
 

 

The healthcare industry has faced an increasingly 

challenging operating environment in recent years 

driven by the recession and its modest recovery, 

healthcare reform, and downward pressure by 

federal and state budget cuts on Medicare and 

Medicaid reimbursement rates. To contain costs 

and remain competitive, the industry has seen more 

M&A and reorganization activity. Expansion is 

viewed as a viable solution to contain decreasing 

reimbursement rates and increasing operating 

expenses. 

 
Health care providers continue to consolidate to 

realize operating synergies and gain scale to 

effectively operate in an environment of tight and 

evolving reimbursement. In an environment of 

rising costs and increasing regulatory complexity, 

many smaller companies and physician practices 

will be unable to survive unless they partner or 

merge with other entities. 

 
Factors to Consider for Hospitals 

 

Though hospital demand softened during the 

recession as individuals lost health insurance and  

 

disposable income, in the future this will likely be 

offset by expected increased volume from the 

Patient Protection and Affordable  

 

Care Act (Affordable Care Act) which extends 

insurance coverage and is expected to reduce the 

number of uninsured. Inpatient admissions have 

declined due to the increase in outpatient 

procedures and a slow economic recovery that led 

to delayed procedures. Reimbursement from 

Medicare and Medicaid are expected to be strained 

as the government seeks to finance healthcare 

reform and states seek to deal with budget deficits. 

All of these factors suggest hospital consolidation to 

reduce cost, increase negotiating power, or grow 

through acquisitions to increase economies of scale. 

In fact, hospital deals were a major driver of M&A 

activity in 2013. 

 
Valuing hospitals starts with a revenue forecast 

that considers the impacts from the payor mix 

(Medicare/Medicaid, managed care, and private 

pay), inpatient/outpatient volume, capacity 

utilization (beds in service, ALOS by payors, 

occupancy rates), healthcare reform, regional 
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demographics, ancillary services offered, 

government and state reimbursements, and the 

economic recovery.  The forecast for expense 

should reflect staffing and physician resources 

and compensation, operating expenses (fixed and 

variable), and capacity/facility constraints. 
 
 
Factors to Consider for Physician Practices 

 

Revenues of physician practices are estimated to 

increase an average of 4.6% annually to $160.2 

billion in 2018, driven by the increase in the number 

of insured individuals due to impact of the 

Affordable Care Act, the continued improvement in 

the economy, and the aging population. This 

increasing demand falls on a limited supply of 

primary care physicians leading to wage increases 

(projected to be 2.9% per year). Pressure on 

physicians to be more efficient could lead to an 

increase in consolidation through mergers with other 

group practices or an acquisition by a hospital to 

leverage cost economies of scale. Medicare Primary 

Care Incentive Program (PCIP) provides a 10% 

bonus payment to eligible physicians for specified 

primary care services from January 1, 2011 to 

January 1, 2016. This bonus mitigates recent rising 

malpractice premiums and the costs of new 

technologies. 

 
Valuations of physician practices start with a 

revenue forecast that can be impacted by the payor 

mix (Medicare/Medicaid, Managed care, and 

private pay), healthcare reform, physician 

production by specialty, ancillary services offered, 

regional demographics, and the economic recovery. 

Similar to hospitals, expense forecasts reflect 

staffing and physician resources and compensation, 

operating expenses (fixed and variable), 

identification of abnormal, nonrecurring expenses 

and unusually high compensation. Terms with these 

deals are important and need to consider clawbacks, 

deferred earn out, and equity retention. Potential 

synergies can also be an important factor. 
 
 
Factors to Consider for Nursing Homes 

 

While the nursing home sector is expected to grow 

at 3.8% annually to $153.4 billion over the next 

five years, it is highly fragmented and characterized 

by a number of local and regional providers. As 

they evaluate current business models to combat 

changing industry conditions, we expect some to 

merge to broaden services (skilled nursing care, 

long term residential care and specialized 

healthcare services) and take advantage of new 

bundled Medicare reimbursement policies instituted 

by the Affordable Care Act. Owners are managing 

facility sizes to achieve higher occupancy rates, 

promote high-quality treatments, and support 

increasing private fees. Some seek to expand 

business segments to diversify revenue streams 

(workers’ comp or private insurance payors). 

 
When valuing nursing homes, the revenue forecast 

must consider the volatile Medicare/Medicaid 

environment, evolving service offerings, payor 

mix, healthcare reform, regional demographics, 

and the economic recovery. Expense forecasts 

should reflect the changing expense structure, 

including evolving service offerings, facility 

capacity, and operating expenses (fixed and 

variable). 

 
Factors to Consider for Home Health Providers 

 

Unlike the other health care sectors, despite strong 

past growth, revenues are expected to decrease an 

annualized 0.2% over the five years to $74.0 billion 

by 2019, driven mainly by the multi-year roll out over 

four year of a 3.5% annual reduction to the Medicare 

base payment for home healthcare services. However, 

demand for home healthcare remains strong as the 

growing elderly population prefers home care. 

 
The competitive landscape here is highly 

fragmented, with many small players offering a 

wide variety of services. There are relatively low 

barriers to entry and the industry is highly 

competitive. In addition, there are occasional 

reports of excessive profit margins and accusations 

of questionable business practices relative to 

Medicare patients leading to greater industry 

scrutiny. These factors may lead to additional 

mergers and acquisitions to boost profitability and 

provide specialized services. 

 
Valuations for home health providers should 

consider forecasts of the revenue impact from 

the reduction of Medicare/Medicaid rates 

(which represent as much as 80% of revenues) 

and future reimbursement risk, regional 

demographics, and any impacts of the 

economic recovery. On the expense side, 

consider the staffing and skilled provider 



 

resources and compensation as well as 

operating expenses (fixed and variable). 
 
 
Factors to Consider for the Hospice Sector 

 

Unlike home health care, the hospice sector is 

expected to experience significant growth for the 

foreseeable future from $19 billion today to $27 

billion by 2017, a 7.4% annual growth rate. 

Receiving end-of-life care in a non-acute setting is 

gaining popularity and acceptance (25% decline in 

acute hospital deaths). The Affordable Care Act’s 

focus on medical cost containment highlights 

hospice as a lower cost option for palliative care. 

The growth of an aging U.S. population will also 

have a positive impact. 

 
Like home health care, hospice is a highly 

competitive and fragmented market, dominated by 

small, not-for-profit community-based hospices 

(more than 40% are not-for-profit). Based on the 

CMS’s 

2014 Hospice Reimbursement Update, 
reimbursement increased by 1.7%, and a greater 
emphasis was placed on the reporting of quality Care. 

 
Valuation in this sector must consider forecasts for 

potential Medicare reimbursement cuts, the impact 

of healthcare reform, and like all of the others, the 

impact of regional demographics, economic 

recovery, and competitive forces.  On the expense 

side, consider the diverse staffing resources and 

compensation (nurses, social workers, therapists, 

physicians) and take a close look at operating 

expenses (fixed and variable). 
 
 
Factors to Consider for Physician Staffing 

 

The physician staffing sector is estimated to increase 

an average of 3.9% annually to $17 billion by 

2018, driven by a physician shortage and 

increased demand. Many hospitals and large 

medical facilities are turning to outsourced staff 

to manage various departments. Certain 

physician specialty areas are in high demand and 

low supply. At the same time, hospitals cannot 

support the high recruiting costs and increasing 

wages of physicians. Outsourcing staff helps in 

continual treatment of patients, prevention of 

revenue loss, and prevention of existing staff 

burnout. Approximately 2,600 out of 3,300 full 

time emergency departments use outsourced 

physicians. However, the sector is fragmented 

with as much as 50% of outsourced emergency 

department staffing contracts with a local 

provider. 

 
Valuing physician staffing firms starts with a 

revenue forecast considering potential 

Medicare reimbursement cuts, healthcare 

reform, regional demographics, economic 

recovery, and competitive forces.  On the 

expense side, a forecast of the high costs for 

physician recruiting, relocation, travel and 

retention should be considered. 

 
Conclusion 

 
The Affordable Care Act and its impact on 
reimbursements, demographics, and the economic 
recovery all impact valuations of health care entities. 
But each subsector has unique factors affecting 
valuations. As mergers and acquisitions across these 
sectors accelerate, there is an increasing need for a 
specialized understanding of health care industry and 
subsector valuations. 
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