A ProMisSING FOrRM OF

CONSOL

Are Gasning Popularity

onsolidation has been the modus

operands for the healthcare indus-

try in the 1990s, as hospitals, physi-

cians, and other providers have

responded, albeit cautiously, to
economic pressures and excess capacity. While
many permanent combinations have occurred,
quite a few collaborative efforts have culminated
in something short of a complete merger of
assets. The range of collaborative models has
grown tremendously in just a few years; Figure 1
depicts most, if not all, of the options available
today.

Of these collaborative models, joint operating
agreements (JOAs) are a relatively new phe-
nomenon, dating back only about five years.
JOAs were created to shortcut the typical full-
asset merger process and provide most of the
benefits of a complete merger without the same
degree of commitment and permanence. They

ATTION

Joint Operating Agreements

have become quite popular, judging by the num-
ber of JOAs that have come into existence in the
past few years and by the frequency with which
this model is considered in collaborative planning
processes. JOAs may be attractive to healthcare
organizations when religious sponsorship of one
or more of the potential partners creates difficul-
ties with asset transfer, or when legal obstacles,
such as certificate of need requirements or restric-
tions on public and quasi-public healthcare orga-

nizations, make a non-asset combination prefer-
able.

A MipoLe Grounp
JOAs represent a middle ground between com-
plete mergers and more limited arrangements
such as shared services organizations and joint
ventures. They are often described as a merger of
income statements. At a minimum, a JOA is a
legal arrangement that creates a new entity with
some authority over the organizations that estab-
lished it, although this authority varies widely.
While the intent usually is to create a fairly
complete combination with a high degree of
interdependence, most JOAs fall short of this
goal. Leaders of many JOAs are frustrated
because the organizations fail to deliver on the
promises made during their formation and are
exceedingly difficult to operate effectively. Some
lawyers, consultants, and financial advisors
believe that JOAs are merely a transitional model
that allows independent healthcare organizations
to move gradually toward a permanent merging
of assets in stages rather than all at once.

Keys 1o Success
To determine whether JOAs have a future, 1
reviewed the status of several JOAs in 1998, After

the initial screening, the study’s focus became a -

few high-performing JOAs. My purpose was to
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better understand how they achieved their suc-
cess and what implications, if any, their success
has for the vast majority of underperforming
JOAs and for organizations that are considering
this collaborative option. The selected JOAs were
relatively mature, having been in operation since
1994. They ranged in size from $150 million to
$300 million in annual revenue and included one
urban entity in a small metropolitan area and one
based in a small city that also extends into a rural
area. Fach of the selected JOAs has an interde-
pendent organizational structure and operations
with central authority and combined income
statements. Figure 2 profiles the key characteris-
tics of the two organizations.

A site visit at each system used a format of
interviews, questions, and discussion topics.
When necessary, telephone follow-up garnered
more information. While the research methods
were uniform across the organizations, the find-
ings are largely subjective. Neither JOA is “fin-
ished” with its development—each is a work in
progress. In addition, neither JOA has done
everything right but both have had relatively
smooth paths to their current position and are,
judging by financial and other evidence, quite
successful.

“Flgure 2 - .
' Proflle of Two Leadmg JOAs*

SIze ; -
Annual revenue -

Leaders at the two JOAs cited three principal
factors in their success:

o A clear vision embraced by leaders

e Well-articulated organization values,
embraced by all levels of the organization

¢ Strong board leadership and management,
which complement each other in policy oversight
and operations and in consistent execution of the
vision and values

Each of the JOAs underwent a relatively rapid
and seemingly uneventful transformation of multi-
ple organizations into one with a unified purpose
and voice. They appeared to be driven by the
desire to deliver clear community benefits as
opposed to institutional self-preservation or pro-
motion. In both cases, trustees, business leaders,
and physicians wanted to reduce duplication,
achieve economies, and rationalize future system
development with the goal of offering a quality
healthcare system at the lowest cost possible to the
communities served. To that end, each JOA pur-
sued significant cost-reduction initiatives, involv-
ing both clinical and nonclinical services. In both
systems, clinical integration and consolidation have
resulted from unusually active physician participa-
tion. In each case, a cost-reduction plan, devel-
oped at the outset, was executed largely as




planned. The systems agree that the greatest
potential for cost reduction lies in the clinical areas.

The JOAs have, at the same time, aggressively
pursued ways to increase revenue, including ter-
tiary service development, continuum of care
expansion, and provision of services to more dis-
tant communities. The result has been the devel-
opment of a broader range of services. Each JOA
has rapidly proceeded to execute its plans. They
both indicated that speed is an important factor
in the success of both revenue growth and cost-
reduction initiatives. Finally, they repeatedly
emphasized the importance of ongoing, frequent
communication to physicians, employees, and the
community about changes that occur in the first
few years of system development.

To test the broader applicability of these find-
ings, I reviewed a number of high-performing
JOAs that were formed more recently, in 1997
and 1998. Telephone interviews with the CEQOs

of these systems supported the findings from the
carlier research, with minor exceptions. These
JOAs were launched during the more difficult
financial environment of the late 1990s and were
aggressive in planning both ways to increase rev-
enue and cost-reduction initiatives.

This research produced encouraging results.
First, some JOAs do work and are comparable in
performance to similar, fully merged systems. While
a more integrated relationship appears necessary for
sustained high performance, that alone is not suffi-
cient. Strong leadership at the board and manage-
ment levels is also imperative. Finally, a clear shared
understanding among leaders of the benefits of the
single organization is critical, as is aggressive pursuit
of the key goals of consolidation. o

n

*&° For more information, contact Alan Zuckerman,
215-636-3500, ext. 106.
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