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We see a compelling opportunity in healthcare  

Å The healthcare sector is emerging from a thirty year low in terms of relative valuation 

ï Healthcare has been an unloved sector ï patent expirations, healthcare reform and 

government austerity measures have together led investors to believe there is no growth  

 

Å The underlying fundamentals have not changed and are still positive 

ï An aging population in the developed world will demand more healthcare and GDP 

growth is set to drive increased healthcare spending in emerging markets 

 

Å We continue to believe that the pharmaceutical sector can return to growth 

ï Business models have evolved and we see the potential for growth after the patent cliff 

but this is not factored into current valuations 

 

Å The PCGH Trust is a global portfolio of growth and income healthcare stocks 

ï Low valuations have resulted in high dividend yields, especially in the Pharma sector 

 

 

  

 

Please refer to the important information at the end of this presentation 
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40 years of relevant healthcare experience 

Daniel Mahony Ph.D. ï Fund Manager 

Dr. Dan joined Polar Capital to set up the Healthcare Investment Management Department in 2007. He has more than 13 yearsô investment 

experience in the healthcare sector, with over 4 years as a Portfolio Manager and 9 years as a sell-side analyst. Prior to joining Polar Capital, he 

was Head of the European Healthcare Research Team at Morgan Stanley, which covered the European Biotechnology, Medical Technology and 

Healthcare Services industries. Dan was ranked second in the Institutional Investor Magazine All-Europe Research Team survey in 2003. He also 

previously worked in New York for ING Barings Furman Selz following the US Biotechnology sector. Before working in the investment field, Dan 

worked as a Research Scientist for 7 years with the majority of his time at Schering Plough Corporation in California. 

Today, Dan acts as Co-manager of the Polar Capital Healthcare Opportunities Fund alongside Gareth Powell.  He has primary responsibility for 

Medical Devices, Diagnostics, and Healthcare Services company sectors on a Global basis. Dan received his PhD from Cambridge University in 

1995 and a first class honours degree in Biochemistry from Oxford University in 1991. Dan was involved in the recent UK government review of 

the biotechnology industry and is currently advising the UK Trade & Industry Department on its Life Sciences marketing strategy initiative. 

Gareth Powell CFA ï Fund Manager 

Gareth joined Polar Capital in 2007 to set up the Healthcare Investment Management Department. He has over 12 yearsô investment experience 

in the Healthcare sector, with 10 years as a Portfolio Manager. He joined Framlington in 1999 becoming a Portfolio Manager on the Framlington 

Health Fund. In 2002, he helped launch and then run the Framlington Biotech Fund. During his 3½ year tenure as Fund Manager, his fund out-

performed the Nasdaq Biotech Index by 17%. In 2007, he received both a ñhighly commendedò designation from Investment Week and 

Framlington was rated ñBest for Biotechnologyò in the Extel European buy-side survey. Gareth became a CFA charterholder in 2003. 

Today, Gareth acts as Co-manager of the Polar Capital Healthcare Opportunities Fund alongside Dr. Dan Mahony; this Fund was launched in late 

2007 and assets under management are now approaching US$80 million. Gareth has primary responsibility for the Pharmaceuticals, Specialty 

Pharmaceuticals, Generics, Biotech and Life Science Tools sectors in the Developed Markets.  Gareth studied Biochemistry at Oxford University 

from 1995 to 1999 and during that time worked at Astellas, the Sir William Dunn School of Pathology, the Wolfson Institute for Biomedical 

Research and the Oxford Business School. 

Anna joined the Polar Capital Healthcare Investment Management Department in February 2008 as a Specialist Analyst covering the Medical 

Technology and Medical Services sectors. She has over 5 yearsô investment experience in the Healthcare sector that started with her time at 

Morgan Stanley as a Healthcare Analyst covering the European Medical Technology sector. Before joining the investment management field, she 

spent 5 years at Johnson & Johnson, the World leading Medical Devices and Diagnostics Group, working in both the marketing and finance 

departments. 

Today, Anna has responsibility for Healthcare IT (e.g. software) and Medical Technology (e.g. heart valves, pacemakers, stents) and covers all 

sectors in the Emerging Markets. Anna holds an MBA degree from the London Business School and a degree in Theoretical and Applied 

Linguistics from Moscow State University. 

Anna Sizova MBA  ï Analyst 
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Polar Capital Global Healthcare Trust 

Income Portfolio Growth Portfolio 

80% 20% 

Portfolio of 50 - 80 stocks 

Projected portfolio 

weighting 

0 - 30% 70 - 100% 0 - 20% 

Market Cap US$1 - 5 billion >US$5 billion <US$1 billion 

Å The income portfolio has a large weighting in pharmaceutical stocks 

ï The PCGH Trust has a progressive dividend policy ï the company paid 3p in dividends in its first year  

Å The growth portfolio is invested across healthcare sub-sectors, geographies and market caps 

ï The Trust can invest in small companies (<$200 million) but exposure is limited to < 5% of the Fund 

Please refer to the important information at the end of this presentation 

Source: Polar Capital 
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Current portfolio has 75 stocks 

Please refer to the important information at the end of this presentation 

Source: Polar Capital, portfolio as of 30 December 2011 

With a broad geographical spread 

And is heavily weighted to Pharmaceuticals 
 

The model portfolio has a large-cap focus 
 

Large, 78.0%

Small, 9.2%

Micro, 3.2%

Cash, 2.0%

Mid, 7.6%

Pharma, 67.6%

Med Tech, 11.6%

Services, 15.6%

Biotech, 3.2%

Cash, 2.0%

US, 51.1%

Europe, 4.7%

Swiss, 13.0%

UK, 17.0%

Japan, 6.0%

Australia, 2.0%

RoW, 4.2%
Cash, 2.0%
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Healthcare sector performed well in 2011  

 

Performance Data for PCGH Trust 

Please refer to the important information at the end of this presentation. Past performance is not indicative or a guarantee for future results. 

3 Months 6 Months 2011 Since launch 

Ordinary share price 3.51 4.43 12.58 13.31 

NAV per Share 9.37 3.81 14.25 18.02 

MSCI Global 

Healthcare Index 
8.03 -0.20 9.70 15.26 

NYSE Pharmaceutical 

Index 
11.18 4.95 14.11 19.50 

Source: Bloomberg & HSBC Securities Services (UK) Limited, percentage growth as of 30 December 2011, based on net total return in GBP.  

The Net Asset Value (NAV) as at 15 June 2010 was 98.0p per ordinary share based on the subscription price of 100.0p per ordinary share and launch costs of 2.0p per ordinary share. 
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Healthcare fundamentals 
A long-term secular growth sector 

Please refer to the important information at the end of this presentation 
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Aging populations point to a key inflection point 

Å The U.S. baby-boomer generation has 

started to retire 

 

Å Developed markets will witness strong 

growth in demand for at least a decade 

Please refer to the important information at the end of this presentation 
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Emerging market growth for years to come 

Å Emerging market spending on healthcare is far below the developed world 

ï As GDP grows, we expect healthcare spending to increase from 4-6% to 7-9% of GDP 

 

Please refer to the important information at the end of this presentation 

US (off scale) GDP/cap 47,369 

Pharma spend/cap 954 
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GDP per capita, US$, 2008 
Source: World Market Monitor, IMS, AstraZeneca 
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Healthcare is cheap and is rebounding 

Å Historically, healthcare has traded at a premium to the market 

ï The two exceptions are related to the election of a Democrat as U.S. President 

Å Slowing top-line growth for pharmaceutical companies has not helped 

ï However, we believe that the catalysts are in place for a sector recovery 

Source: Royal Bank of Canada, January 2012 

Please refer to the important information at the end of this presentation 

Price to Book Value: Healthcare/S&P 500 Price to Forward Earnings: Healthcare/S&P 500 

Price-to-Book Value: Health Care / S&P500  Forward P/E: Health Care / S&P500  
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Healthcare is a late cycle responder to a recession 

Å Health and pension costs are major long-term issues for governments 

ï In an era of ñgovernment austerityò, healthcare costs are at the top of the agenda 

 

Å Utilisation of healthcare is loosely correlated to unemployment rates 

ï US consumers are now more aware of the costs of healthcare than 10 years ago 

ï In European government-run systems, healthcare provision can be delayed 

 

Å We have seen a slowdown in utilisation ï especially in the United Statesé 

ï GP visits in the US in 2011 were reportedly down 5-10% year-on-year 

 

Å éBut we think this a cyclical issue and only a temporary state of affairs 

ï Elective surgery, such as a hip replacement, can be delayed but not indefinitely 

ï Over the next decade, the US and EU baby boom generation starts to retire 

 

The key fundamentals have not changed ï an aging population will demand more healthcare 

Please refer to the important information at the end of this presentation 
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Structural changes are beginning to happen 

Å Managed care and governments seem to be moving to more integrated systems 

ï Align incentives between different elements of the healthcare system 

ï ñAccountable careò and ñevidence based medicineò are the new buzz words 

 

Å US hospitals are beginning to garner greater purchasing power 

ï The decision making power of the doctor is beginning to subside 

ï Hospitals are beginning to focus on clinical outcomes over volume 

 

Å Drug and device manufacturers need to focus on the clinical benefits 

ï The system will pay for premium products ï if they make a difference to outcomes 

ï Companies need to produce more data to support their product claims 

 

Å Structural change will be an evolution not a revolution over the next decade 

ï We see the implementation of Healthcare IT as a key pre-requisite for reform 

ï Healthcare practitioners are conservative but we think the Rubicon has been crossed 

 
We think the economic downturn has served as a catalyst for structural reform 

Please refer to the important information at the end of this presentation 
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Healthcare sector drivers 
The return of the pharmaceutical industry 

Please refer to the important information at the end of this presentation 
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Has the renaissance in drug stocks begun? 

Please refer to the important information at the end of this presentation 
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Global Pharma has suffered a decade-long P/E contraction 

Source: Cowen and Bloomberg, January 2012 
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Å The global pharmaceutical sector has suffered a decade-long P/E contraction 

ï Investor concerns have focused on patent expirations and low productivity  

 

Å But we think we have seen the first signs of a recovery 

ï The peak year for patent expirations is 2012 ï we are nearly past the patent cliff 
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The bull case for the pharmaceutical sector 

Å We see new management teams addressing the issues 

ï We like the focus on ROIC, allocation of capital and shareholder returns 

 

Å Short-term, the focus is on returning cash to shareholders 

ï There is a common goal to grow the dividend and manage cash flow through cost-cutting 

 

Å Mid-term, a clear intention to improve R&D productivity 

ï We detect a major culture change and believe there are no ñsacred cowsò in R&D. Moreover, 

we think current stock prices continue to discount pipeline success 

 

Å Long-term, diversification strategies may enable a return to top-line growth 

ï We see multiple opportunities for growth after the patent cliff  

ï If pharma gets ñre-ratedò as a growth sector then we see the potential for 30-40% multiple 

expansion over the life of the Trust 

Please refer to the important information at the end of this presentation 
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Cash-flow generation is strong across the sector 

Å Improved cash-flow management bolsters confidence in dividend coverage 

ï Management teamsô focus on cash cycle management should boost cash-flow yield 

Å In the short-term, we expect companies to continue to grow dividends  

ï We project mid-single digit dividend growth from 2010-2013  

Source: Bloomberg, Polar Capital Estimates ï We define Free Cash Flow (FCF) as Operating Cash Flow minus Maintenance Cap Ex 

High FCFs give comfort in dividend coverage *
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* Polar Capital estimates for 2012

Please refer to the Important Information at the end of this presentation. It should not be assumed that recommendations made in the future will be profitable 

or will equal the performance of securities in this document. A list of all recommendations made within the immediately preceding 12 months is available up 

on request. 
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Emerging markets are a key growth driver 

Å Emerging Markets pharmaceutical sales are expected to grow at double digit 

rates over the next decade 

ï IMS estimates that the value of the EM pharmaceutical market in 2020 will match 

that of the current markets in the US and Western Europe ï ca. US$400-500 billion 

 

 

 

Please refer to the important information at the end of this presentation 

World Pharma Model: Sales and Growth
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Pharma may exit the patent cliff in better shape  

Å The focus on cost control creates an opportunity for operating leverage 

ï Management teams have started to eliminate waste and streamline their businesses 

Å The patent cliff may not be as deep as was initially feared 

ï Pfizer may even deliver modest EPS growth through its patent cliff 

Pfizer could grow through its patent cliff 
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Please refer to the Important Information at the end of this presentation. It should not be assumed that recommendations made in the future will be profitable 

or will equal the performance of securities in this document. A list of all recommendations made within the immediately preceding 12 months is available up 

on request. 
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Investors are now looking past the patent cliff 

Å The stock market reaction to the developments at Pfizer has been positive 

ï The recent share price move suggests a reversal of the 10-year downtrend 

Source: Bloomberg 

Please refer to the Important Information at the end of this presentation. It should not be assumed that recommendations made in the future will be profitable 

or will equal the performance of securities in this document. A list of all recommendations made within the immediately preceding 12 months is available up 

on request. 
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R&D productivity may be starting to improve 

Please refer to the important information at the end of this presentation 
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Å We think that we may be at the beginning of a new wave of drugs 

ï We think the low level of productivity seen over the last decade may be a function of 

the innovation cycle ï similar to the fallow period seen in the 1970s 



21 
POLAR CAPITAL 

The promise of growth is being rekindled 

Å Bristol Myersô clinical pipeline success has been rewarded 

ï In our view, Bristol Myers is the only pharma stock with significant pipeline value 

Please refer to the important information at the end of this presentation 

Source: Bloomberg It should not be assumed that recommendations made in the future will be profitable or will equal the performance of securities illustrated. 

A list of all recommendations made within the immediately preceding period is available upon request.  
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Healthcare sector drivers 
The key themes for growth 

Please refer to the important information at the end of this presentation 
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Å Healthcare companies have to show that their products/services deliver value 

ï Companies can maintain pricing power if they add real value but the era of ñme tooò drugs 
and modest technical improvements seems to have come to an end 

 

Å Inefficiency is a major problem in healthcare systems across the world 

ï Most healthcare systems reward volume not quality ï we think reimbursement systems are 
beginning to change 

 

Å Innovation is the best way to improve quality and reduce costs 

ï We look to invest in companies with new drugs or technologies that can change the way 
medicine is practised or target unmet medical needs 

 

Å Infrastructure is critical in both emerging markets and developed countries 

ï Countries such as China are at the start of building an integrated healthcare system while 
developed countries, such as Germany, look to the private sector to cut costs 

 

 

The growth drivers for healthcare  

The Three ñIòs of healthcare ï addressing inefficiency through innovation and infrastructure 

Please refer to the important information at the end of this presentation 


