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BY DEXTER W. BRAFF
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ing—and & growih- alsisiad mleiple (or ap
raec}, albein one that recognizes that perinds
aof leyper-growth are relatively shor.

In practice; however, buyers tend o rely
muore on histarical carndings, alien troiling
twedve miitha, thit silstantially underpre
digt the go-forward performance of firms
in the midst of hypersgrowih, Furkbemone,
they tend fo over-comgpensate for the fempo-
ral natige ol hy per- ot and Emit mulziple
asljugtrents (o that more comparshle with
“mature growth™ (10 pescens o 13 percend
per year), reganlbess of where the frm ks posi-
o G e growth curve’,

S fromm a divestibure-timing pesspective,
value is maximized not when o fins reichis
its peak of performance, nor when it isin s
peisid of hyper-growth, Rather, this deci-
wsin sphiere moves teward the hull's-eye as
thee Birmm enfers “matare I_n‘rh'fh' whore ()
earninge, while still grawing, are approach.
It their peak. and (b it can still ke Full
sdvantage af whai the markei will alliss dor
grvwih adjustments o mwilriples

Decision Sphere Two:
MEA Markel Dynamics
Oine needs look ao further than the nebu-
lizer medication industry—and how the
Medicare Modernization Act brought the
market fo & standstill as Bivers and sellers
awaited rulings on Average Sales Price—1o
set lwvw market dymamics can {a) greaily
inffuence the boying amd selling decialon
arak {h] B in am insgant

W i mbursement, Ingovernment-funded
health care. chiel amorg the fac-
1ors that drive these dynamics
is redmibuarseiment, A1 this point
iy e, Inryers understaned that
when it comies to relmbsi ree-
meet, 8he bsesn they can hopse lis
are petiosls al nelatiee calm and
predictability.

Aczordingly, sector are al-
ten the most aitractive—and
virlcialle—when they are in the
beginning or midst of thess
stages. That s why private eui-
Iy praips are terpeting hospice,
which hasn't seen a sshstaniial
change in its payment sysiem
in 20 years, ps well aa Medicare
hame health, which, COMITTESY
of the MMA, s in the mididle
af a perisd of schoduled reim-
Biarscisent increases that ends
i K,

Altermatively, while srrategic siyers in
the Bome medical eguipment sector remin
ponmmi e 1o acaizisition strategies, with the
prospect of CF] freeses, competitive hidding
and the potential for natiomwide outs based an
these resulis, thiese wme privabe cguliy groups
ar st ring chear of HME,

With regand to hezlth care reimbursemeni
palicy issues, of special mote are govern-
ment initiatives to drive more semiors into
Medicare managed care plans. If soccess

letr histse infusion therspy providers came
alive after a Iong period of guie livan el
to credbe & cotisunim ol caee with miltiple
scoewh poiints between the home and its inssi-
tuticnal settings, lomg-derm care companies
are ance again eveing home bealeh and bos-
pice providers.,

By healtl came sealfong. imitiatives over the
prasl lew years by hospitals 1o rein in the ueili-
rabion omdd expene of temporary wi'ﬁlrg_ lisia
Eed 1o @ delin im owerall isshasiry revenues,

When it comes to determining the most optimum time to sell a
business, most owners tend to focus predominately on whether
offers are “fair" or "attractive” purely on a raw dollar basis.

ful these programs will have an ehormsiim
impact on the delivery of, spd payment for,
healtly care services, From an MBA market
peTapeetive, it already has spurred bufyers
across multiple seotors i l'tﬂjn Lyt |y v
quelsition carsdiilases walhi sulstantial man-
aged cane perctration and experience.

B Shiftimg Operating Strutegles. Marke
dynamics are alsoe greatly dhaped by shafts in
operating srategees within and across relaied
bealily care sectors. Consider the fnllowing
examples:

I 't Il hiss st oar, whien speciabty
jharmacy prividers sougha b0 increase ther
.- hig.h-ll:nn:h" capacity inoorder o be heter
positioned o offer theraples tlat reguire
greates clinscal isdervention, 1hat the market

Mg the decisien sphares move fownard the befls-gye, the firm moves
chosar bo the apdimal (ime o diveal.

kevping the dominant buyers of the pasi
tocused inward b secure their basnessei
Hut in snticipation of & market rebouml
ab hosplials continue 1o striegghe to meet
chimically soumd—an« in snme cases, legally
muricsted —murse patienl patkis, o g al
relative newcomers |sis laken sdvantage of 2
itsirket din Mux, driving acouisition volwme s
new recond highs im 2004,

And on the horivan, once the ruales for
competitive baldling for HME amne publashes]
anad Uhe top 10 MSAs idengified, we anticipare
companies will adopi snd adapl aciulaition
atrategies as pocessary i rourd ool ther ser-
yice eapalrilities. Similarly, if the managed-
cate imitiatives deswcribed gain traction in the
marketplace, companies muy mecd 1o expand
thicir mxiw of service offerings
to capiure these agreements,
piving rise g diversified, Father
il parrowly Bocused, acoquisi-
tion sirnbegies.

W Supply and Demand,
Another fscnor that groatly -
macks MbA market dynamics
is supply and demand. When
merger and acguisition de-
imand—driven, in part. by any
combimation of fciorn—excends
the supply of acqusisition candi-
dlabes, vilies rise,

Suech an imbakance is & key
factor driving valuation in the
HME sevtior, which, after nearky
15 years of unimtermupbed acqui
sitiom activity, has seen the sap-
ply of large, resplramory-focused
firrmis, e limee. Al the same fime,
i combination with reimburse



ment factors, to supplement grawth, this
syl deimand ety hes lad 1o 2 spike in
inberest in firins witle hsver resperationy minss,
including infusion thempy and sipply Grms
sierwing patiemtn with chronic condigione
Sientlardy, with the poberizal fo make praf
its uniler the prospective payiment aystem aill
relatrvely new, many hame haealdih FpTicivs
are content with staying on the MEA gide-
Lines, As much, for ibe reeoms staied, niemes-
ous privabe equity groups are clasing allee
i relatively limited numdber of platform-sioe

pevchic benefit of business swnenhip may
sigmificamily discount the value of @ denl.

Alernatively, enwners experiencing debili-
taking burnmat ey Gl the *coat™ of haliding
thee b simess uniil the otbser spheres move vt
pertect pasitinn & simply mat worth the extra
diollars ihai may aodrue

W Alternative Divestment Dppor-
tumities. If owmers have plins for other bus-
et ventures, they should carefully consider
the relative returns of holding amna their
bauninesses va, investing sume or all of the

When merger and acquisition demand—driven, in part, by any
combination of factors—exceeds the supply of acquisition
candidates, values rise. Such an imbalance is a key factor
driving valuation in the HME sector.

buapice arull lome health providers, driv-
ing up value. Ax more home health agencies
biegin 10 emier the market 1o captiee these
waliiatic, lisvwever, we iy sed the tlde shift
uniless muore strtegic buvers eer the markiet
i exrnest, drving demamnd up forther still.
Regardless of the reasons, as the M&A&
market ina padtiular scctar Becosmes mae
vibrant, values oifen rise. These dynamics,
buweever, tend 1o be fust thar—dynamic. So
this decislon yphere must be contimaally
monifored o see where i s positiond aver

the selling target.

Decision Sphore Three:

Personal Deals and Ohjectives

l:_]-d.n:ll:,' encatgh. when it comes sodetermining
nhiet mioan cophinsun thise 1o sel] 4 business,
murst pwners tend b Focas precliominaiely
an whether offers are "fair” or “attractive”
griaely i o riw challin Basis. Ds cdoing s, they
fail 1o evaluate ME&A ppportanites within
the context of their unigue personal goals
and objectives. the consagquences of which
can substnmtially diminish the “value™ they
ultimately derive fnom a deal.

B Passion va. Burmsowt. For example, o
walitr prmi_mniw sedler whirilerives am enior-
s i ol pl:ld-: amd pru-Fmimﬂ amd
sacial engovment aut of ceming and operat-
gt & hasshisess. Bven if the growth and mar-
ety apbwres ane perfectly posinionsd
aver the selling decissm tanget, the loss of the

procecds from & sale in the venture. The
added valise that can be gaimed by hobding
mnio & business # growth materees and mar-
ket dhymansics improve. while stroctive, may
il villier &5 grewt @ vetars as what conld be
gained from Lhe alernative investment—a
iituation that drves this sphere tewand the
bl s-eye.

W The Paychic Yalue of the Marginal
Duallar. Ancther critical persomal factar that
can substamially impact the selling decision
b whial e e o aw the "peychilc value of the
marginal didlar”

Prrmaring, om the realities of behavioral goa-
ey, cnce the valoe of an owmer's business
reachees a corain level—a level that provides
ensiugh money soomeet his own unigue fi-
ruancial goals and plsectives with respect o
lilestyle, securliy, estabe plansing, eic.—the
prychic value of the next dollar beging 1o
iminish rapidiy, ax it offers little moanginal
Iseredin

Wikl a liktle fntrospection, mest indi-
il bs can gaim & sense of where thor “mar-
u_lm'l value breakpoins™ lie, Srmed with
thals insight, sowners are less Hkely b expiose
themselves 1o unnecessary risks by chasing
dollars ihat affer Litile incremendal "value,”
ury nsaght that gretly infoences the timing
al a trapsaction.

Many other personal factors can influence
el ponitiom o dhis sphe e, commaly, health
insues ar gomsiderations reparding passkig

& buaskisess o 10 chbldren or sher Gamily
members: Whatever they may be, the hest-
informed sellers know that these intangibles
& often just as important as growth and
mirket dynamdcs in evalusting the sell v,
ne-sell decision.

B Fimal Thowghis 1i showld be noted thai
depending on the individual, ane decision
spheTe iy carry e wemght thisn another,
I s, the mental pictare of that deciaion
sphene shomld be larger than the athers.

Frerthermoee, whili the consimict suggests
thait Lhe perfect time v sell iy when all thpee
decisiom spheres are aligned perfectly over the
cenier of the concepiual bull's-eye, it shoukl
b realszed that sarely is the real warld quite
s cooperative. Ratluer, the paing s w0 menl-
tr the movemeni of the spheres and necog-
nize that when enough mass begins o cenler
et the Lacnget—anid thes i where the relative
sive of the spheres may come inte play—ibe
firm may be approsching an apeimal poini
s allivesi

While it imay sedm ovrulielimiing o try
and pinpoint the best time to sell amid
s much uncertainty, by carefully and
continually monlioring growth, merges
and acquisition markel dynamics aml per-
soral graly and ohjectives, the right answer
—n||-:.|,'|ﬁ.; 1o each inelividss] and business
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proctive howeven, fomme cant bupers il fo par
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