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Preface

Most pathologists know almost nothing about practice management when they take
their first regular positions. Despite many years of training, they risk financial sta-
bility, practice harmony, and professional satisfaction through trusting what may be
categorized as a “gut feeling” about a practice opportunity. While some pathologists
then learn through the “School of Hard Knocks,” others gradually learn practice
management through their early years in practice and progressively take control of
their professional lives.

Practice management is a broad topic encompassing such diverse areas as billing
and contracting, strategic planning, personnel and human resource issues, decision-
making, and productivity. There are basic factual components, but the application
of the principles of management is situation specific and best honed by experience.
To increase the challenges, these factual aspects change as the health-care system
changes and as the practice of pathology evolves.

Though highly trained specialist physicians, pathologists typically receive lim-
ited useful instruction and experience in practice management during residency and
fellowship. Also, for most pathologists, the initial lure of medicine and pathology
in particular was not arcane billing rules, the finer points of contracting, or a desire
to address personnel issues. However, practice management issues are critical to
day-to-day pathology practice, impacting quality, practice success, and professional
satisfaction.

This book will provide relatively short didactic overviews of topics and concepts
complemented by cases drawn from the experiences of the various authors. The
cases are intended to illustrate approaches to common problems, provide a basis for
discussion in a training environment or, for the more experienced leader, to stimu-
late thinking when faced with a particular practice management issue. We learned a
lot from each other while assembling the didactics and cases for this book. We hope
your experience is the same.

The authors have had a range of experiences as practicing pathologists, attorneys,
practice managers, and consultants. We have also taught courses for the College of
American Pathologists, United States and Canadian Academy of Pathology, Ameri-
can Society for Clinical Pathology, and American Pathology Foundation, along with
other organizations, and feel blessed to have had the opportunities. But our best
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experiences have come from those with whom we have worked and networked.
Our friends and colleagues have been the best teachers and sounding boards. Our
thanks to you all.

This publication is designed to provide general background information to read-
ers regarding a wide range of business, legal, financial, and billing topics. The pub-
lication provides general information rather than specific business, legal, financial,
or billing advice. Because it is necessary to apply business, legal, and accounting
and billing rules and principles to specific facts, always consult your professional
advisor before using the information in this publication as a basis for a specific
action.

M. L. Talbert et al.
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Part 1
Money and the Practice of Pathology



Chapter 1
Health-Care Finance and the Pathology Practice

Michael L. Talbert

Overview

Case: Evaluating an Employment Opportunity

Nine years of training. Four years of medical school, 4 years of anatomic pathology/clinical pa-
thology (AP/CP) residency, and a year of fellowship. US$175,000 of debt. A husband and two
young children. You will be the primary breadwinner, and it is time to select the private practice
job you have dreamed about for the past several years. You have interviewed with two groups, and
both are interested in hiring you. By coincidence, both groups have six pathologists covering two
hospitals in midsized cities in the Southeast near your parents. What do you need to know about
the groups before a decision? How could such similar practice situations vary? Since you plan to
buy a house and put down roots, how do you assess which situation is the most stable? What ques-
tions should you ask?

Understanding the fundamentals of practice management can help you understand the merits
and potential risks of a practice situation. We will return to a discussion of the above scenario in
Chap. 24 at the end of this book.

Many pathologists are drawn to medicine and hopefully pathology by the wonderful
complexity of the human body, its range of maladies, and the variety of responses
to disease. The pathology practice environment is similarly complex in that no two
practice settings are identical, and no two practice environments present the same
range of opportunities, threats, and financial milieu. When just looking from the
outside of a practice opportunity (such as when evaluating a potential new job),
one cannot immediately determine how successful a particular practice might be
nor what the future trajectory of that group might be. But with an understanding
of the environment, the internal structure and culture of the organization, and the
skills and resources of the individuals within the organization, one might be able to
reasonably forecast the future in that setting.

M. L. Talbert (D<)

Department of Pathology, University of Oklahoma Health Sciences Center, 940 Stanton L.
Young Blvd., BMSB 451, Oklahoma City, OK 73104, USA

e-mail: michael-talbert@ouhsc.edu

© Springer International Publishing Switzerland 2016 3
L. A. Hassell et al. (eds.), Pathology Practice Management,
DOI 10.1007/978-3-319-22954-6 1
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Practice Structures

Case: Can I Be a Partner in This Practice?

Dr. Carol Smith, now a fellow in surgical pathology, waited while her call was put through to Dr.
Al Wright, her former residency program director. After exchanging greetings, Dr. Smith cut to the
chase: “I am looking at joining a local community practice, but they said they don’t have partners.
I’d like to someday own part of my practice; am I being offered a poor deal?”

Discussion: Opportunities for partnership depend on the structure of a practice. If a practice
opportunity involves a freestanding legal entity, such as a professional corporation (independent
private practice) or a freestanding laboratory, it is possible to own stock and be a partner. How one
obtains such stock may be through a buy-in which can occur at a particular time or be structured
over a period of time during which a non-partner works for reduced compensation, or through a
combination of the above. For partnership in a practice, the time frame for consideration should be
specified in the initial employment agreement with that practice. The advantages of being a part-
ner are potentially threefold: (1) Particularly on matters of great importance, a partner has more
say (shares can be voted) than a non-partner; (2) partners typically divide and distribute excess
revenues over expenses as bonuses or dividends (depends on legal/tax structure) to avoid having
the practice pay taxes on profits; (3) should the practice or laboratory be sold, a partner would be
entitled to a portion of the proceeds reflecting his/her share ownership in the entity. As such, part-
nership opportunity and status can be of great importance.

A partnership opportunity is not available in the typical academic practice since the patholo-
gist is usually an employee of the state, university, or practice plan. Similarly, no partnership
opportunity would exist if a pathologist were directly employed by a hospital or large laboratory.
Finally, non-partnership tracks exist within some independent private practices. In these cases,
the pathologist may have a different workload or schedule, a different pay package, and certainly
would not enjoy the advantages of an ownership share of the practice. Non-partnership tracks are
often used for part-time pathologists or for pathologists who are not expected to have an extended
period of employment.

To simplify things, it can be useful to think about practice structures as being one of
four types but with endless variations: academic, independent private practice, em-
ployed private practice, and commercial laboratory. Characteristics of an academic
practice include the combined missions of clinical service, teaching, and research
with the classic example being a university-medical-school-based practice with the
majority of faculty physicians operating within some form of practice plan. The
faculty could be wrapped into a common organization with the hospital or could
be distinct. In the academic scenario, the pathology department may be virtually
indistinguishable from the larger organization(s) or may function as an independent
business unit with its own income statement and reserves. Most pathology depart-
ments operate somewhere between these extremes.

Legal Aspects of Practice Structures

There are many different types of legal entities in which pathologists can prac-
tice, all of which are established and governed by state law. Most pathologists
in private practice have professional corporations or professional associations,
which are corporations that can be owned only by licensed professionals.
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Some pathologists practice through general business corporations in states
where the use of a professional corporation or association is not mandatory.
These corporate entities select either C corporation status or S corporation
status from a tax-reporting standpoint, with the distinction between the C and
S status being how the entity is taxed. This selection is typically made in con-
sultation with the corporation’s accountant.

Increasingly, pathologists in private practice use limited liability compa-
nies (or professional limited liability companies, depending upon the state)
because these entities provide greater flexibility from a governance and tax
standpoint. Occasionally, pathologists have limited liability partnerships,
but these are not common. The importance of a corporation, limited liability
company, or limited liability partnership is the protection afforded the own-
ers from a liability standpoint. Although a pathologist always retains liability
for his or her own actions, an appropriately formed and maintained corpora-
tion, limited liability company, or limited liability partnership can shield the
pathologist from liabilities of the practice entity as well as the acts or omis-
sions of the other pathologists in the practice. In contrast, partners in a general
partnership share liability on a personal level for all acts or omissions of the
practice and its pathologists.

The independent private practice represents the classic example of a private prac-
tice. The pathologists band together typically in a professional corporation (but
there are other structures such as partnerships and limited liability companies), and,
among the owners, decision-making is based on an equal-sharcholder/partner/mem-
ber concept or percentage ownership of the various owners. Practices can vary in
size and have varying numbers of nonowners on a track to ownership, and possibly
even pathologists on a nonownership track. Shareholder/partner/member status is
typically done through a buy-in, which may range from token to substantial and
which also can take the form of reduced total compensation during a variable num-
ber of pre-ownership years. In the independent private practice model, pathology
groups typically contract for medical director services with the hospitals or labora-
tories they serve.

In the employed private practice model, pathologists are employed by a larger
entity, typically a hospital or multispecialty group, with a direct reporting relation-
ship up the leadership chain of the larger organization. While this lacks the inde-
pendence and ownership aspects of an independent practice and is usually a bit less
lucrative, being employed by a larger entity can be more stable with a degree of in-
sulation from the significant business risks inherent in independent private practice.

Commercial laboratories range from privately held freestanding laboratories to
nationwide behemoths that handle massive numbers of specimens and trade on the
New York Stock Exchange. Commercial laboratories may serve the full range of
AP/CP testing or may limit themselves to one or a few specialty areas. In these
settings, the pathologist may be a salaried employee with productivity targets and
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limited say or responsibility in the business of the practice, may be independently
contracted by the laboratory, or may be part of a group that is contracted by the
laboratory.

Practice sizes may vary as well from solo practitioners to groups or departments
of 50 or more pathologists. With increasing practice size typically comes greater
specialization of pathologists and enhanced ability to capitalize (invest in) improve-
ments in the practice. Larger practices usually can afford and often require more
sophisticated management with a nonphysician practice administrator and more so-
phisticated human resources (HR) and legal support.

Thus, practice environments can be as variable as the practices themselves.

Key Concept

Pathology practice models and pathology practices differ in:
Mission

Size and scope

Funding model and incentives

Security offered

Culture

All should be considered in employment decisions.

Overall Financial Considerations

Case: How Do I Get Paid and for What?

Shortly after Dr. Carol Smith took a position with Good Health Hospital, the chief of pathology
met with all five pathologists and told them, “Administration says we are operating in the red. If
we can’t raise revenues or cut expenses, they will need to take action like freezing hiring, denying
raises or even cutting salaries by a small amount. What can we do to cut expenses?” By this time,
Dr. Smith is having a hard time listening as her head spins with the thought of reduced income in
the face of large school loans and a new mortgage. Need to raise revenues? Salary cuts? How can
this happen in a country that spends the most per capita on health care?

Discussion: Understanding how pathologists are paid is absolutely key in this time of great
change in health care. The following description will detail the various ways that pathologists
are paid. Importantly, there are many things pathologists do that are not directly compensated or
that may not be compensated at all. These include committee work, tumor boards, waiting for a
frozen section, research support, and education. Each of these activities, though, are important for
visibility, interaction with other members of the health-care team, and, ultimately, for maintaining
a job or the contract to provide services. As health care slowly transitions towards payment for
value and outcomes and away from fee-for-service where more services performed = more money,
pathologists will increasingly need to show how they are adding value. For example, what value
do pathologists add at tumor board? Do they change diagnoses previously made at other institu-
tions? How often do they change or accelerate a patient’s treatment based on their interactions at
tumor board? Can this be quantitated? Other examples: (1) Can one quantitate the impact of a pa-
thologist-initiated blood utilization program on decreasing immunosuppression, volume overload,
and, perhaps most easily, total cost? (2) Can deploying a molecular viral identification test more
quickly rule in or rule out viral meningitis and save hospital bed days? (3) Can pathologist-driven
personalized medicine testing in colon cancer specimens lead to faster assignment to therapy, less
testing when not needed, and better identification of those patients who may benefit from this
workup? Can this effect be quantified? These are just a few examples of how pathologists can and
do add value and how we will need to clearly demonstrate the value added in the future.
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The US health-care system is not a system in the true sense of the word. It is a
complicated, sometimes overlapping collection of various providers and payment
schemes. Some areas, like the Veterans Administration, are better organized while
others, such as individual practitioners and the uninsured population, are less so.
Furthermore, as of this writing, there are truly monumental forces at work, some re-
lated to the Patient Protection and Affordable Care Act (aka Obamacare) and some
driven by other forces.

The scope of the US health system is also debatable. Do we include public health
and preventive care? What about health-related products such as Botox? A helpful
way to understand how things work relative to practice management issues is to
consider, in general, how money comes into a pathology practice. We can then con-
sider changes that are occurring, with their attendant challenges and opportunities.

As we examine where money comes from in the health-care system, we can split
pathologists’ services into two general categories: (1) diagnostic work for individual
patients such as surgical pathology and cytopathology and (2) medical direction
such as quality assurance, designing protocols, hospital committee work, and labora-
tory direction. Diagnostic services for specific individual patients are described and
billed using Current Procedural Terminology (CPT, see side bar, page 23) codes, a
descriptive system maintained by the American Medical Association. For patholo-
gists’ purposes, CPT codes describe AP services and some CP services. For example,
CPT code 88305 describes a diagnostic biopsy such as a typical gastrointestinal (GI)
biopsy while 88342 describes an immunohistochemical stain. Payment is based on
the CPT code submitted for a service and many pathology cases have multiple CPT
codes reflecting multiple parts and additional studies such as histochemical or im-
munohistochemical stains. This is classic fee-for-service where payment is made for
a specific service. A practice leader should have a strong working knowledge of the
CPT-coding system. If not, there are seminars and online courses on coding in addi-
tion to any coding “experts” currently present in your practice.

Payment for Diagnostic Work for Individual Patients

Case: How Much Will I Be Paid for This Diagnosis?

Dr. Mike Taylor put the slide on the stage and quickly confirmed that the tissue was a section of
gallbladder with a cross section of the cystic duct. He patiently examined the slide, confirming
the typical changes of a chronic obstructive process while carefully excluding dysplasia or car-
cinoma. Seeing no other unusual features, he depressed the pedal of his digital dictation system
and carefully said, “Diagnosis—QGallbladder: Chronic cholecystitis with cholelithiasis.” He added
billing codes and indicated there were no quality issues. Dr. Taylor then leaned back in his chair
and thought aloud, “Wow, I just signed out my first case.” Pausing a moment, he next thought, “I
wonder how much money we’ll collect?”

Discussion: How much a pathologist collects for a particular service varies depending on the
service performed and for whom it is performed. In this section, we will discuss how a service is
coded for billing purposes, which in turn determines the charge that is assigned; the actual payment
is determined by the type or lack of health insurance coverage a patient has. If a patient has typical
indemnity insurance, payment will usually be on a contractual basis and reflect a fee schedule set
between the insurance company and the pathologist/practice. For patients with Medicaid, Medi-
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care, Tricare, or Champus, the so-called federal payors, the rates are determined and not negotiable
(but may vary between programs and geographic location). Patients with no coverage (so-called
self-pay) may pay nothing, may pay the full charge, or may pay something in between, sometimes
following a brief negotiation with the pathologist’s billing office. Practically, most pathologists
provide services without knowledge of a patient’s health insurance coverage and accept that pay-
ments will vary. This is often the most practical approach given that a submitting healthcare pro-
vider will typically submit specimens reflecting a range of patient coverages.

For diagnostic work, there are four major payor categories: Medicare, Medicaid, in-
surance/managed care and other contracts, and the uninsured or self-pay. Medicare
merits the greatest discussion because its payment scheme and rates often serve as
a model for other payment sources.

Medicare is a federal government program overseen by the Centers for Medicare
and Medicaid Services (CMS), which is part of the Department of Health and Hu-
man Services. Medicare covers persons 65 and older, persons under 65 with certain
disabilities, and those of any age with end-stage renal disease or amyotrophic lateral
sclerosis. Medicare has four parts: Part A, which covers hospital inpatients, skilled
nursing, home health, and hospice; Part B, which covers physicians’ services, out-
patient hospital services, and medical equipment; Part C, Medicare Advantage or
Medicare Managed Care; and Part D, Medicare prescription benefit. Much of Part
A hospital inpatient payments are done using a prospective payment system where
a single payment is made to the hospital based on the patient’s underlying illness
and comorbid conditions, the diagnostic-related group (DRG) payment. For Medi-
care Part B billing, which covers physician services for specific patients, payment is
based on relative value units (RVUs) or the relative resources required to provide a
particular service. The original RVU system values were derived from the Harvard
Resource-Based Relative Value Scale study, but RVUs can change with time through
the addition of new procedures or revaluing of existing RVUs. Once one knows the
RVUs or resources assigned to a particular service, such as processing and diagnosis
of a skin biopsy, then the payment from Medicare can be calculated by multiply-
ing the RVUs by the current Medicare conversion factor (CF). The Medicare CF is
typically set annually based on statute and congressional action. In concept, the pay-
ment system is fairly simple (RVU x CF=payment), but at any time, some aspects
are under review or subject to political wrangling. Also, one can probably grasp that
most all physicians would be impacted by changes in the CF, while predominately
pathologists would be impacted by say, revaluing of RVUs for a frozen section.

Medicare Part B payment has additional complexities of importance to the pa-
thologist. For many AP services, slides and reports must be made, forming the tech-
nical component (TC), in addition to the professional diagnostic work performed
by the pathologist, the professional component (PC). The two, TC and PC, can be
combined into a “Global Fee”:

Global Fee = Professional Component + Technical Component
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TC and PC may also be paid separately using a modifier (TC for Technical Com-
ponent and —26 for Professional Component) appended to the CPT code. In the
clinical laboratory, some services have a defined PC, such as: 86077 Blood bank
physician services; difficult cross match and/or evaluation of irregular antibody(s),
interpretation, and written report.

RVUs are more complex than we have stated so far. In fact, the RVU for the PC
is composed of three components: actual physician work, practice expense, and
malpractice.

RVU (PC) = RVU (Physician Work) + RVU (PC Practice Expense)
+ RVU (Malpractice)

Similarly, TC RVUs are calculated by summing RVU subcomponents for TC prac-
tice expense and malpractice:

RVU (TC) = RVU (TC Practice Expense) + RVU (Malpractice)

So how might one calculate an individual payment for a service using RVUs? The
CMS website provides a fee schedule search function that also yields RVU values
(http://cms.gov/apps/physician-fee-schedule/search/search-criteria.aspx).

The CF is also available on the CMS website and as of September 2015 is US
$35.9335.

So we can calculate for the 2015 National Average Medicare Physician Fee
Schedule:

» 88305 PC =[RVU (Work) + RVU (PC Practice Expense) + RVU (Malpractice)]
x CF =[0.75+0.33+0.01] x US$35.9335=US$39.1675=$36.17

» 88305 TC = [RVU (TC Practice Expense) + RVU (Malpractice)] x CF
=[0.94+0.01]1xUS$35.9335=0US$34.1368=534.14

» 88305 Global =US$39.1675+US$34.1368=US$73.3043=US$73.30

There is yet another complexity before we actually collect a dime. Geographic
Practice Cost Indices (GPCls) are used to adjust individual RVU components to
account for geographic variations in costs to provide services. For example, it is
less expensive to run a practice in, say, Oklahoma City than many other places in
the country. As such, PC RVUs in Oklahoma City are adjusted downward in 2015
for RVU (practice expense) and RVU (malpractice) by factors of 0.872 and 0.845,
respectively.

For the PC
RVU (PC) =RVU (physician work) (GPCI)

+ RVU (PC practice expenses) (GPCI)
+ RVU (malpractice) (GPCI)
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2015 Oklahoma Medicare Fee Schedule

88305 PC=[(0.75%1.000)+(0.33x 0.872)+(0.01x 0.845)] x US$35.9335
=US$37.59

(National Average 88305 PC = US$39.17)

So, if you provide Part B services, just submit the appropriate and complete CPT
codes to Medicare with the proper documentation, and you can calculate the pay-
ment you can receive using data from the CMS.gov website.

Key Concept

CPT codes determine payment via linkage to RVUs for both technical and professional
component work.

An additional point to be aware of is that Medicare adjusts payments to physi-
cians through its Physician Quality Reporting System (PQRS) which entails spe-
cific reporting in select cases that, as a good lab, you are probably already doing
coupled with specific codes to report that you did the right thing. We encourage
you to look more closely at the PQRS process particularly if you have significant
payments coming from Medicare. Initially, there were modest percentage increases
in all of an individual’s Medicare payments for correctly reporting an appropriate
percentage and number of eligible cases. For 2014 and beyond, there are increas-
ing penalties for nonparticipation/non-reporting. For 2015, there are eight measures
for pathologists, the five original involving breast cancer resections, colorectal can-
cer resections, radical prostatectomy cases, biopsies with Barrett’s esophagus, and
cases with Her-2/Neu immunohistochemical stain reporting, and three new for 2015
measures involving lung cancer and melanoma reporting. Failure to report in 2014
resulted in a 2% penalty applied to a/l Medicare Part B payments to be made in
2016. Participation in 2015 PQRS will impact the 2017 PQRS adjustments and
2017 value-based modifier (CAP Today November 2014).

Medicaid is a joint federal and state program using basic federal benefits but
with significant state-to-state variability. Individual state programs set their own
payment rate structures that are CPT-code-based but which usually pay less than
Medicare. Medicaid is subordinate to Medicare for patients who have both benefits.

Insurance and managed care cover a range of products and payors. Historically,
indemnity insurance had limited or no utilization controls, less focus on preventative
care, and higher patient premiums than for other types of insurance, corresponding
to a higher degree of patient autonomy or choice, and hence utilization. The term
managed care covers a range of products and payment systems but typically in-
volves targeted contracting and utilization controls. Payments from insurance and
managed care can range from a percentage of billed charges to a negotiated (or take-
it-or-leave-it) fee schedule, often some percentage of Medicare payments, to some
form of “capitation” in which providers receive a set sum per month for all services
provided to a patient or group of patients (“per-member-per-month” agreements).
For patients who do not have any insurance or who are self-pay, the individuals are
billed, and collections are quite variable from individual to individual. Usually, col-
lections from this subset of patients are relatively limited.
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Recent Trends and Changes

More recently, we see a growing call to move away from fee-for-service coupled
with a trend to link payment rates to process and outcome measures. There is often a
downside possibility for providers as well as upside potential (shared savings). In an
attempt to reduce health-care costs, both federal and private insurers are experiment-
ing with bundled payments and accountable care organizations (ACOs). Bundled
payments use a larger single payment for either a range of services or a range of pro-
viders in an effort to reduce total payments. Providers may thereby be encouraged
to reduce services or negotiate among themselves to achieve the savings. ACOs are
groups of providers, sometimes including hospitals, that organize to become “ac-
countable” for managing care across a population or chronic disease to encourage
providers to better coordinate care in return for potential shared savings. For these
new and growing models, it is important for the pathologist to be aware of what is
happening in their service area and be proactive where possible by improving care
pathways, test utilization, information management, and overall care coordination.

In April 2015, physicians rightly cheered the repeal of the sustainable growth
rate (SGR) formula which was designed to limit the growth in Medicare payments
to the growth in gross domestic product. Enacted by legislation in 1997, the SGR
would have led to dramatic reductions in payments for Medicare services, but the
cuts were routinely blocked by Congress with a series of legislative actions that
blocked full implementation of SGR such that the indicated cuts in Medicare pay-
ments to physicians would have exceeded 20 %. In fact, at the time of SGR repeal,
a scheduled decrease of 21.2% in physician payments for Medicare patients hung
over physicians as a distinct threat. While it is always treacherous to speculate on
political wranglings, the SGR “fix” was a challenge because, on the one hand, re-
peal of the SGR has significant costs in federal dollars over a 10 year period in
a time of substantial federal deficits, while on the other hand, a one-time cut in
Medicare payments of the magnitude indicated (greater than 20 %) would probably
have disrupted provision of Medicare services creating access issues for America’s
seniors and creating undue hardship for some medical practices.

However, while newspapers and the mainstream media reported the SGR re-
peal and lauded the bipartisan nature of the legislation (Medicare Access and CHIP
Reauthorization Act of 2015), there are other aspects of the legislation that are
very significant. Put simply, the legislation will attempt to use increasing incen-
tive payments to drive the change away from fee-for-service. The current system
of incentives will run as previously designed through 2018, with annual fee pay-
ment increases of 0.5 % through 2019, and then no payment updates through 2025.
Beginning in 2019, a new incentive program, the Merit-Based Incentive Payment
System (MIPS), will consolidate the existing programs (PQRS, value-based modi-
fier, and meaningful use of electronic records) into a new 100-point measure with
increased payment modifications (positive and negative) based on performance. Al-
ternatively, providers with significant participation in “alternative payment mecha-
nisms” such as ACOs, bundled payment arrangements, and medical homes would
see a 5% bonus through 2024 with payment rates increasing faster than traditional
fee-for-service in 2026 and beyond.
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While much will become clearer through rule-making and actual implementa-
tion, the legislation has created drivers of growing strength that will encourage, or
pressure, depending on your viewpoint, physicians to pursue the alternative pay-
ment mechanisms. Once again, this is a challenge for pathologists and pathology
practices to appropriately position themselves in their local environments. As the
alternate payment delivery models grow and develop, how do pathologists position
themselves to ensure their professional services are appropriately valued?

Payment for Medical Direction

Case: Payment for Medical Direction

Dr. Carol Smith, AP/CP-boarded and now doing a surgical pathology fellowship, was perusing
her e-mails and read and then reread the following message: Hello, Dr. Smith. You’ve been rec-
ommended as a possible medical director for our Clinical Laboratory Improvement Amendments
(CLIA)-certified toxicology lab. We pay generously and only require one afternoon visit per quar-
ter. Please reply to this e-mail if you would like more details.

Discussion: A pathologist should be paid for medical direction. Medical director work requires
expertise and entails risk, and therefore should be compensated. Ideally, compensation should be
similar in magnitude to a similar effort invested in signing out AP. A number of ways to establish
reasonable compensation will be explored in this book. In this case, a freestanding toxicology lab
is looking for a medical director who would have their name on the CLIA certificate and hence be
responsible by law for the medically related aspects of the lab. While the e-mail indicates a rather
minimal time commitment, any potential medical director would want to be sure enough time was
accounted for to fulfill his/her duties (duties are delineated in CMS publication Clinical Laborato-
ry Improvement Amendments (CLIA) Laboratory Director Responsibilities, Brochure #7; http://
www.cms.gov/Regulations-and-Guidance/Legislation/CLIA/Downloads/brochure7.pdf). As well,
ensuring that a laboratory reports accurate test results is an ongoing challenge and depends on hav-
ing competent, motivated personnel, proper testing platforms, and close adherence to established
processes and procedures. Therefore, in evaluating an opportunity such as that described in the
e-mail, you must be sure compensation is adequate for the full job while also establishing that a
good job can be done in that particular situation.

The second major category of work performed by the pathologists is medical di-
rection. A medical director (such as laboratory medical director or director of sur-
gical pathology) regularly provides professional services and oversight in quality
assurance, validation, designing protocols, reviewing procedures, personnel over-
sight, medical staff issues, and education of physicians. These services are needed
for quality health care, are valuable, and should be compensated. Typically, such
services are compensated through a negotiated contract with the hospital labora-
tory, and payment should reflect the effort involved at compensation levels appro-
priate for practicing pathologists. There are many available educational tools for
negotiating a contract for laboratory direction and many approaches. Pathologist
effort can be determined by percentage full-time equivalent or on an hourly ba-
sis. Payment rates can reflect national norms for pathologists or can be developed
using an updated and adjusted reasonable compensation equivalent (RCE) payment
amount as described in the Federal Register and periodically updated by CMS. It


http://www.cms.gov/Regulations-and-Guidance/Legislation/CLIA/Downloads/brochure7.pdf
http://www.cms.gov/Regulations-and-Guidance/Legislation/CLIA/Downloads/brochure7.pdf

1 Health-Care Finance and the Pathology Practice 13

is critically important to develop ongoing relationships with people such as senior
hospital administrators who ultimately would be negotiating this contract with you
and educate them over time about how you and your fellow pathologists add value.
For example, you might meet weekly with your hospital administration, updating
your groups’ progress and demonstrating your involvement while always asking
for feedback and input on ways to improve your service. A good source of further
information on this topic is the Practice Management Resource area of the CAP.org
website.

The funds to pay for medical direction come to the hospital from two major
sources. Within the Part A, DRG payment to the hospital is a portion that covers
pathologist medical direction services, but the actual amount has never been speci-
fied for the federally related DRG payments. As such, the pathologist must directly
negotiate for that payment and ideally would do so using time or value added as a
basis for payment. For non-Medicare/non-Medicaid or Champus/Tricare (i.e., non-
federally based payors), the pathologist may either assume the hospital is being paid
by the insurance companies and negotiate for additional payments to cover these
services or bill the so-named professional component of clinical pathology. For
the PC of CP, the pathologist bills the patient/patient’s insurance by the test. While
some insurers resist paying these bills, the process is described by the American
Medical Association and has withstood repeated legal challenges.

Key Concept

Major sources of pathology revenue under government payment system:

Medicare Part A = Medical direction services provided on behalf of Medicare patients
generally

Medicare Part B = Services provided to individual, identifiable Medicare beneficiaries

Some practice settings may also have other contractual sources of revenue, such as
revenue derived from governmental or industry contracts or grants (e.g., provision
of forensic autopsy services, collection, or management of clinical trial samples
or other research grants) or revenue related to non-patient care services they may
provide, such as review of legal materials, collection of biospecimens, or similar
activities. Since these are generally a minor component of pathologist income, they
will not be further dealt with in this work.

Beyond this brief overview of money flows through the US health-care system
of interest to a pathologist, we encourage you to continue learning about health-
care finance, as change is sure to be a constant. In particular, the payment rules,
mechanisms, and amounts are rapidly evolving with the implementation of the Pa-
tient Protection and Affordable Care Act and the growing tendency of insurance
companies, states, and the federal government to evolve their systems in response to
an inexorable rise in overall health-care expenditures. Good sources of information
are knowledgeable individuals in your own practice or institution, the College of
American Pathologists’ (CAP) Statline publication, online educational programs by
a number of providers, and programs at national meetings of organizations such as
the American Pathology Foundation (APF), American Society for Clinical Pathol-
ogy (ASCP), and CAP.
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Case: The Stable Practice

Dr. Jack Paris is AP/CP-boarded and recently completed a surgical pathology fellowship. He is
currently 2 months into a genitourinary pathology fellowship. Dr. Paris enjoys diagnosing surgical
pathology specimens and teaching but believes he would be happy in almost any practice setting
that allowed him to see interesting cases. Dr. Paris generally tuned out during management lectures
throughout residency and lets his wife worry about bills and investments. Just thinking about these
things raises his heart rate and blood pressure. While contemplating what type of practice positions
to apply for, Dr. Paris thinks aloud, “What type of practice would be most stable so I wouldn’t need
to worry about money and business?”

Discussion: Each practice is on its own trajectory with some practices thriving, some just sur-
viving, and others destined to fail or dissolve. Therefore, you must “kick the tires” of any em-
ployment opportunity under consideration (see case at the beginning of this chapter). That said,
logic suggests that a position in a commercial laboratory, where changing workloads and quarterly
business performance will be closely matched with professional staffing, may offer less stability
than many other practice settings. Another potentially less stable setting would be an independent
private practice that is not dominant in its market. Regional hospital affiliations and mergers will
drive changes in pathology providers and create winners and losers. Hospital-employed patholo-
gists are in a middle group for stability as hospitals continue to align, realign, merge, downsize, or
simply close. Academic practices would, on average, tend to be the most stable due to their size
and multiple missions. For example, it seems almost inconceivable (perhaps we will eat our words)
that the only state-based medical school/academic medical center in a state would be allowed to
close, although significant pressures and changes would not be unexpected. For the individual
academic pathologist who is a low performer, though, the risk will remain high as academic cen-
ters continue to respond to resource pressures in their three missions of clinical service, teaching,
and research.

Case: How Do I Pay for Myself?

Dr. Cindy George suddenly felt uneasy. The AP/CP-boarded and fellowship-trained medical mi-
crobiologist had felt that her first annual evaluation as a faculty member at State University was
going well. Her chairman, Dr. Sparks, had been very complimentary about her ability to work
with hospital personnel to introduce two major testing platforms in her first 8 months on the job.
The residents were suddenly excited about microbiology, and two were even contemplating fel-
lowships in medical microbiology. The chairman of medicine, an infectious disease physician,
had commented several times to Dr. Sparks that Dr. George was a great hire. Everything about
the evaluation had been going well until Dr. Sparks showed Dr. George the collected Part B PC
revenue that had been attributed to her in her first 8 months on the job: US$612.00. “Six hundred
and twelve dollars?” A sudden sense of panic seized Dr. George as she thought, “I’m about to get
fired.”

Discussion: Pathologists are paid in multiple ways for their professional services, and, in the
academic setting, teaching and research are paid for (if they are paid for at all) through other
mechanisms. For her professional services, Dr. George could be compensated through a medical
directorship contract (most likely a component of a larger agreement) representing Part A mon-
ies from CMS with or without hospital monies for nonfederally covered patients. If her practice
billed the PC of CP, collected money could be attributed to Dr. George’s efforts. As well, certain
specific Part B services, such as transfusion reaction investigations that Dr. George might perform
on call, could provide additional revenue. Money for teaching can be from a variety of sources:
state money, hospital money, or a pass-through of Medicare, graduate medical education (GME)
money being the most common. Dr. George could also receive research-related money from a
component of salary on grants or through contracted research, for example, from a contract with
a pharmaceutical firm investigating a new antibiotic. Therefore, one would not expect Dr. George
to have significant Part B collections. Her salary would more likely be covered by payments for
medical direction, PC of CP billing, teaching, and research.
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Case: In Vivo Microscopy

In vivo microscopy (IVM) is a relatively new technology with the potential for pathologist in-
volvement that has matured the furthest as a tool to guide endoscopic identification and biopsy
of Barrett’s esophagus. One application of IVM allows for endoscopic evaluation of mucosa very
much resembling histologic evaluation at low power (optical coherence tomography) and higher
power (confocal laser microscopy). This allows for identification of the highest yield areas for
biopsy of Barrett’s esophagus with or without dysplasia. IVM can also help map lesions for endo-
scopic mucosal resection. IVM is performed by the endoscopist during upper endoscopy, but, ar-
guably, the best person to interpret these “near-histology” studies would be the pathologist. There
is a CPT code for this interpretation that would not be billed by the endoscopist (the procedural
code cannot be billed with the IVM interpretive code by the same physician), so a pathologist
could bill this code and not directly compete with the endoscopist’s coding/billing.

Questions for discussion:

1. For late 2015, the average Medicare global fee for IVM interpretation (CPT 88375) is
US$48.15. If this technology is indeed an analog of histology and will continue to find new
approaches and the pathologist should be involved, how can you or your practice be involved?

2. Does it make sense for a pathologist to work side by side with the endoscopist during endoscopy
for say 20 plus minutes for reporting of a global payment of US$48 and change? (Do you even
know where the endoscopy suites that provide such studies are located?)

3. Is there a more efficient way for the pathologist to be involved, either through enhanced infor-
mation technology or by nonconcurrent [IVM interpretation that would occur separate from the
endoscopy?

4. Should you think of participation in IVM by your group as a loss leader to gain experience and
be a player in the future, or would it be better for your practice to take a “watchful waiting”
approach to this technology with the attendant risk that the technology is embraced by other
specialties such that pathology involvement at a later time is no longer practical?

Resources

1. Pathology Service Coding Handbook, American Pathology Foundation (updated
and released to current subscribers each calendar quarter), see at www.apfconnect.
org

. www.cap.org —Practice Management Resources

. “Your CPT Questions” in CAP Today

. Statline available at CAP.org

. CPT Manuals from AMA (www.amapress.org)

. AMA CPT Codes and Resources link (www.ama-assn.org)

AN AW


www.apfconnect.org
www.apfconnect.org

Chapter 2
Trends Towards Outcomes, Accountable Care,
and Value-Based Purchasing

Dale W. Bratzler

Case: A Glimpse into the Future

Dr. Lucy Yu, chair of pathology at Mid-State University Medical Center, felt a sudden sense of
fear as she stopped to consider the big picture. As chair of the faculty practice plan’s finance com-
mittee, which oversaw contracts and finances for the nearly 600-strong group, she had been so
focused on the execution of the meeting that she had not fully realized the discussion’s potential
impact on her department. The committee was meeting with the state’s Medicaid Chief Medical
Officer (CMO) to discuss a proposal to intensely manage congestive heart failure patients and
diabetics with the goal of reducing hospitalizations and ultimately total care expenditures for these
chronically ill patients. The CMO promised to fund several case managers and provide IT sup-
port with the potential additional gain to the practice of sharing half of any savings over projected
expenditures for these patients.

Dr. Yu and the committee were excited at the potential savings but were even more interested
in gaining experience with intensive case management for chronically ill patients. But as Dr. Yu
reveled in the possibilities, it suddenly occurred to her: but what about pathology? How do we fit
in this model?

Discussion: Two related trends are evident in this scenario: (1) the move to manage patients
outside the hospital with the goal of keeping them healthy rather than waiting until acute care is
needed, (2) delivering less acute care and reducing unnecessary care. Although, in some cases,
more intense or frequent testing may facilitate managing patients outside the hospital, both trends
otherwise run counter to how most pathologists have positioned their practices. Pathologists have
thrived for years by doing testing, and more testing was generally better. While adapting to less
testing is relatively straightforward, how to use our expertise to help manage patients at home
and to improve the health of populations are areas in which few pathologists have had much ex-
perience. As the health-care system continues to move towards maintaining health in addition to
mitigating sickness, pathologists must take on new roles. Will we bring our IT expertise to bear
and provide seamless reporting across all environments? Can we design testing algorithms that
focus on maintaining health? Or will we have a very limited role in the outpatient and even “pre-
outpatient” (home) environments?

D. W. Bratzler (<)

Health Administration and Policy, College of Public Health, University of Oklahoma Health
Sciences Center, 801 N.E. 13th St., CHB 128B, Oklahoma City, OK 73104, USA
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Transformation of the US health-care system and payment models was inevitable.
In 2013, US health-care spending reached $2.9 trillion annually, approaching 18 %
of the gross domestic product. Prior to passage of the Affordable Care Act, it was
widely acknowledged that the Medicare Trust fund would enter deficit spending
by approximately 2017. At the same time, there was growing consumer recogni-
tion that the costs of health insurance and the amount of out-of-pocket co-pays
and deductible payments were outpacing rates of wage growth. The ever-increasing
expenditures on health care in the USA were not sustainable and reports from the
Institute of Medicine (http://resources.iom.edu/widgets/vsrt/healthcare-waste.html)
highlighted that up to 30 % of health-care spending is wasted on things such as un-
necessary clinical services, excessive administrative costs, inefficiently delivered
services, prices that are too high, fraud, and missed prevention opportunities.

Besides the rising costs of health care, there was also broad recognition that there
were widespread gaps in the quality of health care. Many studies demonstrated sig-
nificant variations between providers of care on a host of quality metrics including
process of care measures and outcome measures. Although the USA has the most
expensive health-care system in the world, we rank last on indicators of efficiency,
equity, and outcomes as compared to other industrialized nations (http://www.com-
monwealthfund.org/publications/fund-reports/2014/jun/mirror-mirror). While the
USA has developed the best “sick care” system in the world with a focus on high-
tech, complex, hospital- and specialty-based care that is very costly, our population
is generally not healthy when compared to many other countries.

Another factor driving transformation of the health-care system is rising con-
sumerism. Consumer groups have promoted policies of transparency particularly
related to quality and costs of care. These efforts aim to expand choices for patients
armed with better information about the quality, patient experience of care, and cost
of care, resulting in informed treatment decisions and selection of providers and
care systems.

With this background, a number of laws have been passed and implemented over
the past decade that have promoted transparency related to health-care quality and
have started shifting the way that health care is financed. In 2003, the Medicare Pre-
scription Drug, Improvement, and Modernization Act created the first requirements
for collection and public reporting of quality metrics for hospitals. Hospital quality
transparency was enhanced in 2005 with implementation of the Deficit Reduction
Act of 2005, which expanded the authority of the Secretary of the Department of
Health and Human Services to add required public reporting of additional quality
measures and increased the penalty for non-reporting. These efforts were not limited
to hospitals. Congress authorized the Physician Quality Reporting System (PQRS)
through the Tax Relief and Health Care Act of 2006, which provided incentives to
physicians who report standardized quality metrics to the Centers for Medicare &
Medicaid Services (CMS), and, as with the hospital reporting programs, penalties
for failure to report. Similar efforts were implemented for other settings of care such
as nursing homes, dialysis units, home health agencies, and cancer centers.

Passage of the Patient Protection and Affordable Care Act in 2010 accelerated
transformation of the health-care system with many payment and quality provisions.
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In addition to continued incentives for quality reporting and transparency, the act
provided for a number of payment provisions to accelerate value-based payment for
health-care services. For hospital systems, the law required modification of hospi-
tal payment based on quality of care through the Value-Based Purchasing (VBP)
Program. For physicians, the act created the Value-Based Payment Modifier (VM)
which mandated that by 2017 performance on measures of cost and quality of care
is to be included for calculating payments to physicians. The act also provided in-
centives for physicians to join together to form “Accountable Care Organizations
(ACOs).”

With the rapid trend to develop value-based contracting methods, a range of
models has been developed to transform health-care payment to a system that re-
wards high-quality care and value. The models described below represent a pro-
gression that is characterized by increasing financial risk assumed by providers and
greater need to coordinate across settings of care:

» Payments for reporting—widely implemented by CMS for many settings of care,
there are incentive payments for reporting quality metrics for public release, and
often penalties associated with failure to report the quality metrics. For example,
there are hundreds of metrics that physicians can choose from, including mea-
sures developed by the College of American Pathologists, to report to CMS as a
part of the PQRS program.

» [Incremental fee-for-service payments for value—the hospital VBP Program
and the physician VM exemplify this model. When physicians and hospitals
can demonstrate higher quality of care and efficient delivery of service (high
“value”) through quality measures submitted to CMS or calculated through pay-
ment claims by CMS, there are small percentage adjustments to fee-for-service
payments. For example, up to 2% of a physician’s Medicare payment is at risk
under the VM, but for physicians who demonstrate high-quality care at the low-
est costs, there are incentive payments available above the typical Current Pro-
cedural Terminology (CPT)-based fee-for-service payments.

* Bundled payments—under this model, the health-care facility and providers enter
into payment arrangements that include financial and performance accountabil-
ity for episodes of care. Typically, these arrangements include a fixed payment
for all services provided to the patient for the specific condition. An episode of
care is the set of services required to manage a patient’s specific medical condi-
tion over a defined period of time. These models typically result in improved co-
ordination of care and reduce unnecessary care. While most of the initial bundled
payment demonstrations have focused on discrete surgical procedures such as
joint arthroplasty or cardiac surgery, there are multiple demonstrations ongoing
for using bundled payments for chronic disease episodes.

*  Accountable Care—ACOs are groups of doctors, hospitals, and other health-
care providers who come together voluntarily to give coordinated high-quality
care to their patients. The goal of these organizations is to provide coordinated
care to ensure that patients, especially the chronically ill, get the right care at the
right time, while avoiding unnecessary duplication of services and preventing
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medical errors. There is considerable variation in the contracting models of ac-
countable care that currently exist (Shortell SM, Health Affairs 2010). Tier 1
ACOs (such as the Medicare Shared Savings Program) involve providers re-
ceiving fee-for-service payment, but additionally, added incentives are possible,
such as shared savings or bonuses, if per patient spending is below some agreed-
upon target. Financial risks are increased in Tier 2 ACOs which typically include
some mix of payment based on fee-for-service reimbursement, partial capitation,
and bundled payments for some conditions. In these arrangements, the potential
sharing of savings and bonuses is greater if overall spending for the patients is
below the agreed-upon target; however, there is some risk to the ACO if spend-
ing is above the target. The greatest financial risk is found in Tier 3 ACOs. These
organizations are often reimbursed through full or partial capitation based on
the health of a population of patients, in addition to extensive bundled payments
for a variety of conditions. There are greater potential rewards to the ACO, such
as shared savings and bonuses, if overall spending is below some agreed-upon
target; however, there is also increased risk if spending exceeds the target.

Key Concepts

Strategic choices for pathologists are -how to best use expertise when payments are based
on value to the patients and organization rather than volumes of patients served, and-how
to measurably impact newer measures of outcomes, rather than process.

Another major trend that has been implemented by CMS is the move away from
process of care measures to a greater focus on outcomes of care. For hospitals,
there has been a dramatic shift away from measures of care process to a variety of
outcome measures such as 30-day mortality rates, hospital readmission rates, and
infection rates. Not only are there fewer process of care measures that hospitals
are required to report, the weighting of the scores for the VBP Program has shifted
to emphasize other metrics including outcomes of care, costs of care, and patient
experience. Similarly, in the early Medicare demonstrations for ACOs, a variety of
outcome measures are used to assess quality performance and outcome measures
(such as preventable admissions) are now routinely calculated for physician prac-
tices as part of the VM. CMS has increased the emphasis on outcome measures
because they directly measure the end result of care, as experienced by the patient.
By being more directly tied to results, they are also likely to be more relevant to, and
more easily understood and embraced by, patients.

As providers become increasingly accountable for overall patient outcomes and
costs of care, it is important for pathologists to understand these various payment
arrangements. It is likely that they will impact both the volume of services provided
and rates of reimbursement for those services. In January 2015, Secretary Burwell
announced that CMS plans to have 90 % of all Medicare fee-for-service payments
tied to quality or value metrics by 2018 and plans to have 50% of all Medicare
payments tied to alternative payment models—primarily ACOs and bundled pay-
ment arrangements—by the end of 2018. As noted in Chap. 1, with passage of the
Medicare Access and CHIP Reauthorization Act of 2015 (MACRA), which result-
ed in the repeal of the sustainable growth rate (SGR) formula, beginning in 2019
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physicians will either have to have a “substantial portion” of their revenues tied to
approved alternate payment models or will be subject to the Merit-Based Incentive
Payment System (MIPS), which will hold the practitioner accountable for quality
and costs of care. This trend towards value-based contracting is not unique to CMS
as an increasing number of private insurance companies are contracting with health
systems and providers of care through various alternate payment models. Finally,
as private insurers seek to develop value-based contracts, a growing trend is to or-
ganize “narrow networks.” Narrow networks are health insurance plans that place
limits on the doctors and hospitals available to their subscribers. The most restric-
tive plans will not pay for care received outside of the defined network. The other
way for implementation is to charge higher co-payments when patients seek care
from providers who are not part of the narrow network. With either implementation,
the primary goal is to emphasize high-quality care at the lowest cost.

Case: The Push Toward Outcomes, Bundled Payments and Value-Based Purchasing

The fee-for-service environment in which payments are made on a per-service basis has been suc-
cessful for pathology practices, other medical practices, and hospitals. The more services that were
delivered, the more payments that would be received by the service providers. This was founded
on the trust between a patient, society, and the professionals bound by oath to do no harm and de-
liver care in the best interest of the patient. With the growth of bundled payments, where payments
are made for an episode of care and the growing focus of paying for value, where value is defined
as better results for the resources invested or similar results for less resources (value = outcomes
+ cost), health-care experts are predicting a significant transition away from fee-for-service pay-
ments. Some experts project a decline in fee-for-service to as low as 30 % of payments by the end
of the decade. One complication is that these changes will not occur evenly across the country, and
some practices will be affected to a much greater extent than others.

What changes have you seen in your environment?

How have the changes affected your practice?

How will the further development of these trends affect your practice?

Are there advantageous steps your practice can proactively take?

Would it make sense to attempt to drive the changes in your environment perhaps through new
models with major insurance companies or large local employers?

SAE i .

Resources
CAP.org website
Statline available at CAP.org



Chapter 3
Coding and Billing
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CPT® Coding

Case: Simple CPT (Current Procedural Terminology) Coding

A right colectomy specimen consisting of 4 cm of terminal ileum, appendix, and 8 cm of colon
with attached mesentery is received with a working diagnosis of colon cancer. The gallbladder is
in a separate container. How would you CPT code this case?

Discussion: 88309 and 88304 would be used for the neoplastic colon and gallbladder, respec-
tively. A separate code would not be assigned for the segment of terminal ileum or appendix.

CPT: Physicians’ Current Procedural Terminology codebook published annu-
ally by the American Medical Association (AMA). Each 5-digit numeric code
describes a unique physician medical service (e.g., frozen section diagnosis,
consultation on referred slides) or laboratory test (e.g., glucose, Papanicolaou
test (Pap test)). CPT codes (a.k.a. Healthcare Common Procedure Coding
System (HCPCS) level I codes) must be used by physicians and laboratories

CPT is a registered trademark of the American Medical Association. CPT copyright 2014
American Medical Association. All rights reserved. Applicable FARS/DFARS restrictions apply
to government use.
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when filing claims for payment by insurers and payers in accordance with the
Health Insurance Portability and Accountability Act (HIPAA), and insurers
and payers must use CPT codes when paying those claims.

CPT refers to (Physicians’) Current Procedural Terminology. It is a system of 5-digit
codes and descriptors used to describe or report medical services by physicians,
laboratories, and other health-care professionals and providers (e.g., hospitals).
For example, a colonic biopsy is an 88305 level IV surgical pathology gross and
microscopic examination.

CPT codes are fundamental to our ability to be paid for our services, and pathol-
ogists are responsible for how their cases are coded even if they do not personally
assign billing codes case by case. Therefore, all pathologists should have a working
knowledge of CPT, and pathologists involved in the financial aspects of a practice
should have an even greater knowledge of CPT.

Background

CPT is owned and maintained by the AMA. CPT is overseen by the CPT Editorial
Panel, 11 of whom are nominated by the National Medical Specialty Societies, with
the remaining members being nominated by the Blue Cross/Blue Shield Associa-
tion, America’s Health Insurance Plans, the Centers for Medicare and Medicaid Ser-
vices (CMS), the American Hospital Association, and two members of the Health
Care Professionals Advisory Committee. CPT was first published in 1966 and is
now updated annually. CPT is mandated for reporting Medicare and Medicaid ser-
vices as well as services to all other patients.

Now we use CPT coding for virtually all surgical pathology and cytopathology
services and to describe services in the clinical laboratory. There are three different
kinds of CPT codes: CPT I, a 5-digit code (such as 88305) used to report a service
or procedure; CPT II, optional codes (composed of four digits followed by a let-
ter) used to collect performance data such as documenting body mass index (BMI;
e.g., 3008F BMI documented); and CPT 11, a set of temporary codes composed of
four digits and a letter used to track new technology and procedures such as 0066T,
computed tomographic colonography (i.e., virtual colonoscopy). For the remainder
of this discussion, we will use CPT to denote CPT I codes.

The AMA publishes several CPT publications. Every pathologist should have ac-
cess to CPT, Standard Edition: Current Procedural Terminology which is a good re-
source for day-to-day coding questions. An advanced coding resource would be the
American Pathology Foundation’s Pathology Service Coding Handbook, initially
authored and published in 2006 by a contributor to this textbook, Dennis Padget.
Over time, you will learn the common codes, and for a pathologist involved in the
financial management of a practice, you will have a sense of Medicare, Medicaid,
and average insurance payments for the commonly used codes.
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Within CPT, there are distinct groups of codes covering evaluation and manage-
ment, anesthesiology, surgery, radiology (including nuclear medicine and diagnos-
tic ultrasound), pathology and laboratory, and medicine (except anesthesiology).

Similarly, codes are grouped within the pathology and laboratory section of
CPT into organ or disease panels, drug testing, therapeutic drug assays, evoca-
tive/suppression testing, clinical pathology, consultations, urinalysis, chemistry,
molecular diagnostics, immunology, hematology, microbiology, infectious agent
detection, anatomic pathology, cytopathology, cytogenetic studies, and surgical
pathology.

The most common codes used by pathologists who assign codes (depends on
how coding is set up in a practice) are cytopathology (88104—88199) and surgical
pathology (88300-88399).

There are also modifiers that can add information or specificity to a code, for ex-
ample, for 88305-TC, the modifier TC denotes technical component and describes
the actual embedding, sectioning and staining of the tissue along with report con-
struction, dissemination, and storage. The modifier -26 denotes the professional
component for looking at the slide and rendering a diagnosis. The two components
together form the global code such that

88305 (global) = 88305-TC+88305-26.

The -26 and -TC modifiers are frequently used in pathology because the physi-
cian professional and the facility TCs are frequently performed and billed by dif-
ferent parties. For example, a hospital may perform and bill the facility TC for its
inpatients and registered outpatients, while its independent contractor pathologists
perform and bill the diagnostic (i.e., professional) component. Modifiers -26 and
-TC assure that both parties can bill and be paid by government payers and private
insurers for their respective contributions to individual patient cases, and at the
same time payers and insurers have a way to confirm that they are not paying twice
for the same overall diagnostic procedures. Of course, the fact that pathology CPT
codes can also be billed as global services (i.e., no modifier -26 or -TC) provides
a convenient way for independent laboratories to bill payers, insurers, and patients
for specimens from private physician offices, ambulatory surgery centers, and other
settings.

Other commonly used modifiers for pathologists are: GC for a service by a teach-
ing physician when a resident actively participates; XS for a separate procedure
based on different anatomic site, different specimen, etc.; and XU for a separate
procedure based on nonoverlapping services (e.g., flow cytometry vs. immunohis-
tochemistry, IHC). These modifiers are demanded by Medicare and often by private
insurers as well. They are intended to add clarity regarding the circumstances in
which services are rendered to assure payers that their coverage standards are prop-
erly followed. For example:

» Itwould be contrary to AMA guidance to report both a macroscopic intraoperative
exam (CPT code 88329) and a microscopic intraoperative exam of frozen tissue
(CPT code 88331) for the same specimen. By adding modifier XS (separate
procedure/different specimen) to the 88329 code on the claim (i.e., 88329XS),
the pathologist is able to confirm to the insurer that she is not “fragmenting” a
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single consultative service (i.e., a very serious compliance violation); rather, the
addition of the XS modifier tells the insurer that one specimen was examined and
reported macroscopically (88329XS) while an entirely separate specimen was
examined and reported microscopically using frozen tissue (8833 1).

» A pathology consultant cannot bill for reexamining a special stain prepared by
the referring laboratory and initially diagnosed by the other laboratory’s inde-
pendent contractor pathologist. However, if the pathology consultant deems it
medically necessary to order an IHC stain from his lab to complete the consulta-
tion on the outside case (e.g., that stain was not part of the material received from
the referring institution), he is entitled to separately bill for that additional work.
Appending separate procedure/different encounter modifier XE to the 88342
code on the consultant’s claim tells the insurer that the charge is separate and
distinct, hence, separately payable from the slides prepared at the outside institu-
tion. The consultant in this instance would report 88323 for the examination of
the material from the referring party, plus 88342XE for the in-house preparation
and examination of the IHC stain, to receive proper payment for the entirety of
the service.

* A resident microscopically examines a tissue biopsy and jots down her impres-
sion of the diagnosis. However, government payers and private insurers will not
knowingly pay for the clinical work of residents. If a senior pathologist (i.e., the
“teaching” physician) microscopically examines the relevant slides for the tis-
sue biopsy and confirms or changes the tentative diagnosis of the resident prior
to the release of the final report, the senior pathologist may then charge for the
professional work. She tells the insurer that she personally performed the “criti-
cal portion” of the examination—hence, she is entitled to payment—by adding
teaching physician modifier -GC to the 88305 CPT code on the claim.

The process for adding or changing a CPT code starts with the submission of a
coding change request form which is available on the AMA Web site. This sub-
mission is usually done by a physician specialty society but may be made by the
CMS. There is a separate coding change request form for pathology and laboratory
which asks for information regarding methodology, recommended terminology,
and a discussion of why current codes are inadequate. The request is reviewed by
AMA staff which, assuming the request has not been evaluated before, forwards
the request to the appropriate members of the CPT Advisory Committee which
supports the CPT Editorial Panel and is composed predominantly of physicians
representing the National Medical Specialty Societies that are present in the AMA
House of Delegates. CPT Advisory Committee members comment on the request,
and the request is referred to the CPT Editorial Panel. The CPT Editorial Panel
meets three times a year and can either add or revise the relevant codes, table a
decision, and perhaps request additional information or studies or just reject a
request. At this point, successful new codes are referred to the AMA Specialty
Relative Value Scale (RVS) Update Committee (known as “The RUC”) to assign
relative values to the new or modified code which leads us into how codes are
linked to payment.
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CPT codes are linked to payment through relative value units (RVUs). RVUs are
like a common currency between services and specialties based on the resource-
based relative value scale (RBRVS) that was designed as a logical payment system
in that all services can be related or compared on the basis of units of service or
RVUs. For instance, our colon biopsy has a total or global value of 2.04 RVUs. For
our 88305 colon biopsy, the global RVU value is a total of the RVU for professional
component, the pathologist’s portion, and the TC which covers making the slides
and reports. The professional component RVU is in turn a composite of RVUs for
work, that is, the actual work done, practice expense such as the overhead costs
to practice pathology, and malpractice. The TC RVU is likewise a combination of
RVUs for direct costs and malpractice. For services to Medicare beneficiaries, pay-
ment is determined by multiplying the RVUs of the reported CPT code or codes by
the conversion factor which is set by CMS. The conversion factor for the period
beginning July 1, 2015 is $35.9335. For example, the national allowance for CPT
code 88305 (e.g., colon biopsy) is calculated as $35.9335 times 2.04 RVU equals
$73.30 (global service).

Private insurers too are required to accept CPT codes from health-care providers
under mandate of the HIPAA. However, at the present time, there are new practice
and payment schema being tried, so we will probably, over time, see a diminution
of the percentage of physician work compensated on the basis of CPT codes and
RVUs (fee for service).

So how does one assign a code or codes to describe the services performed?
We will start with surgical pathology and cytopathology since these are the areas
in which pathologists will do the most coding and then get an overview of clinical
laboratory coding.

First the basic rules: The unit of service is the specimen. Think of what is a
separately identifiable surgical specimen. Each specimen will be assigned at least
one code. If you have more than one specimen, such as two separately identified
colon biopsies, say one from the sigmoid colon and one from the ascending colon,
then you code two 88305 codes or, in shorthand parlance, 88305 times 2 or X2.
To further illuminate the separately identifiable concept, it is possible to have, for
example, two skin excisions in one container that would be assigned two 88305
codes if there is a clear way to separately identify the excisions. For example, the
requisition could state left back and right arm—suture on right arm to denote the
two specimens and identify one as from the right arm and the other from the left
back. For some complicated specimens, it is possible to code multiple codes. How-
ever, there are also specific scenarios where separately labeled specimens must be
bundled together so that only one charge is allowed. An example of this is a mas-
tectomy specimen with separately submitted axillary lymph nodes. It looks like two
specimens but must be bundled or coded as one code because the 88309 code is
used for a mastectomy with regional lymph nodes by definition (Table 3.1).

There are also codes for ancillary studies such as special stains and immunohis-
tochemical stains that might be performed on a surgical pathology specimen which
we will learn about later.
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Table 3.1 Common specimens that must be coded singly even if received in separate containers
(Source: Adapted from CPT-2015, American Medical Association)

Bundled code Exceptions
Uterus with fallopian tubes | 88309 (uterine tumor) or | Ovary contains possible tumor
and ovaries 88307 (nonneoplastic)
Mastectomy with regional | 88309 Lymph node is designated as “sentinel”
lymph nodes or otherwise indicated by surgeon to
need separate attention
Larynx with regional nodes | 88309 Surgeon requests evaluation of
multiple lymph nodes by level

One of the most active areas of coding for a pathologist will be in surgical pa-
thology. The basic codes range from 88300 gross-only code to the 88309 level VI
gross and microscopic examination code which is used for the most complex speci-
mens. We refer you to the CPT coding manuals for what each code covers because
in surgical pathology we have a relatively limited number of codes to cover many
different kinds of specimens. For instance, any gross-only specimen will be coded
88300. For code 88305, the AMA CPT coding manual provides a long list of cov-
ered specimens which is partially shown below. Similar lists exist for 88302, 88304,
88307, and 88309. The lists are fairly comprehensive, but if you cannot find a par-
ticular specimen type listed, the AMA instructs that you assign the code based on
equivalent physician work; for example, an excisional Loop Electrocautery Exci-
sion Procedure (LEEP) cervical specimen with examination of surgical margins is
commonly equated to other specimens in CPT category 88307.

For common code 88305:

* Abortion—spontaneous/missed

» Artery, biopsy

* Bone marrow, biopsy

* Bone exostosis

* Brain/meninges, other than for tumor resection
» Breast biopsy, not requiring microscopic evaluation of surgical margins
* Breast, reduction mammoplasty

» Bronchus, biopsy

» Cell block, any source

» Cervix, biopsy

* Colon, biopsy

* Duodenum, biopsy

* +54 others

Let us take a moment for a few examples: Billing for our 88305 colon biopsy exam-
ple—if you had five separately labeled colon biopsies, you would code 88305 x 5.
If you had three separately labeled colon biopsies, a stomach biopsy, and an esopha-
geal biopsy, once again, the code would be 88305 x5 to account for the five sepa-
rately identified specimens.
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Skin Specimens

For skin specimens, the codes are

88300 Surgical pathology, gross examination only

88302  Skin, plastic repair

88304  Skin, cyst/tag/debridement

88305  Skin, other than cyst/tag/debridement/plastic repair

Skin specimens have a limited number of codes. A gross-only skin specimen would
be coded 88300, while skin from a plastic repair is 88302. A skin cyst, skin tag, or
skin debridement is coded 88304 regardless of the size. All other skin specimens,
including complex tissues such as excisions of melanoma and basal cell carcinoma
with assessment of margins, fall under 88305, skin other than cyst, tag, debride-
ment, or plastic repair. As such, a 4-mm punch biopsy of skin is an 88305 as would
be an 8 X 4-cm skin excision for basal cell carcinoma with evaluation of the margins.
When a portion of skin accompanies another specimen, such as the portion of skin
surrounding a mastectomy or a bit of skin encompassing the biopsy tract from a
soft tissue sarcoma resection, the skin portion is not usually coded in addition to the
primary specimen unless there is some reason to do so. Such reasons may include
additional pathology evident to the examining pathologist or specific instructions
from the surgeon.

Breast

The codes for breast specimens are

88305 Breast, biopsy, not requiring microscopic evaluation of surgical margins

88305 Breast, reduction mammoplasty

88307 Breast, excision of lesion, requiring microscopic evaluation of surgical
margins

88307 Breast, mastectomy—partial/simple

88309 Breast, mastectomy—with regional lymph nodes

We have already alluded to special cases with breast specimens. A reduction mam-
moplasty would be coded 88305. Of course, if you have separately identifiable
bilateral reduction mammoplasties, you would have 88305 x 2. For a typical breast
biopsy not requiring examination of the margins such as a needle biopsy or small
incisional biopsy or an excisional discrete lesion such as fibroadenoma where the
margin is not important, you would code 88305. For a biopsy where the margin is
important, such as an excisional biopsy of an infiltrating carcinoma, 88307 is used
since you need to evaluate and report the margins. A partial or simple mastectomy is
also coded 88307, while a mastectomy with regional lymph nodes is 88309 even if
you receive the axillary lymph nodes in a separate container from the breast tissue.
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GYN Specimens

Gynecologic (GYN) specimens are coded using the following codes

88305 Endometrium, curettings/biopsy

88305 Polyp, cervical/endometrial

88305 Ovary, with/without tube, nonneoplastic

88305 Ovary, biopsy/wedge resection

88305 Uterus, with/without tubes and ovaries, for prolapse

88307 Cervix, conization

88307 Ovary, with/without tube, neoplastic

88307 Uterus, with/without tubes and ovaries, other than neoplastic/prolapse
88309 Uterus, with/without tubes and ovaries, neoplastic

For GYN specimens, 88305 is used to code endometrial curettings, biopsies, and
polyps. A nonneoplastic ovary with or without its corresponding fallopian tube is
also an 88305. For specimens representing a biopsy or wedge resection of an ovary,
the code is 88305. A uterus for prolapse is an 88305, and because the description
is with or without tubes and ovaries, use only a single 88305 code for a prolapsed
uterus with tubes and ovaries. Even though this seems like a lot of tissue compared
with an endometrial biopsy, codes are assigned based on average total work and
closest match—in short, just follow the rules and code exactly as laid out in the
CPT manual.

A cervical conization specimen is coded 88307 as is a neoplastic ovary with or
without its corresponding fallopian tube. More work equals a higher code, gener-
ally speaking, but this is only true in an aggregate sense and does not apply to work
expended on an individual case. Up-coding a particularly challenging nonneoplastic
ovary is not allowed. There will be outliers on both ends of the coding spectrum.
This is especially true for the 88305 code. If you have a nonneoplastic uterus with
or without its adnexa that was not removed for prolapse (such as a specimen for
endometriosis), it would be coded 88307. For a neoplastic uterus with or without
tubes and ovaries, use the 88309. There is an exception to bundling together using
the tubes and ovaries phrase for cases when the surgeon sends an ovary separately
because of its own presumed pathology or if the gross findings indicate the ovary
requires “separate and individual attention.” For example, if the surgeon is doing
a total abdominal hysterectomy with bilateral salpingo-oopherectomy (TAH-BSO)
for endometrial adenocarcinoma (88309) but sees a 3-cm mass in the left ovary
and sends it to you for a frozen section which reveals a hemorrhagic corpus luteum
(anonneoplastic ovary, 88305), one would code 88309 for the neoplastic uterus plus
88305 for the nonneoplastic ovary plus a code for frozen section (FS, 88331) as we
will learn later (Fig. 3.1).
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Decalcification and Special Stains

For decalcification and special stains, the codes are

88311 Decalcification procedure (list separately in addition to code(s) for surgi-
cal pathology examination)

88312  Special stains including interpretation and report; Group I for microorgan-
isms (e.g., acid fast, methenamine silver), each

88313 ...Group II, all other (e.g., iron, trichrome), except stain for microor-
ganisms, stains for enzyme constituents, or immunocytochemistry and
immunohistochemistry

If you decalcify a specimen, you can code 88311 in addition to the specimen’s
other code or codes. It does not matter how many blocks or pieces you decalcify
of a specimen,; it is just one code. Also make sure you document in your report that
you decalcified something. Ultimately, every code you report must be backed up by
the surgical pathology report; otherwise, your charges are subject to prospective or
retrospective denial by government payers and private insurers alike.

Special stains for microorganisms are coded 88312, while non-microorganism
histochemical stains are coded 88313. You are permitted to bill one unit of special
stain charge per different stain per different tissue block or preparation. For exam-
ple, a periodic acid-Schiff (PAS) for fungi and acid fast bacilli (AFB) on two differ-
ent blocks of a lung resection are reported as four units of 88312, with proper docu-
mentation in the pathology report. Medical justification for special stains should
appear in your report: Why did you order the stain (i.e., what were you looking for),
and what did you learn from it? With a few exceptions here and there (e.g., muscle
and renal biopsies), special stains should be ordered only after the routine sections
(e.g., hematoxylin and eosin; H&E slides) are examined.

Immunohistochemical Staining

Immunohistochemical staining utilizes the following CPT codes:

88342 IHC or immunocytochemistry, per specimen; initial single antibody stain
procedure

88341 Each additional single antibody stain procedure (list separately in addition
to code for primary procedure)

88344 Each multiplex antibody stain procedure

(Author’s note: The fact that code 88341 follows 88342 in the preceding list is not
a typographical error. The codes are out of numerical sequence in the official AMA
codebook.)

Codes 88341 and 88342 apply when a pathologist reports an IHC stain using
qualitative expression. A result is stated in qualitative terms if the report says sim-
ply that such and such a stain is positive or negative; for example, “the tissue stains
negatively for cytokeratin” is a qualitative result.
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Report one unit of 88342 for the initial qualitative single IHC antibody stain
per different specimen. Report one unit of 88341 for each additional unduplicated
single THC stain (qualitative) documented for the same specimen. Note that, unlike
special stain codes 88312 and 88313 discussed earlier in this chapter, the unit of
service for IHC stains is the specimen, not the block or preparation. Furthermore,
realize that if you are running a battery of several qualitative IHC stains on one
specimen, it is totally arbitrary which one you think of as the “initial” stain for code
88342 reporting purposes.

Code 88344 comes into play when two or more separately interpretable antibod-
ies can be simultaneously interrogated on one slide. You will encounter this situa-
tion mainly with an IHC multiplex stain such as prostatic intraepithelial neoplasia-4
(PIN-4, prostate) or the breast triple stain, which are single primary stains that come
in one vial and require just one application, but they react to three unique antibod-
ies by means of color and/or site (cell nucleus vs. cytoplasm) distinction. Typically,
only one multiplex stain is performed per any given specimen.

Not every IHC multi-antibody, dual stain, or triple stain warrants reporting with
code 88344. For code 88344 to be reported, the pathologist must be able to tell
precisely which of two or three different antibodies is staining positive and which
is not. Some IHC multi-antibody stains do not fulfill this requirement, such as
AE1/AE3, which stains for two different antibodies, but the pathologist cannot tell
whether it is the AE1, the AE3, or both that is/are positive in a given instance. The
AMA instructs that an IHC “cocktail” stain be reported as a single-antibody stain
(i.e., code 88342 or 88341).

Qualitative IHC is separate and distinct from quantitative/semiquantitative THC:
The former is not part of the latter from either a clinical or a billing perspective.
Accordingly, it is never appropriate to report code 88341 or 88342 together with
code 88360 or 88361 (see next paragraph) for the same IHC staining procedure
on the same specimen. Furthermore, it would not be medically necessary to per-
form the same ITHC stain by both qualitative and quantitative approach on the same
specimen.

Two CPT codes are used for reporting quantitative and semiquantitative [HC or
immunocytochemistry used to detect antigens in tissue.

88360 Morphometric analysis, tumor IHC (e.g., Her-2/neu, estrogen receptor
(ER), progesterone receptor (PR)), quantitative or semiquantitative, per
specimen, each single antibody stain procedure; manual

88361 Using computer-assisted technology

Codes 88360 and 88361 apply when a quantitative or semiquantitative result is
determined and reported using the IHC staining technique. Quantitative/semiquan-
titative results are derived by counting the number of positive cells and expressing
the outcome as a number, such as a “score” or the percentage of positive cells. A
common method of “scoring” Her-2/neu IHC involves counting positive cells to
a threshold number like 30 %, combined with a subjective assessment of staining
intensity:The 0-3+ score is deemed to be a semiquantitative result (CAP Today,
February 2005). Report code 88361 for the IHC test if the counting is computer as-
sisted, but for manual-counting method, report code 88360.
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Pathologists frequently base their interpretation of a semiquantitative IHC stain
on a visual approximation of the percentage of positive cells instead of actually
counting cells. Practice guidance published by the College of American Patholo-
gists confirms that, as regards the evaluation of IHC stains, the term ““semiquantita-
tive” covers a determination made by visual approximation as well as one made by
literally counting positive cells (Protocol for the Examination of Specimens from
Patients with Invasive Carcinoma of the Breast, CAP, October 2009).

The approved unit of service for codes 88360 and 88361 is each different single
or multiplex antibody stain procedure per each different specimen. For example, a
Her-2/neu, ER, PR, and Ki-67 by manual tumor morphometry on bilateral breast
biopsies would be reported as 88360 x 8 (four different stains on each of two differ-
ent specimens); however, the same four stains on two different blocks of the same
specimen would yield just four units of 88360.

Intraoperative Consultation Codes

88329 Pathology consultation during surgery

88331 First tissue block, with frozen section(s), single specimen

88332 Each additional tissue block with frozen section(s)

88333  Cytologic preparation exam, first site, single specimen

88334  Cytologic preparation exam, each additional site, single specimen

For a gross-only type consultation, such as grossly evaluating a margin, the code
is 88329. For frozen sections, the first tissue block frozen for any specimen is an
88331; any additional blocks from that specimen are coded 88332. For example, for
a skin excision for which you freeze and interpret four blocks to determine the mar-
gins, you would code 88331 x 1 and 88332 x 3. If the four margins have been sub-
mitted separately and separately designated by the surgeon, they would represent
four different specimens which would yield total codes of 88331 x4. Once again,
clear documentation of what was done is critical to ensure payment.

Intraoperative consultation by microscopic examination of a cytologic prepara-
tion (e.g., touch preparation or squash preparation) is reported with codes 88333
(first site per specimen) and 88334 (each additional site per specimen). If you ex-
amine four margins of a lumpectomy specimen using touch preparation (one slide
per margin), you would report that as 88333 for the first margin and 88334 for each
additional margin (e.g., 88334 x 3 for this example). It is completely arbitrary which
margin you think of as the “first” margin from a CPT code perspective.

Some specimens, such as a lymph node, do not have margins per se, so two
touch preparations examined intraoperatively for such a specimen warrant only one
charge (i.e., 88333 alone). However, if two lymph nodes are presented to you as a
single specimen for intraoperative examination, that would support an 88333 plus
an 88334 coding scenario. Again, your report documentation is critical to correct
CPT coding and third-party payer audit support.
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You can report frozen section code 88331 and touch preparation code 88334
together for the same specimen in some instances. For example, you might examine
the primary lesion in a lumpectomy specimen via frozen section and then sepa-
rately examine three margins using touch preparation technique. With proper report
documentation, you would report that as 88331 for the frozen section intraoperative
diagnosis and 88334 x 3 for the cytologic preparation examination of three surgical
margins. Never report codes 88331 and 88333 together for the same specimen.

Consultation on Referred Cases

88321 Consultation and report on referred slides prepared elsewhere

88323  Consultation and report on referred material requiring preparation of slides

88325 Consultation, comprehensive, with review of records and specimens, with
report on referred material

When performing consultation on outside material, there are three codes to use.
These codes do not apply if your physician associate in the group shows you a case.
Rather, these codes are used when slides are referred from another institution for
expert opinion, second opinion, or diagnosis confirmation (e.g., the patient is being
transferred to your institution for advanced care or treatment).

Code 88321 is the most frequently billed code for consultation on outside slide
cases received for second opinion or confirmatory review. One unit of charge is
billed per each different outside case you receive for a given patient, but code 88321
is not chargeable for separate specimens within any given outside case. For ex-
ample, if you receive slides for patient Jane Doe labeled by the outside institution
as S14-1234 and additional slides for Jane Doe labeled S14-0329, you would report
that as two units of 88321 (i.e., two different outside cases); but if S14-0329 had
three separate specimens, those you would bundle under the single 88321 unit of
service for that case. Code 88321 covers the examination of both routine sections
and special stains, including IHC, that were prepared at the outside institution and
initially diagnosed by the pathologist at that site; you cannot separately charge for
ancillary services (e.g., 88313 or 88342) that were prepared at the outside institu-
tion.

You may determine that a special stain or IHC stain not performed at the outside
institution is medically indicated to complete your consultation on a case that has
been referred to you for expert opinion or second opinion. You order the stain from
your lab using a block from the outside institution, and you report the interpretation
in the consultation report. The primary consultation code is changed from 88321
to 88323 in this instance. (Code 88323 is substituted for 88321.) Furthermore,
you are entitled to separately charge for the special stain or IHC stain that was
performed in your lab, so you would add the appropriate CPT code to your claim
with the necessary separate procedure modifier appended to it (e.g., 88313XE or
88342XE).
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Comprehensive consultation code 88325 is reportable only if significant
additional medical documentation is received with an outside case that is outside
the norm. That might be a bone X-ray or an oncologist’s clinical evaluation of the
patient. Needless to say, comprehensive consultations are few and far between.

Your billing office must carefully attend to the patient account in relation to out-
side consultation charges once you have signed out the case. In particular, the bill-
ing people must determine the patient’s financial class prior to releasing the claim,
and the account may need to be adjusted to remain compliant. Medicare and Tricare
limit consultation charges by pathologists to one per beneficiary per date of service,
so the billing office may need to write off one or more 88321 units of service prior
to releasing the claim to Medicare or Tricare. For example, if Jane Doe used by way
of example earlier in this discussion were a Medicare beneficiary, the billing office
would have to write off one of the two units of 88321 prior to sending the claim to
the Medicare payment contractor.

Non-GYN Cytology

88104 Cytopathology, fluids, washings or brushings, except cervical or vaginal;
smears with interpretation

88108 Cytopathology, concentration technique, smears, and interpretation (e.g.,
Saccomanno technique or cytospin)

88112 Cytopathology, selective cellular enhancement technique with interpre-
tation (e.g., liquid-based slide preparation method), except cervical or
vaginal

80305 Cell block, any source

For non-GYN cytology specimens for which direct smears are made and inter-
preted, 88104 is used. If smears are made after concentration (e.g., centrifugation
or concentration technique such as cytospin), use 88108. 88112 is selective cellu-
lar enhancement technique with interpretation (e.g., liquid-based slide preparation
method), except cervical or vaginal. This is the code used for non-GYN specimens
in which a liquid medium such as ThinPrep medium is used. If you make and in-
terpret a cell block, code 88305 is used. If you do additional special stains or im-
munohistochemical stains, add-on codes are used much like a surgical pathology
specimen.

Note that it is not the specimen per se that drives the CPT code; rather, it is how
the specimen is prepared that counts. A pleural fluid prepared as direct smears is re-
ported as 88104, but one that is concentrated via cytospin is properly reported with
88108. It is critical to correct CPT coding and third-party payer audit support that
your medical report contain unambiguous information about how each non-GYN
cytology specimen is prepared: Use terms such as “direct smear,” “cytospin,” and
“liquid based” to assure correct coding.

A cell block (code 88305) is separately chargeable with a cytologic prepara-
tion, provided it is adequately documented in both the gross description and the
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final diagnosis. However, it is never appropriate to report 88108 (concentration)
and 88112 (cellular enrichment) together for the same specimen. Furthermore,
stains applied to cytology specimens merely to achieve visualization of the cel-
lular material and components on the slide (e.g., Pap stain, Giemsa stain, DiffQuik
stain) are never separately chargeable, whether applied singly or in concert with
one another.

For a non-GYN cytology specimen obtained using fine-needle aspiration (FNA)
technique (see below), refer to CPT code 88173 regardless of how the specimen
is prepared for microscopic evaluation. Realize that not all aspirations are “fine-
needle” aspirations; for example, aspiration of a breast cyst primarily as a therapeutic
measure commonly should not be coded as a “fine-needle” specimen.

Fine-Needle Aspiration

10021 FNA, without imaging guidance

10022 FNA, with imaging guidance

88172 Cytopathology, evaluation of fine-needle aspirate; immediate cytohisto-
logic study to determine adequacy of specimen(s), initial evaluation epi-
sode per specimen

88173 Interpretation and report

88177 Additional assessment of specimen adequacy, each additional evaluation
episode per specimen

For FNA, we have codes for both FNA performance and interpretation. CPT code
10021 is used for FNA without imaging guidance, while 10022 is used for FNA
with imaging guidance. Codes 10021 and 10022 are in the surgery section of the
official CPT codebook, but a cardinal rule of the AMA is that a physician may report
any code in the codebook to accurately bill for the service he or she has rendered,
regardless of where that code may be classified. In other words, the AMA says that
the classification of codes by section (e.g., surgery vs. radiology vs. pathology) is
merely for reader convenience but is in no way intended to limit a physician’s abil-
ity to use codes in relation to services actually performed.

A pathologist who performs the FNA surgical procedure (10021 or 10022) is
entitled to charge for the service in addition to the interpretation components of
the case. The procedure must be appropriately documented in the patient’s medical
record and disclosed apart from the diagnostic work on the material generated by
the procedure. The pathologist might document the surgical procedure in an “op
note” separate from the cytopathology report, but that is not the recommended ap-
proach. Instead, it is best to include the procedure note as a separate section of the
cytopathology report. Third-party payer auditors commonly do not think to look
beyond the pathology report for evidence of the pathologist’s work, so including the
procedure note there will avoid possible challenge.
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Immediate study (i.e., intraoperative) work to determine specimen adequacy
for diagnosis is separately reportable using CPT codes 88172 and 88177. The unit
of service is each different evaluation episode per each different specimen (i.e.,
anatomic site or lesion). Report code 88172 for the initial evaluation episode per
specimen and add code 88177 for each additional evaluation episode for the same
specimen.

An evaluation episode is not the same thing as a “pass,” although they may be
one and the same for a given episode. A new evaluation episode starts the moment
the pathologist tells the clinician or radiologist that additional material is required,
and the clinician or radiologist accordingly “sticks” the patient again. The patholo-
gist’s determination might have been made based on the examination of material
from a single pass, or perhaps two or three passes were ready for examination by
the pathologist when she entered the radiology suite.

It is imperative that cytopathologists properly and completely document their
immediate study work to permit correct CPT code and units of service determina-
tion as well as third-party payer audit support for that work. Here is how it should
be done.

Intraoperative Consultation

Fine-needle aspirate, thyroid (lesion at one site):

Evaluation episode #1:

Pass #1: no epithelial cells identified

Pass #2: no epithelial cells identified
Evaluation episode #2:

Pass #3: no epithelial cells identified
Evaluation episode #3:

Pass #4: no epithelial cells identified

Pass #5: diagnostic material obtained
The adequacy evaluation results were reported to Dr. Radiologist
during the procedure at 1430 h (FNA episode #1), 1445 h (FNA
episode #2), and 1500 h (FNA episode #3) on 1 May 2015.
Immediate study performed by Jim Pathologist, MD.

The sample intraoperative consult report section above readily and unequivocally
supports CPT code 88172 for the initial evaluation episode on the single-site thy-
roid lesion, plus two units of CPT code 88177 for additional evaluation episodes
#2 and #3.

For FNA interpretation, there is code 88173 for the final interpretation and re-
port. This covers all the various preparations that were made and interpreted, except
for a cell block, which may be separately charged using CPT code 88305, with
proper documentation in the report. Code 88173 is reportable per specimen, which
basically covers all material from a single anatomic site or lesion. The material
from three passes at a nodule in the upper pole of the patient’s right thyroid is
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reportable as a single unit of 88173, but the material from separate nodules (e.g., up-
per and lower poles) in the patient’s right thyroid would be reportable as 88173 x 2,
assuming separate diagnosis lines appear in the final cytopathology report. The
same caveats should be observed if a core biopsy is obtained in conjunction with
the FNA procedure. The core may be billed separately (usually as an 88305 but for
some organs as an 88307), and a cytologic touch preparation to determine adequacy
may be done and billed. Proper attention to the documentation is critical, however,
to being paid for these services.

Flow Cytometry

88184 Flow cytometry, cell surface, cytoplasmic, or nuclear marker, TC only;
first marker
88185 Each additional marker (list separately in addition to code for first marker)

The CPT codebook provides separate codes for the facility technical and the physi-
cian professional components of flow cytometry immunophenotyping procedures.
The codes shown above are only for the facility technical work. The hospital or lab
reports code 88184 for the first marker in a panel plus as many units of 88185 as are
needed to account for each additional unduplicated marker in the panel. Realize that
which marker is deemed to be the “first” marker in a panel is totally arbitrary. Each
marker must be identified in the laboratory report to support the charges.

One of three CPT codes is reported by the pathologist for the interpretation and
report on a flow cytometry panel. Select from the following three codes, based on
the number of total markers that were considered in the interpretation:

88187 if there are 2—8 markers
88188 for interpretation of cases with 9—15 markers
88189 for interpretation of cases with 16 or more markers

So, for example, working up a suspected lymphoma with ten markers would be
coded 88184 for the first marker, TC, 88185 %9 for the additional nine markers of
the TC, and 88188 for the interpretation. Note that the professional codes are not
added together for the same panel; for example, interpreting a panel of 24 markers
is reported as one unit of 88189, not as one of 88189 plus one of 88187.

In Vivo Microscopy

The relatively new field of in vivo microscopy (IVM) has a small set of CPT codes.

For 2015, CPT code 88375 is used for interpretation reporting either real
time or after the procedure for optical endomicroscopic imaging on a per pro-
cedure basis. Fortunately, since the gastroenterologist has specific codes for up-
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per gastrointestinal (GI) procedures involving in vivo microscopy and the 88375
code cannot be reported by the same physician who codes for the endoscopy
with endomicroscopy, the 88375 code is, for practical purposes, for the use of
pathologists. There are also category III codes which would typically not be paid
on a national basis for [IVM performed on breast specimens, namely code 0351T
for real-time interpretation of optical coherence tomography on excised breast or
axillary lymph node tissue if performed real time and 0352T if performed non-
real time. Use code 0353T for optical coherence tomography of a breast cavity
intraoperatively and 0354T if performed in a non-intraoperative basis. It will be
interesting to see how the IVM field develops and how pathologists will be in-
volved in this new technology.

Clinical Pathology Services

Medicare and other government payers and private insurers recognize a limited
number of clinical pathology interpretive and consultative services billed by pathol-
ogists for hospital patients as well as nonhospital patients (e.g., ambulatory surgery
center). The services are divided into three broad classes, and each class is subject
to its own coverage requirements.

Clinical lab test interpretation services are payable to pathologists in relation to a
specific list of tests consisting mainly of hemoglobin electrophoresis (83020), pro-
tein electrophoresis (84165 and 84166), molecular diagnostics (G0452 for Medi-
care and Tricare), immunofixation (86334 and 86335), and crystal examination
(89060). The patient’s attending physician must request the interpretation of such a
test by a pathologist, but the request may be accomplished via standing order of a
hospital’s medical staff. A concise interpretation by the pathologist must be posted
to the patient’s medical record for each test, and it must demonstrate the exercise
of medical judgment and be signed and dated by the responsible pathologist. CPT
professional component modifier -26 must be appended to the applicable CPT code
on the claim filed on behalf of the pathologist.

Pathologist interpretation of abnormal peripheral blood smears and interven-
tion for clinical input purposes related to certain physician blood bank services
are also paid by Medicare and private insurers. A request by the patient’s attending
physician is usually not necessary to support the pathologist’s professional charge.
However, a concise interpretation must be posted to the patient’s medical record by
the pathologist, must be signed and dated, and generally must demonstrate some
abnormality. The CPT codes associated with these services are 85060 (abnormal
peripheral blood smear), 86077 (irregular antibodies), 86078 (transfusion reaction),
and 86079 (authorization for deviation from standard blood banking procedure).
These codes are not billed with professional component modifier -26 under normal
circumstances.

The third category of clinical pathology services is clinical pathology consulta-
tions. CPT code 80500 applies to /imited clinical pathology consultations, while
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code 80502 covers comprehensive clinical pathology consultations. (The latter
code requires that the pathologist consider relevant patient history, other clinical
findings, and material in the record beyond that available in the laboratory system
alone.) The patient’s attending physician must request the clinical consultation by
the pathologist event by event; codes 80500 and 80502 cannot be supported by
a standing order. An appropriate consultation report by the pathologist must be
posted to the patient’s medical record, it must be signed and dated by the patholo-
gist, and it must demonstrate the exercise of medical judgment by the responsible
pathologist. In general, the test result that is the focus of the pathologist’s consulta-
tion must be abnormal. Medicare, other government payers, and private insurers
generally view 80500 and 80502 charges by pathologists with a healthy degree
of skepticism, but they nonetheless are payable if all the requisite conditions are
fulfilled.

Clinical pathology consultative and interpretive services are subject to unique—
and often illogical—coverage rules, depending on the particular payer. For exam-
ple, Medicare permits billing abnormal peripheral blood smear interpretation code
85060 only if the patient was an inpatient of a hospital at the time the blood was
drawn. It is best that you consult with your billing and compliance advisor before
starting to charge for your clinical pathology services to ensure that all the prereq-
uisites are fully in place.

ICD: International Classification of Diseases, maintained and published by
the World Health Organization (WHO). The clinical modification (CM) ver-
sion of ICD is maintained by the Department of Health & Human Services
(DHHS) Centers for Disease Control and the CMS. ICD CM codes describe
unique medical conditions and ailments (e.g., basal cell carcinoma of the
skin). The CM version of ICD must be used by physicians and laboratories
when filing claims for payment by insurers and payers to comply with HIPAA,
and insurers and payers must use ICD CM codes when paying those claims.
The 10th edition of the ICD CM codebook (ICD-10-CM) was to be adopted
by physicians, laboratories, payers, and insurers effective October 1, 2015.

ICD Coding

The International Classification of Diseases (commonly known by the acro-
nym ICD) is maintained and published by the WHO. It is a taxonomy for use by
researchers, public health officials, and others for uniformly describing, classify-
ing, and tabulating data related to diseases, injuries, and causes of death. The 10th
revision of ICD is currently in use around the world, with the 11th revision due for
publication in mid-2017 per latest WHO projection.
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The Clinical Modification version of ICD is what is used in the USA for pur-
poses of claim filing by health-care providers and payment by government payers
and private insurers. That version in the USA is maintained and published jointly
by the Centers for Disease Control & Prevention and the CMS, both of which are
part of the federal DHHS. The secretary of DHHS has directed that all health-care
providers adopt ICD-10-CM for claim-filing purposes effective no later than Octo-
ber 1, 2015.

HCPCS: Healthcare Common Procedure Coding System, maintained and
published by the DHHS CMS. HCPCS-I codes and CPT codes are one and
the same. The 5-digit alphanumeric HCPCS-II (level II) codes describe phar-
maceuticals, blood products, medical supplies and appliances, and other items
not contained in the CPT codebook; they also describe some physician ser-
vices in a way not compatible with the CPT codebook when necessary to
fulfill Medicare policy. Physicians and laboratories must use HCPCS-II codes
when filing claims for payment under Medicare Part B when mandated by
program policy.

ICD is one of two national code sets that are mandated for use by health-care pro-
viders and payers (including private insurers) in the USA under authority of the
HIPAA. The HCPCS, of which the AMA’s CPT taxonomy is a major part, is man-
dated for use in describing individual medical services and procedures (e.g., frozen
section, gross and microscopic tissue examination, [HC stain) via 5-digit codes. The
ICD-10-CM taxonomy is mandated (effective October 1, 2015) for use in describing
the clinical rationale for the medical services and procedures that were rendered on
behalf of individual patients.

A pathologist’s claim for a professional service rendered on behalf of an indi-
vidual patient, whether it is billed with modifier -26 separate from the TC or as
part of a global charge (combined professional and TC), must be supported by the
applicable HCPCS/CPT procedure code as explained earlier in this chapter, plus at
least one ICD diagnosis code that supports the medical necessity of the service. A
claim missing one of those two codes—or a claim with an invalid HCPCS/CPT or
ICD code—will be summarily rejected by the government payer or private insurer.

Federal law requires referring physicians to furnish the reason why a specimen
is being sent to pathology for diagnostic examination. It also requires pathologists
and laboratories to report the ICD code(s) on the claim for physician professional or
global service that describes the outcome of the diagnostic examination. If a defini-
tive pathologic diagnosis is available at the time your claim is filed, you are to re-
port on your claim the ICD-10-CM code associated with that diagnosis as the reason
for the examination. However, if a definitive pathologic diagnosis is not available
(e.g., normal colonic mucosa), you are to report on your claim the ICD-10-CM code
representing the reason the biopsy or polyp was sent to you for diagnostic evalua-
tion, as that information was given to you by the referring physician.
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The process for determining the principal diagnosis code associated with
each patient case you work on is relatively straightforward, at least for many pa-
tients. Let us assume you receive a right middle lobe lobectomy diagnosed with
adenocarcinoma and a separate brushing specimen from the left upper lobe diag-
nosed with “no malignancy seen.” Start by looking in the ICD-10-CM Index under
“Adenocarcinoma.” The general reference says to “see also Neoplasm, malignant,
by site,” and you also notice listings for “alveolar” and “bronchiolar,” both of which
direct you to “see Neoplasm, lung, malignant.”

Following the index instruction, you turn to the Neoplasm table and run your
finger through the body site and organ listings until you reach “lung.” You continue
looking under “lung” until you reach “middle lobe,” at which point you move your
finger horizontally to the column headed “Malignant Primary.” The code in that
column is C34.2 which you jot down in preparation for the final step.

Now you go to the tabular list in the ICD-10-CM codebook. Flip through the
pages until you find code C34.2. The descriptor for that code is “Malignant neo-
plasm of middle lobe, bronchus or lung,” so you know you have got exactly the
right code for the organ and diagnosis at hand. That is the code you post to the cod-
ing sheet to alert the billing office to enter that in the patient record for claim filing
purposes.

(Out of curiosity, note that, had the specimen been the lower lobe, you would
have had to select from C34.31 for right vs. C34.32 for left.)

What about the bronchial brushing for this patient? Your billing office will know
to attribute the adenocarcinoma diagnosis (C34.2) to it (e.g., CPT code 88104) as
well as the lobectomy (CPT code 88309) specimen on the claim. You diagnosed the
patient with lung cancer, so it is not all that relevant that the patient went to the doc-
tor complaining of a persistent cough. Looking up a code for the brushing specimen
would be a waste of time, and it is not required in any event—our obligation is to
report what is wrong with the patient (i.e., lung cancer), not what is going on with
each individual specimen.

Assigning ICD codes to cases can be much more time consuming than determin-
ing HCPCS/CPT procedure codes, so the diagnosis coding function is frequently
delegated to professional coders in the business office. Crib sheets can be very help-
ful from an efficiency standpoint, whether the actual coding function is performed
by professional coders, the pathologists, or some combination of the two. Here is
one sample crib sheet for cervical cases:

#carcinoma in situ [D06.x] (x=0 endocervix; 1 exocervix; 7 other parts; 9 unspeci-
fied)

#malignant neoplasms [C53.x] (x=0 endocervix; 1 exocervix; 8 overlapping; 9 un-
specified)

Adenocarcinoma (C53.x @ #malignant neoplasms)

Adenomatous polyp (D28.7)

Cervical intraepithelial neoplasia [CIN] I (N87.0)

Cervical intraepithelial neoplasia [CIN] IT (N87.1)

Cervical intraepithelial neoplasia [CIN] III (D06.x @ #carcinoma in situ)



44 D. L. Padget et al.

Cervicitis, acute/chronic/unspecified (N72)
Cervicitis, follicular (N72)

Cyst (N88.8)

Dysplasia, mild (N87.0)

Dysplasia, moderate (N87.1)

Dysplasia, severe (D06.x @ #carcinoma in situ)
Endocervical polyp x/adenomatous (N84.1)
Endocervicitis, acute/chronic/unspecified (N72)
Exocervicitis, acute/chronic/unspecified (N72)
Hyperplasia, mild (N87.0)

Hyperplasia, moderate (N87.1)

Polyp x/adenomatous (N84.1)

Postmenopausal bleeding (N95.0)

Here is another sample crib sheet for skin specimens not diagnosed with a nevus or
neoplasm:

Actinic keratosis (L57.0)

Cicatrix (L90.5)

Colloid milium (L57.8)

Cyst, skin, NOS (L72.9)
Dermatitis NOS (L30.9)
Epidermal cyst (L72.0)
Epidermal inclusion cyst (L72.0)
Epidermoid inclusion cyst (L72.0)
Fibrosis NOS (L90.5)

Follicular cyst (L72.8)
Hyperkeratosis (L85.8)

Irritated (inflamed) seborrheic keratosis (L82.0)
Juvenile lentigo (L81.4)

Keloid scar (L91.0)

Lentigo (L81.4)

Milium (L72.0)

Morphea (L94.0)

Pilar cyst (L72.11)

Rosacea NOS (L71.9)

Scar (except keloid; L.90.5)
Scleroderma, localized (L94.0)
Sebaceous cyst (L72.3)
Seborrheic keratosis NOS (L82.1)

Obviously, ICD diagnosis coding requires diligence and care, just as does HCPCS/
CPT procedure coding. The key for any given pathologist professional practice or
laboratory is to determine the most cost-effective way to accomplish that ongoing
task: (a) manual and/or crib sheet coding by professional coders, (b) crib sheet cod-
ing by the pathologists, (c¢) outside vendor automated coding, or (d) some combina-
tion. There is no “one size fits all” solution.
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CPT Coding Exercises—Simple Cases

Case

A colonoscopy specimen consisting of five bottles labeled right colon, transverse colon, left, sig-
moid, and rectum, each containing multiple tissue fragments.
88305x%5

Case

Cervical biopsies in four bottles labeled 3 o’clock, 6 o’clock, 9 o’clock, and 12 o’clock.
88305 x4

Case
Two skin biopsies in one container. One biopsy has a black suture. Requisition says right back and

left arm; suture on left arm.
88305%2

Case

A right thyroid lobectomy is received for frozen section. Frozen section reveals follicular variant
of papillary carcinoma in the single frozen section block that is made. Later that day, the left thy-
roid is received in a jar labeled left thyroid.

88307 x2 and 88331 (for frozen section, FS)

Case (see Fig. 3.2)

A prostatocystectomy with unilateral 10-cm length of ureter for urothelial carcinoma, plus the
bilateral pelvic lymph nodes. On microscopic exam prostatic adenocarcinoma is also identified.
88309 %2, 88307 %3

Case

Your otorhinolaryngology (ORL) surgeon sends you six separate margins from a tongue surgery.
You do frozen sections (six blocks) and report that while five margins are negative, #3 has at least
high-grade dysplasia. Two additional pieces labeled 7 and 8 are received. You freeze these (single
block each) and report that both are negative for carcinoma or significant dysplasia. The eight
frozen blocks are forwarded to histology for permanent section processing. Three hours later you
receive a hemiglossectomy specimen and a right radical neck dissection specimen consisting of
adipose tissue from which you recover six lymph nodes.
88331 x8, 88305x8, 883091, 88307 x 1

Case

The orthopedic surgeon sends you a resection of a bulky intramuscular myxoid neoplasm with
several margins marked. Additionally he sends two soft-tissue biopsies of additional lesions de-
tected at the time of surgery. One is just synovitis, but the other appears to be a potential second
neoplasm. (See Fig. 3.3).

88307, 88305 x 2

Case

You receive the following specimens. No frozen section requested (see Figs. 3.4 and 3.5):
Part 1: Larynx with lymph nodes
Part 2: Right radical neck dissection
Part 3: Anterior lymph nodes
88307 %2, 88309
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Bladder specimen

1

. Partial or Total
Biopsy Resection TURBT

88305 88309 88307

Other organs?

Y

yes

Add CPT

No additional CPT

Fig. 3.2 Decision tree for handling bladder specimens. CPT Current Procedural Terminology,
TURBT transurethral resection of bladder tumor

Soft tissue

L

Biopsy or simple Soft tissue mass Soft tissue tumor
Lipoma excision (except lipoma) (except I|poma) plopsy/ (exce'pt Ilpomav)
simple excision extensive resection

88304 88305 88307 88309

Fig. 3.3 Decision tree for soft tissue
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Neck Dissection

Simple
Gross or not
designated

Other
codable and
reportable
organs?,

Designated
Simple or
Radical?

Code 88307

Code 88307

Code 88307 +
code for each organ

Node groups
designated?

Code 88307 for
each designated
and reported node
group.

Code 88307 if the
node groups not
assigned, labeled or
sep reported

Fig. 3.4 Decision tree for neck dissection coding

Case
You receive the following:

Part 1: Left upper outer breast excisional biopsy; the diagnosis is fibroadenoma; the margins
are negative.

Part 2: Left lower breast excisional biopsy; the diagnosis is infiltrating ductal carcinoma, the
margins are negative.

88307, 88305

Case

You receive the three guided needle core biopsies of left breast. Each is separately designated as

to location as left upper-outer (LUO), 9 o’clock, and 6 o’clock. LUO shows a complex scleros-

ing lesion with atypical features involving the entire specimen, and you suggest consideration of

excision to further classify the abnormality. Nine o’clock shows fibrocystic change with focal cal-

cification. Six o’clock shows ductal carcinoma in situ with extension to the margin of the biopsy.
88305 x 3 (three biopsies without the need to assess margins)
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More Complex CPT Coding Cases

Case: FNA with IHC

You attend an interventional FNA on a deep mass in the retroperitoneal soft tissue. The radiolo-
gist performs two passes which the tech stains prior to your arrival. The first one is nondiag-
nostic, but the second one contains features that suggest a soft tissue neoplasm. You recognize
it will need IHC, cytogenetic study, and possibly molecular analyses to nail down, so you
suggest that a core biopsy sample would be very useful if possible. The radiologist complies
with your suggestion and offers you two separately identified core biopsies. Touch preparations
are performed on each one of these, and they are deemed to contain tumor suited for your IHC
needs, etc. For sign-out, the following are reviewed: direct smears and a cell block from the
FNA. Core biopsy sample H&E plus five IHC stains nonquantitative, plus a semiquantitative
Ki-67 stain.
What CPT codes should be assigned to the pathology services associated with this case?

Case: Extensive Head and Neck Resection

You receive a composite Commando and oral resection that includes the left tongue, floor of
mouth, mandible and portion of hard palate, maxilla, maxillary sinus and retromolar trigone,
plus a left neck dissection including salivary gland, levels I-1II lymph nodes, all separately des-
ignated. You take decalcified sections through the mandible and maxilla and separately report
the tumor status for each of the three nodal groups. In addition, you receive four key margins for
frozen section, each one block. The tumor ends up being a routine floor of mouth squamous cell,
but it invades the bone of the mandible. In addition, there is a second tumor on the hard palate
that does not involve the bone and areas of mucosal dysplasia elsewhere that do not involve the
margins.
What CPT code or codes should be given this specimen?

Case: Whipple Procedure

You receive a Whipple procedure specimen which was performed for a tumor in the head of the
pancreas. The specimen also includes common bile duct and a 10-cm segment of duodenum. The
gallbladder is in a separate small container. You find 12 lymph nodes in the peripancreatic tissues.
A frozen section of the pancreatic margin was requested at the time of surgery, which you did, but
it required three blocks.

What CPT codes should be given this specimen (see Fig. 3.6)?

Case: Breast Lumpectomy

A breast lumpectomy specimen is received which has a close margin on gross intraoperative con-
sult. The surgeon submits another specimen with oriented margins after your report. A sentinel
lymph node is submitted for evaluation, but no frozen section is done. Three H and E levels on
each of three blocks are done, with a pan-keratin IHC stain on each block as well.

What CPT codes should be given this specimen?

Case: Endoscopic Surgery

The gastroenterologist has provided you with several specimens during his endoscopic inter-
vention on a 56-year-old with a history of esophageal dysplasia and a recently noted positron
emission tomography (PET)-avid mass abutting the wall of the stomach. He biopsies two
areas. He also does an endoscopic mucosal resection of an area of the esophagus with a nodule
in the mucosa. He performs an ultrasound-guided needle aspiration of two different sites, one
a mediastinal level 7 node, and you do an adequacy evaluation after the second pass which
leads him to have you evaluate passes 3—4, which you indicate have an adequate lymphoid
sample. He then turns to the perigastric mass and provides you with a needle aspirate for rapid
assessment. You deem it nondiagnostic, and he gives you two more which are also acellular.
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Cytology

Cell Block
Vs,
Core BX

core
biopsy

cell
block

liver,
soft tissue, bone,
brain, pancreas,
adrenal
?

no

yes

does
gross reflect
specimen
type?

lung or kidney
Code 88305 code 88305

amend gross

es S
¥ description

Does
diagnosis line
state site of
ore bx?

no

yes

Change diagnosis
line to state site of code 88307
core bx.

Fig. 3.7 Decision tree for cytology cell block and core biopsy (BX or bx) samples

He then opts to do a core needle biopsy of this and asks for a touch prep assessment which you
do. You process these samples and provide him a comprehensive report of low-grade dysplasia
in the two biopsies of esophagus and high-grade dysplasia not involving the margins in the
mucosal resection sample. The perigastric soft tissue FNA smears are not diagnostic, but the
core biopsy samples show a GI stromal tumor which you confirm using four immunohisto-
chemical stains.

How should this scenario be coded (see Fig. 3.7)?
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Resources

Pathology Service Coding Handbook, American Pathology Foundation (updated
and released to current subscribers each calendar quarter), see at www.apfconnect.
org.

“Your CPT Questions” in CAP Today

www.cap.org CPT Coding Resource Center

Statline available at CAP.org

CPT Manuals from AMA (wWwww.amapress.org)

AMA CPT Codes and Resources link (www.ama-assn.org)


www.apfconnect.org
www.apfconnect.org

Chapter 4
Revenue Cycle Management

Dennis L. Padget

Overview

Revenue cycle management is the process by which health-care providers capture
charges for services to individual patients, express those charges on insurance
claims according to required procedure and diagnosis taxonomies (e.g., Physicians
Current Procedural Terminology (CPT) and International Classification of Dis-
eases (ICD)), submit claims, balance bill deductible and coinsurance amounts, and
otherwise convert services rendered into cash in the bank. The goal of revenue
cycle management is to turn services into cash as efficiently and effectively as
possible.

As you might expect, revenue cycle management consists of numerous
component functions that must be individually optimized for peak overall system
efficiency. Furthermore, numerous decisions must be made initially when the sys-
tem is first developed as well as ongoing as refinements and upgrades become
available.

This chapter explores the key essentials of revenue cycle management for the
pathology practice or independent laboratory. Decision variables are emphasized,
with internal policy suggestions offered as appropriate.
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Selecting a Billing Operation

Case: Selecting a Billing Operation

You and your colleagues have created a limited liability corporation, entered into a service contract
with a community acute care hospital, and registered as participating physicians with Medicare
and several large private insurers. Now it is time to think about generating a positive cash flow.
Some trusted peers, over cocktails at a recent medical conference, told you the only way to go is
an in-house billing operation, but others insisted you would be foolish not to contract with a com-
mercial medical billing company. Which way should you go? Is there a rational process by which
you can make this very important decision?

In-house versus contracted billing is a decision that all physicians and independent laboratories
must make at least once in their life as a business. There is no “one size fits all” answer. Each
approach has its advocates and detractors, and each has major as well as minor advantages and
disadvantages. You will hear fabulous success stories as well as accounts of disaster with equal
frequency and veracity for both in-house and contracted billing operations.

Table 4.1 summarizes the principal pros and cons associated with in-house and
contracted medical billing operations. A narrative description of the pros and cons is
also presented. Suggestions for weighing the advantages and disadvantages in your
own decision-making process are also provided.

» Front-End Capital: Setting up an in-house billing operation requires substantial
capital. A computer, software, office space, office equipment and furnishings,
and numerous other items of major and minor equipment and supplies must be
leased or purchased. Staff must be hired, and there will be at least a few weeks
of downtime during which they finish setting up the office, develop operating
policies and procedures, become thoroughly trained, and perform other tasks
necessary before the first claim can be released. All of this must be funded via
equity contribution of the physicians or owners, or through borrowed funds.
Commercial medical billers are staffed and equipped to begin processing your
charges and claims on “day one.” There typically is no capital buy-in, security
deposit, or other upfront cash required of new clients. Company representatives

Table 4.1 Key business considerations when choosing between in-house billing and a contracted
service

Key business consideration In-house operation | Contracted service
Significant front-end capital investment required Yes No
Substantial lead time before start-up required Frequent Infrequent
Upgrades and innovations readily implemented Sometimes Usually
Close involvement by physicians (owners) required | Usually Seldom
Cost of operation correlated with volume of medical | Seldom Usually
services

Physicians (owners) have substantial control over Yes Somewhat
operation

Attention to interests of physicians (owners) Solely Diverse
Financial and compliance risk is diverted No Somewhat
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will meet with you and, if indicated, your clients (e.g., a hospital) to create the
initial set of billing and collection policies, develop a fee schedule, establish data
transfer links, and perform other tasks needed to get you going, all as part of
its standard new client start-up service (i.e., no extra charge). There may be an
additional fee charged by the commercial biller for an out-of-the-ordinary data
link or other arrangement you want that is unusual or unique to your practice or
laboratory.

o Start-Up Lead Time: As suggested in the immediately preceding point, it is un-
likely that a “from scratch” in-house billing operation can be set up and “turned
on” in fewer than perhaps 6 weeks. In contrast, an experienced commercial med-
ical biller can probably have you up and running in 2 weeks or so, assuming there
is nothing unusual about your medical operation. You must judge whether start-
up time is an important consideration in your in-house versus contracted billing
operation decision.

» Upgrades and Innovations: Claim-filing requirements change constantly, and

some, such as the pending transition to International Classification of Diseases-
10th Revision-Clinical Modification (ICD-10-CM) diagnosis coding (scheduled
for October 1, 2015 at the time of this writing), have significant implications for
the file structure, electronic claim field population, and related specifications
for medical billing software. Furthermore, innovations in office equipment and
electronics become available on a regular basis, and these may hold promise of
staff productivity gains.
Software and office equipment upgrades can be costly and time-consuming to re-
search and implement. Depending on the size of your in-house billing operation
and the technical savvy of the personnel, evaluating and implementing worth-
while innovations and upgrades can be challenging and may be quite expensive
as well. Of course, a relatively small commercial medical biller will face the
same challenges, whereas a larger contracted biller likely will be in a position to
integrate upgrades and innovations with relative ease. The key takeaway from
this discussion is that you need to take technology changes into account in your
decision to go with an in-house versus a contracted billing operation.

» Physician/Owner Attention: Physicians and laboratory owners should always

play an active role in the operation of their billing process, whether it is in-house
or contracted. However, their role should in most instances be limited to set-
ting and periodically validating operating and collection policies, participating
in payer contract negotiations, approving capital and other major expenditures,
monitoring performance, and other high-level matters. In general, it is not a wise
use of valuable physician or owner time to become involved in the day-to-day
operation of a billing and collection system.
A knowledgeable, experienced, loyal, self-motivated manager is vital to the suc-
cessful functioning of an in-house billing operation. With such a person on board,
chances are the physicians or owners will have no need to involve themselves
in anything other than performance-monitoring and high-level decision-making
activities. Otherwise, it may be necessary for at least one physician member of
the group to take a more active role in day-to-day operations.
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A contracted billing operation, particularly when the company is well-managed,
sufficiently capitalized, and has several pathology and laboratory clients, seldom
requires more than high-level policy and performance-monitoring involvement
by physician and laboratory clients. Due diligence during the proposal evalua-
tion process is very important in these regards because a less-experienced or less
well-managed commercial medical biller may require much more hand-holding
or close scrutiny.

Fixed vs. Variable Cost: In the short run at least, an in-house billing operation
represents a fixed cost of the physician practice or laboratory. There is virtually
no opportunity to reduce space, equipment, insurance, maintenance, and related
costs if the volume of medical services rendered by the physicians falls due to
seasonal or other factors. Similarly, labor costs typically cannot be quickly ad-
justed by more than a nominal amount to keep pace with changes in service
volume; for example, if you practice in a tight labor market, it may be difficult to
find a sufficient number of qualified people to handle a materially higher volume
of medical service transactions. In general, it is best to assume that you cannot
materially influence your in-house billing costs with less than 3 or 6 months’
notice.

Commercial medical billers typically charge for their services based on a fixed
percentage of collections. (Alternatively, a fixed fee per claim or transaction may
be imposed.) Hence, the cost of billing automatically increases or decreases as
the volume of medical services by the physicians or laboratory changes. (There
will be a slight lag when compensation is based on a percentage of collections,
because it typically takes an average of about 30—45 days to convert a medical
service into a cash receipt.) This is an important advantage to physicians and
laboratories that find themselves in a period of sustained growth or decline or
whose volume of services tends to fluctuate due to seasonality or other reasons.

A common mistake made by physicians and laboratories when comparing com-
mercial medical biller proposals is to focus on the percentage of collections or
other rate of charge being offered. In particular, it is often assumed that the least
costly proposal is the one with the lowest percent of collections quotation. What
you should focus on is the net percent of collections; that is, percent of collec-
tions adjusted for the expected rate (percentage) of revenue converted to cash
according to the experience of the commercial biller. A 4% of collections quo-
tation as the biller’s proposed charge to you may seem attractive compared to
another biller’s quotation of 5%, but that number suddenly becomes much less
compelling when you factor in a finding that the first biller’s average collection
rate is 10 percentage points /ess than that of the second biller. “Save a dime, lose
a dollar” is not a formula for financial success.

Physician/Owner Control: Physicians and owners of laboratories will have great-
er or lesser need to control the billing operation depending mainly on personal
preference. An in-house billing operation has the advantage of offering maxi-
mum control to physicians and laboratory owners. Of course, increased control
may also mean increased time commitment, which may not be a wise use of
valuable physician resources. On the other hand, contracting with a commercial
medical biller does not—or at least should not—mean a complete loss of control.
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Well-run commercial medical billers often go out of their way to ensure that cli-
ent wishes, desires, and directives are integrated into the workflow for each cli-
ent account. In short, contracted billing frequently permits pathologists to main-
tain satisfactory control of the overall operation, while avoiding getting caught
up in workaday, mundane matters.

» Focus on Your Practice/Lab: There is no question that one possible advantage

of an in-house billing operation is that the attentions of all its personnel are
devoted 100 % to your individual practice or laboratory. This dedication will
be of greater or lesser importance depending on the personal philosophy of
the physician members of a group or the owners of a laboratory. Of course,
the value of a dedicated focus might be offset by factors such as a staff that is
too small to readily keep up-to-date with the many external rule changes that
regularly occur.
A common advantage of a commercial medical biller is larger size due to ser-
vice to multiple clients. The larger size accommodates economies of scale as well
as intangibles such as expertise in the rules associated with particular physician
specialties. Even though commercial billers have a fiduciary responsibility to mul-
tiple clients at any one time, most assign a client service representative to each
individual account such that a close working relationship is established and main-
tained. In our experience, well-run commercial medical billers are able to give
their individual clients personal attention to the extent that is satisfactory to most
pathology practices and laboratories. Nonetheless, this is something you should
include as part of your due diligence when evaluating a proposal from a commer-
cial medical biller. Obviously, larger size does not guarantee better service—some
of the most attentive commercial medical billers are relatively small.

* Risk Diversion: Little or no opportunity for diversion of financial or compli-
ance risk exists when an in-house billing operation is conducted under the legal
umbrella of the professional practice or laboratory. In that instance, the actions
and omissions of billing and collection personnel flow directly to the employer,
which is the same entity that employs the physician practitioners. Some financial
risk may be diverted when the billing operation is set up under a separate service
company, but you should confer with your legal counsel to determine if this is an
alternative worth pursuing under your state statutes. Your general liability insur-
ance agent will recommend coverage terms that take your in-house billing and
collection operation into account.

Under most circumstances, commercial medical billing companies are solely re-
sponsible for their own financial affairs and business risks; physician and labora-
tory clients typically do not share in the profits of these companies, nor are they
liable for any losses that commercial billers might incur. Of course, you might
suffer suboptimal collections via poor performance if the commercial biller you
select is undercapitalized or falls on hard financial times. In addition, if a disaster
such as a fire or lightning strike befalls your commercial biller and destroys its
physical plant or computer system, all of your account receivable and related
records could be lost if the biller does not have a robust disaster recovery plan
in effect. You can protect yourself to a large extent by conducting necessary
due diligence steps in advance of signing a contract with a commercial biller.
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Furthermore, your insurance agent will advise you regarding business inter-
ruption and related coverage that will protect your company in case something
untoward happens to your commercial biller, including misadventure of its em-
ployees, such as defalcation involving monies collected on your behalf.

A common misconception holds that physicians can transfer Medicare and other
payer compliance risk to another party, such as an employer or commercial med-
ical biller. Although there are technical nuances that come into play any time an
allegation of compliance violation is lodged, you are best advised to disregard
that advice. The truth is that, in most situations, physicians, group practices,
and laboratories are liable for the accuracy and compliance of claims filed in
their name, regardless of whether the claims are prepared and submitted via an
in-house operation or a contracted billing agent. This is why it is recommended
that physicians, group practices, and laboratories conduct periodic (e.g., every
6 months, but no less frequently than annually) internal audits of the claims
and patient accounts that are managed by their in-house or commercial billers.
(An independent expert might be retained to conduct the periodic audits to assure
their thoroughness and impartiality.) Such internal audits will permit immediate
correction of any identified issues and inappropriate claim preparation protocols
and will help mitigate the compliance liability to which the provider will be held
in case of challenge by a regulator or private insurer.

Key Concept
Using an external vendor for billing does little to reduce compliance risk.

The preceding discussion has been intentionally simplified by assuming that there
are only two types of billing operations: completely in-house versus completely
contracted. In reality, there are hybrid arrangements to take into account. A common
hybrid arrangement uses in-house billing personnel who are employed by the physi-
cian group or laboratory, but the billing and accounts receivable management com-
puter, software, and associated support are leased from a commercial medical biller.
(Variations on this basic theme are found here and there.) A hybrid arrangement can
mitigate the more significant disadvantages of both “pure” types of operations. For
example, the initial capital investment can be reduced by a material amount, and
upgrades and innovations would be the responsibility of the commercial biller. As
stated earlier, there is no “one size fits all” solution to the billing operation decision:
Feel free to “think outside the box,” and realize that working with an experienced
pathology/laboratory financial consultant may be a wise investment to help guide
you through this very important process.

Another fact to consider is that the billing operation decision you make today
need not last forever. Not infrequently, groups and laboratories start out with a con-
tracted biller and later migrate to an in-house operation (or a hybrid arrangement)
when growth in medical service volume and greater business maturity support the
wisdom of that change. Circumstances may direct that movement in the opposite
direction—from in-house to contracted—is the sensible course of action. The
decision factors enumerated above apply in these situations with equal emphasis
depending on the practice or laboratory start-up circumstance.
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We conclude this section by repeating an exceedingly important point made
a bit earlier: No matter the style of billing operation you select (in-house, con-
tracted, or hybrid), the level of trust you have in your billing manager or client
service representative, or any other consideration, you must objectively, closely,
and continuously monitor the performance of your billing operation on an ongoing
basis. Monitoring includes careful evaluation of the monthly collections and receiv-
ables reports as well as periodic audit of claims, remittances, and patient accounts.
Monitoring is necessary to provide early detection of problems, mistakes, and per-
sistent deviation from established policy. Failure to conduct appropriate monitoring
activities on a regular basis can lead to suboptimal practice or laboratory financial
performance at a minimum, or worst-case scenarios wherein federal or state regula-
tors are poring through your records in preparation for compliance sanctions against
you and your physician associates.

Key Concept
Built or bought, you still need to monitor and audit your billing system regularly.

Getting the Data for a “Clean Claim”

Case: Getting the Data for a “Clean Claim”

Your spanking-new state-of-the-art billing operation is all set up and ready to go! But wait a min-
ute...how do we get the patient demographic and insurance information from the hospital to our
biller? Where will the CPT procedure and ICD diagnosis codes for our cases come from? What
about other “clean claim” information like referring physician, performing physician, Clinical
Laboratory Improvement Amendments (CLIA) number, national provider identification numbers,
etc.? Your head is about to explode!

Discussion: Relax...take six deep breaths...then calmly consult the following analysis of key
billing data you need to collect and manage to file “clean claims” on a regular basis. In medical
insurance parlance, a “clean claim” is one that is complete and accurate in all respects, such that
it sails through the insurer’s payment processing system without tripping an integrity edit—the
claim is promptly and correctly paid the first time through. The prime objective of your in-house
or contracted billing operation is to maintain as high a “clean claim” performance level as possible.

Four general categories of information are necessary to prepare a “clean claim”.
They pertain to the patient and his/her insurance coverage, the health-care setting
and physician participants in the care of the patient, the medical services provided
to the patient, and idiosyncratic data such as procedure code modifiers. The specific
information that falls under each of the four categories is explained below.

1. Patient Demographic and Insurance Information: Commonsense information
about the patient and his/her insurance coverage is critical to the preparation of a
“clean claim.” The patient’s name (including middle initial), address, birthdate,
sex, and telephone number are required. The insured person’s name (including
middle initial), address, birthdate, sex, and telephone number are required as
well, if the patient and insured person are not one and the same. (The relationship
of the insured person to the patient, including “self,” must be disclosed.)
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The name and address of the primary insurer are needed, as well as the group/
plan number and the individual member identification number. The same infor-
mation is required for any secondary insurer. A secondary insurer may be a plan
such as a Medicare supplement that steps in to pay any deductible and/or coin-
surance for which the patient/insured would otherwise be personally responsible.
If the condition for which the patient received medical care is employment- or
accident-related (e.g., auto), that information must be captured and reported
too. Workers compensation or subrogation of liability may be implicated by an
employment- or accident-related event.

Pathologists and laboratories are “downstream” health-care providers, meaning
that they seldom have face-to-face contact with patients; instead, they receive
medical orders from physicians or other providers with primary responsibility
for the diagnosis, care, and treatment of individual patients. Having no conve-
nient way to interview patients, photocopy insurance cards, and the like, pathol-
ogy practice and laboratory business office personnel rely almost exclusively on
other care providers (e.g., referring physicians, hospitals) to gather the requisite
patient demographic and insurance information, validate the information as nec-
essary, and pass it along to the practice or laboratory.

The vast majority of hospitals readily agree to pass along patient demographic
and insurance data to ancillary service providers such as pathologists, reference
laboratories, radiologists, and anesthesiologists. (It is in a hospital’s best inter-
ests to ensure that ancillary service providers do not badger patients for the same
information over and over again and that they can receive payment from insur-
ers with little or no hassle.) Ideally, the subject information will be transferred
to your billing office in electronic format by hospitals with which you have a
service agreement. This will save your people significant time by not having to
reenter the data into your billing system as well as eliminating the possibility of
data entry error on your end.

Thinking about nonhospital referral sources, the current expansion of electronic
medical record systems in this country may permit you to receive the requisite
patient demographic and insurance information from at least some physician
offices, ambulatory surgery centers, and other noninstitutional health-care pro-
viders in electronic format. However, experience indicates you will have to rely
on a paper requisition—a form that you create, pay for, and distribute to referral
sources—to gather this information in numerous instances. The requisition natu-
rally will capture patient history, ordered procedures, and other relevant informa-
tion beyond that simply in the realm of demographics and insurance.

Your billing office or agent will need to verify patient insurance coverage (and
perhaps other information, such as insured person or even correct patient name
and/or address) to a greater or lesser extent. Your office/agent may find that
the information coming from hospitals and/or other referral sources is highly
reliable, in which case their time spent on insurance verification will be nominal.
On the other hand, your referral sources may not do a very good job of sending
your office/agent accurate patient/insurance information, in which case the veri-
fication function may consume a significant amount of their time.
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The official hardcopy Form-1500 (02-12) (Fig. 4.1; we will use Form-1500 as a
framework for the next several items for discussion) used by physicians and lab-
oratories when filing claims with Medicare Part B, other government payers, and
private medical insurers provides space for signature by the patient/authorized
agent (box 12) and the insured person/authorized agent (box 13). Under normal
circumstances, it is not necessary for the patient/insured person to literally sign
the claim form: Entering the phrase “signature on file” is sufficient, meaning that
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the patient gave you permission to file a claim against his/her medical benefits
by signing an appropriate release in the possession of the primary health-care
provider (e.g., hospital, referring physician office). Furthermore, the vast major-
ity of the time your in-house or contracted biller will file claims electronically,
which obviously does not support physical signatures.

As a “downstream” ancillary service provider, you have no choice but to rely
on the primary health-care provider (e.g., hospital, referring physician) for three
additional very important legal permissions from the patient: (a) release of medi-
cal information in your possession to the insurer as necessary to support your
claim; (b) assignment of the insured’s medical insurance benefits to you, which
allows you to receive payment directly from the medical insurer; and (c) accep-
tance by the patient of responsibility to pay your claim if the medical insurer
denies payment. Hospital registration forms that patients must execute prior to
receiving other than emergency treatment commonly gather these permissions
on behalf of provider-based physicians (e.g., pathologists and radiologists) in
addition to the hospital itself. The requisition your laboratory or practice gives
to noninstitutional referring providers (e.g., physician offices, ambulatory sur-
gery centers) should accommodate capture of these permissions directly from
the patient, unless an alternate arrangement is made with those entities. You are
encouraged to work closely with your legal counsel or pathology consultant to
ensure that these permissions from patients/insured persons are arranged with all
referral sources, both institutional and noninstitutional.

. Health-Care Setting and Physician Participants in Care of Patient: The stan-
dard physician and laboratory service claim record, whether hardcopy or elec-
tronic, accommodates disclosure of key information about the setting in which
the services were rendered, the health-care provider who ordered the services,
and the physician who rendered the services. The data elements and instructions
discussed below are mandatory for Medicare and Tricare beneficiary claims;
except as noted, they usually apply as well to private insurers and state Medicaid
agencies, but you should confirm the extent to which any given insurer that you
do business with may depart from these instructions.

NPI: Each physician and eligible healthcare entity (e.g., independent labora-
tory) that desires to serve and bill Medicare beneficiaries or the program must
apply for and be assigned a National Provider Identifier. (Healthcare provider
NPIs are mandated by HIPAA.) An NPI is unique to an individual physician
or other healthcare provider in much the same way as social security numbers
are unique to individual US citizens. In general, a claim for payment filed by
a pathologist or independent laboratory must disclose the NPI of the ordering
physician, the performing physician or laboratory, and the billing physician,
group practice, or laboratory; a claim missing even one of those NPIs typi-
cally will be rejected by the Medicare contractor.
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PECOS: The Provider Enrollment, Chain and Ownership System is an Inter-
net-based healthcare provider enrollment mechanism offered by the DHHS
Centers for Medicare & Medicaid Services as a convenient alternative to
hardcopy forms for that purpose. PECOS allows physicians, non-physician
practitioners, suppliers (e.g., independent labs), and other healthcare provid-
ers to enroll in the Medicare program, make changes to their enrollment infor-
mation, and confirm the information on file for their organization.

a. Referring physician or other health-care professional: The name and national
provider identifier (NPI) of the physician or other health-care professional (e.g.,
physician assistant) who referred the pathology specimen to you or your lab
must be reported in fields 17 and 17b (or the electronic equivalents) of the stan-
dard claim. The name entered must be that of an individual; it cannot be the
name of a group or legal entity. Furthermore, the individual must be properly
enrolled as a Medicare provider, must have a valid NPI, and must be registered
in the Provider Enrollment, Chain, and Ownership System (PECOS). Refer to
the official instructions for Form-1500 (02-12) for details on completing fields
17 and 17b.

The referring physician whose name is reportable in field 17 may or may not be
the same physician who admitted the patient to the hospital or who is otherwise
designated as the patient’s “primary” attending physician. The name disclosed
in this field should be that of the physician or other health-care professional who
actually extracted the pathology sample (e.g., biopsy, polyp, brushing) that you
have received for diagnostic evaluation. Your billing office should always ensure
that the name reported in field 17 of the claim corresponds to the name of the
referring physician according to your pathology report.

The NPI of the referring physicians and other health-care professionals who
regularly refer pathology specimens to your practice or laboratory often do not
appear on the hospital registration sheets or requisitions that come with speci-
mens. Pathology and lab billing offices overcome this potential problem by
building and periodically updating a table of referring physicians and the vali-
dated NPI for each. Hospitals typically are in a position to provide this informa-
tion, or your biller can directly contact each referring professional’s office.

b. CLIA number: The official label of field 23 of Form 1500 (02-12) is “prior autho-
rization number,” but Medicare and Tricare instruct pathologists and laboratories
to report the CLIA number of the site where the pathology service was rendered
in this space. Pathologists who perform all their work at a hospital are allowed
to report the hospital’s CLIA number in this field, provided the hospital gives its
permission to the pathologist or group. (A pathology group or solo practitioner
could apply for its own CLIA number for the hospital’s histology and/or cytol-
ogy laboratory, but that is not necessary under usual circumstances.) Many pri-
vate insurers do not require pathologists or laboratories to report a CLIA number
on their claims, but you should check with your state Medicaid agency and the
major private insurers in your area to confirm their instructions in these regards.
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A pathologist billing only the physician professional component or a labora-
tory billing the global charge (professional and technical components com-
bined) reports the CLIA number of the site where the pathologist performed
the microscopic examination, regardless of where the technical component was
performed. On the other hand, a laboratory billing only the technical component
of a pathology service should report the CLIA number associated with the site
at which the technical component was conducted. The CLIA number in field 23
should correspond with the “service facility location information™ reported in
field 32 of the claim (see next).

. Service location: The name and address (including zip code) of the facility
at which the billed service(s) was performed must be disclosed in field 32 of
Form-1500 (02-12), with the NPI entered in field 32a if applicable. The address
reported in this field should correspond with the CLIA number you reported in
field 23 (see immediately preceding topic). A pathologist billing just the pro-
fessional component or a laboratory billing the global charge (professional and
technical components combined) reports the name and address of the site where
the pathologist performed the microscopic exam, regardless of where the techni-
cal component was performed. A laboratory billing just the technical component
of a pathology service reports the name and address associated with the site at
which the technical component was conducted.

A common misconception is that the name and address reported in field 32 must
relate to the “place of service” code reported in field 24B. In point of fact, fields
32 and 24B are unrelated to one another—they need not correspond in any way.
Information about field 24B is provided later in this section.

. Rendering provider NPI: The NPI of the pathologist who personally performed
each billed medical service must be disclosed in field 24J of Form-1500 (02-12).
The NPI in 24J of each claim line is to correspond with the medical service that
appears in CPT/Healthcare Common Procedure Coding System (HCPCS) code
format on that claim line. For example, if Dr. Smith performs the frozen sec-
tion consultation and Dr. Jones performs the permanent section examination, Dr.
Smith’s NPI is to appear in 24J of the 88331 claim line and Dr. Jones’ NPI is to
appear in 24J of the 88307 claim line. The performing physician associated with
each medical procedure for a case must be validated by reference to the final
pathology report.

The Department of Health and Human Services (DHHS) Centers for Medicare
& Medicaid Services (CMS) national office and individual Medicare admin-
istrative contractors (MACs) differ at times in their guidance regarding field
24] of claims by independent laboratory providers for anatomic pathology ser-
vices. Some MACs indicate that field 24J of claims by independent labs should
either be blank or should be filled in with the NPI of the billing laboratory. Other
MAC:s and the CMS national office advise that the NPI of the actual performing
pathologist is to be entered in field 24J, the same as with claims by hospital-
based pathologists. We generally recommend that the CMS national office guid-
ance be adopted, but if you have written instructions from your local MAC to the
contrary, you should be protected from compliance challenge if you follow your
MAC’s contrary instructions.
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MAC: A Medicare administrative contractor administers Medicare program
policy and pays healthcare provider claims under contract with the DHHS
Centers for Medicare & Medicaid Services. A MAC may administer only
claims from Part B providers (e.g., physicians, laboratories), from Part A pro-
viders (e.g., hospitals, skilled nursing facilities), or both. The US is divided
into ten payment jurisdictions, with eight MACs currently contracted with
CMS to administer the federal Medicare program in the ten jurisdictions.

e. Billing provider: Field 33 of Form-1500 (02-12) is to be populated with the name
and address of the billing provider (e.g., pathology group practice or independent
lab), which is the entity that is entitled to receive payment on behalf of the per-
forming physician(s). The NPI of the billing provider is to appear in field 33a,
and its federal employer tax identification number (FEIN) goes in field 25. Each
physician employed by or contracted with the billing entity—either a physician
professional organization or an independent laboratory—should formally reas-
sign his/her right to bill for his/her personal services to individual patients to
the billing entity. Form 855-R accommodates reassignment from the individual
physician to his/her employer or principal.

f. Signature of physician or supplier: Form-1500 (02-12) field 31 accommodates
the name (“signature”) of the performing physician or other provider represen-
tative who is certifying to the accuracy and veracity of the information in the
claim as filed. Inserting the name of the performing physician in this field can be
problematic, especially when more than one physician is involved in a particular
patient’s case. The recommended policy is to simply insert “signature on file”
in field 31, which is permitted by CMS guidance. Alternatively, the name of the
practice or laboratory administrator might appear in that space, signing as an
authorized representative of the pathology practice or laboratory.

3. Medical Services Provided to Patient: Two fields, #21 and #24, of the standard
Form-1500 (02-12) accommodate detailed reporting of pertinent diagnosis and
medical service information relevant to each patient. The diagnosis information
is used by insurers to verify the medical necessity of the care rendered by the
pathologist as well as coverage within the terms of the patient’s medical pol-
icy with the insurer. The procedures performed field (#24) is where you report
detailed information, expressed in five-digit CPT/HCPCS code format, about
the medical services conducted by the pathologist to diagnose the patient’s ail-
ment or condition. The data in the two fields—that is, ICD diagnosis codes and
CPT/HCPCS procedure codes—are mandatory in relation to all government and
privately insured patients. The primary source of the diagnosis and procedure
information that goes in fields 21 and 24 is the final pathology report, as more
fully discussed below.
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a. Diagnosis information: Federal law requires referring physicians to provide
relevant clinical diagnosis and medical history information on patients when
ordering diagnostic tests and procedures such as pathology examinations and
radiology studies. It also requires pathologists, radiologists, independent labo-
ratories, and other “downstream” health-care providers to report relevant diag-
nosis information on their claims for services to Medicare, Tricare, and state
Medicaid beneficiaries. Private insurers also require relevant diagnosis informa-
tion on claims by pathologists, independent laboratories, and other health-care
providers.

Diagnosis information reported on Form-1500 (02-12) must be expressed using
the clinical modification version of the ICD maintained and published by the
World Health Organization. The taxonomy in use in the USA as of the date of
this writing is the 9th edition (ICD-9-CM), but the 10th edition (ICD-10-CM) is
to be adopted by all health-care providers, private insurers, and government pay-
ers on October 1, 2015 according to the mandate of the DHHS CMS. Narrative
diagnoses are not accepted by payers and insurers: Diagnoses must be posted to
field 21 using the approved numerical (ICD-9-CM) or alpha-numerical (ICD-
10-CM) code taxonomy.

Referring physicians are not required to submit clinical diagnosis and/or medical
history information to “downstream’ health-care providers using the ICD-9-CM
or ICD-10-CM code taxonomy. However, if they elect to provide narrative clini-
cal diagnosis or medical history information, it must be at a sufficiently detailed
level to enable the “downstream” health-care provider to convert it to the appli-
cable diagnosis code(s) as necessary for that provider to file its claim to the
government payer or private insurer.

Pathologists and laboratories commonly receive clinical diagnosis and/or medi-
cal history information from referring physicians on the test requisition (or
order entry screen in the case of an automated system) or request for consul-
tation. Independent laboratories are forbidden by Medicare policy from look-
ing in their medical record databases for past clinical diagnoses for individual
patients; the only approved source of that information is the referring physician.
While pathologists should use various means of gathering information regarding
a patient’s medical condition when diagnosing a patient’s specimen, patholo-
gists are discouraged from researching hospital or clinic electronic health record
databases for diagnosis information on individual patients for data that may end
up being reported in item 21 of their insurance claims; for example, knowing the
outcome of a recent radiologic imaging study may be helpful in establishing a
differential diagnosis for a complex surgical pathology case, but “fishing” for
clinical information to support a diagnosis of “benign colonic mucosa” might
very well be viewed as a major compliance infraction by a pathologist. Patholo-
gists should strenuously resist referring physician requests to “see electronic
health record (EHR)” and should instead insist that they proactively provide rel-
evant clinical information with each laboratory requisition or order as required
by federal law.
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A critical nuance to consider when setting up your ICD data capture system is
the source of the diagnosis to report in relation to claims for clinical laboratory
tests (e.g., Pap tests, molecular tests, common blood chemistry tests) versus ana-
tomic pathology procedures that are paid via the Medicare physician fee sched-
ule. Government payers and many private insurers insist that the laboratory’s
claim for a clinical test be supported by the referring physician’s clinical diagno-
sis (i.e., the reason the test was ordered) as the first-listed (primary) diagnosis;
any abnormality detected by the clinical lab test(s) may be added as a second-
ary diagnosis. The prescription for claims for anatomic pathology procedures
is just the reverse: The definitive pathologic diagnosis is to be the first-listed
(primary) diagnosis, assuming one is available at the time the claim is filed. Any
relevant clinical diagnosis may be added as a secondary diagnosis on the ana-
tomic pathology claim at the sole discretion of the billing provider, and that will
be the source of the primary diagnosis as well if there is no definitive pathologic
diagnosis available for the case. The best source of information on ICD diagnosis
codes for anatomic pathology cases is the final pathology report file.

Diagnosis coding for pathology services has materially different rules compared
to the much larger clinical specialties such as surgery, internal medicine, and
family practice. Nonetheless, pathology professional coders tend to be trained
in the larger specialties, so they inadvertently miscode or over-code pathology
cases. For example, common misconceptions about pathology cases include:
(a) each different specimen must be assigned a unique ICD code; and (b) as
many clinical diagnoses should be reported on the claim as possible. The truth is
that the official ICD guidance and instructions published by CMS confirm that
pathology claims are to report the one or two diagnoses that reflect the patient’s
most significant current diagnosed condition (i.e., by the pathologist). Mistaken
adherence to myths about ICD coding for pathology cases results in significant
wasted time and risk of medical necessity denials.

The APF is an excellent source of correct information about the true and proper
way to determine and assign ICD diagnosis codes to pathology cases. Educa-
tion and guidance is provided via periodic conferences and webinars as well
as detailed instructions in the APF’s electronic text Pathology Service Coding
Handbook.

b. Procedure information: Detailed information about each billable procedure fur-
nished by the rendering pathologist is reported in field 24 of the Form-1500
(02/2012) claim. The source of the information depends on the datum: Some
comes from the referring physician via the order entry screen or requisition, but
the critical data in terms of money claimed and collected comes from the final
pathology report. (Performing provider field 24J is certainly critical, but it was
discussed earlier, so that information is not repeated in this section.) How you
collect the data depends on the extent to which your order entry, medical report-
ing, and other information systems are computerized and integrated—never
underestimate the power of a well-designed manual (i.e., hardcopy) information
system.
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— Date of Service (24A): The date of service for pathology technical component

services and clinical lab tests is defined by Medicare as the date the specimen
(e.g., biopsy, Pap fluid, blood, urine) was collected from the patient. This
datum should appear on the order entry screen or the requisition from the
referring physician, and it should be faithfully disclosed in the pathology or
laboratory report as well.

Medicare has not, as of the date of this writing, released a formal definition of
the date of service for the professional component of physician diagnostic pro-
cedures such as radiology and pathology examinations. Some contractors and
private insurers define the date of service for diagnostic physician procedures
as the date the “service” was “performed”—whatever that may mean! (You
do a frozen section tonight, the gross exam tomorrow morning, issue a pre-
liminary report the next day, and release the final report the day after that once
the fluorescent in situ hybridization (FISH) results are available—what is the
“service”? What is the “date of service”?) Absent a specific instruction from
a particular contractor or private insurer, most pathologists and laboratories
define the date of service for the physician professional component as the date
of specimen collection, the same as the technical component. (That policy
minimizes patient and insurer confusion as regards pathologist and hospital
claims and statements, and it is the only way an independent laboratory can
bill global fees for pathology services to nonhospital patients.) Nonetheless,
some pathologists report the accession date or the final report date as the date
of service in item 24 A of the Form-1500 (02/2012).

Procedures or Services (24D): Post in this column the CPT or HCPCS-II code
that accurately describes each billable procedure that you rendered to the
patient during the encounter. The source of this data should be—or at least
should be confirmed by—the final pathology report. More will be said in a
moment about who should assign CPT or HCPCS-II codes to your cases, and
an overview of the CPT/HCPCS-II taxonomy is provided in another chapter.
Diagnosis Pointer (24E): The data in this column merely links each proce-
dure code in item 24D to the ICD code in item 21 to which it relates. If
ICD diagnosis codes are being properly determined, most claims will link
all procedures to the same ICD code line (or two lines in a minor number of
situations).

Charges (24F): The usual and customary charges you bill to insurers and
patients per CPT or HCPCS-II code are set in advance and are posted to each
claim by your business office or billing agent. The amount reported per any
given line of the claim is merely the product of the preset fee per the appli-
cable procedure code times the number of service units rendered on that date
to that patient.

Units (24G): Pathology cases quite frequently involve multiples of the same
type of service or procedure; for example, multiple biopsies (e.g., skin,
prostate), multiple special stains (e.g., iron, reticulin), and/or multiple quali-
tative immunohistochemistry stains (e.g., CD20, S100, Vimentin). In general,
multiples of the same CPT or HCPCS-II code for a case are reported on one
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line of the claim using the “units” column (24G). For example, three skin
biopsies received for a patient on the same day will be displayed on the claim
as “88305” in column 24D and “3” in column 24G.

4. Idiosyncratic Data Required by Payers/Insurers: Professional coders and billers

will tell you that frequently there is little or no “rhyme or reason” to the claim
specifications individual payers and insurers demand of providers to achieve
“clean claim” status. As one example, private insurers often do not want the
CLIA number reported on the claim, and instructions for procedure modifier
usage (see topic below) usually differ from one insurer to the next. Very often
the only way one can determine a particular insurer’s “clean claim” requirements
is trial and error, and then there is no guarantee that its requirements will not
change in a month or two.
We could devote significant space herein to the arcane and idiosyncratic data
requirements of payers and insurers, but the long-term value of that information
would be doubtful. Therefore, we will focus instead on the two most significant
topics of ongoing interest to pathology coders and billers: procedure code modi-
fiers and “place of service” codes.

a. Procedure code modifiers: Modifiers are two-digit alpha, numeric, or alpha-
numeric codes that are appended to the regular CPT or HCPCS-II procedure
code to clarify the scope, context, or circumstance regarding the procedure as it
affects payment or coverage. By way of example, the most frequently-used pro-
cedure code modifier in pathology is “26”: When modifier “26” is appended to
a CPT code, it means the physician performed and is billing just the professional
component of the service—another provider (e.g., hospital or independent lab)
performed the technical component and is billing separately for it.

Proper use of procedure code modifiers is critical to the claim preparation pro-
cess. Failure to append a modifier such as “26” (professional component only)
or “TC” (technical component only) will result either in denial of the claim (e.g.,
the payer detected a mismatch of procedure code, without the expected “26”
modifier, and place of service) or overpayment (e.g., payment at the global ser-
vice rate instead of professional only). In another situation, failure to append
the appropriate “separate procedure” modifier will lead to summary denial of at
least one charge line due to suspicion by the payer that you have broken up one
procedure into two or more component parts (a very serious compliance viola-
tion known as “fragmentation”) or that some of the procedures were not truly
medically necessary.

The procedure code modifiers used most frequently by pathologists and
laboratories today are “26” (professional component only), “TC” (technical
component only), and “59” (separate procedure). (Modifier 59 may be used
with some private insurance claims inasmuch as Medicare substitutes four alpha
modifiers to break down separate procedure reporting into more discrete circum-
stances: Different encounter (XE); different specimen, anatomic site or lesion
(XS); different physician (XP); and nonoverlapping procedures (XU).) Teaching
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physicians must append modifier “GC” to their procedure codes to confirm that
they—not a resident or fellow—personally performed the critical portion of the
procedure.

As earlier intimated, the instructions for procedure code modifier usage quite
frequently vary from one Medicare contractor or private insurer to another. This
is particularly true in relation to “separate procedure” circumstances and situa-
tions where multiple units of the same CPT or HCPCS-II code are eligible for
billing with the same date of service on a claim. Your billing office personnel
or commercial billing agent must become thoroughly familiar with the rules for
modifier use by the Medicare contractor, Medicaid agency, and private insurers
in your service area to ensure maximum “clean claim” performance and payment
turnaround.

. Place of service: A “place of service” code must be reported in item 24B of
the Form-1500 (02/2012) by physicians, laboratories, and other Part B health-
care providers. The place of service code-set consists of several two-digit items
intended to denote where the service(s) being billed was rendered. The codes
most commonly reported by pathologists and laboratories are 21 (hospital inpa-
tient), 22 (registered hospital outpatient), 11 (physician office or clinic), 24
(ambulatory surgery center), and 81 (independent laboratory).

In some instances, the place of service code serves to judge whether the billing
provider is entitled to payment for the global service (professional and tech-
nical components combined) or only the physician professional component. A
pathologist or independent laboratory is eligible for payment only for the physi-
cian professional component from Medicare when the place of service is 21 or
22 (hospital inpatient or registered hospital outpatient respectively) inasmuch
as only the hospital in which the patient was registered at the time of specimen
collection may bill the program for the technical component. On the other hand,
a pathologist or independent laboratory may claim payment for the global ser-
vice if the specimen was extracted during a physician office or clinic visit (POS
11), at a free-standing ambulatory surgery center (POS 24), or at an independent
laboratory (POS 81). (Under certain circumstances a pathologist may purchase
the technical component of an anatomic service from an independent laboratory
or a hospital and bill the global charge to Medicare.)

The majority conventional wisdom historically and today is that the place of
service code for pathology and laboratory services should reflect the type of
facility that was being visited by the patient when the specimen was extracted.
For example, if a biopsy is taken during a physician office visit, the pathologist
or independent laboratory should report POS 11 (office or clinic) on the claim
for processing and examining the biopsy even if the professional and/or techni-
cal component is performed at an independent laboratory. On the other hand,
some providers and advisors believe that the place of service code for pathol-
ogy services should be based on where the technical processing of the specimen
occurred. (In our opinion, the former viewpoint is the better supported and more
appropriate interpretation.)
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Medicare’s guidance to pathologists and independent laboratories regarding
proper place of service reporting is in a state of flux as of the date of this writing.
One longstanding instruction from Medicare indicates that place of service for
Medicare claim purposes is determined by the type of facility being visited by
the patient when the specimen was obtained. However, nearly 2 years ago, Medi-
care told radiologists to base the place of service code on where the technical
component was performed, unless the patient was registered at a hospital at the
time the film or image was taken. We anticipate that when Medicare finally gets
around to issuing the pathology and laboratory-specific guidance that it prom-
ised about 2 years ago, it will confirm the longstanding instruction.

Key Participants and Allocation of Responsibilities

Case: Who Does What?

Jones and Associates just want to practice medicine, pathology in particular. Whenever possible,
they try to farm out the scut-work tasks so that they can do what they do best, run labs and make
diagnoses. As a result, when a large medical billing company serving mostly surgical and radiol-
ogy practices offered to do their billing for a mere 5 % of collections, they were overjoyed and felt
they had landed a bargain. In a clause in the contract, they noted that the company was also willing
to assign CPT codes and ICD codes for an additional 0.5 % of collections. They quickly signed the
Business Associate agreement allowing access to the protected health information (PHI) contained
in all their reports and let the billing and coding begin. Things seemed to be going well until they
performed an audit 6 months into the agreement and discovered that a growing percentage of
claims were being rejected, and therefore not collected, and moreover, that their audit sample of
surgical pathology cases revealed over 10% of cases either under- or over-coded. What was going
wrong?

Discussion: Resubmission of selected rejected cases after review of the codes and other data
revealed that ICD code selection may have been in part responsible, while examination of the
under- or over-coded cases seemed to indicate that the human-assisted computer algorithm being
used to assign CPT codes was failing at the human review stage. In other instances, the data to
justify some of the codes appeared to be missing from the report.

You have identified all the billing and clinical information needed to file complete
and “clean” claims to government payers and private insurers, and you have planned
out exactly where each datum will come from. But you are still not 100 % certain
how to allocate the various data gathering and transmittal responsibilities among
your physician associates and the billing staff. Who is in the best position to under-
take key activities such as CPT procedure and ICD diagnosis code determination?
The information in this section will make important suggestions for key participants
in the revenue cycle management process and allocation of responsibilities.

The pathology medical report is by far the most important document to consider
when setting up a complete revenue cycle management system for a professional
practice or laboratory. Under normal circumstances, government agents and private
insurers view the pathology report as the exclusive document relied on for purposes
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of verifying billed charges (i.e., procedure codes) and medical necessity (i.e., diag-
nosis codes). Pathologists must, therefore, recognize when dictating their medical
reports that they not only are communicating with the referring physician, but cod-
ers in their billing office and outside government and private insurance auditors as
well.

Pathologists must, at a minimum, be familiar with the fundamental procedure
and diagnosis coding principles, conventions, rules, and nuances in order to pre-
pare complete and clear reports that will permit professional coders to accurately
determine or confirm the billable charges and primary diagnosis for each case. They
must learn and faithfully use in their reports the CPT-oriented key words that will
assure uneventful third-party payer audits, and they must become familiar with the
“red flag” words that will cast doubt on the medical necessity of ancillary services
such as special stains. In short, pathologists are intimate and indispensable partici-
pants in the revenue cycle process, even though they may not literally take part in
the determination of individual procedure or diagnosis codes.

The essential data elements that go into a valid claim for pathology or laboratory
services were enumerated in the preceding section of this chapter. In this section,
we discuss the role of various people who might participate in the process on behalf
of the pathology group or the laboratory. The role of the individual pathologist may
be limited to generating the medical report, or it may be enlarged into a couple of
other necessary areas.

1. Accessioning: Accessioning personnel play a vital role in the revenue cycle as
well as the medical reporting processes. They must, of course, verify that the
specimens received correlate exactly with the requisition. But, additionally, they
should ensure that all the essential patient demographic and insurance infor-
mation has been provided as well as required information about the referring
physician, patient history, and current clinical diagnosis. A mechanism should
be in place whereby the referring physician is immediately contacted to resolve
any discrepancy and acquire missing essential information. If available, the
electronic health records system might be consulted to answer questions about
the patient and referring physician, but recall that it is the responsibility of the
referring physician to provide the clinical history and diagnosis.

A fairly common feature of many anatomic pathology medical reporting software
systems is the ability to assign billing codes (e.g., CPT or HCPCS-II) at time of ac-
cessioning based on a predefined part-type dictionary that is loaded into a user file
in the software. While there can be exceptions owing to a limited scope of practice
(e.g., dermatopathology), in general, these part-type dictionaries are an unreliable
basis for accurate billing code assignment in terms of final claim preparation and
release. The CPT and/or HCPCS-II codes and units of service on the claim must be
supported by the final pathology report, so if these codes are assigned via LIS part-
type dictionary at the time of accessioning, they absolutely must be validated (and
changed as indicated) in comparison to the final pathology report prior to finalizing
the patient account and releasing the claim to the responsible party.
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2. CPT/HCPCS-II Code Determinations: We have stressed at various points in this
chapter that the final pathology report is and must be considered the exclusive
source of support for all professional and technical charges for each patient case.
Accurate and complete charge coding per case can only be accomplished after
the responsible pathologist has signed out the report. Any charges that may be
entered into the laboratory information or patient accounting system prior to
case sign-out (e.g., part-type at time of accessioning or special stains based on
pathologist order) should be considered tentative, pending validation once the
case is complete.

Someone must carefully evaluate each pathology report at the time of or immedi-
ately after sign-out to determine the billable services, accurate billing code per each
service, and units of service. That someone might be the pathologist who worked on
the case, another pathologist assigned responsibility for performing this task for the
group as a whole, a specially trained medical secretary or lab technical person, or a
professional coder. Obviously, whoever performs this function must have in-depth
knowledge of the coding taxonomy, rules, and nuances as they pertain to anatomic
pathology and related physician and laboratory services. Furthermore, they must be
motivated to attend to this task with the care for accuracy and completeness that is
required.

Deciding who should be responsible for assigning billing codes to your cases is
as much personal preference as anything else. In general, particularly for smaller
private practices, the pathologists often take responsibility for the coding. But with
larger practices and in teaching environments, allocating this responsibility to thor-
oughly trained professional coders usually works best. (It is difficult to attain a
uniform level of knowledge, skill, and commitment at the physician level when you
are dealing with more than six or eight pathologists.) An arrangement that we have
found to be ideal when pathologists play a major role in the charge determination
process is for one or two professional coders to validate all codes and units as a final
fail-safe measure. Nonetheless, we generally like to see pathologists involved in
the process because that is an important way by which they come to know enough
about the coding rules such that they can thoroughly document billable services in
their medical reports.

Key Concept

CPT code assignment is the professional responsibility of the pathologist, but in groups

larger than about eight, maintaining current knowledge and facility with coding nuance can
be problematic, so development of a coding specialist may be useful.

A critical task that cannot reliably be performed at the pathology report sign-out
stage is billing code translation needed to fulfill a particular payer or insurer re-
quirement. Medicare rather frequently demands that certain specific pathology ser-
vices be coded differently than what is prescribed by the American Medical Asso-
ciation’s (AMA) CPT codebook (for example, at the date of this writing, a prostate
needle biopsy case must be reported to Medicare as one unit of HCPCS-II code
G0416 instead of as multiple units of 88305.) These billing code translations and
adjustments can be accurately determined only upon verification of the patient’s
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insurance, and said verification typically is not available until after case sign-out.
Therefore, provision must be made at the billing office or commercial billing agent
stage of processing for determining and making these code translations and adjust-
ments. Of course, Medicare is not the only payer implicated by this observation.

3. Procedure Code Modifier Determinations: A few procedure code modifiers such
as “26” (professional component only), “TC” (technical component only), and
“GC” (teaching physician) are knowable in advance and fixed for a given prac-
tice environment such as a hospital. These few modifiers frequently are set up
in the patient account profile for automatic posting by the software as manual
intervention is not necessary and would be a waste of valuable staff time.

Other procedure code modifiers, particularly those denoting “separate procedure,”
are driven by differential case factors such as the insurer, specific combinations of
procedure codes for a given date of service, and number of units for any one proce-
dure code. Whether a procedure code modifier(s) is required for a particular case,
and which of several possible modifiers that may be, rarely is or can be known with
certainty at or prior to the time of case sign-out. Hence, procedure code modifiers
of this type should not be taken into account prior to the billing office stage of work.
In general, we recommend that procedure code modifier determinations be made
exclusively by professional coders just prior to the release of patient charges to the
claim-filing module of the revenue cycle system.

4. ICD Diagnosis Code Determinations: ICD diagnosis coding is an arcane sci-
ence that usually consumes a significant and disproportionate amount of time
case-by-case. For these reasons, we recommend that the ICD diagnosis coding
function be assigned to professional coding staff instead of the pathologists asso-
ciated with a practice or laboratory. The principal exception to this recommenda-
tion pertains to specialist cases where the universe of relevant diagnoses is small
such that the practitioner can refer to a concise crib sheet to accurately code most
cases. The specialties to which this exception may apply are dermatopathology,
clinical pathology, hematopathology, renal pathology, neuropathology, and cyto-
pathology. A major advantage of the specialty crib sheet approach is that the
diagnoses associated with these cases not infrequently are somewhat nuanced or
ill-defined such that the physician is in a much better position than a professional
coder to identify reasonable diagnosis codes for these cases.

5. Other Data Element Considerations: Most other data required to file a “clean
claim” will be readily available to the billing office or commercial billing agent
from the patient face sheet, the pathology report, and files maintained by the
office or agent. For example, the office or agent should maintain a file of com-
mon referring physician names with their NPI numbers, another file with the
name and NPI number of each performing physician in the group practice or at
the lab, and yet another file with the name and CLIA number associated with
each practice site. Of course, a mechanism must be in place to update these files
as quickly as possible whenever a data element changes, including additions and
deletions.



4 Revenue Cycle Management 75

Revenue Cycle Policies

Case: Billing and Collection Policies

All the groundwork for your revenue cycle management system appears to have been laid. But you
have a nagging feeling that something important has been overlooked. Then it hits you: Policies!
The many patients you serve daily must be treated uniformly and fairly, and that means policies
must be in place to guide your business office or commercial billing agent. Similarly, the busi-
ness people that represent your practice must know how you feel about dealing with insurers and
other outsiders. Now you are ready to formalize the policies that will govern and guide the daily
operation of your revenue cycle management system by implementing suggestions such as those
set forth below.

Discussion: Reasonable and appropriate billing and collection policies are essential to consis-
tent and equal treatment of all patients.

A well-run practice or laboratory is founded on and guided by a core set of sensible
policies such as the following:

* Usual and Customary Charges: Your usual and customary charges should be set
based on fair market value. In general, that means the standard fee for each bill-
able service will be set just a few dollars more than the highest-allowed charge
by the insurers with which you regularly do business. There is no sense charging
a great deal more than that, because it will only make your contract write-off
amounts that much greater. Furthermore, you do not want to appear unfair to
self-pay patients.

» Indigent Care Allowances: Pathologists and laboratories regularly maintain an
indigent care allowance policy that takes self-pay patient ability to pay into ac-
count. For example, patients with an annual income less than 100 % of the fed-
eral poverty level might be granted a 100 % charity allowance, with the discount
reduced as the level of income increases. Hospitals often are willing to share the
indigent care information they obtain from individual patients with their hospi-
tal-based physicians.

* Bad Debt and Other Write-Offs: A small-balance write-off policy is standard
practice for physicians and laboratories; for example, a patient balance of $10
might be written off automatically as it would cost more to bill and collect that
amount. Patients should be sent at least three statements under normal circum-
stances, and then the account should be referred to a collection agency if no
response is received from the patient. There is no sense carrying likely bad debts
in your account receivable balance. The collection agent should be instructed
regarding how aggressive you want it to be when attempting to collect accounts
on your behalf.

» Courtesy Allowances: Courtesy allowances, especially those involving referring
physicians, their family members, and their employees, can be a major source of
compliance concern. You are best advised to work with your legal counsel and
compliance consultant when setting up the courtesy allowance policy for your
practice or laboratory.
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» Electronic Claims and Receipts: It is standard of practice today that physician
and laboratory claims be filed electronically, and the vast majority of govern-
ment payers and private insurers are well-equipped to accommodate electronic
claims. Furthermore, it is a good idea for your billing office or commercial agent
to be set up to receive payment electronically, as well as to accept credit card
payment from individual patients.

Your billing and collection policies will expand and change over time. With experi-
ence you will find that the core policies set forth above do not cover all the circum-
stances that your operating environment demands. Furthermore, state and local laws
as well as federal standards will change, and that may influence the creation of a
new policy for your practice/laboratory or a change in initial policy. Independent
advisors, including your local legal counsel, should be consulted from time to time
to ensure that all requisite policies are considered and properly framed. Important
input can also be obtained via national conferences and webinars, such as those
sponsored by the APF.

Management Reporting

Case: So How Are We Doing?

Dr. Charles Roubaix, the new president of Mountain Pathology Associates, was enjoying the open-
ing reception at the annual meeting of the APF. He was meeting experienced leaders of practices
like his own. But wow, the discussions were making him wonder about his own practice. Bernie,
head of a large practice in New England, said his billing costs were under 5 %. Jim, from the far
West, argued that the national billing company he used increased collections by 11 % over his prior
in-house operation. George, from the Midwest, bragged that he had reduced days of A/R by nine
after hiring a new business manager. Fortunately, the wine and finger food were good because
Charles was a bit nervous. “Am I supposed to know these things about my practice? And how
might [ benchmark our performance and perhaps improve metrics?”

Discussion: There is a core set of revenue cycle management reports that you will want avail-
able to you on a monthly basis. These are essential to monitoring key elements of the system as
well as its overall operation. Timeliness of management reports is critical, because you want to
identify problems as early as possible to effect solutions well before things get out of hand.

Your practice is up and running after much planning and hard work. The funda-
mental revenue cycle system appears to be functioning smoothly and effectively.
But how will you monitor its functionality on an ongoing basis? What metrics and
benchmarks should you look at—and how often—to ensure that the system con-
tinues to operate in a proficient manner? We will give you key suggestions in this
concluding section, based on our years of experience.

* Operating Budget/Income Statement (See Section ‘“Practice Structures”,
Chap. 1): An operating budget covering both projected net revenue (gross charg-
es less discounts, allowances, and bad debts) and operating expenses (including
physician base salaries and benefits) is essential to managing a pathology practice
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or laboratory. A budget is the roadmap that lets you judge month by month (“mile
by mile”) whether you are on course or straying into dangerous territory.
Revenue versus Receipts: Gross revenue is the amount that is potentially collect-
ible given the services you have furnished and your initial estimate of the unit
value of each different service you provide. Of course, most government payers
and private insurers will not pay your full usual and customary charge per pro-
cedure: They will demand an often significant discount. But you need to know
the gross charges versus receipts per month for each major payer to ensure that
payers are keeping their promises and that your billing office is promptly and
properly filing claims with those payers. Similarly, bad debt, charity allowance,
and other write-offs need to be monitored month by month to ensure that they are
within expectations. You may also decide at some future date that your usual and
customary charges are too high or too low based on the collection rates showing
up in the monthly report.

Days of Revenue in Accounts Receivable: An account receivable is a legal claim
against an insurer or patient for services rendered and a promise of payment.
Nonetheless, you cannot pay yourself or your employees until account receiv-
able balances are converted to cash. (Yes, a bank might lend you money using
your accounts receivable as collateral, but that can only go on for a short period
of time.) Your objective is to convert patient account balances to cash as quickly
as possible, say 28-40 days on average. Once the objective is set, it must be
monitored against actual performance, and that is where the metric “days of
revenue in accounts receivable” comes into play. The metric is calculated by
dividing the gross account receivable balance by the average gross revenue per
day—the account receivable balance and the gross revenue per day figures can
represent the activity for individual payers, or they can represent all payers and
patients in the aggregate.

Physician Productivity: Monthly and year-to-date procedure volume information
is very helpful in monitoring overall practice/laboratory performance as well
as productivity at the individual physician level. The overall data is needed to
determine if the entity is expanding or contracting, and the physician-level data
is needed to determine if everyone is pulling their fair share of the total load. Of
course, allowances should be made in advance for productivity adjustments that
take into account such matters as practice/laboratory administrative duties, hos-
pital medical director duties, practice specialty (e.g., dermatopathology versus
general surgical pathology), and so on (see Appendix A, Case 1).

Charge Denial Rate: You need the ability to break down payments and denials
by payer and CPT code. A payer or insurer may deny one or more charges on a
claim simply as a way to hassle you, but more often the denial means your billing
office or commercial biller did not observe a required procedure code modifier,
failed to take a quantity limit into account, or otherwise did not actually file a
“clean claim” the first time around. (Medical necessity denials attributable to
insufficient or nonconforming ICD diagnosis coding are an increasing source
of charge rejection by payers and insurers at this time.) It is very important to
monitor the absolute and relative number of charge denials by type and in total
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on an ongoing basis. These metrics will give you early warning if you have a
training or motivation problem involving your billing personnel (or commercial
billing agent) or an issue with a particular insurer that may require legal counsel
intervention.

As your practice or laboratory matures, you will gain valuable experience and un-
derstanding regarding the management information that is helpful in maintaining
the financial viability and effectiveness of the entity. You will also learn over time
what allocation of management report information works best for your practice or
laboratory; for example, what material is to be considered by the physician own-
ers versus what data is best left in the hands of the practice or laboratory business
administrator. Finally, you will gain insight into the format of management reports
that is most meaningful to you and the other physician owners; for example, at a
basic level, whether charts and graphs are preferable to more traditional numbers-
oriented reports. Independent advisors might be retained from time to time to assist
in refining the management reports and process.



Chapter 5
Applying the Knowledge

Michael L. Talbert

Implications and Strategies Driven by the Current System
or “Why Are Things the Way They Are?”

Case: Exploiting Payment Anomalies

Dr. Carol Smith has completed an anatomic pathology/clinical pathology (AP/CP) residency and
is 3 months into her surgical pathology fellowship. Her husband has a specialized job and would
have difficulty moving. Dr. Smith has narrowed her job search to her current metropolitan area.
Two jobs are available, and Dr. Smith has interviewed for both positions. The first position would
be at an independent gastrointestinal (GI) pathology lab where she would sign out endoscopic
biopsies approximately 8 a.m.—3 or 4 p.m. Monday through Friday with no night call or weekend
work. The second position would entail joining three other pathologists covering a 300-bed hospi-
tal. Dr. Smith would do predominantly AP but also direct the microbiology laboratory. She would
work 8 a.m.—5 or 6 p.m. with one in four nights and weekends on call. Weekend call would include
about 8 h of work, including performing autopsies, if needed.

While the second job clearly involves more work in a higher acuity environment, the first job
would pay approximately 20 % more per year with similar amounts of vacation. How could this
be?

Discussion: While the higher acuity more general practice may offer a partnership opportunity
and potentially be more stable, business models develop to exploit inefficiencies and inequities
in the payment systems. As such, a pure outpatient biopsy lab focused on diagnostic biopsies
can produce more revenue per pathologist than a more general practice environment, enabling
a pathologist to potentially earn more while working less. However, the two work environments
would be very different, and the more general environment may prove more interesting or more
professionally fulfilling than the outpatient biopsy lab.

If we consider how physician services are compensated, much can be understood
regarding business and practice trends over the recent decades. The bulk of phy-
sician services for Medicare patients are compensated through Medicare Part B
and determined using submitted Current Procedural Terminology (CPT) codes. The
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situation is analogous for physician services provided for patients covered by Med-
icaid and private insurance. As such, the bulk of physician services are covered by
relatively set payments per service provided, with the caveat that there be corre-
sponding International Classification of Diseases (ICD) codes submitted to justify
the provided service(s). This has led to a number of somewhat predictable trends.

Payment Per Service Rewards More/Additional Services

While physicians often discuss ethics, professionalism, the Hippocratic oath, and
other lofty selfless concepts, the simple fact is that, in many settings, the more
services you do, the more you are paid. Whether this is an explicit goal or an unrec-
ognized bias for an individual or a group, there is an undeniable human tendency
to want more. There is also often a disconnect between the cost of a service and its
overall value. The decision to perform a second or third different confirmatory im-
munohistochemistry stain when one might suffice to support a diagnosis may not
withstand the rigors of evidence-based medicine but may be rationalized based on
feeling even more secure with a diagnosis or providing support for a strongly fa-
vored diagnosis should the first stain prove to be negative or noncontributory. This
more subtle overuse of services that may be billed can also be driven by the sense of
defensive medicine. For example, a pathologist may perform mucicarmine and im-
munohistochemical stains for keratin, carcinoembryonic antigen (CEA), leukocyte
common antigen (“would not want to miss lymphoma”), and vimentin (“do we not
always order vimentin to show that at least something stained?””) for an otherwise
straightforward diffuse infiltrating adenocarcinoma of the stomach with signet ring
cells using the internal reasoning of, “if this ever went to court, [ would want stains
to support my diagnosis.” In doing this, payments for this case could increase sev-
eral fold, all in the name of “good medicine.” The subtle or overt driver to perform
more services on the physician side may be compounded by the lack of opposing
drivers on the patient side. The patient may have a limited or, in many cases, no co-
pay for the additional service(s). Plus the patient is already relying on the physician
to do what is needed and not do what is not indicated.

This combination of drivers, even when physicians are well meaning, can bias
toward additional services in any specialty or practice setting. Efforts have been
made to mitigate these drivers through utilization review, utilization targets, capita-
tion, and particularly more recently, the use of pricing pressures on the patient side,
such as increased co-pays, high deductible policies, and in-network pricing.

Utilization controls through utilization review are simply denial of payments for
services provided based on preestablished criteria that are sometimes unknown to
the provider (so-called black box). These criteria can be based on factors such as
age, number of services provided, or the specific ICD code provided among a host
of other reasons. In some cases, payment may be obtained following submission
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of additional data/documentation regarding medical necessity, an action involving
additional work and expense. Utilization targets may also be in the form of total
expenses per patient per time period or episode of disease. For example, with capi-
tation, there is a fixed payment per covered beneficiary for a specified time period
with the provider or group of providers now financially incentivized to provide
fewer services and hence retain a greater share of the fixed payment. Numerous
variations on this approach exist. For instance, primary-care providers may “take
risk” (i.e., accept the fixed payment up front, not knowing which services a group
of covered beneficiaries will require), and subcontract with pathologists or inde-
pendent laboratories typically at discounted prices or laboratory services could be
“carved out” by the insurance company, which then may contract with, for example,
a national laboratory. Some arrangements may also include certain “withheld” por-
tions of the per member per month payment that constitutes the provider’s risk of
exceeding a utilization or total cost target such that an insurance company holds a
percentage of the monthly payment that is released to the provider(s) only if pa-
tient expenditures do not exceed an established target. A pathology group may be
involved in a number of these arrangements and will most probably have contracts
with multiple insurance plans besides participating with Medicare and Medicaid.
Understanding how each arrangement works is key, and the variety of payor con-
tracts and hospital contracts a group may possess can create significant differences
in pathologists’ income between similar-sounding groups (e.g., six pathologists
covering two hospitals).

Co-pays and high deductibles attempt to decrease utilization by incentivizing
greater patient involvement in the care purchasing decision. If a patient must pay
20% of a bill or the first US$4000 of health care for a year, he or she may be more
likely to question the provider about the benefits and necessity of a service before
its provision. An offshoot of this is the move to “inform the consumer” through
price transparency, with the idea that a patient may choose a less expensive provider
if they know the price up front. Yet another variation along these lines is so-called
reference pricing where an insurance company may cover up to a certain amount
for a procedure, such as hip replacement, thereby incentivizing the patient to seek
a provider charging the covered “reference” amount or less to avoid additional
out-of-pocket expense.

On balance, these efforts probably do have some effect, but they also play out
in the popular press and political discussions. Capitation is criticized as incentiv-
izing physicians to withhold care for money, while utilization review by insurance
companies may be characterized as insurers coming between doctors and their pa-
tients to limit care and maximize their profits. More recently, the effort to do pre-
utilization control at the national level was attacked as creating “death panels.” Our
freewheeling, do-it-all system where the providers (including hospitals) do well, the
insurers do well, and the patients bear limited direct liability for receiving one more
medical service predictably drives up utilization and overall costs and is difficult to
change without fundamentally adjusting the drivers themselves.
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Some Services May Become More Attractive
from a Reward Standpoint

Case: Some Services May Become More Attractive from a Reward Standpoint

Dr. Michael Smith, the new chairman of the Southern University pathology department, was pre-
paring for his first round of annual faculty evaluations. To evaluate clinical productivity of his sub-
specialty surgical pathologists, he asked the departmental business administrator for a spreadsheet
showing relative value units (RVUs) by pathologist and collected revenue by pathologist. A listing
for three of the pathologists is shown in Table 5.1.

Dr. Smith scratched his head and thought, “Wow, they are so different. It looks like Dr. Free
is not earning her clinical salary. I thought my anatomic pathology director said they had similar
workloads.”

How can this be?

Discussion: Though the RVU system was intended to normalize work effort and hence pay-
ment, with the relatively limited number of surgical pathology CPT codes, services under certain
codes can vary substantially in difficulty and time required leading to variations in payment for
work performed. In this example, the dermatopathology specialist is signing out large numbers
of relatively simple skin biopsies and excisions under CPT code 88305. The breast pathologist,
in contrast, does a mix of breast biopsies (CPT 88305), excisions (CPT 88305 and 88307), and
mastectomies (CPT 88307 and 88309), each of which, on average, requires multiples of the work
required for a skin biopsy/excision, even accounting for the differences in RVUs assigned to the
higher codes for the breast pathologist. While the skin pathologist may be fairly compensated per
service, the breast pathologist is relatively undercompensated for surgical pathology professional
services.

For the pediatric pathologist, total RVUs fall somewhere in between. However, for the pediatric
pathologist, on average, there may be more services provided for patients covered by Medicaid
which, depending on how Medicaid payments are set in the state, can result in relatively different
average payment per RVU as compared to collections of pathologists primarily providing services
to a typical adult patient population of Medicare/Tricare/Champus, commercial insurance, Med-
icaid, and self-pay.

Therefore, given these variations in work, RVUs, and payment schema, the three faculty mem-
bers could be doing similar amounts of work but collecting very different payment amounts. This
example demonstrates how certain subspecialty areas can be more lucrative and illustrates why
you must be cognizant of a wide variety of variables when considering issues of workload, pay,
and fairness.

A typical business makes a profit by producing a product or providing a service for
less than what the product or service costs to produce, creating a so-called profit
margin. Bigger margins are typically better, and total profit rises as volume rises
for products or services that have a positive margin. Margins and hence profits rise
when costs are reduced, and often the cost of providing a unit of service or making

Table 5.1 Table for case: some services may become more attractive from a reward standpoint

Pathologist Specialty RVU Collections (USS$)
Dr. Jones Dermatopathology 11,000 425,000
Dr. Howard Pediatric pathology 5500 250,000
Dr. Free Breast pathology 3100 100,000

RVU relative value unit
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a product drops as volume rises, the so-called economy of scale. Applied to pathol-
ogy, the margin on an 88305 diagnostic biopsy professional service is hopefully
positive but depends on many factors: the time required to examine the biopsy,
the efficiency of the pathologist, the efficiency of the sign-out process, the cost of
billing, the efficiency of collection, the cost of the practice setting, the value of an
88305 on a negotiated fee schedule for patients with a negotiated fee schedule type
payment arrangement, and even if the patient has coverage at all. The margin can
be improved by improving any of these factors. Similarly, increases in volume may
drive efficiencies or enable greater investment in the system to provide automation
and better computerization.

While there are over 8000 different CPT codes, one weakness of this system for
defining services is the difference in efforts and expenses to provide different ser-
vices that may be described by the same CPT code. As an extreme example of this
breadth in pathology, an 88305 professional component may describe a relatively
straightforward skin biopsy of a basal cell carcinoma or a difficult breast needle
core biopsy of a complex sclerosing lesion. Yet, the payment for each service would
be the same if the patients had the same insurance payment scheme. An experienced
pathologist could diagnose several basal cell carcinomas in the time required for
the breast core biopsy, resulting in a skewing of payments on a time basis even if
the breast biopsy required additional CPT codes for immunohistochemical stains.
There are similar differences in the technical component. Embedding, cutting, and
staining a nine-block transurethral resection of the prostate (88305-technical com-
ponent, 88305-TC) is much more work and, hence, expense than performing the
technical component on a simple single-block skin biopsy.

These apparent discrepancies between effort and payment have led to a sort of
arbitrage effort to capture “easy” specimens while avoiding, at least on a relative
basis, more difficult specimens. So we have seen the growth of large, sometimes
venture-funded laboratories that focus on outpatient biopsies, along with the trend
toward insourcing pathology services by non-pathologist-owned clinical practices,
especially for skin, GI, and genitourinary specimens. This has been done to exploit
the relative differences in effort required to provide services under a single CPT
code, to effect economies of scale, and to take advantage of the gradual rise in the
technical component over the decade and a half before 2013. Predictably, the model
came under much reexamination when the 88305-TC was reduced by 53 % January
1,2013. (Once again, this showed the power of payment schema to impact how and
where health care is delivered. When trying to understand the health system, it is
often useful to start with understanding how the money flows.)

The result has been that the hospital-based pathologist has felt under siege, not
necessarily controlling the flow of cases and now relying on the more difficult and
time-intensive specimens while providing frozen section coverage and overseeing
a 24/7 laboratory service. Also predictable was the 20-year push for hospital-based
pathologists to gain control of “the means of production” by taking over the provi-
sion of histology services from the hospital. This allowed the hospital to exit a ser-
vice they had limited interest in while the pathologist could then focus on improving
specimen flow, increasing investment to improve pathologists’ productivity, and
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possibly combining multiple smaller histology labs to gain economy of scale. It also
provided an otherwise hospital-bound pathology group with a platform to expand
its outpatient reach aided by enhanced informatics among other flexibilities and
to expand test menus to increase immunohistochemical stains and add molecular
testing.

Using RV Us for a set of procedures as a comparative measure is conceptually a powerful
idea, but for procedures with a VERY broad range of effort such as the CPT code 88305, it
has introduced perverse incentives and misleading conclusions relative to underlying rela-
tive effort and cost that plagues pathology practice today.

Not all of these resulting effects have been negative. Centralization of specimen
types can allow for greater practitioner specialization, more standardized and fo-
cused evaluation protocols and reporting, and enhanced informatics. All of these
translate into potentially better patient care and provider service. Successful pri-
marily hospital-based pathology groups have been able to grow outreach, better
integrate patient care over a region, and develop greater specialization and depth
of expertise. The trade-off has been discontinuity of care with biopsies leaving the
practice area where resections and other treatments are done, creation of multiple
smaller condo and pod labs staffed by a single and sometimes part-time patholo-
gist, and a disincentive to practice in the inpatient environment—a critical role for
pathologists. And predictably, the incentives of an “in-house lab” for urologists (and
others) have been shown to lead to increased numbers of biopsies when compared
with urology practices that do not profit from having histology and pathology “in
house” [1, 2].

Case: Consolidating Histology Services

Mountain Pathology Associates (MPA) is a 15-pathologist practice in the upper Midwest that
serves the regional tertiary care referral center and five smaller hospitals in the region. MPA had
had some success in the office-based market, usually with physicians who felt strong alignment to
an MPA-served hospital, but a national commercial laboratory provided the majority of outpatient
clinical and anatomical services with a slick reporting system and regular courier service.

Mountain Pathology pathologists felt frustrated by the sophistication of technical component
services provided by the various hospitals. While each hospital had a histology laboratory, some
had only limited immunohistochemistry menus. To make matters worse, between the six hospitals,
there were three anatomic computer systems, none of which interfaced with physician offices. At
a strategic retreat, MPA pathologists determined that they must control their means of production
and update their IT capabilities to compete with the national commercial laboratory. Also, several
pathologists worried that the limitations in their technical component support were making it dif-
ficult to recruit new fellowship-trained pathologists from cutting-edge programs.

Over the ensuing weeks, with the help of a national consultant, a plan was designed. The small-
er hospitals were approached about getting out of the histology business. In essence, the pathol-
ogy group would buy the equipment and hire the personnel with the goal of centralization. MPA
promised a new anatomic information system and would use couriers to move tissues and slides.
Hospitals would be billed for patients covered by federal payors, and economically, the hospitals
would see a neutral outcome when comparing the new setup with net revenues from running their
own histology labs. In return for working with the pathologists, the hospitals could expect faster
turnaround times through use of an expanded immunohistochemistry menu and better reporting
through use of a new AP system. It was felt that all practitioners would like the new arrangement.
Four of the five small hospitals agreed to participate in the project, and thus, Opus Diagnostic
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Services (ODS) was born. Within 6 months, much of the promise was realized, and within the
first year, ODS was profitable and adding additional services. At this point, the fifth small hospital
histology laboratory was folded in, and finally, after 18 months, the tertiary care histology lab was
absorbed by the now booming ODS. By this time as well, the immunohistochemistry menu was
50% larger than the menu at the tertiary care histology lab, and substantial additional outpatient
AP volume had been added. While the new entity ran more efficiently, no personnel were laid off
as they were needed to handle the new business. Volume had grown so much that a new pathologist
had been recruited, and a second recruitment was beginning.

Discussion: The success of a pathology practice depends in part, if not substantially, on the
quality and degree of technical component support. Gaining control of histology and secretarial
functions can lead to substantial improvements, create opportunity for growth, allow for advance-
ments in information technology, and reorganize the competitive landscape in a region.

Case: GI Biopsy Problems

Dr. Phil Mayes put down his pen and looked up from the numbers on the legal pad. “This is going
to be ugly,” he sighed. The three big gastroenterology groups in the metro area had just announced
a merger and Phil’s pathology group had been asked to “bid on” the new combined group’s endos-
copy center business. While the GI group preferred to open their own histology laboratory with a
contracted pathologist as medical director, the group was also looking for some form of bundled
pricing of pathology professional fees. They wished to develop novel pricing schemes and expand
market penetrance and reach. The GI group announced a 7-day response time for proposals and
indicated that they were soliciting proposals from other pathology service providers.

All this created quite a dilemma for Dr. Mayes and his group. They risked loss of their current
business, but in meeting the goals of the GI group, while it might mean a growth of GI biopsy
business, the incremental gain would be limited and overall could be negative once the additional
professional effort was factored in. At this point, Dr. Mayes resolved to phone two other pathology
group leaders from different parts of the country that he had become friends with through national
meetings. He hoped to talk through the situation and see what ideas the others had; perhaps they
had faced similar situations.

Discussion: The outpatient biopsy market is much more fluid than the inpatient market. CPT
codes and their professional components do not distinguish between inpatient and outpatient mar-
kets even though inpatient cases are typically more difficult and an inpatient practice entails much
more of a 24 h/7 days a week approach. While a stable outpatient biopsy business can be very
lucrative to a pathology practice, control of the market can be difficult as other practices and even
other specialties devise strategies to reap some of these potential gains.
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Chapter 6
Current Major Trends and Considerations
for the Future

Michael L. Talbert

Case: Proving Our Value

Dr. Gina Pizotti took her second deep breath as she finished reviewing Midwestern Pathology As-
sociates’ (MPA) most recent monthly financials. Anatomic pathology monthly revenue had fallen
by US$5000 compared to 1 year ago. Losing the local dermatology practice’s biopsies to a national
lab had created a deficit that was hard to fill. Payments for other anatomic services were at best
flat, and there seemed to be limited prospects for additional new business. A total of US$60,000 a
year—that was US$10,000/pathologist—was a tough revenue shortfall when everyone was work-
ing so hard.

The medical directorship contract would be up for renegotiation in 8 months. The hospital
claimed to be struggling to stay in the black, and Dr. Pizotti had heard that some of the other clini-
cal medical director contracts had simply been eliminated. As president of MPA, Dr. Pizotti felt
responsible for keeping incomes at least level.

Discussion: This is not a unique scenario and illustrates the challenge for many pathology prac-
tices. Part B revenue has become harder to grow, and payment per service has not been rising
significantly. Many practices are looking at new approaches to being paid. With hospital margins
under pressure in many settings, simply expecting the hospital to increase directorship payments is
typically not viable. Many pathologists are looking at possible gainsharing models where pathol-
ogist-led initiatives at cost reductions or other positive outcomes could be directly compensated.
Some pathology groups are simply documenting such interventions in anticipation of future con-
tract negotiations with the idea of showing value and either negotiating increasing payments or
avoiding potential cuts. In the MPA example, perhaps the blood bank director had implemented a
new blood product utilization review system that saved US$50,000 over the past year, or perhaps
a new molecular platform in microbiology reduced broad-spectrum antibiotic usage and reduced
the length of stay in patients with certain infections. Capturing such “clinical vignettes” and quan-
titating their impact could be invaluable at contract discussion time, especially if the gains were,
in total, quite significant. And, for those interventions for which gains were sustained over time,
the gains would be like an annuity and accrued year after year. Of course, as in many other areas
of life, the question is often, “what have you done for me lately,” so this approach would be an
ongoing process, much like documenting process improvement.

Much of the challenge of leading the financial aspects of a pathology practice lies
in adapting to national and local trends. While we currently seem to be in a time of
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very rapid change in pathology as well as the rest of medicine, the change is occur-
ring unevenly across the country, and responses have varied region to region. Look-
ing out over the next several years, multiple trends must be considered:

1. Therise of value-based purchasing/pay for performance and the expansion of qual-
ity incentive programs such as the Physician Quality Reporting System (PQRS)
with transition to the Merit-Based Incentive Payment System (MIPS) in 2019

2. The growth of accountable care organizations (ACO), bundled payments, and
similar new arrangements of providers

3. Continued downward pressure on payments for pathology and laboratory
services

4. Challenges in the workforce—numbers, training, and adaptability

5. Potential influence of technologic disrupters, for example, insourcing with digi-
tal pathology, in vivo microscopy, enhanced biomarkers for primary diagnosis
and monitoring, and increasing point-of-care testing options

6. For academic pathologists, continued uncertainty in funding for graduate medi-
cal education (GME) and research

Two of the more interesting trends are the growth of value-based purchasing/pay
for performance and ACOs, trends that are partly driven by the Affordable Care
Act (Patient Protection and Affordable Care Act, a.k.a., Obamacare) but which
have also been embraced by private insurers with numerous “demonstrations” and
experiments in different markets. With value-based purchasing, the payor, for ex-
ample Medicare or a private insurance company, will vary payment for a service or
services based on some factor in addition to justification of medical necessity. For
example, for a few years, pathologists enjoyed the possibility of a small percent-
age increase in their overall payments from Medicare for successful participation
in PQRS, which is now a penalty for failure to participate. Similarly, hospitals may
have a small payment variation based on certain measures for common conditions
such as congestive heart failure and diabetes or patient satisfaction scores. Cur-
rently, most pay for performance is based on process measures, but it is expected
that, with time, the focus will shift to true outcome measures such as risk-adjusted
mortality or other measures of health, and efficiency measures, such as adjusted
length of stay. For pathologists, that may pose a distinct challenge. PQRS is now
based on specific pathologist actions in defined service scenarios using intermedi-
ate process measures. How we pathologists will demonstrate an effect on patient
outcomes is unclear, though it would seem that laboratories that have embraced a
Lean culture and are reaping the process improvement results may have evidence
of efficiency improvements they can share with their institutions. Practice leaders
should therefore closely follow this trend and ponder how their professional efforts
affect the continuum of care and outcomes for both outpatients and inpatients.

A similar dilemma exists with ACOs. An ACO is a group of providers, typically
physicians or physicians and hospitals, that provides health services for a defined
population. Currently, the aim is to share savings versus the expected expenditures.
In this model, the effort will be towards population health, keeping people out of the
hospital, and managing chronic disease. Once again, the role of the pathologist, how
pathologists will show value and how pathologists will be paid, remains to be deter-
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mined and may be shaped by pathologists themselves. As such, pathologists must
work hard to remain relevant in the process and perhaps seek to lead in any ACO
discussions and potential ACO formation within their own practice environments.
Individual practices and organized pathology should be keenly interested in gather-
ing outcome and impact data from their interventions to bring to these discussions.
A similar challenge exists with clinically integrated organizations (CIO).

The discussion above implies at least some move towards payment models other
than fee-for-service. A pathologist or pathology group that is part of an ACO for
at least a portion of their practice could be compensated on some form of internal
fee-for-service model, on a salary basis, or perhaps by a different arrangement. If
pathologists are able to adapt and bring value by reducing unnecessary testing, im-
proving and accelerating the workup and diagnosis of patients, facilitating outpa-
tient management of chronic disease, and ultimately by showing measurable impact
on patient outcomes, they should seek some form of value-based compensation lest
they risk being further commoditized to the level of a “purchased service.” In valu-
ing such gains, however, pathologists should not fall prey to single sum benefits
based on achieved savings, especially when those savings may be recurring year af-
ter year. Looking out 10 years, the changes will be gradual, and it is hard to believe
that a component of typical fee-for-service does not still exist in a decade. As such,
there will most likely be a prolonged period with multiple major payment schemes
and continued evolution of payment schemes to reward outcomes. This evolution
will most likely differ from region to region and will itself offer opportunities to
arbitrage between the differing systems depending on the skills and experience of a
practice and where the most attractive margins may appear.

The recent Medicare Access and CHIP Reauthorization Act of 2015’s consoli-
dation of incentives into the MIPS signals the next level of changes, at least for
Medicare. Other payors will likely continue to evolve similarly. While rulemaking
and implementation should be carefully followed, the general trend and outline are
clear: Existing incentive programs will be rolled together and more strongly cou-
pled to alternative payment mechanisms. While the recent legislation maps some
Medicare payment factors out more than 10 years, pathologists and pathology prac-
tices must continue to appropriately position themselves in their local environment.

At present, there is downward pressure on payment rates for pathology and
laboratory services. In 2013, we saw Medicare cuts to payments for the histology
technical component and molecular testing. In 2014, there were changes in how
immunohistochemistry and fluorescence in situ hybridization (FISH; which Medi-
care deemed to be overvalued) were reimbursed. In 2015, Centers for Medicare &
Medicaid Services (CMS) further restricted coding for prostate biopsies as prostate
biopsies were targeted as an overutilized service. This downward pressure shows
no sign of abating, which will continue to drive pathologists to focus on efficien-
cies and productivity as well as to seek alternative payment methods such as those
described above.

Similar downward pressures exist in funds for the research and education mis-
sions for academic institutions. Overall, National Institutes of Health (NIH) funding
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has been nearly flat, and situations such as the “sequester” have reduced funding
across all grants. Other sources of research funding such as industry and founda-
tions have not increased to close the gap and, in many cases, have been under pres-
sure themselves. With funding success for the individual NIH grant in the single
digits and the decline in clinical revenue pressuring the historic cross subsidy of
clinical funds into the research operation of most academic centers (the grants them-
selves do not entirely pay for the research mission and infrastructure), many aca-
demic centers are scaling back on research, requiring higher funding productivity or
salary and indirect cost coverage on grants, or eliminating programs. Much of the
same story exists with funding for GME, that is, residents and fellows. Payments
to hospitals have been reduced and discussion continues in political circles regard-
ing further cuts. Paradoxically, this contrasts with increases in numbers of medical
schools and medical school class sizes in response to current and projected physi-
cian shortages. We have more training positions to grant medical degrees but are
not increasing the corresponding postgraduate training positions; in fact, in typical
schizophrenic political fashion, pressure towards the opposite is occurring. How
this plays out for individual practices is difficult to predict. A relative shortage of
pathologists would put upward pressure on wages and further differentiate success-
ful practices (they will be able to recruit) while structural changes in health care
and pathology in particular could result in a surplus of pathologists or, more likely,
create a subset of pathologists who do not have the skillset or mindset and ability to
adapt to the changing environment. Clearly, pathology training programs will also
need to continue evolving to produce graduates capable of success in the changing
environment.

In the challenging environment described above, pathologists also must be cog-
nizant of the two-edged sword of technological change. While a new technology
such as in vivo microscopy or next-generation sequencing can provide new service
opportunities for pathologists and also potentially help pathologists differentiate
themselves from competitors, poorly deployed new technology or an inability to
afford new technology can place a practice at a competitive disadvantage. Further-
more, while it is relatively easy to evaluate a new technology’s impact on similar
types of practices, as described by Harvard Business School’s business guru and
best-selling author Clayton Christenson [1, 2], some of the most disruptive changes
originate outside a particular industry. So a new technology or business model such
as outsourcing pathology professional services via the cloud to a third world coun-
try with lower wages (difficult or impossible now but not inconceivable in the fu-
ture) could radically and suddenly alter the pathology practice playing field.

Case: Better Information Technology
Dr. Bessin leaned back from the scope with a sense of satisfaction. He had worked for some 6
months programming his “digital sign-out assistant,” and it had performed flawlessly as he signed
out 30 colon biopsy cases. He had completed the cases in about half the time required without the
digital assistant and without a secretary. Dr. Bessin smiled and thought aloud, “I wonder if I can
get the digital assistant optimized for large resection specimens.”

Discussion: Pathology is an information specialty—the correct diagnosis presented in an action-
able format delivered how and where needed...in the appropriate time frame. Thus, information
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technology (IT) is vital to nearly all aspects of our practices. Pathologists should actively consider
potential IT strategies and upgrades for their practices and be prepared to invest in improvements.
While in-depth consideration of IT strategies, technology, technology evaluation, and IT purchase
are beyond the scope of this book, areas for consideration, and this list is not exhaustive and will
continue to grow over time, would include:

Specimen identification and tracking: Bar codes and radio-frequency identification (RFID)
tags have replaced hand labeling of specimens and in doing so, have increased patient safety
(fewer lost or mislabeled specimens) and allowed for scanning and better tracking with in-
creased efficiency on the front end (pre-analytic) stages of operation.

Enhanced accessioning: Better electronic health record (EHR) and laboratory information
system (LIS) connectivity have reduced reliance on paper requisitions, enhanced information
flow, decreased challenges in handwriting interpretation, and improved the downstream billing
process.

Process control: Positive specimen identification at each step in the diagnostic process has
yielded impressive gains in productivity when coupled with techniques such as Lean and Six
Sigma. We know of several situations where groups have either programmed their own process
control systems (envision a bar code scanner at every touch point in the surgical pathology
process) or purchased systems that have led to substantial and sustained improvement in surgi-
cal pathology case throughput by identifying bottlenecks, mapping the peaks and valleys of
specimen flow, and identifying unwanted variation in procedures.

Gross description: Tools such as gross templates, voice recognition, and integrated digital pho-
tography have greatly improved grossing throughput and allowed for error reduction and sim-
plification as compared to the rambling descriptions of old.

Microscopic diagnosis: Facilitating the pathologist’s work may provide the “biggest bang for
the buck.” From digital dictation and voice recognition to templates and preformatted reports
to online tools and ancillary test ordering, many practices have steadily increased pathologist
productivity by focusing the pathologist on the high-value activity of examining slides and
making diagnoses. As total digital pathology becomes a reality, we anticipate continued gains
and practice differentiation. These particular gains are an imperative; pathology professional
component payments have, on the whole, declined over the past two decades when accounting
for inflation and, most likely, at best, will continue to lag inflation.

Photography: Digital imaging has become ubiquitous (think Google glass), easily manipulated,
and easily stored. Documentation for medical, teaching, research, medicolegal, or marketing
purposes has been greatly simplified.

Reporting: Better IT for reporting may be a hot area over the next several years as we focus on
making our progressively more complex reports easily understood while retaining the entire
diagnostic, prognostic, and treatment-oriented data set. Concepts such as the integrated disease
report that is essentially redone sequentially as additional studies become available are being
piloted. A few practices have worked to combine pathology and radiologic information into a
single “diagnostic report.”

Consultative decision support: Managing population health and maximizing the utility of test-
ing while limiting waste of resources in a world of very complex test menus requires the devel-
opment of sophisticated decision support tools, algorithms, and real-time access to pathologist
consultative expertise. Leading practices and institutions have developed disease-management
teams equipped with appropriate IT tools to avoid improper use of laboratory tests and improve
reflex-testing schemes.

Report delivery: As our health system complexity continues to grow and providers are progres-
sively more afloat in a sea of information, a clear, concise report delivered to the right person(s)
at the right place on the right device in an appropriate timeframe has become even more impor-
tant. Flexibility in report delivery complicates IT challenges but can provide a distinct competi-
tive advantage. Patient-accessible reports are a growing trend and can bring pathologists much
closer to their patients.

Data mining: With the growing emphasis on outcomes, bundled payments, and caring for de-
fined populations, data mining has grown in importance. Whether at the practice level, the
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hospital level, or population level, pathologists must be involved in the process. Pathology and
laboratory testing produces numerous discrete data sets on patients and represents much of the
objective data in a patient’s medical record. Uses range from quality improvement and practice
standardization to measuring cost of care and providing outcomes data. As insurers look to fur-
ther control costs, novel arrangements will create new methods of data sharing with insurers.

» Billing: Billing systems continue to mature, and electronic filing and remittance continue to
boost productivity and reduce errors. The growth of novel arrangements such as bundled pay-
ments may stress current billing capabilities or may provide a boon.

e Marketing: Digital media such as Facebook, Twitter, YouTube, and the like are radically al-
tering fundamental communication—that is, how messages are sent and received. What this
means for pathologists and their customers, patients and providers, remains to be seen. Perhaps
your practice will create a new paradigm.

* Quality assurance: Whole-slide imaging can greatly facilitate case sharing both across a prac-
tice and across the globe. While computer-based diagnosis of surgical pathology seems a few
years off, digital tools such as neural networks and measuring tool suites can aid pathologists
in assuring patient safety.

e Overall practice management: It is now possible to measure many more aspects of a practice
than even 10 years ago. Whether specimen transit time, collections per submitting provider or
patient zip code, time spent by a single histologic slide on a pathologist’s microscope stage or
time from receipt to opening of a report by a clinician who constantly complains about turn-
around time, IT is clearly revolutionizing practice management. Overall, opportunities abound
for major improvements in productivity, quality, patient safety, and service. What competitive
advantage can you create for your practice on this front?
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Part 11
Financial Management of a Practice

Overview

Case: Time versus Money

Rick, Fred, and George have practiced pathology together for over 15 years in a five-pathologist
group. All three are empty nesters and enjoy traveling and outdoor activities. Over lunch one day,
Fred opined, “You know, if we hired a sixth pathologist, we could each take another 7 or 8 weeks
of vacation each year.” George, the most financially conservative one of the three, weighed in, “I
guess we would make less money, right?”

Discussion: For independent pathology groups in particular, there is an ongoing dynamic be-
tween time and money. Work more, make more money; work less, make less money. While these
both philosophical and practical discussions fall under a discussion of group dynamics, such dis-
cussions are meaningless without understanding a group’s finances. What does hiring a pathologist
cost a practice, both initially in the early years of practice and then when the once new pathologist
is paid similarly to the senior pathologists? Any calculation would need to include salary, bonus,
benefits, professional expenses, malpractice insurance, office expenses, and any additional sup-
port. This would indicate a need for well-characterized expense categories and bookkeeping.

An independent private practice is essentially a small business. A department of
pathologists employed by a hospital is analogous to a division in a large company.
An academic department may range from being like a small business unit with
relatively independent financial decision-making and the ability to retain “profits”
(excess revenues minus expenses) to something financially resembling the depart-
ment of employed pathologists where the finances are essentially managed by the
larger organization.

That being said, all practice groups, whether independent or integrated into a
larger organization, should have an income statement, a budget, and a means of
tracking any reserves, while an independent practice should also maintain and use
a balance sheet. An income statement is a tabulation of revenues and expenses that
yields a net gain, loss, or break even for the time period under consideration. A
budget is essentially a projected income statement in which future revenues and
expenses are forecast for a defined time period. The ongoing experience in the form
of an income statement is then periodically compared to the budget or forecast
which generates variances between actual amounts and budgeted amounts that then
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should be investigated/explained. A balance sheet lists an entity’s assets against
liabilities to provide insight into the capital situation of a practice. Simple practices
will have limited assets and few if any liabilities, typically limited to pending bills.
A more sophisticated practice may have more assets and/or a line of credit. More
complicated arrangements, such as when the pathologists own a histology labora-
tory, are often achieved through the use of a second corporate entity (see below)
which would have its own income statement and balance sheet, a balance sheet that
would then reflect any equipment, computer system, and/or owned laboratory space
as well as any debts.



Chapter 7
The Income Statement

Linda McLean and Michael L. Talbert

Case: Income Statement

Dr. Tom Stanton is completing his third year with Mountain Pathology Associates and has been
voted in as a partner pathologist effective next month. He has heard stories of six-figure end-of-
year bonuses for the partners and has been looking forward to making a major payment on his
remaining school loans. However, when the president of the group informed Tom of his success-
ful partnership vote, he was also told that bonuses would be much smaller than usual due to the
combination of decreased revenues and increased expenses leading to a much lower net. Tom has
felt dazed for 2 days since that conversation and has wondered if he may have joined the wrong
group. His wife told him, “Maybe you should learn more about the revenues and expenses. After
all, you are going to be a partner.”

Discussion: Ultimately, in an independent private practice or practice that controls its own rev-
enues, money available for salaries will reflect the interplay between revenues and expenses. All
practices should track revenues and expenses with an income statement and work to optimize the
net income through increasing revenues and controlling expenses in a measured, sensible fashion.
Tom’s wife is correct. Tom should ensure that close attention is paid to revenues and expenses
through an income statement and, if he has suspicions that insufficient attention is being paid to
these important elements, he should work to rectify the situation and perhaps volunteer to help.

The income statement is the key tool for managing the financial aspects of a prac-
tice. Its structure is:

Revenue —Expenses = Net income

Those responsible for monitoring the financial health of a practice (or a lab or
any other business) must both understand and believe the numbers and hence in-
formation provided by an income statement. In the authors’ experience, this may
require time to understand how parts of the income statement interact and to adjust
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categories to better reflect how the practice is operating. Each month (typically,
reporting periods are monthly) as these numbers become available from your ac-
countant or business administrator, one should look at absolute numbers for each
entry, whether revenue or expense, and compare numbers with the prior month and
budget. It can also be very helpful to smooth out some of the natural month-to-
month variability by looking at fiscal year-to-date numbers and comparing them to
both prior year-to-date numbers and budgeted year-to-date. Any significant vari-
ance should be explained. While you may learn to expect certain levels of variances
in numbers such as revenue from Part B billing or supply expenses, any unexpected
variances should be investigated. By investigating and explaining variances, one
can decide if a variance is a onetime event or portends something more significant.
It may also lead one to identify problems such as a client who no longer sends work
to you, a change in denial practices by major insurance companies, or an acciden-
tal overcharge from a vendor. By identifying and explaining variances in income
statement categories, one can better understand the practice, protect the practice
by mitigating the impact of the changing environment and more accurately analyze
future threats and opportunities.

Look for the deviations—the outliers in either direction—to get the most from review of
your financial statements.

Case: Mountain Pathology Income Statement I

Figure 7.1 shows a simplified income statement for Mountain Pathology Group, an eight-patholo-
gist practice covering two hospitals, a large central hospital and a smaller satellite hospital 6 miles
away. Mountain Pathology Group rents space in a business park where their billing and accounting
operations are housed. The group employs two general administrative personnel and three billing
staff. A part-time accountant keeps the books. They contract for legal advice, tax support, and ad-
ditional accounting.

Note the overall structure of the income statement: Revenue—Expense=Net income.
Each month the accountant updates the income statement and the two most se-
nior partners review the numbers.

Case: Mountain Pathology Income Statement 11

For March (Fig. 7.2), the two senior partners identified five areas (yellow) of potential concern or
opportunity to review with the accountant.

Describe possible scenarios for each highlighted item.

1. Although the practice could have been billing for the professional component of
clinical pathology (CPC), they had not been. Billing for CPC began in January
of the previous fiscal year and revenue began rising in January and February. A
year into CPC billing, collections are much higher.

2. Contractual adjustments are the differences between billed amounts for services
and money collected. For example, the list price of an 88305 (Current Procedural
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Terminology (CPT) code for a typical diagnostic biopsy) is higher than the Medi-

care rate or rates contracted with insurance companies. The use of higher rates
maximizes income by ensuring a billed rate above what an insurance company

may pay (you do not want to leave anything on the table), but has the perverse
effect of billing very large amounts to patients with no insurance, many of whom

cannot pay despite being responsible for a relatively high bill. Higher rates also

result in higher contractual adjustments. For Mountain Pathology Group, con-

tracts were renegotiated and the negotiations were not as successful as in past

years. The contractual rates dropped. Additionally, Medicare re-evaluated two of

the most used CPT codes and decreased their reimbursement rate.



L. McLean and M. L. Talbert

98

11 Juswoje)g owodu] A30[0y3ed UIBIUNON 'L “SI

T T ]
e |EEE3 _w_..:, [%ey b 12 %G'0E %, 8NUBAGY J6A0 BLOIU] JoN]|
£BZ'IVS lec'sis 595'y8% 991'6E$ LI v'588- 1E6'7Z18 awoau] jon|
_Mws.m.nnm 919'28E% CEl'219% EET'GLLS CLE'6EFS m_.m.nwm,u sasuadyy |2l
05228 GLS'EES 006'v¥$ 051'29% 161118 £69'62$ se|jddng [ejoL
052'E8 | CEERS 00528 GEL'GS 05FS 589'vS abea)iw ‘asemyos - 180
_mlno_ 53 LZY'LS 05Z'eS €58'Z8 EGLS 00L'28 abejsod ‘sayddng
] _ﬂ_mm. %3 ZZ9'LIS 00LES PrZ'ees 00E'Z28 FrES ") 'stajndwos “somo - juswdinbg
foor'zs Iszszs 00Z'+S 0G0'GS G0EZS rrLES sourinsy| Buip|ing “ooee ‘ssebed '|) ‘suoyd - sepun
000'Z$ 0ELTS 000'¥S 09Z'¥S S SE9'ZS "2j@ "buipjing 's. 2O - JUIER
0558 0093 00115 00215 009% 0093 uonernaidag
oo L'es jooc'es | LA 009'%S 00E°Z8 00E'ZS abebuopusy
| sasuadxe bup|ng
4 | S EP5'8S 05L2ZV8 580218 £95'8% 225'8% aooeIdEW ‘S)iNsuU03 ‘sasuadl ‘|eba) - saa) _ms_mma_,oﬁ_
001’28 leow 13 00Z S ETLES 00Z°ES ford =3 suonduasqns ‘sang ‘SaoualauoD ._w_..o_«mu_._um_
8Ly'9LES Wo'rses  [sea'zeas £80'80.% aLr'arrs 999'65Z% Se|e[eg [2joL
e 291658 208048 | B LIPS £09'683 £EE'IGS . . . a0 S1830m “UofngquiLo)
uoisuad 1 w4 ‘saxe) losfed] sieuag abuuy
05L61S  |ce8 023 005685 [9991pS  [ces0cs  [ees 028 " SeLEIES JJEIS 7 SAIBJISIUILIDY
|000'08% 000'G.8 0000218 0000518 0000515 0% sasnuog
€ loos'zz1s  Joov'zeis 000'GSES 008'PLES 006°2818 006'9813 saueles sisibopyed
i | o | s | oo 2 [ s | e s
QLA J5e7 QLA
051 18ES BFE'LOVS 00E'Z9.% 869'y18$ Zry'vors 9czZ'01vs BWI0aU| ()01
jooeLs £F8'LS 00928 989'ES 0EF'ZS 95Z'1S [ ds fieuuajaa] awoaul Jayio)|
006'8% 000'018 000°218 000028 000Z1$ 000'8% sajsdojne ajealld
[4 005'2668- JooL'0ses- Jooo'sois-  Jooz'o9ls- |ooz'sees-  |o0o'SiES- “'spunyal juaned Jgap peq 'sjuswisnipe [enjpegued
001'8.9% 0050048  JOOZ'95E'LS |O0D'LOF LS |00D0'6698 000°Z0L8 g Med - Bulg jusned
[ —ﬂm_w—w a01'GrS 005288 ZLZ'068 ferzses 000'GHS JusuodweD ABoOUIRY [BIIWD - Bug Juened
_ _ BWOIUI B21AISS [BUOISS3J0I
|ooo'zs Jooo'zs 000'%$ 000'%$ 000°Z$ 000'Z$ |epdsoH sjliies - v Hed
loos'zzs  fooo'szs 000'55$ 000'95$ 000°628 000'L28 18)1dsOH Ule - ¥ Wed
_w____a...“_uh fuow | Aiwow | qrase -anﬁ..“..__.h.., qed uep e
aLaisen aLh
dnosg ABojoyled W- dx3 pue

3. Since the practice’s profit margin was high last year, pathologists were given

raises. Fringe benefits rose a corresponding amount plus the increased fringe
benefit cost reflects rising rates for the group-provided health insurance.

4. The renegotiation of contracts required some additional legal advice.

5. The company computers in the offices needed to be upgraded or replaced in

order to handle a new operating system.

Overall, Mountain Pathology Group is doing well. Thanks to the institution of pro-

fessional component billing in clinical pathology, their revenue is well ahead year-
over-year. The group is showing significant net income on a month-to-month basis

that will be available for bonuses, which could be paid out at any time. Typically,
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Part A - Main Hospital

$29,000 $56,000

$55,000

$28,000

Part A - Satelite Hospital $3,000 SS,DOUI $6,000 $4.000 53,000 S?,OOOI
Professional service income
Patient Billling - Clinical Pathology Component 545,000 $45,212 $80.212 $60,000 $45.106 $30,000
Patient Billing - Part B §702.000] $698,000] $1,401,000| $1.400,000] $700.500| $700.000
Contractual adjustments, bad debt, patient refunds... -5395,000] -s402.000] -$797.000] -5775.000] -s3ssso0| -$387.500
Private autopsies $20,000 $16,000 $10,000

Other Income [veterinary specimens, Interest. ]

$2,600

Total income

$762,600

$355.000

|Bonuses 50| $120.000}
inistrative & Staff Salaries $20,833) $39,500
Fringe benefits [Payroll taxes, FICA, insurance, pension
contribution. workers com 554,708 $02.083] $146792| $118.335
Total Salaries $273.541 $460,416] §733,958 $632,835
IE i Confe Dues, $523 S3,205I $3.723 $4.200
|Prolessional fees - legal, licenses, consults, malpractice $8.522] 58,563 $17,085 $12,750] 88.543| SEJ?SI
|Building expenses
RentMortgage $5.250] $5,250 $10.500 $9,500 $5,250| $4,750
Depreciation $600 $600) $1,200 $1,100 $600) $550
i - Office, comp building, etc. $2.635| s1.sz%| $4,260 $4,000 $2.130) $2,000
Utilities - phone, IT, pagers, electric, building insurance 52.744 $2.308 $5.050 $4.200 $2.525 $2,100
|Equipment - Office, , ele. 5944 $1.752 $2.696 $3.700 $1 .345[ $1 ,GLK;I
Supplies, postage, .. $2.700] $153 $2,853 $3,250 $1.427 $1,625
Other - software, mieage, ... 54,685 $450| 5,135 $7.500 $2,568 s:,rsol
Total Suppliss $28,603] 523'89!'II $52,502 $50,200 $26,251 $25.1 l]l]I
Total Expenses $302.144 5@4,31§J $786.460| $583,035) $393.230] S341 .51§I
Net Income $90,11 2| -§97,633 -§7,542 $79,565 3,771 783
IM Income over Revenue % lel%l -25.3% t1.l]9£‘ 10.45&1 -1.0% 10.4%

Fig. 7.3 Mountain Pathology Income Statement 11

independent pathology groups will pay out substantially all net income by year’s
end to avoid paying taxes on the group’s profits. Of course, taxes would then be paid
by the recipients of the bonuses when they file their individual tax returns.

Case: Mountain Pathology Income Statement 111
What if the two senior partners were given the income statement in Fig. 7.3 rather than the income

statement examined above?

What do you see that might need explaining? (Think about this before turning the
page and reviewing Fig. 7.4.) Discussion:
Explanations for the highlighted amounts in Fig. 7.4 are:

1. Part A payments for the satellite hospital have increased from US$2000 to
US$3000/month. This was due to a renegotiated contract reflecting new medical
director services such as overseeing an expanded test menu and responding to
strong evidence that Mountain Pathology has been adding value in measurable

ways.
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2. Contractual adjustments increased, in this case due to a Centers for Medicare &

Medicaid Services (CMS) cut in Medicare payments that ultimately resulted in

decreased net collections.
3. Pathologist salaries are up by an average US$20,

000/month. This was due to

a US$10,000/year raise for the partner pathologists and the hiring of a new

pathologist.
4. Bonus payments year-to-date increased due to higher bonus payments to the

partners made possible by better financial performance of the practice.
5. Fringe benefits increased, which was expected due to increased salary/bonus

provided

payments. Also, there was a modest increase in the cost of employer-

health insurance.
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Hospital Income
[Patient Billling Income
(Other income [wtinary specimens, irferest. ]

Total income - n"'"g

Salaries
Ti Overtime
Office Staff Salares $20.833) $20.833 $41.666 $39,500 $20.833) $19.750|

Fringe benefits [Payroll taxes, FICA, insurance, pension contribution, workers
[comp]

Total Salaries

Medical Direction

E L Dues,
Liabllity Insurance
Rent/Mortgage

Equipment Leases

and sendce
Maintenance - Office, computers, building, eic.
Lkilies - phone, IT, pagers, eleclric, building insurance, property ta, etc. 3_153{ $4.699 59,451 ‘&EI 34.?2_51 54,461
85 0]

Lab supplies $29.877) 331.21 $61.099 $59.8 $30.55
Proficiency Testing $1 Zﬂ $131

Referals $1.200| $1.400
(OMce supplies, postage, .. $2.700| $2.650
(Other - software, mileage, courier, adverising. etc. $10.056

Total Suppiies seodss|  sesone| s1asaos] si204ss 564,734
Total Expenses $196.832)  $200.354 ms,ml $381.621)  $199.593|  $190.810]

[Net Income $14,276) 58,71 sza,ml $32,502 $11,519) SIG.%
[Net Income over Revenue % 6.7% 4. 5,24 7.8 5.5%, 7.8
1

Fig. 7.5 Bayou Histology Income Statement

6. There was an increase in total rent from US$1000 to US$1250/month. Unfortu-
nately, the business park location has become very popular and there is a long
list of potential tenants wanting to rent space. Mountain Pathology is looking for
a lower cost option.

Case: Bayou Histology Income Statement

Bayou Histology Lab is an independent histology lab organized as an S corporation that provides
histology services to hospital patients and outpatients served by the Big River Pathology Practice.
It was formed through the amalgamation of three hospital histology labs and is owned by the
partner pathologists of Big River Pathology. It bills hospitals and patients for histology services.
It employs 14 technologists, 6 clerical personnel and accessioners, a supervisor, and a manager.
Bayou Histology buys most of its equipment, utilizes We Carry courier services to pick up speci-
mens and deliver slides, and rents space in a centrally located business park. Bayou Histology also
handles a limited number of veterinary cases as well as the histology for occasional small research

projects for the local university.

Bayou Histology’s income statement is seen in Fig. 7.5. For your monthly review,
which items suggest a need for further investigation?
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Hospital Income

$301,000

$295.000]

Patient Billing Income

$118,518

$116.522]

[Other income [veterinary specimens, interest]

Total income

jist Salaries $159,022]
Owvertime 53,166/ $3.200] 51,583 $1.600]
(Office Staff Salaries $41,665) $39.500} $20,833) $19.750}
$52,758) $50.431 $26.,379) $25.215]
$134,346| $263,790] $252153] $131,895] $126,076]
51,666/ $1.666] $833 $833)
$550 $700) $275 $350]
Liability 51,608/ $1,500| S804 750/
Rent/M 516,600 $15.000] 58,300 $7.500]
Egquipment Leases $579) $600| $290) $300]
Equi i and senvice $12,837) $9,622] $6.419 54,911
| - Office, computers, building, etc. $4,260 $4.000 $2.130 $2.000
Utilities - phone, IT, pagers, electric, building insurance,
$9,451 $8.922] $4.725) 54,451
$61,099) $59.885] $30.550) $29.943]
Proficiency Testing $256 $262) 812_8' $131
Referals 52,600/ $2.600] $1.300] $1.400]
Office supplies, postage, .. $5.350| $4.200] $ZS?5I $2.100]
(Other - software, mileage, courier, advertising, etc. $18,540 £20,111 $9,270] $10,056]
Total Supplies $135,396)  $129,468 $67,698] $64,734
fetal Expenzar sas.108|  sas1.621)  s199503]  si90.810
Net Income $23,038 $32,502 $11,519) $16,251
Nat Income over Revenue % | 5.!@' ?-Sj

5.Mﬁ| ?‘8§|

Fig. 7.6 Bayou Histology Income Statement with variances highlighted

Please identify line items for further investigation before moving on to Fig. 7.6.

Explanations for highlighted amounts in Fig. 7.6 are:

1. The workload began to increase so a new technologist was hired and began work

on February 1.

2. Additional space was rented to handle the increased workload and rent increased

by US$800/month.

3. Service and parts were needed for a nonfunctional tissue processor and since

there was no service contract in place, the costs were quite high.

4. Building insurance, 1T, and electricity costs increased due to the additional space

that was added.




Chapter 8
More Complex Arrangements

Michael L. Talbert

Case: An Anatomic Pathology (AP) Lab Buy-In

Dr. Hal Green was excited to be offered a partnership track position with Midwestern Pathology
Associates, the strong regional pathology group serving most of his home state. The pay was good,
and, if all worked well, Hal would be offered partnership after 3 years. Hal was excited because
Midwestern was slowly growing, and they owned their own histology and cytology labs, as well
as controlling the extensive courier network and what he had been told was a first-rate billing op-
eration. The partners had referred to the 80 support personnel as Midwestern Diagnostic Services
(MDS), and one partner had bragged about the periodic dividends paid by MDS to the partner
pathologists. Hal was told he would have the opportunity to buy in to MDS once he was a partner.
The partners seemed excited by this, so Hal assumed it would be a good thing. What should Hal
be asking?

Discussion: Unless he was planning to work at Midwestern Pathology for only a year or so,
Dr. Green would want to know more about MDS prior to signing his employment agreement.
He should ask about the relationship between the two entities and whether a buy-in to MDS was
required of him as a partner or was optional. Dr. Green should also have a rough idea of the value
and finances of MDS and how shares would be priced. For any buy-in, a pathologist should under-
stand how it might be structured, whether financed out of salary or outside money (i.e., a loan) and
whether as a onetime deal or structured over several years. Finally, Dr. Green should understand
the rough business plans and prospects for MDS over the coming years as well as how he might
sell the shares upon leaving the group or retirement.

Thus far, we have dealt primarily with a straightforward independent practice that
would typically be a professional corporation, but there are an infinite variety of
complexities that may be desired to exploit an opportunity, increase flexibility,
grow market share, or enable the pathologists to achieve a different financial or
structural objective. For example, for over two decades, many pathology groups
pursued control of histology laboratories to serve their practices in a more efficient
manner, to create a vehicle to expand services such as adding molecular-based test-
ing for the human papillomavirus, to potentially return profits to the partners, or
to combine histology labs to achieve economies of scale. While this strategy was

M. L. Talbert (D<)

Department of Pathology, University of Oklahoma Health Sciences Center, 940 Stanton
L. Young Blvd., BMSB 451, Oklahoma City, OK 73104, USA
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made less attractive by significant cuts to histology technical component (TC) pay-
ments on January 1, 2013, how would this best be achieved? One could, depending
on state laws, hire non-pathologists into a professional corporation, but this could
create problems with retirement plans since there are limits on retirement plan con-
tributions of highly compensated employees, depending on retirement plan options
and participation among lower-paid individuals. Some groups elect to start other
companies, often as C-corporations or S-corporations, as vehicles to house histol-
ogy laboratories. Partner pathologists would typically be shareholders, and a buy-in
program would exist for new pathologists or for pathology group members who
attained partner status. A buyout process would also often be used for shareholders
who left the practice. Absent a buy-in process, the histology lab shareholders could
become a minority of the pathology group and, similarly, absent a buyout process, a
significant fraction of the shares of a strategically important histology lab could be
held by retired pathologists or their spouses (on their death or even potentially on
divorce). Using strategies such as these, independent pathology groups have owned
clinical laboratories, anatomic pathology labs, billing operations, and even couri-
ers. One could also use such vehicles to do joint ventures with another pathology
group or even a hospital. Such a vehicle could also be sold, such as the sale of a
clinical laboratory to a regional or national laboratory. From a practical standpoint,
these arrangements are potentially very advantageous to the pathologist but do re-
quire careful attention to legal and tax issues. Human resource (HR) issues can also
multiply in a company owned by pathologists. It is prudent to structure the entity to
minimize pathologist interference in day-to-day activities by pursuing a strong and
clear management structure, solid HR support, and professional accounting.

These arrangements also must be evaluated as one is contemplating joining a
practice (How do things work? Am I expected to buy in?), when one is leaving a
practice (What is the buyout process? How are the shares valued?), or when prac-
tices are looking to merge or combine in other ways.

Key relationships to understand within a practice are those between the practice and vari-
ous essential supporting and related entities. Buy—sell arrangements, methods of valuation,
sources and distribution of income, and their impact on decisions need to be examined for
alignment with the goals of the practice members.

Case: Thinking Ahead

Coastal Pathology was a growing 12-pathologist group serving 5 hospitals 20 years ago when they
outfitted and opened a combined histology and cytology laboratory by consolidating the anatomic
pathology labs of the 4 smaller hospitals. Each of the pathologists invested US$10,000 to purchase
equipment and start up Coastal Diagnostics. Over the ensuing years, both Coastal Pathology and
Coastal Diagnostics grew. Coastal Pathology added 4 additional hospitals and over 100 physician
offices while growing to 26 pathologists. Coastal Diagnostics grew as well and added in-house
courier and billing services. Coastal Diagnostics developed an enviable immunohistochemi-
cal staining menu and routinely performed reference studies for pathologists outside of Coastal
Pathology. The latest venture added fluorescence in situ hybridization (FISH) studies for tumor
workups, and next-generation sequencing was under consideration. Coastal Diagnostics was a
strong financial success and paid annual dividends that had long exceeded the original investors’
initial investment. New pathologists had been allowed to buy in for progressively rising amounts
upon obtaining partnership in Coastal Pathology. Valuations of Coastal Diagnostics were done
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annually by the existing shareholders and typically undervalued what the shares would bring in a
sale to a national corporation. Everything seemed successful, and the somewhat lower share price
enabled new partner pathologists to purchase shares.

After 20 years of much celebrated success, the pathologists realized some problems with the
arrangement. Given the relative undervaluation of shares relative to the generous dividend pay-
ments, retiring pathologists held their shares such that much of the company was no longer held by
active pathologists, but rather shares were concentrating in the possession of retired pathologists,
their surviving spouses, or their estates. Compounding this, new partner pathologists were less
interested in purchasing shares since a full buy-in to Coastal Diagnostics had grown to resemble
an entire year’s base salary. The alarm bells rang even more loudly when Coastal Diagnostics
received an unsolicited offer to purchase the company that valued it three times higher than it had
been valued at its most recent annual valuation.

How could this challenge have been avoided?
Are there alternative structures that may have been more practical?

Case: Merging Apples and Oranges

Oak Tree Pathology was a regional powerhouse with an over 15-year history of creating successful
ventures. The pathologists owned a separate anatomic pathology laboratory providing TC services
and medical billing. Oak Tree Pathology wanted to expand into the western half of its state and
began discussions with a larger hospital-based practice that was in a leadership transition. The
antitrust issues seemed surmountable, and some form of combination or alliance would produce a
level of expertise that would rival a major academic medical center. Following some introductory
discussions, a small group with representation from both practices aided by consultants signed
nondisclosure agreements and began to exchange data. Both parties were surprised to find out
how successful the large but relatively simple single hospital-based practice was in comparison
to the complicated multihospital, multi-entity Oak Tree Pathology. It quickly became evident that
the more financially successful single hospital-based practice had no interest in embracing a high
degree of complexity with its attendant risks. The workgroup could not construct an apparent win-
win that would allow the groups to operate together, and discussions were amiably terminated.

Discussion: Sometimes complexity is just that—complexity. All novel ventures or additions to
a practice beyond the simple core of practicing pathologists should be carefully thought through
and much thought given to possible future scenarios including issues created by future changes in
payment rates, practice patterns, technology, and the like.



Chapter 9
Practice Sales and Mergers

I Married into the Smith Family; Why Am I Living
with the Taylors?

Karim E. Sirgi

Overview

We are all influenced, while growing up, by stories of fictional and real people fall-
ing in love, starting a family, and living happily ever after. Ingredients of a happy
and successful marriage are transmitted from generation to generation irrespective
of culture and ethnicity. Finding the right life partner is an aspiration for most boys
and girls around the world; our inherited and acquired social behaviors revolve con-
sciously or unconsciously (one could also say, clumsily or otherwise) around find-
ing and retaining that ideal mate. It is somewhat surprising that the same amount
of memory transmission, education, planning, and strategizing is not extended to
finding the right business partner or mate considering that most of us spend much
more awake time outside the house and away from our family.

Case: Pathology Practice Sales and Mergers Are a Fact of Life

After the moderately intense high school years, competitive college journey, grueling medical
school grinder, and specialty and subspecialty residency and fellowship finishing touches, it is
time for Saleem to find a “real” job. Similar to finding a mate, criteria of job search happiness
and success are considered and interview dances are scheduled. He sets his eyes on an attractive
privately owned pathology practice of 12 pathologists, owning and controlling a state-of-the-art
multispecialty technical laboratory and enjoying strong contractual relationships with major hos-
pitals and surgery centers, in an attractive metropolitan area with rich urban cultural opportunities
and easy access to spectacular outdoor activities. All associates are on a relatively short partnership
track and partners wholeheartedly embrace an egalitarian and all-inclusive culture. Through the
years, the group has struck a nice work/lifestyle balance and all members enjoy a generous amount
of days and weeks off. Saleem brings to the table a subspecialty very much needed by the group
with a potential for business growth in areas never seriously explored before by them. In this flirt-
ing phase both ask each other all the right questions and each party provides the “right” answers.
It is a match made in heaven and the union is consummated 9 months later at the completion of
his fellowship year: He has officially joined the happy and thriving Smith family! A couple of
years later, while still on a partnership track, the partners are approached by the Taylor family in-
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terested in corporate merger. Rumors are flying within the group and his near-idyllic professional
situation has the potential to dramatically change. A year later, Saleem finds himself a member of
the Smith—Taylor, or Taylor—Smith or Smitay or Taysmit family: Welcome to the world of mergers
and acquisitions in pathology!

Pathology Practice Models

Similar to real families, pathology practices come with different models of affili-
ation, hierarchy, contribution expectations, wealth distribution, succession road-
maps, and other critically important practical and cultural considerations that insure
their longevity and success (and occasionally their failure and demise). Although
one does not usually expect a business family to exist as long as a family of blood-
related individuals, both types of families share many of the same characteristics of
success and failure in given societal and cultural environments.

1) The academic practice model: The institutional hierarchy is well established at
all academic levels. Pathologists are employees of the university or of a univer-
sity established and controlled professional entity. Salaries are commensurate
with academic rank and achievement. Mergers and acquisitions are usually initi-
ated at the institutional level and pathologists, similar to other members of the
medical staff, benefit or suffer from the result of such activities without much
control of or input into the process or final outcome.

2

~

The private practice model

a. Owned by a group of partners: Pathologists are usually hired on a track lead-
ing to partnership and consequent ownership after a number of years that var-
ies from group to group (usually between 3 and 5 years). Governance of these
groups is also variable but usually delegated to a board of directors composed
of current partners with or without participation from senior management or
membership from successful professionals and leaders recruited from outside
the group. Professional and technical relationships with hospitals and other
clients are established under the corporate name of the group.

b. Owned by a sole or duo of proprietors: This model was common many years
ago but still exists in some parts of the country. Contracts to provide profes-
sional and technical pathology services are specifically assigned to one or two
group owners or under the name of corporations entirely owned by them. In
this practice model, all pathologists of the group are employees of the owners
who make all decisions for the group. The hierarchy of command is rarely in
doubt in such practice models.

c. With or without ownership of a laboratory technical operation: Either models
a or b above may include ownership of a technical laboratory operation with
various degrees of routine and esoteric complexity.

3) The hybrid model: Although the majority of pathologists working in academia
are employees of the institution, there are also rare examples of privately owned
and academically based pathology practices blessed (or burdened) by a hybrid
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responsibility of business ownership and academic achievement. Their practice
model is akin to model 2(a) above.

4) The hospital or group employed pathologist: Pathologists are often employed by
hospitals, hospital systems, or multispecialty groups. In those settings, there is
limited independence and the future of the pathologists is tied to the larger entity.
Mergers/acquisitions are not uncommon and the pathologists are usually, but not
always, incorporated into any new entity.

5) The big commercial laboratories, with a national presence: These laborato-
ries are usually publically owned and traded. As such, they are led by execu-
tive teams with broad experience in the laboratory industry and are staffed by
technical and medical professionals with a vast array of specialty and expertise.
Although physicians and PhDs assume the directorship of various departments,
the executive team and their board of governors unequivocally assume the busi-
ness governance of these corporations.

6) The commercial laboratories with a specific area of esoteric expertise: Many
of these laboratories are at the start-up stage of their business evolution. Their
ownership, staffing, and governance are akin to (5) mentioned above with vari-
ous opportunities for employees to share in stock options.

Mergers and Acquisitions (M&A)

Although mergers and acquisitions are often mixed in their diminutive M&A de-
nomination, each of these terms brings with it specific meanings with profound
legal, practical, cultural, and emotional implications.

Merger

Boiled down to its simplest essence, a merger is a union of two corporate entities
that have decided to pursue business as one. Beyond the legal and tax identity uni-
fication, it is really the blending and assimilation of cultures between two (or more)
distinct organizations that determine the long-term success of that effort.

Acquisition

As the term implies, one organization acquires the properties and assets of another
one in this type of transaction. There is a selling and buying process that takes place
with the usual resulting relinquishing of governance control to the buyer. Although
well understood in the business world, this last point may be difficult to accept in a
world of physicians accustomed to owning and controlling their medical practice.
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Why Merge/Sell?

Many factors have converged during the past 20 years to encourage physicians,
including pathologists, to seek association within larger professional groups:

* Ever-increasing complexity of medical specialties and the need for ready access
to subspecialists.

* The need to improve negotiation and contractual positions with payers and large
health-care providers (getting a “seat at the table”).

» Economies of scale for technical and professional talents.

» Improving purchasing power with suppliers.

* Broadening geographic reach and coverage.

 Increasing ability to organize care along specialized service lines, with its impli-
cations on overall quality of care delivery.

» Bettering chances of attracting the brightest and best talents for all levels of the
organization (professional and technical staff).

» Enhancing deployment of best operational and professional practices to a broad-
er enterprise.

* Accessing more capital for better space and equipment.

* Initiating and participating in R&D projects.

» Engaging in a defensive move in order to neutralize one or more competitors.

Optimists look at an M&A activity and envision positive outcomes that could po-
tentially result from joining forces between two complementary organizations. Pes-
simists and cynics focus only on the material aspects of that effort, with dollar signs
and complex spreadsheets and pro formas dominating the conversation.

Pearl of wisdom: When approached by potential partner organizations, be wary of those
that focus predominately or solely on goals of short-term financial rewards (even if sub-
stantial), not supported by a vision of gradual growth, quality achievement and excellence
in service delivery.

The M&A Journey

Mergers between professional organizations of pathologists can and do happen ir-
respective of practice size or setting, as long as two or more organizations bring to
the table complementary skills and assets capable of building a unified organization
that cumulatively brings to the table more positives than the sum of either one of the
constituent companies. This is referred to as synergy.

Acquisitions, on the other hand, usually happen between an acquiring organiza-
tion that has much more financial means and clout than the acquired one, for any
number of the reasons enumerated in the paragraph above.

Whether considering a merger or an acquisition, it is safe to compare many of the
steps involved in either processes to a (usually) well-orchestrated courting experi-
ence between two parties exploring the potential of a long-term union, including:
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a. The initial contact:

Interested parties may approach your organization from all sorts of expected and
unexpected sources; be prepared to recognize the subtle and not so subtle signs that
may indicate an exploring and/or interested party:

» A casually inquisitive conversation at a local or national meeting.

» A vendor for a larger organization inquiring whether you had considered a po-
tential association with a competitor to further the growth of a market product
(e.g., “would you be willing to work with us on expanding the business of uro-
pathology in this market?”).

* A national laboratory referring more and more of its local and regional business
to your specialists (of course, one could also assume that their national capacity
for handling that business has been saturated and/or that local physicians are
demanding that their cases be sent to you based on your reputation of service
excellence).

» Known brokers of laboratory consolidation making a direct inquiry about your
intentions for strategic growth.

» Direct approaches by well-funded start-up companies searching for a physical
laboratory presence (a.k.a., CLIA certificate) for their concept and planned ex-
pansion.

» Direct inquiry from a competitor on whether “it is time for us to work together
and join forces in this crazy world?” (It does not get any clearer than that!)

b. The first meeting:

The initial signal has been sent (I saw you and I am interested to know you better)
and it is now followed by “can we meet?”” The meeting can be as casual as having
a coffee in house or at an outside facility between a couple of representatives from
each organization, or as formal as bringing key players from both organizations to
a conference room for structured conversations and presentations. How information
is exchanged during these first meetings will be as critical as to what is exchanged.
Again, borrowing analogies from the courting process between two human beings,
the impact and potential future reward of saying “I like you” is very much depen-
dent on the emotional and situational setting in which that declaration was made.

I still vividly remember participating, many years ago, in the very first meeting
that would eventually lead to a merger between my group and another local one.
Leaders of both organizations, following a few introductory phone calls between
key players, had arranged the meeting. A few minutes into the meeting, one pa-
thologist nicely summarized for the attendees all the reasons that justified a merger
between the two groups (the initial oh-so-good “we like you, we complement each
other, and we would love to get to know you better””). Another pathologist from the
same group immediately felt compelled to bring a clarification to the statement of
his partner: “We like you but we are not sure why and the burden is really on you
to convince us that we are justified in thinking that maybe perhaps we like you.”
Needless to state that his statement was a serious mood killer; it led to an almost
immediate adjournment of that meeting. It then took a full year of healing for the
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two groups to meet again, after some of the original players had been discretely
“excused” from attending follow-up meetings.

1. Who should attend the initial encounter?

Although there is no magic answer or set formula to this question, think of people
who are good at bidirectional communication: Your organization is going to need
people who can not only communicate well with the outside party but also can
internally bring back to the group the positives, negatives, and potential risks and
benefits identified during the initial meetings. You may have a pathologist that pres-
ents great to the outside world but has strained relationships with his partners. On
the other hand, you may also have a well-liked partner who feels out of his comfort
zone in less familiar external situations. The initial meeting is not meant to iron out
technical details of a future association; it should really be focused on introducing
one organization to the other, building trust, and exploring, in very general terms,
whether synergies exist to bring the two parties together for future more in-depth
conversations.

Case: Cultures and Chemistry Matter

Years ago, Magnum Pathologists, PC approached another group of local pathologists with
whom they thought they had hospital system affiliation synergies. On one side of the con-
versation was a group known for its egalitarian philosophy, and on the other side was a group
known for its autocratic leadership style. Magnum Pathologists had selected for the initial
conversation one of the junior partners known for his gentle demeanor and very methodi-
cal approach to business matters. The other group had chosen their all-powerful leader
known for his “take-no-prisoners” approach to business negotiations. The gentle, methodi-
cal partner was immediately perceived by the other side as “weak and indecisive.” Magnum
Pathologists immediately perceived the other party as bullying and non-compromising; the
merger conversation literally died after one meeting: Personal chemistry matters!

2. Expanding the initial contact team into a steering committee:

After the initial few encounters between representatives of both groups, the decision
to pursue M&A discussions or not with the other party will need to be made. Even
if one party has decided that the time is not right to pursue such discussions, it is
always a good idea to leave the door open.

The author knows of a group for which one of the two mergers happened after
initial conversations had been interrupted for more than a year. Many years later,
after two further successful mergers, a national organization acquired the technical
operations even after the advance had been kindly dismissed almost 12 months
before.

In any case, once the decision to pursue the M&A discussions is taken, it is ad-
visable to enrich the initial exploratory team with members who can bring specific
technical and professional expertise to the process.

On the professional practice side:

 Staffing and work distribution philosophies
 Partnership track record and roadmap
* Subspecialty work allocation



9 Practice Sales and Mergers 113

*  Work/lifestyle balance
» Governance style and philosophies
» Organizational culture

On the administrative/technical side:

» Organizational structure

» Administrative talents present and needed

» Technical services needed and offered

* Human resource matters (pre- and post-merger/acquisition).

On the financial/legal side:

» Financial health of either organization

» Valuation of either organization

» Current and post-merger/acquisition legal corporate structure
» Taxation structural considerations

* Governance documents

c. About attorneys:

Although legal, financial, and tax specialists may not be needed during introduc-
tory conversations between the two entities, their presence or, at a minimum, the
constant availability of their counsel will be absolutely crucial to the advancement
and success of the M&A effort. Corporate and tax attorneys will elevate the con-
versation to levels of sophistication and complexity you never thought possible.
At some point, you will find yourself listening to attorneys on both sides discuss
in English, legal, and tax technical concepts that may as well have been written in
a Martian dialect. In those instances, do not get discouraged: Get yourself a big
bowl of popcorn, sit back, and enjoy the show. It is a necessary process resulting
from innumerable legislative measures enacted that very few of us mere mortals
truly understand. As a matter of fact, having witnessed attorneys on both sides of
these M&A efforts contradict themselves and each other, I am now convinced that
nobody really understands how the system works ... but it somehow works! In any
case, attempting an M&A without the counsel of tax and legal corporate specialists
may as well be considered corporate suicide.

A word of caution is in order however about legal matters directly affecting the
daily practice of medicine and pathology: Listen to the counsel of your legal and
financial experts but do not abdicate to them the hundreds, if not thousands, of deci-
sions that will have to be made in order to bring the two organizations together. In a
hospital and in private group settings, I have often seen physician groups passively
attend to legal structural matters critical to the success of their future practice and
willingly delegate practical decisions to their hired experts. It is beneficial to re-
member that these experts work for you and that your colleagues and you will have
to live and work many years with decisions made during these crucial meetings.

For example, [ am aware of a situation where during a group’s second merger and
first acquisition experience, the attorneys were “pushing” hard for a very restrictive,
almost punitive, version of a noncompete clause to include in future professional
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contracts. The pathologists, in turn, pushed back harder and ended up with a ver-
sion more in tune with the group’s values and culture. Many times over subsequent
years, the pathologists had an opportunity to appreciate the well-founded appropri-
ateness of their active “resistance.”

In addition, attorneys love boiler-plate clauses affecting vacation time, part-time
status, outside activities allowed by the group, disability allowance, and many oth-
ers to be included in professional contracts: Just make sure those legal employment
and practical clauses match your organization’s vision, culture, and values. If not,
push back within the confines permissible by local, state, and federal laws.

d. Is there such a thing as overcommunication?

The simple answer is no! It is common for both parties to enter this process with a
serious level of anxiety and even suspicion. These emotions are not only outwardly
directed but are also inwardly based. The outside parties considering joining forces
have not had a chance to really know each other and therefore establish a minimum
level of comfort and trust. In addition to the discomfort or lack of trust with outside
parties, the following internal parties will most certainly be wary of the ongoing
M&A discussions:

» Pathologists at various stages of the partnership track journey and/or of their
career.

* Management of technical staff employed by the group.

» Technical staff employed by the group.

» Hospital management of institutions covered by the group.

» Laboratory staff of hospitals covered by the group.

* Clients of the group.

»  Community leaders affected by the M&A activity.

Of course not all the stakeholders above will need to get the same level of confi-
dential information, and not all communication will need to be disseminated at the
same time. It will, however, be of critical importance to have in place a communica-
tion strategy that will include, at a minimum:

+ Identification of various audiences that will be recipients of communication.

» The various levels of confidential information that will be communicated to each
party.

* The timeliness of the various communications.

» The parties responsible for disseminating the information.

This last point is particularly important to emphasize, as the communication needs
to be disciplined, authorized by the leadership and consistent. Individual members
attending negotiations should not feel empowered to disseminate sensitive informa-
tion without prior clearing by the appropriate channels of leadership. The popular
adage of “loose lips sink ships” is very true in such a setting. Often, confidentiality
agreements are used to define and restrict flow of information.

However, maintaining absolute secrecy of M&A discussions is an illusion as
M&A exploratory activities are hugely disruptive for all parties involved and will
certainly not go unnoticed by minimally observant players, even if national-security
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level secrecy safeguards are put in place. In order to avoid uncontrollable false
rumors and innuendos, put in place a sound communication strategy as early as
possible during the M&A process.

Case: Open Communication Pays Off

After my previous pathology group agreed to sell its technical laboratory operation to an
upstart national outfit, after long months of negotiation and before we signed on the bottom
line of the final documents, we made sure to approach the various hospital administrations
with whom we had established a long-standing, successful relationship to inform them of what
we were planning to do and why we thought it was the right thing to do for the overall avail-
ability and quality of our services. In doing so, we also made it very clear that we wanted to
insure a smooth transition post acquisition and invited their input and feedback at all levels of
the upcoming process. Before approaching these administrators, my previous pathology group
had also internally identified key hospital players from whom we would consider a “veto”
vote on the upcoming acquisition. Although we did not offer such a veto vote during their
conversations with any of the key hospital administrators, we did make it very clear numerous
times during the meetings with them that the intention was not to present them with a “fait-
accompli” and that our primary concern was enhancing the quality and availability of pre-
miere diagnostic services to the patients we had both been entrusted to care for. My previous
pathology group received a unanimous vote of support from every hospital administration
approached and from all the other key stakeholders. The legal counsel of one of the two major
hospital systems that we covered also commended us for the transparency of communication,
and recognized and appreciated our willingness to give them a silent vote on behalf of the phy-
sicians and patients we cared for. She positively contrasted this approach with that of another
group who had sold their entire operation to a national reference laboratory and had sent them
a team of attorneys, after the fact, to present them with a “take it or leave it” already signed
deal; needless to say that she believed that our more open, proactive approach was conducive
to further consolidating an already solid relationship, and carrying it forward into the future.

e. Ingredients of M&A success:

With my former group, I was intimately involved in bringing together three inde-
pendent and privately owned pathology groups through two separate merger efforts.
Although the legal and financial aspects of these mergers were complex and chal-
lenging, the post-merger assimilation of processes and cultures at all levels of the
organization was truly what defined the majority of our challenges on a daily basis.
For many years, we politely referred to these challenges as “growing pains.”

Any attorney and tax specialist worth their salt can provide you with a list of
technical, legal, and financial processes needed to achieve the technical aspects of
a union between two groups of professionals. The real ingredients of success, how-
ever, truly reside in the innumerable intangible variations of intra- and intergroup
cultural differences, and the willingness of both groups to work out those cultural
differences for the greater good of the contemplated larger group.

If you ask a purely technical person how to prepare a pasta dish, their natural
answer would be to dip spaghetti in boiling water and, maybe, add to it some canned
tomato sauce. Ask the same question of an Italian grandma and she will pour into
it hundreds of recipe details transmitted to her from generation to generation. The
pasta and the boiling water is what attorneys and tax specialists will provide you
upfront. The hundreds of recipe details are what the cultural fiber of each group
will bring to the table for a long-lasting, memorable, and successful experience.
Examples of such recipe ingredients include:
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»  Workload/income/lifestyle balance

» Governance style and philosophy

»  Work distribution preferences

» Respect for subspecialty specificities and variances

» Appetite for business entrepreneurship, that is, risk tolerance

» Demographic diversity (age, gender, ethnicity, and religion)

» Comfort with practice settings such as hospital versus outpatient based practices
» Desire for geographic integration of practices

» Experience with managing technical personnel

» Allowances for extracurricular activities and moonlighting

» Allowance for part-time employment and impact on partnership status
» Tolerance and guidelines for differential compensation

» Recognition, support, and reward for leadership activities

*  Minimum continued medical education requirements

» Adaptability to practice pattern changes

In my experience, it is not unusual for two groups contemplating the benefits of
a merged larger group to spend much more time on the pasta and boiling water at
the expense of the hundreds of critical cultural recipe ingredients that will really
determine the long-term success and flavor of the final product. Grandma would
certainly frown on such an approach!

Practice Valuation—Time to Talk Money!

No business courting process, as intense and culturally compatible as it may be,
ever leads to an acquisition without an exchange of assets that makes financial sense
for both parties. Assets can be tangible such as cash, buildings, and equipment for
example, or intangible such as intellectual property, practice reputation, diversity,
and depth of expertise and technical know-how. The buyer is looking to purchase
a business with an ongoing income stream and built-in potential for future growth,
and the seller is looking at being compensated fairly for building up the business
and bringing it to that critical point of acquisition desirability.

a. Why are investors even interested in acquiring laboratories?

Although regulatory and reimbursement pressures are constantly rising in the
health-care industry, M&A activity in the diagnostic laboratory sector has remained
strong through the years.

* The laboratory industry fundamentals are solid and stable.

» Private equity groups are attracted by the noncyclical nature of the laboratory
industry: Laboratory testing drives some 70 % of medical decisions made (but
represents only a small percentage of health-care expenditures).

» Laboratory testing can affect sectors of the industry not related to the direct pro-
vision of health care, such as the pharmacologic and research sectors.
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* The laboratory market remains extremely fragmented with remarkable oppor-
tunities for consolidation in both the independently owned and hospital-based
diagnostics spaces, representing a third and a bit less than two thirds of the total
market, respectively (minor components are physician office labs and other) [1].

* Molecular diagnostics and its impact on personalized medicine have the poten-
tial to create market growth opportunities not even imagined today.

» Hospitals are increasingly interested in selling their laboratory business.

» Retiring baby boomers are increasingly looking at cashing out on independent
businesses they helped create and grow.

b. Determining fair market value:

Establishing a fair valuation of a pathology practice is probably the most sensitive
aspect of an M&A process. When courted for their medical practice, pathologists
(and physicians in general) have a natural tendency to look at their practice with the
eyes and mind of a proud parent amazed at the charm, intelligence, and uniqueness
of their child. Business people, on the other hand, bring to the process a healthy
dose of objectivity; they are concerned with such items as cash flow, market pres-
ence, contracts in place, potential for growth, accounts receivables, operational ef-
ficiency, information technology infrastructure, geographic reach, debts incurred,
general state of the economy, regulatory pressures, pending litigations, revenue cy-
cle, and competition. Whereas physicians are focused on highlighting their level of
education and expertise, the fanatical loyalty of their customers and their dedication
to patient care made legendary in their community, their business counterparts are
focused on such nonsexy items as gross revenue, return on investment (ROI), and
earnings before interest, tax, depreciation and amortization (EBITDA).

The stage of establishing a fair market value to the company is not for the faint
at heart as it involves principles borrowed from the art and science of business,
corporate and taxation law, and finance. This is the stage where having a crack team
including the talents of a corporate attorney, tax specialist, savvy business man-
ager, real-estate appraiser, laboratory equipment appraiser, and even an investment
banker, is going to pay huge dividends for the group and the fairness of the overall
M&A process. Having these specialists on hand can also help defuse some of the
contentiousness usually associated with this critical phase of the process.

c. Valuating “Goodwill” (also known as “Blue Sky”):

The goodwill component of a business is that part of the business value over and
above the value of its identifiable assets. Having a fantastic reputation in town but
an unprofitable business does not necessarily qualify the group for financial re-
wards of goodwill. Employing the best super-specialists in the region in a group
that is consistently burdened by debts not supported by appropriate cash flows also
does not qualify that group for a goodwill premium. Goodwill is an added value
to an overall successful business, not a convenient band-aid to an ailing operation.
Although intangible in its nature, goodwill is not theoretical or unreal. What has
the potential to make it unrealistic, if not unreal, is the attitude that both parties often
bring to the table: Pathologists and other physicians usually have an overinflated
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impression of their practice goodwill and value, whereas business buyers and hos-
pital administrators are often dismissive of it to the point of even not recognizing it
at all. There is no doubt that M&A negotiations can be undermined and even com-
pletely interrupted by such extreme views of the goodwill element. Although there
are objective accounting and financial formulas for evaluating the goodwill element
that a practice brings to the table, the common sense element is often the ingredient
missing from the goodwill calculation equation.

d. Valuation rule of thumb:

From a technical accounting point of view, there are three basic approaches to valu-
ating any business, including a laboratory operation:

» The income approach: What is the present value of expected future cash flows?

» The market approach: How much has the market previously paid for a similar
acquisition?

» The cost approach: What is the value of all tangible assets purchased (therefore
excluding all intangible assets)?

Based on industry experience, laboratory acquisition prices (therefore valuation)
have been based in the past 5-10 years on paying a multiple for one of two account-
ing parameters:

* Net revenue: 1.5-2.5 multiple
» EBITDA: 6-17 multiple

The broad range of multiples shown above truly demonstrates the unique nature
of each acquisition, and the resulting additive synergies and competencies that it
brings to the purchasing company. The multiple mentioned above also assumes pur-
chase of the totality of the controlling interest in the company. Of course, various
models of ownership and post-purchase governance exist with a resulting impact on
the final purchase price.

True Story During advanced stages of the negotiations for the sale of our technical labora-
tory operation, the buyers and our previous group’s board of directors gave a presentation to
the pathologist partners and described in detail the ultimate purchase amount and each part-
ner’s share of that amount. The presentation was held at a fancy restaurant and, at that stage
of the negotiations, the mood was overall supportive, as our board of directors had done a
good job at keeping the partners informed at various stages of the process. The numbers
described by the buyers did not come as a surprise to that audience. Weeks later, the chief
negotiator for the buyer’s team asked for an urgent audience with our board: It turned that
the entire valuation of the company had to be redone on a different accounting basis; one
party had used a cash method of accounting for the initial valuation and the other had used
an accrual method of accounting. Based on the revised numbers, the initial valuation had
been decreased by multiple millions of dollars. Does it not remind you of the US-European
space probe that traveled 461 million miles but was destroyed by flying too deep into the
Martian atmosphere because of incorrect trajectory calculations due to designers using the
imperial system of units and a navigation team the metric one? [2] Needless to say that a lot
of message massaging was then needed to explain this mother of all snafus to the partners!
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What Else Should you Consider?

My previous group grew through multiple mergers and one large acquisition. At the
end of those three activities, we became a group of 30 pathologists covering mul-
tiple hospitals and surgery center sites, delivering general and highly subspecialized
pathology services organized along specialty service lines, and extended our techni-
cal and professional reach to multiple states around the country. Although the end
result was something we were all very proud of, we could probably have proceeded
differently along our M&A journey(s). Retrospectively, I would probably have de-
signed the following additional safeguards:

a. Getting to better know each other:

A trial period pre-M&A would have been very nice for our various pre-merged
groups. Through various escalating common activities, we may have been better
able to test the validity of the merger assumptions, evaluate the cultural chemistry
between the three groups, and address identified incompatibilities and/or obstacles,
thus minimizing post-merger “growing pains” and heartburn.

Examples of such pre-merger activities would have included:

* Exchange of pathologists across group lines.

* Deployment of pathologists in geographies and practice settings representative
of their future settings.

* Meaningful social events bringing the groups together in various settings (with
and without spouses, with and without critical nonphysician staff, at work facili-
ties and off-work settings).

» Exchanges of leadership talents (physician and nonphysician staffs) to various
critical areas of the operation or, at minimum, leadership dyads to observe and
compare leadership styles and philosophies.

* More extensive open conversations between all members of the groups, not just
the leadership or designated steering committees.

* Identifying nay-sayers on both sides and inviting them to serve across company
lines; then reevaluate their position vis-a-vis the M&A effort.

b. Building a grace period into the post-merger noncompete clause:

In spite of due diligence, the end result of a merged group can be unattractive to
individual members of the original groups. By no fault of their own, they may find
themselves wedded to a new family in which they did not seek membership in
the first place (remember the title of this chapter!). Instead of severely limiting
their practice choices with other groups in town, these unhappy members should
be encouraged to seek alternative employment without holding over their head the
specter of restrictive and/or punitive noncompete agreements. Of course, non-solic-
itation clauses should still prevent departing pathologists from actively recruiting
business away from the abandoned company.
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c. Establishing a prenuptial agreement: Is there a roadmap out of this union?

Establishing upfront a “way out” of an unhappy corporate relationship is an inter-
esting proposition with supporters and detractors.

Supporters will argue that no union should be irreversible. The emotional and
financial damages of an unsuccessful merger and forced cohabitation could be di-
sastrous for the corporation as a whole and for many of its individual discontent
members.

Detractors will argue that members, especially those who were not entirely in
favor of a merger in the first place, will never be “all-in” if a way to deconstruct the
corporation was built into the merger documents. The idea is that these members
will work hard on finding, if not causing, the appropriate conditions and timing to
elicit those articles that would lead to the end of the merged entity. Detractors argue
that a corporate prenuptial would in effect establish a perpetual non-commitment to
the merged entity.

I once was strongly on the side of the anti-prenuptial camp for the reasons ex-
plained in the paragraph above. However, I believe that my position has changed
and that I would not be that strong of an opponent to a pre-merger or pre-acquisition
corporate prenuptial today, with an important nuance: Rather than focusing solely
on articles of deconstruction, I would argue for a detailed roadmap defining criteria
of success for an M&A, based on a list of objective and subjective parameters. Not
meeting these objectives after predefined intervals of time (1, 2, and 3 years for
example), would trigger escalating corrective measures ultimately leading to pre-
agreed upon corporate actions (buy-back, corporate separation, decentralization,
etc.). Today, I would also argue that not having these measures in place has the po-
tential to lead to uncomfortable if not unsuccessful long-term forced cohabitation.

In Conclusion

Disruptive changes affecting health care in the USA are encouraging physician
groups, including pathology groups to seek strength (and shelter) in numbers. Hav-
ing experienced multiple mergers and one major acquisition with my previous
group, I can unequivocally vouch for the wisdom of that approach: At the end of
our first two mergers, we ended up covering nine hospitals in two competing health-
care systems; in addition to a strong hospital base, we had the busiest privately
owned outpatient laboratory operation in a multistate radius. We were able to or-
ganize complex diagnostic services (hematopathology, pediatric pathology, bone
and soft tissue tumors, dermatopathology and others) in service lines able to attract
the brightest young and more experienced talents from around the country. Many,
if not most, of our services rivaled those offered by local and national academic
institutions. The blip of our presence on the national diagnostic radar screen grew to
the point of being recognized by most of the “usual suspects” interested in labora-
tory acquisition and consolidation. We became the object of assiduous courting for
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acquisition on an almost monthly basis. We ended up selling our technical labo-
ratory operation at great profit for the partners, to a start-up outfit in search of a
platform laboratory operation for a planned national growth. At the same time, we
were able to keep a 100% independent and self-governed private corporation of
pathologists in charge of its own decisions and destiny. None of the above would
have happened if we had not engaged in M&A activities at various phases of our

corporate existence.

True Story 1: Size Matters

In 2006, UnitedHealthcare and Hospital Corporation of America (HCA) got into a serious
national contract dispute that resulted in a temporary exodus of united insured patients
to competing local hospitals. This could have caused a major disruption to my group’s
workloads and, consequently, cash flow, except that, through the results of two successive
mergers, my group was now based at nine local hospitals almost equally divided between
the two giant local hospital systems. The exodus of a group of patients from one hospital
system to the other caused no disruption to us except for the temporary internal reallocation
of technical and professional resources from one side of the operation to the other: Size and
geographic presence matter!

True Story 2: Size Matters Again

Also in 2006, two of the busiest local groups of urologists merged to build the largest full-
service urology center in the Rocky Mountains region. In doing so, they moved the totality
of their outpatient services from the various hospitals they covered and consolidated the
bulk of their hospital-based surgeries to a much smaller number of local hospital sites.
Here again, our sheer size and breadth of service lines expertise allowed us to capture the
totality of their new facility-based pathology work through an independent professional
contract and almost all of their hospital-based work through our coverage of their newly
consolidated hospital presence: Merged larger groups have a better chance at capturing
opportunities resulting from disruptive health-care developments!
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Case: The Devil Is in the (Contract) Details

Community Pathology, P.C. provides professional pathology services for the patients of its local
hospital and has an active outreach practice and a technical component histology laboratory that
performs technical component services for the outreach clients. It typically bills its professional
services for hospital patients with the-26 professional modifier and bills on a global basis for the
outreach services.

Community Pathology, P.C. has been asked by its hospital to participate with Good
Health Plan, a managed care payor in the region. The pathology group receives a
sample participating provider agreement that is titled “Hospital-Based Physician
Agreement.” The contract explains that covered services include the “physician ser-
vices provided by Group to hospital inpatients and outpatients.” The Good Health
Plan representative explained that all pathology groups in the state have the same
contract, and the plan makes payment for all services provided by pathology groups.

In addition, the fee schedule exhibit states that “Good Health Plan will pay Group
for its Covered Services in accordance with the Good Health Plan fee schedule.”
There is a current fee schedule included in the package, and the Good Health Plan
representative informed Community Pathology, P.C. that the plan’s fee schedule is
typically 120% of the Medicare physician fee schedule, which is similar to other
managed care plans in the community. However, the contract itself does not include
a minimum guaranteed fee schedule nor does it reference any guaranteed payment
rate.

Under the proposed terms, would Good Health Plan reimburse Community
Pathology, P.C. for its professional and technical component services to outreach
(nonhospital patients)?

Does the contract guarantee the pathology group payment at 120 % of Medicare,
or can Good Health Plan change its fee schedule at any time?

How should contract be modified to ensure that Community Pathology, P.C. re-
ceives payment for its global outreach services?

If Community Pathology, P.C. bills for professional component of clinical pathol-
ogy services, should specific payment for these services be addressed in the contract?
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Most pathologists in private practice will negotiate many managed care and
other third-party payor contracts during their careers. Some of these contracts may
be directly between the pathology provider and the payor, and others may involve
an intervening contracting entity, such as a physician-hospital organization (PHO),
an independent physician association (IPA) or an accountable care organization
(ACO). At times, the pathologist may not have much negotiating leverage with the
payor, yet even in these situations, it is important to understand the terms that are
offered by the payor and evaluate whether participation in the contract is benefi-
cial. This chapter provides a comprehensive roadmap of the principal contracting
components that a pathology provider can follow when evaluating a managed care
contract and/or negotiating with the managed care entity.

Initial Contracting Considerations

Prior to negotiating or entering into any managed care contract, a pathologist should
ask why he or she (or his or her group practice) wishes to enter into the contract.
Perhaps the contract is necessary to maintain the pathologist’s current patient base
or to expand it? The contract might be required by an affiliated hospital or important
referral source.

Next, the pathologist should define his or her contract expectations. If the pa-
thologist does not sufficiently define his or her expectations prior to negotiating
the contract, those expectations may not be met or may not even be addressed dur-
ing contract negotiations. Moreover, if the pathologist discusses expectations with
his or her practice or negotiating team in advance of contract negotiations, the pa-
thologist can determine if his or her expectations are realistic, or need to be revised,
based on the experiences of the other pathologists or team members in negotiating
with managed care entities.

To support financial expectations during contract negotiations, pathology pro-
viders should conduct a thorough financial analysis of practice and business opera-
tions. Simply stated, a pathology provider needs to understand, and share with its
negotiating team, the financial specifics of its operation, including the fixed and
indirect costs associated with its services. Having this information will assist the
pathology provider to determine what reimbursement rates are necessary and ap-
propriate in contract negotiations.

Pathologists should consider how important the contract is to their business in-
terests. If the contract is not important, the pathology provider can be less flexible
in contract negotiations. If the contract is critically important, more flexibility may
be required. Pathologists should remember that physicians who refer patients to
them are usually contractually required to send managed care patients to participat-
ing providers. For convenience, such physicians may choose to send all of their
referrals to participating providers. Therefore, a pathologist’s failure to participate
in a managed care contract may preclude the pathologist from receiving not only
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a physician’s managed care referrals but also such physician’s nonmanaged care
referrals.

Always know why you are signing (or not signing) a contract.

Preparing for Negotiation of a Managed Care Contract

A pathology provider should have a plan of negotiation prior to negotiating any
contract and especially contracts with managed care entities that usually employ
very sophisticated and experienced negotiators.

As a preliminary matter, a pathology provider should not assume that the provid-
er must sign the standard managed care contract as there is almost always room for
negotiation. Prior to negotiating a managed care contract, the pathology provider
should do the following:

1. Assemble an appropriate contract team including provider representatives, and
legal and financial representatives, among others. The importance and complex-
ity of the contract should determine the composition of the team.

2. Determine who will negotiate the contract and avoid multiple contact points. The
contract negotiator should be provided with written negotiating parameters.

3. Require that the managed care entity appoints someone who has decision-mak-
ing authority to negotiate the contract on its behalf.

4. Identify problem areas in current managed care contracts and consider how they
can and should be corrected and addressed in new contracts.

S. Identify the “must have” and “deal breaker” positions in new contracts before
negotiations begin and prioritize requested amendments.

6. Attempt to negotiate the contract on your home turf.

7. Set a timetable for contract completion.

Key Managed Care Contract Provisions

The following material outlines the key managed care contract provisions that
should be considered by pathologists during the review and negotiation of the con-
tract. These are not listed in the order of importance, but rather in the order that they
typically appear in a managed care contract. This list can be used as a checklist for
contract review.

Proper Parties to the Contract/Relationship to Each Other It is important that the
contract be executed by the proper party for the pathology practice. If the provider
is a corporate entity (e.g., professional corporation or association, limited liability
company, general corporation, or partnership), the contract should be with the cor-
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porate entity and not an individual. If not all members of the corporate entity (e.g.,
members in a group practice) want to participate in the managed care contract, the
contract should specifically identify the participating physicians.

The managed care contract should provide that both parties are independent con-
tractors and that the pathology provider has no liability or responsibility for the acts
or omissions of the managed care entity. In addition, the contract should specify
that the managed care entity will not exercise control or direction over professional
judgment. If the managed care entity owns or operates its own facilities (such as the
health center of an health maintenance organization (HMO)), the contract should
provide that the provider is not liable for injuries to patients due to a defect in the
facilities.

Defined Terms The pathology provider should review all defined terms, especially
the definitions of “Payor” and “Covered Services” or their respective equivalents,
because these definitions can have substantive effects upon the contractual relation-
ship. The term “Payor” should not extend to additional plans or payors without
the pathology provider’s prior written consent, as this could be used to extend the
contract to “silent PPOs” (Preferred Provider Organizations) who utilize the agreed
upon fee schedule without the pathologists’ knowledge.

The term “Covered Services” should not be subject to unilateral alteration by the
payor without the pathology provider having the ability to terminate the contract
on reasonably short notice. The definition of Covered Services can be particularly
relevant to pathology providers who wish to bill and receive payment for their pro-
fessional component of clinical pathology services as well as to providers who wish
to bill and receive payment for esoteric testing and molecular/genetic testing.

Some payor contracts are drafted to cover only inpatient and outpatient services,
some are drafted to cover only nonhospital (outreach) services, some contracts only
cover clinical laboratory services, and other contracts cover only anatomic pathol-
ogy services. Some contracts cover only technical component services and others
cover only professional component services. Therefore, it is imperative to clarify
the definition of Covered Services to ensure that the pathology provider will be paid
for the full range of its services.

Materials Incorporated by Reference If the contract addresses exhibits, quality
assurance guidelines, provider manuals, or any other form of reference that the
pathology provider is required to follow, a copy must be analyzed in advance and
filed with the contract. If any exhibits, quality assurance guidelines, provider manu-
als, or any other form of reference are addressed in the contract, the contract should
specify that the contract itself will control if any of these documents are inconsistent
with the contract, that a copy must be given to the provider in advance if any of
these documents are modified, and that the provider has the right to terminate the
contract prior to the effective date of any modifications of such materials.

Credentials and Qualifications The contract should clearly set forth (i) credentials
and other qualification requirements for pathologists, (ii) accreditation and/or the
certification requirements for facilities, and (iii) that the managed care entity will
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preserve and require employers and other third parties to protect the confidentiality
of confidential/proprietary information, except where disclosure is required by law
or a third-party contract. The pathology provider should delete requirements that are
not applicable to the service being provided by the provider.

Pathologists should be wary of the provisions that require the provider to notify
the managed care entity of incidents of possible malpractice. Disclosure regarding
incidents of possible malpractice could be viewed as an admission of malpractice in
subsequent litigation. It is important that any contemplated disclosures of possible
malpractice should be reviewed in advance with legal counsel.

Services Provided To adequately assess the managed care contract, it is critical to
determine what services are covered under the contract. This can be accomplished
by reviewing the schedule(s) of benefits contained in the subscriber contracts. The
pathology provider should determine whether the contract requirements will require
the provider to expand operational capabilities or materially alter normal business
operations. Pathologists should be aware of and object to the following:

1. provisions that give the managed care entity the power to unilaterally amend the
schedule of covered services without giving the pathology provider the right to
terminate the contract at least on reasonably short notice

2. language that requires services to be provided at a level of quality higher than

that which is generally required (which could significantly increase liability
exposure)

. blanket requirements to provide 24 hours per day services, 7 days a week

. provisions that require unreasonable turnaround time

5. provisions that require the pathology provider to continue rendering services
upon the insolvency or termination of the managed care entity or termination of
the contract

W

Utilization and Peer Review The pathology provider should review all utilization
protocols, policies, and procedures in advance of signing the contract. If any uti-
lization protocols, policies, and procedures cannot be followed by the pathologists
due to the type of services being provided, these items should be deleted from the
contractual obligations. The pathology provider should also determine whether the
utilization and peer review protocols, policies, and procedures of the managed care
entity blend with the provider’s utilization management and peer review programs
(e.g., claims submission deadlines, electronic claims submissions). The contract
should specify the provider’s rights for alleged violations of policies and proce-
dures, including appeal rights. Appeal to an outside arbitration panel is preferred.
It is important to determine the pathologist’s obligations regarding referrals and
authorization guidelines and the precertification of services (i.e., how does the pa-
thologist determine if necessary authorization/precertification is obtained, how will
the pathologist actually obtain authorization/precertification, and what is the risk to
the pathologist if necessary authorization/precertification has not been obtained?).
The pathology provider should attempt to negotiate language that explains that pay-
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ment will not be denied due to another participating provider’s or patient’s viola-
tion of utilization protocols, policies, or procedures (e.g., failure to meet a billing
deadline).

Fee for Service Payment Terms If payment is made to the pathology provider on
a fee-for-service basis, the contract should clearly identify the fee schedule to be
utilized and attach a copy of the minimum fee schedule as an exhibit. It is best to
avoid language that applies the payor’s internally developed fee schedule, as such
fee schedule could be modified by the payor at any time. The managed care entity
should not be able to unilaterally reduce the fee schedule, at least not unless the
provider has the right to terminate the contract on short notice.

The contract should address whether payment will be made for the professional
and/or technical components of all services. If the pathology provider performs
both components, the contract should confirm that payment will be made for both
components. The contract should also explain whether payment covers all catego-
ries of patients, or only hospital inpatients and outpatients. Increasing numbers of
private payors limit their standard “pathology” contracts to only hospital inpatient
and outpatient professional services, and the contracts do not cover nonhospital
professional services or any technical component services.

Caution should also be given to language that could permit the managed care
entity to unilaterally impose payment edits, similar to Medicare’s correct coding ini-
tiative edits, that could limit the number of reimbursable units of service, or impose
other payment restrictions such as rebundling edits.

If pathology providers expect payment for professional component of clinical
pathology services, they should specify the payment terms in the contract.

It is important to remember that prompt payment is part of the consideration for
the provider’s agreement to accept discounted fees. Payment by the payor to the
pathologist should be tied to the date the properly completed bill is submitted and
not the “approval” date (the latter is largely up to the managed care entity). The
agreement should specify when a claim will be considered “properly completed”
(i.e., what form must be used and what information must appear on it). The pathol-
ogy provider may wish to negotiate late payment penalties.

If significant administrative responsibilities are assumed with respect to a man-
aged care contract, such as substantial credentials review or utilization manage-
ment, the provider may want to seek compensation for these services from the man-
aged care entity.

The pathology provider should attempt to delete “most favored nation” clauses.
A “most favored nation” clause requires the provider to give the managed care en-
tity the more favorable financial terms agreed upon between the provider and any
other payor. Generally, a “most favored nation” clause should only be triggered by
financial arrangements with substantially similar plans (e.g., same type of plan,
same patient volume, and same geographic area).

The method of billing the managed care entity should be reasonable and compat-
ible with the current system. The pathology provider should review the specific in-
formation that must be disclosed for billing purposes and the specific billing forms.
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Other payment considerations include determining if there is a default reimburse-
ment for new codes and tests that may be added in the future and if the managed
care entity can downcode or bundle claims unilaterally. The pathology provider
should also review restrictions on billing for non-covered services and confirm that
such services may be billed to the patient without the necessity for a signed advance
beneficiary notice.

Capitated Payment Terms If payment is made to the pathology provider on a capi-
tation or other “at-risk” method, the contract should specify the payment rate, the
payment schedule/time frame, and any exceptions to or limitations on payment. The
rate should be subject to renegotiation upon specified events. The managed care
entity should not be able to unilaterally reduce the payment rate unless the provider
has the right to terminate the contract on short notice.

Under risk payment contracts, it is also critical to specify the “stop-loss limit.”
The stop-loss limit is the limit of liability of the provider and is usually tied to a set
dollar amount per member, per year. The pathology provider should negotiate an
annual aggregate stop-loss limit for all members assigned to the provider to protect
against numerous expensive individual cases.

For capitated payment contracts, the pathology provider should also consider ne-
gotiating a “safety net” provision, whereby payment is made on a capitation basis,
but with a guarantee that the aggregate capitation payment will be “no less than” a
specified discounted fee-for-service amount.

The pathology provider should watch provisions that permit the managed care
entity to adjust deductibles, coinsurance, and copayments downward without an ap-
propriate adjustment upward in the capitation rate. Lower deductibles, coinsurance,
and copayments mean higher utilization.

ACO Shared Savings 1f a pathology provider is participating in an ACO or other
shared savings programs with a payor, the provider may wish to explore its own
“shared savings” model with the ACO. For example, the pathology provider could
determine a baseline of pathology expenses for the prior year. To the extent that
the pathology provider is able to manage utilization, educate physicians regarding
proper ordering of tests, assist physicians in timely interpretation of test results, etc.,
it may be able to lower overall expenditures by the ACO or other payor. The com-
pensation provision would then provide for payment of a portion of these savings
to the pathology provider.

Liability Insurance The pathology provider should confirm that the insurance or
self-insurance requirements under the managed care contract are fair and can be met
without significant additional expense. If the provider is self-insured, the contract
should specifically permit self-insurance. The pathology provider should beware
of contracts that limit insurance to “occurrence” policies. Claims-made insurance
should also be an option.

The provider should not agree to insure against all losses and liabilities. Instead,
coverage requirements should be subject to standard policy exclusions and limita-
tions. The pathology provider should also ensure that it does not agree to insure in-
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dividuals or situations that are not covered under its policy. For example, language
requiring the payor to be added as an additional insured party to the pathology
provider’s policy should be deleted.

The managed care entity should be required to maintain adequate professional
liability insurance, general liability insurance and, if a risk-bearing entity, reinsur-
ance.

Indemnification and Hold Harmless Provisions The pathology provider should
carefully review any indemnification provisions with its insurer. Most insurance
policies do not cover contractual indemnification provisions. Possible substitute
language is: “Each party shall be responsible for its own acts and omissions to
the extent it would be responsible under statutory or common law, and nothing
contained in this Agreement shall impute or transfer responsibility for the acts or
omissions of one party to the other party.”

The pathology provider should beware of provisions that impose liability on the
provider beyond that which would exist under applicable law (e.g., liability for acts/
omissions of third parties). In addition, the pathology provider should avoid provi-
sions that shift liability to the provider or make the provider solely responsible for
medical care decisions (e.g., unduly shift all responsibility for patient care decisions
to the provider).

Reporting, Record Retention, Disclosure, and Facility Inspection The managed
care contract should specify what information and records have to be maintained
and disclosed (e.g., internal financial information). Record disclosure should be
made subject to all applicable laws, regulations, and ethics codes. The pathology
provider should not be required to maintain records longer than the provider’s stan-
dard retention period.

The pathology provider should ensure that record disclosure is limited to the
records of subscribers of the managed care entity unless broader disclosure is re-
quired by law or by federal or state agencies. The provider should not be required to
disclose proprietary business information, or, if such information must be disclosed,
the managed care entity should be required to protect its confidentiality and refrain
from using such information except where disclosure is required by applicable law.

The pathology provider also should confirm that the managed care entity or pro-
vider has proper release forms (including the Health Insurance Portability and Ac-
countability Act (HIPAA) authorizations) in place before releasing a copy of any
patient records to a managed care entity.

Use of Name The contract should explain the managed care entity’s policy regard-
ing the use of the provider’s name in the managed care entity’s marketing and pro-
motional materials. The pathology provider may wish to request the right of prior
review, and preferably, the right of prior approval, of marketing and promotional
materials that reference the provider.

Termination of Contract 1t is important for the pathology provider to identify how
the contract can be terminated. If the contract can be terminated “without good
cause,” the provider should confirm that the termination rights are reciprocal and
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balanced. Similarly, “with cause” (or for “good cause”) termination language
should be reciprocal and balanced between the parties. If there is a provision for
“with cause” or “good cause” termination, the term “with cause” or “good cause”
should be defined.

The pathology provider should obtain the right to terminate the contract upon a
certain amount of notice, preferably not to exceed 90 days, so that a “bad” contract
can be terminated quickly. The provider should watch for provisions that permit
such notice termination only at the end of a term, as these will lock the provider in
for each term of the agreement.

The managed care entity should not be permitted to terminate the contract for the
acts or omissions of a single professional. The contract should provide for termina-
tion action only against the individual professional.

The pathology provider should obtain the right to terminate the contract imme-
diately if the managed care entity fails to make payment, files for bankruptcy, or
becomes insolvent.

Dispute Resolution The managed care contract should describe the procedure for
resolving disputes and the venue for resolution of disputes. The contractual lan-
guage should give the provider the right to present its argument and to hear the
opposing arguments/evidence. The provider should also have at least one level of
appeal to an independent third party. Some contracts refer to the dispute resolution
procedures of the American Health Lawyers Association or the American Arbitra-
tion Association, and both are acceptable alternatives.

The pathology provider should beware of dispute resolution procedures where
the managed care entity has final authority to resolve disputes. Instead, the provider
should push for the right to submit disputes to an independent body such as an arbi-
tration panel. The provider should also avoid restrictions on the provider’s ability to
litigate against the managed care entity or engage in a class action or arbitration. It
is advisable to delete provisions that state that the contract is governed by the laws
of another state, or that the venue for dispute resolution is in another state.

Other Provisions The contract should specify how notices have to be sent under
the contract (e.g., by certified mail). It is preferable to require notice to be sent in a
format in which a receipt is confirmed (such as certified mail or overnight courier
delivery), rather than regular mail, general mailings, or Web site notices. Managed
care contracts are increasingly specifying Web sites as permissible means of provid-
ing notice, which can be problematic for the pathology provider. No provider has
time to constantly review a managed care entity’s Web site.

Amendment and modification to the contract should be mutually agreed, in writ-
ing, and with prior notice. At a minimum, the contract should contain the right to
terminate if key terms are amended or modified.

The contract should explain the parties’ rights, if any, to assign the contract. The
pathology provider should avoid provisions that permit the managed care entity to
assign the contract without the provider’s consent. The provider may wish to have
the right, however, to assign the contract to its affiliates or successors without the
managed care entity’s consent.
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The foregoing are not the only legal provisions in a typical managed care con-
tract, but these items represent common provisions that should be considered by
pathologists when evaluating and negotiating a managed care contract. The method
of billing the managed care entity should be reasonable and compatible with the
current system. The pathology provider should review the specific information that
must be disclosed for billing purposes and the specific billing forms.

Be wary of any aspect of an agreement, such as any internally produced fee schedule, that
may be unilaterally modified without mutual assent.

Case: Recoupment or Recourse?

Suburban Pathology Associates, LLC is a participating provider with Statewide Health Plan. Out
of the blue, Suburban Pathology Associates, LLC receives a recoupment notice from Statewide
Health Plan, explaining that Statewide Health Plan has determined that Suburban Pathology As-
sociates, LLC has been overpaid US$225,000 for its pathology services and if Suburban Pathol-
ogy Associates, LLC does not repay the amount in full within 30 days, Statewide Health Plan
will withhold the sum from all future payments due to Suburban Pathology Associates, LLC for
services rendered to subscribers of Statewide Health Plan.

Can Statewide Health Plan issue an overpayment notice under the agreement and,
more importantly, can it recoup the alleged overpayment by withholding amounts
from future payments?

What are Suburban Pathology Associates, LLC's appeal rights under the partici-
pating provider agreement? Is there a short time frame to file an appeal?

Case: Recourse Following a Payment Change

City Pathology, Inc. is a pathology practice focused on the outreach marketplace. It has a particular
focus on dermatopathology, but also provides other pathology services for nonhospital outreach
patients. City Pathology, Inc. has its own technical component histology laboratory and therefore
can provide global (professional and technical component) services. It signed a participating pro-
vider agreement many years ago with Big Health Plan. After years of being paid favorable rates
by Big Health Plan, City Pathology, Inc.’s collections from its global services billed to Big Health
Plan fell by 50 %. Upon inquiring with Big Health Plan as to the reason, the Big Health Plan repre-
sentative explained simply that Big Health Plan not only has reduced its payment rates, but it will
only pay providers such as City Pathology, Inc. for professional services. Only National Labora-
tory can bill and be paid for technical component services on a going forward basis.

What recourse does City Pathology, Inc. have under its participating provider
agreement with Big Health Plan?

Does the agreement address unilateral changes to payment rates by Big Health
Plan?

What is the description of covered services in the agreement? Does the descrip-
tion cover technical component services?
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Case: A Sudden Threat

Community Pathology, P.C.’s contract with City Hospital is up for renewal. There is a new CEO
at the hospital. The new CEO allegedly was recruited to improve City Hospital’s financial bottom
line and cut expenditures, and the pathologists have heard that he refused to make Part A payments
to the pathologists at his former hospital.

When Community Pathology, P.C. receives the renewal contract from City Hospital, there are
several major changes from the existing contract. All Part A payments have been eliminated. The
contract states that the group is prohibited from billing for its professional component of clinical
pathology services. The contract charges the practice rent for its use of the laboratory offices for
professional interpretations. In addition, the contract gives the hospital the right to bill globally for
the hospital technical component services and the pathologists’ professional component services,
with the hospital determining the amounts to be paid to the pathologists for such globally billed
services.

When Community Pathology, P.C. expresses concerns to the new CEO, he responds that “If you
don’t like it, then I’ll just put this contract out to bid to other pathology groups.”

What are the compliance issues raised under the new contract? Can Community Pathology,
P.C. agree to accept zero Part A payments in exchange for the exclusive contract?

Does the hospital have any exposure under the fraud and abuse laws for the actions of the
CEO? Do the members of the hospital’s board have any personal exposure?

What steps can Community Pathology, P.C. take, both before receiving the new contract and
after receiving the new contract, to better position itself for negotiating with City Hospital?

Hospital Contract Negotiations for Pathologists

The negotiation of a pathology practice’s hospital contract generally is one of the prac-
tice’s most critical tasks. The dynamics of the relationship between a hospital and its
hospital-based pathologists continue to change and become more complex. Payment
amounts from hospitals are generally declining. In addition, third party payor reim-
bursement methodologies are changing, with more accountable care organizations,
shared savings, bundled payments, and capitation. Both of these trends result in efforts
by hospitals to exert more control over managed care contracting for pathology services.
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Other trends include greater restrictions on outside activities by pathology
practices as hospitals attempt to retain volume, shorter contract terms, and more
contracts subject to competitive bidding.

Pathology practices must carefully plan the negotiation of their contracts with
hospitals not only to maximize the Part A compensation from the hospital but also to
avoid undue restrictions on their medical practices and outside activities. The par-
ties must be mindful to avoid the compliance issues that would arise from a contract
in which the hospital receives, directly or indirectly, inappropriate remuneration
from the pathology practice.

Negotiation Preparation

The process of preparing for the negotiation should begin many months in advance
of the expiration date of the current contract. A game plan should be established that
would include at least the following preparatory steps:

1. Review the terms of the current contract of the pathology practice with the hos-
pital and determine if any problem areas exist from the pathology practice’s
standpoint or from the hospital’s perspective. Have there been any tacit amend-
ments to the contract that have not been memorialized in writing? Have any
promises been made by the hospital of any future accommodations or contract
modifications?

2. Determine the strategic plan of the hospital. What is the hospital’s current and
projected financial condition? Is the hospital in merger or affiliation talks with
other health systems? How well is it doing in attracting managed care plans or
the business of other third parties? Is the hospital planning any projects off site
in which the pathology practice could be involved? Are any professional ser-
vices which could be provided by the department being routinely sent to outside
providers?

3. Check with the other hospital-based groups in the hospital. What has been the
general experience of the anesthesia, radiology, or emergency room groups in
their negotiations? A word of caution is needed here. Agreements on the part of
nonintegrated hospital-based groups related to what they will accept as fees, or
prices, or collective activity that involves a boycott, refusal to deal, or the threat
of either, can violate federal and state antitrust laws.

4. Determine how the pathology practice is perceived by the hospital or the medical
staff. If the perception is in any way negative, how can the pathologists act to
change negative perceptions?

5. Determine how dependent the pathology practice is on the level of hospital
financial support it receives. To what extent (and how) could the pathology prac-
tice deal with various levels of change in that support?

6. Determine what opportunities may exist in the next few years to provide services
at locations other than the hospital, including other hospitals and freestanding
medical facilities.
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In short, groups need to “do their homework” before entering into contract negotia-
tions with the hospital. Information and preparation is critical. Financial information
and comparative data can be extremely valuable in negotiations or in responding to
questions raised by the hospital personnel.

Preparation for contract negotiations is a critical part of the process, and best started before
the ink is dry on the last contract.

Selling the Value of Pathology Services

As explained above, it is critical for pathology practices to educate their hospitals
about the value of the services provided by the pathologists. As a first step, pa-
thology practices should explain, in detail, the various types of pathology services
that they provide, including anatomic pathology services, professional component
of clinical pathology services, blood banking services, autopsy services, graduate
medical education services, research services, outreach services, etc. The patholo-
gists should ensure that the hospital administration understands the significant com-
mitment of time and expertise required to provide these services, especially those
services for which the pathology practice cannot bill payors or patients (i.e., ser-
vices for which the sole source of compensation is the hospital).

If the pathology practice has one or more pathologists with specialty expertise,
this pathology specialization and its relation to the provision of specialized services
by the hospital and its medical staff should be emphasized. For example, one or
more pathologists with hematology expertise offer significant support to the provi-
sion of oncology services at the hospital. A pathologist with pediatric specialization
is vital to a hospital that prides itself upon its pediatric services. Without such pa-
thology expertise, the hospital and members of its medical staff would not be able
to provide the same level of specialized hospital and medical services.

The pathology practice should explain that quality pathology services are di-
rectly related to more satisfied medical staffs and patients, which means that the
hospital is less likely to lose referring physicians and patients to competitors. Qual-
ity of care is increasingly an important issue to some payors, and the expertise of the
pathology services can have an impact on the hospital’s ability to secure preferred
managed care contracting.

Pathologists can effectively market the clinical laboratory and anatomic pathol-
ogy services offered by hospitals to physician offices, surgery centers, nursing
homes, and other health-care providers, and often are the single most important
factor in a client’s selection of pathology and laboratory services. It is advisable
for pathologists to assess the dollar value of the outreach services provided by the
hospital, and explain to the hospital the critical role that the pathologists play in
securing this business and retaining it.

Quality pathology services reduce the risk of malpractice liability for hospitals
and attending physicians. If hospitals are interested in cutting costs and are looking
for the “lowest cost” provider of pathology services, the hospitals may be increasing
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their exposure from a liability perspective. Pathology practices should remind bud-
get-minded hospitals that courts have held hospitals legally responsible for the neg-
ligent selection of hospital-based physicians, and the more prudent approach for
hospitals is to pay a reasonable amount to secure the services of competent and
trained pathologists. In addition, pathologists also can assist hospitals in reducing
their liability exposure through their supervision and oversight of hospital labora-
tory personnel.

Pathologists play a key role in controlling costs in hospital laboratories. If the
hospital treats its pathologists fairly and looks for “win—win” scenarios with its
pathologists, then the pathologists will be much more attentive to controlling labo-
ratory costs while maintaining quality services. During contract negotiations, it is
advisable for the pathology practice to educate the hospital about the steps taken by
the pathology practice to control expenses in the laboratory to the financial benefit
of the hospital.

Another important benefit that the pathology practice provides to the hospital is
with respect to the accreditation and certification of hospital laboratories. Pathol-
ogy practice is responsible for not only providing medical direction as required by
the Clinical Laboratory Improvement Amendments of 1988 (CLIA), the College of
American Pathologists (CAP), and the Joint Commission, but also providing the
supervision and oversight of all of the technical services provided by the hospital’s
laboratory personnel.

With the increasing importance of shared savings under accountable care orga-
nizations, bundled payment methodologies and other payor incentives to provide
cost-effective care, the pathologists’ professional component of clinical pathology
services are critical to the financial success of the hospital. These are the services
that pathologists provide that contribute to the efficient operations of the hospital
laboratory, including interactions with clinicians to assist in the selection of ap-
propriate tests for patients, monitoring ordering of tests to detect inappropriate or
unnecessary test ordering, implementing cost control measures in the laboratory,
establishing and enforcing policies that are designed to promote quality and timely
services, etc.

Legal Compliance

It is critical to review the legal compliance issues that arise in contract negotiations
between hospitals and pathologists. Remuneration between a hospital and patholo-
gists may implicate the Medicare and Medicaid anti-kickback law, particularly if
the pathologists are required to pay direct or indirect remuneration to the hospital
(or otherwise provide a benefit to the hospital) as a condition of providing services
to the hospital’s inpatients and outpatients.

The Office of the Inspector General (OIG) has explained that a hospital’s de-
mand for compensation from its hospital-based physicians is suspect under the
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anti-kickback law (Department of Health and Human Services, OIG Management
Advisory Report: Financial Arrangements Between Hospitals and Hospital-Based
Physicians, pp. 3—4, January 31, 1991). This OIG report specifically discusses no,
or token, reimbursement to pathologists for Part A services in return for the oppor-
tunity to perform and bill for Part B services at that hospital. The OIG’s Compliance
Program Guidance for Hospitals also cautions against arrangements with hospital-
based physicians that compensate the physicians less than fair market value for their
services, including no, or token, Part A compensation for pathologists (OIG’s Com-
pliance Guidance for Hospitals, footnote 25, February 1998). By refusing to pay ad-
equate compensation to pathologists for their Part A services or by conditioning the
contract upon the provision of direct or indirect benefits or remuneration from the
pathologists, hospitals and their individual administrators and trustees may violate
the anti-kickback law, thereby subjecting themselves to criminal and civil penalties.
The pathologists may share in this compliance risk if they agree to the terms.

Key Contractual Provisions

Parties to the Contract

If the pathologist is practicing through a professional corporation, partnership, or
limited liability company, the contract generally should be with the entity and not
with the individual. Any payment by the hospital should be made to the entity to
avoid tax problems.

It is preferable from the pathology group’s standpoint to have each professional
employee of the group acknowledge in writing that he or she is bound by the terms
of the contract and any extension, modification, or replacement contract. This is
important because the hospital contract may contain provisions, which affect vested
rights of the employee, such as termination of hospital privileges upon termination
from the pathology group. The terms of the pathology group’s employment agree-
ments should match obligations under the hospital contract.

The contract should be carefully written to extend to successor entities (includ-
ing purchasers) and assignees due to the increasing number of hospital consolida-
tions and combinations.

Relationship of the Parties

The contract should state that the hospital will not exercise direction or control
over the practice of medicine by the pathologists. In addition, the contract should
provide that the pathology group is not liable for injuries to patients due to a defect
in hospital facilities.

It is advisable to state that the employees, agents, and other independent contrac-
tors of the hospital are not the employees, agents, or independent contractors of the
pathology group and that the physician group has no liability or responsibility for
their acts or omissions.
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Qualifications of Professionals

Pathologists should be mindful of provisions that permit the hospital administration
to circumvent the medical staff credentials review procedure, such as “All patholo-
gists rendering services at hospital are subject to the prior and continuing approval
of hospital’s CEO.”

The hospital contract should permit the provision of services by both board cer-
tified and board eligible pathologists. As a compromise, if the hospital demands
board certification, there could be a grandfathering of certain pathologists and a
transition period during which pathologists are allowed to pass their boards.

Services Provided by Pathology Group

Coverage requirements should be specified in the contract or the pathology group
should only commit to providing adequate coverage in accordance with sound med-
ical principles as determined by the group, in consultation with the hospital. The
contract should distinguish between “on site” and “on call” coverage periods.

The pathology group should object to language that requires services to be pro-
vided at a level of quality higher than that which is generally required. An example
of such language is “Pathology Group shall provide services at the highest level of
quality.” Such language sounds laudatory, but could increase the liability exposure
to both the hospital and the pathologists.

The pathology group’s obligation to provide services should be conditioned
upon the hospital’s obligation to provide adequate equipment, space, services, and
personnel in accordance with all applicable licensure and accreditation standards.

The obligation to participate in committees and in educational programs should
be subject to a reasonableness standard and should be consistent with the bylaws,
rules, and regulations of the medical staff, as well as applicable regulatory require-
ments. The specific committees on which the pathology group wants to serve should
be specified.

Managed Care Contracting

The hospital’s ability to obtain a managed care contract may depend to some degree
on whether its pathologists also participate under the contract. Managed care payors
often pressurize hospitals to “deliver” their pathologists as providers under the man-
aged care contract. Therefore, pathologists should be wary of provisions which give
the hospital the right to require the pathology group to enter into alternative delivery
system or managed care contracts. An example of such a provision is “Pathology
Group shall execute such agreements as may be necessary to become participating
providers in such third-party reimbursement programs as hospital may from time to
time direct.” It is advisable to include language that gives the pathology group the
ability to decline to contract with payors who offer unreasonable terms.

Exclusivity

The pathology group should be given the exclusive right to provide professional
pathology services at the hospital. The contract should stipulate reasons for the
exclusive contracts, such as standardization of procedures, more efficient schedul-
ing, and more efficient use of facilities. Such legitimate reasons for an exclusive
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arrangement can help defend against an antitrust challenge. If other providers in
the hospital perform certain services that would typically be considered as pathol-
ogy services, it is important to limit the exceptions to the exclusive arrangement as
specifically as possible.

The contract should state that the hospital does not have the right to “outsource”
the department’s services without the pathology group’s permission. An exclusive
contract can be destroyed if the hospital is able to unbundle the work and give por-
tions of it to outside parties. Watch provisions that limit the exclusive to services at
the hospital.

It is preferable for the exclusivity provision to extend to each facility of the hos-
pital (or any subsidiary, parent, or affiliate of the hospital) to the extent such facility
can be adequately staffed by the pathology group. This could be in the form of a
right of first refusal.

Departmental Operations
The method for selecting the department director and successor department direc-
tors should be specified in the contract. All department directors should be members
of the pathology group. Identify the initial department director. The duties of the
director should be specifically delineated.

The contract should state that the bylaws, rules, regulations, and policies of the
hospital cannot be altered in any manner which materially increases the obligations
of the pathology group under the contract without the group’s consent.

Services Provided by the Hospital

The contract should identify the space and utilities to be provided by the hospital,
the type of equipment and supplies to be furnished by the hospital, the personnel
to be provided by the hospital, etc. These items should be sufficient for the proper
and efficient operation of the department and be consistent with generally accepted
standards. All items and services provided by the hospital should be consistent with
the requirements of CLIA, CAP, and the Joint Commission, as well as all other ap-
plicable licensing and accrediting bodies.

The pathology group probably will want the right of prior input regarding the
hiring, firing, etc. of nonprofessional personnel in the department. The hospital may
resist any restrictions upon its relationship with its employees, particularly because
the hospital remains ultimately liable for its employees.

Compensation for Services

The contract should specify the amount and/or method of payment for both profes-
sional services and administrative services. Typically, the pathology group’s com-
pensation for its professional anatomic pathology services and professional clinical
consultative services is its collections from billing patients and their third-party
payors for the services. The pathology group may also receive compensation for
professional component of clinical pathology services provided to patients covered
by private health plans through such direct billing. However, compensation for pro-
fessional component of clinical pathology services for patients who are beneficiaries
of government health plans, for medical director services, and for other designated
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administrative services (in the aggregate, commonly referred to as “Part A servic-
es”) should be paid by the hospital to the pathology group. As noted above, the
failure of the hospital to pay fair market value for these Part A services can present
a serious compliance issue under the Medicare and Medicaid anti-kickback law for
both parties.

The Medicare program provides for reimbursement for the professional com-
ponent of clinical pathology services to Medicare beneficiaries through Medicare
Part A Diagnosis Related Group (DRG) payments to hospitals, rather than through
Medicare Part B payments to pathologists. When the Medicare program decided to
shift the reimbursement for professional component services from Medicare Part B
to Medicare Part A, the Centers for Medicare & Medicaid Services allocated pay-
ment for professional component services into its DRG calculations. The current
Medicare reimbursement methodology for professional component of clinical pa-
thology services presumes that the hospital will reimburse the pathologists directly
for these services. Therefore, the hospital does receive money from the Medicare
program for these services and should remit payment to the pathologists.

The contract should explain whether the Part A payment from the hospital is
intended to cover professional component of clinical pathology services only for
Medicare and Medicaid hospital patients, or also for some or all patients covered by
private payors. This is especially important if the pathology group bills or wishes
to commence billing for professional component of clinical pathology services to
private patients. Pathologists will want to protect against interference with the right
to bill for the professional component of clinical pathology services. This can be
done in several ways, including becoming educated about professional component
billing, educating other pathologists in the group, proactively educating the admin-
istration and the medical staff, monitoring and keeping track of any patient ques-
tions and/or complaints, developing a formal policy for addressing patient questions
and complaints, and avoiding hospital contract provisions that prohibit professional
component billing. The contract also should require the hospital’s cooperation in the
development of appropriate notification language for the hospital administration as
well as registration forms.

The contract should require renegotiation of the compensation provisions in the
event changes in law, regulation, or health plan policies restrict or alter the pathol-
ogy group’s right to bill for professional services.

Avoid any trace of “kickback™ allegations by ensuring that both parties have recognized fair
market value for all goods, services, and space.

Billing

The contract should specify the pathology group’s right to direct bill for services. In

addition, the hospital should be required to supply in a timely manner all informa-

tion required by the pathology group to bill and collect for professional services.
The manner in which the fees for professional services will be determined should

be specified. It is obviously preferable if fee determination is left to the discretion of

the pathology group. If the hospital demands veto power or the right to set the fees,
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an objective standard should be utilized, such as comparability to fees charged by
other pathologists in the community and/or at comparable hospitals.

The hospital should be required to maintain the confidentiality of the pathology
group’s fee schedule. If the hospital receives a request for fee information, it should
only release the fee information in question and not the entire fee schedule unless it
has the prior consent of the pathology group. A procedure should be established for
handling such fee information requests.

Global Billing

Global, bundled, or other packaged billing/pricing is expected to increase over the
coming years, and, in response, many hospitals are including language in contracts
to address such billing. Pathology groups should attempt to restrict the ability of the
hospital to bind the group to global billing. At the very least, the hospital contract
should state that global billing can only be offered by the hospital if it has been re-
quested by the payor, meaning that it cannot be initiated by the hospital (at least, not
without the consent of the pathology group). It is vital that the group be guaranteed
avoice in bargaining with the managed care payor to adequately protect the group’s
interest. In addition, the hospital should agree that it will not disclose the global bill
provision to payors.

Liability Insurance

Pathologists should review the liability insurance requirements to confirm that the
required insurance levels are appropriate and can be met without significant addi-
tional expense. It is important not to agree to insure against all losses and liabilities.
Instead, coverage requirements should be subject to standard policy exclusion and
limitations. In addition, language should be reviewed to confirm that coverage re-
quirements do not include individuals or situations that may not be covered under
the pathology group’s policy. This includes “additional insured” language, because
the pathology group’s policy may not permit adding other entities, such as the hos-
pital, as an additional insured.

If the pathologist has a claims-made policy, the hospital will probably require
tail coverage in the event of termination of such policy or if a pathologist leaves
the group. This is because insurance coverage under a claims-made policy ends
when the insurance policy is terminated or when a pathologist leaves the group. Tail
coverage provides insurance coverage for claims which arise after the termination
of coverage under the claims-made policy. Often, tail coverage is free of charge if
termination of coverage under the policy is due to retirement, disability, or death.

The hospital should be required to maintain adequate professional liability insur-
ance or self-insurance on itself and its employees and agents and adequate com-
prehensive public liability insurance or self-insurance. The hospital also should
maintain liability insurance covering the pathology group and its members with
respect to their administrative, research, and teaching functions.

Indemnification Provisions
An indemnification provision is one in which the indemnifying party agrees to pay
the other party any dollar amounts that the other party “is out of pocket” as a result
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of the indemnifying events. For example, if the pathology group agrees to indem-
nify and hold harmless the hospital for any losses as a result of acts or omissions
of the group, then the pathology group must pay the hospital any amount spent
or incurred by the hospital in the defense and/or settlement of claims that might
arise from the acts or omissions of the pathology group, such as malpractice actions
based on errors in the laboratory. Such provisions typically are not covered by the
pathology group’s malpractice insurance. Therefore, it is important to confirm cov-
erage in writing with the insurance carrier.

Professional liability insurance carriers will usually suggest that such language
be eliminated, and recommend substitute language such as “Neither party shall be
liable for the acts or omissions of the other party or for the acts or omissions of the
employees, agents or other independent contractors of the other party.”

The hospital may require that a pathology group indemnify and hold harmless
the hospital to the extent that reimbursement is denied due to an improper act of
the group. Such indemnity should be limited to the group’s proportionate share of
responsibility for reimbursement denial, the hospital should give prompt notice to
the group of such a denial and take all reasonable steps to challenge it, and the group
should be permitted to participate in the challenge. Also, the provision should be re-
ciprocal, so that the hospital agrees to indemnify and hold harmless the group to the
extent the group’s reimbursement is denied due to an act or omission of the hospital.

Records

Each party’s obligations with respect to medical and billing records should be ad-
dressed in the contract. Medical records should be distinguished from specimens,
slides, etc. The pathology group’s right of access to hospital/patient records should
be stipulated and should survive the termination of the agreement.

Termination

As a general matter, it is preferable to permit termination for good cause only. If
there is a provision for “good cause” termination, the term “good cause” should
be defined. A “cure” period should be provided, so that the breaching party has a
period of time (typically 15-30 days) to cure the breach and avert termination of
the agreement.

If termination is permitted without cause upon a certain period of notice, it is
important to understand that the term of the contract (and the period of the exclusiv-
ity) is essentially only as long as the notice period. If the hospital has tax-exempt
bond financing, Internal Revenue Service (IRS) regulations also may limit the term
of the contract.

It is advisable to avoid provisions which permit the hospital to terminate the pa-
thology group for the acts or omissions of a single pathologist. The contract should
provide for termination only if the pathology group does not remedy the situation.

Restrictive Covenants

Pathologists will want to avoid noncompetition clauses if at all possible, or at least
negotiate a noncompetition clause as narrow and specific as possible with respect to
services, duration, and geographic scope.
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The group will want to be permitted to engage in outside activities so long as
such activities do not interfere with the pathology group’s responsibilities under
the hospital contract. If there are restrictions on outside activities, such restrictions
should cover only true competition, and should be reasonable as to time period and
geographic area. Often, a quid pro quo for such restrictions is a right of first refusal
to provide services at any new facility of the hospital or a subsidiary, affiliate or
parent of the hospital.

The preceding list is not a comprehensive list of every hospital contract provi-
sion, but most hospital contracts will address these issues. This discussion can be
used as an initial checklist for a review of a proposed (or even an existing) hospital
contract.

Case: A New Laboratory

City Pathology, Inc. provides pathology services to Major Medical Center pursuant to an exclusive
services contract. City Pathology, Inc. wishes to expand its outreach (nonhospital) work and in
connection with such expansion, plans to open its own technical component histology laboratory.
City Pathology, Inc. is considering adding some limited clinical laboratory or even molecular pa-
thology services to the laboratory operations as well. City Pathology, Inc. has secured space for the
laboratory several blocks from Major Medical Center, Soon afterward, the CEO of Major Medical
Center storms into the offices of the pathologists and demands to know why City Pathology, Inc. is
taking steps to open a competing laboratory in violation of the restrictive covenant in its contract
with Major Medical Center.

What does the contractual agreement with Major Medical Center say about competition? Will
the new laboratory actually compete with Major Medical Center?

Can the hospital contract be amended to provide a limited carve-out for City Pathology, Inc.’s
contemplated activities?



Chapter 12
Pathologist Employment Contracts

Amelia B. Larsen

Case: The Noncompetition Conundrum

Dr. Pathologist has moved back to her hometown. She has received a job offer from Suburban
Pathology Associates, LLC. She is thrilled as she wants to take the job with Suburban Pathology
Associates, LLC and start a long career in her hometown, close to her family and never have
to move again. Dr. Pathologist has received Suburban Pathology Associates, LLC’s employment
agreement that she must sign in order to take the position.

What sort of items should Dr. Pathologist be on the lookout for in reviewing her employment
contract before signing it and agreeing to take the position?

Realistically, what sorts of things should Dr. Pathologist consider negotiating with Suburban
Pathology Associates, LLC concerning her employment agreement?

Key Contractual Provisions

Parties to the Employment Contract

The employment contract should clearly identify the parties and the exact nature
of their employment relationship. The nature of the employment relationship can
have significant impact on personal rights or responsibilities in relation to the em-
ployment. Employment relationships are typically classified either as an employer/
employee relationship or the individual is an independent contractor for the em-
ployer. An employer/employee relationship typically exists when the employer has
a significant amount of control over the work of the employee in terms of hours,
including vacation time, location, equipment used, and fees charged. Conversely,
an independent contractor completes work on a contractual basis with the employer
and is subject to less control by the employer.

The distinction between an employee and an independent contractor is impor-
tant in determining what the employer must provide to the employee. In an em-
ployer/employee relationship, the employer is responsible for taking taxes out of
the employee’s compensation. Furthermore, the employer must make payments for
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workers’ compensation, unemployment insurance, disability insurance, and social
security on behalf of the employee. Employers are also required by law to comply
with minimum wage and overtime requirements, provide for lunch and rest breaks,
and provide benefits for those employees who are eligible under the employer’s
benefit plan. On the other hand, if you are employed as an independent contractor,
the employer will not take any taxes out of your compensation and the independent
contractor is responsible for remitting taxes from that compensation. Additionally,
an independent contractor will not be eligible for unemployment benefits, since
nothing will have been paid into the unemployment fund on their behalf.

However, employers wanting to structure their practices with independent con-
tractors rather than employees need to be careful. Following the economic recession
in 2008, many employers have been seeking to find creative ways of decreasing
their expenses. One way employers have sought to cut costs has been to classify
workers as independent contractors rather than employees—by doing so they are no
longer responsible for providing health-care benefits and employment taxes. How-
ever, since this is a way of avoiding taxes, the classification of workers has become
highly monitored by the Internal Revenue Service (IRS) and the Department of
Labor. If an employer is found to have misclassified its workers as independent
contractors rather than employees the employer becomes vulnerable to an imposi-
tion of fines, penalties, and back-taxes, which has the potential to cost an employer
large sums of money. Factors which the IRS and the Department of Labor will look
to in determining whether certain individuals have been misclassified include the
permanency of the employment relationship, a longer or open-ended commitment
indicates an employer/employee relationship; whether the employer provides tools
or reimburses the worker for work related expenses, if so it is indicative of an em-
ployer/employee relationship; whether the employer provides any sort of training
or instructions on how the work should be performed, if so the worker will be clas-
sified as an employee; and whether the worker realizes a profit or loss for the work
being performed, if so the worker is more likely to be classified as an independent
contractor.

One of the most important impacts of the type of employment is who will be held
liable in the event of a malpractice claim. If you are an employee, rather than an
independent contractor, the employer can be vicariously liable for medical malprac-
tice suits. However, there are still some instances where the employer will be liable
even if you are an independent-contractor.

Finally, while one of these employment relationships may sound more prefer-
able over the other, the parties must also consider whether the law in your state
prohibits the corporate practice of medicine which would consequently prohibit a
corporate employer (an employer whose owners include nonphysicians) from hir-
ing a pathologist as an “employee.” Be sure to find out what the law in your state
relating to the corporate practice of medicine says prior to negotiating any employ-
ment contract. Please refer to the Section Special Considerations for Employment
by Referring Physician Practices at the end of this chapter for information about
special considerations that should be taken into account when defining the employ-
ment relationship in the instance of a pathologist who is employed by a referring
physician practice (i.e., dermatologist, urologist, or gastroenterologist).
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Term

The duration of an employment contract can provide employment stability. How-
ever, the longer the term of the employment contract, the more thought that must be
given to the proper compensation over the course of the term—both the amount of
compensation and the type of compensation (i.e., salary, bonus increases, and equity
interest purchase rights). It is common to have a situation where the entering pa-
thologist will be offered only a probationary contract having a fixed term of 12-24
months. In this case, it is appropriate for the pathologist to ask for a representation
regarding a future contract. The pathologist can ask for an outline of the terms of
the future contract. However, typically the employer will not commit to any future
contract.

Please refer to the Section Special Considerations for Employment by Referring
Physician Practices at the end of this chapter for information about special consid-
erations that should be taken into account concerning the term of the employment
contract relationship in the instance of a pathologist who is employed by a referring
physician practice (i.e., dermatologist, urologist, or gastroenterologist).

Coverage Obligations and Outside Opportunities

The employment contract may dictate how the pathologist’s work coverage will be
managed. The pathologist should consider whether responsibility for coverage on
nights, weekends, and holidays, if applicable, is shared equally. Most employment
contracts will set a minimum amount of hours the pathologist is expected to work,
but often will not set a maximum number of hours. The pathologist may want to
consider whether he or she will be allowed to participate in certain career-related
activities that are not directly related to the employer, such as medical-legal testi-
mony, speeches, and writings. If the employment contract does allow the patholo-
gist to engage in such extracurricular professional activities, it should also address
how the resulting income from these activities will be handled—will the employer
or the employee be entitled to the income?

Office Locations

Since many medical practices now operate from several different office locations
in order to cover larger geographic areas, the employment contract should address
the employer’s expectations for the pathologist as to which office(s) the patholo-
gist will work from. Even if this is not expressly stated one way or another in the
employment contract, it is something that the pathologist should be aware of prior
to signing an employment contract. If it is not addressed in the employment contract
the pathologist may want to inquire as to whether his or her primary work location
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could be changed without consent. The pathologist and the practice also need to
make sure the pathologist is compliant will all legal requirements and is licensed
or certified to practice in each of the locations at which he or she will be working.
If one location happens to be across state borders, the pathologist will need to be
aware of whether he or she is legally able to practice at that location.

Office Space

Now that the parties have agreed upon where the pathologist will be working, he
or she should also consider the conditions of the actual office space itself. While
it is not common, the employment contract could include a requirement that the
employer provide suitable office space, supplies, equipment, and personnel. The
pathologist may want to ensure that the employment contract provides that he or she
has access to any necessary medical equipment.

Compensation

The employment contract should be specific as to what compensation will be paid
to the pathologist, how often it will be paid, and when it will be paid. If compensa-
tion is based on a formula, that formula should be specified in the employment con-
tract. It is important to consider whether the employment contract should include a
provision addressing raises. If the contract is for a term that is longer than a year, or
includes language which causes it to automatically renew, it is advisable to address
raises.

The compensation portion of the employment contract should also specify what
employment-related expenses the pathologist is responsible for, and how he or she
will be paid. Employee business expenses are generally not deductible on the em-
ployee’s personal tax return. Employers generally provide pathologists with paid
time off to obtain needed continuing education and, within limits, any expenses
associated with this education. Some employers may also reimburse the pathologist
for other reasonable professional expenses including training, medical staff dues,
professional journals, etc. If the employer chooses to cap the amount of money it
will reimburse for such expenses, the pathologist should inquire as to whether that
cap will increase during the term of the agreement. The pathologist may also want
to consider whether the reimbursement cap is similar to that given to other patholo-
gists in your area.

Bonus

It is common for employment contracts to include bonus provisions. Best practice
would be to include a mathematically certain formula that is reasonably attainable.
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The pathologist should be wary of formulas that provide significant discretion to the
employer. It is also advisable to consider whether the bonus formula in the employ-
ment contract is similar to what is provided to other new pathologists in the area.

Fringe Benefits

With respect to employee benefits, the pathologist may want to request, and may be
entitled to under the Employee Retirement Income Security Act (ERISA), a copy of
the Summary Plan Description describing the employer’s benefits. ERISA is a fed-
eral law that governs the standards for pension plans provided to employees in pri-
vate industry. ERISA is intended to protect the interests of benefit plan participants
by requiring disclosure of financial and other information of employer benefit plans
to the plan beneficiaries; establishing a standard of conduct for those managing
the plans; and providing for appropriate legal remedies. The pathologist will want
to ensure that there is no gap in any coverage, especially health insurance. While
disability insurance may be provided, it may not be sufficient to meet the patholo-
gist’s needs in the event of a disability. In addition, disability insurance provided by
the practice has a taxable payout benefit, in contrast to a disability insurance that is
purchased individually by the pathologist. Also, the parties should consider whether
the employer will provide options that allow the pathologist to pay for certain ex-
penses, such as dependent care expenses, using pretax dollars. Keep in mind that
absent a contractual restriction, all of these group policies could be terminated or
modified at any time, leaving the pathologist with only personal policies. Finally,
the pathologist should consider what his or her options are with regard to pension
or profit sharing plans.

Malpractice Coverage

The malpractice insurance coverage section of the employment contract is one of
the most critical areas. The contract should detail the types and limits of malpractice
liability coverage that the employer will provide. The pathologist should be careful
in considering whether the malpractice coverage provided is adequate. The em-
ployment contract should detail who will pay for the coverage. The parties need to
consider whether the coverage is occurrence or claims made. If an insurance policy
provides for occurrence coverage, it means that the policy coverage dates cover any
occurrence giving rise to a malpractice claim during that period. Therefore, under
an occurrence coverage policy, if the policy period has concluded but someone
brings a claim for something that occurred while the policy was still in effect, the
policy will cover that claim. Conversely, claims-made insurance coverage will only
cover the claim when both the occurrences giving rise to the claim and the filing of
the claim occur within the coverage period. With a claims-made insurance plan, the
coverage will continue as long as premiums are paid. When the practice ends, the
claims-made policyholder will need to obtain “tail” insurance which will cover any



152 A. B. Larsen

claims made after the end of the practice. If the malpractice coverage is a claims-
made policy, the pathologist should ensure that the employment contract addresses
who will be responsible for the “tail” insurance. The “tail” insurance coverage is
typically a one-time payment. “Tail” insurance is often the pathologist’s respon-
sibility; however, the pathologist may be able to negotiate with the employer to
provide “tail” insurance coverage in some instances or, if not, may be able to have a
future employer pay for such coverage. Malpractice insurance is always something
that the parties to the employment contract should address with extreme care, as
there can be significant expenses associated with malpractice claims and insurance
coverage.

If the pathologist leaves one practice for another and is covered under a claims-
made policy, he or she will have to ensure that there is no gap in the coverage. If a
switch is made from one employer to another, the pathologist can typically move
coverage from one carrier (used at the old employer) to another carrier (used at the
new employer). If this is not an option, the pathologist can also obtain “tail” insur-
ance for the old employer’s claims-made policy.

Claims-made and occurrence malpractice coverage options each have their ad-
vantages. One benefit of the claims-made coverage is that it offers more flexibility;
since the coverage must be renewed every year to remain in effect, the pathologist
can increase limits or add new coverage that was not available at the start of the
policy. With a claims-made policy, when such increases or additional coverage op-
tions are added, those changes will also apply to all past years, going back to the
start of your coverage. On the other hand, occurrence coverage has the advantage
that it is permanent—once the policy is purchased the pathologist does not have to
worry when a claim is brought, as long as the policy was in effect at the time of the
incident giving rise to the claim.

As far as the costs associated with these two coverage options, an occurrence
coverage policy is typically more expensive than a claims-made policy. In the first
few years of the policy, claims-made coverage will be much cheaper. However, as
time goes on, the premiums of claims-made policies will increase as the policy will
now cover a longer time period where an incident could have occurred and it can
take several years from the time an incident occurs to the time it becomes a claim.
In regard to cost, the pathologist should also consider the cost of the “tail” insurance
needed when concluding practice under a particular claims-made policy. A “tail”
insurance plan on average costs 175 % of the last year’s claims-made plan premium.
Thus, if the pathologist has a claims-made policy for several years and must buy a
“tail” plan when that policy is terminated, the total cost of coverage will begin to
approach the rate of a comparable occurrence policy. Nonetheless, a claims-made
policy will typically cost 35% less for a claims-made policy plus an unlimited tail
insurance plan than an occurrence coverage plan for the same period of time. Addi-
tionally, many claims-made policies will provide a “tail” policy for free in the event
of death, disability, or permanent retirement. This option can make the cost of the
claims-made policy considerably cheaper.
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Vacation, Disability, Maternity/Paternity, and Sick Leave

The pathologist should be aware of the Family Medical Leave Act (FMLA), a fed-
eral law that protects employees’ rights to take certain types of work leave. FMLA
ensures that employees are given time off from work, without the risk of losing their
jobs, for certain qualified medical leave absences, including personal or family ill-
ness leave, family military leave, and leave for pregnancy or adoption of a child.
It is important that the parties come to an understanding regarding which types of
leave the pathologist is entitled to during the term of the employment. This under-
standing includes specifying which types of leave the employer will pay for, and, if
applicable, at what level they will be paid. If the employment contract is for 2 years
or more, the contract should address whether vacation, meeting, and sick leave will
increase over the term of the contract. The parties should come to an agreement
in the employment contract as to whether leave for continuing education will be
counted as vacation or not. The pathologist should inquire about the employer’s
policy on maternity and paternity leave. The employment contract should address
leaves of absence—are they allowed and what are the related policies. Finally, the
employment contract should suggest whether any unused time will be eligible to be
carried forward into future years of the contract.

The contract should include a reasonable definition of disability and include pro-
visions detailing how long salary and benefits will continue in the event of a disabil-
ity. The contract should specify who will make the disability determination. This
determination should be made by an outside physician or an unbiased expert. This
provision in the employment contract should provide for any applicable procedure
available to challenge the determination of disability.

Termination

Generally employment contracts give both parties a reasonable amount of prior
notice in order to terminate the contract. It is common that the employment con-
tract will allow the employer to reserve the right to terminate the pathologist im-
mediately for good cause as determined in good faith by the employer. A prudent
prospective pathologist employee would try to have provisions which would limit
for-cause terminations to material breaches of the contract after a “cure” period. The
cure period would mean that the pathologist would be informed of the concern giv-
ing rise to the employer’s claim that a for-cause termination is appropriate, and be
given a reasonable period of time to fix, or cure, that concern before the employer
can actually terminate the employment.

The employment contract should also address the pathologist’s rights in the event
that a termination of employment occurs. This sort of provision would address how
and when accrued salary and bonuses will be paid. The employment contract should
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provide what rights are available to the parties in each of these termination situa-
tions: (1) either party terminates the contract voluntarily, (2) either party terminates
the contract for cause (as allowed for in the contract), (3) breach of the employment
contract by either party, (4) change in the law, which changes the employment con-
tract’s efficacy, or (5) the contract simply expires.

Noncompetition

Health-care employers have become increasingly interested in including noncom-
pete provisions in employment contracts. For pathologists a noncompete provision
will require the pathologist not to compete with the employer’s business during the
term of the agreement or for a time after the expiration of the agreement. Obviously,
such noncompete provisions are not favorable to the pathologist employee. In some
states a noncompete provision in an employment contract is not enforceable (i.e.,
California and Massachusetts). Some other states will only allow enforcement of
noncompete provisions dependent on several factors including limited geographic
scope, a limited period of time, and a limited range of prohibited work activities.
Examples of limiting the range of prohibited work activities include restrictions
on practicing in a certain practice area within the same market as the previous em-
ployer, or prohibiting the former employee’s ability to contact any of the previous
employer’s patients or clients within so many years of leaving the employer. An-
other potential protection the pathologist may demand could be to limit the event
which would trigger the efficacy of the noncompete provision to instances of good
cause termination by the employer or notice termination by the employee.

A noncompete contract provision may or may not be important to a pathologist
in negotiating an employment contract depending on how connected he or she is to
the practice location. It is also important to be aware of the potential consequences
of violating a noncompete provision, which include potential forfeiture of whatever
money remains due under the employment contract, an injunction forcing the pa-
thologist to leave his or her new employer, or an imposition of liquidated damages.
Liquidated damages apply when the employment contract specifically provides for
them, establishing that in the event the noncompete provision is breached, the em-
ployee will be responsible for paying the specified amount.

Confidentiality

Many employment contracts require the pathologist-employee to keep information,
such as financial statements, confidential. The confidentiality provision of the em-
ployment contract is not favorable to the pathologist employee, and thus their goal
would be to limit the scope of this provision. For example, the confidentiality pro-
vision should allow the pathologist to disclose confidential information to certain
advisors such as their attorney or accountant.
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Future Ownership

A pathologist who is joining a practice may want to discuss future ownership pos-
sibilities, if he or she decides to join the practice. Typically, the employer will not
commit to ownership in its initial employment agreement.

Assignment

An assignment provision to an employment contract could potentially allow the
employer to assign its rights to the contract to another entity or individual. This is
particularly important in today’s health-care market, where practices are being sold
with an ever-increasing frequency. It is in the pathologist’s best interest to ensure
that the assignment provision requires the employer to obtain the pathologist’s con-
sent prior to assigning the contract to another entity or individual.

All-Inclusive

The all-inclusive portion of an employment contract essentially states that the terms
agreed to by the parties in the contract are intended to reflect their entire agreement
regarding employment of the pathologist with the employer. While this may seem
like a minor and insignificant part of the employment contract, each party should
carefully consider the potential weight of the all-inclusive provision of the employ-
ment contract. If the contract does not contain all promises that each party relied
upon when deciding to enter into an employment relationship, those promises will
not be a part of the deal, and thus will have no legal effect. If there is a promise
that was relied on by either party, they should ensure that it is included in the final
employment contract, or else they will have no legal recourse as to the omitted
promise.

Hospital Recruiting Agreement

Some employers request a hospital to assist in the funding of a new pathologist,
and the new pathologist is required to execute a recruitment (or income subsidy)
agreement with the hospital. These agreements should be reviewed very carefully.
Many require repayment of the subsidy by the new pathologist. Even if the subsidy
is forgiven over a period of years, the new pathologist will be responsible for the
income taxes allocable to the forgiven amounts. In addition, such agreements often
have substantial service obligations and bind the pathologist to the community for
a number of years.
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Special Considerations for Employment by Referring
Physician Practices

There are additional compliance considerations for pathologists who are employed
by referring physician practices such as dermatologists, gastroenterologists, and
urologists. A federal law, known as the Stark law, set certain limitations for patholo-
gists who are employed by a referring physician practice. The Stark law requires
that the referring practice enter into a written agreement with the pathologist who
will be performing the professional interpretations for the practice. This agreement
must comply with the Stark exception for personal services or the Stark “bona fide”
employment exception (described in detail below). If there is an independent con-
tractor agreement with a pathology practice rather than an individual pathologist,
each interpreting pathologist must also sign an acknowledgment of the terms of the
agreement. The personal services exception requires that:

1. The arrangement is in writing, signed by the parties, and specifies the services
that will be covered by the arrangement

2. The arrangement covers all services that will be provided

3. The term of the agreement is at least 1 year

4. The agreement specifies the compensation, which must be set in advance, consis-
tent with fair market value, and not determined in a way that takes into account
the volume or value of referrals

5. The services contracted for do not exceed those reasonably necessary to accom-
plish the legitimate business purposes of the parties

6. The services and arrangement do not violate any other State or Federal law [42
U.S.C.A. § 1395nn(e)(3)]

The “bona fide” employment exception requires that:

1. The employment is for identifiable services

2. The compensation is consistent with fair market value, is not determined in a
way that takes into account the volume or value of referrals and would be com-
mercially reasonable, even if no referrals are made to the employer

3. The compensation is set forth and paid pursuant to a written agreement [42
U.S.C.A. § 1395nn(e)(2)]

To explain further, regardless of whether the pathologist is hired as an employee or
as an independent contractor, the compensation paid for the professional component
services must reflect fixed, fair market value rates in an arms-length transaction. If the
pathologist is a bona fide W-2 employee, the dermatology or other practice may pay
the pathologist a percentage of collections for the professional interpretations. If the
arrangement is an independent contractor arrangement, a percentage based compensa-
tion structure is highly discouraged under the Stark law and instead, the compensation
should be a fixed amount, either monthly, per diem, hourly, or per interpretation. The
independent contractor pathologist should not be at risk for collection of any amounts.
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As provided above, the Stark law contract requirements include various vague
terms, such as “fair market value,” and “commercially reasonable.” In order for the
parties to remain protected, they should execute documents contemporaneous with
the employment contract to prove fair market value and commercial reasonableness
at the time the contract was created. In doing this, the parties are protecting them-
selves from any changes which may occur to the meaning of these terms after they
enter into the employment contract.

Case: Changing the Employment Relationship

The independent eight-person practice of Valley Pathology has been struggling with the issue of
practice overhead for some time, and the recent economic downturn has provoked a bit of conflict
between the partners about which health plans to provide and how extensively they will fund
education and retirement benefits. One of the partners comes forward with a proposal to shift
the nature of their relationships with the practice from employees to independent contractors. He
argues this would allow the practice to get out of the business of vetting health care and retire-
ment plans and managing reimbursement for various professional expenses, and allow much more
independent variation on the part of the partners as to how they want to spend these monies, thus
allowing them to lower practice overhead, take home more money, and determine which benefits
are of importance to them.
Is this a good idea? Is it legal?

Case: A Malpractice Nightmare

City Pathology, Inc. is a pathology practice with a claims-made malpractice insurance plan. In
January, one of the City Pathology’s employees, Dr. Pathologist, provided a report containing a
transcription error. The error resulted in Pattie Patient undergoing an unnecessary surgical pro-
cedure in February. In May of the same year, Dr. Pathologist left City Pathology, Inc. for a new
position with Country Pathology, Inc. City Pathology, Inc. promptly removed Dr. Pathologist from
coverage under its plan when he left the practice. Similarly, Country Pathology, Inc. promptly
added Dr. Pathologist to its occurrence malpractice insurance plan, with his coverage beginning
on his first day of work. Dr. Pathologist did not obtain any insurance on his own during his transi-
tion from City Pathology, Inc. to Country Pathology, Inc. as he assumed he was covered by the
practices’ plans. In July of that same year, Pattie Patient sued Dr. Pathologist.

Does City Pathology, Inc.s claims-made malpractice insurance plan cover Dr. Pathologist for
Pattie Patient s lawsuit?

Does Country Pathology, Inc.’s occurrence malpractice insurance plan cover Dr. Pathologist
for Pattie Patient s lawsuit?

What could Dr. Pathologist have done differently to ensure he had malpractice insurance cover-
age for Pattie Patient s lawsuit?
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Chapter 13
Human Resources (HR) Management

Lewis Hassell, Krista Crews and Linda McLean

Introduction

One of the most complicated and vexing areas of managing a practice of any
kind arises from the interactions of people—whether pathologists, nonphysician
laboratorians, or billing and administrative personnel. The billing process fol-
lows certain rules that are complicated and constantly changing, sometimes with-
out notice. Calculating workloads is arithmetic (albeit controversial), but once a
logical formula is established, measurement and comparison can occur. Human
behavior, however, regularly balks at rules and confounds logic—a somewhat for-
eign and disturbing environment for some individuals. This chapter deals with a
few of the major human resources (HR) functions within pathology organizations
and attempts to provide practical methods and a pragmatic mindset for approach-
ing them. Where differences exist between how pathologists and non-pathologists
are recruited, managed, and retained, these will be noted, but often the same kinds
of principles and problems are encountered in both groups, only on different pay
scales and time frames. Pathologist employment agreements are more completely
addressed in Chap. 12.
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Staffing

Case: Professional Job Description

Dr. Szabo is a veteran pathologist who you believe will fit well with your needs for an additional
pathologist to cover the expanding case and medical directorship duties at your 350-bed Mid-
Northern hospital and regional practice covering five smaller hospitals. As things have evolved
specialty wise in your group, you have a cadre of people to cover the conventional surgical pathol-
ogy work, with some limited specialization according to interests and specialty training, but that
level of specialization is not yet developed on the clinical pathology side, where the two primary
pathologists take care of the smear reviews, bone marrow exams, coagulation consults, transfusion
management work, and any microbiology-related consults. You are excited to have someone with
experience in the clinical lab join your group and help with this burgeoning workload. Dr. Szabo
arrives and toward the end of his first week on service, you notice that the stack of bone marrow
biopsies is getting taller and ask him about them. He simply replies, “Well, I don’t sign-out bone
marrows. That was hemepath work where I came from and I’m not suited to it. There wasn’t
anything about that in my contract and I don’t recall anyone mentioning it when we discussed the
job duties.”

Discussion: This is failure on the part of both the practice and the job applicant. Neither did
their due diligence in terms of the job and expectations resulting in a potentially poor (perhaps
disastrous) match of skills and needs. A clear job description and detailed listing of expectations
could have fleshed out the details of day-to-day work involved. If the job fit is to work, challenges
like this are best addressed in advance, rather than after employment has begun.

A characteristic of any successful organization is having the right people in the right
jobs at the right time—a noble goal, but very difficult to accomplish. This concept
is the essence of the well-known management book, Good to Great [1]. In the mod-
ern economy, talent (people) increasingly trumps capital in predicting success and
survival. In fact, in the tech world, large companies may seek to purchase a smaller
company more to potentially capture the personnel rather than add the acquisition’s
book of business or technology. There are logical steps, however, that can be taken
to improve the chances for operational success through optimal staffing. One step
toward an effective hire is one of the most overlooked—a well thought out, well
written job description. This is important for both pathologists and non-patholo-
gists. Defining the position will provide you a solid concept of the content of the
job, the skills and experience required to accomplish that job, and the characteristics
and personality traits of the candidate that will complement your organization and
its culture. A good job description also provides the candidate with an understand-
ing of the job requirements and your expectations, thereby limiting post-hire sur-
prises such as Dr. Szabo’s in the case above. If you find yourself struggling to find
the right words or unsure if you have included the major duties, an online search for
descriptions of like positions can be helpful, though this may be less valuable for
professional positions. Other organizations have been hiring for similar positions
for years and well-devised descriptions are often readily available online.

Many times an employee leaves a job early—either by resignation or by termi-
nation for “just not cutting it” in the eyes of a manager—due to the parties having
differing concepts of the job. This causes disruption in the life of the employee and
losses for the practice in the forms of faltering momentum toward reaching goals
and the additional time (and money) spent in recruiting, selecting, and training
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replacements. These kinds of “mis-hires” are expensive to both the practice and the
individual and need to be minimized (See Top-Grading [2] by Brad Smart).

The temptation to “get a warm body in the job” to alleviate volume pressures or
associated overtime costs can be significant, but the right person in the job the first
time, even if it takes a little longer, is the better long-term decision. This falls into
the mistaken thinking of “not having the time to do it right, but having to make the
time to do it over.” We have all been there.

In our competitive and resource tight world, look at the job functions being per-
formed by your employees. Assess the level of talent required to efficiently do a job
well. For example, a histotechnician or technologist may be needed for competent
embedding or cutting of complex specimens, but less expensive skill sets can ac-
cession specimens, change solutions in processors, or operate automatic stainers.
Matching skill sets to the requirements of the tasks allows for efficient operation of
the laboratory and prevents payroll and related costs from being higher than neces-
sary. Occasionally, a position may be designed with a mix of skill sets that would
merit a higher salary scale, for example, for a known person such as an existing
employee who is ready to move up.

A very good starting point for any employment search is a well-crafted job description.

Case: Cutting Turnover Costs

Middlerock Laboratories had people staffing its accessioning and customer service areas for the
primarily anatomic pathology laboratory located in the office building adjacent to their largest
customer, Middlerock Memorial Medical Center. Accessioning’s clerical functions were seen as
essentially high-school graduate, entry-level tasks, while answering the phone calls and giving
results or directing calls required a bit more training, but also seemed fairly basic. The manager,
however, always seemed to be recruiting and training someone in this department, where the four
employees each had an average tenure of less than a year. Employees left for better pay in another
department, to return to school or look for better pay elsewhere. Then the accessioning component
of the position was redesigned to include doing some simple specimen processing and assisting
at the gross bench with the pathology assistant (PA), thereby justifying a higher pay scale, while
the customer service component was diverted to a designated billing clerk who found the human
interactions on the job added variety to his work. Consequently, quality metrics in both accession-
ing and customer service improved and employee turnover decreased. Additionally, the quality of
the front-end employee candidates seemingly improved.

Sourcing Candidates

Of the many sources for finding candidates for your organization, one of the best for
providing longer-term successful employees is the network of people you already
know and trust. For example, friends and colleagues of your current staff members
are a good source, and your employees will generally want to refer candidates who
reflect well on themselves and are a good potential coworker, providing a first-
level filter of suitability. Next, do not overlook your own network of colleagues in
other organizations, including vendors who have the opportunity to interact with
people in targeted positions working for a variety of employers. In this regard, it is
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important to think of the recruiting/hiring process as being continual, or ongoing, so
that you are always on the lookout for good people for future, if not current needs.
Likewise, your business should be run in a way that makes others want to work for
you.

For more recently trained pathology talent, contact academic program directors
in good training programs. They will know the skills and abilities not only of those
finishing soon but of graduates from the recent past, many of whom stay in touch
and communicate when they are considering job changes. For harder-to-fill posi-
tions, whether due to the required skill or experience level, a recruiting agency
(although seemingly expensive initially) may be worth the investment in finding the
right candidate for your organization. They have a network of sources that generally
far exceeds your own.

Keep in mind that depending on the size of your organization, you may be sub-
ject to a variety of state and Federal laws requiring steps be taken to ensure em-
ployment opportunity is offered to different candidates. Casting a wide net with
your recruiting process (advertising in online sources and select print media such as
industry periodicals or newsletters) can increase your candidate pool and help meet
those employment goals.

For professional and managerial positions, the utility of your network of con-
nections is even greater. While we have all sought candidates and positions using
publicly sourced listings such as those in CAP Today, Pathology Outlines, and other
print or online media sources, the amount of work involved in screening through
such options is much less when the lead or opportunity comes through a trusted
colleague. This experience has reinforced the mentality that as both a potential em-
ployer and potential employee, one needs to be ever vigilant of one’s network. The
relationship cultivated at a national committee meeting may lead to a job opportu-
nity or a prize candidate next month or a decade from now.

Interview and Selection

Many books have been written on the unacceptable topics for job interview ques-
tions. The growing list generally includes such matters as health and physical abili-
ties, religious preferences, gender or lifestyle choices, age, and more recently, ques-
tions on genetics.

What you can and should ask are questions that help you assess depth of exper-
tise, honed skills, judgment, attitudes, and the cultural fit of the candidates. This
is where that good job description comes in handy. The job duties and required
skills and experience written in the description form a framework for developing
interview topics. Specific questions should deal with the candidate’s experience
and technical competence, problem and conflict handling skills, career goals (to
ensure the position and company goals align with the candidate’s personal goals),
and leadership experience when needed—all while assessing attitude and personal-
ity characteristics for a cultural fit within your organization.



13 Human Resources (HR) Management 165

Ask open-ended questions that require thorough answers, including those that
require the candidate to develop solutions to work-related situations or problems.
The goal is to ascertain established skills and capabilities, gain comfort with how
(and whether) those abilities have been demonstrated in the past, and give the candi-
date the opportunity to demonstrate their ability to think quickly and articulate suc-
cinctly. As you question candidates about their capabilities and accomplishments,
delve into how they were able to achieve such deeds. This will tell you much about
how the candidate interacts with others—from working well with a team and shar-
ing credit with colleagues, or stepping on others to get things done.

Certain positions within the pathology practice or laboratory require specific
degrees or certifications. Yet having the right educational pedigree does not always
mean the candidate can do the job the way your organization needs or wants it
performed. For pathologist positions, do not be fearful of causing offense by ad-
ministering slide tests, including some form of report dictation. An ill-fitting hire
can be avoided by having the candidate actually do the job you are hiring the person
to do—for example, diagnose disease and dictate clear, succinct reports. This is
perhaps the easiest part of the interview process. Harder to discern is attitude and
cultural fit.

If more than one person is interviewing a candidate, consider the wisdom of
scripting your responsibilities beforehand, perhaps even developing standard sce-
narios to use, so that a broader array of skills and perspectives can be seen. All indi-
viduals can still assess the degree of fit with the culture and core skills. Experience
suggests that multiple interviewers using the more random “sit and chat” approach
will more easily miss critical skill or attitude gaps than those using more organized
or scripted approaches. Again, the job description can help guide the kind of script
used by different parties. The detailed competency-based leadership scripted in-
terviews described in Smart’s Topgrading [2] may seem onerous in a pathology
practice that prides itself as being flexible and easygoing, but their reported success
rate in finding “A-players” is difficult to ignore.

When positions are less dependent on specific degrees or certifications, consider
the concept of hiring on attitude. Many skills can be taught on the job. A bright,
hardworking individual who displays a positive, can-do attitude can add more long-
term value to your organization than a highly disruptive genius.

Identify the purposes of your interview process, and verify that all involved know their
roles.

Background and Reference Checks

The days of being able to rely solely on the representations of job candidates are
well behind us. There are, unfortunately, job seekers who are willing to embellish
accomplishments, stretch out tenures to cover gaps, and flat-out invent degrees,
certifications, or other pertinent “facts.” This is true for professional candidates as
well as others and while credentialing bodies will verify graduation and board and
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licensure status, it is costly to first discover those things at the stage of credentialing.
As a prospective employer, you must not only check a variety of sources to validate
information relative to experience and education, but your practice may also face
increased liability for failing to perform certain checks. Your due diligence in this
level of scrutiny will depend in part on which if not all of the potential “downsides”
you are aiming to mitigate. You want a fully qualified and competent employee,
one who will not be a safety risk to you or your clients, one who is trustworthy for
the duties assigned, and who will represent you well to your customers and other
employees. Again, taking the time to do things right the first time can save endless
headaches down the road.

Work and educational history are verified by most employers these days, al-
though it is getting increasingly difficult to verify much more from previous em-
ployers than dates of service and positions held. Legal claims from previous em-
ployees for unfavorable references have encouraged some employers to adopt a
neutral reference policy negating the value appreciably. It is still worth making the
calls, however, as even subtle hints can be picked up in the responses from prior
bosses. One useful tool in this regard, particularly if you are conducting the refer-
ence check following a phone or other interview with the individual, is to ask the
candidate whether the former employer or reference would rate them as an above
average or superior performer. Then when speaking to the reference you can hon-
estly state, “this person has said that you would rate their performance as above
average/superior in their position. Can you confirm that?”

For jobs requiring advanced degrees or certifications, most of this information
can be confirmed through national clearinghouses, websites, or quick calls to insti-
tutions. With creative computer packages allowing for preparation of professional-
looking documents at home, you can no longer simply accept a copy of a diploma
or certificate.

Many pathology practices have employees who work either full- or part-time
in the facilities of another company—such as the hospital for which you provide
laboratory medical direction and pathology services. Hospitals now require you
to affirm that you have performed some level of background verification on the
employees you will send onto their premises. These can include checks for criminal
background or inclusion on sex offender registries. There will also be requirements
to ensure they have had certain vaccinations, medical testing, or drug screening
depending on the duties performed. If you practice as part of a large organization
such as a university or hospital system, the university will most likely have its own
requirements to be met before making a job offer. As an example, for a pathologist
to work as a faculty member in a setting we know, a background check and check of
the National Practitioner Data Bank are performed before a job offer, the state licen-
sure board carefully verifies training and vets a candidate, the professional liability
insurance underwriting committee evaluates the candidate before issuing coverage,
the hospital system credentialing committee carefully weighs the evidence, and the
potential insurance entities evaluate credentials prior to credentialing. A failure in
the first phase would prevent a letter of offer while a failure in the subsequent activi-
ties would invalidate the offer.
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Within your own organization, you should determine where there is a legitimate
business need for background checks. For example, your drivers or couriers should
be regularly checked for motor vehicle violations. Even your insurance policies
may require certain verifications such as credit checks on employees with account-
ing, billing, or payroll duties.

All these precautions seem daunting, but take heart; an entire industry of back-
ground verification services now exists to help you—for a fee, of course.

Case: The Typo That Was Not

A qualified candidate has applied for an accounts payable job (the position in your practice that
pays the bills) and the manager is eager to make an offer of employment. The HR department is
assisting with the pre-offer reference checks. During the verification process, which was a com-
bination of using an online service and phone calls to employers, the most recent two positions
were verified. The third one back was verified, but two of the last four digits in the social security
number were transposed. The assumption was a typographical error. Additionally for that third-
back position, the employee’s name was shown as Janette, not Janie, which was now being used
in the application. As the two names were close, Janie was assumed to be a nickname for the other
and the discrepancy was disregarded.

Janie went to work in the accounts payable role and performed competently. After several
months on the job, she unexpectedly resigned, refusing to work any post-resignation notice period.
The duties were distributed among other employees over the following days and soon irregulari-
ties began to appear. Within a few days, it became apparent that Janie had been paying invoices to
a fictitious company with a name very similar to other supply vendors for the practice. The false
vendor was a front used to steal money from the company.

What happened? What was missed? How could you have seen this coming?

Discussion: Before you express shock in the lack of “internal controls for the protection of
company assets,” it might be wise, especially if you practice (or will practice) in a smaller pathol-
ogy organization, to realize how hard it can be to achieve true segregation of critical duties. Most
organizations must operate with some level of trust in the employees performing certain functions.

In hindsight, this was a classic case of failure to adequately perform a background check—or
to fully explain any discrepancies arising during the check. There is a natural tendency to give
the benefit of doubt to another and assume the best, particularly if someone appears sincere. As it
turned out, the current social security number (also used at the previous two employers), had been
intentionally altered to differ from the real number—but subtly enough that if someone noticed the
difference, the discrepancy could be easily explained as an innocent transposition. Three consecu-
tive employers, including the pathology practice, did not find the discrepancy. Although a copy of
the social security card had been provided to the practice, no one noticed that the number on the
card did not match the one on the application, and the application had been used to perform all
verifications. Had the HR department followed up on the “apparent transposition” from the third
employer or had they matched the number on the application to that on the card, they would have
discovered that this employee had been terminated (three employers ago) for theft and had a cor-
responding criminal record.

The story does not end there and offers further lessons. Unfortunately, the practice lost a mate-
rial amount of money and soon became involved in a dispute with its insurance carrier over the
expected coverage from its policy regarding employee acts. The insurer took the position that the
practice’s failure to find the discrepancy was sufficiently negligent to relieve the insurance com-
pany from a duty to pay. It refused to pay for an employee’s deception due to another employee’s
error. What a mess!

If you find yourself in a practice with insufficient staffing to segregate duties, a useful “preven-
tive maintenance” step could be to hire an accounting firm to perform a “review” of your functions
and processes. A review is much cheaper than a full audit and might just save you much more
money in the long run by uncovering weaknesses and potential fixes.
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Lessons learned: Do not be deceived by seemingly minor discrepancies in employment data. A
small transposition or omission can disguise a much larger issue. Tying up loose ends like pseudo-
typographic errors, employment gaps, and reluctant references can prevent substantial loss and
heartache. Be just as meticulous in chasing down details about a prospective employee as you are
about getting the staging data correct on a complex cancer resection.

For reference checking on prospective pathologist hires, we believe in using mul-
tiple references, ideally including references known by members of the practice, if
available. While some institutions will require written references to be solicited, we
prefer to call as well. Reference checking should be thoughtful and thorough and
often will involve multiple members of a practice. Ultimately, in the end, we have
found that in cases where reservations remain regarding a candidate, not hiring is
most often the best course of action.

Employee versus Contractor

As you make hiring decisions within your organization, there will be times when
you wonder whether it would be better to hire an employee or an independent con-
tractor to fill a role. In reality, this decision is more a matter of law than personal
opinion or organizational preference. In general, the law says that if the employer
can determine what will be done and how it will be done, the person is an employee.
In an independent contractor situation, the employer controls only the result of the
work, not the “what” and “how.” In addition, the Internal Revenue Service consid-
ers whether the individual works on a substantially full-time basis or a part-time ba-
sis, with a bias toward employment status for substantially full-time work. So if the
person is working at your location, using your tools, doing the job your way during
the hours you set, he or she likely would be classified as an employee, particularly
if working on a substantially full-time basis. If you have doubts or questions, it is
always best to check with your HR professional or appropriate attorney who can
provide clarity in a given situation. This is a very “facts and circumstances” deter-
mination.

Employment Agreements

Once the hurdles are cleared for offering employment, you should then consider
the need for an employment agreement. In general, the higher the employee’s posi-
tion within your organization, the greater the need for a written, formal agreement.
Again, this is an area where legal counsel can be helpful, especially pertaining to
sensitive areas such as noncompete clauses. Once a formal agreement with basic
provisions is created, it can fairly easily be adapted for a variety of positions.

The employment agreement for pathologists will be one of the most important
for your practice and this is covered in detail in Chap. 12. Quite frankly, once you
have an agreement with which you are comfortable and that is fair for the patholo-
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gists, usually very little negotiation is required as you add more people. New re-
cruits should be encouraged to have an attorney review the offer and employment
agreement. After review, some will sign with no (or very few) requests for consider-
ation of language changes. When changes are requested, in nearly all circumstances
a reply of “this is the agreement signed by all other pathologists™ is sufficient to
resolve the situation. Every now and then, however, an astute attorney proposes a
language change that makes good sense and should be incorporated into your stan-
dard agreement for future recruits and for renewals of existing agreements. This is
the secondary benefit—it is a good way to continually refresh your forms and to
keep them well balanced for both the practice and the pathologists.

The employment agreement should obviously cover the basics of compensation
and benefits offered to the employee. Many of the same component areas that you
will use in your pathologist employment agreement may be included in agreements
for other key employees such as a supervisor, client representative, sales person,
billing or accounts manager, etc. We should mention the importance of providing
for protection of intellectual assets when devising contracts as well as work policies
for this group of employees. While a strict noncompete clause may be difficult to
enforce in some settings, an employer is entitled to protect proprietary information
such as client lists, fee schedules, and similar materials from inappropriate use by
a former employee now under employment by a competitor. Also, in an era when
qui tam or “whistleblower” complaints are seen as the way to win the lottery at the
expense of a former or even current employer, inclusion of a duty to report potential
false claims, or other actionable misbehavior in the workplace is prudent within
both employment contracts and company policies.

By now, you realize you need an attorney familiar with the laws of your state
who will help you craft a balanced agreement, fair to both parties, but clear on ex-
pectations and promises.

One last thought on employment agreements. Your broadest, most pervasive
agreement with your employees can be your Employee Handbook. It is a com-
prehensive listing of employee-related policies ranging from compensation to paid
time off; from general confidentiality to internet usage. It is the place where you
can make clear to employees what benefits they have and which rights they do not
have (such as “anything that goes through our system is our property without any
expectation of privacy”). Each employee should receive a copy (paper or online)
and should sign an acknowledgement of receipt (or confirmation of access). The ac-
knowledgement should affirm having read the Handbook and include an agreement
to abide by all policies therein.

Compensation and Benefits

The goal of your compensation structure and benefit plans are to position your or-
ganization to be competitive in your marketplace and allow you to attract and retain
good talent. This is critical to remember when you are considering how to structure
benefits and which options to include in your plans.
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There are several good sources for comparative compensation data—some free
and some fee based. On the free side, websites designed to help job seekers know
what range of salary is fair for the position they are considering can also be used by
employers to ensure they are in the appropriate range. Another free source would
be the hospitals or institutions with which you work. They hire people to similar
positions in their laboratories and administrative offices and are generally willing
to provide you with the pay ranges they use for comparable positions. (But do not,
then, use the information to lure their employees away.)

Applicants seeking jobs within your organization will also provide information
on what they are currently making in similar positions elsewhere. A word of cau-
tion here: the tendency to exaggerate may apply to this data source. Simply asking
for a copy of a recent pay stub to “document the file” can help validate this data. If
numbers are confirmed you have an additional evidence of the trustworthiness of
the candidate, and if not, the candidate will either disappear or struggle to explain
the “misprint” on the application. In the latter event, the employer should beware!

More formal survey data is available for purchase from a variety of sources, but
that expense may not be necessary if you are able to otherwise gather sufficient
data. Keep in mind that the free sources of data may be very applicable to your mar-
ketplace, but will generally be limited to a handful of entities. Purchased surveys,
on the other hand, may have much wider participation. Each situation is unique.

Employee benefit programs are an important part of the compensation package
you offer. Entire degree programs are available for professionals seeking careers
in benefit plan design and administration. The important message to take from this
overview is to realize that you must offer a competitive benefit package or you will
need to pay a much higher salary that allows employees to make their own arrange-
ments for health, retirement, and other needs.

Different benefits are important for employees of different ages and stages of
life, but medical, paid time off (including some form of pay continuation for ill-
ness or injury), and a contribution toward retirement tend to be the most popular.
Additional frequent offerings include dental and vision coverage, long-term dis-
ability, life insurance, and tuition reimbursement. Surveying what is offered by your
competitors (or the entities with which you compete for employees) can give you a
fairly clear picture of what you need to do to compete for good talent. Because of
the individual differences and preferences, the ability to offer flexibility in covered
benefits may allow you to reduce the cost of actual benefits provided while provid-
ing a high level of satisfaction to a broader array of your employees.

In addition to the benefits mentioned above, physician practices may also choose
to provide allowance for coverage of various professional expenses such as con-
tinuing education, memberships, and licensure fees. Offering additional time for
conduct of professional activities such as service on national or regional medical
boards, committees, or organizations can be an important benefit. Some practices
may choose to cover other professional expenses, such as travel between worksites.
Additional liability insurance may also be covered, and provision made for reim-
bursement for out of pocket health expenses.
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When considering benefit plans, realize that the benefits generally cannot be
discriminatory in favor of the owners or higher paid employees. There are a few
limited situations where benefits can be segregated for owners versus nonowner
employees. You can, however, discriminate in favor of the lower paid employees.
This consideration may lead to circumstances where the “highly paid” individuals
in an organization may have incentive to operate under a different organizational
banner, for example, the Professional Corporation, while other personnel involved
in an operation, the secretaries, technologists, and so forth, are employed by a dif-
ferent corporate entity. While discussion of the various Employee Retirement In-
come Security Act (ERISA) tests that determine whether these “related entities” are
de facto the same and operating under separate corporate cover for the sole purpose
of avoiding taxes or providing equal retirement benefits to lesser paid employees
is beyond the scope of this book, consideration of such organization ought to be
guided by competent legal counsel with experience in this arena.

Case: The Flexible Benefit Practice

Dr. Cortez-Martinez, a fellowship trained genitourinary (GU) pathologist, had joined the Upper
Rockies Pathology group 3 years ago because of their flexible approach to benefits, which al-
lowed her to choose to some degree among several benefit options. She chose to go with family
dental coverage over the long-term care coverage option, at no-added cost, figuring that would
help cover the projected need for braces for her three children with mal-occlusion. Recently, the
practice partners, a status she had just attained, had been discussing how they could accommodate
the differences they perceived between one another when it came to valuing time away from the
practice. They proposed to “require” individuals to take a minimum of 6 weeks leave (which could
include professional activities) and allow individuals to take up to 12 weeks of leave. The year-end
practice profits (“bonus pool”) would be used to value any excess weeks people worked above
their minimum and appropriately reward those who had worked more than others.

Discussion: The proposal was passed enthusiastically with full support from the most senior
members of the practice eager to spend more time with their grandkids, and those less senior
looking to retire their student loans and build college education funds for their children, like Dr.
Cortez-Martinez.

Onboarding and Rounding

So you have hired the right employee, now what? A strong start and positioning the
individual for success? We have found, particularly for pathologists, that using an
onboarding checklist is key to a fast start. Our checklist is a formal checklist that,
for pathologists, is nearly three pages in length. The new hire is assigned an expe-
rienced pathologist who oversees completion of the checklist, typically over a few
weeks. Checklist items range from access to the laboratory information system to
learning how the schedule works. While an experienced pathologist is tasked with
overseeing completion of the list, most of the checklist items are achieved using
non-pathologist personnel, such as business manager, secretaries, and technologists.

Once an employee has been “onboarded,” a process is designed for a supervisory
person to regularly visit (round) with the individual. The purpose of these meetings
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is to help troubleshoot any issues, increase employee engagement, and further fa-
cilitate the employee in bonding with the organization. For example, we have hired
several recently trained specialists in clinical pathology. Following the onboarding
process, our director of clinical pathology meets weekly with each recent hire. They
discuss issues in the lab, better ways to interact with the system, and, since we are
an academic institution, academic issues. The new pathologists have performed re-
markably and have very much appreciated the regular contact with the director of
clinical pathology.

Careful onboarding of new pathologists also has financial ramifications. A new
pathologist must obtain a medical license, secure malpractice insurance, become
privileged by the hospital(s) if hospital based, and become credentialed by the in-
surance companies including Medicare and Medicaid in order to bill each insurance
company. This process can take up to 5—6 months. Additional background checks
and querying the National Practitioner Database for any previously reported issues
may also be required. For pathologists working at Joint Commission inspected
hospitals, there is a required initial practice quality process, Focused Professional
Practice Evaluation (FPPE, think initial quality assurance check) that must be per-
formed, with continued quality monitored by Ongoing Professional Practice Evalu-
ation (OPPE).

Goal Setting and Evaluations

Timely, constructive feedback to and from employees at all levels of the organiza-
tion is helpful for improving performance, building morale, and giving employees
personal goals for progressing in their jobs or within the organization.

First, consider the issue of timing and frequency. While most employment situ-
ations have followed the practice of having fairly formal annual evaluations, and
this periodicity is useful for providing a sufficiently long-term perspective on ac-
complishments, if this is the only form of and forum for feedback, the pace of
organizational progress will be glacial and will likely communicate a message of
indifference to the employee. Quarterly, monthly, or even weekly informal or semi-
formal touch points on performance, and even more frequently if problems are be-
ing addressed or specific mentoring provided, can be highly beneficial.

Next consider the setting. An evaluation can be as informal as a hallway con-
versation to a few handwritten paragraphs or as comprehensive as completion of a
several-page form. Consciously choose the setting with a goal to allow meaningful,
comfortable interaction, without any risk of embarrassment to either the employee
or the organization. This is especially important if you anticipate the need to give
corrective or negative feedback. Whichever way you go, here are a few things to
keep in mind.

It is good to give employees the opportunity to evaluate their own performance.
Ask employees (again, formally or informally) to list their accomplishments for
the year, outline their strengths and weaknesses, and list the personal goals they
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would like to achieve over the next year. This will also give you as reviewer hints
and reminders of how the employees have performed. It is easy to be so caught up
in putting out today’s fires that you forget the progress of the past. In doing this,
realize that some employees are much better than others at completing self-reviews.
A few weaker performers may have missed their true calling as writers of great fic-
tion, while strong, quiet giants may not be as adept at tooting their own horns. The
self-evaluation is a starting point for a review that will affirm, redirect, encourage,
and correct.

A basic appraisal will rate employees in characteristics and accomplishments
important to their job duties. Most evaluate areas such as job knowledge, quality
of work performed, productivity, initiative, communication skills, interaction with
others (both inside and outside of the organization), reliability, attendance, compli-
ance with procedures, and problem-solving skills.

Whether for employees or managers, a good evaluation will compare perfor-
mance (individually and/or departmentally) against goals established in previous
reviews. The review process will then modify or replace those goals for the next
year or review period. Organizations are dynamic and the health-care world is
changing, so it is possible that what is planned for a particular year has little to do
with the tasks that are actually accomplished. This tends to be true, however, more
for your managers than their employees. Flexibility will be required.

Individual goals should align with practice or departmental goals. Departmen-
tal goals should align with company goals. An employee achieving personal goals
should not only help that employee’s job growth and advancement, but should move
the organization toward accomplishment of its goals. Without clear goals, it is easy
for employees to gravitate toward duties most enjoyed or more easily accomplished
while neglecting more challenging tasks. The organization becomes stagnant, its
progress toward goals slows, and it quickly finds itself behind the competition.

Aligned financial incentives are one of the best ways to ensure employees reach
goals and the company or practice makes progress toward established goals. Any
reward under an incentive compensation plan should be tied to the attainment of
individual goals, departmental successes, and the overall performance of the com-
pany. One to three clear, measureable goals are sufficient. The more goals, the more
complex the plan and the more negotiation will occur on weighting and importance
of individual goals. For example, in the histology department, average blocks and
slides prepared per hour would serve as good targets—with appropriate modifica-
tion for errors or mistakes incurred to ensure quality is not sacrificed for speed. For
the company, increase in profitability in either absolute value of profits or profit
margin (or both) is generally an adequate, singular goal. Without specific perfor-
mance triggers for incentive pay, employees may perceive payments as arbitrary,
based more on managerial opinion or whim than fact. What was intended to be a
performance enhancer and reward system quickly becomes a demoralizer.

One additional helpful evaluation is the exit interview or questionnaire. These
tools can provide useful information to management in understanding why an em-
ployee has chosen to leave and perhaps what can or should be done to improve
parts of the work environment. Departing employees tend to be candid about their
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opinions, so even if negative, the feedback can bring about positive results for the
organization.

Performance appraisals for professional employees are also important, yet are
probably most often neglected in busy practices, except perhaps as pertains to new-
ly hired pathologists on a partnership track. Even here, however, our observations
have been that the most common sense is that “no news (feedback) is good news”
and so they continue to do what they do, even when perhaps some fine-tuning or
major readjustments are needed. Then, when 1 or 2 years in, it appears they are not
measuring up to what is wanted in a partner, the process of salvaging the experience
for either the practice or the pathologist is much more difficult. Feedback on cultur-
al issues, client relations, work habits, and interpersonal interactions is often much
more important than on how specific cases are handled. For those issues and for
more specific norms, such as turn-around time for reporting or overall productivity,
feedback should be given early, with regular monitoring or coaching to ensure suc-
cessful corrective activity and habits are developed.

Given that differing job duties have widely differing reimbursement rates but
not widely differing importance to the overall health of the practice, tying incentive
payments to clinical reimbursement and/or production is typically done to a lesser
extent in pathology practices, as compared with other more “eat what you kill”
practice settings such as surgery or gastroenterology. Development of truly reflec-
tive productivity indices in a broad pathology practice requires time and complexity
in order to achieve the goal of fairness. On the other hand, many academic practices
have developed balanced mission-based metrics to rank and more generously re-
ward highly productive members of the practice or department, regardless of their
roles.

For more discussion of feedback and specific tools, see Section “Background
and Reference Checks”.

Just like in the body, feedback loops are critical in human resource management. Timely,
clear and aligned with organizational goals-oriented sessions will go far to enhance orga-
nizational performance.

Dealing with the Disruptive Employee

We may need to disrupt the workplace to institute changes in technologies and long-
standing practices for revolutionary process improvement that can bring both life
and long-term success to an organization. Harboring disruptive individuals, how-
ever, can drain energy and reduce morale and productivity for the rest of the team.
Disruptive individuals may exhibit a variety of behaviors including, but not lim-
ited to, sarcasm, involvement in numerous conflicts, overall bad attitude, recurring
insubordination, crying in response to criticism, sabotaging equipment and/or proj-
ects, blaming others for problems, poor relationships with coworkers, inappropriate
reactions to criticism, increased tardiness and/or absenteeism, slamming doors, in-
terrupting meetings with side conversations and comments, believing that rules do
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not apply to them, feeling they have special “rights,” persistent complaining, chal-
lenging authority, destruction of property, becoming unusually upset over events,
intimidation, harassment, physical violence, yelling, verbal abuse, refusing reason-
able requests, using profanity, threatening behavior, and inappropriate behavior that
interferes with the functioning or flow of the workplace. If these behaviors are not
addressed at the outset, they can easily escalate in number and intensity.

A high-performing workplace will have well-established norms such that each
worker feels comfortable giving feedback to his/her coworkers. This can work for
simple issues such as, “We need to call or finalize all biopsy reports before lunch”
or, “As this space is part of the lab, we can’t have coffee here.” More significant
issues will most likely necessitate involving other people, including management.

It is important to create a policy that clearly defines what is acceptable behavior
in the workplace and what will not be tolerated. Each employee should sign and
date the document agreeing to abide by the standards of conduct. Channels should
be set up so that employees are encouraged to report problems/issues and resolution
can be attained.

Try to assess and address the causes of the behavior, then address the effect.
Speak to the employee in private about the behavior and allow them to respond. Ac-
knowledge their feelings and point out alternative ways to respond to the situations.
Emphasize the consequences for repeated behavior. Allow them time to change
their behaviors. On occasion, education or training may help them understand that
their behavior is and was inappropriate. For issues that extend beyond the simple,
documentation of issues and interventions should be maintained.

If the unacceptable behaviors continue or escalate, the disciplinary policy, in
place for situations such as these, should be strictly followed. Early involvement of
HR and legal is wise since handling these issues can quickly exceed the skills and
training of nonexperts.

While in some cases, simple corrections are possible and employees continue to
develop, in other cases, progressive disciplinary measures are needed, sometimes
leading to termination. While this is time consuming and often difficult in the short
term (emotional upset, a gap in the work schedule, etc.), in our experience, the
organization is usually stronger and more functional following resolution of these
types of issues.

The Importance of Management Structure

Pathology practices and laboratories perform critical, complex functions every
day where the possible consequences of error extend to harm and death for a pa-
tient. Having clear reporting relationships and lines of communication for decision
making are imperative for the operation to function optimally. When structures
are unclear and employees receive conflicting assignments and priorities, or face
ambiguous accountability structures, the organization risks making errors, missing
critical deadlines, interrupting workflow, and affecting efficiency.



176 L. Hassell et al.

The management of a pathology practice can be further complicated by the pos-
sibility of having a number of owners routinely working alongside the nonphysi-
cian employees. The individual owners may have widely varying preferences and
opinions not only on issues of diagnostic import, but also on laboratory processes,
procedures, and priorities. The nonphysician employees may regularly be caught in
the middle of disagreements on how and when work should be processed.

For example, the laboratory protocol for the number levels cut on a particular
biopsy type may be three. Dr. Smith wants six levels and insists that the laboratory
prepare the slides on his cases accordingly. The standard location for the comment
on slide quality is in the microscopic section of the report. Dr. Smith wants his slide
quality comment in the diagnostic comment. The medical director has worked with
the laboratory to establish a standard procedure for H&E (hematoxylin and eosin
stain) staining. Dr. Smith wants his stains darker and has provided the laboratory
with a special staining protocol for his slides. Dr. Smith is also an owner of the prac-
tice; a fact of which he regularly reminds the employees when his comments are
in the wrong section, his stains are too light, or his slides contain only three levels.
Additionally, Dr. Smith has arranged to have Friday afternoons off in exchange for
other duties. He therefore insists that his work be prioritized over other work every
Friday so he is not delayed in his departure.

The laboratory employees are tasked with preparing slides of high quality and
delivering them to the pathologists with maximum efficiency. They perform a wide
variety of tasks (often highly skilled tasks) repeatedly every hour of every day. Vari-
ability in the workflow (whether to perform certain steps uniquely for Dr. Smith or
to stop between cases to determine if the next case is Dr. Smith’s) is the enemy of
a smooth, accurate, and efficient process. Many a laboratory technician has prema-
turely neared the entrance to eternity by making wrong decisions on prioritization
of cases or by following standard protocol for a pathologist who prefers his work
prepared a unique way.

This familiar scenario highlights the need to understand the distinction between
ownership and administrative structures, and clearly segregating the ownership/
governance processes from the daily operation of the organization.

Whether vested in the medical director or in division heads for subspecialty lines
(e.g., GI, hematopathology, dermatopathology, etc.), the employees need to know
whom to look to when conflicting messages and priorities arise. The laboratory
managers need to be authorized to redirect the Dr. Smiths to the appropriate physi-
cian administrative leader for resolution of his individual concerns. Physician ad-
ministrative leaders must have the recognized authority within the group to direct
the laboratory on standardized procedures for their respective areas.

There was a time in the pathology world when higher reimbursement afford-
ed more disparate processes and the staffing to maintain unique protocols for pa-
thologists. But with today’s reduced reimbursement (which equates to reduced
compensation), even the most particular pathologist-owner is taking note. Errors
are minimized and efficiency maximized when workflow is as standardized as pos-
sible. When efficiency is maximized, profitability is maximized.
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All organizations need effective leadership. Unfortunately, we all did not select
our current line of work because we enjoyed continuous interaction with people.
Now we find ourselves in roles such as medical directors or division heads with
others looking to us for leadership and guidance.

It is much less important for you to be the most intelligent manager ever known
than it is for you to be approachable, fair, and trustworthy. Be clear in your expecta-
tions. Give feedback when jobs are performed well and when errors occur. Provide
“air cover” to your employees when disruptive forces are attempting to give con-
flicting messages or priorities.

Many of your employees will be bright, intelligent people who may not have had
the same opportunities for advanced education or who made different choices for
their lives. They may be keen thinkers and observers who very quickly see through
manipulation and deception. When trust is lost, there is no reset button. Once lost,
some employees will not trust you again; others may, but with reservation. In con-
trast, hidden benefits accrue when individuals can operate in a “high-trust” environ-
ment. Hence, getting there, and staying there are important leadership priorities (see
Stephen Covey, The Speed of Trust [3]).

Summary

The tools you will need for maneuvering the HR aspects of your practice or labora-
tory are vast, but a fair, level head and good legal counsel are the starting points.
It will be impossible to run a successful organization without employee conflicts,
legal challenges, and mistakes being made. An overarching dedication to fairness
and doing things right, however, will be your best defense when troubles arise.

Case: The Sudden Departure

Recent growth in specimen volumes has necessitated the addition of a PA to your grossing team.
Experienced candidates are hard to find as they have generally landed good positions with orga-
nizations that work to keep them. An experienced candidate applies for the position. His resume
indicates several years of experience and a solid education, including a PA degree from a good
program and progress toward a Master’s degree in health-care administration.

In the interview, you ask probing open-ended questions that delve into the candidate’s knowl-
edge and skills. The replies confirm substantial experience as a PA and solid understanding of the
appropriate handling of complex specimens. He evidences a quiet, positive demeanor that you be-
lieve will fit in well with your group. After references are checked, an offer is made and accepted.

The next few months go very well and you are pleased to have a team competently handling the
volume of specimens. The team works well together and the operation is running smoothly. After
slightly less than a year, and to your complete surprise, the new PA resigns. He gives 2 weeks’
notice, which you know is not nearly enough time to fill a position like this. You may be able to fill
the gap with temporary help, but that solution is suboptimal as the contractor will not know your
systems and the excess burden will fall on the remainder of the staff. This will again leave your
PA team struggling to keep up with volumes, tired and demoralized—at least in the interim. What
happened? What did you miss? How could you have seen this coming?

Discussion: Following good practices, you routinely conduct an exit interview with departing
employees. During the exit interview, the departing PA indicates to the HR representative that
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since he has now finished his degree in health-care administration, he has accepted an entry-
level administrative position with a local hospital. He indicates that this had been his objective all
along—to work as a PA while finishing the last few hours of his degree and then find an admin-
istrative position in a hospital that would set him on the path to his long-term goal of running a
hospital.

Here's What Happened Because the position required substantial technical skills,
the interviewers’ questioning focused almost entirely on the candidate’s experience
as a PA and knowledge required in performing that particular job. When reviewing
the resume, the hours toward the Master’s degree were not given much thought as
they were somewhat superfluous to the open position. No one picked up any hints
from the Masters hours or even considered the possibility that an experienced PA
might have plans to become something other than an even more experienced PA.
Therefore, no one asked the candidate about career aspirations, long- or short-term
goals, whether he enjoyed being a PA, or even why he had pursued the additional
education. The candidate did not mislead the interviewers to get the job, as no one
ever asked whether this job fit into his longer-term career plans. The candidate, fear-
ing that his short-term interest might reduce the chances of getting the job he needed
while finishing school, did not offer that information.

Now you find yourself with an opening—again—for a difficult-to-fill position
after having spent several months training the PA on your systems, processes, and
technologies.

Lessons learned: There are good reasons for asking the “softer” questions on
goals, aspirations, and what a candidate enjoys in a job. It just might save you from
hiring a short-term employee who does not have long-term aspirations for the job
(or with your organization), and save you the costs of training a short timer. It is
also important to pay attention to everything on the resume. The candidate traveled
certain roads for reasons. Perhaps the education is a passing interest. But perhaps
there is more you need to know.
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Chapter 14
Group Dynamics

Lewis A. Hassell, Michael L. Talbert and Kimball Fisher

Overview

Case: Dysfunctional Decision-Making

A group of ten pathologists meets monthly for a board of directors meeting. Decisions are by a
vote of the eight partners, although consensus is desired and often achieved through pre-meeting
discussion. The three youngest partners often speak against issues but vote in favor when the vote
is called. However, following the meeting, they undermine decisions and speak against the manag-
ing partner. Over time, this leads to group paralysis and a tendency to “second guess” or “revisit”
earlier decisions.

Discussion: The inability to make major decisions and move ahead can be crippling. The cul-
ture is toxic and the solution is difficult. Perhaps talking out the issues could resolve the situation
but this may require an outside mediator who can carefully identify dysfunction as it occurs. Much
dysfunction occurs in environments where it is not directly labeled as such, hence, it is allowed to
continue and may increase. Enforcing or revisiting employment agreements or corporate bylaws
may not be helpful unless the destructive behavior is documented and the offending pathologist(s)
is threatened with termination. Perhaps the overall fit is poor for one or more of the junior partners,
and they should seek a better practice fit elsewhere.

When highly trained professionals decide to practice together, whether as an inde-
pendent group, employees, or an academic department, group dynamics become
critically important to their success. Basic issues such as work assignments and
hire/fire decisions require a good deal of cohesion as do the seemingly simple day-
to-day interactions such as call coverage and whose special stains to do first. Group
dysfunction can consume immense amounts of time and energy, lead to increased
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turnover, and otherwise render a practice uncompetitive in its environment. In the
authors’ experience, although some amount of group dysfunction is fairly common,
a practice leader who ignores it does so at the peril of the practice. Group dysfunc-
tion is often much more of a threat to a practice than external pressures.

Shared values and norms of a practice underpin positive group dynamics. While
any individual has wants and needs (e.g., pay off school loans, be active at church,
travel and compete in ballroom dancing), each one must interact under a shared
contract with the group, a contract which may be in part unwritten. For example,
vacation may be part of an employment agreement and decision-making may be en-
shrined in corporate bylaws, while actual hours at work on a typical weekday may
not be explicitly specified. Yet group norms may lead a senior pathologist to quietly
counsel a young pathologist who regularly leaves at 3 p.m. that “the pathologists of
our practice work until 5 p.m.” to help educate as to the norm.

These principles apply to any group of pathologists, whether academic, hospital
employed, or an independent private practice. In the first two settings, the existence
of a larger structure such as a medical school faculty practice or hospital leadership
to which the pathologists are responsible, may lead to more written rules or tighter
expectations. This in turn may create the potential for greater dysfunction in a group
of relatively equal pathologists.

One key to good group dynamics is communication: communication of norms,
expectations, and, when needed, failure to meet expectations. That which is explicit
should be made clear, either verbally or in writing (such as contractual language),
while regular and transparent communication can facilitate establishment and main-
tenance of implicit norms. This communication may be written such as behavioral
standards or responsibilities while on call or be established through discussion and
decision-making via formal and informal meetings.

Monitoring the Mood and Communication

Group dysfunction is often invisible to outsiders but obvious to participants. (We
have known situations where the converse is true as well, but this disconnect in
perception is more uncommon.) But how does a leader monitor the mood of a prac-
tice? One could measure pathologist turnover, but this is a lagging indicator and
may be too late to avoid a potentially devastating effect on the practice. A better
indicator is the quality of communications. For example, if a group of professionals
can talk openly, constructively, and without defensiveness, about how the group
will handle breast biopsies and, better yet, whether all individuals actually adhere
to established practices or not, that is a clear, positive sign. In contrast, an inability
or unwillingness to have these difficult conversations may indicate dysfunctions
such as a lack of communication skills, or worse, a lack of commitment to the suc-
cess of the practice. Avoidance of discussions relating to things such as work styles
(“pathologist X doesn’t pull his/her weight™) or other fairness topics (e.g., money,
schedule, and assignments) generally indicates problematic dysfunction requiring
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the leader to intervene before unresolved issues turn into conflict situations which
may negatively affect group morale and productivity.

Note that a lack of communication, however, is not always an indicator of dys-
function. The authors are aware of a stable situation where a senior partner patholo-
gist routinely started work early (sometimes before 5 a.m.), and left for much of the
morning to attend to private nonmedical businesses, returned for lunch, and then
left work prior to the other pathologists. This pathologist routinely did significantly
more than his share of the sign-out but was not always available for frozen sec-
tions or the phone calls that would interrupt the other pathologists’ sign-out. Yet
this arrangement was never discussed by the pathologists, nor was it the subject of
sidebar conversations by them because they apparently found the schedule tradeoffs
acceptable.

Remember that communication is not always a guarantee of success, either.
Contrast the victory above with another situation known by the authors where the
partners did discuss alternative work schedules for multiple board meetings and
innumerable lunch conversations leading only to the development of “opposing
sides” and unmet expectations, and not to any creative alternative scheduling prac-
tices. In another similar case of unsuccessful communication about this issue, a
pathologist felt forced to retire early rather than scaling back to 75% in an effort to
balance work/life or work/health issues, leading to a negative consequence for the
practice as a whole. When dealing with professionals who have a wide variety of
experiences, concerns, opinions, and expectations, even effective communication
practices cannot guarantee effective group functioning, However, ineffective com-
munication almost always results in problems. The role of the leader, therefore, is
to ensure that all members of the practice are involved, and that communication is
constructive rather than destructive, including during the sometimes emotion-laden
discussions associated with giving and receiving performance feedback. Books and
training programs on effective communication skills are widely available to help
the practice leader learn more specifics on this topic, but as a general guideline
consider the following basic communication tips.

Communication and Feedback Tips

» Specific communication is normally better than general communication. Re-
member to use language that makes sense to the person or persons being com-
municated with, not just language that makes sense to the communicator. Use
examples and data rather than vague or unsupported statements. This is espe-
cially important when giving performance feedback. Do not say: “You don’t do
your fair share.” Do say: “You do 30% less sign out than other members of the
practice.”

» The best communication is highly interactive, not didactic. People tend to zone
out or multitask when they are only listening. Ask questions to ensure involve-
ment, interaction, and understanding. In meetings, everyone should speak.
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* The best way to demonstrate that communication has been effective is to have
the receiver(s) of the communication summarize what they heard. Just because
information was “sent” does not mean it was “received.”

*  When expressing difficult feelings or opinions consider using this general tem-
plate: “When (this happens), I feel (emotion or mental state).” This helps people
express their personal opinions without assigning blame or potentially inappro-
priate judgments of others. For example, instead of saying, “you don’t seem to
care about anybody else,” or “newer pathologists are treated poorly,” say “when
you left early yesterday without telling anyone, I had to stay late and cover your
calls. I missed my daughter’s recital and that made me feel angry.” Or, “when
the schedule was changed yesterday without asking me, I felt undervalued.” The
former statements are more likely to cause problems, the latter more likely to
open honest and caring discussion.

* Avoid assuming how other people feel. Ask them. Do not speak about people
behind their backs. Speak to them directly.

 Silence is not consent.

While as noted above, each group or organization, and even groups within a larger
organization, will have its or their own culture, the culture itself may evolve with
time as new challenges or circumstances arise. (Remember that organizational cul-
ture is defined as the operating “software” for interactions and activity within that
organization or group. Norms, expectations, protocols, and policies, along with in-
centives, rewards and recognition all constitute “culture.”) Perhaps thinking of the
situation as akin to the variation in day-to-day weather in contrast to the general
climatologic setting would be a good analogy. Culture will help you know what the
norms are for approaching weather patterns and what the likely range of outcomes
are for those, but each individual “weather maker” will have its own nuances and
impact.

However, in contrast to atmospheric disturbances that are generally beyond con-
trol, a variety of approaches can be useful to mitigate the impacts and duration of
the storms of a cultural mood swing within a group or organization. We might not
be able to predict how long a hurricane will stall and dump rain on a city or state,
but in an organization we might be able to exert some control over how many work-
ers we have trying to pump specimens through an overloaded system. We might be
able to determine whether angry employees are assigned to mission-critical tasks,
or whether the incentives for performance appropriately match our group goals.

This analogy is further useful in thinking about the tools used to forecast upcom-
ing meteorological events and considering what tools might be useful in predictive
planning within the group culture of a laboratory or pathology group. Wind speed,
barometric pressures, relative humidity, satellite images, and so forth might enter
into the model being used to predict whether we will have sun or storm for tomor-
row’s picnic. Likewise, in a group, certain sentinels might be placed to monitor
workflows, revenues, cultural or administrative stresses, regional or national trends
along with awareness of individual variables that all might contribute to either the
“perfect storm” or idyllic weather.
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Healthy organizational cultures tend to have many similar characteristics. They
tend to be quite transparent. With regard to matters of accountability and individual
responsibility, they score highly on the accountability end. In contrast, on the axis
of risk-averse to risk-taking, they are more centrist, enabling, or even encouraging a
reasonable degree of risk taking (freedom) to explore new ideas and opportunities.
They also score well on matters of choosing to do things right, to high standards,
and without shortcuts.

Other healthy organizational characteristics include a learning approach to mis-
takes, rather than one of blaming and shaming (which remains consonant with the
shared accountability mentioned above), an uncompromising dedication to integ-
rity of word and action, a strong pursuit of collaborative, integrative action, and
relentless determination in the face of difficulty. Now it may be evident that these
characteristics are not as easy to monitor as atmospheric temperature. There is no
“integritometer” that one can post on the break-room wall to show the level of truth-
telling today and compare that with yesterday. One cannot just stick a wet finger
into the air and tell whether the collaborative winds are from the favorable south-
west or forebodingly from the north. Nor can one look at the solid and dotted lines
on an organizational chart and ensure that there is a high degree of accountability
and individual responsibility. So how does a leader assess the organizational health?
Cultural mood-forecasters will use a variety of tools to help them assess the state of
the organization, and often develop particular patterns for “taking the pulse” of their
group. Patterns of behavior often used to this end include:

Management by walking around (MBWA) is a commonly used method to pro-
vide leadership and cultural weather forecasting first popularized by Peters’ and
Waterman’s In Search of Excellence, but it can also be misused by creating a feel-
ing of micromanagement. Bidirectional visibility is important for leadership when
titrated appropriately. No worker wants to feel like their boss is the equivalent of
a helicopter parent, always there hovering. But MBWA does offer the leader the
opportunity to communicate and see directly, which can lead to better decisions.
And the first hand sense of the demeanor of ones’ associates is an exceptional tool
in determining the state of the mood in the organization. We have experienced and
lived the benefits of this sort of “rounding” activity, used by leaders across our orga-
nization, and it is bidirectional, meaning that mid-level leaders are regularly taking
stock with both their own reports and their “one-ups” in the hierarchy. The net effect
is a greater degree of employee engagement across the board drawn from the sense
that “my leaders care about me and my work,” which leads to better decisions at all
levels, quicker resolution of pain points and so forth.

Case: Management by Walking Around

Bobette, the practice manager for a multisite large pathology group, was hired following some
notable group failures, some mis-hires, the separation of a small subgroup at one of the practice’s
hospitals, and some dissatisfaction expressed by newer members of the practice with the “old
guard” who had founded and built the practice. Although the practice spanned several metro areas
in more than one state, Bobette began to make monthly visits to each of the practice locations,
and to have face-to-face visits with each of the pathologists in the practice, to listen, solicit ideas,
report back, and get a better tenor of how things were working. As a result, her efforts during the
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remainder of the month were better prioritized, problems got solved, and the level of pathologist-
to-pathologist conflict decreased. This is an example of the “hub and spoke” model that operates
to hold together many extended families as well.

Observational effort—while this is in some ways similar to MBWA, it is really more
focused, an effort to see between the trees if you will, perhaps directed toward an-
swering a specific question or issue (Why do we have so many phone calls about ac-
cessioning errors? What is happening to slow things down in micro? etc.) A related
tool is the use of self-inspections, which may be conducted by a variety of different
team members and for a variety of purposes (i.e., not always for accreditation).

Cultural key questions have been used by many groups to track the sentiment
of an organization over time, thus helping to monitor the impact of changes, and
to assess priorities for future planned interventions. This process can be as simple
as informally asking people open-ended questions such as “What gets in the way
of you being as effective as possible?”” and “How can we work better together as
a practice?”, or it can be as structured as formal questionnaires. The employee en-
gagement survey is a commonly used means to monitor such factors as relative
job satisfaction, quality of management and leadership, and to detect potential ir-
ritability issues in advance. However, the utility of such surveys is limited by the
frequency with which they can be used (generally not more frequently than once
a year) and limited response rates. Customer satisfaction surveys are also a useful
insight into organizational mood and such data may be collected on an almost con-
tinuous basis. But one should not overlook the general sense of sentiment that can
be gathered by just looking around at people during celebratory events, catching the
energy in hallway and break room conversations, and looking at what appears on
the walls and bulletin boards.

Individual interviews are important for any leader and they may take a variety of
forms—accountability sessions, reports, strategy sessions, annual evaluations, exit
interviews, “side-bar” conversations, etc. But beyond the direct purpose that may
be implicit in each of these varied interactions, some component of energy and en-
gagement assessment should also be occurring that will give a measure of whether
that individual, and likely others around him or her, is happy. This can also be the
most useful means of determining the nidus of any major discontent that requires
intervention. Making some element of the “What do we need to start/stop/continue
doing?” assessment a part of these interviews can yield highly useful cultural data
to guide action.

Decision process audits or other root cause analyses of adverse or sentinel events
can also inform cultural adjustments. Such audits typically evaluate the roles of a
host of inputs, including several directly related to culture. The process itself can
have a transformative impact on organizational integrity and transparency provided
the process is indeed conducted with those motives in mind. They typically include
an analysis of decision-making effectiveness by group discussion of examples of
both “good” and “bad” decisions in order to determine how to continue the positive
attributes of good decision-making and how to strengthen the weaker attributes. It
is usually also a good idea to teach practice members a variety of decision-making
techniques and learn how and when to use them as illustrated elsewhere in this sec-
tion and in the following case study.
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Case: Bad Decision-Making Leads to a Mis-Hire

Gervais Pathology Partners was clicking along at a high level of productivity and their income
statement showed they were doing well. Overhead was low, contracts were secure, and the external
environment seemed stable. The six-person group with two mid-sized hospitals had managed to
structure and titrate their workload to perfection. Five people did the work and one was off. They
loved it. Then the world changed. The most senior pathologist, Dr. Steve Gervais, became ill and
was unable to work. The group pleaded hardship with their hospitals to get temporary locum
tenens credentialed, but a quality problem with the very first locums pathologist soured the later
attempts. They put out ads but were recruiting at the wrong time of year as most recent graduates
had already taken jobs and so the options were limited. Desperate to fill the void, three of the
partners called a vote (the vote being 3—2) for what they thought was a reasonable choice, or at
least a “warm body” (though that was also subject to debate listening to the other two partners
later on) to fill at least part of the void left by Steve. The on-boarding process took too long, it
seemed, given their anxiety to get back to a "normal" 6 week rotation, and the new pathologist was
not particularly adept with hematology or, as they came to discover, client relations. And to make
matters worse, he did not know his blind spots. About 6 months following his start, Vick, one of
the “minority two,” got a call from a hematologist at their larger hospital inquiring about a rather
“creative” read he had been given on a bone marrow that had led to his referring the patient to the
tertiary referral center he used, only to discover that they could find no support for his referring
diagnosis in their evaluation. When Vick had asked the new pathologist about it, the new hire had
been glib and seemed not to care, and in fact had called him a quite disrespectful name.

Based on this and some other less well-documented rumors of complaints, Vick called a meet-
ing of the partners to consider a course of action, but could not garner full support to let the new
pathologist go. The three partners who had pushed to hire the new pathologist argued compassion-
ately to send him to “charm school” and give him more coaching. A year later, after nearly losing
one of their hospital contracts over one of his “issues,” they ultimately agreed their efforts had
been in vain and terminated the new pathologist, though by now they were obligated by contract
to pay a large severance package.

Ultimately, the group did a detailed analysis of this experience and recognized their failure to
put all their hidden self-interests on the table at the time of the initial decision to hire and the mis-
take in using a simple majority vote to decide hiring.

Improving the Mood

Charters are a common way to focus organizational structures, but too often, these
documents are created and then not referred to again. If it is to be a useful cultural
tool, a charter must be short and clear enough to be memorable, and it should be
seen as a living document that guides day-to-day decision-making. In the DMA
case (see Appendix A, Case 2), for example, had the Executive Committee charter
included a component about ensuring the financial viability of the practice, and
the organizational culture been such that referring to the charter was an accepted
and expected part of key meetings, any of the members could have asked: “Is there
anything else we need to consider relative to our financial viability?”” Perhaps this
question would have allowed important information to surface that would have ac-
celerated the replacement of Dr. Jones and avoided the subsequent defections of two
additional members of the staff. Better yet, had this question been asked prior to Dr.
Jones’ departure (and the cultural monitoring data concerning his concern about the
salary cap been available), perhaps he even could have been retained.
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A tool called “Operating Guidelines” [1] might prove even more useful in this
case. Operating Guidelines are agreements made by all members of an organization
that serve as the new or revised cultural norms of that group. They typically include
interaction agreements that will help a culture become more functional such as: “We
agree to be transparent, open, and honest,” or “If we have a concern, we share it
directly with that person instead of talking behind their backs to someone else,” or
“We make medical decisions by consensus,” or “We consider facts and data before
making decisions,” or “We start and stop meetings on time,” etc. Importantly, these
guidelines must be agreed to—in advance—by everyone affected by them. This
creates a sort of positive peer pressure that encourages compliance. To be effective,
this must also be a living document that is revised and agreed to whenever there is a
change in the culture (e.g., new team members, critical errors, changing businesses,
technologies, tools, etc.). If, in the DMA case, there had been an operating guideline
that said something such as: “We openly share information about decisions being
discussed,” or “We don’t allow time sensitive issues to go unresolved,” and the
culture encouraged the application of these guidelines, DMA may have avoided
serious problems.

Governance and Decision-Making

Decision-making processes are dependent on the governing structure of a practice/
department. While there is no one absolute right way to structure governance and
decision-making, there are typically more choices involved in decision-making
compared with governance. In general, decision-making by an individual or subset
of the whole group is faster and more efficient in terms of up front time invested
while group decision-making is slower but has the potential advantages of broader
expertise and consideration of more aspects of an issue with the opportunity for
better acceptance and implementation of a decision if all stakeholders have had
input. It is helpful to think of decisions as major and minor. Major decisions, such
as the sale of the group, would in most instances be discussed and decided by all
shareholder pathologists (although this could be a single pathologist), while minor
decisions like the purchase of a $100 book, should not be discussed by all of the
pathologists. While these are admittedly extreme examples, it is often useful to
define who makes what decisions and clearly empower those individuals to act.
For example, the managing partner may be able to sign contracts up to a certain
amount or purchase items up to a certain dollar limit while situations beyond these
limits may be handled by an Executive Committee, a vote of all shareholders, or a
decision of all pathologists in a practice regardless of shareholder status. In a like
vein, a decision such as reducing vacation rather than hiring another pathologist and
taking a pay cut may best be made by engaging all pathologists in the discussion and
decision to facilitate buy-in and longer term satisfaction.

On a macroscale, the typical independent private practice is governed by its
shareholders (as laid out in the Articles of Incorporation), typically the partners.
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They may elect to make decisions by simple vote of shares (may be equal, may
be unequal) or consensus. Sometimes, the non-partner/non-shareholders may be
allowed to vote on items for which consensus is sought or which do not involve
an action involving ownership of the group (such as selling the group or issuing of
shares). The authors have found the consensus method to work the best for major
decisions in groups in which dysfunction is at a minimum. Consensus decisions, it
should be noted, are different from unanimous vote, but rather reflects a decision
that will be supported, rather than subverted, by all involved. If consensus cannot
be reached following sufficient effort, shares may then be voted. In these situations,
leaders should watch for follow-up discussions and efforts to revisit past decisions
to evaluate the quality of the decision-making process.

Decision-making for employed pathologists and academic departments can fol-
low several patterns and many decisions may be made outside the department by
the parent organization. Typically, decision-making will be by an advisory model
or consensus. In the advisory model, the chief/chairman solicits input from stake-
holders and decides. A vote may be sought, but a substantially split vote may create
factions while a near majority risks creating “losers.” A technique for mitigating
these risks is additional communications through both individual and group discus-
sions. Additional conversations can at least allow pathologists with ultimately dif-
ferent opinions “to be heard.” Consensus is more difficult and may be impossible
for some issues but could be reserved for medical decisions (e.g., how does the
group handle breast biopsies) or delegated to a subgroup of the department (e.g.,
the breast “experts” in the department). Once again, communication is critical and
discussion should be encouraged with all viewpoints/stakeholders requested to con-
tribute. Decisions should be documented and minutes of decision-making meetings
should be distributed as well as saved. While not all decisions are good decisions
or perhaps the situation has changed, a leader should monitor for nonconstructive
efforts to revisit decisions that are based on initial non-consensus or an inability to
accept decisions of the department/leaders.

Recently, Joseph Folkman and Jack Zenger, noted organizational behaviorists,
compiled a summary of behavior patterns that led to bad decisions [2]. Their list
of nine behaviors or habits may seem self-evident, but in our experience is spot-on
when we look at the poor choices we have seen ourselves and other groups of pa-
thologists make. Here is their list:

» Laziness, being unwilling to do complete due diligence, cover all the bases, etc.

» Not anticipating unexpected events (sometimes the worst-case scenario comes
about!)

» Indecisiveness, lingering too long over the matter, waiting for one more bit of
data, etc.

» Remaining locked in the past, seeing only the status quo, the “way we’ve always
done it”

+ Failing to align decisions with strategy

» Overdependence on others, waiting for the other person/group to act, decide, etc.

» Acting in isolation or unilaterally, not getting input or buy-in from other major
stakeholders. (Groups generally are smarter than individuals!)
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» Lack of technical depth, meaning that when a leader or group relies on the tech-
nical expertise of others, without sufficient depth themselves, they may misinter-
pret the relationships, fail to see critical nonstarters, or other flaws in the decision

There are probably numerous other paths to bad decisions, but analyzing your own
personal and group tendencies relative to these high-frequency bad habits may pro-
vide insight into how you can develop fail-safe signals that you may be heading
toward a terrible one [3—6].

Generational Issues

Recently, much has been written about generational issues in organizations, but it
has always been true that pathologists of different ages and at different stages of
their careers have different attitudes and needs. For instance, a newly hired, recently
trained pathologist may typically be focused on getting a handle on school loans and
a mortgage while providing for a growing family, while a more senior pathologist
may be more interested in his/her retirement plan and transition out of the practice.
Currently, the following major categories have been considered as generations and
encompass some general age groups. Clearly, these are just generalities and the age
ranges are not absolutes.

Silent generation (1925-1945): Generally characterized as hard working, loyal,
and rules based.

Baby boomers (1946-1964): Characterized as believing in hard work to get
ahead (currently the generation representing the majority of heads of groups/de-
partments).

Generation X (1965—-1981): Characterized as focused on work/life balance.

Generation Y/Millennials (1982-2000): General characteristics of embracing
technology and valuing team work and diversity; they seek flexibility and work/life
balance; tend to multitask.

For the leader, the critical point is the recognition that each pathologist (and for
that matter, person/employee) is an individual with their own needs and attitudes re-
garding work. .. and that these differences will partially drive how they interact with
others and as part of a group. Furthermore, these differences should be identified
and considered by the leader. This also speaks against the idea of fairness through
all pathologists having similar jobs and assignments. Rather, the cohesive group/
department is composed of a mixed mosaic of needs, desires, and work styles, with
the goal of constructing a strong aggregate of skills, attitudes, and work styles. A
mixed aggregate may be stronger than an assemblage of nearly identical pieces.
Traditionally, senior pathologists have mentored junior pathologists. Particularly
today, there is strength in bidirectional mentoring. Where a senior pathologist may
share the wisdom gained through years of practice, the junior pathologist may be
more familiar with new practices (being recently from a training program), technol-
ogy, and social networking. By embracing these inherent differences, the leader can
work to build the strongest practice by leveraging the synergies inherent in having
a range of skill sets, work styles, and attitudes.
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Non-partners and Part-Timers

Implicit in the above discussion of generational issues and needs and wants is the
importance of a flexible approach to non-partners and part-timers. While employed
pathologists and academic pathology groups may not deal with non-partners, other
“classes” of pathologists may exist as part-timers or, for academic practices, tempo-
rary, “clinical,” or other modified titled pathologists. A leader and, more generally,
pathology groups, especially since non-partners and part-timers may involve share-
holder-type issues, should strive to retain an open mind toward these issues since
the alternative may be nonemployment or retirement of a pathologist who seeks an
alternate arrangement. On the other hand, the situation should be considered in a
structured format rather than as a once in a blue moon unique arrangement, not only
for simplicity but also to retain a sense of fairness. For example, a partner may be
allowed to reduce to 75 % effort while retaining partner status and a fractional share
of bonus while to achieve an effort of less than 75 % level, a partner may need to
sell their shares and relinquish their partner status. This could create a structure for
subsequent replacement pathologists and inject a greater level of fairness into the
situation. Once again, communication and transparency among all the pathologists
are critical to achieving a win/win.

Specialization

A similar case exists for specialization as discussed above for non-partners and
part-timers. If there is a compelling reason to specialize within a practice (and that
is certainly a major trend in pathology), then the leader faces the situation of accom-
modating a range of individualized “deals” which can build a stronger practice but
which can also lead to dissonance through upsetting the sense of fairness in a prac-
tice. Specialization may range from relatively simple (e.g., some pathologists fo-
cusing predominantly on anatomic pathology (AP) while others do predominantly
clinical pathology (CP), but all take AP/CP call) to constructing subspecialty mini-
groups to deal with each section in CP and every organ system in surgical pathology
across a variety of practice sites. In general, specialization is not only better health
care by allowing development of greater expertise but, for example, subspecializa-
tion in surgical pathology has led to productivity gains of up to 50 % [7-9]

Succession Planning

Succession planning refers to a conscious effort to plan for replacing members of a
practice. Succession planning combines strategic planning by being long range and
broad reaching and risk management by being an effort to pre-empt or mitigate the
loss of certain skills or portion of workload. The skills mitigated may be medical
(e.g., we need someone who knows transplant liver pathology), leadership (e.g.,
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who will be our president/chief of service), or other (e.g., Suzanne was our CPT
coding expert). Succession planning should be at least an informal activity of a
practice leader. More formal approaches include having succession planning as a
component of formal strategic planning or striving to have an understudy for each
major area of a practice. Succession planning can be as simple as taking an orga-
nizational chart and posing the question for each box on the organizational chart,
“What if this person were to suddenly leave the practice?”

The “Good” Associate

Thus far, we have mostly considered the “other” pathologists in the practice. But
what about you? How can you be a “good” associate/partner? It starts with your
fit in practice. Ideally you are doing what you enjoy in a setting/practice site that
enhances your professional satisfaction. Recognize that the practice of pathology
evolves and that practices change as well. Individuals may change with time in
terms of their professional needs and desires. The practice that you joined 10 years
ago may no longer be a great fit because of changes in you and/or in the practice
itself.

Being a good citizen in the practice is important. Focus on good communica-
tion among members of the practice. Listen to others’ points of view while being
prepared to compromise around yours. Actively support decisions that have been
made and live the norms of the practice, both explicit and unspoken. Do your share
of the work and a little more. Do your own monitoring of the mood of the group.
Seek and listen to feedback, both from peers and subordinates. Even if your group
is not doing regular 360-degree feedback, you can elicit useful feedback to help
you improve. The health of a practice is every member’s responsibility, not just the
leader’s. And, never lose site of the patients. Simply focusing on doing the right
thing for patients can help a practice reset and move ahead.

Engagement

A lot of attention is paid to the topic of engagement in organizations today and
health care is no exception. Regular employee engagement surveys are a part of
many hospitals and multispecialty physician practices as these entities recognize the
value in and need to draw on all the talents of their employees or team members to
meet the ever-raising demands of “faster, better, cheaper.”

We think that engagement is the natural state for a physician who has entered
medicine, and hopefully this applies well to pathologists, with the ideals of using
their talents to help others and to make a difference in the lives of patients. But after
hours of classroom lectures on the minutiae of an obscure pathway they will never
encounter in practice and past-midnight memorization of markers, methods of de-
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tection and antidotes or antigens, followed by sometimes abusive training programs
where they may be viewed more as “the help” to grind meat and mince the morsels,
sacrificing any sense of personal desires in favor of patient or program demands,
not a few may enter practice just ready to get their own lives back. And even if they
do manifest interest in making more of their situation and the system they have
become part of, either the practice itself, or the larger system, sends messages that
their engagement is not truly welcomed. Efforts to remove these disincentives to
giving their all and to convey the genuine inviting messages for greater engagement
can have impact. An article from the October 2014 Physician Leadership Journal
[10] identified the following 15 traits as helpful to hospitals to enhance physician
engagement; we think they can apply on the practice level as well. As you read
through this list, you might consider two questions—first, what does my organiza-
tion do to communicate this? And second, in what ways is that message diluted or
undercut by what my organization actually does?

Respect for competence and skills

Feeling that their opinions and ideas are valued and sought

Good relationships with their physician colleagues

Good work-life balance

A voice (control) in how their time is structured and used

Fair compensation for their work

Good relationships with their non-physician clinical staff

A broader sense of meaning (mission) over and above day-to-day duties

A voice in clinical operations and processes

Opportunities (and funding) to expand their clinical skills and learn new skills

. Opportunities for professional development and career advancement

. Good relationships with administrators

. Alignment with the organization’s mission and goals

. Working in an organization that is a leader and innovator in patient-centered
health care

. Substantive participation in setting broader organizational goals and strategies

PRI R LD =

—

—
9]

Key differences between employees (their employee status, specialty, generational origin,
leadership role in the practice, etc.) may lead to challenges in generating cohesion and
group synergy.

Case: The Prima Donna

Dr. Mason believes he is the best diagnostician in his six pathologist group and belittles his associ-
ates when talking with clinicians. Dr. Mason’s associates are aware of this and sarcastically refer
to him as “the gifted one.” To avoid feeding Dr. Mason’s ego, Dr. Perry did not show him a frozen
section she was unsure about, and some unwarranted additional surgery was performed.

Discussion: This is an example of major dysfunction that led to unnecessary surgery. The norms
of the group are poor and the issue needs addressing. A highly functioning group will have ongoing
quality assurance (OPPE). If there are true quality issues, they should be addressed. Beyond this,
it is never appropriate to talk down your fellow pathologists and this issue must be talked through
by the pathologists. Additional case studies that may provoke thought or discussion on these topics
are presented in Appendix A.
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Chapter 15
Skills and Tools for Better Practice Management

Michael L. Talbert and Lewis A. Hassell

Case: The Big Plan

On-Cyte Pathology Group has just finished a grueling weekend retreat with an extensive review of
their marketplace, new technologies and shifts in health care, and their own strengths, weaknesses,
and history, and have come out of the gate with a new and ambitious strategic plan to move
forward in a big way. They plan to take their practice virtual, emphasizing their expertise in the
interpretation of the new images acquired through in vivo microscopy methods. They will continue
to extend their mobile-van-based service to select regional surgery centers and dermatology prac-
tices, while expanding into a truly national market with IVM GI services. Their retreat was fa-
cilitated by a business consultant they retained for the purpose, and one of their next calls was to
a well-known legal firm specializing in multistate practices as they foresee their clinical duties
will become more national in scope and their corporate bylaws may need to be revised if not
totally restructured. They have also begun plans to investigate various funding options, ranging
from self-funding the expansion to seeking venture capital to a novel approach like one of the
crowdsourcing funding services. They also recognize they will need to properly structure and
staff their marketing campaign, but have not solved that problem yet. They have tremendous in-
ternal information technology (IT) expertise, but anticipate a greater demand for IT personnel to
complete development of their apps and keep the portals secure and functional 24/7. They will
likely move their in-house billing operation to a larger firm with more national experience as they
begin to accrue work in more diverse settings. Discussions with various large gastroenterology
(GI) practices and consideration of hiring their own interventionists are also planned.

Discussion: On-Cyte’s pathologists, while obviously skilled and ambitious, also recognize the
wisdom in the team-based approach to their business. They recognize their limitations as well and
have sought competent, skilled help in key areas of their practice beyond their individual prowess.
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Overview

In a rapidly changing health-care environment, every practice must continually im-
prove, adapt, or otherwise change to thrive or, at the least, survive. Since the authors
first outlined this project, Medicare payments for immunohistochemical stains, both
technical and particularly professional components, have been slashed; reference-
based pricing seems to have grown; on-the-fly modifications to the Affordable Care
Act have been made; the healthcare.gov website fiasco has occurred; and while the
sustainable growth rate threat has been repealed, Congress has set the framework
for Medicare payment schemes to drive changes in how physicians work through
the Merit-based Incentive Payment System. So what has been the effect on prac-
tices, how should practices respond, and, perhaps more importantly, what is coming
next and how should practices prepare? In this chapter, we explore “tools of the
trade” in practice management.

Scanning the Horizon

So what is happening and what is coming next? A key component of practice man-
agement is monitoring the external practice environment as well as following de-
veloping health-care and pathology-specific news. These are active processes and
should involve all members of a practice in every facet of the environment from
changes in local primary care groups to national legislation. The successful practice
must be “plugged into” the local health-care environment through interactions with
physicians from other specialties, service on hospital, health plan and national pa-
thology medical society committees, and ties to the local business community. Also
useful are the day-to-day gleanings of couriers, office staff, and social contacts to
keep abreast of developments in your immediate environment. As you assemble
this data stream, consider the broader implications of changes and any drivers such
as money, market share, or positioning. Many changes will not immediately make
sense as the environment evolves; much information will prove incomplete or even
incorrect with additional time. The key will be those developments which provide
an immediate or long-term opportunity or threat to your practice. For example, a
courier report that, “Our Town Urologists, Inc. didn’t have any specimens today
and the receptionist thought they were being sent out of state,” could be the first
indication that a major source of outpatient diagnostic material may be at risk. An
immediate response such as confirmation and discussions with the head of that
group is probably in order. Further assessment would also be in order: Did you
miss earlier clues this might happen? Does this signal a wider risk that other clients
might seek other out-of-state solutions unfavorable to you? Does this development
signal a problem with your service, diagnostic accuracy, or pricing? In short, is there
a better value equation than what you offer? For pathology groups with significant
outpatient markets, we have many times seen abrupt changes in referral patterns
leading to reduced incomes and/or downsizing of groups. This is a facet of practice
management you need to get right.
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Changes in the local environment also often create opportunities. Hearing that
a fellow pathologist from a small hospital is thinking about retirement may create
the opportunity to transition that hospital into your practice’s sphere. Learning that
a local dermatologist has been dissatisfied with the attention to service issues she
receives from a national laboratory creates an opportunity to offer your group’s ser-
vices. Talking to a state’s academic practice leader and discovering you have com-
plementary subspecialty pain points and excess staffing may lead to a way to share
cases or coverage in selected areas to the benefit of both practices. Larger structural
changes such as hospital- or large-group mergers may offer an opening for the new
entity to reconsider pathology service providers. Monitoring the larger environment
is necessary to understand pending legislation or rule-making and its potential ef-
fect on your practice, to monitor regional/national trends that may become increas-
ingly powerful in your practice region, and to identify potential mechanisms to
improve your own practice. National payment schemes, particularly for Medicare,
are often discussed in the national media and are closely followed by national medi-
cal organizations. You should belong to multiple pathology organizations and will
receive periodic communications regarding proposals under consideration, pending
legislation, and results of legislation and rule-making. From time to time, you will
be solicited to lobby your congresspersons regarding pending legislation. Recog-
nize, though, that much of what is discussed does not come to pass and some things
that are legislated may be modified through rule-making or delayed. Even if a de-
bated proposal does not become law, thinking through its effect on your practice and
potential responses can be a good exercise.

As health-care delivery changes, it changes in an uncontrolled manner and ef-
fects typically play out differently and at different times and rates depending on the
locale. Given this, it is very useful to monitor developments in other areas as well
as responses of pathology practices to the changes. For example, some pathologists
are part of newly formed accountable care organizations (ACOs) while most are
not. Those without experience of working in an ACO can learn from those who
have and perhaps be better positioned when ACO formation is explored in their
service area.

Monitoring the national environment is also important to identify, evaluate, and
monitor new tools, techniques, and services. There has been much discussion re-
garding molecular testing, next-generation sequencing, Big Data, digital pathology,
patient-centered care, population health, and ultrasound-guided fine needle aspira-
tion among other topics. What are the legal, practical, and billing statuses of each
of these new areas? How do they or would they fit into your practice? What are the
benefits of waiting? What are the risks? What possible scenarios exist 2-3 years in
the future? Are you or someone in your practice closely monitoring each of these
areas (and many others)? It can be useful to follow the science and technology of
these new areas through the literature and meetings of national organizations, but
for the practical implementation and billing aspects, a network of leaders of prac-
tices similar to your own can be invaluable. These can be developed through na-
tional organizations such as Association of Pathology Chairs, American Pathology
Foundation, College of American Pathologists and American Society for Clinical
Pathology, among others, or through random connections over time. It is also a not
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uncommon experience to just call pathologists featured in an article or who gave a
talk at a meeting or whom you can identify through Internet search and just “pick
their brains” regarding what they are thinking and planning. Many pathologists are
very open and perhaps through the sharing of ideas, both pathologists and their
groups can benefit. Social media should not be overlooked in this matter either. A
variety of such services have pertinent discussion groups where useful (but not in-
frequently, irrelevant) information is exchanged. And you can also create your own
page or topic groups to attract like-minded individuals from around the world who
may have valuable perspective on a topic.

Professionals for the Practice

Pathologists are acknowledged experts at what they do. Years of medical school,
residency, fellowship, and, perhaps the best training of all, actual practice, take
most pathologists to a level of specialization at which scope of practice issues with
other physicians only infrequently become an issue. Pathologists do not, however,
typically develop a similar level of expertise in some areas vital to the operation of
the practice such as legal, human resources (HR), accounting, billing, marketing,
and IT. These are infrequently available in training programs or available to only a
very limited extent and given little weight in credentialing or certifying hurdles that
trainees traverse, and hence get very little early attention. Depending on the setting
and a practice’s size and sophistication, such expertise can and should be obtained,
then maintained, and developed as the practice develops. For the hospital-employed
pathologist and some academic practices, many of these functions will be provided
by the hospital or other parent organization. Accounting, legal, billing, marketing,
management, and IT services will be provided by in-house or contracted services.
If a specialized consultant is desired, such as a consultant engaged to evaluate
expanding molecular pathology services, that person will most likely be contracted
by the hospital.

For the independent practice, however, many of these services will be selected,
contracted, and paid for by the practice. As such, the advantage of practice size to
allow for greater professional expertise in its pathologist ranks can also allow for
increased expertise in business assistance. This desire or mandate for greater access
to IT and business expertise that can be allocated over more people’s income is one
key driver in the movement to larger groups over the past decades. Depending on
the size of a practice, in-house accounting and billing may be considered. Profes-
sional management of the business aspects such as contracting can often be more
efficiently managed by a non-pathologist professional, freeing the higher dollar
pathologist to practice in their area of greatest expertise. Legal expertise can also
be improved as a practice is able to devote more resources to support functions.
Transitioning from a local general attorney who helped you incorporate a practice
and who reviews contracts to a firm with more specialized attorneys even extend-
ing to attorneys with deep knowledge of pathology can be a major step ahead for a
practice. Marketing is another area in which many practices can effectively invest.
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Developing and marketing a practice’s brand is often best managed by profession-
als. Marketing can also be used to build business and service clients with some
larger groups electing to hire full-time client service and marketing personnel. IT
can be a huge expense for practices today that will continue to increase as informa-
tion management becomes more central to a pathologist’s role in clinical care. Wise
investment in both systems and personnel with the right match for the practice’s
needs can be critical to success in the long term.

Another area for investment can be consultants. Whether a consultant is used to
advise on a specific project such as taking over histology services from the hospital
or is engaged to do a general consultation of some aspect of a practice, many times
the combination of new thinking and a new viewpoint can be a valuable investment.
Selection of consultants can be by word-of-mouth recommendation, by a Google or
LinkedIn search, or may result from hearing a consultant present at a national meet-
ing. Contracting for such specialized services should be done carefully and with a
clear idea of the desired outcomes (“deliverables™).

The decision to hire such talent versus contracting with another entity will hinge
on the scope and intensity of the desired service. Most practices would not hire
full-time legal counsel but rather would use legal help as needed with the flexibility
to engage specialized legal counsel if indicated. The volume of services simply
would not merit full-time counsel. On the other hand, many pathology practices
do the entire billing process in-house. With billing, a moderate-size practice can
generate enough work to employ a small cadre of billing personnel. For this situa-
tion, a practice must evaluate the cost of in-house billing (including overhead, HR,
etc.) versus using a billing company. In this scenario, as well, one must evaluate
the efficiency and effectiveness of the actual billing operation (see “Revenue Cycle
Management,” Chap. 4).

Case: A Consultant Finds Money

Barry Bowen is a nationally known Current Procedural Terminology (CPT) coding consultant. Big
University Pathology engaged Barry for a 1-day consult to review the billing practices, perform
a CPT and International Classification of Diseases (ICD) billing audit, and lecture the faculty,
residents, and billing staff on CPT coding. The visit was something of an eye opener. Not only did
Barry find that 5-10% of CPT codes were simply never assigned to cases, but during the lecture
there also were several instances where individual faculty piped up “Well, I don’t code that.” Dr.
Chase Smith was so fascinated by the nuances of coding, he carefully reviewed the provided hand-
outs, obtained a CPT coding manual, and subscribed to a well-regarded CPT newsletter. Within
a month, Dr. Smith was regarded as the local CPT coding expert and quickly devised a process
whereby he checked all surgical pathology coding at the end of each work day. Six months later,
Perry Johnson, the departmental business administrator, was happy to report that collections were
running some $200,000 annualized ahead of last year’s pace and that most of the positive variance
was due to Dr. Smith’s coding efforts. Dr. Smith was a hero.

Discussion: Sometimes an outside expert’s eyes (i.e., a consultant) can make a large difference.
CPT coding is something you need to get right. Over-code and risk fines or worse. Under-code
and leave money you have earned on the table. As the health-care finance environment continues
to tighten, money cannot be left on the table. Where once there may have been excess resources,
complete and correct coding now relates to meeting payroll. You should periodically review your
entire coding and billing process with more frequent focused audits similar to quality control (QC)
in the laboratory. Ideally, an outside expert can be periodically utilized to conduct a review. Judi-
cious use of consultants can be very beneficial for a practice.
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Tools for Improving the Practice

Pathologists become adept at using certain tools in their training. The microscope,
decision support database, information system, and other resources become as
much second nature as driving a car or tying ones shoelaces. Many of the elements
we have illustrated above—coding, financial statements, and such—also fall into
the category of tools that should be familiar to leaders in the practice. We strongly
recommend that pathologists and practice leaders become facile with several ad-
ditional management tools.

Process improvement using Lean and Six Sigma has become more than a busi-
ness fad since these management tools bridged the gap from the manufacturing
sector to health care over a decade ago. Yet despite that long history, it is still com-
mon to find practices cementing over the cow-path processes of the past rather than
finding the shortest ways to add value or accomplish the quality improvements
they need. Value stream mapping is one tool that can provide a useful overview of
operations and identify where the wasted effort, time, or other resources are, and
thus the targets for improvements. Spaghetti diagrams likewise can be useful to
track movement of people or product along the path to production. Identifying the
various kinds of waste in a system and empowering the organization with a culture
that drives out waste is part of the toolkit as well. Even seemingly simple disciplines
such as Five ‘S’ (Sort, Set in order, Shine, Standardize and Simplify, Sustain) can
have remarkable impacts when rigorously applied. Likewise, the use of visual cues
for process status, dummy-proofing processes, single-piece flow, and other Lean
tools accelerates the generation of quality services and products, and improves fi-
nancial and patient-care quality performance. In-depth study and practice to learn
and master the use of these tools is worthwhile for every practice.

Active cultivation of a healthy organizational culture is critical and can be one
of the outcomes of application of Lean and Six Sigma. But the ingredients for
many of the soft skills that contribute to healthy or unhealthy organizational cul-
ture are not always exclusively found in quality or financial improvement tools
such as these. Sports teams with top talent and high payrolls in lucrative markets
often underachieve because of the “locker room” effect of a misbehaving player,
or a poor manager or coach. Understanding the emotional individuality of one’s
team can be a starting point in the quality improvement effort here as well. Use
of formal testing tools such as the Myers—Briggs type indicator is not common
in pathology practices though some do and report favorable impact. Other tools
to foster healthy communication and bridge various cultural barriers, such as Erin
Meyer’s eight axes of cultural expectations or approaches, can also be useful to
defuse misunderstanding or misbehaviors stemming from differing expectations or
assumptions [1]; see Fig. 15.1.

Team-building exercises, or use of organizational consultants and facilitators
have also been productive in our experience, particularly when the leadership of a
practice or organization is part of the conflict that may be 