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Executive Summary

« Industry Definition
The healthcare industry is primarily responsible for providing the necessary goods and services to maintain public health standards. This
includes provider services (e.g.doctors providing health services), health insurance services, pharmaceutical manufacturing, healthcare
IT, pharmacy services, medical technology manufacturers, and medical device manufacturers. Government also may play a role in the
sector by providing guidelines and standards, and, may, in the future, provide health insurance beyond Medicare and Medicaid.

« Industry Drivers
R&D Expenditure, Aging Population, Total Healthcare Expenditure, Federal Funding for Medicare & Medicaid.

* Investment Opportunities
There are a lot of different areas of the healthcare industry that you can invest is the heavy amount of M&A between mega players with
high barriers to entry. This consolidation will allow companies to benefit from economies of scale and fight off declining revenues in the

short run, but also fuel R&D expenditure which will allow them to capitalize on hyper market growth in the long run that has been
accelerated due to COVID.




Industry Drivers

Research & Development Expenditure

Total R&D spending is tied to total corporate revenue and, as a result,
moves closely with the overall economy. As revenue tightens during a
recession, businesses tend to cut back on funding research to develop new
products.

While annualized expenditure growth is expected to accelerate over the
five years to 2026, post-pandemic uncertainties are abound. Once the
pandemic is fully in the rearview, growth will likely undergo short-term
acceleration before settling at more moderate levels. Businesses are
expected to continue investing in R&D in a bid to be innovative, which
will likely ensure that R&D spending continues to trend upward.
Moreover, R&D expenditure growth may be structurally higher in the
post-pandemic world, as business models are forced to innovate and

adapt to unforeseeable changes in behavior patterns.

Growth

Research and development expenditure
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Industry Drivers

Aging Population Number of adults aged 65 and older

e Increase in number of people over age of 65: Is expected to increase
in 2020 due to greater life expectancy for the US population which
increases the incidence of age-related illnesses. An aging population
means that demand for medical treatments will increase.

e According to the US Census Bureau, from 2021 to 2060, the

percentage of the population that is aged 65 and over is expected to 0
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increase by 9.1 million.




Industry Drivers

Total health expenditure

Total health expenditure is expected to increase in 2020, which
includes private and public spending on activities that promote
health and prevent diseases. Increased healthcare funding programs
(such as the Patient Protection and Affordable Care Act) result in
more available funding for the replacement of medical equipment
and supplies, increasing industry demand.

Additionally, the CBO projects that Medicare alone will account for
19.4% of GDP in 2027, up from 17.9% in 2017. At the same time,
Medicaid spending is expected to reach 5.5% of GDP by 2027, up
from 2.0% in 2017.

Number of adults aged 65 and older
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Industry Drivers

Federal Funding for Medicare & Medicaid

Medicare and Medicaid reimbursements constitute an estimated one-third
of industry revenue. Federal funding for and access to Medicare and
Medicaid affect demand for doctors' services and the cost of those services.
Federal funding for Medicare and Medicaid is expected to increase in
2019, representing a potential opportunity for the industry.

Federal funding for Medicare and Medicaid is expected to rise at an
annualized rate of 3.6% over the five years to 2026. Meanwhile the average
costs of treating each individual will also increase as a growing number of
treatments are made available and health care inflation pushes these
figures up even higher. This relatively sluggish increase can be attributed

to the expected economic recovery, which will result in job and wealth

creation, and thus free some individuals from their reliance on Medicaid.

Growth
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SWOT Analysis

Weaknesses

Strengths

Low Customer Class Concentration. Everyone needs some type of
service/ product from the healthcare industry at some point in their lives
regardless of class.

High barriers to entry

Opportunities

Currently, healthcare institutions are in the midst of a crisis as the
pandemic had major impact on hospitals’ business operations. So
Healthcare M&A is a crucial segment of the healthcare sector to help
companies recover, and was nearly brought to a screeching halt in the
second quarter of 2020.

The hospital segment, innovation-focused biotech stocks, and large
pharma companies may see a surge in valuation due to the high
dependence on hospitals and the ongoing work to find a vaccine. This
may encourage multiple buy-outs and influence extremely attractive
valuations.

The capital position of private equity firms is expected to provide

healthcare companies with the opportunity to assess and capture resilient
assets shortly.

Exposure to high governmental regulation - be it in pharmaceuticals,
healthcare providers, biotechnology and others, because this industry
deals with human health there is always severe regulation.

Threats

Regulatory delays can slow down the M&A processes. Nationwide
lockdowns in countries, including the United States, New Zealand, and
the United Kingdom, has caused a severe delay in acquiring regulatory
clearance. With all operations on hold, government bodies focusing on
COVID-19 related issues, and professionals being forced to work from
home, all-important regulatory approval processes have been on hold.
With the increasing volatility of healthcare companies in the financial
markets due to the impact of COVID-19, the valuation of healthcare
companies is highly uncertain causing both the buyer and the seller’s
valuation in ongoing M&A deals in to potentially change. This may lead
to the collapse of previous deals or the need for re-valuation of both
parties.



Competitive Landscape / Keys for Success

High Internal Competition

Companies compete on their ability to market drugs and get drugs through the pipeline. For example, it can take between 10 and 15 years
and an estimated $1.5 billion to develop a new product, and only two out of 10 products recover their associated research and development
(R&D) costs. For the healthcare services space Ambulatory healthcare services, nursing and residential facilities and hospitals compete
primarily on the basis of price, accessibility, range of services offered, quality of care and reputation. Differentiation of services can also be a
principal basis of competition.

Intellectual Property

As industry products lose patent protection, brand name pharmaceuticals grapple with high competition from generic pharmaceutical
manufacturers, which can replicate the drug without investing in R&D. According to IQVIA, a branded product can expect to lose up to 70.0%
of its market share to its generic rival in just four weeks. Over the past five years, many top selling brand name drugs lost patent protection,
thus causing external competition to intensify.

High Barriers to Entry

Barriers to entry is quite from subsector to subsector. For example, BTE is high for Pharma because Pharmaceutical manufacturers invest
a higher percentage of their revenue in R&D than companies in most other industries. As a result, new industry entrants will grapple with
matching the level of R&D-related expenditures needed to succeed in this industry. Significant capital investments are required to establish
manufacturing plants geared to produce drugs. Additionally, the biotech space is concentrated with Strong intellectual property (IP) assets are
vital for industry success, and this raises formidable barriers to entry.
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Competitive Landscape / Keys for Success

Rivalry Among Existing Competitors is Extremely High
The level of rivalry is pretty high in this industry. Brand name plays a big part and many companies especially Pharma and Healthcare
Services tend to compete heavily on price and reputation

Access to Highly Skilled Workforce
The industry employs highly skilled staff. Scientific developments tend to be innovative and require technical expertise and creative talent.




Segments of Interest

Segment of Interest

Healthcare Services

Biotechnology

Pharmaceutical Manufacturing

Operators in the sector are expected to benefit from technological innovation and the digitization of
healthcare. Sector growth through increased merger and acquisition (M&A) activity and investment
from private equity over the next five years is expected to present several benefits and alleviate the
economic burden of replacing outdated technologies.

Over the next five years, investors will look for safe and secure investments, and as a
historically strong and profitable industry, biotechnology will be an attractive area for

investment. As a result, over the five years to 2025, industry revenue is projected to rise at an
annualized rate of 2.9% to $124.8 billion.

Industry revenue is forecast to rise at an annualized rate of 3.2% to $209.0 billion. As leading
operators shift product pipelines to drugs with higher return on investment, such as orphan
drugs for rare diseases, many other operators are expected to follow suit, refocusing their
research and development (R&D) expenditures to key specialty therapeutic areas.

(@ IS



Public Comparables

[Target Name]
Comparable Companies Analysis

Revenue EBITDA EPS

Company Share Price % of 52 Week High Equity Value  Enterprise Value (EV) 2018A 2019A LTM 2018A 2019A LTM 2018A  2019A
[Target Name]
CVS 5 58.95 76.53% % 75,682.30 % 150,601.30 $193,91¢ $255,765 $262,98( $12,769. $16,189. $18,256. $ (0.57) $ 5.08
United Health Group 5 318.15 98.02% $ 296,485.80 $ 324,948.80 226,247.01242,155.0(247,811.01 $19,166. $21,684. $26,492. $ 1219 | '$ 14.33
Cardinal Health 5 46.30 76.29% % 13,584.10 $ 18,052.10 $136,80¢ $145,534 $152,922 $3,017.00 $2,808.00 $2,692.0 $ 081 $ 453
United Health Services $ 109.15 73.25% $ 9,273.00 $ 12,679.00 $10,772. $11,378.:11,278.10 1,681.60 $1,803.9 $1,722.1+ $ 831 $ 9.13

EV /Revenue EV /EBITDA P/E
Company 2018A  2019A LTM 2018A  2019A LTM 2018A  2019A
[Target Name]
EVS 0.8x 0.6x 0.6x 11.8x 9.3x 8.2x -103.4x 11.6x
United Health Group 25.4x 20.1x 17.8x 17.0x 15.0x 12.3x 26.1x 22.2x
Cardinal Health 0.1x 0.1x 0.1x 6.0x 6.4x 6.7x 57.2x 10.2x
United Health Services 1.4x 1.0x 1.2x 1.1x 7.0x 7.4x 13.1x 12.0x
Average 6.9x 5.4x 4.9x 9.0x 9.4x 8.6x -1.8x 14.0x
Median 1.1x 0.8x 0.9x 8.9x 8.2x 7.8x 19.6x 11.8x




Preliminary Targets

- United Healthcare Group

- Cardinal Health

- Universal Health Services

- CVS Health Corporation
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Source

- CaplQ

- IBIS World

- Bloomberg Terminal

- https:/ /www.infinitiresearch.com/tags/healthcare-industry
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