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Our client, Family Health, S.C., a relatively langeedical practice in Gotham Heights,
has approached us for advice about future optiodsopportunities. It finds itself at a
crossroads with respect to its future.

Acute Care Market Background

Gotham Heights is an urban city with a populatiémpproximately 800,000 people. It
has six acute care hospitals, including a stateeusity health system (Green State
University Medical Center) and a private universitedical center (Lexis Health). A

national for-profit health system (Health Ameridads recently entered the Gotham
market through acquisition of two hospitals in Guoth both located in more financially
challenged portions of the city: People’s Commuriospital and Gotham Central

Hospital. Of the remaining two hospitals, the Cathhospital (St. Peter’s) is part of a
large, multi-state Catholic health system and thbeerp Memorial Health, is a

freestanding institution.

The two academic systems are strong financiallyree excellent reputations, although
each is pursuing a markedly different strategicrapgh. Green is generally considered
the market leader in quaternary care, with a stewaglemic research focus. Its medical
staff is closed to anyone other than members ofaitsilty practice plan. Green has

aggressively moved to establish a network of owtledc sites, staffed by members of

its medical staff, designed to draw patients thhmug Gotham and outlying suburban

communities to Green.

Lexis is in the early stages of developing its reky but is doing so in a more
collaborative fashion with community providerss tedical staff is open to faculty as
well as independent physicians. It has a signéérlef intent to acquire Memorial
Health and has been quoted in the local newspaperdicating an interest in aligning
with institutions outside of Gotham proper. It haso been ramping up its partnerships
with community-based physicians, offering a widenga of partnership options,
including employment, MSO and Physician Hospita@&rization/ACO contract options.

It is too early to discern Health America’s markétategy, as its acquisition of the two
hospitals only recently closed. In other marketsyever, Health America has developed
a reputation as a strong, financially-centric htzdmperator. It is expected that under its



ownership People’s and Gotham Central will scalekbanprofitable service lines and
move aggressively to grow market share. Health rigaels also known as a very
physician friendly system, skilled at developinghtibonds with area physicians. No one
doubts that Health America’s influence—and dollarvgi#not be felt in Gotham,
significantly ramping up the competition for phyaits and their patients.

Finally, St. Peter’s is also an important forcetive acute care market. Generally
considered the #3 hospital by reputation, it hasmdbitself falling behind the two larger
university systems as its physician network hasls@w to develop and questions have
arisen as to the desire of its parent organizdabaemain in Gotham, as St. Peter’s is its
only holding in the state.

Family Health, S.C.

Family Health is a fifteen-physician practice dediéd to serving the general health care
needs of women and children, as well as the ifitgrtieeds of couples. It is composed
of board certified OB/GYNs (including sub-speciadtin reproductive endocrinology and
infertility), urologists and family practice physaos. The practice is controlled by two
shareholders: Dr. Naim Ivy (age 57) and Dr. Idae3¥o(age 42). Dr. lvy founded the
practice almost 20 years ago and is largely resplenfor its growth. About 8 years ago
she elevated one of her employed physicians, Dresloto shareholder status. At this
point both doctors are equal shareholders in thetjpe, together controlling 60% of the
shares. The rest of the physicians are minorigyediolders, with no physician holding
more than a 5% interest.

Family Health enjoys a strong reputation within k&oh. The practice is financially
successful, and currently operates three locatibraughout the City. It runs its own
centralized lab for routine testing as well as fertility-related procedures. It also
operates CT, ultrasound, x-ray and MRI servicasally, it owns an ambulatory surgery
center, focused exclusively on surgeries relatddrtdity issues.

Most of the practice’s deliveries occur at St. Pstealthough its other admissions are
scattered fairly evenly amongst St. Peter's, Graed Lexis and, to a lesser extent,
Memorial.

The passage of the Patient Protection and Affoed@lalre Act has spurred the physician
integration wave in the Gotham market. Family Heélds itself sought after by all six
hospitals (although Health America’s institutioras/é jointly expressed interest), each of
which has indicated a desire to “partner” with Hgrilealth. In certain instances, such
as with Green, partnership is clearly indicatednimlve a practice acquisition with the
Family Health physicians joining the Green facufiyactice plan. The remaining
hospitals/systems, on the other hand, have beee wague in their interest. Several
have spoken about offering to purchase only a @ortif Family Health’s practice, to
joint venture an expanded infertility treatmentdesed practice and/or to use Family
Health as the hub of an ACO model and/or physicitggration strategy.



The rapidly changing health care environment, cediplith the sudden unsolicited
interest in Family Health, has caused confusionragabFamily Health physicians.

Dr. vy, while enjoying the freedom of essentidbging her own boss, believes that long-
term the practice will need a strong partner ttyttiarive. She is concerned about future
pressure on reimbursement. Further, she is wothat if ACOs truly take off with
private insurers, Family Health could be left ofithie hospitals are able to control
contracting. In addition, she believes that theyrbe an opportune time to “cash out”
while there are many potential purchasers of thetmre.

Alternatively, Dr. Jones sees a different futu@he believes that ACOs are just rehashed
Physician Hospital Organizations, unlikely to havesignificant impact in the market.
Further, she believes that Family Health has dpnit growth opportunities and that
over the next five years will be able to “scale tp’the extent that a hospital partner will
be unnecessary. She is also convinced that indepépractice is more professionally—
and financially—rewarding than being employed thoapital.

The remaining physicians are evenly split aboutsiimbs future directions, with some
attracted to aligning with a hospital and still eth interested in assuming a larger
percentage ownership in the practice and retaitheiy independence.

Assignment

Family Health has asked our counsel on opportinaiailable to it. Please prepare a
memorandum, not in excess of 40 double-spaced pagdessing Family Health of its
options, along with your recommendations pertaintogthose options. Be sure to
thoroughly analyze the legal and business issusxc@ded with options that you review.
If your analysis is dependent upon facts of whiol yre unaware, please explain how
your analysis would be impacted by those facts.er@hs no need to address specific
issues of state or local law, but indicate, whexerapriate, when they should reasonably
be considered. The memorandum is du€ebruary 22, 2013.

We have arranged a 40-minute meeting with the Far®alth physicians oW arch 22,
2013, during which you will present your recommendasicand answer any questions
they may have. If you choose to use a PowerPoggentation, you must submit the
presentation bivlarch 15, 2013.



