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6) VALUING A STARTUP, DECIDING WHETHER (AND WHEN) TO
PARTNER, AND THINKING ABOUT THE EXIT

So how much money should an entrepreneur try to raise? The
general rule is to “ground your valuation expectations in reality,”
advises Booth. “Believing that a drug discovery startup is worth
as much as a Facebook may not be appropriate.”

And what is realistic2 That depends. “Valuation is more art than
science,” says Booth. Across the biotech industry, the typical
first round of financing—the Series A—is about $10 million

to $20 million. (There are outliers, however, like Denali
Therapeutics, which raised more than $217 million.) The
$10-$20 million, in turn, usually buys about 75% of a
company. If that seems steep, it is. “The capital you raise

early on is incredibly expensive,” Booth warns.

That's why some startups opt for a different strategy, raising
perhaps $1-$2 million in seed money—ijust enough fo create
compelling dafa that then make it possible to raise more money
at a higher valuation.

Whatever the initial financing strategy, a new company needs
fo get results from ifs first round of capital. “In true drug
discovery, the first $20 million should get you well down the
line to a new development candidate,” Booth says. That means
locking in the molecule that will go info Phase I clinical trials,
and doing all the preclinical and toxicology work needed to
get an Investigational New Drug Application (INDA) approved
by the Food & Drug Administration.

Once a company has an INDA-ready candidate, it's time for
another choice: Do a second round of financing or find a
partner o develop the drug candidate? “At the end of the day,
the decision is between equity dilution (selling more of the
company) or asset dilufion (giving away future value or the
rights to a drug),” Booth explains.

Again, the choice is more art than science—and experience
matters. “You can look back on the potholes that created issues
in past deals, and learn from those mistakes,” says Booth.

(See box: A Tale of Two Companies)

Meanwhile, entrepreneurs and investors should always be
thinking about the eventual exit strategy in the back of their
minds—though the answer usually becomes clear over time.
"We don't get religious or overzealous about having an explicit
exit strategy,” Booth explains. “We've done this long enough
that we know that if we create value for patients, great things
will happen, and there will be a buyer—either the public
markets in an IPO or Pharma.”

The actual exit is usually unique to each individual company,
but there are general patterns. “Bigger platform companies
need fo consume more capital, so they are more suited for the
public capital markets,” Booth explains. In contrast, “single
product companies are less likely to go public, because
Pharma loves those,” he says.
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A TALE OF TWO COMPANIES

Find a partner or raise more capital? In early 2016, Surface

Oncology made the first choice, forging a deal worth up to $170 million
with Novartis to develop a portfolio of antibodies to treat cancer. “We
were able to preserve enough value—keeping the U.S. rights to two of
the four programs—that the deal made a lot of sense compared to a
Series B financing,” Booth explains.

In contrast, Unum Therapeutics took the other path, raising $65 million in

a Series B round in June 2015. It was done “at a very attractive price,”
says Booth. As a result, that route made more sense than trying to find
a partner.
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The paths of even very successful biotech companies are
usually bumpy. “In most companies, the first idea is not the one
that becomes the ultimate revenue generator,” says Dunsire.

The company that Dunsire led as CEO, Millennium
Pharmaceuticals, is a classic case. Mark Levin founded
Millennium in 1993 to spot genes that are active and then to
sell that knowledge to others who would use it to discover new
drugs. The company raised enormous amounts of capital based
on that idea. "But it never panned out,” says Dunsire. “So
Millennium used that capital to do its own drug discovery.”

Since then, pivoting from offering just a technology platform to
running an in-house drug discovery operation has become a
common pattern (see box: Keep a Golden Egg, though,
ironically, Millennium’s first revenues came not from its own
discoveries but from an acquisition.

Whatever the path, success is hard o predict. “The thing I'm
always amazed by as an investor is that the ones that shine,
that become your stars later on, are like any other average first
grader when they sfart,” says McGuire. ‘I couldn’t have told
you then which would be the winner.”

What eventually sets them aparte In many cases, it's a frial
by fire.

There inevitably comes a moment when “the shit hits the fan, and
it was the worst day fo wake up,” says McGuire. It may happen
more than once. "My wife remembers all the times that I've come
home, tail between my legs, saying that ‘this is really the worst
it's ever been—it's hopeless,” says Cohen. She always reminds
him that this isn't the first time, and the company always has
managed to bounce back. “It's great to have the perspective of
having been there before,” says Cohen.

When those moments do come, the successful people “put on
their pants, go fo work, and find out who they are,” says
McGuire. “Almost every company hits a bump in the road.”
How they respond can mean ultimate success or failure.

McGuire likes to sum this trial by fire by saying: “A company's
moment of greatness is found in ifs greatest moment of despair.”

And when the despair hits, the companies that tend to pull
through are those with the passion, the right people—and a
special kind of discipline. “In the drug business, unlike other
types of technology, the ultimate scarce resource is time, not
dollars,” Booth explains. “Our entrepreneurs fend to be in their
40s and have earned their stripes in biotech or Pharma, and
have learned to be disciplined with their time.”

While a software company might be able o continue working
on an inifially unsuccessful product for months, biotech doesn't
have that luxury. “Biotech is a truth-seeking culture,” says Booth.
An entrepreneur must to be able to identify those programs that
aren’t panning out—and to quickly and ruthlessly pull the plug.
"Being able to weed those out by being disciplined is crucial,”
Booth says.

It's also tough, especially for hard-driving biotech entrepreneurs
who passionately believe in their ideas, and are ready to run
through walls to prove that they're right.

"It's miserable when it doesn't work; it's miserable when you
have a setback,” says Cohen.

But ultimately, the struggle is worth it, says Cohen: “In the end
you want to be able to say: ‘I fought the fight and got it done.’
What else do you want out of your life2”
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KEEP HOLD OF A GOLDEN EGG

AnaptysBio was formed on the strength of an innovative technology for

rapidly identifying and manufacturing antibodies. But it “just wasn't taken
seriously by the financial powers of the biotech world,” says Kinsella—
until it used its own technology to find antibodies that it plans to develop
in-house.

The lesson: “If a company has been created around a technology
platform, the company will not realize a significant value, even if it has
partnered the technology, until it has kept a couple of the golden eggs for
itself,” says Kinsella.




INTERVIEWEES

Interviewees (in dlphabetical order):

Bruce Booth, Partner, Atlas Venture. Currently chairman of AvroBio, miRagen Therapeutics, Nimbus Therapeutics, Rodin Therapeutics,
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Ron Cohen, MD, CEO at Acorda. Chair of the Biofechnology Innovation Organization (BIO) Board of Directors from 2015 to 2016. Former
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INSIGHTS THAT GROW YOUR ASSET

The drug development journey can be complex and stressful, but it doesn’t have to be. In fact,
you can save time and money while maintaining study quality and data integrity and gaining
valuable insights about your asset. The secret is to harmonize your partnerships, approaches
and practices to gain efficiencies and increase the value of your asset.

Welcome to the Bio Experience. It’s a journey that more than 600 small and virtual biotech
companies leverage each year to help reach their development goals. They enjoy continuity of
science, unsurpassed partnership and business efficiency. And now, you can too.

BEGIN YOUR BIO EXPERIENCE TODAY
VISIT: WWW.COVANCE.COM/THEBIOEXPERIENCE

The Americas +1.888.COVANCE Europe/Africa +00.800.2682.2682
Asia Pacific +800.6568.3000
covance.com/TheBioExperience

Covance Inc., headquartered in Princeton, NJ, USA is the drug development business of Laboratory Corporation of America
Holdings (LabCorp). COVANCE is a registered trademark and the marketing name for Covance Inc. and its subsidiaries
around the world.

© Copyright 2017. Covance Inc.
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SUNSTEIN KANN MURPHY & TIMBERS LLP

Helping Biopharmaceutical Startups
Navigate the Path to Commercialization

Start-Up Success
Starts with
Winning Intellectual Property

No matter how complex the journey, there’s a way forward.
With the combined portfolio and expertise of Millipore and
Sigma-Aldrich, we offer solutions for each milestone

that help you rise above the risks and accelerate

your drug discovery. o

Find Your Way Forward

SigmaAldrich.com/biotech-partner ° SUNSTEIN has an outstanding record of important wins for
> ) s our technology and life sciences start-up and long-established
‘ -, J. clients through litigation, patent and trademark prosecution,
o

intellectual property portfolio development and business

transactions.

We emphasize early identification of business goals and

strategic planning to achieve them.
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WHAT'S NEXT?

Continue the conversation and break into the life science inner circle at BioPharm America 2017, providing
biotech startup companies unequaled value and unparalleled access to global decision makers in search of

innovation partners.

BioPHARM AMERICA"
September 26-27, 2017 / Boston, MA

Find out more:
ebdgroup.knect365.com/biopharm-america/biotech

#BioPharmUSA
#BPAStartup

With the help of a stellar panel of judges, Xconomy
will honor the people, companies, and organizations
that make the Boston life sciences community one of
the most vibrant innovation centers in the world.

MconomyAwards

September 26, 2017

Find out more:
xconomy.com/xconomy-awards-boston/

Join Xconomy for this annual evening event featuring
candid stories from some of New England’s most
radical company leaders, founders, and VC backers
out to change the game in biotech.

M CONOMY presents

boston’s life science

disruptors
September 28, 2017

Find out more:
xconomy.com/life-science-disruptors/

CO-PRODUCED BY:

BD Xconomyinsight
GROUP




