
One Bryant Park, 38
th

 Floor • New York, NY 10036 • Tel: 212.500.3000 • Fax: 212.205.8800 
www.marathonfund.com 

 
 

 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 

Healthcare and Life Sciences Private Debt 

and Royalty Opportunities 

 

 

Q1 2018 

 

 

 

 

Please see last page for important disclosures. 

 

 

 



  P a g e  | 2 

 

One Bryant Park, 38
th

 Floor • New York, NY 10036 • Tel: 212.500.3000 • Fax: 212.205.8800 
www.marathonfund.com 

 
 

The views expressed herein reflect the opinions of certain Marathon Asset Management, LP 

(“Marathon”) investment professionals. Statements regarding investment strategies and 

potential market opportunities should be interpreted accordingly. Discussions of the investment 

process are presented as examples. This document is not an investment recommendation or 

offer to invest in any fund advised by Marathon. Past performance is not indicative, nor is it a 

guarantee, of future results. There can be no assurance that Marathon will achieve its 

investment objectives in the future. Please refer to the Disclosures at the end of this document 

for important details regarding the information discussed herein. 

Statements made in this document may include forward-looking statements. These statements, 

including those relating to future financial expectations, are made based upon certain 

assumptions regarding risks and uncertainties that if untrue could cause actual results to differ 

materially from those in the forward-looking statements. Marathon is under no obligation to 

update any of the information in this document. 
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Marathon calculates the size of the life sciences debt, royalty-backed credit, and royalty 

opportunity to be $25 billion of potential deal flow per annum.  Healthcare private loans, 

royalty-backed credits, and royalty streams can be a compelling component of an investor’s 

portfolio. They offer higher returns than typical middle market lending, risk that is often 

uncorrelated with the overall market, and significant structural protections.  

 

Private life sciences loans and royalties may provide idiosyncratic and attractive risk-reward 

characteristics. This comes from such companies having limited alternatives as compared to 

more traditional, EBITDA-generating, middle market companies. Life sciences private loans are 

often priced at a spread of 400 basis points or more above that of corporate middle market 

direct-lending first lien loans. 

 

Investors can reduce risk through structural characteristics and tight covenants. Other debt and 

equity in the capital structure can be made subordinate. These deals are often highly 

covenanted with low loan-to-value (LTV) ratios and have a cash interest component with 

additional upside, often through warrants or royalties. 

 

Based on Marathon’s and its team’s experience in this strategy, if held to maturity, life sciences 

private debt and royalties can often realize 10-15 percent gross unlevered IRRs with a cash-on-

cash multiple of 1.5x or more during an average holding period of five years.  

 

The aging demographics of the U.S. population and the increasing pace of healthcare 

innovation have resulted in an ever growing need for capital by pharmaceutical firms. This 

capital takes the form of equity and debt. Equity capital has historically focused on financing 

research and development and getting drugs to FDA approval. Credit investors, unlike equity 

investors, largely have capped upside and a lower expected rate of return. As a result, these 

investors typically avoid unapproved products that are still in clinical trials, as these investments 

generally carry binary approval risk and are not as well-collateralized. Instead, lenders tend to 

focus on companies with approved pharmaceuticals and medical devices that may generate 

immediate revenue in order to mitigate the aforementioned risks.  

 

Large, highly profitable pharmaceutical and device companies can typically access bank 

financing and bond markets. However, many small companies with newly approved medicines 

and medical devices require a significant amount of capital for marketing and distribution, but 

may lack positive EBITDA, and, therefore, access to traditional sources of debt financing. Many 

of these companies are also reluctant to raise new equity as it is typically more expensive 

capital and dilutive to existing shareholders. Consequently, small and medium-sized biopharma 

and medical device companies have increasingly embraced alternative financing options 

beyond traditional venture capital and public equity. These products include private loans, 

royalty-backed credit, and royalties. 

 

To successfully invest in a healthcare private credit and royalty monetization strategy requires 

expertise in credit/legal structuring, life sciences investing, and deal sourcing. These areas of 
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expertise are necessary in order to properly originate, diligence, structure, execute and monitor 

the portfolio. Investors need to ensure that they have the requisite knowledge as well as the 

financial capability to potentially generate equity-like returns under debt-like risk. 

 

Legal structuring includes putting the appropriate covenants in place (e.g., opex and capex 

covenants, minimum liquidity requirements, etc.). It also entails putting security on the collateral 

appropriately and making sure that collateral is of sufficient value to ensure a low LTV. Making 

sure that the loan is senior to all other debt in the capital structure is also very important. 

Life science investing expertise includes having the requisite medical understanding in-house 

both through members of the team as well as through an exclusive medical advisory board. It 

generally entails having a deep understanding of drug commercialization, including methods of 

sizing the market, analysis of expected reimbursement trends, and development and 

deployment of the company’s salesforce.  

Deal sourcing is typically driven by the proprietary relationships of the team and the firm. The 

team’s tenure in the healthcare markets combined with added relationships from the medical 

advisory board is often a source of deal flow. If the firm has a strong presence in the public 

capital markets, this too can be a source of deal flow (as relationships in that market sometimes 

translate into opportunities for private investment). Deal flow comes from a variety of 

relationships from those with company management teams, to healthcare bankers and investor 

relations firms, to venture capitalists and family offices invested in the companies. 

Marathon believes there is currently limited competition and sustained idiosyncratic risk-reward 

opportunities in healthcare private lending and royalty monetization. In order to try to capitalize 

on this opportunity, Marathon has built out an experienced private healthcare finance team and 

is actively looking at senior secured financings as well as loans against royalty streams of 

approved products.  We have recently closed two sizeable transactions and have a strong 

pipeline of potential deals.   

 

The information contained in this report is an extract from Marathon’s Q1 2018 White Paper 

entitled “Healthcare and Life Sciences Private Debt and Royalty Opportunities”.   In order to 

receive the comprehensive White Paper and for a more in-depth discussion about this strategy 

please contact your Marathon Investor Relations representative. 
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Disclosure 

The foregoing information is a summary of certain material terms of the applicable fund, account and/or strategy.  Since it is only a summary, this document should 

not be the basis of an investment decision.  An investment decision should be based on a thorough review and due diligence process, which should include, but 

not be limited to, a thorough review of all relevant term sheets and other offering and organizational documents as well as consultation with legal, tax and 

regulatory advisors.  Any person making an investment must be able to bear the risks involved and must meet the relevant suitability requirements.  Some or all 

alternative investment programs may not be suitable for certain investors.  No assurance can be given that any fund, account or strategy will meet its investment 

objectives or avoid losses.  Among the risks, which we wish to call to your attention, are the following: 

Forward looking statements and position reporting:  Unless otherwise indicated, the information in this document is NOT intended to contain or express exposure 

recommendations, guidelines or limits applicable to any fund, account or strategy discussed herein.  The information in this document does not purport to present 

a complete picture of the financial position, activities, results, actions, or plans of any fund, account or strategy discussed herein.  The information in this document 

does not disclose or contemplate the hedging or exit strategies of the relevant fund, account or strategy unless otherwise expressly noted.  The information in this 

document is subject to change without notice.  While investors should understand and consider risks associated with position concentrations when making an 

investment decision, this document is not intended to aid an investor in evaluating such risk.  A discussion of some, but not all, of the risks associated with 

investing in a fund, account or strategy can be found in the relevant private placement memorandum, subscription agreement, investment management agreement 

and limited partnership agreement, or articles of association, as applicable (collectively, the “Governing Documents”).  Should there be a conflict between the 

terms set forth in the Governing Documents and any other term(s) set forth in this document or in any other materials, the Governing Documents are controlling in 

all respects with respect to an investment in a fund or account.  Therefore, the Governing Documents must be reviewed carefully before making an investment and 

periodically while an investment is maintained.  Statements made in this document may include forward-looking statements.  These statements, including those 

relating to future financial expectations, are made based upon certain assumptions regarding risks and uncertainties that if untrue could cause actual results to 

differ materially from those in the forward-looking statements.   

Investment Risks:  The funds or accounts discussed in this document utilize speculative investment strategies that accept varying degrees of risk, including 

substantial degrees of risk in some cases.  The funds, accounts or strategies may be leveraged and may engage in other speculative investment practices that 

may increase the risk of investment loss.  Past performance results achieved by the investment manager, Marathon Asset Management LP (“Marathon”), on behalf 

of any fund, account or strategy is not necessarily indicative of any future performance that may be achieved by Marathon on behalf of any fund, account or 

strategy.  Any fund’s, account’s or strategy’s performance may be volatile and certain market and economic events having a positive impact on performance may 

not repeat themselves.  The net asset value of any fund or account may go up as well as down.  An investor could lose all or a substantial amount of his, her or its 

investment.  Marathon has total trading authority over any fund or account unless otherwise expressly agreed, and the fund or account is dependent upon the 

services of Marathon.  The investments of any fund, account or strategy may be concentrated and accordingly may lack diversification and, consequently, involve 

higher risk.  The fund, account or strategy may have liquidity provisions and limitations that could restrict the ability of an investor to redeem their investment.  

There is no secondary market for investors’ interests in any fund or account and none is expected to develop.  There are restrictions on transferring interests in 

any privately offered fund.  The fund’s or account’s fees and expenses may offset the fund’s or account’s trading and investment profits.  The fund or account may 

not be required to provide periodic pricing or valuation information to investors with respect to individual investments.  The fund or account is not a registered 

investment company and is not subject to the same regulatory requirements as mutual funds.  All or a portion of the trades executed for any fund, account or 

strategy may take place on foreign markets.  The fund or account may pursue strategies other than those described herein, and such other strategies may result in 

losses that offset any gains generated by the strategies described herein.  The fund or account is subject to conflicts of interest of Marathon and its affiliates.  The 

Governing Documents of any fund or account set forth the terms of an investment in such fund or account and other material information, including risk factors, 

conflicts of interest, fees and expenses, and tax-related information.  The Governing Documents must be reviewed prior to any determination to invest in any fund 

or account described herein.  Investment decisions should be made solely in reliance on the Governing Documents of the relevant fund or account and investors 

should not rely upon any other information, representation or warranty of the fund or account, including without limitation any interviews, quotes, statements or 

comments of Marathon or any of its directors, officers, partners, members, employees, agents, legal representatives and controlling persons, including those made 

in a public forum or through any media outlet. 

Performance Data:  Unless otherwise indicated, performance data (if presented) is presented “net” of management fees and other fund expenses (i.e., legal and 

accounting and other expenses as disclosed in the relevant fund or account’s Governing Documents) and “gross” of performance fees and/or incentive allocations, 

which, when deducted, would lower the reported rate of return.  Returns may be unrealized, estimated and/or un-audited and reflect the reinvestment of dividends 

and other gains.  Due to the format of data available for the time periods indicated, both gross and net returns may be difficult to calculate precisely.  Accordingly, 

the calculations have been made based on a number of assumptions.  Because of these limitations, the performance information should not be relied upon as a 

precise reporting of gross or net performance, but rather merely a general indication of past performance.  The performance information presented herein may 

have been generated during a period of extraordinary market volatility or relative stability in the particular sector.  Accordingly, the performance is not necessarily 

indicative of results that a fund, account or strategy may achieve in the future.  In addition, the foregoing results may be based or shown on an annual basis, but 

results for individual months or quarters within each year may have been more favorable or less favorable than the results for the entire period, as the case may 

be.  The value of unrealized investments has been determined in accordance with the valuation policies of the fund or account, but there can be no assurance that 

the value ultimately realized with respect to such investments will not vary materially from such estimates.  Individual returns may vary due to, among other things, 

fund class, date of initial investment and status of investor under new issue rules.  Capital statements, which are provided monthly by Citco Fund Services, will 

indicate each investor's respective net asset value. 

Indices:  Unless otherwise indicated, market indices (if provided) are provided in this document for comparison purposes only and the comparison does not mean 

that there necessarily will be a correlation between the returns of any fund, account or strategy and any index. The indices have not been selected to represent an 

appropriate benchmark against which to compare any fund’s, account’s or strategy’s performance; but, rather, are disclosed to allow for comparison of a fund’s, 

account’s or strategy’s performance to that of certain well-known and widely recognized indices.  The returns of the funds, accounts or strategies will differ from 

these various indices in that, among other reasons, the funds, accounts or strategies are actively managed and may use leverage.  Such indices are unmanaged 

and are not subject to fees and expenses, including transactions costs, typically associated with private investment funds and accounts.  In addition, the funds’, 

accounts’ or strategies’ portfolios may differ from the portfolios that comprise the indices and the differences may be material.  Typically, investments cannot be 

made directly in indices and such indices may re-invest dividends and income. 

Categories and Classifications:  Unless otherwise indicated, this document presents certain information of the funds, accounts or strategies in various categories 

and classifications that were determined by Marathon.  The categories and classifications presented could be materially different from other third-party 

classification systems. 
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Opportunities:  Investors should understand that economic conditions are changing constantly and portfolio composition is subject to change.  No guarantee is 

made that any of the pipeline opportunities that may be presented in this document will materialize or that the funds, accounts or strategies will have the same 

types or diversity of investment opportunities in the future as they may have had in the past.  Marathon seeks to capitalize on attractive opportunities wherever 

they might exist.  Depending on conditions and trends in the capital markets and the economy, Marathon may pursue objectives or employ techniques it considers 

appropriate and in the best interest of the funds, accounts or strategies, which may differ from the objectives, techniques or investments presented in this 

document.  Marathon is not limited with respect to the types of investment strategies it may employ or the markets or instruments in which it may invest, subject to 

the terms of the Governing Documents of any given fund or account.   

Selected Trade Examples:  As applicable, in discussing select transactions, trades, investments and other “drivers” of positive or negative performance in this 

document (if any are so discussed), Marathon seeks to present a fair and balanced discussion of the fund’s, account’s or strategy’s transactions, trades, 

investments and other drivers of performance within each fund, account or strategy.  The information provided herein should not be considered a recommendation 

to purchase or sell any particular security.  There is no assurance that any securities discussed herein will remain in any fund’s, account’s or strategy’s portfolio at 

the time you receive this document or that securities sold have not been repurchased.  The holdings presented do not represent all the securities purchased, sold 

or recommended for our funds, accounts or strategies and their past performance does not guarantee future results.   

Hypothetical Performance:  Hypothetical performance results, if presented, have many inherent limitations, some of which are described below.  No representation 

is being made that any fund, account or strategy will or is likely to achieve profits or losses similar to those shown.  In fact, there frequently are sharp differences 

between hypothetical performance results and the actual results subsequently achieved by any particular trading program.  One of the limitations of hypothetical 

performance results is that they generally are prepared with the benefit of hindsight.  In addition, hypothetical trading does not involve financial risk, and no 

hypothetical trading record can account completely for the impact of financial risk in actual trading.  For example, the ability to withstand losses or to adhere to a 

particular trading program in spite of trading losses are material points which also can adversely affect actual trading results.  There are numerous other factors 

related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the preparation of hypothetical 

performance results and all of which can adversely affect actual trading results. 

Not Legal, Accounting or Regulatory Advice:  This document is not intended to represent the rendering of accounting, tax, legal or regulatory advice.  A change in 

the facts or circumstances of any transaction could materially affect the accounting, tax, legal or regulatory treatment for that transaction.  The ultimate 

responsibility for the decision on the appropriate application of accounting, tax, legal and regulatory treatment rests with the investor and his, her or its 

accountants, tax and regulatory advisors.  Potential investors should consult and must rely on their own professional tax, legal and regulatory advisors as to 

matters concerning the depicted fund, account or strategy and their investments in the fund, account or strategy.  Prospective investors should inform themselves 

as to:  (1) the legal requirements within their own jurisdictions for the purchase, holding or disposal of securities or other assets; (2) applicable foreign exchange 

restrictions; and (3) any income and other taxes which may apply to their purchase, holding and disposal of securities or other assets or payments in respect of the 

securities of any depicted fund, account or strategy. 

Not an Offer and Confidential:  This document is provided for your internal use only.  The information contained herein is proprietary and confidential to Marathon 

and may not be disclosed to third parties or duplicated or used for any purpose other than the purpose for which it has been provided.  Any unauthorized use, 

duplication or disclosure of this document is prohibited.  Although the information provided on the preceding pages has been obtained from sources which 

Marathon believes to be reliable, Marathon does not guarantee its accuracy, and such information may be incomplete or condensed.  All information is presented 

only as of the indicated date, and Marathon does not undertake an obligation to update any information provided as of any date after the indicated date.  This 

document is for information purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security or of any interest in any 

fund Marathon or its affiliates manage or offer.  Since Marathon furnishes all information as part of a general information service and without regard to your 

particular circumstances, Marathon shall not be liable for any damages arising out of any inaccuracy in the information in this document, subject to applicable law. 

The representative in Switzerland is ARM Swiss Representatives SA, Route de Cité-Ouest 2, 1196 Gland, Switzerland. The paying agent in Switzerland is Banque 

Cantonale de Genève, 17, quai de l’Ile, 1204 Geneva, Switzerland. The Prospectus, Supplements, the Articles of Association and the annual report can be 

obtained free of charge from the representative in Switzerland. The place of performance and jurisdiction is the registered office of the representative in 

Switzerland with regards to the Shares distributed in and from Switzerland.  

These materials are not intended to constitute investment advice or a recommendation within the meaning of the Employee Retirement Income Security Act of 
1974, as amended (“ERISA”), Section 4975 of the Internal Revenue Code of 1986, as amended (the “Code”), or the Department of Labor regulations at 29 CFR 
2510.3-21.  If you are, or are using any assets of, or are acting on behalf of, an employee benefit plan subject to ERISA or a plan or account subject to Section 
4975 of the Code (including, without limitation, an individual retirement account) (any of such entities, a “Plan”), you will be required prior to any new or additional 
investment in one of our funds or accounts to represent and warrant that:  (i) the person or entity making the investment decision on behalf of the such Plan (the 
“Plan Fiduciary”) is independent of us and constitutes an independent fiduciary with financial expertise within the meaning of 29 CFR 2510.3-21; (ii) the Plan 
Fiduciary is capable of evaluating investment risks independently, both in general and with regard to particular transactions and strategies; (iii) the Plan Fiduciary is 
a fiduciary under ERISA, the Code, and 29 CFR 2510.3-21with respect to the investment in such fund or account and is responsible for exercising independent 
judgment in evaluating such transaction; and (iv) no fee or other compensation is being paid directly to us or to any of our affiliates in connection with such 
transaction.  The Plan Fiduciary also will be required to acknowledge that we are not undertaking to provide impartial investment advice, or to give advice in a 
fiduciary capacity, in connection with the investment in any such fund or account, and that we have financial interests in the operation of such funds and accounts, 
which will be described in constituent documents of the funds and accounts. 

 

 

 


