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Introduction

The pandemic years were marked by an influx of
investment for the biotechnology industry. As a result
of this cash surplus, companies were able to make
advancements in research and development and
expand their business through acquisition. But the
white-hot market of the pandemic has significantly
slowed in the past year. Some of the companies that
benefited from relatively easy access to capital are now
finding it much more difficult to raise funds to continue
development, and those new funds may be more costly
or have higher dilution impacts than in the past. As
economic conditions shift, biotech companies are faced
with a new normal as biotech indices rebound from the
lows seen in summer 2022.

While biotech companies are adapting to this new
normal, not all companies are rebounding at the

same level. According to BDO's Summer 2023
Biotech Brief, an analysis of the 10-K filing data from
companies on the Nasdaq Biotech Index (NBI), larger
companies have proven better able to hold onto the
financial momentum they gained during the COVID-19
pandemic and are continuing to see growth. Small and
medium biotech companies, on the other hand, are
seeing slower rates of growth more consistent with
pre-pandemic markets.
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Biotechs are returning to pre-pandemic
market expectations, but not evenly

The flood of venture and government funding, and
overwhelming willingness to take on more risk for AVERAGE DEBT-TO-EQUITY RATIO
critically needed COVID-19 vaccines and treatments In millions of U.S. dollars

throughout the pandemic, gave the illusion that drug
development timelines can be significantly accelerated.
But now, amid higher interest rates and tighter funding
conditions, it is difficult for biotechs to get access to

the cash needed to fund R&D and maintain those same
timelines. It is also challenging to manage the same
number of R&D investment projects as they have in

the past. Small and medium-sized companies might

be feeling this change the most. Larger companies

often have deeper relationships with banks and more
resources available, allowing them to get the financing
they need, while small and medium companies are more
immediately affected by market changes.
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This disparity is evident in biotech companies’ financial 0.5

reporting. There was a significant increase in the debt-
to-equity ratio for small companies in 2022. This is likely

because small companies continued losing money, which .
depleted their equity, and were unable to raise additional 0 2018 2019 2020 2021 2022
equity to make up for the loss. Additionally, liabilities

Average Small H 1.23 0.52 018 0.49 0.57

either stayed the same, increased, or did not decrease

at the same rate as these small biotechs were losing Average Medium [l 110 0.73 0.86 0.92 1.75
money, which would have increased their debt- Average Large [ ] 0.86 0.86 112 0.89 0.36
to-equity ratio. Larger companies did not see Average Total = 11 0.65 0.55 0.70 0.99
this same impact because they have greater

stability, which enables them to better Note: Please note that two outliers — one small and one medium biotech — have been excluded to prevent skewed data.

manage their margins, equity, and debt.
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Meanwhile, large companies are faring better in the market. In 2022, large companies saw a 26% increase
in cash and equivalents, which is more than three times higher than the 8% increase they saw in

2021. While larger companies excelled, small and medium companies saw cash and equivalents

decline for the first time in the last four years. Investments made during the pandemic put

large companies in a better position to ride out market shifts and maintain cash.

CASH AND EQUIVALENTS
In millions of U.S. dollars
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2018 2019 2020 2021 2022
Average Small Il 40.91 63.63 175.75 19775 140.52
Average Medium Hl 120.44 178.57 291.29 334.86 218.61
Average Large Hl 1,871.86 1,842.84 2,313.46 2,498.64 3,145.39
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In 2022, large
companies saw a
26% increase

in cash and equivalents
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Larger biotech companies also generated significant
revenue during the pandemic compared to medium

and small biotechs, adding to their capital reserves, and
making their financial strategies much more resilient
than those of small and medium companies. While small
biotech companies experienced a decrease in revenue
for the first time in the last four years in 2022, large

and medium companies saw a mild increase in revenue.
Small biotech companies have seen diminishing revenue
growth rates since the biotech boom of 2020. Though
medium and large companies appear to have maintained
growth for longer than their smaller counterparts,

they have also seen diminishing revenue growth rates
since 2020.
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REVENUE FOR SMALL AND MEDIUM COMPANIES
In millions of U.S. dollars
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Average Small 7.66 1017 18.01 20.71 796
Average Medium [l 115.36 135.29 167.45 231.51 241.71

REVENUE FOR LARGE COMPANIES
In millions of U.S. dollars
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2018 2019 2020 2021 2022
Average Large 9,649.90 9,422.53 6,770.16 6,199.31 5,895.77
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Spending is slowing as
biotechs tighten their belts

As the biotech market continues to return to
pre-pandemic conditions, companies are revisiting their
investment plans. While overall R&D spending continues
to increase, the rate of that growth has slowed to only

a 6% increase in spending overall in 2022. By contrast,
R&D spending increased by 20% each year in 2020

and 2021.

As biotechs are contending with less cash on balance
sheets, they are slowing their budget increases for SG&A
spending as well.

After a 25% increase in SG&A spending in 2021, SG&A
returned to a 12% increase in 2022, a rate of growth
more in line with pre-pandemic budgets. This decreased
rate in SG&A spending is likely due to the fact that 2022
saw the fewest new drug approvals since 2016. In 2021,
the FDA approved 51 novel drugs whereas in 2022, there
were only 37 approvals. With this many drug approvals in
2021, an increase in SG&A spending would be expected
in late 2021 and into 2022 as companies work to ensure
their new products penetrate the market. With just

37 drugs approved in 2022, we could see less SG&A
spending in 2023. However, given that 22 new drugs
were already approved in the first half of 2023, there
could also be a resurgence of new drugs on the market
and a subsequent increase to SG&A spending in 2023.
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AVERAGE R&D SPENDING
In millions of U.S. dollars

2018 2019 2020 2021 2022

AVERAGE SG&A SPENDING
In millions of U.S. dollars

2018 2019 2020 2021 2022
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BIOTECH STAFFING EQUILIBRIUM

Many biotechs are consolidating pipelines because of challenging economic conditions
and are revisiting talent structures.

According to the 2023 Life Sciences CFO Outlook Survey, CFOs’ top strategy for managing cash is
outsourcing scientific or technical functions. Growing demand for contractors could create a number
of new jobs as companies reprioritize their internal functions to focus on strategic development.

While layoffs are not life sciences companies’ top priority, they remain viable
cash conservation strategies. Thirteen percent of life sciences companies
surveyed claimed they considered layoffs in response to uncertain

economic conditions.

But an increase in layoffs could bring about a positive change
for biotech companies that have struggled to find
experienced employees. As experienced talent re-

enters the job market following layoffs, short-

staffed biotech companies may have

renewed access to a greater number of

specialized employees.

. O of life sciences companies surveyed claimed they
1 3 /O considered layoffs in response to uncertain
economic conditions.
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https://insights.bdo.com/2023-BDO-Life-Sciences-CFO-Outlook-Survey.html
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Stock issuance declined along with share price

The issuance of common stock continued to decline for the second year straight in 2022. This is likely due in part to the
decline in IPOs in the last year as well as economic factors that have lowered the demand for biotech stock.

ISSUANCE OF COMMON STOCK
In millions of U.S. dollars
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2018 2019 2020 2021 2022
Average Small Hll 42.31 42.57 124.67 100.05 70.23
Average Medium 65.65 6419 1271 92.99 44.54
Average Large 62.08 68.74 258.38 87.71 75.36
Average Total == 53.30 53.59 138.93 96.05 61.04

Note: Please note that two outliers — both large biotechs — have been excluded to prevent skewed data.
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Biotech's stock prices across the board also fell by 18% in 2022. For larger companies, 2022 was the first time since
2018 that stock prices have dropped, but for others, 2022's decline continued a downward trend. Small and medium
companies have seen declining stock prices for the last two years after reaching a peak in 2020 and are now on par with
pre-pandemic prices.

YEAR-END STOCK PRICE
In millions of U.S. dollars
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Average Small [ | 191 24.83 3518 21.73 17.36
Average Medium [ | 2713 35.02 44,92 36.36 26.32
Average Large [ | 10110 109.09 129.42 149.44 143.20
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Looking ahead

The biotech market is returning to a pre-pandemic
normal. Biotechs, particularly small and medium
companies, will need to carefully manage cash in the

year ahead and maintain a balance in investments so that
cost-cutting doesn't restrict potential growth in the future.

In the year ahead, we expect a rebound in the M&A market. A

recent influx of M&A activity for biotechs could hold significant

opportunity both for cash-low companies with positive clinical

data and for cash-rich companies looking to enhance their product

pipelines. Furthermore, with 43% of life sciences CFOs planning to

pursue a collaboration agreement to bring in cash, according to the

2023 Life Sciences CFO Outlook Survey, struggling companies might be

able to access talent without pursuing a full acquisition. Increased layoffs in the
industry could also provide biotechs with the specialized workforce they need as
layoffs will make it easier to find experienced talent.

Over the next year, biotechs will need to effectively manage their resources to make sure
their progress does not stagnate in the face of economic volatility.

To learn more about how to improve valuation of your biotech business and prepare for a
potential sale, read our Guide to Selling Your Biotech Business.
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https://insights.bdo.com/Guide-to-Selling-Biotech-Business.html
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About BDO Life Sciences

BDO's Life Sciences Practice provides the guidance that pharmaceutical, biotech, and medical device manufacturers need, when they need it. From understanding the
complexities of research and development tax credits and FDA regulations, to licensing agreements and due diligence, we help our clients grow.

About BDO USA

At BDO, our purpose is helping people thrive, every day. Together, we are focused on delivering exceptional and sustainable outcomes — for our people, our clients and
our communities. Across the U.S., and in over 160 countries through our global organization, BDO professionals provide assurance, tax and advisory services for a diverse
range of clients.

BDO USA, P.A,, a Delaware professional service corporation, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of
the international BDO network of independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member Firms.

Material discussed in this publication is meant to provide general information and should not be acted on without professional advice tailored to your needs.
© 2023 BDO USA, P.A. All rights reserved.

METHODOLOGY

This edition of BDO's Biotech Briefing analyzes the 10-K filing
data of companies listed on the Nasdaq Biotechnology Index,
which includes organizations classified as biotechnology

or pharmaceutical companies according to the Industry
Classification Benchmark with a minimum market
capitalization of at least $200 million and an average

daily trading volume of at least 100,000 shares. BDO used
CalcBench to conduct this data analysis and supplementary
sources where noted.
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