
Based upon proprietary data collected and analyzed by The Braff Group, after four quarters of deal flow bouncing up and down  
between Q4 2012 and Q3 2013, the home medical equipment sector has recorded three rather steady – and reasonably strong –  
quarters of M&A activity (15-18 deals per quarter). 

Private equity continues to invest as the quarter produced four PE sponsored transactions, one of which was another market  
entry platform acquisition in the mobility space. This is particularly notable when you consider that with the swoon that followed  
the spike of private equity deals between 2011 and 2012, the fear of a full-scale retreat was very real.

Instead, what we may be seeing is a “settling in” of the market after the jarring announcements of competitive bid pricing in  
Round 2 and Round 1 re-bid. 

At the current pace of activity, the sector is well on its way to a second consecutive year of 60 plus transactions.

As far as emerging trends, we note a somewhat anecdotal, but perhaps no less revealing, development. After repeated – and  
misguided – predictions of wide-spread Armageddon following each major reimbursement jolt over the past 20 plus years (rent- 
purchase, oxygen modality neutrality, the six point plan, OBRA 90, BBA 1997, O2 caps), the doomsdayers may finally have gotten it 
right – sort of. For the first time since we’ve been covering the sector, we are beginning to hear more than just a few recordings of 
“this phone number is no longer in service” as competitive bidding, somewhat predictably, is making the industry a bit less competitive. 
Where the sky-is-falling crowd continues to get it wrong, however, is the breadth of the retreat. Certainly some players, that failed to 
earn bids, have rolled in their wheelchairs. 

But far more providers are tenaciously working the edges of the markets – from focusing on non-competitive bid products,  
to targeting non-Medicare beneficiaries – to keep their doors wide-open. 

Which brings us to the recently concluded (and quite valuable) HME News Business Summit.
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While certainly not a cross section of the industry, what we 
saw was a somewhat resigned – but no less energetic (and 
perhaps a bit defiant) – group of providers (including com-
petitive winners and losers) gathering to collectively devise 
strategies and pathways not just to survive, but to flourish in 
an otherwise constricting environment.

Here are just a few of our takeaways from this event:  

If there was a theme to the conference, it was definitely  
coordinated care. There were several presentations on  
developments in coordinated care initiatives including  
Accountable Care Organizations, bundling, and other  
formal and informal collaborations and partnerships. 

Two striking – and somewhat contradictory – observations:  

There appeared to be widespread recognition among  
providers that HME companies need to proactively collect 
and quantify objective clinical outcomes data in order to 
secure profitable, exclusive or semi-exclusive, arrangements 
with entities developing coordinated care networks (in most 
cases, hospitals and physician groups). There was much 
discussion regarding how HME providers can contribute  
to reducing re-hospitalization rates (a growing concern  
to hospitals), largely centered around limited case manage-
ment/follow-up services to increase patient compliance  
and utilization. 

Paradoxically however – among the out-of-the industry 
speakers – as they reeled off the key participants in coordi-
nated care (hospitals, physician groups, skilled nursing  
facilities, long-term acute care hospitals, home health,  
hospice and other post-acute providers), home medical  
equipment was noticeably absent.

And therein lies the rub – and yet another manifestation of 
the challenge that has dogged the HME sector since the 
invention of oxygen. Namely, the sector is valued solely for its 
distribution capabilities, and NOT for any clinical value added 
services. And if such is the case, there is little perceived  
value (other than to negotiate an unsustainably low  
subcontract price) to include HME providers in an ACO  
or other coordinated care network.

Given the above, it was encouraging to see a presentation  
devoted to the value and types of outcomes data referral 
sources are hungering for, and more importantly, suggestions 
on how and where such data can be accessed or commer-
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cially secured. The unanswered question floating in the ether  
was whether or not the costs of differentiating clinical services 
and interventions can be absorbed by an industry that has seen 
its reimbursement stripped to a level derivative of its image (un-
warranted perhaps) of being little more than a delivery service.

But lest you go out and try to drown your frustration in twinkies 
and nostalgia for uncapped oxygen, here’s something to take  
the edge off.   

As the industry moves ever closer to the threat of a nationwide 
expansion of competitive bid-like reimbursement rates, we would 
expect further ratcheting down of valuations which have already 
taken a hit. Instead, they may hold – at least for a while. 

Here’s why. 

Though the economy may feel like it’s merely plodding along,  
don’t tell the investment community. The M&A market is  
cruising toward a dot.com like swell that inflates, to one degree  
or another, the value of companies across virtually all sectors.  
So if your health care service sector is on the rise, it is even 
more so. And if it’s under pressure, as in HME, it is less so.  

As we expound upon in greater detail in our recently released 
viewPOINTS publication entitled, “Are We Approaching an M&A 
Bubble?” the evidence is all around us.  

Valuations for technology companies are rebooting to the logic 
defying levels we saw during the early 2000s when Wall Street 
seemingly adopted The Absolute Value Method for pricing  
companies: applying triple digit multiples to the absolute value  
of losses generated by the NEXT BIG THING (like Snap Chat, the  
no revenue app that recently received an investment valuing  
the company at $10B).  So the greater the red ink, the higher 
the valuation.  What a country.

Debt is flowing again to levels we haven’t seen since 2007.   
Private equity groups and corporations have amassed more 
than $2 trillion (with a “T”) in cash just waiting to be invested. 
The stock market is trading at 3,000 points higher than the peak 
reached at the height of the last bubble. And all of the above 
has coalesced to drive acquisition demand and activity to levels 
out-pacing the boom that preceded the 2008 bust.

So if you metronome back and forth between holding and selling, 
it may be worth considering that bubbles don’t come around that 
often, and when they do, they can evaporate as quickly as a Snap 
Chat message (or valuation). Just sayin.  
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