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A bright future for
healthcare investing

Antares Capital’s Rich Davidson tells Private Debt
Investorthat healthcare will remain attractive for
private debt lenders. He believes demographic
trends, along with innovation in tech solutions and

new delivery models, will provide opportunities for
the market to grow




An ageing POopuU lation creates Healthcare spending per capita rises with age
taiIWinds for hea Ithca re Personal healthcare spending per capita, by age group
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Healthcare spending is far higher for older
populations - averaging $18,100 for 65-84-
year-olds in the US, and $35,000 for people $25,000
aged over 85
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Over 20 percent of the US population will be aged $5.000 .
65 or older by 2049. And as the baby boomers

move past retirement age, that generation is 0 - -

experiencing increased need for healthcare 0-18 1744 Age gfl;g‘l 6>-84 o>+

services - which creates significant tailwinds for
Source: Brookings, March 2020

the sector.
Data is for 2014, adjusted to 2018 dollars using the GDP chain price index. Personal healthcare is a subset of total national health
expenditures. Other components of national health expenditures include government administration, net cost of health insurance
(the difference between the premiums paid for private health insurance and the amount paid for benefits), government public
health activities, and investment in research and structures.
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Private equity deals exploded
in healthcare post-covid

A surge of private equity deals in healthcare
created opportunities for private credit providers,
although dealflow has contracted in 2022

Private credit investors have made the sector a key
part of their portfolios, alongside business services
and technology. Part of the reason why we like
healthcare - we have over 125 middle market
healthcare borrowers in North America in our
portfolio - is the non-cyclical, defensive and non-
correlated nature of healthcare assets.
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Private equity deal values in life sciences reached record levels in 2021
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Plenty of room for growth for
PE in healthcare

Some healthcare segments are only beginning to
see significant consolidation - though many
providers are realising the benefits of partnering
with PE firms

The physician provider market remains in the early
innings of consolidation. If we look at dentistry
services, over 90 percent of practices are still
unconsolidated. The pandemic has accelerated the
consolidation trend, by highlighting the advantages
of partnering with a well-capitalised partner.
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Only a small fraction of dental service organisations are backed by PE

Percentages of practices affiliated with PE-backed DSOs, ranked by size
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Source: Harris Williams, Q2 2022
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Labour ShOrtageS pose a major US faces rising physician shortage as retirements increase

challenge 25,000
o
The number of healthcare workers has declined 20.000
by 1% since the pandemic, despite rising demand .
= o
Q_ /
5 o
910,000
£
>
It's been a challenge for the majority of our portfolio
companies to attract talent. Part of the problem is 2,000
—O0
burnout stemming from covid. Both physicians and . ° °o—
nurses have accelerated their retirements and there’s ¢
0

only SO many thSICIaI'IS that graduate from medical Retirement eligible  Retirement eligible Retirement eligible  Retirement eligible  Retirement eligible

school each year. 2021 2022 2023 2024 2026

@ Family medicine physicians @ Obstetricians and gynecologists Pediatricians, general

Source: Mercer, US Healthcare Labour Market 2021
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Inflation exerts modest
margin pressure

The non-discretionary nature of healthcare
spending gives the industry some protection
from macroeconomic conditions, but inflation
poses a challenge

We do see modest margin pressure right now, given
the wage inflationary environment across the
economy. There’s a lag between costs going up, and
the healthcare provider actually being able to pass
on those costs to the payer. All of our companies are
very growth minded, so inflation is having an impact
on the costs of retaining employees and attracting
new talent.
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Healthcare firms face large cost increases in 2023

Potential incremental in-year healthcare costs due to inflation ($bn, nominal)
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Source: McKinsey, The gathering storm: The transformative impact of inflation on the healthcare sector, 2022

Inflation and clinical labour wage growth are significantly above baseline trends in 2022 and 2023 before
returning to a lower rate of growth on this elevated baseline
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Innovative care models help
manage costs

With patients and care providers grappling with high
costs, routine procedures are increasingly taking place
outside acute care settings

There is a big focus on trying to control costs,
given the ageing population. The pandemic has
sped up the transition away from expensive
acute and post-acute care settings to cheaper
freestanding and non-acute sites, which is
reducing the total cost of care. More surgical
procedures are taking place in lower-cost
settings such as ambulatory surgery centres.
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Time saving for performing
procedures at ambulatory surgery
centres, instead of hospitals

Source: Munnich EL, Parente ST. Procedures take less time at ambulatory surgery
centers, keeping costs down and ability to meet demand up. Health Aff
(Millwood). 2014

Cost saving for performing
procedures at ambulatory surgery
centres, instead of hospitals

Source: United Health Group, September 2021
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An aspect of healthcare we
like is the innovation taking
place in the sector. There's
been a lot of innovation in
healthcare technology, as
well as significant
innovation in the delivery of
care. From the pharma and
R&D side, there have been
many scientific
breakthroughs over the past
decade, as seen most
notably in the development
of a covid vaccine using
mRNA technology, which is
creating new opportunities
for middle market
companies in the space.
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We expect the Affordable
Care Act to remain in place.
It has addressed many of
the challenges of the
individual insurance
market. We believe it would
be very difficult politically
to terminate that and see
around 4 percent of the
population losing access to
health insurance.
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Future bright for
healthcare investing

Amn ageing population in the US provides tailwinds for investors in
bealtbeave, says Antaves Capital’s Rich Davidson

As & sector that i relatively resilient
o recessionary trends, heslthears hao
long been @ favourite of privets debt
leeders. Tovestors can tske comfart
in the lnowledge that demographic
trends are driving a long-term increae
in healtheare spending in the T8 and
arcund the world.

Rich Duvidson, muneging director
at Anteres Capital who leads the firmb
healtheare sfform, says that the bealth
care market will aloo continme to bene
fit from innovation in the coming years.
Indeed, with demand for hesltheare

SPOMICA
ANTARES CAPITAL

gyoteme can manage the coot of serv—
ing an older population.

Te what extent is the
healthcare sector iImmune
to the curent recessionary
trends?
Private eredit investors have made che
sector @ key part of their portfolios,
slongsde business ervicss and emch-

Narth Americs in oar portfolio — io the
non-cyelical, defersive snd non-corre-
Jated nature of heslthears aoests.

Ome of the key drivers in the US is
the ageing populstion. Cver 20 percent
of the 178 population will be aged 85 or
older by 2049, And ao the haby boomers

Another aspect we like about health-
care io the innovation taking plice in
the sector. Theret been o lot of innova-
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wide; Hieve have besa iy isitie
breakthroughs over the past decade, an
peen most notsbly in the development
of o corid vacrine wing mRMA tech-
nilngy, which ia creating e oppantt
nities for middle markes companies in
R

‘Which subsectors are

most attractive in this
environment?
We pee mignificant oppormnity in
multi-site hesltheare providess, par-
tienlarly the physician provider seg-
remaing in the eacly inoingy of consali-
dation. Tf we look ot dentisry services,
for exsmgle, which wes one of the finet
ppecizlties to be convolidated, chere are
over 100 PE-based dental service or-
Fenisations in the 1T8; however, over 90

Where are healthcare
multiples trending?

We've peen stesdy increases in parchase
price mdtiples in healthoare over the
pant fror yearw. Bamed oo’ our intem
tracking metrics derived from LEO:
comgpleted within mur partflio, heslt-
care multiples reached what appears to
be « peak of 15.Bx in the first quarter of
this year, up from 12.3x in 2017, The
multiples far pabilic hedihcare socks
hrve: decined by 11 percent o fur this
yesr, but we havent peen the came com-
pression pet in the private marksm

The downturn kas been more im-
pacthil oo dealficw; where we have
serai & el rrsaly s el
are deliying the sbe process ant mo-
Lets grwbilice. The deale chat are geesing
doae are ypically stuble, growing bas-
ncewes and reocnt multples heve been

percent of practices are gtill l
the wonsalidation trend, by highlight-
ing the sdvantagen of parmering with a
i RO VN ot

W alacy sperid 2 lit of time Jooking
ar pharma cervicss and cpeciality phar-
ma These peetoms are well positioned

in line widh blz deals from the
past 17 monthe. Riging interest raen
Bwealiady sbicted vodiri wvlsble
debt capacity — interes coverage ration
bad recenthy been at historica] kighs of
3x At benchmark rates of 4 percent, in-
terest coverages remain healthy ata Ix
intesest oo, ing rates

to benefit from. recent developmentn
in genomirs snd technology Pherma
vervices play & critical role in the de-
velopment process for oew drugs, an
pharms companies ineressingly look
o putsource key parts of the procese,
which erester oppartnities for middle
rmerkat companies in the commersiali-
sation and development srean Special-
ty pharma playe a critical rale in getting
innovative, niche drugs to thooe who
aeed them most.

Behavioural bealdh i anather sec-
tor where we've peen signifieant inter
est. Covid exacerbated ismues around
mental health and addicticn, while the

g0 up to § percent, interest coverage
ratioe will ceart to tigheen ar 1.5x bux
thats eill manageable for the majority
of our portfolia.

Tranmctions are sxill being comgplet-
ed, laxgely by private debe providers,
bt the leverage muldples have started
to mend down. Thus far, we're sesn
besltheare buyers 1] the gap with ad-
ditional equity:

From the EETTDA seandpeint,
we've seen adjustments being more
Leavily seratinised by buyers and lend-
#ra given the importanee of cashBows
to service debt in o rigng interest rate

stigma cround seeking mental health
trestment has lessened. There issuch s
bnge need for these types of servicss —

i S0, while healtheare
mudtiglen hove held sesdy o date,
cairrpaise’ walnes’ hive Khaby dectined
based am & lem heavily sdjosted EETT-

bart crar expecttion ia that thioe will be

In tarms of challenges,

what are the key long-
term and short-term Issues?
Laberur svsilability is really the key isne
that we're facing. Demand has boanced
back post-covid, bue mpphy remsine an
iseme ap heslth care employment con-
tinmes o be below pre_pandemic levels.
The mumber of workers in the T8 i
down by just aver | percent compared
to early 2020, Shorteger are sspeciclly
acute for bower wage positions ble med-
ical amsistsnts and bome health sides —
almose 10 million people are employed
in those roles in the TS, and sccording:
to prajections, welll have & shorge of
next five yearn.

Itk been a challenge for the majori-
oy of our portfolio compaenies t artract
talent Part of the problem is burnout
stemming from covid. Bath physiciung
and murves have soceleraed their retire—
ments and thered only so many physi-
ciang that graduste from mediea] echoo]
each yeor. In dermatology, for example,
theres sbont 0 gracuates each year
and apprommatehy 100 refiremenrs — o

We view the higges long-temm risk
;ﬂl’l et J!Dﬂﬁt ik

front where & shordall in the Medicare
Trust Fund is currendly projected to oe-
car in FYV 2030, There® o risk thar Con-
ress will tale action in the lacer half of
this decade to alow spending on Medi-
care. scally, the recent eava

For more on our discussion with Antares Capital, check out the complete Q&A here.
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‘What other trends are you seeing as the healthcare
industry looks to manage costs?
There & a big fomue on trying to control costm, given the sgeing popalation.

The pandemic has sped up the

Ry

post-acnee care pettings to cheaper freestending and non-seues dites, which

is reducing the totz] cost of eare. For

example, more curgiesl procedures

are taking place iz ] i
which are ahoae 15 p el

v GuIgery centres,
i dures than

o

hospitals and help to reduce spending by 3% percear.

And there® alec & trend towsrds more care being provided at hame.
Treating 2 patient in hoopice st their home for fire-m-sight weels will
cost around 28 percent less than mresting them in 2 hospital, since fewer
daye are spent in inteasive care and bess iovamive procedures are performed.
Similarly, bome infirsion services are 4060 percent laso expensive than
providing the same infusion restment within & hosgital.

of the individual insarence market
pre_sxisting conditions and incresing
aviin - ol s it B
ployer-provided coversge. We balieve
it wrould be very diffont politisdly o
terminate that and pes around 4 percent
of th laticn loging accesm to health

of high inflation has helped the tusc

mme projections.
‘The reimbursement environment in
T G S O dex and e

8wty working with a lender with sxpe-
rience in the space in important Ower
the near-term, we believe while there
will be winners and Jocers by sectorn,
the overall reim -

inparance and potentislly up to 50 per-
cent of the non-elderly pogulation that
bt come type of pre_svisring sonditinn.

Ars haalthcars firms
wvulnerable te inflationary
pressures?
Histarically, bealtheare has had a Jev-
el of immmnity to mergin degradasion

- ies have been sble to keep

will be stable over the next few years,
The likely outeome of the mid-term
electinons this year is o divided govem-
ment, which would have the posigve of
delaying any deficit reduetion efform
affecting healtheare. IF the 2004 elec-
tions do result in & Regublican admin-
istrasion, theret probably o ineressed
chance of efforts o redoce federal
spending on hesltheare (likaly to dow
spending but not reduce it given the
ineresee in Medicare-aged popalation)
Even in 2 Republican administreticn,

margina presy otsble, even if wages
and rstevice costs favee, thrigls
Fipher polt iy dnl e i
trols. But we defnitely do e modest
P S o e e
wage inflationary environment scroso
the econamy: All of our companies are
wery groiwth minded, oo ixfation je hev
ing n impsct on the costs of retaining
emgployess and attrecting new talent.
Hecltheare i complicared, in the
wenise that you have the heslheare gro-
vider end the petient but i the TS

Bt et iy gy e B
care provider actaslly being able to past
on thoos costs to the payer 5o thar i
lesding to modest pressure oo mar-
gina, but improvemens in productvisy,
which slon create a Jot of ionmtio,
ST B i e sy et

Does this make tech

investmants in healthcare
even more relevant?
S, technology-ensbled sohutions, -
g b s it Py Faiiinia,
will play an impartant role in d=aling
with both the lsbour sveilshility and
wage inflation besdwinds. Both oo the
guoper sl ol e e e i
nificant opportunities to wee technolo-
¥ to mengition eway from peper-baged
end memel tuske. That ean help with
redhcing oot for clinical sk, ae
well ar reduciong coin and uitimacely
regulting in better care.

Technology s ako pleying o mic
in the chift away from the traditional
fee_for service model, snd towards val-
we-based care. This shift in the delivery
mode] started prior to covid, then aceal-
eruinad i e i el e
s el beroricale gt el

inereasing every year, imvestmentm in  mology: Part of the reason why we ke tion in healthesre technology, s well s but limited supgly — 5o sedled platforms DA heing uped. Once we resume @ net ineresse of 200 ssch pearisnacs lot, we expect the Affordable Care Acttore.  the gayer i uoually a third parcy —an Thar crestes  lot of pppartanities for

tech solutions and new deliverymodels  healthears — we have over 125 mid-  significantinnovation in the delivery of can help solve this supply-demand im- more nosmal level of dealfow, itwillbe  given the ineressed oeed for desmatolo- msin in glace as i retroagecs, the ACA.  emploper health glan ar @ government  middle market companies, sach as the

are wital m belp encure dhiae heclehears  dle market hedthezre barrowers in care. Alos, from the pharms and RED balance. intererting o ses how multiples fare, gy services as the pogulation ages har adéreroed many of the chall Funded antiey. Thic mesns theret a g omeswe investin, o provide sohstions =
Movembar 2022 = Futura of Private Dabt 7 8 Frivata Dabt nvestor «  MNowembar 2022 MNovambar 2022« Futura of Private Dabt 9
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