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Health-Care Transactions Update: January

D eal activity in the health-care industry bounced
back in January, after a slight end-of-year lull in
December.

The bump is consistent with expectations that 2017
will be a good year to invest in the health-care sector.
Total transaction volume will meet, if not beat, 2016,
Bloomberg BNA’s transactions editorial advisory board
said.

Transaction value in 2016 also increased substan-
tially over 2015, according to year-end financial analy-
ses. The trend is likely to continue in 2017. The board
said even in the unlikely event the number of 2017
transactions decreases, the deals will likely involve big-
ger numbers.

For now, however, Bloomberg BNA’s select January
list shows 104 transactions announced and/or closed in
the first month of the year. ‘‘It isn’t a surprise to have a
bunch of deals close in January,’’ Gary Herschman, of
Epstein Becker & Green PC, Newark, N.J., told
Bloomberg BNA, because ‘‘sellers can defer payment of
tax on gains until April of the following year.’’

Many health-care industry players ‘‘intentionally de-
fer the closing of the transaction until January so that
more time can be had to deal with resulting tax conse-
quences,’’ Paul Gomez, told Bloomberg BNA. Gomez is
with Polsinelli, Los Angeles, and formerly was with Ep-
stein Becker & Green, Los Angeles.

This year’s bump may be higher than normal, how-
ever, ‘‘because of the hope that the tax rate for capital
gains in 2017 will decrease based on President Donald
Trump’s tax plan,’’ Herschman said. Gomez agreed,
saying more parties than usual might have been looking
to defer closings with the thought that a more favorable
tax plan will be in place by 2018.

Additionally, some of the January closings may stem
from delayed December closings. ‘‘Deals that were
originally scheduled to close in December may have
ended up requiring a bit more time due to delays in re-
quired regulatory approvals,’’ Gomez said.
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Optum Deal. Optum Inc.’s $2.35 billion acquisition of
Surgical Care Affiliates, announced Jan. 9, was a
‘‘huge’’ deal, Herschman said. SCA, headquartered in
Deerfield, Ill., operates a network of 185 multi-specialty
ambulatory surgery centers and seven surgical hospi-
tals across 33 states.

Victoria Poindexter, of Hammond Hanlon Camp LLC
in Chicago, told Bloomberg BNA Optum has been pur-
suing physician practices aggressively. It is ‘‘becoming
a provider and competing with health systems every-
where but in the hospital setting’’, she said.

Optum is UnitedHealth Group’s health services plat-
form. UnitedHealth Group’s other platform, United-
Healthcare provides health benefit plans, Medicaid
managed care programs and Medicare products and
services. With the growth of both platforms, United-
Health has become ‘‘much more than an insurer,’’ Poin-
dexter said.

Optum, with this transaction, ‘‘is placing a big bet’’
on outpatient care services, Herschman said. He pre-
dicted more providers will be looking to expand in this
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area, because outpatient care is the future of the health-
care industry. Providers are trying to find ways of car-
ing for individuals outside a hospital setting, which also
helps explain the growth in the home health sector.

Both ambulatory care centers and home health pro-
viders are good investments, Herschman added.

Insurance Merger Repercussions. Two recent legal de-
cisions blocking health insurer mergers might have
some impact on health-care industry transactions, Her-
schman said.

In late January, a federal court blocked Aetna Inc.’s
$37 billion deal to buy rival insurer Humana Inc.
(United States v. Aetna, Inc., 2017 BL 17951, D.D.C.,
No. 1:16-cv-1494, 1/23/17). Anthem Inc.’s proposed $48
billion purchase of Cigna Inc. was derailed in early Feb-
ruary (United States v. Anthem, Inc., 2017 BL 39459,
D.D.C., No. 1:16-cv-1493, 2/8/17).

Michael Tierney, of Hammond Hanlon Camp LLC in
Chicago, said the decisions are ‘‘huge indicators’’ that
only smaller insurer deals will go forward in the future.
The federal antitrust enforcers have made clear they
won’t rubber stamp deals having the same type of com-
petitive impacts as the Aetna/Humana and Anthem/
Cigna deals.

‘‘Those decisions, and other recent, significant
health-care antitrust decisions from the Third Circuit
[FTC v. Penn State Hershey Med. Ctr., 838 F.3d 327,
2016 BL 317602 (3d Cir. 2016)] and Seventh Circuit
[FTC v. Advocate Health Care Network, 841 F.3d 460,
2016 BL 362072 (7th Cir. 2016)] demonstrate the anti-
trust enforcement agencies may continue to aggres-
sively pursue narrow market definitions with some suc-
cess,’’ Gomez added.

But the insurer deals were ‘‘mega-mergers’’ that in-
volved four of the largest national players in the health
insurance industry, Herschman said. There aren’t any
national health systems that rival the insurers in size,
he said. A large health system might have numerous
hospitals throughout the U.S., but a merger between it
and another large health system probably wouldn’t
pose the same type of competitive threat as the insurer
mergers.

Additionally, an Affordable Care Act replacement
could ‘‘expressly encourage greater consolidation in the
health-care sector and provide greater protections
against antitrust enforcement,’’ Gomez said. ‘‘If done
correctly,’’ this development ‘‘would be welcomed by
certain health-care stakeholders and antitrust enforce-
ment agencies alike, who now regularly discuss and de-
bate the actual or perceived tension between antitrust
laws and health-care legislation and policy that encour-
age consolidation.’’

The antitrust agencies under the new administration
also may become more welcoming of remedies such as
divestment of assets, Gomez said.

Tierney and Herschman predicted hospital deals will
become more regionally focused, with less geographic
overlay. Deals between providers that don’t compete in
the same geographic market will move forward, Tier-
ney said. Herschman sees deals creating multi-state re-
gional systems becoming more common in the next
three to five years.

Health IT. Health information technology was second
only to long-term care in the number of deals an-
nounced and closed in January. Herschman predicted

investment in the sector will continue to grow in 2017
and 2018.

Tierney agreed. Health IT significantly reduces hos-
pital costs. Labor is a huge percentage of a hospital’s
costs, he said, and those costs can be lowered by using
technology for a variety of tasks, such as assigning
treatment codes.

Outside the hospital, technological advances have
made it possible for providers to monitor patients and,
in some cases, make suggestions for avoiding potential
chronic conditions. So much investment is taking place
in this sector, Herschman said, because it allows pro-
viders to inexpensively manage population health and
help individuals avoid future costly medical services.

‘‘Companies buying up these health-care technolo-
gies and applications will succeed,’’ he said.

ACA Repeal. Despite Trump’s campaign promises and
post-victory speeches, it is ‘‘clear the ACA won’t be flat
out repealed,’’ Herschman said. ‘‘Instead, the talk now
is that it will be ‘repaired’ by the end of the year.’’

Herschman called ACA repeal ‘‘a political land mine
for the Republicans, who don’t want 22 million people
to lose coverage due to their legislative changes.’’

‘‘It is a very fluid situation,’’ Gomez said. ‘‘Politicians,
the Republicans in particular, are balancing’’ repeal
promises against ‘‘an apparent shared, bipartisan desire
to find ways to avoid upsetting certain aspects of the
ACA that have bipartisan support, such as coverage
protections for pre-existing conditions.’’ Politicians also
are eager to avoid taking actions that could ‘‘increase
bad debt and charity care financial burdens on hospi-
tals and health systems,’’ he said.

No one knows the shape the repair will take or how
it will be accomplished, but Herschman predicted that
‘‘even if certain changes or repairs occur by the end of
the year, there will be a time period to allow a smooth
roll-out, so the changes would not go into effect right
away,’’ and maybe even as late as 2019 or 2020.

Value based purchasing programs (VBP) are ‘‘here to
stay,’’ Herschman said. The programs in effect so far
have succeeded in ‘‘enhancing quality while reducing
the costs of health-care.’’

This impacts health-care deals because major indus-
try players ‘‘will continue to seek transactions to strate-
gically position themselves for VBP in the future, which
entails significant capital and economies of scale.’’
Those are found more easily in larger, well-managed
organizations, he said.

ACA in Trouble Anyway. ‘‘There is definitely momen-
tum toward repair-repeal then replace’’ the ACA, Tier-
ney told Bloomberg BNA. There is ‘‘a favorable media
blitz about the ACA at the moment, but that blitz has
largely ignored the fact that the ACA was in real trouble
and would have required extensive repairs’’ regardless
of who won the presidential race.

‘‘Insurers have continued to drop out of the ex-
changes, enrollment is down and those trends will con-
tinue,’’ Tierney said. ‘‘The government subsidies aren’t
sustainable and haven’t been enough to limit the in-
crease in premiums, co-pays, co-insurance’’ and the
like, he said.

‘‘All eyes will be on Tom Price as he takes the helm
at the Health and Human Services Department.’’ Cur-
rent Republican proposals essentially take the highest-
risk individuals out of the exchanges and place them in
high-risk pools. But who will pay for the care those
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people receive if they aren’t in plans being subsidized
by healthy people? Tierney asked.

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 at PSturges@bna.com

The lists of select transactions involving health-care
providers, managed care and services companies for
January 2017 was compiled by health-care investment
bankers using publicly available information, includ-
ing articles, websites and press releases.
The January list is at http://src.bna.com/mdI.

Bloomberg BNA would like to thank its Health Care
Transactions Editorial Committee for their guidance:
Gary W. Herschman, of Epstein, Becker & Green
PC, Newark (gherschman@ebglaw.com); Paul
A. Gomez, formerly with Epstein Becker & Green, now
with Polsinelli, Los Angeles (pgomez@polsinelli.com);
Victoria Poindexter, of Hammond Hanlon Camp
LLC, Chicago (vpoindexter@h2c.com); and Robert
Aprill, of Provident Healthcare Partners LLC, Boston
(raprill@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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