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Pre-election pricing fears are overdone - International Biotechnology upgrade to Positive

The US political headlines are holding back the biotech funds but the details suggest the impact could be

more benign for innovative drugs. Post the presidential elections the headwinds should wane and we believe

this is an attractive entry point. The current PE for the sector is 20% below its 5 year average and discounts

are attractive, in our view. Whilst we do not know when discounts will narrow, we believe the sector will

continue to benefit from structural tailwinds and the low valuations should encourage M&A. We are upgrading

our recommendation on IBT to Positive as it trades on a 15% discount. We remain Positive on BIOGs and

Neutral on BB Biotech.

One of the few areas of the market where there is value. Post Hillary

Clinton's latest EpiPen comments a couple of weeks ago, the market has

fallen back and Biotech is one of the few sectors of the market offering

reasonable value coupled with growth. The Nasdaq Biotech Index (NBI)

remains 29% below its 2015 peak (to 05/09/15). Based on our "Under the

Bonnet" analysis (Fig 2) the Biotechs trade on a 2016E PE of 17x and 2016E

EV/EBITDA ratio of 14.5x, a small discount to their large cap Pharma peers.

This discount increases in later years due to the greater growth rates of the

biotechs. Furthermore, despite their strong forecast growth rates, the large cap

biotechs trade at a 15% discount to the S&P 500 PE multiple.

What can the politicians do? Both presidential candidates say they are

determined to reduce drug pricing. However, the managers believe that these

risks are priced in. They say that if Hillary Clinton gets elected, it will be difficult

for her to get significant reforms through a Republican house. Furthermore,

whilst politicians want to prevent exploitative price rises, they do not wish to

stymie innovation. As a result, innovative biotech companies' funds should be

less exposed to price controls with the specialty and generic pharma

companies more at risk. In this report we have included the managers'

thoughts regarding this issue.

M&A suggests industry is less worried about the politics. Since the

beginning of the year the NBI has declined by -17% (to 05/09/16). These

declines have led to a fall in IPOs; but M&A is continuing. In August,

Medivation announced it was to be acquired by Pfizer for $14bn, a 21%

premium, and earlier in the year Shire acquired Baxalta for $32bn. This

suggests that although politics are an issue, it is not a sufficient concern to

freeze investment activity by industry participants.

IBT upgraded to Positive. The fund is trading at what we view as an

attractive discount of 15%, the widest discount in the sector and is currently

buying back stock. Furthermore, the trust has been the best relative performer

over the last year falling -4% (NBI (£): -5%). It has been successfully exploiting

the M&A wave e.g. Medivation was the 7th largest holding at 31/07/16. The

manager believes the M&A activity will continue.

Stocks reviewed

INTERNATIONAL BIOTECHNOLOGY TRUST

PLC

Recommendation Positive from Neutral

Price 489p

BB BIOTECH AG

Recommendation Neutral

Price CHF49.10

BIOTECH GROWTH TRUST PLC

Recommendation Positive

Price 680p

Prices are as of close 06 September 2016

All sources unless otherwise stated: Company
data, FactSet, Stifel estimates

7 September 2016

Biotech Funds

Investment Funds

Anthony Stern anthony.stern@stifel.com +44 (0) 20 7710 7727

UK Sales desk +44 (0) 20 7710 7600

Stifel does and seeks to do business with companies covered in its research reports. As a result, investors should
be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should
consider this report as only a single factor in making their investment decision.
All relevant disclosures and certifications appear on pages 5 - 8 of this report.



 

Drug Pricing – How serious is the political threat? 

The Nasdaq Biotechnology Index (NBI) peaked in July last year but declined sharply after U.S. 

presidential candidate Hillary Clinton attacked the drugs industry for “price gouging” saying that if 

elected she would be proposing new regulation that would lower drug prices. Donald Trump has 

followed suit with a similar commitment and the US Congress has held hearings to discuss drug pricing.  

As a result of the pricing concerns, the Nasdaq Biotechnology Index declined 40% from its peak in July 

2015 until late June 2016 and still trades at 29% below its peak. In late August, these drug pricing 

concerns re-emerged as Hillary Clinton attacked Mylan for raising the prices of its EpiPens. Mylan has 

raised the prices for EpiPen by over 400% since 2007, when it acquired the rights to the product. 

The managers of the biotech funds believe these pricing issues are principally a cause for concern for 

specialty and generic pharma companies, which invest little in R&D, but acquire the rights to drugs and 

then attempt to generate a return on their investment through price increases.  

Whilst we accept that the managers are obviously biased towards their sector, we are inclined to agree 

with their views. Innovation and drug discovery is an extremely expensive, time consuming and high risk 

business. To continue to encourage drug discovery there needs to be generous rewards to those who 

succeed in developing new solutions given the significant financial risks that are faced as part of the 

discovery and approval process. Furthermore on Friday (September 2
nd

), Hillary Clinton published 

"Hillary's Plan to Respond to Unjustified Price Hikes for Long Available Drugs". This plan concurs with 

our view, as she highlights that her issue is not with new, innovative drugs but with exploitative price 

hikes for long available and generic treatments. 

Below we present the thoughts of each of the managers on this pricing issue.  

International Biotechnology Trust 

“The pharma/biotech business model is simple. New innovative products (drugs) are “protected” by a 

combination of intellectual property (patents) and government regulations. This limits competition and 

companies can charge high prices until this protection ends, usually 7-15 years later. After this period, 

government agencies regulating drug approvals will make original results available for generic/specialty 

pharma drug producers to market inexpensive copies of the original drug. The price gouging that 

politicians in the US are irritated about is related to the non-innovative end of the market, where some 

manufacturers have increased the price of old cheap drugs to the level of innovative drugs (e.g. 

Daraprim), and where there has been excessive price hikes of drugs that does not reflect new 

innovation (e.g. EpiPen). This is abuse of the business model and we agree that this ought to be 

tackled.”  

“International Biotechnology Trust currently invests predominantly in “biotech”, highly profitable 

innovative drug companies, and not in the low margin generic/specialty pharma that is not “biotech”. 

Unfortunately the well-known NASDAQ Biotech Index, for reasons that we do not understand, also 

include generic/specialty pharma companies, thus confusing an investor. It is our firm belief that the 

fundamental pharma/biotech business model will remain intact, and that potential future changes from 

the law maker will improve the model, both at the innovative end, but more importantly at the generic 

end of the market. Yes, Hillary Clinton was outraged by price gouging by generic/specialty pharma 

companies, but she also presented an initiative on Technology and Innovation, defending intellectual 

property rights, and proclaimed the importance of innovative industries for the US economy” (Manager 

comment, Aug 2016). 

The Biotech Growth Trust 

“While we acknowledge that strong pricing power is an important factor for biotechnology business 

performance, we believe the sector’s growth is fundamentally driven by innovation and the approval of 

novel drugs. Most of the biotechnology drugs on the market or in development target severe diseases 

with high unmet medical need, and are differentiated from existing treatments by higher efficacy or 
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better safety. Although biological drugs are expensive, the cost is typically justified by significant 

downstream savings to the healthcare system or by significant improvement of patient lives. In contrast, 

many specialty pharmaceutical companies tend to forgo significant research and development and 

instead purchase existing drugs that they market aggressively to patients and physicians. We believe 

that this specialty pharmaceutical business model is less sustainable in the current political environment 

compared to the traditional biotechnology model focused on innovation. Over the long term, we expect 

innovative drugs that provide a meaningful clinical benefit over standard of care will continue to 

command premium prices.”  

“Moreover, we continue to believe efforts to control drug pricing and reimbursement by government will 

not pass into law in the near or medium term, regardless of who is elected President. Nevertheless, in a 

U.S. election year, we expect drug prices to remain a topic during the presidential campaign, and this 

issue may be an overhang on the sector through November. As long-term investors, we remain focused 

on the sector’s strong fundamentals.” (Annual Report to 31/03/16, published late May 2016) 

BB Biotech 

“Although being well-understood and accepted that investing in innovation does require attractive capital 

returns, recent examples within the specialty pharmaceutical industry have reinforced public pressure. 

Such companies have acquired older marketed products and implemented massive price increases for 

these drugs, thus turning the classical “investment and return cycle” upside down. Of even bigger 

importance than the pricing power is a predictive and well-functioning regulatory environment. The US 

FDA is currently interacting with the industry to improve the review process. The new PDUFA 

guidelines, the PDUFA VI, are expected to be approved and implemented in 2017. We are actively 

monitoring the progress and potential implications of the new guidelines, with expectations that they will 

either maintain or improve on the PDUFA V. With the US biotechnology industry an important 

contributor to the US high-tech industry, we expect that innovation will continue to be attractively priced 

and reimbursed in the US.” (Annual report to 31/12/15, published 19/02/16) 

“BB Biotech’s strategy meeting in June included an expert panel on global drug pricing and 

reimbursement trends. Encouragingly, genuine innovation is anticipated to command premium pricing 

as long as innovators address market price realities. Experts believe that innovation continues as the 

strongest foundation for attractive prices. Health economic arguments are also gaining in importance 

and can help solve the equation of payer profitability – which remains their first priority. BB Biotech 

continues to monitor the political and legal landscape for healthcare reforms and changes but expects 

incremental rather than dramatic change particularly in the US.” (June Interims, published 22/07/16) 

Figure 1: Nasdaq Biotechnology Index - Current PE Multiple 5 years to 05/09/2016 

 

Source: Thomson Reuters 
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Figure 2: Global large cap Biotech vs US Pharma valuations metrics 

 Share price Market cap Year    EV/EBITDA EV/EBITDA EV/EBITDA 5 Year EPS PEG 

 (local currency) ($bn) end PE 2016 (x) PE 2017 (x) PE 2018 (x) 2016 (x) 2017 (x) 2018 (x) CAGR (%)  

US Pharma            

AbbVie 64 102   Dec  13.3 11.2 9.7          12.2           10.4              9.0  11.2 1.0 

BMS 53                   88   Dec  20.1 17.4 15.4          21.1           18.0           15.8  20.6 0.8 

Eli Lilly 77                   85   Dec  21.4 18.8 17.0          18.4           16.1           14.6  12.9 1.5 

J&J 119                334   Dec  17.8 16.8 15.8          14.4           13.7           12.9  6.5 2.6 

Merck 63                179   Dec  16.8 16.4 15.0          13.4           13.5           12.5  6.4 2.6 

Pfizer 35                219   Dec  14.1 13.1 12.1          12.1           11.2           10.5  6.3 2.1 

    17.3 16.6 15.2 13.9 13.6 12.7 8.9 1.9 

Biotech            

Actelion 167                   19   Dec  22.0 21.8 17.9          19.4           19.6           15.9  13.0 1.7 

Alexion 124                   24   Dec  26.6 20.7 16.0          22.7           17.8           13.9  28.1 0.7 

Amgen 170                129   Dec  14.9 13.6 12.7          13.0           12.1           11.4  7.9 1.7 

Biogen 314                   74   Dec  15.6 15.1 13.8          11.6           11.6           10.8  8.9 1.7 

Celgene 105                   84   Dec  18.5 15.1 12.5          16.0           13.1           11.1  22.5 0.7 

Gilead 77                116   Dec  6.5 6.6 6.7             6.5              6.8              7.1  2.2 3.0 

Regeneron 389                   40   Dec  35.6 26.9 21.5          24.3           19.8           15.3  24.3 1.1 

United Therapeutics 123                     6   Dec  7.8 9.0 9.7             5.4              5.9              6.7  5.6 1.6 

Global Biotech    17.0 15.1 13.3 14.5 12.6 11.2 11.0 1.6 

   Biotech Premium to US Pharma  -2% -9% -13% 4% -7% -12% +24% -13% 
 

Source: Thomson Reuters 02/09/16, EPS CAGR 31/08/16 
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Important Disclosures and Certifications

I, Anthony Stern, certify that the views expressed in this research report accurately reflect my personal views
about the subject securities or issuers; and I, Anthony Stern, certify that no part of my compensation was, is,
or will be directly or indirectly related to the specific recommendations or views contained in this research
report. Our European Policy for Managing Research Conflicts of Interest is available at www.stifel.com.
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Rating and Price Target History for: International Biotechnology Trust PLC (IBT/LN) as of 09-06-2016

Created by BlueMatrix

Rating Key

        P - Positive            UR - Under Review

        NTL - Neutral        NR - No Rating

        N - Negative          NA - Not Applicable

        I - Initiation           SU - Rating Suspended

        D - Dropped

 

For a price chart with our ratings and any applicable target price changes for IBT.LN go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=IBT.LN

Q2 Q3 Q1 Q2 Q3 Q1 Q2 Q3 Q1 Q2 Q3
15

30

45

60

75

2014 2015 2016

02/10/15
P:CHFNA

02/04/16
NTL:CHFNA

Rating and Price Target History for: BB Biotech AG (BION/SW) as of 09-06-2016

Created by BlueMatrix

Rating Key

        P - Positive            UR - Under Review

        NTL - Neutral        NR - No Rating

        N - Negative          NA - Not Applicable

        I - Initiation           SU - Rating Suspended

        D - Dropped

 

For a price chart with our ratings and any applicable target price changes for BION.SW go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=BION.SW
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Rating and Price Target History for: Biotech Growth Trust PLC (BIOG/LN) as of 09-06-2016

Created by BlueMatrix

Rating Key

        P - Positive            UR - Under Review

        NTL - Neutral        NR - No Rating

        N - Negative          NA - Not Applicable

        I - Initiation           SU - Rating Suspended

        D - Dropped

 

For a price chart with our ratings and any applicable target price changes for BIOG.LN go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=BIOG.LN

Stifel or an affiliate is a market maker or liquidity provider in the securities of International Biotechnology Trust PLC and
Biotech Growth Trust PLC.

Stifel or an affiliate expects to receive or intends to seek compensation for investment banking services from
International Biotechnology Trust PLC, BB Biotech AG and Biotech Growth Trust PLC in the next 3 months.

The rating and, where applicable, target price history for International Biotechnology Trust PLC, BB Biotech AG and
Biotech Growth Trust PLC and its securities prior to March 1, 2015 on the above price chart reflects research analyst
views at Oriel Securities Limited (Oriel), which has now been integrated into the Stifel research platform. Oriel utilized
an investment rating system that was different from the rating system currently utilized at Stifel. For a description of the
investment rating system previously utilized by former Oriel research analysts during the past three years, go to
http://www.stifel.com/docs/pdf/disclosures/Europe/Former%20Oriel%20Investment%20Rating%20System.pdf

The equity research analyst(s) responsible for the preparation of this report receive(s) compensation based on various
factors, including Stifel’s overall revenue, which includes investment banking revenue.

In respect of Equity Investment Funds research, SNEL’s investment recommendation structure is driven by the
assessment on a sector relative basis over the following 12 months:

POSITIVE: positive view based on key factors

NEUTRAL: neutral view based on key factors

NEGATIVE: negative view based on key factors

SNEL’s assessment is based on such key factors as the quality of management, performance record, structure
(including leverage), portfolio diversification, dividend yield and discount / premium to net asset value.

Occasionally, we use the ancillary rating of SUSPENDED (SU) to indicate a long-term suspension in rating and/or
target price, and/or coverage due to applicable regulations or Stifel policies. SUSPENDED indicates the analyst is
unable to determine a “reasonable basis” for rating/target price or estimates due to lack of publicly available information
or the inability to quantify the publicly available information provided by the company and it is unknown when the
outlook will be clarified. SUSPENDED may also be used when an analyst has left the firm.

Of the securities we rate, 50% are rated Positive, 44% are rated Neutral, 6% are rated Negative and 0% are
Suspended.

Within the last 12 months, Stifel, or an affiliate has provided investment banking services for 33%, 18%, 0% and 0% of
the companies whose shares are rated Positive, Neutral, Negative, and Suspended respectively.
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Please visit the Research Page at www.stifel.com for the current research disclosures and respective target price
methodology applicable to the companies mentioned in this publication that are within Stifel's coverage universe. For a
discussion of risks to target price please see our stand-alone company reports and notes for all Buy-rated and
Sell-rated stocks.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us
and is not a complete summary or statement of all available data, nor is it considered an offer to buy or sell any
securities referred to herein. Opinions expressed are subject to change without notice and do not take into account the
particular investment objectives, financial situation or needs of individual investors. Employees of Stifel, or its affiliates
may, at times, release written or oral commentary, technical analysis or trading strategies that differ from the opinions
expressed within. Past performance should not and cannot be viewed as an indicator of future performance.

As a multi-disciplined financial services firm, Stifel regularly seeks investment banking assignments and compensation
from issuers for services including, but not limited to, acting as an underwriter in an offering or financial advisor in a
merger or acquisition, or serving as a placement agent in private transactions.

Affiliate Disclosures

“Stifel”, includes Stifel Nicolaus & Company (“SNC”), a US broker-dealer registered with the United States Securities
and Exchange Commission and the Financial Industry National Regulatory Authority and Stifel Nicolaus Europe
Limited (“SNEL”), which is authorized and regulated by the Financial Conduct Authority (“FCA”), (FRN 190412) and is a
member of the London Stock Exchange.

Registration of non-US Analysts: Any non-US research analyst employed by SNEL contributing to this report is not
registered/qualified as a research analyst with FINRA and is not an associated person of the US broker-dealer and
therefore may not be subject to FINRA Rule 2241 or NYSE Rule 472 restrictions on communications with a subject
company, public appearances, and trading securities held by a research analyst account.

Country Specific and Jurisdictional Disclosures

United States: Research produced and distributed by SNEL is distributed by SNEL to “Major US Institutional
Investors” as defined in Rule 15a-6 under the US Securities Exchange Act of 1934, as amended. SNEL is a non-US
broker-dealer and accordingly, any transaction by Major US Institutional Investors in the securities discussed in the
document would need to be effected by SNC. SNC may also distribute research prepared by SNEL directly to US
clients that are professional clients as defined by FCA rules. In these instances, SNC accepts responsibility for the
content. Research produced by SNEL is not intended for use by and should not be made available to retail clients, as
defined by the FCA rules.

Canadian Distribution: Research produced by SNEL is distributed in Canada by SNC in reliance on the international
dealer exemption. This material is intended for use only by professional or institutional investors. None of the
investments or investment services mentioned or described herein is available to other persons or to anyone in
Canada who is not a “permitted client” as defined under applicable Canadian securities law.

UK and European Economic Area (EEA): This report is distributed in the EEA by SNEL, which is authorized and
regulated in the United Kingdom by the FCA. In these instances, SNEL accepts responsibility for the content. Research
produced by SNEL is not intended for use by and should not be made available to non-professional clients.

The complete preceding 12-month recommendations history related to recommendation(s) in this research report is
available at https://stifel2.bluematrix.com/sellside/MAR.action

Brunei: This document has not been delivered to, registered with or approved by the Brunei Darussalam Registrar of
Companies, Registrar of International Business Companies, the Brunei Darussalam Ministry of Finance or the Autoriti
Monetari Brunei Darussalam. This document and the information contained within will not be registered with any
relevant Brunei Authorities under the relevant securities laws of Brunei Darussalam. The interests in the document
have not been and will not be offered, transferred, delivered or sold in or from any part of Brunei Darussalam. This
document and the information contained within is strictly private and confidential and is being distributed to a limited
number of accredited investors, expert investors and institutional investors under the Securities Markets Order, 2013
("Relevant Persons") upon their request and confirmation that they fully understand that neither the document nor the
information contained within have been approved or licensed by or registered with the Brunei Darussalam Registrar of
Companies, Registrar of International Business Companies, the Brunei Darussalam Ministry of Finance, the Autoriti
Monetari Brunei Darussalam or any other relevant governmental agencies within Brunei Darussalam. This document
and the information contained within must not be acted on or relied on by persons who are not Relevant Persons. Any
investment or investment activity to which the document or information contained within is only available to, and will be
engaged in only with Relevant Persons.

In jurisdictions where Stifel is not already licensed or registered to trade securities, transactions will only be affected in
accordance with local securities legislation which will vary from jurisdiction to jurisdiction and may require that a
transaction carried out in accordance with applicable exemptions from registration and licensing requirements. Non-US
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customers wishing to effect transactions should contact a representative of the Stifel entity in their regional jurisdiction
except where governing law permits otherwise. US customers wishing to effect transactions should contact their US
salesperson.

The recommendation contained in this report was produced at 7 September 2016 03:27EDT and disseminated at 7
September 2016 03:27EDT.

The securities discussed in this report may not be available for sale in all jurisdictions and may have adverse tax
implications for investors. Clients are advised to speak with their legal or tax advisor prior to making an investment
decision.

Additional Information is Available Upon Request

© 2016 Stifel. This report is produced for the use of Stifel customers and may not be reproduced, re-distributed or
passed to any other person or published in whole or in part for any purpose without the prior consent of Stifel. Stifel
Nicolaus Europe Ltd. 150 Cheapside, London, EC2V 6ET. Registered in England Number 03719559
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