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Using Valuation Multiples to Assess ASC Value

O FASCSY hove o keen imerest m what
their Bwility is warth, Becalse ASC
partrership sheres we nod puphicly traced and
ihe share price is mor readily gvailable, the
process o vilving privately hedd A5Ts is sb- |
mctive, A widely used and simple ml:mﬂqu
methodology b the use of valuation multipies.
The proper nee of raliplss depends an a sub-
Jective assessment of the facls and chroum.
stavwes of the ABC sod the chasaitesistics of
the individual ASC poninersiiip wnits.
Anhough muekiples we uselol a5 3 ol n
the valualion process, Lthe misuse of muliiples
coudd iknd 40 indctursie volue assessineTis
and widely differing opinions between ASC
pariners ia the same purtnersuip regurding
share price vibue. In the vaiuation profession,

muliiples are synomymous with “rules uf'l

thumb!” This termt is defined a5 “an muy
learmed angd easily appiied procedure for |

Yhe midpoin of the wafaution rouinple mnpe s
5.5, the valwe of e ASC con by caleulived

ngmg fhe foflowing vimplie compataion: (335

31 milliop = $5.5 million). When calewlating
the opprogriag financial metmic, it s important

tr ek liede notpscrtiog ibeens such as one-time |

[ayments.
Az the valuation examnple above Wlasraies,
the calenlations ore simple, The difficuity is

o deleemining which Gaonciul metsic and qualti.
I ple 00 chiresee. Because the range of muitipies

i s wagde, 48 §s difficuls vo 2scertain which mul-

tiple within the runge is most applicable fo

value e ASC papiner's specific imerest, In

addition, uniformly appiying market multiples
ignores the obvicus Fact that nea ali ASCs are
alike gnd not all equity interests within the

same ASC partnership are simitar in the value -

metsics of contea! and marketgbility. The com-
plexity and subjeciviey of the valuation

approximately caloulating or resalling tome !
- value, or for making some dererminalion” |
The vse of fules of humb provide & wselul |

pedcess enfures that the only degendehle
netinod of valuimg AST units 15 an indépendent
uplaation asseesmvent performed by a qualified

apd simple too! for providing quick estimalcs | e party.

of ASC share valug when an aciual assess- '

ment is not easily obtainable. '| Definitian of a Nultipie
I.

ASTs are typically valded using o saultiple ¢
that falls within a distingt range, which is dif-

ings senmis. A meliple s dmply the e
of the capitalizatton rate. The captalizadon

A wulkigle ofiers guidance fo what otrr -
peopie are wiiling to pay for comparable garn-

ferem ond wnigue from other bewiness sip- !
menis in the heilthcare indostry. Examples of

by industry experts in the ASC industry are
iltusirated in Takle L,
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Ag the wble Wosimtes, i 5 opooaat to .
determine the correct firancial metric, In e
ASC ipdsecy, the waost emmeanly ased figan-
" riz! metic is cash Fow. Tash few is delined s
cash collections jess opecatiog expenses. and
can be spomximated by caioulating earnings
befare  interest, toxes and depreciation
{EBTTEA) From toe ASC'S income siotemcit,
Hevenue sid nel inconte are financiz! metnics
that are also used 10 value ASCs,

For sxample, if ot ASCS EBITDA calow- | +

foday's siTricendar

— e e ———————— e e

geloler 2005

+ v converts the income streans ing an indicy-
+ tion of value by dividing the selected defnitfon -
ramges of valuarion multples typically wilized |

of the seam by a facwr

For example, if an jacome stream of
S 10000 per yeor wers 19 be capitalized ot 25
percent, the caiculofion would ke FTOIND
dividded by 25, which tquale o copilalios]
value of 34(,000. The inverse of a 25 percent
capitalization s yields 2 mabiple of four.
The income stream w be capiralized can be

defingd in ap alewst inflnfts vonety of ways,

Soand it is essentist il e capilalization e
chasen be appropeinte (or the purticular defini-
on of inat ineome sirewnh, !

Disadvantiages of tising Multiples

While the primary advantage to ulilizing
mitiphes i the vatoation process is sinplicity,
the disadvaninges are plentifi), Disadvantages
of utifrzimp rmotiphes achude ihe foflowing:
+ Different indusiry experts moy provide Ji-
ferent mules of thurl

Application of a uniformed rule of thunpb

wners of ambulatory surgery centers | Iated for the Jast |2 months is $1 miltion ang | may fesult in an incorrect estimate of valu

« Whiic simphisic 0 mpplicafion, rubes of
thumh oy ignore the ecunomis raline of the
situalron gnd the spectlic fincnciad ant sk
v chapmcledstics of e ASC

. Wuliipies for @ controtiing imeresg Lgmlcr‘i
5 than 50 pescent} are eypicaliy higher than

| of a minefity Lwerest and misapplication

[ lead 12 jnacourate valuation, "

' Specific ASC Charactetistics

dany faciors can affect the unigue chr-
averiatics of an ASC. They include, but wie
oot limited 1o, the following issucs: physi-
L cign ownership, case load, comipetition in the

sefvice ared, reimbursement, case mix;
| payor mis, vipriienl surgery techmology;
E staffing levels, supply costs, osccupancy
costs, equipment and Gocupapcy eases,
olher vpentting expenses. general condiiion
of equipment, payor corcentration, capiia]
axnenditaes peruirements, and working eag-
. Ital reguiremments.

[n addition to these clmacw'im zach
ASCs risk prefile Js unique, An ASC with &
erall aumber of physician-cwier wilizers and
twg of its high casc-volume physicians pearing
ceticemvonl P o bigher nsk poofile fand thee-
fure deserves o iower mUiEIE) thin ap ASC
with a large diversified base of pltysician owa-
ership with physicians i vanous siapes of the
practices cycle.

Because exch ASC is unrgue, o thovough
valualion analyzis performed by an independ-
ent third garty which rakes into accounr the
' fundamegneal  charactenisic and  febae

proespects of the A50 13 the only relible means

pany valation anatysis will_uitlize, in most

casey, & discounied cash flow analysis where
| the objecrive is W determine he value of the
kusiness given the cash flow geperzting capac-
oy of thie Basiness ndjusied by growii amb dmk
' charagteristics.
© The valuation of 2 ASC i o5 muach of an an
as B Js 2 science. Although valuation multiples
we Ample 10 v and usefil 25 one wol inthe
valuation process, the mispse of multiples
et {zad 1o inacoyrate yelue asteasmwiis and

b .
E s asysis the vadge of the subject ASC, A thind-
1

| widely differing opinions beween ASC part-

Btm i the smne pormenhip mgading ASC
© share prive volue, Careful considertion should
© b given to the unigue charscterietios and risk,

\ profile of the subject AST 0
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