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Introduction

Within the rapidlyevolving healthcare
landscape, physician
employment
opportunities stand
out due to their
disruption of industry
norms, significant
financial implications,
and platform for
driving further
growth.

Private Equity Model for Physician
Practice Transactions
While private physician practices seeking employment have numerous
options, acquisition by Private Equity can be particularly attractive. This
opportunity not only results in a sizable upfront cash windfall for physician
owners but can also improve physician work-life balance by reducing
administrative burdens and revitalizing engagement around improving
clinical outcomes. Physicians across the country seem to agree, as
acquisition by Private Equity has become increasingly common. Medical
groups grow larger as market forces encourage consolidation, and
partnership with Private Equity enables physician practices to compete in
this new paradigm. In recent years, significant changes to CMS regulatory
rules governing Ambulatory Service Centers (ASC) have impacted the
number and size of new ventures. Further, Private Equity investments
impact the full spectrum of healthcare as forays into new specialties begin
each year. Also, a Private Equity affiliation is still possible under proper
structures, usually entailing only a professional services agreement (PSA)
with groups and health systems. The Private Equity model for physician
practices will have considerable downstream effects on healthcare not
limited to patient experience, reimbursement trends, preventative care,
and physician practices. To understand why this acquisition model is so
common and how it impacts the future, we must first explore the history
and structure of Private Equity acquisitions.

Private Equity Acquisitions in Healthcare

History

Private Equity’s involvement in healthcare has changed over the
years. Interest in healthcare was originally driven by the high
potential ROI and lesser risk due to the somewhat recessionproof industry. It largely began in the 1990s with the acquisition
of nursing homes and hospitals and converting them into larger,
for-profit businesses. Market consolidation and effective cost
controls brought success and thus more demand for healthcare
forays. Next, Private Equity invested in a host of emerging niches,
including hospital ancillaries such as anesthesiology and
radiology, urgent care, and physician staffing firms. Further
success paved the way for the more recent purchasing of
outpatient clinics, both primary care and specialty clinics as well
as surgical specialties. Private Equity is especially interested in
consolidating fragmented specialties where they can take
advantage of reduced competition. In addition, healthcare’s
historically woeful adoption of technology offers ample
opportunity for Private Equity to digitize and reduce
inefficiencies. As long as Private Equity continues to achieve
strong returns on its investments, the acquisitions will continue.
Overarchingly, Private Equity’s ability to inject significant capital
into the healthcare acquisition entity creates an exceptional
opportunity for all involved.

Deal volumes have increased both in number and
size. 2021 set a record for both, partly due to pent-up
demand from COVID-19 where many institutional
investors held back from undertaking new ventures.
Activity has steadily increased over the past two
decades, and Private Equity’s appetite for healthcare
deals has intensified. Furthermore, U.S. healthcare is
not alone in experiencing a wave of Private Equity
investment. Europe has bounced back from COVID19 disruptions, and Asia-Pacific never slowed down,
setting records for transactions, especially in China
and India.

In conjunction with Private Equity’s growing foray into
healthcare, the number and size of healthcarefocused private equity funds have increased
dramatically. Three hundred fifty-eight funds were
created in 2021, a six-fold increase from a decade
ago, and the new funds boast $90 billion in assets,
up from $17 billion ten years ago. Fund size is
expected to continue growing as the transactional
landscape becomes more competitive.

The following chart shows the growth of healthcare
transactions by Private Equity firms since 2001.

So, why does Private Equity find healthcare so attractive? In
short, Private Equity views the expensive, dysfunctional,
mercurial healthcare environment as brimming with opportunity.
Americans increasingly charge their elected officials with
improving healthcare and policy focus has adapted to address
their concerns. The federal government is chiefly concerned
with reducing the costs of Medicare, Medicaid, and other
government healthcare programs, which account for 40% of all
healthcare spending.
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environment. The other major
healthcare provider, hospitals, and
health systems have likewise
progressed in their thinking to be more
inclusive and affordable.

Patients increasingly vocalize their concerns about the current
system and their desire to exercise more control over their health.
Medicine’s shift toward a more patient-centric approach coincides
with the growing number of companies focused on direct-toconsumer healthcare offerings. Private Equity firms view this change
as a great opportunity to invest and inject capital into the
companies offering better patient experiences. Lastly, Private
Equity views the expensive, problem-riddled healthcare system as
ripe for disruption. Companies and individuals that solve
healthcare’s myriad of problems will be richly rewarded. Thus, there
is a risk but the potential for significant returns for Private Equity
investors. We emphasize that as long as these are within legal and
ethical boundaries, such is healthy and requires no apologies.

The benefits for physicians
who sell to Private Equity are
numerous and compelling
but, as we note later, are with
their challenges. Chiefly,
physicians cite increasing
administrative burdens as the
least satisfying aspect of their
job. Regulatory pressures,
new payment models, and
lower reimbursement rates
from insurers raise the
complexity of managing a
medical practice and the
importance of controlling
costs.

Physicians claim burnout, a major issue affecting healthcare and
exacerbated by COVID-19, is primarily due to the stress and time
spent dealing with administrative issues. Physicians often opine
on the need to shed administrative work in favor of spending
more time caring for patients. There is a strong belief among
physicians that they became doctors to practice medicine and
must reconfigure their work schedules to spend more time
dispensing medical care. Selling a practice to Private Equity and
becoming employed allows physicians this opportunity. Further,
quality of life improves since sharing calls and other duties with
additional team partners allows physicians to spend more time at
home or take a vacation without inhibiting their patient’s access
to care. Finally, there are some financial benefits to selling to
Private Equity. Since Private Equity rolls up many physician
practices into a larger entity, each former, smaller practice of
physicians gains all the benefits of a larger practice. These
advantages include cost savings due to economies of scale,
greater leverage for payer negotiations, and the opportunity to
undertake value-based payment arrangements.

Physicians need not wait long to enjoy
these benefits either, since Private Equity
buys out the physician’s ownership stake in
their practice, resulting in a sizable,
upfront cash payment for the selling
physician. Nonetheless, this comes with a
price, the infamous “compensation scrape”
which results in less pay to offset the
significant upfront payments. To better
understand this cash buyout, let us
examine the standard physician practice
transaction model for Private Equity.

Overview of Private
Equity Transaction
Model

Overview
There are many reasons why physicians might
pursue a partnership with Private Equity. Such
partnerships effectively reduce physicians’
administrative workload, create a scalable entity
with considerable market power, and boost
physicians’ compensation for their equity stake. If
the consensus among the physicians selling their
practice is to maximize the valuation paid at the
time of the transaction and ultimately forego their
independence to an outside organization, the PE
model is a viable option. It can be beneficial for the
primary care practice or a group with few
ancillaries, though typically not as attractive to the
Private Equity investor. This model is likely the only
real option for maximizing upfront value for that
type of entity. Therefore, this structure is more
appealing for surgical specialties that can perform
many procedures in an ASC environment, or even
within office settings.

PE Model Valuation

So how does the valuation work in the PE model? It is a
relatively simple approach; though, there are significant
technical analyses, modeling, and assumptions required to
derive an accurate dollar amount. In general, these key
components of deriving enterprise value in the PE model
result:

1) Determine the Haircut

2) Develop a Pro Forma
Financial Model

3) Calculate a Discounted
Cash Flow Valuation Model

 The haircut (i.e., compensation reduction, also
referred to as the “compensation scrape”) to be
applied across all physicians
 Wherein the haircut is ultimately turned into
EBITDA with growth over a five-year projection
period (Note: there are very important and detailed
steps that must go into the development of these
models, but for this discussion, we assume the
model follows all relevant and appropriate
standards)
 Determined using the financial tenets from the pro
forma. This will derive an enterprise value for the
entity following appropriate guidelines and
standards

Below is a high level, generic description for how this process works. This simple
illustration relates how the general numbers might fall 1 :

Acquisition by PE Firm
Practice Revenue

$50,000,000

Total Physician Compensation (Pre-Haircut)

$25,000,000

Total Number of Physicians

10

Haircut (10% x $25,000,000)

10%

$2,500,000

Reduced Comp per Physician

$250,000

Multiple on Haircut

9

Transaction Value (9 x $2,500,000)

$22,500,000

Proceeds of Transaction per Physician
($22,500,000÷10)

$2,250,000

In the simplified example above, each physician in the group would receive $2.25
million in upfront value for their practice equity (assuming the proceeds were
distributed evenly), compared to the $250,000 in compensation relinquished each
year. This model also assumes the PE firm applied a multiple of 9x to the haircut
amount to derive their transaction value; however, few true market multiples can
be applied for such deal models. As such, applying a multiple against the haircut
to derive the value would entail a varied multiple in each individual transaction,
based upon the financial resources, risk, and flexibility of the parties involved.

This valuation calculation would relate solely to the sale of the practice. If the transaction
involved the sale of ancillaries or other related entities, such assets would be valued separately
and ultimately entail additional value to the sellers in those deals. (Often, the ancillary services
may be a separate legal entity – such as an ASC – or for purposes of the transaction, would in
effect be treated as such.)
1

As noted above, the standard approach for applying
this model with PE firms is for the haircut, or
compensation scrape, to be a permanent reduction
applied throughout the life of the post-transaction
relationship to validate the upfront dollars. The PE
investor requires this to allow an adequate return on
investment over a relatively short timeframe. Then,
there likely could be another transaction or liquidity
event soon thereafter. Some sales proceeds will
usually be “rolled over” and not paid but turned into
equity in the PE firm and/or related entity.

Thus, when this rolled-over ownership in this PErelated entity is realized upon a second sale, that
“second bite of the apple” results. These subsequent
proceeds may result in an even better return for the
physician investors (though there are no guarantees
of such). Much of this depends upon the overall
success of the PE firm’s ability to aggregate more
practices and overall critical mass. Thus, selling to
Private Equity is particularly attractive to physicians
nearing retirement age.

Recent Trends

Private Equity’s involvement in
healthcare has evolved with time,
driven by changes to federal policy,
capital costs, and the increasing
commercialization of healthcare.
Traditionally, most physicians aligned
with hospital systems, and while this is
still prominent, the opportunities
availed by Private Equity investors
have opened new avenues. At the
forefront of Private Equity’s recent
approach is a pivot toward targeting
independent, outpatient physician
practices. In fact, more acquisitions
closed in 2020 were for Provider
practices than other healthcare
entities.

Private Equity continues to target fragmented specialties with
opportunities to consolidate care and achieve significant cost
savings through better deployment of technology. Provider
practices with proven track records of managing the business
and controlling costs are particularly attractive as they may
serve as the platform from which Private Equity builds out
market share via further acquisitions. Finally, certain specialties
ignite additional interest due to their unique circumstances,
including ASC and other procedural services sources. Notable
examples include Cardiology and Orthopedics.
The following chart shows the deal value and types of
entities acquired by Private Equity.
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Management Services
Organizations (MSOs)

Management Services Organizations (MSOs)
Management Services Organizations (MSOs) serve as an important
entity for physician practices partnering with Private Equity firms. They
represent a legal method of allowing physician groups to consolidate
and leverage greater control over a designated market. They are an
excellent vehicle to successfully manage billing, accounting, facility,
and other operational services; virtually every area of administrative
management may be housed within the MS. Central management of
these cost centers allows multiple physician groups to better control
their expenses while still benefiting from some degree of autonomy.
Additionally, multiple physician practices joining under one MSO can
take advantage of value-based reimbursement due to their larger
patient populations and improved data aggregation.

By joining together under MSO arrangements, multiple physician
practices benefit from enhanced payer acuity, better cost management
and overall delivery. These MSOs are often created as the first step for
Private Equity groups as they consolidate independent physician
practices under one roof.

In addition, MSOs often accommodate the PE firm’s need to
aggregate practices in areas of not just day-to-day operations but in
many instances, allow the transaction to entail purchasing the MSO
while the professional practice component remains owned by the
physicians. While in substance the PE still “owns” the professional
component, its technical form of purchase is in the MSO. Thus, many
states that have limits or even restrictions upon such a “corporate
practice of medicine” are able to still accomplish their
goals/objectives of practice acquisition.

Ambulatory Surgical
Centers (ASCs)

ASCs have recently become a hotbed of activity due to major
changes by CMS. As CMS continues to focus on reducing the
cost of care it has increased the number of procedures that may
now be performed in the lower-cost ASC environment. This path
toward shifting medical care to outpatient settings has been
bumpy, yet consistent. Commercial payers continue to follow
suit, upping reimbursement rates for surgeries performed in the
ASC. Thus far, ASCs have provided safe, quality results, and
private practices are expected to further their investments in
these facilities. ASCs provide an efficient way to care for patients
because they are usually able to manage the cost of care. ASC
procedures have proven to yield high-quality results, often
achieving good patient outcomes comparable to surgeries
performed in the hospital, but at a much lower cost. This is
attributable in part to advances in anesthesia and post-surgical
pain management, allowing outpatient facilities to care for
patients very well. Not only are patients satisfied with the level of
care, but they are also pleased with the greater degree of
flexibility in scheduling and related logistics. As elective
procedures grow, patient preference toward scheduling ease and
overall ASC efficiency will drive further demand for such
outpatient settings. Practices that take advantage of the growing
ASC demand and better cost management may realize excellent
financial outcomes along with the clinical ones—truly “win-win.”

Private Equity keenly identified this opportunity and aggressive
investments targeting ASCs are common. They provide
significant value to ASCs owned by practices, providing capital
for the expensive technology necessary to perform procedures.
ASCs’ value will continue to rise as payers shift their focus to
quality via outpatient settings and medical risks of such nonhospital OR needs lessen. While there are challenges toward
creating an ASC, most notably regulations concerning
Certificate of Need (CON) requirements, these rules vary by
state and may preclude new ASC developments, but overall are
not insurmountable.
The below chart depicts the past and future Medicare
savings by migrating procedures to ASCs.
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Cardiology

Cardiology
Cardiology is the latest specialty to garner significant attention from
Private Equity. Similar to other specialties attracting Private Equity
interest, Cardiology boasts significant tailwinds due to an aging
population, technological advancements, and regulatory changes to
both Catheterization Labs and ASCs. As the U.S. population ages, the
need for Cardiology services increases due to the prevalence of
numerous chronic cardiovascular diseases. Heart disease remains the
leading cause of death and is exacerbated by the unhealthy nature of
older patients. The most common risk factors for heart disease,
obesity, diabetes, and hypertension are conditions that Americans
suffer from nearly 93 million, 84 million, and 108 million, respectively.
Further, as life expectancy increases, the number of people with heart
conditions will climb.

Simultaneously, the supply of Cardiologists remains relatively
steady due to a high percentage of older physicians nearing
retirement and minimal efforts to replace them.
As demand continues to outstrip supply, Cardiology physician
practices that have consolidated the competition will enjoy great
demand for their services.
Technological advancements bring new possibilities to
Cardiology as well. MRIs and EKGs have improved resolutions,
allowing physicians to better diagnose heart problems. Stents
are made with lighter, more durable materials while improved
data capture and analytics assist with managing large patient
populations.
However, all this new technology is expensive and requires
significant capital outlay to reap the potential benefits. Private
Equity is adept at raising and deploying capital at the scale
required to achieve significant results.

Regulatory changes allow more procedures to be performed in
outpatient settings, whether an ASC or Catheterization lab. In 2019
and 2020, CMS added 23 new Cardiac Catheterization and
Coronary Intervention Codes to the Medicare ASC Approved list.
Percutaneous coronary angioplasties and percutaneous
transcatheter stent placements are two of the most prominent
procedures recently allowed to be performed in ASCs. Also of note
is the increasing need for vascular surgeries and cardiac
catheterizations. These procedures require expensive imaging
equipment and advanced operating rooms with specific
technology. The upfront cost can be out of reach for physician
practices, but a Private Equity partnership opens the door for this
revenue stream. Further, payers reimburse for outpatient
procedures at a higher rate than procedures performed in
hospitals. In fact, CMS reimburses procedures performed in ASCs
at 6-10x the rate of those done in hospitals. Practices that take
advantage of the newer value-based payment arrangements can
expect great returns. Physician practices of cardiac care
specialization that consolidate and offer robust ancillary services in
ASCs utilizing the latest technology stand to generate
considerable financial returns.

Orthopedics

Orthopedics
Orthopedics has always been attractive to investors due to several
favorable market forces. These include the large breadth of ancillary
services that orthopedics offers, the shift to outpatient surgical centers,
and growing demand from an aging population. Additionally, falling
reimbursement rates pressure physicians in smaller groups to realize
growth and often suffer lower compensation. The scale of these market
tailwinds is significant. First, the number of Americans over 64 years is
expected to reach $71.5 million by 2030. An aging populace is
particularly susceptible to bone and joint issues and demand extra care
from Orthopedic specialties. Further, advancements in care provide
patients suffering from chronic joint issues with surgical solutions or
even non-surgical treatment plans not previously available. Also, the
CMS-driven regulatory changes allowing more outpatient care are
significant and continuous.

The loosening regulatory requirements allow private practices the
ability to perform more procedures than ever before. Additionally,
these procedures are competitively reimbursed as CMS seeks to
incentivize faster expansion of outpatient care. Finally, the sheer
breadth of Orthopedic ancillary offerings promises the potential for
higher returns. Physical therapy, Imaging, EMG, DME programs, Sports
Medicine, and Pain Management are examples of the different revenue
streams that a sophisticated Orthopedics group may appropriately
provide, maintaining a fuller continuum of revenue and profit.

Private Equity seeks to capitalize on
these trends by first partnering with a
platform orthopedic organization with
strong operational management, a
robust array of ancillary streams, and a
visible connection to their community.
Private Equity can then use this group
as a springboard to expand ancillary
offerings and roll up further physician
practices, thus driving down
competition. Thus, orthopedics looks
to continue its position of enviable
attention from Private Equity.
Moreover, a full-service line of
musculoskeletal specialties can often
be assembled. This bodes well for the
physicians and other providers within
the service line and the Private Equity
firm, in partnership together. And, as
pointed out previously, health systems
may also join in the joint initiatives.

Other Specialties

While we have only concentrated on two of the
most prominent specialties, we would be remiss
to note that virtually all other specialties pique
Private Equity interest. While proceduralists are
more so of interest, even primary care invokes
Private Equity attraction. Likewise, multispecialty
groups create much interest. Specialties that
create value without excessive hospital utilization
have significant Private Equity firm niches.
Hospital/ASC-based specialties, from
anesthesiology to radiology to pathology, even
hospitalists, are prominently featured in
successful transactions. Suffice to say, there is no
specialty without some interest from Private
Equity.

Future of Private Equity
in Healthcare

Private Equity is fundamentally reshaping U.S. healthcare. Most
firms have deep pockets, a keen eye for opportunity, and an
extensive history of building successful businesses. Private Equity
capital, innovation, and operational excellence may help make
healthcare into a more effective ecosystem. Investors, physicians,
and patients will benefit from the collaborative, forward-looking
partnerships between Private Equity and physician practices.
Numerous investments and entities have already begun building
an improved healthcare system and profiting from their
successes. Due to significant market tailwinds, Private Equity
involvement is expected to increase further, and the number of
patients impacted by these developments will climb. With this
relatively new, dynamic player involved, health systems and
hospitals will continue to play a vital role. They may still affiliate
and partner with physicians and Private Equity. However, it will
require some new thinking and adjustments from their typical
mindsets. Physician employment, for example, may be replaced
by contractual arrangements that allow both “full” alignment
with hospitals and Private Equity firm affiliation. Time will tell
exactly how such relationships will unfold.

Private Equity
Methodology

Private Equity will maintain its opportunistic approach to achieve financial
success. Market forces, regulatory pressures, and technological innovations will
direct future Private Equity engagements. They will continue pursuing
fragmented specialties and work to bring much-needed consolidation. The
savvier Private Equity firms and their practices will learn how to be inclusionary
of all providers, especially hospitals. The average practice size will grow as new
organizations reap the considerable financial advantages afforded to larger
practices. These groups will take advantage of better scale and operational
efficiencies, better payer negotiation acuity, and improved means to raise
capital and fund new ancillary revenue streams. Private Equity will target new
specialties ripe for affiliation and further the development of existing specialties
into more cohesive, patient-friendly practices, albeit coupled to service lines.

Private Equity will target new specialties ripe for affiliation and further the
development of existing specialties into more cohesive, patient-friendly practices,
albeit coupled to service lines.
CMS-driven
cost
reductions
provide incentives to forwardthinking practices, able to adapt
to an ever-changing regulatory
environment. Private Equity’s
high energy mentality toward
expansion and development will
serve it well as the existing care
model is redrawn

Importantly, the changes medical
practices must now undertake
are capital intensive. ASC
buildout, underlying MSO or CIN
creation, and new technologies
are expensive and unattainable
by smaller, private physician
practices. Once seemingly, their
only option was to partner,
usually via employment, with a
hospital; now, another viable
option is available

Private Equity excels at raising and deploying capital, which uniquely positions it to
profit considerably from the impending healthcare changes. Firms will thus need to
partner with like-minded physician groups who are also determined to reshape
healthcare.

Physician Value

Physician Value
Physician partnerships are paramount to Private Equity’s successes in
healthcare, but the physician owners also stand to gain considerably.
Historically, physicians would spend 30 years building a practice
with a steady base of patients, only to retire without reaping the
full benefits of their hard work.
A trusted medical practice with a reliable patient population
carries tremendous intrinsic value.
Private Equity provides physician owners with a large cash
payment for the value the physicians created, notwithstanding
the income scrape derivation.
They also pay the most upfront of any options of affiliation,
making them an excellent partner for physicians nearing
retirement or help with succession planning.
Furthermore, since Private Equity funds the expensive technology
purchases and ASC buildouts, physicians can enjoy the new
opportunities they provide without taking on debt or at least direct risk
in such.
The value physicians gain from Private Equity partnerships extends
beyond the financial benefits. Working as part of a larger group lessens
the administrative and call burdens while providing fulfilling participation
in a collaborative community. A larger patient population allows
physicians to focus on value initiatives since it allows them to pursue
bundled and value-based payments. Instead of relying on antiquated feefor-service payment models, providers can focus on practicing medicine
and giving their patients the best possible care. Finally, and most
importantly, physicians who partner with Private Equity groups can help
direct the future of healthcare. A successful healthcare ecosystem must
have physician leadership so that patient needs and quality clinical
outcomes are given the full attention that they deserve.

Patient Perspective

Patients also benefit from innovative Private Equity and
physician practice partnerships. Traditionally, healthcare
was a local business heavily intertwined with the
community. As the world grows more connected, patients
can access medical services from regional, national, or
even global providers. While this brings great
opportunity, it is important that the patient-provider
relationship is preserved

Physician/Private Equity partnerships that place patient care at
the forefront of their business models represent an important
iteration in healthcare. Specifically, patients benefit from the
value pursuits that consolidated physician practices undertake.
Extra diligence is given to care for patients since value
payments increase based on the patients’ health and clinical
outcome. Aligning financial incentives with patient outcomes
results in a win-win scenario for everyone involved.

Furthermore, ASC procedures have increased quality
and better post-op care. As CMS allows more ASCs to
perform more procedures, the number of patients
positively impacted will grow. Finally, ASCs provide an
unmatched patient experience due to the flexible
scheduling options. Patients can schedule procedures
when it suits them and receive high-quality treatment
and world-class care, all without paying for expensive
hospital markups. With the right partnerships and
investments, the future of healthcare for patients is
bright.

Challenges

While generally we herein
present favorable traits of
Private Equity and physician
practice transactions, there
are definite challenges,
even negative obstacles
that deserve mention.
These negatives may vary
with the deal, but overall,
they often present
impossible hurdles to
overcome. We discuss these
briefly below.

Private Equity has investors who seek a return on their investment
and thus have an accentuated interest in profitability and “bottom
line” performance. This is not to say that Private Equity firms do not
care about the quality of care or clinical outcomes, but their ultimate
focus is on profitability and ROI. Management expertise and vision
are perceived to be less “mission directed” toward serving their
community and more experienced and focused on cost management
and profitability. This mindset is common in healthcare as there are
numerous for-profit hospitals and healthcare institutions, but it is a
shift from the traditional point of view. Private Equity ownership
sometimes creates the perception among patients that the practice
values its profits over the patient’s well-being and can reduce
patient satisfaction. However, existing for-profit medical enterprises
have successfully balanced patient-focused outcomes with
profitability, and Private Equity can balance both. Just as patients
may feel alienated, hospitals may not wish to work with Private
Equity groups either. Hospitals can feel threatened by Private
Equity’s involvement in their communities. However, such feelings
can be mitigated if not eliminated altogether. In short, hospitals
need not fear Private Equity firms but should even look for ways to
enhance their presence.

Partnership with Private Equity brings unique challenges for the
physician partners. Younger physicians may not be interested in
Private Equity ownership due to the reduced compensation and
shorter-term focus. Since their haircut is permanent, physicians
who stay in practice for a lengthy time after the initial sale may
be financially better off remaining in private practice.
Additionally, agreements involving rollover equity may entail less
cash up front. Further, physicians may not appreciate the loss of
autonomy and control. Private practice emboldens physicians
with the freedom to practice medicine how they wish, but a
partnership with Private Equity means ceding operational control
to the new owners. Further, ownership will likely change yet again
due to a subsequent sale of the practice. It is common for Private
Equity firms to seek a return on their investment within three to
five years and move to the next opportunity. Physicians should
carefully deliberate before selling to Private Equity as they will
lose much control of the practice and will not be able to revert to
the prior structure. Nonetheless, for the right physician and
practice, entering into a partnership with Private Equity can be a
lucrative, meaningful way to influence the community and
improve patient care.

Conclusions

So, where does this massively significant paradigm
shift to more and more Private Equity deals with
physicians take the healthcare industry in America? Is
it healthy? Is it consistent with so many hospitals and
physicians’ emphasis on patient care and treatment
regardless of ability to pay? Is the largely not-forprofit segment of the industry at odds with this
burgeoning affiliation model that makes no excuses
for its attitude of returning handsome financial
results to physicians and outside investors?

The answers to the questions and more are varied. If
it were a trial, the judge and jury would still be in
deliberation. But overall, Private Equity and
healthcare providers (including the federal and state
governments) can work together. Success, however
measured, is possible. Many drivers of Private Equity
transactions (e.g., quality, cost efficiency, patient
satisfaction, revenue enhancement, regulatory
compliance, etc.) fit quite well with the keys many
have touted for years as lacking within the current
healthcare structure.

Private Equity firms bring a fresh
and often healthy perspective on
these key issues. While in
balance, they are somewhat
controversial and even unpopular
to some sectors (such as many
hospitals and even the general
populous), when one drills down
on their tenets and realizes that
health systems may still align with
physician groups in virtually every
form but employment, any
trepidation should be lessened, if
not eliminated.
Private Equity’s involvement in
healthcare in America is not new,
but it is much more prominent.
Why? It works. It’s not perfect—it
has its flaws and challenges. But,
like most things in a capitalistic
system, it only gets better over
time. This will likely continue to
be the case in the coming years.
Therefore, it deserves concerted
consideration, respect, and
understanding.
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