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GE HEALTHCARE

EY US: Over the last several months, generative
Al has become a hot topic. Has GE HealthCare
started thinking about how it can use generative
Al or large language models?

PB: Yes, defnitely. GE HealthCare recognizes the
transformative potential of generative Al and large
foundational models and is taking active steps to
harness their capabilities. My previous tenure at Amazon
equipped me with valuable insights and experience,

as | spearheaded the company’s HealthAl initiative.
This initiative saw the birth of trailblazing services like
Comprehend Medical, which stands out as a premier
health care-specifc natural language processing
(NLP) tool on the cloud. After that, | spent three years
working on foundational models and generative Al
technologies. So | joined GE HealthCare to bring these
two competencies together.

Since my move to GE HealthCare, we’ve set our sights
on a broader horizon. We’re driven by a mission to
revolutionize health care interfaces by integrating
voice, text and the latest in Al visualizations. This
approach isn’t just about technological novelty; it’s also
about creating user-centric tools that aim to redefne
how medical professionals interact with and leverage
technology, improve their effciencies and, ultimately,
improve patient experience and outcome.

But our ambitions don’t stop there. We’'re challenging
the status quo by developing Al solutions that are not
limited to specifc anatomies or imaging techniques.

We are also working toward models that can be applied
across a range of diagnostics modalities, such as CT
scans, MRIs and ultrasounds. This broad-spectrum
approach was underscored by our recent achievement:
a 510(k) clearance for an innovative automatic MRI slice
placement for workfow effciency model designed for
MR brain scanning, AIRx™. Similarly, we aim to develop
Al capabilities that address multiple anatomies at once,
rather than just one. After achieving a 510(k) clearance
for an auto-segmentation model that covers 40 organ
parts in CT, our goal now is to create models that are
versatile enough for CT, MRI and ultrasound data.

Our heavy investment in this direction is anticipated

to signifcantly boost growth in Al applications for
workfow, optimization and decision support.

As we deepen our investments in Al, our key areas

of focus include honing operational effciency and
pioneering advancements in service automation. We're
acutely aware of the post-sales lifecycle of our products,
and we're dedicated to offering unmatched support

to our clients following device deployment. Through

a fusion of automation and Al-driven tools, we aim to
set new industry benchmarks in customer service and
operational excellence.
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EY PERSPECTIVE

The global pandemic shone a spotlight on supply chain
risk exposures, causing high-demand volatility as demand
surged for certain key product lines (e.g., ventilators,
personal protective equipment, diagnostics) and plunged
for other goods, with elective surgeries deferred or
canceled. As the pandemic has eased, further operational
challenges have emerged, including rising equipment and
labor costs driven by soaring infation and interest rates,
port congestion and other shipping challenges; increased
energy costs in the wake of geopolitical uncertainty in
Eastern Europe; and multiple other disruptions.

Key issues for industry supply chains today include
securing access to labor, raw materials (including alloys
and metals) and key components such as semiconductor
chips, which have witnessed a signifcant increase in lead
times since 2020. Sterilization of equipment is another
ongoing concern, with a spate of lawsuits and updates

to the National Emission Standards for Hazardous Air
Pollutants (NESHAP) pressuring companies to reduce use
of ethylene oxide (a recognized human carcinogen that is
increasingly linked to adverse health outcomes).

For medtechs, negotiating these and other emerging
operational challenges will mean investing strategically
in greater supply chain resilience, defned by these fve
criteria:

« Reliability: the degree to which a supply chain yields
consistent performance and quality

e Time to innovate: the time it takes to bring a new
product to market, factoring in the regulatory approvals
for the manufacturing system

e Agility: the supply chain’s reaction speed to changes in
the market, in demand mix or in regulation

* Risk exposure: the degree to which a supply chain is
exposed to existing or new risks

« Effciency: the fnancial impact considering capital and
operating expenditures as well as remnant cost
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EY PERSPECTIVE

Tapping into new markets: how to
enter China’s medical device industry

With a population approaching 1.5 billion people, China and its
vast market bring undeniable allure for just about every sector.
For companies in the health care space, a confuence of factors
Is making the Chinese market a must.
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EY PERSPECTIVE

Crafting the right strategy

For any medical device company that’s looking to enter
the Chinese market, leadership will have to nd the
strategy that best fts the organization’s operational
structure and needs. There is no one-size-fts-all
approach, but here are several strategies to consider:

1. Optimize costs. Lowering supply chain and
manufacturing costs can allow a company to better
compete during the VBP process, which typically
awards the contract to the manufacturer that can offer
the most cost savings. These contracts guarantee
volume and allow companies to forgo the marketing
and commercialization costs typically associated with
a launch.

2. Focus on innovative devices. The VBP lists focus
on high-value products that are older and typically
readily available or generic in other mature markets.
It is still possible for multinational companies to sell
unique medical device products at higher prices,
and innovation is less likely to be undercut by local
suppliers. Innovative products also garner a fast-
track approval status under China’s medical device
classifcation system, allowing these products to get to
market more quickly.

3. Leverage technology licensing. While this strategy
allows multinational companies to gain a rapid
foothold for a product in China, it can also present
challenges due to the transfer of intellectual property.
IP risk can be mitigated by limiting China to more
mature technology. Short of out-licensing technology,
some companies have found success by creating local
iterations of products vs. outright innovation.

4. Pursue local manufacturing or joint ventures. Local
manufacturing and joint ventures provide foreign
multinationals with greater access to the Chinese
market, allowing them some of the same privileges as
homegrown domestic Chinese companies and avoiding
many of the delays associated with importation. In
these instances, it is imperative that the workforce
consists of local talent who can understand the
regulatory system in China and may have stronger
relationships with local offcials. Daily interactions with
local government are fundamental around infuencing
decisions, forecasting policy trends, and lowering
strategic and operational risks.

5. Invest in local companies. One way to quickly develop
a local presence is to buy a majority stake in a publicly
traded company listed on the Hong Kong Stock
Exchange. This strategy has the benefts of providing
local executive talent as well as a locally based sales
network. It also provides cross-selling capabilities for
both companies.

6. Consider best practices for interaction with local
government. Companies should consider Foreign
Corrupt Practices Act (FCPA) risks when interacting
with other governments and government employees,
in addition to assessing local regulations and
regulatory trends when entering and expanding in
a market. In China, hospital employees, and even
doctors, are considered government employees.

The Chinese government recently stepped up an
antibribery campaign focused on doctors who receive
bribes and the companies that offer them.

Entering the Chinese market likely means using some
combination of these strategies, and challenges will
remain once a company gains access. Further, companies
should be cognizant of intellectual property and
cybersecurity issues during strategy implementation.
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Databook: Financial performance

Figure 2

Annual revenue and R&D growth of public medtechs
After reaching its highest level since the fnancial crisis, revenue growth fell to its lowest levels in years.
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Source: EY analysis, Capital IQ and company fnancial statement data.
Note: Medtronic has not reported its FY19 results yet; 9M results included currently.

e Total 2022 revenue growth was down from a high of 16% in 2021. The 3.5% seen in 2022 tracked more closely with
the historical average of 6% seen prior to the recent outlying years.

< Most medtechs continued to invest in future innovation as total R&D spend increased nearly 8% in 2022, albeit down
from the 12% increase seen in 2021. Only 57% of medtechs increased their R&D investment, compared with 71% the
year prior.

Figure 3
US and European revenue growth by product group: pure-plays
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Source: EY analysis, Capital IQ and company fnancial statement data.
Data from public pure-play medtechs only.

« Only one product segment — research and other equipment — grew by double digits in 2022, compared with more than
20% growth in three out of the four segments in 2021.

 Research and other equipment increased 10% to US$78.2 billion, well below the 23% increase seen in 2021.

< Non-imaging diagnostics, last year’s growth leader, grew only 4% to US$26.9 billion in 2022, a far cry from the
industry-leading 26% seen the year prior.

« Meanwhile, therapeutic devices jumped more than 4% to US$200.1 billion (down from 11%), while imaging was also up
about 4% to US$25.3 billion (compared with 6% in 2021).
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