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Funds Are Not a Constraint

Biotech entrepreneurs are looking for funds. Similarly Venture Capitalists (VCs) are also looking at newer areas of investment
opportunity to reap maximum returns. Biotechnology is one of many newer areas VCs are eyeing.
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ghnology is an evolving and emerging industry. About 60 percent of the drugs the

world over are monoclonal antlbodles (MAbs).

The process of developing the present available MAbs was started way back

in the 1970s. Kiran Mazumdar Shaw, chairman and managing director, Biocon India observed, "The success for Biocon India
didn't follow in a day. It took years for us to reach this stage. We did projected insulin in our business plan sometime back in

1999 but it was realized in 2004. High risk wil
look for predictable products from biotechnolog

| pay back high returns. We showed that product is predictable. Still investors
y companies."

Why are investors still cautious? "Investors look at biotechnology as a pharma industry. They look at predictable products of

pharma companies. Considering the excitement in biotechnology space,

India can leverage on its advantages by co-

development, by entering into tie-ups with global companies, focusing on quality and innovation. Although drug development
is very expensive, India can play a key role in this sector. Therapeutics and monoclonal antibodies are the products of the

future and are emanating from biotechnology.
there in diagnostics sector t0o," she asserted.

India is known for developing diagnostic kits at lower cost. Opportunities are

Dr BV Ravikumar, managing director of XCyton Diagnostics, who is looking for funds for expansion noted, "Multinationals are



investing heavily on developing newer kits. Instead of depending on such kits, why should we not start developing such kits
for ourselves and export to other countries. One has to make a beginning. Let us start ahead to lead the path. For this we do
need funds."

Dr Villoo Morawala Patell, founder and CEO, Avesthagen, has a point. She believes VCs should have technical staff and
research analysts who have expertise in life sciences and legal issues to guide decision-making, as biotechnology is a
heterogeneous and diverse sector unlike the IT industry. Agrees Alok Gupta, country head, Life sciences and Biotechnology,
YES Bank Ltd and observes, "We couldn't afford to recruit technical people with PhD background. India still lacks technical
people with knowledge on legal and licensing issues whereas in the USA there are many people and experts in licensing." He
reiterated that there is enough money/funds available for the biotechnology industry.

"There Is Need to Deepen Early Stage Financing"
- Alok Gupta, country head, life sciences and biotechnology, Yes Bank Ltd.

Vmage not found or|gpectiveas an investor?
From an investor| perspective, the opportunities in the Indian biotechnology industry are looking increasingly attractive due
to the following reasons:
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Indian-pharmaceutical companies are foraying into biotechnology (starting with generics)-financing is supported by
strong parent balance sheets

Overseas companies are establishing R&D facilities and contract manufacturing facilities and network in India. They
have strong parent balance sheets, but need advisory handholding (regulatory, operational and management) fo
expediting India plans.

First generation entrepreneurs are establishing a base in India and are setting up contract services operations, with
a strong linkage with global MNCs ensuring a sustainable market demand in the formative years of the company.

Overall, there is an increased focus on India as a business location for manufacturing and contract services. Hence
investment opportunities in the country are looking attractive.

Which are the five main hindrances? Explain!
Business model: A large number of early stage biotechnology companies in India have little uniqueness and novelty (o
product, of business model etc.); consequently, this makes it difficult to justify funding such me-too companies.

Early stage investing: Most early stage biotech companies need angel/seed funding in order to attain a critical mass and
attract investor interest. This channel of funding needs development in India. Further, early stage companies need to havd
a clear road map of product development/business plan, with capital infusion, timing and exit routes.

Technology: Most interesting biotechnology companies are based on novel technologies, products or platforms that wil
provide the necessary differentiation to the company. Most funds do not have a deep understanding of the technology o
applications of this technology and hence are looking to validate the product/business model through US-based VCs, whicH
have the necessary expertise in evaluating such companies

Cash flows and valuations: Most biotech companies (particularly product companies) have fairly long gestation periodg
before they commence significant cash flow generation-this is an area of concern for investors and consequently valuationg
and dilution becomes an area of concern

Risk factor: Biotechnology companies are typically in a high risk-reward situation whereby success of failure of a produc
can imply survival or collapse of the company. So investors are selective about biotech investments.

Exit strategy: The Indian markets do not offer the depth or flexibility of exit options to investors. For example, the capital
markets and strategic investor interest in the US markets leads to a lot of different exit options for financial investors.

Another issue that is coming in the way is sharing of intellectual property (IP) with the investors. In Western countries, the



companies do propagate the sharing of IP. Swiss biotech companies are successful in bringing funds from the US. But Indian
companies are reluctant to share the IP. Indian companies are unable to attract the interest of the US investors.

Sonia Dasgupta, vice president, J M Morgan Stanley Pvt Ltd, observed, "Sometimes the entrepreneurs become very exited
about their concepts. They are even carried away by the ideas. But they fail to work on the realistic valuation of the project.
They are also reluctant to share the failures and risks involved in the taking up the projects. The projects involve long
gestation period and it is necessary for entrepreneurs to prepare a proper contingency plan for the project. The companies
should be realistic about the product discovery and the market potential. We are answerable to the investors. We do need a
lot of information to understand the depth of technology and concept.”

Considering the opportunities, Prashant Jain, chief investment officer, HDFC Asset Management Company Ltd said, "Biotech
companies should look at a derisked model, developing a strong product pipeline to seek funds from the venture capitalists.
This can be achieved only by having a strong management that should try to meet the expectations of the foreign funds as
the benchmark for foreign funds and local funds differs.”

Clearly, from what transpired at the meeting, VCs are eager to invest in this sector, but lack of information has made them
adopt a wait and watch policy. The entrepreneurs need to look at different models and be ready to share the minimum
information necessary for the investors to take the risk. The investors and industry should work together and an industry body
like ABLE can play a collaborative platform and mitigate some of the doubts. ABLE's intent to schedule the first ever bio-
investors meet in January is a right step in that direction.
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