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2022 M&A in Review: Indications for 2023

After a record year in 2021 transactional activity, where
healthcare mergers and acquisitions (M&A) were up by
56%, the market continued to thrive in 2022
Preliminary results revealed that 2022 M&A deals hit a
record high of 2,409 deals, 150 transactions over what
was observed in 2021.2 Despite economic challenges
(e.g., rising interest rates and borrowing costs, inflation,
and labor costs), the healthcare transactional market has
remained active.® This Health Capital Topics article will
review the U.S. healthcare industry’s M&A activity in
2022, and discuss what these trends may mean for 2023.

While the healthcare sector has not been immune to the
fears of an economic downturn, deal volumes have
remained resilient despite these headwinds.* Health
services deal volumes increased in comparison to 2021
levels, although activity cooled in the fourth quarter of
2022. The year-over-year deal volumes have increased
progressively, but only 251 deals were announced in the
fourth quarter of 2022, compared to 307 deals in the
fourth quarter of 2021.5 Specifically, physician market
transactions remained strong, with over 600 transactions
reported.® Specialties such as dermatology and eye care
remained a strong target for potential investors, with
rising demand for practices specializing in cardiology,
podiatry, and women’s health.” In contrast, the
transactional market for hospitals hit a decade low in
2022, with only 55 hospital mergers and acquisitions
reaching definitive agreements; however, 2022 deal
value nearly doubled from the previous record set.2 While
the number of hospital deals for 2023 are expected to
rebound, they are not expected to return to the levels
observed in 2017 and 2018.°

Although deal volumes continued to increase from 2021
levels, the value of those deals declined in 2022 from the
2021 peak.’® Industry-wide enterprise value (EV) to
earnings before interest, tax, income, depreciation, and
amortization (EBITDA) multiples declined from the high
levels seen toward the end of 2021.1* As of November 15,
2022, health services EBITDA multiples were down to
14.4x, comparatively lower than in both 2021 (15.9x) and
2020 (14.9x).*2 Hospice and home health continued to be
a health services sub-sector that drove transaction values
in 2022, serving as one of two sub-sectors that saw deal
volume and deal value increase from 2021 levels.® There
were 114 hospice and home health deals in the twelve
months that ended November 15, 2022, contributing to a
74% increase in deal value from 2021.%* Two megadeals
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within this sub-sector were largely responsible for the
growth — CVS’s acquisition of Signify Health for $8.0
billion and United Health/Optum’s acquisition of LHC
Group for $6.0 billion.*®

In total, the value of all transactions reached $250.8
billion, a considerable decline from the 2021 transaction
value of $476.6 billion.® The largest transaction by price
was the purchase of Horizon Therapeutics by Amgen Inc.
for $27.8 billion, followed by the other significant deals
listed below.'” Certain sectors cooled off in 2022, with
activity in Behavioral Health, Home Health, and Hospice
& Rehabilitation falling in comparison to the rates
observed in 2021. Transaction values were driven by
Home Health & Hospice, however in this health services
subsector, the activity waned. The decline in certain
sectors does not represent waning interest in the market,
but more of a “cooling off.”*®

Nearly half of the deal values announced through
November 15, 2022, were megadeals that remained
consistent from the values seen in 2021.*° There were
seven major megadeals within this twelve month period,
including the CVS/Signify and United Health/LHC
Group transactions, as well as:

e A merger between two healthcare real estate
investment trusts, valued at $18.0 billion;

e An acquisition of Summit Health City MD
(primary, specialty, and urgent care providers)
by Village MD (a Walgreens subsidiary), worth
$8.9 billion;

e Quidel Corporation’s (diagnostic healthcare
product manufacturer) acquisition of Ortho
Clinical Diagnostics (blood testing diagnostics
manufacturer) for $8.0 billion;

e Mediclinic International’s (private hospital
group) acquisition by an investor consortium for
$7.4 billion; and

e  Chubb’s (insurance firm) acquisition of Cigna’s
life, accidental, and supplemental benefits
businesses, worth $5.4 billion.?

While the total number of transactions in 2022 remained
below the pre-pandemic levels, there is clear evidence
that M&A activity is beginning to regain momentum,
which is expected to continue into 2023.2* This
expectation is driven by the following factors:

(Continued on next page)



e The Need to Transform Healthcare: Ken
Kaufman of Kaufman Hall notes that “this is a
transformative period in American healthcare,”
where organizations will be forced to reinvent
themselves from a clinical and financial
standpoint;

e Moving Forward from the Pandemic: While
COVID-19 still remains, the worst of the
pandemic seems to be behind the U.S. This will
likely restart strategic discussions among
healthcare  organizations  regarding  the
intellectual and capital capabilities of the
healthcare marketplace essential to remaining
competitive, which were largely put on pause
during the pandemic; and

e Financial Pressure: The past year has been
extremely challenging for health systems and
hospitals across the U.S. Organizations with
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strong balance sheets were able to cushion the
financial pressure, but the resources used to
offset operating losses will not hold out for most
healthcare organizations much longer. Smaller
organizations that did not have strong balance
sheets may have to seek out alternatives, such as
stronger partners that can help stabilize them
financially.?? Further, an increase in divestitures
across the health services sector is anticipated
for 2023, “based on a variety of economic,
regulatory, and overall strategic
repositioning.”?

While significant uncertainty looms in the greater U.S.
economic at the start of 2023, it is not anticipated to slow
down healthcare industry M&A. Reset in valuations,

availability of capital,

and increased corporate

competitiveness should provide openings for healthcare
dealmakers in 2023.24
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Todd A. Zigrang, MBA, MHA, FACHE, CVA, ASA, ABYV, is the President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas
of valuation and financial analysis for hospitals, physician practices, and other
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valuation, financial, transaction and strategic advisory services nationwide in
over 2,000 transactions and joint ventures. Mr. Zigrang is also considered an
expert in the field of healthcare compensation for physicians, executives and other
professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare - 2nd
Edition” [AICPA - 2015], numerous chapters in legal treatises and anthologies,
and peer-reviewed and industry articles such as: The Guide to Valuing Physician
. Compensation and Healthcare Service Arrangements (BVR/AHLA); The
=4 ® % Accountant’s Business Manual (AICPA); Valuing Professional Practices and
Licenses (Aspen Publishers); Valuation Strategies,; Business Appraisal Practice;
and, NACVA QuickRead. Additionally, Mr. Zigrang has served as faculty before professional and trade
associations such as the American Society of Appraisers (ASA); the National Association of Certified Valuators
and Analysts (NACVA); the American Health Lawyers Association (AHLA); the American Bar Association
(ABA); the Association of International Certified Professional Accountants (AICPA); the Physician Hospitals
of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial Management
Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare
Executives (FACHE) and holds the Certified Valuation Analyst (CVA) designation from NACVA. Mr. Zigrang
also holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter. He is also a member of the America Association
of Provider Compensation Professionals (AAPCP), AHLA, AICPA, NACVA, NSCHBC, and, the Society of
OMS Administrators (SOMSA).

Jessica L. Bailey-Wheaton, Esq., is Senior Vice President and General Counsel
of HCC. Her work focuses on the areas of Certificate of Need (CON) preparation
and consulting, as well as project management and consulting services related to
the impact of both federal and state regulations on healthcare transactions. In that
role, Ms. Bailey-Wheaton provides research services necessary to support certified
opinions of value related to the Fair Market Value and Commercial Reasonableness
of transactions related to healthcare enterprises, assets, and services.

Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting
service line. In this role, she prepares CON applications, including providing
services such as: health planning; researching, developing, documenting, and
reporting the market utilization demand and “need” for the proposed services in the
subject market service area(s); researching and assisting legal counsel in meeting
@ % regulatory. r.equirements relating to licensigg and CQN a.ppli.c.atio.n developme-nt;

and, providing any requested support services required in litigation challenging
rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also been engaged by both state
government agencies and CON applicants to conduct an independent review of one or more CON applications
and provide opinions on a variety of areas related to healthcare planning. She has been certified as an expert in
healthcare planning in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in publications such as:
The Health Lawyer; Physician Leadership Journal, The Journal of Vascular Surgery; St. Louis Metropolitan
Medicine; Chicago Medicine; The Value Examiner; and QuickRead. She has previously presented before the
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Janvi R. Shah, MBA, MSF, serves as Senior Financial Analyst of HCC. Mrs. Shah
holds a M.S. in Finance from Washington University Saint Louis. She develops
fair market value and commercial reasonableness opinions related to healthcare
| enterprises, assets, and services. In addition she prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most probable
future net economic benefit related to healthcare enterprises, assets, and services
and applies utilization demand and reimbursement trends to project professional
medical revenue streams and ancillary services and technical component (ASTC)
revenue streams.
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