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About Deloitte Recap LLC

Introduction to Recap

w Founded in 1988 by Mark Edwards and based in the San Francisco Bay Area

w Created the largest proprietary database of information and analysis on the Biotechnology Industry, includi
details on over 29,000 alliances and 2,000 development stage compounds; approximately 600 organizatio
subscribe, with more than 3,000 users

«w In July 2008, Recombinant Capital, Inc. was purchased by Deloitte LLP and the business is now known as
Deloitte Recap LLC ("Recap").

Recap Alliance Advisory Services

w Recap consultants have extensive knowledge of biotech alliance structures and economics, and incorpora
the latest industry trends into their projects

w Recap averages 100 partnering discussions each year
w Total value of completed strategic transactions in excess of $10 Billion

w Deal experience spans the spectrum of biopharmaceutical development:

w In-Licensing (Corporate and University)
CoDevelopment and GBromotion
Regional Licensing

Corporate Strategic Investments

W
W
W
w Product Quid/Swaps
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Workshop Overview

Introduction¢ The BioPharma Partnering Paradigm
Biotech Finance Overview, Case Study, and Current Trends

Investor Liquidityg IPOs and Mergers & Acquisitions

A Break

Biotech Partnering Top InLicensors, Trends, Key Observations
Preparing to Partneg Structuring, Valuing, Negotiating the Deal
Product vs. Platform Biotech Business Models

The Mind of the Biotech CEO

Case Study of the Current Market Strategy
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The BioPharma Partnering Paradigm

Candidate Early Proof of Marketing and
Target Lead gelection Testing Concept Approval Lifecycle Management Generics
HEEMNSEREEID RN DR
P2 P3 Reg
P1
Discovery Development Commercialization

| Universities and Institutes

l Biotech Companies ‘ | ‘ ‘ | ‘ ‘ | ‘
- | - | ‘ h | Specialty Pharma

l Integrated Pharmaceutical Companies

Partnerships

Most discoveries
originate
at Universities

Most products are
commercialized by
Pharma Companies

Licensing

The Industry has evolved niche players:
Research & Discovery
Development
Marketing
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Case Study ¢ Campath

Campathg Humanized monoclonal antibody directed against the CD52
antigen found on Band Flymphocytes

- Discovery at University of Cambridge
- Patented and managed by BTG plc
- Licensed to Burrough#&/ellcome(now GSK)
- Returned to BTG
- Licensed td_eukoSite
- Joint Ventureg llex Oncology LeukoSite
- JV Partners with Schering AG (US Balolex
- Millennium acquired.eukoSite
- Campathapproved in US and EU
- JV restructured;, llex buys out Millennium
- Genzymaeacquires llex Oncology
- Bayer acquires Schering AG
- Takeda acquires Millennium

Deloitte * Signals Magazined { G SLILIA Yy 3 {2y Sas



Financec2 KIF g A0 ¢ 1Sax

Basic Research
$0.5¢ 5 million per Year \
Up to $25 million Total for a Project \

Preclinical and Early Clinical \
$1 ¢ 10 million per Year \
Up to $30 million Total for a Project \

Late Clinical \
$10¢ 200 million per Year \
Up to $1 billion Total for some Products |

Regulatory \

$10 million or more \ Cost per

Project

Manufacturing \
Hundreds of millions to billions \

Marketing \/
Hundreds of millions to billions
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The Price of an IND

Sgreening/ _Le-ad _ Preclinical / IND Phase |

Hit-to-Lead Optimization Development
Cost per stage* ($M) 1.5M + 13M + 8.2M — 22.7M
POS per stage* 49.6% 61.1% 50.9% --
POS to IND 15.4% 31.1% 50.9% 100%
# of program equivalents to 1 IND 6.48 3.22 1.97 1.00
Risk-adjusted cost per stage ($M) 9.7M + 41.8M + 16.1M — 67.6M
Time to IND* (yrs) 5.1yrs 3.3yrs 1.4 yrs --
Risk- and time-adjusted cost to IND 17.3M +  61.0M + 18.9M — 97.2M

*average of published industry reports
Infinity Pharmaceuticals Analysis
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Biotech Finance 101

Startup / Seed Funding ($50&&8M)

¢ Angels and Friends & Family provide Seed capital and Intellectual Capital

Grant Funding ($50085M)
¢ NIH and NSF SBIR Grants

Venture Capital ($50M)

¢ Preferred share structure

¢ Syndicate rounds among multiple investors/funds

¢ Typically provide -3 years of capital

¢ Look for exit in 31 years, funds seek to average 3X return

Investment Banks, Mutual Funds, Hedge Funds ($60M+)

¢ Public Offeringg IPO, SPO (Common Shares)
¢ Private Offeringg PIPE deals (Preferred Shares)

In addition, partnering deals provides significant amounts of
non-dilutive financing to fund biotech companies

Deloitte



Sirtris Pharmaceuticals

Founded in 2004 in Cambridge, MA

Technology licensed from Harvard University in 8/04
A $100K Upfront, $1.6M in Milestones

Sirtuins and Resveratrol (natural substance found in red wine)
A Family of enzymes which regulate the aging process

A Activates SIRT1 and confers certain beneficial effects of calorie restriction without
requiring a reduction in normal calorie intake

A Major articles published i€elland Naturein 2006

Funded by Polaris, TVM, Skyline, CHP, Three Arch, GSK, Novartis
A Raised $172M ($103M Venture Funding, $69M at IPO)

IPO in 2007 and Acquisition by GSK2008 for $720M

Deloitte



Sirtris Pharmaceuticals Financing History
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g & g & H &
Raised
Pre$$ 0.35 6.42 25.9 70.6 144 206
Post$$ 5.35 19.42 52.9 92.6 182 275
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Three Historical Biotech IPO Windows:

A Class of 1997- 53 Biotechs Completed IPOs from 4/96 through 12/97, Raising $1.6
Billion in Capital

A Class of 2000 65 Biotechs Completed IPOs from 12/99 through 3/01, Raising $5.6
Billion in Capital

A Class of 200487 -- 95 Biotechs Completed IPOs from 10/03 through 11/07, Raising
$5.5 Billion in Capital

Deloitte



Capital Raised Per Round for Biotech IPOs

88
B 1997 IPO Window
0 2000 IPO Window
0 2004-7 IPO Window
45
— 34
26 29
22
18
13 g 12 12 10
=a B
Series A Series B Series C Series D Total Priv.*

* Private Round Totals do not correspond to the sum of each Series since not every company had
all Series.
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Step-Ups in Valuation by Round of Financing

$375M $365M
IPO Window of 2000 R
$300M
$231M
$225M R
$145M
$150M 51060 $13aM $114M
IPO Window of 1997 | L] ~
$83M $74M
L O
$75M saon $58M ga7\ D $46M
$13M O $12M H $27M
O []
Series A Series B Series C Series D IPO
Step-ups:
- 2004-07 39% 20% -5% 30%
- 2000-01 92% 81% 48% 103%
-1996-97 71% 27% 36% 14%
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Trends in Biotech Finance

Total Equity Investment in Biotech (1999 ¢ Q30909)
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Source: Deloitte Recap LLC
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Trends in Biotech Finance

FYO8 (Total $8,178M) vs. Q1-Q309 (Total $13,444M)
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Source: Deloitte Recap LLC
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Is the IPO Window Opening?

Three Recent Historical Biotech IPO Windows:

A Class of 1997 -- 53 Biotechs Completed IPOs from 4/96 through 12/97, Raising
$1.6 Billion in Capital

A Class of 2000 -- 65 Biotechs Completed IPOs from 12/99 through 3/01, Raising
$5.6 Billion in Capital

A Class of 2004-07 -- 95 Biotechs Completed IPOs from 10/03 through 11/07, Raising
$5.5 Billion in Capital

Recent Biotech IPOsumberland ($85M),Talecris ($950M),0meros ($68M)

Significant Buzz at September Investor Conferences

A Bankers are assembling offerin@sthera AlimeraSciencesTrius Ironwood)
A Expect to see a push for IPOs in Q1 2010

Deloitte



What are Investors Looking For?

The Disappearance of Small Cap Biotech ($208NB)

A Over the past three years this category has shrank

A Companies that are short of cash and without news flow have been
punished in the marketplace and moved into micap territory

A Industry consolidation eliminated many companies
A Pharma and Biotech acquisitions at bargain prices
A Mergers of equals in the hopes of surviving the storm

A Institutional Investors are typically looking to invest $&8IM
A¢cKSe Ol yQuiu R Zapsvtholt afiedting khe sfockpNE

A Investors want to see more small cap Biotechs
A Investors want to buy int@iotech€2 N a |
A ldeally Phase II/lll data outcomes withirxlB months

Deloitte



Mergers and Acquisitions

Pharma acquisitions of Biotech Compankisa¢ma / Bio)

Biotech mergers or acquisitionBi¢ / Bio)

M&A deal activity has been elevated since 2004
A BigCos search for products and platforms
A Biotech's investors seek liquidity

Deal activity spiked in the summer of 2008

Significant gap exists on valuation of many companies
A Investors asking price
A Buyers perceived value

Source: Deloitte Recap LLC
Deloitte



Trends in Mergers & Acquisitions

Number of Announced Transactions by Year (2005 ¢ 1H2009)
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Source: Deloitte Recap LLC
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Trends in Mergers & Acquisitions

M&As >$20M and Aggregate Total Value by Qtr

(Q1 2007 ¢ Q2 2009)
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Pharma / Biotech

Biotech / Biotech

A 73 deals between 200a8

A 38Public Companies (52.1%)
A 35 Private Companies (47.9%)

A 44 Product Companies (60.3%)
A 29 Platform Companies (39.7%)

A 29 Large Molecule Focus (39.7%)
A 44 Small Molecule Focus (60.3%)

$1,853.4M
$387.0M

A Average Valuation
A Median Valuation

A Total Value $135,295.9M

Source: Deloitte Recap LLC

Deloitte

A 90 deals between 200a8

A 33 Public Companies (36.7%)
A 57 Private Companies (63.3%)

A 72 Product Companies (80.0%)
A 18 Platform Companies (20.0%)

A 22 Large Molecule Focus (24.4%)
A 68 Small Molecule Focus (75.6%)

A Average Valuation $340.9M
A Median Valuation $105.0M
A Total Value $30,677.9M



Targeting the Biotech for Acquisition

At KIFNXYI O2YLI yASa IINB f221Ay3 T2NX
A Large molecule platform developers
A Small molecules at novel targets

A. A20SOK FAN)Xa |NBE f221Ay3 F2NX
A Late stage product opportunities
A Synergy plays that create a strong story

A Key is to run an effective transaction process
A Execute on business development
A Retain as much upside
A Present story to potential partners/acquirers
A Create and nurture a competitive bidding environment

Deloitte



Trade Sales of Private Companies

Announced Deals

2009 2008 2007 2006 2005 2004

12 30 25 14 16 7

Recent Trade Sales of Private Biotech

Onyx /Proteolix
SanofiAventis / Fovea
Abbott / Evalve
Abbott / Visiogen
SanofiAventis /BiPar
Vertex /ViroChem

Deloitte

$851M$276/$375) Phase 2 Small molecule Cancer

$538M($131/3409) Phase 2 Small molecule Ophthalmic

$410M Approved Device
$400M Approved Device
$500M (2/?) Phase 2 Small molecule Cancer

$376M($100/$276) Phase 2 Small molecule HCV



Biotech Financing C Key Points and Summary

A The BioPharma industry has developed many niche players
A Pharma, BioPharma, Specialty Pharma, Biotech, CMOs, CROs, CSOs

A Biotech has windows of liquidity (IPOSs)
A Recent IPOs have required more cash to reach liquidity
A IPO Valuations have been steady/lower
A Returns have been lower for Venture Investors

A Investors have favored M&A Trade Sales
A Provide immediate liquidity (and eawuts)

A Company valuations are driven by latage product candidates

Deloitte



Break Point
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Top Licensees of Biotech Programs (2005-Q32009)

Announced Deals by Stage at Signing

(2005 ¢ Q309)
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Defining the BigCos of BioPharma Licensing

A DefiningtheW. A 3/ 2 a Q

A Integrated Biopharma companies
A Revenue generating and profitable

A Valuation in excess of $1 billion

A Top 40 BigCos sign 90% of deals, by total dollar value

A Biotech Therapeutic Out-license Deals with BigCos (2004-Q32009)
A 70 distinct BigCos
A 1,237 alliances
A $139 billion announced total value

A Payments in alliancg$m)

Upfront Equity AnnouncedTrotal
2005-09 Total $12,159 $2,857 $139,238
Annual Average $2,559 $601 $29,313

Source: Deloitte Recap LLC
Deloitte



Biotech Alliances with BigCos

A Alliance from 2005 ¢ Q32009
A 1,237 deals announced

Stage at Sighing of Deal

Discovery 725

Lead Molecule 62

Preclinical 140 Discovery

0
Phase | /8 -
Phase Il 116
Phase

Phase I 125 6% Preclinica
Approved 173 10%

Source: Deloitte Recap LLC Lead

Molecule
4%
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Trends in BigCo In-licensing Deals
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Payments in BigCo Alliances

Step-Up in Upfront Payments by Stage at Signing

(2005 ¢ Q32009)
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Key Learnings form the Data Analysis

Trends of the 10 Top BigCos relative to the remaining 60
A The do more early stage deals (discovery in particular)
A The sign more preclinical stage deals (tafge€ often with backups)
A They pay less cash upfront
A The deals are larger in total size

Trends in Mid-Cap Pharma and Specialty Pharma
A Higher number of regional licensing deals
A Attempt pre-emptive licensing

A They recognize significant strategic value in a program and elect to do a deal
earlier than the top companies, and overpay to get the deal done

A But in many case they offer strategic advantages because the asset will be a
higher priority in development & commercialization

Source: Deloitte Recap LLC
Deloitte



BigCo Alliances in 2008 and 2009

Aggregate Payments in Announced New Alliances ($M)

Upfront Equity Announced Total
2005-09 Average $2,559 $601 $29,313
2008 $3,572 $299 $37,296
2009YTD $1,448 $533 $17,150
2009 est. $1,931 $711 $22,867
Announced Deals Upfront Payments (SM)
90 $1,400
50 $1,200
70
= 4 $1,000
50 A $800 -
40 + $600 -
209 $400 -
20 -
10 - $200 -
0 $0 -
Q108 Q208 Q308 Q408 Q109 Q209 Q309 Q108 Q208 Q308 Q408 Q109 Q209 Q309

Source: Deloitte Recap LLC
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BigCo Deal Activity in 2008 and Q1-Q3 2009

Announced Deals Total Size (SM) Upfront Payments S $ZB
300 $40,000 $4,000 Shortfall
$35,000 - $3,500 -
250 Gap in payment
$30,000 - $3,000 - of upfront fees
200 from 2008 to
$25,000 - $2,500 - 2009 may point
to cash available
150 — $20,000 A $2,000 - in the budgets at
BigCos in Q409.
$15,000 - $1,500 -
100 —
$10,000 - $1,000 - BigCos may look
- | to spend cash
$5.000 - $500 - remaining in BD
budgets before
0 : $0 : $0 : the end of year.
2008 2009 2008 2009 2008 2009

Source: Deloitte Recap LLC
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Getting Prepared to Partner

Gather information from potential partners
A What are the critical questions about your program?
A How can you answer/address these questions?
A Support with R&D, market research, KOLs, reimbursement and regulatory

Prepare partnering materials and run an efficient process
A What role does the asset have in corporate development?
A What structure are you looking for?
A Summarize and prepare a 5 minute pitch

Utilize a top down approach with BD and R&D Champions
A Establish contacts and be prepared to answer the critical questions
A The program should be able to sell itself

Research the deal history of negotiating partners
A Understand the types of deals the partner has done
A Plan for similar deal structure and valuation

Deloitte



Structuring a Deal

What is the role of the asset in the corporate development of the company?

Structure a deal that leverages the asset towards other corporate objectives
A Forward integration
A Company Valuation
A Investor Liquidity

Deloitte



Valuing a Deal

NPV Models
A Risk adjusted discounted cash flow models are essential for internal planning
A But they can be a distraction to the deal negotiations
A Avoid arguing over the model (costs, sales projections, development risk)

Comparables Analysis

A First recommendatio! Y RSNAR G YR & 2 dzNImakinglli y S NI &
A Utilize a bullseye approach

1. Target deals with similar stage of development and therapeutic area
2. Look at deals at earlier and later stages of development

3. Examine other therapeutic areas that may have similar risk profiles, revenue
potential, and market dynamics

Deloitte



Negotiating the Deal

There really is no steadfast rule on who sends the first term sheet.

But it is advantageous to have the buyer submit terms first.

Work within a rational base of comparable transactions

A Try to get multiple bidders involved in the deal
A Look for strategic bidders that will go over the top

And always have a BATNA ¢ BestAlternative to theNegotiatedAgreement

Deloitte



Platform vs. Products

Introduction

A Management and investors are often at odds over the issue of biotech strategies
for diversification

0 Platforms provide multiple opportunities for partnering and product lead
generation

0 Products produce much greater returns on investment

What does the empirical evidence support?

What strategies are appropriate for today?

Deloitte



Strategy: Platform Company

Definition

A Unique intellectual property position and intellectual capital to support the
de novo discovery and development of drug candidates

Examples
A Biological target screening, identification, or validation
A Unique technology for drug discovemAb, RNAj chemistry)
A Rational drug discovery, lead optimization, development optimization

Pros of Platform Companies
A Opportunity for multiple partnerships and multiple products
A Products may fail, but the platform survives

Cons of Platform Companies
A Platformscan beexpensive to develop and maintain
A Based on market valuations, appears there Wall Street trend favoring products

Deloitte



Strategy: Product Company

Definition
A Specialized developer of product candidates acquired from other firms

Examples
A License clinical candidates from academic institutions
A Acquire product from biotech ggharmacompany
A Introduce indications for an existing approved drug

Pros of Product Companies
A Clinical milestones are newsworthy: Value inflection points
A Analysts appear to understand how to generate a valuation
A Companies can leverage service providers (Virtual Companies)

Cons of Product Companies
A Clinical trials can be costly with many potential pitfalls
A Outcomes can be binary, and investors may exit when a failsy

Deloitte



Select Top Deals of 2009

Stage at Total Upfront
Partner Developer Date Signing (SMm) (Sm) Subject

Sanofi . Phase I, XL147, XL765 & PI3K

Aventis Exelids HEDHEE PreCDisc izl LA inhibitors for cancer

BMS ZymoGenetics Jan09 Phase | $1,107 $105 FlECiErzen e
for HCV

Wyeth Santaris Jar09 Disc. $847 $7 O_ptlor) LelPdeng e s
viral disease programs

: Vernakalanfor Atrial
Merck Cardiome Apr-09 Phaselll $800 $60 Fibrillation
Novartis Portola Jan09 Phase I $575 $75 Elneg)etiml-sloulng

product

Exclusive option to all

Celgene  Globelmmune May-09 Phasell $540 $30
oncology programs

:?alggen Acorda Janr09 Phase Il  $510 $110 Ez;mprldlneSR for MS ex

Source: Deloitte Recap LLC
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The Mind of the Biotech CEO

AW2 KSNB Ad GKS YySEG FAYIYOAY3d O2YA
I Challenging VC and public markets
I Uncertainty about US IPO market future

AWLE& ag! | GAFotS FTtOGSNYIIGABS F2N
I Combine with biotech or trade sale pharma

r

AW2 K StasS OFly L R2 (2 Y20S (0KA&a
I In-licensing opportunities and forward integration

Ve

A¥Y2 K OFy L R2 G2 OFfY Yé LINAGIGS
I Pressure to do unrealistic deals, partnering & financing
I Need to limit expenditures, but programs need funding
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Case Study ¢ FORMA Therapeutics

AFounded in 2007 in Cambridge, MA
ATechnology from Harvard University & MIT

A Academic Founders

A StuartShreiber PhD, Broad Institute (Founder at Infinity Pharmaceuticals,
AriadPharmaceuticals, and Vertex)

A Michael Foley, PhD, Broad Institute (Foun@embinatoRxand Infinity
Pharmaceuticals, plus 10 years at BMS)

A ToddGlauh MD, Broad Institute (advisor to Merck, PfizBombinatoRxInfinity
Pharmaceuticals, and Avalon Pharmaceuticals)

FORMA builds on the vision of its academic founders: Stuart SchreibeGdladd

and Michael Foley, each of the Broad Institute of Harvard and MIT. FORMA leverag
its innovative drug discovery platform to address challenging targets and develop a
robust internal pipeline of breakthrough oncology drugs.

Deloitte



Case Study C Financing in the Current Market

A Leveraging Partnerships to provide capital during poor markets for Investing

A Founded in 2007 in Cambridge, MA
A March 2008 $4M Series & Novartis Option Fund
A Establishes locations in Cambridge, Singapore, and Beijing

A January 2009$25M Series B Bio*One Capital (Singapore) & Novartis
Option Fund

A January 2009 Alliance with Novartig Up to $200M

A January 2009 Alliance with Cubist Pharmaceuticals
A Up to $68M total
A $14M in funding over the first-grs

Deloitte
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