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Commercialuations and Due Diligence

As a biotech companyant to get the most value possibl
products from potential partners. In order to control 1
partners and achieve your goals, you must perform ingc
comprehensive valuations of yolereno douccitstsatalbifng the
development continuum. Performing product valuation
domain of big-pharma or your.pdVethtihepaptprempriate
due diligence, it is possible for biotech and small innc
timelyealistic, and defendable valuatioffiecpiewrdbyrmgdan
experienced consultant.

Estimating elaevddur Product

The first step you must take in estimating the value of
determine the valuation methodology that is preferred
company you are taageitmggyoWwr products using the met
potential partner prefers helps assure that you are sp
and adds credibility to your organization and business
According to a recéwnf duovegh and pharmaceutical com
regarding their business development practices, nearl
companies with more than $1 billion in annual revenue
PresendlWe (rNPV) as their preferred valuyaanannmoe eh b
70% of pharma companies with annual revenues excee
that methodology as well.

Net present value (NPV) is defined as the cash flow ¢
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discounted back to the present. For example, an inve
an annual rate of return of 10% (also referred to as th
$1.1M in 12 months. Hence, the present value of $1.1
at the desired rate of return (or discount rate)1db0 % 0%
$1.0MThe amount of the investment ($1.0M in this exa
from the present value ($1.0M in this examplehitohanri
this case is zero ($1.0M" S$ANRW 0f$@eldp. means the pr
repays the original investment plus the rAguwigiedvealNe ¥
means a better return and a negative NPV means a wo
same investment amount ($1.0M) and discount rate (1(
example, but increasing the value of the investment in
$1.2M, the NPV is now $0.99IM %$2.20MOM " $1.00M =
$0.09M).

Three inputs are needed to calcavahaa, MB¥ts and the
rateTo calculate thethEPVobabilities of success for eac
development program for your product will also be req

Revenuedkevenue is what you expect your product to re
reaches the market. In valuing your product, your rev
your sales foreltasd.are numerous methods toAforecast
common approach is to use a combination of epidemio
rates, price estimations, and an assessment of the col

YEpidemiologica, thattais studies of the incidence of
specific populations, are available from many sourc
government agencies, advocacy groups, and private
and will help you identify the patient group(s) you |
product. Much of the epidemiological information ne
available in the public domain and can be secured |
government agencies and advocacy grouplshat little
additional expense to you will include the cost of tl
request, and format the data collectedTiheoceaauseab
private vendors that specialize in collecting and co
same government agency and advocacy group sourc
these reformatted data to pharma companies. Cost
The data included in these reports can be very helg
howeveone can end up paying for more data than is
because these reports are often not limited in their
the specific needs of the pharma customer

YAdoption radees the percentages used to determine t
therapy days for youTheroeduwates vary and can be un
different disease Tadrermes.are no diseases for which 10
patients seek a diagnosis, nor will there be 100% d
patients with the disease who seek treatment, nor c
diagnosed receive drugOtiherapgnsiderations include
which prescriptions are filled by patients receiving
various reasons for either filling or not filling a pre
whether or not the prescribed drug is on the payoaun
of the patients' ettApay then there is the compliance
patients who filled their prescription, that is what g
the medication as prescribed. Data on adoption raf
are scarce and sometimes outdpbddntialvewarces in
recent publications in professional journals and the
commission primary research.



YPrice estimatimalside not only the average WNe@lebale
requires insight into contracting strategies with go
sector payers, an understanding of wholesaler and
the amount of out-of-pocket costs (co-pays) patient
your product. Much of the information required to
estimate can be found in publications and via on-lit

YTheompetitive landssaysamamic and will likééyelmd ver
when you expect to launch your prodogtwiélrsies dotw:
know when patents expire on today's leading brand:
still have patent protection and for how long. Seve
compile this information from publications, governnmn
company filings required by government agencies,
releases and other company communications, which
pharma companies. Costs for thessred sdadwetsh vidirey
epidemiological data above, often more information
included in these reports. Big pharma companies o
reports, howavieiontech or innovator company can oft
format adequate information from numerous public
competitive landscape.

Costs.Costs are the amount of your investment. In ott
expect to spend in order to develop, produce and com

YDevelopment ciomgtiside all pre-clinical and clinical tr
marketing authorization (FDA, EMEA, etc.) filing fe
determining development costs include estimates b
experience, researching costs of similar clinical tri
numbers in earlier studies and multiplying those nu
or acceptable per-subject cost currently used in ott
therapy area. Costs per-subject will vary consider:
duration of the study and the procedures required f

YCommercializationircolstde all costs associated with
selling, and manufacturing and distributing your pr«
will begin to be incurred prior to launch, peak durir
continue over the life of the product. Specific line
market research, positioning and message developn
development, advertising and promotional materials
personnel costs of the marketers assigned to the bl
include the cost of the sales force promoting your ¢
depending on the number of sales representatives r
appropriate reach and frequency with your target
will be higher at launch. Methods used by pharma
selling costsbwdrlgeing transparent in your methodol
to defend your selling cost estimates. When manuf
costs of producing your drug will de dMame faigtuirficag nc
or cost of goods sold (COGS), varies depending on
(oral solids, oral liquids, injectables, etc.) and is c
percent of gross sales in valuations. Likewise, dis
slightly based on the delivery system and are also
percent of gross sales.




Discount Rdtlee discount rate, or interest rate, will be

each annual cash flow over the liTheodithe®opnadrade. car
be described as the annual rate of return a company e
investmedtkaower discount rate yields a higher valuatio
sets afeiént threshold for their rate of return, therefor
that you use the discount rate you anticipate your pot

Annual Net Cash Flows and a NPV Curve

With your estimated annual revenues and costs, along
you have all the inputs you need to estimate annual n
a NPV curve (Fig. 2) for your product.

Figure 1: Net Cash Flows
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Risk-AdjushAedual Net Cash Flows and the rNPV Curve
Next, you will need to adjust each of the annual net c:
and determine the risk-adjusted NPVIherrNNPPW i§Fig. 4
calculated by assessing the risk of each individual ye,
development and commercial periods, and then multipl
each year's respectiveTbashNHYwtakes into account the
that any year's cash flow willwehdtwalby degoaurdent on th
of previous year's events. Information regarding risk
development continuum is available in publications an
organizations and government agencies.

Figure 3: Risk-Adjusted Discounted Cash Flows
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Conclusions

As the product ihndoeadoligence in completing a valuati
product will help you understand the cash flows, their
inflatiofmcafthose cash flows and the vale df rour poa
perspective and your potential partneA's ttheer9paqvisdeor
must be in the best position to describe how the oppo
to a potential partner is a good strategic fit for both
the estimated value of yourThewnproduep. is to model
of the value between the partners before ybarddégam en
potential partners.
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