30th Edition | 2024

Health Care Servic:esw
Acquisition Report

ms LevinProHC



THE HEALTH CA
ACQUISITI

Q@

R%@%v CES



Irving Levin Associates Publications and Services

Subscriptions & Memberships

LevinPro HC
LevinPro LTC

The SeniorCare Investor

o)
Publications % &%

The Health Care Services Acquisition Repﬁr}
The Senior Care Acquisition Report O\(/ \?~

S

Th&\lth Care S¥i c% Report
3 ,

rving Le¥WMAssociates, LLC

ust Q@An ite 202, P.O. Box 1117
aan, CT 06840

-846- Fax 203-846-8300

@levinassociates.com
www.levinassociates.com

Dylan Sammut
Kate Humphrey
Analyst: Avery Swett

© 2024 Irving Levin Associates, LLC
All rights reserved. Reproduction or quotation in whole
or part without permission is forbidden.

This publication is not a complete analysis of every material fact
regarding any company, industry or security. Opinions expressed
are subject to change without notice. Statements of fact have
been obtained from sources considered reliable but no
representation is made as to their completeness or accuracy.



https://www.levinassociates.com/levinprohc/
https://www.levinassociates.com/levinproltc/
https://www.levinassociates.com/levinproltc/
https://www.levinassociates.com/senior-care-investor/
http://www.levinassociates.com/dealmakers.htm
http://www.levinassociates.com/dealmakers.htm
https://www.levinassociates.com/healthcare-acquisition-report-2024/
https://www.levinassociates.com/senior-care-acquisition-report-2024/
http://www.levinassociates.com/dealsearch
http://www.levinassociates.com/dealsearch

Annual Report 2024

The Health Care Services @
Acquisition Report Q

Content
Preface CQQ/% \?\ 5

INrOdUCiON ..o NS fl N e, 6
Private Equmy r&th Care Ser@ ................ ‘ ................................... 9
.................................... % 1

ize ST, Nt 12
Q.M rgers mtmn Tr ............................................................... 14
& Hosp e ers a%v tions, by Number of Beds ... 15
% Si *Multi CIlITY ACQUISTTIONS .o, 16

% % ary of . H¥Spital Acquisitions, 2019 — 2023 ... 17
?\ @ealt@n MEA Activity, by Year ... 19
@ nms Announcing Two or More Hospital Transactions .............. 20

st Announced Hospital Transactions.............oooi 2]

t-For-Profit and For-Profit Acquisitions, by Beds Acquired................ 22

Hospital StOCKS, DY Year ... 23

Behavioral Health Care ... 24
Mergers & Acquisition Trends ... 26

Private Equity in Behavioral Health Care ... 29

Home Health & HOSPICE ..o, 3]
Mergers & Acquisition TrendsS ... 32

Private Equity in Home Health & Hospice................. 34

Physician Medical GrOUDS ... 36
Mergers & Acquisition TrendsS ... 37

SUDSECtOr BreakdOWNS ... 39

Private Equity in Physician Medical Groups ... 40

EHEAIN e 47
SUDSECtOr BreakdOWNS ..., 45



LevinPro HC Insights
The Changing Healthcare Real Estate Lending Market ... 49

What Is Value-Based Care? ... b4
Why Investors Shouldn’t Overlook the Rehabilitation Market ............... 6] :®

Hospitals and Private Equity: A Strateg

Healthcare Labor Shortage Issue SEN o\

Navigating Year Over Year Tr S@e P 3@

Market ... g v ...... ...................................
Spotlight Seriesm .. Ny oovevn.. x ................. % ...................................... 87

C rd@ and nting | @m Private Equity.................... 87

%Services NATNVESITNI ..o 92
&%ﬂwope C @ansolidati N the Role of Private Equity.................. 95

%&ology Valuations and Competition.............. 99

% The Gas
% % Oper@ﬁr to Private Equity and Consolidation ........... 103
N\



PREFACE

This is the 30" edition of The Health Care Services Acquisition Report, which de @all major
aspects of mergers and acquisitions in the healthcare services industry. This y% overage is
changed from previous years, based on the growing popularity of certain servi sectors. The
Hospital sector is still the primary focus of this report, but special emphas;j %@n to Behavioral
Health Care, Home Health & Hospice, Physician Medical Groups, eHeal e Outpatient Care
market, the latter two being new additions. We have deci includ and the Outpatient

Care market as part of our reporting because of their dance t althcare services. Investors

and players in the market are now acutely aware ojsell e diffeﬁ verticals.

Long-Term Care is not part of this annual r as it Q;Lred yearly in our companion

publication, The Senior Care, Acquisition o . We a exclude the other three healthcare
e

technology segments that track on thedata plat 8vinPro HC.: Biotechnology, Medical
Devices and Pharmaceutj€dls. X

Most transactions we?tt repo«&_{%the o@? newsletter Health Care M&A News and its
th Kl

companion publi n e wee ealt eal News and the quarterly Health Care M&A

Quarterly Rep& nsactiofis recor sed on the date of the announcement rather than

the closing e. Whe ann en t& uSually receives the most media attention and, more
e e

importan %cts ter\ labl @ arket at the time.
In prepasiQy this %We h vMated the previously reported deals based on deal details
from S

obtain th% ia, !ments and interviews to provide the most accurate information.
Transactions ed a € announcement are removed, and transactions announced in
corporate ealligs repo d elsewhere are added to the data.

We hope that the, ation in this report helps you make profitable business and investment
decisions. We hav®¥tried to obtain as much financial information as possible about each
transaction, such as its price, revenue and EBITDA multiples, but for many of the smaller deals

these figures are not available. Other factors influence the data, such as mergers between two not-
for-profits that do not, by definition, have a purchase price.

Dylan Sammut Kate Humphrey Avery Swett
Editor Editorial Analyst Editorial Analyst
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INTRODUCTION

There was no shortage of headwinds facing the 2023 healthcare M&A marke @ugh the
COVID-19 pandemic was officially declared over in May 2023 (globally and in tife Ugited States),

lingering effects took a toll on the industry. Organizations looking to grow y or expand
through M&A also faced high-interest rates due to inflation. Labor iss ¢erbated by the
pandemic continued to surface in 2023, especially at large healt terfis. Despite these
challenges, however, M&A activity remained high, h|sto C speaw%d ast. Compared with

2022, which had the highest volume of healthcare Wity o , deal announcements
declined. But compared with five years ago, the expl §~
Despite the headwinds, new opportunities in th et sp &A activity, too. Small physician

groups saw the benefit ijOII"I ng a Iarger ystem (
tragic rise of mental health ggles broug on by tffie

Brivate equity-backed platform. The
O¥1D-19 pandemic and substance use
iges and providers. There is also the shift

disorders created a surg demwand fo unseI|
to value-based care a tient es whj s rise to primary care operators that excel
in those models, furth%&

Compared W|t %ces sectors (and eHealth) experienced a 13%
decrease in IVI amount of pressure and the upheaval in the capital
markets, e |ne is than ected. If we include every sector covered on the LevinPro
HC platf eal v s at |ch is an 11% decline from the total 2,449 deals in 2022.
Serwces Mergers & Acquisitions,
by Year
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Source: LevinPro HC, February 2024
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2023 vs. 2022 Health Care Services @
Mergers & Acquisitions by Sector O
@)

Other Services 589

Physician Medical Groups 619

eHealth

Laboratories, MRI and Dialysis

Home Health & 505%
Behav% Ith Care

Ma

0 100 200 300 400 500 600 700
2023 m2022
Source: LevinPro HC, February 2024

Although none of the declines were sharp, deal activity dropped across nearly every sector in
2023. Activity in the Physician Medical Group sector decreased by 14% after reaching an historic
high of 619 in 2022, an annual record for any individual sector tracked by LevinPro, including Long-
Term Care. For most markets, there was an record-breaking level of activity in 2022, and in 2023,
it seemed to be a “cooling-off” period rather than a lack of interest. Not to mention the troubles
with headwinds and high interest rates led to lower prices and less buyer interest.

The only market to see an increase in M&A activity was the Hospital sector. Mergers between large
health systems across the country drove up deal volume, as those organizations sought scale and
market penetration to remain competitive in the industry. Hospitals were once the center of our
healthcare system, but as demographics and reimbursement models shift, health systems can no
longer rely on inpatient, facility-based care as the main source of revenue. An organization needs
to have a foot in each vertical, from home health to urgent care.

The Health Care Services Acquisition Report, 2024
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PRIVATE EQUITY IN HEALTH CARE SERVIC

Private equity (PE) firms have been active in health care services for years, and t iicipation
began to increase dramatically starting in 2017. Investment activity surged in 2Q22, §eaching 921
ir

deals, or 44% of all deal activity. However, in 2023, PE firms slowed down jhe A strategies,
with only 713 deal announcements, or 39% of all deals, the lowest we’v 8ince 2016. The
increase in interest rates has made it difficult and more costly for some l@ on more debt and

keep expanding in the market. % &

Even if PE firms have slowed down, they still comm Y of th hcare M&A market, building
regional and national platforms at a rapid pace. Acc@g to afepomBy PwC, PE firms in the United
States are equipped with $1.1 trillion in dry po ita their aggressive push into the
industry has caught the eye of regulators. y ke exami oll-up transactions, which are very
popular amongst PE and th&onsored pla¥orms in

a

Trade Commission filed ntitrust lgw8dt agains Mnhesthesia Partners and Welsh, Carson,
Anderson & Stowe, its prit%atelequityline

2021 2022
844 921 713

A% 43% 44% 39%
M25.68 $50.34 $15.63 $23.11
$ G 26% 16% 12% 32%

panies. Source: LevinPro HC, February 2024

Announced%lin

primarily because f
in 2021 when app

e firms and their portfolio companies is less consistent year over year,
ial terms aren’t disclosed in most of the transactions. A high was reached
tely $50.3 billion was reported.

Some sectors are more attractive than others, particularly the less capital-intensive Home Health
& Hospice. In 2023, only one of the 74 hospital deals were announced by PE-backed acquirers.
On the other end of the spectrum, 63% of the 535 deals announced in the Physician Medical Group
sector were carried out by PE firms or their sponsored companies. Both the Rehabilitation (52%)
and Behavioral Health Care (49%) sectors were similarly inundated by these firms.

Private Equity* Deals by Sector, 2023

Sector Deals PE Share of total
Behavioral Health Care 41 49%
Home Health & Hospice 38 39%
Hospitals 1 >1%
Labs, MRI & Dialysis 31 25%
Managed Care 7 23%
Physician Medical Groups 338 63%
Rehabilitation 26 52%
Other Services 132 24%
eHealth 41 49%

* = private equity firms and their portfolio companies. Source: LevinPro HC, February 2024
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Merger & Acquisition Trends

In 2023, 74 deals reached the final or definitive agreement stage, and 58 of those i olved
11 U.S. hospitals. The largest deal for a U.S.-based hospital was Novant Health Sygfemss=efCquisition
of three hospitals in South Carolina from Tenet Healthcare for $2.4 billion. The traﬁa}tion includes
Hilton Head Hospital in Beaufort County, Coastal Carolina Hospital in Ja County, and East
Cooper Medical Center in Charleston County, as well as associated physiCign ctices and other

related hospital operations. % &
Announced Hospital T ct'CP)thy Year
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Source: LevinPro HC, February 2024

In 2023, there were several mergers between major health systems. In 2023, there were 18
mergers closed between health systems, with each deal carrying an average size of 583 beds and
at least seven hospitals. The average target revenue of acquired health systems was approximately
$1.2 billion.

One of the largest mergers in 2023 was Kaiser Permanente’s acquisition of Geisinger Health, which
comprises 10 hospitals, a health plan with more than half a million members, 25,000 employees,
more than 1,700 physicians and 133 primary care and specialty clinic sites. Geisinger Health
generated approximately $6.43 billion in revenue and $289.4 million in EBITDA in 2021. Under the
terms, Geisinger would operate independently under a new subsidiary of Kaiser’s hospital unit after
the deal closes, which is expected early in 2024.

Regulatory roadblocks did suppress M&A numbers, delaying or blocking mergers altogether. In
February, the State University of New York Upstate Medical University and Crouse Health System
called off plans to merge, which they had been negotiating since April 2022. The Federal Trade
Commission voiced opposition to the deal, claiming it would leave the Syracuse market with only
two hospital systems. In an 88-page report, the FTC claimed that the combined entity would control
a 67% share of commercially insured inpatient services in Onondaga County.

The Health Care Services Acquisition Report, 2024
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OUTPATIENT CARE @
Arguably, the biggest shift in the industry over the past 20 years has been the introf value-
f t

based care reimbursement models. To answer the cost and quality-of- care | se models,
providers have moved patient care to lower-cost outpatient settings, such care clinics,
community health centers, urgent care clinics and ambulatory surge s (ASCs). It also
benefits the patient: no more overnight stays in the hospl and there’ @ced risk of hospital-
acquired conditions or healthcare-associated |nfect|o% &

And as patients become more aware and critical
can help there too. According to Debt.org, recejvi atme
in the emergency room can cost up to 5x mor

althcare, outpatient settings
on-life-threatening condition
ith treatment at an urgent care

clinic. In a blog post from BlyeCross Blue it st planned knee and hip outpatient
procedures are 30% to 4 less expens on_ak e than inpatient procedures. These
differences are making o pa ie tc |ons the eference for many patients.

All these changes
systems can no

a%ught entio oEnvestors both strategic and financial. Health
er ust i crea ital and bed count. Private equity, REITs, real

estate invest s a r corpo are all staking a claim in the market, and that is
driving deal @cliyity. De than 3x higher in 2023 compared with 2019, reaching
i egk in it 138 . Most deals in 2023 were for ASCs and freestanding

a five-ye
emer%en oms aIso s and for health clinics and urgent care facilities.

Ot@ t Care Mergers & Acquisitions, by Year
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https://www.bcbs.com/smarter-better-healthcare/key-trends/orthopedic-care/infographic/inpatient-vs-outpatient

LevinPro HC Insights @

Throughout 2023, the editorial team at LevinPro HC published a series of i overing
a wide range of topics and trends in the healthcare M&A market and the bYgagler industry.
We have included some of the top articles published on our pla »with updated

numbers and statistics to reflect the full year of M&A activity.

The Changing Healt Qﬁstate
O

Written by Dylan Sammut &

tg’ding t has b %&m upswing in recent years. The COVID-19

shift fr spitaNinffatient care to patients receiving most of their
treatment in out care settings, urgent care centers and medical

linicgesuch as a
office building db @ian gr emographic tailwinds and emerging value-based
care reimbu% mo% ea

% ed the industry to outpatient settings.
icalNDffice Perspective research report, the firm wrote that “the

The healthcare real e
pandemic acceler

funda onde ancvor healthcare services, even in times of economic uncertainty,
transla mand and investor interest in medical office properties.” Simply
put, providi ical office building or outpatient clinic is much cheaper than in a

rs underscore these trends. The healthcare real estate market was
2022 that pushed annual healthcare deal volume to a record high of
tions.

hospital, an M&
one of the key verfj
more than 2,400

Healthcare Real Estate Transactions,
by Year
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It’s Not Just a Private Equity Game — @
Traditional Health Systems Are Consolldatlr@

Written by Erin Laviola % .

Levin Associates attended AHLA’s Health Care Transact/ onfere pr/l 17-19, 2023, and
the insights shared below are from panel discussions % r obse rv in person.
ttra

Healthcare investments among private equity f|rm t of attention in recent years
but they’re far from the only players looking t date arket. Traditional not-for-profit
health systems are pursuing mergers an Q ons a an emphasis on cross-market

deals.
,\
Health systemv\gjf

Traditional he g |

there is a r prob

nan?%t?lreats

p stronger economies of scale because right now,
facing serious financial constraints, as laid out in the

Counsel ntura

Wilson Explai @ hi @ts due to increased labor expenses and rising interest rates,

coupled wi contributed to “razor-thin margins” for health systems.

@

The panel noted t 22, the median operating margin for hospitals was 0.9%, down from
3.8% in 2019. Morgl half of hospitals (53%) were projected to have negative operating margins
in 2022, up from 34%’of hospitals in 2019.

For comparison, the panelists cited median operating margins for other healthcare entities based
on company earnings reports from the fourth quarter of 2022:

Pharmaceutical companies like Pfizer and Merck: 25%+

Medical device companies like Abbott and Stryker: 10%-20%

Medical supply distributors like Cardinal Health and Amerisourcebergen: 5%-9%
Insurance companies like Cigna and United Healthcare: At least 3% and higher

“2022 was a real nail-biter from a financial perspective,” Wilson recalled. “We had hospitals and
health systems defaulting on their bond covenants and | was quite surprised at how many didn’t
default in some ways.”

“When my four daughters were young, they used to love to watch a show about a character who
had a no good, very bad, horrible day,” Kraemer shared, “and 2022 was a no good, very bad,
horrible year for hospital operations.”
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