2025 Brings a New Chapter: Prepping
for an Exit in the New Normal

Since 2022, the Fed has been

in an aggressive rate hike cycle.
Encouragingly, the Fed's cycle abated
in 2024 driving investor optimism for
accelerated momentum in 2025.

Deal volume reached record levels
in 2024 (See Lument’s State of the
Market H2 2024 insights) across
both the seniors housing and skilled
nursing sectors. Sustained M&A
activity is expected in 2025, particularly
as consolidation activity ramps up.
As owner-operators seek to lessen
business risk and mull strategic
alternatives in the new year, playing
offense remains critical. Highlighted
below are a few key considerations
to ensure owner-operators are
successfully positioned to optimize

transaction goals

HAVE OPERATIONS BEEN
OPTIMIZED?

Owners and investors are seeking to
optimize portfolios as the industry seeks

to accelerate transformative solutions

to mitigate industry-wide pressures.
Optimization strategies include referral and
partnership opportunities that enhance
scale and services, expansion opportunities
that boost the portfolio’'s average size or
vintage, and the implementation of artificial
intelligence to boost operational efficiencies.
As exit strategies are contemplated,
companies and their owners need to identify
key areas of future upside that drive a
competitive advantage in the marketplace.

GOAL #1 - Craft a strategic plan for the
business, recognizing key strengths and
challenges. Potential considerations include:

1. Does the company have any expansion
opportunities that can be pursued to
optimize scale?

2. Can the company tap into new referral
or joint venture (JV) opportunities with
regional market healthcare providers?

3. Can the company expand service
offerings to create a full continuum of
care, or should the company divest of any
service lines (i.e., divest skilled nursing
facilities and retain seniors housing
operations?)

4. Does the company currently provide any
ancillary business services?



WHEN IS STABILIZATION
EXPECTED TO OCCUR?

As investors employ an increasingly more
disciplined underwriting approach, an in-
depth micro- and macro-assessment of the
company’s operations will be critical to any
transaction process. A granular financial
and operational assessment—including
identification of target performance
benchmarks and a market comparison—
further informs the transaction process.
Although stabilization does not need to

be fully substantiated, investors will

not provide a dollar-for-dollar credit for
stabilization. However, given the dynamic
capital markets, investors are employing
creative transaction structures that can
provide incremental returns and bridge
valuation gaps between parties.

Goal #2 - Craft a detailed, monthly company
budget—on both a portfolio and facility-
level basis. Key considerations include:

1. Does the company anticipate any
significant increase in move-ins or
turnovers during 20252 If so, what is the
expected impact on occupancy
and revenue?

2. Isthe company anticipating any
reimbursement rate, or rental rate
increases during the year? If so, what
is the expected impact on revenue
and cash flow?

3. Does the company anticipate significant
labor pressures to continue in 2025?

4. Does the company anticipate significant
inflationary pressures to continue
in 20257

IDENTIFICATION OF OPTIMAL
TRANSACTION TIMELINE

Given that investors are scrutinizing
corporate cash flow on a facility-level

basis, companies and owners need to
closely examine performance to target an
optimal transaction timeline. To maximize
transaction success amidst turbulent
markets, any transaction process is
commenced once run-rate momentum
approaches stabilization. However, in
addition to corporate performance, any
transaction process should also consider
the forward impact of the reimbursement
environment. To ensure sellers are
positioned strongly in the market, careful
consideration as to timing of stabilization—
both of the capital markets and the entity-
level operations—is required. Working with
a firm like Lument can ensure clients are
strongly positioned in the marketplace,
with access to credible and qualified buyers.

“To maximize transaction
success amidst turbulent
markets, any transaction
process is commenced once
run-rate momentum
approaches stabilization.
However, in addition to
corporate performance, any
transaction process should
also consider the forward

impact of the reimbursement

environment.”



Lument works closely
with the company to
undertake a holistic
review of operations and
identify the optimal time
to market transaction,
driven by key performance
target benchmarks.

MONTH 3-4+

Given the potential
interest rate cuts in 2024,
a transaction should
wait for a more palpable
market environment
to fuel a competitive
market process that drives
price maximization.

Lument is not a listing
agent, but works closely
with the company
throughout close by
negotiating letters of intent
with the most qualified
buyers, ultimately driving
competitive tension.

LUMENT

MONTH 1-2+

MONTH 6+

Dynamic capital markets require creative
transaction structures and careful,
thoughtful planning. Sellers mulling
strategic alternatives in 2025 need to hire
an experienced partner with investment
banking services that can drive competitive
tension and maximize purchase price. The
anticipated softening rate environment,
coupled with moderating inflation and
improving operating dynamics, propelled
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M&A activity to record levels in 2024. The
industry is anticipating sustained deal
volume in 2025 - particularly as portfolio
deals regain traction and targeted
operational efficiencies drive the need for
consolidation. Launching a transaction
process, even in an exploratory capacity,
early in the year will position sellers to
maximize benefits once the anticipated
rate cuts occur.

SOFTENING RATE
ENVIRONMENT
(and Moderating
Inflation)

PURCHASE PRICE
MAXIMIZATION




The Lument M&A team has the depth of
expertise to effectively and seamlessly help
clients accomplish goals and objectives
despite turbulent capital markets. With
over 110 years of combined experience,
Lument'’s full suite of services provides
unmatched market coverage. Combined
with our expertise in underwriting and
advisory services, Lument provides clients

the benefits of working with a one-stop shop.

As such, Lument takes a holistic approach
to any transaction process (See “Strategies
to Maximize Transaction Success Amidst

Turbulent Capital Markets"” for additional

considerations). The analysis is informed by
ongoing conversations with tenured investors
and is further supported by an active pipeline
of transactions in market. Supported by

deep sector expertise—$14 billion in closed
transactions with over $1 billion closed during
the pandemic—Lument has demonstrated

it can effectively guide owner-operators

as they formulate strategic alternatives. As
you consider your goals, we welcome you

to give us a call so we can provide you with

a customized and confidential analysis to
inform your decision.
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