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Turningthe
Cash-f[ow
Corner
Having toited foryears
in cash-burning obscurity,
Al.berta's teading biotech
companiesare poised to make
the [ong-sought teap from
straight research to marketing,
manufacturing and the pros-
pect of profitabitiV. But do they
have the toots and the tal.ent
to makethetransition?

BTMARINAMICHAELIDES
ILLUSTRATION BY DAVID CUTLER

BIOTECHNOLOCY2OO6

Marc canton arrived in Edmonton in 2oo5
from lbronto, where he helped grow Biovail
C-orpoEtion ftom 100 to 2,800 employees, in-
cluding building a sales force from scratch.
By the time he left, Biovail was posting an-
nual sales approaching a billion dollars, with
a 25% profit margin. His newjob as president
ofviRexx Medical Corporation, a University
ofAlb€rta offshoot set up to develop OvaRex,
a vaccine for latestage ovarian cancer, takes
him back to square one.

Canton sees himself as the midwife in
charge ofababy,Arnorg his many chaUenges,
he says, the hardest "is to change the minds€t
from academic research to mad(eting." So far,
he has hired a management consultancy 'to

tun a group ofpeople into a team" and three
specialists ftom out east to overs€e licenstrg ard drug trial regulation.
But he has his work cut out to turn ViRexx iDto the next Biovail, itrlf
an exception in the Canadian health sciences scene.

ViRexx is just one of a handful ofbiotechnology companies in
Alberta tlBt are approachingthe magic moment ofcommercialization,
when the technology tlrcy have speDt years refining can be brought
to mad<et and sustained rcvenues finally flow in. Unfortunatety it's
not as easy as it sounds. Many Canadian biotechs have stumbled at
this juncture, jeopadizing the patient investment oftheir backers
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over years ofcontrolled cash burn. Tluth is,
thiDgs like licensing, marketingand manu-
facturing require a whole different skill set
from the things most Alberta biotechs have
been doing to date: research, patenting and
raising money So what are these great bio-
tech hopes doing to prepare for the transi-
tion? Will the scientists who have nurtured
their babies through a long childhood love
their kids enough to let them go?

Canada's heatth s€iences se<tor as a whole re-
sembles a high school full ofgawky teenag-
ers, not quite ready to support themselves.
With 450 companies, Canada is second only
to the United States in the number ofbiotech
firms, but only 14 are profitable. According
to accounting firm Ernst and Young's Global
Biotechnology Report 2006, the Canadian
share ofglobal biotech product sales is 4%
($13.7 billion US), compared to 77% ($246 bil-
lion US) for the U.S. Alberta's toddler-share
ofthe national sales pie is 3.5%, or $386 mil-
lion, according to the industry association
BioAlberta.

Across the country there are "Too many,
too small and too early-stage companies,"
concludes Emst and Young. In Alberta, there
are 106 bio-industry companies (including
agriculture and environmental research
firms), yet less than a third have a product
on the market.

Compared to other provinces, "Alberta
does not have access to as much VC lventure
capitaU funding," admits Michael Wetsh,
president ofEdmonton-based Almasa Capital
Inc. The province accounts forjust 1.5% of
the national VC biotech spend. wlich is why
Alberta's cash-starved fledgling companies
are forced to "go public too early and then,
typically end up undervalued," explains Mary
Earle, an independent biotech consultant in
Calgary Alberta's 14 biotech IPOS account for
18% ofthe national total but have attracted
only 11% ofpublic investment in the sector.
The average market capitalization is $89 mil-
lion,less than the cost ofan average cancer
drug trial. Biotech is not a business for the
fainthearted.

To imagine what coutd happen next for Al,-
berta's biotech sector, consider an example
from next door in B.C. Today qLT Inc. has a
ltidely prescribed drug on the market and a
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WHtN ] C,AN,]F I i  L]OARD THF STRATECY
WI,S NON-EXI . I  E NT. SAYS SEI ' I ts]OSYS CEO
/rNDt . [ \n/  BAUf.]

market cap of$720 million.ln the mid 1990s,
qLT struggled on a shoestring, alone after
losing its big pharma development partner,
American Cynamid Company. To survive,
the company focused on one product, fund-
ing its development by selling offall intellec-
tual property rights to its other drugs. qLT
found a new' bigger partner in Novartis AG.
The plan worked. QLT'S first drug, Visudyne,
became tie most successful ophthalmic drug-
launch on record, selling $150 million in its
first year (2000).

A.lberta's only such poster child for suc-

cessful commercialization is Edmonton's CV
Technologies lnc. The company's lead product,
Cold-fl( became Canada's top selling cold ard
flu remedy in 2005, with $10.1 million prof-
iti on sales of $31.9 million. Two years beforc,
the companywas on the brink ofbanhuptcy,

Jacqueline Shan, a U ofA pharmacologist and
inventor ofChemBioPrint, the fX platfou
technology, took over the company as CEO.
She made up for her lack of marketing expe-
rience by appointing those who had it Norm
Oliver, head ofsales and marketing, and PR
veteran Warren Mitchell, as vice-president,



communications. Cashless, the three design-

ed the labels and branded fX products as

preventative medicine rather than curative.

An endorsement from the Edmonton Oilers

and television personality Don Cherry(in ex-

change for stock options) made the fiont Pag€
ofttrc National lbst on SePtember 24, 2003, and

CV hasn't looked back.

Nonetleless, CV is viewed as an anomaly,

operatingin the o\,tr-thecounter'nutraceuh-
cal" niche as opposed to the higt y regulated
pharmaceutical sector. Like other biotechs,

Cvhas spent millions ($17 million so far) test-

ing fl( technology up to Phase II trials, the

initial tests oftoxicity and safety required to

apprcve a dmg. But CV has ],et to negotiate the

rninefield of'pivotal" Phase III trials that cost
between $30 million and $100 million, the ul
timate test to prove that a drug actually works
on humans. and a necessary step for Prescritr
tion medicine. which accounts for the bulk of

the biotech revenue stream. It's the outcome
ofthese results that Alberta's seven leading

biotechs - CV Technologies, Biomira lnc.,
BioMS Medical Corporation, lsotechnika lnc.,
Oncolytics Biotech Inc., SemBiosys Genetics
Inc. and ViRexx - are eagerly awaiting.

The cru(ial question of hot, to fund these piv-

otal trials ends up dictatingthe drug's mar-
keting strategy. "For the first product at least,
you need 'parents' llarge Pharmaceutical
partnersl to get to market, a comPanywith
a proven track record, because the costs of

commercialization are so enormous," warns
Karen Boodram, a stock analyst at Pacific In-

ternational Securities. In exchange for an ex-
perienced partner's helP, thejunior Partner
gives up a share ofsales ofthe final product.

To manoeuvre these complex deals with
multinational drug marketers and still be left

with a fair share ofthe Foceeds takes skill and
experienced managers. Michael Welsh warns,

?lmasa invests in strong management.
Scientists don't have tie experience. So we try
todissuade them- from going it alone

"Recruiting experienced management is
the second-highest priority identified by bio-

tech companies," according to the Canadian

Life Sciences lndustry Forecast 2006 from

PricewaterhouseCoopers and national in-

dustry organization Biotecanada, ln Alberta,
" Staffis the No. 1 key issue," says Ryan Radke,
president of BioAlberta. 'Biotechs don t work
without key people in business development
to negotiate deals with big Partners and ex-
perts in the regulatory environment. Drug

trial approvats run into million-page docu'

ments." The province has ahandful ofman-
agers whose experience has grown with the

companies theyfounded.The !est, so far, have

been imported.
Andrew Baum, seasoned fiom 16 years' ex-

perience at Califomia-based Calgene Inc.' was

headhunted by founder Maurice Maloney to

run calgary's SemBios's cenetics. A Uni\rcNity

ofcalgary scientist, Maloney discovercd hor,^r'

to grow insulin and other Proteins in safflow-

er plants, but knew little about growing busi

nesses. In 1998, "Maurice pushed aggressively

As you read this,
over 900 employers across Alberta are
taking in close to 1,500 student inlerns
for an experience unlike any other - an
experience that allows young people to
link their classroom learning with
workplace learning.

Join us as we work together to build
tomorrow's workforce lodav.

Alberta's new look of success...
CARffRS; tt|e Ne.rl6enemtion is an industry-driven
organrzation working with young Albendns to bui ld a
sLilled and motivated workforce.

Our success is only possible with the dedication and
commitment of thi many employers, teachers, and
investors who ensure Alberta high school youth can
explore careers of interest to them this summer'

Wlyto. '/ou. onSoinS supPort.

For more information on how

you can get involved, call us today at
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to get someone with my experieDce - unusual
for a scientist!" applauds Baum.'When I came
on board the strategywas non-existent." Since
then, he has raised millions from his VC con-
tacts, the stock market and licensing deals
from agro-biotech products, and SymBiosys
has enough cash to cover research and devel-
opment until 2009, when the firm expects to
release the results ofhuman trials. Then he'll
look for a marketing partnership.

Fact is, few early{tage biotechs can even
hope to market and manufacture a product on
tieir own - as cvTechnologies, improbably,
did. Licensing deals ar€ the main source ofrer"
enue to pay for a prcduct's derclopment otlrcr

, tfian raising money on the markets. Gefting
the complex contacts right, therefore, is crit-
ical for successful commercializadon.In ex-

r)r  T tr . )r  rNtDtra ANln
CHAIR ]ULIA LEVY
DESCRIBES THE ART
OF PRICINC AS "NOT
A VERY AD|VIRABLE
PROCESS. YOU
CHARCE WHATTHE
N/ARKETWILL BEAR.' '

change for granting a thtd pafty the right to
use, manufacture or distribute part or all of
their technolos/, biotechs get cash. The deals
include license fees to use a drug or procedu€,
upfront payments (akin to a signing bonus),
milestone payments when pre{et scientific
milestones or sales volumes are reached and
royalties, a percentage ofend-market sales.
considering that pharmaceutical industry
ptpfits are split rougbly 30/70 between manu-
facturing and sales and marketing ights in
vdious territories arcund the world, tlle con-
hacts are a balancing act that weigh the fi-
nancial risk ofdeveloping a drug against the
potential prcfits to be made and tie expertise
each partnerbrings to the table.

Andrew Baum has a "holy trinity ofvalue"
for putting a price on a license: "First you as-
sess how much value is created ifthe partner-
ship is successful. Then you put a value on
what each partner is contributing and split
the profrts accordingly."

Timing is everything. Alex McPherson,
the veteran former CEO and founder in 1991
ofthe cancer vaccine company BioMira, ex-
plains, "The price ofa license depends olr
how far advanced the product is in terms
ofdevelopment: 90% more for a product
that has 10% risk, or 10% for a product that
comes with a 90% risk." Typically, biotechs

look to find partners somewhere in between
those two extremes, after Phase II trials.

Ed Taylor, BioMira's interim CEO, de-
scribes the initial deal with Merck & Co. as
"A 50:50 co-promotional deal for our cancer
drug, Theratope. We had the market for the
U.S., and Merckwould take Europe. It was the
fiEt step in our becoming a fully integrated

Introducing the leaders of the
Mazankowski Alberta Heart lnstitute

A renowned cardiologist.

An accomplished scientist.

A skilled cardiac surgeon.

clo.kwie tM bdan nght, 0..0eid JohBft ' cliii..l oiRbi D' Gry roI.rdul .t isnift Drcbt
Di Atoi'n b$d , Dt'.d ot D4kpld * rn@l afiaiE

Edmonton's Capital Health, with the University of Alberta, is proud to introduce a dynamic new
leadership team for the Mazankowski Albena Hean Institute.

Clinical Director Dr David Johnstone, a nationally renowned cardiologist specializing in cardiac best
practices and outcomes, will lead the hean care team in the new facility, providing leading'edge
treatment and training for the next generation of health carc prcviders.

Accomplished scientist Dr. Gary Lopaschuk i5 a world leader in the area of molecular heart science
and energy metabolism.tu Scientific Director, Dr Lopaschuk willfurther develop the research that
pushes the frontier of what js possible in preventing and treating heart di5ea5e.

Dr.Arvind Koshal, a skilled (ardiovascular surceon, is the head of a nationally recognized cardiac
surgery program and a leading regionalcardiac science program.As Director of Development and
ExternalAffaks, Dr. Koshal's role reaches beyond the Institute's walls into the community as well as
nationally and internationally to extend the Institute's contribution to the prevention and treatment
of heart disease.

lhese exceptional leaders and the broaderAlberta cardia( sciences team share the same singular
and powerfulgoal:to better prevent hearl disease and ensureAlbertans have ac(ess to the best
heart care in Canada.

The new Mazan kowski Albena Heart lnstitute willooen in 2007 in Edmonton. Albena.
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Most drug deveLopment is f inanced
one of two ways: with the venture capitaL
of patient investors or the develop-
ment funding of a large pharmaceuticat
company in return for the t icense to
manufacture the utt imate product. But
when both forms of funding are scarce,
some biotechs opt for a third source,
revenue from contract research.

Edmonton-based Innovotech lnc.
(formerly known as MBEC Bioproducts)
conducts contract research into diseases
Iike (Vstic f ibrosis caused by biof t lms -
layers of mucous that host microbes.
In the eyes of management, the strategy
has two benefi ts. First,  the research pays
for further development of the compa-
ny s proprietary product, an assay test
kit  used in the contract research i tsetf.
Second, Innovotech gets feedback on
the kits. According to University of Cat-
garyscrentast-turned-CEO Ken Bouti t iei
"This is invatuabte market
research that keeps our f inger on the
putse of how biof i tm research ls dev-
eLoping, so we buitd a knowtedge basel '
lust as important, the scientists dev-
etoping the l i ls  l lso re( eive teedbdck
' ' l t  forces them to devetop a business
outlook: to ask themselves, 'What does
the customer want and how much are
they witt ing to pay for i t?" 'exptains
Bouti t ier

When BioMira's lead drug Theratope
faiLed in 2OO3, so did the companV's
hopes for a revenue stream to fund
other products in i ts pipetine. So, to
partLy fund i ts next tead dru9, Stimuva^.
BioMara set up the Synthetic Biotogics
Unit in 20O5 to produce, distr ibute and
trcense chemicaLtv synthesised virus-

and bacteria-t ike compounds that st imu
tate the body's immune system. These
"synthetic biotogics" are sotd to other
companiesconducting non competit ive
research on vaccines. " l t 's an opportunity
to spin off a company which is part of
our core buSiness and generate income
to reduce the burnl 'exptains Ed Taytor
BioMira's interim CEO.

He expects the earnings potentiat to
totat 520 mitt ion over the next 1O years.
"which won't be signif icant, but i t  s not
insrgnif icant either"

Not alL lhose who've tr ied to work therr
way through proprietary R&D are so san-
guine, however In 20O0, two years after
going public, sotechnika ln(. set up a
dragnostics arm, lsodiagnostika, to deve
[op and sel l  a brpdth test tor u.rcr\.  But
the kits did t i t t te to develop marketing
skit ts in their core business of devetop-
lng rmmunotheraples. so the returns
tor a Lot of hard work were minirnrL.
"We had to go to Korea to raise the morrey
to rLrn the product l inel 'says Randall
Yatscofl  president and CEO. 'We tr ied
c,lher breath lest l i ts lor other dr\ease\
but the potential from diagnostics is t inyl '
In 2005 the diaqnostics division gener
ated 51.3 mitt ion sates but cost almost ds
much to run. The profi ts represent a t iny
dent in lsotechnika's totaL S22.5-mi{t ion
research and devetopment spend.

In addit ion, vent!re capitat ists, con
cerned as they are with t ime to m:rket,
often take a poor view of act ivi t ies that
distract from core business. The tr ick,
for f i rms stuck in the middte, is to weiqh
whether in addit ion to revenue, skit ts
picked up white milking these atternative
revenue streams are worth the effort.
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lf confid€nce alone could sel,l. a drug, then
Clifford Giese is onto a blockbuster. Giese,
the man behind the Mr Lub€ fast oil-change
chain empire, is the chiefexecutive officer
ofEdmonton! BioMS Medical. Giese is con-
sidering a variety ofmarketing partners but,
"when there's no other drug for degenera-
tiye multiple sclerosis (MS) on the market and
I can cover North America with six reDs, I'll
go it alone ifl have to.It's mybaby."

Giese's commitment is personal. 'I wake
up td insider information every day," he de
clares, referring to his wife Robin, whose MS
has been kept at bay since she stard taking
the treatment in 1996 as part ofa UniveEity
ofAlberta trial.

Likewise, most ofAlb€rta! leadiogbiotechs
at least aim to keep control ofmanufactur-
ing, But that does not mean manufacturing
in-house. There is almost certainly no drug
manufacturing industry in Alberta's future.
Ifthe leading companies here go into produc-

tion at all, they will outsource to the rest of
Canada and abroad. The strategy avoids an
average $20-million construction cost ofa
new facility.

"It used to be ajoke on Bay Street," says
David Cox, chief executive officer ofTEC
Edmonton, the government body set up to
commercialize spinoffs out ofthe UniveNity
ofAlberta. For any biotech company to an-
nounce it was building its own production
plant was the kiss of death, a prophecy ful-
filled in the case ofone ofAlberta's frrst bio-
techs, Chembiomed Ltd. The company closed
in 1991 partly due to the cost ofconstructing
its own plant.

Whilst Atberta's biote<h industry could sur-
vive pelfectly well without a manufactur-
ing base, long-term viability depends on the
strength ofeach company's product PiPeline.
Post- and even precommercialization, stock
analysts will be on the lookout for new appli-
cations ofcore technology capable ofgenerat-
ing new revenue streams.

"You need to start develoPing a product

every two years," judges Brad Thompson of
Oncolytics, a Calgary-based company fo-
cused on developing cancer drugs. "Ifyou

don't have it, typically you ll buy into a Phase
I product."

Buying in must be carefully executed,
however qII spent $500 million on in-licens-
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ACROSS THE COUNTRYTHERE ARE "TOO MANY
TOO SMALLANDTOO EARLY_STACE COMPANIES ' '
CONCLU DES ERNST AND YOUNC.

ing diverse drugs but had little expertise in
developing or rnarketing many ofthose prod-

ucts. The company is also in court fighting a
patent dispute over its lead drug Eligard. l€vy
admits the strategy'isn t doing too well."

Inthe short term, Al,berta's product pipeline
awaits the outcome ofpivotal trials on six
new products over the next three to five years.
Some are brand-new "blockbuster" innova-
tions, some less glamourous improvements
on existing drugs. Long-term success, howev-
er, depends on'scientists concentrating on
the next generation of 'me better' products,
ratherthan pulsuing'thenextbigthing.'" be
lieves TEC Edmonton's David Cox.

Brad Thompson ofOncollatics agrees. "In
Alberta we shouldn t be trying to figure out
how to get the big-pharma returns. Ninety-
five per cent ofcompanies doing that never
get to profitability. The model that leads to
the highest profitability is not to take a prcd-

uct across the finish line first."
Collectively, though, the industry could

do with a runawayhit. "One or two success
stories is all that's needed to put Alberta's
industryon the map and open the gates to
greater investment," proclaims BioMira's Ed
Thylor "It's a matter oftime," agrees Boodram.
"Alberta is growing up. Itwasjust slower to
the game than B.C. where profits in qll and
Angiotech were pumped back into biotech, so
now there's a healthy cluster."

Until then, success, lies in 'virtual compa-
nies," according to Ryan Radke at BioAlberta -
in other words, firms that develop drugs and
arrange their financing by "sharing the risks,
profits, manufacturing and marketing with
experienced partners,"

Which means that, "By the time you get a
product to market," says Ed Taylor of BioMiru,
'the reality is you've had to give up control
regardless."

However bitter a pill that may be to swal-
low Alberta's baby biotech companies will
have to share until they can stand on their
own two feet, and only then stand up to the
big guys. Av
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