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UNITED STATES OF AMERICA 
BEFORE THE FEDERAL TRAE COMMISSION 

In the Matter of 

Inova Health System Foundation 
a corporation, and Docket No. 9326 

(Public Record Version) 
Prince Wilam Health System, Inc. 
a corporation. 

RESPONDENT INOV A HEALTH SYSTEM FOUNDATION' S ANSWER TO 
COMMISSION' S COMPLAINT 

The merger of Inova and PWHS ("the Merger ) wil reduce 





Church, Virginia 22042. Respondent admits that it operates five inpatient general, acute 

care hospitals and provides other health services, including emergency and urgent care 

centers, home care, nursing homes, wellness classes, and mental health and blood donor 

services. Respondent admits that it acquired Alexandria Hospital in 1997 and Loudoun 

Hospital in 2005, and that it operated three hospitals prior to these acquisitions. 

Respondent admits that in 2006 Inova had about $1.8 bilion in total net operating 

revenues and about $132 milion in operating income. Respondent denies the remaining 

allegations in paragraph 4. 

The five hospitals that Inova operates throughout Northern Virginia are 
listed below. 

Inova Health System Hospitals
 

Inova Hospital Location Licensed Beds 

Inova Fairfax Hospital Falls Church, VA 884 

Inova Alexandra Hospital Alexandra, VA 334 

Inova Fair Oaks Hospital Fairax, VA 182 

Inova Loudoun Hospital Leesburg, VA 255 

Inova Mt. Vernon Hospital Alexandra, VA 237 

Total: 1892 

ANSWER: Respondent admits that it operates the five hospitals at the locations 

set forth in paragraph 5. Respondent admits that Inova Fair Oaks Hospital has 182 

2 Estimates are approximate.
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Like many general acute care hospitals, the Inova hospitals and PWHS sell 
acute care inpatient hospital services to a varety of commercial health 
plans. These health insurance plans reduce health care costs by 
encouraging hospitals to compete vigorously on price and non-price terms. 
They do so by contracting with hospitals in an area and providing financial 
incentives to encourage its enrollees to use the hospitals with which it 
contracts. 

ANSWER: Respondent admits that insurance company health plans pay for 

some health care services provided by Respondent, including some inpatient hospital 

services. Respondent is without information or knowledge suffcient to form a belief as 

to the trth of the remaining allegations in paragraph 9 and, on that basis, denies these 

allegations. 

10.	 Hospitals compete for inclusion in health insurers ' plan networks by 
offering preferential prices for the services that they provide to the plan 
enrollees. Hospitals that do not offer competitive pricing risk exclusion 
from a health plan s network, especially if there are substitutes for the 
excluded hospital. 

ANSWER: Respondent is without information or knowledge sufficient to form a servic91.92 27811.9 0 0 11.89 91.68 467.28 Tm�(allegations. )Tj8EMC �/LI_La754 >>BDC �1 T23.24 238t10.	 



12.	 Hospitals also compete for patients on the basis of quality, customer 
serice, location, price, and cost-effectiveness. 

ANSWER: Respondent is without information or knowledge sufficient to form a 

belief as to the trth of the allegations in paragraph 12 and, on that basis, denies these 

allegations. 

13.	 The primar health insurers in Northern Virginia are: Aetna, Inc. ; Anthem 
Plans of Virginia; CIGNA; CareFirst, Inc. ; Kaiser Foundation Health Plan; 
and United Healthcare. 

ANSWER: Respondent admits that Aetna, Inc. ; Anthem Plans of Virginia; 

CIGNA; CareFirst, Inc. ; Kaiser Foundation Health Plan; and United Healthcare are 

health insurers in Northern Virginia. 

14.	 These health insurers compete by developing and sellng health plans on 
the basis of the breadth and quality of their networks, as well as on the 
premiums they offer and their benefits structure. Employers or group 
purchasers and their individual and family members purchase access to a 
health plan network that wil provide them with a menu of physician and 
hospital options if diagnosis or treatment is required. Health insurers 
therefore, generally tr to offer a network health plan with a broad range 
of attactive and convenient physician and hospital servces. 

ANSWER: Respondent is without information or knowledge sufficient to form a 

belief as to the trth of the allegations in paragraph 14 and, on that basis, denies these 

allegations. 

15.	 Competition between Inova and PWHS cUITently constrains the rates that 
the mergig paries, particularly PWHS, are able to negotiate with health 
plans. When hospitals compete for patients, health plans can threaten 
explicitly or implicitly durng negotiations to exclude a hospital and 
substitute a competing hospital in its place. This threat of substitutability 
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increases health plans ' bargaining leverage during negotiations with 
hospitals. Health plans in Northern Virginia cUIently have the option of 
contracting with Inova and not contracting with PWHS. This threat forces 
PWHS to offer competitive rates which helps keep health care costs 
affordable to employers in the area. 

ANSWER: Respondent denies the allegations in the first sentence of paragraph 

15. Respondent is without information or knowledge sufficient to form a belief as to the 

trth of the remaining allegations in paragraph 15 and, on that basis, denies these 

allegations. 

16. 

Redacted 

ANSWER: Because the Commission has filed the complaint under seal and 

redacted paragraph 16 from the public record complaint, Respondent has not been 

permitted to review the allegations contained therein and on that basis denies them. 

17.	 Because of their quality, convenience, and location, InovaFair Oaks and 
Fairfax are PWHS' closest competitors. In 2006 , over 87 percent of all 
residents in PWHS' primar service area (the region comprising 75 
percent ofPWHS' discharges in the relevant product market) who were 



ANSWER: Respondent is without information or knowledge suffcient to form a 

belief as to the truth of the allegations in paragraph 17 and, on that basis, denies these 

allegations. 

18.
 
Redacted
 

ANSWER: Because the Commission has filed the complaint under seal and 

redacted paragraph 18 from the public record complaint, Respondent has not been 

permitted to review the allegations contained therein and on that basis denies them. 

19.	 The relevant product market in which to analyze the Merger is general 
acute care inpatient hospital services sold to private payors, including 
commercial health plans. General acute care inpatient hospital services 
are a broad cluster of basic medical and surgical diagnostic and treatment 
services that include an overnght stay in the hospital by the patient. 
General acute care inpatient hospital servces exclude: (a) services at 
hospitals that serve solely children, militar personnel and veterans; (b) 
servces at outpatient facilties that provide same-day service only; (c) 
sophisticated services known in the industr as "tertiar" services such as 
open hear surgery and transplants; and (d) psychiatrc, substance abuse 
and rehabilitation services. 

ANSWER: Respondent states that the allegations in paragraph 19 are legal 

conclusions that require no answer. To the extent an answer is required, Respondent 

denies the allegations in paragraph 19. 

20.	 Patients who require acute care inpatient hospital services must be 
admitted to a general acute care inpatient hospital by a physician with 
admitting privileges at that hospital. 

- 8 



ANSWER: Respondent admits that physicians generally must have admitting 

privileges in order to admit a patient to a hospital for inpatient services. 

21.	 The relevant geographic market in which to analyze the Merger is an area 
no larger than Northern Virginia or the Commonwealth of Virginia 
Health Planng Region II ("HPR II") and Fauquier County. HPR II is a 
geographic region designated by the Commonwealth of Virginia as a 
healthcare planng region for Certificate of Public Need purposes and as 
such represents Virginia s view that the area is a distinct healthcare area 
for puroses of determining healthcare needs and licensing facilities. HPR 
II includes the counties of Arlington, Fairfax, Loudoun, and Prince 
Wiliam, as well as the independent cities of Alexandria, Fairfax, Falls 
Church, Manassas, and Manassas Park. 

ANSWER: Respondent states that the allegations in the first sentence of 

paragraph 21 are legal conclusions that require no answer. To the extent an answer is 

required, Respondent denies the allegations in the first sentence' ofparagraph 21. 

Respondent admits that Health Planing Region II is a geographic region designated by 

the Commonwealth of Virginia for Certificate of Public Need puroses and includes the 

counties and cities listed in paragraph 21. Respondent is without information or 

knowledge sufficient to form a belief as to the trth of the remaining allegations in 

paragraph 21 and, on that basis, denies these allegations. 

22.	 Hospitals and systems outside of the relevant geographic market do not 
compete with respondents for the provision of general, acute care inpatient 
services in the relevant geographic market. Few patients who live within 
the relevant geographic market travel outside its borders to seek these 
general, acute care inpatient services in, for example, Marland or 
Washington, D.C. hospitals. In 2006, for the hospitals located in Northern 
Virginia, approximately 90 percent oftheir patients came from Northern 
Virginia. Ofthe patients who reside in Northern Virginia, approximately 
90 percent go to hospitals in Northern Virginia. 
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ANSWER: Respondent states that the allegations in paragraph 22 are based upon 

legal conclusions as to the relevant geographic market and relevant product market and 

therefore require no answer. To the extent an answer is required, Respondent denies the 

allegations in paragraph 22. 

23.	 The explanation for these patterns is simple. Patients prefer to be admitted 
to a high quality general acute care hospital close to where they live. 
Therefore, patients perceive only conveniently-located hospitals that 
provide quality care to be acceptable for general acute care inpatient 
hospital services.
 

ANSWER: Respondent is without information or knowledge sufficient to form a 

belief as to the trth of the allegations in paragraph 23 and, on that basis, denies these 

allegations. 

24.	 There is a limited number of suppliers of general, acute care inpatient 
services in the relevant geographic market. In addition to the Inova 
Hospitals and PWHS, there are only four other suppliers of general, acute 
care inpatient services in the relevant geographic market: Fauquier 
Hospital (86 licensed beds) in Wanenton, Virginia; Reston Hospital 
Center (187 beds) in Reston, Virginia; Virginia Hospital Center (334 beds) 
in Arlington, Virginia; and Potomac Hospital (153 beds) in Woodbridge 
Virginia. Although treated herein as if it were an independent competitor 
Potomac Hospital claims it is an "Affliate of Inova Health System" based 
on an affiiation and loan agreement between Inova and Potomac Hospital 
and a right of first refusal for Inova to purchase Potomac. 

ANSWER: Respondent admits that it entered into an affiiation agreement and 

loan agreement with Potomac Hospital, which includes a right of first refusal to purchase 

Potomac. Respondent admits that Fauquier Hospital, Reston Hospital Center, Virginia 

Hospital Center and Potomac Hospital all provide acute care inpatient services in 
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Northern Virginia. Respondent states that the allegations in the first and second 

sentences of paragraph 24 are based upon legal conclusions as to the relevant geographic 

market and relevant product market and therefore require no answer. To the extent an 

answer is required, Respondent denies the allegations in the first and second sentences of 

paragraph 24. 

25.	 The Merger would leave only five firms in the relevant market. As shown 
below, Inova would control 73 percent ofthe licensed hospital beds in 
Northern Virginia. 

Northern Virf!inia Hospital Shares bv Beds 

Hospitals in Northern Vinrlnia Licensed Beds Share 

Price Wiliam Hospital (Manassas) 
Inova Hospital System 
Potomac Hospital (Woodbridge) 



ANSWER: Respondent states that the allegations in paragraph 26 are legal 

conclusions and require no answer. To the extent an answer is required, Respondent 

states that the Merger Guidelines speak for themselves and denies the allegations in 

paragraph 26. 

27.	 A little more than ten years ago, Inova owned three hospitals and faced 
eight independent competitors. It then stared acquiring its competitors 
including Alexandria Hospital in 1997 and Loudoun Hospital Center in 
2005. With the Merger, Inova would acquire yet another competitor and 
control 73 percent of the general, acute care inpatient hospital services in 
Northern Virginia, leaving just four independent competitors. The Merger 
would increase the HHI (measured by beds) in the market for general 
acute care inpatient hospital services in Northern Virginia from 4754 to 



Pre-Merger Post-Merger 
Inpatient Share of Share of 
Revenue Revenue BBI Revenue HHI 

Delta HHI 539 

Source: VHI 2006 Hospital Detail Report 

ANSWER: Respondent admits that it acquired Alexandria Hospital in 1997 and 

Loudoun Hospital in 2005, and that it operated three hospitals prior to these acquisitions. 

Respondent states that the remaining allegations in paragraph 27 are based upon legal 

conclusions as to the relevant geographic market and relevant product market and 

therefore require no answer. To the extent an answer is required, Respondent denies the 

allegations in paragraph 27. 

28.	 As described in Paragraphs 17 through 20, above, Inova and PWHS are 
cUIently close competitors for the provision of general, acute care 
inpatient services in the relevant geographic market of Northern Virginia. 
Because one of the key factors influencing bargaining leverage for a 
health plan is the availability of independent substitutes for the negotiating 
hospital, a merger of close substitutes eliminates ths competitive 
discipline. After the Merger, health plans wil no longer have the threat of 
excluding PWHS because it wil be par of the Inova system, which is 
cUITently PWHS' closest substitute. Without ths competitive discipline 
Inova, negotiating the rates ofPWHS, wil force health plans to pay higher 
prices for servces from PWHS. 

ANSWER: Respondent states that the allegations in the first sentence of 

paragraph 28 are based upon legal conclusions as to the relevant product market and 

relevant geographic market and therefore require no answer. To the extent an answer is 

required, Respondent denies the allegations in the first sentence of paragraph 28. 

Respondent is without information or knowledge suffcient to form a belief as to the trth 

ofthe allegations in the second sentence in paragraph 28 and, on that basis, denies these 

allegations. Respondent denies the remaining allegations in paragraph 28. 
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29.	 Without PWHS as an independent alternative hospital for health insurers 
plans, Inova also wil gain additional bargaining leverage in its 
negotiations with health insurers. This increased leverage for both PWHS 
and Inova wil lead to higher prices and higher health care costs for 
employers, health plan enrollees, and consumers in the relevant 
geographic market.
 

ANSWER: Respondent denies the allegations in paragraph 29. 

30. 

Redacted 

ANSWER: Because the Commission has fied the complaint under seal and 

redacted paragraph 30 from the public record complaint, Respondent has not been 

permitted to review the allegations contained therein and on that basis denies them. 

31.
 
Redacted
 

ANSWER: Because the Commission has fied the complaint under seal and 

redacted paragraph 31 from the public record complaint, Respondent has not been 

permitted to review the allegations contained therein and on that basis denies them. 

32.	 Higher hospital prices to health insurers ' plans lead directly to higher 
health care costs to the plans ' members. While higher prices wil har all 
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consumers, the increases wil have the most significant impact on small 
employers and their employees. Several small employers in Northern 
Virginia have stated that providing health insurance is a significant 
financial burden and fear that a price increase postmerger may prevent 
them from offering health insurance to their employees in the future. 
Other small employers who aspire to offer their employees health 
insurance believe that if health care costs increase, they wil be precluded 
from that alternative. As a result, the employees wil suffer the 
consequences from less health care insurance and foregoing the care they 
can no longer afford. 

ANSWER: Respondent is without information or knowledge sufficient to form a 

belief as to the trth of the allegations in paragraph 32 and, on that basis, denies these 

allegations. 

33.
 
Redacted
 

ANSWER: Because the Commission has fied the complaint under seal and 

redacted paragraph 33 from the public record complaint, Respondent has not been 

permitted to review the allegations contained therein and on that basis denies them. 

34.	 It is unikely that entr into the market would remedy, in a timely manner 
the anti competitive effects of the Merger. A new hospital, or expansion of 
an existing hospital, suffcient to defeat a price increase or other 
anti competitive effect would likely take three years or longer. In addition 
to planng and constrction lead times, such projects would require state 
regulatory approval which can take a signficant amount of time. 
Competitors like Inova can and do oppose such approvals in 
administrative and judicial proceedings



ANSWER: Respondent admits that projects involving opening a new hospital or 

expanding an existing hospital require planing and constrction lead time as well as 

state regulatory approval. Respondent also admit that it paricipates in such regulatory 

and judicial proceedings in order to protect its rights and interests under state and federal 

law. Respondent states that the allegations in the first sentence of paragraph 34 are legal 

conclusions and therefore require no answer. Respondent denies that the Merger wil 

result in a price increase or other anti competitive effect. Respondent denies the 

remaining allegations in paragraph 34 on the ground that they contain terms that are 

vague and ambiguous, such as "significant amount of time" and "substantially 

prolonging. " 

35.	 The Merger is not necessar to permit the paries to achieve substantial 
efficiencies. CUITently, the quality ofPWHS' services is comparable to 
and at times superior to, the quality ofInova s services, as measured by 
numerous objective quality criteria. Accordingly, Inova is unlikely to 
improve PWHS' quality of service or to help generate other effciencies 
sufficient to offset the Merger s anti competitive effects. 

ANSWER: Respondent denies the allegations in paragraph 35. 

36.	 PWHS is a financially sound institution with the capacity to fund capital 
investments and quality improvements on its own or with another merger 
parner. Indeed, PWHS is cUIently successfully engaged in capital 
investment and quality improvement projects. 

ANSWER: Respondent denies the allegations in paragraph 36. 

37.	 The allegations of Paragraphs 1 through 38 are incorporated by reference 
as though fully set forth herein. 
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ANSWER: Respondent incorporates its answers to the allegations of paragraphs 

1 though 38 as though fully set forth herein. 

38.	 The Merger of Inova and PWHS , if consumated, would substantially 
lessen competition in the provision of general, acute care inpatient hospital 
services in Northern Virginia in violation of Section 7 of the Clayton Act 
as amended, 15 U. 18.C. 

ANSWER: Respondent denies the allegations in paragraph 38. 

AFFIRMATIVE DEFENSES 

First AffIrmative Defense 

The Merger wil not substantially lessen competition or tend to create a 

monopoly. 

Second AffIrmative Defense 

Prince Wiliam Health System lacks the market strength to substantially affect 

competition. 

Third AffIrmative Defense
 

The Merger wil create substantial efficiencies and improve quality of care 

thereby benefiting consumers. 

Fourth AffIrmative Defense
 

Respondent reserves the right to assert other defenses as discovery proceeds. 
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