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PErspective in HEALTHCARE
A FEATURE EXAMINING THE ROLL OF PRIVATE EQUITY IN THE HEALTHCARE INDUSTRY

Private equity
interest in the
behavioral health
sector has surged
in the last couple
of years. With an
opioid addiction
crisis boosting
demand for
addiction treatment
centers, and the
Mental Health
Parity and Addiction
Equity Act of 2008
and the Affordable
Care Act of 2010
combining to put
health insurance
coverage within
reach of many more
affected individuals,
investment firms
have seen an
opportunity to build
value and increase
accountability
in an extremely
fragmented system.
Stay up-to-date
on the
latest trends

Strategic and financial acquirers have been
active in the sector, driving consolidation as
investors seek roll-up deals to create larger
platforms with increased synergies. New
Mainstream Capital acquired Constellation
Behavioral Health in May 2016, and plans to
build upon that platform with a combination of de novo startups and
strategic acquisitions, according to a press release. In January 2016,
North Castle Partners acquired Turning Point, which offers 92- to 360day treatment programs for addiction and recurring mental illness.
And in December 2015, Deerfield Management Company invested
$231.5 million in Recovery Centers of America to fund the development
or purchase of eight treatment centers in North America, potentially
adding 1,200 inpatient beds by the end of 2017, according to The Wall
Street Journal.
Behavioral health-related technology and apps are also drawing interest
from private equity firms and other investors hoping to round out their
healthcare portfolios. In October 2015, Lyra Health raised $35 million
in a Series A funding round led by Greylock Partners, to fund screening
tools that help identify employees with mental health and substance
abuse issues, match them to the most appropriate treatment, and track
their progress and outcomes over time. Mental health startup Lantern,
which provides tools to deal with stress, anxiety and body image, raised
$17 million in a Series A funding round led by the University of Pittsburgh
Medical Center’s venture arm, according to TechCrunch.
Thanks to the growing use of electronic health records (EHR) among
mental and behavioral health providers, as well as a plethora of cognitive
therapy-related smartphone apps, the behavioral health software market
is expected to reach $1.5 billion by 2019, up from $0.75 billion in 2014,
according to market research firm MarketsandMarkets.
EHR software helps integrate medical and physical health records,
enabling physicians to provide more holistic care. Web-based and
smartphone apps can broaden the availability of mental health and
addiction care, particularly in underserved areas and among people with
limited health care coverage, as well as provide ongoing support for
patients at the tail end of recovery. Demand for apps is high, and several
tools have demonstrated positive outcomes in clinical trials, although
many lack scientific evidence of their efficacy, according to the Journal
of Medical Internet Research. There are at least 800 smartphone apps
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Overall healthcare services deal
volume slipped slightly in Q1
2016, signaling that investors
may be feeling fatigued after
a record-setting 2015, and a
slowdown in deal activity may be
on the way, according to Health
Care M&A News. However,
M&A activity in the behavioral
health sector remains steady.
The first quarter of 2016 saw
eight behavioral health deals,
compared to the same amount
in Q1 2015, highlighting the
continued importance of the
sector. Additionally, Behavioral
Healthcare reports that due to
the increasing significance of
mental health and substance
abuse treatment services,
providers will look to M&A
to build either greater scale
or niche services to remain
competitive. And as a result,
they may focus on strategic
investments in technology. Still,
regulatory uncertainties are
on the horizon for substance
abuse and addiction treatment
centers, as state regulators and
insurance companies quickly
adapt to the sector’s rapid
growth in significance, Behavioral
Healthcare goes on to report.
Investors will look to those
companies that are already
operating well within regulation
and compliance.

Read more 

PErspective in HEALTHCARE

oriented around mental health and cognitive behavior, but quality varies greatly, and all tools struggle to achieve
long-term engagement, something that is crucial to long-term success, according to the International New
York Times.
Investing in behavioral health-related technology can add value to a PE firm’s healthcare portfolio. But for those
tools to be successful, acquirers should make sure they have a proven track record and form a part of a holistic
treatment offering aimed at enhancing traditional professional care.
Sources: Behavioral Healthcare, Duff & Phelps, Healthcare Dive, Healthcare IT News, Healthcare M&A News, MarketsandMarkets, Medical News Today, New
York Times, NPR, TechCrunch, The Wall Street Journal.
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