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1. Introduction

In November 2014, Begofia Teruel, CEO of the Soter hospital group, was putting the final touches
on a document that would be the basis for a discussion with her board of directors on the
company’s decision regarding its plans to expand in Madrid. The deadlines were pressing as the
dates when decisions had to be made on the two alternatives the company was considering
were drawing near. On the one hand, Soter had to decide what to do with a 46,000-m? plot of
land near Madrid Barajas Airport on which it had a purchase option that would expire at the end
of the year, and where it was planning to build a new hospital. On the other hand, the two Ruber
clinics (the most prestigious private clinics in Madrid) were for sale, and it was rumored that the
Quirdnsalud Group (Soter’s main competitor) was interested in taking them over and that talks
with the family that owned Ruber had reached an advanced stage.

2. The private hospital sector

Health-related activities (both public and private) grew very significantly in Spain in the last
guarter of the twentieth century following the restoration of democracy. In the 1980s, health
spending in Spain was less than 6% of GDP, but by 2014 it had reached 9%, close to the average
for OECD? and European Union countries (10%). (See Exhibit 1.)

As a private for-profit activity, hospital care was a relatively new business in the country. Its
development was largely linked to the emergence and subsequent evolution of private health
insurance in the 1980s. Up until then, almost all health care had been provided by public
hospitals and private hospitals run by religious orders. Legislative changes in the 1980s spurred
the growth of the health insurance sector. The most significant companies—Adeslas, Sanitas,

1 The OECD (Organization for Economic Cooperation and Development) comprises the 38 most developed countries in the world.

This case was prepared by Professor Javier Aguirreamalloa. February 2023.

IESE cases are designed to promote class discussion rather than to illustrate effective or ineffective management of a given
situation.

Some names and details in the case have been changed for educational and confidentiality reasons.

Copyright © 2023 IESE. This translation copyright © 2026 IESE. To order copies contact IESE Publishing via
www.iesepublishing.com. Alternatively, write to publishing@iese.edu or call +34 932 536 558.

No part of this publication may be reproduced, stored in a retrieval system, made available on any LLM (i.e., ChatGPT), or
transmitted in any form or by any means - electronic, mechanical, photocopying, recording, or otherwise - without the
permission of IESE.

Last edited: 16/4/26



Abstract for promational use only. Full version available at www.iesepublishing.com

[][] 2]
q| F-990-E Soter: Opening a New Hospital in Madrid

Asisa and others—gradually added doctors and specialties to the health services they offered.
These insurers gained a firm foothold throughout the country and became the main clients of
private hospitals. In 2014, health insurers had recovered from the economic crisis of 2008—2012
(see Exhibit 2) and continued to have good growth prospects given the service offered by the
public health system, which was going through a period of containment in spending and
investment due to the high level of public debt with which governments, both national and
regional, had come out of the crisis. Surgical waiting times in the National Public Health System
had increased from 71 days at the start of the crisis in 2008 to 98 days in 2013.?

For the average private hospital, patients with health insurance were the main client type,
accounting for 80% of the revenue of the country’s large hospital groups. The remaining revenue
came from three sources: a) private patients who paid out of pocket for consultations,
emergency attendances, treatments, surgery and admissions; b) the public sector, which
referred patients to private hospitals due to lack of capacity and for treatments or specific
surgeries (either on an ad hoc basis or within the framework of an agreement); c) clinical trials
of new treatments and drugs. The commercial relationship between insurers and private
hospitals was based on so-called claves (“keys”), which were agreements under which an
insurance group included several or all of the services offered by a particular hospital among
those “eligible” for use by its policyholders. In general, insurers were reluctant to grant claves to
a new hospital or health care company and only agreed to do so when the absence of a specific
hospital or service in their catalog posed a commercial problem in terms of acquiring new
customers or getting existing ones to renew their policies. Under these insurer-hospital
agreements, eligible services and the prices paid by the insurer to the hospital were perfectly
fixed and reflected the power relationship between the two parties. The private insurance sector
was quite concentrated, with the five largest insurers in the country accounting for 75% of total
premium volume (see Exhibit 3).

With a certain lag with respect to the concentration of health insurers, the private hospital
sector in Spain was moving from a high degree of atomization to a growing concentration around
several hospital groups. In general, private hospitals were businesses that struggled to make a
profit, particularly after the 2008-2012 economic crisis. An average private hospital in an
average year had an EBITDA margin of 8%—10% (see Exhibit 4), with a significant amount of
equipment depreciation (on the order of 2% of sales or even higher), reflecting considerable
investment needs. In addition, the fact that the population was increasingly educated and
informed on health issues made the hospital business increasingly brand-driven. Private equity
funds were driving integration into groups because they saw that investment in the sector could
be profitable if economies of scale could be achieved through growth in size. With this in mind,
several funds acquired hospital companies and pursued a strategy focused on building them up
and turning them into large hospital groups that could benefit from trends in the sector.
Exhibit 5 shows the evolution of the private hospital sector in recent years and provides a
summary of the most significant corporate transactions in the sector.

2 Waiting times for regional public health services (defined as the time from the date on which a non-urgent surgical
intervention is prescribed until the date on which it is performed) varied by autonomous community and by surgical
specialty. Madrid had an average waiting time of 39 days, while in Castilla—La Mancha it was 167 days, and in the Canary
Islands, 201 days. By specialty, in the country as a whole dermatologic surgery had the shortest waiting time (49 days) and
the longest waits were for neurosurgery (160 days).
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As a result of the growth of private health insurance, an improvement in the supply of private
hospitals, and the economic crisis that affected Spain from 2008 to 2012, private hospital
revenues had grown at an annual rate of 5.7% over the last 10 years, while public hospital
revenues (measured as the cost to public health coffers) had grown at an annual rate of 2.5%.

Among the hospital groups Soter would have to compete with in Madrid, the Quirén Group was
emerging as the main rival for the new Soter hospital in Madrid. With the opening in 2006 of the
largest private hospital in Madrid (in Pozuelo) and its integration with USP in 2012 and with IDC
in 2014, the Quirdn Group was by far the largest private hospital group in Spain and in the
Community of Madrid.

3. Soter hospital group

In 1964, Doctors Heredia, Lorenzo and Teruel founded the Soter Hospital in Valencia. All three
came from the public health system and combined their medical work (in the specialties of
internal medicine, endocrinology and gastroenterology, respectively) with teaching at the
medical school of the city’s university, one of the most prestigious in the country. In addition to
working at the same hospital and university, the three doctors had three children studying for
MBAs in a recently launched program at the IESE Business School in Barcelona. These
coincidences played a significant role in their decision to launch a new private general hospital.
The founding purpose of Soter Hospital was to offer medicine of the highest quality. The three
founders shared an understanding of human beings rooted in Christian humanism and believed
that patient care should be at the center of all activities carried out at the hospital. They also
wanted the hospital to be run in a way that was as rigorous as for any commercial enterprise.
The hospital was to be a company, with all that meant, including the goal of financial profitability
for shareholders (though this was subordinate to the goal of high-quality patient care). Although
the children of Doctors Heredia, Lorenzo and Teruel (who were also doctors) had complete
freedom to pursue whatever career paths they wished to, their parents saw them as a line of
continuity in terms of their approach to the hospital. Right from the outset, the hospital sought
to attract not only the best doctors but also the best managers and the best nursing and auxiliary
staff—individuals who, as faras possible, believed in the principles that underpinned the health
care and business venture they were embarking on.

The hospital inValencia has undergone several extensions since its inauguration and currently
had 150 beds, 12 operating rooms and 1,600 staff, 270 of whom were doctors. In 1980, Soter
had opened a new, smaller hospital in Salamanca, similar in size to the current one: 50 beds and
five operating rooms, 500 employees and 80 doctors. Over the years, the Soter hospitals had
developed into prestigious hospitals of international repute. The one in Valencia (the flagship of
the project) was a pioneering hospital in Spain in kidney and heart transplants. (Several surgeons
had learned these techniques at the best hospitals in the USA.) It was also a leader in oncology,
the first Spanish hospital to achieve Joint Commission accreditation® (in 2004), one of the first
in the country to start using the Da Vinci robotic surgical system in its operating rooms (in 2010),
and the first to use the robotic system in certain procedures. In 2014, it had just been recognized
(for the second consecutive year) as the private hospital with the best reputation in Spain
(according to the Merco ranking?®), and it was the only private hospital in the country included

3 The Joint Commission is a US non-profit organization that is the recognized global leader for accrediting the quality of an
institution’s health care services.

4 The Merco corporate reputation business monitor is the benchmark index in the health care sector in Ibero-America. In
the hospital sector, it was established in 2013.
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