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Information Technology  
Focused Alliances

C h a p t e r

by Jeffery Daigrepont

Many healthcare alliances today are driven out of the need to improve  

technology and/or become clinically integrated, or to reduce the cost of  

information technology spending. All of the alliances and partnerships dis-

cussed in this book must include a cohesive technology strategy to be  

successful. The recent improvements in healthcare technology, specifically  

electronic health records (EHR), have created opportunities for multiple stake-

holders—including competitors—to collaborate. Many trends have  

developed based on IT collaboration and affiliations over the past several 

years. Figure 11.1 features a few examples of these affiliations. 

11
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Types of IT affiliations Description

Regional health  

information  

organization (RHIO) 

RHIOs are most commonly multistakeholder organizations responsible 

for clinical integration and information exchange. Generally, these stake-

holders develop a RHIO to affect the safety, quality, and efficiency of 

healthcare as well as access to healthcare information. RHIOs are always 

regional or state-adopted and typically include payers, hospitals, physi-

cians, and local employers. It is common for a RHIO to adopt a single 

EHR as a central repository for clinical data. Security and user profiles 

(rights to access information) are critical in the setup of any RHIO. 

Although RHIOs offer many benefits, many fail due to financial instability. 

Initially, most RHIO funding comes from grants, but thereafter the stake-

holders must contribute financially. Without critical mass numbers of par-

ticipants, the cost can become too much to bear in the long term due to 

the technology infrastructure required to support a RHIO. 

Health information 

exchange (HIE)

Similar to RHIOs, HIE is defined as the mobilization of healthcare infor-

mation electronically across organizations within a region or communi-

ty. Software commonly known as a master patient/person index (MPI) is 

always required for HIE to exist. Without getting too technical, MPI cre-

ates a common identifier to which all other databases map. This allows 

information to move across multiple locations of care and across multi-

ple platforms. It also allows clinical information to move electronically 

between disparate healthcare information systems, assuming each 

health system can build a trust between the data being exchanged. A 

“trust,” as a technical term, is the ability to verify the integrity of the 

data being exchanged, hence the need for the MPI. A secondary use of 

HIE can be for the purposes of public health, clinical, biomedical, and 

consumer health informatics research as well as institution and provid-

er quality assessment and improvement.

Community health 

record (CHR)

A CHR is an EHR shared among several provider/medical practices in a 

single community. Most often, the CHR is provided by the hospital to 

both its employed and nonemployed medical staffs. CHRs grew in popu-

larly after the relaxation of the Stark laws, discussed later in this chapter. 

CHRs may or may not include a practice management system, however, 

if the hospital operates a management services organization (MSO).

F i g u r e  1 1 . 1 :  Ty p e s  o f  I T  a f f i l i a t i o n s
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Types of IT affiliations Description

Application service 

provider (APS)

ASP is basically a spin-off of a data center. However, with the wide-

spread adoption of the Internet and the development of Web-enabled 

and Web-based applications, software can now be delivered economi-

cally from a central server over the Internet. In some cases, physicians 

or hospitals will create their own ASP or contract with an ASP to deliver 

the application among all the stakeholders. The requirements are gener-

ally an Internet connection and a PC. Payment for services is typically a 

two- to three-year subscription based on a per-provider, per-month 

hosting fee. Although ASPs offer affordability, one must accept some 

loss of control and ownership. All data is stored off-site. Many ASPs will 

also provide revenue cycle management services. 

Management services 

organization

MSOs have been around for many years and generally exist to allow 

hospitals to provide services to their medical staff as an alternative to 

ownership of the practices. They provide a blend of contract manage-

ment and practice management services designed to maximize the effi-

ciency and productivity of physician practices. An MSO can also 

decrease overhead costs by providing IT services and IT systems such 

as practice management software or an EHR. 

Joint ventures  

and mergers

One of the primary reasons for considering a joint venture or merger is 

the ability to consolidate expenses and share overheard. Joint ventures 

can entail myriad configurations that may or may not include a common 

IT infrastructure; however, in the case of a merger, consolidation of the IT 

systems is typical. Conversion and transition planning is the greatest 

challenge. Mergers are similar to people who get married after living on 

their own for a while and end up with two of everything. All of the dupli-

cate IT systems, specifically the practice management software and EHR 

software, must be consolidated into a single system. There must also be 

a strategy to retire the legacy systems and to complete data conversions. 

As medical practices become clinically automated, merging three or four 

disjointed EHRs into a single solution will become a challenge. Most phy-

sicians are very reluctant to give up an EHR that is working well, espe-

cially to move to one that they believe is inferior. 

F i g u r e  1 1 . 1 :  Ty p e s  o f  I T  a f f i l i a t i o n s  ( c o n t . )
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Factors Affecting All Affiliations

Although the affiliation strategies outlined in Figure 11.1 have unique fea-

tures, they all have one thing in common: sharing or participating in a single 

data repository. Ownership of the data can vary significantly; however, it is 

critical to understand who controls the data and how it will be used, as well 

as the terms and conditions of the affiliation. In most affiliations involving IT, 

there is a fee to acquire services. The payment method is generally a monthly 

hosting fee, although upfront payment may be required as well. The hosting 

fee is sometimes determined by distributing the cost among all the stakehold-

ers and can entail some remarkable economies of scale with greater numbers 

of participants. 

If your goal is to create and develop one of the affiliations explained in Figure 

11.1, you will need to establish terms and conditions for its members. If your 

interest is to join or participate in any of these alliances, knowing what terms 

to require will be essential. Although they may seem contrary, Figure 11.2 

addresses such terms from both perspectives.
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Terms for owners developing an alliance Terms for members participating

Must require members to pay a set-up fee. Must get a guaranteed amount not to exceed and 

create payment terms based on project deliverable. 

Must require members to pay a  

recurring hosting fee.

Establish a term that prevents the alliance from 

increasing the hosting fee without notice and/or 

that exceeds the consumer price index. 

Must establish terms to charge for out-of-

scope services.

Unauthorized services will not be covered  

expenses.

Must develop a user-acceptance policy; 

specifically, this should restrict software 

modifications and unauthorized access.

Ask to see the user-acceptance policy in advance. 

There may be some restrictions, especially with 

customization and modifications. Consider any 

access restrictions, especially from other hospitals. 

Must create policies and procedures, 

including user manuals.

Restrict unauthorized use of your data and make 

sure liabilities are understood, especially if sharing 

a common medical record.

Must have the ability to monitor and audit. Require some notice prior to being audited. 

Updates and new releases should require 

some terms for acceptance and associated 

fees.

Require some testing before accepting updates.  

All updates should be included in the annual  

hosting fee. 

May want to limit assignment  

or require a transfer fee.

Do not enter into a contract unless the alliance will 

sign over the rights to use the software or provide 

you with the ability to transfer your support over to 

the software developer.The developer is the com-

pany who owns the software and may operate 

under a different name.  You should always find out 

who owns the software code. As with any transfer, 

there will be added expenses and the need to pur-

chase your own server to run the system indepen-

dent of the alliance. 

F i g u r e  1 1 . 2 :  Te r m s  t o  k n o w  b e f o r e  a f f i l i a t i n g
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Connectivity 
Another common trait of these affiliations is connectivity. In most cases, each 

stakeholder will need to establish its own connectivity to the central servers or 

join a network that has been preestablished on behalf of the members. Figure 

11.3 is a simple technical illustration of how these affiliations become net-

worked together. 

MPLS: Multiprotocol label switching
VPN: Virtual private network

F i g u r e  1 1 . 3 :  A f f i l i a t i o n s  n e t w o r k i n g  m o d e l
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Relaxation of Stark and Anti-kickback Statute 
On August 1, 2006, the Centers for Medicare & Medicaid Services and the 

Office of Inspector General of the U.S. Department of Health and Human 

Services (HHS) relaxed Stark and anti-kickback laws for the furnishing of  

electronic prescribing and EHR technology by creating a safe harbor.

Under the new Stark law, hospitals can provide financial assistance for the 

electronic prescribing technology and for EHR technology for its nonemployed 

medical staff under certain conditions. 

Electronic prescribing—The exception and safe harbor for electronic prescrib-

ing technology protects the furnishing of hardware, software, or IT and  

training services that are necessary and are used solely to receive and transmit 

electronic prescription information. In addition, the items or services must be 

provided as part of, or used to access, an electronic prescription drug program 

that meets the applicable standards under Medicare Part D.

EHR—The exception and safe harbor for EHR technology protects the fur-

nishing of EHR software or IT and training services that are necessary and  

are used predominantly to create, maintain, transmit, or receive EHR.1

The arrangement may also be referred to as a donation and may be in the 

form of shared infrastructure and software already used by the hospital. In 

these cases, the incremental costs of sharing software such as a community 

health record are shared among the participants and stakeholders. For exam-

ple, the hospital may have already purchased an EHR for its employed  
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physicians and will have invested in the IT infrastructure. If this system is later 

shared or offered to the hospital’s nonemployed medical staff, the incremental 

cost is usually whatever the vendor charges for the additional software license 

and the professional fees to implement the system in additional locations. In 

some cases, the hospital may use its staff to implement the system. Figure 11.4 

illustrates what can and cannot be provided under the donation.

As stated previously, certain conditions must apply for any donations to be 

allowed. Such conditions include, but are not limited to, the following:

The EHR must contain an electronic prescribing capability that meets 

the applicable standards established under Medicare Part D. 

The arrangement must contain a cost-sharing component; the recipient 

must pay a minimum of 15% of the donor’s cost for the EHR technol-

ogy and professional services.

•

•

Donation category In Out

Services • Training
• Help desk

• Office staffing
• Prior EHR conversion
• Abstracting/scanning

Software licenses • �EHR, including integrated 
practice management

• �Nonintegrated practice man-
agement or unrelated software

Hardware and  
telecommunications

• Central hardware refresh
• Connectivity

• Office hardware

Maintenance • �EHR, including integrated 
practice management

Not applicable

F i g u r e  1 1 . 4 :  D o n a t i o n  g u i d e l i n e s
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The EHR must be interoperable at the time it is provided. The term 

interoperable is defined as being able to “communicate and exchange 

data accurately, effectively, securely, and consistently with different 

information technology systems, software applications, and networks, 

in various settings; and exchange data such that the clinical or opera-

tional purpose and meaning of the data are preserved and unaltered.”2 

Alternatively, software will be deemed interoperable if a certifying body 

recognized by HHS has certified the software no more than 12 months 

prior to the date it is furnished. On August 4, 2006, HHS announced 

that it had recognized the Certification Commission for Healthcare 

Information Technology (CCHIT) as a certifying body. To qualify for 

certification by CCHIT and be deemed interoperable for purposes  

of the exceptions and safe harbors, the software must meet specific 

standards in four areas: functionality, interoperability, security, and  

reliability. The standards for each area are available at  

www.hhs.gov/healthit/documents/AEHRRecognizedCertCriteria.pdf. 

The new safe harbors create opportunities for hospitals to provide technology 

to physicians and other healthcare providers; however, there are limitations. 

Most important is the need for the hospital to fully disclose all costs associated 

with these initiatives so that the proper donation can be calculated. Staff  

members such as those required to develop interfaces, set up servers, manage 

the project, conduct training, and assist with implementation should also be 

factored into the cost. It is also recommended that some third-party validation, 

preferably by someone who has formed similar organizations, is performed  

to ensure that the calculations are done correctly. Finally, the hospital and 

•
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practice must determine the governance of the partnership, developing  

contracts, terms, and conditions, in particular.

 

IT Barriers

In 2004, President George W. Bush publicly endorsed the use of EHRs. Since 

then, myriad Washington-based policy groups have been working on standards 

and policies for adopting EHRs and other forms of automation, such as e-pre-

scribing. The changes in the Stark laws, as discussed earlier, are an example of 

some of the policy changes. However, the cost to implement such technology 

and the lack of financial incentives remain significant barriers to adoption. 

According to available statistics, the initial cost for a physician or nurse practi-

tioner to adopt EHR can range from $37,000–$63,000.3 Accordingly, alliances 

are considered as lower-cost alternatives to purchasing healthcare IT alone.

Although these alliances are generally crafted around positive benefits such  

as cost reductions and the need to become clinically integrated, there are 

potential pitfalls. Specifically, if the alliances do not work out, ownership and 

control of the data must be fully understood, and both parties should agree  

to a well-defined exit strategy. 

A hospital, for example, may offer an EHR to its nonemployed medical staff 

at a very attractive price. However, the medical practice can never own and 

operate the system independently because the hospital will likely contract with 

an acute care vendor that does not sell products to ambulatory practices. Even 

if the hospital agrees to return the practice’s data should the arrangement not 
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work out, the practice will probably not be able to read it without the hospi-

tal-provided software application. Further, the data is unlikely to be easily 

transferable to another EHR. 

Accepting EHR donations can also be problematic if you have to cover more 

than one hospital or plan to develop your own ancillaries. Hospitals will often 

design their community EHRs to optimize the use of their services and will not 

support interfaces to other entities or devices, such as a neighboring hospital 

or your own radiology department, as doing so would be counterproductive  

to increasing their revenues. 

Case Studies

The following two case studies illustrate real examples of IT collaborations 

and alliances. The first is Sentara Healthcare, a large integrated delivery net-

work (IDN) located in Southern Virginia. The second involves nine private 

group practices that came together to form a network for management services 

and shared IT infrastructure. In both cases, outside professionals such as  

consultants, attorneys, and industry advisors were enlisted in the formation  

of these entities. Additionally, each organization made considerable resource 

and staffing commitments.

Case study 1: Sentara Healthcare
Sentara Healthcare is a $28 billion nonprofit IDN located in the southern cor-

ner of Virginia, called the Tidewater area. Sentara consists of seven hospitals, 

10 long-term care facilities, 300 employed physicians, and a 312,000-member 
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health plan. Sentara has enjoyed a 13.5% compounded annual growth rate  

in top-line revenue.

Immediately following Y2K, Sentara executives directed their IT resources  

to investigate the value of implementing computerized physician order entry 

(CPOE) within the health system. The logic for the initiative was typical of the 

time: to reduce errors, improve legibility, reduce the “hunting and gathering” 

of information that occurs on the units, and improve handoffs between  

caregivers.

Sentara’s philosophy was that implementation/transformation began as soon 

as the idea for change was initiated. Hence, the selection/review process had 

high participation, involving approximately 2,400 employees and 600 physi-

cians. The methods used to review solution sets were somewhat unique as 

well. In lieu of the typical request for proposal process, Sentara used a series  

of “screens” or preestablished criteria to help narrow the field of vendors. 

Requests for information and educational demonstrations were used to initiate 

the process, but the centerpiece to the Sentara review focused on several clini-

cal scripts from which vendors needed to strictly demonstrate their product’s 

functionality. These scripted demos were then videotaped so that Sentara could 

compare the solution sets provided by the vendors for each clinical transaction 

side by side. Sentara ultimately chose Epic Systems Corporation as its vendor.

As a result of this review and analysis, Sentara dramatically changed its direc-

tion from pursuing a CPOE system to that of implementing an integrated EHR 

solution for the entire community because of the following perceived benefits:



Information-Technology-Focused Alliances

251Physician Entrepreneurs: Strength in Numbers

$37 million in cost reduction and new revenue  

Decreased duplicate testing

Reduced hospital lengths of stay 

Reduced adverse drug events 

Different skill mix for nursing units

Reduced risk management claims

Reduced payment denials

Improved coding

Reduction of $20,000 per physician costs within a practice related  

to transcription, charts, supplies, and other expenses resulting from 

paper usage 

Improved medical loss ratio at the health plan

Creating a tightly knit technical environment among primary care, specialties, 

hospitals, emergency departments, home care, long-term care, and the health 

plan makes the IT benefits more easily achievable. The ability to avoid techno-

logical isolation within the community, the robustness of the Epic software, 

and the ability to provide financial assistance to community practices make the 

broader implementation within the community-based practices both practical 

and reasonable.

Some natural forces were at play within the Tidewater community and the 

state of Virginia that pressured freestanding community physicians’ practices 

to adopt Epic. Two of the larger IDNs within the state, Carilion and Bon 

Secours, have also selected Epic. Three of Bon Secours’ hospitals are in the 

•

•

•

•

•

•

•

•

•

•
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Tidewater market, and discussions are underway among the three IDNs to tie 

the three Epic implementations together to help achieve some level of interop-

erability, which makes good business sense and better serves the patients and 

communities in the area.4

 

Case study 2: Women’s Healthcare Network
Women’s Healthcare Network, LLC (WHN), a Kansas limited liability compa-

ny, is an association of nine independent physician practices in the specialty  

of OB/GYN. Since 1996, WHN has provided physicians in the Kansas City 

metropolitan area services that are designed to bring efficiencies and cost sav-

ings, while the practice focuses its attention on providing quality patient care. 

Today, WHN is recognized as one of the premier physician organizations in 

the area.

Its story began in the mid-1990s: Managed care was growing in the Kansas 

City market, and physicians were beginning to understand that a downward 

spiral in income was imminent. While hospitals were aligning themselves and 

positioning for market share, physicians overall remained status quo and reac-

tive. They understood that something needed to be done, but they were unsure 

in which direction to go.

WHN evolved when leading practices in OB/GYN came together to find solu-

tions to common problems. Because revenues were going down, costs had to 

be reduced as well. Therefore, the group formed a centralized billing office, 

which today processes about 14,000 claims per month. Instead of buying pro-

fessional liability insurance separately, the group came together and purchased 
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the insurance through a common source, saving close to $30,000 per physician 

in one year. Instead of purchasing separate computer systems and software,  

the group agreed to use the same practice management system. An automated 

system to call and remind patients of upcoming office visits led to decreased 

“no-shows” and cost savings. 

Today, WHN is introducing a new practice management and EHR system to 

its practices. Armed with this integrated technology, the practices are evaluat-

ing work flows and redesigning internal systems to allow for more efficiency 

to the patient care experience.

WHN engaged The Coker Group to develop a specialized contract based on 

project goals and objectives and to negotiate with the vendor. The contract had 

to be modified significantly based on the unique delivery model and the caveat 

of having a shared system. 

Although the practices remain autonomous and operate independently of  

each other, all practices benefit, regardless of their size. Each practice pays a 

proportionate share of the expense, based on the number of physicians in the 

practice. As a result, all practices are able to purchase quality technologies  

and gain benefits in price, services, training, and support. 

WHN operates as a “hub and spoke” network. As the hub, WHN has  

purchased the necessary server technologies to allow it to host the practice  

management and EHR software applications that the network practices will be 

using. Because each practice site will access the servers through a central site, 
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they do not need to purchase their own servers, resulting in a significant sav-

ings.

The central site brings added value as the network uses a cohosting technology 

site, where premises security, fire protection, environmental controls, Internet 

access, and utilities safeguards are available. In most cases, it would be cost-

prohibitive for a medical practice to build or have available similar safeguards 

for its IT equipment and data depository. 

IT staff expertise is a shared expense, too. As most groups could not afford an 

internal IT staff, WHN makes the IT support available to all of its affiliated 

practices. This has led to identifying common problems and developing train-

ing solutions among the groups.

Although reducing expense is a prime factor for groups coming together, it  

is the ability to tackle difficult problems and bring more resources to those 

problems that is not otherwise available to individual medical practices.5

Summary

None of the alliances discussed in this book can be successful without an IT 

strategy. As with any new trends, the laws and best practice models regarding 

how to form these entities and how to pay for them tend to lag behind their 

availability. Unfortunately, this gap can create some barriers to adoption. This 

is especially true when it comes to sharing IT systems, as there is generally a 
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significant financial investment for which scrutiny often follows, particularly 

for hospitals offering EHR to its nonemployed medical staff.

Alliances formed around technology should be well thought out and weighed 

against the risk and the benefits. As with any partnership, terms and condi-

tions must be understood and there should be some room for flexibility. IT is 

rapidly changing and so are the policies and laws that govern our utilization of 

these systems. For those who are comfortable with sharing resources and are 

willing to accept certain tradeoffs, these alliances are worth considering and 

they provide considerable cost reductions when managed correctly. Those who 

require more control or have strategic endeavors that do not support collabo-

ration are not likely to be good fits for these types of alliances.  

Endnotes

Vang, Choua L. August 4, 2006. “Newly Issued Final Rules under Stark and Anti-kickback 

Laws Permit Furnishing of Electronic Prescribing and Electronic Health Records Technology.” 

www.gklaw.com/publication.cfm?publication_id=525. Accessed 2/4/2008.

Vang, “Newly Issued Final Rules.”

Miller, Robert H., Christopher West, Tiffany Martin Brown, et al. September/October 2005. 

“The Value of Electronic Health Records in Solo or Small Group Practices.” Health Affairs 

24 (5): 1127–1137. www.commonwealthfund.org/publications/publications_show.htm?doc_

id=296446. Accessed 2/4/2008.

Case study contributed by Bert Reese, CIO, VP of Sentara Healthcare, and Elise Spoto, director.

Case study contributed by Gary Stanton, executive director, Women’s Healthcare Network, LLC.

1.

2.

3.

4.

5.



Don’t go it alone!  
Order your copy today!

Physician Entrepreneurs: Strength in 
Numbers: Consolidation and collaboration 
strategies to grow your practice

© 2008 HealthLeaders Media, a division of HCPro, Inc. HealthLeaders Media is not affiliated in any way with The Joint Commission, which owns the JCAHO and Joint Commission trademarks.

P.O. Box 1168  |  Marblehead, MA 01945  |  800/753-0131  |  www.healthleadersmedia.com

Name	

Title

Organization

Street Address	

City 	 State	 ZIP

Telephone	 Fax

E-mail Address

Product	 Price	 Order Code	 Quantity	 Total

n  Physician Entrepreneurs: Strength in Numbers 	 $129	 PEMSJC		  $

		  Shipping		  $ 18 
		  ($21.95 to AK, HI, or PR)

		  Sales Tax		  $ 
		  (see information below)*

		  Grand Total		  $

Order online at www.healthleadersmedia.com  
to receive reduced shipping!

*Tax Information
Please include applicable sales tax.  
States that tax products and shipping and  
handling: CA, CO, CT, FL, GA, IL, IN, KY, LA, MA,  
MD, ME, MI, MN, MO, NC, NJ, NM, NY, OH, OK,  
PA, RI, SC, TN, TX, VA, VT, WA, WI, WV. 

State that taxes products only: AZ. 

Billing Options: 

Bill me 	  Check enclosed (payable to HCPro, Inc.)   	  Bill my facility with PO # ___________________________  

Bill my (¸ one): 	 Visa 	 MasterCard 	 AmEx 	 Discover 

Signature				    Account No.		  Exp. Date 

 

(Required for authorization)				    (Your credit card bill will reflect a charge from HCPro, Inc., publisher of PEMSJC.)

Order online at www.healthleadersmedia.com  
to receive reduced shipping!
     Other easy ways to order:
	 Mail: HealthLeaders Media, P.O. Box 1168, Marblehead, MA 01945

	 Phone: 	800/753-0131

	 Fax:  800/639-8511  
	 E-Mail:  customerservice@healthleadersmedia.com

Your order is fully covered by a 30-day, money-back guarantee.




