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Merger Waves

• Periods with high merger and acquisition activity 

• There have been seven major merger waves in the in the US 

• These periods are characterized by cyclic activity—that is, high levels of  
mergers followed by periods of  relatively fewer deals 

• These waves occurred between 1897-1904, 1916-1929, 1965-1969, 1984-
1989, 1991-1999, 2003-2007, and 2011-present 

• Why do they happen?



Merger Wave Causes Are Due To “Shocks”

• Economic Shocks
• Economic expansion that motivates companies to expand to meet the rapidly growing aggregate 

demand in the economy 

• Regulatory Shocks
• Occurs through deregulation that may have prevented previous corporate combinations 

• Technological Shocks
• Major changes in existing industries can create new and fragmented industries
• Firms do not have the time to adapt quickly and thus, increase their adaptation speed by acquiring

• Other reason(s): When a company’s shares are priced above their fair value, the 
organizations can capitalize on this by going through an acquisition in which they buy 
targets with overvalued shares 

• All these shocks do not singularly bring on a merger wave, but in combination, 
followed by large amounts of  capital liquidity are necessary for a merger wave to take 
hold 



Strategy: Motivations to Consolidate

• Growth!

• Healthcare organizations seeking to expand are faced with 2 strategies 
for growth: 
• Through internal or de novo growth 

• Through mergers and acquisitions 

• Internal growth: 
• May be slow and an uncertain process 

• Organizations are at risk of  competitors rapidly taking a large market share and 
any competitive advantages are dissipated by the actions of  the competitor 

• The only solution is to acquire another organization that has established 
facilities, resources, and services in place 



Horizontal Integration

• 2 hospitals merge

• Why?

• Responses to the rise of  managed care

• Cost pressures

• Why should we care?

• Hospitals that have or acquire market power are able to charge higher prices 
on a permanent basis. 
• 100% pass-through to consumers
• Mixed evidence on quality improvement
• Example: Summit-Alta Bates (Bay Area): 28-44% price increases due to merger
• Little evidence that synergies and efficiencies are created—if  so—so what difference 

does it make?



Vertical Integration

• Acquisition involves acquisition of  firms that are closer to the source of  
supply or to the ultimate consumer
• Think of  a hospital or an insurer acquiring a physician practice

• Vertical Merger Guidelines (“Guidelines”) issued on June 30, 2020 (and 
later withdrawn)



Foreclosure

• An insurance company might acquire a single or multi-specialty physician 
group that, pre-merger, contracted with the Insurance Company’s 
competitors to offer them discounted in-network rates. This transaction 
may be anticompetitive if  the Insurance Company, post-merger, has 

1. the ability to exclude the Physician Group (or facilities that are part of  it) from 
its competitors’ insurance networks and; 

2. the incentive to do so, perhaps because a substantial number of  employers who 
purchase insurance plans for their employees view the Insurance Company’s 
plans as the next best option to gain access to the Physician Group. 

• How could this example be problematic?



Raising Rivals Cost

• The Insurance Company again acquires the Physician Group, but rather 
than excluding the Physician Group from its competitors’ networks, it 
requires them to demand higher reimbursement rates.

• This raises the cost for the Insurance Company’s rivals to build viable 
insurance networks and may result in the Insurance Company winning 
customer accounts from employers.



Other Anticompetitive Harms and Benefits

• If  the Physician Group continues to be included in rival insurers’ plans, it 
would get access to reimbursement rate information or innovative new 
approaches that could improperly advantage its Insurance Company 
parent



Number of  Employed/Affiliated Providers, 
by Payvider (2023)



UnitedHealthcare and Optum



Common Themes from Qualitative Interviews 
with Physicians and Payvider Executives
• Leverage 

• Difficulty of  being independent 

• Failure of  non-profit healthcare (as it relates to containing healthcare cost)

• Movement towards Value-based care 

• MA and Risk Adjustment 
• Concentration of  skill and investment in coding among top insurers

• Data 

• Frustrated enrollees 

• Payers vs. private equity vs. health systems 

• Physician ownership and autonomy 
• Challenges in raising capital

• Negative experiences with hospital management 



Any evidence? 

• Lack of  empirical evidence now

• Looking ahead it is important to examine:

1. Patient care quality and cost in payvider models

2. The “upcoding” of  MA beneficiaries (pending)

3. The frequency of  patients switching to payvider plans

a) Rival plans to payvider plan

b) Traditional Medicare to payvider MA plan

4. Price impact between rival plans and vertically integrated medical groups

5. Provider experiences in these emerging models (e.g., physician turnover)



Private Equity

• Private investors that invest capital in private companies 

• Receive controlling equity stake that is not tradeable on a public stock 
exchange

• How does it work?



Population Health Sciences

PE Goals

• Control majority of  economic and voting interest 

• Restructure financial, governance, and operational 

characteristics to increase profit

• Sell in 3 to 7 years

• ROI of  around 20%



Population Health Sciences



PE Markets

Individual Practices/Nursing 
Homes/Hospices/Home Health

Large Practices/Nursing 
Homes/Hospices/Home Health

Platform
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Roll-up Acquisitions

• EBITDA (earnings before interest, taxes, 
depreciation, and amortization)
• proxy for operating cash flow

• PE focuses on fragmented markets to 
consolidate

• Generally, acquires a “platform practice” 
first
• PE firms usually pay 8 to 12 times 

EBITDA for a platform practice
• Uses the platform practice to recruit 

new clinicians and acquire smaller 
practices

• Smaller practices 2 to 4 times EBITDA
• Smaller practice now becomes the value 

of  the platform practice



Population Health Sciences

How Are Deals Financed?

Investment 

Bank 

(Arranger)

Private 

Equity Firm 

(Sponsor)

Target for 

Acquisition

Target’s Valuation:              $1.0  B

Private Equity’s Equity:     $500 M

Capital Needed to Raise:   $500 M

Lender(s)

Target Sold:                         $2.0  B

Returned to Lender(s):       $500 M

Private Equity’s Profit:        $1.5 B
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Why are physicians selling their 
practices?

• Infusion of  capital

• Administrative relief

• Standardization and knowledge transfer

• Improve market share against competitors

• More autonomy than selling to hospital or health plan

• Share in profits after PE firm sells (the “second bite of  the apple”)

• Improve payment with health plans

• Increase marketing budget to gain more self-pay patients

• Financial synergy

• Operational efficiency 
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Controversy 
• Young physicians may work for decades at an income level discounted from preacquisition levels

o They face significant buy-ins to profit from second sale

o High turnover

• Market failures and loopholes 

o Surprise billing

o Led to the No Surprise Billing Act

o Medicare’s payment for physician-administered drugs under Part B is tied to a percentage of  the drug’s average sales 

price

─ Incentives for physicians to prescribe the more expensive drug among competing options

o Ophthalmology drugs to treat wet macular degeneration are very expensive and comprise of  15% of  Part B’s total 

costs

• Stealth Consolidation

o Hart-Scott-Rodino Act mandates that all mergers and acquisitions must be reported to the federal government if  the 

deal value is above $119.5 M

o Anti-trust concerns

• Increased risks of  overutilization, overbilling, or upcoding

• Replacement of  physicians with advanced practitioners
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Evidence

• Dermatology

• Anesthesiology 

• Neonatology

• Hospice  

• Nursing Homes
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Introduction: Basics of  hospice Medicare 
reimbursement structure

• Per diem rate for each beneficiary, irrespective of  the actual services 
provided on a given day

• Levels of  care:

• Routine Home Care

• Continuous Home Care

• Inpatient Respite Care

• General Respite Care

• U-shaped pattern of  utilization

Medicare Program; FY 2016 Hospice Wage Index and Payment Rate

Update and Hospice Quality Reporting Requirements; Final Rule



Hospice Profit Levers

• Profit-maximization

• Divest after extracting profit or maximize profit in the short term

• How to maximize profit?

• Increasing net service revenue 
• Strengthening referral ties
• Selectively targeting more profitable patients that require less 

complex care and are associated with longer lengths of  stay
• Decreasing operating costs

• Cutting nursing wage costs

•What could this lead to?



Introduction: Institutional Investors in 
Hospice Care
• Hospices are appealing to institutional investors due to the stable Medicare payments, relatively easy 

market entry, and minimal capital requirements

• Benefits (?): economies of  scale through clinical standardization, quality improvement, and integrated 
systems, thereby enhancing care and profitability while reducing clinicians' administrative burdens 

• Cons (?): prioritize short-term, above-market returns, potentially affecting patient care by reducing 
operational cost and selectively enrolling and targeting those requiring less complex care and longer 
hospice stays, such as dementia patients and nursing home residents 

• For-profits tend to provide more care to patients with a clinical condition of  ADRD and to fewer 
cancer patients relative to non-profits

• ADRD patients tend to have longer lengths of  stay

• For-profits and non-profits provide hospice in different places of  care (i.e., personal home, nursing 
home, assisted living, etc.)

• Referral ties tend to be different 
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Prevalence of  Hospice Agencies Acquired by Private 
Equity Firms and Publicly Traded Corporations in 
2021
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Percent of  Medicare Fee-for-Service Beneficiaries Who Received Care 
From Hospice Agencies Owned by Private Equity Firms and Publicly 
Traded Corporations, 2013-2021





Adjusted Differences in Caregiver Reported Hospice Quality 

Between Private Equity/Public Traded Corporation Owned 

Hospices and Not-for-Profit Hospices

              

               

                        

                

                

                       

                         

                           

                                  

                                    

      
             

      
                

       

     
         

                              

                       

                                    

                                             

                                     

                                     

                                            

                                              

                                                

                                                       

                                                         

       

     
         



Adjusted Differences in Caregiver Reported Hospice Quality 
Between Private Equity/Public Traded Corporation Owned 
Hospices and Non-PE/PTC for-profit Hospices 



“As Wall Street firms take 
over more nursing homes, 
the quality in those homes 
has gone down and costs 
have gone up. That ends on 
my watch.”

-Joe Biden, President of  the United 
States at the State of  the Union



Nursing Homes—Why institutional 
investment got involved



Nursing Homes—How did we get here?

ATI Advisory Services: Key Characteristics  of U.S. Nursing Homes –  A Databook , June 2022



What makes nursing homes different from 
other healthcare settings?

• Only Medicaid long-term care benefit that federal law requires state 
Medicaid programs to offer 

• Only care environment in which healthcare dollars (through Medicaid) 
fund housing 

• More than half  of  their revenue from federal and state government 
sources (Medicare via fee-for-service (FFS) and Medicare Advantage, and 
Medicaid) and deliver medical and long-term care benefits within the 
same building 



Challenges

• Increasingly serving a more complex patient population

• Battling increasing hiring and retention costs 

• Struggling amidst an increasingly tighter reimbursement environment 





Capital Options

• Banks

• Tax-exempt bonds (non-profits)

• HUD 232 loans

• Often lender of  last resort

• Slow, laborious process

• Institutional investment: Private equity and Real Estate Investment trusts 
(REITs)

• What is a nursing home to do with poor government policy, declining 
reimbursements, and a more complex case-mix? 
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Locations of  Nursing Homes Acquired 
by Private Equity Firms, 2013-2017
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Discussion

• Private equity is a growing player across the healthcare sector

• The jury is still out on their advantages and disadvantages

• Physician practices

o Prices paid (the negotiated rate between practice and insurer) increase after 
private equity acquisition

o Quality and utilization of  care is mixed after private equity acquisition

o Increased use of  advanced practitioners 

• What is the value being created? From the physician and patient perspectives?

• Long-term care

o Increase ownership transparency and set federal certification criteria for 
ownership (In Progress)

o Require greater financial transparency and accuracy



Dr. Braun’s Final Thought

• Include policies that incorporate capital market 
dynamics—policymaking focused on a small 
percentage of  the industry (private equity) can 
unintentionally sever access to capital 
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Thank you!
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