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Biotech holds strong amid
record high investments

Investment in life
sciences was at an all-
time high. Year-over-
year double digit
growth witnessed in
both biotech and
medical devices
industries.




US venture capital funding for the life sciences sector?,
which includes biotechnology and medical devices,
increased 60% by value, but declined 4% by volume, on a
year-over-year basis during the third quarter of 2015,
according to the MoneyTree™ Report from
PricewaterhouseCoopers (PwC) LLP and the National
Venture Capital Association (NVCA). The report is based on
data provided by Thomson Reuters. Venture capitalists
invested $2.9 billion in 194 life sciences deals in third
quarter 2015, compared with $1.8 billion in 203 deals
during the same quarter of 2014.

Overall venture funding across all industries grew by 56%
in value, but declined 1% in volume, from the third quarter
of 2014 to 2015. Venture investors funnelled $16.3 billion
into 1,070 deals during the third quarter of 2015.

Life sciences venture capital
tnvestment

The $2.9 billion investments in life sciences during the
third quarter of 2015 was the highest investment in the
sector since the start of the MoneyTree data series in 1995.

The life sciences share of total venture funding increased
from 17% during the second quarter of 2015, to 18% during
the third quarter of 2015.

The Biotechnology industry received the second largest
amount of venture capital in the third quarter of 2015, with
$2.1 billion going into 121 deals, an increase of 77% in deal
value and 1% in deal volume, compared with the third
quarter of 2014.

1 The MoneyTree life sciences sector includes the biotechnology
and medical device and equipment industries. Biotechnology is
defined as “developers of technology promoting drug
development, disease treatment, and a deeper understanding of
living organisms; includes human, animal, and industrial
biotechnology products and services. Also included are
biosensors, biotechnology equipment, and pharmaceuticals.”

Medical devices and equipment industries are defined as those
that “manufacture and/or sell medical instruments and devices
including medical diagnostic equipment (X-ray, CAT scan,
MRI), medical therapeutic devices (drug delivery, surgical
instruments, pacemakers, artificial organs), and other health-
related products such as medical monitoring equipment,
handicap aids, reading glasses, and contact lenses.”

PwC

The medical device industry also increased by 30% in terms
of value, but deal volume declined by 12% for the third
quarter of 2015, compared with the same quarter last year,
capturing $821 million in 773 deals.

We’re on track for one of our largest biotech years we have
had in quite a long time,” said Greg Vlahos, Life Sciences
Partner at PWC.

Figure 1: Life sciences funding compared with total venture
funding, 2013-Q3 2015
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Life sciences funding by quarter

Life sciences investment jumped to $2.9 billion in the third
quarter of 2015, compared with the third quarter of 2014,
during which $1.8 billion was invested.

On a year-over-year basis, both biotechnology and medical
devices investments jumped by 77% and 30% respectively
in terms of value.

When compared with the second quarter of 2015, funding
declined by 0.5% for biotechnology, but increased 3% for
medical devices.

“The third quarter of 2015 shows there is continued interest
in biotechnology and medical devices,” said Vlahos. “With
the strong exit markets for biotechnology set up for
renewed interest in life sciences”.

Figure 2: Life sciences funding trends by quarter,
2013-Q3 2015
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Life sciences deal volume by quarter

A total of 194 life sciences deals happened during the third
quarter of 2015, which was a decrease of 4% compared to
last year same quarter, and 3% compared to the second
quarter of 2015.

During the third quarter of 2015, the biotechnology
industry logged 121 deals, up from 120 during the third
quarter of 2014, and down from 124 during the second
quarter of 2015.

The medical devices industry completed 73 deals during the
third quarter of 2015, compared with 83 during the third
quarter of 2014 and 77 during the second quarter of 2015.

Figure 3: Life sciences deal volume by quarter,
2013-Q3 2015

0.3
0.2
0.2

$ in billions

0.1
0.1

0.0

Q1 Q2 Q3 Q4
=2013 ®2014 m=2015

Life sciences average deal size by quarter

During the third quarter of 2015, the average deal size for
life sciences was $14.9 million, an increase of 68% year-
over-year and 4% quarter-over-quarter. The $14.9 million
average deal size for life sciences was an all-time high.

The biotech industry captured one of the top 10 deals of the
third quarter of 2015. Stem CentRx, a San Francisco
developer of cancer drugs, attracted $250 million and was
fifth on a list dominated by software companies.

Figure 4: Life sciences average deal size by quarter,
2013-Q3 2015
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Funding for biotechnology and
medical devices

Biotechnology captured 72% of all life sciences investments
during the third quarter of 2015. This share ranks higher
than the third quarter of 2014 and is equivalent to the
second quarter of 2015.

For the third quarter of 2015, the medical devices and
equipment industry share declined to 28% from 35% when
compared to the same quarter of last year, and remained
flat at 28% compared to the second quarter of 2015.

Despite the decline, Vlahos notes an increase in confidence
in the medical devices sector. “We’ve seen strong M&A
happening in this space over the past few quarters, in
addition to an increase in VC investing.”

Figure 5: Life sciences investment split for the third quarter
of 2015
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Figure 6: Biotechnology and medical devices funding
trends, 2013-Q3 2015
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Biotechnology funding
by subsegments

The biotech-human subsegment led the life sciences
venture capital funding with $1.7 billion, during the third
quarter of 2015.

Biotech-human subsegment funding increased 112%
compared with the third quarter of 2014, but declined 6%
from the second quarter of 2015.

When compared with the third quarter of 2014, three
subsegments rose during the third quarter of 2015:

e Biotech human, +112% to $1,667 million
e Biotech industrial, +83% to $75 million
e Pharmaceutical, +45% to $155 million

For the third quarter of 2015, biotechnology subsegments
receiving less funding compared with the same period in
2014 were:

e Biotech animal, -18% to $50 million

e Biosensors, -33% to $51 million

e Biotech equipment, -45% to $34 million
e Biotech research, -1% to $31 million

Figure 7: Biotechnology funding by subsegments,
2013-Q3 2015
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Medical devices funding by subsegments

For the third quarter of 2015, the medical therapeutics
subsegment, with a funding of $525 million, attracted the
most funding in the medical devices industry. The amount
represented an increase of 33% from the same period last
year and 6% from the second quarter of 2015.

Funding for two medical devices subsegments increased,
and one decreased during the third quarter of 2015, when
compared with the same quarter of 2014:

PwC

e Medical diagnostics, +78% to $136 million

e Medical therapeutics, +33% to $525 million

e Medical/health products, -2% to $160 million
Figure 8: Medical devices and equipment funding by
subsegments, 2013-Q3 2015
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Life sciences funding by stages

For the third quarter of 2015, early stage life sciences
funding, at $1.8 billion in 122 deals, represents a sizeable
increase of 100% compared to the same quarter of last year,
and 12% compared to the second quarter of 2015.

Late stage funding for the third quarter of 2015 was at $1.1
billion in 72 deals. Year-over-year funding rose by 21% and
declined quarter-over-quarter by 15%.

“The $1.8 billion early stage investment is the highest early
stage investment in the sector, since the start of the data
series in 1995,” Vlahos noted. “This record high investment
in early stage deals signals strong interest of venture
capitalists in the life sciences sector and bodes well for
continued investments in the sector in the near future.”

Figure 9: Life sciences funding by stages, 2013-Q3 2015
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Biotechnolo ndinag by staages Figure 11: Medical device funding by stages,
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During the third quarter of 2015, early-stage biotechnology
funding rose a whopping 126% to $1.6 billion in 87 deals,
compared with $693 million in 74 deals for the same period
of 2014. This is an all-time high early stage investment in
the biotechnology industry.

$ in billions

Late-stage funding for biotechnology in the third quarter of
2015 rose 5% to $493 million in 34 deals, up from $470
million in 46 deals during the third quarter of 2014.
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Figure 10: Biotechnology funding by stages, 2013-Q3 2015 follow-onfunding
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decrease of 6% compared over the second quarter of 2015.
During the third quarter of 2015, early stage medical
devices funding increased 12% to $236 million in 35 deals,
compared with $211 million in 35 deals for the same period

Figure 12: Life sciences follow-on compared with initial
investments, 2013-Q3 2015
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Table 1: Life sciences investments 2015 third-quarter
growth factors (Y/Y growth)

% change in % change in % change in

deal volume avg. deal size  investments
First-time -4% +95% +87%
Follow-on -5% +64% +56%

Regional funding trends

Boston, San Francisco Bay area, San Diego Metro, Great
Lakes and New York Metro received the most life sciences
venture capital dollars during the third quarter of 2015.

Boston, the leader, received $1.0 billion, with $738 million
going to biotechnology and the remaining $268 million
going to medical devices.

The Boston area closed 37 deals during the third quarter of
2015, with an average size of $27.2 million.

Figure 13: Top five metropolitan regions, third quarter 2015

New York Metro
Great lakes

San Diego Metro

San Fran/Berkeley, San
Jose

Boston

0 200 400 600 800 1,000 1,200

m Biotechnology  m Medical devices
Figure 14: Life sciences funding trends in top five regions,
2013-Q3 2015
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Venture capital outlook

Venture capital firms invested $47.2 billion in the first
three quarters of 2015. That level is higher than 17 of the
last 20 years. For the third quarter of 2015, VC funding
remained robust despite financial market weakness. The
total $16.3 billion invested by venture capitalists in 1,070
deals, represents a robust increase of 56% in deal value, but
a slight decline of 1% in the number of deals compared to
the third quarter of 2014.

Venture capitalists are investing more money in private
companies than at any time since the dot-com bust, with
software companies grabbing the biggest slice of the pie.

“Despite a modest downtick in dollars and deals in the third
quarter, we are still in a midst of a robust market and this
quarter marks the second highest quarter in aggregate
investment dollars since the fourth quarter of 2000,” said
Tom Ciccolella, US Venture Capital Market Leader at PwC.
“Though software remains dominant, the top ten deals
included rounds of funding across seven industries,
illustrating continued investment appetite in new areas of
innovation across industries.”

Venture capitalists investment for all of 2015 is likely to be
the second highest on record, second only to the year of
2000, which saw $105 billion in investment. For the first
nine months of 2015, VCs have invested $47.2 billion. This
would seem to indicate that investment is likely to surpass
not only the $50.7 billion invested in 2014, but also the
$54.9 billion invested in 1999, the second highest year now
on record for VC funding.

In the life sciences, overall venture activity during the third
quarter of 2015 amounted to $2.9 billion going into 194
deals. The biotechnology industry captured the second
largest total for dollars invested after software at

$5.8 billion.

“With seven consecutive quarters of more than $10 billion
deployed to the start-up ecosystem and more than half of all
investment deals now going to seed or early stage
companies, it’s a great time to be an entrepreneur in
America,” said Bobby Franklin, President and CEO of
NVCA. “If there’s anything we learned this quarter, it’s that
despite the recent turbulence in the financial markets,
venture capitalists remain undeterred and are confident
investing in truly innovative companies across all sectors of
our economy.”

Franklin goes on to note that with$16.3 billion invested for
the quarter and over $47 billion invested for the year, the
total venture capital dollars deployed to the startup
ecosystem in 2015 is on target to be the second highest
since the inception of the MoneyTree Report in 1995.

There were 13 venture-backed IPOs valued at $1.7 billion
for the third quarter of 2015. Quarter-over-quarter, both
volume and value decreased by 55% and 54% respectively,
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compared to the second quarter of 2015. Led by the
biotechnology sector, 10 of the 13 offerings during the
quarter were life sciences IPOs representing 77% of the
total listings in the third quarter of 2015.

A total of 90 venture-backed M&A deals were reported, in
the third quarter of 2015. Life sciences sector venture
backed M&A closed 14 deals during the quarter with a
disclosed value amount of $1.6 billion.

According to Franklin, market volatility led the decline in
the number of companies making public offerings during
the third quarter, but M&A activity remained robust,
marking the strongest quarter by disclosed deal value
this year.

“Of the thirteen companies that did make an IPO, more
than two-thirds are currently trading above their offering
price in the middle of a choppy market, a strong indicator of
the quality of venture-backed IPOs,” said Franklin.

He goes on to note that market volatility is not the only
factor weighing down IPOs. Another recent and important
trend that has impacted the venture-backed IPO market is
the increased activity of both VCs and non-traditional
investors making late-stage investments into private
companies that might otherwise file for an IPO. “While
these so-called ‘private IPOs’ are weighing down the current
IPO market, it also means the venture-backed IPO pipeline
is deep and we are hopeful that exit activity picks up steam
in future quarters.”



About PwC’s Pharmaceutical and
Life Sciences Industry Group

PwC’s Pharmaceuticals and Life Sciences Industry Group
is dedicated to delivering effective solutions to the
complex strategic, operational, and financial challenges
facing pharmaceutical, biotechnology, and medical device
companies. We provide industry-focused assurance, tax,
and advisory services to build public trust and enhance
value for our clients and their stakeholders. More than
195,000 people in 157 countries across the PwC global
network of firms share their thinking, experience, and
solutions to develop fresh perspectives and

practical advice.
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