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Healthcare Industry and 
Transaction Environment
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Healthcare Transaction Activity
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* Total 2016 transacted value of $71.7 billion
* More than 900 closed deals
* 2016 deal value declined from 2015 due to fewer megadeals

* Long-term care deals represented 20% of total deal value
* Physician Medical Groups lead deal value
* Home Health / Hospice saw the highest EBITDA multiples

Source: PwC's Deals: US Health Services Deals Insights Year-End 2016

Record-Breaking Year

Certain Verticals Dominated
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Sector 2012 2013 2014 2015 2016 2013 2014 2015 2016

Behavioral Healthcare 17            16            21            35            41            -6% 31% 67% 17%
Home Health & Hospice 35            35            65            41            55            0% 86% -37% 34%
Hospitals 107          84            79            101          90            -21% -6% 28% -11%
Laboratories, MRI & Dialysis 47            36            32            51            41            -23% -11% 59% -20%
Long-Term Care 188          225          288          354          337          20% 28% 23% -5%
Managed Care 28            15            22            41            21            -46% 47% 86% -49%
Physician Medical Groups 70            65            58            78            119          -7% -11% 34% 53%
Rehabilitation 18            17            19            28            40            -6% 12% 47% 43%

Count Growth
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• Favorable industry dynamics driven by aging population, healthcare reform and Medicaid
expansion

• Many healthcare industry segments are highly fragmented market with opportunity to gain
competitive advantages through size

• Cost saving opportunities by centralizing overhead function, gaining economies of scale and
increased negotiating leverage with vendors

• Revenue synergy opportunities' associated with greater negotiating leverage with payors

• Experienced management teams that can drive growth, efficiency and profitability in
acquired businesses

• Technology and infrastructure related investments spurred on by new regulations can be
significant. Smaller organizations have less access to capital and ability to make these
required investments

Transaction Themes

DRIVING FACTORS BEHIND TRANSACTION ACTIVITY

Physicians Opting 
for Hospital 

Employment Over 
Private Practice

• From 57% independent in 2000 to only 33% independent in 2015(1)

• Appeal of fixed salary vs. production-based compensation model (“Eat what you kill”)

• Increased desire for work-life balance
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Primary Deal Considerations
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M&A VOLUME
Historical Perspective on Physician Practice Transactions
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1990s 2000s 2010s

1993 – 1995:
Number of Hospital 
owned physician 
practices tripled

1995 – 2002:
Hospital owned physician practices 
suffered significant operating losses, 
acquisitions slowed, divestures increased

1998:
PhyCor collapse

2010s:
The Great Reconsolidation

1990s 
Cap. and Phys. 
Practice Mgmt. 
Co. Expansion

1994 – 2004 
Shake-Out / 

Retrenchment

2005 – 2009 
Focus on 

Market Share 

2010 – 2014 
Reform

2015 – Present 
Quality of Care

 Managed Care Focus
 Competition for 

Primary Care
 Economies of Scale
 Increased pressure for 

consolidation

 PPO increasing, HMO 
decreasing

 Joint Venture Growth

 Capital Demands due 
to Infrastructure 
Requirements

 Quality with Cost 
Reduction

 ACA

 Introduction of MIPS 
and APM

 Increased Pressure 
for Consolidation

 Hospital Losses on 
Physician Employment

 HMOs Losing Favor 
with Public

 Shift from 
Employment to Joint 
Venture 

Source: California HealthCare Foundation
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OVERVIEW PHYSICIAN SERVICES

Physician services have been included in the consolidation wave. Major acquirers include:

• Hospitals / Health Systems – Acquiring primary and specialty care (Cardiology, Orthopedics, etc.) providers.

• Payors / Managed Care – Willing to make acquisitions for the right opportunities. Share risk with large physician practices.

• Private Equity / Major Operators – Acquiring Emergency Medicine, Ophthalmology, Gastroenterology, Orthopedics, Anesthesiology,
and Radiology. Transactions often priced based on a multiple of post-closing projected EBITDA
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MARKET PARTICIPANTS

Large Health 
Systems

Hospital based 
Medicine

Managed Care 
Participants

Private Equity
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• The hospital industry is highly fragmented and dominated by not-for-profits. While the total number of hospitals in the
country has remained relatively steady, many analysts believe stand-alone operators will need a larger, stronger partner.

• Unknown regulatory changes regarding the repeal and replace efforts on Affordable Care Act (“ACA”). Reimbursement
pressures from payers and rise of high deductible health plans. Required investment in technology and value based care.
Credit outlook for sector is poor.

• Shift from inpatient to outpatient care has put pressure on hospital bottom lines.
• Hospital deals fueled by sell-offs from publics; Community Health Systems and Tenet. Also standalone facilities aligning

with larger systems. New payment models and population health management driving consolidation as well.

OVERVIEW – ACUTE CARE HOSPITALS

System Category Identified 
Systems

Hospitals 
(Rounded)

Total Major Systems (10 + Hospitals) 63 1,800

Regional Health Systems (5-9 Hospitals) 65 400

Local Health Systems (2-4 Hospitals) 199 550

Government Hospitals (state, county, and city) 866 1,100

Academic Health Systems 59 100
Single Hospital Health Systems (non-
government) 1,350 1,350

Total (Rounded) 2,600 5,300
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Source: American Hospital Association as reported in the MedPAC Data Book, June 2015
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Hospital – Transaction Market

Hospital Transactions  
Larger Deals

• Higher number of small to mid-sized health system 
consolidations occurring over the last several years leading 
to higher volume

• Transaction outlook increased in 2016 and is expected to 
trend upward in 2017
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Industry Trends

 Several public for-profit health systems have been divesting hospital assets to reduce 
debt and focus on core facilities

• In April 2016, CHS completed spin-off of 38 hospitals into a new public 
company, Quorum Health Corporation

• CHS announced plans to divest an additional 25 hospitals in 2017
• THR has announced plans to divest non-core hospitals
• Note, these above divestitures do not necessarily mean “non-performing” 

facilities, simply a re-focus on core assets

 Significant recent consolidation activity including:
• Dignity Health and CHI announced plans to merge
• Capella Healthcare, Inc. and RegionalCare Hospital completed merger
• Ardent Health Services and LHP Hospital Group, Inc. completed merger
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Transaction and Alignment 
Strategy Overview
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Alignment Structures - General
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Alignment Structures

Alignment through Acquisition
• Control v. Minority interest
• Assume management responsibilities
• Receive any post-transaction revenue and/or cost synergies

Joint Venture Arrangement
• Form a new entity (“JV”) in which both parties have partial ownership
• Each party would contribute assets to the JV, either cash or business interests
• The JV would then have equity shares which it could sell to additional affiliates
• Share any post-transaction revenue and/or cost synergies

Service Line Joint Venture / Joint Operating Agreement
• Contributed Assets
• Leased Assets (real estate, staffing, providers, etc.)
• Duration of the JOA
• “Wind-down” of the JOA (ex. return of capital, working capital, etc.) 
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Acute Care – Joint Ventures

Examples

 New entity created between two (or more) health systems
 Acquisition or contribution of assets into JV
 Shared ownership & governance

Joint Venture Commentary

• John Muir Health invested $100 million to acquire 49% of San Ramon 
Regional Medical Center

• The JV will seek ASC and ancillary investment opportunities 

• The LHP / Hackensack UMC JVs have allowed a capital constrained health 
system to expand in a competitive market:

• LHP Hospital Group Joint Ventures with Hackensack UMC Mountainside  
• LHP Hospital Group Joint venture with HackensackUMC at Pascack 

Valley
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Acute Care – Joint Ventures

Examples

 Academic Hospitals are also starting JVs to leverage their brand and clinical knowledge
 “A JV of Duke University Health System, one of the country’s leading academic health 

systems, and LifePoint Health, a leading healthcare company dedicated to making 
Communities Healthier.”

18

Commentary

• 14 Hospitals under the JV either ownership and or 
management

• 9 North Carolina   
• 3 Pennsylvania  / 1 Virginia  / 1 Michigan 

• Duke LifePoint – purchased several NC hospitals from Tenet in 
2015

• MidMichigan Health sold an equity interest to University of 
Michigan 

• Portion of the UofM equity value as based on usage of the 
UofM brand to MidMichigan
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Payor / Provider – Joint Ventures

19

 Commercial JV
 Formed Innovation Health, LLC:  50-50 joint venture
 Insurance holding company system includes HMO and insurer
 Innovation Health offers plans in individual, small group, and self-insured markets
 Inova developed provider network that includes affiliated and independent providers

Transaction Commentary

 Medicare Advantage JV
 Formed Veritage, LLC:  50-50 ownership
 BCBS contributed cash, Banner contributed cash and stock in Banner MediSun, Inc. (nka 

MediSun, Inc. dba Blue Cross Blue Shield of Arizona Advantage)
 Limited to a Medicare Advantage plan only

 Two models: Equity JV & Contractual JV (intermediary or plan 
controlled risk pool)

 Separate but interdependent collaboration on plan / provider 
functions

 Allocation of power based upon Board seats and reporting 
relationship of key management

 Payor responsible for claim administration and other back office 
functions

 Provider responsible for provider network development

 Delineated products / market / population
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Joint Ventures - other
Examples

Joint Venture Commentary

• Joint Venture to Deliver Full Suite of Kidney Care Services:
• Physician education and support /Chronic kidney disease education
• Network of outpatient centers / Vascular access
• Hospital services / Integrated Care      
• Clinical research / Transplant services

• Announced joint venture to enhance and expand neonatal and pediatric 
services, including:

• Developing telehealth consult services to further enhance access to pediatric 
physician specialists;

• Providing opportunities for UCSF medical students and residents to participate 
in clinical rotations at St. Joseph Health facilities including Santa Rosa Memorial 
and Petaluma Valley hospitals;

• Creating educational programs for physicians, nurses and support staff (e.g., 
CMEs); and

• Continuing to grow the obstetrical, neonatal and pediatric service lines through 
program development

20
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Market Dynamics Driving JVs
I. Competitive Environment for acquisitions

II. Reimbursement pressures

III. Management Specialization and Expertise

IV. Market Response to Healthcare Reform Initiatives

V. Quality Initiatives / Population health

VI. Monetization of Non-Core Assets

VII. Synergies

21
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What is a Service Line Joint Venture?

22

Traditional Joint 
Venture

• The cooperation of two or more businesses in which each agrees to 
share profit, loss, and control in a specific enterprise

• Typically JV entity formed to undertake a particular business transaction 
or project

• Involves equity participation in joint venture entity
Service Line Joint 

Venture
• Joint venture for the operation of a specific business unit or service line
• Does not involve equity ownership or formation of separate legal entity
• Often structured as contractual joint venture or joint operating 

agreement (JOA)
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Service Line Joint Ventures

23

Benefits of Service Line 
Joint Venture

• May allow for collaboration / service line enhancement without capital 
commitment associated with Equity JVs

• May have financial reporting and/or tax benefits
• May circumvent restrictions on investment or ownership 
• Does not require creation of JV entity

Typical Service Lines 
Considered for JV

• Cardiology
• Pediatrics
• Oncology
• Orthopedics
• Neuro / Spine
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Key Considerations For JVs
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Stark Law and Anti-Kickback Statute
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JV – Tax Exempt Issues

• Must be fair market value
• May require Attorney General approval under state law

Contribution of charitable assets

• Purchase price, management fee, etc.
• Must be fair market value

Remuneration paid by non-profit 
partner

• Income treated as taxable unrelated business income 
unless activities are substantially related to charitable 
purposes

• If JV is substantial part of non-profit partner’s activities, 
it could also impact overall tax exempt status 

Activities of JV attributed to non-
profit partner

Requirement to maintain tax exempt status
• Non-Profit must be and remain organized and operated exclusively for 

charitable purposes 

26
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JV – Tax Exempt Issues (Continued)

Are JV activities substantially related to charitable 
purposes of non-profit partner?

• Nature of activities – are they consistent with charitable activities contemplated 
by IRS (e.g. direct patient care)?

• Governance control – can non-profit partner ensure that activities will be solely in 
furtherance of charitable purposes?

Key governance considerations and Revenue Rulings 98-15 
and 2004-51

• Board control
• Reserved powers
• Term of management agreement
• Charity care policies

27
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JV – Antitrust Issues

Analysis of JV Formation
• Are JV partners currently competitors?
• How is competitively sensitive information treated during transaction –

limitations on sharing of information, third-party analysis of sensitive 
information?

• Does JV result in concentration of market power that may be subject to 
challenge?
Does JV transaction require Hart-Scott-Rodino filing?
Will FTC / DOJ require any divestiture of facilities?

Analysis of JV Activities

• Key concern is concerted payor contracting between partners and JV
• Concerted activities must be related to business interests of JV rather than 

separate business interests of the partners
• Copperweld Doctrine protection when there is unity of interest between partner 

and JV (typically requires majority control)
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Structural Considerations

• Valuation of contributions 
• State law or bond restrictions on charitable assets
• Equity / debt structure
• Profit Sharing Mechanism for non-equity JV

Formation and Capitalization

• Physical location of services / Ownership of Assets
• Management and Board Control
• Tax implications for nonprofit partner
• Balancing charitable/religious mission
• Financial Reporting
• Rights upon dissolution

Ownership and Governance

• Medicare/Medicaid provider numbers assigned, consolidated, or 
new?

• Payor Contracting
• Participation in ACO, Shared Savings, etc.
• 340b Participation
• Certificate of Need (CON) approval needed?

Licensure and Reimbursement
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Alignment Structures

Services to be 
aligned

Ex. professional services, 
staffing, management real 
estate (rent), equipment 

(lease)

Joint 
Operating 

Agreement

Various “unaligned” 
services are aligned 

through an 
enforceable Joint 

Operating Agreement

Structure of a JOA



© 2017 National Association of Certified Valuators and Analysts® (NACVA®).  All rights reserved.

Valuation Considerations for 
Service Line Joint Ventures

31
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Valuing Service Line JVs
 Unlike an equity ownership interest, the interest subject to valuation in 

a contractual joint venture or joint operating agreement is often 
ambiguous and amorphous.

 Because of this, the appraiser must use extra care to ensure that the 
valuation models are specified in a manner consistent with the 
contractual provisions (…which may be subject to change)

32
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Standard of Value

33

 Clearly delineating FMV from Strategic Value may be 
difficult

Fair Market Value

No buyer synergies

Expenses to account for all 
expenses to operate as a 

freestanding business

Revenue/reimbursement changes 
to reflect “market” and not 

particular buyer

Strategic Value

Incorporates synergies to specific 
buyer

Unique hospital based 
reimbursement

Paying greater than the market 
could be deemed “paying for 

referral”



© 2017 National Association of Certified Valuators and Analysts® (NACVA®).  All rights reserved.

Defining the Contributions
 Important to understand the nature and composition of the service line 

held by each party pre-JV
 Service line may not be clearly delineated and services may overlap 

with other departments
• Cardiology and Imaging
• Inpatient vs. Outpatient

 Service Line financial reporting often limited to P&L / Contribution 
margin only

 Balance sheets not typically available, identifying specific assets may 
be difficult

34
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Defining the Economic Benefit Received

 The value of the contribution may be significantly different 
than the value received.

• Ownership of Assets / Ongoing Capex
• Obligations related to Debts
• Financial Reporting / Profit Sharing Mechanism
• Contractual provisions regarding control / governance / 

management
• Term of Agreement, rights upon dissolution of JV (exit values, 

asset conveyance, etc.)
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Defining the Contributions
READ THE CONTRACT!!!

• Carve-outs / exclusions
• Conveyance of physical assets
• Site of Service
• Payor Contracts
• Branding / Tradenames
• Service Agreements 
Contribution to JV may be significantly different than the 
form/substance of current service line

36
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Common Service Agreements

37

Tradename / Brand License

Management / Administrative Services

Billing & Collection Services

Employee Staff Lease / Physician Comp.

Equipment / Real Estate Lease

Segregated Services that May Require Valuation Adjustment or Separate Valuation
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Valuation of Service Line 
Joint Ventures
Overview of Valuation Methodologies

38
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Valuation Methodologies
 Income Approach

• A general way of determining a value indication of a business, 
business ownership interest, security, or intangible asset using one or 
more methods that convert anticipated future economic benefits into a 
single present amount.

 Market Approach
• A general way of determining a value indication of a business, 

business ownership interest, security, or intangible asset using one or 
more methods that compare the subject to similar businesses, 
business ownership interests, securities, or intangible assets that 
have been sold.

 Asset (or Cost) Approach
• A general way of determining a value indication of a business, 

business ownership interest, or security using one or more methods 
based on the value of the assets net of liabilities.
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Valuation Methodologies
 Income Approach

• Most commonly used and generally most appropriate method for 
Service Line Joint Ventures

• May need to adjust model to match time horizon of JV contract
• Terminal Value Adjustments
• Capex / Working Capital Adjustments
• Cost of Capital Considerations
• Tax Considerations

40
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Valuation Methodologies
 Asset / Cost Approach

• May be appropriate for non-profitable service lines or when one 
party contributes specified assets to the other in connection with 
the Service Line Joint Venture

• May be difficult to accurately identify contributed assets or cost to 
recreate

 Market Approach
• Generally not applicable due to lack of comps and/or variations in 

deal structure/terms
• May be appropriate for related agreements (compensation, service 

agreements, etc.)
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Service Line JV
Example
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Situational Analysis
 Springfield Community Hospital (SCH), a tax exempt rural 

hospital, offers a full spectrum of pediatric care, but 
struggles to maintain the volume of pediatric cardiology 
necessary to attract high quality physicians and can no 
longer justify the service line from an economic standpoint.
 As a result, SCH is considering one of two options:

• Discontinue the pediatric cardiology service line and refer these 
patients to another organization, or 

• Partner with an organization recognized for excellence in pediatric 
cardiology
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Situational Analysis, continued
 National Children’s Hospital (NCH), a leading pediatric 

focused health system has a hospital location 3 hours from 
Springfield, and often sees pediatric cardiology patients 
who live in the Springfield area.
 To better serve these patients, NCH is considering one of 

two options:
• Establish outreach clinics for pediatric cardiology in Springfield
• Approach the community hospital (i.e., SCH) to discuss the 

potential of partnership around this service line

44



© 2017 National Association of Certified Valuators and Analysts® (NACVA®).  All rights reserved.

Historical P&L - SCH
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Case Mix - SCH

46



© 2017 National Association of Certified Valuators and Analysts® (NACVA®).  All rights reserved.

Collections per Case - SCH
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Revenue Mix - SCH
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Payor Mix - SCH
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Direct Expenses - SCH
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Indirect Expenses - SCH
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Service Line Profitability - SCH
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Proforma Volume - SCH
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Adjustments - Directs
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Adjustments - Indirects
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Proforma – SCH Contribution
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Cost of Capital - SCH
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DCF Example - SCH
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Next Steps
Similar Exercise performed for NCH

• May have different reporting/allocation methods
• May have different service lines
• May have different carve outs
• May have different cost of capital/risk factors

Analyze on a combined basis
• Calculate ROI based on indicated FMV and Service 

Line payout formula
• Validate no disproportionate benefit / private inurement 

concerns
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Final Thoughts / Recommendations

 Service Line JV valuations are difficult, scope and price the 
work accordingly.
 Plan for multiple iterations as the contractual terms are 

negotiated and build flexibility into your models to 
accommodate this process.
 Make sure to work closely with both transactional and 

compliance attorneys to ensure valuation model is 
congruent with deal terms and regulatory requirements.
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