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“About the time we can make the ends meet, somebody moves the ends.”
·  Herbert Hoover

The broader markets seemed to take a bit of a breather in the second quarter following their strong first quarter performance – though absent a late advance would have witnessed a surrender of those first quarter gains.  For the quarter, the Dow Jones eked out a 0.7% advance, while the Nasdaq and S&P 500 both experienced an ever-so-slight 0.3% decline.  Investor apprehension and uncertainty still seems a pervasive market sentiment given events in Europe and the Greek debt along with increased focus on the domestic debt ceiling issue and lingering doubt as to the strength of the US economic recovery.  Yet in a possible sign that investor sentiment may be shifting in a positive direction, the number of new issues to come public in the second quarter showed a strong increase over the first quarter, with the 43 IPO’s in the second quarter a 54% increase over the first quarter.  Is the markets’ aversion to risk – to some degree - on the wane?

Perhaps another positive indicator was the sharp advance in the Nasdaq biotechnology index - up 6.4% for the quarter – and that following the 6.7% increase in the first quarter.  That strength was not shared in the new issue category with only two new life science issues - Transzyme and Solazyme – coming public in the second quarter with Solazyme, the biofuel and oil company, perhaps more aptly categorized as clean tech.  Transzyme continued recent biotech IPO pricing trends and came in well below its expected range.

While still significantly below peak funding levels, life science venture financing remained consistent quarter-over-quarter with an estimated $1.3 billion in announced venture financings.  Three deals accounted for nearly one-quarter of the total – Cameron Health’s $107 mm raise, the $101 million Series B raised by Tesaro and the $60 million raised by CardioDx. The number of completed financings also remained relatively constant quarter over quarter and well ahead of the year-prior period.  Financings for medical device companies and biopharmaceutical companies were split roughly equally, with the two sectors accounting for some two-thirds of total financings as measured by number of completed transactions.

In keeping with recent experience, M&A activity continues to be strong, with some 63 deals, totaling $36.6 billion, announced during the quarter.  This compares to the 70 deals, totaling $25.2 announced during the second quarter of 2010.  It is important to note that prior year period marked the start of the sharp upturn in M&A activity – a pace which has remained fairly consistent. Most notable among the quarter’s transactions was of course J&J’s $21.6 billion bid for Synthes, though also notable was Teva Pharmaceuticals’ $6.8 billion bid for Cephalon to thwart Valeant’s overtures and Thermo Fisher’s $3.5 billion bid for Phadia.  Given that little has changed from previous quarters to alter the pace of M&A activity, we believe M&A to remain a pervasive market theme.


_______________________________

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 deliver superior results for its clients.  Member FINRA/SIPC.
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