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The Rise of Start Up Healthcare Entities and Their Transformation of the Market

Consumer demand has long been an important driver of
change in the health care industry. For example, through
the 1900’s, the average American spent $5 a year
(roughly $110 today) on remedies that were futile
attempts at healing the sick.' However, with the
establishment of clean medical facilities, antibiotics, and
educated physicians, consumers were no longer only
seeking care in extreme circumstances, but instead
began seeking medical care to treat common illnesses.?
This change in demand resulted in a need for new tools,
such as health insurance, to help cover the costs of
care.® Similarly, the Affordable Care Act has changed
the market by further engaging consumers in the
participation of their care while also developing new
and more efficient ways to help provide high quality
care. The result is a window of opportunity for
innovative and new market entrants who wish to
develop cutting edge technologies and a rapidly
growing industry of healthcare startup companies with
the ability to change the face and functions of the
healthcare market.

One new innovator is Oscar Health, a company that has
received significant publicity in the healthcare startup
industry for achieving company valuations in excess of
$1.5 billion dollars.* The company designed a mobile
application that allows a person to search by symptoms,
have a variety of suggested treatment options, and map
out on a google-maps type interface where these items
or services can be located and what their costs will be.
Its straightforward and transparent nature has had a very
positive  response, and earned the company
approximately $180 million in revenue from 40,000
customers in one state.”

As a direct result of innovative startup companies like

Oscar Health, the healthcare market has seen a
significant and rapid influx of capital, growing
valuations, and increased investments. In the first

quarter of 2015, healthcare startups raised $3.9 billion in
venture capital from interested investors in
biotechnology, digital health, and healthcare service
fields.° Since the first quarter of 2014, investment
capital has increased by 72% in the biotechnology field,
56% in the digital health field, and 515% in the
healthcare services field.” These startups provide the
potential for not only earnings that will come from the
demand for their innovation, but also for the various
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market price controls and lucrative intellectual property
protections that may come with developing state of the
art technology.

The opportunity with startups has not only gained the
attention of individual investors and investment firms,
but major companies have begun to cash in on potential
opportunities. Some companies are offering cash
buyouts for the acquisition of these promising startups
as an investment venture to keep their company
innovative and competitive in the future healthcare
markets. For example, Johnson and Johnson recently
acquired Alios BioPharma Inc., which has developed
novel antiviral therapies for respiratory disease
treatment, for $1.75 billion in cash. ® Other companies
are aligning with startups to develop meaningful
product partnerships in an effort to enhance their
products relevance and utility in the changing face of
the healthcare market. Just recently, IBM acquired two
technology startup companies to help design its HIPAA-
enabled Watson Health Cloud.® It then announced a
partnership with Apple, Johnson and Johnson, and
Medtronic to use its developing data analytics cloud
software to help enhance these organizations’ products
while also establishing its importance in the rapidly
developing data analytics market.™

While these trends clearly demonstrate that a growing
number of investors are seeing these startups as a
promising investment opportunity, many business
analysts believe there is more uncertainty in the market
when it comes to seeing a return on investment.
Regardless of the position taken as to whether or not the
investment is money well spent, most analysts
recommend reviewing the product not only for its utility
and design, but also to see if it is a sustainable business
model and if the market is ready to accept the
new product.**
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HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
over 45 states, in providing
services including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief
Executive Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized
healthcare financial and economic consulting firm headquartered in St. Louis, MO, serving
clients in 49 states since 1993. Mr. Cimasi has over thirty years of experience in serving
clients, with a professional focus on the financial and economic aspects of healthcare service
sector entities including: valuation consulting and capital formation services; healthcare
industry transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other regulatory and policy
planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as several
professional designations: Accredited Senior Appraiser (ASA — American Society of Appraisers); Fellow
Royal Institution of Chartered Surveyors (FRICS — Royal Institute of Chartered Surveyors); Master Certified
Business Appraiser (MCBA — Institute of Business Appraisers); Accredited Valuation Analyst (AVA —
National Association of Certified Valuators and Analysts); and, Certified Merger & Acquisition Advisor
(CM&AA — Alliance of Merger & Acquisition Advisors). He has served as an expert witness on cases in
numerous courts, and has provided testimony before federal and state legislative committees. He is a
nationally known speaker on healthcare industry topics, the author of several books, the latest of which
include: “Accountable Care Organizations: Value Metrics and Capital Formation” [2013 - Taylor & Francis,
a division of CRC Press], “The Adviser’s Guide to Healthcare” — Vols. |, 11 & 111 [2010 — AICPA], and “The
U.S. Healthcare Certificate of Need Sourcebook” [2005 - Beard Books]. His most recent book, entitled
"Healthcare Valuation: The Financial Appraisal of Enterprises, Assets, and Services" was published by John
Wiley & Sons in 2014.

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published
articles in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by
healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in
Business Valuation” conferred by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial
Board of the Business Appraisals Practice of the Institute of Business Appraisers, of which he is a member of
the College of Fellows. In 2011, he was named a Fellow of the Royal Institution of Chartered Surveyors
(RICS).

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis for
hospitals, physician practices, and other healthcare enterprises. Mr. Zigrang has over 20
years of experience providing valuation, financial, transaction and strategic advisory
services nationwide in over 1,000 transactions and joint ventures. Mr. Zigrang is also
considered an expert in the field of healthcare compensation for physicians, executives and
other professionals.

Mr. Zigrang is the author of the soon-to-be released “Adviser’s Guide to Healthcare — 2nd Edition” (AICPA,
2014), numerous chapters in legal treatises and anthologies, and peer-reviewed and industry articles such as:
The Accountant’s Business Manual (AICPA); Valuing Professional Practices and Licenses (Aspen
Publishers); Valuation Strategies; Business Appraisal Practice; and, NACVA QuickRead. Additionally, Mr.
Zigrang has served as faculty before professional and trade associations such as the American Society of
Appraisers (ASA); the National Association of Certified Valuators and Analysts (NACVA); the Physician
Hospitals of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial
Management Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business
Administration (MBA) from the University of Missouri at Columbia. He is a Fellow of the American College
of Healthcare Executives (FACHE) and holds the Accredited Senior Appraiser (ASA) designation from the
American Society of Appraisers, where he has served as President of the St. Louis Chapter, and is current
Chair of the ASA Healthcare Special Interest Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH CAPITAL
CONSULTANTS (HCC). Mr. Chwarzinski holds a Master’s Degree in Economics from the
University of Missouri — St. Louis, as well as, a Master’s Degree in Finance from the John
M. Olin School of Business at Washington University in St. Louis. Mr. Chwarzinski’s areas
of expertise include advanced statistical analysis, econometric modeling, and economic and
financial analysis.

Jessica L. Bailey, Esq., is the Director of Research of HEALTH CAPITAL CONSULTANTS
(HCC), where she conducts project management and consulting services related to the
impact of both federal and state regulations on healthcare exempt organization transactions
and provides research services necessary to support certified opinions of value related to the
Fair Market Value and Commercial Reasonableness of transactions related to healthcare
enterprises, assets, and services. Ms. Bailey is a member of the Missouri and Illinois Bars
and holds a J.D., with a concentration in Health Law, from Saint Louis University School of
Law, where she served as Fall Managing Editor for the Journal of Health Law and Policy.

Richard W. Hill, 111, Esq. is Senior Counsel of HEALTH CAPITAL CONSULTANTS (HCC),
where he manages research services necessary to support certified opinions of value related to
the Fair Market Value and Commercial Reasonableness of transactions related to healthcare
enterprises, assets, and services, and conducts analyses of contractual relationships for subject
enterprises. Mr. Hill is a member of the Missouri Bar and holds a J.D., with a concentration in
Health Law, from Saint Louis University School of Law.
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