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Sector spotlight: Physician practice consolidation
Overall healthcare merger and acquisition (M&A) activity continues to benefit from favorable growth dynamics such as the 
aging baby boomer population, increased millennial spending on health and fitness and readily available capital. M&A 
activity and consolidation of physician group practices has been particularly noteworthy.  

The high level of market fragmentation and presence of numerous private equity-backed platforms has created 
opportunities for regional and national roll-up strategies within specialty practice sectors such as dental, ophthalmology, 
dermatology, urology and radiology. Drivers for physician practice consolidation include evolving reimbursement models 
and the need to realize economies of scale.

• Value-based care initiatives have pushed prices down while staffing and rent costs have increased. Consolidation 
enables cost containment and synergies as fixed costs are spread across a broader base of clients providing a better 
value proposition for patients, providers and payors. Additionally, centralized administration removes non-clinical 
burdens such as reimbursement negotiations and bill collection from independent practitioners, allowing physicians to 
focus more on patients.

• Consolidation allows for large-scale investments, such as an updated electronic health information infrastructure 
necessitated by federal demands to measure quality and outcomes.

• Larger group practices will be at an advantage over smaller groups and provide for increased leverage with payors 
and bargaining power with vendors – critical to remaining competitive in the current reimbursement environment.

• Significant interest from private equity investors has led to attractive valuation multiples for physician practices, providing 
an exit strategy for later-career doctors and partial liquidity for younger physician partners interested in participating in 
the future growth of the practice.

Table 1: Select closed physician practice transactions – Q3-2017
    

Source: S&P Capital IQ; IBISWorld; Baker Tilly Capital insights (September 2017)
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Major U.S. indexes
The third quarter of 2017 (Q3-2017) showed positive performance for the broader U.S. equity market, as the S&P, DJIA 
and NASDAQ closed up 4.0 percent, 4.9 percent and 5.8 percent, respectively, for the quarter. For the 12 months ending 
September 30, 2017, the S&P, DJIA and NASDAQ closed up 16.2 percent, 22.4 percent and 22.3 percent, respectively.

Healthcare relative performance
As of September 30, 2017, three of the five healthcare sectors shown below exhibited declines on a trailing 12-month basis. 
Of the five healthcare sectors shown, the home health and hospice sector achieved the best performance. This sector 
exhibited stock gains of 44.5 percent, while the S&P 500 index realized a 16.2 percent return for the observed period.

Table 2: Healthcare relative market performance

Table 3: Indexed market performance by sector

Source: S&P Capital IQ and Baker Tilly Capital research (September 2017) 
 
LTM as of September 30, 2017 
 
EV = Enterprise value 
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Table 4: Healthcare guideline companies

Source: S&P Capital IQ and Baker Tilly Capital research (September 2017)
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Table 5: Historical median trading multiples

Source: S&P Capital IQ and Baker Tilly Capital research (September 2017)
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M&A activity
There were 284 reported M&A transactions that closed during Q3-2017, up from 277 transactions during the second quarter 
of 2017 (Q2-2017). Reported closed transactions in Q3-2017 decreased 27.4 percent compared to 391 closed deals for the 
same period in 2016. 

The aggregate deal value of the closed M&A transactions with reported values was $54.2 billion during Q3-2017. This is 
an increase from the total reported deal value of $15.0 billion in Q2-2017. We note that quarters with peak values were 
driven by large individual transactions that closed during each respective period, such as the first quarter of 2015 (Q1-
2015). Additionally, the first quarter of 2017 (Q1-2017) included the $30.0 billion acquisition of St. Jude Medical by Abbott 
Laboratories while Q2-2017 did not have any closed transactions with reported values above $2.5 billion. Q3-2017 included 
six closed transactions with reported values above $2.0 billion, which includes the $9.1 billion acquisition of VCA Inc. by 
Mars, Incorporated.

Table 6: Quarterly U.S. healthcare M&A activity for transactions closed 
Aggregate transaction value and number of deals

As detailed in Table 7 and Table 8, the closed Q3-2017 transactions with reported deal multiples1 had higher median 
revenue and higher median EBITDA multiples than the historic median multiples.

 

Source: S&P Capital IQ and Baker Tilly Capital research (September 2017) 
 
1 26 revenue multiples and 14 EBITDA multiples reported

Table 7: Quarterly M&A TEV / revenue multiples Table 8: Quarterly M&A TEV / EBITDA multiples
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U.S. middle-market healthcare M&A activity
There were 43 reported middle-market2 transactions that closed during Q3-2017, down from 52 transactions during Q2-2017. 
Reported closed transactions in Q3-2017 decreased 43.4 percent compared to 76 deals for the same period in 2016. 

The aggregate deal value of the closed middle-market M&A transactions with reported values was $9.1 billion during  
Q3-2017. This is an increase from the middle-market deal value of $7.9 billion in Q2-2017.

Table 9: Middle-market healthcare M&A activity for transactions closed 
Aggregate transaction value and number of deals

As detailed in Table 10 and Table 11, the closed Q3-2017 middle-market transactions with reported deal multiples3 had high-
er median revenue and higher median EBITDA multiples than the historic median multiples.

Source: S&P Capital IQ and Baker Tilly Capital research (September 2017)

2 Middle-market is defined as transaction values between $10 million and $1 billion

3 14 revenue multiples and seven EBITDA multiples reported

Table 10: Middle-market quarterly  
M&A TEV/revenue multiples

Table 11: Middle-market quarterly 
M&A TEV/revenue multiples
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Source: S&P Capital IQ and Baker Tilly Capital research (September 2017)
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Source: S&P Capital IQ and Baker Tilly Capital research (September 2017)
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Source: S&P Capital IQ and Baker Tilly Capital research (September 2017)



Tim Farquhar, CFA, CPA
Partner
314.290.3281
tim.farquhar@rubinbrown.com

Jeff Barnes, CFA
Manager
314.290.3276
jeff.barnes@rubinbrown.com   

Jeff Sackman, CPA, CGMA
Partner & Vice Chair
314.290.3406
jeff.sackman@rubinbrown.com

PRIVATE EQUITY SERVICES LEADERS

Ben Barnes, CPA, CGMA
Partner-In-Charge
314.678.3531
ben.barnes@rubinbrown.com

Tom Zetlmeisl, CPA, CFE, CFF, CGMA
Partner-In-Charge
Healthcare Services Group
314.290.3395
tom.zetlmeisl@rubinbrown.com

All information and analysis in this report is provided by Baker Tilly Capital, LLC, 
which provides investment banking services before, during, and after a sell-side 
or buy-side transaction. Baker Tilly Capital, member FINRA and SIPC, is a wholly-
owned subsidiary of Baker Tilly Virchow Krause, LLP. RubinBrown and Baker Tilly 
Virchow Krause are independent members of Baker Tilly International, the world’s 
ninth largest network of accountancy and business advisory firms.  

This information should not be construed as a recommendation, an offer of services, or an offer to sell, or solicitation of an offer to buy a particular security or investment strategy. The 
reader should not rely on this information other than as authorized by a written agreement with Baker Tilly Capital, LLC. The commentaries provided are opinions of Baker Tilly Capital, 
LLC and are for informational purposes only. While the information is deemed reliable, Baker Tilly Capital, LLC cannot guarantee its accuracy, completeness, or suitability for any purpose 
and makes no warranties with regard to the results to be obtained from its use, or whether any expressed course of events will actually occur. Securities involve risk and possible loss of 
principal. Past performance does not guarantee future results. No compensation has been paid to person providing a testimonial. Any testimonial is not representative of the experiences 
of other clients and is not indicative of future performance or success.

Securities, when offered, and transaction advisory services are offered through Baker Tilly Capital, LLC, Member FINRA and SIPC; Office of Supervisory Jurisdiction located at Ten Terrace 
Court, Madison, WI 53718; phone 800 362 7301. Baker Tilly Capital, LLC is a wholly-owned subsidiary of Baker Tilly Virchow Krause, LLP, an accounting firm. Baker Tilly Virchow Krause, LLP is 
an independently owned and managed Member of Baker Tilly International.

@RubinBrown

RubinBrown LLP

RubinBrown.com

1.800.678.3134

CHICAGO | DENVER | KANSAS CITY | LAS VEGAS | NASHVILLE | ST. LOUIS | ST. LOUIS CORTEX


