
CC

Drug Development Deficit from an
Investors Point of View

A.N. “Jerry” Karabelas, Ph.D.
Partner, Care Capital



CC

Bio Tech Index

Jul041998 1999 2000 2001 2002 2003
0.00

1.00

2.00

3.00

4.00

5.00

6.00

Nasdaq
Nasdaq Biotech Index

So Why Am I Smiling?
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The Jürgen Drews Insight
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…is the current growth rate sustainable? 
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Current Pressures on the Model

Year

Earnings

•Price Pressure
•HMOs Competition
•Safety Standards
•Earlier Competition

•Faster Generic Erosion
•Earlier Generic Competition
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The Deficit is Real and Spans all Companies,
Big and Small

• FDA Approvals

Year NME Approvals
2000 27

2001 24

2002 17

2003 21

  07/2004 17
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Deficit is More Apparent because of ’97
Modernization Act of FDA

New Molecular Entity (NME) 
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Drug Development Deficit of Big Pharma

• Higher attrition rate early
• Focus on “no brainers” at the cost of true

innovation
• Late safety failures
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The Investor’s View of This?

“Happy Days are Here Again”

But:  Characteristics of “Winner” has changed
 “Product in / Platform out”
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For Young Companies that Get Exciting
Drugs to Proof of Concept:

• Competition among big and medium pharma to do
a deal

• Cost of doing a deal has risen, exponentially
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Proof of Concept: The Point of Value
Inflection
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Some Examples:

$1,200 mmNot DisclosedNot Disclosed$255 mm CashHep B&C
Antiviral

Idenix /
Novartis

$545 mm$150 mm$495 mm$10 mm Cash and
$40 mm Equity

LABAGSK /
Theravance

$745 mm$450 mm$195 mm$100 mm CashMacugenEyetech /
Pfizer

CommercialDevelopment

Implied
Transaction

Value

Milestones

UpfrontDrug NameCompany
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Sometimes, They Buy the Company
   

 
   
M o n d a y , D e c e m b e r  2 2 , 2 0 0 3 2 0 0 0  (A ll  t im e s  E S T )   V o l. 1 1  N o . 2 4 6
   
 

T ic k e r s  in  b lu e  a r e  l iv e  l in k s  to  u p d a te d  s to c k  p r ic e s .  

M O N D A Y 'S  T O P  S T O R Y  

P f iz e r  a c q u ir in g  E sp e r io n  fo r  $ 1 .3 B  
P F E  p la n s  to  a c q u ire  c a rd io v a s c u la r  c o m p a n y  E S P R  fo r  $ 1 .3  b ill io n  in  c a s h . P F E  w ill  
p a y  $ 3 5  p e r  E S P R  s h a re , w h ic h  is  a  5 4 %  p re m iu m  to  E S P R 's  c lo s in g  p r ic e  o v e r  th e  la s t  
2 0  tra d in g  d a y s . E S P R  w ill  o p e ra te  a s  a  d iv is io n  o f  P F E 's  G lo b a l  R e s e a rc h  a n d  
D e v e lo p m e n t o rg a n iz a tio n  a n d  w il l  re m a in  in  A n n  A rb o r , M ic h .  

P F E  s a id  th e  d e a l  w il l  a d d  E S P R 's  a c u te  c a rd io v a s c u la r  th e ra p e u tic s  to  th e  p h a rm a  
c o m p a n y 's  c h ro n ic  h e a r t  th e ra p ie s , s u c h  a s  c h o le s te ro l  d ru g  L ip ito r . E S P R  re c e n tly  
p u b lis h e d  P h a s e  I I c l in ic a l re s u lts  fo r  E T C -2 1 6  A p o A -I M ila n o  to  tre a t  a c u te  c o ro n a r y  
s y n d ro m e s  (A C S ) s h o w in g  th a t th e  c o m p o u n d  m e t th e  p r im a r y  e n d p o in t  o f  re d u c in g  
p e rc e n t  a th e ro m a  (p la q u e )  v o lu m e  c o m p a re d  to  b a s e lin e . E T C -2 1 6  in c re a s e s  H D L  
c h o le s te ro l,  w h ile  L ip ito r  lo w e rs  L D L  c h o le s te ro l .  E S P R  h a d  s a id  i t  w a n te d  to  p a r tn e r  
E T C -2 1 6  b y  th e  m id d le  o f  2 0 0 4  a n d  p la n n e d  to  s ta r t  a  P h a s e  I I I t r ia l  in  2 0 0 5 .  
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What Does Care Capital Look For?

• Companies working in hot areas
– Antivirals
– CHF
– Degenerative nerve diseases

• Solid preclinical evidence, Phase I safety
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What Value Do We Seek to Add?

• Position in Phase II
– The right patient type
– The right endpoint
– The right benefit
Examples:  Epigenesis – inhaled steroid
                   Inotek – PARP inhibitor

• Help execute the deal
– Dynavax, Nitromed, etc.
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The Deficit Also Yields New Investor
Opportunity

• Clinical Development Capital (CDC) – at risk
financing of Phase III trials
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CDC Benefits for Big Pharma

• “More shots on goal”
• Greater value retention than partnering or

“shelving”
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CDC Benefits for Small Companies

• Thorough due diligence check
• Less expensive than equity capital
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Investor View of the Drug Development
Deficit

• Focus on drug development companies
• Help take company to Phase IIA and a deal
• Seek opportunities to help Big Pharma close the

gap in other ways
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