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Healthcare Transformation Is Real and Is Policy Agnostic

Employer and Insurer Market Evolution
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Emergence of the Healthcare Consumer
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Shift to Value Based Care

Redefined Access and Delivery

Disruptive Innovation and Competition
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The Traditional Provider Business Model Is Under Attack

Shifting Costs to Consumers Changing Culture and Escalating Expectations
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INCREMENTAL CHANGE IS NOT ENOUGH
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Transformation Is The Source of A New Partnership Era

KaufmanHall

2017 in Review:
The Year M&A Shook the
Healthcare Landscape

The old business model of
economies of scale and synergies
still matters, but accessing and
capitalizing on intangible asset
investments and reducing
susceptibility to commoditization
have brought “an entirely new

echelon of leading-edge
partnerships.”
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The number of
transactions

Consolidation Is Accelerating

nearly doubled
between
2007-2017

Hospital and Health System M&A Transactions, 2000-2017
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Sources: Kaufman Hall Transactions Data, S&P Median Credit Rating Reports, Moody's Median Credit Rating Reports, Moody's Credit Rating Changes Reports.
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The Participants Are Increasingly Including Market Leaders

Year Transacted Number of
Revenue ($B) | Transactions

2017 $63,186 115
2016 531,288 102 Number of Targets, Credit Ratings A- or Above
2015 $32,028 112 16
14
2014 $23,098 102 12
2013 $31,328 98 10
8
6
4
2
0

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Note: For cases in which two parties merged, smaller party labeled as “Target”; Size determined based on target revenue.
Sources: Kaufman Hall Transactions Data, S&P Median Credit Rating Reports, Moody's Median Credit Rating Reports, Moody's Credit Rating Changes Reports.
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For-Profits Are Exiting Certain Markets
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For-Profit/Not-for-Profit Dynamics Are Changing

* 32% of 2017 sale transactions involved for-profit divestitures

* More transactions involved not-for-profits purchasing for-profit assets

2017 Not-for-Profit and For-Profit

Hospital/Health System Deals (as % of total)

Not-for-Profit Acquiring Not-for-Profit 57%
Not-for-Profit Acquiring For-Profit 16%
For-Profit Acquiring Not-for-Profit 11%

For-Profit Acquiring For-Profit 16%
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New Entrants Are Launching a New Strategic Attack

. ~ * Scale: $185 billion
lJJ UnitedHealthcare ,
“a e Strategic attack: Control ecosystem of
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¥ CVSHealth ° Scale: $216 billion

e Strategic attack: Control ecosystem of retail

@®
a'etna care, chronic care management, pharmacy,

and insurance—marginalize hospitals
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What It Takes to Be a Successful Health System in the Future

e Financial resources to invest in new capabilities, particularly for digital health
and population health management

e Market presence across a sufficiently broad geography
e Capital and resources for innovation, and research and development

* Internal talent and ability to attract external talent, especially in the digital
space

 Ability to attract innovative partners and a strategy to maximize value of those
partnerships

* Financial wherewithal to allow time and flexibility to develop the necessary
capabilities and test new strategies

Capital Providers Should Ensure Borrowers Are
Moving to the New Business Model
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224.724.3132
asingh@kaufmanhall.com

Anu Singh
Managing Director

Anu Singh, a Managing Director of
Kaufman Hall, provides financial advisory
services to healthcare organizations and

companies nationwide. Mr. Singh leads
the evaluation, structuring, negotiation,
and execution of mergers, acquisitions,
partnerships, joint ventures, and other
forms of transactions. He also leads
projects involving the assessment of
strategic options, growth strategies and
business unit/segment viability. His
clients include national and large multi-
regional health systems, academic
medical centers, community hospitals,
large physician practices and groups,
health insurers, non-acute care
providers, and capital providers to
healthcare entities. Mr. Singh has
advised on or evaluated more than 100
healthcare transaction-related
engagements.

Prior to joining Kaufman Hall, Mr. Singh
was a Director at Huron Consulting
Group, within its Corporate Advisory
Services practice. His previous
experience includes the execution of
turnaround and restructuring plans, and
advising on mergers, acquisitions, and
other transactions. Mr. Singh also has

raised capital for a variety of clients,
ranging from underperforming or
distressed companies to well-capitalized,
investment-grade companies across
multiple industries. He has extensive
overseas work experience, particularly
on behalf of aid agencies, Central Banks,
and other parties involved in major
financial markets.

Mr. Singh has presented at various
industry and professional events and
seminars, including those sponsored by
The Governance Institute, Healthcare
Financial Management Association,
Voluntary Hospital Association, Becker’s
Hospital Review, National Federation of
Municipal Analysts, and the Turnaround
Management Association. He also has
authored articles and been quoted in a
number of industry publications.

Mr. Singh has an M.B.A. from
Northwestern University’s Kellogg School
of Management and a B.S. in Finance
from the University of lllinois at Urbana-
Champaign. He also holds CPA, CFA, CTP,
CIRA, and CDBV certifications.
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Qualifications, Assumptions and Limiting Conditions (v.12.08.06):

This Report is not intended for general circulation or publication, nor is it to be used, reproduced, quoted or distributed
for any purpose other than those that may be set forth herein without the prior written consent of Kaufman, Hall &
Associates, LLC. (“Kaufman Hall”).

All information, analysis and conclusions contained in this Report are provided “as-is/where-is” and “with all faults and
defects”. Information furnished by others, upon which all or portions of this report are based, is believed to be reliable
but has not been verified by Kaufman Hall. No warranty is given as to the accuracy of such information. Public information
and industry and statistical data, including without limitation, data are from sources Kaufman Hall deems to be reliable;
however, neither Kaufman Hall nor any third party sourced, make any representation or warranty to you, whether express
or implied, or arising by trade usage, course of dealing, or otherwise. This disclaimer includes, without limitation, any
implied warranties of merchantability or fitness for a particular purpose (whether in respect of the data or the accuracy,
timeliness or completeness of any information or conclusions contained in or obtained from, through, or in connection
with this report), any warranties of non-infringement or any implied indemnities.

The findings contained in this report may contain predictions based on current data and historical trends. Any such
predictions are subject to inherent risks and uncertainties. In particular, actual results could be impacted by future events
which cannot be predicted or controlled, including, without limitation, changes in business strategies, the development of
future products and services, changes in market and industry conditions, the outcome of contingencies, changes in
management, changes in law or regulations. Kaufman Hall accepts no responsibility for actual results or future events.

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report.

All decisions in connection with the implementation or use of advice or recommendations contained in this report are the
sole responsibility of the client.

In no event will Kaufman Hall or any third party sourced by Kaufman Hall be liable to you for damages of any type arising
out of the delivery or use of this Report or any of the data contained herein, whether known or unknown, foreseeable or
unforeseeable.
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Exceptional Partners. Exceptional Performance.
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