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Disclaimers

This presentation is for discussion and informational purposes only. The views expressed herein represent the opinions of Engine Capital, L.P. and its
affiliates (collectively, “Engine Capital” or “Engine”) as of the date hereof. Engine Capital reserves the right to change or modify any of its opinions
expressed herein at any time and for any reason and expressly disclaims any obligation to correct, update or revise the information contained herein
or to otherwise provide any additional materials

All of the information contained herein is based on publicly available information with respect to PDL BioPharma, Inc. (“PDL BioPharma,” “PDLI” or the
“Company”), including filings made by the Company with the Securities and Exchange Commission and other sources, as well as Engine Capital’s
analysis of such publicly available information. Engine Capital has relied upon and assumed, without independent verification, the accuracy and
completeness of all data and information available from public sources, and no representation or warranty is made that any such data or information
is accurate. Engine Capital recognizes that the Company may possess confidential or otherwise non-public information that could lead it to disagree
with Engine Capital’s views and/or conclusions and that could alter the opinions of Engine Capital were such information known. No representation,
warranty or undertaking, express or implied, is given as to the reliability, accuracy, fairness or completeness of the information or opinions contained
herein, and Engine Capital and each of its members, employees, representatives and agents expressly disclaim any liability which may arise from this
presentation and any errors contained herein and/or omissions here from or from any use of the contents of this presentation

Except for the historical information contained herein, the information and opinions included in this presentation constitute forward-looking
statements, including estimates and projections prepared with respect to, among other things, the Company’s anticipated operating performance, the
value of the Company’s securities, debt or any related financial instruments that are based upon or relate to the value of securities of the Company
(collectively, “Company Securities”), general economic and market conditions and other future events. You should be aware that all forward-looking
statements, estimates and projections are inherently uncertain and subject to significant economic, competitive, and other uncertainties and
contingencies and have been included solely for illustrative purposes. Actual results may differ materially from the information contained herein due
to reasons that may or may not be foreseeable

This presentation and any opinions expressed herein should in no way be viewed as advice on the merits of any decision with respect to the Company,
Company Securities or any transaction. This presentation is not (and may not be construed to be) legal, tax, investment, financial or other advice
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Disclaimers

This presentation does not constitute (and may not be construed to be) a solicitation or offer by Engine Capital or any of its members, employees,
representatives or agents to buy or sell any Company Securities or securities of any other person in any jurisdiction or an offer to sell an interest in
funds managed by Engine Capital. This presentation does not constitute financial promotion, investment advice or an inducement or encouragement
to participate in any product, offering or investment or to enter into any agreement with the recipient. No agreement, commitment, understanding or
other legal relationship exists or may be deemed to exist between or among Engine Capital and any other person by virtue of furnishing this
presentation. No representation or warranty is made that Engine Capital’s investment processes or investment objectives will or are likely to be
achieved or successful or that Engine Capital’s investments will make any profit or will not sustain losses. Past performance is not indicative of future
results

Engine Capital intends to review its investments in the Company on a continuing basis and depending upon various factors, including without
limitation, the Company’s financial position and strategic direction, the outcome of any discussions with the Company, overall market conditions,
other investment opportunities available to Engine Capital, and the availability of Company Securities at prices that would make the purchase or sale
of Company Securities desirable, Engine Capital may from time to time (in the open market or in private transactions, including since the inception of
Engine Capital’s position) buy, sell, cover, hedge or otherwise change the form or substance of any of its investments (including Company Securities)
to any degree in any manner permitted by law and expressly disclaims any obligation to notify others of any such changes. Engine Capital also
reserves the right to take any actions with respect to any of its investments in the Company as it may deem appropriate

Engine Capital has not sought or obtained consent from any third party to use any statements or information contained herein. Any such statements
or information should not be viewed as indicating the support of such third party for the views expressed herein. All trademarks and trade names
used herein are the exclusive property of their respective owners
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Since its founding, Engine Capital has settled with 17 public companies and has added 27 directors to the 
boards of these companies. 

Engine Capital is a value-oriented activist fund focused on small-and 
mid-cap companies in the US and Canada

Campaign Experience(b) Proxy Fight Experience(c)

Public Private

(a) Reflect companies in which Engine has negotiated board representation.
(b) Sample of the companies to-date in which Engine has taken an active role seeking to effectuate change .
(c) Sample of the companies to-date in which Engine or Mr. Ajdler has formally nominated board members, either at Engine or in 

his prior experience.

Negotiated Board Representation(a)

U.S. Companies

Canadian Companies

Engine has established a significant track record of value creation 
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Overview

• PDL BioPharma is a publicly-traded investment
company focused on making strategic investments
in the specialty pharma space

• Intends to become a holding company with 3 or 4
strategic investments in pharma companies

• Currently competes in four segments

– Pharmaceutical: Consists of branded and
authorized generic prescription products for
the management of hypertension

– Medical Devices: Developer and
manufacturer of specialized lasers used in
refractive cataract surgery

– Income Generating Assets: Consists of
various passive assets including: 1) royalty
rights and receivables and 2) notes and other
long-term receivables

– Strategic Positions: Investment in Evofem, a
biopharmaceutical company commercializing
products aimed at women's sexual and
reproductive health

Company Overview Capitalization

Current Investments

• Large royalty portfolio comprised of five assets

• 95% ownership in LENSAR, a medical technology 
business

• Noden Pharma, a specialty pharma business

• 30% stake in Evofem Biotechnology (Nasdaq: EVFM), 
a clinical-stage pharma company

• A large note receivable from Wellstat Diagnostics

• Significant cash on the balance sheet ($294 million)

Note: Unadjusted price as of Oct 18, 2019 before Engine’s 13D filing. Current price as of November 8, 2019

Before

Engine 13D Current

Price per Share 2.37 2.91

Shares Out. 115.0 115.0

Market Capitalization 272.6 334.7

Cash 284.9 294.3

Debt 150.0 150.0

Enterprise Value 137.6 190.4

Book Value 665.2 637.4

Discount to Book Value 59% 47%
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PDLI’s total shareholder returns have been negative over every relevant 
time period

Note: Calculated as of Oct 18, 2019
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5-year share price performance

Engine believes this destruction of shareholder value is primarily tied to fears around PDLI’s capital allocation 
policy and investor concerns that the massive cash balance will be deployed in value-destroying investments

Shareholder value destruction has accelerated in the last five years corresponding to a period where PDLI 
has transitioned its business towards making equity investments 

(66.3%)

Note: Stock chart from Oct 20, 2014 to Oct 18, 2019



10 Engine
C A P I T A L

∆Strictly confidential
Not for distribution

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1.0

Jan-16 Jul-16 Jan-17 Jul-17 Jan-18 Jul-18 Jan-19 Jul-19

These concerns have caused PDLI to trade at its widest discount to book value

Note: Chart from Oct 17, 2016 to Oct 18, 2019

Since PDLI has communicated its focus on equity investments, the stock has traded at around half of book 
value. Discount has further widened following the Evofem transaction as shareholders are concerned PDLI 
will invest additional capital in Evofem or make other similar investments. This is a repudiation of 
management’s current strategy

“In the future, we will be focused on building our specialty pharma 
business through additional equity investments or through the 
acquisition of additional spec pharma products for Noden. 
Consequently, we expect to complete fewer royalty transactions 
and fewer debt transactions prospectively.” John McLaughlin, Q3 
2016 earnings call, Nov 3, 2016

59% discount 

to book

Evofem transactions

PDLI price to book value
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– History of poor capital allocation decisions

– $191 million of PDLI’s capital deployed in Noden since July 2016. $152 million write-down in Q2 2018
– LENSAR’s current ownership started as loan that went bad. PDLI took over LENSAR in bankruptcy
– Wellstat receivable is another loan that went bad
– Attempted purchase of Neos Therapeutics caused more than $100 million of value destruction at PDLI
– Since Evofem investment in April 2019, PDLI stock is down 38% 
– $11.1 million spent to exchange $86 million convertible notes

– Impact of capital allocation best seen through stock price performance over the last 15 months

Why is PDLI stock so undervalued?

• Fear around PDL BioPharma’s capital allocation policy and investor concerns that the massive cash 
balance will be deployed in value-destroying acquisitions

1

A

B

Source: CapitalIQ
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PDLI announces $100m 

share repurchase program

PDLI announces equity 

investment in Evofem Price before 

Engine’s 13D filing
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Why is PDLI stock so undervalued? (Cont.)

– Conglomerate discount

– PDLI’s current strategy is to become a holding company with 3 or 4 strategic investments in pharma 
companies. Shareholders are better off diversifying themselves than having a management team do it 
for them

– As a consequence, holding companies or conglomerates are being broken up into smaller pure-plays 
(e.g., ITT, United Technologies, Honeywell)

– Cash being discounted by shareholders because of poor track record of capital allocation

– PDLI’s corporate structure is inefficient from a tax perspective

– PDL BioPharma is structured as a C corporation which introduces two layers of taxation

– Income or capital gains taxed at the C corporation level and then subsequently at the shareholder 
level 

– PDLI’s structure is inefficient from an expense perspective

– Company’s corporate G&A expenses around $27.5 million per year, including the cost of being a 
public company, management compensation and business development costs

– Equates to a management fee of 10% based on its market cap

A

B

C

• PDLI is structurally not a good platform to pursue this investment strategy2
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Why is PDLI stock so undervalued? (Cont.)

– CEO lacks relevant experience

– Experience with commercialization of pharmaceutical products. CMO at Alexion Pharmaceuticals from 
May 2014 to October 2015. Prior to that, 11 years at Amgen in different leadership positions

– No investing or capital market experiences despite the fact that the success of PDLI under the current 
strategy will depend on allocating hundreds of millions of dollars of shareholders’ money

– Management team is poorly incentivized

– Short Term Incentive (STI) – 40% of corporate goal based on the “purchase of $100 million of pharma 
or technology related assets with acceptable revenue and costs”

– Incentive to make potential poor acquisitions to earn annual bonus

– Investing should be opportunistic

– Board doesn’t have the right mix of experience and is not aligned with shareholders

– Median annual compensation of $273k per director compared to median board compensation of 
$163k at peer group (and $217k at the 75th percentile)

– Very little stock ownership and no purchase by directors for almost 5 years

– Lots of pharma experience but limited investing and capital market experience  

A

B

C

• Poor governance structure3



15 Engine
C A P I T A L

∆Strictly confidential
Not for distribution

• Situation overview

• Why is PDLI so undervalued?

• Case studies

• Corporate governance & board compensation

• Value maximization plan

• Valuation analysis

• Shareholders’ feedback & market reaction

• Tactical recommendations and conclusion



16 Engine
C A P I T A L

∆Strictly confidential
Not for distribution

A picture is worth a thousand words

PDLI share price following attempted Neos 
Therapeutics deal

PDLI share price following Evofem 
Biosciences transaction

More than $150 million of PDLI market cap destroyed in the 
months following the Evofem transaction 

More than $100 million of PDLI market cap destroyed 
between PDLI proposal and the termination of its offer

Since joining PDLI, Mr. Monnet has been involved in two transactions, Neos Therapeutics (attempted) and 
Evofem Biosciences (completed). These two charts highlight why PDLI business model is structurally flawed. 
It operates at a significant competitive disadvantage in a very crowded and competitive investing space
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Since investing in Evofem, PDLI is down 38% and has lost more than $150 million in market cap 
demonstrating a complete repudiation of the current strategy by the market

• Engine has spoken to a significant number of shareholders and not a single one had a positive view of this transaction

• PDLI shareholders are very concerned about PDLI throwing good money after bad and investing more in Evofem to “protect” its

investment. The way to protect PDLI shareholders is to not invest further, accept being diluted at the next capital raise and

monetize the stake in the future

• Evofem burned $15 million in Q3 2019 and is only left with $35.8 million in cash. Cost structure needs to be rightsized to extend

Evofem’s runway. G&A of $8.6 million in Q3 2019. Evofem’s CEO salary and bonus of $738k and $1,019k, respectively in 2018!

• Mr. Monnet, a board member of Evofem, needs to focus its management on better cost management. The CFO of Evofem stated

on its Q3 2019 call: “Based on our current plans, we believe that we have sufficient funding through the anticipated approval of

Amphora.” Engine will hold Mr. Monnet accountable for that. No capital raise should be allowed until FDA approval. Evofem

should immediately start looking for non-dilutive sources of financing such as licensing Amphora outside the US

• Concerns about the transaction include:

– Very illiquid stock – how will PDLI monetize this investment?

– High cash burn rate – shareholders are particularly worried Evofem may need to raise capital before getting FDA

approval

– Poor structuring of the investment – paid a premium to the stock price for an illiquid stock running out of money, limited

due diligence for the first $30 million tranche, and only one board seat despite 30% ownership of Evofem

– Significant commercial risk

“Though key opinion leaders (KOLs) interviewed by GlobalData stressed the need for non-hormonal contraceptive options, they were skeptical about

Amphora’s efficacy and expressed some doubt about its potential to prevent pregnancy when used as a sole method of contraception. They opined

that if approved, it will become a method that ultimately should be recommended along with a second barrier method for control, which may reduce

its popularity.” GlobalData Healthcare, April 26, 2019

Evofem case study

Note: Calculated as of Oct 18, 2019
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Board has overseen significant value destruction with poor decisions. Board members’ compensation is 
not aligned with shareholders’ interests

• Attempted takeover of Neos and the completed

investment in Evofem have significantly dented the

credibility of the Board

• Recent exchange of $86 million of convertible notes

was untimely, unnecessary and expensive ($11.1

million). The Board could have bought back 7.4% of the

notes instead

• Maintains a G&A structure in place that is incredibly

inefficient

• Appointed CEO Dominique Monnet with no capital

markets or investing experience

• Kept former CEO John McLaughlin on the Board which

is a poor corporate governance practice

• Lacks the investment experience to oversee a M&A

strategy – no professional investor or private equity

professional on the board

Board of directors

History of poor decisions Lack of alignment with shareholders

• Five directors have made more than $1 million in total

board compensation (per proxy materials), including

three board members who have made more than $2

million despite terrible stock performance

• Median board compensation per director has grown at

an 8% CAGR over the last 10 years and is now well

above the 75th percentile of the peer group despite

stock being down 73.6% over the last 10 years. Median

cash compensation also well above norms

• Total Board compensation has grown at a 13.4% CAGR

over the last 10 years

• Very limited insider buying – a total of 19,374 shares

bought over the last 10 years

Note: Calculated as of Oct 18, 2019
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Board compensation has meaningfully diverged from value creation

CAGR 8.0%

Note: Stock chart from Oct 19, 2009 to Oct 18, 2019

Median board compensation has gone up at an 8.0% CAGR while the stock has come 
down by 73.6% over the last 10 years
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Median Board compensation at PDLI is well above compensation at 
peer group

Source: Compensation consultant’s survey of biotech companies with market capitalizations between $200 and 
$400 million
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Median cash Board compensation is significantly above industry norms  

Median Cash Board 
Retainer at $50,000 

Source: FW Cook’s 2017 Director Compensation Report
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Total Board compensation alone is above $2 million per year

CAGR 13.4%

Note: Stock chart from Oct 19, 2009 to Oct 18, 2019

Total board compensation has gone up at a 13.4% CAGR while the stock has come 
down by 73.6% over the last 10 years
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How can the Board maximize the risk-adjusted return of PDLI?

– Publicly announce the cessation of investment activities and the initiation of a strategic 
review process

– Hire top-tier investment bank

– Review could lead to a sale of the entire Company, a partial sale of assets or a slower liquidation 
process (focus on minimizing tax leakage is important)

– Return cash to shareholders in the most tax-efficient way

– Right size the Company’s cost structure

– Corporate overhead would go from $27.5 million to around $10 million 

– PDLI would start to generate significant free cash flow – north of $50 million per year

– Reconstitute the Board

– Reduce the size of the Board to 5 directors 

– Reduce annual Board compensation from a median of $269k per director to $150k

– Add Board members with investing and M&A experience

A

B

C
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Corporate overhead needs to be immediately and aggressively reduced

Corporate G&A of $27.5 million represents around 10% of the PDLI market cap and is a significant drag 
to shareholder return

Assumptions

• 50% headcount reduction focused on highest paid employees leading to a 65% reduction in salaries and bonuses

• Equity reduced to $1.5 million

• We note that the lease in Incline Village (where PDLI is headquartered) expires in May 2020 – opportunity to reduce square footage after 

headcount reduction

• D&O insurance expense likely to come down significantly in liquidation mode

• Accounting and tax services reduced to $2.5 million. Could go lower over time as more assets get divested

Status Quo Scenario Liquidation Scenario

H1 2019 Annualized

Compensation 7,784 15,568 4,733 

Salaries and wages 3,190 6,380 2,233 

Bonuses (including accruals) 1,429 2,858 1,000 

Equity 3,165 6,330 1,500 

Asset management 684 1,368 500 

Business development 597 1,194 0 

Accounting and tax services 1,648 3,296 2,500 

Other professional services 803 1,606 500 

Other 2,245 4,490 1,500 

Total G&A 13,761 27,522 9,733 

Cash G&A 21,192 8,233 

Over the next three years, under the current strategy, we estimate PDLI will spend 
north of $80 million with absolutely no certainty of success. Under a liquidation 

strategy, the Board could save $53.4 million during that same period
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Keeping the PDLI structure makes no economic sense

The math speaks for itself – even without taking execution risk into account, a liquidation yields vastly 
superior results compared to the status quo. As we show in the next few slides, the Board would have to 
assume unrealistic investment performance to get to the same stock price as in the liquidation scenario

Execution Risk

Note: Calculations and assumptions appear on ensuing slides
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Scenario 1: liquidation strategy combined with share repurchases

Assumptions

• Monetization of Noden and Wellstat assets at the end of 2021 

and monetization of residual assets at the end of 2022

• Royalty free cash flow as per management forecasts

• Evofem is monetized at cost

• LENSAR is monetized at 2x revenue

• Corporate overhead is reduced to $10 million

• Debt is paid down at the end of 2022

• $120 million of share repurchase in 2020, 2021 and 2022 offset 

by 11 million shares dilution to the convertible noteholders

• Implies $400 million cash left at the end of 2022 and 52 million 

shares outstanding

• $7.67 stock price at the end of 2022

Takeaway:
A liquidation strategy combined with aggressive share 
repurchases yields significant upside with very limited 
investment risk

($M, except share data) 2020 2021 2022

Royalty portfolio FCF 55         65         70         

Sale of royalty portfolio 200       

Noden FCF 10         10         

Noden sale 90         

Wellstat receivable 50         

Evofem 60         

LENSAR FCF (5)          (5)          (5)          

LENSAR sale 60         

Corporate overhead (10)        (10)        (10)        

Debt paydown (150)     

FCF 50         200       225       

Buyback amount 120       120       120       

Price of repurchase 4.00      5.00      6.00      

# shares repurchased 30         24         20         

Cash BoY 285       215       295       

FCF 50         200       225       

Buyback (120)     (120)     (120)     

Cash EoY 215       295       400       

Shares Out. BoY 115       85         61         

# shares repurchased 30         24         20         

Dilution from convertible 11         

Shares Out. EoY 85         61         52         

Price per Share 7.67$   

Note: Assumes principal of convertible notes is paid in cash and residual value above $4.88 per share is paid in 
shares upon conversion
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Scenario 2: average investment performance

Assumptions

• Similar general assumptions as in scenario 1 with the exception of:

• Average investment performance (Evofem initial $60 million as 

well as follow-up $20 million investment remain flat, Investment 1 

declines by 50%, Investment 2 increases by 50%)

• Corporate overhead is reduced to $25 million 

• $25 million share repurchase in 2020, 2021 and 2022 at lower 

prices than in scenario 1

• 35% discount to book value persists as PDLI pursues same 

investment strategy. This is being aggressive given the historical 

50% discount

• Implies $640 million in equity value at the end of 2022 and 93 

million shares outstanding

• Stock at the end of 2022 would be $4.45 per share, a significant 

discount to the stock price under the liquidation scenario

Takeaway: 
Assuming average investment performance yields a significantly 
lower return than the liquidation strategy despite taking 
significantly more risks

Note: No additional dilution from convertible as share price remains below $4.88 per share

($M, except share data) 2020 2021 2022

Royalty portfolio FCF 55           65           70           

Royatly sale 200        

Noden 10           10           

Noden sale 90           

Wellstat 50           

LENSAR (5)            (5)            (5)            

LENSAR sale 60           

Corporate overhead (25)          (25)          (25)          

FCF 35           185        300        

Evofem 60           

Additional Evofem (20)          20           

Investment 1 (100)       50

Investment 2 (100)       150        

Investments (120)       (100)       280        

Buyback amount 25           25           25           

Price of repurchase 3.25       3.50       3.75       

# shares repurchased 8              7              7              

Cash BoY 285        175        235        

FCF 35           185        300        

Investments (120)       (100)       

Buyback (25)          (25)          (25)          

Cash EoY 175        235        510        

Investment value 280        
Debt (150)       

Equity value 640        

Shares Out. BoY 115        107        100        

# shares repurchased 8              7              7              

Dilution from convertible 0

Shares Out. EoY 107        100        93           

Discount to book value 35%

Price per Share $4.45
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Scenario 3: poor investment performance

Assumptions

• Similar general assumptions as in scenario 1 with the exception of:

• Poor investment performance (Evofem initial $60 million as well as 

follow-up $20 million investment remain flat, Investment 1 

declines by 100%, Investment 2 goes up by 25%)

• Corporate overhead is reduced to $25 million 

• $25 million share repurchase in 2020, 2021 and 2022

• 50% discount to book value persists as PDLI pursues same 

investment strategy  

• Implies $565 million in equity value at the end of 2022 and 88 

million shares outstanding

• Stock at the end of 2022 would be $3.19 per share, a significant 

discount to the stock price under the liquidation scenario

Takeaway: 
Assuming poor investment performance yields a significantly 
lower return than the liquidation strategy despite taking 
significantly more execution risks

($M, except share data) 2020 2021 2022

Royalty portfolio FCF 55           65           70           

Royatly sale 200        

Noden 10           10           

Noden sale 90           

Wellstat 50           

LENSAR (5)            (5)            (5)            

LENSAR sale 60           

Corporate overhead (25)          (25)          (25)          

FCF 35           185        300        

Evofem 60           

Additional Evofem (20)          20           

Investment 1 (100)       0

Investment 2 (100)       125        

Investments (120)       (100)       205        

Buyback amount 25           25           25           

Price of repurchase 2.75       2.75       3.00       

# shares repurchased 9              9              8              

Cash BoY 285        175        235        

FCF 35           185        300        

Investments (120)       (100)       

Buyback (25)          (25)          (25)          

Cash EoY 175        235        510        

Investment value 205        
Debt (150)       

Equity value 565        

Shares Out. BoY 115        106        97           

# shares repurchased 9              9              8              

Dilution from convertible 0

Shares Out. EoY 106        97           88           

Discount to book value 50%

Price per Share $3.19

Note: No additional dilution from convertible as share price remains below $4.88 per share
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Scenario 4: excellent investment performance

Assumptions

• Similar general assumptions as in scenario 1 with the exception of:

• Excellent investment performance (Evofem initial $60 million as well 

as follow-up $20 million investment compounds at 30%, Investment 

1 and Investment 2 also compound at a 30% IRR)

• Corporate overhead is reduced to $25 million 

• $25 million share repurchase in 2020, 2021 and 2022

• 25% discount to book value persists as PDLI pursues same 

investment strategy. Discount would persist given the inefficiency of 

the corporate structure, the tax leakage, and the “management fee”

• Implies $794 million in equity value at the end of 2022 and 102 

million shares outstanding. Doesn’t take into account tax leakage 

upon monetization of the investments 

• Stock at the end of 2022 would be $5.86 per share, a significant 

discount to the stock price under the liquidation scenario

Takeaway:

Even if the Board assumes excellent investment performance (30% IRR), 

it still results in a vastly inferior result compared to the liquidation 

scenario despite taking significantly more execution risks

Note: Convertible debt shown on an as-converted basis. Assumes principal of convertible notes is paid in cash 
and residual value above $4.88 per share is paid in shares

($M, except share data) 2020 2021 2022
Royalty portfolio FCF 55           65           70           

Royatly sale 200        

Noden 10           10           

Noden sale 90           

Wellstat 50           

LENSAR (5)            (5)            (5)            

LENSAR sale 60           

Corporate overhead (25)          (25)          (25)          

FCF 35           185        300        

Evofem 101        

Additional Evofem (20)          34           

Investment 1 (100)       169        

Investment 2 (100)       130        

Investments (120)       (100)       434        

Buyback amount 25           25           25           

Price of repurchase 3.50       4.00       5.00       

# shares repurchased 7              6              5              

Cash BoY 285        175        235        

FCF 35           185        300        

Investments (120)       (100)       

Buyback (25)          (25)          (25)          

Cash EoY 175        235        510        

Investment value 434        
Debt (150)       

Equity value 794        

Shares Out. BoY 115        108        102        

# shares repurchased 7              6              5              

Dilution from convertible 5

Shares Out. EoY 108        102        102        

Discount to book value 25%

Price per Share $5.86
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Scenario 5: what investment returns are needed to justify pursuing 
existing strategy?

Takeaways:

In order to justify pursuing the current investment strategy, the Board 

would have to believe it can achieve an 81% IRR on its investments, an 

unrealistically high figure. This does not reflect the increased execution 

risk of this strategy

Assumptions

• Similar general assumptions as in scenario 1 with the exception of:

• Unrealistic investment performance (Evofem initial $60 million as 

well as follow-up $20 million investment compounds at 81%, 

Investment 1 and Investment 2 also compounds at a 81% IRR)

• Corporate overhead is reduced to $25 million 

• $25 million share repurchase in 2020, 2021 and 2022

• 25% discount to book value persists as PDLI pursues same 

investment strategy. Discount would persist given the inefficiency of 

the corporate structure, the tax leakage, and the “management fee”

• Implies $1,131 million in equity value at the end of 2022 and 111 

million shares outstanding. Doesn’t take into account tax leakage 

upon monetization of the investments 

• Stock at the end of 2022 would be $7.67 per share, equivalent to the 

price under the liquidation scenario

($M, except share data) 2020 2021 2022

Royalty portfolio FCF 55           65           70           

Royatly sale 200        

Noden 10           10           

Noden sale 90           

Wellstat 50           

LENSAR (5)            (5)            (5)            

LENSAR sale 60           

Corporate overhead (25)          (25)          (25)          

FCF 35           185        300        

Evofem 197        

Additional Evofem (20)          66           

Investment 1 (100)       328        

Investment 2 (100)       181        

Investments (120)       (100)       771        

Buyback amount 25           25           25           

Price of repurchase 3.85       5.00       6.00       

# shares repurchased 6              5              4              

Cash BoY 285        175        235        

FCF 35           185        300        

Investments (120)       (100)       

Buyback (25)          (25)          (25)          

Cash EoY 175        235        510        

Investment value 771        
Debt (150)       

Equity value 1,131     

Shares Out. BoY 115        109        104        

# shares repurchased 6              5              4              

Dilution from convertible 11

Shares Out. EoY 109        104        111        

Discount to book value 25%

Price per Share $7.67

Note: Convertible debt shown on an as-converted basis. Assumes principal of convertible notes is paid in cash 
and residual value above $4.88 per share is paid in shares
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• Situation overview

• Why is PDLI so undervalued?

• Case studies

• Corporate governance & board compensation

• Value maximization plan

• Valuation analysis

• Shareholders’ feedback & market reaction

• Tactical recommendations and conclusion
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Shareholders’ feedback

• “Even if they monetize some of the assets and clean up the portfolio, it will still continue trading at a big discount to 

book as long as they make more investments. This thing needs to be liquidated”

• “Dominique told us he has not spent more than an hour on the royalty portfolio since he became CEO. How can that be 
when it is the company’s largest asset? They are not focused on what they own – just on making more value-destroying 
investments”

• “This strategy is pretty much the same strategy as under the former CEO”

• “The CEO makes these distinctions between the old and the new strategy – it’s all the same. They are investing our 
capital and destroying value instead of returning the cash and letting shareholders make their own investment 
decisions”

• “My biggest fear is that they put more money into Evofem”

• “This should not be a public company”

• “The assets should be monetized and PDLI should cease to exist as a public company but the new CEO wants to piss 
away the money”

• “CEO is not spending time on the royalties – how can he communicate their value”

• “Incredibly undervalued assets with a board that will destroy value”

• “Thank you for getting involved”

Since going public with its letter, Engine has spoken with many PDLI shareholders who agree that the 
PDLI model is structurally flawed and PDLI needs to be sold or liquidated

Note: Unprompted feedback received from PDLI shareholders
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• Under the current structure, PDLI trades and will 

continue to trade at a significant discount to book (see 

chart on the right)

• But the market discounts PDLI’s investments more than 

it discounts the cash, therefore every time PDLI makes 

an investment, it converts cash into an investment and 

the market further discounts PDLI’s assets. Therefore 

value is destroyed and the stock goes down

• Only a sale or a liquidation will allow shareholders to 

realize book value

• Market’s reaction since Engine became publicly 

involved sends a clear signal to the Board (see next 

slide)

Price to Book ratio of PDLI last 3 years

Significant concern among the shareholder base is that the PDLI Board will look to 
monetize some assets but hold onto the current structure and make other 
investments (including adding on to its Evofem investment) when only a sale or a 
liquidation will allow shareholders to realize full value   

Shareholders’ feedback (Cont.)

Why is PDLI down every time capital
is being deployed?
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The market’s reaction to our public involvement sends a clear signal to 
the Board – investors are embracing Engine’s liquidation plan

PDLI stock is up 29.8% from the unaffected price prior to Engine’s involvement to today. Investors are 
voting with their money

10-day average stock price 
prior to Engine’s involvement 

$2.18 per share

Engine’s purchase of 5.3% of PDLI

PDLI after public release 
of Engine’s letter $2.83 

per share

Note: Engine’s public letter was released pre-market on October 23, 2109
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• Value maximization plan
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• Shareholders’ feedback & market reaction

• Tactical recommendations and conclusion
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Engine’s tactical recommendations

• Publicly announce a plan to monetize PDLI’s assets and the suspension of any new investments 
(including any additional investment in Evofem)

• Reduce corporate G&A to $10 million along the plan shared above (slide 26)

• Concurrently to this public announcement and before the Board gets material non-public information, 
enter into a 10b5 plan (automatic purchase plan) whereby PDLI would repurchase at least $30 million 
of shares per quarter as long as the stock trades below 90% of book value. The Board would put in 
place a grid allowing the Company to purchase more shares at higher discount to book. Engine would 
suggest at least $50 million per quarter as long as the stock trades below 75% of book value

• Start a sale process for Noden and the royalty portfolio immediately while continuing to monitor 
progress at Evofem and LENSAR

• Start evaluating the repurchase of convertible notes in the public market depending on price

• Reduce the size of the Board and cut director compensation to $150,000 paid in stock options only (no 
cash)
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Conclusion

• PDLI’s strategy to acquire speculative pharma and biotechnology assets is 
structurally flawed. PDLI operates at a competitive disadvantage in an 
incredibly crowded and competitive space. Consequently, the longer it 
pursues this strategy, the more shareholder value it is likely to destroy

– PDLI spends $27.5 million every year in G&A representing the 
equivalent of a 10% management fee

– PDLI’s corporate structure is inefficient from a tax perspective

– Management does not have the relevant background to allocate 
capital. Mr. Monnet lacks investment experience. The Board also 
lacks the experience to oversee this strategy – no professional 
investor or private equity professional on the Board

• Prior attempted (Neos) or completed (Evofem) transactions highlight 
these inefficiencies and have caused significant value destruction

• A liquidation / sale of PDLI provides the best risk adjusted returns to 
shareholders. It significantly reduces execution risk and provides a higher 
return under any reasonable investment performance 

• Shareholders overwhelmingly support Engine’s conclusions

1

A

B

C

2

3

4

Takeaways

Board needs to immediately 
announce the cessation of 
investment activities and the  
initiation of a strategic review 

• Review could lead to a sale 
of PDLI, partial sale of assets 
or a liquidation process 
(with a focus on tax 
efficiency)

• Return cash in a tax-efficient 
way

• Aggressively cut corporate 
overhead to below $10 
million (including equity 
compensation)

• Reconstitute the Board
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Harold Selick’s cumulative Board compensation during the last 10 years 
was $2,321,944. During that time frame, PDLI stock was down 73.6%

Insider buying by Mr. Selick:  6,000 shares at $8.08 on 11/26/2014 for a total cash outlay of $48,480

Note(s): Stock chart from Oct 19, 2009 to Oct 18, 2019
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Paul Sandman’s total Board compensation during the last 10 years was 
$2,366,421. During that time frame, PDLI stock was down 73.6%

Insider buying by Mr. Sandman: 10,000 shares at $7.38 on 4/8/2009 for a total cash outlay of $73,800

Note(s): Stock chart from Oct 19, 2009 to Oct 18, 2019
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David Gryska’s total Board compensation during the last 5 years was 
$1,330,114. During that time frame, PDLI stock was down 66.3%

Insider buying by Mr. Gryska: none

Note(s): Stock chart from Oct 19, 2014 to Oct 18, 2019


