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Disclosures

▪Consulting with Depuy, unrelated to this talk



Outline

▪Changing Reimbursement and the push for Outpatient TJA

▪Change in private practice structures 

▪The Rise of Private Equity in Orthopaedics



Changing Practice

▪Overall Consolidation

▪Move to employment, but still largely 
private practice

• AAOS Survey 2018, 57% private 
practice

• Scale and Size

▪Revenue streams changing

• Ancillary income

‒ 1995 this was 5% of income

‒ 2015 this was 40% of income





Medicare and Revenue Streams



▪ Inflation Adjusted >30% 
decrease in reimbursement



Death and Taxes

Overhead 
Increases

Increase 
Volume

Increase 
Ancillaries

Reimbursement 
Decreases



Move to ASCs for TJA

▪Driven by market forces, accelerated by the pandemic

▪Medicare Removal of TJA from inpatient only list and addition of TJA to ASC allowable list

▪ 2014 there were 25 ASCs offering TJA, this was 200 by 2017 and now over 500

• Covid likely accelerated this

• ASC management companies seeing massive increase in revenue from TJA

‒ Surgery Partners, with a revenue of $543.3 million in the second quarter of 2021, saw 
TJA revenue almost double at ASCs in 2020 compared to 2019. That growth has 
continued into 2021 and increased 144% year over year in the second quarter

▪Predicted 969,000 (51%) of hip and knee replacements will be performed in an outpatient 
setting by 2026 — up from 165,000 (15%) in 2016, (Sg2 Research). 



TJA in and ASC in the Medicare World

▪Two reimbursement portions for TJA

• Implants

‒ Follows hospital 
Outpatient Prospective 
Payment System (OPPS)

• Service

‒ Approximately 40% lower than 
a hospital setting

‒ Justified by CMS in the 
reduced overhead of ASCs

▪ Lowering of payment from 
commercial payers

▪Competition between hospitals and 
ASC for the “least risky” patients

▪ Incentive to push the limits for 
patient safety in order to drive 
volume



The current landscape

▪Smaller physician groups unable to compete 
in the era of consolidation and growth

▪Medicare reimbursement driving decisions for 
TJA allocation and location

▪Efficiency and Ancillary income unable to 
keep up with declining reimbursement

▪And yet……Private orthopaedic market as a 
whole is attractive for “growth” investors



Enter Private Equity

▪Not new to medicine

• Long term care

• Family practice, dermatology, 
pediatrics, ophthalmology, 
anesthesia

▪Relatively new to Orthopaedics

• Pandemic accelerated what was 
already occurring financially



What is Private Equity

https://napkinfinance.com/napkin/private-equity/



Macro/micro-economic drivers for PE firms in Ortho

▪ Large number of smaller groups – Consolidation 

▪Reductions in payer reimbursement –Need to scale

▪ Increasing demand for MSK services with an aging population and elective surgery with a 
higher percentage being performed in ASCs every year

• Supply/Demand imbalance

▪Currently PE firms are flush with cash 

• Estimated $1.8 Trillion dollars allocated to healthcare

• In 2017 Healthcare deals made up 18% of all PE deals worldwide

▪Orthopaedic surgeons view that their long-term practice viability is at risk and can be 
monetized in the short term in a tax advantaged way

• “Get what you can while you can” – FOMO if tax laws change

▪Perceived threat of the competition of consolidation to smaller practices

▪The need for resources and corporate leadership to enable significant group



How Does Private Equity work in Medicine?

▪PE firms seeks a controlling interest in an orthopaedic practice – Buy Out

▪Physician owners continue to own a minority stake with “roll-over” equity from the buyout

• Share in the upside value of the practice post-transaction

• Results in a large up-front tax advantaged payment (long term capital gains rate)

▪Physicians retain “clinical control” while yielding “business control”

▪Generally two types of transactions

• Platform – initial investment in a practice

• Add-on – growth by consolidation and acquisition of another practice. 

▪Then at some point in the future the firm adds on, consolidates, and eventually sells –
“Recapitalizes”



https://www.providenthp.com/wp-content/uploads/2020/03/Private-Equity-Investment-in-Orthopedics.pdf



Pros Cons

Loss of  Ownership and control

Reduction in compensation to 
physician owners

Conflicting business priorities 
with quality of  care

Long-term uncertainty

Roll over equity

Upfront Liquidity

Operational Efficiency

Improved practice infrastructure 
through scale



What is the scale of  PE in medicine?

“I’m a private equity 
manager. I’m more a rescuer 
of  businesses”



▪ 2013-2016

▪ 355 practice acquisitions out 
of ~18000 



What about orthopaedics?

▪Until Covid orthopaedics was relatively untouched by PE

• High cost of entry

• High independence valuation by practitioners

• High revenue - no need to sell

▪ In 2020 there were eight PE firms investing in orthopaedics

▪By 2022 this had grown to 14 firms expected to grow to 20 by end of 2022

• Over 30 transactions in 2021

https://focalpointllc.com/update-private-equity-partnerships-with-orthopedic-groups-

current-state-key-considerations/



▪Deals from 2010 and 2019 was compiled from 
four business databases: S&P Capital IQ, CB 
Insights, ThomsonONE, and Zephyr.

▪ 68 Deals, only 5 (7.4%) PE funded



▪Cross sectional study using financial databases Thomson ONE, Capital IQ, Zephyr, CB 
Insights, and Private Equity Hub and publicly available data.





So…..What Happens Next?

▪What happens to patients?

▪What happens to physicians?

▪What happens to practices?

What is the Evidence?



▪Cohort study of 9864 nursing homes, 
all for-profit, 302 PE backed

• Looked at changes after acquisition

▪ Increases in emergency department 
visits - 11.1%, hospitalizations - 8.7% 

▪Quarterly costs increased 3.9% or 
$1081 annually per resident.

▪No difference in pressure ulcers or 
severe pain

▪Other studies mixed

▪ Increase in staffing and 5-star ratings

• Gupta A, Howell ST, Yannelis C, Gupta 
A. Does Private Equity Investment in 
Healthcare Benefit Patients? Evidence From 
Nursing Homes. Working paper 28474. NBER 
working paper series. National Bureau of 
Economic Research; 2021.

▪Decrease in staffing and 5-star 
ratings

• Gandhi A, Song Y, Upadrashta P. Private 
equity, consumers, and competition: evidence 
from the nursing home industry.





▪Patients 66 and older admitted for AMI, 
acute stroke, CHF exacerbation, COPD 
exacerbation, and pneumonia

▪Compared 3 years prior to PE 
acquisition of hospitals to 3 years after 
for 2001-2018

▪Differences in differences approach to 
analysis

▪ 20 million non-PE hospital patients 
compared to 660k PE hospital patients

▪Modest mortality benefit for AMI patients



But….. What happens next?

▪What happens to the next partner who joins the practice?

▪What happens when costs are cut and prices rise for patients and payers?

▪What happens when the PE firm sells to the next firm?

▪Where is the patient in all of this?



Ethical Conundrum

The goal of  a physician 
practice should be to deliver 

the highest quality care to 
patients that is also of  high 

value to the healthcare 
system as a whole.

The goal of  private equity is 
to make a profit for 

investors. 



Ethical Conundrum

High 
Quality 

Care

High 
Value 
Care

Profit



Private Equity Serves Investors by Definition



This is who we serve, this is who we are





The future

▪Private equity may in fact be good for orthopaedic surgery and our 
patients…..but the ethics are not clearly aligned

• We may get more than we bargained for

▪This is a symptom of overall problems in healthcare

• Declining reimbursement, increasing administrative burden

▪Consolidation will continue, private equity will likely play an increasing role



Conclusion

▪Although it remains a small portion of orthopaedic business, private 
equity is increasing

▪Evidence is lacking to draw any real conclusions

▪As a profession we must be diligent and cautious to continue to serve 
our patients in their best interests



Thank You!


