
Stimulated by the desire to lock in favorable tax treatment  
scheduled to expire at the end of 2012, both home health and 
hospice – as well as the overall merger and acquisition market 
as a whole – followed a similar pattern of accelerating deal flow 
throughout 2012 with record (or near record) deal flow tallied  
in Q4.

But, the similarities end there.

While transaction volume in Medicare home health (and, again, 
most of the M&A market as a whole) plunged in the first quarter 
of 2013 after the year-end binge, hospice was essentially unfazed, 
posting a third consecutive quarter of elevated activity.

However, unlike Medicare home health, which recorded a  
predictable uptick in activity in the second quarter of 2013,  
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hospice deal flow plunged 60% over the same period. While  
this could reflect a latent response to the 8.3% increase in  
capital gains that went into effect January 1, such a dramatic 
downturn would more likely have occurred in the first quarter.

Hospice – systemic change or anomaly? So the question  
for hospice is whether or not there has been some kind of  
fundamental change in the market that would negatively  
impact the sector’s M&A prospects.

Well, we can say, quite definitively, that the answer is  
no…and yes.

No, to a recent unanticipated development in hospice  
reimbursement, regulations, or utilization which would sharply 
raise the risk profile of the sector, driving buyers into hiding.  



While risk factors for hospice have indeed ticked upwards over 
the past 24-36 months, there has been no dramatic event (such 
as the collapse of the home health public markets in 2010 in the 
wake of simultaneous SEC, judicial, and congressional investi-
gations into, among other issues, potential overutilization) that 
would quickly derail the M&A market.

But, yes to a systemic change in supply-demand fundamentals.  
As we pointed out more than 18 months ago in a previous edition 
of marketWATCH:

After a four year run-up in record breaking transaction activity, the 
pent up demand for quality acquisition candidates has been somewhat 
satiated. Combined with the fact that many home health providers that 
had also been acquiring hospices largely sat out 2011 as they dealt 
with their own reimbursement and compliance challenges, we saw the 
beginnings of a slackening of demand.  

While the supply-demand imbalance for hospice is still favorable 
to sellers, it is definitely less so as we enter 2012.

It is no surprise, then, that 2012 marked the first decline in 
hospice transaction volume in four years. While the fall-off was 
modest, it was nevertheless a continuation of a shift in supply vs. 
demand – a shift that will undoubtedly produce random peaks 
and valleys in deal flow over the next 12-24 months.

Medicare Home Health – humbled, but holding. No need to recount 
the litany of hits Medicare home health has sustained over the past 30+ 
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months – most recently the first of what is likely to be four consecutive 
years of rebasing cuts of 3.5%. The good news here is that while the 
sector may have cooled compared to the overheated period from 2005-
2010, it has not frozen. Moreover, we have seen that buyers that had 
hunkered down awaiting a clearer picture of the market are becoming 
active once again (while the near term outlook is not all puppy dogs  
and butterflies, for many it is at least somewhat more predictable).   
Furthermore, after banking away a few years of additional profits, sellers 
that missed the peak have largely come to terms with it, realize it’s not 
coming back, and are five years older and wiser (particularly older – and 
tired).  Accordingly, they have recalibrated their expectations and are 
increasingly coming to market.  Together then, while recent trends do 
not reflect this yet, we are definitely seeing a ramp up in buyer and 
seller “activity” that foretell an increase in closings.  Moreover, absent a 
“game-changer” such as a home health specific co-pay, there is enough 
balanced supply and demand to sustain an active M&A market over, at 
least, the next 12 months.

Medicaid is the new black. All of a sudden, Medicaid home 
health is in fashion. While the stock of Medicare focused home 
health providers has produced modest gains over the recent past, 
Wall Street has pumped up the stock of Medicaid focused Addus 
Healthcare more than 200% in the past six months. For more  
on this fast developing phenomenon, see our recently published 
special edition of marketWATCH that focuses exclusively on  
Medicaid and state funded home care. 
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