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The Health Management Academy, “The Academy”
The Academy is a leading research and analysis company serving the largest 100 health systems that own or
operate 1,800 hospitals. The Academy provides services to the C-suite, including research, analytics, health
policy, consumer research, fellowship programs, and collaboratives.
The Health Management Academy provides unique, peer-learning, complemented by highly-targeted research
and advisory services, to executives of Leading Health Systems. These services enable health system and industry
members to cultivate relationships, perspectives, and knowledge.
In 1998, The Academy created the first knowledge network exclusively focused on Leading Health Systems.
This learning model, refined over 16 years of working side-by-side with members, combines peer learning
(Executive Forums, Trustee Institute, Collaboratives), research (Health System, Consumer, Health Policy,
Advisory), and leadership development (Leadership Programs and Fellowships).

Hammond Hanlon Camp LLC, “H2C”
Hammond Hanlon Camp LLC (“H2C”) is an independent strategic advisory and investment banking firm
committed to providing superior advice as a trusted advisor to healthcare organizations throughout the United
States. The company traces its heritage back almost 30 years through its predecessor organizations, including
Shattuck Hammond Partners.
H2C’s professionals have a long track record of success in healthcare mergers & acquisitions, capital markets,
real estate and restructuring transactions, acting as lead advisors on hundreds of transactions representing
billions of dollars in value. H2C offers securities through its wholly-owned subsidiary H2C Securities Inc.,
member FINRA/SIPC. For more information, go to h2c.com.
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Participating Health Systems*

*Includes 26 health systems to cover non-response or absence
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The Academy – H2C Strategic Survey
Starting in Q4 2014, The Academy began conducting quarterly interviews with senior health system executives
at Leading Health Systems. The survey for the interview consists of: (1) a tracking section that provides insight
into trends around primary strategic areas; (2) a special topic area that allows for in-depth study into a timely,
developing issue.
In April 2015, The Academy conducted the third round of its quarterly strategic survey among 26 C-suite
executives. In addition to an in-depth look at Leading Health Systems’ ambulatory and real estate strategies,
the strategic survey continues to examine changes in important issues affecting the largest health systems.

Key Findings
Tracking Survey
 The largest health systems continue to steadily grow and form partnerships with both providers and nonproviders in order to expand their offerings and provide more cost-efficient care. Over the next 12 months,
68% of health systems anticipate further consolidation with 25% expecting to close a change-of-control
transaction during Q2 2015.
 The

majority of reporting health systems (68%) expect their market share will increase over the next 12
months due to opening new facilities and anticipated growth in lives covered.

 Inpatient

services appears to be a relatively consolidated market with two health systems holding the
majority (59%) of the market share.

 About

54% of reporting health systems have a provider-owned health plan with most covering between
55,000 and 750,000 individuals.

Special Topic: Ambulatory and Real Estate Strategies
 Among the largest health systems, inpatient services comprise just over half (52%) of patient service
revenue. Health system executives anticipate a continued shift towards outpatient services with inpatient
revenue decreasing to 44% and outpatient revenue growing to 56% in the next three years.
 Low

interest rates, a strong financial position, and recent changes in accounting rules are driving health
systems to favor ownership of their facilities over leasing.

 Health

system executives believe that it is essential to own their core assets and any facilities located on
hospital campuses. Reflective of this preference to own all on-campus facilities and lease off-campus
physician offices, the largest health systems own nearly all (87%) of the non-acute care facilities located on
their hospital campuses.
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Profile of Participating Health Systems
With an average $4.6 billion in Net Patient Revenue (NPR), the 26 health systems, represented by the C-suite
executives, own or operate 490 hospitals with over 94,000 hospital beds. These health systems are representative
of the Western (31%), Central (42%), and Eastern (27%) regions of the United States (U.S.), and just over half
(54%) operate a provider-owned health plan.

Representative of the various regions of the U.S.

31%

42%

Average Net Patient Revenue

$4.6 BILLION

Own or operate 490 hospitals with 94,750 beds

27%

54%

Have a Provider-Owned
Health Plan

58%

Single-State
Systems

42%
Multi-State
Systems

Tracking Survey
Consolidation Outlook: Health Systems Continue to Steadily Grow
In the first quarter of 2015, the total deal volume among providers reached 113 transactions, resulting in a
total transactional value of $18 billion. (1) Consistent with this trend, the largest health systems continue to
grow with several health systems expecting to acquire a hospital/medical group or participate in some other
transaction involving a governance change over the next 3 months.
Figure 1. How likely is it that your health system will close a
transaction involving a governance change in the next 3 months?
100%

68% of health systems

Percent of Health Systems
Closing a Transaction
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anticipate further consolidation
over the next 12 months with
25% expecting to close a
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during Q2 2015
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Partnerships and Alliances

Health systems are continuing to form partnerships and alliances in order to leverage innovative technologies,
form statewide clinically integrated networks, and create Accountable Care Organizations (ACOs).
Figure 2. [Provider] How likely is it that your
health system will partner or form an alliance with
a provider for the purposes of population health
in the next three months?
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Figure 3. [Non-Provider] How likely is it that
your health system will partner or form an
alliance with a non-provider for the purposes
of population health in the next three months?

Q2 2015
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Q1 2015Q1 2015
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88% of health systems anticipate partnering or forming an alliance for the purposes
of population health with a provider and/or non-provider in the next 12 months
with 35% expecting the partnership/alliance to form during Q2 2015

Most health systems are strategically partnering with providers and/or non-providers in order to improve their
cost-effectiveness and engage with more consumers in their market.
“[
] Health System has a strong brand in that market. Our four hospitals are always going to be a distant
third or fourth in the brand race. This deal was not exclusively for population health but also for branding
purposes.” (CMO)
These administrative arrangements around supply chain, purchasing, telehealth, new technology development,
data infrastructure, and laboratory services enable health systems to expand their offerings and provide more
efficient care. One health system is partnering with CVS to offer primary care services at its new multispecialty
center with the goal of engaging more consumers in its market.
“CVS can provide minute clinic services better and cheaper than we can. We’re also looking for referrals from
them.” (CFO)
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Figure 4. [Provider] How likely is it that
your health system will partner or form an
alliance with a provider in an administrative
arrangement other than for population health
in the next 3 months?

Figure 5. [Non-Provider] How likely is it that
your health system will partner or form an
alliance with a non-provider in an administrative
arrangement other than for population health
in the next 3 months?
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81% of health systems anticipate partnering or forming an alliance in an

administrative arrangement other than for population health with a provider
and/or non-provider in the next 12 months with 54% expecting the
partnership/alliance to form during Q2 2015
Quality and Costs: Health Systems Continue to Focus on Driving Down Costs
Executive confidence remains high that their health system will meet its objectives around quality improvement,
cost reduction, movement towards value-based delivery of care, and consumer engagement over the next 12
months. The largest health systems continue to interact with consumers through advertising campaigns, digital
mediums (e.g., consumer and patient portals), branding initiatives, and consumer research (e.g., focus groups).
A few health systems have a business development team focused on consumer engagement. However, developing
strategies around pricing structure and transparency continues to be a challenge for most health systems.
“It’s hard to say because we don’t have a whole lot of objectives around pricing. We’re trying to look at how we
can take the 5 – 10 most common procedures and develop a better transparent price structure around them.”
(COO)
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Market Share: 68% of Executives Believe that Their Health System’s Market Share Will Increase
The majority of reporting health systems (68%) expect that their market share will increase over the next 12
months, primarily due to opening new facilities and anticipated growth in lives covered (Figure 6). Inpatient
services appears to be a relatively consolidated market with two health systems holding the majority (59%) of
the market share (Figure 7). Generally, responding health systems were the largest provider in their primary
market with a reported average inpatient market share of 36%. Just over half of these health systems (54%)
collect information on their outpatient market share, which ranged from 10% to 85%, averaging 34%.
Figure 6. What are your
expectations that your health
system’s overall market share will
increase in the next 12 months?
8

4

Figure 7. Currently, what is your health system’s
market share in your largest market? Who are
your health system’s major competitors and what
is their market share in your largest market?
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The Evolving Payment Model: A Slow Transition to Value-Based Delivery of Care
In an effort to facilitate the movement to value-based delivery of care, the U.S. Department of Health and
Human Services (HHS) announced in January its intent to tie traditional fee-for-service Medicare payments
to quality through alternative payment models (e.g., ACOs, bundled payments). By 2016, HHS plans to link
30% of payments to alternative payment models with the objective of growing payments based on these models
to 50% by the end of 2018. (2)
“With CMS pushing value-based programs, we may accelerate.” (CMO)
Despite HHS setting specific goals for value-based Medicare
payments, most health system executives perceive that the transition
to value-based care will occur gradually.
“We’re still very much a fee-for-service market—it has not moved
nearly as quickly as everyone thought it would. A lot of payers don’t
think they know enough about risk that they can go there.” (COO)

Health system executives
anticipate a 3% shift toward
value-based care over the
next 12 months

Similar to the last two quarters, fee-for-service payments continue to comprise 85% of health system revenue
with value-based payments at 15%. Over the next 12 months, executives at the largest health systems expect,
on average, a 3% movement towards value-based delivery of care with fee-for-service reimbursement decreasing
to 82% and value-based payments increasing to 18%.
The Health Management Academy | hmacademy.com
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Figure 8. Currently, what percent of your care delivery is fee-for-service and value-based?
What do you expect your care delivery to look like in 12 months?

Percent of Patient Service Revenue
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Note: Fee-for-service is comprised of self-pay, Medicare DRGs, Medicaid, and commercial payments. Value-based payments include:
shared savings ACO, pioneer ACO, Medicare Advantage, Medicare Shared Savings Program (MSSP), Medicare bundled payment, partial
or full capitation products, Medical Home contracts, commercial shared savings, and CMS value-based readmissions.

Provider-Owned Health Plans: 54% of the Largest Health Systems Have a Health Plan

Among health systems with a provider-owned health plan, the majority cover between 55,000 and 750,000
lives with one health system operating a health plan that exceeds three million individuals.
Alternatively, many health systems that do not have health plans are
forming risk-based arrangements with insurance companies.
“We’ve entered into an accountability care agreement with BlueCross.
It’s an opportunity to be rewarded for managing medical costs. It’s
sort of a proxy for having a health plan.” (CFO)
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Special Topic: Ambulatory and Real Estate Strategies

Consistent with this trend, the largest health
systems report that inpatient services comprise
just over one-half (52%) of their current patient
service revenue (Figure 9). Over the next 3 years,
health system executives anticipate a continued
shift towards outpatient services with inpatient
revenue decreasing to 44% and outpatient
revenue growing to 56%.
Developing an Ambulatory Strategy
“Historically, we haven’t had an ambulatory
strategy. As we develop a consolidation strategy,
we may shift more towards ownership. Now,
we have 1,300-1,500 practice locations. For us,
it is becoming more important to consolidate
and create a consistent brand across markets
and states. We’re going to standardize our
ambulatory facilities and reinforce our brand
across all our markets.” (CMO)

Figure 9. Currently, what percent of your health
system’s revenue is inpatient versus outpatient? What
do you expect it to look like in 12 months? 3 Years?
100%

Percent of Patient Service Revenue

Shifting Care from Inpatient to
Outpatient Settings
Over the past decade, health systems have been
steadily moving care from inpatient facilities
to outpatient settings. Facilitated by emerging
medical technologies, new reimbursement rules,
and evolving payment models, inpatient revenue
has declined from 73% in 1993 to 55% in 2013
with outpatient revenue increasing from 27% to
45% over the same period. (3, 4)
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Figure 10. On a scale of 1 to 5, how would you
characterize your health system’s ambulatory strategy?
4
40

28

5: Implementing a HighlyDeveloped Strategy
4
3
2

In an effort to improve access and engage with
1: No Formal Ambulatory
more consumers in their markets, health systems
Strategy
are growing and expanding their ambulatory
28
facilities. With this continued geographic
growth, the majority of health systems are
working towards creating and implementing a comprehensive ambulatory strategy that aligns with their health
system’s goals and vision. Figure 10 shows that 68% of respondents rate the development of their ambulatory
strategy as a 4 or 5 on a 5-point scale.
“We have a system-wide goal this year to create a four-year ambulatory consolidation plan in every market in
order to increase the footprint of our physician practices to facilitate population health. We have way too many
ambulatory sites because we’ve grown through acquisition. It’s a $200 million ambulatory strategy.” (CMO)
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With many health systems rapidly growing
and acquiring medical practices, it is becoming
increasingly important to have a system-wide
ambulatory strategy.

Figure 11. Is your health system considering working
with or outsourcing to a strategic partner or thirdparty real estate firm to develop, monetize, and/or
implement its real estate strategy?

“We have a lot of things in the mill, but
everything is a one-off—attacking a different
slice of the problem. It’s not a formal strategic
approach.” (CEO)

46

In aligning their ambulatory strategy with
strategic growth opportunities, 46% of health
systems reported that they are currently working
or considering working with real estate firms
(Figure 11).

Yes
No

54

“From an overall strategy perspective, we do bring in people to help us in certain markets, but we don’t
outsource.” (CSO)
Owning Versus Leasing New Facilities
Among health systems that have an ambulatory strategy, most plan to acquire, lease, and develop/own new
real estate over the next 12 months. Few health systems plan to monetize existing real estate or outsource
development and ownership of new real estate (Figure 12).
Figure 12. If your health system does have an ambulatory strategy, does it plan to do any of the
following in the next 12 months?

Percent of Health Systems With Plans
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“When you can borrow money as cheaply as we can, we don’t need a third party. Our access to capital is good,
and interest rates are cheap. So, we’re doing it ourselves.” (COO)
Generally, the largest health systems prefer to own a facility, rather than lease, when they anticipate establishing
a long-term presence in that geographic area.
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“Our members get used to going to a location. If we don’t own the facility and we have to redirect them, it can
be costly in terms of communicating to the patient as well as disruptive if they go to the wrong place. In the
locations that are developing and our market shares are lower, we are more likely to lease until they get to a
sufficient scale.” (CFO)
Consequently, most health systems own their core real estate assets, such as hospitals and health centers, which
provide long-term assurance of control.
“It is important for us to own our hospitals. We’ve done analyses about whether we should lease hospitals,
but we feel that we’re better off long-term owning them. Ambulatory space we feel the opposite. Long-term
ambulatory space, it might be better to own than to lease, but we need to free up our capital.” (CMO)

On the other hand, owning off-campus
physician offices is considered less important,
and health systems are more inclined to lease
these facilities. This allows them to invest in
other infrastructure, such as diagnostics and IT.
“I don’t think controlling ambulatory facilities
is as important. Since we have so many, I’d
rather use somebody else’s capital to develop
them.” (CEO)
Often, these off-campus facilities are
considered short-term initiatives, and leasing
provides more flexibility to pursue new
markets.
“We like to lease for 5 years, test the market,
and if it’s going strong, then we build a new
facility.” (COO)
Reflective of this desire to own all on-campus
facilities and lease off-campus physician
offices, the largest health systems own nearly
all (87%) of the non-acute care facilities
located on their hospital campuses but only
44% of off-campus locations (Figure 13).
The Health Management Academy | hmacademy.com
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“On our hospital campus, we think it’s
important to own because we have lasting
endeavors that are more tertiary in nature.
Off-campus, it’s of little importance for us to
own because we move towards the market,
and we want to reserve our capital.” (CSO)

Figure 13. What percentage of your non-acute care
facilities does your health system own versus lease?
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Figure 14. How important does your health system think
it is to own (versus lease) its real estate?
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Health system executives believe that it is
essential to own these core assets, along with
any facilities located on hospital campuses.
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Moder
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Very Im

Through owning their core assets and on-campus facilities, health systems believe that they have more
flexibility and influence over their facilities. Thus, 77% of respondents believe it is important or very
important to own the facilities on-campus while only 16% believe it is important or very important to own
their off-campus facilities (Figure 14).
“Our cost of capital is lower, and on the hospital campus, we want the control you get with ownership.” (CSO)
Many health systems have concerns that the owner of the facility may have goals that differ from theirs, and
these health systems desire some influence over major decisions if they do choose to lease a building.
“Currently, we do lease a hospital facility. We find the hospital is looming over us—whether we can buy it so
we can control the destiny of that real estate. In some of the MOB facilities, if you’re not holding the master
key, you don’t get the same investment in common spaces, exterior, signage, etc. If we don’t own the facility
outright, we take an equity position in the development phase. We create a lot of economic value by having a
medical office, so we like to have an equity position—a seat at the table.” (CSO)
Executives expressed reservations regarding the level of control they would have if they leased instead of owned
their real estate. Often, these concerns stemmed from prior negative experiences.
“We had experiences where other people owned the facility, and we didn’t have adequate control to have ideal
flow for the patient and a working relationship for our docs.” (CSO)
In addition to control over the facility, health systems believe that ownership enables them to minimize
fluctuations in their costs over the long-term.
“We didn’t have a real estate bubble here, but we had lower lease rates. We saw a real flattening in rates and
competitive 10- to 15-year leases. Now that the market has heated up, we’re questioning this, as lease rates go
up. As the largest private employer, we’re willing to move out and build our own. We have two facilities in
development in areas where we were unable to have leases to our competitive advantage.” (CMO)
Health Systems Lean Towards Ownership Under Current Market Conditions

“With access to capital strong, we’re going to own, but that could all change. We’re not anti-leasing.” (COO)
As the largest health systems continue to grow and expand their outpatient services, current market conditions
influence their decision on whether to own versus lease new facilities.
“We own it where it makes sense. We would lease where it makes sense. We’re not locked into either. It depends
on the market, the particular market forces, and the local environment.” (CMO)
At present, the low interest rates provide an impetus for many health systems to purchase, rather than lease,
new facilities.
“The market conditions and construction costs tip the scale in favor of owning. We are fortunate because we
have a good balance sheet and good access to capital. When we get developer-owned properties, we have to
cover their costs (finance, property tax, etc.). If we own, we don’t pay property taxes. We have a lower cost of
capital. Overall, it’s less costly to own.” (CEO)
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Currently, the majority of health system executives
believe that they are in a strong financial position for
purchasing new facilities, as characterized in Figure 15.

Figure 15. Health Systems Favor Ownership

“We have the financial resolve to do it and do it better
with cheaper interest rates than if we were to borrow or
lease.” (CEO)
“We can get money at a lower rate than anyone who
is leasing to us. We are constructing a new building to
house our corporate office functions. We haven’t hit the
point where we have a capital crunch.” (CSO)
Additionally, with the new accounting rules, health
system executives perceive that leasing does not preserve
as much capital as before.

Capital
Preservation
Low Interest Rates

Competitive Lease
Rates

Strong Financial
Position

Off-Campus
Medical Offices

Lease

Control

Own

Core Assets and
On-Campus
Facilities

“We have a strong balance sheet, and we’re not capitalconstrained. Given the new accounting rules, where
you have to charge capital leases against your balance
sheet, leasing takes up capital capacity anyway. From
our perspective, we’re leaning more towards owning.
You could end up paying for things multiple times if
you’re there for a long time.” (CMO)
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H2C Commentary
Real estate strategies at the Nation’s largest health systems are being impacted by the drive to lower costs,
improve quality and integrate operationally as those organizations prepare to accept increasing financial risk
for defined populations. Using new locations distributed throughout a market to expand access to care while
extending the health system brand requires new thinking. Traditional perspectives on the ownership of the real
estate on the campus of health systems’ primary inpatient facilities have remained relatively constant as most
large organizations believe it continues to be important to own these core inpatient assets. However, as health
systems strive to expand within the markets they serve and grow into new ones, more flexible approaches are
being taken to off-campus real estate, including leasing existing properties and working with developers to
create purpose-built ambulatory facilities that systems will lease. The delivery of care from the inpatient setting
to alternative settings in outpatient facilities as well as in the home also changes the need for, and intensity of,
space on campus.
One of the challenges identified by the Q2 2015 Academy-H2C Strategic Survey is to reconcile the implicit higher
cost of capital in a lease, relative to what is available in the tax-exempt market for a nonprofit owner, by taking into
account the added flexibility provided in both the type of location available as well as the term of the commitment
required. Leasing can become an attractive option when the optimal location in a market is uncertain or when the
preferred location is in an existing retail property. In addition, ownership-like controls, important to healthcare
systems, can be achieved through the leasing agreements when they are properly structured.
Further, many larger healthcare organizations have developed high-performing real estate development, leasing
and management capabilities in-house as the need to understand how to create a distributed delivery model
takes on increasing strategic importance. While third party developers continue to play an important role in
many situations, the need for outsourced expertise is declining among these larger organizations.
The Q2 2015 Academy-H2C Strategic Survey offers insight into the way health systems’ real estate strategies
are responding to the imperative of expanded access in lower cost settings.

Methodology
The Academy conducts research to identify and monitor trends on key issues relevant to Leading Health
Systems. In October 2014, The Academy launched a research study for tracking trends on strategic issues from
quarter-to-quarter. Starting in Q4 2014 through Q1 2016, The Academy will be conducting six quarterly
interviews with approximately 25 senior health system executives, including: CEOs, COOs, CFOs, CMOs,
CNOs, and CSOs. This research study, sponsored by H2C, consists of: (1) tracking questions that will provide
insight into trends around primary strategic areas; (2) a series of topic-specific questions that allow for more
in-depth study into a timely, developing topic. The tracking section of the survey is comprised of questions
related to priorities, consolidation, quality and costs, consumer engagement, market share, and the evolving
payment model. Innovation and Consumer Engagement were topics of the first two surveys. A summary of
the results and conclusions will be published in a report each quarter, and the findings will be presented at
Academy meetings.
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