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CAPTUM
A

About Captum... 2

* Formed in 2004
* Transatlantic presence
» Specialised consulting to:

— Private companies (pre-IPO)
— Life science sector (Biotech, Med Dev, Pharma)
— Business development, valuation, partnering

 MasterClasses in Finance, Leadership

— Valuation Masterclass attended by over 350
executives in UK and Europe
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Valuing Technology -

* Technical Risk
— Will it work?
— Scale up issues
— Regulatory hurdles

 Market Risk

— Customer acceptance
— Pricing issues
— Competition
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Valuing Risk ¥
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Valuing Technology -

Development

Ear|y Stage NPV Failure

Technology
Company

NPV Success
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Valuation Parameters -

« Cash Flow
* Probability of achieving cash flow
* Discount rate (less uncertain)

1-P)C
eNpy = —LCs +( <,
1+r)  (A+7r)
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Stepwise Development -

Development can fail
at any milestone along
the development
pathway

Concept Development| Manufacturing Market launch




Drug Discovery Process
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General Value Model -
/ h
Risk Adjusted NPV Development Cost

Risk Adjusted NPV = <

\

Risk Adjusted NPV Sales Income
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Case: Reduven8 -

Innovative wound care treatment
« Demonstrated on animals, limited human trial

* Requires manufacturing scale-up for:

— Small and Large scale human clinical trials
— FDA Approval

* Post FDA approval, sales launch

This case has been written by Captum Capital Limited for educational purposes only. Any resemblance to
any actual person, company, organization or technology is entirely accidental. Data included in this case is
for illustration only, and should not be relied on for accuracy.
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RedJuven8 Development

CAPTUM
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CAPTUM

RedJuven8 PreSales Model p
A ! E | C | o] | E | F
1 |ReJuvenB Presales NPV
2
3 [[$million] Stage
4 Scale up.  Clin Trial 1. Clin Trial 2 FDA
5
b |Prob of success 0.7 0.4 0k& 0s
7
8 |Cash Flow Success, Cs -0.4 -1.2 -1.5 -0.5
9 |Cash Flow Failure, Cf -0.1 0.2 0.2 -0.3
10
11 |Expected Cash Flow, eC 0.5 -1.2 0.2 0.5
12 |
13 |MPY
14 | Scale up -§0.42
15| Clin Trial 1 -51.25 ——
16 | Clin Trial 2 -51.37
17 | FD& -51.61
18
19 |Discount 0.2
20
21
22 |Binary decisions 1 1 0 1 0
23
24 |Match Mo 3
25
26
27 NP -51.37
28
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Blnary Decisions

;.5; =RiskBinormial(1, BE)
A | B | i | O | E == = | [

; Lol il L ¥ Define Distribution for B22
4 Scale up
g
s [ = . i : Einomial
? Prob of success 0.7 _]JAJEJ@ Bivamiaii. 7086 — =_H_i§'5é:i'ln_ﬂmg'llja_||:|._5_4
W Flini 0.0000
8 |Cash Flow Success, Cs 05 Source | Function 7 s : — M:::::; s
9 |Cash Flow Failure, Cf 0.1 o1 Mean 070000
i - Miode 1.0000
1? Expected Cash Flow, el 0.5 e el Median {10000
12 P ; ' n [1 & .-l Std Dey | 045825
Wariance | 0.21000

13 |MPY | P =BE % i Skewness | -0.8729

1.7E13

i — Kurbosis (1.7ela )
14 S;ale up F0.42 S TR El o e R

18| Clin Trial 1 -51.25

16 | Clin Trial 2 §1.37 trmax | +Hrfinity = L ;?:LTx ;ag;;:/
17 | FDA -$2.57 shift 0 & Fight P |5.00%

16 i Diff.% | 10000

19 |Discount 0.2 i R EEER 9000 o
2l S L B E g P

21

22 |Binary decisions 1

23 _ _

gg heiatei g d @ Mew Fit... Apply Cancel
2B

27 [NPY . -§1.37

2R
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Reduven8 Presales NPV

CAPTUM

S

-

Outputs
B27- MPY

Inputs
B22- Binary decizions / Scale u
C22- Binary decizionz / Clin Tri
D22- Binary decizions / Clin Trie
EZ2- Binary decizions / FDA

Mame Cellj Ilinimum Mean Masimum | pl T we pe
Output1 |MPY | B27 2262732 04478067 0 1365741 B 0 |95%
Input1 | Binary decisions / Scaleup | B22 |0 0.7 1 1] BX |95%
Input2 | Binary decigions / Clin Trial 1| C22 0 0.4 1 0 B 1 |95%
Input3 | Binary decisions / Clin Trial 2 D22 |0 0& 1 1] B |95%
Input 4 | Binary decizsions / FDA Ez22 0 ns 1 1] 5% 1 95%
M Output Graph - Cell B27 M=1E3
Distribution ]annadn1 Ran ] | Stats ] Data] Sens.l Scen.]
C | [ [Mame | P ]
Distribution for NPY/BZT el e
4500 ¥ | [ Mtinimum__|[-2262732
4 o004 = DA4TE0ET
Magimum |0
35004 |[adDer [0463471
3000+ |[ariance | 02202524
25001 Skewness | -1482323
2.000+ || Kurtosiz | 5.2667
1.500+ [ Mode - GEEERER
1 oni4 : Left & ;355?41 il
0.5004 fistiE .
= Right® |0
0.00on } } Jil=s z
25 1875 125 0525 0 |[Flight P |95
DifF. = 136674
D] | 5% || mife. P a0
3R : e o 1 130R741 =
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S

Forecasting Sales 8
Top Down

e Total Market Size ($/yr)
e Market Share (%)

Sales
p | e Price/unit ($/unit)
l e User Penetration (%)

e Potential Users (units)

Bottom Up
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)

Market Penetration ..

P Verhulst Pearl Equation P,= K P, ekt
t
K + P, (ekt - 1)

K=10

Po= Time, t
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CAPTUM

Adding Post Launch Sales -

ReJuven8 Sales Forecast

—

S N B OO 00 O

Net Cash Flow $m
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Red 8 Post Sales NPV p

eJuven OSl oadiles S
A B | B | D F =

1 |ReJuven8 NPV

2

3 |[Fmillian] Stage Sales

4 Scale up.  Clin Trial 1. Clin Trial 2 FDA 1 Y2 Y3 AL Yh

5

E |Prob of success 0.7 0.4 BB 1]

7

8 |[Cash Flow Success Cs 0.5 -1.2 -1.5 0.5

9 [Cash Flow Failure Cf 0.1 0.2 -0.2 -0.3

10

11 |Expected Cash Flow eC 0.5 0.2 -1.5 -0.5 2.11 5.63 6.79 7.86 7.33

12

13 |MPY

14| Scale up -50.42

15| Chin Trial 1 A —

16| Clin Trial 2 -51.42

17 | FD& -51 .66

18 | Sales Ha.21

15

20 |Discount, ¢ 02

21

22

23 |Binary decisions 1 1] 1 1 0

24

25 |Match Mo 2

2B

27

28 NPV -$0.56
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CAPTUM

Year 1 Sales Distribution -

& =RiskPert(1.52,2,2.2)

| B | C | D | E = VO [
J K L 1 1
les NPY l | | | 0
¥ Define Distribution for F11
Stage Sales 2
Scale up| _Chin Trial 1] Clin Trial 2 FDA il
0.7 0.4 05 09
ALT Fert ]
0 JJHE_[J@ PEHI:'] .82, 2, 22] Function =_F_“§EF_"ETE[].32. 2,2
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Std Dew | 0LOTFITES
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Left P 9500
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Outputs
B23- NP

Inputs
F11- Expected Cazh Flow eC
311- Expected Cash Flow eC /
H11- Expected Casgh Flow eC /¢
B23- Binary decizions / Scale u
C23- Binary decizionz / Clin Triz
D23 Binary decizions / Clin Triz
EZ23- Binary decizions / FDA

Reduvend 3 Year Sales

]. Eellj Mlinimum

pl T ne

Mame Mlean Mlanimum 1l p2
Output 1 | NP | B2 2262732 01289124 (2563086 | -1.365FH1 6% 2245451 |95%
Input1 |Expected Cash Flow eC /1 0 F11 1828326 2003335 (2192703 | 1.88BEES 0% 2122678 99%
Input 2 [Expected Cash Flow eC /%2 | G111 4.933717 5511668 (B131126 R128221 &% 5904302 95%
Input3 |Expected Cash Flow eC /w3 H11 (5972132 6818326 | 7.707734  B2B9365 6% |7.381360  |96%
Input 4 [Binary decisionz / Scaleup | B23 0 07 1 0 Bx |95
Input 5 | Binary decigions / Clin Trial 1 C23 0 0.4 1 1] B 1 |95%
Input & [Binary decisions / Clin Trial 2 = D23 0 0.6 1 0 B N |958%
Input 7 | Binam decizions / FDA EZ23 0 049 1 1] A% 1 5%
M Qutput Graph - Cell B28 M=
Diztribution ] Tu:urnadu:u] Hange Summar ] | Stats 1 Data] Sens.] SCEH.]
Mame MFY g
Distribution for NP /B28 = [ B 0] i
: Minimum | -2.262732
[ean -0.1289124
: Magimum | 2563026
st Dew 1065024
|| Wariance 1134277
|| Skewness |1194336
| Kurtasis 3A23225
: Maode -0.6BRE6GE
Left 136574
| LereF B o
Right = 2245451
|| Right P a5
Ciff. JEE2
: gitf. P a0z
|Gt Eare | .13RR741
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B28- N

Inputs _
F11- Expected Cash Flow e /°

G11- Expected Cash Flow eC /
H11- Expected Cash Flow el /

111- Expected Cash Flow eC /4 |
J11- Expected Cash Flow eC /" §

B23- Binary decisions ¢ Scale u

C23- Binary decizionz / Clin Triz |
023 Binam decizions £ Clin Triz §

E23- Binary decizions / FOA

e i

Reduven8 5 Year Sales

Outputs

Mame Cell Ilinimum [lean Ilaximum 1 pl u2 pe
|| Curputi MNP Bzg | -22B2732 03956852 |E.0B332 13674 R BR32485 95X
[ Expected Cash Flow eC /%1 | F11 |1.826056 2003333 2183233 [1.886533 5% 2122505 95X

Expected Cazh Flow eC /Y2 G171 | 4916591 BB1MEER  E141289  B128257  BX 5.A04387 95X
Expected Cash Flow eC /%3 H11 59356 E.818337 FV12983 EBZEAR3 BX FamZe 95
Expected Cash Flow eC /%4 111 6434213 7528323 8643743 6847453 6% 8.236m 5%
Expected Cash FloweC /%5 J11 |B835773  B.05BEED 3377808  7.225891 LT 2876702 95%
Binary decizions / Scale up B2z 0 0.y 1 0 LTk 1 95%
Binary decigions / Clin Trial1 | €23 0 0.4 1 1] Lok 1 95%
Binary decizions / Clin Trial 2 | D23 |0 0.E 1 0 LTk 1 95%
Binary decizions £ FOA, 0 04 1 0 Lk 95%

. ™ Output Graph - Cell B28

Distributicn l Tornado ]

l

Distribution for MNEY /B28

hean=0.3056352

FBX]

| Stats ] Data] Sens.] Su:en.]

MFY

Mame
Cell

Ilinimum -2.2B2T32

[lean 03966862

Magimum | B.06332

Std Diew 2.221235

ariance 4933884

Skewnesz | 1L7E0241

444338

Kurtoszis

MMode -0.565666E

Left -LIEETH

Left P B

Right 5.592485

Right P a5

LNiFE. # E.O5322E

Diiff. P a0

Etl Por -1 3IERT4
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CAPTUM
Summary -
 Model Advantages
— Graphical depiction of technology/market risk
— Flexible: facilitates development strategy
— Intuitive: based on realistic probabilities
— Effective communication tool

 Downside
— Valuing very early stage technology difficult
— Most investors are risk adverse (<eNPV)
— Requires analytical discipline
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Contact

Michael Brand

e: mjb@captum.com

t: +44 (0) 115 988 6154
m: +44 (0) 7980 257 241

CAPTUM
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...

Captum Capital Limited
Cumberland House

35 Park Row

Nottingham NG1 6EE

United Kingdom
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