
 

 

Engine Capital LP 

1345 Avenue of the Americas, 33rd Floor 

New York, NY 10105 

(212) 321-0048 

      

 

December 2, 2019 

 

PDL BioPharma, Inc. 

932 Southwood Boulevard 

Incline Village, Nevada 89451 

Attention: Board of Directors 

 

Dear Members of the Board: 

 

 We thought it would be helpful to share some additional information with the Board of 

Directors (the “Board”) of PDL BioPharma, Inc. (“PDLI” or the “Company”) in advance of the 

Board’s upcoming meeting. We have spent more time thinking about what PDLI could become 

under the current strategy of “building a focused synergistic portfolio of biopharma companies 

with significant revenue potential and driving the growth of our share price by delivering sustained 

profitable revenue growth,” as described by President and Chief Executive Officer Dominique 

Monnet on the Q3 2019 earnings call. As part of this process, we have analyzed other revenue-

generating companies in the women’s health space and as you will see, their stock performance 

should give the Board strong concerns about pursuing this strategy. We have also attached as an 

appendix feedback we have received from PDLI shareholders since releasing our first letter 

publicly. As you will see, the feedback we received paints a picture of shareholder discontent with 

the status quo and overwhelming support for our suggested course of action of a liquidation or sale 

of the Company. Finally, we request another meeting with the Board to continue our discussions. 

We understand that all Board members will be in New York, so it would be easy to arrange since 

we are located in Manhattan. We believe it would be productive to continue our dialog in person. 

  

The Board’s current strategy is to become, through investments and capital allocation 

decisions, a holding company with several portfolio companies. By owning more than 51% of 

these portfolio companies, PDLI would be able to consolidate these companies and, as Dominique 

described during the most recent earnings call, hope to “grow the share price by delivering 

sustainable profitable revenue growth.” Based on recent comments, it also appears that the Board 

wants to focus on the women’s health space. We thought it would be advisable to look at other 

public companies targeting this end market beyond Evofem Biosciences, Inc. (Nasdaq: EVFM). 

We identified four other public companies with market caps below $1 billion in this space: 

TherapeuticsMD, Inc. (Nasdaq: TXMD), AMAG Pharmaceuticals, Inc. (Nasdaq: AMAG), Daré 

Bioscience, Inc. (Nasdaq: DARE) and Agile Therapeutics, Inc. (Nasdaq: AGRX). We focused our 

analysis on TXMD and AMAG because they have commercial products and are generating 



 

 

revenue. As you will see from our analysis, generating sustainable profitable growth does not 

necessarily lead to share price growth.  

 

In the case of TXMD, over the last one-, three- and five-year periods, its stock 

performance1 has been -51%, -63% and -35%, respectively, despite the company launching several 

commercial products and investors’ expectations for revenue growth being high. The company 

generated revenue of $16.1 million in 2018 and is expected to generate revenue of $38.8 million 

in 2019. Investors expect revenue of $109.4 million in 2020 and $281 million in 2021, respectively, 

based on consensus estimates. Despite this expected impressive revenue growth, the stock 

performance has been abysmal. This is due to the fact that the company has to incur significant 

costs in order to achieve this growth, including high R&D expenses and building a commercial 

organization. TXMD lost more than $100 million in 2018, will lose even more in 2019 and is not 

expected to reach profitability until 2021. To finance these losses, the company has done multiple 

equity raises, resulting in significant increases to the number of shares outstanding. While the 

market capitalization of the company has increased, the per share value has decreased significantly.  

 

In the case of AMAG, over the last one-, three- and five-year periods, its stock 

performance 2  has been -40%, -67% and -71%, respectively. In 2016, AMAG had two 

pharmaceutical assets (one in the maternal health space and one in the hematology space) 

generating revenue and free cash flows but with limited growth opportunities. Like PDLI, AMAG 

decided to reinvent itself with a particular focus on the women’s heath space. AMAG used its 

existing cash flow to fund acquisitions and the development of new products to create a portfolio 

of assets. Today AMAG has transformed itself from a two-product company to a six-asset 

company, including four in the women’s health space. It is important to note that AMAG began 

its transformation with a significant competitive advantage, an existing salesforce that could be 

leveraged in the commercialization of the newly acquired or developed products. In 2017, AMAG 

also divested a non-core cord blood registry business to refocus the portfolio on its pharma assets 

and extended the maturity of its convertible notes.  It successfully achieved FDA approval for three 

products in 2018 and 2019. The transformation of AMAG is eerily similar to the strategy PDLI 

wants to pursue. And yet, despite this successful transformation, AMAG’s stock performance has 

been terrible, highlighting the risks associated with pursuing such a strategy.  

While each of these situations are different, they share similar characteristics. These 

companies need to get their products approved by the FDA first, which can take multiple attempts. 

This requires significant investments in R&D. Subsequently, if the product is approved, they need 

to build commercial organizations. It takes years of investment, and potential equity raises, to 

achieve the often-elusive goal of reaching profitability. Shareholders get diluted multiple times 

along the way. It then takes significant scale to overcome the cost of being a large commercial 

organization and to generate sustainable profitability. These are experiments that unfortunately 

 
1 Stock performance as of 11/29/2019 
2 Stock performance as of 11/29/2019 

 

 



 

 

have a high rate of failure. This is why PDLI stock has traded at such a discount to book value 

since PDLI has moved towards these types of equity investments and this is why PDLI has 

lost so much value after its attempted acquisition of Neos Therapeutics, Inc. (Nasdaq: NEOS) 

and the EVFM investment.1 The market discounts future results and is discounting years of losses 

and potential equity raises at PDLI if the Board persists with its flawed strategy.  

NEOS is another great case study. PDLI publicly offered to buy NEOS for $10.25 per share 

in cash on October 26, 2017, a premium of 40% to the previous day’s closing price. We assume 

the Board2 had strong conviction in this asset and felt confident in its value, like it feels about 

EVFM today. NEOS languishes today around $1.50 per share (an approximately 85% loss in value 

from the offer price) even though revenues are expected to grow from $27.2 million in 2017 to 

$100.2 million in 2021. What gives the Board confidence that EVFM will not follow a similar 

trajectory and why should shareholders trust the same Board to oversee its capital? Considering 

the previous examples, we question how the Board can pursue its current strategy and believe that 

the outcome will turn out differently than TXMD, AMAG or NEOS. It is also important to note 

that PDLI’s performance would likely be even worse than those of the underlying portfolio 

companies given the inefficiencies of its structure, including the very high G&A expenses at PDLI.  

Whether we view this strategy as an investment strategy (since it will require making 

several capital allocation decisions to create the holding company) or as building a portfolio 

of pharma companies as Dominique views it, the conclusion remains the same - the status 

quo strategy is risky and likely to lead to significant shareholder value destruction, especially 

as compared to a much safer option which produces better risk-adjusted returns for 

shareholders – a liquidation or sale of the Company.  

 It is also important for the Board to act with a sense of urgency. As the Board is certainly 

aware, Bausch Health Companies Inc. (NYSE: BHC) has stated that sales of Glumetza will come 

down by around 50% compared to prior quarters. This will have a significant impact on the royalty 

that PDLI receives. This makes right-sizing the cost structure of PDLI that much more important 

and time sensitive. We expect the royalty payments from Glumetza to come down from around $6 

million per month to around $3 million per month starting in Q 4 2019. PDLI cannot support an 

overhead of $27.5 million annually and should not become free cash flow negative. By pursuing a 

liquidation strategy, G&A can be rapidly cut to around $10 million per year, which would protect 

PDLI cash flows while it monetizes assets over time and repurchases shares. We have some views 

regarding personnel decisions that we believe would be best shared in person.  

 
1
 The Board may believe that by selling some assets and simplifying the structure, the discount to book will narrow. 

While we believe it is possible, we believe most of the discount is due to fears around capital allocation. The fact that 

PDLI stock declined so dramatically after the attempted NEOS acquisition and the EVFM investment indicates that 

the large discount is due to capital allocation concerns. If some assets like the royalty portfolio or Noden were sold 

and converted to cash, it may exacerbate these fears and cause the discount to book to widen since it is more likely 

this additional cash would be destroyed in poor investments.    
2
 We note that the following existing Board members were on the Board of PDLI when it bid for NEOS: Mr. 

Gryska, Mr. McLaughlin, Mr. Sandman and Dr. Selick. 

 



 

 

In the appendix, we have shared with you feedback we have received from shareholders 

since going public with our investment in PDLI. We have not cherry-picked this feedback. We 

have not received one message disagreeing with our view that the liquidation or sale of the 

Company is the best strategy for PDLI to pursue. Instead we have only received messages of 

support for our efforts.  

In conclusion, we believe the time is ripe to start liquidating the Company or commencing 

a sales process. The market has spoken loud and clear with regards to PDLI’s strategy with PDLI 

stock down significantly after the EVFM investment and the attempted acquisition of NEOS. 

Royalty payments from Glumetza are coming down by 50% during this quarter and require the 

Company to take decisive steps to adjust its cost structure, which it can do while pursuing a 

liquidation or sale strategy. We appreciate your time and request a meeting with the entire Board 

at your upcoming December Board meeting to further discuss these topics.  

 

Very truly yours,  

 

 

      

 

 

 

 

Arnaud Ajdler       Brad Favreau 

Managing Member                 Managing Director 

Engine Capital  L.P.                 Engine Capital L.P. 

 

 

  



 

 

Appendix: Feedback from Shareholders 

Dear Mr Ajdler, 

My name is XXXX and I am a shareholder in PDL. It has been rather quiet on the PDL front for 

a couple of weeks, the exception being Mr. Imbrogno's salary increase of course. As a 

shareholder I hope your campaign is successful. The previous involvement of SevenSaoi led to 

buybacks but otherwise it did not materially change the strategic direction of the company 

leading me to believe that management is extremely set in its ways. 

Any information or updates would be greatly appreciated and if I can in any way be of assistance 

please do not hesitate to contact me. 

 

Dear Mr. Adler, 

I have owned shares of PDLI for several years.  I bought it back when it paid a dividend and 

have seen the share price decline the entire time. I concur with all your conclusions. I did not 

realize the executive and board compensation was so excessive, so thank you for bringing that to 

my attention.  In fact, I believe the systematic draining of capital into the hands of the board and 

executive team borders on criminal activity and should be investigated as such.  Thank you for 

what you're doing. 

I entered this in the Feedback section of the site but when I hit Submit, I could not tell if it went 

through. 

Thanks, 

 

Arnaud, 

I have been a shareholder of PDL since August 2016. As such, I was thrilled to learn of Engine's 

presence in the name and would appreciate the opportunity to speak with you in the near future. 

Please let me know some times that work for you. 

Best, 

 

Dear Mr Adjler, 

I own XXXX shares of PDLI and did not catch the stock price fall when they discontinued the 

dividend.  It has rated an "A" stock with Schwab all year....if revenues have been good the past 

couple of years, why the low stock price? Is management befitting more than stock holders? 

 



 

 

Thank you for sharing this presentation - it was well thought out. I've been a shareholder for 

nearly two years now, and it's frustrating to see exactly how much waste there is at the company 

with the board and management trying to milk inflated salaries as long as possible. 

Please let me know what I can do to assist you. 

I am in agreement with Engine's evaluation and position on the financial and strategic 

mismanagement of PDLI by its executives and board of directors, and the excessive 

compensation to these individuals in light of the enormous loss of value they have propagated on 

PDLI.   

PDLI Board of Directors:  please follow and take action on the plan laid out by Engine to stop 

the bleeding of PDLI funds and value, and work with Engine to stop the mismanagement of 

PDLI's finances and business strategies to increase shareholder value.  Inaction by the PDLI 

Board will only result in further disintegrating corporate value.   

Sincerely, 

XXXXXXXXXX 

PDLI Investor 

 

 

Dear team, 

 

Thanks for your efforts trying to stop this mismanagement. As currently managed, PDLI is the 

titanic. And I've told the IR through the pdli website, and asked them to seriously consider your 

recommendations. 

 

What was the board's reaction? Did they give any hint as to what they would do in the short 

term? 

Kind regards, 

 

XXXXXXX 

 

 

 

 

 



 

 

Dear messrs. Ajdler and Favreau, 

 

My name is XXXXXXXXXX and I am a shareholder in PDL Biopharma. I was pleasantly 

surprised by your involvement in the company and I fully agree with your analysis. I got 

interested in the company due to the large discount to asset value, but I have watched in 

frustration as previous and current management continue to run the company for their own 

benefit. 

 

The Noden transaction was strange from the beginning. There are not many companies of PDL 

scale that can change the sales trajectory of old CV drugs and I would question if it is a valid 

long-term strategy to begin with. The appearance and disappearance of Elie Farah in connection 

with Noden Pharma was strange. 

 

The Evofem story will be interesting to see how it plays out in some part because the co-investor 

(Woodford) is having its mutual fund wound down here in the UK. I believe the Woodford trust 

also has an equity interest in Evofem. The trust is currently changing management to Schroders. 

There have been a lot of selling pressure on Woodford positions and the funds have been forced 

seller since June of this year. 

 

PDL is a slow-motion train wreck that has been going on for far too long. Hopefully there will be 

enough momentum behind your suggestions to make meaningful change. Best of luck to you! 

 

Kind regards, 

XXXXXXXXXX 

 

 

 

I am the holder of XXXXX shares of PDLI purchased well over $X a share.  I support your 

positions totally and I am outraged when I read the failures of this company. 

 

 

 

  


