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Orthopedics still very much remains an attractive area of investment for private equity
because the demand for orthopedic care is high, yet the supply of orthopedic surgeons in
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sustainable growth of orthopedic services within what remains a highly fragmented
clinical specialty, thus bolstering investment interest from private equity firms seeking to
form strategic partnerships with best-in-class orthopedic providers. Further, data from a
recent survey of orthopedic surgeons who have partnered with private equity noted that
“growth and long-term success of the clinical enterprise” were the main drivers of
independent orthopedic groups pursuing private equity partnerships.

PRIVATE EQUITY UPDATE

As noted in our original JOEIS article published in Novem-
ber of 2020,1 and even more so today, the orthopedic physi-
cian group sector remains one of the most active segments
of the healthcare services industry for private equity strate-
gic partnerships and investment activity. While reimburse-
ment and staffing cost pressures, as well as higher inter-
est rates and other macro-economic factors, will likely force
private equity buyers to scrutinize the overall quality of
prospective healthcare services investments more closely in
2023, we believe that the private equity investment thesis
and overall sector conviction will result in increased M&A
and investment activity this year, with a particular empha-
sis on the orthopedic sector.

Orthopedics still very much remains an attractive area of
investment for private equity because the demand for or-
thopedic care is high, yet the supply of orthopedic surgeons
in the U.S. is relatively low. This supply and demand im-
balance provides for long-term sustainable growth of or-
thopedic services within what remains a highly fragmented
clinical specialty, thus bolstering investment interest from
private equity firms seeking to form strategic partnerships
with best-in-class orthopedic providers. Further, data from
a recent survey of orthopedic surgeons who have partnered
with private equity noted that “growth and long-term suc-
cess of the clinical enterprise” were the main drivers of in-
dependent orthopedic groups pursuing private equity part-
nerships.2

Private equity’s investment thesis and strong desire to
partner with best-in-class orthopedic groups, combined
with the ongoing need for independent orthopedic prac-
tices to pursue growth strategies that will effectuate the
long-term sustainability of their clinical enterprises, will
likely provide for increased private equity investment activ-
ity in the orthopedic sector.

ONGOING AND ACTIVE PE INVESTMENT
ACTIVITY IN ORTHOPEDIC GROUPS

With approximately $1.2 trillion of investment capital cur-
rently being deployed within the U.S., private equity invest-
ment activity within both the physician practice manage-
ment (PPM) sector broadly, as well as within the orthopedic
sector specifically, remained resilient through the majority
of 2021-2022.°

The continued pace of this activity is likely driven by
several factors, including:

1. the growing reimbursement, financial and competi-
tive challenges facing independent practicing physi-
cians, and their recognition that being part of a larger
organization can be more effective in achieving suc-
cessful clinical operations;

2. a desire to “jump on the bandwagon”, as they see
more of their physician peers in highly respected or-
thopedic groups entering major private equity part-
nership transactions; and

3. the benefit of “monetizing” the value of the orthope-
dic practices they built over the years at tax advan-
taged rates and taking “chips” off the table to hedge
against future uncertainties and potential de-valua-
tion of their clinical practices.

Private equity investors will likely consider several fac-
tors when evaluating provider enterprises and determining
whether they are an attractive investment platform, in-
cluding (for example): group size (number of physicians
and mid-level practitioners), number of locations and geo-
graphic breadth, reputation in the local market, experience
with value-based care, management team, and very impor-
tantly, the type and extent of ancillary clinical services the
practice has and/or could have in place (such as imaging,
ASCs, PT, DME, urgent care, etc.). Investors are attracted to
orthopedic groups with a demonstrable history of success
and have a shared vision for continued growth on either a
regional and/or national basis.

The continued growth of orthopedic group partnership
activity with private equity platforms is demonstrated in
the below chart, which depicts 14 of the private equity

1 The 2020 article, JOEIS’s most downloaded (over 10,000), has more extensive details regarding the structure and benefits of private eq-
uity transactions with orthopedic groups, and can be accessed at: https://journaloei.scholasticahg.com/article/17721-private-equity-

partnerships-in-orthopedic-groups-current-state-and-key-considerations. Such article was updated in early 2022 at: https://jour-

naloei.scholasticahq.com/post/1336

2 Source: Vector Medical Group independent anonymous online survey completed in January 2023 (using SurveyMonkey), as well as sev-

eral individual interviews and accounts.

3 Source: Credit Suisse U.S. Asset Management research, December 2022.
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sponsored orthopedic practice platforms (8 of which com-
menced in the last 2 years), as well as 70 orthopedic groups
across the country that partnered with these platforms.

“LIFE AFTER CLOSING” — FROM ORTHOPEDIC
SURGEONS WHO PARTNERED WITH PRIVATE
EQUITY PLATFORMS

Vector Medical Group conducted an anonymous survey of
orthopedic surgeons who entered into partnership transac-
tions with 10 different orthopedic platforms regarding their
“life after closing” of the deal.” The results of the survey re-
flect different perspectives, but there is a common theme —
not much changed in their day-to-day practice of medicine
since the closing.

Over 85% of responding surgeons said that their practice
has been “As Expected” or “Better than Expected”, and
overwhelmingly were pleased that experienced business ex-
ecutives were now focusing on the practice’s business op-
erations. They also appreciated the fact that having these
savvy executives resulted in the group’s “varied personal-
ities and internal politics among physicians” being taken
out of the decision-making process with respect to back-
office business and operational issues. While some respon-
dents lamented not being in control of “back office” func-
tions and not being able to make “snap” business decisions,
they also appreciated the assistance provided by platform
executives on various staffing and related logistical issues.

The survey responses in the chart below largely debunk
some common myths about private equity investors.

PRIVATE EQUITY DEMAND FOR ORTHOPEDIC
GROUPS TO REMAIN STRONG IN 2023

We believe that continued private equity investment in or-
thopedic groups will be further supported by growth in the
number of private equity firms seeking to invest capital
within this clinical specialty, followed by growth via bolt-
ons of smaller groups. The demand for orthopedic treat-
ments and procedures is continuing to increase nationwide,
with both inpatient and outpatient surgeries generating
$110 billion in revenue anrlually.5 At the same time, many
physicians are experiencing increased financial pressures in
the current, rapidly changing healthcare services environ-
ment.

A partnership with a private equity investor or an ex-
isting private equity-backed platform can be an appealing
option for orthopedic groups, but physicians must also un-
derstand the overall goal and objectives of private equity.
While the medical, clinical, and patient care aspects of the
practice will remain within the sphere of influence of the
physicians in a private equity partnership — which can be

confirmed via express contractual provisions — physicians
will have very little influence on the business aspects of the
practice. Business-related initiatives — such as the stream-
lining of administrative tasks, pursuit of economies of scale
for purchasing, onboarding of new vendors, and installing
new administrative leadership teams within the practice —
are all examples of areas in which the private equity in-
vestor will lead decision-making.

The top four factors orthopedic groups should consider
when contemplating a private equity partnership include:

1. Most importantly, the overall cultural fit, manage-
ment team personality, common vision, healthcare-
specific investment track record, and orthopedic sec-
tor expertise of the potential private equity partner
organization.

2. The desire to increase the practice’s operational per-
formance and strategic initiatives in response to both
(a) ongoing changes in reimbursement and regulatory
programs, and (b) increasing competition from hos-
pitals and other large and growing healthcare organi-
zations (e.g., OptumCare, CVS, Walgreens, Amazon,
etc.).

3. The need for working capital to invest and support
practice infrastructure and growth (including the ad-
dition of more physicians, office locations, ASC’s, an-
cillary services, EMR, virtual care, etc.); and

4. The importance of “monetizing” the value of histor-
ical physician ownership (tax-efficiently) in light of
increasing competition and future risks and uncer-
tainties.

CONCLUSION

A private equity partnership is not right for every orthope-
dic group, but before making any decisions you should be-
come fully informed by thoroughly exploring the pros and
cons of different strategic options based on the circum-
stances and characteristics of your group and its local mar-
ket dynamics. For orthopedic groups facing one or more
of the 4 key factors noted above, private equity may be an
increasingly attractive option in 2023 and beyond. Other
groups may decide to “stay the course” and continue prac-
ticing independently, or enter into some other strategic
partnership.

Important Note: If you would like to learn more about
private equity and other strategic transactions for ortho-
pedic groups, the authors are also moderating sessions at
a full day educational conference on this topic (including
10 physician speakers, and other industry experts), which is
complimentary for independent physicians and leaders of
independent medical groups. The conference is on March 9,
2023 in Las Vegas at the Venetian Hotel. Registration is lim-
ited based on room size. Information about this conference

4 See footnote 2 with more details on anonymous survey, as well as interviews.

5 Source: https://www.ncbi.nlm.nih.gov/pmc/articles/PMC7388821/.
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