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Q4/2009 Life Science Sector Review
"The early bird may get the worm, but it’s the second mouse that gets the cheese."


- John Hammond
After rebounding sharply off the March lows, it would appear that the easy money has been made.  While up from where they stood at the start of the quarter, the major market indices achieved gains that came nowhere close to the strength displayed in the third quarter.  The markets seem poised to slog through in fits and starts for some time given the uneven flow of economic data.  We take some comfort in this relative sense of market tranquility, however, given the recent trip to the precipice.

The revitalized interest in new issue activity that emerged at the end of the third quarter continued through the fourth quarter, with the quarter’s IPO activity accounting for more than 50% of the total for 2009.  Indeed, more new issues came to market in the quarter than came to market in all of 2008.  Three of these were life science issues – Talecris Biotherapeutics, Omeros Corporation and AGA Medical Holdings.

Previous market downturns seem to give rise to a period of reflection by investors, since the profiles of life science companies to come public after the downturn are quite different than those coming public before.  For instance, among biopharma issues to debut in 2000, only one-third of the companies had even a single compound in the clinic.  When the IPO market returned following the bursting of the dot-com bubble, nearly 100% of the issues came to market with compounds in Phase II clinical or beyond.

Though perhaps too early to indicate a trend, there seems to be emerging a similar distinction this time around.  Talecris and AGA Medical are much more mature companies than those fitting the historical IPO profile, with substantial revenues and billion-dollar-plus enterprise values.  These companies have traded up since their IPOs.  Omeros, a pre-revenue clinical-stage biopharma company, has traded down since its debut, at one point down some 50% (which doesn’t seem to bode well for the other clinical-stage companies approaching the IPO cauldron). 

Fourth quarter M&A activity displayed significant strength, with the number of announced deals up nearly 50% over third-quarter activity and up 100% over the year prior period.  We did note, however, that despite the increase in number the deals, the increase in dollar volume was much more limited.  This would suggest that acquirors are significantly more value-oriented and unwilling to bid aggressively, a trend that has persisted — not surprisingly — for the entire year.  While nearly 200 M&A transactions were announced in both 2008 and 2009, after adjusting for the three megamergers earlier this year, aggregate dollar volume for the year fell by nearly half.

All of which has us scratching our heads to find the reasons behind the apparent strength in the private financing market.  For the quarter, over 50 private company deals raised in excess of $1.1 billion.  More than half of the total were biopharma deals, with three financings involving pure discovery companies.  Medical device companies accounted for another 25% of the companies funded during the quarter.  While the number of completed financings displayed only a modest increase over the third quarter, the dollars raised increased 25%.  And compared to the fourth quarter of 2008, dollars raised increased more than 60%.  For the entire year it appeared to be dejà-vu all over again, with only a slight difference between 2008 and 2009 in terms of number of deals and dollars raised.

Is it a case of  “the one who laughs last, laughs best” or is it because “the one who laughs last, probably didn’t get the joke” ?  We like being the second mouse.
_______________________________

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.
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