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M& A Outlook for 2010

This article has been reprinted with the permission of the publisher from the May 17, 2010 issue.

The prospect for continued mergersand acquisitionsinthe HI T industry looksrosy, accordingto a
recent report.

However, itislikely that whilethe number of dealswill riseastheindustry continuesto consolidate, the
total dollarsper transaction will decline, thereport’sauthors contend.

“There were alot of big deals that happened in health I T in the past few years,” saysthereport’s
coauthor, James Brennan, FACHE, founder and head coach of The Virtua CDO, based in Great Neck, NY.
“The questionishow many more big dealsare out thereleft to do? If the number of smaller dealsremains
constant or rises, but the number of bigger dealsfalls, the math suggeststhat the dollar amount overall will
decline”

Brennan coauthored the report, Healthcare Outlook: Q1 2010 Updatewith DeSilva+ Phillipspartner
Kenneth Callins,

Brennan and Collins point out that despite ashaky economy in 2009, atotal of 507 healthcare M& A
deals were announced during the second half of the year, a4.5 percent increase over the 485 deals an-
nounced in the second half of 2008.

“Buyerswith strong ba ance sheetsare viewing the recent economic instability asabuying opportunity of
the century. Smaller sellers, with potentially weaker balance sheets and | ess cash on hand to weather the
storm, arelooking for options, including inmost cases, aliquidity eventintheform of asdeof their business,”
theauthors point out.

If you' reaCl O, acorporate development officer, or aninvestor struggling to make sense of arapidly
changing HIT landscape, Brennan and Callinshighlight several areasand trendstowatch:

Wor kfor ceoptimization. Staffing shortagesamong both nursesand qualified pharmacistswill increase
theneed for efficient processes and workforce automeation. During times of shortages, workforce optimization
toolswill becomekey to using theexisting workforce moreefficiently.

Simulatingimprovement. Brennan and Collinscite agrowing body of research and publications
supporting quality-based payment asthe next step for Pay for Performance models. ClOsarebeing asked to
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implement systemsthat satisfy requirements of coupling clinical outcomesto actua reimbursementsand are
now focused on reimbursement, performance metricsand security, where previoudy security wastheir num-
ber onepriority.

Regulatory reform. Even astheindustry ramps up to meet new health I T regulationsincluded in
ARRA,, itisdill waiting for thefina word on Meaningful Use. Brennan and Collinsexpect ARRA to dramati-
cally increase the demand for EM R software and note that 2010 will beacritical year for EMR vendorsas
they jostlefor market share.

However Brennan notesthat one of ARRA' srippl e effectshasbeen to undermine hospitals negotiating
positionswhen it comesto purchasing software. “ Some of thelarge vendors are taking the position that
they’ re not going to negotiate on price, becausethey don’t haveto. If ahospital wantsto beinapositionto
meet M eaningful Useand theonly way they candoit isby purchasing aparticular vendor’ssystem, it under-
cutsthehospita’sability to negotiate. On onehand, ARRA hashel ped the systemsvendors, whichisfine, but
ontheother hand, I’m not compl etely convinced the hospitalswin,” he says.

Capital improvements. The authorsexpect that hospitalswill continueto invest infacilitiesimprove-
ments, new buildings, mini-clinics, ED overhauls, and appearance projects, such asnew lobbiesand third
party brand installationsthat improve the patient experience. Continued credit market issues, however, will
force somedeal sto shift from debt to debt/equity mix structures.

Data. Asnational databasesand benchmarking companies proliferate, Brennan and Collinsexpect that
datacompanieswill continueto acquire smaller dataproviders, dataacquisition firmsand dataanalytics
companies.

Distant care. Larger traditional device companieswill continueto devel op and acquire advancesin
technol ogy, and somesmaller compani esthat makehome monitoring deviceswill continueto stimulate market
activity. Continued investment in PACS and the next wave of remote diagnosticsand telemedicinevenueswill
allow foreignersto access US careand increase revenues.

Technical direction. Messaging, mobileinformation and instant accessto datawill continueto drive
R&D, IT investmentsand M& A deal flow, according to the authors. I nteroperability will continueto spark
dedl flow assome players struggleto keep up with evolving standards. Brennan and Collinsexpect that PHRs
and Smart Card usage will continueto make strides.

Digparity in theHIScommunity. Theauthors point out that vendorsareinvesting heavily in CPOE
and eMAR offeringswhichwill continueto create deal flow with smaller companiesthat have nailed the
workflow and process automation sequence.

Brennan continuesto favor the VistA system created by the VeteransAdministration asaviabledterna
tivetovendors' high-priced proprietary systems. “Why are hospital boards authorizing tens of millions of
dollarsfor asystemwhen ahospital can download VistA for $50? Obviously, you' re not done onceyou do
that, snceyou' |l haveto spend afew million on customization and other services, but inthelong run, it seems
likeamuch cheaper and more cost effectiveway to go,” hesays.
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Whenit comesto what tolook for in health information technology companies, Brennan keepsit smple.
“Likemost investment guys, | pay attention to companiesthat areinteresting to potential buyers,” hesays.
For Brennan, that means compani esthat have contracted recurring revenue, larger system clients, and longer
term contracts. “1n general, anything that drives up the value of acompany drivesup itsattractiveness,” he
adds.

While hedeclined to shareacompletelist of companiesto watch, Brennan does plan onkeeping aneye
ontwoin particular. “ athenahealth and eClinical Works are two companiesthat you hear alot about and are
definitely worthwatching.”

Thefull report can befound at http://virtual cdo.com/articleshtml 1




