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Fee and Income Relativity 101
For Purposes of Discussion at Spring 2017 Representative Forum
I. Background
The environment around physician compensation in Alberta is shifting. Fiscal pressures and
rapidly rising physician expenditures have resulted in increased attention to physician
compensation. The potential for a public disclosure of individual physician payments (i.e., the
“sunshine list”) is expected to significantly increase this attention, both from the public/press
standpoint as well as funders.
Physician equity (fee equity vs. income equity) is also a growing concern amongst physicians.
Under the Amending Agreement, the AMA has new responsibilities that go along with comanagement of the physician services budget. Equity is becoming a common theme amongst
many of the Agreement initiatives (e.g., SOMB Rule Changes, Peer Review, and Reconciliation).
The move towards greater physician stewardship of healthcare resources emphasizes the need
for improved allocative efficiency, sustainability and compensation equity.
Several of the Physician Compensation Committee’s (PCC’s) mandated priorities relate to
equity and relativity, and a current high priority is to upgrade the physician business costs
model (PBCM), as it is a vital component in almost all relativity work. AMA’s representatives to
PCC are seeking a mandate to proceed. At the same time, the AMA Compensation Committee
has been considering strategies for moving towards equity with principles, goals and timelines
for deliverables.
The objective of this paper is to provide some background and context around fee and income
relativity issues, outline past AMA efforts to achieve relativity, and explain the current state of
income and fee equity in Alberta and Canada.

II. Some important concepts around relativity
Relativity in physician compensation refers to the establishment of payment rates based on the
average input requirements of providing a service. Over the past few years, the AMACC and
PCC have been working to standardize these input requirements, which are typically expressed
as follows:
•
•
•
•

Physician time (direct and indirect patient care).
Complexity (special skills required, judgement, experience and education).
Intensity (physician stress, potential for an adverse result to patient, risk to the
physician)
and
Overhead costs (examples include staffing, leases, equipment, medical supplies).

We sometimes make the distinction between fee relativity (time, intensity, complexity,
overhead associated with a particular health service code) and income relativity (work hours,
work conditions, training, overhead) associated with providing a typical set of services within a
section. These relativity perspectives represent two ways of measuring input requirements: one
from a micro (fee-level) perspective and one from a macro (section-level) perspective.
We also distinguish between:
• Intrasectional relativity – relativity differences within a section, and
• Intersectional relativity – relativity differences between sections
Equity is defined as having ‘a fair or just difference in the distribution or allocation of a
resource between groups’. The term “equality” means to treat everyone the same. In this sense,
relativity is typically associated with equity. Not everyone is paid the same, but the differences
are based on physician effort (time, intensity, complexity) after accounting for the direct cost of
providing the service (overhead). With perfect relativity, differences in payments for services
can be fully accounted for by the differences in physician time, intensity, complexity and
overhead costs.
It is important to note that there are other ways to value the services that physicians provide
other than measuring input costs (such as time, intensity, complexity and overhead). One
alternative method that is receiving increasing attention is to pay physicians based on the
results they achieve (e.g., patient outcomes). However, to be successful, these schemes generally
need to accurately measure and link patient outcomes to societal value. As a result, the patient
outcome reward model is almost always done supplementary to input costing models
(otherwise, funding would flow inequitably to select interventions with high probability of
successful outcomes and/or to physicians with relatively compliant patient groups, while
funding is more restricted for difficult, time consuming work with less clear outcomes or
marginalized patient populations).

III. Why is relativity/equity an issue?
Physician compensation is intended to meet the goals of providing patient access to medical
services and quality medical care as well as ensuring efficiency and productivity of physician
resources. Assuming there are limited resources on a global scale, fees that are set inequitably
will negatively impact these objectives. In addition, there are other good reasons to avoid
inequitable payments that are not based on relativity:
1. Inequity negatively impacts social cohesion. In a medical association context, this can
lead to disunity, a breakdown in collegiality, an “us versus them” attitude and in
extreme cases, a splitting off of certain groups (e.g.; specialists versus general
practitioners [GPs]).
2. Inequitable payments provide skewed price signals. Services that are over-valued are
often over-delivered. Physicians are attracted to these services (either individual doctors
or entire specialties) as they provide a higher level of compensation for the cost and
effort of providing them. Similarly, under-valued services can lead to under delivery.
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3. A dis-unified profession with inequitable fees is “fertile ground” for government
intervention. In our medicare system, government has a responsibility to ensure that
services are provided at reasonable cost to taxpayers. Physicians have long taken a
leadership role in the establishment and maintenance of fees. If they are seen to be
failing in this responsibility, government could potentially act unilaterally (or in some
cases, such as Ontario, take advantage of the situation to reduce rather than redistribute
fees).
4. The new Amending Agreement has physicians taking on a greater stewardship role over
health system resources, to help bend the cost curve in this time of scarce resources.
Demonstrating leadership of the fee schedule within Alberta is an important part of this
stewardship role.

IV. Is there a problem in Alberta?
All analyses and observations in this paper (exception to Figures 9 and 10) are based on
aggregated data from the Alberta 2015-2016 fee-for-service claims data. The methodology
looked at a core group of physicians who:
•
•
•
•

Bill FFS exclusively (i.e., all ARP and blended ARP physicians are assigned to the
non-core group even though some of them have high FFS billings).
Provide services at least 100 days annually with at least $200 in daily billings.
Have at least $100,000 in annual billings.
Are outside of the section of pathology (as the claims for a single pathologist may
include services paid within the same clinic but performed by another physician).

Figure 1 shows the distribution of annual gross fee-for-service claims for Alberta physicians.
Approximately 66% of physicians bill $500,000 or less each year (note: this may include
some part-time physicians). At the same time, there were 404 physicians who billed over
$1M in the fiscal year.

.
Figure 1 - Number of Physicians by Annual Billings 2015-16 Billing Data
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Figure 2 demonstrates that average gross earnings before overhead vary significantly by
section, with an approximate 4:1 ratio between the highest billing section (Diagnostic
Imaging) and the lowest billing (General Practice). Note that fee-for-service data on
Endocrinology & Metabolism, Rheumatology, Infectious Disease and Neurosurgery are not
shown as the high proportion of Alternate Relationship Plan (ARP) earnings in those
sections makes fee-for-service data unreliable for comparison purposes.

Figure 2 - Average Annual Gross FFS Billings by Section – 2015-16 Billing Data
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Figure 3 shows that the proportion of physicians who bill $1M or more also varies
significantly within each section. The ratio for all fee-for-service physicians in Alberta is 7%.

Figure 3 - Percent of Physicians with Annual Billings Over $1M by Section 2015-16 Billing Data

It is important to understand the reasons behind the distribution of gross payments between
sections. Some possible explanations to explore include:
•

Overhead - high billers may have high overhead costs

•

Workload - number of days worked, number of hours worked per day

•

Complexity and intensity of services – although difficult to objectively measure these
differences between sections, one consideration is to better understand the
differences in training or skill acquisition.

•

After hours - sections with higher proportions of services performed in periods
where supplemental payments occur.

•

Efficiencies – closely related to intrasectional relativity, there could be circumstances
where a fee is appropriately priced for relatively low volumes. Efficiencies due to
economies of scale (and a relatively narrow scope of practice) can significantly affect
differences in gross annual payment between sections.
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•

Intrasectional relativity issues – fees that are not relative within a section. Physicians
who have a relatively narrow scope of practice gain or lose within the section
depending on the codes they are using, and

•

Intersectional relativity issues - fees that are not relative between sections. This could
be due to the allocation process not moving fast enough to keep pace with
technological change. It could also be related to market conditions (price for one
specialist versus another).

It is also important to note that this comparative data does not include all income such as
payments made to physicians from AHS, or billed privately or through WCB.

Workload
There is a positive correlation between the number of days worked and annual payments. In
Figure 4, days worked explained approximately 11% of the overall variance in payments. If
controlled for specialty section, this correlation would be higher.
This correlation appears to break down for high billers (e.g., physicians with claims over
$2M did not appear to work more days than physicians with lower claims).

Figure 4 - Annual Billing $ vs Days Worked 2015-16 Billing Data
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Overhead
There are several challenges associated with overhead, including but not limited to:
•

There are significant differences in average overhead payments by section, and it is
therefore possible that gross payments provide a skewed view of income earning
differences.

•

There are significant differences in overhead payments within each section, and it is
difficult to allocate overhead within the schedule towards individuals.

•

It is important to understand how fixed and variable costs change with different
levels of practice activity.

•

It is important to measure sections’ overhead consistently, including consistently
accounting for direct and indirect costs.

•

Some sections have organized their practices to take on greater overhead costs (e.g.
having enhanced staff and equipment resources to increase throughput), and are
seeking to have these costs recognized in the fee schedule

•

Other sections may have identified innovative models of care that are not being
implemented due to financial restrictions in the schedule. This leads to the need to
measure appropriateness of overhead expenses across the profession.

Updating the model used to estimate overhead is a priority for the Physician Compensation
Committee (PCC). This includes updating the data in the model (e.g., to reflect current
equipment, lease and capital requirements and costs) as well as improving the model’s
sophistication (e.g., ability to model fixed and variable costs as practice activity changes).
Table 1 shows overhead by Sectional Allocation Equivalent (SAE - the AMA’s measure of a
full-time equivalent physician), along with percentages of gross output. Please note that
overhead for several of the high overhead sections have recently been reviewed in relation
to the codes that were involved with the Individual Fee Review and will be further
reviewed as part of the model update. For illustration purposes, estimates for these sections
are drawn from the PCC Fee Review. These will need to be updated prior to using them for
purposes such as allocation.
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Table 1 - Overhead Costs*, by Section, 2015-16
Section
Anaesthesiology

Overhead Per SAE

Overhead Ratio

Cardiology

$64,352

13.2%

$274,908

39.9%

$163,405

21.4%

$57,060

10.8%

$224,211

24.2%

$48,022

12.1%

$157,427

55.9%

$194,737

29.9%

$160,527

44.5%

$159,882

29.9%

$129,167

28.1%

$144,296

56.5%

$160,278

32.4%

$139,187

22.4%

$146,546

33.9%

$177,821

36.4%

$181,915

30.3%

$516,576

45.4%

$160,332

31.1%

$385,471

54.1%

$178,204

41.6%

$139,850

31.8%

$209,297

41.6%

$128,598

32.6%

$751,953

55.5%

$166,682

21.4%

$142,011

52.3%

$164,295

34.8%

$169,424

27.8%

$157,593
$180,916

32.1%
38.5%

Cardio & Thoracic Surgery
Critical Care Medicine
Dermatology
Emergency Medicine
Endocrinology/Metabolism
Gastroenterology
General Practice
General Surgery
Generalists Mental Health
Infectious Diseases
Internal Medicine
Nephrology
Neurology
Neurosurgery
Obstetrics & Gynaecology
Ophthalmology
Orthopaedic Surgery
Otolaryngology
Paediatrics
Physical Medicine and Rehabilitation
Plastic Surgery
Psychiatry
Radiology
Respiratory Medicine
Rheumatology
Thoracic Surgery
Urology
Vascular Surgery
All Physicians

* Based on the Physician Business Cost Model (PBCM), adjusted in some cases by the analysis carried
out by the PCC for the purposes of the Individual Fee Review. The AMA acknowledges that estimates
for Diagnostic Imaging/Radiology are in particular need of updating, due to known issues with the
current PBCM.
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After adjusting for overhead costs using the above ratios (an approximation of overhead for
each physician), there is still a significant spread between sections, ranging from $800,000 in
Respiratory Medicine to just over $200K for General Practice.

Figure 5 - Average Annual Net FFS Billings by Section – 2015-16 Billing Data
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After adjusting for the number of days worked, net income per day still varied significantly
between sections. Physicians in the top earning section earned just under $4,000 per day on
average (after overhead) while physicians in lower earning sections earned under $1,000 per
day.

Figure 6 - Gross vs Net Mean Daily Billings by Section 2015-16 Billing Data
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Intrasectional Relativity
There is also significant variation in average daily billings between physicians in the same
section. Figure 7 compares each physician’s average daily billings with the average for their
entire section. As an example on this chart, 424 physicians were at the average for their specialty
(the bar above the 100% mark).
The tail of this histogram is skewed to the right showing the outliers within their own sections.
While it is not explicitly shown on the chart, there were 339 physicians who billed 200 percent
(double) or more of their section’s average daily earnings in 2014-15.

500
450
400
350
300
250
200
150
100
50
0

Frequency

10%
25%
40%
55%
70%
85%
100%
115%
130%
145%
160%
175%
190%
205%
220%
235%
250%
265%
280%
295%
310%
325%
340%
355%

# of Physicians

Physician's Daily Net Income as Compared to
Their Section Mean

Percent of Own Section's Mean Daily Billings
Figure 7 - Physicians Daily Net Income as Compared to Their Section Mean

Some of this variation is justifiable, as it relates to average hours worked in a day, differences in
after-hours workload and remuneration, as well as the intensity and complexity of services
provided to patients (they’re billing different fees and those fees might be different for good
reason). However, it is also commonly understood that there are problems with intrasectional
relativity and that efforts to improve relativity vary significantly between sections. To address
this problem, the PCC has undertaken a project to have sections develop standardized INRV
values which includes the following:
1. Identification of overhead costs associated with each health service code owned or
jointly owned by the section.
2. Assignment of physician time estimates for each health service code.
3. Classification of intensity and complexity according to a standard scale,

and

4. Consistent measurement and treatment of pre- and post-operative care.
The standardized INRV approach is currently being piloted with the Section of Paediatrics.
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Appendix A contains some further discussion on intrasectional relativity, including a table
produced by Alberta Health that shows the distribution of payments within each section.

Intersectional Relativity and SOMB Increases
As was shown in figure 6, there is an approximately 4:1 spread between the net annual earnings
(adjusted for overhead and days worked) of the highest versus lowest earning section.
Macro allocation efforts are sometimes geared to reducing the differences in these numbers, by
providing sections different fee increases depending on their circumstances. It is important to
note that fee increases (i.e., price changes) are only one factor driving changes in average
payments. Technological change, changes in practice, external constraints (e.g., O/R time) and
workload can all impact the quantity of services that a physician provides. Figure 8 shows the
compounded fee increases provided to sections over the nine-year period from 2005 to 2014,
alongside the increase in their average payments (unadjusted for overhead costs).

Figure 8 - Average Payment Compared with SOMB Increases 2005-06 to 2014-15
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The divide between allocated fee increases and actual expenditures appears to carry on into
2015-16. For each section, Figure 9 compares fee increases with growth in physician
expenditures per physician, as well as the growth in expenditures per day, for 2015-16
compared to the previous fiscal year.

Figure 9 - 2015-16 Expenditure Growth Relative to Fee Increases
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V. Past and current efforts to address relativity and inequity in Alberta
There have been a number of initiatives in Alberta to address relativity. Projects undertaken in
the past 15-20 years included:

Relative Value Guide (RVG) Commission (1998-2000)
The objective was to address longstanding concerns about fairness and equity in the SOMB and
to establish a new Intersectional Relative Value Guide that would serve as a basis for paying
physicians. Several issues hampered the implementation of the RVG:
•
•
•
•
•

There was an upfront recognition that no section should receive an overall fee rollback.
Specialties and sub-specialties had differing views on relativity.
A number of methodological difficulties were identified, including significant variation
in the quality of section INRV submissions.
Groups negatively impacted were much more vocal than those who gained from
process.
The project ultimately polarized the profession, and the potential benefits were not seen
as worth the costs/unrest.

There were a number of benefits that resulted from this project:
•
•
•

Section commitment to INRVs
An up-to-date overhead cost study and the introduction of the model office approach.
The RVG was used for one significant intersectional allocation.

Fee Equity Committee (FEC) (2001)
This Committee was created in response to the failed implementation of the RVG. Its purpose
was to promote fee equity in the SOMB and recommend to sections how to move to
intrasectional equity through allocation. This resulted in a recommendation to promote
intrasectional relative values (INRVs) and a commitment to the model office approach to
measuring overhead.
The AMA Board of Directors created the three-pool allocation method currently in use in
Alberta:
1. Section funding to recognize physician overhead costs.
2. Targeted/priority funding for system improvements.

AND

3. Section funding on a fixed amount per physician (originally per FTE, now SAE).

INRV 101 and Section Rewrites (2002-current)
The AMA has provided guidance and financial assistance to sections to establish their
intrasectional relative values. The AMA has also provided assistance to a number of sections
who have rewritten/modernized their schedules, including: orthopaedic surgery (2002); general
surgery (2011); diagnostic imaging ultrasound (2009) and ophthalmology (2014).
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Additional priority funding for underfunded sections
AH and AMA board agreed to provide six sections with an additional $5,000 per FTE in
allocations for both 2009 and 2010. These six sections were: general practice; generalists in
mental health; psychiatry; paediatrics; internal medicine; and general surgery.

Section Allocation Equivalent (2011)
The Section Allocation Equivalent (SAE) measure was developed by the AMA in 2011 to
provide a better measure of full-time equivalent physicians than is currently in use by the
Canadian Institute for Health Information (CIHI). The AMA’s measure utilizes a richer data
source (annual claims file individual records) to account for claims billed per day as well as
days worked per year. It better accounts for part-time workers in a section, as well as section
members who work more than 209 days per year.

Individual Fee Review (2013-present)
The objective of the fee review was to address individual over-valued and under-valued fees.
This would promote relativity and help prevent any future unilateral fee cuts. Any changes
were to be expenditure neutral (i.e., reductions to be matched by increases elsewhere in the
physician services budget). Savings from the first round of the Fee Review (and limited to only
the first round) were ultimately returned to the Physician Services Budget as part of SOMB
savings in the 2016-18 Amending Agreement. The Fee Review was intended to augment and
not replace other relativity initiatives such as allocation, INRVs, and intersectional relative
values. The PCC has temporarily suspended work on the next round of the Fee Review,
pending implementation of initiatives under the 2016-18 Amending Agreement.

Schedule Redevelopment and ISRV (2015-present)
In 2015, the PCC initiated a project to redevelop the Schedule of Medical Benefits to streamline
and modernize payment. This would include restructuring the coding and diagnostic
classification (to match the International Statistical Classification of Diseases and Related Health
Problems, version 10 – [ICD-10]), rules redevelopment, as well as establishing new relative
values for the new health service codes. The ultimate goal was to implement a new schedule,
new intersectional relative values, and a new claims system to handle payment. The project is
currently on hold pending implementation of initiatives under the Amending Agreement.
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VI. Approaches in other jurisdictions
It is important to note that no province has found the ideal method for addressing
relativity/inequities. The process is difficult – circumstances change rapidly and there’s often
vary little consensus among physicians on how to measure and how to adequately address
inequities. Ultimately, the solution involves more “art than science”. To be successful,
physicians and their representative sections must “buy in” to a process they know is not perfect.
The following outlines approaches currently undertaken in selected jurisdictions.

Ontario
Ontario allocates a substantial portion of funding to sections according to income relativity.
Specifically, sections receive an allocation based on a Comparison of Adjusted Net Daily Income
(CANDI).
The Ontario Medical Association (OMA) measures average gross daytime, weekday FFS
billings per specialty and then adjusts for:
•
•
•
•
•

Estimated non-FFS earnings (publically funded)
Overhead costs
Opportunity cost of training
Skill acquisition modifier for additional training, and
Hours of work

Each section’s adjusted net daily income is then compared to the overall average for all
physicians. Sections below the average are targeted to receive additional funding. Sections
above average do not receive any relativity allocation.

Manitoba
Manitoba’s allocation model is, in some ways, the antithesis of Ontario’s. Doctors Manitoba
unapologetically focuses only on market considerations, specifically tying its fees to the
Ontario-Prairie Average (OPA), which is the average of Ontario, Saskatchewan and Alberta
fees. The medical association devotes a great deal of staff activity to gather and measure the
differences in fees between jurisdictions. In recent years, it has discontinued publishing the
annual increases provided to sections under the rationale that fee relativity with other provinces
matters more than intersectional comparisons within Manitoba.

Saskatchewan
In its allocation methodology, the Saskatchewan Medical Association (SMA) tries to balance
income equity with market considerations. As in Alberta, the SMA provides a pool of allocation
funding to recognize increasing section overhead costs. Saskatchewan does not have its own
business cost study, but relies instead on the average of overhead studies undertaken in BC,
Alberta and Ontario. The remainder of funds are distributed according to an intersectional
“disparity index”. This index has three components:
1. A comparison of net incomes (after overhead) of the 50th to 75th percentile earners in
each specialty, excluding after-hours payments and including WCB.
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2. A comparison of workload between sections (average number of FTE’s worked by 50th
to 75th percentile, evaluated against CIHI national benchmarks), and
3. An interprovincial comparison of fees (Ontario to BC) for each section using CIHI’s
National Physician Benefit Rates report, supplemented with Doctors Manitoba
estimates.

British Columbia
British Columbia’s allocation methodology is a somewhat “ad hoc” version of Ontario’s. For
allocation increases of less than 0.5%, the British Columbia Medical Association (BCMA) uses
the Modified Adjusted Net Daily Income (MANDI) model. As in Ontario, the basis is average
gross daily income by specialty. Adjustments are then applied for:
•
•
•
•
•

Overhead costs
Non FFS payments (e.g., sessional payments)
Education
Intensity/stress, and
Private income (this component differs from Ontario and is estimated based on
voluntary onsite audits of office overhead as part of their overhead studies)

Allocations over 0.5 percent involve sections coming together to arrive at consensus on how
funds should be distributed. If consensus is not reached, a mediator/arbitrator is assigned. In
the most recent allocation arbitration decision, the BCMA’s arbitrator received a variety of
submissions/recommendations from sections and ultimately selected MANDI as the most
appropriate allocation method.

US Medicare
US Medicare is an example of a system where resource allocation is based almost entirely on an
intersectional relative value schedule which was developed by the American Medical
Association. The schedule contains nearly 8,000 procedure codes which are maintained and
updated regularly (at significant expense) by the Relativity Update Committee of the American
Medical Association. US Medicare defines some regional differences in payment to account for
cost variation between geographical areas. In recent years, payments have been supplemented
with pay-for-performance incentives.

How Alberta Compares
Interjurisdictional comparisons can be difficult, as each province structures its services
differently. Alberta also has a lower proportion of physicians on ARP and blended methods of
payment than other provinces. Interprovincial CIHI data therefore provides only a rough
approximation of how our efforts compare to other provinces.
The charts below (Figure 10) compare specialist billings with a reference group (GPs). Over the
seven-year period from 2006 to 2013 (the latest year available), the ratios of both medical
specialist-to-GP and surgical specialist-to-GP payments increased in Canada. Alberta’s ratio of
medical specialist-to-GP payments increased slightly over the period. Alberta’s ratio of surgical
specialist-to-GP payments started higher than the rest of Canada but remained roughly constant
over the period.
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Figure 10 - Specialist Income as a percent of GP Income, Canada versus Specialist Income as a Percent
of GP Income, Alberta

Page 18 of 24

Appendix A – Intrasectional Relativity
As demonstrated on the Alberta Health table below, there is a significant spread of payments
within sections. Some of these are dramatic, with physicians earning far more than the average
for their section. It’s important to understand the reasons behind these payment distributions.
Some potential explanations include:
•
•
•
•
•
•
•
•
•
•

The number of days a physician works in a year
The average hours a physician works in a day
The pace that a physician works
After-hours workload and remuneration
Intensity and complexity of services provided to patients
Fees that are out of relativity with other fees in the section (i.e. too highly paid)
A narrow scope of practice
Efficiencies
Community versus hospital-based practices (allowing physicians to organize themselves
and their staff most efficiently)
“Creative” billing practices such as code stacking (e,g, billing for individual
components of a service when a composite fee exists and would be more appropriately
billed)

The press and public tend to focus on absolute numbers (e.g.; the 400+ physicians who billed
more than $1M per year). This can give the impression that high/outlier amounts reflect the
earnings of all members in a section, when the reality may be something different. It also
ignores the substantial overhead costs incurred by most sections.
Several solutions are either planned or underway to address intrasectional relativity include:
1. The Physician Compensation Committee’s (PCC’s) Standardized Intrasectional Relative
Value project (SINRV), to encourage sections to review individual fees from the
perspective of time, intensity, complexity and overhead costs
2. The Peer Review Process under development, as outlined in the Amending Agreement
to identify and address aberrant billing practices
3. Reform of the Schedule of Medical Benefits, such as individual section rewrites, as well
as the recent SOMB rules initiative under the Amending Agreement.
4. Fee initiatives being considered by the Section of General Practice, such as linking health
service codes and payment rates to patient attachment
5. The PCC’s Individual Fee Review which identified and reduced fee codes that led to
high billing practices within a section.
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** Tables on the following five pages were taken directly from the AHCIP Statistical Supplement
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