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Assessing the FMV of EMRs
By Chris W. David CPA/ABV, ASA

Electronic medical records (“EMR”) and EMR systems (software and hardware) are being 
discussed more every day in the healthcare industry. When we hear “EMR”, we might think 
of HIPAA and privacy concerns, or perhaps the operational efficiencies and cost-savings 

that EMR systems can provide. However, we haven’t heard very much about the fair market 
value (FMV) of EMRs, until now.

At a time when hospitals 
are purchasing medical 
practices at a rapid pace, the 
controversial topic of the 
fair market value of EMR 
is coming up more often.  
Physicians who are selling 
their practice to hospitals 
are strongly negotiating for 
a fair and just compensation 
for their EMR files and EMR 
systems.  This is in sharp 
contrast to some buyers who 
are affording no value for EMRs.

EMR systems are a significant 
investment for a physician 
practice. An EMR system can 
cost anywhere from $200,000 
to $1M depending on the size 
of the practice. In addition, 
there is the time invested in 
implementation, training, 
and scanning/digitizing the 
hardcopy medical records.  
It’s no wonder a physician 
group selling their practice 
will bargain hard for the sale 

of their EMR files and EMR 
system, along with the rest of 
their practice assets. 

Several factors and concerns 
need to be addressed before 
deciding whether an EMR 
system can and will be 
transferred in a sale.  First, 
the hospital-buyer may not 
want to purchase/own the 
EMR system (i.e. hardware 
and software) because they 
have already invested in their 
own system. Then there is 
the question of whether the 
EMR files of the physician-
seller are compatible 
with the hospital’s EMR 
system.  Currently, there 
is no universal file format, 
but industry insiders tell 
Healthvalue Group there is an 
effort to standardize EMR file 
formats. 

So, if a hospital-buyer desires 
to own/purchase the patient 

EMR files or the entire EMR 
system, how can the fair 
market value be properly and 
correctly estimated?  

Valuing the EMR 
System
An EMR system includes 
hardware -- typically a 
dedicated server and storage, 
and also the software.  The 
cost approach is the most 
common and appropriate 
methodology to estimate 
the fair market value of the 
hardware and software of the 
EMR system.  It is important 
to note that the premise of 
value with respect to the cost 
approach assumes the subject 
assets are “in place”, and the 
cost approach to valuation 
attempts to build-up all the 
costs incurred to re-create 
or duplicate the asset, which 
means on-site and fully 
functional.  

Valuation of the computer 
hardware is rather straight 
forward.  It is normally 
appraised according to its 
depreciated cost basis, much 
like most other furniture, 
fixtures, and equipment.  
The valuation of the 
software component is more 
complicated.  First you have 
to answer the question: Is the 
software leased or licensed 
(purchased)?   
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Conversely, a survey conducted by the 
business consulting firm Hay Group 
indicates physician compensation should 
increase by 2.6 percent in 2013. Hay 
Group’s conclusion is based on a survey 
of 1,212 hospitals across the nation. 
The Hay Group surveys found that 
hospitals increased physician salaries 
at an average of 2.9 percent in 2012, 
up from a 2.5 percent increase in 2011. 
While physicians welcome any projected 
pay increase, relative to 2011 there was 
some slowing in the growth rate of 
physician compensations in 2012 as well 
as the projected 2013 salary raises. It is 
believed that concerns about the economy, 
Obamacare, and the election season made 
employers more cautious in 2012 relative 
to 2011.

The Medscape report reveals that 
frustration is mounting and doctors in 
every specialty are bracing for what they 
expect to be further income declines 
related to the Affordable Care Act as 
well as the further implementation of 
ACOs and required treatment and quality 
guidelines.

“Physicians’ sense of worry may be greater 
than the reality, but it’s understandable,” 
said Judy Aburmishan, CPA, a partner 
in FGMK, LLC in Chicago, a firm that 
represents physicians and other healthcare 
providers . Hospitals are buying up private 
practices both in primary care and the 
specialties. The tacit message they send 
out is that if you don’t join us, you won’t 
survive. There is great uncertainty and fear 
about what healthcare reform will mean 

for physicians once it’s fully implemented.

Some of the significant findings from 
Medscape’s 2012 report include the following:

1. The top-earning specialties in 2012 
were the same as in the previous year, 
even though their incomes declined 
in general. In 2012, radiologists and 
orthopedic surgeons again topped 
the list at a mean income of $315,000, 
followed by cardiologists ($314,000) 
and anesthesiologists ($309,000). 
The same 4 specialties were in the 
leading positions in last year’s survey. 
The bottom-earning specialties 
also remained similar: pediatrics 
($156,000), family medicine 
($158,000), and internal medicine 
($165,000).

According to Medscape’s 2012 Physician Compensation Survey Report, physician income overall has declined since 2010. 
Medscape’s compensation survey report is based on a survey that garnered responses from more than 24,000 U.S. physicians 
representing 25 specialties. 

Current Trends in Physician Compensation – A Mixed Bag
By Chris W. David CPA/ABV, ASA

— continued on page 8
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“substantial fraud and abuse risk” and 
are unlikely to hold up under the federal 
Anti-Kickback Statute because physician-
owners may be unduly influenced by 
financial incentives. Therefore, the extent 
to which PODs do comply with the Anti-
Kickback Statute depends on the intent 
of the parties, but that intent may be 
evidenced by such characteristics as the 
POD’s legal structure and the operational 
safeguards that it may or may not put in 
place. Questionable organizational features 
of PODs specifically listed by the OIG 
include; 

1. selecting investors because they are 
in a position to generate substantial 
business for the entity; 

2. requiring investors who cease 
practicing in the service area to divest 
their ownership interests; and 

3. distributing extraordinary returns on 
investment compared to the level of 
risk involved.

The OIG believes there is an inherent risk 
in PODs that sell implantable medical 
devices mainly because these devices are 
typically “physician preference items.” 
Physicians often dictate the brand and 
type of implantable medical devices that 
hospitals or ambulatory surgery centers 
buy and stock for surgical procedures. The 
OIG is concerned that physicians could be 
induced to: 

1. perform more, or more extensive, 
procedures than are medically 
necessary and/or 

2. use the device that the POD sells 
instead of a device that is potentially 
more clinically appropriate. 

Furthermore, the OIG believes that such 
financial incentives may foster corrupt 
medical judgment, increased health care 
costs, and unfair competition. 

The OIG identifies the following Red 
Flags:

■■ The size of the investment offered 

to each physician varies with the 
expected or actual volume or value of 
devices used by the physician.

■■ Physician-owners that are few in 
number, such that the volume or 
value of a particular physician-
owner’s recommendations or 
referrals closely correlates to 
that physician-owner’s return on 
investment.

■■ Physician owners that alter their 
medical practice after or shortly 
before investing in a POD (for 
example, by performing more 
surgeries or more extensive surgeries, 
or by switching to using their PODs’ 
devices on an exclusive or nearly 
exclusive basis).

■■ Distributions are not made in 
proportion to ownership interest, or 
physician-owners pay different prices 
for their ownership interests, because 
of the expected or actual volume or 
value of devices the physicians use.

■■ Physician-owners condition their 
referrals to hospitals or ASCs on 
their purchase of the POD’s devices 
through coercion or promises, for 
example, by stating or implying 
they will perform surgeries or refer 
patients elsewhere if a hospital or 
an ASC does not purchase devices 
from the POD, by promising or 
implying they will move surgeries to 

the hospital or ASC if it purchases 
devices from the POD, or by 
requiring a hospital or an ASC to 
enter into an exclusive purchase 
arrangement with the POD.

■■ Physician-owners are required, 
pressured, or actively encouraged to 
refer, recommend, or arrange for the 
purchase of the devices sold by the 
POD or, conversely, are threatened 
with, or experience, negative 
repercussions (e.g., decreased 
distributions, required divestiture) 
for failing to use the POD’s devices 
for their patients.

■■ The POD retains the right to 
repurchase a physician-owner’s 
interest for the physician’s failure 
or inability (through relocation, 
retirement, or otherwise) to refer, 
recommend, or arrange for the 
purchase of the POD’s devices.

■■ The POD is a shell entity that does 
not conduct appropriate product 
evaluations, maintain or manage 
sufficient inventory in its own facility, 
or employ or otherwise contract with 
personnel necessary for operations.

■■ The POD does not maintain 
continuous oversight of all 
distribution functions.

■■ When a hospital or an ASC requires 
physicians to disclose conflicts of 
interest, the POD’s physician-owners 
either fail to inform the hospital or 
ASC of, or actively conceal through 
misrepresentations, their ownership 
interest in the POD.

The OIG identifies the list above as only 
helpful guidance and is not a blueprint for 
compliance (i.e., it is not the equivalent 
of a safe harbor under the Anti-Kickback 
Statute).
The content of this article is intended to provide 
a general guide to the subject matter. Specialist 
advice should be sought about your specific 
circumstances.

On March 26, 2013, the Office of Inspector General (OIG) issued a Special Fraud Alert pertaining to Physician-Owned 
Distributors (POD). The Alert is consistent with an ongoing theme of concern regarding compliance with the Anti-Kickback 
Statute (42 U.S.C. 1320a-7(b)) and the “inherently suspect” nature of PODs. In the Alert, the OIG indicates that PODs produce 

The OIG’s Fraud Alert on PODs
By Chris W. David CPA/ABV, ASA
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Driving Value in a Surgery Center
By Chris W. David CPA/ABV, ASA

■■ Growth – what is the historical 
growth of net revenues and case 
volume? More importantly, what is 
the forecast and how confident are 
the forecasts?

■■ Specialty Mix – what is the average 
net reimb of the predominate cases?

■■ Payor mix – Are there good payor 
contracts in place? Are the contracts 
expiring anytime soon? What 
percentage of the cases are out-of-
network?

■■ Physician-member participation 
– what percent of the cases are 
performed by non-members and 
what percentage is performed by the 
members?

■■ Certificate of Need – Is the center in a 
CON state? CONs limit competition.

■■ New Physician-Investors – what 
are the prospects for recruiting new 
physician-investors? 

■■ Age of Current Physician-Investors – 
are any of the investors retiring soon?

Based on our experience in valuing ambulatory surgery centers, we have identified a 
number of factors that can impact the fair market value of a surgery center. 

 The value drivers include:

Tips for a Proper and Effective  
Asset Purchase Transaction 
Many physician practice acquisitions 
are essentially a purchase of the 
tangible assets of the medical practice. 
Here are some tips for an effective and 
thorough transaction.

■■ Hire a qualified appraiser to 
estimate the fair market value of 
the assets.

■■ Have the appraiser take a full on-
site inventory of the fixed assets 
to be purchased. Some assets 
could have been purchased and 
expensed, and do not show up on 
the fixed asset schedule.

■■ Obtain the depreciation schedule 
from the medical practice. This 
provides pertinent data, such as 
purchase date and purchase cost. 
This information is vital for an 
accurate appraisal.

■■ Reconcile the physical inventory 
with the items on the fixed asset 
schedule.

■■ Be sure not to include disposables, 
supplies or pharmaceuticals. 

■■ Be sure the appraiser does not 
count the personal effects of the 
physician-sellers.

■■ Do not mistakenly count the 
equipment in the lab that typically 
belongs to the outside lab (i.e. 
LabCorp or Quest Diagnostic).

■■ Be sure not to include leased office 
equipment (operating lease). 

■■ Leased equipment (capital leases) 
should be either purchased out-
right from the leasing company 
or the lease should be properly 
assigned to the buyer.

HVG Quick Tip
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Some EMR vendors lease the software 
to the practice/providers and others sell 
and license the program.  If the medical 
practice leases the EMR system, it is not 
an asset they have legal title to, and it 
cannot be bought and sold.  Also, if the 

system is leased, there will likely be an 
assignment fee charged by the vendor. If 
the system was purchased by the medical 
practice, there will typically be a transfer 
fee charged by the vendor to re-license the 
software in the name of the new hospital-

owner.  An EMR system is normally 
designed and implemented around the 
providers, so there is not much re-design 
or implementation involved.  Below is a 
list of some of the costs associated with 
re-creating an EMR system.

Valuing the EMR Patient Files
In some cases, a buyer of a physician 
practice may desire to own and purchase 
only the electronic patient files if they 
are compatible with their own EMR 
system.  The most suitable and appropriate 
method utilized to estimate the fair 
market value of a collection of EMR 
files is a cost approach.  The income 
approach is not appropriate because it is 
very difficult to identify an accurate and 
measurable income stream associated 
with an electronic patient file.  The market 
approach is not applicable because patient 
files are not traded on active market.

The cost approach attempts to build-
up all the necessary costs associated 
with re-creating or duplicating a single 
patient EMR.  A single patient EMR is 
normally created by physically scanning 
the hardcopy pages of each file into the 
appropriate file format. Therefore, the 
cost to re-create an electronic patient file 
is comprised of the actual time it takes a 
medical records clerk to physically unbind, 
handle, and scan each page of a patient file.  

In order to perform this calculation, the 
following information/data is required:

1.  Employee Cost – What is the effective 
employee cost per hour for a medical 
records clerk? 

2. File Scanning Time – What is 
the estimated time it takes a clerk 
to physically scan a single page?  
Depending on the scan resolution 
and speed of the office machine used, 
a clerk can scan 45 pages per minute, 
plus file handling time.

3. Average Number of Pages per File –  
It is not feasible to count every page 
of every active patient file.  A random 
sampling is an acceptable solution.

4. Number of Active Patient Files – This 
figure is normally determined by the 
seller.

EMR System - Owned EMR System - Licensed
Re-licensing fee Assignment fees
Training and implementation costs Training and implementation costs
Depreciated cost of software

Example Calculation

Annual Compensation for Medical Records Clerk

Medical Records Clerk - National Median1 $ 42,136 
Annual Hours $ $2,080 
Hourly Compensation Cost $ 20.26

File Scanning Time

Estimated Number of Pages per Patient Medical Record2  50 
Scanning Speed; PPM (pages per minute)3  45 
Number of Minutes to Scan 1 file  1.1 
Clerk File Handling - Minutes per File  5.0 
Total Minutes to Handle and Scan 1 File  6.1

Estimated Time Incurred per File (minutes)

Total Minutes to Handle and Scan 1 File  6.1 
Total Active Patient Electronic Medical Records4  5,000 
Total Scanning Minutes  30,555.6 
Total Scanning Hours  509.3 
Hourly Compensation Cost $ 20.26 
Estimated FMV of 5,000 EMR (rounded) $ 10,000

Footnotes
1 Obtained from Salary.com; includes base salary, bonuses and benefits 
2 Based on random sampling 
3 Panasonic KV-S1046C 
4 Determined by physician office

The example above represents a basic estimation of the FMV of EMRs and also provides 
some helpful considerations and questions for the parties to a transaction. A true and 
accurate fair market value of an EMR system and/or EMR files should be based on the 
specific facts and circumstances of the particular medical practice and transaction.  

Assessing the FMV of EMRs — continued from page 1

Applying these factors into a model potentially looks like the following:
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owned ancillary services.  Mr. Patterson can be contacted at 
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 Christopher Adelman
  Christopher Adelman is counsel to 

the firm of Adelman, Sheff & Smith in 
Glenwood Springs, CO.  His focus is on 
hospital and healthcare law, healthcare 
compliance, corporate and business law, 
real estate, and litigation.  He handles a 
broad range of issues, including acting 
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includes hospital-physician relationships, 
medical staff bylaws and governance, 
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compliance, patient care and consent 
issues, risk management and liability 
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healthcare practice, He also works with 
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matters.  Mr. Adelman can be contacted at 
chrisadelman@hospitallaw.com.

5 Health Law Attorneys to Know
By Karen Roth Osband



7
www.healthvaluegroup.com

HealthValueDigest

Agents from the FBI and the U.S. 
Department of Health and Human 
Services Office of Inspector General today 
also began executing search and seizure 
warrants in connection with an ongoing 
investigation of alleged Medicare and 
Medicaid fraud schemes at the hospital 
involving emergency room evaluation, 
testing and observation services that 

were not medically necessary, as well 
as medically unnecessary sedation, 
intubation and tracheotomy procedures 
performed on patients. Approximately 
$2 million in Medicare reimbursement 
payments was seized today from various 
bank accounts.

Sacred Heart Hospital is a 119-bed 
acute care facility located in Chicago. 

Approximately 40 in-patients were in the 
hospital this morning, and representatives 
of the HHS Centers for Medicare and 
Medicaid Services (CMS) were on site and 
coordinating with the Illinois Department 
of Healthcare and Family Services to 
ensure continuity of patient care.
Source: Health Care Compliance Association 
website

were reimbursed by federal health care 
programs.  The lawsuit alleges that the 
payments violated the Anti-Kickback 
Statute and, as a result of Novartis’s 
unlawful conduct, the government 
paid false claims for reimbursement for 
Novartis pharmaceutical products. 

Novartis, allegedly, systematically violated 
the Anti-Kickback Statute from January 
2001 through at least November 2011.  
Novartis is said to have violated the Anti-
Kickback Statute by paying doctors to 
speak about certain drugs, including its 
hypertension drugs Lotrel and Valturna 
and its diabetes drug Starlix, at events 
that were nothing more than social 
occasions for the doctors.  The payments 
and lavish dinners given to the doctors 
were, in reality, kickbacks to the speakers 
and attendees to induce them to write 
prescriptions for Novartis drugs.  In many 
instances Novartis made payments to 
doctors for purported speaker programs 
that either did not occur at all or that had 
few or no attendees, and thousands of 
programs were held all over the country at 
which few or no slides were shown and the 

doctors who participated spent little or no 
time discussing the drug at issue.

Many speaker programs were also held 
in venues where it would have been 
virtually impossible for any presentation 

to be made, such as on fishing trips off 
the Florida coast.  Other Novartis events 
were held at Hooters restaurants. It is 
alleged that Novartis also frequently 

CHICAGO - The owner and another senior executive of Sacred Heart Hospital and four physicians affiliated with the west side facility 
were arrested today for allegedly conspiring to pay and receive illegal kickbacks, including more than $225,000 in cash, along with other 
forms of payment, in exchange for the referral of patients insured by Medicare and Medicaid to the hospital.

The Justice Department announced in April that the United States has filed a second civil false claims lawsuit against Novartis 
Pharmaceuticals Corp. involving alleged kickbacks paid by the company to health care providers.  The government’s complaint seeks 
damages and civil penalties for paying kickbacks to doctors to induce them to prescribe Novartis pharmaceutical products that 

Sacred Heart Hospital owner,  
executive and four doctors arrested

Novartis Pharmaceuticals is Accused of Paying Kickbacks 
to Doctors in Exchange for Prescribing Its Drugs

— continued on page 8

In The News...
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treated the doctors to expensive dinners 
that they hosted at high-end restaurants.  
For example, a July 5 dinner for three, 
including the speaker, at a Washington, 
D.C. restaurant cost $2,016, or $672 
per person. Novartis also paid a $1,000 
honorarium to the speaker for this 
program.  One of the two attendees had 
attended the same program a short time 
earlier. At another program held on 
Valentine’s Day in 2006, Novartis paid 
$3,127, for a meal for two at a West Des 
Moines, Iowa restaurant, or $1,042 per 
person. In summary, Novartis spent 
millions on speaker programs yearly. 

According to Novartis’s data, during 
the period from January 2002 through 
November 2011, it spent nearly $65 
million and conducted more than 38,000 
speaker programs for just three drugs. 
In the absence of a legitimate purpose 
for many of the programs, the payments 
were nothing more than kickbacks to 
the doctors that induced them to write 
prescriptions in violation of the Anti-
Kickback Statute.

In September 2010, Novartis entered into 
a settlement with the U.S. Department 
of Justice to settle False Claims Act 
lawsuits based in part on violations of 
the AKS due to illegal remuneration 
paid to doctors and signed a corporate 

integrity agreement with the DHHS and 
the OIG agreeing to implement a rigorous 
compliance program. However, even after 
the September 2010 settlement, Novartis 
continued to conduct bogus speaker 
programs that were simply vehicles for 
paying kickbacks to doctors in the form of 
honoraria and expensive meals.

 Even after entering into the corporate 
integrity agreement, Novartis’s compliance 
program failed to prevent kickbacks from 

being paid in conjunction with Novartis’s 
speaker programs. No individual at the 
company was tasked with examining 
its speaker program data to determine 
whether the programs were used for an 
illegitimate purpose.  
Novartis, a pharmaceutical company 
headquartered in East Hanover, N.J., is a 
subsidiary of Novartis AG, an international 
pharmaceutical company headquartered in 
Basel, Switzerland. 

Novartis Kickbacks — continued from page 7

2. “Decreased reimbursement” is the 
overall buzz-phrase, yet a minority 
of specialties saw modest gains. The 
biggest income increases were in 
ophthalmology (+9%), pediatrics 
(+5%), nephrology (+4%), oncology 
(+4%), and rheumatology (+4%). 
The largest declines were in general 
surgery (-12%), orthopedic surgery 
(-10%), radiology (-10%), and 
neurology (-8%).

3. Although physicians are rushing 
toward hospital-employment, 

partners in private practice far 
outearn physicians in other work 
environments. Overall, partners in 
private practice earn significantly 
more than solo practice owners and 
employed physicians, who earn less 
than either group.

4. Doctors in all specialties are 
swamped with paperwork. A third of 
physicians (33%) spend more than 
10 hours per week on paperwork and 
administration.

5. One healthcare reform goal of 

reducing “unnecessary care” garners 
negative response. The vast majority 
(67%) of physicians said they 
won’t reduce the amount of tests, 
procedures, and treatments they 
perform (in order to comply with 
insurer treatment guidelines) either 
because the guidelines aren’t in their 
patients’ best interests or because 
doctors still need to practice defensive 
medicine.

 1 www.medscape.com

Current Trends in Physician Compensation — continued from page 2


