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Health-Care Transactions Update: July

P hysician practice and health-care information
technology deals led the way in July as health-care
providers continue to look for ways to increase

quality while lowering costs, attorneys and bankers
who specialize in health-care transactions told
Bloomberg BNA.

Those two categories alone made up half the deals
shown on the July list of transactions compiled by Ham-
mond Hanlon Camp LLC, Chicago. Long-term care,
physician practice and IT comprised nearly half of
health-care industry transactions in 2016 so far, accord-
ing to a separate year-to-date list.

The activity mainly can be traced to changing pay-
ment models, such as the bundling of payments, and
the desire to increase reimbursements that are tied to
the quality of the care provided. In previous months, in-
creased activity in the nursing home, long-term care
and home health sectors was attributed to providers’
desire to be able to offer—and take advantage of the ef-
ficiencies created by—a continuum of care. That is, to
serve patients throughout the various stages of their
treatment and recovery, thereby lowering costs and en-
suring patients receive consistent, appropriate care.

As physicians and hospitals are becoming more and
more pressed by payment changes, including those con-
tained in the Medicare Access & CHIP Reauthorization
Act (MACRA) and the Merit-Based Incentive Payment
System (MIPS), they are seeing the benefits of joining
together, Bloomberg BNA’s transactions consultants
said. Physicians in particular are realizing they don’t
have the expertise to navigate the waters created by the
new rules and are looking for ways to acquire it, Gary
W. Herschman, of Epstein, Becker & Green PC, New-
ark, N.J., told Bloomberg BNA.

Physician Practice Segment ‘Hot.’ Deals involving ac-
quisitions and consolidations of physician practices are
‘‘hot and getting hotter,’’ Herschman, said.

Physicians are realizing they can increase their abil-
ity to meet their quality and payment goals by consoli-
dating and becoming a part of a larger entity, Her-
schman said. He predicted that trend will continue over
time. Within five years, there will be very few small to
mid-size practice groups, he said.

There are lots of options for physicians seeking to
grow, he said. They can affiliate with mega-sized physi-
cian groups, hospital systems, payer groups like insur-
ers and national strategic organizations that provide the
same type of service on a national scale. Additionally,

physician groups have opened themselves to deals with
private equity fund portfolio companies, Herschman
said.

As physicians’ financial risks grow and the quality
metrics that will be used to calculate their reimburse-
ments continue to evolve, it ‘‘may be comparatively
easier for larger and more integrated medical groups to
successfully adjust to and perform under these chang-
ing conditions, standards and requirements,’’ Paul A.
Gomez, of Epstein, Becker & Green PC, Los Angeles,
told Bloomberg BNA.

He noted that the transactions group predicted in
January that activity in the physician practice sector
would remain substantial, with both provider groups
and private equity groups acquiring or investing in
large primary care and multi-specialty practices. The
transactions through July appear to bear that out, he
said.

IT Plays Role. Providers also are looking to IT to help
them better navigate the changes in reimbursement
that are based on the provision of quality and cost-
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efficient care, which in turn will enable them to main-
tain or increase revenues rather than suffer decreases,
Herschman said. Products and services acquired
through IT transactions will enable them to save money
they otherwise would have paid to outside entities.

Again, the group said in January that IT investment
would continue throughout the year, and it has been the
leading transactional sector overall for 2016. Providers
increasingly are seeing the need for sophisticated IT ca-
pabilities, Gomez said.

‘‘More sophisticated healthcare IT and data gathering
and analysis capabilities address particular patient
needs in a more precise and effective manner,’’ Gomez
said. ‘‘It can also help standardize’’ and identify patient-
care practices that have been shown to be the ‘‘most ef-
fective in helping address particular patient populations
and conditions, as well as wellness and prevention mea-
sures.’’

IT investment and physician practice consolidations
go hand-in-hand, Herschman said, because bigger sys-
tems have more money to invest in IT. Some larger pro-
viders and companies spend tens of millions of dollars
in developing advanced IT and EMR systems over mul-
tiple years. Having that development capability in-
house will provide substantial economies of scale, he
said.

Private Equity Investment Strong. It’s also becoming
more clear that changes will be required to maximize
revenue under the new payment models, Herschman
said. Physicians need capital to navigate that new reim-
bursement environment, and private equity increas-
ingly is providing it, he said.

Greg Wappett, of Provident Healthcare Partners LLC,
Boston, told Bloomberg BNA that private equity invest-
ment is a ‘‘great trend’’ because it means blue-chip in-
vestors, at least in the middle market, see health-care as
a smart, profitable investment.

Investment slowdowns seen in other segments of the
economy aren’t affecting the health-care industry at
this time, he said. Private equity firms are investing in

physician practices (and other health-care segments)
with the expectation that they’ll grow the businesses
over a few years, then sell the businesses at a profit.

Private equity is investing in strategic transactions—
i.e., consolidations among groups that provide the same
types of services—and cross-sector consolidations,
Wappett said. He added that he doesn’t expect to see a
slowdown in the coming months, although there are a
couple of developments that could add uncertainty to
the market.

The first development involves the Federal Trade
Commission’s challenges to mergers in the health in-
surance industry. The agency is trying to block the
merger of Aetna and Humana and has moved to stop
Anthem and Cigna from merging as well.

The FTC’s actions might cause a slowdown in payer
consolidations, Wappett said, simply because ‘‘no one
knows what the landscape is going to look like’’ when
the dust settles. Additionally, the FTC’s challenges
could lead to a slowdown in payer investment in other
segments of the health-care industry, but Wappett
doesn’t see that as having much impact over the next
few months.

The second development that might affect the health-
care market is the election—more particularly, whether
either the president-elect or the party in power is able
to develop an effective game plan to repeal the Afford-
able Care Act, Wappett said.

‘‘The health-care industry has been operating under
the assumption that Obamacare is here to stay,’’ Wap-
pett told Bloomberg BNA. A change might lead to a
slowdown in transactional activity until there is clarity
on a replacement for the ACA, he said.

Hospitals and Managed Care. Consolidations and ac-
quisitions are holding steady in the hospital and health
systems sectors, accounting for 12 percent of transac-
tions announced or closed in July, and 10 percent year-
to-date. Again, the trend is expected to continue, de-
spite high-profile FTC challenges to system mergers in
Chicago and Pennsylvania.

‘‘In two to three years, it will be rare’’ to see single,
independent hospitals, Herschman predicted.

One of the biggest developments was the closing of
the Providence Health & Services/St. Joseph Health
merger, a transaction originally announced in August
2015. The deal brings together 50 hospitals in Califor-
nia, Texas, Oregon and other states, according to pub-
licly available information.

An interesting example of a developing trend involv-
ing transactions that give hospitals the opportunity to
provide care in settings in which they traditionally
didn’t operate occurred in July, according to Michael
Tierney, of Hammond Hanlon Camp LLC, Chicago.

Massachusetts-based Tufts Medical Center and
Circle Health, d/b/a Lowell General, merged in 2014 to
create Wellforce Health. On July 5, Wellforce an-
nounced its intention to merge with Hallmark Health
System. The new combined entity will consist of three
entity-owned hospitals, three affiliated community-
based hospitals and several ancillary services providers.

The merger ‘‘allows Tufts, an academic medical cen-
ter, a chance to provide care in a new setting,’’ Tierney
said. ‘‘The community hospitals can deliver lower cost,
lower acuity care than the large academic medical cen-
ters.’’
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Tierney told Bloomberg BNA that the expanded
reach will allow Tufts to provide its academic medical
center-level of care in a lower-cost community-based
setting, an area it hasn’t traditionally been able to ac-
cess.

Ironically, the failure of a planned merger with Part-
ners HealthCare gave Hallmark the opportunity to pro-
ceed with the Wellforce deal, Tierney said.

In the managed care realm, UnitedHealth Group an-
nounced at the end of July its acquisition of not-for-
profit Rocky Mountain Health Plans, Colorado’s third-
largest health maintenance organization, Victoria Poin-
dexter, of Hammond Hanlon Camp LLC, Chicago, told
Bloomberg BNA.

The transaction is significant because ‘‘very few man-
aged care transactions have been announced this year,
and very few’’ of those deals involved nonprofit plans,
she said. ‘‘The vast majority of’’ nonprofit HMOs, par-
ticularly provider-based plans, ‘‘were divested in the
prior decade after suffering sizable losses,’’ Poindexter
said.

The HMOs ‘‘that were retained have generally per-
formed well and have been integral to the strategies of
their sponsors,’’ she added. ‘‘Interestingly, many pro-
viders, now larger through consolidation and respond-
ing to population health demands, are once again creat-
ing health plans.’’

‘‘Time will tell’’ whether the new plans ‘‘will be more
successful than those created in the last round,’’ Poind-
exter said.

BY MARY ANNE PAZANOWSKI

To contact the reporter on this story: Mary Anne Pa-
zanowski in Washington at mpazanowski@bna.com

To contact the editor responsible for this story: Pey-
ton M. Sturges in Washington at psturges@bna.com

The lists of select transactions involving health-care
providers, managed care and services companies for
July 2016 and for 2016 year-to-date were compiled by
health-care investment bankers using publicly avail-
able information, including articles, websites and
press releases.
The July list is at http://src.bna.com/hMs.
The year-to-date list is at http://src.bna.com/hMq.
Bloomberg BNA would like to thank its Health Care
Transactions Editorial Committee for their guidance:
Paul A. Gomez, of Epstein, Becker & Green PC, Los
Angeles (pgomez@ebglaw.com); Gary W. Herschman,
of Epstein, Becker & Green PC, Newark, N.J.
(gherschman@ebglaw.com); Victoria Poindexter, of
Hammond Hanlon Camp LLC, Chicago (vpoindexter@
h2c.com); and Greg Wappett, of Provident Healthcare
Partners LLC, Boston (gwappett@providenthp.com).
Epstein, Becker & Green PC did not comment on any
particular transaction or party discussed or listed in
this article.
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