HOW SMALL GROUP PRACTICES can adjust to modern economic reality and better
distribute practice net income. BY ARTHUR S. SHORR, FACHE

s the economic reality of private practice continues
to worsen, a subtle but significant fissure that threat-
ens group stability has begun to appear in many
small- to medium-size medical groups. A generation
2of medical practices formed in the *70s and *80s has
now matured, and the method vsed to divide ncome equally
among the partners is creating such major tension that dissolu-—
tion has become an attractive and viable option,

The first half of this article discusses the emerging problem evi-
dent in many mature medical groups. The second half covers alter-
natives and workarounds to guide physicians to effective solutions.

The traditional economic model, widely embraced 25 years ago
for small- and medimm-sized group practices, assumed that all
partners would contribute to the practice on an equal or close-
to-equal basis. Therefore, monies remaining after all the bills were
paid—net income—would be divided equally. Stimply put, the
concept was one person equals one share of the economic pie.

As practices grew and expanded, new physicians were recruited.
After an initial trial period as employees, these physicians were
usually invited to become full partners. It was assumed that the
new partners would share the same values and work ethic as the
original partners, and therefore the original plan for distribution
of net income—equal shares to all partners—would continue.

This allocation method worked well until a new economic
landscape emerged. Unfortunately, as is well understood, the era
of managed care has led to significant reductions in average col-
lections per patient visit and procedure. In common parlance, the
economic “pie” that represents a practice’s net income got smaller,
and physicians began to feel the pinch.

Changes in individual attitudes, priorities and mindsets impact all
medical groups as time passes and groups marture. Such changes
have a profound impact on practice culture. Specific examples of
the elements that corrode the underpinning of the “one per-
son/one share” philosophy include:

# Energy levels of individuals change over time.

B Marriage dynamics and childrearing responsibilities emerge

to compete for time.

Personal values and the priority of work evolve as people age.

# Personal health issues occur and degrade vital capacity.

# Professional and nonprofessional interests and priorities begin
to conflict.

M Recognition increases that time is a finite commodity.

All of these elements impose extraordinary stress on what was
once a homogenous group with shared, common values. The
once-homogenous group is now transformed into a materially
more diverse group, with redefined personal priorities for what
is expected from the private practice of medicine.

When these types of growth and maturation issues are further
impacted by the volatility of reduced reimbursement and the
downward pressure on professional fees, the long-term stability of
the group is at risk.

As reduced income causes financial pressure to build, physicians
begin to pay very close attention to the nequalities of their part-
ners’ contributions to the group effort. The mantra becomes:
“Things are no longer fair”

In procedure-based specialties, younger physicians may be able
to generate higher revenues than older partners, because of train-
ing and skills in new technologies. This phenomenon frequently
fuels concerns about the fairness of equal distribution of income.
However, the more senior physicians may feel entitled to an
increased share despite reduced contribution to the group effort,
because they deserve credit for creating the economic engine
that now supports newer physicians.

Typically, physicians make an effort to convince their part-
ners that the time has come to change the basis by which the
group’s net income is allocated. Effecting a change in income
allocation is so fundamental to the core values of the group
that failure to reach agreement creates a major source of tension
in an otherwise smooth-running practice. At worst, the ten-
sion can become so great that it results in group dissolution.

By definition of the change process itself, at least one partner
will be advantaged financially and at least one will be disad-
vantaged financially. Therefore, if the group is going to succeed,
the common agenda of the group must re-emerge and again
become more important than individual needs. If not, the future
of the group is at serious risk. P
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