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(The following case is a fictional account, based on actual fact patterns from court cases) 

Morgan Life Sciences Inc. was a biotechnology firm headquartered in Waltham, Massachusetts. 
Initially, it focused on generic and over-the-counter medications, which it manufactured and 
distributed to drugstores and supermarket chains. Morgan completed a successful initial public 
offering in 1994, but by the late 1990s, the generics market had become increasingly competitive. 
Morgan steadily lost ground as its larger, low-cost competitors pushed prices relentlessly 
downward. 

The Morgan board promoted Wendy Shaw CEO in 1999. Recognizing that Morgan needed a 
major change of course, Shaw cut capital expenditures to the bone. Over the next five years the 
company built a decent stockpile of cash, even as its market share shrank. Meanwhile, she 
persuaded Morgan’s board that the company should invest in biotechnology.  

Shaw, who held a doctorate in biochemistry, was charismatic and engaging. She quickly 
assembled a sophisticated, well-connected Scientific Advisory Board. In 2005, the Board made its 
first big move when it recommended hiring Andrei Petrozzi. 

Andrei Petrozzi 

The Italian-born Petrozzi was a Professor of Biochemistry at the University of Massachusetts. In 
2002, Petrozzi had developed a new kind of monoclonal antibody and shown that it was effective 
at fighting cancer in rats. The antibody, which Morgan called mexotinab (MXB), was a possible 
effective treatment for Maxwell’s Leukemia. (This case describes several drugs and diseases. 
Although based loosely on real science, they are fictional. Exhibit 1 summarizes these drugs and 
diseases.) 

Petrozzi, a prominent academic scientist, was new to the private sector and excited about the 
transition to applied research. After negotiating a generous compensation package, Petrozzi joined 
Morgan on April 19, 2005 as Vice President of Oncology Research. Petrozzi had received several 
patents, one of which covered MXB. He agreed to transfer them to Morgan. (See Exhibit 5 for a 
timeline of major events.) 

Morgan’s board was delighted. The company had acquired an accomplished scientist and some 
exciting intellectual property. The market seemed to agree: Morgan’s stock soared by almost 40% 
after it issued a press release announcing Petrozzi’s decision to join the company. (See Exhibit 2 
for excerpts from the press release.)
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Dermatitic Melanoma and dTN 

In 2006, the company began to study a new antibody called dTN. Company lawyers concluded that dTN 
would be covered by the assignment of inventions that Petrozzi signed when he joined Morgan. 

Petrozzi predicted that dTN would be a cost-effective treatment for dermatitic melanoma (DM), a rare 
form of skin cancer. Petrozzi had tested dTN with mice in the mid-1990s. After he published the results in 
an obscure Italian medical journal, the scientific community had discussed the possibility of using dTN to 
treat DM in humans — but had widely dismissed its commercial viability. Even if dTN proved effective in 
human trials, its manufacture would be prohibitively expensive.  

There was only one existing treatment for DM: a chemotherapy drug called Vexotim, manufactured by 
Rickson Pharmaceuticals. (Rickson had tried to develop other drugs, but Vexotim was its first product to 
gain market acceptance, and it generated 90% of Rickson’s revenues.) Doctors were reluctant to prescribe 
Vexotim, as it was extremely toxic at the dosage level required to fight DM — but they had no choice. If 
Morgan could manufacture the dTN antibody cheaply and if it performed as Petrozzi expected, it would 
be a life-saving and extremely profitable new drug.  

Petrozzi told Shaw that he had come up with a new process for using select enzymes to produce dTN in 
quantity. Morgan quietly began testing the new production technique. It soon discovered that two 
enzymes developed by Jamie Kim, a young bacteriologist, were particularly well suited to manufacturing 
dTN in bulk. 

A Lunchtime Chat 

Riley Mundsen was a founding partner at Copley Square Capital, a small but profitable investment bank 
serving high net worth individuals. Mundsen was an old friend of Petrozzi’s wife, and he and Petrozzi had 
developed a habit of having lunch together every few months. Petrozzi would explain his latest 
experiments to Mundsen, and Mundsen would tell Petrozzi about his latest financial wizardry. The two 
had never been close, but they always enjoyed these conversations. 

One day in October 2006, Petrozzi met Mundsen at the Copley Square Grill. As they ordered dessert, 
Petrozzi told Mundsen about his leukemia research. The preclinical MXB animal trials were going well, 
but Petrozzi was clearly most excited about the new technique for producing dTN.  

“Has anyone tried this technique before?” asked Mundsen as he paid the bill. Petrozzi was silent for a 
moment, then looked at his watch and stood up. “I’d better get back to the office,” he said.  

Two days later, Morgan’s CFO dropped in on Shaw and told her that Copley Square had purchased a big 
block of Morgan stock. “I don’t get it,” he said. “Who are these guys, anyway?” 

“I think Andrei knows one of the founders,” said Shaw. “I’ll check in with him.” Petrozzi then told Shaw 
about his conversation with Mundsen. 

Good News: The dTN Production Technique 

February 5, 2007, was a big day for Morgan. Petrozzi’s new technique worked: it produced copious 
quantities of chemically intact dTN. Petrozzi was elated. He immediately drew up plans to begin the next 
phase of testing, which would take place in mice. 

A thrill ran through the cancer research department. The scientists spoke only of dTN. By the end of the 
week, Morgan’s employees were exhausted but satisfied. Before Jamie Kim left work on Friday, she 
dashed off an ecstatic email to her brother Randall (see Exhibit 3). The next week, without telling his 
sister, Randall purchased $10,000 of Morgan stock. 
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On his way home from the office, Petrozzi picked up a bottle of champagne. His wife Martina was also a 
research scientist, and she had always taken a keen interest in his research. Over a candlelight dinner, 
Andrei told Martina the news about dTN. The couple toasted their success. “You know,” said Martina, 
“This is going to be bad for Rickson.” 

Andrei agreed. “You should mention it to Tom Simpson [the couple’s stockbroker],” he said. “Just be 
careful that you don’t mention Morgan by name.” 

On Monday morning, February 12, Martina phoned Simpson. Without mentioning Morgan, she told him 
that Rickson Pharmaceuticals would soon encounter some serious trouble. Simpson suggested that the 
Petrozzis short Rickson’s stock, and Martina agreed. 

On February 15, Morgan issued a press release announcing that it had just filed “a patent application on 
an innovative technique for cost-effective production of dTN, a promising treatment for dermatitic 
melanoma." Morgan’s stock rose 5%; Rickson’s fell by 25%. The Petrozzis netted a gain of $40,000.  

More Good News: The MXB Preclinical Trials 

In August, Morgan received more good news. On August 7, 2007, the MXB research team successfully 
completed its preclinical studies, which examined the drug’s safety and biological activity in animals. The 
results were positive: the drug attacked the tumors and extended the lives of treated animals. 

The next step would be to file an IND (Investigational New Drug) application with the FDA. Morgan 
would have to send all of its animal testing data to the FDA. Once the application was approved, the 
company would be permitted to begin trials with human subjects. Petrozzi expected a lengthy dialogue 
with the FDA examiners, but he felt confident. There was only one mildly troubling statistic — a small 
number of fatal pulmonary embolisms — but Petrozzi believed that these were specific to mice. He was 
convinced that the embolisms would be extremely rare in human patients. Besides, Maxwell’s Leukemia 
was a life-threatening disease! 

Shaw and several executives met on August 9 to discuss the results and prepare a press release. “The most 
important thing,” said Shaw, “is to convey the drug’s financial potential to the analysts. I’d like to 
emphasize the size of the market — and our timeline. It’s been a long time since we had any good news.” 

“We can use the University of Minnesota study to show the size of the market,” said Christian Miller, 
Morgan’s Director of Communications. “I think they said that 16,000 people die each year from 
Maxwell’s Leukemia and that the market is about $800 million.” 

“Nobody believes that anymore,” said Petrozzi. “There were two papers about it last year. The Minnesota 
study has been pretty well discredited in the scientific literature.” 

“Well, at least it gives us an upper bound,” Miller responded. “We can also talk about the market for the 
disease — not just this one drug. Anyway, do we have other sources?”  

Petrozzi admitted they did not.  

“What about risks?” asked Shaw. “Do we need to highlight anything?”  

“My biggest concern is heart disease,” Petrozzi noted, “the risk of embolisms.” 

“But you said it wasn’t a problem with people,” said Shaw. 

“No,” said Petrozzi. “I said I didn’t think it would show up with people. And we’re talking about a fatal 
disease here — and a small chance of heart disease. But I guess you never know with the FDA.” 
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“OK,” said Miller, “then it’s an FDA issue. We know how that works, and our investors know how that 
works. Let’s get the good news out there.” 

Morgan issued the press release (see Exhibit 4 for excerpts). In response, Morgan’s stock gained 35%. 

BusinessWeek ran a lead story on the cancer market in September 2007. The story mentioned the 
University of Minnesota study, discussed the problems with the study’s methodology, and estimated that 
the market was only $650 million. The day after the story was published, Morgan’s stock dropped 10%. 

Bad News From the FDA 

On December 14, 2007, the Advisory Board met on a gloomy Friday afternoon. Despite the weather, the 
mood was buoyant; everyone was looking forward to the FDA’s preliminary response. Morgan had lined 
up everything it needed to begin testing MXB in human patients. If the FDA gave the thumbs up, trials 
could begin in February. 

As the board meeting wrapped up, Shaw received a note from Morgan’s VP of Regulatory Affairs. The 
FDA had called to give him advance warning. The FDA would formally announce its decision to turn 
down the full application on Monday. Their review board disagreed with Petrozzi about the risk of 
embolisms in humans. The FDA would permit Morgan to begin the tests — but only on patients with low 
risk for heart disease, who would have to pass through an expensive screening process. 

“These criteria are absurd!” Petrozzi exploded when he heard the news. “They’d exclude anyone taking 
meds for cholesterol, blood pressure, tons of conditions! And it will cost a small fortune to document 
these cardiac risks!” 

The Placement 

Campbell Coffe, Morgan’s investment bank, was preparing a European private placement to fund 
Morgan’s proposed human MXB trials. Kirk Pierce, Campbell’s lead banker, had spent the last week of 
November in London. He had planned to work over the weekend of December 15-16 putting the final 
touches on the offering circular, but after the board meeting, Morgan’s CFO called Pierce and instructed 
him to stop work on the placement. 

Pierce had a regular drinking buddy, Elizabeth Witt, who worked for Campbell’s trading desk. In October 
of 2007 Witt had told him about Bosworth & Co., a prominent and very aggressive London-based hedge 
fund. Bosworth was one of Campbell’s most lucrative clients. It made hundreds of millions of dollars 
from derivatives and active trading, and Campbell earned huge commissions for executing many of its 
trades.  

Witt told Pierce that Bosworth was sitting on a large pile of cash, and suggested that he get in touch with 
Tu Phan, one of Bosworth’s star money managers. Ever since, the hedge fund had been planning to 
participate in the private placement.  

Pierce closed his books and called Phan. Phan would want to know that the placement was off — but 
Pierce had more than that in mind.  

“I wanted to give you a head’s up before Monday,” said Pierce when Phan answered the phone. “The 
placement’s off — trouble with the regulators. I figured you’d want to know as soon as possible so you 
can figure out what you want to do with your cash.” 

Phan thanked him and hung up the phone. When the London Stock Exchange opened on Monday 
morning (December 17, 2007), Bosworth took a massive short position in Morgan stock. 
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The Market Responds 

Several hours later, the markets opened in New York. Morgan issued a new press release by noon. Miller 
tried his best to spin it — but there was no way to disguise the fact that the FDA’s response was bad news. 
By the end of the day, the stock had dropped nearly 50% on heavy trading. 

Bosworth made millions, but others were not so lucky. Carolyn Hayden was a fifty-year-old amateur 
investor in Boise, Iowa. Her mother had survived a heart attack in 2003, only to succumb a few months 
later to Maxwell’s Leukemia. Since her mother’s death, Hayden had waited eagerly for new therapies to 
hit the market. Hayden had received a Google alert when Morgan had issued its August 11, 2007, press 
release. This was what she had been waiting for. On August 15, she bought $50,000 worth of Morgan 
stock, and on October 1, another $50,000. Hayden sold all her stock on December 18, 2007. She had 
suffered a net loss of over $50,000 — a tenth of her retirement savings. 

Conclusion 

Wendy Shaw remained optimistic, but the last few years had been a wild ride. Bad news seemed to follow 
good, and investors fluctuated from effusive to downright hostile. The attention was starting to make her 
nervous: even minor statements by her scientists seemed to move the markets. Generics were starting to 
look attractive again. 

This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an endorsement 

of the organization in question, or illustrate either effective or ineffective management techniques or strategies. 

Copyright 2008 © Yale University. All rights reserved. Reprinted with permission of Yale University School of Management. To 

order copies of this material or to receive permission to reprint any or all of this document, please contact the Yale SOM Case 

Study Research Team, 135 Prospect Street, PO Box 208200, New Haven, CT 06520. 
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Exhibit 1 :   Drugs and Diseases 

 

Disease Treatment Description Ownership Notes 

Maxwell’s Leukemia - Acute myelogenous leukemia; most common in children. 

 Mexotinab (MXB) Monoclonal antibody; 

still in research stage. 

Morgan Life Sci-

ences 

Relatively safe profile 

 Surgery  n/a Must be caught early; usu. 

requires accompanying (“ad-

juvant”) treatments 

 Multiple other 

pharmaceuticals  

Chemotherapy and ra-

diotherapy 

Several firms Toxic; dangerous side effects 

Dermititic Melanoma (DM) – Rare form of epithelial (skin) cancer. 

 dTN Monoclonal antibody; 

still in research stage. 

Morgan Life Sci-

ences 

Relatively safe profile 

 Vexotim Chemotherapy Rickson Phar-

maceuticals 

Severely suppresses immune 

system. Highly toxic; danger-

ous side effects  

Note: Fictional drugs and diseases 
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Exhibit 2:   Excerpts from Press Release 

Andrei Petrozzi Joins Morgan Life Sciences as Vice President of Oncology Research 

WALTHAM, MA – Apr 19, 2005 – Morgan Life Sciences Inc. announced today that Dr. Andrei 
Petrozzi will join the company as its Vice President of Oncology Research. Dr. Petrozzi will re-
port to CEO, Wendy Shaw. 

“We are delighted to welcome such a distinguished scientist and inventor to our management 
team,” said Wendy Shaw, Morgan’s CEO. “Dr. Petrozzi has had a broad and distinguished career 
in basic and applied research. His contributions have already been enormous. He will now play a 
key role in helping Morgan develop new lifesaving drugs.” 

Prior to joining Morgan, Dr. Petrozzi was the William K. Templeton Professor of Biochemistry 
at the University of Massachusetts, where he studied bioengineering, immunobiology, and gene 
therapy applications to cancer. He has published many influential papers and has served with 
other distinguished scientists on advisory panels for the National Institutes for Health and the 
National Cancer Institute. 

Dr. Petrozzi is listed as an inventor on multiple patents and patent applications. In keeping with 
his new position, Dr. Petrozzi has agreed to transfer to Morgan his patents on the MXB family of 
monoclonal antibodies. 

Dr. Petrozzi holds a Ph.D. in Biochemistry from the University of Bologna. Before joining the 
faculty at the University of Massachusetts, Petrozzi was an Assistant Professor at the University 
of Michigan, and worked as a postdoctoral fellow in the laboratory of Dr. William Luther at Har-
vard University. 

 

Exhibit 3:  Email from Jamie Kim 

Subject: Good news !!! 
From:  Jamie Kim 
To:  Randall Kim 

Hey Randy – 

Great news this week! We finally got our results, and they totally beat expectations. Even my 
boss said he was surprised how well my enzymes worked! 

You wouldn’t believe the excitement here. Until Tuesday we were like second-class citizens. The 
other team was working on the “real” drug. Now everyone wants to talk to me. The other group 
took us out for lunch and bought martinis! 

Remember how I was afraid of being an “industry drone”? I can’t believe I thought this would be 
a boring job! Guess I made the right decision! 

OK, I’m going home to sleep for about twenty hours :) Love you. Talk soon 

JJHK 
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Exhibit 4:  Excerpts from Press Release 

 
Morgan Life Sciences Presents New Data On Monoclonal Antibody Therapy: Preclinical Stud-
ies Show Selective Targeting of Human Leukemia Cells 

WALTHAM, MA – Aug 9, 2007 – Morgan Life Sciences Inc. announced the results from a pre-
clinical study. MXB, a monoclonal antibody developed by Morgan’s Division of Oncology Re-
search, was shown to selectively target transformed cells in rats, inhibiting the development of 
Maxwell’s Leukemia. 

“This study is an exciting development,” said Andrei Petrozzi, M.D./Ph.D., Morgan’s Vice Presi-
dent of Oncology Research. “We have shown that the concept works. We now have an opportu-
nity to test a new medicine for patients facing this terrible disease.”  

… Morgan is moving ahead to test and develop a new product called mexotinab. The Company 
expects to submit an Investigational New Drug application in the coming weeks. 

“This is an enormous milestone for Morgan Life Sciences,” said Wendy Shaw, Morgan’s Chief 
Executive Officer. “This will be our first product based on a biotechnology breakthrough. The 
University of Minnesota reports that 16,000 people die each year from Maxwell’s Leukemia, and 
estimates the market for a cost-effective treatment could be worth as much as $800 million. We 
believe we can create a safer, more effective drug than anything currently available. We expect to 
receive a response from the FDA later this year. … If all goes well, we hope to have our first new 
products hit the market by 2010.” 

… Forward Looking Statements 

This press release contains forward-looking statements. Any statements contained within this 
press release that are not statements of historical fact may be deemed to be forward-looking, in-
cluding without limitation any statements about potential research developments, new products, 
timing, commercial and financial potential, or continued development of this or any other pro-
grams.  

Investors should not rely unduly on these forward-looking statements. These statements are 
premised only on our knowledge at the date of this press release. Morgan does not commit to 
revise or update any of these forward-looking statements in light of any circumstances, events or 
changes that might occur after this date. 

There are important factors that could cause actual results to differ materially from those de-
scribed in these forward-looking statements. These include developments and results from con-
tinued clinical trials, unexpected costs or legal liabilities, ongoing availability of financial re-
sources to support development programs, new developments from our competition, difficulties 
in obtaining regulatory approval in a timely fashion or at all, challenges to our intellectual prop-
erty, and other risks that we have identified in filings with the Securities and Exchange Commis-
sion… 
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Exhibit 5:   Timeline of Major Events 

 

1994 Morgan Life Sciences goes public. 

1998 Wendy Shaw promoted to CEO of Morgan Life Sciences. 

2002 Andrei Petrozzi publishes research showing that MXB inhibits leuke-
mia in rats. 

Apr. 2005 Morgan appoints Petrozzi as VP of Oncology Research and acquires 
rights to his research. Stock price soars. 

Jan. 2006 Morgan begins testing new technique to produce dTN. 

Oct. 2006 Petrozzi has lunch with Riley Mundsen. Copley Square purchases 
large block of Morgan stock. 

Feb. 5, 2007 New technique for producing dTN is successful. Morgan begins pre-
clinical testing. 

Feb. 12, 2007 Martina Petrozzi sells Rickson Pharmaceuticals stock short. Randall 
Kim purchases Morgan stock. 

Feb. 15, 2007 Morgan announces new dTN production technique. 

Aug. 9, 2007 Preclinical studies with MXB completed with positive results.  

Aug. 11, 2007 Morgan issues press release; stock gains 35%. 

Aug. 20, 2007 Morgan submits IND application for MXB. 

Sept. 2007 BusinessWeek publishes lead article on cancer market. Morgan stock 
drops 10%. 

Dec. 14, 2007 FDA gives Morgan advance warning of response. Morgan halts pri-
vate placement.  

Dec. 17, 2007 Bosworth executes trade on London markets. 

FDA responds to IND. Morgan issues press release; stock drops 48%. 
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Exhibit 6:   Morgan Stock Price 
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