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Commission to examine the role that private equity (PE) plays in the Medicare
program. Private equity refers broadly to any activity where investors buy
an ownership, or equity, stake in companies or other financial assets that are
not traded on public stock or bond exchanges. One type of PE activity that
has drawn growing attention in recent years involves investment firms that
purchase companies and then try to improve their operational and financial
performance so they can later be sold for a substantial profit. These types of
acquisitions have become increasingly common in many parts of the economy,
including the health care sector.
The advantages and disadvantages of PE investment in health care have
long been a topic of debate. Supporters argue that PE firms improve the
performance of the companies they acquire, generate better returns than other
types of investments, and provide a way for health care companies to obtain
capital. Opponents argue that PE firms can weaken the long-term health of the
companies they acquire by weighing them down with debt, increase health
care costs by using market power to obtain higher payment rates, and do little
to improve quality.
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Committee questions and our responses

What are current gaps in Medicare data that create issues in tracking private
equity investments in Medicare? Are there levers that facilitate or allow for
the collection of PE-related information in the current Change of Ownership
(CHOW) process administered by the Centers for Medicare & Medicaid Services?
Understanding which individuals or entities own a Medicare provider and their
track record of operations could help to improve oversight and safeguard patient
care. Transparency of ownership information may help not only beneficiaries
and their families as they select health care providers but also researchers as
they analyze the effects of PE backing. CMS primarily collects data on provider
ownership to support the enrollment process, payment, and fraud prevention, rather
than research on the prevalence of different types of ownership. Observers have
noted for many years that the ownership data submitted to CMS are incomplete and
sometimes inaccurate. One particular obstacle is capturing accurate ownership data
for providers (such as nursing homes and some hospitals) that are part of complex
corporate structures with multiple levels and subsidiaries. As a result, CMS’s
ownership data typically do not indicate a parent organization atop a hierarchy of
legal entities. More complete ownership data and greater transparency of ownership
are highly important. However, under constrained resources, the feasibility of
CMS identifying parent organizations for large numbers of Medicare providers and
suppliers is a difficult challenge.
What are private equity funds’ business models when investing in health care?
How do these strategies vary by health care setting?
We examined PE business models in three key sectors: hospitals, nursing homes,
and physician practices. PE firms have made investments in each sector but have
a limited presence: We found that PE firms own about 4 percent of hospitals and
11 percent of nursing homes. We do not have a comparable figure for physician
practices. At least 2 percent of practices were acquired by PE firms from 2013 to
2016, but that figure does not account for previous PE acquisitions and appears to
have grown since then.
Because there is no single comprehensive source of ownership information,
researchers compile data about PE ownership from proprietary datasets and public
announcements. As a result, the estimated numbers of health care providers with PE
backing are likely too low.
PE firms use several common strategies to make the providers they own in these
sectors more profitable. Many of these strategies are also used by for-profit
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providers that are not PE owned. Some of those strategies focus on increasing
revenues (such as providing more services, shifting toward a more highly
compensated mix of services and procedures, or raising prices where possible),
while others focus on reducing costs (such as taking advantage of economies of
scale and lowering labor costs). Other strategies are more relevant to individual
sectors, such as selling off a nursing home’s real estate or creating larger physician
practices by acquiring a large “platform” practice and then buying smaller practices
in the same market.
How has private equity investment in health care affected Medicare costs and the
beneficiary and provider experience?
For hospitals, where it was easier to identify the relatively small number of PEowned facilities from public sources compared with other sectors, we found that
PE-owned facilities tended to have lower costs and lower patient satisfaction than
other for-profit and nonprofit hospitals. However, the differences among the three
groups were relatively small and may not be caused by PE ownership.
For nursing homes, the research literature is somewhat dated and the findings on the
effects of PE ownership on financial and quality of care indicators are mixed.
For physician practices, there is minimal peer-reviewed, empirical evidence of
the impact of PE ownership on Medicare spending, quality of care, and patients’
experience.
To what extent are private equity firms investing in companies that participate in
Medicare Advantage, and is it possible to evaluate the effects of such investments
on Medicare costs?
We found that PE funds own about 2 percent of the companies (6 out of 309)
offering Medicare Advantage (MA) plans in January 2021. The plans offered by
those PE-owned companies account for a little less than 2 percent of overall MA
enrollment. We also identified another 25 companies that have received other types
of PE investment, largely venture capital. These companies are often startup firms
that focus exclusively on the MA program, and many target specific niche markets,
such as beneficiaries living in nursing homes. This group of companies accounted
for about 1 percent of overall MA enrollment.
In addition, PE firms (again, largely venture capital firms) have invested in a range
of companies that work for MA plan sponsors. Many of these companies provide
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services or care management to enrollees, and several are paid using value-based
contracts where they bear some financial risk for enrollees’ overall health costs.
We did not find any research that examines the effects of PE investments in MA
companies on Medicare costs, and we believe that such an analysis would be very
difficult to conduct due to various data limitations. ■
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What do we mean when we use the term
private equity?

Background
The term private equity (PE) refers broadly to any
activity where investors buy an ownership, or equity,
stake in companies or other financial assets that are not
traded on public stock or bond exchanges. One type of
PE activity that has drawn growing attention in recent
years involves investment firms that purchase companies
and then try to improve their operational and financial
performance so they can later be sold for a profit. These
types of acquisitions have become increasingly common
in many parts of the economy, including the health care
sector.

The term private equity refers broadly to any activity
where investors buy an ownership stake, or equity, in
companies or other financial assets that are not traded
on public exchanges like the stock and bond markets.1
The term sometimes generates confusion because it
encompasses a wide range of investment activities that
can differ in important respects. For example, the financial
sector considers all of the following types of investment to
be private equity:
•

Venture capital (VC) involves investments in startup
companies that are developing new technologies or
business models. These companies often need capital
for activities such as research and development,
but they have not yet demonstrated that they can be
profitable and thus cannot obtain capital by borrowing
from a bank or issuing bonds. VC investors provide
capital for startup companies in exchange for a partial
ownership stake. These investments carry a high
degree of risk since the companies involved are new
and unproven, but VC investors can earn significant
profits from companies that later become successful.

•

Growth capital involves investments in companies
that have moved beyond the startup phase—they have
demonstrated that they can be profitable—but need
capital to expand their operations. As with VC, growth
capital investors typically receive a partial ownership
stake when they invest in a company (although some
may purchase a majority stake), and the company’s
existing management usually remains in place.
However, these investments are considered less risky
than venture capital because they involve companies
that have shown their viability.

•

Buyouts involve investments in established
companies, which can be either privately owned or
publicly traded. Unlike the two categories above,
buyout funds purchase at least a majority ownership
stake when they invest in a company. When a buyout
fund takes full ownership of a company that had
been publicly traded, the company is “taken private,”
meaning that it becomes a privately owned entity
and its shares are no longer bought and sold on the
stock market. The buyout fund takes full control
of the company and can either retain or replace the
company’s management. In many instances, the

In March 2020, the chairman of the Committee on Ways
and Means asked the Commission to examine the effects
of private equity on the Medicare program. The request
asked the Commission to answer four questions, to the
extent feasible:
1. What are current gaps in Medicare data that create
issues in tracking private equity investments in
Medicare? Are there levers that facilitate or allow for
the collection of PE-related information in the current
Change of Ownership (CHOW) process administered
by the Centers for Medicare & Medicaid Services?
2. What are private equity funds’ business models when
investing in health care? How do these strategies vary
by health care setting?
3. How has private equity investment in health care
affected Medicare costs and the beneficiary and
provider experience?
4. To what extent are private equity firms investing in
companies that participate in Medicare Advantage,
and is it possible to evaluate the effects of such
investments on Medicare costs?
This chapter provides our responses to the questions
specified in the request. The request expressed interest in
a quantitative analysis of the effect of PE ownership, if
feasible, but this kind of analysis is often quite difficult
to carry out due to the lack of good data about which
providers are owned by PE firms, which we discuss in
more detail in this chapter. As a result, the work in this
chapter is based primarily on a combination of literature
review and interviews with outside experts such as
representatives of PE firms, researchers, and consultants.
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company’s management team will also take a partial
ownership stake. Buyout funds will spend some of
their own money to buy a company, but they usually
finance more than half of the cost of the acquisition
by borrowing money. The use of borrowed money, or
debt, to help finance an investment is often referred
to as leverage because it allows the borrower to use
less of its money to make a given investment, which
potentially enables the borrower to earn much greater
returns (while also potentially exposing the borrower
to much greater losses). Since buyout funds rely
heavily on borrowed money to purchase a company,
their acquisitions are sometimes referred to as
leveraged buyouts.
Within the health care sector, the growing prominence
of PE firms in recent years largely reflects the actions of
companies that have been acquired through buyouts. For
example, some of the physician staffing companies that
have engaged in the controversial practice of “surprise
billing,” where providers such as emergency department
(ED) physicians and anesthesiologists bill for services
using out-of-network rates, have been owned by PE funds
that pursue buyouts. As a result, we focused primarily
on buyouts in responding to the congressional request
and will use the term private equity to refer to them
specifically unless noted otherwise.
Private equity investments have been
growing
The amount of public equity in the U.S. dwarfs the amount
of private equity. In 2019, public market capitalization
totaled over $37 trillion, compared with aggregate North
American PE assets under management—including
buyouts, venture capital, growth capital, private debt, real
estate, and other types of investments—of about $3 trillion
(McKinsey & Company 2020, Siblis Research 2020).
(Those figures pertain to the overall economy, not just the
health care sector.) Stock exchanges remain the key source
of investment funds among very large corporations and
growth companies with large capital requirements because
public exchanges have been perceived as the lowest cost
way to access sizable amounts of financing (Moon 2006,
Rosov 2018).
Nevertheless, over the past several decades, the importance
of private equity in the U.S. economy has grown
dramatically. Between 1996 and 2012, the number of
companies listed on U.S. public stock exchanges fell from
more than 8,000 to about 4,100 (Doidge et al. 2017).2
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Meanwhile, between 2006 and 2017, the number of PEbacked U.S. firms grew from around 4,000 to about 8,000
(McKinsey & Company 2019). One reason for the decline
in public listings is that the average size of listed firms
increased. However, the trend also reflects the fact that
listing one’s company on a public exchange may no longer
be as important for obtaining access to capital as in prior
years.
Buyouts are the leading category of PE investment. As
of 2019, total North American PE buyout assets under
management totaled $1.24 trillion—nearly three times
the size of venture capital, the next-largest category
(McKinsey & Company 2020). PE firms have been around
since at least the 1970s, but the use of leveraged buyouts
as a method of acquiring companies first became more
noticeable in the 1980s (Kaplan and Stromberg 2009). The
crash of junk bonds in the late 1980s and early 1990s led
to the default of a few high-profile firms acquired using
leveraged buyouts, and there were few PE acquisitions of
publicly traded companies in the 1990s. Nevertheless, PE
firms continued to purchase divisions of public firms and
private companies. After declining in the early 2000s with
the collapse of the “dot-com bubble,” PE buyouts of public
firms reemerged in the mid-2000s.
Several reasons account for the rise of PE leveraged
buyouts. First, the use of debt (borrowed money) has had
a lower cost of capital than investor equity because of
lower risk and because interest payments on loans can be
deducted from corporate income taxes.3 Interest rates have
also remained low since the 2008 financial crisis. Relative
to publicly traded markets, private investments (including
PE buyouts) are subject to fewer disclosure and regulatory
requirements of securities law. Further, under accounting
rule changes, public and private pension funds have been
required to recognize their unfunded liabilities, many of
which are substantial. To help make up those shortfalls,
some pension funds have sought investments with higher
returns, and PE firms have been perceived as offering such
returns. PE investments have also been seen as a way to
diversify the portfolio of institutional investors such as
pension funds.
Key elements of the private equity model
The PE firms that specialize in buyouts vary greatly in size
and in the types of companies that they purchase, but they
nonetheless have a number of common features, and their
investment activities follow a distinctive life cycle. In this
section, we briefly outline the basic elements of the PE
model.

Raising money from investors

The life cycle of private equity investment begins with
a PE firm raising money from outside investors and
pooling it into an investment fund. Each investment fund
operates for a specific period of time, usually around
10 years (Mercer 2015). Most PE firms raise money
for new investment funds every few years and thus
oversee multiple funds. According to one report, PE
firms managed an average of 4.5 funds in 2019 (Bain &
Company 2020b).
The Securities and Exchange Commission (SEC) limits
participation in PE funds to “accredited” and “qualified”
investors—including institutional groups such as pension
funds, university endowments, foundations, banks,
and insurance companies, as well as individuals who
meet asset, income, or other criteria that deem them
sophisticated enough to not need the protections provided
by the registration and disclosure requirements of publicly
traded companies (Securities and Exchange Commission
2020a). Institutional investors account for more than 90
percent of the money invested in PE funds (Securities
and Exchange Commission 2021). PE funds are subject
to fewer regulatory requirements than other parts of the
financial sector—for example, under an exception to a
1982 rule, funds that are limited to accredited investors
received safe harbor from registration requirements for
securities offerings (De Fontenay 2017). The SEC’s limits
on participation in PE funds are based on the rationale
that the ability to invest in PE funds should be restricted
to relatively sophisticated groups that can better assess
the potential risks and rewards of these types of assets. In
addition, PE funds often require investors to contribute a
substantial minimum amount, which can range anywhere
from $100,000 to $10 million or more depending on the
size of the fund (Jones 2018). The median amount of time
that PE firms needed to raise money for the investment
funds that were launched in 2019 was 10.5 months (Bain
& Company 2020b).
When investors participate in a PE fund, they agree to
provide a specified amount of money to support the fund’s
investment activities and operating costs. The investors
do not provide this money upfront. Instead, the PE firm
periodically makes “capital calls” that require investors to
provide funding when the firm is ready to make a specific
investment. Investors usually have 10 days to provide the
money (Altegris Advisors 2019). As a result, a significant
portion of the money that has been pledged to a PE fund

may not be in use at a given point in time, especially in the
early years of a fund’s life span. Investors cannot withdraw
their money from a PE fund before the end of the fund’s
life span, which makes PE funds a much more long-term
and illiquid (i.e., difficult to convert to cash) form of
investing compared with traditional stocks or bonds.4
In 2019, PE firms operating in the U.S. raised a total of
$301 billion across 202 investment funds, for an average
size of $1.5 billion. However, that average is inflated
because it includes six “mega funds” that each raised more
than $10 billion. The average size of the funds that were
launched between 2016 and 2018 was smaller, around
$900 million (Lykken 2020).
PE funds are structured as limited partnerships, with the
PE firm typically serving as the fund’s general partner
(GP) (Figure 3-1, p. 78). The legal agreement that
governs the partnership may set broad guidelines about
the fund’s investment activity (for example, requiring it
to invest in a mix of economic sectors and geographic
regions), but within that framework the GP has broad
control over the fund’s activity (Altegris Advisors 2019).
The GP also invests some of its own money in the fund,
usually between 1 percent and 5 percent of the overall
total (Jacobius 2017). The fund’s outside investors serve
as limited partners; although they account for the vast
majority of the money committed to the fund, they are
passive investors and play no role in the fund’s activities.
Buying and selling portfolio companies

Once a new investment fund has been set up, the PE firm
that manages the fund buys and sells companies with
the goal of improving their operational and financial
performance, increasing their value, and later selling them
for a profit (Figure 3-2, p. 79). Once these companies have
been acquired, they are referred to as portfolio companies.
These acquisitions usually occur during the first three to
five years of a fund’s life span, which is often called the
investment period.5 PE firms will often make between
10 and 20 acquisitions during a fund’s life span, with
the fund’s rules typically barring the firm from using
more than 15 percent to 20 percent of the overall capital
for any one investment (Witkowsky 2020). The amount
spent on a single acquisition can vary anywhere from
less than $25 million to billions of dollars (Mercer 2015).
Many acquisitions in health care are relatively small
and fall below the threshold where parties to a merger
or acquisition must report their plans to federal antitrust
authorities before completing the transaction.6
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Typical structure of a private equity fund

Private equity firm
(general partner)
20%
of gain from sale of
portfolio company
(carried interest)

Outside investors
(limited partners)

About 5%
of total amount
in fund

About 95%
of total amount
in fund

80%
of gain from sale of
portfolio company

2%
annual
management fee
Private equity fund

Portfolio companies

Company A

Company B

Company C

Source: MedPAC analysis.

PE firms rely heavily on borrowed money to finance their
acquisitions. Depending on the permissiveness of the
lending environment, borrowed money can account for as
much as 70 percent of the cost of an acquisition (Mercer
2015). The PE fund provides the remaining amount. In a
typical leveraged buyout, the assets of the company that is
being acquired are used as collateral for the loan, and the
company that is being acquired, rather than the PE firm or
the PE fund, becomes responsible for making payments on
the loan once the buyout is completed.
PE firms prefer using borrowed money instead of the
investment fund’s capital for two reasons. First, borrowing

Note and Source in InDesign
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money magnifies the potential return on an investment
because the PE fund can use less of its money to acquire a
company while still generating a comparable profit from
its eventual sale. (Borrowing money also magnifies the
potential losses from an investment, but one controversial
feature of PE funds is that they are not usually responsible
for the debts of their portfolio companies in a bankruptcy.
This arrangement lets PE funds reap the benefits of
using borrowed money while limiting their exposure to
the capital they have invested in the portfolio company.)
Second, the corporate income tax provides an incentive to
borrow money because the costs of servicing debt reduce a
company’s tax liability.

FIGURE

XXXX

X-X

FIGURE

3–2

PE firm
creates a
buyout fund

Note:

Typical life cycle of private equity investments

Buyout fund obtains
debt financing for
portfolio company
purchase

Buyout fund
identifies portfolio
company

Buyout fund
holds company
for 3 to 7 years

Buyout fund sells
portfolio
company

PE (private equity).

Source: MedPAC analysis of Government Accountability Office. 2010. Nursing homes: Complexity of private investment purchases demonstrates need for CMS to improve
the usability and completeness of ownership data. GAO–10–710. Washington, DC: GAO.

Since PE firms acquire companies during the first 3 to 5
years of an investment fund and must sell the companies
before the fund reaches the end of its life span (usually 10
years), a PE firm will usually control a portfolio company
for somewhere between 3 and 7 years. During this time,
the PE firm will try to improve the portfolio company’s
operational and financial performance—for example, by
increasing its revenues or lowering its costs. Since the PE
firm owns the portfolio company (or at least a majority
stake), the PE firm has a much greater degree of control
than it would with a partial ownership stake in a publicly
traded company and can make significant changes to the
portfolio company’s management team and/or business
strategy (Mercer 2015).
Once an investment fund enters the second half of its
life span, the PE firm’s attention begins to shift from
buying portfolio companies to selling them. This phase
is sometimes known as a fund’s liquidation period. There
may not be a clear boundary between the end of the
investment period and the start of the liquidation period;
a fund might acquire one company while selling another
company. The sale of a portfolio company usually happens
in one of four ways:
•

the PE fund sells the company to a strategic acquirer
(such as a competing company in the same industry);

•

the PE fund sells the company to another PE
investment fund;

•

the PE fund converts the company into a publicly
traded entity through an initial public offering of stock
(which then allows the PE fund to sell its shares in the
company); or

•

the portfolio company repays the PE fund for its
investment (effectively buying itself back from the PE
firm, often by borrowing money) (Altegris Advisors
2019).

Once a portfolio company has been sold, the PE fund
typically distributes the proceeds to the fund’s investors
instead of reinvesting them, even if the fund has not
yet reached the end of its life span. Although PE firms
aim to achieve substantial returns for their investors, the
profits (or losses) from the sale of an individual portfolio
company will depend on the extent to which the PE firm
was able to improve the company’s performance and find
an attractive exit.
PE firms may also employ strategies that generate
profits from portfolio companies before selling them.
For example, the PE firm might require a portfolio
company to complete a dividend recapitalization—where
the company borrows money and uses the proceeds to
make a special dividend payment to its owners (i.e., the
investors in the PE fund). Another strategy is to direct the
portfolio company to sell some of its real estate holdings
and distribute some of the proceeds from the sale to the
PE fund’s investors. This strategy has been used in several

Note and Source in InDesign
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PE investments in the hospital and nursing home sectors.
A third strategy is to require the portfolio company to
pay substantial management or consulting fees to the PE
firm or a related subsidiary. Although these strategies can
enable a PE fund to generate some profits well before a
portfolio company is sold, they have also been criticized
for weakening the underlying financial health of portfolio
companies (Appelbaum and Batt 2020, Coleman-Lochner
and Ronalds-Hannon 2019, Whoriskey and Keating 2018).
Critics have argued that PE ownership can be harmful to
companies because PE firms typically own the companies
for a relatively short period of time and require them to
take on more debt. These features, they suggest, give PE
firms an incentive to focus on strategies that generate
short-term profits but may weaken a company’s longterm health. In contrast, the PE firm representatives that
we interviewed argued that, relative to publicly traded
companies and their focus on quarterly earnings, PE
firms can be more flexible and nimble, and are often
“patient capital” that make it easier for companies to
pursue strategies that may take time to fully pay off.
These representatives also said PE firms do not want to
undermine their companies’ long-term health because that
would make it harder to sell them for a profit.
PE firms are typically paid based on the “2 and
20” model

The limited partners in a PE investment fund (the outside
investors) have traditionally paid the general partner
(the PE firm) for managing their investments using an
approach known as the “2 and 20” model. The PE firm
receives two types of payments under this model.
The first payments are annual management fees that
equal 2 percent of the total amount that investors have
committed to the fund (Altegris Advisors 2019). However,
these fees may be somewhat lower for large investment
funds and funds managed by PE firms with weaker track
records (Khoury and Peghini 2019). Once the investment
period ends, these fees may also decrease because they
may be based on the amounts the fund currently has
invested, rather than the amounts that were originally
committed (Mercer 2015).
The second payments are a share of the profits that the
PE firm receives when it sells one of the fund’s portfolio
companies. These payments are frequently referred to
as “carried interest” and typically equal 20 percent of
the profits from the sale.7 However, the PE firm does
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not receive carried interest unless the profits exceed a
minimum threshold, which is known as the hurdle rate
and typically ranges from 6 percent to 10 percent (Altegris
Advisors 2019). These payments appear to account for
most of the profits that PE firms receive.
Returns on private equity are similar to
returns from mutual funds that invest in
smaller companies
There is a debate as to whether PE investments have
historically generated better returns than investments in
publicly traded stocks. For example, one study found
that PE funds outperformed public equity before 2006
by 3 percent to 4 percent (Harris et al. 2015). However,
another study recently argued that the higher return may
just be a function of the comparison group, and it found
that the premium is diminished if the comparison group
consisted of smaller companies rather than index funds
of large corporations (Phalippou 2020). While there is
disagreement regarding the historic premium earned by
PE before 2006, there is greater agreement that PE returns
have been similar to public equity returns over the past
decade. For example, the PE firm Bain & Company
recently reported that “Since 2009, when the global
economy limped out of the worst recession in generations,
U.S. public equity returns have essentially matched
returns from U.S. buyouts at around 15%” (Bain &
Company 2020b). Phalippou also found similar returns for
private and public equity in recent years (Phalippou 2020).
The decline in PE returns relative to public equity should
not be surprising. Because of a historical perception that
PE had higher returns (and provided additional portfolio
diversification), there was a large expansion in institutional
investments in PE funds. Institutional investors wanted
to replicate the success of some high-profile PE investors
such as the Yale University Endowment (Bary 2019). As
the amount of capital searching for acquisitions grew,
the prices paid for companies (expressed as a multiple of
their cash flow) increased (Bain & Company 2020b). As
the purchase price increases, the expected return should
decrease relative to alternative investments. Despite the
lack of superior returns in recent years, institutional
investors continue to allocate dollars to PE funds, resulting
in PE firms holding “record levels” of uninvested capital
(known as “dry powder”) (Bain & Company 2021).
The similarity in the returns for private and public equity
raises the question of why investments in PE funds have
continued to grow. One possible explanation is that PE

fund performance varies widely, with funds in the top
quartile performing significantly better than the median or
average PE fund (Bain & Company 2020b, Mercer 2015).
Some PE firms have shown that they can consistently
generate above-average returns, and those firms appear
to be attracting an increasing share of the money being
committed to PE investment funds (Bain & Company
2021, Bain & Company 2020b).
PE involvement in the health care sector has
been growing
While PE buyouts have been evident in the economy since
the 1980s, their role in health care became more noticeable
only over the past two decades. More recently, the share
of PE deal values devoted to health care buyouts in 2019
was roughly proportional to health care’s share of the U.S.
gross domestic product. One major PE firm estimates that
in 2019, PE buyout deals involving North American health
care providers totaled $46.7 billion, up from $29.6 billion
in the prior year (Bain & Company 2020a).
Purchases of and investments in health care providers
accounted for about 60 percent of all health care–related
buyout transactions in 2019—96 deals, up from 84 in
2018 (Bain & Company 2020a). PE funds invested in
retail health; behavioral health and substance abuse
centers; home health and hospice care; and physician
practice management in specialties that have been
more fragmented, such as radiology, gastroenterology,
ophthalmology, and dermatology. After PE deals involving
providers, the most common transactions involved buyouts
of biopharma-related firms, medical technology firms, and
companies that provide services to health plans. Health
care information technology was also the focus of many
buyout deals, including firms that facilitate pharmaceutical
drug trials, develop electronic health record software for
behavioral health, and oversee revenue cycle management
(e.g., debt collection).
One major reason health care has become a focus of
PE investment in the U.S. is the projected demand for
services related to the aging population. Before the current
pandemic, the combination of stable and often growing
demand for health care, the use of insurance, and the
prominence of fee-for-service (FFS) payment meant
predictable cash flow to health care providers. Meanwhile,
the fragmented structure of categories of health care
providers (such as certain specialists) and changes in
technology make health care an investment target for PE
funds that can consolidate providers into larger bargaining

entities. The growth of PE investment has also been
driven by an extended period of low interest rates, which
has encouraged investors to find other ways to generate
attractive returns.

Many Medicare providers have complex
business structures that make it difficult
to identify ownership and control
Understanding which individuals or entities own a
Medicare provider and what their track record of
operations is could help to improve oversight and
safeguard patient care. Transparent ownership information
may also help beneficiaries and their families as they
select health care providers. In particular, safety, quality,
and compliance with federal regulations at nursing homes
have been longstanding problems, and some operators
have been repeat offenders in providing substandard care
(Hawes et al. 2012).8 Today, about 60 percent of nursing
homes are owned by chains (primarily smaller, regional
for-profit entities), and PE firms own approximately 11
percent of facilities (Harrington et al. 2021).9 Changes
over time in how providers structure their organizations
have made it difficult to identify nursing homes’ owners
or chains with common underlying ownership which, in
turn, makes it difficult to enforce regulations (Wells and
Harrington 2013).
In the request, the Commission was asked to identify gaps
in Medicare data and in CMS’s Change of Ownership
(CHOW) approval process that make it difficult to track
PE investments. Here we review CMS’s enrollment
process and the information it collects in the Provider
Enrollment, Chain, and Ownership System (PECOS),
including CHOW data.
CMS collects data on provider ownership for Medicare’s
enrollment process. Data from PECOS are used to support
payment, fraud prevention, and law enforcement, but also
to populate other data sets such as CMS’s public provider
enrollment files and consumer provider comparison tools.
CMS has not typically used PECOS data for program
analysis or to research the prevalence of ownership types
such as private equity. Applicants self-report ownership
details to PECOS and CMS has no centralized data
source with which to verify that information. As a result,
there have been longstanding issues associated with the
accuracy and completeness of PECOS’s ownership data.
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Across many types of owners, health care providers and
suppliers have changed the ways in which they structure
themselves so as to limit their legal liability. Providers that
have common ownership are now structured in ways that
do not make this ownership obvious. Thus, it is extremely
difficult to capture within a data set and lay out an
ownership hierarchy among a web of interrelated entities,
and CMS’s ownership data typically do not indicate a
parent organization atop a hierarchy of legal entities.
We were able to identify PE investors in PECOS data for
some providers but not for others. When we were able to
identify PE ownership, it was because we had information
from public data sources such as research reports or
websites that identified PE relationships. Typically, the
names of PE-backed portfolio companies were listed as
owners rather than the PE funds themselves. We cannot
say whether enrollment information for providers with PE
investors is more complete and accurate, less so, or similar
in its completeness and accuracy compared with providers
that do not have PE backing.
Medicare’s process for enrolling providers
and suppliers
One way for CMS to protect beneficiaries and reduce
improper Medicare payments is to have strong safeguards
for enrolling or contracting with providers and health
care organizations. CMS enters into contracts with MA
plan sponsors and the agency enrolls FFS Medicare
providers and suppliers. Under the MA program, private
plan sponsors sign contracts with CMS that identify the
parent organization that will bear risk for plan members’
medical spending. Sponsors must verify that information
annually. A sponsor must also provide evidence of
insurance licenses that demonstrate that the states in
which it operates believe the company has sufficient
financial assets to bear the risk. Under traditional, or FFS,
Medicare, the program typically does not require providers
to bear risk, and CMS enrolls many times more providers
than MA has plan sponsors.10
To become an FFS provider or supplier, a health care
entity or individual practitioner must apply to enroll in
Medicare, undergo background reviews and/or certification
surveys, and be approved to receive a Medicare billing
number. (CMS refers to facilities that bill Medicare under
Part A, such as hospitals and skilled nursing facilities, as
“providers.” Physicians, physician group practices, and
other entities that furnish services under Medicare Part B
are called “suppliers.”) Providers and suppliers apply
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online through PECOS or by paper to their appropriate
Medicare administrative contractor (MAC) or the
National Supplier Clearinghouse (NSC).11 Most types of
institutional providers and certain organizations that bill
under Part B (such as ambulatory surgical centers) must
be surveyed by state agencies or an approved accreditation
organization, which then makes recommendations about
approval to CMS’s regional offices (ROs). CMS ROs
make the final decisions regarding eligibility for Medicare
billing. Enrolled providers and suppliers must generally
resubmit and recertify the accuracy of their enrollment
information to CMS every five years or upon CMS request
to retain billing privileges (called “revalidation”).12
All Part A providers and Part B suppliers must report to
CMS within 30 days any change in ownership or in control
of the provider. However, Part A providers and certain
Part B suppliers (such as ambulatory surgical centers that
are subject to survey and certification) may need to update
their PECOS data through the CHOW process. CMS
defines CHOWs differently depending on the type of legal
entity involved.
•

In partnerships, CHOWs include the removal,
addition, or substitution of a partner as permitted
under state law.

•

In sole proprietorships, CHOWs include transfer of
title and property to another party.

•

In corporations, a CHOW is typically the merger
or consolidation of the provider corporation with
another organization that leads to the creation of a
new corporation. A corporate asset transfer would
be considered a CHOW, but the transfer of corporate
stock into an existing provider corporation would not.

A CHOW usually results in the transfer of the provider’s
Medicare billing number and provider agreement to the
new owner.13 Typically, there is also a change to the
provider’s tax identification number. Both the buyer and
seller must report the CHOW through PECOS, and the
transaction must be approved by the applicable CMS
RO. If approved, CMS automatically reassigns the
provider’s Medicare number to the new owner unless the
buyer rejects assignment in its filing.14 After the CHOW
registration is complete, only the buyer is permitted to
submit claims to Medicare. Failure to report a transaction
in a timely manner can result in the deactivation of
billing privileges or the entire revocation of the provider’s
Medicare number.

Medicare Part B suppliers that are not subject to survey
and certification requirements (such as physician group
practices) do not undergo or register CHOWs, but they
must still report changes in ownership as changes to the
PECOS information within 30 days.15 In the event of, say,
the sale of a group practice, the purchaser must enroll as
a new Part B supplier to receive its own Medicare billing
number.
The Affordable Care Act of 2010 (ACA) included
provisions that permitted CMS to screen providers and
suppliers more closely and aimed to increase ownership
transparency, particularly for nursing homes.16 Section
6101 of the ACA expanded reporting requirements for the
identities of direct and indirect controlling interests in the
operations and management of skilled nursing facilities
and nursing facilities (Hawes et al. 2012, Maxwell 2016).
The ACA provisions also aimed to provide consumers
with greater transparency about ownership on lookup tools
such as CMS’s Care Compare (https://www.medicare.gov/
care-compare/).
Today, not only nursing homes but most categories of
facilities and physician groups must report within PECOS
every individual or organization with: (1) at least a 5
percent direct or indirect ownership interest or managerial
control (including providers’ mortgage holders); (2) any
general or limited partnership interest; or (3) operational or
managerial control. In addition, corporations must report
all officers and directors. Applicants for initial Medicare
enrollment or revalidation are required to submit a
diagram of the entity’s organizational structure, identifying
the relationships among entities with ownership or
managerial interests (Centers for Medicare & Medicaid
Services 2020). Under a recent program integrity rule,
CMS’s authority was expanded to revoke or deny
Medicare billing privileges to providers based not only on
certain adverse actions conducted by a provider or supplier
itself but also on actions by its affiliations—including
those with 5 percent or more direct or indirect ownership,
a general or limited partnership interest, those with day-today managerial control, and corporate officers or directors
(Centers for Medicare & Medicaid Services 2019).17
Changes in the structure of health care
organizations
Just as the legal structure of a corporation shields its
shareholders and officers from the corporation’s liabilities,
many health care businesses have restructured themselves

to do the same. Over the past several decades, an
increasing number of nursing homes, hospitals, and other
providers have restructured from one organization into
several single-purpose entities (SPEs) that permit investors
to pool resources while limiting their liability (Casson
and McMillen 2003). For example, a health system with
several hospitals might register each hospital as its own
limited liability company (LLC) to curb potential effects
on the entire system when there is litigation against
one hospital for harm or malpractice. One attorney we
interviewed referred to this strategy as the “taxi cab
model” in which each cab is registered as its own LLC to
prevent a plaintiff from suing the entire fleet.
Nursing homes are especially reliant on Medicaid and
Medicare payments for the bulk of their revenues.
Enrolling each facility in a chain as its own LLC limits the
risk to the entire chain if CMS excludes one facility from
the programs. The owner could sell the one facility without
devaluing the others. Attorneys have advised nursing
home owners to establish SPEs for their facilities’ real
estate separately from companies that lease and operate
facilities because “numerous SPEs may be less attractive
as defendants than a single company with multiple
operating interests and multiple real estate holdings”
(Casson and McMillen 2003). Different companies use
different restructuring approaches. Some subdivide down
to two SPEs for each facility (an operator and the owner of
real estate), while others form subsidiaries to jointly hold
the real estate or operating companies for several facilities.
Since 2008, real estate investment trusts have formed that
hold diverse portfolios of nursing home properties as well
as the properties of assisted living facilities, hospitals,
ambulatory surgical centers, and medical offices. Some
owners of Medicare providers also own related-party
companies that provide services to the facilities under
contract. In addition, it is common for nursing home
owners to hire management companies as contractors to
operate the facility on their behalf.
Many providers with and without PE ownership have
restructured health care businesses in these ways.
However, PE funds may be more likely than less
financially savvy owners to protect their investments
through restructuring.
Based on our interviews with attorneys who advise
PE investors, some stakeholders believe that CMS’s
enrollment system displays a lack of understanding
about how health care providers are structured today.
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For example, in the case of PE funds, identifying all
individuals with an ownership stake of at least 5 percent
would include limited partners such as pension funds
and wealthy individuals even though they are typically
passive investors. Meanwhile, if a nursing home owner
awarded a management contract and gave the contractor
wide latitude over day-to-day operations, the owner would
be required to submit updated enrollment information
but the update would not prompt as much review as a
CHOW (Markenson and Woffenden 2019). As another
example, health care providers have restructured into
LLCs, which have characteristics of both partnerships and
corporations. Medicare guidance lays out what defines a
CHOW for partnerships and corporations, but does not
formally address how to treat LLCs.18 In the opinion of
some interviewees, CMS needs to make its enrollment
applications and instructions clearer about what constitutes
a CHOW for businesses as they are structured today.

States have their own processes for licensing providers
and enrolling them for the administration of Medicaid and
other programs. While a few states have more extensive
transparency requirements around ownership, many do
not.19 One issue commonly raised is that as one state
enrolls a provider, it may not know of deficiencies at
facilities in other states that have common ownership. One
state licensing and certification official we interviewed
told us that his state focuses on verifying information for
a provider’s operating company, not the owner of the real
estate or the management company. He noted that his
office simply does not have the resources to track down
all organizations and individuals that have a direct or
indirect ownership stake or a role in managing facilities.
In his experience, he had been able to devote attention
to tracking down ownership details only when facilities
provided systematically poor care and received deficiency
violations or when facilities experienced financial distress.

Gaps in data about ownership of Medicare
providers

Because of recent high-profile bankruptcies of nursing
home chains affecting facilities in several states, some
state governments have taken steps to tighten requirements
for licensing and disclosure. For example, in 2019,
Kansas passed a law requiring applicants for nursing
home licenses to disclose “every other licensed property
he or she owns or has ever owned, either within Kansas
or elsewhere in the United States” (Spanko 2019). The
law applies to ownership stakes in both operating and real
estate companies. That same year, Ohio put regulations
in place requiring more disclosure about a nursing home
license applicant’s financial status and history (Flynn
2019). We do not yet know about the effects of those
changes. One state—Virginia—has long required audited
financial statements and cost reports from nursing home
licensees.

For many years, the Department of Health and Human
Services Office of Inspector General (OIG) has found
PECOS’s ownership data incomplete and sometimes
inaccurate (Maxwell 2016). Providers and suppliers selfreport ownership to PECOS and CMS has no central
data source with which to verify the information. OIG
attributes PECOS’s shortcoming in part to gaps in the
efforts of the MACs and the NSC to verify key pieces
of provider information during the enrollment and
revalidation processes (Office of Inspector General 2016).
According to an attorney we interviewed who counsels
providers on regulatory filings, applicants sometimes
provide incomplete information about ownership and
management interests. Unless the MACs know what to
look for and follow up to ask, applicants do not volunteer
more information. In addition, because providers often
use a complex structure of LLCs, the hierarchy of control
and nature of relationships among related parties can
be hard to unpack. A 2010 study by the Government
Accountability Office (GAO) found that for nursing homes
with common chain ownership, PECOS did not capture
the hierarchy of control among their interrelated LLCs
(Government Accountability Office 2010). Our own look
at current PECOS data for various providers—including
some with and others without PE backing—confirmed that
the same issues persist. (See text box for an example of the
structure of one hospital chain.)
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Researchers, advocates, and policymakers have pressed
for policies to improve the information on health care
provider ownership, with the goal of making it more
understandable, accurate, and available to consumers,
regulators, and researchers. For example, in the wake of
the coronavirus pandemic and the devastating effects it
has had on nursing home residents and staff, a group of
nursing home experts made several recommendations
“to make ownership, management, and financing more
transparent and accountable to improve U.S. nursing
home care” (Harrington et al. 2021). Among their
recommendations were for CMS to “augment PECOS
reporting to include all parent, management, and property
companies, and other related party entities and ensure

Example of a hospital chain’s complex ownership structure

S

ome providers have complex ownership
structures and related-party transactions. In the
hospital-chain example that follows, we are
not aware of any ownership by PE investment funds.
Nevertheless, the case demonstrates how ownership,
managerial control, and cash flow among related
parties can be difficult to track.

Prime Healthcare Services Inc. (PHS) is a privately
held for-profit company founded in 2001 that operates
a chain of 31 acute care hospitals. The founder, Dr.
Prem Reddy, also formed Prime Healthcare Foundation
(PHF), a nonprofit entity that operates 15 hospitals
donated to PHF by PHS. Some suggest the PHS strategy
is to acquire and improve the profitability of financially
distressed or underperforming emergency department–
centered hospitals in or near large metropolitan areas
(Al-Muslim 2020, FitchRatings 2020).
Members of the same family control PHS’s for-profit
hospitals, PHF’s nonprofit hospitals, management
companies that provide services to the hospitals,
and real estate companies leasing facilities to the
hospitals (Prime Healthcare Foundation 2019). PHS
holds variable interest in medical groups and owns
subsidiaries Prime Healthcare Management Inc. (PHM)
and Prime Healthcare Management II Inc. (PHM II).

enforcement of Section 6101 of the ACA, including that
companies provide a complete organizational chart.”
They also called for more scrutiny of the ownership
and management of nursing homes at purchase or when
there is a CHOW by recommending that CMS specify
minimum federal criteria that would “prevent individual or
corporate owners from purchasing, operating, or managing
additional facilities if they have a history of owning or
operating other facilities with chronically low staffing and
poor-quality care in any state.”
Access to more complete ownership data and a clearer line
of sight into the top of a provider’s or supplier’s ownership
hierarchy are important for several reasons. First, such
information could improve CMS’s ability to evaluate the

The latter two entities provide management, consulting,
and support services to hospitals owned by PHS
and PHF (Department of Justice 2018). Prime A, a
company with ownership in common with PHS, holds
title to two hospital facilities and leases them to PHS
(Ernst & Young 2019). Prime A also rents property
to PHM. PHS and PHF purchase services from three
other related parties: Bio-Med Inc. (which repairs
and maintains medical equipment), Hospital Business
Services (which provides administrative services), and
PrimEra Technologies (which provides coding and
revenue cycle management services).
For this case, Provider Enrollment, Chain, and
Ownership System data we examined could not
provide sufficient detail to understand the various
Prime relationships or hierarchy of control. Instead,
the information we found came from various public
disclosures around financial transactions and a
settlement agreement. Indeed, it would be difficult
to construct a government database that captures the
entirety of these ownership relationships and relatedparty transactions. It is also possible that any rules set
up to limit types of ownership could be circumvented
through contracts with related entities that provide real
estate or management services. ■

past business conduct of a parent organization across all
the providers and suppliers it owns as the agency decides
whether to extend billing privileges. Making ownership
data available to researchers would improve their ability
to analyze whether factors such as PE ownership affect
health care spending, access, and quality of care with
more confidence than they do today. Greater ownership
transparency may also be useful to consumers as they
choose where to seek care. However, given constrained
resources and complex ownership structures, CMS and
state agencies may find it infeasible to identify parent
owners for the large number of providers and suppliers
that enroll in Medicare. Legal structures may continue to
evolve in ways that make it difficult to trace ownership,
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and privacy protections also limit the amount of ownership
information that CMS is permitted to make public.

Business models for PE investments in
health care
All PE firms try to generate profits by using the same
basic strategy: identify and acquire undervalued or
underperforming companies, make them more valuable
by improving their operational and financial performance,
and then sell them after three to seven years for a profit.
However, there is often little publicly available information
about the business models that PE firms use to increase the
value of their portfolio companies since those companies
are privately held and are not subject to the disclosure
requirements that apply to publicly traded companies.
We relied on a combination of literature reviews and
interviews with outside experts (such as representatives
of PE firms, physicians, consultants, and researchers)
to examine the business models that PE firms use when
they invest in three types of health care providers that
are particularly significant to Medicare beneficiaries:
hospitals, nursing homes, and physician practices. Given
the breadth of PE investment in the health care sector, our
findings are necessarily somewhat qualitative and difficult
to generalize to other types of providers.
Private equity has invested in all three
sectors but has a limited presence

Many hospitals have shifted back and forth among these
ownership models. The most prominent example of
shifting ownership is HCA Healthcare, which owns 184
hospitals, representing over 20 percent of all for-profit
traditional hospitals. HCA went private in 1989, returned
to being a publicly traded company in 1992, went private
again in 2006 as part of a leveraged buyout led by PE
firms, and became a publicly traded company again in
2010 (Wicklund 2010). However, members of the Frist
family had leadership roles in the company throughout
these changes, and this continuity of leadership may
limit the effects of PE ownership cycling in and out of
the company’s capital structure. Similarly, the Steward
Health Care system was formed in 2010 with PE financing
(Hechinger and Willmer 2020). In 2020, the system sold
its hospital real estate to a real estate investment trust,
and a group of physicians bought the hospital operations
from the PE fund (Steward Health Care 2020). While
the system’s ownership structure has changed over time,
the same individual has continued to serve as its chief
executive officer. The assumption of substantial lease
obligations following the real estate sale may increase
pressure on the operating company to generate positive
cash flows, but the continuity of management may limit
the degree to which operations change with ownership.21

We found that PE firms have acquired providers in all three
sectors (hospitals, nursing homes, and physician practices),
but the share of providers that are PE-owned was relatively
small. Identifying PE-owned providers is difficult due
to the opacity of ownership structures and the lack of a
single data source to identify ownership. Researchers who
want to identify PE ownership must first assemble data
from various proprietary (e.g., PitchBook) and public data
sources. The volume and size of deals and the number of PE
firms and providers in the sector compound the challenge
of assembling a data set identifying PE ownership. Given
these difficulties, researchers likely undercount PE-owned
providers, although researchers typically use other available
research to help validate the number of PE-owned providers
in a sector.

The HCA and Steward models both involve acquiring
hospitals and operating them under private ownership.
A more controversial acquisition was a PE firm’s
2018 purchase of Hahnemann University Hospital in
Philadelphia from the Tenet system, where the PE firm
quickly closed the hospital in 2019. However, it is not
clear whether the hospital—which was losing money—
would have remained open if it had been owned by a
publicly traded company, a different PE firm, or a single
family.

Hospitals

PE investment in nursing homes dates to the late 1990s
(Pradhan and Weech-Maldonado 2011). GAO found that
almost 1,900 nursing homes were acquired by private

For-profit hospitals can be owned directly by physicians,
individual investors, PE firms, publicly traded
86

corporations, or a mixture of these investors. Through
publicly available resources, we identified 115 hospitals
that were owned by PE firms at the start of 2020,
representing only about 4 percent of traditional hospitals.20
Other for-profit entities (such as publicly traded
corporations and physician practices) own another 22
percent of traditional hospitals. The remaining 74 percent
of hospitals are nonprofit or government-owned facilities.
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Nursing homes

investment firms between 1998 and 2008 (Government
Accountability Office 2010). Some of the acquisitions
that GAO identified involved a nursing home’s operations
and real estate, while other acquisitions involved only the
real estate.
Some early research on private equity and nursing homes
identified two phases of PE investment in the first decade
of the 2000s (Stevenson and Grabowski 2008). The first
phase was limited and focused on efforts by larger forprofit chains between 2000 and 2003 to sell selected
facilities in Florida in response to liability costs and
liability insurance premiums that were much higher than
average. The second phase was broader and included
facilities from some of the nation’s largest nursing
home chains. While investors looked for operational
inefficiencies to improve in this phase, they also “began
to recognize value in the real estate assets of some of
the larger chains, especially in a climate with access to
relatively inexpensive capital” (Stevenson and Grabowski
2008). They noted that the predictable cash flow from
government payers to the nursing home sector plus the
untapped value of some companies’ real estate holdings
made certain nursing home chains attractive investment
opportunities.
Since the first decade of the 2000s, PE firms have
continued to invest in nursing homes, reflecting the
persistence of favorable conditions such as low interest
rates, an aging population, reliable government payers,
and favorable tax treatment of earnings. One recent article,
citing data from PitchBook, noted a recent uptick in PE
acquisitions, with nearly 190 nursing home deals totaling
about $5.3 billion since the start of 2015, up from 116
deals totaling over $1 billion from 2010 to 2014 (Laise
2020). Although estimates of the number of PE-owned
facilities vary, about 11 percent of nursing facilities
nationwide are PE owned (Harrington et al. 2021). PEowned nursing homes are a subset of for-profit facilities,
which account for about 70 percent of all nursing homes in
the U.S.
Physician practices

Physician practices are a target of private equity in part
because the market for physician services is fragmented.
Most physicians work in small practices: In 2018, over
56 percent of nonfederal physicians were in a practice of
10 or fewer physicians. This share has declined slowly,
primarily due to a move away from physicians operating
as solo practitioners (Kane 2019a). At the same time,

the share of physicians in midsize practices (11 to 49
physicians) has remained steady, while the share joining
groups of 50 or more or who are direct hospital employees
or contractors has grown.
The structure of the market for physician services is
changing rapidly through both horizontal consolidation
among practices and vertical integration of practices and
health systems or health plans. For the first time, in 2018,
the share of employed physicians was slightly larger
than the share of physician practice owners (47 percent
versus nearly 46 percent) (Kane 2019b). Between 2016
and 2018, the share of all physicians affiliated with health
systems grew from 40 percent to 51 percent (Furukawa
et al. 2020).22 As hospitals have acquired increasing
numbers of physician practices, large health plans have
responded in kind, perhaps to assert their own market
power or to defensively counter the market power of
health systems. PE firms compete with health systems
and plans for physician practices and may contribute to
the increasing pace of consolidation. We do not know
of evidence that indicates whether practices acquired by
PE behave differently from practices acquired by health
systems or plans.
Information about the extent of PE investments in
physician practices is lacking, and identifying deals is
challenging because not all deals are publicized and
PE firms and practices commonly use nondisclosure
agreements (American Medical Association 2019).
Nevertheless, some researchers have begun developing
databases on PE acquisitions by combining proprietary
information about practice deals with other sources of
data. Building such data sets is painstaking; researchers
often must resort to online search engines to verify PE
deals and then attempt to match the practice name and
location with additional information. According to several
researchers we spoke with, proprietary data on deals are
more likely to include acquisitions of larger practices than
smaller practices. Data limitations mean that the number
of PE-affiliated practices and physicians described in the
literature are likely to be underestimates.
One study examining the 2013 to 2016 period found PE
investments in just 355 practices (Table 3-1, p. 88). That
figure accounts for about 2 percent of the approximately
18,000 practices in the U.S. (data not shown), but it does
not take into account practices that had already been
acquired by PE firms, including some very large physician
staffing companies that employ tens of thousands of
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TABLE

3–1

Physician groups with private equity investments, 2013–2016
2013

2014

2015

2016

Total

Share
of total

Number of practices by specialty type
Primary care*

13

22

13

23

71

20%

Anesthesiology

10

20

15

24

69

19

Multispecialty

15

15

19

19

68

19

Emergency medicine

10

6

10

17

43

12

Dermatology

1

5

11

18

35

10

Ophthalmology

0

2

2

7

11

3

Radiology

0

0

2

6

8

2

0
10

0
2

2
14

3
19

5
45

1
13

59

72

88

136

355

100

Anesthesiology

246

593

458

597

1,894

33

Primary care*

163

367

300

216

1,046

18

Emergency medicine

150

184

148

419

901

16

Orthopedic surgery
Other specialty practices
Total practices
Number of physicians by specialty type

Dermatology

11

26

86

211

334

6

Radiology

4

13

159

76

252

4

Ophthalmology

6

35

68

25

134

2

Orthopedic surgery

0

13

43

74

130

2

41
222

16
166

32
282

35
229

124
899

2
16

843

1,413

1,576

1,882

5,714

100

Urgent care
Other specialties
Total physicians
Note:

Components may not sum to totals because of rounding.
*Primary care includes family practice, internal medicine, and pediatrics.

Source: Zhu et al. 2020.

clinicians. The number of deals rose each year from 59
practices in 2013 to 136 in 2016. Acquired practices had a
mean of four office sites and six physicians per site (Zhu
et al. 2020). Out of about one million active physicians,
just over 5,700 (less than 1 percent) were associated
with affected practices. The most common types of
practices with PE deals were primary care, anesthesiology,
multispecialty, emergency medicine, and dermatology.
Interest in specialties such as dermatology, ophthalmology,
behavioral health, and women’s health expanded after
2016 (data not shown) (Brown et al. 2020, Bruch et al.
2020a, Chen et al. 2020, O’Donnell et al. 2020, Tan et al.
2019).
Practices that provide services such as emergency
medicine and anesthesiology for hospitals were among

88

Congressional request: Private equity and Medicare

the first wave of consolidations involving PE investment
over the past 10 to 15 years. Several of the largest PE
firms own physician staffing companies that were built by
aggregating practices of hospitalists, emergency medicine
physicians, anesthesiologists, radiologists, pathologists,
and other specialists into multispecialty groups that focus
on hospital services.23 Other PE-backed single-specialty
groups (for example, of anesthesiologists or radiologists)
are among the largest regional entities providing those
services to hospitals. PE funds (including venture capital
in addition to buyout funds) have invested in primary
care practices as well, but the incentives around those
acquisitions may be different because many of those
practices appear to be positioning themselves for risk
sharing and value-based contracts. Other PE investments
in primary care groups aim to ultimately fold them into

larger multispecialty practices or target specific niches
such as direct primary care and self-pay concierge care.
More recently, single-specialty practices in ophthalmology,
dermatology, orthopedic surgery, behavioral health,
obstetrics-gynecology, and gastroenterology have attracted
larger numbers of “middle-market” PE funds.24 Those
practices are expanding by hiring new clinicians and
acquiring other practices to become larger local and
regional groups.
PE firms use some common strategies to
make providers more profitable
Our research found that the business models that PE
firms use in the hospital, nursing home, and physician
sectors use many of the same strategies. In this section, we
highlight strategies that are used in at least two of those
sectors, looking first at strategies focused on increasing
revenues and second at strategies focused on reducing
costs. However, it is worth keeping in mind that many of
these strategies are commonly used by other for-profit
providers in these sectors and are not unique to PE-backed
providers.
Strategies that focus on increasing revenues

One strategy that PE-owned providers can use to increase
revenues is to simply provide more services. For example,
the researchers we interviewed noted that PE-owned
nursing homes can try to boost their occupancy rates,
while PE-owned physician practices may take steps such
as hiring additional clinicians, expanding their office
hours, and using branding and advertising to attract more
patients.
Providers can also try to furnish a more profitable mix
of services or expand the volume of lucrative services.
Nursing homes can improve their payer mix by serving
more Medicare and private-pay patients and fewer
Medicaid patients or by providing services with higher
margins. PE firms seek to acquire physician practices that
own ambulatory surgical centers or have the potential
to generate additional income from highly reimbursed
elective procedures and ancillary services (Casalino et al.
2019, O’Donnell et al. 2020). For example, referrals within
large practices allow dermatology and ophthalmology
groups to keep revenues from higher paying services such
as Mohs surgeries, intravitreal injections, and cataract and
retinal procedures within their practice (Chen et al. 2020,
Tan et al. 2019). In addition, PE-backed practices may
offer self-pay services such as cosmetic injections or laser
refractive surgery (O’Donnell et al. 2020).

Another strategy for increasing revenues is to raise
prices. One study found that hospitals tended to increase
their charges after being acquired by PE firms (Bruch
et al. 2020b). Higher charges may increase profits
from out-of-network patients and from insurers that
pay for outpatient services based on a percentage of
charges. Another study found that PE firms often aim
to aggregate large numbers of physicians who have
a common specialty to gain bargaining leverage over
commercial payment rates (O’Donnell et al. 2020).25 This
strategy has little immediate, direct impact on Medicare
beneficiaries or spending because Medicare’s prices are
set administratively rather than negotiated. However, a
potential indirect effect is that providers may, over time,
prefer commercial patients for whom they are more highly
reimbursed.
For many types of clinicians, demanding higher
commercial prices comes with a tradeoff—they may lose
volume if insurers and patients turn to other providers.
However, for certain specialties such as emergency
medicine, patients cannot meaningfully choose among
providers.26 When hospitals contract with outside
companies to deliver these services, the clinicians have
inherent bargaining leverage because the hospital contracts
for their services separately from the group’s payment
arrangement with insurers (Cooper et al. 2020a). So long
as the hospital continues to contract for staffing services,
excluding the staffing company’s clinicians from a
commercial insurer’s network would likely not affect their
volume of care. Some of the largest physician staffing
companies have used this leverage in their negotiations
with insurers, but the strategy has risks for the companies.
Patients with commercial insurance have sometimes been
left with unexpectedly large bills for receiving care from
out-of-network clinicians who work at in-network hospitals
and ambulatory surgical centers (Cooper et al. 2020b,
Duffy et al. 2020). In turn, the issue of surprise billing has
drawn public attention and raised questions about staffing
firms’ future profitability now that the Congress has
restricted these billing practices (Gottfried 2020).27
PE firms also arrange for providers to work with related
entities that share common ownership. For example, a
PE firm may require nursing homes to buy goods and
services from other companies that the PE firm owns, a
practice known as “related party transactions.” There may
be several related companies, with each one focused on
a separate aspect of the nursing home’s operations (e.g.,
staffing, therapies, purchasing), resulting in a corporate

Report to the Congress: Medicare and the Health Care Delivery System | June 2021

89

structure that has multiple limited liability corporations
under the same parent company.28 While this approach
can make it harder to understand the corporate structure
and to litigate, one expert stressed that related parties are
not problematic on their face and can be more efficient.
Because transactions between health care entities, whether
related or unrelated, must take into account the fair market
value or risk running afoul of the federal Anti-Kickback
Statute and state equivalents, the use of related parties
becomes a concern only when a nursing home must pay
above a fair market price for goods and services from
related parties.
In the physician sector, PE firms may expand a practice
by adding on subspecialty practices that give it more
control over referrals. Competition for referrals from
providers in other PE-backed practices may also lead to
defensive consolidation. One ophthalmologist told us that
his practice’s referrals were being “chipped away” by rival
practices that had partnered with PE funds, motivating his
group to look for PE backing.
Strategies that focus on reducing costs

Consolidating providers within a given sector also allows
PE firms to lower costs by taking advantage of economies
of scale, a strategy particularly useful for physician
practices (O’Donnell et al. 2020). For example, PE owners
may consolidate “back office” services such as scheduling,
coding and billing, revenue cycle management, and
payroll. Smaller independent practices may not have
expertise at managing administrative services efficiently;
joining with larger practices and conducting some
administrative functions centrally may lower their costs.
An infusion of capital from PE investors may support
investment in information technology to centralize quality
measurement, reporting, and marketing at more favorable
vendor pricing. PE capital may also allow practices to
move to common electronic health records and potentially
improve clinical workflow. One consultant we interviewed
pointed out that PE funds offer smaller independent
practices access to capital at lower borrowing rates than
they would be able to obtain through other sources such
as local banks. PE acquisitions in the hospital and nursing
home sectors offer many of the same opportunities to
realize economies of scale.
Another common strategy is to reduce labor costs. One
study of the 2006 leveraged buyout of HCA found that it
had slower cost growth than comparable hospitals after
the leveraged buyout in part due to slower staffing growth
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(Kim and McCue 2012). We also found that PE-owned
hospitals tended to have lower costs than both other forprofit and nonprofit hospitals. (See Table 3-2, p. 97; we
explain this analysis in more detail in the next section.) In
the nursing home sector, PE-owned facilities may attempt
to lower their costs by reducing staff and/or changing the
mix of staff.29 PE owners may be able to reduce labor
costs to some extent if a nursing home’s staffing exceeds
federal or state minimum standards. However, according
to one researcher we interviewed, many nursing homes are
already at minimum nursing staffing levels when they are
acquired by private equity, so cutting nursing staff further
may not be feasible. In that case, the PE owners would
still have latitude to reduce non-nursing staff costs, which
may reduce quality of life for patients without reducing
measured quality of care or affecting federally reported
staffing measures.
PE firms may also try to lower labor costs when they
acquire physician practices by substituting less expensive
clinicians (such as physician assistants) for physicians or
reducing staffing (Brown et al. 2020, Hafner and Palmer
2017). Use of these approaches is likely to vary. For
example, one physician told us that his ophthalmology
practice had sought a PE backer that would not reduce
its workforce and that the practice had continued to
pay staff during the coronavirus pandemic even though
revenues were lower. However, others have had different
experiences. For example, major physician staffing
companies reportedly cut clinician hours and asked
for voluntary furloughs as elective hospital procedures
declined during the pandemic (Arnsdorf 2020).
However, PE firms also use strategies that can increase
costs for providers. For example, providers that are
acquired through leveraged buyouts are typically required
to spend more on debt service. PE firms may also sell a
provider’s real estate to another company and have the
provider sign a long-term lease, making the provider
responsible for the lease payments. (This practice is more
common for nursing homes and is discussed in more detail
later in the chapter.)
Finally, PE firms often require nursing homes and
physician practices to pay monitoring or management
fees. These fees compensate the PE firm for the costs
of overseeing and managing the provider’s operations
and allow PE firms to generate some returns before they
exit an investment. According to one PE investor we

interviewed, the management fees for a PE-owned nursing
home typically equal 5 percent to 6 percent of its gross
revenues. However, it is worth noting that the fees paid
by portfolio companies are generally used to reduce the
management fees that the limited partners in a PE fund are
required to pay the general partner.
Some PE strategies are more relevant to a
particular sector
Although PE investments in hospitals, nursing homes, and
physician practices have a number of common features,
there are other strategies that are largely used in only one
of those sectors.
Separation of real estate and operations

Nursing homes and some hospitals can be profitable
investments because the investor can sell the real estate to
a related company or to a third party. The proceeds from
real estate sales can be disbursed as profits to the PE fund,
and the facility then has to pay rent.
Starting in 2003, PE firms made several deals to purchase
nursing home chains where they separated the chains’ real
estate and operations. Investors would buy a company,
finance the deal with the chain’s real estate assets (for
example, by leasing its properties to help pay off debt
assumed in the acquisition), and hire a separate operating
company to manage the assets. The operators of the
nursing homes thus became tenants instead of owners and
assumed responsibility for paying the rent and all expenses
of the properties, including insurance, operating expenses,
and property taxes. (These types of leases are known as
“triple net” leases.) The practice of separating real estate
and operations is common across the industry and not
limited to PE-owned facilities.30
Complex corporate structures

Like the hospital chain structure described above, nursing
homes with a common owner can also have complex
structures that make ownership, managerial control, and
cash flow difficult to track. Though this complexity is
not necessarily limited to PE, private equity owners may
restructure a chain by establishing a holding company
that owns the entire chain, having separate LLCs for
the operation of each individual facility that is part of
the chain, separate LLCs that own the real estate, and a
separate company that leases properties from a real estate
holding company and subleases to operating companies
(Government Accountability Office 2010). The text

box (pp. 92–93) explores one example of this complex
structure in a PE-owned nursing home chain (Bos and
Harrington 2017).
A separate set of considerations—state laws restricting the
corporate practice of medicine (CPOM)—affect how PE
firms structure their investments in physician practices.
CPOM laws vary by state and allow certain exceptions.
However, most require practices to be organized as
professional corporations or professional limited liability
companies—both referred to here as professional service
companies (PSCs)—with owners, shareholders, and/
or board members who are licensed medical providers
(American Medical Association 2015). Such laws were
enacted out of concern that corporate ownership’s
obligations to shareholders may not align with a
physician’s responsibilities to his or her patients and could
lead to interference in the physician’s independent medical
judgment (American Medical Association 2019). When
PE firms invest in practices, the organizational structures
they set up must avoid appearing to influence physicians’
behavior since that could trigger enforcement of CPOM
laws or raise concerns about inducement of services under
the Anti-Kickback Statute or the False Claims Act. One
reason that some physicians find PE ownership appealing
is that investors may be less involved in day-to-day
operations compared with acquisition by a health system.
Although PE firms use a variety of structures, in
states with CPOM laws, investors typically establish a
relationship with a trusted medical provider who is the
owner and manager of a PSC that retains ownership
of a practice’s clinical assets (Figure 3-4, p. 94). The
PSC employs practice physicians and makes decisions
on hiring and firing, credentialing, and peer review.
The PE firm holds majority equity in a management
services organization (MSO) that takes ownership of the
practice’s nonclinical assets and provides administrative
and financial services to the PSC under a management
services agreement (Genecov 2019). The PSC pays fees
for management services to the MSO; these fees are set
at fair market value, but that amount likely varies by
practice. One or more representatives of the PE firm may
sit on an advisory board or joint operating committee to
coordinate the two entities. In states without CPOM laws,
the PE firm’s operating company may hold a more direct
ownership stake in the clinical side of the practice but
may still arrange a management services agreement for
nonclinical support.
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The impact of private equity ownership on the Golden Living nursing
home chain

T

he private equity (PE) firm Fillmore Capital
Partners acquired the Beverly Enterprises
nursing home chain in a leveraged buyout
in 2006 and renamed the company Golden Living.
Following this acquisition, researchers examined
changes in the chain’s strategy and operations over the
next 12 years (Bos and Harrington 2017). Several of
those strategies predate the PE acquisition and were
commonly used across the nursing home industry. The
key strategies that Golden Living used are consistent
with those identified in the literature on approaches that
PE owners use to create value, including:
Sale of unprofitable facilities. Starting in 2001 before
the PE acquisition and continuing after, Golden Living
sold off more than 150 nursing homes. Divesture was
common across the industry at the time due to high
liability costs in some states and changes in Medicare
policy that limited per day payments.
Addition of other services and lines of business.
Mainly after 2004, the company started to invest in
new profitable services and lines of business, including
a rehabilitation therapy company (Aegis Therapies), a
hospice company (Asera Care), and a staffing company
(Aedon Staffing) that targeted Medicare and privatepay patients.31 Golden Living often served as the
“launch customer” for new lines of business.
Tighter corporate control over individual facilities.
Following the PE acquisition, local managers of the

chain’s facilities were given a smaller span of control,
and the use of performance-related pay was introduced.
Changes in staffing. Researchers compared the chain’s
staffing levels pre- and postpurchase. The skill mix (the
proportion of higher educated nurses when compared
with lower educated nurses) was significantly higher
from 2009 onward. Total staffing levels in California
were lower during PE ownership but they had higher
staffing levels for registered nurses than other facilities.
Corporate restructuring. Fillmore Capital created one
LLC, Pearl Senior Care, to purchase Golden Living
(Figure 3-3). Pearl Senior Care in turn owned another
LLC, Drumm Investors, which in turn owned Golden
Horizons (which operated the facilities) and Geary
Property Holdings (which owned the facilities and
their real estate), legally separating the operations from
the buildings and the land. Postpurchase, the chain’s
nursing facilities leased their buildings and land. The
individual Golden Living nursing homes were also
split into separate LLCs. The PE owner stated that its
lenders required the company to use separate LLCs to
limit risk in the event of bankruptcy or litigation. The
authors note that this complex structure, with separate
management and property companies and multiple
ownership levels, was not unique to PE-owned nursing
homes and was commonly used by large nursing home
chains by 2008. ■

(continued next page)

The use of platform and add-on acquisitions to
consolidate physician practices

PE firms use a variety of approaches to build regional
group practices, but they often first invest in a large, wellestablished practice (known as a platform acquisition),
which then acquires smaller practices in the same or
a related specialty (add-on or tuck-in acquisitions).
Under this approach, the platform practice builds into
a larger local or regional practice group with greater
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scale economies for centralized business services (such
as billing) and potentially more influence over referral
patterns and commercial payment rates. PE investors
use a combination of investor capital and debt to finance
acquisitions, and the debt becomes the obligation of the
practice (Casalino 2020). Because PE firms have a limited
time horizon in which to provide returns to investors, they
generally aim to exit ownership of portfolio practices after
three to seven years (Casalino et al. 2019). Competition for

The impact of private equity ownership on the Golden Living nursing
home chain (cont.)
FFIGURE
IGURE

XXXX
The Golden Living nursing home chain had a complex
corporate structure after its acquisition by a PE firm

X-X
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Fillmore Capital
Partners LLC

Pearl Senior
Care LLC

Drumm Investors

Geary Property Holdings

GGNSC Equity LLC

Golden Horizons

Golden Living

Golden Innovations

Nursing facilities

Aegis Therapies

Assisted living facilities

Asera Care

Golden Ventures

Aedon Staffing

Ceres Purchasing Solutions

Vizia Healthcare Design Group

Note:

PE (private equity), LLC (limited liability company). This figure, taken from “What Happens to a Nursing Home Chain When Private Equity Takes Over? A
Longitudinal Case Study,” depicts Golden Living’s corporate structure at the time of the case study’s publication in 2017. While Fillmore Capital Partners
still owns Golden Living, some of the company names and ownership arrangements have changed since the publication of the case study. For example,
Asera Care, a hospice provider, was sold to Amedysis in June 2020.

Source: Bos and Harrington (2017).

physicians among hospital-based health systems, health
plans, larger physician groups, and other PE companies
may all offer exit opportunities for the PE firm.
Sequential “roll-ups” (acquisitions) of physician
practices by PE firms, health systems, and insurers often

are too small individually to trigger antitrust reporting
requirements, yet they can result in large practice groups
with market power. According to one former member
of the Federal Trade Commission, the median size of
recent buyouts of health care firms has been $60 million
to $70 million, well below reporting requirements. In his
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F IFIGURE
GURE

XXXX
In states with laws against the corporate practice of medicine, PE firms
control management service organizations rather than clinical practices

3X-X
–4

Professional services company
(clinical practice)

Clinician owned
and managed

Note:

Management services corporation
(nonclinical staff and infrastructure)

Fee for administrative and financial services

Partner
physicians
Private equity
partners

PE (private equity).

Source: MedPAC analysis based on Gilreath et al. 2019.

opinion, PE firms can use this strategy to “quietly increase
market power and reduce competition,” leading to a higher
valuation when the company is later sold (Chopra 2020).
A recent analysis documented that among group practices
that initially had 100 or more physicians, about half of
their growth resulted from acquisitions of small groups
with 10 or fewer physicians. Another one-third of growth
resulted from hiring new physicians (Capps et al. 2017).
PE firms provide upfront payments to physician owners
that compensate them for the practice’s future stream of
operating earnings and are calculated as a multiple of the
practice’s earnings before interest, taxes, depreciation, and
amortization (EBITDA). Owners of a large platform practice
may receive a multiple of 8 to 12 times EBITDA (sometimes
even higher), while owners of add-on acquisitions receive
multiples that are considerably lower (Casalino et al. 2019,
Helm 2019).32 After the add-on practice has been absorbed
into the larger entity, its value increases to the same level as
the platform practice (8 to 12 times EBITDA). This increase
in the value of add-on practices provides an opportunity for
higher returns when the PE firm sells its stake in the MSO in
three to seven years.
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Rollover equity

Part of the PE firm’s upfront payment for a practice
reflects prospective reductions in regular compensation to
the practice’s physician owners (Helm 2019). Typically, a
medical practice distributes end-of-the-year profits among
its partners so that the practice itself does not pay taxes
(Gilreath et al. 2019). PE deals replace this approach with
salaries that are typically about 30 percent lower than the
physician-owners’ prior compensation (Shryock 2019).
However, as part of the PE deal, founding physicians or
other key practice owners also receive “rollover equity”—
a minority ownership stake (e.g., 20 percent to 40 percent)
to keep physicians’ incentives aligned with those of the
PE investor (Casalino et al. 2019). The PE firm’s exit from
a practice also provides physicians with rollover equity a
chance at getting “a second bite at the apple”—a share of
the profits from selling their stake to a new owner.
The future of PE investment in hospitals,
nursing homes, and physician practices
While the regulatory, demographic, and payment
conditions that have made health care an attractive
investment remain, parts of the sector are facing

significant disruptions due to the coronavirus pandemic.
Postponement and cancellation of elective procedures and
in-person office visits in March and April 2020 reduced
revenues of hospitals and physician practices. Many
health care providers received federal assistance in 2020,
allowing some providers (e.g., many hospitals) to see an
increase in profitability in 2020. However, other providers
(e.g., some nursing homes) struggled financially in 2020
despite federal support. COVID-19 infections and related
deaths severely affected residents of nursing homes, and
even though most residents have now been vaccinated,
nursing home occupancy rates are expected to recover
slowly. During 2020, the number of PE deals declined
by one-seventh, but the value of PE investments in health
care fell by about one-third (PitchBook 2021). Analysts
attribute this decline to PE funds looking for bargains and
sellers holding out for higher deal valuations once the
pandemic has waned.
Going forward, we expect private equity to play a limited
role in the hospital industry. In 2020, Cerberus Capital
Management sold its interest in the Steward hospital chain
(which owns 35 hospitals) to a group led by Steward
physicians. Also in 2020, the publicly traded Quorum
hospital chain filed for bankruptcy and was taken over
by its creditors, which included PE funds. The net effect
was that PE firms continue to own about 4 percent of
general and acute care hospitals. Despite the fact that
private equity firms have large amounts of capital to be
deployed (called “dry powder”), we do not expect PE
firms to acquire a large number of nonprofit or publicly
traded hospitals. Most nonprofit hospitals have had
strong all-payer profits in recent years and do not have
need for outside capital. In addition, most publicly traded
hospitals have seen their stock prices rise substantially
in recent years, making them less attractive acquisition
targets. Because there is little need for PE capital and
no clear competitive advantage of PE ownership over
other ownership structures, we do not expect PE firms to
acquire large numbers of hospitals in the near future. The
pace of acquisitions is more likely to be slow, reflecting
incremental acquisitions by PE firms, publicly traded
hospitals, and nonprofit systems. During January 2021,
nonprofit health systems appeared to be making most
hospital acquisitions (Hansard 2021).
PE firms have been more active in acquiring nursing
homes, but it is not clear whether that level of interest
will continue. Even before the pandemic, PE ownership
of health care providers, including nursing homes, was

receiving renewed attention from policymakers. The
impact of the coronavirus on the lives and welfare of
residents and staff has intensified media coverage of
nursing homes, with some reports focusing on acquisitions
by PE firms during the pandemic and conditions in
PE-owned facilities.33 One study found that PE-owned
facilities were less likely to have at least a one-week
supply of N95 masks and medical gowns than facilities
that did not have PE owners, but found no statistically
significant differences in staffing levels, COVID-19 cases
or deaths, or deaths from any cause between PE-owned
nursing homes and facilities with other types of ownership
(Braun et al. 2020). Another study found that PEowned nursing homes were associated with a decreased
probability of resident and staff cases of COVID-19 and
shortages of personal protective equipment (PPE) (Gandhi
et al. 2020a). Facilities previously owned by PE firms
were associated with an increased probability of PPE
shortages and resident outbreaks.
At an industry conference in February 2021, investors
noted that the coronavirus pandemic, combined with
increased scrutiny of PE ownership of nursing homes by
policymakers, will likely contribute to waning PE interest
in nursing homes (Spanko 2021). Where there is still
interest, investors will pay close attention to the quality
of the nursing home operator in a post-coronavirus world,
and “turnaround” projects will be less attractive. One
investor noted that how well an operator has weathered the
pandemic will likely be an important signal to investors:
“While buildings in different parts of the country saw
wildly varied COVID-19 situations at different points in
the year, they all received the same fire hose of federal
support—and it will become immediately clear to curious
observers how any given operator decided to deploy that
money” (Spanko 2021).
PE interest in physician practices remains strong. In some
specialties, PE investors hope to gain from an expected
rebound in patient volumes (Hansard 2021). Practices
that receive a larger proportion of their revenues through
capitated payments fared relatively well during the
pandemic, and financial analysts expect that PE deals
with them will grow (PitchBook 2021). Other analysts
have expressed concern that some physician practices,
especially those in primary care, are experiencing
continued economic difficulty, which may accelerate the
pace of PE deals by investors seeking to acquire practices
in financial distress at lower prices (Bruch et al. 2021a).
Although the market for physician services is changing as
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hospital systems and insurers acquire practices, it remains
fragmented. Consolidating practices offers PE firms
opportunities to lower some costs through economies
of scale and to expand revenues through higher volume,
higher commercial payment rates, and a more lucrative
mix of services.

the distribution of costs and patient satisfaction among PEowned hospitals and other hospitals. While PE ownership
may influence provider costs and patient experience, it
will not have a large direct effect on Medicare costs due to
the program’s use of prospective payment rates.

Effects of PE investment on Medicare
costs, beneficiary experience, and
provider experience

We tested whether there are any differences in the cost
structures for PE-owned hospitals versus other hospitals
by examining hospital costs per discharge in 2018 after
adjusting for local wage rates, patient mix, and other
factors.35 We limited our analysis to hospitals with over
500 Medicare discharges during the year to create some
stability in measures of costs per discharge. We also
examined the hospitals’ profit margins and the share
of patients rating the hospital a 9 or 10 in their overall
satisfaction of the hospital.

Estimating the effects of PE ownership first requires the
accurate identification of PE-owned providers, but, as
previously discussed, that process is time consuming
and difficult. Given the complexity of identifying PE
ownership, we used published literature, supplemented
with other sources, to examine the effects of PE ownership
on hospitals, nursing homes, and physician practices.
Empirical literature on the effects of PE ownership on
hospitals, which have had relatively few but high-profile
PE owners, is relatively scant. We supplemented that
literature with a cross-sectional analysis that compared
PE-owned hospitals with hospitals that have other
ownership structures. In contrast to hospitals, the nursing
home sector has a longer history of PE ownership and
more extensive literature examining its effects. We
reviewed and summarized this literature on the impacts
on costs and quality. For physicians, who have seen more
recent PE interest, we reviewed the literature on and
interviewed physicians about their experiences with PE
acquisition. Empirical information about the impact of PE
ownership of physician practices on Medicare spending,
quality of care, and patient experience is minimal, but
researchers have hypothesized about some possible effects
based on PE business strategies.34
Hospitals
We conducted a cross-sectional analysis of how PE-owned
hospitals compare with other hospitals and report on a
study that examined how hospitals change when their
ownership changes. Our analysis and the literature suggest
that PE owners induce an increase in hospital charges
and that PE-owned hospitals tend to have lower costs
and lower patient satisfaction. However, the differences
between hospitals owned by private equity and other
hospitals are not large, and there is a substantial overlap in
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PE-owned hospitals tended to have lower costs
and lower patient satisfaction

PE-owned hospitals tended to have lower costs and
patient satisfaction than both other for-profit and nonprofit
hospitals (Table 3-2).36 Lower patient satisfaction is
consistent with results from a similar analysis of 2018
data (Bruch et al. 2021b). The lower costs at PE-owned
hospitals contributed to their higher Medicare margins.
However, the PE-owned hospitals had relatively low allpayer margins in 2018. Those margins could in part reflect
their payer mix, which was more heavily weighted toward
Medicare and Medicaid. While there are differences in
median performance, we also present the 25th and 75th
percentiles of performance. There is a great deal of overlap
across the categories, suggesting that different types
of ownership are not associated with consistently large
differences across any of the metrics we examined.
We also examined risk-adjusted mortality 30 days after
discharge and risk-adjusted readmission rates 30 days
after discharge using models developed by 3MTM. We
did not find any statistically significant differences
in mortality across the three groups of hospitals, and
the relative performance of the groups depended on
whether we examined means or medians (data not
shown). Readmissions at PE-owned and other for-profit
hospitals were 104 percent of the national median using
the 3M measure. However, the readmission measure
should be viewed with some caution as the demographic
characteristics of the patients may affect readmissions.
The cross-sectional differences we see could be because
PE firms tend to buy hospitals that already have relatively

TABLE

3–2

Performance of PE-owned hospitals, 2018

Characteristics

PE hospitals

Number of hospitals (with over 500 Medicare discharges)

79

Other
for profit

Government/
nonprofit

455

1,851

Medians
(25th to 75th percentiles)
90%ab
(80 to 102%)

92%b
(84 to 103%)

102%
(92 to 113%)

Median share of patients rating the hospital a 9 or 10 (out of 10)

64%ab
(58 to 68%)

68%b
(63 to 74%)

72%
(67 to 76%)

Median Medicare margin in 2018

2%b
(–6 to 11%)

0%b
(–10 to 8%)

−9%
(–19 to 0%)

Median total (all-payer) margin in 2018

5%a
(–3 to 12%)

10%b
(1 to 19%)

4%
(0 to 10%)

Median share of patients for whom Medicare is the primary payer

39%
(29 to 46%)

35%
(27 to 44%)

36%
(28 to 44%)

Median share of patients for whom Medicaid is the primary payer

11%ab
(4 to 19%)

5%b
(2 to 10%)

7%
(3 to 13%)

Cost per discharge as a share of the national median

Note:

PE (private equity). Sample is limited to hospitals with 2018 cost report data and over 500 Medicare discharges in 2018. Relative values are the median for the
group as a share of the median of all hospitals. Per case costs are standardized for area wage rates, case-mix severity, prevalence of outlier and transfer cases,
interest expenses, low-income shares, and teaching intensity. Patient ratings are from the Hospital Consumer Assessment of Healthcare Providers and Systems®. See
our March 2021 report to the Congress for methodological details. Twenty of the 79 hospitals owned by PE firms were in the Steward system, which ceased to be
owned by PE in 2020.
a
Indicates a statistically significant difference from other for-profit hospitals using a p < .05 criterion using a Tukey test to account for multiple comparisons.
b
Indicates a statistically significant difference from nonprofit hospitals using a p < .05 criterion using a Tukey test to account for multiple comparisons.

Source: MedPAC analysis of Medicare cost report and Hospital Compare data.

low cost structures and low patient satisfaction or because
PE ownership results in lower costs and satisfaction.
We cannot show causation through the cross-sectional
analysis.
Changes in charges, profits, and quality metrics
following PE acquisitions

A recent study by Bruch and others examined changes in
charges and quality metrics after hospitals were acquired
by private equity (Bruch et al. 2020b). Most of the
PE-owned hospitals examined in the study were HCA
hospitals that were acquired in a single transaction in
2006.

Bruch and colleagues found charges (list prices) increased
following acquisitions and found mixed evidence of
quality changes. The HCA hospitals showed some
improvements in process measures after their ownership
changed, but other hospitals acquired by PE firms failed to
improve in any process measures and reported declining
performance on one process measure. The mixed findings
on quality make it difficult to attribute the quality changes
to ownership changes, especially given the consistent
hospital management at HCA. The HCA hospitals could
have initiated process changes independently of the PE
acquisition, and it was those efforts, rather than ownership
changes, that drove improvements in process metrics. The
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Bruch study did not evaluate whether the assumed quality
effects of HCA going private in 2006 were reversed when
it switched back to being publicly traded in 2010. The
movement of HCA in and out of PE ownership illustrates
the difficulty of determining the long-term effect of PE
ownership, which itself is not designed to last for a long
period.
Nursing homes
The literature on the effects of PE ownership on nursing
homes is comparatively extensive, reflecting the long
history of PE involvement in the industry, the number
of nursing homes with PE owners, and the public policy
interest in the effect of PE ownership.37 While PE
ownership could lead to lower quality of care or quality
of life due to greater efforts to reduce costs or the debt
that providers assume in the acquisition, researchers also
point out that PE owners could make changes that improve
quality, operational efficiency, and profitability (Huang
and Bowblis 2019).
Studies measuring the effect of PE ownership generally
attempt to measure its average impact and distinguish any
PE-specific effects from the general effects of for-profit
ownership. Beyond that, however, studies vary on several
key dimensions, such as the period covered (the length
of the look-back period before the PE purchase and the
length of the observation period after the purchase), the
nursing homes examined in the study (some use data from
a single state, while others are national in scope), and
the method and data sources used to identify PE-owned
providers. As discussed above, there is no single data
source that identifies PE-owned health care providers.
Researchers must decide what counts as PE ownership
and use multiple data sources in a complicated and timeconsuming process to identify PE-owned nursing homes.
Studies also differ in their choice of impact measures
(e.g., staffing, quality metrics, mortality). Measures of
staffing at the facility level are commonly used because (1)
staffing is widely considered an important input into the
quality of care, (2) staffing is under the control of nursing
home operators, and (3) administrative data on staffing are
generally available. Finally, these studies vary in whether
or how they account for underlying differences between
nursing homes acquired by PE and other nursing homes or
differences in the residents served, which can bias results.
Overall, the findings in the literature on the average effects
of PE ownership on nursing home quality and costs are
mixed. For example, studies have found different effects of
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PE ownership on staffing levels and mix. A summary of
the findings of studies published since 2012 is shown in
Table 3-3. Note that most of the studies look at periods
before 2010, although two working papers use more
recent data.
Physician practices
According to the peer-reviewed literature and our
interviews with physicians, physician experiences with
PE investment have been highly variable, primarily due
to differences among specialties, physicians, practice
sizes, and PE firms (Casalino 2020, Casalino et al. 2019,
Gondi and Song 2019, Zhu and Polsky 2021). When a
PE firm acquires a physician practice, a key downside
is the physicians’ loss of control over the future of the
practice. This uncertainty may particularly affect early and
mid-career physicians who expect to practice longer than
older physicians. Physicians also sacrifice future revenue
because they are selling a portion of their future revenue
stream. Another issue is that physicians risk losing some of
their autonomy. For example, private equity firms may cut
staff, change the hours of operation, and require physicians
to obtain approval to purchase new equipment. Because
PE investors want to rapidly increase profits, they may
create incentives for physicians to change their clinical
behavior. For example, dermatologists reported pressure
to increase the volume of procedures and direct pathology
specimens and surgical referrals to employees of the
practice (Resneck 2018). A dermatologist told us that the
PE firm that acquired his practice pressured clinicians to
see more patients and perform more procedures, such as
biopsies and Mohs surgeries.
On the other hand, researchers and physicians also cite
benefits from PE investment (Casalino 2020, Casalino
et al. 2019, Gondi and Song 2019). PE deals are often
lucrative for older physicians who are seeking to exit
practice ownership (Gondi and Song 2019). The large
upfront payments from these deals replace physicians’
future income but are taxed at capital gains rates, which
are lower than income tax rates. PE buyouts may also be
attractive to younger physicians who are looking for a
better work-life balance and freedom from administrative
and financial responsibilities (Casalino 2020).
In addition, rapid changes in the health care market
(e.g., vertical and horizontal integration of providers,
movement toward value-based care, and changes in
information technology) have created an environment
of uncertainty and higher expenses for independent

TABLE

Overview of key studies on the effects of
private equity ownership of nursing homes

3–3

Paper title
(author and year)

Summary of findings

Study population
and dates

Does Private Equity Investment
in Healthcare Benefit Patients?
Evidence from Nursing Homes
(Gupta et al. 2021)

Among patients with Medicare-covered stays, PE ownership increased mortality
and spending. Researchers also observed worsening mobility and elevated
use of antipsychotic medications, declines in nurse availability per patient, and
declines in compliance with federal and state standards of care. Operating
costs post-acquisition shifted toward non–patient care items such as monitoring
fees, interest, and lease payments.

National data for
2000–2017

Private Equity, Consumers, and
Competition: Evidence from the
Nursing Home Industry (Gandhi et
al. 2020b)

The effect of PE ownership was heterogenous with respect to levels of local
market concentration: In highly competitive markets, PE owners increased
staffing, while in less competitive markets they reduced staffing. Following
introduction of the 5-Star Quality Rating System, PE-owned facilities increased
staffing more than their non-PE counterparts, and PE facilities shifted staffing
more toward RNs in response to the rating system’s emphasis on RN staffing.

National data for
1993–2017

Private Equity Ownership and
Nursing Home Quality: An
Instrumental Variables Approach
(Huang and Bowblis 2019)

Private equity ownership does not lead to lower quality, measured using 17
resident-level quality metrics, for long-stay nursing home residents in a period of
4 to 5 years following acquisition.

Ohio only for
2005–2010

What Happens to a Nursing
Home Chain When Private Equity
Takes Over? A Longitudinal Case
Study
(Bos and Harrington 2017)

PE owners continued and reinforced several strategies that were already put in
place before the takeover, including a focus on keeping staffing levels low. The
new PE owners added restructuring, rebranding, and investment strategies such
as establishing new companies, where the nursing home chain served as an
essential “launch customer.”

A single multi-state
nursing home chain
from 2000–2012

Private Investment Purchase and
Nursing Home Financial Health
(Orfaly Cadigan et al. 2015)

PE acquisition had little impact on financial outcomes except for liquidity, the
only measure with a change after acquisition that did not begin in the preacquisition period. At baseline, acquired nursing homes looked different than
non-acquired nursing homes: They had higher occupancy, lower Medicaid/
higher Medicare share of residents, lower operating expenses, higher total
revenue, greater liquidity, and higher profits.

National data for
1998–2010

Private Equity Ownership of
Nursing Homes: Implications for
Quality (Pradhan et al. 2014)

PE nursing homes in Florida had lower RN staffing and higher LPN and
CNA staffing compared with other for-profit nursing homes. The change in
nurse staffing pattern was reflected in the lower skill mix of PE nursing homes
post-acquisition. PE-owned facilities reported worse results on pressure sore
prevention and restorative ambulation and had significantly higher numbers of
deficiencies and pressure ulcer risk prevalence.

Florida only for
2000–2007

Private Equity Ownership
and Nursing Home Financial
Performance (Pradhan et al. 2013)

Compared with other for-profit nursing homes, PE nursing homes had higher
operating revenues and costs, operating margins, and total margins and no
significant differences in payer mix.

National data for
2000–2007

Nurse Staffing and Deficiencies
in the Largest For-Profit Nursing
Home Chains and Chains Owned
by Private Equity Companies
(Harrington et al. 2012)

Chains purchased by PE companies showed little change in staffing levels,
but the number of deficiencies and serious deficiencies increased in some
postpurchase years compared with the prepurchase period.

National data for
2003–2008

Note:

PE (private equity), RN (registered nurse), LPN (licensed practical nurse), CNA (certified nursing assistant).

Source: Bos and Harrington (2017), Gandhi et al. (2020b), Gupta et al. (2021), Harrington et al. (2012), Huang and Bowblis (2019), Orfaly Cadigan et al. (2015),
Pradhan et al. (2014), Pradhan et al. (2013).
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practices. PE investment offers these practices “shelter
from the storm” by providing them with access to capital
and expertise in financial management, operations, and
practice acquisition (Casalino et al. 2019, Gondi and
Song 2019). PE acquisition can also help subspecialty
practices maintain their access to referrals. For example,
retinal specialists depend on general ophthalmologists for
referrals. By combining with general ophthalmologists in
a PE-owned practice, retinal specialists can secure a steady
stream of referrals (Casalino 2020).
Some physicians report that practice operations and
clinical decision-making have not been affected by PE
ownership (Casalino 2020, Gondi and Song 2019). Among
the physicians we interviewed, those who performed
considerable due diligence and selected a PE firm that
shared their practice’s values generally had positive
experiences.
We found minimal peer-reviewed, empirical evidence
about the impact of PE ownership of physician practices
on spending, quality of care, and patients’ experience.38
The pressure that some PE firms apply to clinicians to
increase revenue by performing more procedures and
ancillary services (e.g., imaging) could lead to higher
spending (Casalino 2020, Casalino et al. 2019, Gondi
and Song 2019, Zhu and Polsky 2021). In addition,
ophthalmology practices owned by PE investors have an
incentive to use more expensive drugs, which have higher
profit margins (O’Donnell et al. 2020).

•

However, some physicians report that patient care and
practice patterns do not change as a result of PE ownership
(Gondi and Song 2019). During our interviews, some
physicians stated that PE firms are committed to providing
patients with a positive experience so they can attract new
patients. Another view is that PE acquisitions can improve
quality of care because physicians no longer need to focus
on running a business (Casalino 2020).
Summary of effects of PE ownership
Our review of the evidence on the effects of PE ownership
on hospitals, nursing homes, and physicians is summarized
below.
•

Hospitals. Our cross-sectional analysis found that
PE-owned hospitals tended to have lower costs and
lower patient satisfaction, but the differences between
hospitals owned by private equity and other hospitals
were not large. This association could be due to the
type of hospitals that PE firms buy (e.g., hospitals with
a low purchase price) or the effect of PE ownership
on hospitals (PE firms pushing down costs). Our
cross-sectional analysis cannot differentiate between
these two possibilities. Longitudinal analysis in the
literature suggests that following acquisitions by PE
firms, hospitals tend to increase their charges at a
higher rate than the average. While PE ownership may
influence provider charges, it will not have a large
direct effect on Medicare costs due to the program’s
use of prospective payment rates. In addition, the
effect of PE acquisitions on the quality of care is not
clear given that we do not have consistent evidence
that PE ownership has large effects on quality metrics.

•

Nursing homes. Studies on PE ownership of nursing
homes have examined a variety of quality and
financial outcomes, and findings are generally mixed.
One recent study found that PE ownership had no
effect on total revenue or costs but found evidence of
a shift in operating costs away from staffing toward
monitoring fees, interest, and lease payments (Gupta
et al. 2020). Another recent study found that, in
highly competitive markets, PE-owned nursing homes
increased staffing, while in less competitive markets
they reduced staffing (Gandhi et al. 2020b).

Physicians’ views differ about the impact of private equity
on quality of care and patients’ experience. Concerns
about potentially harmful effects on quality include the
following:
•
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The pressure on PE-owned practices to achieve high
returns on investment in a short time may come at the
expense of investing in quality and safety (Gondi and
Song 2019).

•

The focus on increasing procedures may lead to
inappropriate services and reduced quality (Casalino
2020).

•

Care may be delivered by nonphysician practitioners,
such as physician assistants (PAs), without adequate
physician supervision (Gondi and Song 2019); one
physician told us that he had difficulty supervising
PAs because of their high patient volume, and he did
not feel comfortable with the care they provided.
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The emphasis on keeping referrals within the
practice may not be consistent with patients’ needs or
preferences (Gondi and Song 2019).

•

Physicians. PE investment in physician practices is
relatively new, and the literature estimating the impact
of PE ownership of physician practices on spending,
quality of care, and patient experience is scant. The
pressure that some PE firms apply to clinicians to
increase revenue by performing more procedures and
ancillary services (e.g., imaging) could lead to higher
spending (Casalino 2020, Casalino et al. 2019, Gondi
and Song 2019).

PE involvement with the Medicare
Advantage program
Under the Medicare Advantage (MA) program, Medicare
contracts with private plans to deliver Part A and Part B
benefits to eligible beneficiaries. (Most MA plans also
provide Part D drug coverage.) The share of beneficiaries
enrolled in MA plans has increased steadily for more than
a decade. In 2020, 43 percent of all beneficiaries with both
Part A and Part B coverage were in MA, and that number
is widely expected to continue growing in the coming
years.
The size and scope of the MA program may provide PE
firms with a wider range of investment opportunities
compared with an individual provider sector. We therefore
tried to assess PE activity on two levels: (1) investment
in MA plan sponsors (the health insurers that offer plans)
and (2) investment in related companies that work for
plan sponsors (such as a company that helps manage care
for enrollees with complex health needs). In addition, we
examined other types of PE investment besides buyouts—
such as venture capital (VC) and growth capital—because
they appear to play a larger role in this area than in the
three provider sectors that we already examined.
In addition, although the congressional request specifically
refers to MA, we also included other private plans that
provide Part A and Part B benefits but are not part of the
MA program—cost plans, Medicare–Medicaid Plans,
and the Program of All-Inclusive Care for the Elderly
(PACE)—to provide a fuller picture of PE involvement.39

PE investment in MA plan sponsors
We examined PE investment in MA plan sponsors using
January 2021 information from CMS on the parent
organization and tax status for each plan. The parent
organization is the plan’s ultimate owner—“the legal entity

that exercises a controlling interest . . . directly or through
a subsidiary or subsidiaries, and which is not itself a
subsidiary of any other legal entity” (Centers for Medicare
& Medicaid Services 2021a).40 CMS also requires plans to
indicate whether they are for-profit and nonprofit entities.
In January 2021, there were 309 distinct parent
organizations offering Medicare health plans, with 26.6
million enrollees (Table 3-4, p. 102). Among them, 123
parent organizations operated at least one plan on a forprofit basis, and those for-profit plans had 19.9 million
enrollees (about 75 percent of total enrollment). The
number of parent organizations operating nonprofit plans
was larger, but those plans accounted for only about 25
percent of total enrollment.
We conducted an internet search of the parent
organizations with for-profit plans between December
2020 and February 2021 to determine (1) whether the
organization was publicly traded or privately owned and
(2) whether the organizations that are privately owned
have received any investment from PE firms. Only 12
parent organizations were publicly traded, but they
accounted for about 90 percent of enrollment in for-profit
plans (18.0 million out of 19.9 million) and roughly twothirds of total enrollment (under “Detail on for-profit
companies” in Table 3-4, p. 102). The subset of publicly
traded parent organizations is dominated by six large
companies—Anthem, Centene, Cigna, CVS Health,
Humana, and UnitedHealth—that collectively have 17.7
million enrollees (data not shown). The remaining 111
parent organizations that operate for-profit plans are
privately owned and account for about 7 percent of total
enrollment.
We found six parent organizations that are currently owned
by PE firms as the result of buyouts. (Given the lack of
comprehensive data on PE investment activity, there could
be other PE-owned organizations that we were unable to
identify.) In 2021, those organizations offer a total of 133
plans, including employer plans, and have about 497,000
enrollees, which represents about 1.7 percent of total
enrollment. The bulk of those enrollees—about 450,000—
are in MA plans that two organizations operate in Puerto
Rico. In February 2021, one of those organizations
announced it would sell its MA plans in Puerto Rico to
Anthem (Tepper 2021). Once that transaction has been
completed, PE-owned organizations will account for less
than 1 percent of total health plan enrollment.
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TABLE

3–4

Privately owned for-profit companies account for a relatively
small share of Medicare health plan enrollment, 2021
Parent
organizations

Plans

Enrollees
(in millions)

Share of
enrollees

For profit

123

4,750

19.9

Nonprofit

208

1,582

6.7

25.2

Total

309*

6,332

26.6

100.0

12

3,676

18.0

67.6

111

1,074

1.9

7.3

Type of company
74.8%

Detail on for-profit companies:
Publicly owned
Privately owned
Note:

The figures in this table are based on January 2021 enrollment in health plans that provide Part A and Part B benefits, which includes all types of Medicare
Advantage plans, cost plans, Medicare–Medicaid Plans, and the Program of All-Inclusive Care for the Elderly. We counted plans using unique combinations of
contract number and plan number. The table does not include stand-alone Part D prescription drug plans. Components may not sum to totals due to rounding.
*There are 22 parent organizations that have both for-profit and nonprofit divisions. These parent organizations are counted in both the “For profit” and
“Nonprofit” rows. The total unduplicated number of parent organizations that offer health plans is thus 309 instead of 331.

Source: MedPAC analysis of CMS health plan enrollment data and research on health plan ownership.

In addition to buyouts, we identified 25 parent
organizations where PE firms have made other
investments that are either active or have recently
concluded. These investments appear to be venture
capital for new companies or growth capital for more
established companies that want to expand. In 2021,
these organizations offer 262 plans and have about
264,000 enrollees, which equals about 1 percent of total
enrollment. (As with the buyouts, there may be other
recipients of PE investment that we could not identify due
to data limitations.) Many of these investments appear to
be targeted at three types of plan sponsors: startup health
insurers focused on MA and/or the ACA exchanges,
provider-sponsored institutional special needs plans, and
PACE.
Startup health insurers focused on MA and/or the
ACA exchanges

During the past decade, several new health insurers have
formed to participate in the MA program and the ACA
health insurance exchanges. Some companies—such
as Alignment Healthcare, Clover Health, and Devoted
Health—focus exclusively on MA and have no other lines
of business. Other companies, such as Oscar Health, focus
primarily on the exchanges but have expanded into MA,
and at least one company, Bright Health, has significant
enrollment in both sectors. None of these startup insurers
102
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operate Medicaid managed care plans or have indicated
that they plan to do so.
Four of these companies—Bright Health, Clover Health,
Devoted Health, and Oscar Health—have touted their use
of information technology as a feature that distinguishes
them from traditional insurers (for example, by enabling
them to improve the beneficiary experience or better
identify beneficiaries who need preventive care). These
companies present themselves as startup tech companies
as much as startup health insurers, and they are sometimes
referred to as “insurtechs” (Accenture Insurance 2019,
Muoio 2019). All four companies have raised substantial
amounts of venture capital, ranging from about $800
million to $1.6 billion. Alignment Healthcare, Clover
Health, and Oscar Health became publicly traded
companies earlier this year, and Bright Health also plans
to become publicly traded this year (Minemyer 2021,
Schubarth 2021, Vaidya 2021, Wilhelm 2021).
Provider-sponsored institutional special needs
plans

Institutional special needs plans (I–SNPs) are specialized
MA plans that restrict their enrollment to beneficiaries
who need the level of care provided in a long-term care
facility for 90 days or longer. The sector has always been
relatively small due to limited interest from plan sponsors

and nursing homes. In 2021, there are a total of 172
I–SNPs, with about 91,000 enrollees.41 UnitedHealth has
long been the primary sponsor of I–SNPs; its plans cover
about 65 percent of all I–SNP enrollees. The secondlargest sponsor, Anthem, accounts for only 7 percent of
the market.
However, over the past five years, a growing number of
nursing homes have started becoming plan sponsors in
their own right—as opposed to simply participating in the
provider networks of MA plans—and offering an I–SNP
to the residents of their facilities. For nursing homes, these
provider-sponsored I–SNPs are viewed as a way to get
more control over their revenues (the share of residents
enrolled in MA plans has been growing, but MA payment
rates for skilled nursing care are generally lower than
FFS rates) and retain any profits generated by the I–SNP
model, which focuses on reducing hospital admissions by
providing more primary care in the nursing home.
PE firms have invested in companies that help launch
and operate these new I–SNPs. These companies first
recruit nursing homes in a geographic region, usually a
metropolitan area or state, to participate in the I–SNP.
These plans are often structured as joint ventures between
the PE-backed companies and the nursing homes. As part
of this process, these companies reach an agreement with
the nursing homes on the amount of capital that each side
will invest in the plan and how its profits and losses will be
shared. According to one consultant we interviewed, these
risk-sharing arrangements vary across nursing homes,
even among the facilities that participate in the same
plan. The PE-backed companies also provide funding to
help the participating nursing homes obtain an insurance
license, if needed, and meet state insurance requirements
to maintain sufficient capital reserves. The companies also
perform many of the plan’s administrative functions, such
as assembling provider networks and paying claims. One
of these companies, AllyAlign Health, has developed 25
plans that collectively have about 10,000 enrollees.
Representatives for one of these companies believed that
PE funding had played an important role in facilitating
the company’s expansion. The company had used the
funding for a variety of purposes, including developing
case management software that was better suited for
institutional settings and hiring more capable staff. These
representatives felt that PE funding was helping the
company expand its operations much more rapidly than it
would have if it had relied solely on the profits generated
by its existing plans. These representatives also stated that

the company could not have obtained a similar amount of
capital from a traditional commercial bank.
Program of All-Inclusive Care for the Elderly

PACE is another type of specialized plan that serves
beneficiaries who need the level of care provided in
a nursing home. Unlike I–SNPs, which largely serve
beneficiaries who are already in nursing homes, PACE
targets beneficiaries who still live in the community. PACE
uses a distinctive model of care based on adult day-care
centers that are staffed by an interdisciplinary team that
provides therapy and medical services. Almost all PACE
enrollees are dually eligible for Medicare and Medicaid,
and PACE plans cover all Medicare and Medicaid services.
PACE plans are typically small, and overall enrollment is
fairly low (about 50,000).
For many years, PACE plans were required to operate as
nonprofit entities, but CMS lifted this restriction in 2015
after a statutorily mandated demonstration found that forprofit PACE plans provided care that was comparable in
quality (Centers for Medicare & Medicaid Services 2015).
Since then, there has been some PE investment in forprofit PACE plans. The most notable example is probably
InnovAge, a nonprofit PACE plan in Colorado that was
acquired by a PE firm in 2016 and converted into a forprofit company (Lagasse 2016). Since then, InnovAge
has acquired other plans in several states and become
the largest PACE sponsor in the country, accounting for
about 12 percent of total PACE enrollment. The company
became publicly traded earlier this year (InnovAge 2021).
Another example of PE investment is WelbeHealth, which
has received VC funding and entered the PACE market
in 2019. Unlike InnovAge, which has grown primarily
by acquiring existing plans, WelbeHealth has focused on
developing new PACE plans.
PE investment in companies that work for
MA plan sponsors
In addition to investing in certain MA plan sponsors, PE
firms have also invested in an array of related companies
that perform a variety of functions for plan sponsors.
Many of these related companies either provide services
directly to MA enrollees or provide care management (or
both), and some are paid using value-based arrangements
where the company bears some degree of financial risk for
an enrollee’s overall spending. Most of these companies
are relatively new, so VC funding and growth capital
appear to play a larger role than leveraged buyouts.
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In this section, we provide some examples of the
companies that have received funding from PE firms. We
cannot offer a comprehensive overview given the limits on
the available data about both PE investment activity and
the extent of the relationships between these companies
and MA plan sponsors, but we highlight some areas that
have attracted investment in recent years.
Primary care

PE firms have invested in companies that are using several
distinct business models to revamp the delivery of primary
care. One set of companies operates their own networks
of primary care clinics that focus largely or entirely on
serving MA enrollees. These companies are paid by
MA plan sponsors on a capitated basis and agree to take
full financial risk for the overall Medicare costs of the
enrollees they serve. Two companies that use this model
and have received VC funding are Oak Street Health and
Iora Health.42 According to the companies’ websites, as
of March 2021, Oak Street operated a total of 89 clinics in
13 states, while Iora Health had 47 clinics in 8 states. Oak
Street became a publicly traded company in July 2020
(Reuter 2020). At the time of its IPO, the company had
contracts with 23 plan sponsors, with Humana accounting
for about half of its capitated revenues, and it served
55,000 MA enrollees where it was paid on a capitated
basis (Securities and Exchange Commission 2020b). Iora
Health remains privately owned, and information on its
relationships with MA plan sponsors is not available.
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(Cano Health 2021). The company became publicly traded
in 2020 (Cano Health 2020).
A third set of companies focus on delivering primary care
in beneficiaries’ homes to improve their health and avoid
expensive emergency room visits and inpatient stays.
These companies use their own providers (usually nurse
practitioners and physician assistants) to deliver the inhome care and often focus on serving beneficiaries with
complex health conditions. Several companies that use this
model—such as ConcertoCare, DispatchHealth, Landmark
Health, and Ready Responders—have received funding
from VC firms. Some of the companies, such as Landmark
Health, participate in value-based contracts, while others
may be paid by plans on an FFS basis. Earlier this year,
UnitedHealth’s Optum subsidiary agreed to buy Landmark
Health (Donlan 2021).
Many of these companies (in all three models) participate
in other Medicare value-based programs. For example,
Oak Street Health, Iora Health, agilon health, Cano Health,
and Landmark Health have expanded into FFS Medicare
by participating in CMS’s direct contracting model (Center
for Medicare & Medicaid Innovation 2020). In contrast,
Aledade originally focused on developing accountable
care organizations in the Medicare Shared Savings
Program before expanding into value-based contracts with
MA plans.
Post-acute care

A second set of PE-backed companies, such as Aledade
and agilon health, form joint ventures with physician
practices that want to participate in value-based contracts
with health plans. These companies do not buy the
practices; instead, through the joint ventures, they bear
some of the financial risk from the value-based contracts
and support the practices in several ways, such as by
providing better information technology, performing
utilization management, and managing relationships with
outside specialists. In 2020, Aledade-affiliated practices
served about 100,000 MA enrollees through value-based
contracts, although the amount of risk the practices bear
under those contracts is unclear (Landi 2021).

PE firms have also invested in companies such as
CareCentrix and naviHealth that manage the use of
post-acute care on behalf of MA plan sponsors. These
companies assess enrollees’ care needs, encourage the use
of less expensive care when appropriate (such as home
health instead of skilled nursing care), and try to reduce
the number of hospital readmissions. Both companies
also participate in value-based contracts. Each company
has been publicly traded or PE owned at different points.
CareCentrix is currently owned by a PE firm, while
naviHealth is now owned by UnitedHealth’s Optum
subsidiary, which bought it from a PE firm in 2020 (Landi
2020b).

Another PE-backed company, Cano Health, uses both
of these models. As of January 2021, the company
served about 85,000 MA enrollees where it was paid
on a capitated basis. Like Oak Street, the company has
relationships with numerous MA plan sponsors, but
Humana accounts for the majority of its capitated enrollees

Chronic kidney disease and end-stage renal
disease
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Policymakers have recently made two changes to
Medicare that affect beneficiaries with chronic kidney
disease (CKD) or end-stage renal disease (ESRD). The
first change was the enactment of the 21st Century Cures

Act, which allowed beneficiaries with ESRD to enroll
in MA plans starting in 2021. (Before that, beneficiaries
who developed ESRD after enrolling in an MA plan
could remain in the plan, but those who already had
ESRD were prohibited from newly enrolling in a plan.)
The second change was CMS’s development of the
Kidney Care Choices model, which aims to improve care
for beneficiaries with CKD and ESRD (for example,
by slowing the progression from CKD to ESRD and
encouraging the use of home dialysis when possible). The
model was also scheduled to start in 2021 but has been
delayed to 2022.
These policy changes have led VC firms to invest in
startup companies that focus on managing care for the
CKD and ESRD populations. At least four companies in
this sector—Cricket Health, Monogram Health, Somatus,
and Strive Health—have received VC funding. Each
company works with MA plans and has expressed interest
in participating in value-based contracts, but the full extent
of their relationships is unclear. One leading MA plan
sponsor, Humana, has signed contracts with Monogram
Health, Somatus, and Strive Health to care for CKD/
ESRD enrollees in selected states.
Collection of diagnosis codes

Medicare payments to MA plans are risk adjusted to
account for differences in enrollees’ health status. The
risk adjustment system that CMS has developed relies
partly on the diagnosis codes from inpatient, outpatient,
and physician claims, which gives MA plan sponsors an
incentive to document all valid diagnosis codes for their
enrollees. PE firms have invested in companies such
as Cotiviti, Signify Health, and Vatica Health that help
plan sponsors collect diagnosis codes. (Signify Health
became a publicly traded company earlier this year.)
These companies perform activities such as analyzing
claims data to identify instances where diagnosis codes
might be missing, using information technology to collect
diagnosis codes directly from physicians’ electronic health
records, and conducting in-home health assessments.
(Some of these companies also have other lines of
business, such as helping providers participate in bundled
payment programs and helping plans collect quality data.)
Collecting more diagnosis codes increases Medicare
payment to plans, although it is unclear whether PE-owned
companies allow plan sponsors to collect more codes than
they would by using other approaches, such as collecting
codes themselves.

In addition, the value-based contracts that many
companies described in this section sign with MA plan
sponsors may also encourage the collection of more
diagnosis codes. For example, companies that sign “fullrisk” contracts with MA plan sponsors may be paid using
capitated rates that equal a share of the plan’s Medicare
revenues. This arrangement gives the company with the
value-based contract an incentive to collect more diagnosis
codes because doing so generates more revenue for the
plan sponsor, which in turn leads to more revenue for the
downstream company.
Some MA plan sponsors also make investments in
outside companies

We have focused on instances where PE firms invest in
companies that work for MA plan sponsors, but it is worth
noting that plan sponsors can also be investors in their
own right. Several plan sponsors have their own VC arms,
including for-profit sponsors (UnitedHealth’s Optum
Ventures), nonprofit sponsors (Intermountain Ventures,
Kaiser Permanente Ventures, UPMC Enterprises), and a
mix of for-profit and nonprofit sponsors (the Blue Cross/
Blue Shield affiliates’ Blue Venture Fund). As one might
expect, these funds invest in startup companies that could
benefit health plans and have focused on areas such
as information technology and care management. For
example, they have invested in some of the companies
discussed in this section: CareCentrix (Blue Venture
Fund), DispatchHealth (Optum Ventures), naviHealth
(Blue Venture Fund), and Somatus (Blue Venture Fund,
Optum Ventures). Plan sponsors that do not have their own
VC arms also make investments: For example, Centene
recently invested in a company working to improve the
interoperability of health care data (Landi 2020a).
In addition, the second-largest MA plan sponsor, Humana,
has participated in several buyouts led by PE firms. In
2018, Humana and two PE firms acquired the post-acute
care company Kindred Healthcare, which operated longterm care hospitals (LTCHs), inpatient rehabilitation
facilities (IRFs), home health agencies, and hospices.
As part of the deal, Kindred Healthcare was split into
two separate companies. The first company, which kept
the Kindred Healthcare name, operates the LTCHs and
IRFs and is owned entirely by the PE firms. The second
company, called Kindred at Home, operates the home
health agencies and hospices and is jointly owned by
the PE firms (60 percent) and Humana (40 percent).
Humana has the right to buy out the PE firms and take full
ownership (Kindred Healthcare 2018, Mullaney 2018).
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Later that year, Humana and the same PE firms purchased
Curo Health Services, a hospice provider, and added it to
Kindred at Home (Holly 2018).
Finally, in 2020, Humana and one of the PE firms involved
in the Kindred and Curo acquisitions started a joint
venture to develop a network of primary care centers
focused on serving Medicare beneficiaries. The centers
will be managed by a Humana subsidiary. The PE firm
has a majority stake in the joint venture and can require
Humana to buy it out over the next 5 to 10 years (Humana
2020).
Effect of MA-related investments on
Medicare costs
We are not aware of any research that evaluates the
effect that PE investment in MA-related companies has
on Medicare costs. Under the MA payment system,
those investments would not change Medicare spending
unless they had an impact on plan bids, quality bonuses,
or risk scores. Conducting that type of analysis would
be challenging for several reasons. For example, CMS
collects information on each plan’s ultimate owner—
the parent organization—but does not know which
organizations are owned by PE firms. The agency also
does not collect information on plan sponsors’ contracting
arrangements with other companies (which means,
for example, that there is no database that identifies
which plans use PE-backed companies to provide care
management for enrollees with complex health needs).
In addition, researchers would probably need to use
encounter data to assess whether PE-backed companies
had any effect on enrollees’ service use. However,
the existing encounter data are incomplete and may
not provide an accurate picture of utilization patterns,
especially in key areas like post-acute care.

Conclusion
Private equity firms raise capital from entities such as
pension funds and endowments and invest those funds in
ways that they hope will generate attractive returns. Their
investments can take many forms, but the approach that
has generated the most debate is the leveraged buyout,
which relies heavily on borrowed money and aims to
generate returns within a relatively short time.
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The amounts that investors have committed to PE funds
have increased in recent years, and PE funds’ investment
activity has grown accordingly. We found that PE funds
have been active in all four sectors we examined in this
chapter—hospitals, nursing homes, physician practices,
and Medicare Advantage. However, their presence was
relatively limited: PE firms owned roughly 4 percent of
hospitals, 11 percent of nursing homes, and 2 percent
of MA plan sponsors. At least 2 percent of physician
practices were acquired from 2013 to 2016, but that figure
does not take into account previous PE acquisitions, and it
appears to have grown since then.
There is relatively little research on the effects of private
equity in the sectors we examined, due in part to the
challenges of identifying PE-owned providers, and the
findings that are available appear to be mixed. However,
we expect to see further research on this issue in the
coming years, especially on acquisitions of physician
practices, and those studies may provide new insights into
the effects of PE investment in health care.
The debate about the merits of private equity involves
many issues that lie outside Medicare’s purview, such
as federal antitrust policy, whether PE firms should bear
responsibility for the debt of their portfolio companies,
and the tax treatment of carried interest. Even within
health care, one major concern—that private equity may
consolidate providers to create market power and negotiate
higher payment rates—may have limited relevance
for Medicare because the program largely sets its own
payment rates. Nevertheless, Medicare could be affected
in other ways, such as the volume and mix of services
that are provided, and the program’s payment policies are
often an important consideration for PE firms. Investment
activity in specific sectors or markets may indicate
areas where payment policies should be reexamined
(for example, by addressing site-of-service differences
in payment rates that make it more profitable to deliver
certain services in a higher cost setting) and may highlight
areas that could potentially result in lower costs or better
quality (such as efforts to develop value-based payment
models). ■

Endnotes
1 Some PE firms also make loans in addition to equity
investments.
2 Similarly, between 2001 and 2012, the number of initial
public offerings (IPOs) in the U.S. averaged 99 per year,
compared with 310 IPOs annually between 1980 and 2000
(De Fontenay 2017).
3 These interest payments used to be fully deductible, but
in 2017, the Tax Cuts and Jobs Act limited the deduction
to make the treatment of debt and equity financing more
comparable. Between 2018 and 2021, the deduction is capped
at 30 percent of a company’s earnings before interest, taxes,
depreciation, and amortization (EBITDA). Starting in 2022,
the deduction will be capped at 30 percent of a different
metric—a company’s earnings before interest and taxes
(EBIT). Since EBIT is lower than EBITDA, this change will
further reduce the amount of interest that companies can
deduct.
4 There is also a relatively small secondary market where an
investor can sell its ownership stake in a PE fund to another
investor before the fund has reached the end of its life span.
5 There can be some overlap between the period when a PE
firm is raising money for a new fund and the period when the
fund begins making its investments. In these instances, the PE
firm has raised some money for the new fund but has not yet
reached its overall fundraising target.
6 Under the Hart-Scott-Rodino Antitrust Improvements Act
of 1976, firms are generally exempt from this “premerger
notification” requirement for deals valued below a dollar
threshold (Wollman 2019). The threshold was set at $50
million in 2000 and is adjusted annually by the rate of change
in the gross national product. For 2020, the threshold was $94
million.
7 The term carried interest apparently traces back to the
shipping industry, where captains would receive a share of the
profits on the cargo they carried.
8 For this reason, CMS established a category of providers,
Special Focus Facilities, to increase oversight of poorly
performing nursing homes (Centers for Medicare & Medicaid
Services 2021b).
9 In 2016, 69 percent of the nearly 15,500 nursing homes in the
U.S. were for-profit entities. Fifty-eight percent of all nursing
home were owned by chains (Harrington et al. 2018).

10 However, CMS does require some types of providers and
suppliers to demonstrate that they have certain levels of
financial assets to operate. For example, when a home health
agency initially enrolls, it must demonstrate that it has
sufficient initial reserve operating funds to operate for its first
three months. Similarly, although there are some exemptions,
suppliers of durable medical equipment, prosthetics, orthotics,
and supplies must post surety bonds to enroll in Medicare.
11 The NSC processes applications for suppliers of durable
medical equipment, prosthetics, orthotics, and supplies.
MACs process applications of all other providers and
suppliers. The MACs and the NSC are responsible for
verifying the provider’s name, address, tax identifiers, license,
and any history of adverse actions, license revocations, or
felony convictions.
12 Suppliers of durable medical equipment, prosthetics,
orthotics, and supplies must be revalidated every three years.
13 However, for home health agencies, if an individual or
organization acquires more than a 50 percent direct ownership
interest within the first 36 months of the agency’s initial
enrollment (or a previous CHOW), the prospective owner
must apply as a new enrollee absent a regulatory exception.
14 Buyers that reject assignment must apply as an initial
applicant to Medicare and may be subject to a full initial
accreditation survey.
15 Other changes in enrollment information must be reported to
CMS within 90 days.
16 The ACA authorized CMS to expand screening requirements
for enrolling all types of providers and suppliers in Medicare
and Medicaid, not just nursing homes. For example, CMS
places providers in risk categories and conducts more
extensive review of applicants in high-risk categories (such
as new home health agencies), including site visits and
fingerprinting to conduct felony checks.
17 This expanded authority was intended, in part, to prevent
providers or suppliers who committed fraud and abuse and
then left the program with unpaid debt to Medicare from
reenrolling while shifting their activities to an affiliated entity.
18 CMS often regards the transfer of an asset as a CHOW, but
not the transfer of a membership interest (Markenson and
Woffenden 2019). This distinction means the purchase or sale
of a Medicare provider by a PE firm should require a CHOW
submission to PECOS, but the entry or exit of investors in the
associated PE investment fund would not.
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19 We reviewed several state online tools that list provider
ownership data. For nursing homes, many states send
consumers to CMS’s Care Compare tool, which makes a
limited amount of ownership information available. CMS
does not make comparable ownership information available
for general hospitals. A few state websites provided more
detailed facility information. For example, California’s
Department of Public Health posts a data set that lists,
for each licensed facility, the names of individuals or
organizations with any share of ownership of the licensee
as well as the property owner, management company, and
administrator. However, the data are not fully populated for all
facilities.
20 Traditional hospitals refer to general and surgical hospitals
that are not small rural critical access hospitals. We identified
ownership by conducting an internet search on for-profit
hospitals. The list of hospitals we identified may not be
complete. In addition, some long-term care hospitals that
provide post-acute care are owned by PE firms and are not
included in our universe of general and surgical hospitals.
21 However, some research has suggested that adding physician
ownership may result in a more favorable selection of
patients. For example, see (O’Neill and Hartz 2012).
22 Health systems are defined here as organizations that had
at least one acute care hospital and one physician group
and were connected through common ownership or joint
management. An affiliation was defined as common
ownership or a joint management agreement.
23 Two such firms, TeamHealth (owned by PE firm Blackstone)
and Envision (owned by KKR), have been at the center of the
recent controversy over surprise billing (Gottfried 2020).
24 The term “middle-market” refers to firms that make smaller
investments in lesser known companies. Definitions of
middle-market PE investors differ, but PitchBook defines
them as funds with $100 million to $5 billion of capital
commitments.
25 This strategy is similar to the “physician rollup” approach
used by physician practice management (PPM) companies
in the 1990s (Robinson 1998). Most publicly traded PPMs
went bankrupt, which one prominent economist attributed to
the industry trying to grow “mindlessly fast in a fatal pas de
deux with a financial market that egged the industry on with
unrealistic expectations about future earnings” (Reinhardt
2000). Because more recent deals are structured differently
from PPMs—including shared equity with physician
owners—they may be less likely to fail (Casalino et al. 2019).
26 Pathologists, emergency medicine physicians,
anesthesiologists, radiologists, hospitalists, neonatologists,
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and a limited number of other specialists are thought to be in
this category.
27 To address these situations, the Congress included the No
Surprises Act in its fiscal year 2021 omnibus spending
bill. Beginning in 2022, commercial insurers may charge
patients only in-network cost sharing for all out-of-network
emergency facility and professional services. The law sets up
a system of arbitration to determine the amounts that insurers
pay facilities and clinicians. See Adler and colleagues (2021)
for more details.
28 For an example, see https://www.washingtonpost.com/
business/2020/12/31/brius-nursing-home/. A related concern
is that these complex corporate structures make it difficult
to identify a nursing home’s ultimate owner and to look for
quality of care issues across a chain’s facilities.
29 Labor in nursing homes is a mix of therapy staff and nursing
staff, such as more costly registered nurses (RNs) and less
costly licensed practical nurses (LPNs) or certified nursing
assistants. Federal requirements for nursing home staffing
state that a nursing home must have 24 hours of licensed
nurse (RN or LPN) coverage every day, including one RN on
duty for at least 8 consecutive hours. Some states have higher
or more specific staffing requirements. According to a recent
study, granular staffing data from the Payroll-Based Journal
(PBJ) “suggest that a large proportion of nursing homes
often have daily staffing below CMS’s case-mix-adjusted
expected staffing levels” and that “for each staffing type
and across all ownership categories, the mean PBJ-reported
hours per resident day were lower than reported in CASPER
[the Certification and Survey Provider Enhanced Reports],”
which contain facility-reported staffing data (Geng et al.
2019). Analysis in a recent New York Times article found
that the PBJ data may also overstate patient-care staffing
depending on how a nursing home records the time of RNs
in administrative positions (Silver-Greenberg and Gebeloff
2021).
30 The separation of a nursing home’s assets and operations
may involve a real estate investment trust (REIT), which
is a public or private corporation that invests in real estate
with exemptions for corporate income tax provided it meets
“requirements related to sources of income and assets,
payment of dividends, and diversification of ownership”
(Harrington et al. 2011). In addition to the corporate tax
benefits, REITs can be advantageous because they have
“rental agreements in which, in addition to basic rental
charges, the nursing home operating companies pay a
proportion of their income to the REITs, allowing nursing
homes to shift profits to the REITs and further reduce their
corporate taxes (Harrington et al. 2011). REITs also offer
liability protection when nursing home operators are sued
because the real estate assets are legally separate from the
operator.

31 The divestment described here is intended to show the effects
of restructuring and rebranding at that time. While Fillmore
Capital Partners retains ownership, some of the company
names and ownership arrangements have changed since
publication of the source article. For example, in June 2020,
AseraCare Hospice was acquired by Amedysis Inc.
32 Casalino and colleagues describe PE payments to physician
owners of add-on acquisitions of two to four times EBITDA
or less (Casalino et al. 2019). Helm describes the same types
of payments as 30 percent to 40 percent less than those paid
for the platform practice (Helm 2019).
33 For example, see Americans for Financial Reform (2020),
Goldstein et al. (2020), Laise (2020), Spanko (2020), and Tan
and Chason (2020).
34 Cooper and colleagues examined whether a large emergency
physician staffing company that engages in out-ofnetwork billing—EmCare, today a subsidiary of Envision
Healthcare—affects commercial insurance payments for
physician and hospital services (Cooper et al. 2020a). After
EmCare entered into a contract with a hospital and began
billing for ED services, insurance payments and patient
cost-sharing for ED physicians doubled and hospital facility
payments also increased, driven by higher use of imaging
and a rise in admissions. The authors used data from 2011
through 2015, which included a two-year period during
which EmCare was owned by a PE firm (from 2011 to 2013)
(Harvard T.H. Chan School of Public Health 2019). Because
EmCare was owned by a PE company for only about half of
the period studied, it is unclear whether EmCare’s impact on
payments was related to PE ownership.
35 For a discussion of our methodology for standardizing
hospital costs see our March 2020 report to the Congress
(Medicare Payment Advisory Commission 2020).

36 We conducted two checks of the robustness of our findings
by examining (1) 2018 costs for all hospitals, including
those with fewer than 500 discharges, and (2) 2019 costs for
hospitals with more than 500 discharges. We found similar
results to those described in the chapter.
37 There is a large volume of literature on the effects of PE
ownership of nursing homes generally on the quality of
patient care and on the relationship between staffing and
quality of care. For the latter see (Bostick et al. 2006).
38 See endnote 34.
39 Compared with MA plans, relatively few beneficiaries are
enrolled in these other types of private plans. In January 2021,
there were 25.9 million enrollees in MA plans and a total of
694,000 enrollees in cost plans, Medicare–Medicaid Plans,
and PACE.
40 For example, CVS Health Corporation is listed as the parent
organization on a total of 42 contracts. However, none of
the legal entities that signed those contracts with CMS have
“CVS” in their name. All of those entities were part of Aetna
before CVS acquired it in 2018; most of them still have
“Aetna” in their name, and some even have the names of
other companies that Aetna acquired in earlier years, such as
“Coventry” or “First Health.”
41 We counted plans based on the combination of contract
numbers and plan numbers, but this approach arguably
overstates the size of the I–SNP sector because many plans
have very few enrollees. Only 96 plans have more than 100
enrollees.
42 Another privately owned company—ChenMed—uses this
model, but we could not find any evidence that it has received
PE funding.
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