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Rudi Van Den Eynde, Head of Thematic Global Equity at
Candriam, answers investors’ questions about a sectorwhere
depth of specialist knowledge is a prerequisite to consistent
stock selection success.

What are the key drivers to the performance of the
biotech sector?

Of all the sectors praised to the heavens at the time of the dot-
com bubble, the only firms to have truly lasted the course are
biotechnology companies. There are good reasons for this.

Currently, six of the ten best selling drugs worldwide are
biotechnology drugs, including the No. 1 seller, anti-inflammatory
Humira. The sector as a whole is also less vulnerable to generic
competition due to its inherent scientific complexity and due to
the necessity of holding costly clinical trials. Corporate activity
is an omnipresent factor too as cash-rich companies bolt on
smaller biotechs to boost overall growth rates.

But what usually escapes most investors who are not experienced
biotech specialists is that the major driver to performance in the
sector is medical innovation.

What does this mean for investors?

Improved scientific instruments and a better understanding of the
underlying causes of diseases are leading to big improvements
in drug efficacy and innovation. These are the major drivers of

individual share price performance.

For investors, these characteristics result for example in a relatively
low correlation between the performance of the biotech sector
and the wider equity market. The vagaries of the broader
economic cycle are, after all, largely irrelevant in the success
or failure of drug development founded on many years of hard
work in the laboratory.
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PRE-CLINICAL/
TOXICITY

PHASE |

o Needs to be positive for
a drug to be authorized
for human testing

o The safety of the product
is assessed on healthy
volunteers or in uncon-

trolled patient groups
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o At this stage, failure risk

is still high (80-90%) Failure risk still very high,

even after promising
data

And while there is certainly competition in some
treatment areas, individual companies very rarely
have exposures to precisely the same risk factors.
Biotech is therefore very much a stockpickers’
universe. But it is also one which requires huge
specialist knowledge.

When is the right stage of drug
development to invest in biotechs?

In the early stages, investment can certainly yield
very high profits. However, these returns inevitably
go hand in hand with a great deal of risk. At the
other end of drug development, you are likely to
miss the vast majority of the profit potential if you
wait until all of the clinical development phases
have been completed successfully.

However, we believe that there is a “sweet spot” in
the risk/reward trade-off that lies between these
two extremes. This is after “Phase II” of a drug's
development has been successfully concluded.

What does successful stock picking in
the biotechnology sector involve?

In-depth clinical assessments, much less the
valuation models, are the critical factor in

determining biotech company investment returns.
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PHASEII PHASE IlI

o Well-controlled studies
of established dose in
thousands of patients.

o Optimal dosing is deter-
mined, providing a first
indication of efficacy
(20-400 patients)
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e The failure risk of an in-
dividual drug is greatly
reduced after a success-
ful Phase Il

Drugs are are developed by doctors, approved
by doctors at the regulatory bodies and they are
prescribed by doctors.

Thinking like a doctor and understanding the needs
and processes followed by the medical profession
are therefore the key elements to consistent alpha
generation.!) But this is a scientifically complex
world which requires experience and a depth of
specialist knowledge that cannot be quickly or
easily assimilated.

What differentiates Candriam in
mastering the inherent scientific
complexity of this sector?

Since inception, Candriam’s biotech strategy
has been managed by the same fund manager,
and has always benefited from this dependable
mix of knowledge and experience these past
20 years. Contrary to intuition the outcomes of
clinical trials are not always binary, not always
black or white. Interpreting the data requires a
deep understanding of the disease settings and
over the years we have been able to thoroughly
develop this, with a healthcare team of 5 people,
including 3 dedicated biotechnology analysts,
one of whom is a manager, and two analysts
with a PhD.

(1) Alpha is often considered representative of a manager’s added value. It represents the performance generated by a strategy not resulting from a general

change recorded by the market.
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Does the strong performance of biotechs
over the last few years mean the sector
is now overvalued?

believe truly innovative and efficacious medicines
will always gather high reimbursement. Innovation
never sleeps and especially in immune-oncology

o the progress has been spectacular recently.
Many observers are now questioning whether the prog P Y

sector can maintain the strong performance of the  Against this backdrop and in the context of many

last 5 years, even more so in the light of the political ~ Piotech companies’ potential growth, valuations

statements by Hillary Clinton and others on drug for the sector do not look unreasonable. As always,

pricing in the US. We remain however positive on  biotech remains an opportunity-rich universe for
the sector as no politician wants to stop the huge  skilled stock pickers.

innovation currently going on and hence we firmly

The main risks of the strategy are:
* Risk of capital loss * Liquidity risk
* ESG Investment Risk * Concentration risk
* Sustainability Risk * Derivative risk
* Equity risk  Counterparty Risk

« Currency risk « External factors risk

ESG Investment Risk: The non-financial objectives presented in this document are based upon the realization
of assumptions made by Candriam. These assumptions are made according to Candriam’s ESG rating
models, the implementation of which necessitates access to various quantitative as well as qualitative data,
depending on the sector and the exact activities of a given company. The availability, the quality and the
reliability of these data can vary, and therefore can affect Candriam'’s ESG ratings. For more information on
ESG investment risk, please refer to the Transparency Codes, or the prospectus if a fund.
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Find out more about our funds
and their risk profiles:

www.candriam.com

This marketing communication is provided for information purposes only, it does not constitute an offer to buy or sell financial instruments, nor does it represent
an investment recommendation or confirm any kind of transaction, except where expressly agreed. Although Candriam selects carefully the data and sources
within this document, errors or omissions cannot be excluded a priori. Candriam cannot be held liable for any direct or indirect losses as a result of the use of
this document. The intellectual property rights of Candriam must be respected at all times, contents of this document may not be reproduced without prior
written approval. Candriam consistently recommends investors to consult via our website www.candriam.com the key information document, prospectus, and
all other relevant information prior to investing in one of our funds, including the net asset value (“NAV) of the funds. This information is available either in English
orin local languages for each country where the fund’s marketing is approved.
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