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Executive summary

B In an industry some accuse of stagnating, the ongoing rapid
growth of licensing is a shining example of continuing clinical
and business innovation and leadership.

B Licensing is already key to pharma’s success; last year, more
than 350 deals with an announced value of over $25 billion
helped make licensing responsible for more than half of major
companies’ new product launches, and much of their pipelines.

B The rise of licensing is perhaps unsurprising, as it gives access
to R&D spending far in excess of what any one company could
invest, provides a strategic agility unmatched by R&D, and
provides a means of managing portfolio risk.

B Yet, all is not golden for licensing - its success has attracted
more competitors, which, in turn, have escalated deal terms
and eroded licensing’s returns.

B In the face of these changes, how does a company license to
win in 2008 and beyond? We think five capabilities are key to
successful partnerships and alliances.

1. Understand the value drivers — forecast with science

2. ldentify hidden value - quantifying the TPP upside

3. Factor in development risks — frame and constrain the
uncertainties

4. Take advantage of the portfolio — the upside of risk
5. Deal structuring - reflect, don’t dilute, these abilities
B This briefing describes the market’s changes, the state of the

market today, and how these tools advantage either a licensee
or licensor in terms of realizing value and managing risk.



Ensuring value is delivered
Managing the Alliance

Driving deals to deliver value over the long term requires overcoming
a range of alliance challenges, and these challenges manifest
themselves when teams of people (usually large teams) have to agree
on clinical direction, allocate budget responsibility, agree on elements
of a launch plan and collaborate on variety of additional decisions.
These big decisions cross the cultures of both partners and when

not managed properly result in disputes and gridlock. Over time this
gridlock results in missed milestones and missed opportunity.

Recent studies have shown

that over two thirds of alliances
in pharma suffer failure or
significant downside events
throughout the course of the
relationship. It is our view that
this risk can be managed and
mitigated through effective
alliance management. Further, it
is clear to us that the capability
of organizations to manage
alliances is becoming an
additional competitive lever in
winning these deals. After all,
everyone has become smarter
on the importance of a good
alliance partner and the costs of
alliance failure.

Our view on how to manage
alliances effectively is based

on our experience in licensing.
At this stage more effort needs
to be expended to position

the relationship for success. It
starts with a clear statement

of governance which is often
included in the contract, as are
other terms and conditions that
relate to how the deal should be
operationalized and resourced.
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Clearly that is not enough. A
formal Alliance Team needs

to be formed to consider the
key elements of the alliance

— organization, process and
team building. Our experience
has enabled us to sight a variety
of best practices that position
alliances for success.

You will note that many of the
practices hinge on building an
effective team and expanding
on the contract to be clearer
about the full meaning of
governance — the intersection of
organization, decision making
and responsibility. Each of these
practices guard against pitfalls
that have challenged alliances in
the past and, in our experience,
following them considerably
raises the chances of fruitful,
positive partnerships

Alliance management best
practices

1. Linking Alliance Management
to Licensing

Effective partnering is becoming a
competitive advantage in the licensing
process.

2. Governance

More than a Joint Steering Committee
(JSC) — the intersection of organization,
decision making and roles. Clarity in all
three is key.

3. Issue Escalation
Defining practices resolving major
issues quickly and quietly.

4. Managing Turnover / On-
boarding

Turnover on alliance teams can be as
high as 50% in a year. Minimizing and
managing disruption keeps the team
running smoothly.

5. Double-Boxed Leadership

In alliances it shows teamwork and
brings ideas from both sides that lead
to an effective work environment.

6. Cultural Transparency
Companies are different — openly and
quickly identify these differences and
proactively mitigate risk.

7. 'Look your partner in the eye'
Face to face meetings are key to
effective relationships. Avoid 'hiding
behind email.'

8. Rigorous project management
Proactive issue resolution, detailed
scheduling and effective resource
management all keep the ball rolling.

9. Metrics that measure 'health as
well as wealth'

Measurements related to the quality
of the relationship are as important

as measures for revenue and profit.
Poor health leads to high risk and poor
performance

10. "You never know when you will
meet again'

Have a relationship mindset and look
beyond the alliance at hand. What are
the possibilities and the hidden costs
of failure?
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Next steps

Licensing has become as critical as it has complex. Those that can
address the complexity will have a distinct advantage as they work
with a larger and fast growing pool of innovation outside their own
firm. As their capabilities grow, they will be able to answer questions
such as:

1. Are we able to quantify the impact of each attribute of the
compound we are licensing on prescribing? Can we quantify the
impact as these attributes change, in different combinations, and
write deal terms to match?

2. What hypotheses do we have for hidden value in the compound,
and again, how has that been tested, proven and quantified?

3. How comfortable are we in articulating and quantifying the risks
of the compound? Can the clinical, technology, safety, regulatory
and pricing risks be broken out to set an appropriate initial cost-of-
capital for the deal?

4. Can the upside of risk from bringing the compound into the
portfolio be quantified? Can the appropriate cost of capital be
more accurately determined from this?

5 And lastly, can the insights from these be managed into the deal
terms, for all parties to understand and focus on where the value
is, and how the risks can be managed?

For Business Development executives with these capabilities, their
ability to drive growth will be a key component of pharma in the
future. Those without can expect to wonder where the good deals
have gone, and if they can even track it, how the returns on their
deals have declined.

We look forward to our next five year review, and to contributing to
your success as you License to Win.
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About Oliver Wyman

With more than 2,900 professionals in over 40 cities around the

globe, Oliver Wyman is the leading management consulting firm that
combines deep industry knowledge with specialized expertise in
strategy, operations, risk management, organizational transformation,
and leadership development. The firm helps clients optimize their
businesses, improve their operations and risk profile, and accelerate
their organizational performance to seize the most attractive
opportunities. Oliver Wyman is part of Marsh & McLennan Companies
[NYSE: MMC]. For more information, visit www.oliverwyman.com.

Health & Life Sciences Practice

Oliver Wyman advises leading health and life science companies in
areas including pharmaceuticals, biotech, health insurance, health
care services, and medical devices.

In biotech, Oliver Wyman conducts technical evaluations to support
the development and growth of biotechnology companies, where
identifying and evaluating the appropriate technologies, licences,

or partners are key ingredients to success. In addition to providing
assessment services, we provide strategic insight for long-term
growth and also assist in the development of new capabilities such as
R&D redesign.

In pharmaceuticals, scientific and deep analytics experience allows us
to develop growth strategies for pharmaceutical companies from early
stage to launch. We assist clients with R&D, go-to-market, and partner
strategies, market and customer segmentation analysis, mature
products lifecycle management, and licensing and alliance issues.
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