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Providers are finding themselves with rapidly accelerating costs at

the same time as their traditional fee-for-service revenue model is

being upended,” said Josh Nelson, Managing Director and Head of
Healthcare, THL.
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This dynamic is requiring organizations to think of innovative
approaches to recruiting and retaining staff, attracting patients, and
ultimately reimagining the way care is delivered if they want to
thrive in the new environment.
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Patent cliffs and funding slowdown for pharma and biotech:

The pharmaceutical and
biotech industries faced their
own set of challenges in 2023,
including patent cliffs and a
funding slowdown. The loss of
exclusivity on drugs is
expected to make a significant
impact on pharma revenues.
Patents for nearly 200 drugs
will expire by 2030, putting
approximately $236 billion in
pharma sales at risk for
pharma companies big and
small. In fact, over the next 10
years, revenues are estimated
to decline by 46% for the
world’s biggest players.*

Meanwhile, the biotech funding slowdown that began in the latter half of 2022 persisted into
2023, impacting the industry's ability to flnance new innovations.



Despite these challenges, the industry witnessed a surge in the development and approval of
new drugs, particularly complex therapeutics.

In 2022, the U.S. FDA approved 37 novel drugs, the lowest number of approvals in five years.®
As of December 20, 2023, the FDA has approved 54° new molecular entities and new
therapeutic biological products as well as 207 vaccines, allergenic products, and cell and
gene therapies.

We believe breakthroughs in areas like cell and gene therapies signal a promising future for
healthcare innovation.

The market demand for outsourced pharma services remained very
robust in 2023, with large pharma continuing to invest in
capabilities to maximize the global revenue of their existing

portfolio assets,”

We are also seeing an acceleration of new therapeutic approaches
that require a highly specialized ecosystem of service providers to
address the increasingly complex regulatory, logistical, and
technical requirements for these innovative modalities.

The rise of generative Al in healthcare — and its potential to
transform the industry:

Generative Al was the buzzword of 2023, drumming up excitement across industries. While
still in its infancy — only 6% of healthcare providers have a generative Al strategy today® — it
holds immense promise in healthcare, an industry marked by evolving regulations,
administrative inefficiencies, and large swaths of siloed data.

Because of its ability to analyze data — including online patient records, physician notes, and
medical images, to name a few — generative Al could ultimately improve diagnostics and
care planning, aid in key pharmaceutical processes like clinical trials, and help providers
streamline revenue cycle management and other time-consuming tasks. Unsurprisingly, 80%
of healthcare providers are accelerating spending on IT and about 50% are actively
developing a generative Al strategy.®



While we believe that Al has the potential to fundamentally
transform the healthcare industry, it is still very early days in terms
of understanding how and where the use of Al will gain widespread

adoption and acceptance. In the near term, Al is most likely to be
successfully applied against administrative activities such as
revenue cycle and scheduling optimization, and we think
organizations will take a more measured approach towards clinical

applications given the potential implications of mistakes on clinical
care,”

Impact on the Deal Environment »

The rapidly shifting healthcare landscape has had a profound impact on the private
equity deal environment. While there have been headwinds, like inflationary pressures
and a drop in biotech funding, we believe the sector remains an attractive space for
investment. What's more, findings from EY’s 2023 PE Pulse Industry Survey point to an
increased emphasis on healthcare investing over the next 12 months, especially across
pharma, IT, and other niche areas.®

Anytime you have a market in the midst of tremendous transformation and
uncertainty, as healthcare experienced in 2023, there tends to be a natural cooling
of the M&A environment,” said Nelson.

“There are some estimates that transaction activity is down as much as 80%
relative to the past several years, which has obviously impacted valuation multiples
throughout the industry, with the exception of some notable outlier examples.

Sam Hendler, Managing Director, Business Development, added,
“The overarching theme for healthcare M&A in 2023 was
‘flight to quality.’ Businesses with tangible ROI for their solution,
demonstrable speed to value, and a differentiated market position
garnered multiples at, or in some cases above, what we saw at the market
peak in 2021 and early 2022, whereas other deals had reduced valuation
expectations or simply did not transact.




2024 Outlook »

There are many reasons to be optimistic about how the healthcare sector will evolve in 2024.
On one hand, rising and aging populations ensure an ongoing need for healthcare services.
In addition, the sector is still in the early stages of its digital transformation and adoption of
generative Al, presenting opportunities for innovative solutions in both clinical care and
research settings. Moreover, the ongoing consumerization of healthcare is creating
investment opportunities for companies that prioritize patient-centered care and align with
the changing preferences and needs of healthcare consumers.

We expect staffing shortages and constrained budgets to be a
long-term operating challenge for the healthcare industry,”
That dynamic ultimately creates real opportunities for innovative
companies with unique service offerings and technology solutions that
address these needs.

Other opportunities lie in drug development. “The rising popularity of
new classes of biologics like weight loss drugs in the GLP-1 class and
the expansion of indications for drugs like Keytruda show that there is

still tremendous opportunity in the pharmaceuticals and biologics
sector,” “The complexity across the value chain creates
huge opportunities for investment.”

While the interest rate environment and 2024 presidential election
may create some potential headwinds this year, we believe there will
be a meaningful uptick in activity relative to last year,

| believe the deal environment in 2024 is tailor-made for THL's
approach: find great teams leading next-generation companies with
long-term secular growth potential that are solving critical problems
for their stakeholders.
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