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Transformational History: 1958-2007

1958-1962 Diversification?

1960-1970 Internationalization — Critical Mass

1970-1985 Competitive Mass — The Consolidation Movement

1976-2000 Chronic Care Therapeutics — The Age of Blockbusters

2000—Present Convergence — Interdependency



Chart B

Worlds 15 largest pharmaceutical companies — Ranking by
market value

Innovation Gap Getting Wider
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Source: Burrill & Company; U.S. Food and Drug Administration.




|. The Shape of the Future

The age of comparative advantage

The change of scale

Table |

Required New Product Introduction

2015 Sales Annual # of
2005  Est. 2015 from Existing 2015 Salesfrom Required
Company Sales SalesD) Products® New Products New Products®
Pfizer $51,298  $133,054 $46,168 $86,886 11.58
GlaxoSmithKline 39,406 102,209 35,465 66,744 8.90
Merck 22,012 57,093 19,811 37,283 4.97
Bristol-Myers 19,207 49,818 17,286 32,532 4.34
Eli Lilly 14,645 37,985 13,181 24,805 3.31
Amgen 12,022 37,339 10,820 26,519 3.54

Mean

Median

6.11
4.65

1. Assumestotal revenuesincrease 10% annually for all companies excluding Amgen which increases at 12%.
2. Existing 2005 product revenues decline 10% over the 20062015 interval.

3. Assumes each new product averages $750mn in sales annually during the 2006—2015 interval.




Interdependency

A Mismatch Between Pipelines and Resources is Encouraging a Network Model

L arge Biopharmaceutical
Small Biotechnology Companies Companies (Including the
(All But the Top Ten) Top Ten Biotech Companies)
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Source: Lehman Brothers' Pharmaprojects; Value line; BCG analysis.

1. Using Pharmaprojects February 2003 data.

2. Using 2002 end-of-year data for the top 100 biotechnology companies and the top 100 pharmaceutical companies,
extrapolated to the full set of biotech and pharma companies using hyperbolic fit to cumulative values. Procter &
Gamble, Japan, Tobacco, and Johnson & Johnson wer e excluded from the market capitalization analysis.




Chart D: V. Summary and Conclusion: S & F = PGRR
The Number of Blockbusters is Approaching Equilibrium

Stock, Launches, and Expirations of Blockbusters at the Top Ten

Pharmaceutical Companies
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Source: FDA; Lehman Brothers; PaineWebber; Scrip; BCG analysis.

Note: Blockbusters are defined as drugs with peak sales of at least $500mn in constant 2001 dollars. The top ten
pharmaceutical companies are as of 2001, including all former companies, mergers, and acquisitions.

1. Output from 2001 to 2004 is based on risk-adjusted predicted launches; assumed output from 2004 is equal to the
19912001 average.




Chart E

Large Pharmas — Large Molecules vs. Small Molecules

Current Pipeline Breakdown by Molecule Size
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