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1. Introduction

Business development opportunities being rare and ¢ omplex, affiliates would be
well-advised to adopt a systematic, rigorous and pe rfectly planned approach

Key points addressed

® What is the purpose of business development?
® What are the most common types of business developm ent deals?
® How to assess business development opportunities?

® How to formalize a business development strategy?
" How to approach a target company for business oppor tunity?

" How to select a product eligible for business adev  elopment deal (application) ?

Source: Smart Pharma Consulting
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2. Basic principles

Business development refers to strategic relationsh ips or Merger & Acquisition deals
which enable affiliates to grow and strengthen thei r competitive position

Definition of business development

= Collaboration with a third party (e.g. = Qutsourcing development of a new
pharma company, CSO?) to combined formulation
increase share of contacts and - } ; ; ;
share of voice Strategic relationships Merger & Acquisition gr?dba{%rlﬂg?o?faag?\ﬁ%ng;#]%fgg/
= Co-marketing or co-promotion (e.g. diabetes, hypertension,
agreements to increase resources o Products oncology, etc.)
behind one molecule Existing New = Co-development of back-up brands
= Acquisition of competitors to (i.e. isomers, active metabolites,
reduce competitive intensity Market esters, salts of existing molecules)
- LEE Product / Service s T .
Existing = Acquisition or in-licensing of new

development .
P drug delivery systems

Consolidation

= Collaboration with a CRO? to Market
develop new indications

= Co-promotion with a partner to
promote to a group of new clients Mz
(e.g. pediatricians, neurologists)

= Licensing-out to a third party to:

= Acquisition, merger, creation of a
joint-venture, in-licensing to enter in:

Diversification — A new strategic segment (e.g.
OTC, generics, home care
services, etc.) or therapeutic

domain (e.g. neurology) through

— Market in new countries (e.g. horizontal integration
biotech products in Africa) — Distribution business through
— Expand presence in second downward integration
priority territories (e.g. in Brazil, — Toll manufacturing business
China, India, etc.) through upward integration
— Etc. — Etc.
Source: Adapted by Smart Pharma Consulting from H. Ansoff 1 Contract sales organization — 2 Contract research organization
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2. Basic principles

Business development initiatives are expected to ge nerate extra revenues, increase
profits and / or spread business risk, while levera  ging potential synergies

Expected benefits of business development initiatives

L

Increase revenues Increase profits Spread business risk
= Market penetration / consolidation = Economies of scale having the = Presence in diverse strategic
= Devel tof ducts / potential to lower operating costs segments responding to different
eveiopment o ntew pro u]f:tf] through a better absorption of fixed macro -environmental drivers likely
gﬁ‘é"r;zr)v'ces (extension of the costs (e.g. manufacturing, distribution, to compensate business risks:

§ promotion, etc.) — OTC business: low growth, average
DISTELGETIEN Bif (U et = Economies of scope leading to profitability, lasting brand equity
S e o R G ST Ieyeza GiTerEny By a g ying ~ Generics business: igh growh.

existing resources (tangible and average to low profitability, low

= Diversification (entry in new strategic intangible) and / or competences to brand equity
segments and / or upward or new products / services and markets I p——
downward integration in an existing (basgd on cost and competence growth, high purolfitabil.ityYIOngrand
business segment to capture sharing principles) equity after patent expiry

additional value)

1 1 I

Potential business synergies Potential financial synergies

Source: Smart Pharma Consulting analysis
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2. Basic principles

Synergies result from a better mixing and matching of capabilities, and are greatest
when opportunities are in businesses similar to tho se in which affiliate competes

Concept of synergy applied to business development

Types of synergies Comments

in the context of business development = Synergy refers to the benefits gained where activit  ies or
assets complement each other so that their combined
effect is greater than the sum of the parts

High = Synergies are supposed to generate higher profitsa  nd/
Business risk or enhance value through:
spread i ; — Revenue increase with 1+1>2
P Financial — Cost reduction with 1+1<2
Low synergy

High = There are two different types of synergies:
9 — Business synergies due to cost reduction and / or
Higher profit revenue increase through combination of capabilities
generation (i.e. tangible / intangible resources and competences)
& — Financial synergies related to possible spread of
. business risks if combined strategic segments are
value creation subject to different opportunities and threats

= Positive synergies are based on:
— Shared competences (economies of scope)
— Shared costs (economies of scale)

= Negative synergies refer to lower profit generation and
value destruction:
— Revenue decrease with 1+1<2
Profit increase — Costincrease with 1+1>2
as a result of complexity, mismanagement, problems of
integration, lower efficiency, brand cannibalization , etc.

Revenue
increase

Low

Low High

Source: Adapted by Smart Pharma Consulting from R Koch 2006 and from G. Johnson 2008
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2. Basic principles

Strategic relationships and M&A may contribute to b uild capabilities and create
business synergies, but not without difficulties an d risks

Capability building through business development

Strategic relationships Merger & Acquisition
Strategic alliances involve the sharing of = Acquiring capabilities should be considered if
capabilities (resources + competences) in pursuit desired capabilities can only be developed over
of common goals long periods

Outsourcing which is a form of subcontracting
enables affiliates to access capabilities by
borrowing them from other companies (e.g. deals
with CSO*) — Culture clashes

Accessing capabilities through alliances offer
more targeted and cost effective means than
acquisition — Incompatibility of management systems

Where both partners are trying to acquire one
another’s capabilities, results may be a
“competition for competence” that ultimately
destabilizes the relationship

= |ntegrating the acquiree’s capabilities with the
acquirer’s ones involves major risks such as:

— Personality clashes

resulting in degradation or destruction of the very
capabilities that were sought

Note: Capabilities can grow internally by systematizing their replication through the formulation and the implementation of SOPs?

Source: Adapted by Smart Pharma Consulting from R. Grant 2008 and D. Waters 2006
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2. Basic principles

Co-promotion and co-marketing are the most common f orms of business
development deals in the pharmaceutical sector, at affiliate level

Typology of business development deals

4 »

Strategic Merger and
relationships acquisition
Joint venture Co-promotion Company Brands

(e.g. TAP (e.g. BMS and Sanofi- (e.g. Acquisition of Zentiva (e.g. Acquisition
Pharmaceuticals? in Aventis for Plavix) by Sanofi-Aventis. Merger of Lysanxia by
the USA, between of Ciba-Geigy and Sandoz) Lynapharm in France)
Takeda and Abbott)

\ 4

Co-marketing Subcontracting Portfolio / Franchise

(e.g. Candesartan marketed (e.g. In-sourcing the
by Takeda as Kenzen and promotion of a brand such as
in-licensed by AstraZeneca Voltaren which is marketed
as Atacand, in France) by Wockhardt in France)

(e.g. ViiV which is the merger of

Pfizer's & GSK'’s respective HIV

franchises. Acquisition of Pfizer
OTC business by J&J)

Source: Adapted by Smart Pharma Consulting from R. Grant 2008 and D. Waters 2006 1 Joint venture between Takeda and Abbott formed in the USA in 1977 and dissolved in 2008

8 A\ Smart Pharma Consulting
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3. Business opportunity assessment

Business opportunity assessment requires to analyze attractiveness / key success
factors by strategic segment and affiliate’s corres ponding competitive advantage

Methodology to assess business opportunities

The affiliate business model Strategic segments
(e.g. Rx-bound brands, generics, OTCs, devices, etc.)

Macro-environment 1

Visi Mission Val
ision alues Other stakeholders forces?

Capabilities

Tangible resources (physical and financial)

Vedico Marketing

Customers

Competitors
offerings

Affiliate

- - "Red capabilities "Blue
Intangible resources (reputation — technology — people — culture) Ocean” Ocean”
(highly (business
competitive) opportunity)
Strengths & Weaknesses Opportunities & Threats
(Competitive advantage) (Attractiveness & Key success factors)

Ambition & Strategic priorities

Source: Adapted by Smart Pharma Consulting from C. Kim et al. and from D.J. Collis , HBR April 2008 * Political / leggli n?:?&?i?]?igl’Jsgl(i:(ie?éd?\rgvc\’/gerﬁ?rgﬁtgnsdu%)esctnE%gglfgr;ﬁgtr%snt_s
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3. Business opportunity assessment

Business opportunities by strategic segment, such a s Rx-bound brands, generics,
OTCs, etc. can be assessed through PEST analysis an  d the “5+1 forces framework”

Attractiveness of strategic segments (1/3)

Rx-bound brands Generics OTCs Devices  Homecare =  -------- ® The four key macro-
Political / Legal drivers environmental drivers:
— Political / Legal

“5+1 forces framework”

New entrants

— Economy
h Threats l r8” — Socio -demography
>
= C:hstqmers § — Technology
— o Ay L) siclans o .
3 Suppliers e el Compeltitive 2 . pazems = influence the attractiveness of a
2 power vy power - Distributors 2 strategic group and impact the
2 = Payers o success or the failure of the
5 ' Threats ' = Affiliates’ strategy per strategic
- Substitutes Complements group
: — = These key drivers for change
Socio-demographic drivers
can be used to construct
Analysis of Political / Legal — Economic — Socio-demographic — scenarios of possible futures,
Technological drivers, called PEST analysis, will help GMs set an especially by adopting the “what

appropriate strategic vision per strategic segment if” technique

Source: Adapted by Smart Pharma Consulting from M. Porter 2008
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3. Business opportunity assessment

The “5+1 forces framework” is particularly helpful to
that will influence the long-term structure and pro

identify the key stakeholders
fitability of strategic segments

Attractiveness of strategic segments (2/3)

= New entrants (e.g. innovative products, “me-too” products,
generic products...) are likely to modify competitive
intensity and therefore affiliate performance

= Most R & D-based
pharma companies
being vertically integrated,
threats from suppliers are
rarely an issue

- ABEYER, @il e Rx-bound brands i i
generics segment, APIs! Generics | OTCs -DEVICGS Homecare
or DDS? suppliers may Political / Legal drivers /

/

“5+1 forces framework”

New entrants
Threats 1
Customers

= Physicians
= Patients
= Distributors

= Payers
' Threats t
-
/ SHIFEHVES Complements \

Socio-demographic drivers

have a stronger
bargaining power

Bargaining Bargaining

Competitive

Supplier
uppliers rivalry

power power

SIBALIP D1WIOU0D]

Technological drivers

= Substitute products or
services include;: _—

— Alternative therapies The “5+1forces framework” allows to determine how strategic
— Preventive therapies

(e.g.vaccinationvs, = Segment’s profit will be shared between stakeholders, depending

anti-infective drugs) on their respective competitive advantage

® Rivalry amongst existing

competitors intensifies:
— Price discounting

— New formulations,
indications, products

— Commoditization
— Service improvement
— Promotional costs

= Higher pressure from

groups of customers:

— Patient advocacy
groups asking for
better services

— Buying groups have
increased the
distributors’ leverage

= Complementary products

or services include:
— Devices (e.g. BGM3)
— Diet food

— Patient compliance
management service

Source: Adapted by Smart Pharma Consulting from M. Porter 2008
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3. Business opportunity assessment

Attractiveness of new strategic segments should be put into a dynamic perspective
and potential synergies with affiliate’s existing b usinesses also be considered

Attractiveness of strategic segments (3/3)

-
—

N = The attractiveness of a strategic
o High - - - segment should be defined,

S based on the evolution of

b economic indicators such as

< Medium N

S, = Additional parameters such as
@ potential synergies with the

% existing business should also be
= attractiveness of new strategic
= segments

Low Medium High
Market profit dynamics (2009-2014)

Source: Smart Pharma Consulting analysis

Business development at affiliates level — June 2009 12 A\ Smart Pharma Consulting




Position paper

3. Business opportunity assessment

The “Advanced SWOT” is particularly appropriate to h
potential competitive advantage per strategic segme

Environment assessment

"~ opporunities | Theas

What environmental changes in targeted strategic segments
may favor / hinder affiliate’s performance?

® Macro-environmental drivers  (PEST factors)

= Competitive forces (5+1 forces framework)

= Favorable / unfavorable impacts on stakeholders
resulting from environmental changes

= Growth / profit reservoirs

Advanced SWOT analysis

elp the affiliate assess its
nt and the possible synergies

Affiliate assessment

Weaknesses

What are the affiliate’s strategic resources and competences
relative to its competitors?

} Capabilities

= Advantages / disadvantages vs. competitors
= Means to leverage growth / profit reservoirs

= Resources (tangible and intangible)?*
= Competences (skills and abilities)

Advanced SWOT
OpNo ~ Relative ~ Relative
importance - importance
o _ Relative P . Relative ¢
importance importance

Source: Smart Pharma Consulting
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3. Business opportunity assessment

Affiliate’s ambition and corresponding strategy reg arding business opportunities in
new strategic segments can be formalized with the fo llowing analytical tools

Strategic options and strategic segment card

Strategic options

Affiliate’s capabilities?

Key success factors
per strategic segment

Affiliate’s strategic options

I I (strength to leverage or weakness to address)

Strategic segment card

Qualitative Quantitative

Strategic option 1 Strategic option 2 Strategic option 3 Strategic option 4

OlelelcleoH

— I 4 T 4 - 2 S

Key actions Key actions Key actions Key actions
Q Higher O Lower
+ + Major strength + Minor strength = Neutral
- Minor weakness - - Major weakness
Source: Smart Pharma Consulting 1V/s. competitors
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4. Implementation guidelines

The evaluation of each business opportunity will be determined by its degree of
suitability, acceptability and feasibility

Evaluation of business development opportunities (1/2)

Suitability Acceptability Feasibility
® Does the business opportunity = Acceptability refers to the expected ® The feasibility is concerned with the
address the key issues related to the performance outcomes (e.g. return, capabilities of a company to
strategic position of the company? risk) of a strategy implement a strategy that has been
= To which extent strategic options will: = To which extent do these outcomes envisaged
— Fit with key market drivers? meet the expectations of
— Leverage strategic capabilities? stakeholders?

— Meet stakeholders expectations?

Tools Tools Tools

® Ranking of strategic options  (based Return: expected benefit measurement: ® Financial feasibility assessment

on SWOT analysis) — Profitability (ROCE?, payback, DCF?) through a cash flow analysis (forecasting
- . — Cost-benefit analysis of the needed cash to deliver the strategy
| 0 om g a
(?ecz)srl[%?]itt?ggi (e:()ahrj:stlsoi\r/]ecl)f future — Real options analysis and identification of the likely sources to
elri)r%inating oth()a/rgJ ag additionyal — oaErEnelie vEle ErEEE (s fund that cash)
requirement criteria are introduced into ™ Risk: probability and consequences of - [l o ca.pablllt.les TEEE EE: .
the evaluation) the failure of a strategy — Gap analysis: available vs. required
. . . . — Financial ratio projections capabilities
= Scenarios (strategic options considered — Sensitivity analysis — Assessment of changes required

against possible future situations) — Determination of “if’ and “how” to

= Stakeholders reactions (mapping) sl G

Source: Adapted by Smart Pharma Consulting from G. Johnson 2008 1 Return on capital employed — 2 Discounted cash flows
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4. Implementation guidelines

Discounted cash flows and sensitivity analysis are
technigues to assess business acceptability in the

amongst the most frequently used
pharmaceutical sector

Evaluation of business development opportunities (2/2)

Examples of acceptability criteria

Return: Discounted cash flows (DCF)

The DCF is an investment appraisal technique that can be
used for business development opportunities (e.g. M&A,
co-marketing, co-promotion, other strategic relationships)

The total discounted cash flow or the net present value
(NPV) is only as good as the assumptions on which it is
based such as: sales forecasts, operating investment
required, price changes, etc.

-8.0 * Discounting rate of 12%

Risk: Sensitivity analysis

= Sensitivity or “what if” analysis is a useful technique for

assessing the extent to which the success of a preferred
business development opportunity is dependent on the key
underlying assumptions, such as sales forecasts, price
changes, investment requirements, new entrants, etc.

® This analysis helps estimate both the risk and the degree

of confidence attached to an opportunity

4 Total discounted cash flow* = € 10.1m 4
— 3 Optimistic scenario
£ pu \
& 2
<}

2 +5.1 =
= +3.6 4.3 +2.9 < Base case scenario
= +2.2 @©
2] (&)
S o © B
@ 1 2 3 4 5 6 § 2010 2011 2012 2013 2014 2015
=z

Time (years) < Pessimistic scenario

Source: Adapted by Smart Pharma Consulting from R. Grant 2008
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4. Implementation guidelines

The strategic evaluation matrix represents a conven lent means to put into perspective

acceptability, feasibility and suitability of diffe

Business development evaluation matrix

rent business development projects

(Criteria: cash flow — resources — competences)

m .

> T Partnership to Early-entry deal

S 0 O develop a with a generic

E T sustained release company

[3 formulation

o Q
7 . T
21 Q Cfo—mark%mg Suitability
Q9 x 5 of a new G Lo
8.2 3 Alliance in the product Co-promotion (Cnte.”a." ranking
= p
o ! Y HIV market of a new CNS decision tree —
g c product scenarios)
< 32

g

P Acquisition of a

'5 = food supplement Nursing of O

= Q OTC brand portfolio Mature brands

O acquisition

LOW MEDIUM HIGH
Feasibility

Source: Adapted by Smart Pharma Consulting from G. Johnson 2008
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4. Implementation guidelines

In general, business development deals boost sales and profit growth, while altering
profitability, due to profit sharing agreement and resulting organizational dysfunction

Impact of business development initiatives on affiliate’s performance

Salesin €m
400 A +15 #50 |
+25 s
_______ 7 T
300 A +90
200 A
100 -
O T T T T T T
Year 2009 Existing brands* New brands Year 2014 organi ¢  New formulations New products or Year 2014 BD option
option on existing brands** services
N N -
v v
Organic-driven sales growth: € 115m Business development-driven sales growth: € 65m
Profit * €82.5m €128.8m € 137.6m
Profitability ~ (33%) (35%) (32%)

Source: Smart Pharma Consulting analysis *Including new indications, dosages, formulations internally developed ** If externally developed — ! EBIT: Earnings before interest and tax

A\ Smart Pharma Consulting
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4. Implementation guidelines

ocess to approach target
lationships or M&A opportunities

Business developers should follow a well-defined pr
companies and raise their interest for strategic re

Process to approach target companies

Select target
company / owner

Develop
strategy to
approach
target

)

@ Develop

negotiation
strategy

@ Establish

negotiation
team

Conduct
negotiations

(&)

Assess
target in detail

®Create joint

memorandum of
understanding

= Select most
appropriate target
company (owner of
a candidate
product) based on:

— Acquirer
ambition

— Target
characteristics
vSs. ambition

= Understand
strategic priorities
of target company

= Define the most
salient cultural
traits of the target
company (to be
taken into account
during the
negotiation phase)

= |[dentify
appropriate
contacts within
the target

= Define positioning
of approach,
depending on
target openness
to discussion

= Enroll potential 3
parties, as
appropriate

= Develop
contingency plans
if preferred
approach is
rejected

= Set objectives of
negotiation,
depending on:

— Target
openness to
discussion

— Target
ownership
profile (private
vs. public)

= Establish
respective roles
and
responsibilities

= Define overall
negotiation
agenda

= Prepare a back-
up approach

= Assemble “core
team”:

—“Business
Development
champion”

— CEO/CFO/
HR...

= Assemble
“support team”:

— Financial/
legal

— Strategy
— Technology...

= Involve a 3rd
party, as relevant
(bankers...)

= Appropriately
brief each team
member on his
specific roles

= Adapt approach
and interviewer’s
behavior to
interviewees

= Highlight the value
of the deal for the
target company
(based on
preparatory work
done during the
previous phases
of the process)

= Capitalize on past
successes (if
relevant)

= Support
arguments with
tangibles facts

= Demonstrate
commitment to
come to a “win-
win” agreement

= Access non-public
information, if
available:

— Financial
performance

— Product and
technology
portfolio

— Partnerships
type and
number...

= Evaluate strategic
fit with acquirers
ambition

= Negotiation wrap-up
in a final document

= Memorandum of
understanding
should cover (but
not be limited to):

— Purpose

— Objectives
— Decisions
— Financials

— High level
transformation
plan

Source: Smart Pharma Consulting analysis
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4. Implementation guidelines Application

The selection of most attractive candidate products
defined strategic segment, can be established throu

under development, within a
gh the following methodology

Example of product screening (1/2)

Rx-bound products under development in France

Filter 1
Market / Product status

Filter 2
Competitive position

All
products _
under -
development
R —

Inclusion criteria
= Cardio-metabolism and rheumatology markets

= Prescription-driven products

= Patented products

= Reimbursable products

= Development phase: pre-registration or after

= Not yet out-licensed (co-marketing, co-promotion,

nursing, etc.)

Filter 3
Economic potential

e —

Inclusion criteria
= Market opportunities & threats

= GP driven market (vs. specialist)
* Product strengths & weaknesses

= Required level of promotional
investments on the market

= Projected sensitivity to promotional
investment

Short list
> > of
candidates
e —

Inclusion criteria
= Year 1 sales potential > 25 M€

= 5-year sales potential > 200 M€
= 5-year average profitability: EBIT? > 50%
= 5-year profit potential: EBIT > 100 M€

Source: Smart Pharma Consulting
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4. Implementation guidelines Application

The selection of most attractive candidate products already marketed, within a
defined strategic segment, can be established throu gh the following methodology

Example of product screening (2/2)

Marketed Rx-bound products in France

Filter 1 Filter 2 Filter 3
Market / Product status Competitive position Economic potential
All Short list
marketed > > of
products candidates
—E— ——— i
Inclusion criteria Inclusion criteria Inclusion criteria
= Cardio-metabolism and = Market opportunities & threats = 2008 sales > 20 M€
rheumatology markets = GP driven market (vs. specialist) = 2009-2014 sales evolution: CAGR! > 5%
" Prescription-driven products = Product strengths & weaknesses = 5-year sales potential > 100 M€
= Patented products = Required level of promotional = 5-year average profitability: EBIT? > 40%
= Reimbursed products investments on the market = 5-year profit potential: EBIT > 40 M€
= Not yet out-licensed (co-marketing, = Product sensitivity to promotional
co-promotion, nursing, etc.) investment
Source: Smart Pharma Consulting 1Compounded annual growth rate — 2 Earnings before interest and taxes
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4. Implementation guidelines Application

The results of the screening process, leading to th e most attractive candidate
products, can be summarized on simple charts to faci litate comparisons

Example of short listed candidate products

Under development products

Molecule ‘ E;ﬂ:g ‘ Originator ;éiggrsr;g%t ‘ N;%ijigr?f ‘ Indications EU status
Marketed products
. L . DPP IV P Reaqistered
Vildagliptin GALVUS Novartis No antagonist * Type 2
. Brand - Therapeutic ~ Sales CAGR Sales Promotional  Profits
I~ AZ (worldwide) DPPIV |« Type 2 Molecule Originator 1
Saxagliptin | ONGLYZA BMS Otsuka (Japan) | antagonist name class 2008 2009-2014' 2009-14 spend (2008) 2009-14
et ihichi Potassium ; Astra 162 o
Azimilide STEDICOR P&G US Mitsubishi_ channel « Arthyth Rosuvastatin | CRESTOR Zeneca C10A1 ME 25% 162 M€ 20 M€ 142 M€
Tanabe - Asia blocker
Pravastatin 30%
Lercanidipine | ZANERIL . Meda (G), . + P PRAVADUAL BMS C10A1 21 M€ 21 M€ 5 M€ 16 M€
+ enalapril ZANITEK Recordati Solvay (Austria ACEI+ CCB |« Hyperte aspirin
Olmesartan+ Daiichi- Ezetimib EZETROL |Merck & Co C10A9 75 M€ 12% 75 M€ 7 M€ 68 M€
amlodipine - Sankyo TBD ARAII+CCB |« Hyperte
Vasopressin |+ Corona Ibandonate BONVIVA Roche MO5B3 32 M€ 15% 32 M€ 16 ME 16 M€
Tolvaptan SMASKA Otsuka No 2 antagonist | failure
i Eletriptan RELPAX Pfizer NO2C1 26 M€ 4% 26 M€ 6 M€ 20 M€
Aliskiren RASILEZ Novartis No irﬁ\?&ltgr * Hyperte P |z °
- . ucB
. Nitec & Hydroxyzine ATARAX NO5C 20 M€ 2% 20 M€ 4 ME 16 M€
Prednisone Immuno- |, Pharma
CR LODOTRA Skyel;harm Merck-Serono depressant Rheum:
Mometasone Schering-
] ] - Spondy furoate NASONEX Plough RO1A1 42 M€ 5% 42 M€ 9 M€ 33 M€
: Centocor |Schering Plough| Anti-TNF :
Golimumab - * Psorias
J&J) (excl. US) alpha « Rheum 101
" | Montelukast | SINGULAR [Merck & Co R03J2 ME 4% 101 M€ 9 M€ 92 M€
levocetirizine | XYZALL ucs RO6A 36 M€ 5% 36 M€ 11 M€ 25 M€
Pharma °
Source: Adisinsight, Septembre 2008 — GERS data 2008 — Analyses Smart Pharma Consulting 1Compounded annual growth rate
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4. Implementation guidelines Application
“ID” cards collecting key facts, figures and analyses related to each candidate
product are particularly useful before approaching their respective owner

Example of identity card for short-listed candidate products

Molecule: Brand name: ------------------ Originator; --------------------- Therapeutic class:
Product attributes SWOT analysis
Sales 2008 CAGR 09-14' Sales 09-14  Promo spent 2  Profits 09-14 Market Opportunities Market threats
------- M€ -----—--% -------M€ -----—--% -------M€ . @ " @
Indications Side effects Status - CD - @
1. 1. = Patent expiry date; -------------- - @ - (D
. ) = Reimbursement level:  -------- % Product strengths Product weaknesses
' = Price: a: b: . @ . @
3. 3. = Promotional sensitivity: @ . @ . @
Recommandations
Value for the acquirer Value for the owner
Preferred types of deals
X GO X Exclusive marketing license X Co-marketing Co-promotion
Non exclusive marketing license Nursing Acquisition
NO GO
Other:
Source: Smart Pharma Consulting Note: @: high @ = medium @ = low 1 Compounded annual growth rate — 2 In 2008
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5. Conclusions

Business development opportunities may play a key r ole in improving affiliates
overall performance (top and bottom lines) while mi tigating their business risk

Key learning (1/2)

= Business development refers to strategic relationships  or Merger & Acquisition deals which
enable affiliates to strengthen their competitive position

= Business development initiatives are expected to generate extra revenues , increase profits and/
or spread business risk , while leveraging potential synergies

= Synergies result from a better mixing and matching of capabilities , and are greatest when
opportunities are in businesses similar to that in which affiliates compete

m Strategic relationships and M&A may contribute to build capabilities and create business
synergies , but not without difficulties and risks

= Co-promotion and co-marketing are the most common forms of business development deals in
the pharmaceutical sector, at affiliate level

= Business opportunity assessment requires to analyze attractiveness / key success factors by
strategic segment and affiliate’s corresponding competitive advantage

= Business opportunities by strategic segment, such as Rx-bound brands, generics, OTCs, etc.,
can be assessed through PEST analysis and the “5+1 forces framework”

Source: Smart Pharma Consulting analyses
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Position paper

5. Conclusions

Business opportunities should be carefully assessed by affiliates through strategic
analyses and with specific processes and tools to m aximize their chance of success

Key learning (2/2)

= The “5+1 forces framework” is particularly helpful to identify the key stakeholders that will
influence the long-term structure  and profitability of strategic segments

= Attractiveness of new strategic segments should be put into a dynamic perspective and
potential synergies with affiliate’s existing businesses also be considered

" The “Advanced SWOT” s particularly appropriate to help affiliates assess their potential
competitive advantage per strategic segment and possible synergies

" The evaluation of each business opportunity will be determined by its degree of suitability
acceptability and feasibility

= Discounted cash flows and sensitivity analysis are amongst the most frequently used
techniques to assess business acceptability  in the pharmaceutical sector

= |n general, business development deals boost sales and profit growth while altering
profitability , due to profit sharing agreement and resulting organizational dysfunction

= Business developers should follow a well-defined process to approach target companies  and
raise their interest for strategic relationships or M&A opportunities

Source: Smart Pharma Consulting analyses
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