-
		  ely $195 million in annual gross 
		  revenues, has grown an average 
		  of 11 percent annually over the 
		  past five years, and averages an 
		  operating margin of 2-3 percent 
		  and a return on investment of 12 
		  percent to 15 percent.
	 • 	TriState Health Partners is a PHO
		  whose members and co-owners 
		  include the hospital, AHS’ 40 
		  employed primary care and 
		  specialty physicians, and 
		  approximately 172 private 
		  practitioners in 78 separate 
		  practices. (In addition, approx-
		  imately 50 additional “contracted” 

		  physicians and 19 contracted 	
		  nonphysician health care 
		  providers, while not members of 
		  TriState, provide services to 
		  persons covered under TriState’s 
		  existing payer contracts.) 

FTC Opinion
To implement its clinical integration 
strategy, TriState sought and received 
a positive opinion letter from the 
Federal Trade Commission to allow 
it to jointly negotiate contracts for 
its members. The FTC’s favorable 
advisory opinion letter in 2002 to 
MedSouth in Colorado served as 
THP’s blueprint for moving forward. 
The FTC’s consent order concerning 
Advocate Physician Partners “taught 
us what not to do and what the risks of 
not seeking an advisory opinion letter 
would be,” says Field. 

TriState told the FTC it will offer 
“payers a network of primary care and 
specialist physicians whose services 
will be integrated through a formal 
and stringent medical management 
program that includes protocol 
development and implementation, 
performance reporting, procedures 
for corrective action when necessary, 
and aggressive management of 
high-cost, high-risk patients. The 
program will offer payers a network of 
coordinated services from physicians 
committed to improving outcomes by 
working together to achieve quality 
improvements not possible when 
working independently. TriState’s 
physicians will actively collaborate in 
developing all facets of the program 
to ensure the cooperative delivery of 
high-quality, cost-effective care.”

The core technology to facilitate 
clinical integration will include an 
electronic health record integrated 
with a database of cost-effective 
practice protocols for 50 diseases and 
nine primary care conditions. 

In its ruling last April, the FTC 
said, “TriState’s proposed program 
would be a bona fide effort to 
create a legitimate joint venture 
among its physician and hospital 
participants that has the potential 
to achieve significant efficiencies in 
the provision of medical and other 
health care services that could 
benefit consumers.” The FTC noted 
favorably that participation in TriState 
is not required to be a member of the 
Washington County Hospital medical 
staff. 

Clinical Integration Pilot 
in Diabetes Management
TriState has been providing integrated 
care, albeit on a small scale, through 
contracts to provide care for three 
self-insured employers in the area, 
covering a total of approximately 
5,650 lives. The largest contract is 
with the employee benefits plan of the 
Washington County Health System 
itself, the region’s largest private 
employer.

As evidence of its intentions, 
TriState described to the FTC the 
results of its three-year, diabetes 
disease management program. The 
percentage of diabetes patients with 
elevated hemoglobin A1c levels, 

continued on page 9 ‘
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a measure of patients’ blood glucose 
levels over time, dropped from 7.8
to 7.1 percent. The number of emer-
gency visits dropped 19 percent. 
Hospital admissions per thousand 
were reduced by 20 percent, and 
hospital days per thousand dropped 
29 percent. For those patients who 
were hospitalized, the average length 
of stay was reduced 11 percent. TriState 
invested in aggressive outpatient 
management of diabetes patients so 
that physician visits for evaluation and 
management rose 15 percent. On the 
bottom line, the program generated a 
return on investment of 1.63.

Overall in its contracts, between fiscal 
year 2003 and 2008, TriState reduced 
the growth rate of medical costs per 
member per month from 11.7 to -.7 
percent, and it reduced the increase 
in pharmacy costs per member per 
month costs from more than 21 
percent to less than 11 percent.

Physician Performance Monitoring
In its opinion, the FTC noted that, “As 
part of the proposed program, TriState 
will monitor achievement of physician 
performance targets, using peer, 
regional, and national benchmarks, 
and make recommendations for both 
individual and group performance 
improvement. Individual physicians’ 
performance will be the subject of 
‘report cards’ and peer counseling and 
educational efforts, as needed, with 
eventual discipline and even expulsion 
from the program, if necessary, for 
those who fail or refuse to conform 
their practices to the established 
program parameters.” 

TriState’s stated goal, however, at 
least initially, is to “move the mean” 
in terms of the performance of its 
participants, rather than to winnow 
performance “outliers” from the 
program. 

TriState’s executive director Alan S. 
Field is not a physician, and he credits 
the physicians engaged in TriState’s 
governance and committees as being 
critical to its success today. “Only 
physicians can take information and 
turn it into action that affects clinical 
care,” he says. 

“Only physicians can take 
information and turn it 
into action that affects 

clinical care.” 
—Alan S. Field, Executive Director,

TriState Health Partners

Financial Incentives
The diabetes management program 
provides a small-scale example of 
TriState’s plan to share financial 
incentives from improving efficiency. 

To begin, the physician owners of the 
PHO put $80,000 at risk. The program 
used nurse managers to work closely 
with diabetes patients. The pharmacy 
was engaged to carefully monitor 
whether patients were taking their 
medications. At the end of the three-
year period, $160,000 in savings from 

the program were realized, and half 
that amount was shared with the THP 
physicians.

Employed Physicians
One critical success factor for TriState 
is to have private practice physicians 
let TriState negotiate their fees as part 
of clinical integration contracts. To gain 
their trust, Michael S. Zampelli, chief 
operating officer of Antietam Health 
Services, points to the experience of 
Antietam in equitably compensating 
and successfully negotiating contracts 
for its employed physicians. 
Antietam uses a compensation 
structure that was developed with 
the input of outside experts and a 
compensation committee composed 
of four physicians and four executives. 
Physician reimbursement is based on 
a practice’s cash collections minus 
expenses, and then is adjusted by 
various stipends. 

For example, primary care physicians 
receive an additional $12,000 annually 
for agreeing to give up laboratory 
revenues in their offices and have 
these performed more efficiently by 
the central laboratory. Physicians 
receive the difference between 
Medicare collections and their actual 
costs of care. Finally, physician 
practices are compensated 10 percent 
of the staffing costs associated 
with implementing electronic health 
records. 
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AHS’ target is to pay physicians 
between the 75th and 95th percentile 
of the MGMA comparative database. 
Compensation is reset based on 
productivity every six months. With 
the stipends, the typical primary care 
physician receives an additional 
$28,000-$32,000 annually, in 
addition to their productivity-based 
compensation.

This philosophy of appropriately 
compensating physicians will carry 
over to the PHO and the clinical 
integration program. Antietam’s 
success in negotiating health plan 
contracts for its employed physicians 
has, in turn, helped convince other 
physicians that “TriState won’t sell 
the doctors down the river in order to 
benefit the hospital,” says Hamill. 

To date, Antietam Health Services 
also has made physician employment 
attractive by permitting “lots of 
autonomy in how each practice runs,” 
says Zampelli. At the same time, 
Antietam physicians must sign on to 
accept third-party contracts, coding 
requirements, and quality reviews that 
are negotiated by AHS. 

Physician Engagement in Governance 
and Leadership
Physician engagement in governance 
and leadership is, and will continue to 
be, a key element of TriState’s culture. 
Currently, TriState is governed by a 
board of directors that includes five 
representatives of its hospital member, 
and eight physician representatives, 
including four primary care physicians, 
two surgeons, and two medical 
specialists, one of whom must be a 
hospital-based practitioner. Physician 
board members are compensated for 
meeting time. 

Currently, board members are 
elected by TriState’s co-owners and 
serve for an unlimited number of 
three-year terms. However, it’s been 
hard to attract physicians to serve, 
and TriState expects to overhaul its 
governance structure in the near 
future.

The extensive presence of physicians 
on TriState’s working committees is as 
important as their engagement on the 
board. Of TriState’s 212 physicians, 
approximately 40 serve on key 
committees involving quality and cost-
effectiveness. Only half a dozen or so 
of these physicians are employees, so 
the majority are composed of private 
practice physicians who commit their 
time to make TriState successful.

Getting Ready to Contract
With the FTC opinion under its belt, 
TriState is now re-contracting with its 
providers. Member physicians must 
commit to honor contracts with health 
plans negotiated by the PHO. In 
return, they may benefit from financial 
incentives based on meeting cost-
effectiveness and quality goals. 

The next step will be to seek 
agreements that include the clinical 
integration program with private 
payers. Two private insurers, 
CareFirst Blue Cross Blue Shield 
and United Health Care/MAMSI, 
together cover almost 71 percent of 
the private insurance market, with 
Aetna, Cigna, and other third-party 
payers picking up the rest. Their 
cooperation is key. Down the road, 
TriState hopes to apply its clinical 
integration capabilities in pay-for-
performance programs and bundled 
payment models that it expects to see 
from Medicare, Medicaid, and Tricare, 
which cover nearly 50 percent of the 
area’s patients. 

Implementation Advice
The stories of Advocate Physician 
Partners and TriState Health Partners 
offer lessons to others thinking of 
starting up a clinically integrated PHO. 
Here are several pieces of advice to 
get going:

Develop a clear vision and strategy 
for clinical integration. Do this in 
concert with physicians. Carefully 
assess whether a clinically integrated 
PHO is a good fit for your physicians 
and your payer market, respectively. 
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10 | Great Boards | Winter 2009

‘ continued from page 9



Don’t premise the program on 
snagging higher fees from health 
plans. “Clinical integration is not 
a means to ‘leverage’ higher fees. 
Encouraging physicians to come 
together for that reason will simply 
get them into trouble,” stresses 
Christi J. Braun, an attorney with the 
law firm Ober Kaler in Washington, 
D.C. Braun advised TriState and 
previously worked for the FTC. 
She cautions: “If an organization 
contracting on behalf of a group of 
competing providers uses the size 
or strength of the collective to force 
payers to pay higher rates, that is an 
antitrust violation, whether or not the 
providers are clinically integrated. On 
the other hand, if payers are willing 
to voluntarily pay more to a clinically 
integrated group of providers because 
they recognize the value of the higher 
quality, cost-effective services being 
provided, then the clinical integration 
efforts pay off for the physicians, and 
the FTC will not have a problem with 
the collective negotiations.”

Learn from the experience of 
others. “You can form and start up a 
clinical integration program in 12 to 18 
months, or 16 to 18 months in large 
organizations,” says Thomas Babbo. 
However, he cautions hospitals the 
level of maturity that Advocate has 
developed doesn’t occur overnight. 
“It won’t be easy for others to 
replicate this. Even with advances in 
technology, however, no one should 
think they can do what we did in 
anything less than a year.” 

Enroll physicians early. “Success 
in clinical integration rests on the 
acceptance by physicians that this 
structure will improve patient care, 
increase practice efficiency and 
provide an opportunity for enhanced 
financial results,” says THP’s Chief 
Medical Officer Robert Cirincione, 
MD. “Early physician engagement 
in the process is necessary to build 
an understanding of what clinical 
integration is and what it is not. 

Get physicians involved from the 
start in leadership roles. Advocate 
has been deliberate about its selection 
of physician leaders for the PHO. “You 
have to start with highly regarded 
clinicians who other physicians 
use, and who can look beyond one 
patient at a time and enlist others in 
the PHO,” says Stuck. APP is now 
engaging in a formal succession 
planning process to identify future 
leaders.

Don’t get mired down in practice 
guidelines. In retrospect, TriState’s 
Field acknowledges this mistake. A lot 
of effort went into getting physicians 
to agree on best practices for the 
50 diseases and nine primary care 
conditions that are used in the clinical 
integration program. “We spent a year 
and a half trying to validate every 
rule. We should have developed our 
value-based purchasing program for 
third-party payers first,” says Field. 

Decide how to address the FTC. 
Although it’s generally advisable to 
inform the Federal Trade Commission 
of what you’re doing, it may not be 
necessary to ask for a formal advisory 
opinion, advises Babbo. The process 
is lengthy, the PHO must delay clinical 

integration while its waiting for the 
opinion, and there’s a risk the FTC 
will find some aspect of the program 
to fault. Instead, he recommends 
following the existing guidelines laid 
out by the FTC and U.S. Department 
of Justice, including the recent opinion 
letter on TriState. However, he adds: 
actively engaging the FTC upfront on 
an “informal basis” is of great value 
and will help if health plans complain 
down the road. This often involves 
meeting with the FTC staff, providing a 
detailed presentation about the clinical 
integration program and explaining 
how the program meets the FTC’s 
expectations.
 
Each system should discuss with 
their legal counsel what is the best 
approach for them in dealing with anti-
trust concerns, adds Christi Braun. 
Deciding whether to seek the FTC’s 
formal blessing may be dependent on 
a hospital’s market situation, notes 
Field. TriState is a sole community 
provider, and given its market position 
and payer relations, it sought an FTC 
opinion to give “both the hospital and 
physician membership a high degree 
of comfort that the strategy was 
sound,” says Field. 

Don’t expect health plans to sign 
on easily. “You have to have payers 
in the market who are willing to pay 
you” an incentive for quality, says 
Sacks. Since the PHO seeks higher 
fees from health plans, it has to 
demonstrate its value proposition, 
that is, better outcomes and more 
efficient healthcare at a lower overall 
price. Even then, health plans may be 
reluctant partners. 
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Blue Cross sued APP for antitrust 
violations, and the case led to an 
inquiry from the state attorney general 
and eventually the FTC investigation. 
In 2003, Advocate hospitals declined 
to renew a contract with United 
Healthcare because the plan refused 
to acknowledge the clinical integration 
program. United took its complaint to 
an arbitration trial, and Advocate won 
a unanimous verdict—two years later.

Seek employer allies. Babbo 
recommends going directly to local
employers and third-party admin-
istrators (TPAs) to explain the value 
proposition of clinical integration. 
For example, 

					     smoking 	
				    cessation programs 	
		  can decrease absenteeism and
lower their healthcare costs. 
Persuaded employers can be allies 
when the PHO negotiates with the 
employers’ insurers. Braun adds, 
“employers even more than health 
plans see the value in clinical 
integration.” Companies want to retain 
workers while health plans don’t know 

if they’ll retain subscribers down the 
road, so employers have a self-
interest in investing in preventive care 
to keep employees healthy and long-
term costs down. 

Conduct a clinical integration 
demonstration project with the 
health system’s own employees. 
TriState did that. Health systems 
are usually among the largest local 
employers in the area, so success 
with them is an opportunity to 
demonstrate value to other employers.

Don’t put all your eggs in the PHO 
basket. The PHO isn’t the 
entire alignment 
strategy, 

				    it’s one element. Both 
			   Advocate Healthcare and 
Washington County Health System 
employ physicians in a medical group 
and have contractual relationships 
with physician groups. The PHO 
brings in the private physicians. 

Is a clinically integrated PHO the 
right strategy for your hospital 
and physicians? If a critical mass 
of physicians wants to remain 
independent, if private health plans 
are open to sharing savings, and if 
the hospital is prepared to invest in 

upfront costs and empower physician-
driven governance, the PHO model 
just may be the right way to go. 

For More Information: 
— Lee B. Sacks, MD, President
Advocate Physician Partners
630-990-5102
— Thomas Babbo, Attorney
Hogan Marren, Ltd., Chicago, Ill.
tjb@hmltd.com  312-946-1800

— James P. Hamill, CEO of Washington 
County Health System, Hagerstown, 
Md.  james.hamill@wchsys.org
301-790-8000
— Allan S. Field, Executive Director
TriState Health Partners
allan.field@wchsys.org  301-790-8000
— Christi J. Braun, Attorney
Ober Kaler, Washington, D.C. 
cjbraun@ober.com  202-326-5046

Barry S. Bader, publisher of Great 
Boards, is the president of Bader 
& Associates, a Maryland-based 
governance consulting firm. To contact 
him, e-mail bbader@greatboards.org or 
call 301-340-0903. 
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