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This note was written by Raman Minhas and Olivier Koechlin. Raman Minhas is CEO of ATPBio, a strategy and 
transaction consultancy focused on life sciences. Olivier Koechlin is a Managing Partner at Fraser Finance, a 
specialist investment bank focused on life sciences and TMT. If you would like to discuss the note, or ways we can 
help you build value, please get in touch. 

 
 
Introduction 
 
This note looks at a number of situations where value was created by separating services from other 
aspects of Biotechnology companies (a R&D biotech pipeline business and a profitable services based 
contract research organization (CRO)). 
 
There can be several advantages to separating such a business into two discrete and separate 
operating companies:  

o valuation considerations 
o improved capital flexibility 
o business focus 
o employee incentives 

 
From a financial markets perspective, by doing so, investors in each have a clearer understanding of 
what they are buying: investors in a pure-play biotech therapeutic pipeline business are backing the 
next “big thing”, frequently an unknown quantity, and with greater opportunity for eventual trade 
sale; investors in a services business get a better valuation for their company since the revenue and 
profits of the service business are not obscured by the cash-burn of a biotech pipeline company. And 
clearly, each type of company has a very different risk and reward profile. So, separation into two 
companies enables different types of investors to back their preference, rather than a smaller subset 
that want both elements. 
 
The other critical element in favor of pure-play models, rather than hybrids, is related to the 
operational and management teams responsible for each business. By separating, each company’s 
management teams have clearer objectives, mandates and measures of success, with clearer 
transparency around benchmarking and valuation. This enables greater focus and better 
incentivisation.  
 
Examples 
 
Current examples of companies that have either recently undergone a corporate restructure, or are 
planning to separate an internal discovery program from a services business include the following: 
 

 Example 1 - Corporate Strategic Refocus 
 
Evotec (1) – refocus back into a pure services business, stated in the annual report 2009, 
commencing April 2009. R&D spend on the CNS internal discovery program was to be 
significantly reduced (to enable participation in partner related milestones, but no other 
particular investment).  
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Accounts show for full year 2009 that revenue for the group was €42million, where an R&D 
expense on pipeline of around €20 million contributed to a net loss for the year of around €40 
million; and importantly, net cash loss due to operations was around €22 million. This indicates 
that without the R&D cash-burn, the company would be much closer to cash-flow break even. 
Indeed publicly stated guidance (2) from the company for 2010 suggests operating results will 
be much improved over last year.  
 
Since Evotec’s strategic plan was publicly announced, the share price has increased by more 
than 160% over the last year (from around €0.7 to just under €2 currently, see Fig.1 below), 
while NASDAQ Biotech Index has gained just under 25% (Evotec was listed on NASDAQ until 
Dec 2009). 

 

 
Fig 1: Share price graph of Evotec AG, v Nasdaq Biotech Index (From 1

st
 June 2008 – May 28

th
 2010. Evotec in 

dark blue, Nasdaq Biotech Index in grey). (Source: Evotec Website, Investors section, interactive graphing). 

 
 

 Example  2: Spin-off: Biotech R&D business from profitable parent, biotech later acquired 
 
PDL Biopharma (NASDAQ: PDLI) performed a spin-off of Facet Biotech in December 2008 (3). 
PDLI was a pioneer in the humanization of monoclonal antibodies. A significant portion of 
PDLI’s revenue come from royalty payments from its proprietary antibody humanization 
technology, including: Genentech/ Roche (royalties on Avastin®, Herceptin®, Lucentis® and 
Xolair®); MedImmune (part of AstraZeneca, royalties on Synagis®); Elan/ Biogen Idec (royalties 
on Tysabri®). 
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In 2008, PDLI changed its strategic focus, essentially deciding to take the cash-flow from 
existing assets and return funds to shareholders. In addition to various divestitures, this 
included transferring its remaining R&D pipeline (including clinical stage products from MS and 
cancer) into a wholly owned subsidiary, Facet Biotech. This was spun off in Dec 2008, after 
capitalising with $405 million, as a stock dividend to shareholders comprising one share of 
Facet for every five shares of PDLI held. Subsequently, it had no financial interest in Facet.  
 
Facet, after rebuffing several acquisition offers from Biogen Idec (deemed as valuing the 
pipeline too cheaply) was eventually bought in April 2010 for around $720 million by Abbott, 
(a net cash price of $450 million after subtracting around $272 million in cash and securities) 
providing a healthy positive return to shareholders (see Fig. 2 below). (Interestingly, spin-offs 
often suffer a sell-off short-term since institutional investors who are primarily invested in the 
parent divest their holdings in a spin-off that doesn’t meet their investment criteria, though 
shareholders still gain when this pricing anomaly corrects). 
 
 

 
Fig 2: Share price graph of Facet Biotech (previously FACT, now acquired by Abbot, ABT). Period from 
Dec 2008 (when Facet spin-off from PDLI) to current (now off market as offer to acquire accepted in 
April 2010). (Source: Barchart.com) 

 
In the Form 10 SEC filing (General Form for Registration of Securities), the management state 
reasons for the spin-off: 
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“Reasons for the Spin-Off  

        On April 10, 2008, PDL announced a plan to spin off its Biotechnology Business into a separate 
publicly traded company. PDL and we believe that the separation of the Biotechnology Business from 
the Royalty Business will enhance value for stockholders of PDL and BioCo by creating significant 
opportunities and benefits, including: 

•allowing investors to realize the value of each company fully and independently and 
enhancing our market recognition with investors;  
 
•allowing each company to focus its efforts on and allocate its resources towards its own 
business opportunities and challenges, with the management of BioCo focusing on the 
discovery and development of novel antibodies and the management of PDL focusing its efforts 
to maximize the value of the royalties from its antibody humanization patents;  
 
•providing that PDL's future antibody humanization royalties accrue directly to the benefit of 
PDL stockholders; and  
 
•increasing our ability to attract and retain employees by providing equity compensation tied 
directly to our performance, and our research and development efforts in particular.” 

 
 

 

 Example 3 - Spin-off: biotech R&D company from profitable parent, current 
 
Myriad Genetics (NASDAQ: MYGN) and Myriad Pharmaceuticals (NASDAQ: MYRX) – MYRX was 
a spin-off from much larger parent company, MYGN in June 2009 (4). MYGN is a profitable 
genetic testing services business with an enterprise value of $1.4 billion (market cap of $1.7 
billion). Net income for the last financial year (end June 2009) was $84million. MYRX is a 
biotech pipeline R&D business, with 2 clinical stage products (phase 1 and phase 2 in cancer, 
both small molecule and with novel mechanisms of action).  
 
By executing the spin-off, managements’ intention was to enable institutional investors in the 
profitable services business partake in a purer play opportunity, without carrying cash burn on 
the biotech pipeline. Meanwhile, new investors in MYRX can partake in a R&D based clinical 
stage pipeline. (As mentioned for PDLI, and typical for spin-offs, due to selling pressure on the 
shares of MYRX the company is actually valued at less than cash with around 3 years cash 
runway. Though, as noted with Facet, this presents an interesting value play which presents 
shareholders with some short-term discomfort, with significant upside opportunity).  
 
Also worth noting, MYGN has had some adverse news in May 2010 when a federal court judge 
struck down MYGN’s patents on genes from breast and ovarian cancer; these are the basis for 
its large revenue base from BRACAnalysis® genetic testing products for cancer risk, though is 
unrelated to the spin-off. One could argue that such a ruling has had no negative impact on 
shareholders of MYRX, so each company’s success is based on its own merits, rather than 
encumbrance from an unrelated business division.  
 
Equally, MYRX in June 2010 suspended development on what was a clinical stage phase 2 
compound for HIV. This focused the company just in cancer, has enabled enhanced clinical 
trials, and extends cash runway from 2012 to 2013. Again, this action by MYRX management 
for MYRX shareholders underlines each company having greater ability to succeed on its own 
merits.  
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In the Form 10 SEC filing (General Form for Registration of Securities), the management state 
reasons for the separation: 
 

“Reasons for the Separation  

Myriad Genetics believes that the separation of its businesses into two focused, independent 
and better understood companies will enhance the success of both independent companies and is in 
the best interests of its shareholders. The reasons for the separation include:  

 Business Focus: As a result of the separation, each of Myriad Genetics and MPI will be better 
able to focus financial and operational resources on its own business and on pursuing 
appropriate growth opportunities and executing its own strategic plan. 

 Financial Market Focus: Each business is in a different area of the healthcare industry and 
therefore attracts different types of investors. Two separate public companies will enable the 
financial markets to evaluate each company more effectively. 

 Employee Incentives: The separation will allow each company to develop incentive programs 
for management and other employees that are directly related to the market performance of 
each company’s common stock. These programs will more directly reward employees based on 
each company’s individual success. 

 Improved Capital Flexibility: Historically, each company’s capital requirements have been 
satisfied as part of the wider corporate capital budgeting policies of Myriad Genetics. The 
proposed separation will eliminate internal competition for capital among businesses in 
different segments of the healthcare industry. 

 

In determining whether to effect the separation, the Myriad Genetics Board was mindful of the 
costs associated with the separation and the risks MPI faces as a public company, which weighed against 
the separation. The Board determined, however, that for the reasons stated above, the separation 
provided the separated companies with certain opportunities and benefits that could enhance 
stockholder value.”  

  

NB. For a more detailed look at MYRX, see “Is MYRX a biotech value play?” 
 
 

 Example 4 : Spin-off, biotech R&D from profitable parent CRO, planned 
 

Pharmaceutical Product Development, Inc (NASDAQ: PPDI) stated its intention in October 2009, 
described in an SEC filing Form 10 (5), that it plans to spin-off its pharmaceutical R&D pipeline 
business into Furiex Pharmaceuticals. This is to separate the services based CRO business of PPDI 
from the Compound Partnering Business relationships, incorporating risk sharing with clients, that 
they have undertaken of late. Although the spin-off has yet to occur, since the announcement in 
October 2009, PPDI’s share price has risen by 22% vs. 12% for NASDAQ (Fig. 3). 
 
Furiex will have multiple partnered compounds transferred into it, giving a rich R&D pipeline. The 
pipeline will consist of rights and royalties to: compounds partnered with Alza Corporation and 
Takeda Pharmaceutical Company Ltd; compounds licensed from Janssen Pharmaceutica, N.V., and 
Ranbaxy Laboratories; and a variety of therapeutic candidates developed by Eli Lilly and Company, 
and acquired through an acquisition of Magen Biosciences.   

http://www.valuestockfocus.com/value-stock-focus/2010/06/is-myrx-a-biotech-value-play.html
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Product development stages range from preclinical, clinical and approved, across diverse multiple 
therapeutic areas (including sexual dysfunction, diabetes and metabolic disorder, infection, gastro-
intestinal and dermatology). While the spin-off has not yet taken place, and could be retracted, it 
does echo similar strategic rationales as presented in the cases above. 
 
 

 
Fig. 3: Share price graph of Pharmaceutical Product Development (NASDAQ: PPDI), since announcement 
October 2009 that it plans to spin off its Compound Partnering Business from the parent CRO. (Source: 
Barchart.com) 

 
Once again, in the Form 10, management states the reasons for the intended spin-off: 
 

“Reasons for the Spin-Off  

On October 28, 2009, PPD announced a plan to spin off its Compound Partnering Business into a 
separate publicly traded company. PPD and we believe that the separation of the Compound Partnering 
Business from the CRO Business will enhance value for holders of PPD and Furiex stock by creating significant 
opportunities and benefits, including:  

 Market Recognition: allowing investors to recognize and realize the full potential value of each 
company independently; 

 Employee Incentives: increasing our ability to attract and retain employees by providing equity 
compensation tied directly to our company’s performance, and our research and development 
efforts in particular; 
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 Improved Capital Flexibility: allowing each company to deploy capital and access additional 
financing, if appropriate, in accordance with its unique needs and business model; and 

 Business Focus: allowing each company to focus its efforts on and allocate its resources towards its 
own business opportunities and challenges.” 

  
 
Finally, as a comparator we have also looked at valuation multiples for several listed CROs (Fig. 4). 
 
Summary 
 
In each of the cases described, companies with a hybrid business model have elected to separate the 
two distinct parts of the business. This involves a profitable element (services business or paying 
royalties) and a biotech R&D pipeline business, with the intention that separating the two allows 
greater recognition of value.  
 
In three of the cases, this separation involves a spin-off (one played out very well for investors, one is 
currently in play, and the third is planned). The other case involves a redefining of corporate strategy, 
though still achieving a similar objective of releasing greater shareholder value by demonstrating 
clearer focus to the market.  
 
So, while the idea of a biotech running a service business to offset R&D expenditure, or a CRO 
increasing risk/ reward by expanding into an R&D pipeline, the examples above indicate there are real 
merits to focus.  
 
 
 



 

 

 

Fig. 4 Key Financial statistics for listed CROs * 

 
 
*Figures from Yahoo! Finance, Google Finance, Companies Web Sites 
**Figures for Evotec AG from Google Finance (market cap) and derived from financial reports (1

st
 Quarter 2010 for EV; Yr end to Dec 31 2009 for all other figures). 
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