The Due Diligence Imperative
For the Valuation of Healthcare Enterprises, Assets, and Services
(Part One of a Five-Part Series)
With the emergence of value-based reimbursement,
such as accountable care organizations (ACOs),
clinically integrated networks (CINs), and bundled
payment models, which rely on achieving the “Triple
Aim” of healthcare at lower cost, U.S. hospitals are
increasingly looking to change how services are being
delivered by seeking more collaborative relationships
with physicians, including vertical integration
strategies such as the acquisition of healthcare-related
enterprises, assets, and services (e.g., physician
practices), direct employment, co-management, and
joint venture arrangements with physicians and other
providers.
The rise of these emerging healthcare organizations
(EHOs) to address value-based reimbursement has led
to a growing number and complexity of transactions in
the healthcare delivery marketplace, accompanied by
increased federal and state regulatory scrutiny
regarding the legal permissibility of these
arrangements. Most notably, government regulators
(more specifically, the Office of the Inspector General
[OIG] of the U.S. Department of Health and Human
Services [HHS], and the U.S. Department of Justice
[DOJ]) have, in some cases, more aggressively
challenged an increasing array of these transactions
under various federal and state fraud and abuse laws.
Therefore, now more than ever, conducting a level of
due diligence appropriate to the scope and complexity
of a given assignment is critical to the development of
the valuation opinion. First and foremost, the appraiser
serves in the role of a proxy for the universe of typical
investors and buyers inherent in the requisite
hypothetical transaction of the fair market value
standard, which standard may not be exceeded in order
to withstand regulatory scrutiny.
Due diligence may be defined as:
(1)

“such a measure of prudence, activity, or
assiduity, as is properly to be expected
from, and ordinarily exercised by, a
reasonable and prudent man under the
particular circumstances; not measured by
any absolute standard, but depending on the
relative facts of the special case”;1
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(2)

“a fact-finding project….designed
to find hidden risks”;2 and,

(3)

“an investigation in order to
support the purchase price of the
business.”3

There are two distinct classes of information generally
required for due diligence related to healthcare
valuation: (1) general research; and, (2) specific
research.
General research is typically comprised of information
and data related to national and regional healthcare
industry trends; reimbursement trends; competitive
marketplace assessments; medical industry specialty
and technological trends; transactional data; and,
investment risk/return data, as well as, other research
not specifically related to, or obtained from, the subject
enterprise, asset, or service being appraised. General
research is obtained for the purpose of providing a
context within which the analyst considers the specific
research and information gathered.
Specific research is related to information specific to
the historical operational performance and financial
condition of the subject enterprise, asset, or service, as
well as, the pertinent clinical related data. Specific
research is typically obtained from the client or the
appropriate contact designated by the client.
In conducting the general and specific research
required for the due diligence process, the analyst must
develop an understanding of the market forces and the
stakeholders that have the potential to drive healthcare
markets. It is useful to examine what value relates to
the four paramount market influences of the healthcare
industry, i.e., the Four Pillars of healthcare –
reimbursement,
regulatory,
competition,
and
technology.4 These four elements of the healthcare
industry marketplace shape the dynamic by which
providers and enterprises operate within the current
transactional environment, while also serving as a
conceptual framework for analyzing the viability, the
efficiency, the efficacy, and, ultimately, the value that
may be attributed to property interests, whether
enterprises, assets, or services.

(Continued on next page)

General research may be attained from a variety of
sources, including:
(1)
(2)
(3)
(4)
(5)

Books and monographs;
Journals and periodicals;
Government agencies;
Proprietary data aggregators and portals;
Professional
societies
and
trade
associations;
(6)
Conferences and webinars;
(7)
Online databases; and,
(8)
Academic and industry “think tanks” and
research foundations.
While the process of obtaining general research
provides the valuation analyst with an adequate grasp
of the body of knowledge applicable to a particular
property interest being appraised, it is the efficacy of
the valuation analyst’s subsequent application of
generally accepted analytical methods to that data that
determines the successful outcome of the assignment.
The technical tools that the valuation analyst needs to
employ to provide clients with the observations,
findings, conclusions, and opinions that are to be
deliverable under a particular engagement involves the
synthesis of a substantial amount of data that may be
pertinent to the valuation assignment, as well as the
appropriate analysis, calculations, and considerations
of the various types and forms of that data. Among the
technical tools available to analysts is the
benchmarking process, i.e., a comparison of specific
research data from the subject property interest to
industry indicated normative benchmark data, and may
include the performance of a simple variance analysis
on a single characteristic, such as a patient outcome
metric related to “readmission within 30 days of
discharge,” or may be comprehensive in scope,
including the comparison of numerous clinical,
operational, and financial metrics.
Benchmarking is used to establish an understanding of
the operational and clinical performance, and financial
status of a healthcare enterprise. Benchmarking
techniques can also be utilized to illustrate the degree
to which an organization diverges from comparable
healthcare industry norms, as well as, providing vital
information regarding trends within the organization’s
internal operational performance and financial status.
For example, benchmarking in the healthcare services
sector serves several purposes:
(1)

(2)

(3)
(4)

Offers insight into the enterprise and
practitioner performance as it relates to the
rest of the market (e.g., allowing
organizations to find where they “rank”
among competitors, and as a means for
continuous quality improvement);
Objectively
evaluates
performance
indicators on the enterprise and practitioner
levels;
Indicates variability, extreme outliers, and
prospects;
Identifies areas that require further attention
and possible remediation (e.g., re-
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distributing resources and staff, and
increasing operating room utilization);
(5)
Promotes
quality
and
efficiency
improvement (e.g., improving average
length of stay and other clinical efficiency
measures); and,
(6)
Provides enterprises with a value-metric
system to determine if they comply with
legal standards for fair market value and
commercial reasonableness.5
In contrast to general research, specific research is
information and data that is directly related to, or
obtained from, the subject enterprise, asset, or service
being valued. Specific research will often be comprised
primarily of those documents received by the valuation
analyst through the information and data gathering
process (or discovery process in the case of litigation
support engagements) including, but not limited to,
preliminary legal/organizational and transactional
documents, so that any material compliance issues may
be identified. A sample of some of the requested
preliminary legal/organizational and transactional
documents in a healthcare transaction due diligence
process are as follows:
(1) Legal/Organizational Documents:
(a) Articles of Incorporation, LLC Formation
Agreements, Partnership Certifications,
Certificates of Trust;
(b) Bylaws, Operating Agreements, Trust
Agreements;
(c) Shareholder
Agreements,
Member
Agreements, Partnership Agreements;
(d) Pertinent Executive Meeting Minutes;
(e) Existing Employment Agreements and
Curriculum Vitae for Key Personnel;
(f) Real Property Lease Agreements;
(g) Personal Property Lease Agreements;
(h) Existing Buy-Sell Agreements;
(i) Existing Consulting or Management
Services Agreements;
(j) Loan Agreements;
(k) Related
Party
Vendor/Supplier
Agreements;
(l) Third Party Payor Agreements;
(2) Transactional Documents:
(a) Asset Purchase Agreements;
(b) Stock Purchase Agreements;
(c) Bills of Sale;
(d) Asset Contribution Agreements;
(e) Buy-Sell Agreements;
(f) Standstill Agreements;
(g) Non-Disclosure
&
Confidentiality
Agreement;
(h) Letters of Intent;
(i) Transaction Term Sheets;
(j) Proposed Employment Agreements;
(k) Proposed Lease Agreements; and,
(l) Proposed Compensation Plan Details.
Upon the valuation professional’s review and analysis
of the preliminary documents and information
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provided, a customized supplemental request for
documents and information should be developed in
consideration of the unique attributes and
circumstances in the healthcare transaction, including,
but not limited to, the items set forth in Table 1, below.
Additional subject-specific information may also be
obtained through the site visit/management interview.
Some of the types of subject-specific information that
may be collected during the site visit/management
interview is listed below:
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)

History and Background Information;
Premise/Location/Building Description;
Transition to Electronic Medical Records;
Quality of Staff and Depth of Management;
Competitive Trend Analysis;
Patient Base Trends;
Managed Care Environment;
Hospital Privileges and Facilities;
Referral Sources and Patterns;
Strength of Financial Management and Credit
Collections Policy;
(11) Operational Efficiency Assessment; and,
(12) Future Plans, e.g., Growth, Transition to ValueBased Reimbursement.
As part of the requisite due diligence associated with a
specific engagement, the valuation analyst should
conduct independent research, specific to the subject
enterprise, to supplement any information provided by
the subject entity; in line with the old Russian proverb,
“Trust but Verify.”6 For example, the valuation analyst
may conduct a Uniform Commercial Code (UCC)
search to determine if the subject enterprise has any
undisclosed outstanding liabilities or whether the
subject enterprise leases, rather than owns, their
tangible personal property, i.e., furniture, fixtures, and
equipment. Similarly, a search for filings related to the
subject enterprise with the Office of the Secretary of
State in which the subject enterprise operates should be
performed to identify pertinent information related to
the actual legal organization of the subject enterprise,
as well as, performing a brief search of online legal
databases, such as Public Access to Court Electronic
Records7 for federal litigation, and state litigation
databases, such as Case.net8 in Missouri, to reveal any
past and ongoing litigation involving the subject
property interest, including shareholder disputes,
commercial damages and liabilities, and malpractice
cases. Further information related to the subject
enterprise, asset, or service, which might not have been
disclosed, may be gleaned from state licensing and
certifying agencies and disciplinary boards, and may
have an impact on the reputation, as well as the clinical
and operational performance and financial status of the
subject enterprise. It should be noted that subsequent
events, i.e., events that would not have been known or
knowable as of the valuation date, but which may also
have a deleterious effect on the value indication for the
subject property, must be disclosed, within the
valuation report, to the client. However, these
subsequent events do not have an impact on the
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valuation opinion, as of the valuation date, and may
require a decision by the client whether an updated
valuation report, i.e., with a valuation date after the
subsequent events, should be undertaken.
The valuation analyst should also restate and adjust the
subject enterprise specific financial data received to: (1)
facilitate industry benchmark comparisons of the
specific line item allocations of the subject entity’s
financial statements to comparable industry indicated
benchmark norms for those line items; and, (2) reflect
the true economic operating performance and financial
status of the subject enterprise. Accordingly, the
valuation analyst should carefully consider restating
certain line items related to the revenue and expenses
of the subject entity, e.g., owner compensation and
benefits; discretionary expenses not required to support
the projected revenue of the subject enterprise; and,
extraordinary non-operating income and expenses.
Likewise, the valuation analyst should consider
restating certain of the assets and liabilities of the
subject entity, e.g., remove non-operating assets; adjust
tangible personal property (i.e., furniture, fixtures, and
equipment) from book value to economic fair market
value; and, removing those assets excluded from the
property interest being appraised, such as accounts
receivable and cash.
The next step in the due diligence process is to
determine the extent and the probability of the
continuity of the subject business’ benefit stream and
competitive advantage into the future. A valuation
analyst who leads such a process must follow three
credos to “discover the truth”:
(1)

“Be Skeptical” – Do not believe what you
read or what people tell you, or at least be
aware of the biased information you are
receiving.
Always seek corroborative
evidence;

(2)

“D&D: Disclose and Disclaim” – The due
diligence process is, by its very nature, a
documentation-intensive engagement. In
addition to maintaining an organized filing
system, it is important to disclose all
findings, even those to be deemed
immaterial; and,

(3)

“Follow the Scientific Method” – Although
there is an art to this work, a successful due
diligence process uses the scientific method.
In the world of due diligence it truly can be
stated that “the product is the process.” The
successful valuation analyst will generate
hypotheses, establish method(s), test
hypotheses, report results, and develop
conclusions in an orderly, documented, and
replicable manner. In keeping with the
philosophy of scientific research, due
diligence must be objective in its approach
and conduct.

The due diligence process of a healthcare transaction is
a critical exercise for the valuation analyst. This is
(Continued on next page)

especially important in consideration of the Four
Pillars of Healthcare Valuation, i.e., regulatory,
reimbursement, competition, and technology, which are
unique areas of risk that shape the market forces within
the U.S. healthcare industry, in the valuation of
1
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TABLE 1: TYPICAL SUPPLEMENTAL DOCUMENT AND INFORMATION REQUEST
Supplemental Document Request
Financial statements (including Income and Expense Statements and Balance Sheets) for the last five full years, plus
updates to most recent quarter, or month prior to the date of the valuation.
General ledger, of detailed transactions, for the twelve month period following the "as of" date.
Tax returns (including detailed attachments and supplemental information) for the last five full years.
Fee schedules for subject enterprise, current as of date of valuation, reflecting standard fee, medicare fee and other prenegotiated fixed fee for service or managed care fees.
Aged schedule of accounts receivable with payor detail for the period ending of each of the last five years and as of the
date of the valuation.
Accounts payable with creditor detail for the period ending of each of the last five years and as of the date of the
valuation.
Detailed inventory of medical equipment and office equipment (including furniture and fixtures) in use in subject
enterprise as of date of valuation, with date and cost of acquisition. Detailed depreciation schedules should be included
from tax return or accountants' records to verify schedule.
Estimate of the number of days of each category of supplies on hand (categorize by medical supplies, lab supplies, and
office supplies) as of date of valuation.
Count of active patient charts, which have experienced activity within the last 1-1/2 to 2 years prior to the date of
valuation. Also, an estimate of the total patient charts with the subject enterprise as of date of valuation.
A CPT coded schedule of the number and type of major and minor procedures by payor, performed in the subject
enterprise for each of the last five years and as of the most recent quarter, or month prior to the date of the valuation.
Please provide this information by provider and site of service.
A list of physicians and providers in the subject enterprise as of the date of valuation, including their productivity at the
subject enterprise for each of the last five years and as of the most recent quarter, or month prior to the date of the
valuation (number of procedures, types of procedures, site(s) of service, charges, collections, etc.) and a Curriculum
Vitae. Please also provide a list of former physicians and providers including the dates of service at the subject
enterprise.
A description and list of referral sources (including productivity, i.e., number of procedures and charges) as of the date
of valuation.
Copy of all agreements or proposals for past transactions involving the transfer of an equity or ownership interest in the
subject enterprise, prior to the date of valuation.
Any prior valuation reports, investment banking or venture capital, or other financial analysis that have been performed
related tothe subject enterprise since inception.
List of any insurance, Medicaid/Medicare, and/or third party payor audits that have been performed or are pending for
the subject enterprise, with date and outcome.
Summary and description of privileges at Hospitals where staff privileges are held and scheduling arrangement.
Copy of Declaration Page (cover page) of malpractice insurance.
A list of all patents and intellectual property rights owned by the subject enterprise.
Patient location/zip code distribution report (sorted by location/zip code).
Copies of all managed care contracts in use in the subject enterprise (or a summary of duration, reimbursement
scenarios, etc.).
A copy of the organizational chart for the subject enterprise.
Roster of staff (including non-M.D. providers), indicating the type of employment (i.e., W-2 or Independent Contractor
status), salary, title, duties and years of service for the subject enterprise.
Copy of any practice protocols, operations manual, employee policies & procedures manuals in use for the subject
enterprise.
Copies of all licenses, certifications, accreditations, permits, and other regulatory approvals including, if applicable,
Certificates Of Need (CON).
Information on management information systems including all software for accounting, coding, billing, reporting, patient
records, etc. with the name of the manufacturer, product, modules, options, etc., as well as the version, release, and
update numbers.
Provide a summary and copies of documents related to any pending litigation in which the subject enterprise is presently
involved.
Copy of any operating or capital budgets or forecasted statements prepared for the subject enterprise.
A description of the provider income distribution plan in place at the PRACTCIE, including any periodic calculations.
Addresses, office hours and physician and provider staffing for main office and satellite offices.
A description of all sites of services (fixed and/or mobile).
A description of the call/coverage rotation schedule (if applicable).
Marketing materials (e.g., brochures, description of commercials, web site, etc.).
Floor Plan or layout of each of the office locations.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief Executive
Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized healthcare financial and
economic consulting firm headquartered in St. Louis, MO, serving clients in 49 states since 1993.
Mr. Cimasi has over thirty years of experience in serving clients, with a professional focus on the
financial and economic aspects of healthcare service sector entities including: valuation consulting
and capital formation services; healthcare industry transactions including joint ventures, mergers,
acquisitions, and divestitures; litigation support & expert testimony; and, certificate-of-need and other
regulatory and policy planning consulting.
Mr. Cimasi holds a Master in Health Administration from the University of Maryland, as well as several professional
designations: Accredited Senior Appraiser (ASA – American Society of Appraisers); Fellow Royal Institution of
Chartered Surveyors (FRICS – Royal Institution of Chartered Surveyors); Master Certified Business Appraiser (MCBA
– Institute of Business Appraisers); Certified Valuation Analyst (CVA – National Association of Certified Valuators
and Analysts); and, Certified Merger & Acquisition Advisor (CM&AA – Alliance of Merger & Acquisition Advisors).
He has served as an expert witness on cases in numerous courts, and has provided testimony before federal and state
legislative committees. He is a nationally known speaker on healthcare industry topics, and is the author of several
books, the latest of which include: “The Adviser’s Guide to Healthcare – 2nd Edition” [2015 – AICPA]; “Healthcare
Valuation: The Financial Appraisal of Enterprises, Assets, and Services” [2014 – John Wiley & Sons]; “Accountable
Care Organizations: Value Metrics and Capital Formation” [2013 - Taylor & Francis, a division of CRC Press]; and,
“The U.S. Healthcare Certificate of Need Sourcebook” [2005 - Beard Books].
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Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published articles
in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by healthcare industry
press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in Business Valuation” conferred
by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice
of the Institute of Business Appraisers, of which he is a member of the College of Fellows. In 2011, he was named a
Fellow of the Royal Institution of Chartered Surveyors (RICS). In 2016, Mr. Cimasi was named a “Pioneer of the
Profession” as part of the recognition of the National Association of Certified Valuators and Analysts (NACVA)
“Industry Titans” awards, which distinguishes those whom have had the greatest impact on the valuation profession.
Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis for
hospitals, physician practices, and other healthcare enterprises. Mr. Zigrang has over 20 years of
experience providing valuation, financial, transaction and strategic advisory services nationwide in
over 1,000 transactions and joint ventures. Mr. Zigrang is also considered an expert in the field of
healthcare compensation for physicians, executives and other professionals.
Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare – 2nd Edition” [2015 – AICPA],
numerous chapters in legal treatises and anthologies, and peer-reviewed and industry articles such as: The Accountant’s
Business Manual (AICPA); Valuing Professional Practices and Licenses (Aspen Publishers); Valuation Strategies;
Business Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author, Mr. Zigrang has
served as faculty before professional and trade associations such as the American Society of Appraisers (ASA); the
National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals of America (PHA); the
Institute of Business Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the CPA
Leadership Institute.
Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare Executives
(FACHE) and holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare Special Interest
Group (HSIG).
John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH CAPITAL CONSULTANTS
(HCC). Mr. Chwarzinski’s areas of expertise include advanced statistical analysis, econometric
modeling, as well as, economic and financial analysis. Mr. Chwarzinski is the co-author of peerreviewed and industry articles published in Business Valuation Review and NACVA QuickRead, and
he has spoken before the Virginia Medical Group Management Association (VMGMA) and the
Midwest Accountable Care Organization Expo.
Mr. Chwarzinski holds a Master’s Degree in Economics from the University of Missouri – St. Louis,
as well as, a Master’s Degree in Finance from the John M. Olin School of Business at Washington University in St.
Louis. He is a member of the St. Louis Chapter of the American Society of Appraisers, as well as a candidate for the
Accredited Senior Appraiser designation from the American Society of Appraisers.
Jessica L. Bailey-Wheaton, Esq., is Vice President and General Counsel of HEALTH CAPITAL
CONSULTANTS (HCC), where she conducts project management and consulting services related to
the impact of both federal and state regulations on healthcare exempt organization transactions and
provides research services necessary to support certified opinions of value related to the Fair Market
Value and Commercial Reasonableness of transactions related to healthcare enterprises, assets, and
services. Ms. Bailey-Wheaton is a member of the Missouri and Illinois Bars and holds a J.D., with a
concentration in Health Law, from Saint Louis University School of Law, where she served as Fall
Managing Editor for the Journal of Health Law & Policy.
Daniel J. Chen, MSF, is a Senior Financial Analyst at HEALTH CAPITAL CONSULTANTS (HCC),
where he develops fair market value and commercial reasonableness opinions related to healthcare
enterprises, assets, and services. In addition he prepares, reviews and analyzes forecasted and pro
forma financial statements to determine the most probable future net economic benefit related to
healthcare enterprises, assets, and services and applies utilization demand and reimbursement trends
to project professional medical revenue streams and ancillary services and technical component
(ASTC) revenue streams. Mr. Chen has a M.S. in Finance from Washington University St. Louis.

