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On July 31, 2000, the boards of Glaxo Wellcome and SmithKline Beecham both met separately and
approved the final merger documents. Following additional regulatory review by the United States
Federal Trade Commission (FTC), the merger closed on December 27, 2000, thereby creating GSK.

Many of those involved with the CEDDs expressed a fairly positive view concerning the flexibility
of this new structure. Allen Oliff, a CEDD leader who joined GSK after spending 15 years with
another major pharmaceutical firm, noted the flexibility created by the CEDD structure:

Large pharmaceutical firms could not react to new data as quickly as more nimble biotech
companies. This was due to their highly centralized R&D organizations. As a result, most big
pharma companies in the 1990s were trying to live off investments they had made in the 1980s.
As the head of a CEDD, I now have total control over a slice of GSK's discovery efforts, and I
don't have to wait six months for decisions to be made. As Ilook at the CEDD model, I realize
that we have not invented anything new in terms of pharmaceutical science. Rather, we have
begun to pass resources, information, and decisions throughout the organization in a different
manner.

Over the next several months, however, the initial excitement surrounding the merger and the
CEDD initiative began to wane. Several senior executives suggested that the CEDD initiative had
caused substantial disruption of the R&D process at GSK. Dr. Peter Traber, who joined GSK just
prior to the merger and had become the head of clinical development, suggested that the CEDD
initiative—and.the GSK merger more generally—had caused the number of compounds entering
clinical development to grind to a halt. In an interview conducted after he left GSK to run Baylor
College“ of Medicine, Traber said of the CEDDs, “’What ensued was an incredible number of
arguments about who was doing what...And I'll tell you what wasn’t happening: Research projects
weren't being pushed forward... There was so much arguing about structure and turf that what got
lost was getting anything done.””?!

Unfortunately for Yamada, the data from GSK'’s first 18 months lent some support Traber’s
concerns about the CEDDs. Exhibit 1 provides data on the number of projects initiated by GSK at
each phase of the discovery and development process. Of particular concern to Yamada was the lack
of any compounds achieving PoC during the CEDDs’ first 18 months. With no compounds achieving
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PoC during that period, GSK was left in the position of having no compounds starting Phase III trials
over the same time frame. The result was an increasingly large amount of unused research capacity
for late-stage compounds. While disappointed, Yamada remained optimistic about the value of the
CEDDs. He noted:

The lack of PoCs during the first 18 months reflected the impact of the new discipline that
we were placing upon the drug discovery organization at GSK. Nearly all of the compounds
that failed to receive PoC during this time were bad legacy projects from the heritage
organizations. I actually view the dearth of PoCs as an indication of something beneficial.
Namely, we were flushing garbage projects out of the system.

The lack of successful PoCs led to significant finger pointing. Some CEDD leaders attributed this
failure to their receiving poor-quality lead compounds from the centralized Discovery Research
group. In response, several members of Discovery Research claimed that they had successfully
delivered the leads requested by the CEDDs and that the CEDDs were simply not successful in
shepherding the requested compounds through preclinical and early clinical testing. Underlying this
debate was a deeper disagreement about control over and responsibility for the resources in the
centralized research groups (i.e., Genetics Research and Discovery Research). Though the CEDDs
were the “customers” of the centralized groups, they did not have to pay for their services. Without a
structure for internal transfer pricing, it was not-clear how the requests of competing CEDDs should
be prioritized and whether the CEDDs or the centralized research groups should be responsible for
the costs associated with leads that were commissioned, butmnot used, by the CEDDs.

Beyond the lack of products emerging from the discovery pipeline, Yamada and Baxter also faced
pressure due to the departures of a significant portion of the CEDD leadership. By June 2002, two of
the six initial CEDD heads had left to take senior executive positions at other drug companies. A
third CEDD head left GSK in'a planned retirement. Regardless of the reasons for the departures, they
provided critics of the CEDDs with important ammunition.

The June 2002 Meeting of the R&D Executive Committee

Given the issues facing the CEDDs, the June 2002 meeting of GSK’s R&D Executive Committee
was viewed by many as a referendum on Yamada's strategy. Despite this pressure, Yamada was
committed to getting honest feedback from the 13 members of the committee. To that end, he
arranged for the rental of anonymous voting terminals for the meeting.

Yamada began the meeting with a presentation of key metrics concerning the performance of the
CEDDs during their first 18 months. He provided a comparison of the CEDDs to the performance of
Glaxo Wellcome and SmithKline Beecham in the years prior to the merger. Exhibit 2, Exhibit 3, and
Exhibit 4 present some of the information that Yamada shared with the committee.

Upon finishing his brief presentation, Yamada began the anonymous voting. He read the first
question aloud, “Please state whether you strongly agree, agree, disagree, or strongly disagree with
the following: ‘I think R&D at GSK is heading in the right direction.”” Within seconds, the results of
the vote appeared on the screen. Of the 13 members—including Yamada—two strongly disagreed,
six disagreed, and four agreed. The only thing Yamada knew for certain was the identity of the
individual who was responsible for the lone “strongly agree” vote.
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Exhibit1 Number of GSK Projects by Milestone, 1998 to July 2002
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Exhibit 2 Percentage of Candidates Selected Proceeding to Phase I
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Exhibit3 Median Elapsed Time from Candidate Selection to Phase I Start

Period Median Elapsed Time (Months)
Pre-GSK (1998-2000) 14.0

2001 19.0

2002 (YTD) 12.7

Source: GSK
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Exhibit4 Reasons for Project Terminations by CEDDs During Clinical Phases (Phase I through Proof of Concept)
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