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This edition of BDO's Biotech Briefing examines the most
recent 10-K SEC filings of companies listed on the NASDAQ
Biotechnology Index, which includes organizations classified
as biotechnology or pharmaceutical companies according
to the Industry Classification Benchmark that also have a
market capitalization of at least $200 million. BDO used
CaplQ and CalcBench to conduct this data analysis.
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In September 2020, BDO's Biotech Brief found that R&D spending was
outpacing revenue. But in 2021, that trend has started to reverse for medium
and large companies, although small companies still spend significantly more
on R&D compared to revenue. What is behind this increase in revenue and
what are biotechs planning to do with the cash?

THE REVENUE AND
R&D RELATIONSHIP

Companies listed on the NASDAQ
Biotechnology Index (NBI) saw a 9%
growth in average revenue to $1.049
billion in 2020 from $964.42 million in
2019. Average R&D spend increased by
16% in 2020 to $284.25 million from
$244.34 million in 2019. However,

the pace of growth in R&D spending

is slowing as 2019 saw a 20% increase
over 2018. While R&D spending has
not decreased, is the slower pace

a reflection of COVID's impact to
starting new clinical trials? Should we
expect a rebound in R&D post-COVID?

MORE DEBT COULD
LEAD TO MORE M&A

On top of that, biotech companies
took on significantly more debt in
2020 compared to 2019, with a

185% increase year-over-year. This
could be due to needing cash to fund
COVID-19 research, low interest rates
or the low cost of capital. Issued debt
means biotech companies now have
more cash on hand—could this mean
an M&A resurgence?

AVERAGE REVENUE VS R&D - ALL NBI COMPANIES
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REVENUE OUTPACES R&D SPEND

While biotech revenue is starting to outpace R&D spend overall, the picture also looks different for
small, medium and large companies.

REVENUE

Revenue Change (2019-2020)

Small-cap

-41.63%

Mid-cap

+30.26%

Large-cap

+7.5%

Revenue Change (2018-2019)

+112.5%

+18.61%

+4.09%

Revenue 2020

$9.03 million

$257.01 million

$8.192 billion

Revenue 2019

$15.47 million

$197.30 million

$7.62 billion

Revenue 2018

2 R

$7.28 million

Small-cap

$166.35 million

Mid-cap

$7.32 billion

Large-cap

R&D Spend Change (2019-2020) +24.19% +26.13% +11.34%
R&D Spend Change (2018-2019) +35.62% +21.99% +16.76%
R&D Spend 2020 $81.46 million $181.22 million $1.512 billion
R&D Spend 2019 $65.59 million $143.67 million $1.358 billion
R&D Spend 2018 $48.36 million 117.77 million $1.163 billion
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ISTHE R&D SPENDING SLOWDOWN
TEMPORARY? CAN WE EXPECT A
REBOUND POST-COVID?

In March 2021, Senate Democrats introduced new legislation
to cap drug pricing. While it is still too early to tell if this
legislation will pass Congress or exactly what the effects

will be, this news did cause biotech stocks to drop in early
April. The industry is concerned that pricing caps could cause
investors to press pause on investment, which in turn could
constrict the drug pipeline and result in decreased R&D
spending. A cap on pricing could discourage companies from
continuing to research new treatments and cures for complex
diseases, such as Alzheimer's, and instead focus on generics
and currently produced drugs.

Finally, supply chain disruptions and shortages, as well as
disruptions of clinical trials due to COVID-19, could be one
reason R&D spending did not increase as fast as it has in
years past. Companies faced issues when it came to getting
raw materials and operating facilities at full capacity due to
COVID-19 restrictions. However, many life science CFOs have
high expectations for R&D in 2021, as 69% plan to increase
investment into R&D, according to BDO's 2021 Life Sciences
CFO Outlook Survey.

DEBT AND EQUITY PROCEEDS
SPIKED IN 2020

The onset of the pandemic, coupled with historically low
interest rates, gave biotechs the opportunity to secure low-
cost funding to ride out clinical delays and potentially position
themselves for longer-term R&D or M&A activity. But as the
markets for biotech stocks spiked in 2020, biotechs raised a
significant amount of capital through equity, while continuing
to borrow. In 2020, biotechs issued 185% more debt than in
2019 and debt issued surpassed debt repaid. Many of these
companies plan to use proceeds to repay existing debt, as debt
repaid increased 69% from 2019, and for selling, general and
administrative expenses (SGA).

AVERAGE DEBT REPAID VS DEBT ISSUED -
ALL NBI COMPANIES
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AVERAGE PROCEEDS FROM DEBT VS EQUITY -
ALL NBI COMPANIES
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The high amount of issued debt gave a boost to cash on balance sheets and proceeds from debt now
surpass proceeds from equity. However, 2020 was also a record high for equity proceeds, due to
arecord-breaking year for the NBI and a biotech IPO boom. With the money raised, biotechs can

continue to fund R&D for complex drugs and consider M&A transactions.



https://www.aha.org/news/headline/2021-04-22-drug-pricing-bills-introduced-house-and-senate
https://www.investors.com/news/technology/biotech-stocks-why-they-have-skidded-why-experts-are-not-worried/
https://www.bdo.com/BDO/media/CFO-Outlook-Survey/IND_2021_LS_CFO-Survey_WEB.pdf
https://www.bdo.com/BDO/media/CFO-Outlook-Survey/IND_2021_LS_CFO-Survey_WEB.pdf
https://www.bdo.com/getattachment/54b95ca4-e24b-4579-8839-abcaf761fbde/attachment.aspx?LS_Biotech-Brief_Insight_InfoG_2-21_WEB.pdf
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As the economy returns to normal, interest rates are unlikely to fall any further and biotechs may not be able to continue to rely
on easily available cash in the form of debt. Companies will also need to ensure their debt-to-equity ratio does not put them in an
unnecessarily risky position. Despite debt proceeds surpassing equity proceeds, the debt-to-equity ratio decreased, as biotechs saw a

stock market and IPO boom in 2020.
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MORE CASH ON BALANCE SHEETS
COULD LEAD TO MORE M&A,
FOLLOWING A 2020 SLOWDOWN

With all this cash on balance sheets, coupled with a potential
slowdown of R&D spending, we may start to see an M&A
resurgence, following a slowdown during the pandemic.

The annual American Society of Clinical Oncology meeting
was held this year from June 4-June 8 and presented an
opportunity for large and small drugmakers to present
clinical trial research for cancer treatments. Amgen presented
findings on Lumakras, a drug that recently received FDA
approval to treat metastatic non-small cell lung cancer, while
Hillstream Biopharma announced the progress of HSB-1216,
a novel-inducer of iron-mediated cell death, used to treat
triple-negative breast cancer. These developments and other
research presented at the conference spurred a 5% increase
in the NASDAQ Biotech Index between June 4 and June 8. As
the conference traditionally presents an opportunity to shop
for acquisitions, we may see more acquisitions in the coming
months, especially as cancer drugs remain highly profitable.

One potential wrench in this expected deal-making surge
is that the Federal Trade Commission (FTC) is forming a
multilateral working group to reassess their approach to

® Mid-cap

2019 2020

® large-cap ® Average

approving pharmaceutical deals. Increased scrutiny into
transactions will likely make it more difficult for deals to get
approved, but it remains too early to tell what the working
group's outcome will be.

Another consideration is that, with company valuations being
so high, finding a target can get quite expensive. Larger pharma
companies are likely to continue to look at earlier stage targets
for co-development or acquisitions.

BIOTECH AT A CROSSROADS

It's an interesting time for biotech companies. As the pandemic
wanes, R&D priorities may start to shift due to medical

and technical advancements. New legislation could impact
business models, and a flush of cash also means the industry is
ripe for deal making and innovation.

For biotech leaders, it's important to conduct proper scrutiny
when pursuing an acquisition. If the goal is to make your
company attractive to a buyer, you need to ensure your
company’s financial health is in good shape and potentially
optimize costs and speed products to market. And while debt
financing can be useful in gathering enough cash to achieve
business goals, it's crucial not to take on too much risk.
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https://www.ftc.gov/news-events/press-releases/2021/03/ftc-announces-multilateral-working-group-build-new-approach
https://www.pharmaceutical-technology.com/news/pharma-mergers-competition/

CONTACTS

Considering M&A, need guidance on R&D and revenue, or looking to optimize costs, manage risks or improve
speed to market? Don't do it alone—reach out for the right resources and guidance.

TODD BERRY
National Life Sciences Co-Leader
617-239-4125 / tberry@bdo.com

LANCE MINOR
National Life Sciences Co-Leader
301-354-0711/ Iminor@bdo.com

ELENI LAGOS
Life Sciences National Tax Leader
212-817-1739 / elagos@bdo.com

About BDO Life Sciences

BDO'’s Life Sciences Practice provides the guidance that pharmaceutical, biotech, and medical device manufacturers need, when they need it. From understanding
the complexities of research and development tax credits and FDA regulations, to licensing agreements and due diligence, we help our clients grow.

About BDO Capital

Investment banking products and services within the United States are offered exclusively through BDO Capital Advisors, LLC, a separate legal entity and affiliated
company of BDO USA, LLP, a Delaware limited liability partnership and national professional services firm. For more information, visit www.bdocap.com. Certain
services may not be available to attest clients under the rules and regulations of public accounting.

BDO Capital Advisors, LLC Member FINRA/SIPC.

About BDO

BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance, tax, and advisory services to a wide range of publicly traded and
privately held companies. For more than 100 years, BDO has provided quality service through the active involvement of experienced and committed professionals.
The firm serves clients through more than 70 offices and over 750 independent alliance firm locations nationwide. As an independent Member Firm of BDO
International Limited, BDO serves multi-national clients through a global network of more than 91,000 people working out of more than 1,650 offices across

167 countries and territories.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of
the international BDO network of independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member Firms. For more
information please visit: www.bdo.com.

Material discussed in this publication is meant to provide general information and should not be acted on without professional advice tailored to your needs.

© 2021 BDO USA, LLP. All rights reserved.
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