6 LOS ANGELES BUSINESS JOURNAL

NEWS & ANALYSIS

JANUARY 26, 2015

Protein Engineer Sees Software as Building Block
BIOTECH: Protabit hopes

for boost from licensees’
work with its program.
By MARNI USHEROFF Staff Reporter

There might come a day when energy companies are able to inexpensively capture
methane that’s flared into the atmosphere
when pumping oil out of wells and convert it to
gasoline.
Proteins, essential molecules of all living
things, can be enhanced for use in a variety of
commercial applications including industrial
manufacturing, making new drugs or even
converting waste into more valuable products
at less cost than other chemical processes.
Among the biotech companies chasing those
opportunities is Pasadena’s Protabit, which
engineers proteins. It has even developed a computer platform that expedites the process. Its
algorithm models different combinations of protein building blocks, helping to streamline the
process of discovering useful ones.
While Protabit is primarily focused on discovering its own innovative proteins, it’s decided to license a user-friendly version of its platform as another revenue stream. For about
$5,000 a month, a company that works with
proteins but isn’t able to develop its own computational protein design program will be able
to use a cloud-based version of the Protabit
software called TriadWeb. Protabit is finalizing
the details and plans to launch the service in
the next few months.
Protabit aims to sell its software to companies
whose products reach a broad range of markets,
according to Julia Allen, an analyst with Lux
Research Inc. in Boston who tracks companies
using biology to produce new chemicals.
“A lot of the chemicals we look at can go
into textile, automotive, agriculture markets,
consumer packaged goods,” Allen said. “It’s
such a broad reach that it’s almost hard to
define into a narrow discussion.”
Though it seems like Protabit might be
enabling the competition with its own secret
sauce, Chief Executive Barry Olafson isn’t
worried. In fact, he welcomes it.
“We would love it if somebody would use
our software to make a better cellulase (an
enzyme) and tell the world, ‘We were able to
make the software because we used Protabit’s
technology,’” he said.
Designer seeds
The company has benefited from such partnerships in the past. In particular, a four-year
contract with agricultural biotech behemoth
Monsanto Co., which helped launch Protabit
out of Stephen Mayo’s Caltech lab in 2009.
Olafson and Mayo both got their doctorates
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Up to Code: Protabit Chief Executive Barry Olafson at the protein engineering company’s headquarters in Pasadena.

at Caltech, where they met and started their
first company, Molecular Simulations Inc.,
formed in 1984 with their mentor William A.
Goddard III. MSI was a computational chemistry software company, using mathematical
formulas to predict how molecules would
interact with each other.
Such software could be helpful, for example, when designing a drug to determine if it’ll
actually bind to a site on a targeted protein.
“It would be very time consuming to go in
the lab and synthesize the drug and measure
it,” Olafson explained. “But on the computer
you can sketch it and then in an hour you can
start running the calculation.” The formula
would still need to be tested, though.
“It’s still an art rather than a science to get
the calculations to perform well,” he added.
Olafson stayed at MSI through a series of
mergers and acquisitions before leaving in 1995.
“We were still trying to develop technology
with commercial potential,” he said of his work
with Mayo, who now chairs Caltech’s division
of biology and biological engineering.
“Monsanto was looking at technologies to do
protein engineering, approached Steve and said

we’re interested in what your lab is doing. Is
there some way we can work together?”
The pair co-founded Protabit in 2009 with
Benjamin Allen, who just finished his Ph.D. in
Mayo’s lab, and signed a research deal with
Monsanto to develop computational protein
design software. Protabit got $9 million over
four years, according to Olafson, and Monsanto
got perpetual exclusivity to use the technology in
agricultural biotech. But Protabit still has the
rights to use the software in other fields.
“Part of our commitment to bringing new
technologies to agriculture is identifying innovators we can work with to deliver solutions for
our farmer customers,” Christi Dixon, a
Monsanto spokeswoman, wrote in an email.
“Our work with companies like Protabit is an
example of that commitment to collaboration.”
Protabit staffed up to about a dozen people and
rewrote its code from scratch: Monsanto wanted a
program free of claims it was developed at a university or under federal support, Olafson said.
Leveraging its tech
The substantial income from Monsanto
stopped in 2013 when the four-year deal came to

an end, and Protabit decided licensing its software to a broader audience might be a better
source of funding than chasing grants. It also
dovetails with the company’s primary goal of
developing its own novel proteins for areas
including biofuels, materials, commodity chemicals, biologics and pharmaceutical industries.
Protabit now employs about 10 chemists,
biologists and coders working out of its 3,000square-foot office in a Lake Avenue corporate
midrise, a small wet-lab bench space at the
Pasadena Bioscience Collaborative and a lab
on the research end at Caltech.
Even as the company begins marketing its
software, Protabit will continue to seek to
develop its own proteins.
One such endeavor is a U.S. Energy
Department-funded collaboration with Caltech
and Northwestern University to develop
enzymes that will activate methane, the first
step in converting the natural gas to biofuels or
other commodity chemicals.
If successful, such catalysts could offer an
inexpensive way to transform methane into a
more usable fuel and reduce demand for foreign oil.

Homebuilder’s Earnings Unwelcome on Wall Street
CONSTRUCTION: Shares

of KB Home tumble on
poor fourth-quarter report.
By MARNI USHEROFF Staff Reporter

KB Home Chief Executive Jeffrey Mezger
called the U.S. housing market “a mixed bag”
in the homebuilder’s recent fourth-quarter earnings call. He easily could have been referring to
the earnings results themselves.
While orders for homes and average sale
prices were up year over year in the quarter, the
Westwood company’s gross margin was down
from the previous period. As a result, shares fell
16 percent Jan. 13, the day earnings were released.
And they continued to slide for most of last week,

closing at $11.94, down 12 percent for the week
ended Jan. 21 to land among the biggest decliners
on the LABJ Stock Index. (See page 76.)
In the call, Mezger said “we generated a
disappointing fourth-quarter adjusted housing
gross margin of 18.7 percent, which was down
30 basis points from the third quarter.”
He noted KB’s gross margin will continue to
lag the prior year for some time. Management
projects its first-quarter gross margin will drop
significantly from last year before improving
sequentially for the following three.
“There is no one item that will drive an
improvement in gross margin,” Mezger added.
“It is a menu of many actions in both revenue
and cost, and we are aggressively addressing
all of them. Although at this time we do not
expect to reach our housing gross-profit margin goal of 20 percent in 2015 as we had

hoped, this remains the target level we are
working toward for the near future.”
“Primarily their cost of sales are up,”
explained Craig Sterling, head of research for
EVA Dimensions in New York. “They’re spending more money to build the houses. In fact, it’s
the highest since before the credit crisis.
“The last two quarters their operating margins have fallen almost 180 basis points, which
is a lot,” Sterling said.
Analysts at JP Morgan downgraded their
price target for the company to $15 from
$19.50. They wrote in an investment note that
while a lower stock rating should limit further
downside, “we believe the company’s material
lowering of gross-margin guidance and continued execution missteps should limit material
upside in the near to medium term.”
Representatives of KB Home wouldn’t
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comment on its stock performance.
The stock also might have been hurt by last
week’s news that builder confidence in the
market for newly built single-family homes
declined one point to 57, according to the
National Association of Home Builders. Any
number over 50 indicates that more builders
view conditions as good than poor.

