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Preserve Innovation, Education
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(Editor's note: This is part two of a five-part series look-
ing at how the current economic climate is affecting the
industry by focusing on the nation's top biotech clusters.)

Ever since Cetus, the world’s first biotach, opaned its
doors in Emeryville in the mid-1970s, followed shorthy by
Cenentach Inc. in South San Francisco, the life sciences
industry has continued booming in the Bay Area, marking
tha largest and most productive life sciences cluster in the
LL5.

The greater Bay Area, which encompasses 7,000
square miles and nine counties — Alameda, Contra Costa,
Marin, Napa, San Francisco, San Mateo, Santa Clara, Solana
and Sonoma — and has a population of about 7.2 million
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according to 2006 Census estimates, is the birthplace of
American counterculture, which set a backdrop for innova-
tion and entrepreneurship that spawned the lucrative
biotach industry.

The area is home to more than 1,300 companies,
including such bictech stalwarts as Gilead Sciences Inc., of
Foster City. Big pharma, meanwhile, continues to make
ingress, with Roche Holdings AG's recent buyout of Ganen-
tach and Pfizer Inc.'s plans to open a biotech research unit
on the University of California at San Francisco's Mission
Bay campus.

Owerall, it's a region in which innovation has reigned
supreme. BayBio, northern California's nonprofit biotech
trade association, has reported that, on average, about 30
new firms are founded in the Bay Area each year.

And from a distance, the sector looks as though it's
waatharing the economic downturn pretty well.

While venture capital funding is down — that's true
across the board — the numbers aren't quite as depressing
as some have feared . . . at least not yet. Though it certainby
helps that a third of the country’s VC firms are located in
northern California, giving biotach firms in the region a bit
of an edge over their counterparts across the country.

For the first four months of 2009, 11 privately held Bay
Area biotechs closed VT rounds, bringing in about 3228
million altogather for an average of $20.7 million per
round. (Those figures include disclosed rounds only; Arcxis
Biotechnaologies, of Pleasanton, Calif, did not disclose the
amount raised in its January financing.)

But a closer look reveals a less pristing picture. As of
the middle of last yvear, about half of 5an Francisco-based
biotechs had less than a year of cash on hand, and the life
sciences cluster here, as in other areas, has been forced to
make cuts to staff, as wall as shalve programs and tighten
overhead costs in a mad scramble to preserve that pre-
cious cash as the industry faces hleak capital markets
ahead.
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agitation in patients with schizophrenia or bipolar disorder.

Cerus Corp., of Concord, Calif, eliminated 31 positions,
about 30 percent of its staff, in March, followed a few days
later by Cortex Pharmaceuticals Inc., of Irvine, Calif,, which
cut its headcount by half, leaving it with about 13 employ-
ees, as well as reduced executive salaries, and it shelved a
faw programs to stay afloat.

The racant cuts and shifts in the industry have mada it
difficult for BayBio to get an accurate count on the number
of employees who have lost jobs this year. “Thare's a lot of
chaos out there now,” said Matt Cardner, BayBio presidant
and CEQ.

But, ha said, in San Mateo County, the seat of big
emplovers such as Gilead, Genantech, Takeda and Elan,
about 3,000 jobs were lost in the first part of the year.

Within the local biotach community, “we ses companias
shut down aven in good times,” usually after clinical fail-
ures, but those people often are able to find work quickly at
othar biotach firms in the area, Gardner said. The currant
economy, however, means that it is "taking longer to
absorb the people who have been displaced.”

On top of the cost-cutting moves, other employees and
axacutives have found themselves out of a job following
the spate of big-name acquisitions, such as Roche's buyout
of Genentach. While the Basel, switzerland-based pharma
firm has stressed that it intends to presaerve the bictech's
innovative culture, some corporate changes already have
been implemantad, with Genantech CEDQ Arthur Levinson
stepping down, along with Susan Desmond-Hellmann,
prasident of product development; David Ebarsman, exac-
utive vice president and chief financial officer; and Steve
Jualsgaard, the company's chief compliance officer.

And the recent news that Corey Goodman will be
departing Pfizer's planned hiotech research unit in the
wake of the Mew York-based firm's merger agreement with
Wyath, has raised doubts about the future of that research
facility, though Pfizer has maintained that the 100-
employee unit still intends to occupy the Mission Bay facil-
ity in 2010.



Local Industry Fealing the Crunch

“Everybody is in a cash conservative mode,” said
Gabrialle Lajoie, managing diractor and leader of tha phar-
maceutical and bictechnology practice at executive search
firm Russell Reynolds Associates. “Life sciences companies
of all sizes are trying to be as careful as possible about
headcount because everyone is trying to survive 2009 with
as much cash as possibla.”

A number of firms already have made some drastic par-
sonnel cuts this year, such Mountain View, Calif-based
Alexza Pharmaceuticals Inc., which slashed its work force
by a third in February, laying off a total of 52 workers, in an
effort to stretch its cash— $78 million as of Sept. 30 — to the
second quarter of 2010, By then it hopes to file a new drug
application for lead product AZ-004 in acute treatment of
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developing their lead programs,” she said.

And though it makes sense for firms to concentrate
dwindling resources on the products closest to market,
Lajoie addad, “it's really unfortunate, because most of the
promise and excitement of biotech comes out of research
innovation.”

50 research might not be the place to be right now. But
axpariencad clinical development axacutivas are “still vary
much in demand, since that is the key to[a company’s] suc-
cass,” she told BioWaorld Today. Firms also “continue to need
sanior business development executives. The name of the
gama is bringing in nondilutive financing through partner-
ships, so the BD person becomes even more important.”

Manufacturing, an expansive undertaking for biotach
firms, particularly in the high-cost real estate market in the
Bay Area, also has been affected.

In January, XOMA Ltd., of Berkeley, Calif, cut 144 posi-
tions, or 42 percent of its work force, with most of those
cuts coming from its biologic manufacturing operations.,
While previously ona of the firm's most successful compo-
nents, tha firm “just couldn't find the damand” going for-
ward in 2009 Chairman and CEQ Steven Engle told
BioWorld Today earlier this year.

Innovation, Education at Risk

With 30-plus years of investmant at its core, the Bay
Area's biotech industry is hardly a fhy-by-night business.
And it's survived its share of downturns in the past — the
bursting of the so-called genomic bubbla at the turn of the
century, for example, sent (admittedly inflated) valuations
plummeting back to earth. But if financial prognosticators
ara right in pradicting a multiyear aconomic slida, tha
biotach industry in northern California could face somae
sarious long-term challenges.

Perhaps the most critical is the potential loss of a
healthy R&D engine to keep pace with the nead for new
products and technology.

If the economic slump “keeps up for a longer period of
tima, you'll see long-tarm strass to pipelines’ as firms

COther changes are coming as companies try to becomea
mare cash-efficient. One of the most prominent trends
Cardner has seen among local biotechs is the elimination
of cartain businass divisions, from accounting to human
resourcas to preclinical and clinical development, in favor
of contracting out those jobs "to limit long-term overhead
buildup,” he said.

But, no quastion, there “ara a lot mare paople out thara
looking [for jobs],” said Russell Reynolds’ Lajoie, who spa-
cializes in recruiting senior executives. "Wa've seen a big
increase in unsolicited resumas.”

While she said senior management has been less at risk
of losing their jobs overall, thare are certain areas that have
been more affected than others, particularly research.
“Companies are cutting research spending to focus on
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For its part, BayBio is working with the university sys-
term and maintaining a "running dialogue with the govern-
ment to get them to apply stimulus funds” to support edu-
cation, he said.

The state got some good news last month when Gow.
Arnold Schwarzenagger announced a $32 million public-pri-
vate partnarship callad the Allied Health Initiative, which is
aimed at adding thousands of health care professionals to the
state's hospitals and facilities ower tha next three yvears. That
plan, sat to start in the fall with 25 community collages
axpactad to anroll more than 700 additional alliad haalth stu-
dants, “could be a great part of a solution set,” Cardnar said.

Mew Opportunities Emerging?

If there are any bright spots to be found in the gloomy
economic forecast, it's that the difficult times could end up
spawning a host ofyoung, start-up firms. After all, there are
talented professionals out there looking for new jobs.
Despita the high cost of living in the San Francisco area,
many likely will opt to stay in tha region, taking advantage
of local networking opportunities to land new gigs, rathar
than transfarring to areas with less robust biotach sectors.

Canentach's former head of product developmant,
Desmaond-Hellmann, for instanca, is staying in the area She
recently accepted the position of chancellor at the Univer-
sity of California, San Francisco.

The economy might even result in a drop in the area’s
high-cost real estate market, making it easier for fladgling
firms to find lab space.

In the meantime, it looks as though promising compa-
nies in the Bay Area are holding steady. After all, “biotech
product cycles are not necessarily obedient to economic
cycles,” Cardner said, since product development often
takas 15-plus years and economic oycles usually run saven
1o 10 years.

“Thare still are a group of companies that are getting on
with the job,” he added. "I think if you start seeing companies
flame out in mid-Phase Il testing, while they have promising
data, [because they run out of money], then you can worry.
But we're not seeing that; we're nowhere close to that” l



realign to focus only on top priority programs, and "wa may
sea a lot of promising science just sitting on the sidelings,”
Cardner said.

But another big concern, from BayBio's parspective, is
the decreasing flow of funds to education, as the state
deals with its own budget crunch. Less education money
means a less skilled work force in an already shrinking tal-
ant poal.

It's ironic that education programs are being cut “at a
time when the governmeant is looking at industries like
biotach to bring us out of this,” Gardner said, calling it
“absolutely counterintuitive. Whan there's a demand for
jobs, governmaent relies upon industry, yet we don't neces-
sarily see the dots being connectad thera.”

OTHER NEws To NoTE

« ldera Pharmaceuticals Inc., of Cambridge, Mass.,
reported preclinical data showing that IMQ-3100 inhibited
Toll-like receptor ligand-induced increases in the axprassion
of key immune response genes such as tumor necrosis fac-
tor-alpha, interferon-alpha, interleukin? and interferon-
inducible protein 10. The study evaluated expression of
more than 400 genes in human peripheral blood mononu-
clear cells in response to a ligand of TLRD, a dual ligand of
TLR7TLRE and IMO-3100. Data wera prasantad at the Amari-
can Association of Immunologists meeting in Seattle.



