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Perspective: Industry Consolidation
Can everyone be a winner if everyone is following the same  
consolidation strategy? What must healthcare organizations do  
to gain outsized growth in market share and profitability?

Many healthcare organizations are following similar strategies when it comes to acquisitions and  

affiliations, the latest HealthLeaders Media and Bank of America Merrill Lynch Buzz Survey shows.  

In this survey, focused on Capital Finance and Industry Consolidation, far more organizations say  

they expect to acquire or partner than be bought. Similarly, expanding a geographic footprint is the 

predominant reason for healthcare groups’ M&A, partnership, or affiliation efforts. And, the majority  

of respondents said they are focusing on expanding in the primary care and physician practices. 

Obviously, not every healthcare organization can be an acquirer, and not every group should focus 

solely on expanding in primary care and physician practices. How can entities differentiate  

themselves if every healthcare organization in the industry is following the same strategy? 

As the industry continues to consolidate, the need for strategic and creative planning,  

partnering, and financing is essential for all healthcare organizations.

When it comes to acquisitions and partnerships, your financial partners should be able to fully 

canvass the field of prospective players and advise throughout the process. With such a wide 

variety of M&A and joint venture structures, be sure you are working with firms that have deep 

knowledge of all of your options and the capabilities to execute the right ones. Finally, your  

partners should be fully involved in the transition after the transaction, making sure cost savings 

and efficiencies are fully realized. 

I hope this latest Executive Insight Report provides you food for thought as you plan for the 

growth of your organization. 

Our next Executive Insight Report will focus on the key skills needed by top executive teams. We will 

explore how chief executives can broaden their capabilities and provide the vision for the future, while 

at the same time engineering an executive team that is flexible and innovative in the face of change. 

John Hesselmann
Senior Vice President, Specialized Industries Executive

Bank of America Merrill Lynch
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Philip Pucciarelli
Managing Director for Healthcare  

Investment Banking 

Bank of America Merrill Lynch

n Total (n=137)        n Senior leaders (n=59)      Base=137

30%

ORGANIZATION’S ROLE IN INDUSTRY CONSOLIDATION AND AFFILIATION: In the current climate of healthcare industry 
consolidation and affiliation, is your organization more likely to be: 

Joint venture partner

A buyer

An equal partner

A seller

Other

None of the above

27%

29%

31%

13%

14%

12%

17%

4%

3%

11%

8%

The sweeping changes required by the Affordable  
Care Act are spurring increased activity in mergers, 
joint ventures, acquisitions, and strategic alliances  
as providers strive to meet the goals of healthcare 
reform: improved access to care, enhanced quality  
of care, better outcomes, and better value. 

“Although no one can predict exactly how the  
healthcare system will evolve, we are confident that 
the provision of healthcare will be fraught with many 
new challenges, especially in the near-term as a 
result of ACA,” says Philip Pucciarelli, managing 
director for healthcare investment banking at Bank of 
America Merrill Lynch, which sponsored the Industry 
Consolidation Buzz Survey, conducted in January 
by HealthLeaders Media.  “Providers will face more 
complexities in delivering comprehensive care, be 
held more accountable for results, and very likely 
be paid less. Most providers will have to create new 

alignment strategies to penetrate markets more  
widely and deeply and deliver cost-effective care.” 
Cash on corporate balance sheets, left over from 
spending pullbacks during the recession, and low 
interest rates on debt give many acquiring  
organizations buying power to make the necessary 
realignments. “Private equity is also likely to play  
a big role in financing various delivery platforms that 
align with ACA dynamics,” he says.
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42%

PRIMARY FOCUS OF ORGANIZATION’S M&A/PARTNERSHIP/AFFILIATION: What is likely to be the primary focus for 
your organization’s M&A/partnership/affiliation efforts? 
 

Among those organizations involved in industry consolidation and affiliation

Geographic  footprint expansion/rationalization

Response to local market dynamics

Acquisition or expansion of specific service lines

Strengthening balance sheet or income flow

Other

43%

21%

20%

18%

15%

16%

22%

2%

0%

n Total (n=122)        n Senior leaders (n=54)

Pucciarelli points to unique partnerships and  
strategic alliances such as Duke University Health 
System’s joint venture with investor-owned Lifepoint, 
IASIS Healthcare’s joint venture with not-for-profit 
Aurora Health Care, and Vanguard Health Systems’ 
alliance with The Children’s Hospital of Philadelphia 
to build a new hospital in San Antonio as examples 

of the type of out-of-the-box thinking many large  
systems are engaged in. These arrangements are 
aimed at sharing clinical expertise, investing in  
expanded delivery platforms, and providing  
higher-quality, innovative care—an elusive but  
necessary trifecta for sustaining the nation’s  
healthcare system. 

“Cuts in reimbursement from government payers are 
inevitable and for the most part are already factored 
in,” Pucciarelli says. “The question is: Are there more 
lurking around the corner as the government gets  
its budget in order? We know spending will be  
streamlined, and providers have to develop care  
delivery models that make sense in this new  
environment, steering people away from high-cost 
settings and eliminating duplicative services. But with 
advances in information systems, medical technology, 
and telemedicine capabilities, we can assess  
patients and deliver services in more efficient and 
cost-effective settings.”

“We know spending will be 
streamlined, and providers have 
to develop care delivery models 
that make sense in this new  
environment, steering people 
away from high-cost settings and 
eliminating duplicative services.”



Dan Moen
CEO, LHP 

Hospital Group, Inc.

Plano, Texas

LHP restricts itself to not-for-profit partners 
because that’s where the opportunities are best, 
Moen says, observing that not-for-profits account 
for more than 80% of the acute care hospitals 

in the United States, a percentage that has 
remained stable through decades of industry 
turmoil. While LHP is the first and still the only 
company to focus solely on establishing for-profit/
not-for-profit joint ventures, Moen has seen other 
investor-owned hospital companies close more 
than a dozen such deals in the past couple of 
years. “The more companies do it, the more  
acceptable it becomes to potential not-for-profit 
partners,” he says.

Five-year-old LHP Hospital Group, Inc., is in the 
thick of healthcare industry consolidation, as it 
provides equity capital and management expertise 
to its not-for-profit joint venture partners. Formed 
by the management team of investor-owned Triad 
Hospitals, Inc., after that company was sold to 
Community Health Systems in 2007, LHP  
offers a unique arrangement to healthy hospitals 
that seek capital in order to grow or modernize. 
When forming a joint venture with a not-for-profit 
partner, LHP takes ownership of up to 80% of the 
organization, but splits its governance 50-50. 

“No one wants to sell their hospital, but many  
hospitals realize they need to be a part of a  
larger network and begin looking at strategic  
alternatives,” says LHP CEO Dan Moen. LHP’s 
strategy of equality in governance offers its  
partners the opportunity to preserve such things 
as their charity care policy, the value they place 
on physicians and employees, and the breadth of 
services that they offer to their communities, while 
reaping the benefits of greater access to capital.

LHP actively looks for hospitals to work with in 
growing markets. So far, it’s put together joint 
ventures with not-for-profit hospitals in Florida, 
Texas, Idaho, and New Jersey. Two are Catholic 
hospitals owned by affiliates of Ascension Health. 
LHP is backed by private equity firm CCMP  
Capital Advisor, LLC, and the Canadian Pension 
Fund Investment Board, who along with selected 
banks have committed over $700 million in 
equity and debt to the company. LHP posted over 
$600 million in net revenues last year and has 
approximately 6,000 employees. 
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“No one wants to sell  
their hospital, but many  
hospitals realize they need  
to be a part of a larger  
network and begin looking  
at strategic alternatives.”

E X E C U T I V E  S P O T L I G H T
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acknowledging that shared governance and  
ownership are more important than owning it all.”

Successful partnerships

“The chemistry and culture of our potential  
partners is the most important element of a 
successful collaboration, and they are not easy 
concepts to describe. We want partners who are 
focused on the same values of providing quality 
care and service to the communities we serve, 
while working collaboratively with the medical 
staff and the employees. During due diligence we 
get to know them and find out whether we see the 
world in the same way. The culture has to be one 
of collaboration and knowing how to share, since  
we share governance equally even though LHP is 
the majority owner.”

“The single biggest issue we have to overcome in 
talking to a not-for-profit about a joint venture is  
the erroneous assumption that we wear the black 
hat because we are a for-profit company. We tell 
them that the biggest difference is that we pay 
taxes and they don’t. Otherwise, our missions are 
the same: providing the highest-quality care and 
service for our patients and their families.” n

Moen believes LHP is in a sweet spot as the pace 
of industry consolidation picks up. Below, he talks 
about the environment for mergers, acquisitions, 
and joint ventures and the role LHP will play.

Drivers of consolidation

“In 2008, the biggest recession of our lifetime  
occurred and all but did away with the bond  
market, which was the primary source of capital 
for not-for-profit hospitals. They have had a hard 
time accessing capital ever since.”

“Then the Affordable Care Act came along, with 
the concept of accountable care organizations. We 
believe ACOs will be based on networks of hospitals 
in a local geography that provide a footprint for 
population health management. It’s hard to have 
a successful ACO without an acute care presence. 
But even the most well-heeled not-for-profits still 
don’t have all the capital they need to acquire or 
grow their networks. Our partners generally need 
a significant amount of capital for one of three 
things: to build a replacement hospital, to buy a 
competitor hospital, or to build a new facility to 
add to existing ones. Hospitals have to build  
integrated regional networks, and they’re  

Buy, sell, or partner?

The majority of survey respondents expect to either  
establish joint ventures (30%) or acquire other organi-
zations outright (29%). A merger or affiliation of equals 
was a less popular option: only 14% expected to enter 
into such arrangements. But even fewer—11%— 
expected to stay entirely clear of consolidation. 

“Hospitals, in particular, are conducting extensive 
market-by-market analysis to define their long-term 
integration strategy and which pieces of the  

“Hospitals, in particular, are 
conducting extensive market- 
by-market analysis to define 
their long-term integration  
strategy and which pieces of the 
continuum of care puzzle they 
want, or may need, to own.” 
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“Those who have not made  
the investments will have to 
joint venture or sell or merge  
to get up the curve.”

A note on the survey

The Industry Consolidation Buzz Survey polled members of the 
HealthLeaders Media Council, a group of top executives from 
healthcare provider organizations. A total of 137 completed 
surveys were included in the analysis; 59 of those were from 
senior leaders (C-level executives, partners, board members, 
principal owners). 

Hospital executives represented 45% of the respondents, and 
28% were from integrated delivery systems. Another 15% were 
from physician organizations. The majority (73%) were from 
not-for-profit organizations.

Respondents were asked three questions in all, regarding their 
organization’s role in industry consolidation and affiliation; the 
primary focus of their merger, acquisition, partnership, and 
affiliation activity; and the types of services they seek to add 
or expand through that activity. 

The margin of error for a sample size of 125 is +/-8.4% at the 
95% confidence interval.

continuum of care puzzle they want, or may need, 
to own,” Pucciarelli says. “Some of the pieces they 
might just want to ‘rent’ (ie, joint venture or partner), 
for now.” In the near term he expects joint ventures 
to be popular for many of the ancillary and postacute 
services such as long-term care, home care, and  
hospice, since hospital-owned ventures in these areas 
didn’t fare so well during the last major round of  
industry consolidation in the 1980s and 1990s. 

Why consolidate?

The biggest motivation for consolidation was to 
expand and rationalize the organization’s geographic 
footprint, cited by 42% of respondents. A related  
reason, responding to local market dynamics, came  
in second with 21%.

“There are two sides to the consolidation dynamic,” 
Pucciarelli says. “First, larger transactions are likely 
as systems and companies seek to penetrate new and 
existing markets and at the same time leverage their  
cost structures to gain operating efficiencies and  
capabilities in a lower reimbursement environment.  
Second, many hospitals and systems need to hon-
estly reflect on their long-term strategic position and 
determine whether they should be buyers or sellers. 
For many, this will require hard decisions regarding 
divesting assets and prioritizing capital investments. 
There are markets where it makes sense to continue 
investing and markets where it makes sense to let 
someone else do that.” Hospital systems will also be 

looking to acquire or affiliate with ancillary providers 
of care, such as ambulatory surgery centers, free-
standing emergency departments, and urgent care 
centers, for outpatient procedures and minor illnesses 
and injuries. Affiliations with the right partners can 
strategically enhance a system’s position with minimal 
capital investment.

The government’s current efforts to create a national 
health information technology infrastructure may also 
speed consolidation, as IT laggards play catch-up by 
piggybacking on more advanced organizations. “Those 
who have not made the investments will have to joint 
venture or sell or merge to get up the curve,”  
Pucciarelli says. 
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n Total (n=122)        n Senior leaders (n=54)      Multi-response

50%

FOCUS OF ACQUISITION OR MAJOR EXPANSION: If you are considering an acquisition or major expansion, which of 
the following areas will this be focused on?   

Among those organizations involved in industry consolidation and affiliation 

Primary care

Physician practice

Clinics

Diagnostic

Research

Laboratories

Occupational therapy

Dialysis

Other

Not considering an 
acquisition or major 

expansion

What to acquire?

Overwhelmingly, survey respondents want to expand 
their capabilities in primary care, which reflects the 
reform movement’s emphasis on coordinated care  
and population health. The survey showed a  
smattering of interest in other areas, such as  
laboratories or dialysis centers. 

Pucciarelli believes the push to acquire physician 
groups will slow down from what it’s been in the 

past couple of years, as most of the obvious  
acquisitions have already been made. He expects 
patient volume to grow in alternative care settings 
such as outpatient diagnostic and surgery facilities, 
cancer treatment centers, women’s health, and  
urgent care clinics in an effort to keep patients 
within the integrated health system but in the  
appropriate setting of care. “Providers will build  
access points in their markets to entrench  
physicians and patients and become more  
relevant to payers,” he says. n

“Bank of America Merrill Lynch” is the marketing name for the global banking and global markets businesses of Bank of America Corporation. Lending, derivatives, and other commercial banking activities 
are performed globally by banking affiliates of Bank of America Corporation, including Bank of America, N.A., member FDIC. Securities, strategic advisory, and other investment banking activities are 
performed globally by investment banking affiliates of Bank of America Corporation (“Investment Banking Affiliates”), including, in the United States, Merrill Lynch, Pierce, Fenner & Smith Incorporated 
and Merrill Lynch Professional Clearing Corp., both of which are registered broker-dealers and members of SIPC, and, in other jurisdictions, by locally registered entities. Merrill Lynch, Pierce, Fenner & 
Smith Incorporated and Merrill Lynch Professional Clearing Corp. are registered as futures commission merchants with the CFTC and are members of the NFA. Investment products offered by Investment 
Banking Affiliates: Are Not FDIC Insured • May Lose Value • Are Not Bank Guaranteed. ©2014 Bank of America Corporation
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5%

6%

2%
0%

2%
2%

22%

20%

11%

15%


