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“If you want to go fast, go alone. If you want to go far, go together.”

California has experienced a dramatic rise in the number
of federally qualified health centers (FQHCs) over the past
several decades. Significant expansion was originally fueled
by President George W. Bush’s 2001 Health Center Growth
Initiative, which sought to add 1,200 new community health
center (health center)! sites nationwide. Growth continued
to accelerate due to funding provisions included in the
Patient Protection and Affordable Care Act (ACA) of 2010.
Thanks in large part to ACA investments, the number of
FQHC sites statewide increased by 27% between 2013 and
2017,t0 1,716, and patient visits rose by 42% to 22.6 million
over the same period.?

Although ACA expansion grants have ended, strategic in-
vestments from the US Department of Health and Human
Services’ Health Resources and Services Administration
(HRSA) have provided ongoing support to health centers in
recognition of the key role that centers play in expanding
access to health care for individuals with low incomes. At
the same time, the coverage mechanisms established by
the ACA have allowed health centers to do even more to ad-
dress unmet health care needs in underserved areas. These
combined investments have enabled California to reach
patients who might otherwise go without care and provide
them with a viable alternative to costly emergency room
and late-stage specialty care.

Even with this continued growth, however, FQHCs — like
most provider organizations — are grappling with an array
of external pressures, including systemic changes un-
leashed by value-based care, shifting demographics in the
communities they serve, and the ongoing impact of the
COVID-19 pandemic. Because these factors have exacer-
bated existing pressures on public health reimbursement,
many health centers are exploring acquisitions and mergers
as a means of ensuring sustainability, expanding services,
and maintaining patient access to basic health care services
in underserved areas.

— African proverb

Given that the trend toward consolidation will likely con-
tinue, the California Health Care Foundation (CHCF) has
created this manual to provide support and guidance for
health centers contemplating a consolidation with another
provider entity.

Beyond the challenges noted above, interestin mergers and
acquisitions also is being driven by the long-standing po-
litical and regulatory uncertainty surrounding health care.
Joining forces with a well-matched health center partner
can enhance staffing expertise and help create valuable
buffers against rapid regulatory, policy, and reimbursement
changes. Acquiring existing provider entities or assets like-
wise can help smaller, independent health centers more ef-
fectively manage health care’s growing administrative bur-
den while achieving charitable goals.

FQHCs additionally have become attractive affiliation can-
didates for hospitals and health systems due to health cen-
ters’ ability to deliver integrated, broad-based primary care.
Connecting with health centers can help larger systems ex-
tend their capacity to provide a wider range of health care
services in ways that are consistent with community needs.

Regardless of the underlying catalyst, health center con-
solidations can be complex to navigate, particularly for
those without experience in this area. It therefore is the
authors’ hope that organizations considering the journey
will use this guide to walk through the process thoughtfully
and intentionally, from the point of initial strategic incep-
tion through finalization and integration. By taking this ap-
proach, common pitfalls can be avoided and the likelihood
of a successful outcome will be increased.

That said, the authors recognize — from a combined 80
years’ experience in advising health care mergers, acquisi-
tions, and expansions — that organizations do not always
enjoy the luxuries of time or resources when pursuing a
new business approach or structure. If you’re facing a tight
deadline, don’t be concerned if you’re unable to fully fol-
low or adopt the guidance provided here. The chapters
may be referenced individually to address specific areas or
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challenges. Consult the sections as you are able and take
from them what you can.

Conversely, if your organization is not facing an immediate
need to consolidate or otherwise act, you may still ben-
efit from this guide. Planning ahead will help ensure that
potential partners have been identified and the necessary
processes are fully understood. Thinking through the steps
associated with various scenarios will help you be fully pre-
pared when the time for action comes.

Ultimately, the decision about whether a merger or acqui-
sition makes sense must be based on the unique circum-
stances surrounding the organizations involved and the

communities they serve. It is also important to remember
that even with the best of planning, few unions are execut-
ed perfectly.

This guide should help you navigate the process to con-
summate an effective merger or expansion so you and your
new partner can get back to the essential job of providing
high-quality health care and enhanced access to the com-
munities you serve. To further increase your knowledge in
this area, we also recommend consulting CHCF’s October
2019 publication Building to a Sum Greater Than Its Parts: A

Hands-0n Guide to Cultural Integration in Community Health
Partnerships and Alliances.?
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1. Defining Goals and Exploring Options
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For example, unilateral expansion through the addition of
new fixed or mobile sites, adding new servicing lines, spur-
ring organic patient growth, or engaging in alliances and
partnerships also represent viable paths to growth. These
approaches may be less dramatic than a practice acquisi-
tion. But they may be accomplished more quickly, with less
of an investment of time and money, and without the inher-
ent risks and challenges of integrating previously indepen-
dent providers. Because gradual growth can still produce a
substantial return on investment and do so with less risk,
alternative strategies should not be overlooked when con-
sidering the best path forward.

Understanding the Options

While the terms merger and acquisition frequently are used
interchangeably, they have quite different meanings. It is
important that health center leaders understand these dis-
tinctions so that they can appropriately evaluate the op-
tions and effectively communicate with potential partners.
In particular, erroneously describing a proposed practice
acquisition as a “merger” may cause significant confusion
on the part of regulatory agencies. This, in turn, could re-
sult in delays or fundamental errors in the review process.
Generally, the terms are defined as follows:

Merger: Also referred to as a statutory merger, a merger
is the combination of two corporations through which
one corporation merges into, and becomes a part of,

the surviving entity. The merging corporation is referred
to as the disappearing corporation. Since the surviving
corporation generally assumes all of the legal obligations
of the disappearing corporation, known or unknown, this
approach involves significant risk, longer due diligence
review, and more expertise. For these reasons, it is seldom
used by FQHCs as a means of acquiring external provider
entities or their assets.

Nonprofit mergers nonetheless can be relatively simple to
complete from a corporate law standpoint when compared
to asset transfers. However, the substantial risks associated
with the total assumption of the disappearing corporation’s

obligations significantly expand the need for thorough and
resource-consuming due diligence. Since all rights of credi-
tors, liabilities, liens, pending litigation or claims, charitable
trust obligations, and trusts of the disappearing corporation
are transferred to the surviving corporation, due diligence is
significantly broader in scope and more time-intensive.

Acquisition: An acquisition is defined as an asset
purchase that involves one party purchasing all or some

of the assets of another on a negotiated basis. The
assumption of the seller’s liabilities, if any, is generally
limited to those the buyer specifically identifies and the
transfer of which was approved by the buyer. Liabilities of
the acquired entity are not transferred without an explicit
agreement for their assumption, and thus assets can
generally be acquired free and clear. Only those assets that
are needed can be acquired.

Assets of for-profit, professional corporations, or partner-
ships (e.g., a private practice provider) can be acquired to
avoid concerns regarding the corporate practice of medi-
cine and the unavailability of a merger option in such situ-
ations. Asset purchases generally avoid hidden liabilities
associated with prior operation of the acquired provider.
Asset acquisitions also may provide an alternative in cases
where debt refunding limitations or debt prepayment pen-
alties excessively complicate or prevent utilization of the
merger option.

In general, the disadvantages of the asset purchase approach
include delays associated with a requirement to enroll newly
added provider sites in key public payer programs, such as
Medicare and Medicaid. New sites that were previously oper-
ated as physicians’ offices will be subject to the costly Office
of Statewide Health Planning and Development (OSHPD-3)
building code requirements if they are converted to be used
as nonprofit clinics in largely the same manner as if they
were new construction. Asset purchase agreements also
require an inventory of all assets to be transferred, fair mar-
ket valuation, more third-party agreements if payer, vendor,
or staffing agreements are intended to be transferred, and,
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generally speaking, a greater number of closing documents
than would be required for a merger.

Defining Objectives

A range of scenarios can lead health centers to explore a
strategic change in direction. They may want to expand their
geographic reach, increase the range of services they offer,
or seek to add more Medi-Cal lives to their patient mix to im-
prove the organization’s fiscal health. Conversely, a health
center may be struggling financially and operationally. They
may be located in a community that is suffering economi-
cally and losing residents. They may find it difficult to hire
necessary staff. Or they may have been unable to obtain
Federally Qualified Health Center (FQHC) 330 status and as
aresult, could be having trouble meeting financial targets.

Regardless of the underlying trigger, linking up with another
entity interested in a merger or acquisition can be an effec-
tive way to ensure services are sustained in the community.
This is true not only for health centers but also for private
physician practices that provide care to high numbers of
Medicaid patients. Some physician groups, for example,
may be looking for an organization to take over their prac-
tice ahead of a key physician retirement. Assuming their
missions align, a merger or acquisition in this scenario
could represent a win-win for all concerned.

Common objectives can include:

Preserving and Expanding Patient Access

Most health systems seek additional points of entry to facili-
tate access for patients and to enhance continuity of care.
In urban and rural areas alike, the number of providers has
increased substantially in recent years. Patients typically
have the opportunity to choose from a wide variety of health
service organizations. As a result, the potential of patients
seeking care from multiple health centers has increased.
This kind of fragmentation can undermine continuity of
care, exert pressure on provider finances, and weaken qual-
ity improvement efforts. By seeking a merger or acquisition
partner, systems can consolidate services while protecting
and increasing patient access.

Increasing Managed Care Lives

California health centers are paid cost-based reimburse-
ment for Medicaid visits. Most Medicaid patients in the
state are enrolled in capitated managed care Medicaid or
Community Health Plans. Major plans include L.A. Care
Health Plan (Los Angeles County), San Francisco Health
Plan (San Francisco), Alameda Alliance for Health (Alameda
County), CalOptima (Orange County), and Partnership
HealthPlan of California (14 counties in Northern California).

Boosting enrollment in managed care plans helps health
centers maintain a sound financial footing and allows
them to invest in hiring and innovation. It also supports a
stronger financial risk pool, which, in turn, increases their
capacity to provide high-quality care to uninsured patients.
Growing the number of covered lives additionally strength-
ens a health center’s capacity to undertake more advanced
population health management strategies. Finally, increas-
ing enrollment can give a health center better contracting
leverage, not just with health plans but with other kinds of
business partners as well.

Achieving Economies of Scale

Building scale and capacity allows organizations to spread
fixed costs over a larger base, eliminates administrative
duplication, and delivers higher quality care through the
adoption of best practices in quality assurance, quality
improvement, and risk management. Given the combined
complexity and broad scope of the regulatory oversight that
FQHCs are subjected to, creating larger mass can pay sub-
stantial dividends. Insofar as most health centers can earn
a gross margin of between 5% and 10%, building scale also
can make a significant difference in ensuring financial sta-
bility and sustainability.

Alternative Strategies

Once your objectives are clearly defined, it is important
to explore alternatives for supporting the organization’s
growth and mission before committing to a merger or acqui-
sition. As both a practical matter and a matter of law, health
centers have an obligation to “make every reasonable ef-
fort to establish and maintain collaborative relationships
with other health care providers, including other health
care providers that provide care within the catchment
area, local hospitals, and specialty providers in the catch-
ment area of the center, to provide access to services not
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available through the health center, and to reduce the non-
urgent use of hospital emergency departments.” Satisfying
these obligations is essential to fulfilling the needs of FQHC
patients and ensuring timely and appropriate access to care
in underserved areas.

Carefully structured colocated clinics and care delivery ar-
rangements can ensure that the full range of services need-
ed in underserved areas are available to FQHC patients.
However, these types of arrangements must be understood
in the context of applicable laws relating to licensing, pro-
vider certification, restrictions on referral, and compensa-
tion relationships between health care providers, charita-
ble restrictions on nonprofit/for-profit joint ventures, and
the like. Early legal guidance as part of the planning process
is therefore critical.

Perhaps most importantly, it is vital that each health cen-
ter consider what is right for their community and patient
population. Because no one correct answer exists and each
situation differs, it is important to evaluate all available
options.

Potential alternatives strategies may include:

Organic Growth

Health Resources and Services Administration (HRSA) has
prioritized health center growth by streamlining approval
processes to add new service sites and adjunct new service
lines, and by offering supplemental funding streams to as-
sistin building capacity and expertise in the delivery of inte-
grated services. These services can include integrated oral
health, mental health, and substance abuse. In this context,
there may be opportunities for a health center to pursue a
growth strategy that does not include a merger or acquisi-
tion. For instance, they could implement more intensive
patient outreach and marketing, develop new locations in
areas of high need, or integrate new services that help a
health center both retain and attract patients.

An example of this approach can be found in the imple-
mentation of the Integrated Behavioral Health (IBH) model.
IBH relies on collaboration between primary care providers
and behavioral health providers in order to deliver quality,
patient-centered care. This integration between care teams
allows for the patient to easily access both physical and
behavioral health care services under the same roof and

provides a cost-effective care option that enhances patient
compliance to treatment as well as overall health outcomes.

Pursuing an IBH model also enables movement toward a
population health management model. Population health
management focuses on strategies of health promotion
and prevention for the whole community versus diagnoses
and treatment of the individual. This creates a mechanism
for effectively reaching and treating a larger population of
those in need.

Colocation with Program Partners

Colocation can be an effective way to remove barriers
to care, develop a new base of patients, and play to the
strengths of your health center. Whether the potential part-
ner is a provider of ancillary health services (e.g., substance
abuse services or inpatient care), a hospital-affiliated inte-
grated delivery network, or a social service provider, health
centers increasingly are viewed as attractive allies with
strong reimbursement potential and a mandate to deliver
care across the medical, dental, behavioral health, and sub-
stance abuse continuum.

Consolidation

FQHCs, clinics, or physicians’ offices may find that circum-
stances necessitate the suspension of operations at one,
several, or even all clinic sites. This may be the case if, for
example, finances are strained, patient numbers are low,
or competent and consistent staffing has become problem-
atic. In these kinds of scenarios, it may be possible to reach
out to community providers who are in a position to absorb
or purchase practice assets, staff, or locations, and thereby
help ensure continuity of care for the provider’s patients.

Acquisitions: Advantages and Pitfalls

If you decide that a merger or acquisition is the most effec-
tive way to achieve your objectives, you need to be cogni-
zant not only of the advantages such a transaction could
produce, but also of the potential pitfalls that can sabotage
progress toward your goals.

Advantages

As previously noted, combining resources with another en-
tity can create a number of strategic benefits. Some of the
most important benefits include:
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Improved compliance: FQHCs operate under an extreme-
ly complex regulatory framework that is generally more
involved than those encountered by most other kinds of
California businesses. For example, nonprofit community
clinics must comply with licensing through the California
Department of Public Health (CDPH), which coordinates
with the California Department of Health Care Services
(DHCS) Provider Enrollment Division to enroll licensed clin-
ics in Medi-Cal. Building code requirements are developed
by the Office of Statewide Health Planning and Development
(OSHPD), implemented/negotiated on behalf of CDPH by
OSHPD, and enforced by local building departments. FQHC
status is obtained and regulated by HRSA. Certification of
FQHCs as providers involves both HRSA and the Centers for
Medicare & Medicaid Services (CMS). DHCS and CMS imple-
ment the rules applicable to California’s Medicaid program,
while CMS regulates compliance by Medicare providers. The
California Board of Pharmacy (BOP) regulates clinic dispen-
saries and in-house pharmacies. The California and Federal
Drug Enforcement Agencies are involved in overseeing
the handling and dispensing of prescription drugs. HRSA’s
Office of Pharmacy Affairs regulates compliance with the
rules relating to the 340B Discount Drug Program. Providers
performing health care services in an FQHC also are sub-
ject to a range of professional boards, and compliance with
these varied obligations must be ensured by the FQHC.
The California Attorney General regulates compliance with
charitable obligations and the transfer of nonprofit assets.
Dependingon the assets and services provided by the FQHC,
a wide range of additional state, federal, and local regula-
tory bodies may be relevant to the FQHC'’s operations.

In addition to statutory law and formally adopted regula-
tions, California FQHCs and other providers to low-income
and underserved populations historically have been sub-
jected to a wide range of informal policies, or “underground
regulations,” which can be difficult to predict, particularly
for new, small, or thinly staffed safety net providers. In gen-
eral, larger, more experienced, and better organized FQHCs
are more effectively positioned to streamline compliance
and to anticipate the impact of both formal and informal
regulatory policies.

Improved analytics and business intelligence: Organ-
izations with a deeper administrative and management
bench typically have better tools and resources to analyze
data in support of a wide range of financial, operational,

and clinical decisions. Areas of assessment can include
determining where additional services may be warranted,
measuring clinical quality, gauging financial performance
by location or provider, and monitoring coding, compli-
ance, and other key revenue cycle metrics.

Greater negotiating power: Larger entities can often nego-
tiate better rates with suppliers and payers and can more
effectively access or help establish group purchasing orga-
nizations. These benefits may have a substantial and last-
ing impact on cost reduction efforts.

Deeper financial resources: Larger health centers general-
ly have bigger budgets, which can improve access to capital
and strengthen an organization’s ability to weather finan-
cial interruptions. Greater capacity to invest in operations
can mean the creation of new service lines, such as podiatry
and dermatology, or improved access opportunities, such
as telemedicine and online patient portals. If well-man-
aged, increasing size and scale can have a dramatic impact
on the patient experience by enabling new points of access
and more comprehensive patient services.

Pitfalls

The potential upside of expansion through a merger or ac-
quisition is substantial and the environment in California
remains supportive of these transactions. Yet numerous
pitfalls exist. Not all deals go well, nor does every union
make strategic sense. By assessing past situations in which
difficulties have arisen, it is possible to identify some of the
most common mistakes or problems that health center
leaders must strive to avoid. Some of these include:

Under-resourced deals: Expansions, either through merger
or asset acquisition, should not be undertaken unless suffi-
cient resources exist to ensure the project can be brought
to fruition even as existing operations are maintained.
More detailed guidance in this area is discussed later in this
guidebook.

Unclear chain of command: Some entities that increase
their size do not benefit from improved performance be-
cause of a failure to clarify new decisionmaking pathways
and responsibilities. This can lead to a collection of fief-
doms rather than a unified entity with consistent direction.

Failure to exploit economies of scale: Some combined en-
tities continue to maintain duplicative and/or inconsistent
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operations at different sites and consequently fail to in-
crease efficiencies or reduce their overall administrative
cost burden. Common examples of this problem include
the maintenance of separate electronic health records and
accounting systems or competing models of care.

Mergers and acquisitions can be productive and power-
ful solutions if the overarching missions and visions align.
Nonetheless, it should be remembered that even under the
best of circumstances, integrating different staffs, cultures,
and systems can be expensive, time-consuming, and relent-
lessly challenging. Merger or acquisition activity is not a
magic bullet and therefore should not be undertaken lightly.

Mergers and Acquisitions: A Practical Guide for Community Health Centers
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2. Choosing a Partner and Developing a Plan
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Identifying a Potential Partner

For most health centers, two primary partnership types are
available: combining with another health center or with a
private physician’s practice. Other types of entities obvi-
ously may present strategic opportunities, including dental
practices and behavioral health organizations. However,
for the purposes of this guidebook, we are focusing on the
most common forms of health center planned acquisitions
currently occurring in California.

Private Physician Practices

Provider networks, particularly those in older urban neigh-
borhoods or rural areas, were frequently built around solo
practitioners or small-to-midsize physician-owned practic-
es. Hence, one strategy for identifying potential physician
partners is to ask those associated with your network (e.g.,
health plans, attorneys, and insurance brokers) about prac-
tices in which the owner-physician may be nearing retire-
ment, looking for an exit strategy, or seeking the stability of
a larger network. Practices with a high Medi-Cal payer mix
and a significant number of capitated lives can represent
an opportunity for health centers seeking ways to increase
their patient volume while controlling the utilization and
cost-related risks of capitation agreements.

Clinics/Community Health Centers/Freestanding
Hospital Clinics

Clinics that typically serve low-income and minority popula-
tions and that are having financial or operational difficulties
may be interested in transferring some or all of their practice
assets or locations to another health center. The impact of
the COVID-19 crisis on safety-net facilities continues to be one
of historic proportions and will undoubtedly result in signifi-
cant consolidation of resources in underserved areas in the
months and years ahead. At the same time, organizations
may not have enough patients to properly sustain neces-
sary utilization, or they may find it difficult to hire employees
with requisite skills or expertise. Alternatively, they may have
been unable to obtain an FQHC 330 designation on their own.
Analysis should be conducted to determine how the target

health center would complement your own. Are the service
areas adjacent? Is your range of service offerings and service
delivery model similar? If the preliminary answers are yes,
due diligence will answer the rest of your questions.

Outreach to a Potential Partner

Once a potential partner has been identified, it’s time to
reach out to the leadership of that organization. Depending
on how the parties were introduced, the chief executive of
the acquiring entity should meet with the chief executive of-
ficer and/or board chair of the potential partner to discuss a
possible relationship or acquisition. Before any proprietary
data are shared, however, it is advisable for both parties to
ensure that the relevant provider’s board of directors has
approved the initial inquiries. The bottom line is that the
full engagement of both organizations’ boards and/or ex-
ecutive committees is necessary before initial discussions
advance too far.

Once this initial approval agreement has been secured, the
following points represent some key topics of discussion
you may want to introduce during your initial conversa-
tions. As with any high-stakes first meeting, it is important
to walk into these conversations with a solid understanding
of why you are there. It is likewise critical to be prepared
to talk about what you have to offer the prospective part-
ner, as opposed to focusing solely on what they can bring
to your organization. Below is an interview guide for health
center chief executive officers (CEOs), with questions meant
to be asked in a bilateral direction:

What is the reason for seeking an acquisition?

Is the health center under any pressures, internal or ex-
ternal, that would suggest an acquisition is mandatory?

Has the health center completed acquisitions in the
past?

If acquisitions were completed in the past, were they
successful?

Mergers and Acquisitions: A Practical Guide for Community Health Centers
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Are the corporate goals or charitable missions of the
parties compatible/consistent?

How is the health center perceived by stakeholders?

Board of Directors
Employees

Patients

Funders

Collaborative partners

vV v vV v.VvYy

Communities it serves

What might an acquisition look like and why would it
be beneficial?

Is the acquirer intending to accept/purchase less than
all of the assets/locations/staff of the target?

If so, how will the remaining staff, assets, or locations
be addressed to avoid negative impacts on continuity of
care, wasted assets, or other avoidable negative effects?

Is the health center obligated under current union col-
lective bargaining agreements?

Would health center employees be protected under an
acquisition or are cuts likely?

Are there any particular liabilities of the health center
that would be potential barriers?

» Lawsuits

» Judgments

» Balance sheet deterioration
» Otherdisclosures

How important is culture to the current health center
organization?

Are providers and other employees engaged?

Would the providers and other employees be cham-
pions of an acquisition or would they be potential
barriers?

In addition to the boards, CEO, and chief financial
officer, which staff from each organization would be
necessary to assess and/or implement any proposed
transaction?

Many deals are done for the wrong reasons, including sim-
ply to gratify a CEOQ’s ego or in response to unwarranted

pressure from the board or other stakeholders. Any trans-
action done without both parties’ best interests in mind is
likely to fail. The purpose of the preliminary discussion is
to establish a common vision, lay out an initial framework
for what a deal might look like, and, if possible, discuss the
prospects for fully employing or finding slots for all current
health center employees.

Once the parties are aware of each other’s intentions and
willing to move forward for further consideration, the par-
ties should retain independent legal counsel. Counsel will
provide preliminary guidance regarding the legal obliga-
tions of the board and negotiators acting on behalf of the
nonprofit. They also will draft a confidentiality and data
sharing agreement that will bind both the acquirer and the
target, as well as the relevant staff, experts, consultants,
and in general any person or entity handling shared propri-
etary data or participating in the negotiations.

In working with legal counsel to develop a confidentiality
and data sharing agreement in advance of any substantive
preliminary negotiations, the parties should consider the
following to ensure the agreement accurately reflects their
needs:

Fully and correct legal name of the parties and their
corporate/individual status (i.e., XYZ, a California
nonprofit public benefit corporation, or Jane Doe, an
individual)

Effective date and termination date of the agreement

General description of the information to be protected
(e.g., all proprietary information shared in relation

to the consideration and evaluation of the practice
acquisition)

Limits on sharing, handling, and copying the data
Affirmation of who owns what data

Whether either party is making representations or
warranties regarding the accuracy or adequacy of the
exchanged data

Limitations on nonproprietary or third-party data

How the parties would address subpoenas, audits, or
court-ordered or litigation-related document produc-
tion requests
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The specific rights of the parties in the event of a
breach

Where notices are to be sent and to whom

Whether the parties intend negotiations to be exclu-
sive, and if so, for how long

Specific obligations of the parties if the negotiations
fall through

Once the confidentiality and data sharing agreement has
been signed, the parties should ensure that both the board
and leadership are aware of their obligations to engage in
and exercise due diligence, the extent to which they canrely
on outside or internal experts, their fiduciary duties and
duty of loyalty to the corporation, and their prohibitions on
self-dealing and private benefit. A failure to address these
issues in advance can lead to costly, deal-breaking conflicts
down the road.

Merger or Asset Acquisition: What’s the
Right Approach?

Most health center expansions involving a combination of
health center provider entities or assets are structured as
asset acquisitions rather than mergers. Asset purchase
agreements permit acquiring entities to selectively limit
potential liabilities and assumed obligations. Mergers, on
the other hand, result in the assumption of both known and
unknown liabilities of the acquired entity, which become
the obligations of the acquiring health center once the deal
is complete.

FQHC leadership preliminarily considering whether to
structure a transaction as either a merger or asset acquisi-
tion should consider the following pros and cons:

Asset Acquisition

Definition: An asset purchase involves one party purchasing all or some of the assets of anotheron a

negotiated basis.

PRO

« The assumption of the seller’s liabilities, if any, is
generally limited to those the buyer specifically
identifies and the transfer of which was approved
by the buyer

Liabilities of the acquired entity are not transferred
without an explicit agreement for their assump-
tion, and thus assets can generally be acquired free
and clear

Only those assets that are needed are acquired

Assets of for-profit, professional corporations, or
partnerships can be acquired, avoiding concerns
regarding the corporate practice of medicine and
the unavailability of a merger option

Asset purchase generally avoids hidden liabilities
associated with prior operation of the acquired
provider

May provide an alternative if a merger would trig-
ger debt prepayment or other contractual obliga-
tions that would make a merger infeasible

CON

« Required to enrollin Medicare and Medicaid as a
new provider with the attendant delays

Required to comply with costly OSHPD-3 require-
ments as though the clinic were “new construc-
tion” and license the site (if no new site is operated
as an exempt intermittent clinic under California
Health & Safety Code § 1206[h])

Requires more third-party agreements and con-
sents if payer, vendor, or staffing agreements are to
be transferred

Requires an inventory of all assets to be transferred
and an independent appraisal of fair market value

Involves greater cost and complexity for transfer of
titled and leased property rights, as compared to a
merger

Involves a greater number of closing documents
than would otherwise be required for a merger

Cultural differences between organizations may
impact success and the efficacy of integration,
increase cost, or decrease the efficiency of the
surviving corporation
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Merger

referred to as the disappearing corporation.

PRO

+ Nonprofit mergers are relatively simple to com-
plete with respect to the corporate law aspects of
the transaction, compared to asset transfers

+ Limited interruption in licensing and Medi-Cal
and Medicare compensation to the extent that the
change of ownership process in 42 CFR § 489.18 is
utilized

« Possible limitation of cost associated with OSHPD-
3 compliance to renovations, if any, if the change of
ownership (CHOW) process is followed

Definition: A merger of FQHCs generally involves two nonprofit, public benefit corporations wherein one
corporation merges into and becomes a part of the surviving corporation. The merging corporation is

CON

» Since all rights of creditors and all liens and trusts
of the disappearing corporation are transferred to
the surviving corporation, due diligence is signifi-
cantly more important and time-consuming to
control and understand the extent of risk/liability
to be assumed

While there is generally no need for renegotiation
of most agreements, given that the assets and
liabilities transfer to the surviving corporation as

a matter of law, third-party consent is frequently
required for professional services agreements with
third-party payers

Bond and other debt agreements may include
acceleration provisions, prepayment penalties
triggered by a merger, or other terms limiting the
right to merge or that otherwise impact the timing
of a merger

Cultural differences between merging organiza-
tions may impact success and the efficacy of inte-
gration, increase cost, or decrease the efficiency of
the surviving corporation

Misrepresentations or omissions in the representa-
tions and warranties of the disappearing corpora-
tion may be difficult to address post-merger

It generally isn’t possible to determine if a merger is feasible
or the extent to which an asset acquisition may work until
the completion of the due diligence phase of the transac-
tion. In other words, until an FQHC has assessed the extent
of potential liabilities, it cannot conclude whether the ad-
dition of assets will contribute to the achievement of the
health center’s goals and would be consistent with its chari-
table mission.

Laying the Groundwork — Teams and
Timelines

Assuming your preliminary discussions are fruitful and the
parties understand the nature and scope of the transaction
as initially proposed, the next step is to identify key lead-
ership and operational staff, as well as outside consultants

and experts. These individuals will be needed to evaluate
the feasibility of the proposal and to make decisions or pro-
vide the input necessary to revise or approve the ultimate
structure of the transaction.

Establishing Decisionmaking Teams

The parties should have skills appropriate to the scope and
nature of the transaction. Typically, decisionmaking teams
will include key senior leadership members, as well as a
subgroup of the board and external experts, depending on
the nature of the acquisition contemplated. The target of
the acquisition should similarly identify key decisionmak-
ers and operations staff appropriate to the nature of the
proposed transaction.
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The initial function of the workgroups will be to identify the
vision and goals associated with the contemplated acqui-
sition. They also will work with legal counsel and relevant
independent financial and other consultants and experts
to evaluate the costs and benefits of the proposed transac-
tion. This process should culminate with a presentation (or
potentially several presentations) to the respective boards
and potentially joint meetings of the boards and the deci-
sionmaking groups.

Identifying and Retaining Appropriate Outside
Experts

In addition to legal counsel, the nature of the transaction
may necessitate the inclusion of experts in a number of
areas to enable the board to discharge its due diligence ob-
ligations and fully evaluate the propriety and scope of the
proposed acquisition. Some of the issue areas that typically
trigger a need for outside guidance include the following:

Unique tax and accounting issues
Fair market value assessments

Environmental issues (generally only if ownership of
real property is being transferred)

Human resources/Employment Income Retirement
Security Act (ERISA)/employee benefit issues

Debt financing, bond, and other third-party financing
issues and obligations

Insurance and litigation issues

Regulatory consents and approvals that are outside the
experience or comfort zone of the acquirer

In the event that multiple consultants or experts are being
retained, the health center needs to establish a clear chain
of command. This will help ensure proper management of
the team and reduce the likelihood of duplication of efforts,
as well as conflicts and distractions, that could delay or con-
fuse achievement of the health center’s goals.

Developing a Preliminary Timeline

As you begin to develop a preliminary timeline for the pro-
posed acquisition, consider the unique needs of each en-
tity. For example, if the initiating organization is pursuing a
consolidation due to cash flow issues and/or the possibility
of imminent financial collapse, the timeline may need to

be accelerated and the scope of the acquisition limited or
otherwise restructured. Conversely, if neither party is fac-
ing financial or operational duress, the pace can be slower.
The time from inception to completion therefore may vary
— from as little as eight months to up to 24 months.

As with any timeline, it is probable this one will be revised
as the project moves forward. The timeline is not a static
guide, but rather an evolving and dynamic road map that
the workgroup and key staff can use to refine and strength-
en the project plan as circumstances warrant. At this early
stage, the timeline should identify agreed-upon milestones
and potential roadblocks, with an understanding that some
steps will happen sequentially and others concurrently. The
timeline goal is to set a clear path forward to:

Identify and exchange relevant documents
Analyze the relevant data and documents

Determine whether the transaction’s structure as ini-
tially contemplated is feasible or must be altered

Understand the timing and scope of regulatory approv-
als that must be obtained in order to operate new sites
or provide newly added services

Along with identifying key steps on the journey, a timeline
helps foster an appropriate sense of urgency and bolsters
trust between the parties. Setting a deadline to complete
the initial phase of exclusive discussions, for example,
should give both parties confidence that their potential
partner is not secretly courting other organizations.

Establishing deadlines also can help sustain momentum,
since both organizations understand the window available
to solve problems and move ahead is not infinite. Indeed,
tentative deadlines embedded in the timeline reduce the
likelihood that organizations linger too long in the initial,
decisionmaking phase. A lengthy, drawn-out process for ar-
riving at broad strategic and operational decisions can lead
to “analysis paralysis” and also increase the risk of informa-
tion leaking prematurely. An open-ended decisionmaking
phase also can become a drain on organizational resources.
It therefore is recommended that leadership review prog-
ress on a monthly basis, and by month three of the initial
timeline, make a decision about whether to move forward
with the deal or not.
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How long the analysis and implementation of the transac-
tion ultimately takes depends on a variety of factors, includ-
ing, but not limited to, the following:

Does the target have sufficient assets to satisfy existing
creditors and claims, or is there a risk that the assets
proposed to be transferred will render it insolvent?

Is the proposed target a nonprofit intending to transfer
“all or substantially all” of their assets and therefore
prior approval by the California Attorney General is
required?

Does the transaction require HRSA approval of the
transfer of a grant, assets subject to an existing federal
interest, approval of a new FQHC Scope of Project,

or any other significant change that requires prior
approval?

If a new site is being added, will the facility be fully
licensed as a community clinic?

If a new service site is to be added, what changes to the
facility will be required to comply with the OSHPD-3
building code requirements?

If the new service site costs significantly exceed the
cost of leasing the facility, is it possible to either pur-
chase the site, or can it be operated in a manner that
exempts the location from application of the OSHPD-3
requirements (i.e., an intermittent clinic)?

Will the site or providers be enrolled in Medicare,
Medi-Cal, the Child Health and Disability Prevention
(CHDP) program, the Family Planning Access Care and
Treatment (Family PACT) program, and the like, and if
so, what site surveys or approvals will be required and
how long will they realistically take to complete?

You may want to use this Sample Project Work Plan
and Timeline;} which can be downloaded as part of the
Mergers and Acquisitions Tools (ZIP) available from the

CHCF website, as a starting point for assembling your
own document. As the timeline is built out, consid-
eration should be given to deadlines for applying for,
and receiving, essential regulatory approvals from key
agencies. This includes Change of Ownership (CHOW)
processing for Community Clinic Licensure from the
California Department of Public Health (CDPH), as well
as approvals from HRSA and the California Attorney
General’s office. Note that interim management and
billing agreements can be used to handle transition
periods while regulatory approval is pending.

Also, make sure to delineate essential integration steps
along the timeline. Again, these issues are revisited in great-
er detail further into this guide. Relevant tasks will likely
include:

Employee-constituent communication plan
development

Human resources integration
Information technologies integration
Financial integration

Payroll integration

Understanding the steps that will be required to arrive at
a cohesive and unified operational environment will be es-
sential to the success of the merger. Hence, organizations
should be sure that adequate expertise, leadership, and
resources are available in each of these areas. Be aware
that although these logistical steps are not strategic, their
operational importance should not be understated. Careful
planning and testing can reduce significant costs and inef-
ficiencies down the line.
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3. Conducting Due Diligence
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The central question organizations must try to answer as they initiate the due diligence process
is whether the prospective merger or acquisition will likely achieve all that is expected. The
due diligence process itself must be predicated on confidentiality agreements that will ensure
critical information shared between the parties will be appropriately safeguarded.

The scope of the due diligence to be conducted and the
extent of data and documents that must be shared de-
pends on the initial structure of the proposed acquisition.
Donation of a typewriter, for example, requires few docu-
ments. Conversely, the merger of two heavily regulated
FQHCs requires a lot of paperwork. Most transactions will
fall in between these two extremes. Not all documents can
be obtained directly from the other party. Searches of pend-
ing litigation, the existence of liens on assets, corporate
standing, environmental issues, and professional or facil-
ity licensure deficiencies or oversights often can be initially
identified through various public databases.

Both organizations should agree on what information will
be exchanged, consistent with the parties’ obligations
under the confidentiality and data sharing agreements.
Although legal counsel should assist in the development of
the list of documents to be exchanged, input should be ob-
tained from the operational staff of both parties, as well as
appropriate external experts, given the scope and scale of
the transaction.

Identification of a Liaison to Manage
Data and Document Exchange

Depending on the size of the contemplated transaction and
the sophistication of the parties, both the acquirer and the
target should identify a point person to act as a liaison. This
may or may not be the CEO. Regardless, it should be some-
one capable of coordinating with outside counsel, ensuring
that appropriately requested documents are provided or
obtained, and one that is in a position to make or coordi-
nate timely decisions on matters relating to deal analysis
and negotiations. Importantly, it should also be an individ-
ual who understands their own strengths and weaknesses.

Financial Information

When conducting financial due diligence, it is necessary
to develop insight in two areas: the organization’s current
state and its future state. With these objectives in mind,
your chief financial officer (CFO) should analyze the current
budget and forecast and assess whether the health center
has a strong balance sheet, a healthy payer mix, appropri-
ate utilization, and a balanced budget. As you process this
information and begin to understand what the financials
of the combined entity might look like, a prospective
pro forma budget should be developed for your Board of
Directors. (See Sample Health Center Pro Forma, which can
be downloaded as part of the Mergers and Acquisitions
Tools [ZIP] available from the CHCF website.)®

It's also valuable to remember that California has cre-
ated a streamlined regulatory pathway whereby health
centers can bill at the existing prospective payment system
(PPS) rates for newly added health center sites. This is
particularly important when considering a merged entity
structure. Does one health center have higher rates than
the other? Will one of the entities be disappearing? In either
instance, it would be preferable to surrender the licenses
of the lower-rate or disappearing entity and add them as
an intermittent site or sites of the other. Under current
California law, health centers can add a satellite clinic and
operate it for up to 40 hours a week by providing notice to
the California Department of Health Care Services (DHCS)
Provider Enrollment Division prior to opening.” Thisis an
alternative pathway to site-specific enrollment, licensure,
and rate setting that may be appropriate, depending on
the specific circumstances and needs of the parties.® Many
factors come into play when determining if, and when, an
existing or newly acquired intermittent site would be best
transitioning to a fully licensed primary care clinic under
DHCS. Key issues for consideration include current OSHPD-
3 designation or ability to meet current OSHPD-3 building
and safety standards, desired operating hours per week,
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current PPS rate of linked parent clinic, and future rate set-
ting strategies.

If due diligence indicates that both the current and future
financial states are positive and it therefore makes sense to
continue moving forward, additional work can begin to iden-
tify economies of scale and cost reduction opportunities.
Generally, these efforts will involve eliminating redundan-
cies from the proposed combined organizational chart (See
Chapter 8: Developing a Human Resource Integration Plan).

If, on the other hand, you determine that your potential
partner’s financial picture is cause for concern, then the de-
cisionmaking teams need to assess whether it makes sense
to keep moving ahead with the deal. In these circumstanc-
es, it’simportant to carefully and independently weigh both
the current and future states before making a decision. For
instance, if the current state is weak but the future state
looks promising, opportunities may exist to mitigate near-
term risk by consolidating debt or increasing fundraising.
Because organizations typically provide a vital community
service by keeping key access points open and maintain-
ing maximum availability for patients, campaigns to ensure
these capabilities remain viable can often elicit local, politi-
cal, or philanthropic support.

For detailed financial checklists that apply to both non-
FQHC and FQHC entities, see Appendix Item 1.

In addition to straightforward financial disclosures, com-
pleting several other types of due diligence exercises is criti-
cal ahead of an acquisition. Below are several items that
fall outside the domain of a traditional financial inquiry but
nonetheless are essential, given their legal, compliance,
and strategic import.

Restriction of Any Assets Acquired in
the Process

As part of due diligence, decisionmaking teams must deter-
mine if any current and/or potential asset restrictions exist
at either organization. Restrictions are a common way for
funders, including federal agencies, to ensure that assets,
property, and/or dollars are used for specific (often chari-
table) purposes. Because restrictions frequently carry for-
ward, you will want to make sure you’re aware of any that
are in force and understand their potential implications for
the partnership.

Valuation, if Non-FQHC

If the potential transaction involves the purchase of a non-
FQHC private practice, an asset valuation will be required.
Once completed, the valuation profile should be presented
to your board for review and approval. Consulting firms
specializing in provider practice valuations can assist with
this process. For recommendations on such firms, health
centers can contact peer clinics, their regional clinic asso-
ciations, and/or the California Primary Care Association.

Needs Assessment

Another important component of due diligence is a review
of the organization’s community needs assessment, which
HRSA requires to be compiled every three years. This is
something any FQHC must have, although it likely will not
be relevant for a transaction involving a private practice.
The assessment should be reviewed for timeliness and com-
pleteness. Key considerations include determining how the
identified components — including target population, ser-
vice area, and identified health disparities and barriers —
compare with those of the acquiring agency. The respective
service areas should be considered to determine if they’re
complementary, if they overlap, or if they are unduly atten-
uated. Other key questions: Does the entity being acquired
demonstrate competency in serving the same populations
as the acquirer, and do they bring any new expertise to the
combined entity?

Consents and Disclosures

Most, if not all, potential merger or acquisition partners
come with a large amount of preexisting, contracted rela-
tionships. These contracts serve many different purposes
and may include special rights or responsibilities for the
contracting parties in the event of a merger or acquisition.
Some contracts will include a requirement of formal notifi-
cation and some will include the right for contracted parties
toissue consentto a mergeror acquisition. The latteris quite
common with contracted financial entities, such as banks,
lenders, and leaseholders. It is therefore critical to identify
early on what the entities’ responsibilities will be in terms of
notifying and receiving approval from these contracted par-
ties. This can impact the critical path of the merger or acqui-
sition both by informing the timeline — some entities may
take 60 or more days to process a consent request — and by
requiring positive outreach to all who would issue consent.
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Contracted parties with the right to issue consent often re-
quire a long conversation to learn about the pros and cons
of a merger or acquisition. Additionally, many may enter
into such a conversation with recent negative experiences
top-of-mind. This is particularly likely if a merger/acquisi-
tion partner has been under distress and is not meeting
their obligations with financial institutions. For these rea-
sons, it’s essential to know who the merging groups need to
engage and to begin this process early on.

Strategic and Operational Plans

Your health center also should review your potential part-
ner’s most current board strategic plan, which is required
every three years by HRSA. The operational plan mapped
to the goals and objectives presented in the strategic plan
also should be reviewed. When you assess both the strate-
gic and operational plans, important questions to consider
include:

Does their strategic plan have realistic goals and
objectives?

Do they monitor the progress quarterly or annually?

How often does management review the operational
plan?

How often does management report back to the board?

What has been their track record in meeting the objec-
tives of the operational plan over the past three years?

What changes to the plan will be necessary as a result
of the partnership?

Decisionmaking Report

When two organizations elect to join forces, each will likely
have different reasons for pursuing the union. It is therefore
important to determine early on — and as specifically as
possible — how those visions align. Similarly, it is critical to
define what success looks like for the respective parties. To
achieve this alignment, be fully transparent with your po-
tential partner about your objectives. Both parties need to
be sure they’re on the same page with respect to where the
combined entity is heading.

That said, some topics may need to be presented or dis-
cussed internally only. Doing so provides both boards and
decisionmaking teams with an opportunity to air any con-
cerns in a protected setting. Topics for these kinds of inter-
nal discussions could, for example, focus on perceived risks
associated with the partnership.

Along with the above information, a decisionmaking report
should include elements that will promote a vision for the
partnership and delineate any items or questions critical to
the decisionmaking process. To that end, it may be helpful
to identify which components are considered essential for
both “go” and “no go” decisions. Some of these issues may
need to be addressed later, due to the prioritization of more
pressing questions or concerns.

The decisionmaking report should be created by the orga-
nizational teams working on the merger or acquisition and
delivered to the boards at each organization. If the primary
decisionmakers agree that a merger or acquisition makes
sense, they should present the report as an aspirational vi-
sion for why the organizations will be stronger together.

It is not unusual at this point to become overwhelmed by
the challenges associated with unifying two separate enti-
ties. The report therefore should not focus solely on chal-
lenges but also address the positive potential in the areas
noted. (See the Create Your Core Message component of
Chapter 7: Developing a Communications Plan for addition-
alinformation.)

While it is optimal to identify and address potential deal-
breakers at this early stage in the process, organizations
should attempt to come to the table in the spirit of give-and-
take, coupled with an awareness of their financial position
and consequent negotiating strength. Merger and acquisi-
tion negotiations require both transparency and humility.
That means each party (even the one in the more-advanta-
geous negotiating position) should adopt a mindset of mu-
tual respect and be willing to clearly articulate the benefits
and assets their potential partner will bring to the deal.

The following list identifies the types of specific issues and
questions a decisionmaking document should address,
along with the conversations that should be occurring at
this point:
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Define your respective goals for the partnership and
how this partnership will advance those goals.

» Do you hope to expand service offerings?

» Do you hope to acquire new staff talent?

» Do you hope to increase the number of Medicaid
managed care lives served?

Does either organization have any deal-breakers that
need to be addressed (e.g., commitments to maintain-
ing their existing electronic health records [EHRs],
certain services, or specific staff members)?

Review the respective organizational missions and vi-
sions and evaluate how they align with one another.

» Will one of the prospective partners need to
reevaluate any components of their mission and
vision?

» Whose mission and vision will remain standing?

Develop staffing plans and a preliminary organizational
chart.

» What will the leadership structure look like?

» Are all employees of both organizations being of-
fered full employment?

» If not, which positions may need to be
eliminated?

» Will those employees be offered other
employment?

Evaluate the entities’ financial health and develop pro
formas (including planned productivity improvements).

» Whatis the financial health of the respective
organizations?

» What do the combined financial statements look
like?

» Will there be any significant changes to
productivity?

Evaluate service areas and review needs assessments.

» What is the existing service area (if the entity
being evaluated is already an FQHC)?

» What will the combined service areas look like
post-transaction?

Consider any changes to services or programs.

» Will programs be improved as a result of the
transaction?

» Will clients obtain access to new services?

» Will programs need to be cut?

Develop the potential legal requirements and structure
for the consolidation.

Consider any significant operational changes (e.g.,
transitioning the EHRs).

Discuss organizational cultures and values (See
Chapter 8: Developing a Human Resource Integration
Plan for more detail.).

Assuming this process leads both organizations to agree
that they have enough information to move ahead, the par-
ties may choose to sign a nonbinding letter of intent. This
confirms that the organizations intend to continue with
the process, based on their initial assessment. This docu-
ment should be prepared by legal counsel and explicitly
state that it is nonbinding. Until the due diligence has been
completed, it will not be possible to realistically determine
whether the initially proposed structure of the transaction
is financially viable or appropriate to the goals and needs
of the parties.

At this point, it is important to revisit the decisionmaking
document to be sure all outstanding items are addressed.
For example, many people do not incorporate organiza-
tional culture and values as a critical element in their deci-
sionmaking. However, if organizational culture differences
are not addressed, it could result in culture clash. This often
manifests as sites that never fully integrate into the surviv-
ing entity and do not accomplish the anticipated efficien-
cies or expansion that served as the foundation of the union
in the first place.

Culture clash, in fact, is commonly recognized as a top rea-
son for merger failures. This issue of cultural integration
is discussed in Chapter 8: Developing a Human Resource
Integration Plan. Health centers also are encouraged to
consult the CHCF’s October 2019 publication Building to
a Sum Greater Than Its Parts: A Hands-On Guide to Cultural

Integration in Community Health Partnerships and Alliances.’
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The due diligence and decisionmaking phases can happen
quickly or take months, depending on the scope of the pro-
posed transaction. The parties consequently should tailor
the timeline to reflect the complexity of the transaction
and available time and financial resources. If the scope of
the proposed transaction is broad (e.g., a merger or full in-
tegration of all staff and assets), the nature of the transac-
tion should be revised. Regardless, identification of specific
dates will keep the parties focused on moving forward.

Development of an Initial Due
Diligence List

The documents to be exchanged by the parties are intended
to aid the respective teams and relevant consultants and
experts in determining the viability of the transaction as ini-
tially proposed and the likelihood that it will achieve the an-
ticipated benefits. The nature of the final document request
will vary widely depending on the scope of the acquisition,
but may include information relevant to the following:

Corporate Compliance — Articles of incorporation and
bylaws, as originally adopted and all amendments,
current organizational charts, board and committee
minutes, Internal Revenue Service (IRS) and Franchise
Tax Board exemption approvals

Licenses and Permits — All licenses, permits, and rel-
evant communications with regulators

Contracts and Written Commitments — This should
include all third-party payer agreements (e.g., IPAs,
health plans, etc.), employment or independent con-
tractor agreements, information technology (IT) agree-
ments/licenses, real estate commitments (e.g., lease,
purchase, deed, and the like), grant agreements with
philanthropic partners, and vendor agreements

Human resources agreements/policies

Claims, liens, Uniform Commercial Code (UCC)
Commitments, litigation, regulatory Issues

Insurance and Federal Tort Claims Act (FTCA) Deemed
Coverage documentation and claims

Public payer enrollment, rate-setting, and reimburse-
ment documentation

Credentialing and quality assurance-related documen-
tation and policies

Inventory of physical assets and depreciation
schedules

Audit reports and auditors’ letters to management
Tax filings and disclosures

It is advisable to initiate the due diligence process using a
central digital location through which files can be shared
and exchanged. Ideally, each organization should have a
central digital document library that utilizes standard la-
beling conventions and includes both core and associated
documents. If this is not the case, adequate resources and
time should be dedicated to creating one.

The documents to be requested will depend on the nature
of the transaction asinitially proposed. The goal is to under-
stand, particularly with respect to financially distressed tar-
gets, the extent to which the target provider has complied
with existing regulatory and contractual obligations, actu-
ally owns the assets to be transferred, and whether they
have entered into questionable transactions with insiders
or others. The overriding objective is to determine whether
changes need to be made in the structure based on avail-
able information.

The listing of documents to be exchanged should be de-
veloped collaboratively with legal counsel. The list should
include the specific documents that are sought, the person
or team responsible for reviewing the documents, and an
anticipated timeline for the review.

The review should be sufficient to ensure that the FQHC’s
board of directors is able to discharge their statutory obli-
gations as the governing board of a charity. The governing
board’s consideration of acquisition of its assets must be
preceded by a legally sufficient review of the circumstances
and potential consequences of the proposed transaction
(due diligence).

California law governing nonprofit public benefit corpora-
tions provides that the board of directors are required to
perform their duties “in good faith, in a manner that direc-
tor believes to be in the best interests of the corporation
and with such care, including reasonable inquiry, as an or-
dinarily prudent person in a like position would use under
similar circumstances.”

Clearly, a board member’s obligation to make a reason-
able inquiry cannot be accomplished in a vacuum, and in
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exercising this duty, directors are entitled to rely on infor-
mation, opinions, reports, or statements, including finan-
cial statements and other financial data, that are prepared
or presented by:

1. One or more officers or employees of the corpora-
tion whom the director believes to be reliable and
competent in the matters presented;

2. Counsel, independent accountants, or other per-
sons as to matters which the director believes to be
within that person’s professional or expert compe-
tence; or

3. Acommittee upon which the director does not serve
that is composed exclusively of any combination
of directors, persons described in above-item (1) or
persons described in item (2), as to matters within
the committee’s designated authority, which com-
mittee the director believes to merit confidence, so
long as, in any case, the director acts in good faith,

after reasonable inquiry when the need therefore
is indicated by the circumstances and without
knowledge that would cause that reliance to be
unwarranted.

While directors of a nonprofit charity are generally exempt
from personal liability for the debts, liabilities, or obliga-
tions of the corporation, they are not immune from person-
al liability for their own fraud, bad faith, negligent acts, or
other breaches of duty, including a duty to make a reason-
able inquiry consistent with Corporations Code § 5231.%°

The nature and extent of the inquiry depends in large part
on the type of transaction under consideration. The docu-
ments to be exchanged as a part of a review of a proposed
transaction are intended to ensure that board members are
able to discharge these duties and can understand whether
the proposed transaction will in fact benefit the corpora-
tion, or, alternatively, whether the structure, as initially con-
templated, needs to be modified.
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4. Establishing Teams and Reviewing Documents
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With the festivities concluded, the first step is to revisit
the timeline and continue to build out key steps and mile-
stones. Because the timeline represents the map you’ll fol-
low, you should include significant details about the various
tasks to be completed, such as who has direct responsibility
for a given step and what the tentative deadlines are. You’ll
want to be sure nothing falls through the cracks.

To foster transparency and accountability, the project stake-
holders and subgroups/teams can use a project manage-
ment tool or application that clearly indicates the activities
and deliverables, deliverable dates, sponsors, owners, and
relevant notes. As a living document, the work plan should
be revisited at regular intervals to be determined by the
project teams. For example, subgroups may want to update
the action items and owners more regularly than the overall
project team if they’re meeting on a more frequent basis.

Creating an Integration Team

While you may want to maintain your initial decisionmaking
team, it makes sense at this point to create a larger integra-
tion group that includes individuals from both organiza-
tions and potentially, outside experts or consultants, with
the latter preferably working pro bono. You may be able to
identify external resources, such as legal counsel, through
existing relationships. But be sure these experts have the
background and time necessary to successfully execute the
tasks you’ll be asking them to undertake.

The integration team should include, but not be limited to,
the following roles and/or areas of expertise:

Project Manager: This may be an internal individual or
external consultant, depending on the organizations’
collective capabilities and expertise

Legal Counsel
Accounting and Tax Expert

Information Technology Consultant: Critical respon-
sibilities include selecting a unified electronic health

record (EHR) for the combined entity, facilitating
integration and adoption of the system, evaluating
existing software and technology platforms across both
organizations and integrating, as necessary

Operational and Organizational Assessment Team:
This workgroup is responsible for evaluating the
proposed service delivery models, standardizing QA/QI
programs, and combining operational business units
and shared service departments

Compliance Expert(s): Responsibilities include ad-
dressing multiple and overlapping regulatory com-
pliance issues, including HRSA Compliance Manual

program requirements, CMS Medicare, California Medi-
Cal, and the California Department of Public Health
(community clinic licensure), along with other program
regulations

Human Resources Consultant/Employment
Specialist: Duties include integration of employee
benefits/ERISA, handling terminations and buyouts,
and recruiting staff, as necessary

Facilities Lead: Responsibilities include, but are not
limited to, overseeing fair market value assessments
and assessing any environmental issues

Financial Lead: Expertise needed in health plan con-
tracting, federal grant issues, bonds, and other finan-
cial instruments and insurance

Conducting a Document and Protocol
Review

Arguably one of the most tedious tasks that must be com-
pleted ahead of a proposed acquisition is a review of all gov-
ernance documents and contractual agreements. The focus
should be on identifying governance items that may impact
the procedural order of operations and reviewing contrac-
tual agreements to support the identification of liabilities,
future obligations, and appropriate post-merger/acquisi-
tion planning discussions. Administrative and operational
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policies, procedures, and protocols also should be collected
and cataloged.

High-level analysis focused on any sizable differences
should generate healthy discussions that will inform gap
analysis and reconciliation planning. This process is sepa-
rate from the previously conducted due diligence reviews
and is focused on understanding current work streams and
policies at the respective organizations. A thorough docu-
ment cataloging review and gap analysis of both entities’
documentation establishes a solid foundation for discuss-
ing workflow alignment. This can help prevent surprises
once the combined organization begins to offer services.
By clearly defining approved workflows, leaders can en-
sure accountability and adherence after the transaction is
complete.

An effective document labeling and sharing protocol should
include the following information:

Functional business unit/department name

Type of document (policy, procedure, guide, workflow,
template)

Document title (enter title using standard
nomenclature)

Document catalog number (assign numbers to all
documents)

Last reviewed/edited (enter date)
Approved by (name and title)

Document reviewed by (acquiring entity personnel
name and date)

Document most closely aligned (name of document
most closely aligned with acquiring entity document)

Modifications needed to acquiring entity documents
(Yes/No)

Person(s) responsible for making edits or drafting a
new document (name of individual)

Review and revisions due date (insert date for when
action item is due)

Action Items completed (enter date of action item
completion)

See Sample Document Catalog Template, which can
be downloaded as part of the Mergers and Acquisitions
Tools (ZIP) available from the CHCF website.*

For a detailed list of Key Documents to be Reviewed, see
Appendix Item 2.

Leadership, Employee, and Board
Considerations

Leadership Assessment

The process of determining leadership roles for the com-
bined entity shouldn’t wait until the deal is approved.
Preliminary discussions should have taken place during
the due diligence and decisionmaking processes. At this
point, more detailed conversations should be initiated, in-
cluding a thoughtful analysis of the suitability of tentative
or proposed leaders. This is a critical and delicate step.
While this is ultimately a business transaction, these con-
versations involve people’s careers, livelihoods, and profes-
sional identities. Employee considerations are discussed in
further detail in Chapter 8: Developing a Human Resources
Integration Plan.

A good place to start is to assess whether current or po-
tential openings exist in the merged organizational chart.
Additionally, it should be determined if there are current
HR issues involving a potential leader and whether a clear
pathway is available to install the strongest candidate in the
appropriate position. As for CEOs, the larger or more domi-
nant organization’s CEO typically prevails. The question of
whether an appropriate position exists for the smaller orga-
nization’s CEO should be addressed.

In a merger/acquisition of equals, an additional option may
be to create a co-CEO structure. One person, for instance,
would have responsibilities that focus on all things exter-
nal, while the other would concentrate on internal matters.
Intensively concentrating on leadership issues and person-
nel early on will provide important and appropriate assur-
ances to the respective board members, managers, and
employees. Once tentative decisions have been reached, a
mockup of the proposed organizational chart can be useful
to illuminate lines of authority and new job classifications
in the combined entity.
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Employee Considerations

Asalary and benefit comparative analysis should be conduct-
ed across the mergingentities to ensure parity and to preserve
employee goodwill (See Benefits Comparison Sample, which
can be downloaded as part of the Mergers and Acquisitions
Tools [ZIP] available from the CHCF website.).*? Consideration
will need to be given to the question of whether all employ-

ees will be offered employment in the new entity at their cur-
rent level or will be required to apply for a new position. Key
issues that should be addressed include identifying any new
efficiencies and whether open positions that result from at-
trition will be subject to rehire. Communication to the em-
ployees should follow the recommended Communications
Plan (See Chapter 7: Developing a Communications Plan.).
Leadership should remember that employees are essential
and valued stakeholders in the process.

Board Dynamics

Board membership of the acquiring or surviving entity will
need to reflect the new organization’s combined service
area and target population. FQHC governing boards are re-
quired to have between nine and 25 members. It generally
is a good idea to keep the number on the lower end of the

range to make the structure manageable, but also to have a
sufficient number of board members to enable the entity to
remain compliant even if several members leave. Thought
should be given to whether any board members from the
acquired entity will be invited to join the new board. If the
acquired or merged entity represents a new region or a par-
ticular medically underserved population, representation
will be a key consideration. If not, an advisory, develop-
ment, or consumer-focused, nonvoting board can provide a
viable way for displaced members to continue playing a role
in the merged organization.

Once a signed letter of intent agreement is in place, orga-
nizations should maintain parallel, concurrent boards until
the transaction is finalized. Because the health centers may
be operating under an interim agreement (wherein the ac-
quiring or surviving entity is assuming contractual obliga-
tions on behalf of the acquired agency), both boards must
continue to operate in a compliant manner and retain full
administrative oversight for their HRSA-approved scope of
operations. If the use of an interim agreement is being con-
sidered, both parties are strongly encouraged to seek legal
counsel as to the regulatory issues that may arise.
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5. Managing Payer Transitions

California Health Care Foundation www.chcf.org 30


http://www.chcf.org

Depending on the nature of the acquisition transaction,
enrollment under most programs will fall into one of four
categories:

1. New enrollment

2. Change of information

3. Change of ownership

4. Special Medi-Cal rules for intermittent clinics

When adding a new site as part of an acquisition, the site
will need to be enrolled in Medicare as a new FQHC provider.
FQHCs can apply for enrollment in the Medicare program or
make a change in their enrollment information using either:

Internet-based Provider Enrollment, Chain, and Owner-
ship System (PECOS), or

The paper enrollment application process (i.e., CMS
855-A form).

A change of any of the information reported on the CMS
855-A form must be reported within 90 days of the effec-
tive date of the change, per 42 CFR 424.516(e)"; changes of
ownership or control must be reported within 30 days of the
effective date of the change.

FQHCs must obtain a National Provider Identification (NPI)
number prior to enrolling in Medicare or before submit-
ting a change to existing Medicare enrollment information.
Applying for an NPl is a process separate from Medicare en-
rollment. To obtain an NPI, you may apply online at https://
nppes.cms.hhs.gov. FQHCs are responsible for determining
if you have subparts for purposes of obtaining NPl numbers.
Asubpart is defined as a component of an organization that
furnishes health care and is not itself a legal entity. If you
do have subparts, you must determine if they should obtain
their own unique NPIs. Before you complete this enrollment
application, you need to make those determinations and
obtain NPI(s) accordingly. FQHCs are designated as Type 2
entities under the NPI system.

While California exempts intermittent clinics from site-spe-
cific enrollment in Medi-Cal, this exception does not apply

to Medicare. California intermittent clinics are required to
enroll in Medicare on a site-specific basis prior to delivery
of Medicare services to patients for which reimbursement
will be sought.

The term intermittent clinic is defined by California law as
a site that is exempt from the clinic licensing requirement
under California Health and Safety Code section 1206(h)." Itis
also exempt from Medi-Cal’s site-specific enrollment require-
ment under California’s Welfare and Institutions Code sec-
tion 14043.15(e),* which only requires that the Department
of Health Care Services (DHCS) be notified of the existence of
theintermittent clinic. HRSA uses the term intermittent clinic
differently, and the two types of intermittent clinics should
not be viewed as synonymous. They are not.

California’s Medi-Cal program enrolls FQHC sites that are
licensed community clinics, as defined by California Health
and Safety Code section 1204(a),"” initially through the
California Department of Public Health (CDPH). The CDPH
coordinates the Medi-Cal enrollment of the FQHC through
DHCS'’s Provider Enrollment Division.

Changes of Medi-Cal enrollment information previously
submitted by existing licensees/enrollees is submitted by
institutional providers, such as FQHCs, to the CDPH, rather
than to DHCS, according to Medi-Cal’s Provider Manual.

HRSA requires that FQHCs provide notice of changes in the
Scope of Project, stating that “After a change in scope of
project that may generate a FQHC Medicaid reimbursement
(e.g., PPS or Alternative Payment Method [APM]) adjust-
ment is approved, it is the responsibility of the grantee to
notify its State Medicaid Agency of the change(s) within 90
days following HRSA approval.” *®

Intermittent clinics present an opportunity to control non-
health care-related expenditures and waste resulting from
costly delays in obtaining approval of new site licenses, en-
rollment, and FQHC rate-setting. California’s Legislature has
addressed concerns from FQHCs about these issues by ex-
panding the hours of operation of exempt intermittent sites
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to no more than 40 hours per week. Intermittent sites offer
the following advantages:

They are exempt from the OSHPD-3 building code re-
quirements, since they are not licensed clinics

They are exempt from Medi-Cal’s site-specific enroll-
ment requirements under Welfare and Institutions
Code section 14043.15(e)," so long as they provide
prior notice to DHCS (copies should also be sent to
DHCS’s Audits and Investigations and CDPH)

Services provided by an FQHC at an intermittent clinic
are billed by, and at the rate of, the parent FQHC under
Welfare and Institutions Code section 14132.100(j)*

California intermittent clinics must still enroll in Medicare.
Certain Medi-Cal programs, such as Family PACT and CHDP,

require separate enrollment and/or surveys of intermit-
tent clinics. It also should be noted that CDPH has recently
sought to push back on this flexibility by purporting to re-
quire an application or CDPH prior approval of intermittent
clinics before Medi-Cal services can be billed. Legal guid-
ance should be sought to the extent that difficulties are
encountered. However, the information that currently is re-
quired is generally basic, and timely submission can avoid
conflicts.

Itis nonetheless essential to verify current guidance regard-
ing Medicare and Medi-Cal enrollment early in the acquisi-
tion planning process. Estimated time frames should be
incorporated into the timeline, and applications should be
reviewed carefully prior to submission. Errors in the forms
or misunderstandings regarding applicable requirements
can cause significant delays and financial losses.
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6. Contract Review and Assessment
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Essentially, leadership must decide which contractual rela-
tionships will continue after the transaction and which will
not. During this phase, it isimportant to prioritize the agree-
ments that are of a most critical nature to the surviving enti-
ty — typically in terms of net revenue generated — as well as
those that may require more time to transfer from one en-
tity or another, such as those involving third-party payers.

After leadership has determined which relationships they
wish to continue after the transaction closes, they can
begin the process of altering the contractual agreements
and commitments as necessary to meet the needs of the
post-transaction combined entity. It may become evident
that specific contracts or contract elements will need to be
renegotiated. Some agreements also may require notices
of an impending transaction and a notification period prior
to any changes taking effect. If the transition leaders deter-
mine that a contractual relationship is to end altogether,
the appropriate notice of termination will need to be pro-
vided consistent with the terms of the agreement.

Now is the time to get a handle on these issues. Waiting until
the deal is finalized before suggesting or requiring contrac-
tual changes could delay or undermine the transaction and
leave the surviving entity in a disadvantageous position.
While much of the legwork in this area can be handled by
health center staff, the process should be conducted in close
coordination and consultation with legal counsel, as needed.

Because existing agreements have previously been identi-
fied during due diligence, it should be relatively straightfor-
ward to create or modify a contracts log for both agencies.
Organize the log by general subject matter of the agree-
ments, including those involving local, state, and federal
government payers, commercial payers, ancillary service
providers, referral partners, product and service vendors,
foundations, and other philanthropic entities.

These agreements should be carefully reviewed through the
prism of the surviving entity’s anticipated requirements and
capabilities, with particular attention paid to either services
that will no longer be required or terms that may need to
be substantially modified. Remember that some contracts

may include leases or other longer-term stipulations that
are attached to some type of liability and consequently
could require in-depth renegotiations to resolve.

Through this process, determinations should be made
about whether the contract should be continued in its
current form (no action), terminated (consistent with its
terms), renewed, or modified by amendment. Based on the
outcome of these assessments, new contracts, notices of
termination, and/or amendments to existing agreements
should be prepared. In situations where a notice or amend-
ment is not specifically required under the agreement for
it to continue following an acquisition, it is nonetheless
strongly recommended that a courtesy notice be provided
to ensure smooth operational transition of the relationship
post-acquisition.

Due to the volume of active contracts at a typical health
center, the effective transfer or expansion of contractual
relationships, especially those with third-party payers, can
take a significant amount of time to complete, usually a
six- to eight-week period at a minimum. Internal staff can
easily be overwhelmed by the process and ensuing time
commitment. It is therefore strongly recommended that a
Project Management Professional (PMP) — either internal
or external — lead the process. Assistance should be pro-
vided by temporary staff, employees of other departments,
or outside consultants. Legal counsel also will need to be
available to the transition team throughout this process as
issues arise to ensure existing contractual rights are prop-
erly exercised, if needed, and that the rights of the surviving
entity are appropriately protected going forward.

Third-Party Payer Agreements

Because health plans and other third-party payer agree-
ments directly impact a health center’s financial stability,
they should be given priority and close attention. Of pri-
mary importance is making sure the relationships that will
continue post-transaction are handled correctly. This will
help ensure continuity of patient care and no disruptions in
revenue.
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Analyze health plan agreements by creating a contracts
log or matrix for each health center. Compare critical data
points for each health plan. This information should in-
clude renewal dates, capitation and fee-for-service rates,
patient visits in the prior year, and other relevant metrics.
In cases where a larger number of third-party payer agree-
ments exist, health center leadership should prioritize the
relationships that impact the greatest number of patients
and contribute the most to health center revenue. If time is
short, agreements with health plans that are only billed oc-
casionally can be handled later in the process or even after
the transaction is completed.

Review each health center’s log of health plan contracts
and identify health plans that are unique to each pre-
transaction entity. Determine whether that relationship will
continue post-transaction. These health plans will be dealt
with differently than health plans that already have existing
agreements with both entities.

Develop an outreach plan for all health plans with contracts,
including assigning a capable and responsible individual to

handle contract transitions. The process of transitioning
health plan contracts can be time-consuming. Even identi-
fying the right department or authority at each health plan
to assist with the process can take time, especially with
large health plans that serve thousands of providers and
hundreds of thousands of enrollees.

It’s important to note that health center care providers that
are new to a specific health plan may need to be credentialed
and existing providers may need to be re-credentialed, de-
pending on the nature of the transaction and internal poli-
cies of individual health plans. Time for these processes to
occur should be accounted for in transition planning.

As you explore the transition process for each health plan,
consult with the health plan and legal counsel if it appears
billing for patient care cannot begin immediately after the
transaction date. Determine if direct patient care can be
delivered through an interim management agreement and
billed for under the old agreement for a short period after
the transaction to ensure continuity of care and uninter-
rupted reimbursement.
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7. Developing a Communications Plan

2 4
a \

California Health Care Foundation www.chcf.org 36


http://www.chcf.org

You now should focus on another mission-critical component in the acquisition process:
developing a plan, message, and platform for communicating with stakeholders, including
employees, the broader community, funders, regulatory bodies, the press, and elected officials.

As is the case with many complex organizational activities,
defining a narrative and staying on-message before, dur-
ing, and after the event is crucial. Without a coherent story,
nuanced or multilayered changes are often oversimplified
or mischaracterized. That’s why it’s crucial at the outset to
develop a strong communications strategy that will address
the unique realities of the entities involved and the commu-
nities they serve. (See Communications Plan Outline with
Sample Positioning Statements and Exercises, which can be
downloaded as part of the Mergers and Acquisitions Tools
[ZIP] available from the CHCF website.).

Begin using this guide early in the acquisition process to
clarify your messaging, limit the flow of misinformation,
and to create a vigorous communications platform that will
support the acquisition objectives throughout the process.
The figure below graphically incorporates the essentials of
a robust integration-communications approach. It is im-
portant to adopt a strategic methodology to communica-
tions early on, rather than simply providing informational
updates. By doing so, you’ll create a mechanism to clearly
convey and amplify your organizational goals.

Six Essentials Help Build and Execute a Robust Integration-Communications Approach

Identify
key
stakeholders

Establish
2-way
communications:

monitor, gather
feedback and
adjust

Develop the step-
by-step plan for
each milestone

Set up
governance and
resourcing for the
communications
team

Develop

core messages

and the “deal
narrative” to anchor
communications

Exhibit from “Communications in Mergers: The Glue That Holds Everything Together,” McKinsey & Co., January 30, 2019. © 2019 McKinsey & Co. All rights

reserved. Reprinted by permission.
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Create Your Core Message

Theinitial step in creating an effective communications plan
is for key decisionmakers to articulate the rationale for the
acquisition. Why does this combination of two previously
freestanding entities make sense? The core message should
be concise, straightforward, and brief: Come up with a few
sentences that someone who doesn’t know much about
health centers could easily understand. Because the mes-
sage must be agreed upon by all decisionmakers, the pro-
cess of creating it can serve as a valuable exercise in focus-
ing and clarifying the logic behind a planned transaction.

The core message will serve as the foundation for all subse-
quent messaging. As such, it’s not necessarily an external-
facing document, but more of a shared internal resource
that guides and informs external communications to vari-
ous constituencies. As the project advances, you’ll need to
adapt and modify your messaging for different audiences,
venues, and formats. But by first establishing the shared
core message, you can ensure all subsequent variations will
be consistent and compatible with the project’s objectives.

Map the Audiences

When it comes to communication, what matters is not just
what you said, but equally important, what your listener
heard. This is a fundamental rule of effective communica-
tion. To design messages that your listeners interpret as
planned, it’s critical to understand your audiences within a
psychographic context.

Understanding your audiences requires that you identify
and segment them. Deliberately map out the various audi-
ences who you expect will be aware of, and interested in,
your project. Try to identify no more than 10 core audiences
whose buy-in will be critical to the success of the transac-
tion. Combine audiences who have relatively similar inter-
ests and motivations and segment those who will behave
and react differently. Although audience lists will vary for
each community and organization, a good starting point for
most health centers would include:

Internal

Executives and Managers
Providers

Other Staff

External

Existing Patients
Local Media
Program Partners
Elected Officials
Community Leaders

Once the different audiences are identified, construct psy-
chographic profiles of each group. Describe who they are:
Their values, opinions, attitudes, aspirations, and concerns.
Consider identifying individuals from each group who em-
body the characteristics of that audience.

Your efforts do not need to be exhaustive or detailed. But
when this exercise is complete, you should have a firm un-
derstanding of what motivates the audiences as it relates to
your acquisition project. As you undertake this work, try not
to make assumptions about what these people will think
about the project. Simply focus on defining them as clearly
as you can. As you work, try to identify any well-known or
well-regarded individuals within these groups whose ap-
proval likely will be important to the success of the project.

Develop Core Messages for Each
Audience

Now things start to get interesting: Consider each of your
audience psychographics within the context of your core
message about the planned project. What kind of reactions,
responses, concerns, and questions can you anticipate?
Make a list for each psychographic category or factor. Below
are some common examples of questions that come up in
nearly every health center planned acquisition. Be sure to
adapt and expand these for your community.

Common Internal Questions

Executives and Management: Do | have a new boss?
Will we combine systems with the merging entity or will
one system displace the other?

Providers: What does this mean for our model of care?

Other Staff: Can | keep my job? Where will I sit?
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Common External Questions

Existing Patients: | love my health center and the peo-
ple who work there! Please don’t damage this commu-
nity asset.

Local Media: What does this mean for our community?
How does it reflect other trends affecting our region?

Program Partners: What does this mean for our collab-
oration? Do we need to renegotiate the contract?

Elected Officials: Are you responding to the needs of
my constituents? How does this affect the local contin-
uum of care?

Community Leaders: What does this mean for access
to health care in our community?

Once you have an idea of the kinds of reactions you can ex-
pect from each audience, start adapting the core message
to reach the various groups. How do you stay true to the
core message while speaking to the specific concerns of dif-
ferent audiences or individuals? It’s valuable for the key de-
cisionmakers to document and practice these adaptations,
so as to develop a shared understanding of how to commu-
nicate the core message in different contexts.

Below are simplified examples of this adaptation process in
action:

Core Message: Our organization is in financial trou-
ble and we must merge in order to ensure financial
sustainability.

Core Message Adapted to Key Audiences:

» Providers: Making this change will allow us to
pay better wages and improve benefits.

» Other Staff: Without a planned acquisition, we
will need to implement a hiring freeze and delay
cost-of-living adjustments.

» Existing Patients: If we don’t make this change, it
is going to be harder to recruit new doctors to this
community and we may need to close some sites.

» Local Media: This move reflects changes in our
local community: Medi-Cal patients have become
harder to find and serve, and this is negatively
impacting reimbursement.

Develop Ambassadors

Once you’ve established a core message and understand
who your audiences are and why they’re likely to care about
the deal, it’s time to think about how best to roll out your
story. Begin by identifying your messengers or ambassa-
dors. Who will be the point people to distribute messages
about the project and respond to inquiries? Choose individ-
uals from both organizations, as well as those who have the
appropriate authority and credibility to respond to specific
concerns. Select people who are well spoken, can think on
their feet, can be trusted to stay on-message, and who have
credibility in the community. Frequently, organizations will
look to the following groups when identifying potential
ambassadors:

Executive leadership, especially CEOs
Board members, especially officers/chairs
Providers with a community following
Community or government relations staff

Nonexecutive employees who are well known, liked,
and trusted by staff

Train your ambassadors around your core message, audi-
ences, and how to adapt the message to address various
specific concerns. Make sure at least one ambassador at
each organization is designated as a media and govern-
mental point of contact. That way you’ll know who will be
responsible for dealing with formal, high-exposure inquiries
about the project.

Update Marketing Collateral

Depending on how the new entity will be positioned in the
community, updates to marketing collateral may be re-
quired. The simplest approach is to maintain the branding of
the surviving entity. Another common strategy is to present
the branding of the dissolved entity as a program within the
surviving organization. One example involves Lyon Martin
Health Center (dissolved entity), a program of HealthRIGHT
360 (surviving entity). HealthRIGHT 360 is a fast-growing
health center system based in San Francisco. They’ve ex-
panded primarily through acquisitions but have allowed
each joining entity to retain its own naming convention and
identity as part of the larger HealthRIGHT 360 brand.

Mergers and Acquisitions: A Practical Guide for Community Health Centers

www.chcf.org 39


http://www.chcf.org

Level of Communication During Integration Timeline
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Exhibit from “Communications in Mergers: The Glue That Holds Everything Together,” McKinsey & Co., January 30, 2019. © 2019 McKinsey & Co. All rights

reserved. Reprinted by permission.

Organizations with more resources may elect to use the
planned acquisition as an opportunity to completely re-
brand and relaunch the new, combined entity. However,
this approach entails considerably more work at a time
when the combined administrative staff may already be
highly taxed. Either way, you will want to map out any criti-
cal modifications required for logos, signage, and printed
marketing materials. Many organizations will opt to pro-
duce special temporary signage or websites prior to the
planned acquisition so patients and stakeholders can be-
come aware of the pending organizational integration.

Create a Timeline

Now it’s time to share your plans and message with the
community. Start by developing a timeline that specifies
the types of communications you will have, their frequency,
and order. Remember not to begin communicating too late:
The goal here is to get your message to the community be-
fore rumors spread and misinformation takes root.

A wide range of ways to roll out your message exists. The
following list of communication formats and venues

represents a valuable starting point when crafting your
communications timeline:

Press release

Email blast to distribution list

Social media posts

Website page update

Community forum

Interview or article with local media

Company meeting

Open house/reception

Sit-downs with community leaders and elected officials
Ribbon-cutting celebrations

As you develop your communications timeline, be sure to
keep the requirements of your audiences in mind. Some
will need to be engaged at different points than others.
There also may be influential leaders you’ll want to com-
municate with before your messaging goes out to the
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broader community. If necessary, plan a quiet period to
engage these selected individuals. This way, they’ll be in a
position to advocate on behalf of the transaction once the
information is widely disseminated.

Monitor Varying Communications
Intensity

Nearly all planned acquisitions require a substantial
amount of time and energy to plan, implement, and final-
ize. The intensity of actions relating to the transaction typi-
cally will ebb and flow during the life cycle of the process,
with periods of high activity followed by intervals of relative
inactivity. Developing a sense of these variations through-
out the project life cycle will enable health center leaders
to plan and target their messaging accordingly. Generally,
communications surrounding the process should be timely

and prompt once the communications strategy is launched.
However, they do not necessarily need to be constant or reg-
ular throughout the process. (See the McKinsey & Company
figure on the previous page.)

For example, while you do not want to make dramatic
changes before the community has become aware and
supportive, you also do not want to create an open-ended
narrative that seemingly never comes to fruition. This can
engender a vague and unsettling perception of change
without resolution. Address this by starting your commu-
nications early, staging them in logical order, and giving
time for them to sink in. Then deliberately focus on mes-
sages of closure, success, and celebration once the project
has wrapped. Also, be cognizant of common patterns or
rhythms in your community when staging your messaging.
Think about people coming and going with the seasons, va-
cations, school schedules, and more.
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8. Developing a Human Resources Integration Plan
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This chapter offers guidance about the development of an effective human resources (HR)
integration plan. Because successful HR integration requires well-conceived communications,
it will be useful to consult the preceding chapter for further clarity about how to effectively
connect with employees, your most essential stakeholder group.

Note that successful HR integration means not just success-
fully communicating with, and managing, staff but also
bringing HR leadership into the acquisition discussions early
in the process. Too often, acquisition conversations happen
without involving HR until after key decisions have been
made, many of which HR is then asked to implement. This
is understandable, but misses some major opportunities
for HR to provide critical input. When key HR leaders are in-
volved from the outset, pitfalls can be identified and avoid-
ed. Additionally, HR can provide valuable insight into broad-
er, strategic issues — again from the perspective of staff.

Taking Care of Staff During Planned
Acquisitions

In all likelihood, staff represents the largest single area of
expense for your health center. They also embody all di-
mensions of the health center’s mission. They’re the ones
treating your patients, ensuring efficient operations, and
representing the business 24 hours a day, seven days a
week. As such, it’s no exaggeration to say that employees
are a health center’s most valuable, prominent, and strate-
gic asset.

Yet unlike other assets on your balance sheet, employees
have distinct needs and are not afraid to voice their con-
cerns or even leave the organization if those needs are not
met. Managing employee concerns and effectively engaging
this crucial constituency should therefore be a fundamen-
tal component of every planned acquisition. Developing a
comprehensive and actionable HR integration plan is the
key to ensuring overall project success. This task is particu-
larly important at a time when many health centers struggle
to find and retain qualified staff, including — and most espe-
cially — licensed providers.

Understanding HR Integration Risks
and Opportunities

Most experienced community health leaders have a gen-
eral understanding of the business, regulatory, and com-
pliance risks associated with planned acquisitions. These
areas are relatively prominent and, to an extent, objectively
quantifiable.

What is far less understood are both the risks and oppor-
tunities that come with integrating two employee groups.
Despite being difficult to measure and define, managing HR
risk and opportunity are as vital to a successful transaction
as payer mix, patient volume, service area, or cash on hand.

What are the most significant change management risks
associated with HR integration? The chart on the following
page offers a general overview of types of HR risks that pose
the biggest challenges for health centers.

Risks

In a health center context, HR risks tend to manifest in a va-
riety of ways. Some of the most prominent include:

Key Personnel Departures Resulting from a Slow
Integration Process

When projects take 12 months or longer to complete, key
executives may be asked to continue performing at a high
level without fully understanding what their role in the
surviving entity will be. Ideally, CEO contracts will already
contain some kind of incentive provisions relating to per-
severing through major organizational changes. If not, it
is important for the board, in partnership with the CEO, to
address if, how, and when a potential leadership transition
may take place. Without this kind of clarity, valuable execu-
tives may decide to leave if they feel they’ve been left in pro-
fessional limbo for too long.
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Change Management Pain Points
Most common change management pain points that must be overcome to achieve a successful merger integration.

Unclear organisational reporting lines
Clash of corporate culture

Employee uncertainty

Lack of training

Undecided leadership selection

Lack of general communications
Break-down in decision making

Lack of focus on running the business

Unrealised synergies

0% 25%

50% 75% 100%

Figure from Talking About the People Side of M&A, PricewaterhouseCoopers, 2011. © 2011 PricewaterhouseCoopers LLP. All rights reserved. Reprinted by

permission.

That said, it is not unreasonable to ask your senior staff to
work with uncertainty for a limited period of time. However,
even the most dedicated leader, when put in a situation
where their future is unclear, may begin searching for
other employment options. Avoid this risk by developing
a timeline and work plan, communicating frequently and
appropriately about integration plans, and completing the
other tasks identified here. This will help prevent a sense of
chronic uncertainty from taking hold within senior manage-
ment. As more staff become aware of the planned acquisi-
tion, you also may need to offer retention bonuses to keep
those critical to the process or to retain those you hope will
stay with the consolidated entity.

Failure to Identify HR Operating Risks During
Due Diligence

The due diligence process typically prioritizes an under-
standing of the acquisition target’s financial projections,
patient mix, and assets. Less attention is paid to employee
and human resources issues. This can lead to unfortunate
surprises. Common issues that belatedly may emerge in-
clude histories of employment lawsuits, persistent com-
pliance problems, and regulatory gaps. If these problems
are missed or ignored, the surviving entity may inherit

significant HR issues that could delay or undermine trans-
action objectives.

To avoid this kind of outcome, make sure senior HR leaders
have a seat at the table when performing pre-acquisition
due diligence. It is also important to be honest and open
about these issues early in the process, especially if they’re
potentially significant. Trust is degraded when HR-related
problems emerge late in the game: The belatedly informed
party may rightly feel they’ve wasted valuable time invest-
ing in a transaction that ultimately may be undone by legal
issues.

Failure to Address or Accommodate Cultural
Differences Between Organizations

Many health center leaders assume merging entities pos-
sess similar cultures and standards of practice and that any
differences will not be significant. While this is sometimes
the case, the sheer number of FQHCs and their diversity
have resulted in a broad range of practices, attitudes, and
beliefs. These variations can manifest in very different work
styles and cultures. The potential for resulting friction, if
unaddressed, can metastasize into a core strategic risk that
may threaten the entire planned acquisition.
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Problems can include serious culture clashes between lead-
ers upon whom implementation depends. Longer term, un-
resolved culturalissues can result in sites that never fully in-
tegrate into the surviving entity. That can mean a failure to
achieve the planned efficiencies or expansions that served
as the rationale for the transaction in the first place.

Organizations should therefore manage this issue proac-
tively by nominating a team to lead a culture assessment at
both entities, and then map the culture of the entity being
acquired against the surviving or acquiring entity’s culture.
If a serious gap exists, outside change management consul-
tants and HR experts may be useful in helping resolve differ-
ences. Other resources also are available that will help you
to address many of these issues without external assistance.
We specifically encourage you to consult CHCF’s October
2019 publication Building to a Sum Greater Than Its Parts: A

Hands-0n Guide to Cultural Integration in Community Health
Partnerships and Alliances.

Seizing HR Opportunities

Although the HR components of a planned acquisition are
often understood in terms of potential risk, it can be equally
beneficial to consider staffing-related opportunities that
could result from organizational integration. For example,
a health center that may be struggling to find providers to
staff their health center could discover that they’ll gain sev-
eral well-qualified and mission-aligned employees through
an organizational consolidation.

Alternatively, a health center that does not have a robust
fundraising infrastructure may pick up several qualified
fund development professionals who can help build orga-
nizational capacity for identifying new funding sources. The
important point here is that employees are a rich and some-
times untapped asset that affects mission, operations, and
financial health.

Health centers therefore should identify their human re-
source aspirations so that they can take steps to achieve
these objectives over the course of the process. Forinstance,
if a health center wants to retain certain staff, they should
consider what it will take to make that outcome more likely.
This could include retention bonuses, promotions, raises,
opportunities for future advancement, or changes to job
descriptions.

The timing and manner in which these incentives are com-
municated to employees should be managed carefully.
Valuable existing employees may need to be courted in the
same way one might pursue a new hire. If done well, this
process can not only help you retain important staff, but
also build goodwill with employees during an often-chal-
lenging period of change. If, on the other hand, the process
is not handled appropriately, trust will be undermined. One
example: If you are seen to be offering preferential treat-
ment to some employees but not others, the results will
likely be problematic.

Retaining Employees

One of the first employee questions that follows the an-
nouncement of a proposed acquisition project is “Will | lose
my job?” Having an answer to this is crucial before you begin
communicating about the project to staff. In the absence of
solid information, employee anxiety can grow rapidly, lead-
ing to productivity and quality declines just as both organi-
zations begin the heavy lifting of an integration. Many orga-
nizations considering planned acquisitions elect to offer all
existing staff jobs at the new, combined organization. While
this is generally an optimal scenario for all concerned, it is
crucial that you take steps to mitigate staffing risks for the
surviving entity if this is the path you take.

Releasing Employees Not Being Kept

Give early consideration to how you will transition out em-
ployees who won’t have a continued role in the combined
entity. It can be useful to do this well before the actual trans-
action takes place. As with any HR situation, these changes
should be handled thoughtfully and respectfully. Because
planned acquisitions can often take 12 months or longer,
there usually is plenty of time to appropriately complete the
separations. Consult with your HR leaders on the best way
to proceed, but adequate documentation is a necessity for
initiating separations without liability. Depending on the fi-
nancial conditions of the combining entities, opportunities
may exist to offer severance or to support these individuals
in their job transitions. The approach will vary from person
to person.
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Completing Preplanned Departures
and Transitions

Take the time to consult with any employees who may be
considering retirement or job changes, irrespective of the
planned acquisition, to learn more about their needs and
timelines. Attrition or current job openings also should be
factored into the equation. For those who are considering
leaving, itis crucial to plan for their departures so their func-
tions and responsibilities will be covered. HR leaders also
should push to accelerate the timing of the exit, if neces-
sary, so it will precede the completed transaction date.

Making HR Decisions with the Staffing
Model of the Combined Entity in Mind

Have deliberate conversations with your acquisition part-
ners about what the intended staffing and care models will
look like in the combined entity. These discussions should
take into account factors like medical assistant (MA) to pro-
vider ratios and duplicative administrative staff specializa-
tion. Once clarity is achieved, begin evolving the existing
staffing models of both entities toward the anticipated
standard. In other words, don’t keep hiring in support of a
staffing model that will soon be obsolete. This will reduce
friction at the time of the actual acquisition by minimizing
the extent of staffing changes that each organization is re-
quired to make.

Taking these straightforward steps will help ensure that im-
mediately prior to consummation of the planned acquisi-
tion, staffing at both organizations will have already moved
toward rightsizing. Those individuals that are committed to
remaining for the foreseeable future are onboard and work-
ing within a staffing model that aligns with the intended ap-
proach. These actions will greatly reduce the chances that
the laudable message of “everyone keeps their jobs” does
not produce unintended, negative consequences.

Reducing Staffing

Unfortunately, not every organization has time to go
through the process outlined above. Some have timing or
financial pressures that require moving more quickly. This
may make layoffs a regrettable necessity. In those instanc-
es, clarity, transparency, and fairness become absolutely
critical. If your planned acquisition project does not intend
to retain all staff or simply doesn’t have the time, budget,

or resources to do so, use a combination of the following
tactics to mitigate staff disruption.

Being Transparent

Because the respective financial situations of participant
organizations generally will dictate staffing for the com-
bined entity, be open and communicative about the finan-
cial realities guiding your actions. Reference specific eco-
nomic drivers when possible, such as known community or
target population issues. Be proactive and transparent and
enlist support from providers, board members, and com-
munity leaders.

That said, you should not provide actual numbers that em-
ployees can analyze, since they typically will not have ac-
cess to the full details guiding the planned acquisition. As
a result, they may come to alternative, incomplete conclu-
sions that could impact staff morale. Moreover, do not ex-
pect employees who are fearful about their employment
status to be comforted by explanations regarding the orga-
nization’s financial limitations. Anyone about to lose their
job will likely be experiencing a considerable amount of
anxiety and negative emotion, and it is important not to
downplay or deflect their concerns.

Communicating Early

Be sure to restrict knowledge of a possible planned acquisi-
tion to a limited group unless you are virtually certain it will
occur, given that partial or inaccurate information can have
negative repercussions. However, if a transition that will in-
volve staffing reductions is imminent, let staff know as early
as possible so they can plan, prepare, and adjust.

Avoiding Reapplications

Some organizations involved in a financially pressured
transaction will allow employees to reapply for their jobs.
This approach typically does not end well for those in-
volved. Competing against coworkers or staff at the other
acquisition partner can generate negative and lasting emo-
tions. Instead, leadership should carefully and deliberately
pick which staff will have continued employment.

It’s safe to assume that any transition, whether planned
deliberately or executed quickly under financial duress,
will be difficult for some employees. Regardless of the sce-
nario, taking the above actions can help your health center
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minimize staffing disruptions and the associated impacts
on both individuals and organizational performance.

Producing New Organizational Chart

Early in the process, it’s important to begin studying the
participants’ organizational designs. Instruct HR leads at
both entities to review current organizational charts and
update them as necessary. Then sit down with key repre-
sentatives from both entities to engage in a joint review pro-
cess. The goal should be to produce a hypothetical, com-
bined organizational chart that reflects updated staffing for
both entities.

A range of key dynamics should be considered when de-
veloping a proposed or tentative organizational chart for
the merged entity. While each transaction will have its own
unique concerns, most combined organizational charts
should reflect the following factors:

Updated Staffing Models: As previously discussed,

the post-transaction entity may have staffing and care
models that differ from those of the predecessor or-
ganizations. For example, billing may be distributed
across each site or it may be centralized, while MA to
provider ratios may vary between service lines or sites.
In these cases, the new organizational chart will need
to reflect the prevailing staffing and care model. This, in
turn, may require the movement or reclassification of
some employees.

New Locations: Once the transaction is complete, it
may be that some employees will live much closer to
sites that are now, but were not previously, part of their
organization. That’s why it is important to consider em-
ployee proximity to clinical and administrative sites
when developing new organizational charts, as well as
how possible relocations could affect lines of reporting.
The implications of this analysis might be quite differ-
ent for various types of staff. For instance, a provider or
MA may be able to work at whichever clinic is closest to
them, but an accountant or IT staffer may only be eligi-
ble to work at certain administrative sites.

New Lines of Reporting: “Who will | report to?” is often
the second-most-asked question among employees
upon learning of a proposed acquisition. Clearly ar-
ticulating new lines of authority or confirming existing
structures is therefore critical to providing employees

and managers with a sense of continuity, as well as
insight around the new relationships they may be re-
quired to build.

Regardless of where you land with your new organizational
chart, remember that it is only a hypothesis and that it will
evolve over the duration of the process, given changes in
staffing, operational models, and care sites. Nevertheless,
a working, combined organizational chart is an important
tool to have on hand, both for employees and leaders, as
once-separate entities accelerate toward integration.

Comparing Compensation and
Reconciling Employee Handbooks

Once it’s clear who is participating in the combined entity
and how the workforce will be structured, it is useful to
consider existing differences in the terms of employment
between the merging organizations. Many staff categories
and compensation levels are roughly equivalent across
health centers, given standardized roles and duties, as well
as geographical salaries and cost-of-living adjustments. But
this isn’t always the case. Ensuring equivalency across the
combined organization or establishing a gradual plan to
achieve it should be a priority. Doing so will help you retain
employees and maintain morale.

The best way to begin this process is by performing a sal-
ary survey of existing staff. The California Primary Care
Association (CPCA) and the National Association of
Community Health Centers (NACHC) provide compensation

surveys to benchmark salaries for community health center

positions across all regions, sizes, and settings. Additional
resources include the Nonprofit Compensation Associates’
Wage and Benefit Survey and the Center for Nonprofit

Management’s Compensation and Benefits Report. Instruct
your HR department to perform a salary survey and de-

termine where your organization lands with respect to the
mean for each position type.

In addition, have HR leads from each organization compare
the pay rates of similar positions. Analyze which employ-
ees should get raises — to achieve equivalency within the
new organization or to reach salary survey standards — and
project out the overall financial impact of these increases
on the combined entity. Reducing salaries in response to
survey data is usually not a viable option. In cases where
adverse finances are putting an organization in distress,
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cash shortfalls are usually addressed by cutting positions
rather than pay.

Along with compensation, other types of benefits should
be considered as well. Look at each organization’s health
insurance offerings, retirement contributions, incentive
pay programs, and anything else that contributes to an
employee’s total compensation. (See Benefits Comparison
Sample, which can be downloaded as part of the Mergers
and _Acquisitions Tools [ZIP] available from the CHCF
website.)? Engage financial analysts to model the impact
of increased numbers of employees utilizing these benefits
and to determine if this increased expense is something
your budget can bear. While there is generally no way to
reduce compensation via direct employee pay, benefit de-
signs offer leaders greater flexibility to select packages that
meet staff needs without being financially unsustainable.

Another important task involves auditing the employee
handbooks of each organization. Assign staff to catalog
policies and identify material differences. HR leaders again
will need to decide what to keep, what to discard, and what
to harmonize. This is an area where health center leaders
generally have flexibility to make changes. But be cogni-
zant that some policies or practices may reflect the unique
culture of an organization and changing them could affect
morale. It can therefore be useful to solicit staff feedback to
identify important, as well as both popular and unpopular,
policies. This feedback could be generated from listening
sessions surrounding acquisition plan updates or perhaps
through surveys.

Identifying and Engaging Integration
Champions

Merging with another organization canupend an employee’s
daily life. Without being asked, staff is suddenly required to
adapt to potentially new practices, expectations, supervi-
sors, benefits, and more. That’s why it’s not unusual for mo-
rale to drop during a planned acquisition. Having trusted
and known peers that can provide accurate information on
the status of the acquisition consequently may be helpful.
If deliberately engaged and coached, these individuals can
be effective internal advocates for the project. Like exter-
nal messaging ambassadors, internal champions should be
well known and liked and respected by their peers.

Ideally, internal champions form a temporary, interdis-
ciplinary team that includes selected staff from all levels

and functions. This team should be kept informed about
changes surrounding the integration to ensure employees
have access to accurate information. At the same time,
team members can serve as listening posts to assess how
employees generally are reacting to acquisition-associated
changes. Working with a team of integration champions
should extend and complement other communications,
such as all-staff meetings and memos. This will reduce the
spread of misinformation and provide a distributed way to
respond to the many questions that will inevitably emerge.

Documenting Everything in a Timeline
and in Work Plans

As with any major new initiative, it is useful to create a proj-
ect timeline and work plan when organizing HR integration
activities. (See Sample Project Work Plan and Timeline, which
can be downloaded as part of the Mergers and Acquisitions
Tools [ZIP] available from the CHCF website.)® The plan
should include all key decision points reached in the previ-
ous sections of this HR discussion, as well as a timeline for
performing the necessary research, analysis, communica-
tion, and implementation. Include the resources that will
be responsible for the specific activities. This is yet another
instance in which strong overlap and coordination with the
Communication Plan are required.

Timelines and work plans often look different. Some of this
variation in appearance is due to the task at hand and com-
plexity involved in executing it. Most frequently, however,
the work plan is a reflection of the project manager’s or
project stakeholders’ preferences. Use a plan format that
is comfortable for those maintaining and viewing the docu-
ment most frequently. There are pros and cons to using
cloud-based project management software versus a more
traditional tool, such as Microsoft Excel, Microsoft Project,
or an industry or activity-specific project management soft-
ware. The authors recommend a solution that fosters easy
editing, publishing, and the ability to collaborate with oth-
ers. Because work plans can be all-encompassing, incorpo-
rating significant detail for any and all tasks related to the
planned acquisition project is useful, with the larger subac-
tivities and work plans rolling up into the master.

As the date of integration approaches, begin planning
events to enable staff to become more familiar with their
new situation and future coworkers. Organize mixers be-
tween new team members and plan times for supervisors
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to meet one-on-one with new reports. Operationalize all the Once the acquisition formally takes effect, look for ways to

plans made to date by assigning specific owners, deadlines, maintain some regular contact between staff and their previ-
and required deliverables. There also may be opportuni- ous supervisors. This helps solidify continuity as employees
ties to extend and update job descriptions that will require transition into a new situation and supports a warm handoff
sharing, discussion, and signing. as the previously independent organizations become one.

How do you know your HR Integration plan succeeded?

I knew up front and early

if my livelihood was going to ]
be impacted.
| had
trusted partners
who kept me
informed

and answered
questions.

N

After a limited period of transition,
I knew when my new situation
became permanent.
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9. Integrating Service Lines, Departments, and Facilities
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A successful merger or acquisition requires detailed assessments of the merging entities’
core operational and support systems and capabilities, including service lines, departments,
and facilities. These evaluations help inform the integration plan and highlight areas where

adjustments may be necessary.

Direct Care Service Lines

Begin by focusing on direct care service lines — typically
medical, dental, behavioral health, specialty, vision, and
substance abuse. Identify the model of care used by the or-
ganization being acquired across all program offerings, and
then compare and contrast with the approach or approach-
es taken by the acquiring entity. The goal is to understand
what, if any, changes will be necessary in care models, train-
ing, and staffing. Use the following sets of questions to help
determine where adjustments may be needed.

Medical Questions:

Are medical teams colocated?
What workflows are dependent upon space?

Are the medical assistant and provider teams func-
tioning as “teamlets”?

What are the current triage protocols and who per-
forms triage?

What are the established medical assistant/pro-
vider staffing ratios and are these aligned between
organizations?

What ancillary staff exists and how do they support
the care delivery model? (e.g., registered nurses, li-
censed vocational nurses, care coordinators, case
managers)

Are all providers privileged in a way that supports the
new model?

Are standing orders used? If so, which ones? And are
they aligned with the new organization’s policies and
procedures?

Dental Questions:

Specifically, what services are provided and do these
align? (e.g., extractions, fillings, crowns, root canals,
endodontics)

Does the previous staffing approach align with the ac-
quiring entity’s model?

Are referral networks different or the same?

Treatment philosophy: Are patients treated for as
many issues as possible in one visit, or are they asked
to schedule additional visits for multiple issues?

Behavioral Health Questions:

Does the organization provide specialty mental health,
integrated behavioral health, and/or substance use
services?

If providing integrated mental health services, are the
services truly integrated or simply colocated? Does the
model reflect mostly psychotherapy offerings, or rely
more on a brief intervention population health model?

What screening forms are currently being used and do
they align with the acquiring entity’s forms?

Specialty Medical Questions:

What is the scope of current specialty medical offer-
ings and does it align with the acquiring entity’s? If not, are
shifts in the model of care required?

What are the current referral sources? Are they coming
from internal referral or referrals from a health plan?

How much staffing is required to ensure that staffing
levels support the model?
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The above questions will help you focus on a range of specif-
ic components related to service line integration, including:

Model alignment

Staffing requirements

Staff training needs

Workflow modifications

Physical space modifications

Support systems

Health plan contracts for specialty care
Medically assisted treatment (MAT) waiver needs

State reporting requirements (if a state-licensed spe-
cialty mental health provider)

HRSA Form 5A modifications through Change in Scope
(CIS) modifications

Information Technology Department

Information technologies (IT) are essential to ensure staff
and caregivers have the tools and information needed to
perform their job responsibilities. That’s why proper IT tran-
sition assessment and planning is paramount. A successful
IT transition begins with the identification of best practices
to support an integration work plan for both clinical and
support IT functions.

The work plan should include an assessment of technology
access and security, hardware and software use and licens-
es, as well as an inventory assessment. Create a list of soft-
ware and hardware used at both organizations and include
information such as what the platforms are used for, who
uses them, what they cost, and other pertinent data.

Usethis list to objectively determine which platforms should
be used by the new entity — including consequent training
requirements and budgetary implications — and which
platforms and technologies should go away. Acquiring enti-
ties may possess software, tools, and platforms that they’d
like to see adopted by the organization being acquired,
while the inverse also may be true. Alternatively, the com-
bined entity may wish to deploy entirely new software and
platforms. Regardless of the technology solutions ultimate-
ly decided upon, developing an understanding of specific
hardware and software needs through development of the

work plan will pay dividends during the implementation
phase. Once the work plan is complete, establish a timeline
for system purchases, migration, training, and adoption.

IT Questions:

Who is using the hardware/software currently?
Is the hardware leased or owned?

Where is it on the depreciation schedule (if
applicable)?

Is this technology being replaced or phased out, or is
augmentation needed?

If the technology is to be adopted organization-wide,
what are the implications of this decision? (i.e., Is a
server upgrade required? What about additional fiber
lines into the facility?)

Who needs training on the hardware or software, who
will provide that training, and what is the training and
roll-out calendar?

Can our current IT team handle the influx of work cre-
ated by the merger/acquisition or do we need to con-
sider a contractor to assist during this period?

Finance and Accounting Department

The transition of financial management and the develop-
ment of a clear pathway for the assumption of financial
oversight are usually among the most discussed compo-
nents of an acquisition. As is the case with the transition of
clinical and support IT capabilities, identifying the platforms
in use and developing transition timelines are of the utmost
importance. Key steps in this transition process include:

1. Integration of financial management software
2. Revenue cycle management considerations (billing)
3. Final reporting and audit of disappearing entity

The following questions can help organizations define a
range of specific issues relating to finance and accounting
integration:

Finance Questions:

What will be the prevailing financial management
software and associated platforms for the combined
entity?
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At what point will the acquiring entity command fiscal
oversight?

Will the current claims clearinghouse be used?

Are bad debt accounting and collection practices
aligned?

Will the surviving entity use internal or external billing
functions or a hybrid model? Do contracts need to be

altered or personnel adjusted to support the new bill-
ing model?

Who will be conducting the final audit for the acquired
entity and when will it occur?

Insofar as health centers’ accounting and finance depart-
ments typically are a reflection of the entity’s size, histo-
ry, and leadership, they are no different from many other
for-profit and nonprofit organizations. Financial experts
with the acquiring organization should develop an under-
standing of this historical knowledge to better assess spe-
cific systems, functions, and practices within the acquired
organization.

Asking questions about the finance department’s role in
key projects, budgeting, billing, procurement, forecasting,
staffing, and other typical business functions will illuminate
how the new entity may want to engage internal stakehold-
ers and other department heads.

For example, does finance typically require that senior lead-
ership produce their departmental budgets, or does finance
define the budgets for leaders to work within? Does finance
solely own procurement and group purchasing organiza-
tion (GPO) contracting, or is this a shared responsibility with
members of the operations team? Understanding these
kinds of dynamics will help the CFO of the new entity estab-
lish consistent protocols and ensure that the finance team
is adequately staffed to either lead or support core business
functions.

Call Center and Scheduling
Department

Because call centers and scheduling departments typically
are a patient’s first point of contact with a health center,
evaluating how phone calls are received and routed can pay
dividends once the new organization is operational.

Answering the following questions will help create an over-
view of existing systems and provide insight into how call
center and scheduling operations can be harmonized:

Call Center Questions:

What is the current call center staffing schedule?
Who provides after-hour phone services?
What is the current provider-on-call schedule?

What call center key performance indicators (KPls)
currently exist and how does current performance
compare to industry standards?

What phone system hardware and software currently
arein use?

Is oversight of those who answer phones performed
centrally?

Are call routing and scheduling guidelines clearly
published?

Assessing the overall effectiveness of the current schedul-
ing model will help you determine whether a centralized
or decentralized approach should be followed. You also
should be able to identify any necessary software or hard-
ware modifications and likewise determine if updates are
needed to the scheduling or call routing guidelines.

Referrals Department

Referrals represent a significant, ongoing challenge for many
outpatient clinics. Understanding the current referral state
and developing a plan to support referrals will help sustain
both provider and patient satisfaction. The following ques-
tions can assist you in gauging the current state as well as
formulating an effective support and integration plan.

Referral Questions:

Are referrals processed using a module inside of the
EHR or through an alternate platform?

Is there a current backlog of referrals? Provide the
number of open or pending referrals of the following
time frames:

>30 days
30-60 days
61-90 days
<90 days

vV v vy
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How many full-time equivalents are processing
referrals?

Are there other personnel responsible for resulting re-
ferrals, prior authorizations, or durable medical equip-
ment orders?

What is the current referral volume? What are the cur-
rent referral volumes by specialty referred to?

Who oversees site- and/or system-level referrals? How
are the work queues designed?

Using these questions, you can determine if critical com-
pliance issues may be associated with closing the referral
loop. You should identify the current platforms and commu-
nication mediums used to order, track, and communicate
about referrals. It is important to understand the number
of FTEs associated with referrals and linked tasks, as well
as the patient population, specialty referral needs, and the
referring providers’ referral habits or preferences.

Once this information is assembled, the focus should shift
from understanding the current state to developing a work
plan for merging the existing systems. Tasks that should be
incorporated into the referrals work plan include:

1. Defining the processes used to place, process, and
resultin an order

2. Identifying personnel needed to support these
processes

3. Establishing workflows or workflow modifications as
necessary to accommodate new systems, processes,
or personnel

4, Deciding on centralized or decentralized oversight
and allocation of work

5. Outlining training needs for current or new referral
staff, providers, and health information staff

Health Information Management
Department

A health information management (HIM) technology as-
sessment should include an evaluation of the department
structure and existing protocols and workflows for scan-
ning, indexing, charting, and developing chart audit reports.
Although separate from the referrals department, HIM often
supports referrals and both departmental functions fre-
quently are intertwined. For purposes of this guidebook,

HIM activities will be defined as the processes and person-
nel associated with scanning, indexing, records release, and
fax management.

Thanks to the increased ubiquity and functionality of the
EHR, the HIM department and associated staff functions
have evolved considerably over the last decade. Staff who
previously focused solely on reviewing and filing paper doc-
uments have shifted to using the EHR to document, upload-
ing information, communicating with care team members,
and managing virtual fax folders.

To support a thorough assessment of the HIM department,
the following questions should be addressed:

HIM Questions:

How many FTEs are allocated to this function and how
is the work distributed?

Do HIM personnel perform all of the following and
what percent of time is spent on each function?

Communicating with staff and patients
Resulting referrals and consult notes
Processing requests for records
Processing subpoenas

vV v v.VvyYy

Scanning and indexing information (laboratory
results, consult notes, outside records)

As with referrals, this assessment will help leadership un-
derstand whether additional training, technology, or pro-
cess investments and/or modifications will be needed for
the surviving entity.

Quality Improvement and Quality
Assurance Plan

HRSA requires that FQHCs maintain a Quality Improvement
(Ql) Plan and conduct risk management activities. These ac-
tivities also are best practices for non-FQHC organizations.
Health plans and payers are investing heavily in payment
incentive programs that align clinical quality outcomes.
Given the regulatory and monetary implications associated
with value-based care, it behooves an acquiring entity to
fully understand the culture of quality and associated ac-
tivities at the acquired organization.
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You may want to begin by identifying the type and fre-
quency of Quality Improvement/Quality Assurance (QI/QA)
metrics, dashboards, and reports required by both organi-
zations. Do these align with the surviving agency’s QI/QA
requirements? It also is important to include a risk and li-
ability assessment of the entity being acquired using their
identified risk management protocols. This allows leader-
ship to obtain and review credentialing files for all providers
(both internal and external) and determine if any clinicians
need to be recredentialed.

Below are questions that can help you gather the necessary
data to assess an organization’s quality efforts:

QI/QA Questions:

What are the published quality key performance indi-
cators (KPls)?

What risk management committees and functions cur-
rently exist and who performs these functions?

Who leads process improvement functions and what is
the interface between the organizational QI lead and
site-level leaders?

Is credentialing performed in-house or outsourced?
Are all functions currently compliant and up-to-date?
(e.g., HRSA, health plans, organizational policies and
procedures [P&Ps], FTCA).

Answering these questions will provide insight into the
staffing required to perform all necessary QI/QA, risk man-
agement, credentialing, and privileging duties, as well as
current processes, committee structure, and functions
being performed.

When formulating a plan to support operational readiness
and integrate staff and functions associated with Ql and QA,
be sure to incorporate credentialing and privileging work
streams into the existing workflow and document-tracking
capabilities. You will need to decide if you intend to use an
external credentialing service provider and if so, to what ex-
tent. Ultimately, your goal is to develop an aligned and/or
modified QI/QA plan for the combined entity that has con-
sistent key performance indicators, reporting intervals, and
publishing mediums, and that is clearly understood by staff.

The following QI resources are recommended:

Quality Improvement (PDF)*.

FTCA Program and Risk Management slide deck (PDF)*.

FTCA Health Center Program Site Visit Protocol (PDF)*®—
This document includes a checklist for pre-visits and site

visits that can be used to assess program compliance and
guide the acquiring health center in addressing any compli-
ance deficiencies.

Fund Development/Transition of
Donors

Increasing the likelihood that existing donors will continue
to invest in the new organization requires detailed analysis
and the development of a plan for properly managing do-
nors and funders.

Key elements of the plan should include:

1. Identifying active awards, reporting requirements,
and timelines

2. Understanding current grant tracking systems and
procedures

3. Creating an engagement plan that focuses on the
specific interests of each funder

Donors and funders are key stakeholders and therefore re-
quire ongoing engagement, just like staff, leaders, and com-
munity members. Timely and effective communication will
be most important during and after the acquisition. Please
see the communication plan section of this guidebook
(Chapter 7: Developing a Communications Plan) to identify
best practices for engaging this important group.

You will want to organize your inventory of donors and
funders by donation dollar amount and active-versus-inac-
tive. You also should indicate if any active awards require
reporting. Other issues to address include understanding
special charitable events, planned giving and annual giving
programs, and whether these events align with other de-
velopment programs. Completing these tasks will help you
prioritize work efforts associated with previously awarded
funds and their associated compliance and post-award re-
quirements. Since most grant and award information is not
tracked in the EHR, it will be important to analyze the grant
management systems of the acquired entity and current
protocols for funder engagement, and then create a map to
the acquiring entity’s systems and protocols.
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As previously noted, active grants include contracts that
typically stipulate written approval that must be obtained
before transferring the grant to a new entity.

Facilities Assessment

A comprehensive facilities assessment is designed to pro-
vide an inventory of physical assets and their worth, help
prioritize facility maintenance plans, and support improve-
ments in risk mitigation and the provider and patient experi-
ences. Begin by gathering all relevant data, including physi-
cal asset and depreciation schedules for facility furniture,
fixtures, and equipment (FF&E); facility and maintenance
work plans; any safety claims that were facility-related and
not fully resolved; and other pertinent documents.

Consider interviewing organizational leaders about facili-
ties to better inform the assessment. Ask questions, such as:

Facilities Questions:

Do current facilities support program offerings? If not,
explain.

Are there any known facility issues that are not indi-
cated on the Facilities Plan?

Have staff made comments as to a particular facil-
ity improvement or improvements that would make a
positive impact on their experience at work?

Have patients made comments about a facili-
ty improvement that would enhance their patient
experience?

If OSHPD-3 Certification was obtained, what year and
under what code revision?

If OSHPD-3 Certification is a goal, has a gap analysis
and/or Rough Order of Magnitude been performed
to assess upgrade costs, efforts, and timeline? If so,
when?

You may want to gather input from stakeholders who use
specific facilities on a regular basis to ensure important
maintenance tasks have been, or are being, performed. As
the acquiring organization, you’ll also be in a position to
determine whether existing workspaces support current
program offerings. Making these assessments can help
you identify possible opportunities for quick wins to im-
prove facility utilization, as well as the potential for larger

improvements that may dramatically and positively impact
patient care and clinician and patient satisfaction.

Prioritized Facility Deficiencies Work Plan and
Timeline

Using the comprehensive assessment results, create a
plan and timeline to address all facility items, from critical
compliance issues or requirements through beautification
projects. Consider prioritizing using the following catego-
ries, with safety at the top of the list and aesthetic enhance-
ments at the bottom.

Categories

Safety: Any maintenance that needs to be addressed
to ensure the safety of staff and patients.

Critical deferred maintenance: Items that support the
facility infrastructure, which, if left unaddressed, could
cause a negative ripple effect impacting patient care.
Examples include roof leaks, known failing pipes, and
mold or dry rot.

Failing or end-of-life FF&E: If FF&E are included in
physical facility assessment, be sure to identify the con-
dition of the equipment. If potential failures could pose
a risk to safety or the staff’s ability to conduct their
work, these items should go near the top of the list.
Examples could include replacing aging, back-up gen-
erators, poor light fixtures, aging dental chairs, or obso-
lete medical room cabinetry and cubicles.

Planned and budgeted maintenance: Ideally, all
planned and deferred maintenance should be repre-
sented on an organization’s facility plan. However, in-
formation may vary depending on the size of the or-
ganization and personnel responsible for creating and
updating the plan. All non-deferred and critical mainte-
nance should be incorporated into this assessment.
Examples include planned replacement of a water
heater, HVAC unit, or sinks.

Programmatic space upgrades: Here’s an example of
a program-driven space upgrade: When an FQHC that
utilizes team-based care acquires a small private medi-
cal practice, the acquiring entity may quickly realize
that the medical group’s back office is not physically
configured to support team-based care core principles.
As a result, reconfiguring and upgrading the back-office
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space is tagged as high priority on the facility assess-
ment and subsequent plan. Other common program-
matic space enhancements that occur during acqui-
sition include creating an environment of care in the
lobby and adding spaces for programs that currently
are not offered by the entity being acquired.

Aesthetic enhancements: Staff and patients certainly
appreciate functional fixes and/or improvements. Gen-
erally speaking, items that have the potential to foster
excitement or improved environmental satisfaction
fall in this category. Examples include providing a fresh
coat of paint, aligning facility colors and graphics with
the acquiring entity color palate, replacing light bulbs,
and laying new carpet or flooring.

Organizing the assessment findings using these or similar
categories enables the acquiring entity to accurately quan-
tify the purchase price or transfer of assets and liabilities. It
also creates a strategic plan for ensuring staff and patient
safety and for optimizing the workspace in ways that enable
staff to continue performing their jobs properly and with a
high level of satisfaction.

Comprehensive Document Library

Develop a comprehensive set of facility-specific spread-
sheets that document fixed assets and capitalized equip-
ment, including all major items that must be accounted
and budgeted for. Consider applying the acquiring entities’
documentation format to the organization being acquired
and then creating a merged list from which a facility man-
ager or appointed individual can work.

Environment-of-Care Review

Components of an environment-of-care review should be
incorporated into the safety assessment portion of the facil-
ity deficiencies work plan. Use a standardized checklist to
ensure that the facility is set up to address and support the
various regulatory requirements and best practices associ-
ated with providing outpatient primary care. This will cre-
ate a safeguard mechanism to ensure all relevant items are
addressed. Examples could include making sure flooring

does not have major cracks, walkways are clear and surfac-
es, such as countertops and chairs, are nonporous to sup-
port infection control.

When conducting a facility assessment and developing a
work plan, consider harnessing facility compliance audit
tools available through health plans or state and federal
agencies. Applicable and pertinent facility checklists can be
useful in supporting a thorough assessment. The following
checklists are recommended:

Joint Commission — Environment of Care Documentation
Checklist”

Occupational Health & Safety Association — Safety and
Health Program Audit Tool (PDF)*®

California Department of Health Care Services — Facility
Site Review Survey (PDF)®

When performing a facilities assessment for valuation or
budgeting purposes, you may want to enlist a licensed con-
tractor to provide a Rough Order of Magnitude (ROM) esti-
mate. A ROM can place a dollar value next to an associated
and specific scope of work and also provide total project
costs.

In addition, determine if any upgrades will affect facility li-
censure, parking requirements, or conditional use permits
(CUPs). Sometimes facilities operate under CUPs to satisfy
local municipality land and use codes. Before budgeting for
any major renovation, exterior modifications, or changes in
the use of a property, first understand local use and zoning
requirements.

If a CUP is in place, be sure that the desired modifications
do not alter the use permit’s parking exceptions or other
zoning- or use-related requirements. It also will be neces-
sary to understand the licensure status of each facility to en-
sure that the current license and associated physical facility
will not need to be modified for future use.
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10. Reviewing Acquisition Agreements

California Health Care Foundation www.chcf.org 58


http://www.chcf.org

Health Centers should involve their attorneys early in the acquisition process to ensure that
the terms of the agreement reflect their intentions and that issues which must be addressed
prior to the closing can be resolved without causing unanticipated delays. While health centers
have a history of self-sufficiency, the expansion in the size of California’s nonprofit safety net,
together with the rapid evolution and scope of regulatory oversight, necessitates that health
centers obtain competent legal guidance in the acquisition process to properly mitigate risks.

Most California health centers are nonprofit public benefit
corporations and thus subject to the standards of conduct
described in Corporation Code §§ 5230-5239.% In general,
these provisions require members of the board of directors
to perform their duties in good faith, in a manner that the
director believes to be in the best interests of the corpora-
tion and with such care, including reasonable inquiry, as an
ordinarily prudent person in a like position would use under
similar circumstances.

In performing these duties, board members are entitled
to rely on information, opinions, reports, or statements,
including financial statements and other financial data, in
each case prepared or presented by officers or employees
whom the director believes to be reliable and competent in
the matters presented; outside experts, including counsel,
independent accountants, or other persons as to matters
which the director believes to be within that person’s pro-
fessional or expert competence; or board committees under
more circumscribed circumstances.

In order to discharge these duties, board members will need
to carefully review and understand the meaning of draft ac-
quisition agreements, and have adequate time to obtain ex-
pert guidance needed to discharge their duty to act in good
faith and with reasonable inquiry with respect to consider-
ation of the proposed transaction. Of central importance in
consideration of the terms of an acquisition agreement is
the review and understanding of three common and inter-
related categories of obligations in the agreement:

1. Representations and warranties
2. Covenants
3. Indemnification/remedies

While these terms will vary depending on the needs of
the parties, differences in leverage of the buyer versus the
seller, and the structuring of the agreement, the following
are issues that should be considered with respect to each
category:

Representations and Warranties

The terms generally address the status of the corporation
as a legally valid entity legally authorized to enter into the
transaction and disclosures of material facts, including
pending claims, licensing or enrollment issues, unsatisfied
overpayment obligations or billing errors, threatened legal
actions, environmental issues, and the like.

While these representations and warranties cannot
serve as a substitute for a due diligence review of the
seller’s documents, depending on the size and complex-
ity of the transaction and the feasibility of enforcing the
remedies in the event of a breach, they can help to man-
age the risks associated with an incomplete document
review or material nondisclosures by the seller.

Board members and officers being bound by the repre-
sentations and warranties should carefully review the
accuracy of the representations and the scope of inquiry
required: actual knowledge, reasonable inquiry, or due
inquiry. Itis essential to tailor the extent of inquiry to
the circumstances. More leverage or risk generally fa-
vors imposing a broader obligation on the other party to
make an inquiry prior to making the representation.

Disclosures regarding limitations in the accuracy of the
representations are generally identified in attachments.
For example, the existence of pending or threatened
claims or liabilities can be disclosed as limitations on
the scope of the representation.

Representations can be structured so that material is-
sues and assumptions that would be deal breakers in
the most fundamental sense are clearly stated and can
provide a basis for termination of the transaction in the
event of a breach.
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The “Bring Down” clause addresses the date on which
the representations and warranties are true and mate-
rial limitations are fully disclosed. In general, the par-
ties need the representations and warranties to be true
both on the date the agreement is executed and at the
closing, and the terms of the agreement must be con-
sistent in this respect.

Covenants

Covenants are promises that generally are more operation-
al in nature than representations and warranties. They can
relate to obligations to be performed (or refrained from), ei-
ther prior to or following the closing. In the event of an affir-
mative covenant, the agreement should clearly identify the
person or entity that is responsible. Covenants can include:

Execution or delivery of additional or collateral
agreements

Obtaining of or cooperating in the receipt of necessary
regulatory approvals from HRSA, the California Depart-
ment of Public Health, California Board of Pharmacy,
California Department of Health Care Services, Califor-
nia Attorney General (for transfer of nonprofit assets),
and the like

Filing of necessary Medi-Cal and Medicare disclosures,
reports of changes, or new enrollments

Satisfaction of pre-conditions to transfer arising from
loan agreements, liens, litigation, bond agreements,
grant agreements, and the like

Express assumption of liabilities

Responsibility for attorneys’ fees, accounting, brokers’
fees, and closing costs and fees

Maintenance of the assets prior to the transfer

Specifics regarding transfer of assets and assumptions
of liabilities

Mitigation of impact on patients
Handling of medical and business records

Cooperation regarding audits or litigations relating to
the pre-closing time period

Obtaining of acceptable appraisals and ensuring of
payments that are at fair market value

Assurance that there are no self-dealing transactions

Extent of rehiring/continued employment of seller’s
staff

Transition of insurance coverage impacted by
acquisition

Interim service agreements (e.g., accounting/CFO/bill-
ing, professional staff, etc.)

The breadth of the covenants and extent to which they
extend beyond the closing will depend on the scope and
circumstances of the transaction. Additionally, the scope
of the covenants should reflect in part the extent to which
the buyer is assuming liabilities of the seller, as well as the
financial condition of the seller. A distressed seller is likely
to generate a need for a more cautious approach. It is es-
sential that health centers work with their legal counsel to
make sure the needs of the parties are accurately and fairly
reflected in the acquisition agreement.

Indemnification/Remedies

The ability to enforce the parties’ rights under the agree-
ment depend on the circumstances. In a merger agree-
ment, a failure to make a material disclosure could have sig-
nificant consequences. However, mergers pose a challenge
with respect to crafting an enforceable remedy, since after
the merger, the parties form a single entity. In that case, un-
winding the transaction may be the most operationally fea-
sible remedy. Additionally, health centers are by design not
lucrative operations, and imposition of individual liability
for breaches short of fraud may be impossible or difficult as
a practical or ethical matter. Considerations in the review of
an acquisition agreements may include the following:

Remedies can be tailored to the needs and abilities of
the parties, including triggering a right to unwind the
transaction, maintenance of a hold-back account to ad-
dress specific or reasonably anticipated liabilities, in-
demnification by the corporate entity, or indemnifica-
tion by officers or board members.

The agreement may distinguish between remedies aris-
ing from breaches of the representations and warran-
ties or from the covenants. In general, it is essential

to review the proposed terms to ensure that breaches
triggering the remedy are material to the transaction
and that the remedy is not in excess of the reasonable
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needs, expectations, and abilities of the parties, and
that it can in fact be enforced.

Remedies that survive the effective date of the transac-
tion may include a need to address a refusal or failure
to maintain records necessary to defend professional
or employment liability claims or Medicare/Medi-Cal

or other third-party payer audits. These risks should be
considered and the agreement’s language appropriate-
ly tailored to ensure reasonable protection for the par-
ties, taking into consideration the extent of the liability
that may arise from the breach.

In addition to the above, the health center should ensure
that the terms of the acquisition agreement accurately re-
flect their needs and that they understand the mechanics of
the transfer. This review is critical if the transaction is to op-
erationalize the intentions of the parties with respect to the
transfer, as well as to avoid routine causes of loss or delay.
Among the issues to be considered and discussed with legal
counsel are the following:

When does the closing take place and what exactly
happens at the closing?

Is the inventory of assets complete and accurate to the
extent required by applicable law, and does it reflect a
valid assessment of fair market value?

Are any of the assets subject to a federal interest, UCC
financing statement, lien, or the like?

Is the specific effective time and date of the transfer
identified to the extent necessary?

When is the site defined as an FQHC site (e.g., licensed,
enrolled, and within the scope of project of the buyer)?

Do the terms ensure that there is no improper overlap
in operations?

Is there any risk of a post-closing gap period due to
regulatory delays, wherein neither party is legally
permitted to operate the site? If so, how can this be
addressed?

How will the OSHPD-3 building code requirements im-
pact the transfer?

» How long will the construction take?

» Should the buyer seek a waiver from CDPH?

» Can the site be operated as an intermittent clinic
exempt from licensure under Health & Safety
Code § 1206(h) to address delays in licensure and
the costs of the OSHPD-3 requirements?

Are there any third-party approvals that must be ob-
tained as part of the transaction?

Has the health center discussed with counsel any po-
tential issues relating to the Corporate Practice of Med-
icaid, Anti-Kickback Act, Stark Act, Physician Owner-
ship and Referral Act, and the like?

Working and regularly communicating with legal counsel
from the initial consideration of an acquisition through the
closing makes it more likely that the acquisition agreement
and collateral documents address the health center’s con-
cerns and that costly errors or delays can be avoided.

Mergers and Acquisitions: A Practical Guide for Community Health Centers

www.chcf.org 61


http://www.chcf.org

11. Final Thoughts
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This guidebook has been designed to provide those interested in pursuing a merger or
acquisition with a clear path of action. It includes necessary steps and tasks required to bring
a transaction to a successful conclusion and is grounded in practical experience. As such, the
authors and sponsors of this project hope it will be used as a road map for a broad range of

future consolidations.

It’simportant to keep in mind that even if you carefully
follow each step described here, every acquisition, merger,
or expansion — no matter how well conceived —

is accompanied by a certain level of uncertainty, risk, and
even upheaval. As a result, the process can be stressful
and sometimes messy. But that’s typically the nature of
progress. It is therefore important to maintain perspective
when encountering difficulties and keep your eye on the
final objective.

Another point to be aware of: The lengthy duration of a
merger or acquisition can have both positive and negative
consequences. On the one hand, a slow timeline can be
quite useful, given the complexity of most processes and
the extensive planning and effort they require. Yet from the
vantage point of employees, board members, and the larger
community, an interminable process may suggest mission
drift, lack of attention to the core business, and at worst, a
growing and intractable quagmire.

The best way to overcome these negative perceptions is
to maintain consistent progress and communicate about
major milestones, including announcing when one phase
ends and another begins. In other words, like any good
story, mergers or acquisitions should have a beginning,
middle, and end.

Once you have finished critical activities during each phase,
try to make sure everyone is aware of the progress. And
after the transaction is formerly completed and the period
of transition is over, be sure to communicate and celebrate
the fact that the organizations have reached their long-de-
sired goal.

While this guidebook ends with the execution of the final
agreement, health center leaders should understand that
the merger/acquisition process, at its most fundamental
level, is only beginning with the consummation of the deal.
Newly integrated organizations can be fragile and often
need ongoing care and maintenance.

For these reasons, we encourage you to maintain transi-
tion teams for at least a year or longer after the deal closes.
Necessary course corrections may be required across the
spectrum, from service integrations and change manage-
ment issues to human resources and cultural integration.
Veteran leaders of the merger/acquisition process will be
best-equipped to handle these issues.

And remember this: One of the key lessons that the authors
have learned over the course of many years working in this
areais that when good planning, hard work, and dedication
come together, the details generally work themselves out.

Good luck!
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Appendix

Item 1:

Financial Checklists: Data Needed to
Populate Financial Pro Forma

Visits and Payer Mix

Visits by Payer and by Service for the last fiscal year
and current fiscal year-to-date (FYTD). Note that this
report should identify unique encounters and should

not be a count of all CPT codes. Payer definitions:

CLLLCLCCKKKK

Medicare (including Medi-Medi dual-eligible)
Medi-Cal fee-for-service

Medi-Cal managed care

Commercial/other

Self-pay

Family PACT

CHDP

Cbp

CPSP

Visits by type of provider, including:

v
v

KX

Primary care physicians

Mid-level providers (nurse practitioners, physi-
cian assistants, midwives)

Behavioral health provided by an MD, PhD, or
LCSW

Dental by a DDS or hygienist

Optometrist

Specialty provider

Patient Service Revenue

Net revenue (defined as charges minus contractual ad-

justment minus bad debt. [Figure should not be cash

collected.]) by payer and service for the last fiscal year
and YTD for:

v

CLCLKKK

Medicare (include and identify Medi-Medi state
revenue)

Medi-Cal fee-for-service

Medi-Cal managed care

Commercial/other

Self-pay

Family PACT

v CHDP
v CDP
v CPSP

Other Revenue

Description and amount of prior fiscal year and cur-
rent FYTD revenue related to:

County programs

Federal 330 grant

Other federal grants

Other grants, including foundation
Fundraising

Other

CLLCLKKK

Staffing and Salary Expense

Complete staff roster by clinic including: titles, FTEs,
and total salary costs, for provider and nonprovider
staff

Listing of vacant/budgeted positions

Indication of grant-supported staff with: titles, FTEs,
and salaries/benefits

Estimated fringe benefits percentage:

+ Detail of health insurance program
v Detail of any retirement benefits (pension,
401k/403b)

Operating Expenses

Last fiscal year and current FYTD operating expenses
detail by line item

Description of facility arrangements (e.g., lease/own-
ership) and listings of occupancy costs

Infrastructure

Description of current practice management system
and EHR system, if applicable

Other
Last 3 years’ IRS tax returns for the practice

Identification of practice ownership structure, in-
cluding documentation of any financial relationships

California Health Care Foundation

www.chcf.org 64


http://www.chcf.org

between the owners and the practice, such as building

or equipment ownership

Terms of any current loans

Copies of managed care/IPA contracts

Visits and Payer Mix

Visits by Payer and by Service for the last fiscal year
and current FYTD. Payer definitions:

CLLLCLCCKKKK

Medicare (including Medi-Medi dual-eligible)
Medi-Cal fee-for-service

Medi-Cal managed care

Commercial/other

Self-pay

Family PACT

CHDP

CDP

CPSP

Visits by type of provider, including:

v
v

< KX

Primary care physicians

Mid-level providers (nurse practitioners, physi-
cian assistants, midwives)

Behavioral health provided by an MD, PhD, or
LCSW

Dental by a DDS or hygienist

Optometrist

Specialty provider

Patient Service Revenue

Net revenue by payer and service for the last fiscal

year and YTD for:

v

CLLLLCLCKKK

Medicare (include and identify Medi-Medi state
revenue)

Medi-Cal fee-for-service

Medi-Cal managed care

Commercial/other

Self-pay

Family PACT

CHDP

CDP

LCSW

Other Revenue

Description and amount of prior fiscal year and cur-
rent FYTD revenue related to:

County programs

Federal 330 grant

Other federal grants

Other grants, including foundation
Fundraising

Other

CLLCKKKKL

Staffing and Salary Expense

Complete staff roster by clinic including: titles, FTEs, and
total salary costs, for provider and nonprovider staff

Listing of vacant/budgeted positions

Indication of grant-supported staff with: titles, FTEs,
and salaries/benefits

Estimated fringe benefits percentage

Operating Expenses

Last fiscal year and current FYTD operating expenses
detail by line item

Description of facility arrangements (e.g., lease/own-
ership) and listings of occupancy costs

Infrastructure

Description of current practice management system
and EHR system, if applicable

Other

2018 Uniform Data System report
Most recent federal Notice of Award (NOA) for 330 grant

Most recent audited financial statements and most re-
cent monthly financials

Terms of any current loans

Current Medi-Cal PPS rate by site (including notation
of any sites with interim rate/undergoing PPS Change
in Scope)

Current Medi-Cal Code 18 rate by site
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Key Documents to Be Reviewed List

Corporate documents (articles, bylaws, board minutes
[five years], amendments to articles, and bylaws)

Inventory physical assets (owned or leased)
Professional services agreement (five years)

Third-party agreements

<

Payers
Indemnification

v

v Non-competition

v Health Information Exchange agreements
v

Restrictions on transfer of assets, including gift,
bequest, or grant agreements

<

Identification of financial interests, investments,

joint ventures, network agreements, etc.

v Vendor agreements (services, equipment, food,
maintenance, software and other maintenance,
cleaning services, billing services, etc.)

v All contracts that cannot be cancelled (without
cause) with more than 30 days’ prior notice

v Description of all related party transactions (five
years)

+ Billing, coding, and collection agreements

v All “interested party” agreements

Legal liabilities

v Pending or threatened claims, disputes, au-
dits, investigations, inquiries, involving target
of merger or acquisition (or its property), its
officers, directors, key staff, or other insiders
potentially affecting the value of the company

v Listing of all judgments, awards, consent de-
crees, settlement agreements, administrative
orders, etc.

v All documents (emails, notes, letters, etc.) relat-

ing to the licensing or use of technology

CDPH HS 215A forms

Summary of criminal convictions of any officer,

<X

director, or professional

v Summary of events or occurrences that may lead
to a claim by/against the company, its officers,
directors, professionals, or other staff

Tax exemption

Debts and other liabilities

Real property, leases, and building code issues
Identify any property subject to a “federal interest”
Trade and service marks

Employee compensation and benefit issues

Licensure, certification, and permits

Public payer compliance

An effective document sharing labeling and sharing proto-
col should include the following information:

Functional Business Unit/Department Name

Type of document (policy, procedure, guide, workflow,
template)

Document title (enter title using standard
nomenclature)

Document catalog number (assign number to all
documents)

Last reviewed/edited (enter date)
Approved by (name and title)

Document Reviewed by (acquiring entity personnel
name and date)

Document most closely aligned (name of document
most closely aligned with acquiring entity document)

Modifications needed to current (acquiring entity) doc-
uments? (Yes/No?)

Person(s) responsible for making edits or drafting a
new document (name of individual)

Review and revisions due date (Insert date of when ac-
tion item is due)

Action Items complete? (enter date of action item
completion)
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20

21

22

23

24

25

Note that the terms community health center, health center, and FQHC are used interchangeably throughout this report.

California Federally Qualified Health Centers: Financial and Operational Performance Analysis, 2013-2017, Capital Link,
April 2019.

Ben Grossman-Kahn and Tim Schmuckal, Building to a Sum Greater Than Its Parts: A Hands-On Guide to Cultural Integration in
Community Health Partnerships and Alliances, California Health Care Foundation (CHCF), October 2019.

“Chapter 14: Collaborative Relationships,” in Health Center Program Compliance Manual, Health Resources and Services
Administration (HRSA), last reviewed January 2018.

Sample Project Work Plan and Timeline, CHCF, October 2020. This supplement to Mergers and Acquisitions: A Practical Guide for
Community Health Centers is offered as a template for health centers to adapt as needed. A complete set of tools is available for
download.

Sample Health Center Pro Forma, CHCF, October 2020. This supplement to Mergers and Acquisitions: A Practical Guide for
Community Health Centers is offered as a template for health centers to adapt as needed. A complete set of tools is available for
download.

Cal. Welf. & Inst. Code §§ 14043.15(e) and 14132.100(j)(1); and Cal. Health & Safety Code § 1206(h). Prior notice should also be
provided to the California Department of Health Care Services’ Audits and Investigations, which oversees FQHC reimbursement,
as well as the California Department of Public Health, which oversees licensed clinics.

Some programs, including Medicare, CHDP, and Family PACT, require site-specific enrollment or surveys. The current formal and
informal policies should be verified as part of developing the timeline.

Grossman-Kahn and Schmuckal, Building.

1 Cal. Corp. Code § 5231.

Sample Document Catalog Template, CHCF, October 2020.This supplement to Mergers and Acquisitions: A Practical Guide for
Community Health Centers is offered as a template for health centers to adapt as needed. A complete set of tools is available for
download.

Benefits Comparison Sample, CHCF, October 2020. This supplement to Mergers and Acquisitions: A Practical Guide for Community
Health Centers is offered as a template for health centers to adapt as needed. A complete set of tools is available for download.

42 U.S.C. § 254b.

42 C.F.R. §424.516(e) (2016).

Cal. Health & Safety Code § 1206(h).
Cal. Welf. & Inst. Code § 14043.15(e).

Cal. Health & Safety Code § 1204(a).

PIN 2008-01: Defining Scope of Project & Policy for Requesting Changes (PDF), HRSA, last modified January 13, 2009, 27.

Cal. Welf. & Inst. Code § 14043.15(e).

Cal. Welf. & Inst. Code § 14132.100(j).

Communications Plan Outline with Sample Positioning Statements and Exercises, CHCF, October 2020. This supplement to
Mergers and Acquisitions: A Practical Guide for Community Health Centers is offered as a template for health centers to adapt as
needed. A complete set of tools is available for download.

Benefits Comparison Sample, CHCF.
Sample Project Work Plan, CHCF.
Quality Improvement (PDF), HRSA, April 2011.

Jay R. Anderson, “HRSA FTCA Program and Risk Management” (PDF), (paper presented at National Primary Oral Health
Conference, Orlando, Florida, October 27, 2010).
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http://caplink.org/component/jdownloads/download/7-california-community-health-centers/79-california-federally-qualified-health-centers-financial-operations-performance-analysis-2013-2017
https://www.chcf.org/publication/hands-on-guide-cultural-integration-partnerships/
https://www.chcf.org/publication/hands-on-guide-cultural-integration-partnerships/
https://bphc.hrsa.gov/programrequirements/compliancemanual/chapter-14.html#:~:text=The%20health%20center%20has%20made,area%20of%20the%20center%2C%20to
http://www.chcf.org/publication/mergers-acquisitions-guide-community-health-centers
http://www.chcf.org/publication/mergers-acquisitions-guide-community-health-centers
Mergers and Acquisitions: A Practical Guide for Community Health Centers
Mergers and Acquisitions: A Practical Guide for Community Health Centers
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=WIC&sectionNum=14043.15.
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=14132.100.&lawCode=WIC
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=1206.&lawCode=HSC
http://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=CORP&sectionNum=5231.
http://www.chcf.org/publication/mergers-acquisitions-guide-community-health-centers
http://www.chcf.org/publication/mergers-acquisitions-guide-community-health-centers
http://www.chcf.org/publication/mergers-acquisitions-guide-community-health-centers
http://www.chcf.org/publication/mergers-acquisitions-guide-community-health-centers
https://www.govregs.com/uscode/42/254b
https://www.govinfo.gov/content/pkg/CFR-2016-title42-vol3/pdf/CFR-2016-title42-vol3-sec424-516.pdf
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=1206.&lawCode=HSC
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=WIC&sectionNum=14043.15.
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=1204.&lawCode=HSC
https://bphc.hrsa.gov/sites/default/files/bphc/programrequirements/pdf/pin2008-01.pdf
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=WIC&sectionNum=14043.15.
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=14132.100.&lawCode=WIC
http://www.chcf.org/publication/mergers-acquisitions-guide-community-health-centers
https://www.hrsa.gov/sites/default/files/quality/toolbox/508pdfs/qualityimprovement.pdf
http://www.nnoha.org/nnoha-content/uploads/2013/09/HRSA-FTCA-PRogram-and-Risk-Management.pdf

% “Federal Tort Claims Act (FTCA) Health Center Program Site Visit Protocol,” HRSA, last reviewed April 2019.

27

Environment of Care Documentation Checklist (PDF), The Joint Commission, 2016.

% Safety and Health Program Audit Tool (PDF), Occupational Safety and Health Administration, December 2017.

29

Facility Site Review Survey (PDF), California Dept. of Health Care Services, n.d.

% 1 Cal. Corps. Code §§ 5230-39.
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https://www.dhcs.ca.gov/provgovpart/Documents/Site%20Review%20Survey.pdf
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