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Schrodinger (SDGR) – Taking Drug Discovery to the
“Space Age”
The Most Important IPO in the Past 5 Years
It has been almost 10 years since Tesla went public as the once “Concept
Company” has since succeeded in disrupting the transportation industry and has
forever changed the performance and commercial acceptance of electric vehicles.
While it has been a bumpy road, the stock is now trading at parabolic levels while
investors must ask themselves – What stock has the characteristics of Tesla in its
early days? The answer is clear – Wall Street's recent IPO, Schrodinger (SDGR).
While the investing public has spent the past week discussing the future of civilian
space travel, the most disruptive software platform to ever hit the
pharmaceutical industry, which also happens to be backed by the world’s most
sophisticated investors, has just gone public.
Citron will offer a simple explanation of Schrodinger's business model that has
become too complex for television and has not been given the media attention it
deserves.
In one paragraph:
Through use of artificial intelligence and a world class scientific team that is
unmatched by ANY public company, Schrodinger has created a software platform
that integrates predictive physics-based methods with machine learning to
become the leader in molecular simulation that 1) reduces the average time and
cost required to identify a drug development candidate and 2) increases the
probability of drug discovery programs entering clinical development.
With the global pharma industry spending approximately $180 billion on R&D
annually, this innovative software platform is completely disrupting the drug
development process.
Schrodinger’s senior vice-president and chief biomedical scientist best expresses
the real and current disruption in the Financial Times:
“Ms. Akinsanya said the emergence of large genetic data sets had opened up a
“whole closet” of potential targets for the industry and that Schrödinger’s
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technology had created a “deep list’ of “very potent molecules” that could become
drugs for the targets.”

Similarities between Tesla and Schrodinger Too Obvious to Ignore
The similarities between the two companies go beyond them being both named
after famous inventors/scientists.
Disruptive
Both Tesla and Schrodinger were founded on the premise of using technology and
software to solve problems of humanity. In the case of Tesla, carbon emissions
and Schrodinger, expediting the drug development process through software that
advances chemistry beyond limits ever imagined.
Both companies were intent on disrupting large industries with legacy processes
that did not take advantage of advancements in artificial intelligence.
Marquee Investors
Both Tesla and Schrodinger have attracted marquee investors who recognized the
importance of their respective technologies.
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In the case of Tesla, it was Google's Sergey and Larry and later on in its lifecycle
Oracle's Larry Ellison, who all realized that while everyone else was making cars,
Musk was focused on a software-driven strategy creating computers on wheels
that would eventually win out over the competition.
Schrodinger is even more impressive. The company's two largest investors are
Microsoft founder Bill Gates and D.E. Shaw founder David Shaw who collectively
own almost 50% of the company, a concentration of ownership never seen at
Tesla. Gates does not need description, and David Shaw transformed the hedge
fund world using algorithms and has turned focus to computational biochemistry.
https://moneyinc.com/david-shaw/

Beyond the “dollars invested” what is significant about the investment of those
two men who are known for their intellectual prowess is the validation that
Schrodinger is on the forefront of using artificial intelligence and computational
chemistry to streamline the drug discovery process.
David Shaw upon his retirement from DE Shaw has dedicated his life to
computational biochemistry; Schrodinger is the result of much of this work.
https://www.deshawresearch.com

And yes, for you Tesla heads, even Ron Baron has joined the page one
shareholder list of Schrodinger.

Tesla and Schrodinger – Ahead of the Competition
For years Tesla critics have argued that the company will hit a near-term wall due
to increased competition. In doing so, the critics disregarded Tesla's battery
technology and software solutions, which is now years ahead of anyone.
Similarly, Schrodinger operates in a highly competitive field of software solutions
for pharmaceutical drug development. However, with more than 150 Ph.D.
scientists and an extensive patent portfolio at Schrodinger, the company's nonpromotional and fact-based prospectus reads:
"We have emerged as the leader in the field of physics-based computational
drug discovery, and we believe our computational platform is far ahead of that
of our nearest competitors."
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Why Schrodinger is Even More Compelling than an Early Stage Tesla
Tesla had to use proprietary technology to develop its own consumer brand,
which has proven to be a lengthy and capital-intensive endeavor. At IPO,
investors did not even know if cars would be ready for production or receive
consumer acceptance. To this day, Musk remains a controversial and polarizing
CEO. Citron says give respect where respect is due.
In contrast, Schrodinger has gone public at a different stage in its lifecycle. Their
science project has already proven to be a viable business as the technology is
already licensed by ALL of the top 20 pharmaceutical companies in the world.
It's only two weeks after the IPO and look at their job listings page.

Not only have the top 20 pharmaceutical companies, measured by revenue, ALL
licensed Schrodinger's solutions, researchers around the world at more than
1,250 academic institutions use Schrodinger's software. Schrodinger has also
published over 400 peer-reviewed papers that demonstrate the strength of the
company’s physics-based approaches.
https://www.schrodinger.com/publications

© Copyright 2020 | Citron Research | www.citronresearch.com | All Inquiries – info@citronresearch.com

February 20, 2020

The runway for growth is massive and we already see increasing adoption of
Schrodinger's software by more and more large pharma customers as illustrated
by the increasing number of customers with an annual contract value (ACV) of
more than $100K and $1MM.

It is also worth noting that the customer retention rate for customers with an ACV
over $100K was over 96% in 2018 and each of the previous five fiscal years.

Extensive Pipeline
The Schrodinger software platform is so compelling that their customers are also
partnering with them in the creation of new drugs. Schrodinger has built an
extensive pipeline of both partnered and wholly owned drug discovery assets
while two cancer drugs — ivosidenib from Agios and enasidenib, now marketed
by Agios and Celgene — have already been approved by the FDA.
Schrodinger is currently collaborating on more than 25 drug discovery programs
with more than ten different biopharmaceutical companies (e.g., Sanofi, Takeda,
etc.).
Since 2018, the company has launched five internal, wholly-owned programs with
plans to begin to initiate investigational new drug enabling studies for the
programs by the first half of 2021.
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Schrodinger's current programs are focused on discovering and developing
inhibitors for targets in DNA damage response pathways and genetically defined
cancers. The company plans to focus on increasing the number of wholly-owned
programs and to expand into other therapeutic areas in the future.

Conclusion
Consider this – the global pharma industry is spending approximately $180 billion
on R&D annually vs. global automakers spend $125 billion on R&D.
Schrodinger is completely disrupting the traditional drug discovery process and
yet the market cap is only $2 billion despite:
• The top 20 global pharmaceutical companies have ALL licensed
Schrodinger's solutions
• Researchers around the world at more than 1,250 academic institutions use
Schrodinger's software
• Management and the scientific advisory board are world class
• The understanding that Schrodinger is a software platform and 50% of the
company is owned by Microsoft founder Bill Gates and D.E. Shaw founder
David Shaw – two of the most successful software tycoons in the world
today
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With the massive premiums being paid for pharma companies with disruptive
drug assets, Citron expects Wall Street to quickly re-rate Schrodinger shares much
higher.
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Capital”). Citron Research and Citron Capital are referred to collectively as “Citron” and each individually as a
“Citron Entity.” Each report specifies the publisher and owner of that report. All reports are for informational
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significant gains in the event that the prices of a Covered Issuer’s securities decline or appreciate. Citron Research,
Citron Capital and/or the Citron Related Persons may continue to transact in Covered Issuers’ securities for an
indefinite period after an initial report on a Covered Issuer, and such position(s) may be long, short, or neutral at
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have any investment advisory relationship with you or does not owe fiduciary duties to you. Giving investment
advice requires knowledge of your financial situation, investment objectives, and risk tolerance, and Citron Capital
has no such knowledge about you.
The research and reports made available by Citron reflect express the opinion of the applicable Citron Entity as of
the time of the report only. Reports are based on generally available information, field research, inferences and
deductions through the applicable Citron Entity’s due diligence and analytical process. To the best of the applicable
Citron Entity’s ability and belief, all information contained herein is accurate and reliable, is not material non-public
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respective research reports, Citron Research and Citron Capital makes no representation, express or implied, as to
the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained from
its use. Further, any research report contains a very large measure of analysis and opinion. All expressions of
opinion are subject to change without notice, and Citron does not undertake to update or supplement any reports
or any of the information, analysis and opinion contained in them.
In no event shall Citron Research, Citron Capital or any Citron Related Persons be liable for any claims, losses, costs
or damages of any kind, including direct, indirect, punitive, exemplary, incidental, special or, consequential
damages, arising out of or in any way connected with any information presented in any Citron report. This
limitation of liability applies regardless of any negligence or gross negligence of Citron Research, Citron Capital or
any Citron Related Persons. You accept all risks in relying on the information presented in any report.
You agree that the information in any Citron research report is copyrighted, and you therefore agree not to
distribute this information in any manner without the express prior written consent of the applicable Citron Entity.
If you have obtained Citron research reports in any manner other than as provided by Citron, you may not read such
research without agreeing to these Terms of Use. You further agree that any dispute between you and Citron and
their affiliates arising from or related to this report or viewing the material presented herein shall be governed by
the laws of the State of California, without regard to any conflict of law provisions. The failure of Citron Research or
Citron Capital to exercise or enforce any right or provision of these Terms of Use shall not constitute a waiver of this
right or provision. You agree that each Citron Related Person is a third-party beneficiary to these Terms of Use. If
any provision of these Terms of Use is found by a court of competent jurisdiction to be invalid, the parties
nevertheless agree that the court should endeavor to give effect to the parties’ intentions as reflected in the
provision and rule that the other provisions of these Terms of Use remain in full force and effect, in particular as to
this governing law and jurisdiction provision. You agree that regardless of any statute or law to the contrary, any
claim or cause of action arising out of or related to Citron report or related material must be filed within one (1)
year after the occurrence of the alleged harm that gave rise to such claim or cause of action, or such claim or cause
of action be forever barred.
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