
© 2022 Kaufman, Hall & Associates, LLC. All Rights Reserved. This article may not be mass produced or 
modified without the express written consent of Kaufman, Hall & Associates, LLC.

kaufmanhall.com 1

H ealth systems and physician 

practices—both independent and 

employed—could benefit from taking a 

fresh look at their affiliation options. 

Many health systems, responding 

in part to a competitive threat from 

an unprecedented array of investors 

in physician practices, have pursued 

an employment strategy. Employment 

promises tighter alignment with 

physicians, but it has come at a cost, 

which has been aggravated in recent months by rising 

labor and supply expenses. The October 2022 edition of 

Kaufman Hall’s Physician Flash Report indicates that the 

average investment (or subsidy) per physician FTE has 

climbed from $224,165 in Q3 2020 to $306,404 in Q2 2022.

Employed physicians enjoy greater income stability 

but give up autonomy over operational decision-making. 

They also might worry that they are missing out on 

some of the affiliation options and financial opportunities 

currently available in the marketplace to their 

independent colleagues. 

For independent physicians, the potential financial upside 

of a private equity investment, for example, may be balanced 

against concerns over the duration of the partnership or the 

long-term viability of new care delivery models that have 

not yet been fully proven. Affiliation with a health system 

might offer a longer-term relationship and, depending 

on the degree of alignment, still allow opportunities to 

experiment or pilot initiatives with other partners.

Taking a Fresh Look at Affiliation Options for 
Physicians and Health Systems

Finding the best fit

For all parties, the starting point in rethinking their 

affiliation strategy is a series of questions:

 � What do I want an affiliation to achieve? 

 � Are our current affiliation arrangements aligned 
with these goals?

 � Are there affiliation models that would better  
serve these goals?
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Finding the optimal affiliation structure 

will require an understanding of the 

parties’ differences as well as their points 

of agreement. These differences will be 

the primary focus of negotiations.
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Figure 1 outlines a range of affiliation models along a 

continuum from a lower to higher degree of alignment. 

Many of these are two-party affiliation models but several 

may involve additional parties (e.g., a private-equity 

investor in a joint venture or a health plan partner in a risk-

sharing clinical integration model):

 � Models with a lower degree of alignment would be 

appropriate if, for example, physician autonomy is a high 

priority, the parties wish to pilot or experiment with an 

affiliation while keeping other options open, or they want 

to pursue a less capital-intensive affiliation model.

 � Moving to the right on the continuum, capital 

requirements will usually increase for one or more of the 

parties, while physician autonomy will decrease under 

shared governance or ownership structures. Parties may 

perceive new risks as well, as tightly aligned structures 

are more difficult to unwind and heightened capital 

investments increase business risk. 

 � Moderate and material alignment models can, 

however, increase the possibility of financial returns 

(in, for example, a joint venture or risk-sharing model) or 

financial stability (in an employment model), especially for 

physician partners. Tighter financial and clinical alignment 

can also improve contracting opportunities for all parties 

by creating a broad, integrated network for payer/

provider partnerships or direct-to-employer initiatives.

Considerations for creating or  
rethinking an affiliation

For each party, their answers to the questions above will help 

locate their starting point on the physician affiliation model 

continuum. Because it is unlikely that all parties to a current or 

potential affiliation will find that their answers are in perfect 

alignment, arriving at the optimal model that balances the 

objectives of all parties might require some movement up 

or down the continuum from that starting point.

Figure 1: Physician Affiliation Model Continuum

 � Recruitment support
 � Medical directorship
 � Call coverage
 � Independent Practice 

Association (IPA)

 � Clinical co-management
 � Service line co-management
 � Joint ventures (ASCs, 

freestanding infusion or 
radiology or real estate, etc.)

 � Management services 
organization partnership

 � Clinically Integrated Network

 � Employment
 � Integrated PSAs  

(e.g., "employment lite")
 � Clinical integration with 

financial risk-sharing  
(e.g., joint capitation, material 
ACO risk, bundled payments)

The optimal affiliation structure will balance the clinical, strategic, and financial objectives of all parties
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Finding the optimal affiliation structure will require an 

understanding of the parties’ differences as well as 

their points of agreement. These differences will be 

the primary focus of negotiations. Before parties begin 

the negotiation process, they should know where they 

are willing to compromise and where they are not. They 

should also understand that the complexity of negotiations 

will not always track the degree of alignment; it can be 

more difficult to negotiate a joint venture agreement 

with moderate alignment that satisfies all parties, for 

example, than to execute the sale of a physician practice 

to pursue an employment model of affiliation with a 

high degree of alignment.

The most sensitive negotiations likely will be around 

current affiliations that are not meeting the needs of 

one or more of the parties. In many instances involving 

an affiliation between a health system and a physician 

practice, both parties will want to continue their 

relationship even if the current affiliation is not fully 

meeting the parties’ goals. If the desire to change the 

nature of the current affiliation is not mutual, the party 

seeking the change should be ready to make a clear and 

objective case of why the affiliation is not working and—

assuming a continued relationship is desirable—have 

one or more alternative affiliation models to propose to 

For more information, please contact Matthew Bates (mbates@kaufmanhall.com),  
Kris Blohm (kblohm@kaufmanhall.com), or Nora Kelly (nkelly@kaufmanhall.com).

In many instances involving an  

affiliation between a health system 

and a physician practice, both parties 

will want to continue their relationship 

even if the current affiliation is not 

fully meeting the parties’ goals.

the other party, along with an explanation of why these 

alternatives would be a preferable option. If an alternative 

cannot be agreed upon, the parties will have to decide 

whether it is better to remain with the existing structure 

or part ways.

Conclusion: Adapting to an  
evolving marketplace

As the healthcare marketplace continues to evolve, posing 

new challenges and creating new opportunities, so too do 

the affiliation models—and affiliation partners—that will 

best meet current and future needs. The profound changes 

of the past few years make this an ideal moment to take a 

fresh look at your affiliation needs and strategy.
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