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“But, soft! what light through yonder window breaks.  It is the east and (2011) is the sun.”
·  adapted from William Shakespeare 

While certainly any number of sector specific uncertainties, not to mention macro events, may derail the thesis, we tend to believe that on the face of it, 2011 may prove surprisingly robust.  Perhaps a visceral instinct – if not outright wishful thinking - but with signs of more permanence to the broader economic recovery and whispers of possible public debuts by companies such as Facebook, Twitter and Groupon, the ingredients are there.  The froth likely to result if indeed these companies do go public may have a broad spillover effect – and with it a potential outpouring of pent up new equity issues.  That the coattails are broad enough to bring along the life science sector, which seems to be lacking favorable market drivers independently, remains to be seen (recall that the hype surrounding the Internet in 1999 did not spill over).

Regardless, such positive sentiment seems to have dictated Q4 market activity, with the Dow, NASDAQ and the biotech-specific NBI all showing healthy gains.  For the quarter, the Dow gained 7.3%, the NASDAQ market up 12.0% and the NBI up 8.4%.  The market uptick did give six life science companies – Aegerion, Pacific Bioscience, Complete Genomics, Zogenix, Anacor and Ventrus – the opportunity to make successful public debuts, though in keeping with recent history in the space, many of the issues priced well below the indicated red-herring range and succeeded only with significant internal buying.  Moreover, we note that the fourth quarter advance brought the NBI back only to levels seen earlier in the year and was not a breakout into some new trading range.  And with only 17 issues making up the IPO class of 2010, not to mention these issues’ generally poor performance in the secondary market, it is not difficult to appreciate that public enthusiasm for the sector, absent some redefining event, likely will remain tentative.

Fourth quarter private financings seemed to have backed off the robust levels seen in the two prior quarters.  As measured by announced financings, both the number of deals completed and the total dollars raised were sharply off.  Yet despite the Q4 drop-off, financing activity for the full year did reflect an improving funding environment over the year earlier. For all of 2010, the number of announced deals increased 14% with the total committed dollars rising a bit less.  Notable Q4 financings included the $100 million Elevance Renewable Sciences deal related to development of bio-based feedstocks for consumer and industrial applications and the $69 million Pearl Therapeutics financing.

The prediction that M&A activity would emerge as a pervasive theme in 2010 did come to pass.  For the full year, nearly 250 transactions were announced worth an aggregate of $99.0 billion, with 60 deals totaling $48.5 billion announced in the fourth quarter alone.  Even after adjusting each year’s total for certain super-sized deals (Genzyme and Alcon in 2010; Genentech, Wyeth and Schering Plough in 2009), dollar volume more than doubled in 2010 from 2009 while the number of announced deals increased 36%.

Of particular note were the types of deals announced.  We noted in prior quarters that an overarching theme across many of the transactions was the apparent belief that size mattered in a time of economic uncertainty which was reflected in a desire to bulk up in core business areas.  What seemed to emerge in the most recent quarter was a renewed interest in acquisition opportunities that represented strategic complements and adjacencies to core business interests, rather than strictly bolt-ons to the core business itself.  This would suggest that companies are beginning to focus increased attention on growth opportunities and are less concerned about hunkering down and weathering the economic storm.

Signs that the IPO market may come alive coupled with continued strength in M&A activity is a combination that suggests 2011 may prove quite interesting, indeed. And yes John, the opening quote does set the tone for the message that follows – and this quarter is no exception.  


 
_______________________________
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