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Robust M&A Activity Continues

M&A Activity in healthcare services and life sciences remains robust, despite being

off slightly from peak levels of 2015. Interestingly, while Enterprise Value to EBITDA
multiples are pretty much in line with where they have been since 2011 for most
healthcare sub-sectors, there are exceptions, such as medical devices, where multiples are
at the high end of the range.

Only 3 of the 10 healthcare industry sectors that we monitor in this report outperformed
the market year to date through nine months, and most of the trends discussed below
continue to apply.

Life science stocks are once again outperforming their counter-parts in healthcare
services in 2017, as government budgetary pressures, CMS reimbursement cuts, payer
pressures (moving providers to in-network contracts and cutting out of network rates),
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The weak link in life sciences was specialty pharma (-10.9%). Highly publicized
criticisms of pricing tactics (Turing Pharmaceuticals, Mylan, and Valeant, to name a
few), PBM reimbursement pressures, and growing competition have hurt pricing and
revenues.

FDA recalls of opioids that have safety issues or don’t have sufficient tamper resistant
features and FDA approval delays have also impacted companies such as Endo
Pharmaceuticals, Pain Therapeutics and Durect Corp.

Healthcare service providers all underperformed with behavioral health, hospitals,
skilled nursing facilities, and the large physician practice management/ambulatory
surgery center stocks increasing or decreasing 12.1%, -3.6%, -19.7% and -36.1%,
respectively, the reasons explained above, such as declining utilization and
reimbursement pressures.

Trump Executive Order De-Funding Obamacare

President Trump signed an executive order in October to discontinue cost sharing
subsidies to insurance companies that were designed by the ACA to help them cover
the cost of co-payments and deductibles for low income individuals insured by plans
participating in the Obamacare Exchanges. As a result, and not surprisingly, a number
of insurance carriers are pulling out of those plans. The president’s strategy is clearly
designed to compel congress to get moving with respect to repeal and replace of the
ACA.

The Trump Administration’s goal appears to aim at driving members who were

on Obamacare plans to now sign up for Association Health Plans that can be sold
across state lines and that may not cover all of the essential healthcare benefits of
Obamacare, but may be cheaper. There is a lot of concern that people with pre-existing
conditions would end up paying a lot more for plans with adequate coverage, while
healthy people or corporations with healthy employees may be in the association plans
that are cheaper.

The idea is that small businesses could join Association Health Plans, which are based
on professional, trade or interest groups (SAG), and that offer insurance to members,
which will allow them to get clout with insurers as a large group plan. These plans
would not be encumbered by some of the Obamacare requirements to cover essential
healthcare benefits, but would be certified, and would need to meet minimum
standards and offer critical services to be acceptable to the members. These lower cost
plans would be exempt from some of the ACA’s coverage rules, and could grab some of
the healthier patients from Obamacare plans.

The issue is insurance cost versus patient protections, and even Republicans in
Congress are trying to undermine President Trump’s executive order on subsidies and
legislate measures to put the government subsidies back in place. This will continue
to play out, and uncertainty continues.

Recent Healthcare Service & Life Sciences
Industry Trends

HOSPITALS - BEARING THE BRUNT OF ACA DE-FUNDING

Obamacare is dying a death of a thousand cuts as the President signed an executive

order October 12, 2017 to de-fund Cost Sharing Reduction (CSRs) payments that the
government makes to insurance plans that are passed on to healthcare providers designed
to help poor Americans pay healthcare deductibles and co-payments for services such

as hospital admissions. These benefits for the poor had been in addition to lower cost
premiums for those that qualify and that purchased insurance through the state-
sponsored Obamacare insurance exchanges, such as Covered California. This comes after
many insurance providers have already withdrawn and canceled policies that had been
offered on the exchanges.

The impact is expected to be an increase in uncompensated care (bad debt expense or
charity care) for hospital and other service providers. Hospitals will take a double hit as
they are already confronted with declining admissions, with surgeries increasingly being
done in ambulatory surgery settings, shorter lengths of stay (patients being discharged
to lower cost care settings sooner) and declining Medicare, Medicaid, and private payer
reimbursement and insurance availability.



Ambulatory surgery centers (ASCs) and providers of
physician services to hospitals are being impacted by
softness in utilization, as well. Envision Healthcare

(an ambulatory surgery center owner and provider of
physician services to hospitals), have specifically called
out in their third quarter earnings reports that they are
being impacted by softness in utilization, after seeing
an increase in demand the last two years following

the expanded insurance availability and covered lives
resulting from the Affordable Care Act. The elimination
of subsidies to insurers participating in the exchanges
and tax penalties on employers and employees for

not participating in insurance programs will likely
impact utilization going forward, as will more and more
providers moving to in-network insurance contracts
from out-of-network billing.

PHYSICIAN PRACTICE MANAGEMENT -
OPHTHALMOLOGY RIPE FOR ROLL-UP

Physician Practice Management remains a compelling
investment opportunity for private equity, especially
in categories like ophthalmology where the industry
is growing, fragmented, and ripe for roll-up. New
technologies in cataract and refractive surgery are
often supplemented by a patient cash pay component
for lens technology upgrades and this area is expected
to grow rapidly as lenses improve and younger and
younger patients use them for vision correction. Retinal
specialists will also likely benefit from advances in
the treatment of wet and dry age related macular
degeneration that could drive a significant increase

in patient flow. A buyer of ophthalmology practices
can also acquire or add an ambulatory surgery center
to expand their revenue opportunity or they can add
new services and/or physicians to grow the practice.
Optometrists can also be trained to do more medical

screening and diagnosis to drive more clinically justified referrals and an aging global
population is expected to have a growing incidence and prevalence of eye conditions.
All these factors described above are expected to boost growth for the industry going

forward.

EBITDA multiples for ophthalmology practices have been running at 11-16x,
deservedly, in our view, given the growth opportunity relative to other areas of
healthcare services. Dermatology, dental, and urgent care clinics look to be attractive

growth opportunities, as well.

BEHAVIORAL HEALTH - BLURRY REIMBURSEMENT OUTLOOK, BUT

GROWTH EXPECTED TO CONTINUE

We have just been out on the road in front of several companies in the substance abuse
treatment segment over the last month, and what we have heard consistently is that

it has been tough to keep the census up, because whether you’re an in-network or
out-of-network provider, insurance companies are trying to avoid admissions and/or
are negotiating lower per diem rates for detox, residential, IOP, and lab. A number of
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the service providers feel that the taskforces investigating the industry have diverted
political attention away from the need to pressure insurers to agree to cover and allow
providers to admit patients in need of care. This and Google disallowing the purchase
of certain key adwords has made it more difficult for all providers to recruit patients,
negatively impacting their daily census and hurting revenue growth. In other words, it
appears that many providers have a lot of unfilled beds and potential cuts to Essential
Healthcare benefits and curtailment of Medicaid expansion efforts (or cuts in state
Medicaid programs and funding) that could have been implemented under the ACA

could negatively impact Behavioral Health, as well.

Given the magnitude of the substance abuse epidemic in the U.S. and the number of
persons untreated, we think that demand for treatment will continue to grow.




SKILLED NURSING FACILITIES - CAPITALIZATION RATES LOOK
ATTRACTIVE IF BUSINESS STABILIZES

Enterprise value to EBITDAR Multiples and Capitalization rates appear to be tracking
in the 8.5x and 12% range, respectively, in our estimation, and based on the BM Eagle
Holdings acquisition of Kindred Healthcare’s 89 skilled nursing facilities. About half
the acquisitions in this sector have been made by healthcare REITs, including Omega
Healthcare Investors, CareTrust REIT, Inc., Summit and others.

Reimbursement pressure, new and competing care delivery settings (LTACs,
Transitional Care and Home Care), and competition from large healthcare systems
that contract to manage the post-acute continuum of care are taking market share
and/or reducing length of stay. On the flip side, some of the LTAC patients that
don’t qualify for the new acuity guidelines will be pushed into skilled nursing, so
there are trade-offs. The Federal government budget crisis will continue to lead to a
continuation of CMS trying to drive the delivery of care into the lowest possible cost
setting.

Publicly-traded companies within the SNF sector are currently trading at median
enterprise value to revenue and EBITDA multiples of 0.9x and 9.0x, respectively.

BIOTECH - PROGRESS ON CANCER, BUT STOCK VOLATILITY
CONTINUES

Our Big Biotech index was up 18% through nine months and had rallied with the
market since April and May, but all the stocks in the group (with the exception of
Biogen), including Amgen, Celgene, Gilead, Jazz Pharmaceuticals, and Regeneron
have all fallen considerably since September quarter end, impacted by factors such

as competition and downward estimate revisions. CAR-T-Cell Therapies for Adults
with Advanced Lymphoma has created a lot of excitement in biotech and led Gilead to
acquire Kite Pharma for $11 billion in October. Juno Therapeutics, however, has now
come out and said that the latest data from its lead product candidate, called JCAR017,
are stronger than the data from Novartis Pharmaceuticals and Kite Pharma, who each
recently received FDA approval to start selling their CAR-T (chimeric antigen receptor
T cell) treatments. Patients treated with these drugs are responding well with high
cancer-free rates. M&A activity in biotech will continue selectively and we note that
the average premium has been 50% to the prior day’s close with respect to a broad list
of M&A transactions in biotech.

We anticipate that funding will be a growing challenge for smaller biotechs, as
investors have derisked with the market at higher valuation levels and the IPO market
window remains tight. In biotech, it’s all about the data, and a lot of small public
biotechs don’t have data from a multi-center randomized Phase II study, which is
what a lot of the healthcare funds require before even taking a look at a biotech
investment.

HEALTHCARE INFORMATION TECHNOLOGY - AN EXCITING ARENA
WITH MULTIPLE GROWTH AVENUES

With the healthcare payment system transitioning from volume-based fee for service to
value-based reimbursement and population health management, healthcare providers will
need greater and different healthcare information tools and analytics to truly understand
how to get superior outcomes at the lowest cost. HCIT is where healthcare providers are
spending money and, not surprisingly, this group has been the best performer in the
healthcare universe we are tracking through nine months.

Healthcare Information Technology encompasses an eclectic group of companies,
and represents an exciting segment that is destined to grow rapidly and also see a lot
of consolidation activity. New coding requirements imposed by the ACA and MACRA
will result in changes to billing systems and will impact revenue cycle management.
Telemedicine is an exciting opportunity, where reimbursement is expanding, new
business models are emerging, and companies like TelaDoc and Plushcare compete.

We are seeing a number of exciting and/or interesting business models emerge in
telemedicine, including digital radiology (reading digital x-ray images remotely), digital
optometry (vision screening remotely), and tele-robotics, whereby a company can consult
physicians to diagnose remotely and employ robots that can move around the hospital
and transmit images for physician and patient interaction.



There are also information service providers that help
pharma companies evaluate post market data or payers
evaluate cost outcomes with real world use of their
formulary drugs. Precision medicine, where a patient’s
treatment is tailored to their personal genetic profile,
will grow, along with bioinformatics as sharing of data-
intensive records among providers will be necessary.
Electronic medical records and their security are an
element of the equation, as well.

MEDICAL DEVICES AND HOSPITAL
SUPPLIES - HITTING ON ALL CYLINDERS

New products, growth in emerging markets, economies
of scale, and acquisition cost synergies are driving
stable, predictable growth in the medical devices and
hospital supplies subsector. Medical device stocks
continue to perform well, up 23.9% year to date on
growth in international markets, economies of scale
and cost synergies resulting from acquisitions, portfolio
balancing to focus on core strengths, proprietary
product introductions, and strong and predictable
financial performance. Recent deals include Cardinal
Health buying the Covidien Patient Care business

from Medtronic following Medtronic’s acquisition of
Covidien, ICU Medical buying Hospira from Pfizer, BD
buying C.R. BARD, Teleflex buying NeoTract, Integra
LifeSciences buying Codman from JNJ, and Owens &
Minor buying the surgical and infection prevention
business from Halyard Health. The list goes on. Exciting
and disruptive new U.S. product approvals such as
Abbott’s FDA approval of the FreeStyle Libre Flash
blood continuous glucose monitor (near continuous)
has impacted stock prices as well, boosting Abbott
shares and crushing Dexcom. There remains a lot of
opportunity for growth in medical devices in structural
heart disease, diabetes, ophthalmology (multi-focal
lenses), spinal implant technologies, aesthetic medicine,
and other areas.
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HEALTHCARE PUBLIC COMPANY ANALYSIS

Hospitals
Community Health Systams, Inc. CYH 6758 B54% 57% 4155227 36.9% 102% 083 87x 78x 83x
HCA Healthcare, Inc. HCA 7959 874% 34% 613769 375% 194% 145 75 75 33
Kindred Healthcars, Inc. KND 680 571% (19.9%) 39142 419% 65% 055 83 72 71
LifsPoint Health, Inc. LPNT 5750 8L6% B5%) 5,2620 324% 13% 082 69 72 38
Quorum Health Corporation QHC 518 54.8% (410%) 14387 355% 43% 068 16.0 130 143
Salect C SEM 1320 98.0% 354% 58376 191% 112% 137 123
Tenet Healthcare Corp. THC 1643 681% [Q34%) 18,7995 355% 107% 097 91
Group Median 681% 3.6%) 45,8376 355% 10.7% 089 87x
Broup Mean 73.2% [4.8%) 16,0217 341% 105% 036 98
Haaithcara information Tachnology
Allscripts Healthcare Solutions, Inc. MDRX §1423 985% 274% 44,2845 495% 9% 259x 26.8x
athenaheslth, Inc. ATHN 12436 784% 86% 51745 517% 111% 443 405
Carner Corporation CERN 7132 98.7% 46.9% 235549 85.2% 280% 481 72
EvolentHealth, Inc. EVH 780 64.7% 6.7% 12m2 384% [141%) 333 NM
Inovalon Holdings, Inc. INOV 705 95.8% 65.7% 22061 644% 150% 525 328
McKesson Corporation MCK 15351 90.7% [03%) 395371 55% 20% 020 10.0
NentHealth, Inc. NH 412 297% 583%) 5411 398%  [1183%) 551 NM
Omnicsll Inc. OMCL 5105 96.9% 48.3% 20795 445% 63% 306 487
OptimizeRx Corporation DPRX 124 95.4% 543% 304 495% [138%) 335 NM
Quality Systam, Inc. gsi 1573 88.7% 1B.7% 10184 56.5% 18% 196 166
Teladoc, Inc. TooC 3315 883% 104.2% 16816 75.0% (25.7%) 1069 NM
Veeva Systems Inc. VEEV 5641 82.9% 434% 72075 69.3% 250% 1167 466
Group Median 89.7% 354% 1428 50.6% 80% 3.92x 29.8x
Broup Mean B4.0% 303% 73766 525% [5.7%) 474 299
AAC Holdings Inc. AC 9993 437% 30% 64288 361% 13% 161x 143x
Acadie Healthcare Company, Inc. ACHC 7% 87.9% 26.3% 74106 411% 203% 282 129
Magsllan Health, Inc. MGLN 8630 935% 121% 24m2 55% 45% 046 99
The Providence Service Corporation PRSC s408 98.3% 434% 7513 8% 42% 047 1.0
Universal Heslth Services, Inc. UHS 1084 855% 12% 14,7327 421% 1659% 1485 86
Broup Median 87.9% 121% e4m2 361% 113% 146x 100x
|Ou Msan 84.2% 3% 51454 265% 115% 132 13
Madical Davicas and Hospital Supplias
Abbott Laboratories ABT 45336 974% 409% $1071510 577% 218% 454 208x
Baxter International Inc. BAX 6275 96.9% 441% 338208 432% 217% 329 152
Boston Sclentific Corporation BSX 2917 93.2% 343% 45,6643 713% 265% 524 198
Becton, Dickinson and Company BOX 19585 948% 228% 49,7324 489% 262% 409 156
Edwards Lifesclences Corporation EW 10931 89.8% 15.2% 22,9667 74.0% 323% m 220
1CU Medical, Inc. Icul 18585 98.4% 27.9% 35133 361% 120% 455 380
Integra LifeScences Holdings Corporation JART 5048 895% 162% 14,6672 66.9% 230% 448 194
Medtronic plc MOT 7 867% 106% 126,3946 68.9% 307% 422 137
Stryker Corparation sYK 14202 95.4% 233% S6,7025 66.3% 275% 474 73
Telefiex Incorporatad TR 24197 99.2% S16% 12,2212 55.5% 262% 615 235
Zimmer Biomet Holdings, Inc. Z8H 1703 87.7% 15.8% 33,9094 733% 361% 438 121
Group Median 95.4% 239% $33,9094 66.3% 262% 454 194x
Group Mean 941% 276% 451586 50.2% 258% 480 198
Dansher Corporation DHR $85.78 96.8% 8.0% $704613 554% 239% 404x 16.9x
GenMark Diagnostics, Inc. BNMK 953 704% 32.0%) 45411 517% (98.7%) 898 NM
Holagk, Inc. HOLX 3659 784% [B88%) 12,94527 B44% 337% 434 1287
Numing, Inc. ILMN 19920 92.9% S6.9% 2844420 58.7% 268% 144 42,66
Laboratory Corporation of America Holdin LH 15057 919% 155% 21,21255 335% 192% 213 1141
Luminex Corporation LMNX 2033 861% [05%) 79226 648% 1B.7% 266 15.90
Myriad Genetics, Inc. MYEN 3618 99.2% 1126% 242409 778% 12.7% 314 2481
NeoBenomics Inc. NEO 1113 95.7% 17% 100954 454% 10.7% 405 3.7
PerkinElmer, Inc. PKI 6897 98.3% 32.9% 8,07681 47.5% 194% 37 1941
Quest Diagnostics Incorporated DEX 9354 82.3% [0.7%) 16,3890 388% 190% 215 135
Thermo Fisher Sclentific Inc. ™0 18920 974% 312% 92,00421 463% 251% 479 1912
92.9% 8.0% $12,9453 517% 192% 404x 18.0x
30.0% 19.7% 231103 541% 95% 469 212
Allergan ple AGN 420495 798% B4%) $97,8706 87.2% 408% 650x 15.9x
Diplomat Pharmacy, Inc. 0PLO 207 705% 58.0% 153252 73% 15% 034 2175
Endo International ple ENDP 857 39.2% [563%) 9,58140 356% 78% 237 3058
Public Limited MNK 3737 521% [B7.9%) 915427 525% 204% 280 1373
Mylan N.V. MYL 3137 684% [21%)  3L04453 435% 32.7% 259 791
Teva Pharmaceutkcal Industries Uimited TEVA 750 378% (60.2%) 5755471 52.2% 318% 246 7
TheMedicines Company MDCO 3704 66.2% 51% 29713 445%  (2843%) 2812 NM
Valeant Pharmaceuticals Intemational Inc ~ VRX 1433 576% [@55%) 3233931 2.2% 407% 3s1 861
Broup Median 613% [O0S%)  $203130 483% 261% 263 137x
Group Mean 53.0% % 30,2565 494% %) 609 152
Motas:
(a) Market value based on fully-diluted shares i ion of all i in-the-money options, less shares repurchased using option proceeds.
(b) Enterprise Value equals Market Value plus total straight and convertible debt, preferred stock and minority interest, less cash and i in
LTM EBITDA, EBIT and Net Income exclude extraordinary items.




HEALTHCARE PUBLIC COMPANY ANALYSIS [CONT.)

Elotach
AmgenInc. AMEN $1B6.45 976% 230% $1318829 822% 536% 572x 107 10 2Bx
Biogen Inc. =110} 31312 049% 188% 69581281 87.3% 54.8% 586 10.87 1087 101
Celgene Corporation CELG 145,82 098% 172% 118,226.37 016% 307% 70 2448 2049 286
Gilead Sciences, Inc. GILD gLo2 039% B8.1% 11080614 849% B631% 380 617 577 146
JazzPharmacauticals Publc Limited Comp JAZZ 146.25 893% 255% 1014088 082.8% 40.2% 658 1336 1351 220
Regeneron Pharmaceuticals, Inc. REGN 44712 823% 172% 47085.37 55.2% 348% 809 25.87 3281 039
Group Median 04.4% 18.0% 680,3585 B6.1% 514% B.27 121x 123x 18x
Msan 93.0% 183% 813441 82.3% 40.2% 6.81 152 173 18
Sxlled Nursing Facilities
Brookdale Senior Living Inc. BKD 61060 509% [9.7%) $6,082.0 336% 186% 171x 8.2x 88x BB8x
Capital Senior Living Corporation csu 1255 702% (23.0%) 137481 408% 17.0% 300 1769 1812 12.09
Diversicare Healthcare Services, Inc. over 1150 80.7% 148% 162.28 206% 5.0% 031 624 832 354
Five Star Senior Living Inc. FVE 155 S10% (44.3%) 1813 518% 12% 010 a.02 523 454
Genesis Healthcare, Inc. GEN 116 244% (769%) 478470 40.7% 8.3% 088 10,65 827 ne1
National HealthCare Corporation NHC 6257 2% [@54%) 89107 405% 107% 094 877 BB1 146
The Ensign Group, Inc. ENSG 22,50 86.7% [A7%) 140126 110% 70% 0.80 1us1 nrs 240
(Group Median 702% [19.7%) 61.374.8 405% 83% 0.88x 8.2x 88x 45x
Msan 673% | 8%] 22463 34.2% 07% 111 104 100 B1
Bhysician Practics Managamant
DaVitaInc. DVA $50.39 B4E% [129%) 07224 26.9% 163% 138x B5x 83x 3
Envision Healthcare Corporation EVHC 44085 601% (34.7%) 1211703 206% 163% 201 1233 1523 6.44
MEDNAX, Inc. MD 4312 598% (375%) 571534 310% 188% in 910 BES 282
Surgery Partnars, Inc. SERY 1035 430% (38.9%) 275884 256% 204% 243 nee 1ne7 789
(Group Medisn 600% (36.1%) $8,0166 28.3% 176% 186x 105x 100x 51x
Mean £19% 1.0%] 10,328.6 285% 17.0% 188 105 109 52
AstraZaneca PLC AZN 8664 898% 252% $90,353.8 82.9% 272% 48x 16.8x 168x 33x
Bristol-Myers Squibb Company BMY 637 1000% 79% 106,362.8 735% 207% 526 77 185 14
GlaxoSmithKline plc GSK 19.06 853% 44% 1207448 687% 27.3% 312 n4 138 23
Johnson &Johnson NJ 13001 048% 217% 370,834.8 60.4% 34T s11 148 149 14
Merck & Co.,Inc. MRK 64.03 859% 51% 187,824.5 68.6% 3B6% 469 122 123 16
Novartis AG NOWN 8555 083% 174% 2226392 65.5% 20.4% 453 154 154 21
Pfizer Inc. PFE 3570 0856% 92% 2421014 788% 387% 482 120 122 22
RocheHolding AG ROG 25511 005% 9% 2350462 713% 305% 418 105 1us 10
Sanofi SAN 80.29 004% 209% 133,085.8 60.1% 30.0% 321 107 122 17
Group Median 048% 92% 91878245 60.4% 30.0% 457 12.2x 138x 1%
03.7% 134% 1908893 T2.0% 32.8% 436 135 142 19
Overall Median 89.0% 91% $12169.6 506% 19.3% 3.34x 135x 129x 31x
Overall Mean 820% 95% 435325 518% 135% 398 166 139 4.0
Nales:
(a) Market value based on fully-diluted shares @ ion of all 3t in-th y options, less shares repurchased using option proceeds.
(b) Enterprise Value equals Market Value plus total straight and convertible debt, preferred stock and minority interest, less cash and i in

LTM EBITDA, EBIT and Net Income exclude extraordinary items.
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Stout’s healthcare experts are constantly called upon to provide M&A advisory,
fairness and solvency opinions, real/personal property valuation, and litigation
support services to healthcare providers throughout the U.S. Our clients include
large, publicly traded companies, national and regional nonprofit healthcare
systems, local hospital authorities, private equity firms and their portfolio
companies, healthcare REITs, ancillary services providers, physicians groups
and others operating along the healthcare continuum.

HEALTHCARE/SYSTEMS OTHER HEALTHCARE
PROVIDERS ORGANIZATIONS:
= Acute care hospitals = Medical device
= Rehabilitation hospitals manufacturers
= Long-term acute care hospitals = Pharmaceuticals
= Surgical/specialty hospitals = Biotech
= Psychiatric hospitals = Medical research
= Skilled nursing facilities = Distribution
= Senior housing = Information technology
= Healthcare REITs = Management/staffing
= Ancillary service providers = Intermediaries

(diagnostic imaging, ambulatory
surgery centers, dialysis, physical
therapy, sleep labs, wound care,
etc.)

= Physician groups

= Dental groups

= Behavioral health
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