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Following an intense period of 
physician group mergers and acquisitions 
in 2010-2011, we have continued to see 

significant physician group transactions 
since the May 2011 CAPG Annual Meeting.  
Given the continued consolidation activi-
ties of market leading payors and hospital 

systems and the likelihood of new entrants 
into the California coordinated care market, 
California physician groups would be well 

advised to think about the effect of these 

lions, tigers and bears on their strategic 

planning and prospects.

Recent Transactions  

Significant California recent transactions 
since May 2011 include (buyer/seller):

Anthem/CareMore

Optum/Monarch 

Stanford University Health Alliance 

transactions with Bay Valley, Affinity 

and Alliance medical groups

MemorialCare/Greater Newport Physi-
cians

Additionally, multiple medium and 

smaller IPA transactions have been con-
summated in the past year.  We also are 

aware of multiple transactions in process 
currently and/or rumored which, if con-
summated, will place 2012 at or above the 

2011 level of consolidation activity.

•

•

•

•

ages in excess of $10 million for breach of 
contract and other claims, which complaint 
makes for interesting reading.  Additionally, 
it has been discussed that similar contract-
ing actions are being taken against other 
entities managed by or affiliated with Op-
tum.  We also have seen multiple payors 
amending their physician group contracts 
to allow for greater payor rights in the 

event of a group being acquired by or stra-
tegically affiliated with another payor.  Phy-
sician groups considering payor alignment 
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Transactions are being driven both by 

payor and hospital system interest in align-
ment with physician groups.  In addition 

to current active hospital systems like Me-
morialCare (which completed transactions 
with Greater Newport Physicians and Bristol 

Park) and Providence (whose recent physi-
cian affiliation offering was heavily over-
subscribed) , it appears that other larger 
systems such as Dignity (formerly Catholic 

Healthcare West) and Tenet may be consid-
ering new physician alignment opportuni-
ties, and Hoag recently announced its new 

medical foundation initiative.   Interesting 

experiments also are being tried, such as 
hospital system AHMC’s recent purchase of 
Medicare Advantage plan Central Health, 
together with two IPAs and a management 
company. 

On the payor side, Optum (an affiliate 

of United Healthcare) has completed six 

physician transactions in California, with 

the most recent transaction being with 

Monarch in Orange County.   While the 

transaction terms 
have not been 

publicly disclosed, 
it is rumored that 
the valuation was 
high (perhaps at or 
above 10x EBITDA) 
in consideration 

of Monarch’s large 

physician network 

throughout most 
of Orange County, 
its restricted Knox-
Keene license and 

its positioning for 
healthcare reform.  

Payor reaction to 

the Optum/Mon-
arch transaction 

has been strong, 
with at least one 

payor in the proc-
ess of contract 
terminations and 

member transfers.  
Blue Shield recently 

filed an arbitration 

proceeding against 
Monarch for dam-
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strategies, in light of these recent actions, 
must now additionally consider adverse 

payor reactions and negotiate appropriate 

protections for their physicians.

The Outlook for Valuation 

Transaction pricing in 2011 and early 

2012 has remained at least at the level of 
2010-2011, with some upside outliers as well 

which may exceed 12x EBITDA.  Tradition-
ally, physician group pricing in the man-
aged care sector has seen a historic range 

of 4-6x EBITDA, with more recent transac-
tions in 2011 and 2012 being priced at least 
at 6x EBITDA.  According to published re-
search reports, the 2011 Anthem purchase 

of CareMore was priced at an 8.9x EBITDA 

multiple.   Interestingly, such higher mul-
tiples currently appear not to be followed 

by traditional strategic purchasers but are 

routinely being paid by hospital founda-
tions and other newer market entrants.  

Is this a price bubble?  While some would 

say yes, there appear to be an increasing 

number of competing purchasers who need 

to align with physicians 
in specific geographic 

markets or who need ac-
cess to sophisticated co-
ordinated care/managed 

care experience and 

systems.  Such purchas-
ers not only are based 

in the California market, 
but also increasingly 

may include entities that 
are national or regional 

and who require popu-
lation health management expertise as a 

mission critical skill for their success and 

survival.  They have a “build or buy” deci-
sion to make.  Add to this the large amount 
of healthcare focused private equity funds 
that must deploy capital, and it is our view 

that, given the finite number of California 

physician groups of scale, valuation will 
remain at these higher (or even increased) 
levels, with individual variability for size, 
location, membership/payor mix and other 
factors.  Even if there is an adverse deter-
mination for the constitutionality of the 

Affordable Care Act, it appears clear at this 
time that cost control and quality improve-

ment will be core skills in the next ten years 
for any healthcare industry participant and 

will continue to highlight the importance 

of California physician groups.  

Eric Klein (eklein@sheppardmullin.com) 
leads the National Healthcare Team for Global 
100 law firm Sheppard Mullin Richter & Hamp-
ton LLP.  Mr. Klein structures and leads physician 
group transactions and financings in Califor-
nia and nationally, including many of those 
discussed in this article.  He regularly advises 
physician groups, hospital systems and private 
equity funds on strategic planning, acquisitions, 
governance and operational matters.  
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