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Ithough this eolumn concerns
A diversification, T want to begin

by emphasizing thar diversifi-
cation is not for everyone. In facr, in some
cases, there are compelling reasons #ot o
diversify. For example; compared 1o com-
panies thar offer a comprehensive menu
of products and services to mulriple payor
sources, firms with a Jaser-like focus on a
narrow set of services and payors are fre-
quently betrter positioned to offer higher
quality services in a consistent and effi-
cient manner. Additionally, whether con-
sistently true or not, narrowly focused
firms can enjoy the marker dout of spe-
clalists: “We only do one thing: therefore
wee must do it better.” Given the econom-
ic fundamentals of highly focused firms,
Wall Sereet, as well as buyers pursuing
acquisition strategies. often bestows high-
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So Why Diversify?

While divesification may not be the
best strategy to reap near-term rowards in
terms of profit or value, it is deary the
most cffective stratcgy o mitgate osk —
partcularly when consdering reimburse-

MEnT —

and o moderare large swings in

revenue and profic aver ame.

Diversification also offers agencies
additional growth outers. For example,
an agency may decide o pursue a dassic
product extension strategy in which it
leverages its brand name and/or expertise
to layer on complimentary products and
services. Broadly diversified firms can
“caprure” parients ar multiple entry
points, and subsequently refer them w
other services within the “panent care
cennnuum.” In its most elegant form, ifa
company invests in and rakes full advan-
rage of an infrastructure thar can be
shared by mulriple business lines (admit-
tedly; much easier said than done), diver-
sification can generate revenue-enhancing
and cost-reducing operarional synergies.

I theory, then, diversification can be
an effective business straregy. In pracrice,
however, it is extremely difficulr o exe-
cute, particularly when firms diversify
into entirely different product and service
categories and/or payors.

Herein lies a conceprual framework
for evaluating diversification strategies:

Level One Diversification. This is the
easiest diversification strategy — one that
can offer substantal RIS with minimal
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distracoon. At Level One, an agency does
not stray far from i core servies and
payors. Rather, it diversifies from within.
For cample, this could indude adding
services within 2 product category;
expanding geographically; or even devel-
oping a broad and balanced sales force
and referral base in which no representa-
tive or referral “controls” a disproportion-
ate amount of revenue, Consider the case
of a cerified home health agency thar
currently focusss on orthopedic patients,
developing additional disease-specific
programs for COPD and CHF in order
1o boost its revenues and reduces its risk of
negative changes in therapy reimburse-
ment. A hospice thar focuses on long
lengths of stay adopting a more open
access model in order to reduce irs risk of
exceeding patient caps is another exam-
ple. Or an agency miay choose 1o expand
into new geographic areas thar inevirably
increase its breaddh of referral sources. All
such examples can provide opportunities
for agendies to increase their revenue and
reduce dheir risk.

Level Two Diversification. This is where
things get substandally more complex. At
Level Two, agendes divesify into an
entirely new product category or an
entirely new pavor, either of which tkes
the onganization out of ar lest one of s
comfort zones. Consider an HHA narget-
ing managed care or partidpatng as a
provider in disease management pro-
grams; a Medicaid waiver company
cxpanding into a new state with different
Medicaid polices and reimbursement rep-
uladons: or a highly skilled prvate duty
agency adding Medicare services. These
cxamples represent “ame major product
line, new payor” diversification strategics.

At the other end of the spectrum —
“same payor, new product line” cxamples

include HHAs oxpanding into hos-
pice; private dury agencies adding casc
management scrvices of non-medical
home care: or Medicaid waiver firms
adding specialized pediamic, MR/DI), or
TBI services. By holding either their
product lines or payors constant, agendcs



atempting Level Two diversificadion,
tend o take on more manageable —
though nonctheless challenging — tasks.

Level Three Diversification. As you may
have summised, at Level Three, agendes
diversify into new product categories and
new payors simultaneously. This is by far
the most challenging of diversification
strategies, and the one most prone to fail-
ure. For example, an agency diversifying
into infusion therapy and/or home med-
ical equipment, is a dassic Level Three
strategy — one that has had limited suc-
cess due o the extmordinary difficuley
entailed in managing and wiinging oper-
ational synergies from such disparare
products and services, induding billing
and cllections, referral patterns, human
resource requireinents, cultures, et
Where such drastic diversification has
been succesful, foms essentially operate
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their muldple business lines s separare
entities. While this limirs oppormuniries w
capiure synetgistic opetational straregies,
stich a model does provide risk diversifi-
cation and outlets for growth, We have
seen large Medicaid waiver agencies suc-
cessfully diversify into Medicare services.

This is likely due to the fact thar while
Medicaid waiver services are generally far
different than those of cerrified agencies,
they are at least related, making the prod-
uet jump a livde more manageable.

As a company moves into new prod-
ucts and pavors, operational complexity
increases dramatically, Accordingly; in eval-
uating diversification options, it may be
reasonable for agencies o rackle each hier-
archy in mrn, building the confidence and
skill ser required o succesd — and where
appropriate — move to the next level.
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