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SUCCESS IN THE ERA OF CONSOLIDATION 
 

The consolidation process is gearing up again and we are beginning to see the trickle of M&A activity in the residential 

aged care sector gather momentum. But this current environment is very different to what we saw during the Second 

Wave of investment 2013 to 2017, where providers sought scale to prosper in a bullish market.  

During that period, vendors moved quickly to meet buyers head on and achieved record prices before the 

Government brought down the axe in the 2016 Federal Budget. Today, some providers are divesting because of the 

inherent uncertainty facing the sector. Others are driven to leave because of financial pressures, and fewer buyers 

are active.   

To succeed in the current environment, an alternative approach to acquisitions and divestments is required. It is critical 

that both buyers and sellers consider the following key success factors: 

 

 

 

 

 

 

 

 

 

 

 

UNDER THE SPOTLIGHT 
 

Mergers and Acquisitions  

In a New Climate 

 

Understanding the motivations of the other party. 
 

 

 
 

Evaluating the value proposition and risks. 
 

 

 
 

 

 

 

Developing a price strategy that reflects the motivations, value, 

risks and market conditions. 
 
 

 

Transaction management (due diligence through to transition). 

https://www.ansellstrategic.com.au/investment-finance-aged-care-second-wave/
https://www.ansellstrategic.com.au/investment-finance-aged-care-second-wave/
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UNDERSTANDING THE MOTIVATIONS 
 

Unless you can find buyers still willing to pay Second Wave prices, this is not an easy time to sell residential aged care 

homes. During the Second Wave, we found that good businesses would attract up to a dozen credible buyers and 

competition between those parties was strong. Today, there may be a handful of serious buyers for each transaction 

and they will generally be very cautious and price sensitive. 

It is critical that time is taken to understand the motivations of the other party. Properly understanding vendor and 

buyer motivations will minimise your risk and achieve a price that is reflective of that risk.  

From a buyer’s perspective, taking the time to understand the vendor’s motivations to divest in a buyers’ market is 

crucial. Key divestment motivations we are observing in the market are: 

a) Aged Care Quality Standards compliance challenges; 

b) Insolvency exposures from refundable accommodation deposits (RAD) outflows and/or operating deficits 

post 2016 Federal Budget; 

c) Uncertainty regarding the future (Royal Commission, Resource Utilisation and Classification Study, Aged Care 

Quality Standards, future resident payment preferences, etc); and 

d) The strategic reshaping of portfolio assets. 

Buyers need to be cautious because they will inherit the factors that contributed to this decision. The Information 

Memorandum (IM) will provide some clues about the vendor’s motivation to sell, but direct enquiry with the owner 

is usually the best complement to desktop analysis. For asset sales (as opposed to share sales), the balance sheet 

may not be available and direct enquiry may be necessary. A seller motivated by solvency problems will require a 

different due diligence and pricing strategy than one simply concerned with sector uncertainty or strategic 

rationalisation. 

From a seller’s perspective, there is a need to carefully consider the interests of prospective buyers. With fewer 

active buyers in the market today, it is worth taking the time to understand what interests them and the potential 

synergies your opportunity will offer with their existing portfolio. Sellers should consider these motivations and 

present the strength of their assets in that light. 

For example, providers motivated to expand in a promising geographical catchment should be made aware of your 
connections and referral networks in that area, your relationships with locals as employees and suppliers. When 
Ansell Strategic presents opportunities, we often take the time to overlay portfolio assets for both parties, 
demonstrating the combined market coverage as well as operational synergies. 
 
In all circumstances, the vendor’s capacity to demonstrate stability through transition, particularly concerning clinical 

governance, will be paramount. If you cannot demonstrate that stability, consider deferring the divestment until you 

can. Where we have facilitated the sale of homes with compliance issues or sanctions, our nurses often work with 

the client to stabilise operations, lift sanctions and reduce the risk exposures for the new owners before sale. This 

has a materially positive impact on buyer interest and pricing.  
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VALUE AND RISK ASSESSMENT 

 

An organisation’s service profile is often a reflection of the opportunities that have been presented to them over 

time. In other words, many entities are shaped by default rather than design. 

For organisations that have an ambitious growth mandate, without a clear criterion on deal value, there is a 

considerable risk of failure. These organisations tend to jump at opportunities that will achieve a growth objective 

without considering the impact the acquisition will have on their existing business. 

Our most successful clients have a developed set of criteria, which they use to identify opportunities that will add 

value to their business. These include financial and qualitative characteristics that enable them to assess 

opportunities and quickly reject transactions that won’t make them stronger (and move swiftly on those that will). 

They also tend to have established strategies for executing due diligence and managing the transition process. 

Risk assessment is perhaps the most challenging aspect of any due diligence process. The current bear market is 

largely driven by the uncertainty within the industry. This makes it difficult to project future financial and operating 

conditions and hence the incremental value the acquisition may create. Managing risk is made easier where sufficient 

information is available within the IM, data room and through direct enquiry. Our due diligence risk assessment is 

primarily focussed on: 

 

 

 

 

 

 

Unfortunately, transactions are often run with insufficient information to enable the prospective purchaser to assess 

their exposure to these risks. In the absence of data, an experienced buyer will normally default to a risk averse 

position and assume that the exposure is high (or walk away). This is a loss to both parties. 

An IM should present enough information for a motived buyer to determine whether the opportunity is right for 

them. To enable additional analysis in support of the core offering, we usually supplement the IM with supplementary 

high-level background information. For those that progress beyond the indicative offer stage, the data room should 

be comprehensively populated in anticipation of a detailed due diligence. The bidders should not have to request basic 

information that is fundamental to the underlying performance or character of the business being purchased. If the 

level of information provided in the data room is insufficient, buyers will be required to exhaust resources requesting 

basic information. This can result in buyer concern that relevant information may not have been disclosed during 

due diligence or that there are system weaknesses. Buyers are likely to respond to this uncertainty in the price 

offered.   

1. CLINICAL GOVERNANCE RISK 

The exposure to compliance risk against the 

Aged Care Quality Standards. 

2. SERVICE VIABILITY RISK 

Assessment of the operations and 

infrastructure to determine the stability 

and longevity of the business. 

3. FINANCIAL RISK 

Exposure to financial losses and/or material 

Refundable Accommodation Deposit 

outflows. 
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PRICING STRATEGY AND NEGOTIATION 

 

During the Second Wave period, pricing parameters had become a moving target with highly motivated buyers in a 

very competitive market. With the market cooling, sellers are often more willing to present ranges of price 

expectation to encourage genuine bidders and discourage tyre kickers.  

Another common strategy is for the vendor to obtain valuations to guide buyers in their pricing. This approach has 

the benefit of setting parameters with some external validation but reduces the chance of receiving above market 

bids. We tend to adopt this approach if we are expecting modest interest from known bidders. 

From a buyer’s perspective, the use of valuations as a pricing guide can be problematic. In recent assignments, we 

have seen a high level of variation in the approaches adopted by valuers, some of which are overly optimistic and 

can have the effect of driving up pricing on transactions. Examples include: 

 Assuming very high maintainable earnings based on top tier benchmarks, rather than actual performance of 

the business being valued; 

 The use of EBITDAM (earnings before interest, tax, depreciation, amortisation and management overheads) 

rather than EBITDA; 

 The absence of a trade up deduction for homes in ramp up;  

 Generic capitalisation rates that don’t reflect the condition or longevity of the assets;  

 Leveraging sales evidence from Second Wave period rather than more recent evidence in a more subdued 

market; and 

 Assuming significant upside in RAD receipts in the face of flat property markets and/or DAP transition. 

The last point is particularly relevant in the current market. The combination of cooling property markets and reduced 

RAD intakes has a profound effect on traditional nursing home valuations. The gross value of a home is calculated 

based on capitalised future net earnings plus RAD levels. Basing your bid on this approach can be questionable, 

particularly if the sale was motivated by RAD outflows. Increased DAP receipts might improve projected EBITDA, but 

it does not equate to the same gross valuation when assuming lower maintainable RADs. 

Most valuers are experienced industry experts and present invaluable insights into the business. Our approach is to 

leverage this information to frame an offer that reflects the value to the buyer, adjusted for any additional risk 

exposures or vendor pressures. In doing so, we are careful not to translate the purchaser’s synergies into the pricing, 

as this equates to purchasing your own goodwill. 

For the seller, demonstrating value in both the current operations as well as its future potential is paramount. It 

should not be expected that a buyer will interpret this value from base information – it should be explicit in the IM 

and strongly supported in management presentations and interviews. 
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TRANSACTION MANAGEMENT  
 

From both the buyer’s and seller’s perspective, the management of the transaction will have the greatest influence 

on the outcome achieved. A professional process will yield an outcome that is beneficial to both parties and 

ultimately the residents. An amateur performance on either side is likely to produce a lopsided outcome in favour of 

the more professional participant – or often no deal at all! 

This is a commercial arena with very high value assets at stake. The vendor should not be willing to accept a lower 

price for high value assets and serious investment in planning, and execution is essential. Regardless of whether the 

vendor is using an agent or managing the process internally, your own team will remain accountable for the outcome 

and they must be properly resourced. 

Purchasers often approach prospective sellers directly. While this in theory can result in a less complicated sale 

process, it rarely translates in optimised pricing because of the lack of competitive tension. There are times when 

this approach is suitable, particularly where a synergistic relationship exists and external validation of pricing is 

undertaken. However, such instances are rare.  

Because buyers and sellers tend to use their best team members on major transactions, there can be a risk that 

ongoing operations do not receive the normal level of management oversight. While the due diligence process is 

usually the most intensive part of the process, it is relatively short and the majority of resources are consumed in the 

business transition phase. This stage is often underestimated, particularly where there are compliance issues and/or 

staff restructuring requirements. It is also the area where buyers will draw on their senior operational team, and the 

point at which they may under-resource their ‘business as usual’ operations. 

The most critical aspect of managing the transaction emerges as the team moves into the transition phase. In recent 

years, much of our work addressing clinical and non-compliance has been within organisations that have recently 

acquired new homes. Some have underestimated the change management process and others had not undertaken 

enough clinical due diligence before settlement.  

It is vital that you plan for the process of on-boarding the new asset into your organisation during the transition 

phase, including timelines and quality indicators. This process must include a strategy for operating ‘business as 

usual’ across other sites.  

A thorough due diligence process and transition plan will help establish the value of the opportunity, monitor bidder 

engagement and set pricing parameters. It also provides an opportunity to develop conditions and warranties for 

the Sale Purchase Agreement, and thereby aligning risks with contract terms. Having experienced legal 

representation is essential here. While many lawyers are specialists in mergers and acquisitions, few are industry 

experts and the difference can cost you the deal – you must select carefully! 

An effective and risk-based due diligence process will help determine the resources required for transition.  
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  INGREDIENTS FOR SUCCESS  
 

With opportunities arising across the country, the desire to grow is at the forefront of many strategic plans this 

period. Whether your organisation intends to acquire or divest, remember these key takeaways: 

 

SELLERS 

 Provide comprehensive information to enable bidders to assess the risk and demonstrate areas where that 

risk may be mitigated. 

 Consider the attributes most important to the buyer and ensure the full value proposition is presented. 

 Through the IM and management representations, demonstrate stability of operations. If operations are 

unstable, consider options to defer the sale process until this is remediated. 

 Populate the data room with relevant information underlying the performance and position of the business 

– do not allow the due diligence process to be driven by purchaser enquiry. 

 Be cautious of entering into sales processes with a single party – the lack of competitive tension will likely 

erode the price achieved. 

 Make sure you engage reputable lawyers and advisors with experience in aged care transactions. 

 

BUYERS 

 Have a developed set of criteria upon which you will assess the relative value of opportunities presented to 

you – avoid a “growth for growth’s sake” approach. 

 Understand the Seller’s motivation and consider what this means for pricing and the business characteristics 

you will inherit. 

 Focus your due diligence on key areas of risk – clinical governance, service relevance/longevity and financial. 

 Be cautious using valuations as a basis for pricing – consider what the opportunity is worth to you and do 

not increase your price for the strengths your own business brings. 

 Ensure you have provided sufficient resources for the transaction process and planned resources for 

subsequent transition management if successful. The latter tends to take up most of the resources and 

represents the greatest risk. 

 Make sure the contract conditions and warranties address the risks identified in the due diligence process.  
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.  

ABOUT “UNDER THE 

SPOTLIGHT” 
To help busy executives in a rapidly changing aged care world, Ansell Strategic provides summaries and high level commentary 
on new developments in the industry. Additional reports and publications are on our website at www.ansellstrategic.com.au. 
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