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“Democracy is the theory that the common people know what they want and deserve to get it good and hard.”
·  H. L. Mencken

It is no news that the markets ran into significant headwinds during the third quarter.  With the continuing sovereign debt drama in Europe and the quagmire that has become American political discourse, what seems somewhat surprising is that the markets did not witness a steeper decline.  Regardless the quarterly performance was quite painful with the Dow, the S&P 500 and the Nasdaq Biotechnology Index all recording double-digit percentage losses, the Dow losing 13.8%, the S&P off 15.8% and the NBI down 14.9%.  Despite the post quarter-end rebound in the markets, without some remarkable turn of fortunes – on both sides of the Atlantic - we cannot envision any decrease in market volatility and choppiness.

The unsettled nature of the markets was also reflected in IPO activity.  After a relatively strong second quarter for new issues, with some 44 IPOs pricing, there seemed to be some hope that investor confidence was returning and that positive market momentum – albeit tenuous - was building. Those hopes were quickly dashed in the third quarter in wake of the federal debt-ceiling crisis, with only 18 new issues coming to market.  At the current pace, IPO activity will likely fall well below last year’s level. 

Not that this second-quarter momentum carried over to the life science space – it did not.  After a slew of new issues during the first quarter, IPO activity in the sector has been anemic.  In fact, of the 68 IPOs to debut over the past 6 months, only four involved life science companies.  Only one new issue, Horizon Pharma, came public in the third quarter.  Annualized, the percent of IPOs coming from the life science sector is at a ten-year low.
 
Regardless, the sector continues to attract venture capital investment with an estimated $1.3 billion in announced third-quarter financings, consistent with the amount garnered by the sector in the second quarter.  Also consistent with the second quarter were the number of completed transactions.  Yet reflecting an overarching lack of investor enthusiasm, we did note that many of these financings were either round extensions or insider rounds.  Appetite for early-stage investment and new company formation remains subdued.  Neuromodulation received quite a bit of attention with two of the larger deals of quarter involving the medical device companies Nevro and Neuropace.  Also of note was the surprisingly large number of diagnostic deals completed during the quarter.

As reflected in the chart below, M&A activity remained strong although perhaps showing some signs of moderating.  For the quarter, 57 deals were announced totaling $41.3 billion, the largest being Express Scripts’ $29 billion bid for Medco.  This compares to the 63 deals, totaling $36.6 billion, announced during the second quarter of 2011 which included J&J’s $21.6 billion bid for Synthes.  Interestingly the three other billion-dollar deals announced during the quarter were all private equity led transactions – the $5 billion buyout of KCI by Apax Partners, the $3.9 billion bid for PPDI led by the Carlyle Group and Hellman & Friedman, and the $1.7 billion acquisition of Immucor by TPG Capital.





Perhaps this is a sign that the sector is undervalued – if not underappreciated.  We suspect it is a bit of both.


Should you wish to discuss this report or any of the information contained in this report, please contact Benjamin Conway, Managing Director, at 978-526-4014.  We look forward to hearing from you.

_______________________________

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.

More than investment banking...inVenture banking™
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