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Scientific innovations for more sustainable growth

The pace of innovation in life sciences is at an all-time high—
and never before have we experienced so much scientific
development in different areas at once. In just the past two
years, highly innovative companies were able to deliver
effective Covid-19 vaccines at record speed, with anti-virals and
other new therapies rocketing into existence during one of the
most difficult periods in recent history.

With biopharmas continuing to develop capabilities through
artificial intelligence (Al), analytics, and other emerging
technologies, we're experiencing an exciting and accelerated
pace of innovation—but one that isn’t without challenges. The
biggest challenge for biopharma is sustaining growth. With
rising M&A costs, biotechs bringing products to market
themselves, and increasing pressures on profitability, the entire
landscape for biopharma has shifted to an environment that
requires innovative and strategic approaches to maintain pace.

To better understand this challenge—and determine pathways
for success—we conducted an extensive analysis of over 300
M&A deals by the top 30 biopharma companies between 2010-
2021. The key takeaway is that the traditional approach to
fostering growth is no longer sustainable.

The good news is that there are clear pathways that
biopharma companies can take to remain competitive.
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Understanding the shift

Traditionally, the top 30 biopharma companies have relied heavily on M&A for growth, with more than 60% of their marketed assets coming
through acquisitions over the past 15 years.' However, when we explored those patterns, multiple factors were revealed to be eroding the

sustainability of an inorganic growth strategy:

1. Rising Costs of Inorganic Growth:

With biotech transaction premiums reaching record highs in 2021,
inorganic growth has become increasingly expensive. For M&A deals
valued at more than $500M, the average takeout premium in
biopharma has grown from 51% in 2018 to roughly 71% in 2021.2

This is in part due to the increasing amount of venture capital
flowing to Biotech companies with total investments in biotech
nearly doubling in 2021 compared to 2019.3 At the same time, while
2021 saw record biotech IPOs, their post-IPO performance has been
worse compared to the 2020 cohort.? In Q1 2022, public markets
slowed with biotech performance dropping almost 20%° and capital
raised decreasing by approximately 85% compared to the same
quarter in 2021.6 Nevertheless, private markets remain healthy with
total VC investment in Q1 2022 being the second-largest quarter

of all time (after Q1 2021) for biotech-venture capital funding.’

2021 total M&A deal value is the lowest it has been
in the past 5 years.°

2. Biotech going to market alone:

Smaller biotech companies are increasingly able to bring their
products to market themselves. These players were responsible for
approximately 55% of all drugs to brought to market between 2017
and 2021—a significant increase from the preceding five-year period
(2012-2016) in which they accounted for only 30%.8 Continued
venture capital flow to biotechs noted above further fuels the
escalating deal premiums.

3. Increasing profitability pressures:

Biopharma’s ability to pay for these acquisitions is at risk due to
expected margin declines in almost every therapeutic area. This
decline is expected to be over 6% on average, with anti-infectives
expected to experience the largest decline at 11.6%.° A further
decline in future revenues is also expected due to policy reforms
in the U.S.
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Through our analysis, we identified four Inorganic growth pathways: 2010-2021, number of transactions
growth pathways for biopharma
companies. By understanding these 36% 34% 16% 14%
pathways, we can better anticipate trends
toward innovation and success:

Architect Builder Ecosystem Controller

1. Builder: Biopharma’s traditional way of et . bolt-on.late.st i . h
. URY .- early-stage asse olt-on-late-stage acquisitions o geographic
bolstering plpel'ln'e' assets by bolting-on acquisitions often with a asset acquisitions know-how and expansion or
late-stage acquisitions. biotechnology platform capabilities to vertical
innovate faster integration
2. Architect: Early-stage asset orreach
acquisitions—often with a ﬁ‘;ﬁj‘iv”;egs n
biotechnology platform (bio-platform)— Example Y
that enable companies to expand their
pipeline across therapeutic areas. Sanofi Bristol Myers Squibb Roche Pfizer
3. Ecosystem: Deals that focus on Translate Bio Myokardia Flatiron Hospira
acquisitions of know-how and
capabilities to innovate faster or reach Source: Accenture Research Growth Pathways Model 2022

customers in a new way; for example,
through analytics, Al, data, new devices,
or companions.

4. Controller: Deals that support
geographic expansion or vertical
integration, such as growth markets,
control supply, raw material,
distribution, or point-of-sale.
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We found that 70% of all deals in the
last 10 years focused on asset-based
M&A—the Builder pathway—which is
trending toward unsustainable over
the long term—and Architect

pathway, which grew 30% in the past

five years compared to the previous
five years. Ecosystem pathways are
rare, with only 16% of the volume of
M&A deals and 1% of the deal value.
Instead, biopharma companies have
been pursuing partnerships with
small companies such as Recursion,
Exscientia and Insitro to access Al-
drug discovery capabilities. Finally,
only 14% of deals focus on
geographic expansion or vertical
integration (Controller).

short-term stock performance
(within two days of an
announcement) led to a stronger
and more positive market reaction,
compared to announcements
executed from other growth

pathways.

By contrast, Builder deals have seen
negative short-term reactions. Our
event-study analysis examined the
impact of a catalyst event (e.g. deal
announcement) with the value of a
company stock. This data-driven
approach compares stock changes
relative to market conditions and it
reveals important information on
how market expectations - reflected
in the stock price - respond to
specific events."

Although Ecosystem deals are rare,

Impact of Deal Announcements on Stock Price,
Subtracting Market Trend (2018 - 2021)

Controller? -1.00%
Builder -0.63%
Architect 0.13%

Ecosystem 1.10%

"There is low volume and high variance with Controller-type deals
Source: CaplQ; Accenture Research analysis
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It’s also important to understand where
your company is in its maturity when
deciding which growth pathway(s) to use.

The top 30 biopharma companies use a mix
of growth pathways to achieve their goals.
Selecting the right pathway depended on
company size, agility, and time horizon

to achieve growth. We used a clustering
algorithm to identify four types of
companies based on their M&A behavior
and business performance’2:

o Mid-size, frequent acquirers
e Smaller, high-growth companies
e Conglomerates; and,

o Large, frequent acquirers.

CY20(§1|\:'|{§|‘;9"U9 (szé:rg‘;%) Dg‘alféao?;t Deal Pathway Allocation
gﬂggjirze?'sfreq“e”t 28,383 6.7%
Sg?lxllltirlcgir?wganies 9.874 10.7% -
Conglomerates 82,397 2.7%
Large, frequent 53,619 7.4% 14% MNM%

acquirers

Source: Accenture Research analysis leveraging clustering algorithms

on S&P Global Capital IQ data.

These four groups are pursuing growth
pathways aligned to where they are in their
growth journey. Smaller, high-growth
companies are likely already efficient,
focusing on pipeline growth, and therefore
the few deals they do pursue are shaped
around building their pipeline (Builder and
Architect). Conversely, conglomerates with
slower growth tend to focus on building
various capabilities through Ecosystem
pathways and pursuing geographic
extension and/or vertical integration
(Controller).

Architect Builder Ecosystem Controller

The interesting groups are the two in
between: the mid-size and the large
companies. They have similar growth and
average deal volume, but the large group
seems to focus more on early-stage
platforms to keep building their pipeline
whereas mid-size companies pursue a more
balanced mix of pathways.
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What does the future hold?

The unprecedented pace of
innovation we saw in 2020 and
2021 is just the beginning of what
we view as a significant and lasting
shift for the life sciences industry.
Advancements in various emerging
biotechnology platforms such as
mRNA, gene editing, and protein
degradation—coupled with the
application of increased computing
power such as Al and machine
learning (ML)—are driving the
industry into an era of incredible
speed and making it possible to
discover treatments for previously
undruggable targets.

Leading companies are already
beginning to translate complex
biological problems into
computational ones, fundamentally
shifting the traditional probabilistic
approach to innovation (“multiple
shots on goal”) into a deterministic
approach that uses technology and
data to support the entire pipeline.’3
The companies that master this
approach will be able to thrive within
the unprecedented pace

of innovation—but it will require
increasing investments in bio-
platforms and capabilities such as Al
to innovate faster.
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Given the flexibility and various options that platforms can Inorganic growth pathways: 2010-2021, number of transactions
generate, we expect that the Architect growth pathway
will continue to be used, but the primary motivation will 36% 34%
shift from getting access to early-stage assets toward
access to platforms. We also expect Ecosystem growth
pathways to be utilized more often—either in the form of
partnerships or M&A—to access capabilities such as Al that 35% 15% 25%
accelerate time-to-market. Additionally, based on the
increasing opportunities in China, combined with pricing : .
pressures in the U.S., we expect Controller pathways Architect Builder

Future (illustrative) , _-- S

. . Ecosystem Controller
to be pursued more often. The traditional Builder approach - .
. idlv b . | I q di Early-stage asset Bolt-on-late- Acquisitions of Geographic
IS rap.l y becoming e?’S appeg Ing—.an aC.Cor Ing to acquisitions often stage asset know-how and expansion
the biopharma executives we interviewed, it became with a biotechnology acquisitions capabilities to or vertical
almost impossible to create value from late-stage asset platform innovate faster or integration
acquisitions due to record high transaction premiums reach customers
H H : IN Nnew ways
in 2021. : -
The deals announced during the first two weeks of 2022 Predictions
leading up to the J.P. Morgan Healthcare Conference : : :
supported our predictions. The largest deal announced at (- 1 [ N[ )
the conference was an example of the Ecosystem growth Shift away from More Ecosystem and Controller
. . . early-stage assets Fewer late-stage o
pathway. It is a collaboration between Sanofi and an Al- and towards asset-based Builder pathways thanks to nearly unlimited
drug discovery company, Exscientia, worth up to $5.2B, platform-based pathways. funding from VC and PE as wel| as
. . 14 increasing opportunities ex-US.
and covering up to 15 potential treatments.’ The largest deals.
- J - J - J

upfront cash outlay was for an Architect pathway from
Pfizer, with a $300M payment to get access to Beam
The.rap.eutlcs, a foyr-year-research C(?”ak?oratlon focused Source: Accenture Research Growth Pathways Model 2021.

on in vivo base edltlng for rare genetic diseases An analysis of all M&A transactions of top 30 biopharma companies by revenue, leveraging S&P Cap IQ data.
of the Iiver, muscle, and central nervous system.15 Percentages were calculated based on # of transactions.
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Three key actions

Based on our analysis, we believe future successes will involve an incr
(Architect) and capabilities such as Al that support innovation at spee

We identified three key actions companies should take in this n
and growth:

1 Combine biotechnology platforms (bio-platfor
and capabilities to create value.

2 Become a “cross-platform” organization and culture.

Create a novel science and technology (S&T) incubator
that reports to C-suite.
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Three key actions

Combine biotechnology platforms (bio-platforms) and capabilities
to create value:

Different bio-platforms can and should help This can be seen in how protein degradation
each other evolve in new directions and create platforms and artificial intelligence were

value together. For example, the combination of combined to predict how proteins will interact
MRNA and lipid nanoparticle delivery bio- optimally, which was key to the development of
platforms made it possible for mRNA vaccines Amgen’s KRAS inhibitor, a previously

to be developed in record time.'® Additionally, undruggable target.V

Ecosystem growth pathways that provide

access to computational power, data, and

advanced analytics, as well as digital and

automation technologies, help power bio-

platforms to develop treatments faster.
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Three key actions

Become a “cross-platform” organization and culture:

Bio-platform approaches often include novel
modalities which may require different
considerations for manufacturing, clinical trials,
regulatory and so on. Successful companies will
learn to enter new modalities faster by
evaluating these considerations early on, such
as being able to get clarity on new
manufacturing processes, to overcome the
resistance in front of developing new
modalities. The good news is that as companies
develop additional assets using bio-platforms,
they will learn how to develop these assets
faster and more efficiently. This learning can
and should then be applied to other bio-
platforms and various therapeutic areas to
increase speed.

Biopharma companies currently have
therapeutic area (TA) verticals and have built
disease expertise, both supported by
capabilities, relationships, and in-house experts
specific to each TA which can sometimes be
detrimental to cross-TA learning. As bio-
platforms and capabilities go across TAs,
biopharma leaders will need to adjust their
operating model including their organization
and culture to realize the full value of their
bio-platforms.
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Three key actions

Create a novel science and technology (S&T) incubator that reports
to C-suite:

If executed well, the bio-platform strategy will Similar to a venture capital operating model,
lead to a proliferation of assets in various this team would incubate novel science and
therapeutic areas (TAs). It is not efficient to technologies while evaluating and managing
keep building new TA verticals and therefore various S&T collaborations that provide access
biopharma will need to externally source to experts, skills, capabilities, and relationships.
experts, skill sets, capabilities, and relationships They would serve as a bridge between the R&D
on demand. A dedicated team of R&D experts and BD teams.

with an entrepreneurial mindset and direct

access to a C-suite leader can orchestrate this

internal and external effort.
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With the pace of innovation accelerating and the
expectation of companies to keep pace, the future

of growth and M&A is set to transform. From shifting

trends in partnerships to new models of thinking Ut
required to support acquisitions, we are deeply

entrenched in a period of transformation for the life

sciences industry—a transformation that will have

a lasting impact on the future of treatments and .
patient outcomes. SEE L

For further reading, please visit:
accenture.com/sustain-growth
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make a meaningful impact on patients’ lives by combining new science
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are discovered, developed, and delivered to people around the world.
We provide end-to-end business services as well as broad range of
insight-driven services and solutions in strategy, consulting,
digital/analytics, technology, and operations in all strategic and
functional areas—with a strong focus on R&D, Sales & Marketing,
Patient Services and the Supply Chain. We have decades of
experiences working with the world’s most successful Biopharma,
Biotech, MedTech, Distributor, Digital Health, Contract Research and
Manufacturing companies to innovate and improve their performance
and across the entire life sciences value chain to better serve patients
and stakeholders. Accenture’s Life Sciences group connects more than
20,000 skilled professionals in over 50 countries who are personally
committed to helping our clients achieve their business objectives and
deliver better health and economic outcomes.

Visit us at www.accenture.com/lifesciences
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