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Q2/2009 Life Science Sector Review
"Heavy metal rock junkies take notice:  Until your brain cells have been pummeled by the likes of Motorhead, you're really not in the club...Pulverizing their way through a 70-minute set, the band transformed the oppresively hot Paradise into a sonic torture chamber...  Motorhead reduced melody and dynamics to mere vestiges.  Their music was a gnashing snarl of noise [that] echoed the metal-on-metal sound of a V-8 engine that's run out of oil...."

- July 20th, 1983 Boston Globe
We begin this quarter's review with a priceless music review that appeared in an article entitled "The Motorhead Torture" (we have scanned the original 25+ year-old article and attached it as a PDF for your enjoyment).  Given the maladies that continue to plague the financial markets, we thought a comic interlude might be appropriate "as a monotany of horrors cannot be sustained," to quote a Shakespeare scholar discussing the significance of the porter scene in Macbeth.  Many parallels might be drawn with the madness that aptly describes the current state of the capital markets.
By many indications the markets' "monotany of horrors" continue unabated, with a robust recovery a distance event.  While the indices have bounced sharply off their early-March lows, other than perhaps investor sentiment, which remains transient, what has materially changed?  Not much - the economy remains listless and the credit markets remain fragile.  The performance of the major indices reflect this reality.  The Dow remains nearly 30% below its 52-week peak (more than 40% off its peak level reached in 2007) with the NASDAQ, BTK and NBI also mired in red.  We might take some solice in that we did not fall off March's cliff into the abyss, but does less-bad suggest happy days are here again?  Certainly not.
Then again, reality, especially in markets like these, is in great part perception and at the quarter's end, perception was tracking on a positive path with the indices all hovering near their 2009 highs (subsequent contractions aside).  Moreover, there did appear to be some signs of life in the IPO market with twelve new issues pricing for the quarter, six in June alone, versus two in the first quarter.  While no new life science issues came public, marking the fifth staight quarter of the current IPO drought, a company closely linked to the fortunes of the sector, the clinical trials information management company Medidata, did break through, perhaps a nascent - if not embryonic - sign of reemerging investor interest in the sector.
We acknowledge that we might be smoking something here, but better that than drinking the purple Kool-aid.

Venture financings for the second quarter showed an uptick with 50 or so deals raising $950 million.  While the total dollars raised reflected a 20% increase over the first quarter, one deal - the $145 million funding of the specialty pharmaceutical company Clovis Oncology - accounted for the entire increase.  Biopharma deals outpaced medical device deals by a 2:1 margin, an extension of the first-quarter trend.  It is noteable that a majority of the financings continue to involve either round extensions, recapitalizations or bridge financings and that overall funding commitments to the sector remain nearly 50% below 2007 peak levels.  Yet consistent quarter-over-quarter activity we view as a positive.  Perhaps the markets are signaling that we have reached some kind of a floor.  
Deal making continued to show activity with some $7 billion in M&A transactions announced in the quarter.  While the quarter lacked the mega-deals that made first quarter M&A activity particularly noteworthy, April to June did see three billion-dollar plus deals announced - Watson Pharmaceuticals' $1.75 billion deal for the UK's Arrow Group, J&J's $1 billion buyout of Cougar Biotechnology and GSK's $2.9 billion bid for Stiefel Laboratories.  The number of announced deals remained consistent quarter over quarter, though down somewhat from the year prior quarter.  We reiterate our belief that M&A will likely remain a key theme in 2009, absent some remarkable about-face in the capital markets.
_______________________________
Johnston Blakely & Company, LLC is a Boston-based investment bank offering private equity placement and merger & acquisition-related financial advisory services exclusively to companies in the life science sector.  The firm incorporates the venture capital tradition of comprehensive company involvement into investment banking engagements to delivery superior results for its clients.  Member FINRA/SIPC.
More than investment banking...inVenture banking™
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