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Th e in volvem en t of PE in h ealth car e h as exp loded in
respon se to th e pan dem ic an d forces d is r u p tin g th e m ed ical
sector . PE-backed acqu is ition s h ave dou bled s in ce 20 14,
par ticu lar ly in th e ou tpatien t su bsector . From a fin an cial
s tan dpoin t, PE often ou tper for m s oth er in ves tm en t classes .
Th e AHIP s tates th at PE-backed h osp itals earn 30 % m ore
reven u e th an facilities ow n ed by oth er en tities .
Alth ou gh w e h ave observed cases in w h ich PE-in ves tm en ts
fail th rou gh th e over op tim ization in s in gle operation al
aspects su ch as s taffin g, on e m u s t alw ays con s ider th e larger
scope of th e h ealth car e sector an d th e im por tan ce of qu ality
of car e . Th e n egative con n otation s of PE’s aggr ess ive grow th
s tr ategies w ill alw ays attr act pu blic debate , as seen in th e
case s tu dy. Non eth eless , PE fu n ction s s im ilar ly to all oth er
p rofit seekin g cor poration s in th e sen se th at cos t-cu ttin g
s tr ategies an d in cr eased pr ices u n der ly all bu s in esses th at
seek to gen erate bottom -lin e grow th . Th e d iffer en ce lies in
exit s tr ategies an d th e sh or t-term n atu re of th e du ration an
asset is h eld . Hen ce, do PE-in ves tm en ts in cen tivize over ly
aggr ess ive cos t-cu ttin g s tr ategies to facilitate p rofit in th e
sh or t ru n ?
Considering this question in the context of a healthcare
system will always be under close public scrutiny, is widely
fragmented payment system and lacks accessibility,
ambitious PE investors need to consider wider social issue
in any investment decision . Is th er e en ou gh room to toler ate
poten tial in ves tm en t failu r es in th e m ed ical fie ld?
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Recommendations

Pr ivate Equ ity (PE) is an altern ative in ves tm en t class th at
en ables in s titu tion al in ves tor s to acqu ir e u n lis ted pr ivate
com pan ies th rou gh a fu n d veh icle p rovided by th e PE firm .
Th e acqu is ition pr ocess by PE firm s en tails a m ajor ity s take
in ves tm en t (>50 %) or a fu ll leveraged bu y-ou t. Upon
acqu is ition , PE firm s often em ploy aggr ess ive gr ow th
s tr ategies to gen erate valu e. Typ ical exits vary, bu t m os t ar e
com m on ly betw een 3-7 year s after acqu is ition . PE fu n ds
ch ar ge h igh er m an agem en t fees th an oth er in ves tm en t
classes . Un like asset m an ager s , PE fir m s take on an active
role in th e m an agem en t of th e asset, often in s tallin g
h an dp icked sen ior execu tives . Fu r th erm ore, PE in ves tm en ts
u su ally take on large debt fin an cin g to leverage th eir
pos ition an d gain a con tr ollin g s take w h ich s ign ifican tly
in cr eases th e r isk of fu tu r e ban kru p tcy. PEs are
d isp r opor tion ately r ew arded on profitable exits (car r ied
in ter es t) w h en an in ves tm en t per form s w ell w h ile n ot
car r yin g th e tr ad ition al in ves tm en t r isks . In term s of
h ealth car e 's "pu blic-good ," qu ality-of-car e an d access ibility
n eed to be iden tified as th e m os t im por tan t m etr ics in
ben efitin g society. Th is r aises th e qu es tion w h eth er
aggr ess ive PE s tr ategies , th rou gh op tim ization in s in gle/few
dim en s ion s su ch as s taffin g, en d u p ben efitin g th e patien t or
if th is s im ply allow s PE to gen erate p rofit w h ile failin g to
im prove th e qu ality of car e .

What is Private Equity?

• Expenditure as % of US GDP: 19.7% (20 20 )
• Total Expenditure: US$ 4.1 tln . or  $12,530  per  cap ita
• Hospital sector com pr ises  >70% of Market sh are  
• EBITDA 2017 -2019: 5% (US$ 561 bln .)
• 1 in  4 adu lts  h ave tw o or  m ore ch ron ic h ealth  con d ition s

Outlook: 
• Projected EBITDA 2022 -2025: 6% (US$ 696 bln .)
• Projected total expenditure: US$ 6.3 tln . (20 28*) an d  r each  

US$ 8.3 tln . (20 40 *) 
Desp ite s tron g top an d bottom -lin e ou tlooks ,
m acroecon om ic factor s m ay create h eadw in ds du e to h igh
in flation . A s tu dy con du cted by McKin sey es tim ated th at
th ese factor s cou ld den t EBITDA prospects by US$ 70 bln .

American Healthcare sector 

Private Equity Deal volume

COVID Implications

From a 2022 Indiana University study:

Post -acquisition metrics

Th e COVID-19 pan dem ic h as h ad a s ign ifican t im pact on th e
h ealth car e in du s try. Th e per iod w as d ifficu lt for both payer s
an d pr ovider s . On th e oth er h an d , in n ovation an d
developm en t h ave scaled u p s in ce 20 20 , w ith a focu s on a
sh ift to ou tpatien t car e, m ore h olis tic h ealth services , an d
in creased d igitalization . As a resu lt, car e-delivery services
h ave seen th e s tron ges t gr ow th in th e h ealth car e sector in
20 21. Follow in g th e pan dem ic, th ere h ave been th ree
p r im ary tr en ds in th e Nor th Am er ican h ealth car e sector ,
in clu d in g ch an ges in popu lation dem ograph ics , ch an ges in
m ed ical car e paym en t m eth ods , an d th e gr ow th of th e
ou tpatien t sector .

Forces shifting the medical sector :

Evolving payer mix :
• Older , agin g popu lation leads payer sh ift tow ards th e

govern m en t segm en t th rou gh Medicaid /Med icar e
• Medicare advan tage h as becom e m ore popu lar th an fee-

for -service Medicar e
• Pos t-pan dem ic recovery cau ses a sh ift fr om Medicaid to

p r ivate m ed ical in su ran ce resu ltin g in in cr eased
reim bu r sem en t r ates w h ich im prove m argin s for
p rovider s

Shift to Outpatient care :
• In cr eased rep lacem en t of h igh -cos t acu te-car e (8-10 %

EBITDA) to pos t-acu te s ites (15-25% EBITDA) lead to low er
cos ts am on gs t p rovider s

• In cr eased dem an d for h om e-care an d vir tu al services
• Hosp ital segm en t expected to fall to 44% of provider

r even u e by 20 25
• Hen ce, p rovider s ar e likely to ben efit fr om stron ger p rofit

m argin s

Worsening of chronic conditions :
• Ch ron ic d isease bu rden s h ave in creased in r ecen t year s
• Likely to gr ow fu r th er as popu lation h as gr ow in g sh are of

elder ly peop le w h o requ ir e m ore m ed ical car e
• COVID-19 h as le d to a lag in r eceivin g vital h ealth car e an d

ch ecku ps as th e popu lation ten ded to delay th eir vis its
du r in g th e pan dem ic.

Case Study: Nursing homes
• Target : St. J oseph ’s Hom e for th e Aged
• Richmond, Virginia
• Previous Owners : Little Sis ter s of th e Poor (Religiou s

In s titu tion )
• Acquisition date : J u n e 20 21
• Acquirer : Th e Por top iccolo Grou p
• Deal value : u n d isclosed

Follow in g th e acqu is ition of th e n u r s in g h om e, Por top iccolo
im plem en ted th eir ow n m an agem en t u n der Accord iu s -
Health . With in w eeks , daily car etakin g s taffin g w as cu t by
40 -60 %. Repor ts sh ow th at som e m orn in gs on ly tw o n u r s in g
s taff m em ber s w orked a facility h ou s in g 72 elder ly.
Fu r th erm ore, Accord iu s filed a licen se to accom m odate for
“h igh er -n eed” patien ts . Su ch patien ts can be ch arged h igh er
r ates th rou gh th e Medicar e p rogram to gen erate m ore
reven u e. Ultim ately, th e h om e w as closed du e to pu blic
scr u tin y, n on -delivery of services an d failu r e to con tain a
Covid -ou tbr eak.
Th is acqu is ition por tr ays a clear failure in management .
Th u s , th is qu es tion s PE’s ability to generate investor profit
while maintaining adequate quality of car e . In th is case,
oppor tu n ities to gen erate efficien cies com e at th e cos t of
patien t car e . Hen ce, on e m u s t very carefully consider the
balance between business efficiencies and quality of
service to successfully operates in the healthcare space .
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Private Equity deals by healthcare subsector
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To fu r th er in ves tigate th e exten t to w h ich p r ivate equ ity
im pacts th e m ed ical sector , it is h elp fu l to com pile an d
com pare s im ilar case s tu d ies fr om oth er geograph ical
r egion s in th e Nor th Am er ican m arket. Given th e h igh ly
fr agm en ted US m edical sys tem , th e im plication s of PE
in ves tm en ts in h ealth car e likely vary elsew h ere.

Fu r th erm ore, it w ou ld be in form ative to observe th e sh ift to
m ed ical tech n ologies an d w earables . Follow in g th e
pan dem ic, I h ypoth es ize th at th e gen eral popu lation h as
becom e s ign ifican tly m ore aw are of th eir h ealth an d
w ellbein g. We see an u p tick in dem an d for p reven tative care
an d vir tu al con su ltation s , takin g th e h ealth car e sector by
s tor m . Th ese su bsector s m ay allow for m ore leew ay betw een
cu s tom er ben efit an d aggress ive grow th s tr ategies . Th u s , w e
m u st pon der if in ves tm en ts in su ch su bsector s allow for
m ore aggr ess ive grow th s tr ategies th rou gh PE m an agem en t.
Sin ce th is sector does n ot d ir ectly in volve vital patien t care,
w ou ld th is pave th e w ay to a s table m idd le grou n d betw een
seekin g profit oppor tu n ities an d offer in g th e pu blic th e bes t
car e poss ible?
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