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Key Statistics as of 3/12/2015

Thesis Points:

Market Price:
Industry:
Market Cap:
52-Week Range:
Beta:



Upcoming FDA approval
candidate likely



Increasing revenues combined with decreasing
cost, increasing their bottom line



Diversified product pipeline



Possible acquisition target

$7.55
Biotechnology
$231.0 M
$5.96-9.73
1.82

of

lead product

Company Description:
Pozen, Inc. is a pharmaceutical company that develops products for the treatment of acute and chronic pain, and pain
related conditions in the United States and internationally. The company’s products include Treximet for acute treatment
of migraine attacks with or without aura in adults, with which they are partnered with spec pharma company Pernix, and
VIMOVO for relief of the signs and symptoms of osteoarthritis, rheumatoid arthritis, and ankylosing spondylitis, as well
as to decrease the risk of developing gastric ulcers in patients at risk of developing non-steroidal anti-inflammatory drugs
(NSAID) - associated gastric ulcers, with which they are partnered with sec pharma company Horizon in the United
States and AstraZeneca in international markets. They are currently in the NDA stage of the product development
process with YOSPLARA, formerly known as PA. YOSPLARA is an aspirin therapy for secondary prevention of
cardiovascular and cerebrovascular disease in patients at risk for gastric ulcers.
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Thesis
Pozen currently has a licensing and royalty deal for
VIMOVO with Horizon in the United States, and
AstraZeneca internationally. Horizon expects to see
more growth in sales of VIMOVO, positioning Pozen to
earn more in royalties. As well, they will see their royalty
rate on international sales of VIMOVO increase in 2016.
Pozen’s lead product candidate YOSPLARA is set to
launch in the United States in 2016, providing Pozen
with an additional source of revenue. They were
previously partnered with Sanofi U.S. for the
commercialization of the drug, but mutually agreed to
terminate the partnership in December 2014. Pozen is
currently looking for a new partner for YOSPLARA,
which gives them the potential to bring in another
upfront payment as well as milestone payments and
royalty payments.

Future of YOSPLARA
Delayed FDA Approval:
Pozen submitted a NDA for YOSPLARA, but in April
the FDA issued a complete response letter (CRL). A
CRL is issued by the FDA when the review of the file is
completed but there are remaining questions that
preclude the approval of the NDA in its current form.
The CRL stated that during an inspection of the foreign
manufacturing facility of an active ingredient supplier, a
FDA investigator conveyed deficiencies to a
representative of the facility. The deficiencies must be
resolved before the NDA is approved. On December
17, 2014 Pozen received another CRL, stating the same
issues. However, this was not because the facility had
failed to rectify the situation but rather the FDA had not
made another visit to the facility. The FDA has stated
that it is a top priority to review the facility in the near
future.
While the approval has been delayed, Pozen has put into
place a second option, which involves using a different
supplier, should the situation with the first supplier
continue to be an issue. Additionally, the FDA has no
other clinical or safety issues beyond the API issue, and
once that is resolved YOSPLARA is likely to be
approved, so there is not likely to be any delay in getting
it to market once the approval comes. Also, Pozen is
continuing to make commercialization preparations that
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ensure whether they go with the original supplier or the
backup supplier that they will still be able to bring
YOSPLARA to market by 2016. Pozen is currently
looking at all possible options to bring YOSPLARA to
market by 2016, including a new licensee, doing it on
their own or even an acquisition.

Partnership:
Pozen struck a licensing agreement for the
commercialization of YOSPRALA in the U.S. with
pharmaceutical giant Sanofi in September 2013. The
deal came $15 million in upfront cash, with an additional
$20 million in approval and commercial readiness
milestones and 12.5% to 22.5% tiered royalties on sales.
However, in December 2014 Pozen announced that they
had mutually agreed to terminate their partnership and
Sanofi surrendered all future rights to the drug back to
Pozen. It may seem that this decision is related to the
delay in approval of YOSPLARA, but in fact there is an
underlying reason that better explains the decision, and
in fact will be beneficial to Pozen in the long run.
Second, and more importantly Sanofi announced in
November 2014 that they plan to introduce 18 new
drugs by 2020, with sales estimated to be approximately
$37.5 billion. Analysts estimate that YOSPRALA’s peak
sales in the United States will be approximately
$300million. For a small, specialty pharma company this
is a large amount of sales, but when compared with the
billions of dollars in sales that Sanofi expects from other
products in the future it is a very small amount. Sanofi
would likely not focus as much attention on the
marketing and sales of YOSPRALA as they would with a
drug slated to make them billions of dollars, something
that would severely hurt Pozen’s royalty revenues. Even
though having a large household name attached to a
product could help sales, Pozen has had proven results
with smaller spec pharma companies in the past, as seen
with VIMOVO. When AstraZeneca forfeited their
rights to VIMOVO in the United States and Horizon
acquired the rights sales increased greatly. The same is
true for Treximet, which GlaxoSmithKline forfeited the
rights to which were subsequently sold to Pernix in May
2014. A spec pharma company will be more focused on
YOSPRALA, and dedicate more resources toward the
marketing. If Pozen can secure another
commercialization agreement for YOSPRALA, it will
likely be similar to that with Sanofi, and they will be able
to secure an upfront payment in the range of the $20
million payment Sanofi would have owed them in 2015.
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Value Drivers
For the year ended 2014, Pozen recorded net income of
$19.7 million or $0.60 per share on a fully diluted basis
compared with a net loss of $16.7 million of $0.55 loss
per share for the year ended 2013. Their net income as a
percent of revenue was 61% for the year. Their revenue
is royalty and milestone based, therefore there is no
current cost of sales so much of their revenue streams to
the bottom line. Their main value drivers are revenue
growth coupled with decreased expenses.

Revenue Growth
For the year ended 2014, Pozen recorded revenue of
$32.4 million, $21.1 million of VIMOVO royalty,
$11million amortization of the upfront payment for PA
and $0.3 million related to the Cilag agreement
termination. Revenue for the year ended 2013 was $10.3
million, including only $6.3 million VIMOVO royalty.
Revenue growth has been driven mainly by growth in
sales of VIMOVO, of which Pozen receives a royalty
rate of 10%. For the year ended December 2014, net
sales for VIMOVO were $163 million. This was the first
full year that VIMOVO was commercialized by Horizon
Pharma. In the last full year that VIMOVO was under
the control of AstraZeneca, net sales were approximately
$20 million. This demonstrates Horizon’s ability to drive
sales growth of the drug. Horizon will continue to grow
sales of VIMOVO, especially through their Prescriptions
Made Easy (PME) program. Their PME program
ensures patients receive the prescriptions at the lowest
cost to them, and at the lowest hassle to the prescribing
physicians. Currently, 38% of VIMOVO prescriptions
are prescribed through their PME, and Horizon has a
goal of 60%. Their increased investment in subsidizing
scripts within PME is having the positive effect of
driving prescriptions.
As Horizon grows sales of VIMOVO, Pozen’s revenues
will continue to grow because of the 10% royalty that
they will continue to receive. In 2015, Pozen’s rest of
the world revenues from VIMOVO will remain relatively
flat. However, in 2016 their royalty rate for the rest of
the world jumps from 6% up to 10%, so expect to see
increased revenues from rest of the world sales of
VIMOVO beginning next year. Also, Pozen still expects
to launch YOSPRALA in 2016, so they will begin
recognizing royalty revenues from that beginning in
2016.
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Decreasing Costs
The second major factor that contributed to their
profitability in 2014, was expense control. Operating
expenses for FY 2014 were $15.8 million, a significant
decrease from expenses of $27.1 million in FY 2013.
For Q4 2014, operating expenses are down to $3.1
million from $6.9 million in Q4 2103. The costs are
down as a result of fewer staff members, lower non-cash
compensation expense, and lower costs related to
YOSPRALA. Pozen expects that expenses will remain
relatively flat, around $3.1 million for most of 2015, only
increase towards the end as they get ready to launch
YOSPRALA in 2016. Lower, steady costs combined
with revenues that will continue to increase

Robust Product Pipeline
Many guidelines recommend long-term use of aspirin for
prevention of cardiovascular events among patients with
prior cardiovascular disease or multiple risk factors to
develop cardiovascular disease. However, regular aspirin
use is associated with gastrointestinal bleeding.
Pozen’s pipeline consists of PA products. These are a
GI-safer form of aspirin franchise product candidates.
The investigational pipeline includes cost effective,
integrated therapies designed to enable the full power of
aspirin by reducing gastrointestinal damage. The first
candidates are PA8140 and PA32540 (now known as
YOSPRALA), which are coordinated delivery tablets
combining immediate release omeprazole, a proton
pump inhibitor, layered around pH sensitive enteric
coated aspirin. It is indicated for use for the secondary
prevention of cardiovascular disease in patients at risk
for aspirin-associate gastric ulcers. Top line results were
published in March 2012, and they were shown to be
significantly better than typical aspirin at preventing
ulcers.
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backup plan, with a new supplier to ensure that
YOSPLARA will be ready to market by 2016. Their cost
control measures ensure that their revenues flow to the
bottom line. Their diversified product pipeline gives
them many assets to ensure revenue growth for years to
come. All of these points also make them an attractive
acquisition candidate for larger biotech companies
looking expand their reach.

(Proof of Concept Study Results)

Possible Acquisition Target
Pozen makes for an attractive acquisition candidate for a
larger biotech company. They have no debt, as well as
cash on hand of $43.3 million. Pozen has a diversified
product portfolio that would be beneficial to a larger
firm to acquire, as well as pipeline assets that address a
large unmet need with high potential for future sales.
Horizon Pharma is a potential acquirer for several
reasons. They already have a working relationship with
Pozen with VIMOVO. Horizon only has 5 drugs
marketed currently, 4 of which are for the treatment of
arthritis pain and inflammation, and the other is a rare
disease therapy for the treatment of Chronic
Granulomatous Disease, and sever, malignant
osteopetrosis. Pozen is able to offer them a diversified
pipeline, to help them expand their product portfolio.
On March 13, Horizon closed a private placement of
$400 million aggregate principal amount of
Exchangeable Senior Notes due 2022. Net proceeds
from the offering were ~$386.5 M, and the company
stated that they will be used to fund general corporate
purchases including future acquisitions. This debt along
with the cash on hand they have gives Horizon the
perfect opportunity to make a tender offer for Pozen.

Conclusion
Pozen has shown their ability to make a profit, which
will continue to grow with likely approval of
YOSPRALA upcoming. Even if the third party supplier
does not correct the issues with their plant, Pozen has a

4

2nd

CENTER FOR GLOBAL FINANCIAL STUDIES

POZEN Inc.

POZN
General Info

Sector
Industry
Last Guidance
Next earnings date

Healthcare
Pharmaceuticals
Nov-06-2014
NM

Analyst
Pamela Juergens

Current Price
$7.40

Peers

Market Cap.

Amarin Corporation plc
Ardelyx, Inc.

Professional
Plachetka, John
Hodges, William
Thomas, Gilda
Fort, John
Barnhardt, John
Barsky, Fran
Historical Performance

$338.71
$285.48

Market Data
Enterprise value
Market Capitalization
Daily volume
Shares outstanding
Diluted shares outstanding

$188.91
$232.17
0.12
32.25
46.32%

% shares held by insiders
Short interest
Days to cover short interest
52 week high
52-week low
5y Beta
6-month volatility

10.65%
7.01%
7.39
$9.73
$5.96
1.78
48.93%

Last Quarter
Last Quarter-1
Last Quarter -2
Last Quarter -3
Last Quarter -4

Revenue
15.7%
0.5%
10.7%
37.3%
5.4%

Current Capital Structure
Total debt/market cap
Cost of Borrowing
Interest Coverage
Altman Z
Debt Rating
Levered Beta
WACC (based on market value weights)
Past Earning Surprises
EBITDA
0.0%
0.0%
0.0%
0.0%
Proforma Assumptions
Period

Operating. Cash/Cash
Unlevered Beta
Rev/Invested Capital
Continuing Period Revenue Growth
Long Term ROIC
Invested Capital Growth
Justified TEV/REV
Justified TEV/EBITDA
Justified TEV/EBITA
Justified TEV/UFCF

LTM
LTM+1Y
LTM+2Y
LTM+3Y
LTM+4Y
LTM+5Y
LTM+6Y
LTM+7Y
LTM+8Y
LTM+9Y

0.00%
0.00%

AAA
0.90
7.74%
Norm. EPS
40.0%
100.0%
50.0%

Divident Yield
0%

Peers

15.2%

6.0%

Retention Ratio

53.1%

-24.0%

103.4%

61.6%

ROIC
EBITA Margin
Revenues/Invested capital
Excess Cash/Revenue
Unlevered Beta
TEV/REV
TEV/EBITDA
TEV/EBITA
TEV/UFCF

-18.6%
26.0%
145.1%
1.34
6.0x
72.8x
75.8x
535.2x

-101.1%
36.9%
336.5%
1.26
22.3x

15.0%
19.0%
91.9%
44.9%
0.92
4.0x
12.4x
15.3x
29.6x

11.8%
13.7%
202.3%
18.5%
0.95
2.4x
11.3x
15.4x
26.8x

29.5x
Non GAAP Adjustments
10 years
100%
Straightline
10 years
100%
Straightline
N/A
0%
N/A
N/A
0%
N/A
Forecasted Profitability
Revenue
NOPLAT
Invested capital

Adj. Op. Cost/Rev

214%
-2%
60%
33%
19%
12%
8%
7%
6%
5%

64%
68%
60%
62%
64%
64%
64%
65%
65%
65%

$32.39
$31.75
$50.79
$67.30
$79.92
$89.41
$96.96
$103.47
$109.53
$115.48

$0.82
$2.10
$10.59
$14.12
$16.54
$18.07
$19.38
$20.50
$21.45
$22.38

ROIC

WACC

EVA

Enterprise Value

Total Debt

Other claims

$345.55
$372.80
$381.63
$392.22
$399.40
$408.18
$423.53
$441.94
$464.50
$488.83

$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00

-$30.28
-$44.05
-$52.51
-$62.58
-$74.90
-$87.99
-$101.63
-$116.03
-$131.23
-$147.31

Min

Max

Distribution

N/A
N/A
5%
-3%
N/A

N/A
N/A
7%
34%
N/A

Normal
Normal
Triangular
Triangular
Normal

0
0
6%
5%
0

10%
10%
N/A
N/A
0.1

-$8.83
-$6.65
$1.87
$5.54
$8.52
$11.03
$12.48
$13.51
$14.11
$14.28

All U.S. firms

33.6%

Rev. Growth

7.7%
7.8%
7.9%
8.0%
8.1%
8.2%
8.3%
8.4%
8.5%
8.6%
Monte Carlo Simulation Assumptions
Stdev

Industry

Comp. FY2014

-3.5%

LTM
LTM+1Y
LTM+2Y
LTM+3Y
LTM+4Y
LTM+5Y
LTM+6Y
LTM+7Y
LTM+8Y
LTM+9Y

0.7%
1.7%
9.8%
14.0%
17.9%
20.6%
21.8%
22.1%
21.7%
20.9%

BULLISH

Growth

Operating Leases Capitalization
R&D Exp. Capitalization
Expl./Drilling Exp. Capitalization
SG&A Capitalization

Valuation

Target Return
66.44%

Management
Title
Comp. FY2012
Comp. FY2013
Co-Founder, Chairman, Chief Executive Officer and President
Chief Financial Officer and Senior Vice President of Finance & Administration
Senior Vice President, General Counsel and Secretary
Chief Medical Officer
Principal Accounting Officer and Vice President of Finance & Administration
Director of Investor Relations

30.0%
0.90
92.0%
5.0%
19.6%
Follows Forward Rev. Growth
2.0x
8.0x
12.0x
18.0x

Base
Revenue Variation
Op. Costs Variation
Market Risk Premium
Long term Growth
Terminal Value

Target Value
$12.32

POZN

32.81

% shares held by institutions

Intrinsic Value
$10.94
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UFCF

$124.68
$108.09
$100.63
$92.58
$87.53
$88.86
$92.70
$98.80
$107.14
$116.56

$0.82
$18.68
$18.05
$22.17
$21.60
$16.75
$15.54
$14.39
$13.11
$12.96

Equity

Adjusted Price

$375.83
$11.90
$416.85
$13.07
$434.13
$13.59
$454.80
$14.22
$474.30
$14.84
$496.18
$15.60
$525.16
$16.48
$557.97
$17.52
$595.74
$18.71
$636.14
$19.73
Monte Carlo Simulation Results
Intrinsic Value
1y-Target

Mean est.
σ(ε)
3 σ(ε) adjusted price
Current Price
Analysts' median est.

$11.90
$0.32
$10.94
$7.40

$13.07
$0.25
$12.32
$12.00
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