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IMPORTANCE Private equity (PE) firms invest in dermatologymanagement groups (DMGs),

which are physician practice management firms that operate multiple clinics and often

acquire smaller, physician-owned practices. Consolidation of dermatology practices as a

result of PE investment may be associated with changes in practice management in the

United States.

OBJECTIVE To describe the scope of PE-backed dermatology practice acquisitions

geographically over time.

DESIGN, SETTING, AND PARTICIPANTS This cross-sectional study examined acquisitions of

dermatology practices by PE-backed DMGs in the United States. Acquisition and investment

data throughMay 31, 2018, were compiled using information from 5 financial databases.

Transaction data were supplemented with publicly available information from 2 additional

financial databases, 2 financial news outlets, and press releases from DMGs. All dermatology

practices acquired by PE-backed DMGs were included. Acquisitions were verified to be

dermatology practices that providedmedical, surgical, and/or cosmetic clinical care.

Private equity financing data were included when available. The addresses of clinics

associated with acquired practices were mapped using spatial analytics software.

MAIN OUTCOMES ANDMEASURES The number and location of PE practice acquisitions over

time weremeasured based on the date of deal closure, the geographic footprint of each

DMG’s acquisition, and the financing of each DMG.

RESULTS Seventeen PE-backed DMGs acquired 184 practices betweenMay 1, 2012,

andMay 22, 2018. These acquired practices accounted for an estimated 381 dermatology

clinics as of mid-2018 (assessment period fromMay 1 to August 31). The total number of

PE-owned dermatology clinics in the United States was substantially larger because these

data did not reflect DMGs that opened new clinics (organic growth); acquisitions data

represented only the ownership transfer of existing practices from physician to PE-backed

DMG. Practice acquisitions increased each year, from 5 in 2012 to 59 in 2017. An additional

34 acquisitions took place from January 1 to May 31, 2018. The number of financing rounds to

sustain transactions mirrored the aforementioned trends in practice acquisitions. Clinics

associated with acquired practices spanned at least 30 states, with 138 of 381 clinics (36%)

located in Texas and Florida.

CONCLUSION AND RELEVANCE The study findings suggest that PE firms have a financial stake

in an increasing number of dermatology practices throughout the United States. Further

research is needed to assess whether and how PE-backed ownership influences clinical

decision-making, health care expenditures, and patient outcomes.
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D
ermatology practices have caught the attention of

private equity (PE) investors, who have sought to

consolidate practices and produce economic value

through operational efficiencies, revenue enhancement, in-

creased market share, and economies of scale.1

AlthoughPE firmsvary in their investment strategies, the

typical investmentprocesswithindermatologypracticeman-

agement is describedherein (Figure 1). Limitedpartners, such

as endowments, pension funds, andhigh–networth individu-

als, providecapital toaPE firmandseek future returnson their

investment.2,3 The PE firm then makes a platform invest-

ment into a dermatologymanagement group (DMG),which is

a physician practice management company with integrated

back-office functions that operates several dermatology clin-

ics and often seeks to acquire and open new clinics.2,4-6 The

DMGmay subsequently receive financing, in the form of eq-

uity investments and debt, to fund the acquisition of derma-

tology practices (add-on acquisitions) or to grow organically

by openingnewclinics andhiringhealth care professionals to

staff them (de novo growth).1,2,4,5 Additional strategies may

beused to increase thevaluationof theDMGby increasing rev-

enueordecreasingcosts.4Arobustbullmarket,whichhasbeen

the case over the past decade, also contributes to rising prac-

tice valuations.3,7,8After aholdingperiodof 3 to 7 years,many

PE firms seek to exit their investments, often through a sec-

ondary saleof theDMGtoanotherPE firm.1The roll-upmodel,

which is characterized by platform investments into physi-

cianpracticemanagementcompanies,withsubsequentadd-on

acquisitions and de novo growth, has also been reported in

medical specialties beyond dermatology.6,9

Other researchers, includingKonda et al,10have sought to

describe PE investment in dermatology practices. The pur-

pose of our study was to use a systematic and reproducible

method to describe the recent trends and geographic reach of

PE-backed acquisitions of dermatology practices through

May31, 2018, and to identify themajor stakeholders complet-

ing these deals.

Methods

Building a Data Set of PE-Backed Transactions

Private equity–backed transactions indermatologywere iden-

tified using a methodical search of 5 financial databases—

Capital IQ,CBInsights,Zephyr,ThomsonONE,andPitchBook—

thatcompiledataonbusiness transactions inpublicandprivate

markets.11-15 The first 4 databases were searched for derma-

tology practice acquisitions in the United States throughMay

31, 2018. The fifth financial database, PitchBook, was used to

identify andquantify PE-backed financing rounds intoDMGs.

Additional transactions through May 31, 2018, were identi-

fied by searching press releases from the websites of DMGs

and publicly available data on Bloomberg, Crunchbase, PR

Newswire, andBusinessWire.16-19Detailed search criteria are

described in eTable 1 in the Supplement. This study was ap-

proved by the institutional review board of Partners Health-

Care, Boston, Massachusetts, with a waiver of consent be-

cause all data were publicly available.

Identifying Acquisitions of Dermatology Practices

by PE-Backed DMGs

Private equity firms typically invest in large DMGs that sub-

sequently expand in 2 ways: (1) through the acquisition of

smaller practices and (2) through organic or de novo growth,

definedas theopeningof additional dermatology clinics.1,2,4,5

The search conducted for this study focused on the former

strategy and aimed to quantifyDMGexpansion throughprac-

tice acquisition. In addition, the search included only DMGs

that had received at least 1 PE investment.

All firms that acquired dermatology practices were con-

firmed to be DMGs with PE financing. The names of all ac-

quired entities were verified using Google searches to con-

firm that they were clinical practices offering services in

medical, cosmetic, and/or surgical dermatology. The date of

ownership turnoverwasassignedbasedonthedateofdeal clo-

sure. Transactions were excluded if the acquired entity was a

hospital or clinicwithmultiplemedical specialties, a pharma-

ceutical company,or abiotechnology firm.Acquisitionsofder-

matopathology facilities were also excluded, as were dupli-

cate deals across databases, canceled deals, declarations of

bankruptcy, and deals with no clear PE financing.

For DMGs with affiliated practices listed on their web-

sites that were not captured in the database search but likely

represented acquisitions, the practice acquisitions were in-

cluded only if the year of acquisition could be identified

through press releases.

Estimating Clinic Locations Associated

With Acquired Practices

Because multiple clinic locations may have been acquired

through the acquisition of a single practice, the specific der-

matology clinic addresses associatedwith eachacquiredprac-

ticewere identified.Thenumberofclinicsassociatedwitheach

practice acquisitionwas not consistently reported; therefore,

clinics associatedwith those practices as ofmid-2018 (hence-

forth indicating the assessment period fromMay 1 to August

31)were identified through internet searches (eg, searches for

clinic locations listed on the websites of acquired practices).

Of note, DMGs had more clinic locations listed on their

websites as of mid-2018 than the number of clinics associ-

ated with the practice acquisitions identified by this search.

Key Points

Question What are the recent trends in private equity

dermatology practice acquisitions throughout the United States?

Findings This cross-sectional study of 5 financial databases found

that private equity–backed dermatologymanagement groups

acquired 184 dermatology practices from 2012 to 2018, with the

number of acquisitions increasing over time and broadening in

geographic reach. These acquired practices comprised an

estimated 381 dermatology clinics as of mid-2018, and the number

of financing deals in which dermatologymanagement groups

raised capital increased over time.

Meaning In recent years, private equity firms have increased

their financial stakes in dermatology practices throughout

the United States.
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If the additional clinics were not associated with a known

acquisition, theywerenot included in the results because they

likely reflected organic growth.

Mapping Geographic Footprint of Acquisition Activity

Spatial analytics software (ArcGIS; Esri) was used to create

nationwide maps illustrating annual trends in dermatology

practice acquisitions and the regional geographic footprint of

acquisitionsmadebyPE-backedDMGs(Figure2andFigure3).20

Identifying DMG Financing for Acquisitions

Private equity investments into DMGs were identified using

Capital IQ, CB Insights, Zephyr, andThomsonONEdatabases.

All DMGswith documented PE financingwere then searched

Figure 1. Flow of Private Equity (PE) Investment Into Dermatology Practices

LPs
• Include endowments,
 pension funds, and
 high–net worth
 individuals with money
 to invest
• Seek to earn returns on
 their investments

PE firms
• Deploy capital from LPs
 and debt from lenders
 to make investments
 and purchases
• Have a fiduciary
 responsibility to
 LPs to earn financial
 returns  

Dermatology practices
• Physician-owned solo or group practices
 that include ≥1 clinics delivering
 medical, surgical, and/or cosmetic care

DMGs
• Multisite physician
 practice management
 organizations with
 shared back-office
 functions (eg, billing,
 marketing, information
 technology, and
 inventory
 management)

Investors

Start Exit in 3-7 y

Value creation Investment exitPractice consolidations

Increasing revenue
• Increasing number of
 clinics through de novo
 growth and acquisitions
• Creating negotiating
 leverage with payers
• Diversifying services and
 promoting cosmetic care

Decreasing costs
• Consolidating
 back-office functions
• Restructuring clinic staff
 and management teams

Growing valuation
• Increasing practice
 valuations over time in
 robust economic markets

Sale of DMG
• Often sold to another
 PE firm
• Often occurs 3-7 y after
 initial acquisition
• Sale profits split between
 LPs and PE firms

DMGs indicates dermatologymanagement groups; LPs, limited partners.

Figure 2. Regional Footprint of Dermatology Practice Acquisitions

by DermatologyManagement Groups (DMGs)

States with dermatology practice acquisitions

Advanced Dermatology and Cosmetic Surgery, Inc

Anne Arundel Dermatology, LLC

DermOne, LLC

Dermatologists of Central States, LLC

Dermatology and MedSpa, Inc

Platinum Dermatology Partners, LLC

QualDerm Partners, LLC

Riverchase Dermatology and Cosmetic Surgery

Schweiger Dermatology Group, LLC

US Dermatology Partners

United Derm Partners

Epiphany Dermatology, PA

Forefront Dermatology

Pinnacle Dermatology, LLC

United Skin Specialists, LLC

West Dermatology Medical Management, Inc

Tricenna, LLC

Clinics associated with practices

acquired by DMGs throughMay 31,

2018. Beige indicates states with

dermatology practice acquisitions;

colored circles, individual clinics.

Themap excludes de novo clinic

expansion and does not represent

the entire geographic footprint of

each DMG today.
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using PitchBook to identify the first PE investment and all

subsequent financing rounds, which included equity invest-

ments and debt financing. Results were triangulated among

the databases, and transactions that appeared to be dupli-

cates were excluded.

Results

Historical Trends in Acquisition of Dermatology Practices

by PE-Backed DMGs

OursearchfoundthatPE-backedDMGsacquired184physician-

owned dermatology practices between May 2012 and May

2018. These acquired practices accounted for an estimated

381 dermatology clinics as ofmid-2018 and represented first-

time transition of ownership from physician to PE-backed

DMG.No dermatology practices in the data setwere acquired

by PE-backed DMGs before May 2012.

Thenumber of practices acquiredbyPE-backedDMGs in-

creased each year, with 5 acquisitions in 2012, 7 in 2013, 13 in

2014, 26 in 2015, 40 in 2016, and 59 in 2017. Thirty-four prac-

ticeswere acquired from January 1 toMay 31, 2018 (Figure 4).

Forty-one practice acquisitions occurred fromMay 1, 2012, to

May 31, 2015, and 143 occurred from June 1, 2015, to May 31,

2018. The 41 practices acquired in the first 3 years were asso-

ciated with an estimated 98 clinics as of mid-2018, and the

143 practices acquired in the subsequent 3 years were associ-

ated with an estimated 283 clinics as of mid-2018.

Seventeen PE-backed DMGs participated in acquisitions

ofdermatologypractices. TheseDMGscollectively listedown-

ershipon theirwebsites of anestimated743dermatology clin-

ics by mid-2018, with each DMG owning between an esti-

mated9 and 193dermatology clinics (median, 36 clinics) as of

mid-2018.This tallyofDMG-ownedclinicswashigher than the

381clinicsattributed topracticeacquisitions identified through

the search strategy because it included organic growth (new

Figure 4. Dermatology Practice Acquisitions and DermatologyManagement Group (DMG) Financing Over Time
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Investments and financing deals
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Annual trends in the number of DMG

financing rounds and the number of

practices acquired by private equity

(PE)–backed DMGs over time. Data

points for 2018 were projected based

on the rate of acquisition and

investment from January 1 to May 31,

2018. Dermatology practices

acquired by PE-backed DMGs include

practices acquired after the PE firms’

initial platform investments.

Investments and financing deals for

PE-backed DMGs include initial PE

investments and subsequent equity

investments and debt financing, and

do not include DMG financing before

the initial PE investment.

Figure 3. Geographic Distribution of Dermatology Practice Acquisitions Over Time

Acquisitions from May 2012-May 2015

Acquisitions from June 2015-May 2018

Each color-coded circle indicates an

individual clinic associated with an

acquired practice. Although states

with DermatologyManagement

Group–owned clinics have been

mapped before, our map uniquely

demonstrates the clinic locations

associated with practice

acquisitions.20
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clinics opened by DMGs), dermatopathology practices, and

other nonpublicly reported acquisitions.

Historical Trends in PE Financing of DMGs

The search identified 23 DMGs that received PE investments.

The earliest PE investment into a DMG was Charterhouse

EquityPartners’ 1998acquisitionofDermatologyPartners, Inc

(also known as MyskinMD), which subsequently filed for

bankruptcy. Thenext PE investmentwasVicenteCapital Part-

ners’ 2009 acquisition of US Dermatology Medical Manage-

ment (also known as VCP Medical Management, Inc). All re-

maining transactionsoccurredbetweenFebruary6, 2012, and

May 24, 2018.

Seventeen PE-backed DMGs subsequently acquired der-

matology practices. These DMGs raised capital 96 times be-

tweenFebruary6, 2012, andMay24, 2018, including initial PE

platform investments andsubsequent equity investments and

debt financing. The number of new financing deals each year

increased, from 3 in 2012 to 32 in 2017, and 11 took place from

January 1 toMay 31, 2018. Thenumber of new financing deals

doubled, from 8 in 2014 to 17 in 2015, which corresponded to

a doubling of practice acquisitions, from 13 to 26, during the

same period.

Our search found that 6 DMGs in the data set received

PE investments but did not subsequently acquire any derma-

tology practices. These DMGs received 16 financing rounds

(1 in 1998, 2 in 2009, 4 in 2011, and 9 from 2012-2018).

Regional Distribution of DMGs

SomeDMGsacquiredpractices in several regionsof theUnited

States (Table and Figure 2). However, many had a regional

focus. For example, Schweiger Dermatology Group, LLC

focused on acquiring New York practices, while Riverchase

Dermatology and Cosmetic Surgery acquired a number of

practices in Florida (Figure 2).

Geographic Expansion of Acquisition Activity Over Time

As the number of practice acquisitions increased, the geo-

graphic footprint of PE-funded consolidation expanded. Pri-

vate equity–backed acquisitions of dermatology clinics oc-

curred in 30 states,withFlorida andTexas accounting for 36%

of the clinics associatedwith acquired practices (Figure 3 and

eTable 2 in the Supplement). Many early acquisitions oc-

curred in Florida, and acquisition activity in Texas increased

between 2016 and 2018 (Figure 2 and eTable 2 in the Supple-

ment). Recent acquisitions also occurred in less populous

states, such as Arkansas, Iowa, Minnesota, Oklahoma, Or-

egon, and Wyoming. Clinics associated with practices ac-

quired in the 3 years after May 2015 were located in 26 states

compared with 18 states for practices acquired in the previ-

ous 3 years (Figure 2).

Discussion

The data analysis identified 184 dermatology practices that

were acquired by 17 PE-backed DMGs fromMay 2012 to May

2018. Thesepractices comprised anestimated 381 clinics as of

mid-2018.Consolidation increasedeachyearbeginning in2012,

with 11.8 times as many practices acquired in 2017 (59) than

in 2012 (5). A 349% increasewas noted in the number of prac-

tices acquired from the 3 years before June 1, 2015 (41), to the

3 years after June 1, 2015 (143) (Figure 2). Thenumber of prac-

ticesacquired increasedameanof65%eachyearbetween2012

and 2017 (range, 40%-100%), corresponding with a com-

pound annual growth rate of 50.9%.

The results suggest that PE-backed dermatology practice

consolidation is increasing, which is consistent with data re-

porting that fewer dermatologists are working in solo prac-

tices than they were a decade ago.21-23 This study used a

method that was reproducible and, to our knowledge, novel,

and its results supported similar findings by Konda et al.10

Financing of DMGs has increased over time, suggesting

that practice acquisitions by DMGs may continue in the

future. However, this trend may be tempered by changes in

market conditions (eg, stock market volatility, rising interest

rates, or recession), the uncertainty of future changes to

physician reimbursement, and rising valuation multiples for

DMGs. As valuation multiples for DMGs increase, PE firms

must spend more to acquire them, with lower potential

returns on investment.

The geographic footprint of PE acquisitions continues to

expand. While some DMGs have acquired practices in mul-

tiple regions of the United States, many have strong regional

footprints, with increasing local market share. Texas and

Florida together account for more than one-third of clinics

associated with the practices acquired to date, although

consolidationshavebroadened to include clinics in at least 30

states.This geographic expansionmaybea response toanum-

ber of factors, such as the growing demand for dermatology

services, theopportunity for increasedmarket share, regional

variation in the cost of acquiring add-on practices, and the

emergence of more DMGs.

It is important to consider thiswave of dermatologyprac-

tice consolidations in the broader context of the health care

landscape.Physicianpracticeconsolidationbegan inthe1990s,

whenmanagedcare and increasedadministrativeburdens led

tomergers of practices primarily owned by primary care phy-

sicians in an effort to improve efficiency and gain bargaining

leverage.24More recently, PE-funded consolidationhasdiver-

sified into other sectors of health care delivery, from store-

front retail medicine (eg, CVS MinuteClinic) to hospices and

behavioral health practices.23 From 2012 to 2017, a 34%

compound annual increase was reported in buyouts of North

American retail health companies, including those providing

dermatology, dentistry, ophthalmology, physical therapy,

veterinary, fertility, and urgent care services.2

Practiceconsolidationoffers theoretical economiesof scale

throughtheshareduseofback-office functions, suchasmarket-

ing, billing, scheduling, inventorymanagement, and informa-

tion technology.Largegrouppracticesmayalsonegotiatemore

favorable reimbursement contracts with payers; alternatively,

practicesmayofferbelow-market rates inexchange for relative

exclusivityofamanagedcarepatientpopulation.22,25,26Private

equityfirmscanprovidecapital forrealestate,specializedequip-

ment(eg, laser therapyandphototherapy),andelectronichealth
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recordsystems. Ideally, thesechangesallowpracticesto improve

profitabilityanddiversify serviceswhile relievingphysiciansof

administrative burdens.

Despiteenthusiasmfrominvestors,PE-backeddermatology

practice acquisitions remain controversial.1,21 Physicians have

raisedconcernsabout the lossofphysicianautonomyandcon-

flictsof interest thatmayarise fromprofit-seekingbehaviors, as

PE firms have a fiduciary responsibility to generate investor

returns.21,27Largegroupsthatemploymultispecialtyphysicians

(eg,dermatopathologists,Mohsandcosmetic surgeons,andpe-

diatricdermatologists)cantakeadvantageofthein-officeexcep-

tiontotheStarkLaw,whichallowsphysicians to legally referpa-

tients to other professionals employed by the same group

practice.28Physiciansmay also be required by their employers

todoso.Theseself-referralsenable largegrouppractices tokeep

highly reimbursed services, suchasMohs surgery,within their

network,andmayalsoprovide incentives that increaseusageof

these services.28

Physicians have also expressed concern that PE-backed

dermatology practices may emphasize the employment of

midlevel clinicians (eg, physician assistants and nurse practi-

tioners)with varying levels of formal dermatology training.29

The employment of physician extenders in dermatology in-

creased across all practice models, from 28% in 2005 to 46%

in 2014, although such employment remains more common

in large group practices (46%) than in practices with a single

physician (34%).30Concernhas also been raised about poten-

tially insufficient levels of direct physician supervision of

midlevel clinicians.29 In addition, PE firms generally invest in

a given entity for 3 to 7 years and therefore may bemoremo-

tivated by short-term profits than long-term sustainability.1

The implications of PE-backed consolidation may stem

fromthesignificantdifferencesbetweenphysician-ownedand

PE-backed practices. Physicians who operate solo practices

have financial responsibility for themselves and their employ-

ees, while PE firms have an additional fiduciary responsibil-

ity to generate financial returns for their investors. Solo prac-

ticesarealso typically ledbyphysicians,whileDMGsmayhave

nonphysician managers employed in key decision-making

roles. The effect of external accountability to investorswill be

important to monitor.

While practice consolidations have likely producedopera-

tionalefficiencies thatbenefitbothphysiciansandpatients, the

effect of consolidationonpatient clinical outcomesandhealth

careexpenditureshasnot, toourknowledge,beenaddressed in

the literature.Additional studiesarealsoneeded tounderstand

the effect of consolidation on solo practitioners. For example,

largegrouppracticesmaydirect referrals forhighly lucrativeser-

vices,suchasMohssurgeryanddermatopathology,tophysicians

within their own network andmay have the bargaining power

to negotiate more favorable reimbursement contracts with

insurers.1,27Future research regardingpracticepatterns should

assessstaffingofphysiciansandmidlevelclinicians,usageofpro-

ceduresandtests, reimbursement ratesandacceptanceofMed-

icaidpatients,useof informationtechnologyservices,andtrends

inprovidercompensation,autonomy,satisfaction,andburnout.

The changingbusinessmodels of caredeliverywill necessitate

a closer lookat the subsequent effects onpatient outcomes.AsT
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value-based care and alternative payment models become in-

creasinglyprevalent,outcomesdatamaysoonplayamorecen-

tralroleinthevaluationandstrategicrationaleforphysicianprac-

tice consolidation.31

Limitations

These findings must be interpreted in the context of the

study’s design. Public data regarding PE-backed transac-

tions are inherently limited; thus, it was difficult to deter-

mine the extent of missing data. We sought to be as compre-

hensive as possible by triangulating nonoverlapping data

frommultiple financial databases and verifying closed deals

through internet searches and press releases published on

the websites of the DMGs. Because many transactions are

not publicly disclosed, the results likely underestimated the

scope of dermatology practice acquisitions. PitchBook

reported at least 15 additional PE-backed DMGs that were

not identified by the search methods but that may have

acquired practices.10,15

The results also likely underreported direct acquisitions

of small physician-owned practices by small PE firms. In ad-

dition, the data underestimated the number of clinics transi-

tioning from physician to PE-backed ownership because the

specific clinics associated with each DMG at the time of the

DMG’s initial PE investment had not been disclosed.

Thenumber of clinic locationswas estimatedbecause the

clinic addresses associatedwitheachpractice acquisitionwere

identified through an internet search. However, the clinic lo-

cationsassociatedwithacquiredpracticesasofmid-2018could

beused todetermine an approximationof thenumber of clin-

ics that transferred from physician to PE-backed ownership

at the time of acquisition. This approximation was possible

becausewhileDMGsexpand throughadd-onacquisitions and

organic growth, add-on dermatology practices are less likely

to expand their clinic locations after being acquired.

In addition, the study sought to describe the ownership

transfer, from physician to PE-backed DMG, of existing der-

matology practices through acquisitions. By excluding the

organic growth of DMGs through the direct opening of new

clinics, this method underestimated the total footprint of

PE-backed ownership of dermatology practices. Acquisi-

tions of dermatopathology clinics, acquisitions not publicly

reported, and acquisitions with an unknown date of deal

closure were also excluded. The search strategy therefore

identified 381 clinics associated with practice acquisitions

by 17 DMGs, yet these DMGs collectively listed ownership

of 743 individual dermatology clinics on their websites as

of mid-2018.

Conclusions

Private equity–backed consolidation of dermatology prac-

tices has increased in recent years. The proliferation of PE

investments into DMGs that manage multi-site delivery net-

works has contributed to the increase in practice acquisi-

tions and the potential achievement of economies of scale.

Although many DMGs have focused their acquisition

activity within a specific region, acquisitions have spread

geographically over time. Operational and management dif-

ferences between PE-backed and physician-owned derma-

tology practices have not publicly been well described;

thus, their effect on patients is not fully understood. Future

studies should investigate the effect of PE-backed practice

consolidation on practice patterns, health care expendi-

tures, and patient outcomes.
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