


 
 

During the past year our Chapter provided more than 5,250 educational hours to members / 
non-members through workshops, conferences and seminars.  We successfully partnered with 
local and regional HFMA Chapters to provide excellent educational and networking 
opportunities and for the second time we hosted the Tri-State Winter Institute held in Tunica, 
Mississippi.  Our Chapter incorporated in the state of Illinois, implemented a new Davis 
Chapter Management balanced scorecard and integrated several local operations with 
National.  What a great year! 
 
I close by expressing how fortunate I’ve been to have served as your President during the past 
year.  I continue to be honored by your confidence placed in me.  I would like to first thank my 
family and Horne-LLP for allowing me the time to dedicate to our Chapter, a debt I will never be 
able to repay.  I would also like to thank the Officers and Board for their continued support of 
the Chapter and of me during this year.  Without each of you, our Chapter’s accomplishments 
would not have been possible.  To Woody White, thank you for asking the members to get 
involved, and yes, someone was listening to your speech.  And finally, to David Williams, thank 
you for making that telephone call that started my journey with the Mississippi Chapter. 
 
I will never forget the experiences afforded me during these past 12 months.  Thank you again 
and I look forward to seeing each of you at our next meeting. 
 
David 

 
 

 
By Charles T. Hardee, Jr., Horne LLP, Hattiesburg, MS, and Kimberly L. Cappleman, Phelps 

Dunbar LLP, Tupelo, MS 
 

 
In the September 5, 2007 Federal Register, the Centers for Medicare and Medicaid Services 
(CMS) published the Stark II Final Rule, Phase III (Phase III), which became effective on 
December 4, 2007.1 In response to an overwhelming number of public comments after the 
2004 publication of Phase II, several of the changes brought about by CMS in Phase III 
addressed concerns about Stark restrictions on recruitment of physicians through the use of a 
series of amendments to the Physician Recruitment Exception (Recruitment Exception). 
Compensation arrangements that meet the requirements of this exception are afforded relief 
from the strict liability provisions of the Stark Law. Under previous rules, recruitment incentives 
could be offered by hospitals and federally qualified health centers. With Phase III, CMS 
expanded the exception to allow rural health clinics to offer these incentives.  
 
Despite added complexity of Phase III amendments to the Recruitment Exception, CMS 
maintained its position that it has reduced the regulatory burden on the health care industry.2 
More specifically, CMS relaxed certain provisions of the Recruitment Exception in response to 
the growing national shortage of physicians.  
 
According to a 2006 report3 by the Health Resources and Services Administration of the U.S. 
Department of Health and Human Services, a projected shortfall of approximately 55,000 
physicians is expected by 2020, if current trends continue. The full-time equivalent physician 
supply is projected to grow to 866,400 by 2020, while demand for physicians will increase to 
921,500, due to the growth and aging of the U.S. population. Hence, physician recruitment will 
grow in relative importance to the U.S. health care industry, affecting hospitals and other health 
providers. Faced with increasing future demand for physicians that outpaces estimates for 
future supply, CMS has chosen to create further adaptations to the Recruitment Exception; in 
some cases, additional clarity and generous relief (in relation to prior rulemaking), and in 
others, more complex restrictions. 
Geographic Area 
 

 
Page 2 of 11 



 
 

 
Page 3 of 11 

The Recruitment Exception is designed to protect remuneration by a hospital (or other 
permitted facility named above) to induce a physician to relocate his or her practice to the 
geographic area served by the hospital. As defined under Stark, a hospital’s geographic area is 
the lowest number of contiguous zip codes from which the hospital draws 75 percent of its 
inpatients. Phase III clarifies this definition as follows: 
 

• A hospital drawing fewer than 75 percent of its inpatients from all of the contiguous 
zip codes from which it draws inpatients will be deemed to serve a geographic 
area composed of all of the contiguous zip codes from which the hospital draws 
inpatients. 

 
• The geographic area served by a hospital can include a zip code from which it 

draws no inpatients, if that zip code is entirely surrounded by zip codes in the 
geographic area from which the hospital draws 75 percent of its inpatients.4 

 
A rural hospital has the option of determining its geographic service area using the lowest 
number of contiguous zip codes from which the hospital draws at least 90 percent of its 
inpatients or, if the hospital draws fewer than ninety 90 percent of its inpatients from all of the 
contiguous zip codes from which it draws inpatients, the geographic service area may include 
certain noncontiguous zip codes. A rural hospital may also recruit physicians to an area outside 
the geographic area served by the hospital if it obtains an advisory opinion determination from 
CMS that the area has a demonstrated need for the recruited physician. 
 
Relocation Requirement 
 
The Recruitment Exception mandates that a physician relocate his or her practice into the 
geographic area served by the hospital and either (1) the physician moves his or her practice 
at least 25 miles or (2) the physician’s new medical practice derives at least 75 percent of its 
professional fee revenues from services provided to new patients (including hospital inpatients) 
not previously seen or treated by the physician in his or her prior medical practice during the 
preceding three years (Relocation Requirement). In Phase III, CMS further expands the 
Relocation Requirement by clarifying that a recruited physician must relocate his or her 
medical practice from outside to inside the geographic area served by the hospital. 
 
In addition, CMS clarified those categories of physicians to which the Relocation Requirement 
does not apply. Prior to Phase III, physicians excluded from the Relocation Requirement were 
residents and physicians who had been in practice for less than one year. Under Phase III, 
CMS exempted from the Relocation Requirement any physician who was employed full-time 
for at least two years with a Federal or state bureau of prisons, the U.S. Department of 
Defense, the U.S. Department of Veterans Affairs, or the Indian Health Services, as long as the 
physician did not maintain a private practice in addition to such full-time employment.  
 
Hypothetical Example 
 
Healthcare Memorial, a critical access hospital located in Jefferson County, a rural area, seeks 
a physician to provide services within its community, as well as serve on the hospital’s medical 
staff. A small family practice clinic located in the hospital’s community recently closed due to 
the practicing physician’s retirement. In its effort to maintain health care services in the local 
community, the hospital is actively recruiting a physician to begin a new primary care clinic.  
 
Additional facts: 
 

• Healthcare Memorial is a 25-bed facility providing cardiology and medicine 
services. 

• Healthcare Memorial primarily draws its inpatients from Jefferson and Leonard 
counties. An analysis of patient origin indicates that 93.7 percent of inpatients are 
from the two-county area. Medicine University Hospital, located 120 miles north of 
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Healthcare Memorial in Ratliff County, obtains it’s a large portion of its inpatients 
from counties adjacent to Healthcare Memorial’s geographic area. 

 
Healthcare Memorial has entered into negotiations with Dr. John Smith, a general practitioner 
currently practicing in Ratliff County. In its recruitment efforts, Healthcare Memorial has offered 
Dr. Smith a recruitment incentive to induce him to relocate his medical practice to Healthcare 
Memorial’s geographic area.  
 
Issue: Does the Recruitment Exception under Phase III permit Healthcare Memorial to provide 
a recruitment incentive to Dr. Smith to induce the relocation of his practice to Healthcare 
Memorial’s geographic area? 
 
Conclusion: Provided the arrangement otherwise complies with 42 CFR §411.357(e)(1), 
Healthcare Memorial may provide a recruitment incentive to Dr. Smith based on the following 
considerations: 
  

• Healthcare Memorial will recruit Dr. Smith into its geographic area, which includes 
Jefferson and Leonard counties, and 

• Dr. Smith will relocate his medical practice from outside to inside Healthcare 
Memorial’s geographic area. 

• Dr. Smith will be moving his practice approximately 120 miles, more than the 
required 25-mile minimum under the Relocation Requirement. 

 
Recruitment to Existing Practice 
 
In the case of recruitment incentives paid directly or indirectly to a physician who joins an 
existing physician practice, the Recruitment Exception requires that the written agreement be 
signed by both the physician and the practice5 and, except for actual out-of-pocket expenses 
incurred by the existing practice, the remuneration must be passed through to or remain with 
the recruited physician. In addition, special requirements exist for recruitment incentives that 
take the form of an income guarantee. 
 
Previously, a hospital could provide only limited overhead assistance to an existing medical 
group that recruited a physician to join the practice under a hospital-financed income 
guarantee arrangement. As provided for under Phase II, the costs allocated by the existing 
practice to the recruited physician under an income guarantee were limited to actual additional 
incremental expenses attributed to the new physician, even if the new physician was recruited 
to replace a member of the medical group who retired, relocated, or died.  
 
However, under Phase III, this requirement was relaxed in the case of a physician relocating 
into an existing practice in a rural area or Health Professional Shortage Area (HPSA) to replace 
a departed physician who retired, relocated (out of the service area), or died during the 
previous 12-month period. Under Phase III, the cost allocated by the physician group to the 
recruited physician cannot exceed the actual additional incremental costs attributable to the 
recruited physician or the lower of a per capita allocation of the medical group’s overhead costs 
or 20 percent of aggregate overhead costs of the group. In Phase III, CMS further clarifies that 
the term, “income guarantees” includes any type of income guarantee, including guarantees 
measured by gross income, net income, or revenues. 
 
 
 
 
Hypothetical Example 
 
Located in rural Jackson County, Wellness Surgical Group (“the Group”), a three-physician 
general surgery practice, is considering replacing a former fourth physician- member who 
retired from part-time practice earlier in the year. The Group is interested in replacing the 
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retired physician with a full-time general surgeon. Treatment General Hospital (“TGH”), also 
located in Jackson County, utilizes the services of the Group and is very supportive of the 
Group’s efforts to replace the retired physician. Moreover, TGH has agreed to provide an 
annual $250,000 net income guarantee for the physician’s first year of employment with the 
Group to induce the physician to relocate to TGH’s service area, become a member of TGH’s 
medical staff and join the Group. 
 
The Group employs various medical personnel, including a part-time surgical technician and a 
medical assistant. These personnel were adequate to support the physicians, including the 
retiring part-time physician, and related cases at the Group. However, management of the 
Group is aware that the replacement of the retired physician with a full-time physician would 
require additional support personnel. 
 
After several months of negotiations, TGH and Group successfully recruited Dr. John Smith, a 
general surgeon who had recently completed his residency.  
 
With the addition of Dr. Smith, who was hired on a full-time basis, additional support personnel 
were required. To alleviate the problem, the Group increased the hours of the part-time 
surgical technician and the medical assistant, warranting a change in employment status from 
part-time to full-time. Because of the additional hours and employment status change, the 
Group’s personnel salary and benefits costs increased accordingly. 
 
As agreed, TGH subsidizes Dr. Smith’s first year income under a net income guarantee. Under 
the terms of the recruitment agreement, TGH will provide the physician with a monthly payment 
that equals the difference between the monthly guaranteed amount and actual income 
generated by Dr. Smith. In its accounting records, the Group’s bookkeeper charged to Dr. 
Smith only the additional incremental expenses attributable to Dr. Smith. Because the Group 
incurred additional personnel expense due to the change in employment status of the surgical 
technician and the medical assistant, the Group allocated the additional personnel expenses, 
essentially 50 percent of salary and benefit costs of these two employees, to Dr. Smith’s 
overhead charge.  
 
Issue: Does Phase III permit the TGH income guarantee to include payment based on an 
allocation of overhead that includes additional payroll costs of the technician and medical 
assistant due to an employment status change?  
 
Conclusion: Under the changes brought about by Phase III, provided the remaining provisions 
of the Recruitment Exception are met, TGH may provide an income guarantee to the Group, to 
be passed through to Dr. Smith, to include charges associated with the additional 50 percent 
personnel expense of the surgical technician and medical assistant, based on the fact that the 
personnel expenses allocated by the Group to Dr. Smith were limited to actual additional 
incremental expenses incurred by the Group.  
 
Issue: Assume the same facts as above, except that the surgical technician attended an 
additional continuing education course to obtain specialized training solely to support the work 
of Dr. Smith. Because the continuing education expenses were included as personnel costs 
related to the surgical technician, the accounting records reflected 50 percent of the continuing 
education course as attributable to Dr. Smith. 
 
Conclusion: The entire amount of the continuing education course represents additional 
incremental expenses attributable to Dr. Smith, rather than the 50 percent reflected in the 
Group’s accounting records. 
 
Issue: Assume the same facts as above, except that the Group’s bookkeeper did not allocate 
the additional personnel expense to Dr. Smith, but instead accounted for the overhead of Dr. 
Smith as equal to 20 percent of total practice overhead. 
 



 
 

Conclusion: Because the 20 percent practice overhead allocation is lower than a per capita 
allocation (25 percent), and because Dr. Smith was recruited into a rural area to replace a 
departed physician who retired, the cost allocated by the Group is limited to the lower of a per 
capita allocation or 20 percent of the Group’s overhead costs.  
 
Reasonable Practice Restrictions 
 
In Phase II, CMS prohibited a group practice from imposing practice restrictive covenants on 
the recruited physician. Under prior rulemaking, the medical group could impose only 
conditions related to quality of care.  Noncompete restrictions were not allowed, and 
nonsolicitation restrictions were considered highly questionable.  
 
Under Phase III, CMS now allows conditions that do not unreasonably restrict the recruited 
physician’s ability to practice medicine in the geographic area served by the recruiting hospital.  
Examples of conditions that do not unreasonably restrict the recruited physician include 
reasonable liquidated damage provisions to repay the group practice for losses associated with 
the recruitment of the physician and non-solicitation or confidentiality provisions.  Noncompete 
clauses remain suspect, although CMS acknowledges that situations may exist in which a 
noncompete is a reasonable restriction. 
 
Conclusion 
 
CMS’ Phase II rulemaking was known for its controversial restrictions on physician recruitment, 
such as the additional incremental expense limitation for recruitment to existing physician 
practices. Phase III brings welcome clarity and flexibility, particularly as it relates to recruitment 
of physicians to rural areas. Despite the controversy, Phase III is indeed a final rule, leaving 
little room for doubt as to the future of enforcement activity and the need for careful attention to 
the complex and often confusing provisions of this law.  
 
End Notes 
 
1 Physicians’ Referrals to Health Care Entities With Which They Have Financial 

Relationships (Phase III), 72 Fed. Reg. 51,012 (September 5, 2007). 
2 Id. at 51,013. 
3 “Physician Supply and Demand: Projections to 2020”, U.S. Department of Health and 

Human Services, Health Resources and Services Administration http://bhpr.hrsa.gov 
[October 2006]. 

4 42 C.F.R. § 164.357(e)(2)(iii). 
5 Correction Notice, 72 Fed. Reg. 68,075 (Dec. 4, 2007). 
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The 2007-2008 Version of the MS Chapter HFMA Membership Directory is now available on 
the MS Chapter website.  Please go to http://www.mshfma.org/ and click the link to explore 
such information as the National Board of Directors, your Mississippi Chapter Leaders, and an 
overview of the Founders Awards Program.  You may also query the National Membership 
Directory to find colleagues and friends in Mississippi or across the Nation. 

 
 

By Mark Rempe, Iron Mountain 
 

The sheer volume of information generated by the healthcare industry, both physical and 
electronic, is staggering. While more medical records are being created in a digital format, the 
vast majority still exists in paper. Thus, accommodating different information types will require 
the management of hybrid records for some time to come. At the same time, healthcare 
organizations must comply with ever-growing regulations surrounding health information 
management.  
 
This article offers tips for managing hybrid medical records in ways that will help healthcare 
organizations to reduce costs and increase efficiency – so that they can focus greater 
resources on providing excellent patient care.   
 
An Explosion of Health Records  
 
A 200 bed hospital could easily generate more than a mile of paper documents per year, a 
significant portion of which must be stored.1 It is estimated that patient administrative 
paperwork alone takes at least 30 minutes for every hour of patient care.2 This does not 
include diagnostic data, and the increasing number and complexity of tests ordered by 
physicians and clinicians. All the while, many organizations are trying to transition to an 
Electronic Health Record (EHR), and are grappling with ways to manage the growing amounts 
of both electronic and paper records.   
 
Adding to the challenge are several national initiatives targeting health information 
management, such as the Health Insurance Portability and Accountability Act (HIPAA), which 
mandates the privacy and security of patients’ health information. In addition, patient 
information is remaining active longer, and more resources are being spent in the management 
of chart complete medical records. Access demands also are growing more longitudinal across 
departments, organizations, and even across distributed health networks.  
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Best Practices 
A complete medical records management strategy must accommodate both physical and 
electronic records. Often organizations overlook or grossly understate the costs to store 
information digitally.  If you are going to convert physical records to digital images, it is 
important to remember that scanning costs can vary drastically depending upon whether you 
decide to scan all patient files versus deploying  on demand  scanning which digitizes medical 
records, as needed.  
An effective strategy will implement best practices for managing stored, physical records and 
accommodate growing information requirements which integrate evolving digital data 
management solutions.  The optimal system must:  

• Be scalable 
• Handle new information types as well as increased volume from mergers or 

cooperative alliances  
• Be widely and easily accessible to provide secure, access to different departments as 

well as geographically distributed constituents 
• Store the information with detailed descriptions (metadata), so different users can 

quickly determine what is contained in the records without having to access the file 
• Include the status of the information: record or component location, who checked it out, 

etc. for an accurate audit trail 
• Consolidate disparate records into a more cohesive, single library 
• Intelligently purge records to reduce space requirements.  

Any comprehensive health information management initiative will require flexibility to grow and 
adapt to evolving protocols and environments, and to be able to access all the information 
required.  
 

Benefits of Hybrid Health Information Management 
There are many benefits of an integrated patient records management system, including 
increased productivity and profitability. A primary benefit is improved quality of patient care. It is 
estimated that between 2000 and 2002, the United States spent $19 billion on "preventable 
patient safety incidents".3 This is not to say accurate and timely records will eliminate medical 
errors, but more detailed record descriptions available in a timely manner can lead to a 
reduction in medical errors and improved patient care.  
Quicker, more accurate retrieval of records may also lead to better treatment, reduced patient 
length of stay, and higher physician satisfaction. Better online data descriptions and faster, 
more accurate records retrieval provide for more efficient billing cycles, decreased accounts 
receivables, less administrative staff, and fewer Medicare denials. A more longitudinal records 
view, reduces searching for relevant paper documents and provides for greater staff efficiency 
across departments.  Also, a well managed and properly indexed medical records system 
provides detailed descriptions which enable better regulatory compliance with public health 
initiatives.   
There are further benefits if physical records management is outsourced. Valuable real estate, 
likely in several departments or even geographically distributed locations, can be converted to 
revenue generating purposes. Most importantly, HIM staff filing, tracking, and retrieving paper 
can be reduced or reallocated to more strategic initiatives.  
Thus, the evolution of records management and transition to the EHR will change healthcare 
workflows and professional roles. Health Information Managers need to plan early for the 
adoption of these systems.  Multiple options should be evaluated and it is important to 
remember that the best solution is not necessarily the option which is fastest or easiest to 
implement.  Choose the option best suited for your organization.  A strategic perspective that 
takes a realistic approach to integrated hybrid records management is required to reap the full 
benefits of comprehensive health information management – including savings in time and 
cost, increased compliance, and improved quality of patient care.   
 

Mark Rempe, vice president of Iron Mountain’s Document Management Solutions, joined Iron Mountain in 
1989.  In his role, Mark has helped grow and develop the company’s Health Information Services, 
including managing the acquisition and integration of several healthcare businesses into Iron Mountain’s 
portfolio of vertical markets.  During his tenure with the company, Mark has also previously managed 
many Iron Mountain businesses in Washington D.C., Dallas, Ft. Lauderdale, Miami and West Palm 
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Beach.  Prior to joining Iron Mountain, Mark spent several years as a consultant.  He graduated in 1980 
from Oglethorpe University with a bachelor of arts in business administration and a bachelor of science in 
economics. 
 
1  "Enhancing Compliance with e-HIM", April D. Robertson, MPA, RHIA, CHP, Session 3.5, Tenth National HIPAA 
Summit, Baltimore, Maryland, April 7, 2005. 
http://www.ehcca.com/presentations/HIPAA10/3_05.ppt 
 
2  "Complete Solutions Will Impact the Future of Health Care", Siemens Medical. 
http://www.hctproject.com/documents.asp?grlD=320&d_ID=2685# 
 
3  "Health Information Technology and the Electronic Health Record: Implications for Health Care Organizations", HCT 
Project volume 2, Capgemini, Peter Konkstvedt, M.D., John Quinn, Hindy Shaman, 7/12/2004.  
http://www.hctproject.com/documents.asp?grlD=376&d_ID=2853#

 

 
 

  

Past President Athena Adams 
Decorating for Tri-State 2008 

Past President Mitch Beard at Tri-State 2008 

  

Volunteers working to help Patricia Evans paint her 
home.  MSHFMA has had volunteers for the past 3 

years to work on a Katrina project in conjunction with 
the Annual Institute 

New officers and Board being installed at 2008 Annual 
Institute.  Joan Hoffman, Region 9 Executive Elect 

installed our new Board. 

  

David Butler, 2007-2008 President with Suzette Duhe’ 
2008-2009 President 

David Butler, 2007-2008 President with Joan Hoffman, 
Region 9 Executive -Elect  

http://www.ehcca.com/presentations/HIPAA10/3_05.ppt
http://www.hctproject.com/documents.asp?grlD=320&d_ID=2685%23
http://www.hctproject.com/documents.asp?grlD=376&d_ID=2853%23


 
 
 

 
 

PLATINUM SPONSOR 
 
Provides the following benefits: 
• Recognition on the Meeting Sponsor Board 
• Reception Held in Honor of the Corporate Sponsors 

to Introduce Them to the Members 
• Recognition in Each Chapter Newsletter 
• Recognition in Each Chapter Workshop Brochure 
• Recognition on the Chapter Website 
• Free Registration for Two People at Each Chapter 

Workshop including the Annual Meeting 
• At the Opening Session of the Workshop of Your 

Choice You May Have 3 to 5 Minutes to Introduce 
Yourself to the Group 

 
  $3,000 Per Year

GOLD SPONSOR 
 
Provides the following benefits: 
• Recognition on the Meeting Sponsor Board 
• Reception Held in Honor of the Corporate Sponsors 

to Introduce Them to the Members 
• Recognition in Each Chapter Newsletter 
• Recognition in Each Chapter Workshop Brochure 
• Recognition on the Chapter Website 
• Free Registration for Two People at Each Chapter 

Workshop (Summer, Fall, Winter) 
 
 
 

  $2,000 Per Year
SILVER SPONSOR 
 
Provides the following benefits: 
• Recognition on the Meeting Sponsor Board 
• Reception Held in Honor of the Corporate Sponsors 

to Introduce Them to the Members 
• Recognition in Each Chapter Newsletter 
• Recognition in Each Chapter Workshop Brochure 
• Recognition on the Chapter Website 
• Free Registration for One Person at Each Chapter 

Workshop (Summer, Fall, Winter) 
 

  $1,500 Per Year

BRONZE SPONSOR 
 
Provides the following benefits: 
• Recognition on the Meeting Sponsor Board 
• Reception Held in Honor of the Corporate Sponsors 

to Introduce Them to the Members 
• Recognition in Each Chapter Newsletter 
• Recognition in Each Chapter Workshop Brochure 
• Recognition on the Chapter Website 
 

  $1,000 Per Year
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