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Post Consolidation — Back to the Future

By Leigh Kirk

I believe that the past few years have been the perfect storm for veterinary
industry consolidation. The pros and cons of this depend on one’s perspective:
investor, acquirer, practice manager, veterinarian, or client. For the
veterinarian, consolidation provides a choice between individual or corporate
practice that didn't exist in the “James Herriot” era. Looking toward the future,
I don't believe that consolidation is the end of that pendulum swing. New and
emerging technology will provide a level of operational efficiency to
independent veterinarians, enabling them to effectively compete with their big
corporate counterparts. As a future veterinarian, I relish these choices.

On the heels of the dot-com and subprime mortgage industry bubbles and
busts, the veterinary industry is an understandably attractive investment

A “  opportunity offering a safe stable investment with repeatable and recurring
revenue streams and resulting easier liquidity.! Investment returns of the veterinary industry are an
appealingly safe x3 compared to x6 for riskier industries.” With a 2018, U.S. market size of $43 billion
and an annual growth of 4.6% since 2013, (well exceeding the annual U.S. GDP growth rate of 1.46%),
the veterinary industry looks like a safe cash cow.™

The current state of practice consolidation seems to have reached a crescendo. In 2017, Mars
Incorporated acquired all 800 VCA small animal clinics and hospitals for $9.1 billion, making Mars the
world’s largest veterinary health group.” Mars also owns Banfield Pet Hospital chain, acquired in 2007.
In 2017, KKR, a leading global investment firm, acquired all 125 hospital PetVet Care Centers for an
undisclosed price." In 2018, Capricorn Healthcare, a private equity fund, invested in WellHaven Pet
Health, a new business roll-up of companion animal veterinary practices positioned as a Banfield
competitor.! These deals are a convincing barometer that the veterinary industry is now a financial
target of Wall Street.

There are positive aspects of consolidation for all parties involved. For example, the veterinary sector
provides better than bond returns at less than stock market risks for investors." And for an acquiring
company, like Mars, industry consolidation provides growth through diversification.

Veterinary practices benefit from the corporate business model through significantly reduced costs from
economies of scale, e.g., volume discounting on everything from medications, medical supplies,
equipment and instruments, vaccines, office supplies, and IT equipment and services, and well as
negotiated professional fees." And by standardizing business processes, operational efficiency may be
enjoyed; likewise, quality of care may improve through sharing best practices.

For the veterinarian, corporate consolidation represents the ultimate opportunity to focus on the core
competency of practicing medicine. In a “James Herriot” style practice eighty years ago, essentially
veterinarians got to be veterinarians, and all the practice probably needed was a bookkeeper. In current
times, prior to corporate consolidation, the independent veterinarian needed to be not only a veterinarian
but also an accountant, tax advisor, information technology manager, human resources manager,
marketing manager, and customer service manager! Or at least hire and manage such a business
operations team. Beyond this, the veterinarian must look toward an exit for retirement. Corporate
consolidation adds value in this area too.*
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Two potential negative aspects of consolidation are concerns regarding loss of control and compromise of
patient care. I believe that the fear by the acquired company of losing control of decision making is not
unique to the veterinary profession. Some loss of control is inevitable, otherwise, standardization and
cost savings would not be achieved. Whether or not this translates into compromised patient care is an
issue that has been debated.* JAVMA News reported the AVMA summarized members’ comments from
early 2010:
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"Some members believe that consolidated, 'corporate' practices are important to the future of our
profession because they will allow more efficient care and use of advanced technology, whereas
others believe they will compromise patient care in favor of the 'bottom line."

The veterinary profession must decide if (any) limitations or constraints on their ability to choose for their
patient a test, medicine, or medical procedure, limits their ability to provide veterinary care as prescribed
by the first principle of the Veterinary Medical Ethics of the AVMA:

“A veterinarian shall be influenced only by the welfare of the patient, the needs of the client, the
safety of the public, and the need to uphold the public trust vested in the veterinary profession,
and shall avoid conflicts of interest or the appearance thereof.”™

Potential conflicts of interest are not unique to consolidated corporate practices. To suggest that small
independent veterinary practice owners are somehow less concerned about profit undermines the idea of
their viability to operate successful medical practices. If anything, a corporate divide between the
business and medical operations can be conceived to offer a reduced conflict of interest regarding
profitability concerns and patient care. X

If corporate consolidation is the first wave of industry maturation, I believe that current and emerging
business automation technology is the second wave and will create a more level playing field of cost for
veterinarians who wish to establish and differentiate their practices through their veterinary medical
acumen and client relationships. Recent history has demonstrated that modern, agile technology, at the
consumer and small business scale, can provide many or even more benefits and value than large
consolidated legacy businesses. Examples include:

* Online and virtual banking, mobile payments, Artificial Intelligence (AI) Assistants (e.g., Siri, Alexa,
Google Assistant), Al Support, Augmented Reality (AR) — all delivered on cloud platforms eliminate capital
expenditures and the need to hire staff to implement and maintain. Think of how Amazon quickly
catapulted over the world’s largest retail corporations to become the largest seller on the planet!

» Mobile applications can eliminate 90% of human effort for routine administrative tasks and empower
client self-service.

» Business Process Automation (BPA) solutions at commaodity level pricing provide legacy value.

I may be a dreamer, but I can imagine a world where individual veterinarians have choice without
compromise, whether to focus on their core medical competency in a corporate business setting or to be
a modern “James Herriot” who can compete profitably if they so choose.

VIN Foundation
413 F Street, Davis, CA 95616
(888) 616-6506 | info@VINFoundation.org | VINFoundation.org



e
We're here to help!

Foundation
Sources:

' Balsham D. PE Firms Still Drooling Over Veterinary Practice Management Space. Forbes 2018. Available
at: https://www.forbes.com/sites/mergermarket/2018/05/07/pe-firms-still-drooling-over-veterinary-

practice-management-space/#5422c5b678af.

i Balsham D. PE Firms Still Drooling Over Veterinary Practice Management Space. Forbes 2018. Available
at: https://www.forbes.com/sites/mergermarket/2018/05/07/pe-firms-still-drooling-over-veterinary-

practice-management-space/#5422c5b678af.

i \eterinary Services Industry in the US. Industry Market Research Reports | IBISWorld. Available at:
https://www.ibisworld.com/industry-trends/market-research-reports/professional-scientific-technical-

services/professional-scientific-technical-services/veterinary-services.html.

v The History of Mars, Inc. Mars, Incorporated. Available at: https://www.mars.com/global/about-

us/history.

V' KKR to Acquire PetVet Care Centers. KKR & Co Inc. Available at: https://media.kkr.com/news-

releases/news-release-details/kkr-acquire-petvet-care-centers.

Vi Capricorn Healthcare completes investment in WellHaven PetHealth. Martis Capital. Available at:
https://www.martiscapital.com/news/2018/7/31/capricorn-healthcare-completes-investment-in-
wellhaven-pethealth.

Vil Risk and return. Investorgov. Available at: https://www.investor.gov/additional-resources/specialized-

resources/youth/teachers-classroom-resources/risk-return.

Vil Rozemeijer FA. Creating Corporate Advantage in Purchasing. 2000. Available at:
https://www.researchgate.net/profile/Frank Rozemeijer/publication/241849648 Creating Corporate Adv
antage in_Purchasing/links/56e1dc7c08ae3328e076b063.pdf

* A Guide to Getting a Pension. US News & World Report. Available at:

http://money.usnews.com/money/retirement/articles/a-guide-to-getting-a-pension.

* Burns K. Corporate practice becomes part of the landscape. JAVMA News 2011. Available at:
https://www.avma.org/News/JAVMANews/Pages/111215d.aspx.

VIN Foundation
413 F Street, Davis, CA 95616
(888) 616-6506 | info@VINFoundation.org | VINFoundation.org



We’'re here to help!

Foundation

X Burns K. Corporate practice becomes part of the landscape. JAVMA News 2011. Available at:
https://www.avma.org/News/JAVMANews/Pages/111215d.aspx.

X Principles of Veterinary Medical Ethics of the AVMA. AVMA Policies. Available at:
https://www.avma.org/KB/Policies/Pages/Principles-of-Veterinary-Medical-Ethics-of-the-AVMA.aspx.

Xit Byrns K. Corporate practice becomes part of the landscape. JAVMA News 2011. Available at:
https://www.avma.org/News/JAVMANews/Pages/111215d.aspx.

VIN Foundation
413 F Street, Davis, CA 95616
(888) 616-6506 | info@VINFoundation.org | VINFoundation.org



