Five Private Equity
Trends Life Sciences
Companies Need

to Know

Insights from BDO's 2023 Private Capital Pulse Survey



A new era of innovation is underway in the life sciences industry with the
increasing number of new drug modalities such as cell and gene therapy,
MRNA, and targeted medicine in development. In addition, technologies
such as in silico studies and Al are accelerating drug development by
assisting researchers in analyzing high volumes of data.

While technological advancements offer far-reaching opportunities for life sciences organizations, the financing landscape
has shifted away from the sky-high valuations of a few years ago, when funding poured into life sciences companies of
all sizes. In an environment where elevated interest rates have made it more difficult for life sciences organizations to
compete for capital, private equity funds are ready to deploy the cash on their balance sheets and offer an alternative
source of funding.

In March 2023, BDO conducted a survey of 405 U.S. private equity fund managers and operating partners, 200 U.S.
portfolio company CFOs, and 50 U.S. board members. Of the 405 fund managers and operating partners surveyed,

104 said they invest in life sciences (among other industries). Of those 104, almost half (46%) are seeking growth
equity investments and roughly a quarter each are seeking either venture (25%) or leverage buyout investments (29%).
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We analyzed the data from this subgroup of 104 fund managers and operating partners to identify the top five
life sciences PE trends that life sciences leaders need to know:

1.

<

Risk exposure and economic uncertainty threaten deals

Fund managers who invest in life sciences companies indicated their top challenges to closing
deals were risk exposure uncovered during due diligence (such as cybersecurity concerns, financial
information, and liabilities litigation), and economic uncertainty.

When it comes to risk exposure, there has been an uptick in litigious activity across industries, and ‘
life sciences is no exception. Fund managers want documentation on all possible legal exposures and all previously
settled lawsuits. The life sciences industry has always been at risk for class-action lawsuits around pharmaceutical
products, but it now has to address the increasing possibility of environmental class-action lawsuits as well,

Additionally, economic uncertainty may cause an asset's value to fluctuate from quarter to quarter, requiring
revaluation multiple times resulting in extended negotiations and deal closure delays.

ERP integration is the top post-M&A operational challenge.

Thirty-six percent of fund managers who invest in life sciences companies say technology and enterprise
resource planning software (ERP) integration and optimization is their top post-M&A operational
challenge. If private equity funds are conducting tuck-in deals, they may find that the acquiring company
uses a different ERP system from the target company. Moving data to a new system can be a huge
operational challenge. The acquisition of the new entity may prove too large for either legacy system,
necessitating the purchase and implementation of a new ERP system — requiring a significant investment.

PE firms are mildly optimistic about life sciences assets.

When it comes to deal pricing, 44% of fund managers investing in life sciences expect assets to trade
1-9% higher in the next six months. But fund managers across all industries expect assets to trade at
10-24% higher over the next six months. Again, part of the expectation that asset prices will fluctuate
reflects economic uncertainty and the implications of changing valuations.

Life sciences companies were highly valued during the COVID-19 pandemic period, but those valuations have since
come down significantly. While the industry is still highly valued, PE leaders do not expect to see for some time
the same valuations that were present in 2020-2021. Additionally, companies that focused entirely on COVID-19
vaccines and treatments in 2020 are now struggling to gain traction, and leveraged businesses face high costs of
capital due to elevated interest rates.

Finally, as the number of advanced therapies in development, such as cell and gene therapies and mRNA therapies,
is growing, the FDA is grappling with personnel constraints. This is due in part to difficulty finding qualified
professionals who understand how appropriate regulatory guidelines apply to new drug therapies.

\
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https://news.climate.columbia.edu/2023/08/09/climate-lawsuits-are-on-the-rise-this-is-what-theyre-based-on/#:~:text=According%20to%20the%20report%2C%20the,in%20the%20United%20States%20alone.

4. ESG risk management is integral to deal close 5. PE funds help life sciences portfolio companies manage cash

Eighty-three percent of fund managers who invest in life sciences @ and solve procurement issues.

say they have turned down an investment opportunity because of % % One of the main ways that private equity firms provide value to their

ESG concerns, and 37% have turned down an investment due to the portfolio companies is that they offer guidance on how to improve

asset’s lack of focus on ESG principles. Companies looking to secure cash flow, with a common strategy being debt recapitalization.

PE investment need to recognize that some PE fund managers will only invest in + Fund managers investing in life sciences say their top value creation lever is cash

companies that meet a certain score on an ESG rating platform. Alternatively, funds
may ask companies to disclose their decarbonization plans before moving forward
with a deal. Life sciences companies should be prepared to disclose their ESG ratings
information and/or decarbonization plans when pursuing PE investment.

flow optimization (23%).

«  With regards to their operations, 40% of fund managers investing in life sciences
say their guidance on procurement is most valuable to their portfolio companies.

For life sciences companies, PE investment typically leads to greater purchasing
power when it comes to procurement. PE funds may have vendor agreements that
extend discounts on vendor services to portfolio companies and will likely have
specific expertise on global supply chain management.

Want to get the full private equity overview? Read our 2023 Private Capital Pulse Survey report to learn how asset prices are changing,
what role ESG considerations are playing in PE investment strategies, what's stopping deals from getting done, and more.

READ THE 2023 PRIVATE CAPITAL PULSE SURVEY
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What Comes Next?

Life sciences leaders looking to pursue PE investment need to understand investors' priorities and concerns to navigate the deal
process effectively. Based on current PE trends, life sciences leaders should be especially mindful of the following considerations:

1. Understand risk exposure.

As macroeconomic conditions have fluctuated in recent years, PE buyers have become more concerned
about risks. The due diligence process will be thorough. Be prepared to conduct a risk assessment and
provide details on all relevant risks, such as past, current, and potential future litigation. Private equity
funds may also have specific criteria for ESG-screened investing, so be prepared to provide ESG ratings

information or documentation on your organization's decarbonization plan.

2. Be prepared for multiple valuations.

Due to the fluctuating economy, a potential PE buyer may want to conduct a second valuation.
Because of economic uncertainty, a valuation from six months ago may not be accurate today.
The entire acquisition may take 1-2 years, so if a deal is delayed, a second valuation may be necessary.
Life sciences companies should keep all documentation organized and easily accessible to facilitate the

valuation process.

3. Define how a PE investor is right for your organization.

) ) PE funding can help life sciences companies gain access to the cash they need to advance their
development. But when evaluating PE investors, it is also important to consider the other, non-cash
benefits an investor brings. Life sciences businesses should select a PE firm that has ample experience
working with life sciences companies. Does the firm have connections to contract manufacturers that
can secure discounts or prioritization of their products? How can the firm help navigate any supply

chain challenges a company may be facing?

As technology-driven advancements and clinical innovation accelerate the evolution of the life sciences
industry, staying on top of the latest trends and developments in the PE space is critical for companies
pursuing a potential transaction. Understanding the PE landscape enables life sciences firms to position
themselves for success in a competitive and rapidly evolving environment.

~

WANT TO LEARN MORE ABOUT

WHAT'S HAPPENING IN PE?
READ OUR FULL 2023 PRIVATE
CAPITAL PULSE SURVEY REPORT.
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At BDO, our purpose is helping people thrive, every day. Together, we are focused on delivering exceptional and sustainable
outcomes — for our people, our clients and our communities. Across the U.S., and in over 160 countries through our global
organization, BDO professionals provide assurance, tax and advisory services for a diverse range of clients.

BDO is the brand name for the BDO network and for each of the BDO Member Firms. BDO USA, P.C., a Virginia professional
corporation, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the

international BDO network of independent member firms: www.bdo.com

Material discussed in this publication is meant to provide general information and should not be acted on without professional
advice tailored to your needs.

© 2023 BDO USA, P.C. All rights reserved.
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