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SUMMARY

Private equity investments in health care have grown sig-
nificantly in the U.S. Nationally, concerns have been raised
about the potentially anticompetitive and destabilizing
impact of private equity investment in health care, and a
growing body of research on private equity acquisitions of
health care providers has documented that such acquisi-
tions can impact health care spending, quality, and access
for patients. In this policy brief, the Massachusetts Health
Policy Commission (HPC) describes the unique financial
strategies used by private equity firms, reviews literature
of private equity’s impact on health care outcomes, and
presents a novel analysis of health care provider mergers
and acquisitions in Massachusetts from 2013 to 2023.
Of 199 transactions analyzed during this time period,
101 (51 percent) involved private equity firms. Both the
number of private equity investments in Massachusetts
and their share of all transactions accelerated over the last
decade: from 2013 to 2016, 32 percent of transactions
(19 of 60) involved private equity, compared to 52 per-
cent from 2017 to 2020 (33 of 63) and 64 percent from
2021 to 2023 (49 of 76). The HPC found that private
equity investments in Massachusetts are especially active
in behavioral health, home health and hospice, dentistry,
and physical therapy. These sectors share a common char-
acteristic of being relatively fragmented and may present
attractive targets for consolidation. The brief also summa-
rizes potential policy approaches to enhance transparency
and oversight to minimize the potential harms of private

equity involvement in health care.

INTRODUCTION

Private equity investments have grown in size and influence
throughout many sectors of the U.S. economy, includ-
ing health care."” These investments can enable access to
capital for providers and allow physicians to outsource
burdensome administrative duties to focus on clinical care.
However, unlike other types of health care investment, the
unique business model and incentive structure of private
equity firms often result in the use of financial strategies
that pose substantial risks to the health care market. With

the financial strain many health care providers have expe-
rienced during and following the COVID-19 pandemic,
providers may be increasingly looking to private equity as
a source of capital.>* This context underscores the impor-
tance for policymakers to understand the dynamics of the
private equity industry and the impact of these investments
on health care spending, access, and quality.

As an independent state agency established by Chapter
224 of the Acts of 2012, the mission of the HPC is to
advance a more transparent, accountable, and equitable
health care system through its independent policy lead-
ership and innovative investment programs. The HPC’s
goal is better health and better care —at a lower cost — for
all residents across the Commonwealth.

In this policy brief, the HPC describes the business model
of private equity, provides a literature review of private
equity’s impact on health care, and presents a novel anal-
ysis of health care provider mergers and acquisitions in
Massachusetts from 2013 to 2023. In addition, the brief
summarizes potential policy approaches to enhance trans-
parency and oversight to minimize the potential harms of
private equity involvement in health care.

BACKGROUND

The business model of private equity

The private equity industry first originated in the U.S. in
the 1940s. By the 1980s, three major models of invest-
ments have emerged: venture capital (investing in start-ups
and early ventures), growth equity (focusing on matur-
ing but still relatively new businesses), and leveraged
buyouts (acquiring established businesses using mostly
debt). Since then, strategies used by leveraged buyout
firms have evolved and diversified, and these firms are
generally referred to today as private equity firms. Pri-
vate equity firms that rely on buyouts typically acquire a
majority stake (i.e. more than 50 percent ownership) in
mature businesses, in contrast to venture capital investors,
which tend to acquire a minority stake in start-ups and

early-stage ventures.”®’
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Exhibit 1: lllustration of private equity acquisition of a health care provider
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Private equity firms form funds to make acquisitions, with
the goal of improving the acquired company’s financial
performance and value and then selling the company for
a profit within a short timeframe, typically three to seven
years.’ Private equity firms often contribute a small portion
of the overall capital to the funds (2-5 percent), raising the
vast majority of capital by pooling outside investments
from large institutional investors (e.g., pension funds,
endowments, sovereign wealth funds) and high net-worth
individuals.>® In a leveraged buyout, the private equity
firm uses a small portion of equity from its fund and a
large portion of debt to finance the acquisition, using the
company it is buying as collateral. The firm charges the
outside investors an annual management fee and takes a
percentage (typically 20 percent’) of the profit when the
company is sold, returning the rest of the profit to other
investors in the fund (Exhibit 1).>*

Private equity differs from other forms of health care
investments in several ways. First, private equity investors
are “lay investors” who are not bound by institutional
norms and ethical obligations expected in the health
care professionf) Second, private equity investors aim to
produce high returns on investments on a short timeline,
which are difficult to achieve through efficiency gains
alone. As such, private equity firms have few incentives to
consider the long-term impact of their actions and often
employ financial strategies that can be destabilizing to
the health care market. In addition to leveraged buyouts,
private equity firms may engage in a type of transaction
known as the sale-leaseback of real estate, in which a

i Private equity firms are generally expected to achieve a
minimal rate of return, called the hurdle rate, before they
can receive profits from a sale. A typical hurdle rate is 8%.>
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private equity firm that owns a health care entity with
physical plant (such as hospitals or nursing homes) sells
the provider’s real estate to a third-party company and
then leases the property back. Private equity firms often
use the proceeds from the property sales to pay dividends
to the firm and the investors while the health care entity
incurs the obligation to pay rent for property it previously
owned, often adding significant financial burdens."® Third,
private equity firms enjoy a number of tax advantages
that make the industry more lucrative and susceptible to
risky behaviors. For example, the carried interest loophole
allows private equity investors to claim large parts of their
compensation for services as investment gains, which are
taxed significantly lower than ordinary income. Another
example is the ability to deduct interest payments from
taxable income, which encourages private equity’s heavy
reliance on debt.! Lastly, the lack of transparency in the
private equity industry makes it challenging for regulators,
researchers, and the public to track their activities and
evaluate the impact of their investments. Unlike securities
such as stocks and mutual funds, private equity funds
are not registered with the U.S. Securities and Exchange
Commission (SEC) and thus not subject to regular public
disclosure requirements.'? Private equity firms that manage
smaller funds are exempt from registering with the SEC
as investment advisors. Furthermore, private equity firms
and the companies they acquire frequently use complex
corporate structures with multiple levels and subsidiaries,
which may render existing transparency efforts ineffective
(see sidebar: The role of management services organi-
zations in health care).” These complex structures can
also shield private equity firms from the legal and financial
consequences of their actions.
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While certain practices and characteristics may be unique to
private equity, private equity investors also employ strategies
that are commonly used by other for-profit and non-profit
health care providers to maximize financial performance.
Some strategies (such as reductions in stafling levels and
benefits, as well as reliance on non-physician practitioners)
aim to reduce costs; others focus on increasing revenue
(such as offering more services, shifting towards more
profitable services, or raising prices through consolidation).

Growth in private equity investment nationally

Private equity investments have expanded in many sectors
of the U.S. economy. Early private equity investments in
health care focused on nursing homes and hospitals in the
1990s and 2000s, and private equity has now expanded
into nearly every corner of the health care provider market
ranging from physician practices and home health agencies
to ambulance operators. By one estimate, the number of
private equity health care transactions nationwide grew
more than 250 percent from 352 in 2010 to 937 in 2020,
representing a total of $750 billion in transaction values.?

Given the lack of transparency surrounding private invest-
ments and the complexity of corporate structures, identi-
fying private equity-backed heath care entities is difficult.
The relatively rapid turnover of companies resulting from
the limited timespan of a private equity fund introduces
additional challenges in assessing the prevalence of such
investments in health care. Researchers estimate that 5
to 11 percent of nursing homes nationwide are owned
by private equity.'*!4 The variation in estimates may be
partly due to differences in definitions (e.g., including only
skilled nursing facilities or various types of long-term care
facilities) as well as the year in which the estimates were
made. Estimates also vary for hospitals.>'>'®!” According
to the Private Equity Stakeholder Project, which tracks pri-
vate equity-owned hospitals sourced from the Centers for
Medicare & Medicaid Services (CMS), approximately 460
hospitals are owned by private equity firms as of January
2024, representing 22 percent of all U.S. for-profit hospitals
or 8 percent of all private (i.e., non-government owned)
hospitals."” Research on behavioral health practices suggests
that 6.2 percent of mental health facilities and 7.1 percent
of addiction treatment facilities nationwide were acquired
by private equity between 2012 and 2023." For physician
practices, research shows that private equity acquisitions
have accelerated rapidly nationwide but with significant
geographic variation.”?* One analysis that examined private
equity acquisition of six office-based physician specialties
in 2019 — dermatology, ophthalmology, gastroenterology,
urology, obstetrics/gynecology, and orthopedics — estimated
that while an average of 5.6 percent of physicians in these
specialties worked in private equity-acquired practices,
the level of private equity penetration was much higher
in some states, such as Washington DC (18.2 percent),
Arizona (17.5 percent) and New Jersey (13.6 percent).”!

THE ROLE OF MANAGEMENT SERVICES
ORGANIZATIONS IN HEALTH CARE

Management services organizations (MSOs) provide
practice management and administrative support ser-
vices to and on behalf of many health care providers,
both non-profit and for-profit. MSOs can provide a wide
array of nonclinical services, ranging from billing, provi-
sion of IT services, and space rental to employment of
nonclinical staff and payer negotiations. Outsourcing
these tasks can improve operational efficiency and
alleviate administrative burden for clinicians, which can
be particularly beneficial for smaller provider groups.

In recent years, MSOs have been increasingly used
by for-profit entities, including private equity firms,
enabling them to become involved in health care
practices without violating states' rules regarding
the “corporate practice of medicine” (CPOM). CPOM
rules exist in at least 30 states in the U.S., including
Massachusetts, and are designed to ensure that clini-
cians retain full and autonomous decision making over
patient care, regardless of for-profit or non-profit sta-
tus or financial incentives of the practice.?? Generally,
under CPOM rules, all owners of a physician practice
entity must be licensed to practice medicine, and cor-
porations are typically prohibited from controlling the
practice of medicine or employing physicians to pro-
vide medical services, although there are exceptions
(e.g., hospitals are allowed in many states to employ
physicians). The MSO model allows corporations,
including private equity, to indirectly invest in health
care by purchasing providers' nonclinical assets and
providing nonclinical services. Even with a focus on
nonclinical areas, MSOs can nonetheless have signif-
icant impact on health care market functioning and
patient care. For example, MSOs may create extensive
provider networks that negotiate jointly with insurers,
increasing the bargaining leverage of those providers
relative to insurers and leading to increased prices.?®
MSOs may influence patient care in a number of ways,
such as where the MSO directly selects a physician
owner of the medical practice who is receptive to
MSO directives (i.e., the “friendly physician” model).??

The extent to which MSOs are involved with the busi-
ness of providers varies greatly: while some MSOs
contract with providers to provide exclusively certain
nonclinical services, other MSOs may take over the
employment of nonclinical staff and acquire physical
assets of the providers (e.g., space, equipment) in
addition to providing administrative services. In the
HPC's analysis, the HPC included MSO transactions
thatinclude some element of acquisition and did not
include MSO transactions that are exclusively admin-
istrative in nature.
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PRIVATE EQUITY IN HEALTH CARE AND ITS
IMPACT ON SPENDING AND PATIENT CARE

A growing body of research suggests that private equity
ownership can affect health care spending, quality, and
access. The evidence on the utilization and cost impact of
private equity is most consistent. Researchers have exam-
ined the impact of private equity investments on spend-
ing in nursing homes,***> ambulatory surgical centers,*

18,27,28 14293031 with most

hospitals, and physician practices,
finding that private equity investments are associated with
increased utilization and higher prices. For example, an
analysis that examined anesthesia prices before and after
the anesthesiologists contracted with an MSO found that
prices increased 26.0 percent for anesthesiologists con-
tracted with private equity backed MSOs, compared to
12.9 percent for anesthesiologists contracted with MSOs

without private equity investment.??

Findings from these studies suggest a variety of mecha-
nisms through which private equity acquisition can raise
spending, including directly, through increasing the num-
ber of patients, the number of visits, and the length of
visits, and indirectly, through market consolidation. For
example, a national study on physician practices found
private equity acquisition was associated with statistically
significant price increases for nearly all specialties studied,
but the increases were particularly high in markets where a
single private equity firm had 30 percent or more market
share in a given physician specialty.”

Regarding the impact on quality, the evidence is more
mixed but indicates concerns with quality. A 2023 sys-
tematic review of the impact of private equity ownership
identified 27 studies that assessed health care quality,
including 12 that found harmful impacts, three that found
beneficial impacts, nine that found mixed impacts, and
three that found neutral impacts.?? While these results
are inconsistent, there appears to be more evidence of
harm than improvements to the quality of care, and new
evidence continues to emerge. For example, a 2023 study
by Kannan et al. (published after the aforementioned
systematic review) found that private equity acquisition
of hospitals was associated with a 25.4 percent increase
in hospital-acquired conditions, such as falls and central
line associated bloodstream infections, despite having a
lower risk patient population compared to control hos-
pitals.® Gupta et al. concluded that going to a private
equity-owned nursing home increased an individual’s
short-term mortality by 11 percent.” Results from mul-
tiple studies suggest that changes in staffing may be one
mechanism through which private equity ownership affects
the quality of care.”*** The Gupta et al. study reported
a 3 percent decline in hours for frontline caregivers at
private equity-owned nursing homes compared to the
industry average. Given that nursing assistants and other

frontline caregivers provide the vast majority of caregiving
hours on crucial tasks such as bed turning and infection
prevention, the authors hypothesized that reduced staffing
helps to explain their finding of higher rates of mortality
in private equity-owned nursing homes.

Private equity’s impact on health care is not limited to
spending and quality. For instance, private equity-owned
providers may shift patient mix to favor commercial
patients with higher reimbursement rates, which can
create access barriers for other patients, particularly those
with lower incomes. A 2022 study on urology practices
found that Medicaid acceptance was considerably lower at
private equity-affiliated practices (52.1 percent) compared
to non-private equity affiliated practices (66.8 percent).*

One of the most significant access risks in connection
with private equity investment is closures of facilities or
services. An analysis tracking bankruptcies of health care
companies found that 17 of 80 (21 percent) health care
companies that filed for bankruptcies in 2023 were private
equity-owned.”” While the HPC did not identify literature
that examined systematic differences in the rate of health
care closures between private equity-owned facilities and
other facilities (likely because closures are relatively rare
events), one analysis across industries found that large
companies acquired by private equity firms through lev-
eraged buyouts had a rate of bankruptcy within 10 years
that was 10 times higher than controls.*® The bankruptcy of
HCR ManorCare in 2018, then the nation’s second largest
nursing home operator, and the closure of Hahnemann
University Hospital, a safety net hospital, in Philadelphia
in 2019 are two high-profile examples of private equity
failures widely reported in the media.*** More recently,
previously private equity-owned Steward Health Care,
encompassing physician networks and 31 hospitals in
Massachusetts and seven other states, filed a petition for
bankruptcy.?4? Such disruptions and closures not only
reduce access to care for patients, but also have far reaching
economic consequences for local communities, including
unemployment in the local workforce.

PRIVATE EQUITY IN MASSACHUSETTS
HEALTH CARE

Methods

While literature has characterized private equity invest-
ments in health care at the national level, recent trends in
private equity investments in health care in Massachusetts
have not been documented previously. To identify private
equity activities in Massachusetts, the HPC combined
three datasets to identify mergers and acquisitions among
Massachusetts health care providers from 2013 to 2023,
including those that involve private equity and those
that do not. The HPC used two proprietary datasets that
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Exhibit 2: Number of health care provider transactions in Massachusetts, 2013-2023
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SOURCES: HPC analysis of FactSet financial data and analytics; HPC Material Change Notice filings; LevinPro HC,
Levin Associates, May 2024, levinassociates.com; and other publicly available information.

track health care transactions (FactSet and LevinPro HC)
and Material Change Notices (MCN) submitted to the
HPC.® Massachusetts law requires that certain providers
and provider organizations must submit notice to the
HPC for any proposed “material changes”, which includes
mergers and acquisitions between providers and between
providers and payers.! Extensive validation of transactions
through online search was performed using publicly avail-
able information, such as press releases and news articles.

The HPC included transactions in which the acquired
provider was based in Massachusetts or had locations in
Massachusetts at the time of the transaction, regardless
of the location of the acquirer. Private equity firms were
defined as those that collect capital from individuals or
entities and purchase ownership stakes in a provider. The
HPC examined private equity acquisitions as well as exits.

Three types of acquisitions were included:

¢ Platform acquisitions: private equity firm directly
acquires a platform company (a platform company refers
to the initial acquisition made by a private equity firm,
which can serve as a springboard for future acquisitions).

* Add-on acquisitions: private equity firm uses a platform
company it owns to acquire a company, also known as
roll-up transactions (for example, a private equity firm
acquires company A as a platform company, and then

company A acquires company B).

* Growth investments: private equity firm makes a
non-controlling investment in a company.

ii  MCNs are publicly available. Only transactions that meet
certain financial thresholds and which involve two providers
or a provider and a payer are generally required to be noticed
to the HPC, meaning that MCNs do not currently capture
all private equity health care transactions in Massachusetts.

Acquisitions of multiple entities announced together, or
which occurred on the same day, were counted as one
transaction. The following transactions were excluded:
cancelled or pending transactions, transactions of entities
that are not patient-facing (e.g., device manufacturers,
labs), transactions of entities that operate largely outside
of insurance (e.g., e-health), changes in clinical or con-
tracting affiliations, and transactions solely between payers.

Results

A total of 199 health care provider mergers and acquisi-
tions were identified from 2013 to 2023 in Massachusetts
(Exhibit 2). The largest number of transactions occurred
in the home health and hospice sector™ (44 transactions)
and the behavioral health sector™ (41), followed by single
specialty medical providers (28), dental practices (25),
hospitals (17), and multispecialty medical providers (16).
There were a smaller number of transactions involving
physical therapy providers (12), nursing homes or reha-
bilitation facilities® (8), medical transportation providers
(5), and urgent care centers (3).

Of the 199 transactions, 101 (51 percent) involved private
equity firms: 85 were private equity acquisitions, 4 were
private equity exits, and 12 were acquisitions and exits (i.e.,

iii  Of the 44 transactions in the home health and hospice
sector, the vast majority involved providers of home health
services. Only five transactions include hospice services. Of
these five transactions, private equity was involved in two
transactions.

iv. Behavioral health providers include both office-based pro-
viders and facility-based providers (e.g., psychiatric hospi-
tals). Providers for autism and other pediatric development
disorders were also included in this category.

v Assisted living facilities which do not provide medical or
nursing services were not included.
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Exhibit 3: Number of provider transactions by year in Massachusetts, 2013-2023
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SOURCES: HPC analysis of FactSet financial data and analytics; HPC Material Change Notice filings; LevinPro HC,
Levin Associates, May 2024, levinassociates.com; and other publicly available information.

one private equity firm selling to another private equity
firm). Both the number of private equity investments in
Massachusetts and their share of all transactions accelerated
over the last decade (Exhibit 3): from 2013 to 2016, 32
percent of transactions (19 of 60) involved private equity,
compared to 52 percent from 2017 to 2020 (33 of 63)
and 64 percent from 2021 to 2023 (49 of 76).

By sector (Exhibit 4), private equity investments have
been most active among behavioral health providers,
home health and hospice providers, and certain spe-
cialty providers (e.g., dentistry, physical therapy).
Twenty-eight private equity transactions occurred in
behavioral health, the largest number among all sectors.
Of note, 11 private equity transactions within this sec-
tor were acquisitions of pediatric behavioral and devel-
opmental disorder (e.g., autism) providers. This focus

is consistent with national trends: an analysis of the

autism provider market found that private equity firms
completed 85 percent of all buyouts of autism service
providers from 2017 to 2022.%

The largest share of transactions that involved private
equity was in the dental sector, where 88 percent of all
transactions (22 out of 25) were private equity acquisi-
tions. In addition, all dental transactions were acquisitions
by dental management services organizations, or DSOs,
which function similarly to management services orga-
nizations (see sidebar: The role of management services
organizations in health care). These trends in the dental
sector in Massachusetts reflect national trends, in which
an increasing share of dental providers are joining DSOs,
and the growth of DSOs is closely linked to private equity
investments: a 2021 analysis found that 27 of the top 30
DSOs in the U.S. are private equity-owned.*%

Exhibit 4: Number of provider transactions by health care sector in Massachusetts, 2013-2023
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NOTES: Of transactions thatinvolved private equity, 85 were private equity acquisitions, 4 were private equity exits,and 12 were acqui-
sitions and exits. One exit occurred in the behavioral health sector and in the home health sector; 2 exits were rehabilitation facilities.
SOURCES: HPC analysis of FactSet financial data and analytics; HPC Material Change Notice filings; LevinPro HC, Levin
Associates, May 2024, levinassociates.com; and other publicly available information.
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Exhibit 5: Private equity acquisitions by health care sector and acquiring private equity firmin
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[ J
[ J
[ J
[ J
[ ] [ ]
[ J [ J
[ ] [}
[ ] ([ ]
[ ]
[ J
[ [ [ ]
([ ]
([ ] ([ ]
o
[ J [ J ([ J
(] °
Behavioral Dental Home health Single
health practice and hospice specialty
provider provider medical provider

Physical
therapy
practice

o
Multispecialty =~ Hospital Nursingor  Urgent care
medical rehabilitation center
provider facility

NOTES: Each bubble represents a private equity firm that made acquisitions in a given sector. Bubble size is proportional to the
number of acquisitions per private equity firm. Bubble color represents a distinct firm or distinct group of firms.

SOURCES: HPC analysis of FactSet financial data and analytics; HPC Material Change Notice filings; LevinPro HC, Levin Asso-
ciates, May 2024, levinassociates.com; and other publicly available information.

Lastly, the HPC identified the private equity firms involved
in each transaction and examined the patterns of their
investments. Many private equity acquisitions in Mas-
sachusetts had been one-offs, although there were also
instances of individual private equity firms acquiring
multiple practices in the same sector (Exhibit 5). For
example, in dentistry, one private equity firm completed
eight transactions, while 11 other private equity firms
acquired only one or two practices each.

In summary, the HPC found that private equity invest-
ments have accelerated in Massachusetts in recent years,
and are especially active in behavioral health, home health
and hospice, dentistry, and physical therapy. These sectors
share a common characteristic of being relatively frag-
mented and may present attractive targets for consolida-
tion. The Massachusetts hospital and physician markets
are already highly concentrated, which may explain the
relatively small number of private equity transactions in
these sectors. These results suggest that private equity firms
appear to be highly attuned to local market conditions
and trends in the health care market, and their invest-
ment activities will likely continue to evolve. For instance,
researchers have noted that private equity’s investment
in autism service providers occurred after states began
mandating insurance coverage of autism therapies in
the mid-2010s (with no age or dollar limits on billing in
some states, such as Massachusetts), creating significant
and continuous sources of revenue.* Another example
is the recent surge in private equity investments in home

health. As long-term care and post-acute care continue
to shift away from institutional settings, private equity
investors may see the home health sector as an attractive
investment target with significant growth potential.’

STATE POLICY OPPORTUNITIES

Recognizing the growing role of private equity investment
in health care in Massachusetts and the risks associated
with such investment, policymakers should consider
approaches to increase transparency and oversight of pri-
vate equity in healthcare and to reduce the likelihood of
negative consequences from such investment in the future.

At the federal level, legislation has been proposed to
increase the transparency of or limit private equity invest-
ment in health care, and a number of agency actions have
signaled increased interest in private equity oversight and
enforcement.®#>* For example, the Federal Trade Com-
mission (FTC) and The Department of Justice (DOJ)
recently finalized revised merger guidelines that address
some of the private equity behaviors identified.* Addi-
tionally, CMS finalized a rule that would require more
transparency of nursing home ownership.”!

Massachusetts has additional opportunities to address
the growing risk from private equity investment in health
care through state level policy, including by broadening
existing transparency and oversight tools in Massachusetts
to ensure that private equity investments in health care
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are included, by fostering opportunities for providers to
access capital without private equity investment, and by
addressing known pricing dysfunctions and areas of mis-
alignment in the health care system that make providers
attractive targets for private equity investors. Policy inter-
ventions should be broadly applicable and flexible, given
the evolving nature of private equity and other forms of
investment, coupled with the fact that many of the specific
actions engaged in by private equity investors in health
care that are potentially destabilizing could be pursued
by other for-profit or non-profit providers.

Broaden existing state-level health care
transparency and oversight processes to
include private equity

While Massachusetts has greater transparency into health
care market functioning than many other states, current
transparency and oversight processes, such as the HPC’s
Registration of Provider Organizations (RPO) program
and associated financial reporting and Material Change
Notice (MCN) filings, do not fully capture private equity
activities in the Massachusetts health care provider market.

Massachusetts RPO Program: The Massachusetts RPO
program is a first-in-the-nation effort to collect key infor-

mation about the organizational structure, affiliations,
and financial status of the largest health care providers in
Massachusetts.”> Under current law, the RPO program
may only collect information from providers with sig-
nificant revenue from commercial insurers, which largely
excludes behavioral health providers, nursing homes, and
other provider types that are frequently targeted by private
equity investors. The statue should be updated to allow
the RPO program to collect information from a broader
range of provider types, including those with revenue
primarily from self-pay and from Medicare and Medicaid.
Given the importance of financial oversight, adjustments
to penalties and other enforcement mechanisms to address
non-compliance may also be warranted.

Material Change Notices (MCNs): One of the key mech-
anisms through which Massachusetts understands and

assesses health care provider transactions (mergers, acqui-
sitions and other types of affiliations) is the Material
Change Notice (MCN) and Cost and Market Impact
Review (CMIR) processes. Under current law, an MCN
generally must be filed with the HPC when a provider
proposes a transaction that involves merging or affiliating
with other providers or payers, and the HPC can initi-
ate a full investigation or CMIR of those transactions it
determines are likely to result in a significant impact to
health care costs or market functioning in Massachusetts,
culminating in a public report on the likely impacts.>

The law authorizing the HPC to review health care pro-
vider transactions should be broadened to ensure that

all significant health care transactions involving private
equity require notice to the HPC. For example, significant
new, for-profit investment in a provider or acquisition of
a provider by any entity including private equity investors
should require the filing of an MCN. Additionally, the
acquisition of a provider’s assets (such as real estate) by
any entity including private equity investors, such as in
a sale-leaseback, should also require notice and review.
Expanding the filing requirements in these ways would
allow for public notice and thorough HPC review of a
greater number of transactions and would provide addi-
tional insight into the potential cost, quality, access, and
equity impacts of transactions before new private equity
investments in or sales of health care providers occur.

Additionally, the Commonwealth could consider a process
for imposing conditions upon parties to transactions, in
ways similar to approaches used in other states.”* Con-
ditions that could be applied to risky transactions could
include, among other things, requirements that essential
services and/or staff be maintained for a specific period of
time, the fulfillment of specific requirements for charity
care or community benefits, limitations on debt as well as
dividend distributions, maintenance of adequate financial
reserves, and other conditions related to quality standards,
ongoing compliance monitoring, and exit and sale.>® For
example, in 2021, Rhode Island Attorney General Peter
Neronha approved a private equity firm’s sale of a hospi-
tal system under the condition that the firm contribute
$80 million to an escrow account to keep the hospitals
in the system open.>

Address known pricing dysfunctions that
incentivize private equity investment in health
care

The state can also pursue policies to address the under-
lying reasons why organizations are identified for (and
interested in) acquisition or investment by private equity.

First, policymakers should address the inefficiencies and
market failures that make health care an attractive oppor-
tunity for investors to make a quick profit in ways not
aligned with public interest. For example, private equity
investments in several hospital-based specialties, such as
emergency medicine, were incentivized by the ability to
“surprise bill,” a practice in which patients receive unex-
pected bills from out-of-network providers that they had
seen unknowingly. Notably, after the passage of the federal
No Surprises Act in 2020 that curtailed the practice, private
equity backed Envision Healthcare and American Physi-
cian Partners, which staffed emergency rooms in hundreds
of hospitals nationwide, both filed for bankruptcy and

cited the legislation as one of the contributing factors.””

Other known pricing dysfunctions in the health care

market that can be exploited by private equity investors
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and others can be addressed by requiring site-neutral
payments, adopting a default out-of-network payment
rate for surprise billing scenarios as well as potentially
further expanding out-of-network protections, reduc-
ing unwarranted price variation, and limiting excessive
provider prices,” all of which were recommended in the
HPC’s 2023 Annual Cost Trends Report.®” These and other
policies that reduce profit incentives that are at odds with
the public interest, and instead align payment with quality
and value, may not only address market failures that make
health care attractive to private equity investors, but also
serve to advance an affordable, equitable and high-quality
health care system overall.

Additional policy opportunities

Health planning

Massachusetts could develop and engage in a compre-
hensive process for assessing health needs across the state
and ensuring the supply of health services aligns with that
need, as recommended in the HPC’s 2023 Annual Cost
Trends Report.®® This approach could support efforts to
ensure that providers are focused on providing services
needed by Massachusetts residents, and not only those
services that are the most profitable.

Administrative complexity

Administrative and operational burdens on physician
practices often accelerate retirements, contribute to the
sale of a practice, or make arrangements with manage-

ment services organizations attractive.?’ The state could
continue pursuing opportunities to reduce administra-
tive complexity for providers and consider other ways to
support provider independence, as recommended in the
HPC’s 2023 Annual Cost Trends Report.

Other areas for consideration

Finally, there are other policies that the Commonwealth
could consider to mitigate potential harms from private
equity investment in the health care market. These include
enhancing consumer protections, including by prohibiting
certain predatory financing and debt collection practices;
enhancing protections for workers, including potential
whistleblowers; prohibiting or limiting potentially harm-
ful financial strategies like sale-leasebacks and dividend
recapitalizations; and strengthening corporate practice
of medicine prohibitions to keep decision-making with

medical professionals.
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