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f all the physician specialties that are likely to keep hospital administrators awake 
at night, anesthesia usually isn’t high on the list. Perhaps it’s because the hospital doesn’t 
depend on anesthesiologists to bring in patient volumes, so there’s no need to worry about 
them redirecting patient volumes elsewhere. Or maybe the specialty tends to a� ract 
medical students who have more amicable and easygoing personalities. 

Whatever the reason, anesthesiologists generally are good team players who keep a fairly 
low profi le. In a sense they’re like a hospital’s plumbing or electricity: there when you need 
them, usually requiring li� le maintenance, but having dire consequences should they 
suddenly become unavailable.

The prospect of such consequences o� en surfaces when the anesthesiologists inform the 
hospital executives that their group needs a large increase in fi nancial support—urgently—
in order to be fi nancially viable. Typically, though not always, this occurs in conjunction with 
the renewal of the anesthesia services agreement. 

O
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HEADING INTO THE PERFECT STORM

While every situation is unique, most resemble some 
version of the following (admi� edly, worst-case) 
scenario:

The hospital and its anesthesiologists establish 
a service agreement giving the group exclusivity 
over the anesthesia department in exchange 
for the obligation to fully staff  the department. 
The contract provides for fi nancial support from 
the hospital but off ers li� le specifi city regarding 
coverage requirements or what happens should 
those requirements change. 

Over time, the hospital expands several clinical 
programs that require anesthesia coverage. 
Much of this work occurs in remote locations 
on campus, removed from the main ORs. 
To meet the hospital’s growing needs, the 
anesthesiologists have to recruit additional 
providers, but the incremental volume 
doesn’t generate suffi  cient revenue to sustain 
competitive compensation levels.  

Some of the providers take jobs elsewhere. The 
ones le�  behind have to work that much harder, 
with increasing call frequency and fewer days 
off  a� er call. This drives more providers into the 
arms of competing organizations.

Eventually the group’s leadership realizes it’s 
heading into a death spiral. Fearing the worst, 
the group determines that it needs additional 
funding if it is going to continue providing 
services to the hospital. Refl ecting on the many 
ways in which the group feels it has surpassed 
all reasonable expectations, a sense of self-
righteous indignation ensues. Potentially with 
assistance from a third-party consultant, a 
huge “ask” is made of the hospital, with li� le 
forewarning and without clearly articulating 
what has changed to necessitate the additional 
funding.

The hospital is taken aback by this request, 
which feels a lot like an ultimatum. As Murphy’s 
Law would have it, the request comes as the 
hospital’s budget is being fi nalized for the 
upcoming fi scal year, and there’s no room in the 
budget to accommodate the anesthesiologists’ 
request. The surgeons catch wind of what’s 
happening and start questioning whether they 
can rely on the hospital to provide anesthesia 
for their cases. The hospital now has an 
unanticipated crisis on its hands—fi nancially, 
operationally, and politically. Tempers fl are, and 
the parties are now at loggerheads.
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MARKET REALITIES

While the preceding scenario may sound a bit 
melodramatic, it is not at all unrealistic; we routinely 
encounter situations that involve at least some of 
the elements described above. To be� er understand 
why this happens, consider the following:

Hospital stipends are the norm.

While some hospitals are able to get by without 
paying subsidies to their anesthesiologists, this 
is the exception rather than the rule. Nationwide, 
anesthesiologists’ collections tend to be less than 
their compensation levels. Once you add in the cost 
of benefi ts, payroll taxes, and malpractice insurance, 
the shortfall between their collections and physician 
costs becomes signifi cant—easily six fi gures on a 
per physician basis.1

Typically, this shortfall must be funded by the 
hospital. While one can speculate as to how the 
market got this way, the fact remains that it is 

this way, which can present an uncomfortable 
reality for the hospital.

Anesthesiologists are highly mobile.

Like other hospital-based specialties, 
anesthesiologists are extremely dependent on the 
hospital and its affi  liated proceduralists for patient 
volumes. This feature of the practice creates a 
vulnerability to which they are naturally sensitive. 
However, it also gives them much more latitude to 
move their practice if necessary because they don’t 
have to reestablish an outpatient clinic, build up a 
patient panel, or cultivate a referral network. As a 
result, they are highly susceptible to a� rition if they 
perceive greener pastures elsewhere.

Anesthesia is extremely sensitive to 
payer mix.

A frequent complaint that hospital executives 
hear is that the hospital’s payer mix disadvantages 
the anesthesiologists. Their reaction is o� en that 

FIGURE 1: ANESTHESIA COLLECTIONS SHORTFALL

1 Data source: ECG Physician and APP Compensation Survey. Physician costs refl ect clinical compensation plus 25% for benefi ts, malpractice 
insurance, and overhead costs.
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the hospital struggles with an unfavorable payer 
mix too, and therefore can’t be expected to right all 
wrongs related to reimbursement rates. 

That’s understandable, but it overlooks the 
fact that payer mix diff erences are much more 
pronounced for anesthesiologists than for other 
physician specialties or the hospital itself. Whereas 
150% of Medicare would be considered a good 
commercial rate for most services in most markets, 
for anesthesia the multiple is more like 300% to 
400% of Medicare.2 This is because Medicare 
uses a diff erent reimbursement methodology 
for anesthesia than for other specialties, and 
this methodology is particularly unfavorable for 
anesthesiologists. As a result, an erosion in payer 
mix is much more impactful to the anesthesiologists 
than many might assume.

Aggregators are disruptive.

Recent years have witnessed the growth of large 
national or regional anesthesia providers. These 

FIGURE 2: ANESTHESIA COMMERCIAL RATES AS A PERCENTAGE OF MEDICARE
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2 Source: “ASA Survey Results: Commercial Fees Paid for Anesthesia Services, 2021” in ASA Monitor, October 2021. ECG converted these rates to 
a percentage of Medicare using the 2021 non–geographically adjusted conversion factor of $21.04.
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professionally managed organizations have 
had great success in achieving strong positions 
within their markets, using that position to secure 
favorable payer contracts, and negotiating hard with 
their affi  liated hospitals for stipends. This in turn 
allows them to pay top dollar to their providers while 
still generating a profi t for themselves. Therefore, 
many hospitals fi nd themselves negotiating against 
a much more aggressive anesthesia partner than 
before. In other cases, they fi nd that even the 
presence of these organizations at competing 
facilities has infl ated the market for anesthesia 
providers, with spillover eff ects elsewhere.

NORA case volumes are on the rise.

Non-OR anesthesia (NORA) volumes in 
interventional radiology, cath labs, and GI labs 
represent a growing share of anesthesia cases. One 
of the problems with this trend is that scheduling 
anesthesia for these cases is o� en diffi  cult because 
it is not always known in advance which patients will 
require anesthesia. Also, these services tend to be 
provided in far-fl ung locations around the hospital 
campus, so dispatching an anesthesia provider 
becomes an ineffi  cient ma� er. In the case of ASCs, 
they o� en siphon commercial business away from 
the hospital, particularly if physicians have an 
ownership share, leaving a diminished payer mix for 
hospital surgical cases.

FINDING A SUSTAINABLE SOLUTION

While the potential pitfalls are many, and fi nancial 
support may be inevitable, developing an anesthesia 
services agreement does not need to involve a 
crisis situation. Here are some tips for managing the 
process and achieving a sustainable outcome:

Start the discussion early.

As described above, we o� en encounter situations 
where the hospital and the group are under a 

time crunch to put together a deal because the 
contract is about to expire or the anesthesiologists 
are expressing a great deal of urgency. In these 
situations, either party is prone to digging into its 
position and making unwise concessions in an eff ort 
to get a deal done, leaving li� le time to come up 
with thoughtful, creative solutions and incentive 
structures. More dialogue, sooner, is the way to go.

Defi ne anesthesia requirements—and a 
process for changing them.

Related to the above point, if the hospital is going 
to provide potentially millions of dollars annually 
in fi nancial support (o� en a majority of the 
group’s total funding), there should be very clear 
expectations about what it can expect in return. 
Further, these requirements (and associated 
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funding) should be fl exible to accommodate 
changes in the hospital’s needs as well as broader 
market realities.

Consider the group’s strategy 
and operations.

Understand how the group is organized and how it 
manages itself internally, particularly if the group 
covers multiple facilities. You may fi nd that the 
group’s internal compensation distribution plan 
doesn’t align with the hospital’s needs. For example, 
funding from all sources may be pooled at the 
group level and distributed in ways that don’t mirror 
how the funding was generated. In that case, even 
with signifi cant fi nancial support, providers may 
be reluctant to practice there, and the group will 
struggle to deliver on its commitments. There may 
need to be assurances that the funding provided by 
the hospital will be actually be used to support the 
providers who practice there.

Look for operating effi  ciencies.

Hospital operators have to manage a delicate 
balancing act between OR availability and OR 
utilization; what’s effi  cient and convenient for the 
surgeons is usually not what’s effi  cient and cost-
eff ective for the hospital or the anesthesiologists. 
Tackling issues such as block time utilization, late 
starts, add-on cases, and the like is never easy, but 
when the alternative is having to pay several million 
additional dollars in annual anesthesia stipends, the 
necessity of doing so becomes more apparent.

Make sure you have the right provider mix.

Care team models are o� en less expensive 
than an all-physician model, which may present 
an opportunity to economize. But this is not 
guaranteed; an anesthesiologist-to-CRNA 
ratio above 2:1 is typically required for it to be 
economically advantageous, and that can be 

hard to maintain depending on the case mix, the 
number and location of anesthetizing locations, 
etc. Additionally, not all anesthesiologists are 
comfortable supervising CRNAs, and not all 
surgeons may be comfortable with this model. 
Optimizing the provider mix will require careful 
planning and provider buy-in.

Beware “death by benchmarking.”

As with compensation arrangements for any 
specialty, reliance on industry benchmarks is both 
very common and fraught with challenges. For 
example, median compensation is o� en treated 
as the minimum standard for se� ing physician 
compensation, and various incentives and 
supplemental payments get added to that amount, 
pushing the total package much higher. This may 
ignore local market conditions, which could result 
in lower compensation rates; remember, half of all 
providers earn less than the median, by defi nition. 

Also, there are no widely accepted benchmarks 
for anesthesiologist productivity or work eff ort. 
Total hours worked, frequency and intensity of call 

Developing an 
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(both restricted and unrestricted), physical dispersion of anesthetizing locations, supervision of CRNAs, and 
other factors can dramatically aff ect an anesthesiologist’s workload. All of these are diffi  cult to measure, and 
therefore, reliable benchmarks for them do not exist. This is as much an art as a science, so be wary when 
someone claims they are citing an “industry standard.”

Maintaining availability of anesthesia services is a nonnegotiable priority for any hospital, and depending on 
the environment, paying some form of fi nancial support is unavoidable. Obviously, fi nding a solution that is 
sustainable for both parties is the goal; however, we have seen instances where the hospital paid too much 
and expected too li� le in return, and also where insuffi  cient funding led to a crisis. Following the principles 
described above should help to navigate between these two extremes.
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