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“You have to know the past to understand the present.”

-Dr. Carl Sagan



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 



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 
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Are we in a wave now?

“I am hard-pressed to recall when any sort of  
bubble was accurately identified in real time on the 
cover of  a major media publication. If  anything, 
the opposite is true.”

-Barry Ritholtz, , Co-founder, Chairman, and CIO of  
Ritholtz Wealth Management



Antitrust

• Sherman Antitrust Act of  1890
• Cornerstone of  all US antitrust laws

• Section 1: prohibits all contracts, combinations, and conspiracies in 
restraint of  trade

• Section 2: prohibits any attempts or conspiracies to monopolize a 
particular industry

• Government or injured party can file suit under this law and the court 
can decide the appropriate punishment

• Was it effective?



Antitrust

• Clayton Act of  1914

• Intended to strengthen the Sherman Act while proscribing certain business 
practices

• Clarified which business practices unfairly restrain trade and reduce competition

• The bill did not address the problem of  the lack of  enforcement agency charged with 
the specific responsibility for enforcing the antitrust laws

• Section 7: 

• “No corporation shall acquire the whole or any part of  the stock, or the whole 
or any part of  the assets, of  another corporation where in any line of  
commerce in any section of  the country the effect of  such an acquisition may 
be to substantially lessen competition or tend to create a monopoly.” 

• Only focused on the acquisition of  stocks, not asset acquisitions—loophole closed in 
1950



Antitrust

• Federal Trade Commission Act of  1914
• Created in response to the Sherman Act not giving the government an effective 

enforcement agency to investigate and pursue antitrust violations nor did they 
have the resources

• Established the FTC—which enforces FTC Act of  1914 and the Clayton 
Act

• Celler-Kefauver Act of  1950—“asset loophole” from Clayton Act
• Also prohibited vertical and conglomerate mergers when they were shown to 

reduce competition (more on this later)

• Previous mergers only focused on horizontal mergers



Antitrust

• Hart-Scott-Rodino Antitrust Improvements Act of  1976 (HSR)

• Increased FTC and DOJ enforcement power

• Prior to HSR, FTC and DOJ did not have the power to require the 
competitors (third parties) of  the merging companies to provide them 
with private economic data

• Allows FTC and DOJ to review proposed M&A in advance

• Established size-of-transaction threshold
• Must file if  the transaction is valued at $101 million or greater

• Unintended consequences?
• Stealth consolidation (more on this later)



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?
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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

General Deal Terms

• Before private equity buyout of  practice, profits are distributed to vested providers at 
the end of  the year  

• Private equity pays a higher acquisition price in exchange for the current physician owners 
agreeing to work for a lower annual salary has tax advantages:

o Allows the physicians selling the practice to convert some salary income (taxed at 
ordinary income rates and subject to payroll taxes) into long-term capital gains (taxed 
at preferential rates)

• If  a vested physician leaves before expiration of  contract, their equity becomes worthless 

• Noncompete and nondisclosure clauses in physician contracts that preclude physicians 
from practicing in areas where the private equity firm operates for a duration of  time

o Some states have outlawed this practice

o Some states enforce these clauses,  recognizing that a medical group also has a 
legitimate interest in retaining its patients and recouping its investment

o The Biden Administration has ordered the FTC to eliminate these clauses



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 providers 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 $101 M

o Anti-trust concerns

• Increased risks of  overutilization, overbilling, or upcoding

• Replacement of  physicians with advanced practitioners
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Evidence

• Nursing Homes (Private Equity and REITs)

• Hospice 



“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



CMS Nursing Home 
Ownership File

• A list of  ownership information for currently active nursing 
homes
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What is a REIT?

• For-profit public or private corporation 

• Invests in or fully owns income-producing properties 

• Pass-through entities 

o Tax exemptions if  REITs satisfy a series of  requirements related to 
sources of  income and assets

o This includes disbursing 90% of  taxable income to shareholders annually 
in the form of  dividends 

o If  requirements not met, they may lose tax-preferred status 

• What if  a facility is not affiliated with a REIT? 

o What is the most valuable asset of  a nursing home?
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REIT Structure

• Triple-Net Leasing Agreement (NNN)

• REIT acquires the nursing home operator’s property 
and then rents it back to the operator under a long-
term lease (landlord-tenant  relationship) 

• More traditional model

• Operator pays all expenses of  the property, including 
taxes, building insurance, and maintenance

• In addition to rent and utility costs paid to the 
REIT by the operator

• Prohibited from directly operating and collecting 
revenue from nursing home operations 

• REIT Investment Diversification and 
Empowerment Act of  2007 (RIDEA)

• Used to generate additional management contracting 
revenue for the REIT

• Allowed to collect TAXABLE revenue from nursing 
home operations

• REIT leases it property at “arms-length” to a Taxable 
REIT Subsidiary (TRS), which the REIT owns

• The TRS then contracts with an “independent 
nursing home operator”

• Like in NNN, operator pays all property expenses 

• REIT/TRS receives management fee for dedicating 
employees and time managing the property and 
providing operational guidance.

• Operator typically receives a fixed operating fee and 
can receive incentive payments if  profitability targets 
are achieved. 
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Simplified RIDEA Structure
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Leases

• Rent Escalators
• Typically, 2%-6% a year or tied to an inflation index 
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Advantages for Nursing Homes

• Master Lease Agreement

o Reduces operator’s financial risk

• REITs can help create efficiencies

o Proprietary IT infrastructure 

o Layers of  quality performance monitoring

o Facilitate group purchasing

o Operational expertise

• Infusion of  Capital—to conceivably improve quality of  care

• Operator can focus on brand strength, market-share growth, customer experience, 

and clinical care

o Does not have to focus on real estate
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Disadvantages that put operators at risk 

• Rent escalations

• Rising cost to operate

• Poor reimbursement 

• NNN structure minimizes risk to REIT—lease revenue remains 
consistent regardless of  operator’s financial performance and inflation 

• Under RIDEA structure—financial incentives may not align with 
resident care

• Critics argue these complex ownership structures limit REIT liability
• Piercing the corporate veil  



Nursing Homes with Active REIT Investment and Proportion of  
Beds by Hospital Referral Region (2021)



Top 5 Nursing Home Operators in REIT-owned 

Facilities

Unique 

Facilities Percent

Genesis Healthcare LLC 275 14.36

Ensign Group INC 120 6.27

Trilogy Management Services LLC 103 5.40

HCR Manor Care Services LLC (now ProMedica) 78 4.07

Consulate Health Care LLC (CMC II LLC) 70 3.70
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Top 5 REITs

Omega Healthcare Investors Inc (n=835)

Welltower Inc (n=307)

Caretrust REIT Inc (n=207)

Sabra Health Care REIT Inc (n=170)

Griffin-American/Northstar (n=103)







Implications

• An estimated 12% of  nursing homes have REIT investment

• Substitution of  labor after REIT-investment
• Unknown whether this impacts resident care at this time

• Not all deals are the same

• Organizational-level ownership
• CMS currently focuses only on facility-level (just as important) 

• A need for longitudinal CMS ownership data
• Needs to be regularly audited 

• A standard way to define institutional investors (i.e., private equity, REITs, 
venture capital, etc.)
• SEC filings of  Form D may be a standardized way 
• Rule 503 of  Regulation D of  the Securities Act of  1933



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 



Nursing Homes—How did we get here?

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



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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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



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 



Introduction: 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
• From 2010 to 2021: 

• 178 PE deals involving 853 agencies 

• 15 PTC deals involving 421 agencies

• PE and PTC owned agencies were in the lower 48 states

• Texas, California, and Georgia had the most acquisition activity

Figure: Geographical Distribution of  U.S. Hospices Owned by Institutional 

Investors

Figure: The Number of  Deals and Agencies Acquired by Private Equity 

Firms and Publicly Traded Corporations, 2013-2021



Introduction 
• In 2019, 16% of  Medicare beneficiaries received hospice care from private equity (PE) or publicly traded 

companies (PTC) owned hospices

• In 2021, this grew to 25.5%

• 14.5% in PE

• 11.0% in PTC

Figure: Percent of  Medicare Enrollees, by Ownership

Source: Irving Levin, Medicare PAC PUF 2013-2020





Implications

• Policymakers might need to consider additional regulatory 
safeguards:

• enhanced monitoring and reporting of  patient demographics, 
clinical conditions, and outcomes following acquisitions

• stringent oversight on changes in staffing and wage costs 
following acquisitions

• improved reporting of  ownership data

•More investigation into payment reforms to remove patient 
selection incentive based on length of  stay
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