
After A brief visit to the deAl infirmAry 

a year ago, private equity investment in 

healthcare is in good spirits once more. So good 

that the asset class’s activity in the sector is the 

strongest it has been since 2007. By the end of 

the third quarter of 2012, according to CMBOR, 

healthcare had clocked up ¤6bn worth of deals, 

easily outstripping the ¤4.6bn recorded for the 

whole of 2011. Healthcare’s share of total buyout 

activity is double what it was 12 months ago.

“In a tepid deal market, healthcare is the 

exception. You cannot ignore the demographics. 

The population is older and getting sicker as it 

ages. Better diagnoses are uncovering illnesses 

that would not have been treated before, and 

new forms of specialist care for specific 

conditions are emerging all the time,” says Dr 

Leonid Shapiro, the head of commercial due 

diligence provider Candesic.

Bank support for healthcare dealmaking  

has also helped. Debt packages are larger and 

terms more generous than for other sectors. “A 

business in healthcare will get multiples of four 

times Ebitda or more. In business services around 

three times is the norm. For media or consumer 

you are looking at two to 2.5 times,” says Phoenix 

Equity Partners managing partner Hugh Lenon.

EQT, for example, financed its ¤1.8bn buyout 

of medical supplies business BSN Medical from 

Montagu Private Equity with a ¤1.1bn senior debt 

and mezzanine funding package – a multiple of 

around six times BSN’s Ebitda.

Even austerity measures in Europe, the main 

reason for a slowdown a year ago, haven’t been  

a deterrent. “State spending on healthcare in  

the EU has been impacted by austerity, but the 

need for care is still there irrespective of what  

is happening with the economy. If the public 

sector is not meeting demand then the private 

sector will. The need remains irrespective of  

the source of funding,” says Shapiro.

Cut-throat competition
Getting a piece of the action, however, is not easy. 

Valuations are high and processes competitive. 

Firms battle each other fiercely and trade buyers 

are willing to cough up handsomely too. 

Firms that do pay top dollar to win competitive 

auctions are faced with an environment that has 

been impacted by austerity and is changing rapidly 

as new and cheaper ways to provide care emerge. 

Although constrained government spending 

has not been disastrous for healthcare 

businesses, the pinch has been felt. Increases  

to healthcare budgets have not kept up with 

medical inflation, and for some healthcare 

providers, inflation has outstripped government 

spending allocations five-fold (see Q&A, right).

Tightening state purses have of course opened 

up opportunities for private-sector firms to provide 

additional services at lower cost, but figuring  

out what governments will or won’t outsource 

can be risky, especially when valuations are high.  

Healthcare business models that have always 

served private equity well previously are also 

changing. Investments in asset-rich businesses like 

care homes or hospitals used to be a safe bet, 

but high-profile failures such as Southern Cross 

and the popularity of new care provision, such  

as domiciliary care and telehealth, has left those 

strategies redundant. GPs are having to find new 

ways to make investments in the sector work.

Healthcare’s resilience means it is likely to 

remain a buyout favourite. If only generating 

returns was as straightforward as it used to be.  

The opTions
PhArmAceuticAls: expensive 

research and lengthy trials have 

seen buyout firms steer clear of 

pharmaceutical deals. occasionally 

firms have shown interest. cinven 

paid hgcapital £465m (¤570.8m) 

for generics manufacturer mercury 

Pharma, for example. but at a time 

when private equity investment  

in healthcare is booming, very 

little of buyout money is going 

the way of pharma.

over-the-counter medicines: 

unlike the racy world of drug 

discovery, otc medicines feature 

the strong brands and steady  

cash flows private equity firms 

love. multinational pharmaceutical 

groups are offering up plenty of 

deals as they rejig portfolios and 

sell off divisions deemed non-core. 

buying one of these prized assets, 

however, is a struggle. trade 

buyers are eager to fill out their 

own portfolios and carve-outs are 

protracted, complex and expensive. 

firms that do prevail in tough 

auctions quickly find that they 

need to build up an entire portfolio 

of such companies in order to 

compete with bigger rivals.

cAre: Private equity will miss  

the residential care market, with 

its large leverage packages and 

steady earnings, but firms are 

moving on. domiciliary care, 

which patients often prefer and  

is also cheaper, has been a busy 

space. improved diagnoses of 

mental illness and conditions  

like dementia, meanwhile, have 

developed a need for more 

specialised care and increased  

the amount of care provided.  

the old school opco/propco care 

home deal may be a thing of the 

past, but private equity interest  

in care remains as strong as ever.

hosPitAls: As is the case with 

care homes, GPs are finding  

new ways to make investments in 

hospitals work. firms are moving 

on from leveraged plays of asset-

rich hospital chains and looking at 

buying cheaply, emerging markets 

and new models of care provision 

in hospitals. doughty hanson, for 

example, bought spanish hospital 

chain usP hospitales from its 

lenders and then arranged a tie- 

up with another spanish group, 

Quiron. in turkey, local firm turkven 

backed budget hospital chain AtA. 

Although investments in 

hospitals have hurt private equity 

firms (before it was taken over  

by the banks, usP hospitales  

was owned by cinven), they are 

trying again.
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With plenty of deal flow in 2012, this non-discretionary 
sector is as alluring as ever.  Words niCholas neveling
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