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Finance transformation and financing gaps
Impact of financial crisis – the pharma perspective

“…and as far as 
GlaxoSm ithKline is 

concerned really no im pact 
at all.”

(Andrew W itty, CEO GSK, 
Financial Tim es, 
31 October 2008)

“W e're som ewhat im m une … The only 
disappointm ent has been the darn 
stock price. I watch the stock and I 
think we're worth m uch, m uch m ore. 

It brings tears to m y eyes.”
(Jam es Cornelius, CEO BM S, 

BusinessW eek, 30 October 2008)

“Nobody is im m une … [but]
people continue to need 

m edicines and treatm ents. They 
will value those that provide good 
m edical benefits. I don't see that 
changing.”(Jeffrey Kindler, CEO 

Pfizer, BusinessW eek, 
30 October 2008)

"The indirect effects of this 
unprecedented situation 
are still unclear and it is 
difficult to predicttheir 

im pact.”
David Brennan, CEO 
AstraZeneca, Scrip, 
9 October 2008) 

“Novartis AG will tap its "strong 
cash flow'' to m ake 

acquisitions, taking advantage 
of biotechnology com panies'
inability to raise capital.“

(Daniel Vasella, Bloom berg, 
21 October 2008) 

“…m ature and blue chip biotech com panies 
will do just fine since they have plenty of 
cash, product revenue stream s, strong 

pipelines and big pharm a partners. It is the 
large universe of sm all public com panies, 
and private com panieswill feel the m ost 

pain.”
(Steven Burrill, CEO Burrill & Com pany,, 

4 Novem ber 2008)

BIO estim ates that 138 public 
com panies, or 40 percent of U.S. 

public biotech, have less than a year's 
operating cash left. Of those, 96 have 

less than six m onths 
of cash.”(The San Francisco 

Chronicle,
16 Novem ber 2008 )

On deals with biotechnology 
com panies: “…it will not be a 
1+1=2 (com bination) or 
1+1=3 (synergy) but a

1+1=0.5.”
(Steven Burrill, CEO Burrill & 
Com pany,12 January 2009) 

“Big Pharm a and Big Biotech…will 
have the luxury of sitting back and 
waiting for the right opportunity and 
then acquire biotech com panies at 
what represents 1990 prices.”
(Steven Burrill, CEO Burrill & 

Com pany,
12 January 2009) 
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Patents
wave of patent 
expiries and threat 
of follow-on 
biologics

Pricing pressure
cost containm ent 
placing pressure on 
prices and m arket 
access

Com pliance 
com m itm ents
increased 
requirem ents, 
com plexity, and 
enforcem ent 
actions

R&D productivity
low R&D 
productivity

Cost structure
inefficiencies in
value-chain                          

Custom er 
relationships
increasingly 
inform ed and active 
stakeholders, 
increased 
transparency

Reduced growth

M argins squeezed

Reputation in decline

Finance transformation and financing gaps
Cash rich pharma challenged by more complex issues

top line growth bottom line returns

Finance
Transformation
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US$ 1.4 billionNot disclosedGlaxoSmithKline
US$1 - 1.3 billion2,200-2,600Amgen
US$100 million1,100Schering-Plough

US$1.6 billion3,760Novartis
US$1.3 - 1.6 billion3,600-4,800 Johnson & Johnson

US$1.5 billion4,300Bristol-Myers 
Squibb 

US$2.3 billion7,000Merck & Co.
US$ 900 million7,600AstraZeneca

US$2 billion10,000Pfizer

Anticipated cost 
savings

Job reductions 
announced

Company

Selected job reduction announcements by large drug companies

Source: Ernst & Young and company announcements

Finance transformation and financing gaps
Short term fixes vs. sustainable solutions

Path to sustainability „Re-invention“ of the industry
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► European equity 
financing drop by 68%

► Public follow-on 
financing minus 79%

► No IPOs
► Venture Capital reduced 

by 20%

Kapitalzufluss für europäische Biotech-Unternehmen
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Sekundärfinanzierungen bei börsennotierten Unternehmen
Börsengang
Risikokapital / Private Equity

Quelle: Ernst & Young, BioCentury, BioWorld, VentureSource und Windhover

3,5

0,7

1,2

2,7

0,7

1,5

5,4

4,9

3,5
2,9

2,3

1,2

2,2

6,7

1,0

0,9

1,8

0,8

bn €

Follow-on financing of public companies
IPO
Venture capital for private companies

Economic crisis – hedge funds
not investing – big contributor 
to public markets
Public valuations significantly 
depressed for all but large 
cap biotech
VCs always cautious, now 
resource-constrained; 
prioritising existing portfolio  
companies.

Finance transformation and financing gaps
Impact of financial crisis – the biotech perspective
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► “The Venture Capital financing model is dead”

► “Has the biotech business model failed?”

► “Major consolidation expected”

► “Greater 50% of the companies will die”

?

Finance transformation and financing gaps
Impact of financial crisis – consequences for biotech companies
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Path to Sustainability
Perspectives biotech companies 
Big pharma companies announce layoffs, restructurings
Stock buybacks
Safety concerns take bite out of 
product sales

Velcade gives NICE an unprecedented 
money-back guarantee

FDA NME approvals 
fall to lowest level in 

over 25 years 
more pricing 

pressures
emerging 

Product safety 
incidents in the

rising China market

Big pharma’s search for pipeline productivity propels a 
booming deal environment

Biotech companies 
retain more

rights in deals 

The 
mega 
deal…
is back

π?

8%

Government negotiation of 
drug prices under MMA returns to public policy debate 
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► Partnering
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IPOQuality company formation
- Professionalising Tech Transfer
- GoBio Program
- IMI Program (early Collaboration Biotech / Pharma / Academia)
- High Tech Gründer Fonds 
- Leveraging Programs (e.g. KfW)

Diversification of business models
- focus on product delivering technology platforms as a more sustainable
model with greater stability in financial crisis?

- hibernating with service type models?
- greater sense for reality – solid financial basis before start of in-house drug
development

Path to Sustainability
Pressure generates creativity - companies will be different
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Venture Capital Risk Diversification
Early stage funding
- Single Asset companies
- Project Funding
- Fast, focused, lean cheap move to data-supported decision point

- move forward as a company / asset deal / stop

Growth capital
- Equity investments into mature companies – new growth story based on 
solid business (e.g. TVM / Riemser)

Path to Sustainability
Pressure generates creativity - financial investors with new ideas
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% share private
investors

Venture capital
Financing by private family offices
% share of private family offices

Company Building by
Private Investors?
- different risk acceptance
- different return needs
(time, multiples)

- more independent from
complex consortia

- more dedicated to com-
pany building ?

Private family offices increase their share

Path to Sustainability
Pressure generates creativity – new investors entering the field
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Alliance vs Venture Capital
- Neurimmune approach (K. Henco)

- identify promising project
- finance very lean, focused and fast towards POC
- emphasis on BD
- early big deal with pharma / big biotech (Biogen Idec , > 300 m US$)
- HS Life Sciences.com

Path to Sustainability
Pressure generates creativity – new investors entering the field

CROs: Service for Equity
- Buying early assets and create value ( pre-clin. / clin development)
- Single asset companies
- Team with VCs (e.g. Focus, Quintiles)
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44Summe
2,9Roche

Quelle: Ernst & Young, 2009

3,4Bristol-Myers Squibb

4,7Merck & Co.
5Pfizer

17,5GlaxoSmithKline

6,8Novartis

3,7AstraZeneca

Mrd. €
(max.)

Unternehmen

Comitted payment by big
pharmas for alliances (2005 
to 2008, global)

Quelle: Ernst & Young; “Bio-Dollars” sind der potenzielle Wert der Allianzen inklusive Vorab- sowie
Meilensteinzahlungen für Allianzen, bei denen diese Werte veröffentlicht wurden
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"Bio-Dollars" Eigenkapital

„Bio-Dollars“ vs.Equity Financing of European Biotech Companies

Equity Financing

Partnering with Big Pharma becomes critical

Path to Sustainability
Strategic investors driving transactions 
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Upfront payments help bridging financing gaps
Financing European biotech companies – cash infusion

Path to Sustainability
Strategic investors driving transactions 
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Corporate Venture Funds in Big Pharma take over more responsibility

Merck Serono Corporate Venture Fund (40 m€)
Explicite focus on early stage opportunities – „option financing“
Alternative to „come back when you have the data“
nuturing early stage ideas to reach further decision point fast

Novartis Option Fund (200 m$) to finance early innovations
investments made in return for options to certain technologies or compounds
in its portfolio companies

Corporate Venture funds cooperate to drive innovation
GlaxoSmithKline (GSK), Novartis (NVS) Venture Fund, Lilly Ventures (LLY)
and Roche Venture Fund to support Aileron Therapeutics (40 m$) to develop
new class of drugs (stapled peptides)

Biogen and Pfizer Inc. launched incubator programs in 2007.
Incubators are looking for early stage companies, often with programs that only
recently have emerged from universities' tech transfer offices.

driving transactions

Path to Sustainability
Strategic investors driving transactions 
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“Re-invention” of the Life Science industry
Four sweeping trends
Big pharma companies announce layoffs, restructurings
Stock buybacks
Safety concerns take bite out of 
product sales

Velcade gives NICE an unprecedented 
money-back guarantee

FDA NME approvals 
fall to lowest level in 

over 25 years 
more pricing 

pressures
emerging 

Product safety 
incidents in the

rising China market

Big pharma’s search for pipeline productivity propels a 
booming deal environment

Biotech companies 
retain more

rights in deals 

The 
mega 
deal…
is back

π?

8%

Government negotiation of 
drug prices under MMA returns to public policy debate 
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► Improving R&D productivity

► Personalised Medicine

► (Biogenerics)

► Globalisation
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Short term fixes long term sustainability

vs.

Platform + Phase IISirtrisGlaxoSmithKline
Phase IIRinatPfizer

Platform + Phase IISiRNAMerck
Platform - preclinicalDomantisGlaxoSmithKline
Platform + Phase IAdnexusBristol Myers Squibb

CommercialMedImmuneAstraZeneca
CommercialKOSAbbott
CommercialMGI PharmaEisai
CommercialMillenniumTakeda

Platform / phaseCompanyCompany

Platform + Phase IISirtrisGlaxoSmithKline
Phase IIRinatPfizer

Platform + Phase IISiRNAMerck
Platform - preclinicalDomantisGlaxoSmithKline
Platform + Phase IAdnexusBristol Myers Squibb

CommercialMedImmuneAstraZeneca
CommercialKOSAbbott
CommercialMGI PharmaEisai
CommercialMillenniumTakeda

Platform / phaseCompanyCompany

Source: Ernst & Young: Beyond Borders 2008

Pipeline Assets

Enabling Platforms

Buying 
pipeline 
assets

►High prices �lower upside 
potential

►Limited reserves of cash

“Re-invention” of the Life Science industry
Improving R&D productivity – innovative technologies

Acquiring 
Technology
platforms

(adnectins)

(dAbs)

(proteins)

(sirtuins)

(RNA)
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► Shift of R&D activities within pharmaceutical companies

► Quotation of a Head Emerging Technologies, Big pharma:
►

20122008 2015

external

internal

30%

30%70%

70%50%

50%

“Re-invention” of the Life Science industry
Improving R&D productivity – Focus on R&D outsourcing
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2006 2007 2008 2010 2012

41%

28%

22%

9%

Chemistry services

Biology services

Lead optimisations

Screening

Global Drug Discovery Outsourcing Market (USD bn)

Global Drug Discovery Outsourcing 
Market by Segment (2007)

Compiled from multiple industry sources

15%

4.7 – 6.7
6.3 – 8.5

8.4 – 10.3

11.8 – 12.4

5.4 – 7.5

15%
19%

7%

20%

Chemistry Biology HTS Lead
Optimization

Growth Rate (%)

“Re-invention” of the Life Science industry
Improving R&D productivity – Focus on R&D outsourcing



21
Source: Ernst & Young: Beyond Borders 2008, Dtamonitor

Creating small, 
autonomous R&D units

Emulate

Large 
monolithic 
big pharma
company

Preserving entities after 
acquisitions

Adopting networked 
structures

Pay-for-performance tied 
to small-team milestones

culture

of

small

biotech

companies

Organisational changes – capturing biotech innovation potential
• GSK - CEDDs/CEEDD
• Pfizer – IB&BC, PTR/BTR

• Roche / Genentech
• AZ / Medimmune
• Eli Lilly / ImClone
• Pfizer / Wyeth

• Enlight (J&J, Merck, Lilly etc.
• Chorus (Eli Lilly)
• NIBR (Novartis)

“Re-invention” of the Life Science industry
Improving R&D productivity – organisation / business models
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Safety 
concerns

►Targeted approaches
►Less misdiagnosis, 

fewer adverse events

Pricing 
pressures

►Smaller clinical trials
►Cheaper drug development

R&D 
productivity

►More efficient identification 
and development of drug 
targets

Move from 
efficacy to 
efficiency

in drug 
development 

and 
healthcare 

delivery

Pharma companies realising the chances of personalised medicine

“Re-invention” of the Life Science industry
Personalised Medicine
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Personalized medicine redistributes value in the value chain

Source: Ernst & Young

Research
Research

Early development

Early developmentLate development

Late developmentManufacturing

Manufacturing

Sales and marketing
Sales and marketing

0%

20%

40%

60%

80%

100%

Current state Future state - personalized medicine

Value 
accrues to 
innovation

“Re-invention” of the Life Science industry
Personalised Medicine
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Source: [1] Centrewatch Analysis FDA,2008 ,[2] Tufts CSDD Analysis , [3] Grantplan ® database , [4] Ekron Acunova 

Trend

Increasing number of clinical trials 
moving to emerging markets due to
► Large and diverse patient population
►Faster recruitment
►Decreasing cycle time
►Lower cost for sponsors

0,32 0,27 0,39
0,81

4,27

1,73
2,24

1,24

US UK Canada France India Hungary Poland Russia

Patient enrolment per 
month

Cost of investigator relative to cost in US=100

Growth of FDA regulated investigatorsNumber of new investigators

Leading to..

►Increase in trials in emerging markets 
from 5% in 1997 to 30% in 2007

►Over the next 3 years 65% of the FDA 
regulated trials to be held outside the 
US2

►30 % the phase II & III trial sites have 
moved to the emerging markets

“Re-invention” of the Life Science industry
Globalisation – outsourcing to emerging countries
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Source: Ernst & Young and International Finance Corporation (IFC)

US$20,000

US$3,000
“The unserved base”

US$30b market
US$65b by 2017

4b patients
6b patients by 2017

1b patients

1.5 b
patients

Mature markets with
slow growth potential

Per-capita 
income

Market size/potential:

“The next billion”
Emerging markets with

high growth potential

“Re-invention” of the Life Science industry
Globalisation – emerging market opportunities
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2 quarters

Q3 02 – Q3 03
5 quarters

Q208-present
4 quarters and 

ongoing

Source: Ernst & Young, Beyond borders: global biotechnology report 2009

The way forward 
Life science industry will overcome the crisis more sustainable

The crisis will help consolidate the industry by:
pushing sustainable business models
driving more intelligent transactions
reinventing the industry with new paradigms
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Thank You  
for your attention

Ernst & Young ®
Ernst & Young 
Wirtschaftsprüfungsgesellschaft
Steuerberatungsgesellschaft

Dr. Siegfried Bialojan | Head European Life Science Center 
Theodor-Heuss-Anlage 2 | 68165 Mannheim | Germany 
Phone: +49 (621) 4208 11405 
E-Mail: Siegfried.Bialojan@de.ey.com


