Project Scope

Due to recent trends in the pharmaceutical industry, we find ourselves in a position of managing a multi-billion dollar short to intermediate fixed income portfolio of investments.  We would like to look at using an allocation of these funds to invest in a portfolio of internally managed marketable investments.  This portfolio would focus specifically on the pharmaceutical, biotechnology, and related healthcare investments.  

Justification

Being both a consumer as well as investor of capital, we have identified the need to develop and maintain a thorough understanding of the capital flows, i.e., sources and uses of capital, affecting our industry.   This real time understanding of capital flows, structures, and pricing in the biopharma capital markets is critical.  Strategic investments such as mergers and acquisitions often present themselves opportunistically.  In order to respond timely and prudently to the financing needs of these opportunities, it is important to have an ongoing, real time knowledge of the structure and pricing in the capital markets.  It is envisioned that building and managing a portfolio of marketable investments dedicated to the biopharma sector could go a long way to fulfilling this need.  Said another way, becoming a savvy investor in biopharma credits will also make us savvy issuers as well.  This portfolio would not only deliver meaningful investment income, but also provide a window of market intelligence for the company.    

Deliverables

1. First and foremost, Eli Lilly would like to determine the structure of a simple portfolio of marketable securities that focuses on a specific economic return and is:

· Made up of both debt (commercial paper and short/long term bonds) and equity (stocks of biotech, pharma, and other healthcare companies) 

· Consists of publicly traded securities only

· Focused on an economic return greater than the riskiest Lilly portfolio  (currently a high-yield debt portfolio), with quarterly cumulative return above a specified benchmark (such as a bond index plus basis points or a healthcare equity index).  The team will need to work with management to determine the optimal risk return profile.  

· Is as diversified as possible given the constraints and lies on/near the efficient frontier.

· Consists of an initial investment of $10-$50 million dollars 

2. After detailing the first objective, value-added enhancements to the portfolio would be considered.  These changes include: increasing the type of securities held (e.g. convertible debt), including mid to late stage private equity investments, focusing on the value of strategic learning in addition to simple economic returns, etc.  

3. With the guidance of Lilly project sponsors, develop and refine recommendations, decide on how to proceed with recommendations, and if necessary, start developing investment policies and procedures.  Basically, if the team determines that such a portfolio is feasible and adds value, develop initial implementation plans.

4. Organize all project findings into a report for management.  In addition to details on the proposed portfolio, the team would detail general finance-related trends in the healthcare industry that support and complement the nature of this project. 

Notes

The project has support at the highest levels of the finance organization, including the Treasurer and all of his senior management.  Routine conference calls will be held with Lilly contacts and the Kellogg team.  Full access to all Eli Lilly’s resources, including S&P’s AIM Portfolio Management Software will be provided.  Initial contact has already been made with key banks that handle a lot of the company’s money.  Resources at these banks are at the full disposal of the team.  

