
M&A in the hospital and health system business 
used to be relatively simple: big hospital or system 
buys smaller hospital or system. But in 2015, as 
organizations nationwide try to navigate the vast 
geographic differences in the pace and nature 
of healthcare reform, their solutions are equally 
myriad. Some consolidation activity is in the tradi-
tional vein of direct acquisition or merger of equals, 
but many new partnerships involve the creation of 
new entities to tie systems together, whether geo-
graphically or otherwise. Hospitals and health sys-
tems, recognizing the growing importance of care  
coordination and the value in unified patient  
management and tracking, are acquiring organizations once thought far outside their purview, such as  
imaging centers, surgery centers, primary care practices, and even LTAC, skilled nursing, or home health 
groups. Further, some hospitals arepartnering in everything short of assets through ACOs or other patient- and  
cost-management structures. This trend is remaking healthcare organizations and requires new business 
evaluation skills, new discipline, and new expertise to find the strategic fit that will see them into the future. 
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HEALTHLEADERS: How are the methods of 
consolidation we’re witnessing in healthcare 
different than in the past?

BRENT MCDONALD: National systems 
are using screens, just like rational inves-
tors do, as to what states or geographies 
they want to get into. Obviously, it’s a 
little easier where there’s not competitive 
overlap. Where there is, the FTC over the 
past five years has taken a much stronger 
scrutiny role in these transactions. In the 
not-for-profit space, particularly, the top 
consideration is not necessarily purchase 
price. It might be governance, capital 
commitments, or some other type of 
ongoing influence role. Because merg-
ers are such a difficult decision, many 
boards and CEOs are looking at joint 
ventures or similar clinical integration 
networks. I’ve seen more dialogue and 
more announcements on joint ventures 
in the last three to five years than in the 
last 20 years combined.

MARK CIANCIOLO: We’ve done more 
joint ventures on service lines and 
clinical programs. For example, we are 
opening children’s beds in one of the 
community hospitals. That’s a game 
changer for that community. We’ll 
see more of that type of joint venture 
effort. We’ve done joint ventures with 
after-hours walk-in and urgent care–
type clinics. These joint ventures allow 
competitors to work together, and it 
allows fiercely independent organiza-
tions to continue to have autonomy 
and govern their own organizations 
while getting some of the benefits that 
you would if you did a merger.

JEFF SAMZ: Everything’s regional. Every 
town we work in is different. I don’t care 
how small the town is, the hospital is 
very important, and the board’s proud 
of running it. So we approach all of them 
with, “What can we do to help?” We’ve 
got affiliation agreements that are just 
agreements to cooperate. Some include 
revenue cycle services. Some include  
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purchasing. We’ve built a hospital, and 
the last two hospitals that joined us were 
leases. We’re a public not-for-profit, and 
these were also. We signed a long-term 
lease, which, in effect, is consolidating 
the hospitals with us without having 
to go through some of the wrangling 
of an asset purchase of a public entity. 
We’ve done a lot of joint ventures in the 
postacute world. We run hospitals, and 
that’s what we do pretty well. But we 
don’t know how to do home infusion or 
home health. We take a minority position 
and let the expert run the postacute, and 
that’s worked effectively for us. 

MARK JOHNSON: At a system level, our 
M&A activity has been what we call an 
affiliation model. It’s a corporate member 
substitution. We’re a relatively young sys-
tem at about 20 years, but we’ve probably 
doubled in size since 2011. We changed 
our name from Iowa Health System to 
UnityPoint Health, in part, to recog-
nize that we are no longer just in Iowa. 
We leave a lot of autonomy to the local 
regions. So if a regional system wants 
to affiliate, wants to merge with a local 
provider, we give them a lot of flexibility 
to do that. In some of our regions, we are 
seeing a lot of joint venture activity with 
physicians and ancillary providers.

HEALTHLEADERS: What are some of the 
advantages of joint ventures and affiliations 
over M&A? Disadvantages?

JOHNSON: I can give you one example. 
One of our regions recently did a joint ven-
ture with a national ambulatory surgery 
provider, where the two of them joined 
together to buy a majority interest in a 
local ambulatory surgery center. It accom-
plished a couple of things: It brings that 
national provider’s expertise in running 
the facility, and it’s a different mechanism 
of financing. The national provider is 
bringing their capital to the table.

SAMZ: Nobody wants to give up con-
trol, but reimbursement in Alabama  

is tough. For a small hospital with  
debt, you’re living on a fine line. Their 
debt might be a catalyst. We find 
that the lighter models—affiliations,  
partnerships—are a way to get to know 
each other, just like dating before you 
get married. It’s a way to get to know 
each other and provide services that  
are mutually beneficial. 

CIANCIOLO: In many cases, your legacy 
with such organizations is that you are 
fierce competitors. You don’t go from 
being fierce competitors to best friends 
overnight. There’s time required to 
build the trust. We use the phrase, “Let’s 
go out and make some friends.” People 
will judge the intent of our interactions, 
and if you can demonstrate a true intent 
to help build up these communities 
in terms of their access to high-quality 
clinical programs, you will build trust 
and develop a closer relationship. Fur-
ther, we didn’t seek organizations that 
were looking to sell or merge; we did the 
opposite. We were looking for systems 
that had a strong reputation for quality 
and were stable financially.

HEALTHLEADERS: Many of you are ven-
turing into areas of healthcare that tradition-
ally are not core competencies. What will the 
eventual landscape look like?

CIANCIOLO: If you’re not prepared to 
do a transaction when it comes, you 
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SAMZ: So you need a catalyst, and 
in some cases it is financing or debt. 
You’ve got to build the relationship 
before that happens.

JOHNSON: In contrast, in the Midwest we 
see some freestanding hospitals that are 
doing very well. They don’t feel the burn-
ing platform. They have solid operating 
margins and strong days-cash-on-hand 
statistics. Now that may change at some 
point in time. To your point, you have to 
have the relationship with them before, 
because once they hit that point of realiz-
ing, “We need to do something,” you want 
to have established that good relationship.

HEALTHLEADERS: At that point, might 
they be so far gone that you don’t want to do 
anything with them?

JOHNSON: It’s a good question. In our 
situation, we’re certainly not looking 
for turnarounds. However, we may still 
evaluate those opportunities. It’s as 
much about fit to culture and fit to 
strategy as it is about the financials.

SAMZ: The balance sheet is everything. 
We’re so conservative with our balance 
sheet—trying to stay strong to give us 
something for the future. That really 
plays much more of a role in this than 
how profitable somebody is.

MCDONALD: The tendency to want to be 
independent is not just a control feature; 
there are rational reasons. The medical 
staff and the community generally want 
to be a destination for healthcare. They 
want people to get healthcare locally. 
What they don’t want, necessarily, is 
for someone to come in and capture all 
their acuity through a noncollaborative  
hub-and-spoke model.

HEALTHLEADERS: What’s different about 
what’s going on nowadays versus what you 
were doing when you were putting deals 
together for Tenet?

MCDONALD: Scale clearly makes a dif-
ference. If you look at studies and credit 
ratings, the more scale you have, the 
more integration you have, the more  

could really have lost an opportunity 
to solidify a relationship. We have not 
given up the belief that the industry 
will be consolidating to 30 or 40 major 
systems. The trickiest part is, how do 
you get prepared for something that 
requires a tremendous amount of capi-
tal and you don’t know when it’s going 
to come?

JOHNSON: From a timing perspective to 
a fiduciary standpoint to the manage-
ment team, it seems the more sophis-
ticated folks are more proactive about 
potential transactions that may take 
place in the future. If you’re not ready 
to handle that transaction, if you’re not 
already getting your board ready from 
a fiduciary standpoint, you may miss 
out. Folks are choosing teams. Cer-
tain markets are consolidating. When 
you come from a position of relative 
economic stability and strength, it’s  
much better than when your bond-
holders are forcing you to make a  
decision. The strategic alternatives 
analysis and the governance aspects 
are important for many not-for-profit 
boards in particular.

SAMZ: Why do some transactions take 
a long time? Nobody wants to give up 
control. A small hospital is often the 
largest employer in the town. 

CIANCIOLO: It’s also the center of phi-
lanthropy. In many cases there are over 
50 years of philanthropic investment in 
a community health system, and people 
are not letting go of that.
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diversification, the better quality, out-
comes, and margins—so that you’re able 
to reinvest properly to continue the vir-
tuous cycle. Health systems are being 
a lot more aggressive in collaborative 
conversations with what used to be com-
petitors, and determining ways to be 
most efficient and to deliver a network 
product that is going to be attractive to 
both payers and employers. Ultimately 
a lot of systems believe they want to be 
able to directly contract with large private 
employers or governmental entities.

CIANCIOLO: There is a fear out there of 
the “sucking sound” of pulling every-
thing into a hub facility. At Vanderbilt, 
we have a capacity issue—we’ve had it 
forever. So what we’ve done, and this 
helps in building trust, is demonstrate 
that we can help keep volume out in 
the community. There’s a nice strategic 
alignment in terms of bringing that 
volume to them and freeing up some 
capacity at the academic center. The 
other benefit is you’re immediately 
reducing the cost of delivering care.

SAMZ:  We’re not quite as full as 
Vanderbilt, but we are often capacity-
constrained. It takes a lot of convincing, 
though, to convince a small community 
that you’re not trying to just raid all their 
patients. We try very hard to do some-
thing in that community, like bringing a 
key physician recruit that helps give some 
credibility to our contention that we’re 
not trying to take patients out. That said, 
we shouldn’t be doing interventional 
cardiology in some of the hospitals. If it 
makes sense to do it in the community, 
we need to do it there and do it well with 
great credibility, but not try to do open-
heart surgery in a small hospital. 

CIANCIOLO: We don’t give the con-
sumer enough credit. You have to make 
true investments in clinical programs 
and show people that you’re bringing 
additional resources. 

JOHNSON: The number of procedures 
and volume equates to quality. It sounds 
like you guys are good at collaborating 
with the local communities, so it’s not 
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local, and it’s the local CEO and his 
team that has to foster those. We look 
for opportunities to provide leadership 
opportunities to physicians, and we cre-
ated a physician leadership academy at 
the system level. They submit applica-
tions, and the class sizes are limited to 
around 30. They can be employed phy-
sicians, but they can also be indepen-
dent physicians from the community 
that they feel is someone they want to 
create that strategic partnership with. 
Also, we have physician board members 
on both our system board and on the 
regional boards.

HEALTHLEADERS: Part of the goal for 
either M&A or some of these strategic part-
nerships we’ve been discussing involves creat-
ing a continuum. So this consolidation issue 
doesn’t just involve hospitals, right? 

JOHNSON:  We feel home health is 
extremely important in the current and 
future environment as you’re getting 
patients out of the hospital and trying 
to treat them in the lowest-cost setting, 
keeping them at home when possible. 
We’ve created a single owned operating 
unit for homecare. Also, we’re integrat-
ing homecare into our clinic, creating 
that sticky relationship between the 
physician, the patient, and other  
members of the care team.

SAMZ: We have joint ventures in home 
health and home infusion, and we own 
a durable medical equipment company. 
We’ve had some success in being the 
minority partner and letting the expert 
run it. That’s worked pretty well. We’re 
currently aligning the branding of all our 
postacute partners to attach to our logo. 
They all concluded that it helps them in 
our market to be branded with us.

CIANCIOLO: We do own home health, 
so some pieces we own. But more 
recently we have focused on building 
our network to include a number of 
postacute care providers. 

HEALTHLEADERS: What does building 
these networks mean for the ultimate goals 
of your systems? 

JOHNSON: We’ve had a growth strategy 
for several years, and it dovetails with 
our care coordination and population 
health strategies. We look at opportu-
nities in contiguous markets. 

CIANCIOLO: The endgame question 
we have to answer is, how are we going 
to manage populations as payment 
reform really takes hold? Jeff alluded to 
bundled payments. Here in Tennessee, 
it’s coming all at once. The Medicaid 
program came out with 75 episodes of 
care; it’s rolling out. The state health 
plan RFP just came out, and those 
same bundles are required for the state 
employee health plan. There’s actu-
ally a provision in that bid that requires 
payers to agree to move at least half 
their book of business to episodes of 
care. So we’re going to see rapid change 
in how providers are paid in this region. 

SAMZ: What’s driving our net worth is 
really two things. We’ve been there 130 
years, and it’s community-oriented, not-
for-profit, a nine-member board, and 
there’s a genuine belief in taking care of 
everybody and providing not-for-profit 
services. There’s a belief that preserving 
that is important. You don’t have to be 
the dominant or the only player, but you 
want to be big enough to be needed.

HEALTHLEADERS:  We’ve heard others 
describe that as essentiality. 

SAMZ: We partnered with Sentara out 
of Virginia and co-own our regional 
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seen as a takeaway; it’s just a logical devel-
opment and evolution. I’m sure when 
you do that, maybe you’re recapitalizing 
and growing their primary care, which 
ultimately keeps more folks out of the 
hospital and healthy. It’s probably more 
beneficial for the community as well.

CIANCIOLO: Another key requirement is 
creating some new governance structures. 
As we set up an affiliation, we actually set 
up a mini-board so that you have a pur-
poseful way to determine which projects 
make sense. You really need to build the 
relationships directly with their boards as 
well. In some cases we sit on each other’s 
boards of various ventures. I think it’s 
at that level where trust and also some 
accountability can grow. You get to know 
the communities, their charitable foun-
dations and all that—believe me, we go 
to a lot of black-ties—because that’s truly 
where you get to know people and they 
get comfortable that this could evolve in 
a way that supports the local community.

MCDONALD: Let’s not forget the medical 
staff. Medical staffs can make or break 
these transactions. Certain systems have 
been known to capture a patient and then 
not release him or her back into the com-
munity. So those independent doctors or 
even local employed physicians may have 
reservations regarding a big, noncollabo-
rative system that intends to capture a 
patient. How do you address those issues?

CIANCIOLO: Since we have a statewide 
organization now, we’ve formalized 
a regional medical director role. The 
RMD is a physician who is practicing 
in the community and represents the 
practices in that community to a clini-
cal governing body we call our Physi-
cian Leadership Council. The PLC is 
where the clinical agenda is set for our 
organization. You can’t leave it up to 
chance. Early on, there isn’t a single 
way to go build physician relationships. 
You have to rely on a management 
team and community leaders to guide 
you. It’s a multiyear, forever process. 

JOHNSON: Our philosophy is that those 
physician relationships are primarily  
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care organization with them. We think 
that’s a good partnership of likeminded 
people, and they’ve got deep exper-
tise in Medicaid-managed care that 
we hope will help us. We think they’re 
there for the right reasons. They’re 
not providing services. We co-own the  
company. They’re only going to be  
successful if the company that we’re 
building is successful. 

HEALTHLEADERS:  But how big is big 
enough? 

JOHNSON: We actually haven’t tried to 
quantify it. This sounds like a cliché, 
but we think we’ll know when we’re big 
enough. Our operating model is such 
that our regional CEOs get together 
with system leadership every month, 
and we talk strategy and we figure out 
the strategy. So it’s a participatory pro-
cess, not a top-down model. If you get 
too big, that type of model just isn’t 
going to work. We want to round out 
our presence in some regions that we’re 
already in. That’s our first priority. 

CIANCIOLO:  We talk about it more in 
terms of the size of the population that 
we believe we ultimately need to man-
age. Scale is also required to achieve 
the economics of the investments that 
are required to build the management 
service organization and capabilities 
required to manage populations. The 
other piece that we didn’t plan on is, 
we’re being asked by others to help 
them build out their networks and 
population health capabilities. So in 

an advisory services role, we’re current-
ly helping more than 60 hospitals in  
Florida, Georgia, and Mississippi.

MCDONALD: When I’ve done successful 
partnerships in my career—at Tenet and 
here at Bank of America—you have to 
have a differentiating reason for doing 
the deal. You want sustainability for your 
marketplace, and then you want sticki-
ness. Unfortunately, many structures that 
have been proposed over the years don’t 
have a layer of stickiness that would sur-
vive the next management team. So that’s 
problematic. A lot of decisions being 
made now are kind of permanent—they’re 
10-year-type decisions. You don’t want to 
invest and choose someone to be on the 
team and you on their team, and then they 
can exit arbitrarily after only a short time. 

SAMZ: We’re a community hospital. If 
we acquire something—a minority inter-
est in a JV is one thing, but if we acquire a 
hospital—there is zero thought that we’re 
ever exiting that. It is permanent. We’re in 
that community forever. That gives you a 
little more time, as you’re also not trying 
to fix all the problems overnight. If we’re 
going to help a local community be suc-
cessful, sometimes that means infusing 
capital. For the most part, we want to help 
them pay their own way; that local county 
needs to run their hospital efficiently and 
reinvest in it. The idea that the corporate 
offices are just going to send an infusion 
of capital every year is not sustainable. 

CIANCIOLO: That issue of stickiness in a 
non-owned strategy is probably the one 
thing that keeps me up at night. To build 
sustainable relationships, we focused on 
aggregating the population first before 
we built infrastructure and capabil-
ity. Physicians care about patients, and 
if you aggregate a population in those 
communities, those physicians engage. 
They will participate even if they don’t 
believe change is coming or if they are not 
convinced in a future business model. 
They get involved because they want to  
continue to serve their patients. 

MCDONALD:  Can technology create 
stickiness?
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JOHNSON: We are completing a com-
mon EHR platform within our own 
facilities and our own practices, and 
we’ve chosen Epic, which a lot of large 
systems have done. This platform will 
allow us to easily share clinical infor-
mation among providers within our 
system. We completed the acute care 
rollout in 2013, and have just finished 
our final phase of the ambulatory roll-
out. Our next expansion will be into 
homecare. Now all of our owned facili-
ties and physician groups will be on 
the same technology. We’ve offered 
our rural partners the opportunity to 
utilize the same robust platform, and 
several have implemented this tech-
nology. This allows some of the data 
exchange that we’ve been discussing.

SAMZ: One thing we believe underlies 
some of these deals, something we very 
much value, is the ability to deliver 
healthcare efficiently. At the end of the 
day, the money for M&A and partner-
ship deals comes out of taking care of 
people and being able to do that with 
margin. So we put a very high value on 
being able to provide very efficient care 
and do it cost-effectively. That has to 
underlie all this stuff. You can buy and 
sell stuff all day long, but if the underly-
ing economics aren’t working, forget it. 

CIANCIOLO: Brent, from an invest-
ment standpoint, how do you take 
into account disruption in lending 
capital into an industry going through  
tremendous change and turmoil?

MCDONALD: Like any other investor, 
it’s a disciplined, deliberate approach. 
The rating agencies have quantitative 
and qualitative factors. Those qualita-
tive factors are important. They like to 
see scale. They like to see geographic 
dispersion. They like to see networks 
that have good reputations and that 
have desirable access points. Of course, 
they want to see efficiency, quality, 
and sustainable practices. Where you 
have management teams that are 
able to deliver, that’s the jockey that  
you choose.   H
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