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NasdaqGM:SCMP Sector: Healthcare
BUY Price Target: $27.83
Key Statistics as of 10/15/2015 Thesis Points:

Market Price: $18.23 e Short-term losses due to company’s industry.
Industry: Pharmaceuticals ) ) ) .
Matket Cap: $815.24 e  Opportunity for growth with main drug Amitiza.
52-Week Range: $6.88-29.67 e New acquisition could lead to new opportunities.
Beta: 1.06

Company Description:

Sucampo Pharmaceuticals, Inc. is a biopharmaceutical company focused on the discovery, development and
commercialization of proprietary drugs based on protons, a class of compounds derived from functional fatty acids that
occur naturally in the human body. Sucampo is focused on developing protons for the treatment of gastrointestinal,

vascular and central nervous system diseases and disorders for which there are unmet or underserved medical needs and

significant commercial potential. Sucampo was established in December 1996.
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Thesis

Sucampo Pharmaceuticals, behind its drug Amitiza,
finished the second quarter on pace to have the highest
revenues in their history. Compared to last year, high
revenues have caused net income to be up 575.57%
though six months. This helped the stock to reach a new
record high in mid-September. A few days after reaching
its high, the company’s stock has faced declines of around
40%. This is due to the large macroeconomic pressures
that pharmaceuticals companies have recently been
exposed to. There has been a push in politics to lower the
price of prescription drugs. This would cut into the
profits of pharmaceuticals companies such as Sucampo
Pharmaceuticals. There are some concerns with the
company in terms of competitiveness. A major
competitor has risen in the United States. Despite this,
Amitiza’s sales are expected to continue to climb in the
United States. The biggest area for growth is expected to
be in Japan as there has been little competition there. The
company’s CEO, Peter Greenleaf, has reshaped the
company since joining in 2014. Mr. Greenleaf put
emphasize into the company’s main drug Amitiza. He
then furthered his company’s position by acquiring R-
Tech Ueno for a price of $278 million. Following the
announcement of the acquisition, the stock price rose by
2.6%. The acquisition was done to add assets to the
company while giving Sucampo the resources necessary
to speed up development and better focus in therapeutic
areas where needs at unmet. This acquisition also pairs
with their drug Amitiza as they gained control over its
manufacturing process.

A BUY is recommended for Sucampo Pharmaceuticals,
Inc. as the stock is currently priced at $18.23 which opens
a window for entry. With a price target of $27.83, there is
an upside potential of 52.66%.

Pharmaceutical Industry

The pharmaceutical industry is one that strives off of
revenues and competitive edge gained through patents.
Last month, there has been a push for a price ceiling to
be put in place on prescription drugs from the democratic
candidacy party. This has hurt the stock price of
pharmaceutical companies as investors became wary of
the possibility of such laws. These laws would decrease
revenues and future cash flows of these pharmaceutical
companies. Because of this, the pharmaceutical industry
as a whole has seen the value of their stocks go down. As
seen in the graph below, as the index (red) goes down, the

stock of SCMP (blue) decreases.

2

Siena Market Line
3rd week of October 2015

[LiE
|

¢
+
i
[~

e e S

J T g B A O

A

T4315K]
0%
Ja1215 Fe215  FebZI5 MartlMs Apr2s

This means that the devaluation of Sucampo has been a
macro economy issue. This devaluation has led to an
entry opportunity for investors as the stock’s price
reflects this macro pressure. An election of a democratic
president does not ensure that a price ceiling will be put
into place. The laws still have to get pass by congress,
which itself will be no easy task. Also, Democratic
frontrunner, Hillary Clinton, has enjoyed her fair share of
money received from pharmaceuticals/health companies.
If the democratic party decides to stop making a push, or
do not receive the necessary positions in politics, this
price laws will not be put into place. If there is any
indication that these laws will not be put into place, the
stock prices of pharmaceutical companies will increase.
For a company like Sucampo, the stock price should
return to its previous values before the prescription drug
announcement. This is due to the devaluation mainly

being a macro issue.

Main Product

Sucampo Pharmaceuticals leading drug is called Amitiza.
The drugs main use is to help with constipation and can
also be used to treat IBS in women. The drug has had
major sales in the United States and in Japan. With lessor
sales throughout Europe. Recently, the drug received
permission to start distribution in the People’s Republic
of China.
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Behind Amitiza, Sucmapo has reached $0.67 EPS over
the past twelve months. This has been the highest EPS
that the company has reached over the past five years.
The EPS is expected to be up 33% from last year.
Though EPS are reaching its peak, the drug has been
pulled off the shelves of CVS in favor of a competitor

starting in 2016. Despite this, EPS are forcasted to
increase through 2016. This is due to the fact that there
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can still be growth in the United States even without CVS
as a distributor. The Chinese market is one that has
untapped potential for Sucampo. Overall, sales are
expected to be up 44% from a year from now. In their
second quarter earnings call, CEO Peter Greemlead had
this entrance into the Chiense market was long overdue.
Sucampo has received $1.5 million upfront as part of the
lienscing agreement. Amizitza can see an increase sales
due Japan and now China. If third quarter follows the
trends of the second quarter where actual sales outpaced
estimated sales by 9%, this could lead to furtther
increasing of the price of the stock.

Acquisition

Sucampo has recently announced the results of their
tender offer for R-Tech Ueno. By October 20, they
will have control of approximately 98% of R-Tech
Ueno. Sucampo believes that this acquisition will give
them around $5M operational synergies. These
synergies will raise adjusted EBITA by 5% and EPS by
8%. This acquisition also gives Sucampo control over
their supplier that makes their drug, Amitiza. This
acquisition is already reflected in the stock price as
SCMP rose by 2.6% after the announcement of a
tender offer.

This acquisition also gives Sucampo access to pipeline
drugs. They could eventually add these new drugs to
their company, making them less dependent on
Amitiza. Currently, they are working on spinoffs of
Amitiza that include, one with a new formula and two
that are suitable for children. These are currently in
Phase III of the development stage. They are also
working on new types of drug that deal oral mucositis
and non-erosive reflux disease. There two drugs are
currently in Phase II of development. Being able to
complete these drugs through all three phases of

pation (6 years- 17years) +
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development will make their stock price increase.
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This is due to the new cash flows that will be created
and the company will also be less risky. Sucampo was
rated at a B3 from Moody’s credit rating. This risky
rating is not from being overly levered, as their capital
structure is 1.7% long term debt. Their risky rating
comes from their lack of assets and overreliance on
sales from one drug. If the company is able to add
another drug to its sales, Sucampo will become less
risky as a result. This was increase the value of its stock
as the risk premium of the company will decrease due

to an increase in their rating,

Financials

The acquisition of their supplier will allow for
higher margins and to capitalize on revenues to
other drug pharmaceuticals. The operating margin
of the company has increased by 49.7% over the
past year. For going forward, this level of margin
increase can be sustainable through the use of their
new acquisition. By increasing margin, EPS will
increase as a result furthering increasing the stock
price. For the forecasted year 2016, EPS will
increase to 1.13 which is a 51% increase.

Despite the company high risk rating, it is not from
being over levered. This can be seen from the
balance sheet as they have decreased debt by
almost half, going from $52.7-25.8M. Also, their
recent acquisition was done through cash as they
had $108.5M on their balance sheets. If their
company is able to acquire more assets and
produce more products, Sucampo will become less
risky. When they become less risky, they will be
able to become more levered increasing EPS.

Porters 5 Forces

The threats of new entrants is relatively low as
there is currently seventeen patents put into
place on their drug, Amitiza. This will make it
hard for new competitors to enter the market as
they will have to pay royalties to Sucampo if they
want to enter the same dietary market as
Sucampo.

The threat of substitutes is also relatively low for
this company. The main concern for substitutes
comes from the selling of  generic
pharmaceuticals. Currently, there is no generic
brand on Amitiza in the United States making
the threat of substitutes low.

The threats of customers is neutral. Since there
are no generic substitutes, the consumer has to



SIENA college

pay the price that the drugs are priced at. Future
laws could change this as movements have been
made to try and lower the premiums on
pharmaceutical drugs. Since no laws have been
passed yet, the threat is neutral.

The threat of suppliers is low. Currently there
are five suppliers that supply the compound
needed to create Amitiza. Sucampo has acquired
a company that supplies them with this drug
compound.

The last threat is the threat of rivals. This last
threat is neutral as Amitiza has seen some rivalry.
Starting in 2016, their drug will be pulled from
the shelves of CVS for a competitors. Despite
this, sales are expected to rise because there is
enough market share that they can still obtain.

Conclusion

The downsides of Sucmpo are macro with the downturn
of the pharmaceutical industry. The only micro downside
they face is their product taken off the shelves in CVS.
On the other side, there are many upsides with their
exposure to new drug patents through their acquisition.
Since their company has been devalued through macro
economy trends, SCMP is at a low price for investors
looking for a stock to enter the market.

Sources:
e Capital IQ
e Bloomberg

o WWW.Sucampo.com

e  www.drugpatentwatch.com

o WWW.OPCHSGCICt.OIQ
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http://www.sucampo.com/
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