You Need Partners

As healthcare organizations reorient their business toward an
accountable future, strategic partnerships of many stripes form
the backbone of their drive to survive. BY PHILIP BETBEZE

s payers, patients, and
the federal government
raise standards of reim-
bursement beyond the
provision of services
and toward account-
ability for outcomes, many healthcare
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organizations are realizing they’re too
small. Or they’re too focused on the
hospital business. Or they don’t have the
proper geographic coverage.

The reasons your organization may
need a strategic partner are myriad.
In some cases, the partner provides

scale. In others, it may provide exper-
tise or share in the risk associated with
participation in pilot programs for
bundled payments or other risk-based
reimbursement.

There are numerous paths to choose
from where once the only viable option
might have beena traditional merger or
acquisition. Hospitals, health systems,
physician practices, and avariety of pre-
and postacute services are partnering
through clinical affiliation, sometimes
by way of contracts with niche partners
or in some cases through direct owner-
ship of these modalities.
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Which of the following are among the financial objectives of your overall merger, acquisition,

andy/or partnership planning or activity?

Increase matket share within our geography
Tmprove operational cost efficiencies
Expand geographic coverage

Traprove financial stability ©

0

Trprove position for payer negotiations m

Tmprove access to capital (&
Improve access fo operational expertise

Improve access to financial management

Multi-response

SOURCE: HealthLeaders Media Intelligence Report, The M&A and Partrership Mega-Trend: Deals for Growth and

Survival, February 2015; fim.tc/1zHAJCI.

The key is that each party has
something to lose and something to
gain. Which partner or combination
of partners is right for a particular
organization is subject to the many
variables that help determine patient
outcomes—good or bad—but i’s clear
that a strategy around accountability
and how to achieve it is table stakes in
the risk game.

Jeff Hoffman, a partner and consul-
tant with Kurt Salmon in San Fran-
cisco, says mergers made up the lion’s
share of his practice over the past 21
years in healthcare consulting, but that
partnerships and affiliations have

“As we’ve known for
some time, this excess
capacity will create
problems for those
lacking essentiality in
the market.”

gradually overtaken mergers as hospi-
tal and health system leaders and their
boards try to be proactive with strategic
decisions, but don’t necessarily feel the
need to sell assets or give up local con-
trol as a first step. They know they can’t

Considering your most recent M&A and/or partnership activity, was it ...

A merger of two organizations into one

An acguisition of one organization by another
A contractual relationship, but not M&A
Other

No activity

All Hospitals
10% 10%
34% 22%
38% 49%

6% 6%
11% 13%

NOTE: This chart includes data segmentation from the Premium edition of the report.
SOURCE: HealthiLeaders Media Intelligence Report, The M&A and Partnership Mega-Trend: Deals for Growth anu Survived,

February 2015; him.tc/1zHAJC1.
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continue business as usual, but they
want to keep their options open.

“Many of my clients are financially
successful community hospitals and
academics, and they don’t want to
merge, but they want scale,” he says.
“They’re not sure handing over the
assets is actually the right strategy.”

After several years of going through
strategic processes and looking ar the
tools and talent needed to be success-
ful, he says many of his clients realized
“it isn’t transacting the asset that gets
them where they want to be; it’s some-
thing else,” Hoffman says.

When you look past the supply
chain and back office, the real metric
of success is clinical improvement in
both efficiency and safety. The elusive
“something else.”

“One-third of everything done [in
healthcare] is duplication,” Hoffman
says. “We get paid for that waste today,
but if you believe that’s going away, an
affiliation or partnership with other
like-minded organizations driving a
high level of clinical integration can
be successful.”

Organizations are trying a mix of
models outside of M&A. Among them
are the clinical integration model,
the joint operating company, and the
population health model, or some
combination.

“I¢'s not as much size and scale as it
is geography and efficiency,” Hoffman
says. “Do you operate within a geog-
raphy that’s important to an insurer?”

Health systems Physician organizations
12% 8%
42% 39%
30% 33%
7% 6%
9% 14%
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Even the largest hospital chains are try-
ing a variety of new models where once
a merger or acquisition would have
been the only way two organizations
would have worked together. Two of
the largest organizations in the coun-
try, Ascension Health and Adventist
Health System, formed a joint operat-
ing company (JOC) recently to better

coordinate care and compete in the
Chicago metro market. That partner-
ship was born out of the belief that
it’s not enough to be a major national
chain—you must ensure thatyour piece
of a local market retains the size and
scale to be a network must-have.

Exclusive to the Chicago area,
the JOC, which was named AMITA
Health in April, combines Ascension’s
five-hospital Alexian Brothers Health
System and the four-hospital Adven-
tist Midwest Health. All the hospitals
are in suburban Chicago. Though
announced in June 2014, legal and
regulatory steps necessary to form the
company were completed in February.

The JOC allows both entities to
maintain independent boards for strat-
egy, operations, finance, and overseeing
related quality and safety of the overall
organization and to retain their sepa-
rate religious identities. Perhaps more
important from a physician alignment
and must-have network standpoint,
the JOC will form an organization of
formidable size.

“All of the organizations that suc-
ceed in Chicago metro will need scale,”
says Mark Frey, who was president
and CEO of Alexian Brothers and now
holds those titles with AMITA Health.
David L. Crane, who had been presi-
dent and CEO of Adventist Midwest
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Health, is now executive vice president
and chief operating officer of the com-
bined entity. The physician network for
AMITA Health will exceed 3,000.
“There are some 100 hospitals in
the metro region,” Frey says, explain-
ing that a compelling reason for the
JOC is that more accountable reim-
bursement structures, combined with
higher patient share of costs, will create
excess hospital capacity in a metro area

“As we shift a lot of payment responsibility
to consumer, you'll continue to see these changes
contribute to a hyper-competitive market.”

that historically has had high utili-
zation. As utilization moves lower,
the most efficient and geographically
diverse operators will have an impor-
tant advantage.

“As we’ve known for some time,
this excess capacity will create prob-
lems for those lacking essentiality in
the market,” says Frey. “That puts
more pressure on hospitals and drives
patient volume into outpatient care. As
we shift a lot of payment responsibil-
ity to consumers, yowll continue to
see these changes contribute to a
hypercompetitive market.”

Crane says both organizations will
benefit from sharing their own solu-
tions and economies of scale that
will allow the organizations to pro-
tect clinical care while being judi-
cious about overhead in the executive
suite—where he says duplication of
roles will be addressed eventually—not
at the bedside.

“I'm excited about bringing togeth-
er best practices from two national
organizations that are excellent in their
own right,” he says.

Another option: Sharing
risk with vendors
Rich Roth, chief strategic innovation
officer at San Francisco-based Dignity
Health, with 60,000 employees in 21
states, also says partnerships are the way
forward for his organization, but in a
much different way. Dignity is sharing
risk with a variety of partners. One intet-
esting piece of that strategic initiative is
through sharing risk in a bundled pay-
ment model with a vendor partner.

Roth says a “phenomenal opportuni-
ty” is available in partnering with novel
organizations—startups or others—that
have deep expertise in one area, such
as patient engagement or coding, and
marrying that knowledge with Dignity’s
healthcare expertise.

“The best way to leverage those
opportunities is in partnerships,”

Which of the following are among the care delivery objectives of your overall merger,
acquisition, and/or partnership planning or activity?

Tmprove position for popufation health management

Improve position for care delivery efficiencies

Improve clinical integration

Gain care delivery cost efficiencies through scale |

Expand into new care delivery areas

Improve or enhance clinical talent (=

Divest to sharpen strategic mission

Multi-response

SOURCE: HealthLeaders Media Intelligence Report, The M&A and Partnership Mega-Trend: Deals for Growth

and Survival, February 2015; Alm.tc/1zHAJCI.
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he says. “If you can align great talent
toward a common goal, that’s how we’ll
move forward.”

In this instance, Dignity is partner-
ing with naviHealth, a Nashville-based
management setvices organization, in
managing bundled payment initiatives
through Medicare’s Bundled Payment
for Care Improvement program, Model
2.The Model 2 option includes payment
for the retrospective acute hospital stay
plus postacute care. It allows the orga-
nization to dip its toe into some aspects

we’ll move forward.”

of population health management,
Roth says, leveraging naviHealth’s deep
expertise with managing care hand-
offs to the postacute provider space.
Importantly, the vendor is at risk like
the health system. With a universal pay-
ment for an episode of care, utilization
saved is money earned, and efficiency is
rewarded at the highest level.

“The opportunity we have in terms
of care coordination, in physicians and
hospitals working bertter together, is
bigger than in history,” Roth says. “If
we can align our physicians on joint

goals of quality, safety, and reducing
the cost of care, these models really
support that from a structural and
economic standpoint. We’re early, but
absolutely based on what we’re seeing,
we’re expanding to multiple other sites
within the Dignity system.”

Those kinds of standards-based care
management protocols offer an eatly
push to practices and hospitals, and
include methods thar need to be in place
when hospitals and physicians partner
together to achieve a certain goal.

“The best way to leverage those opportunities
is in partnerships. Ifyou can align great
talent toward a common goal, that’s how

“That’s why we like this Model 2
bundled payment program,” Roth
says. “It allows you to think through a
longitudinal program to take care of
our patients.”

Roth says the specific program
dovetails nicely with other value-based
initiatives that Dignity has aimed at
working with independent physicians
on sharing rewards for value.

“We have learned the importance of
focus and being able to pick the vital
few initiatives that we need to address,”
says Roth.

That helps in a market where
risk-sharing discussions between the
health system and health plans are ata
preliminary stage.

“We have seen the beginning of
shared-savings programs,” Roth says,
“bur this is an opportunity for us to
improve quality of care across the
continuum on postactite care.”

Whar distinguishes both of these part-
nerships is careful planning prior to
any commitment. That’s critical to
the success of any such partnership to
avoid wasted time and effort, as well as
damaged relationships, says Hoffman,
who was not involved in either the deal
between Adventist and Alexian Broth-
ers or with Dignity’s venture into the
BCPI program.

Furthermore, Hoffman says he tells
clients to avoid meeting with poten-
tial partners until they have done
their own due diligence about what
they want from their organization in
the future.

“People want to start having meet-
ings with potential partners,” he says. “I
always say don’t. Until you know what
you want, you'll waste a lot of time. Any
CEO will meet with you. It’s much bet-
ter to go through a process to envision
your future and determine what you
want before you meet. Thart gets their
attention pretty quickly. Either they’ll
do that, or offer alternatives.”

Please estimate the cumulative total dollar value of the M&A and partnership deals your organization will be exploring over the next three years.

i ess than $5 milfion

$5 million-$9.9 million

$10 million-$49.9 million
$50 million-$99.9 million
$100 million-$499.9 million
$500 million or more

All Hospitals
17% 23%
13% 13%
32% 34%
14% 15%
16% 9%
8% 6%

NOTE: This chart inciudes data segmentation from the Premium edition of the report.
SOURCE: Healtheaders Media Intelligence Report, The M&A and Portnership Mega-Trend: Deafs for Growth and Survival, February 2015; him.tc/1zHAJcI.
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Health systems Physician organizations
6% 28%
13% 15%
27% 38%
14% 13%
28% 5%
12% 3%
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Thinking back to the last time a merget, acquisition, or partnership involving your organization
was abandoned before or during due diligence, which of the following were among the opera-

tional reasons that the deal did not proceed?

Tncompatible cultures

Concern about governance m

Mistrust between parties [

Concern about operationat transition plan

Concern ahout fate of organization's mission m

Other party's decision, for veasons I don't know !
Lack of community support -
Don't know 21%

Multi-response

SOURCE: HealthLeaders Media Intelligence Report, The M&A and Partnership Mega-Trend: Deals for Gro wth and Survival,

February 2015; hlm.tc/IzHAJCL.

There are some pitfalls ro watch out
for that might not necessarily apply
to M&A. True clinical affiliation or
partnership is difficult work. It’s one
of a number of different strategies that
attempt to achieve the same thing as
a merger, says Steven Shill, health-
care practice leader at BDO in Costa
Mesa, California.

“Certainly you can attempt to
have a true clinical affiliation, but if
you don’t have clearly defined and
robust measures by which behavior
is influenced, you could have major
problems,” he says.

Also, in many cases, clinical affili-
ation agreements are forged between
Jocal competitors, which means lead-
ers should be careful to make sure any
affiliation with a competiror is broad-
based, and not limited to a specific area
or service line.

“Where yout have an affiliation, it has
to be broad enough so thatall bases are
covered,” Shill says, “because the com-
petitive spirit will prevail in other areas,
and that puts both parties at significant
risk, because you don’t have the finan-
cial thread that combines the two.”

Crane says the broad affiliation of
Adventist Midwest Health with Alexian
Brothers in the form of a JOC was
necessary not only because scale was
needed for both organizations locally,
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but because reimbursements are con-

tinuing to tighten around the popula-
tion health model.

«This model allows us to clinically
integrate and integrate operations and
keep the core assets separate,” he says.

proven soutors. _
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For additional information segarding
Bank of America Mertill Lynch,
please see www.bankofamerica.com/disclaimer

“We're incentivized to rationalize our
performance ina unified way.”

Crane says the template to follow
is’t actually so new. Catholic Health
Tnitiatives and Adventist joined forces
similarly almost 20 years ago in a rela-
tionship that’s still going strong in
the Centura Health Network based in
Denver, which combines 15 hospitals
and 9 affiliate hospitals in Colorado
and western Kansas.

“We're following generally the same
approach in terms of the assets and
collaborations, but a slightly different
economic model that’s more incentiv-
ized for the population health environ-
ment,” says Crane. “Our leaders are
telling us we get to redesign healthcare
for the next generation. We’re very con-
fident about doing that. We get to do
the right thing for our patients.” ail

Philip Betbeze is senior leadership editor with
HealthLeoders Medio. He con be reached at
pbetbeze@healthleadersmedio.com.
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