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Biotech Funding Gets Harder to Find 

Biotechnology firms are coming around to a harsh reality: The gravy days are over. 
These small, innovative drug companies were once an investment darling, able to secure millions of 
dollars from venture capitalists and even more later through public offerings. But in recent years, 
venture financing for biotech has been in decline, due to the tough economic environment and poor 
returns from stock offerings. 
Venture capitalists invested a total of $3.92 billion last year in biotechs of all stages, well below the 
$6.17 billion peak in 2007, according to VentureSource. And shares in biotechs that went public last 
year averaged 29% less than their expected midpoint offering price, according to investment bank 
Needham & Co. Some venture capitalists have stopped funding new biotech altogether. 
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Meantime, Big Pharma companies, whose deals with biotechs provide another major source of 
funding, are driving harder bargains, increasingly tying their investments to proof of success. 
For biotechs looking to raise money, "it's a lot like the housing market right now" is for homeowners 
trying to sell, said David Pompliano, chief executive of the biotech BioLeap, who has been meeting 
with venture capitalists and corporate venture funds to supplement the $5 million it raised two years 
ago. "The environment is tough." 
As a result, biotech firms are tightening their belts and scrambling to come up with creative sources 
of funding. Some are hiring fewer scientists and contracting out key tasks, such as synthesizing 
potential drug candidates. A few have closed their doors for lack of funding, while others seek out 
funds from wealthy backers overseas, money from new pharmaceutical-company initiatives or help 
from private foundations, people in the industry say. 
Ultimately, some promising advances may go unexplored, if start-ups can't find new ways to secure 
seed money. "There's a lot of discussion out there: What's the new paradigm, or are we going to see 
the biotech industry wither away," said Kevin Collins, a Jenner & Block lawyer who works with 
biotechs. 
To be sure, there is still money to be found for some ideas, and funding amounts have picked up 
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recently. The $4.7 billion total invested by venture capital and others in privately held biotechs last 
year was the most since $5.4 billion in 2007, according to a MoneyTree Report by 
PricewaterhouseCoopers and the National Venture Capital Association. 
But investment hasn't returned to the heights before the downturn, and there are fewer deals, 
especially in start-ups. Last year, 98 biotechs received venture funding for the first time, down from 
141 in 2007, the MoneyTree report said. The start-ups raised a total of $842 million in initial 
financings in 2011, down 19% from the 2007 total. 
"The bubble mentality, where every good idea gets funding, is over," said Elias Zerhouni, who 
studied industry financing for the Biotechnology Industry Organization trade group and now heads 
research and development at French drug giant Sanofi SNY +0.18%SA.  
It's a big comedown from headier days of biotech fund-raising more than a decade ago. Parking lots 
for biotech officials and scientists, once populated by rusting Plymouths and Datsuns, were overrun 
by shiny new cars including BMWs and Mercedeses, recalled David Webb, a former executive at 
Syrrx Inc. and other biotechs who now consults for the firms. "There were a lot of good dinners," he 
said. 
By the end of 2002, San Diego-based Syrrx said had raised $111.5 million from venture capitalists, 
according to VentureSource. In 2005, the cancer drug firm was bought by Takeda Pharmaceutical Co. 
4502.TO +0.54%for $270 million. 
But the economic downturn hurt investors in venture-capital funds, who grew skittish about putting 
dwindling fortunes into risky and expensive biotechs—like ARYx Therapeutics Inc., a Fremont, 
Calif., firm that announced it was folding last year after the Food and Drug Administration delayed 
providing guidance on its development of a gastrointestinal treatment.  
By contrast, Internet start-ups proved to be more lucrative, cheaper to fund, and less dependent on 
unpredictable regulatory scrutiny, venture capitalists say. 
Another turn-off: Venture capitalists can't cash out like they had. For years, an initial public offering 
provided a clear return for investors. But in 2011, there were eight IPOs of venture-backed biotech 
companies, raising $517 million; that was down from 19 IPOs in 2007 that raised more than $1.2 
billion, according to the MoneyTree Report. 
Peptimmune in Cambridge, Mass., shut down last year after failing to raise the $35 million it wanted 
to fund studies of a multiple-sclerosis drug it was developing. And this month, Argos Therapeutics, a 
maker of cancer and HIV therapies, withdrew its plans for a public offering, citing market conditions. 
When companies do go forward with an IPO, the offering often doesn't allow venture capitalists to 
cut the cord to their investments anymore. To get outside investors interested, venture capitalists say 
they can no longer cash out through an IPO, but rather must invest even more by buying shares. Last 
year, biotech insiders bought on average 28% of offered shares, almost double the 14.5% average 
four years earlier, according to investment bank Needham & Co.  
"An IPO is a financing vehicle, not an exciting opportunity" today, said Jay Lichter, managing 
director at Avalon Ventures, which invests in biotechs. 
Given the lower stakes, several venture funds including Scale Venture Partners have abandoned 
biotechnology altogether, while venture capitalists from Morgenthaler Ventures and Advanced 
Technology Ventures also aren't making any new health-care investments, said a person familiar with 
the matter.  
Scale's venture capitalists "believe that the vagaries of the FDA and the resulting increase in time and 
capital needed to take these [biopharma] companies through to a real exit" don't fit the firm's 
midstage fund strategy any longer, the firm's Kate Mitchell wrote in a blog post. 
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As venture capital tightens, large drug makers loom larger as a source of financing. Big Pharma 
counts heavily on biotechs to do some of the risky, early-stage research into potential new drugs. 
Yet large drug makers are facing their own cash squeeze as aging medicines face generic competition. 
Today Pfizer Inc. PFE +0.14%prefers to pay a biotech as it meets various milestones during a drug's 
development, rather than pay a hefty sum upfront to buy the biotech or rights to the compound, said 
Kristin Peck, who heads Pfizer's business development. 
In November, for instance, Pfizer said it would buy Excaliard Pharmaceuticals Inc., a developer of 
drugs to treat skin scarring, for an undisclosed upfront sum followed by additional payments if certain 
scientific and commercial milestones were met.  
"I'm not buying you out and paying you upfront," said Ms. Peck. "I'll give you enough to pay you for 
what you accomplished today."  
Biotech Constellation Pharmaceuticals Inc. raised more than $70 million from venture investors and a 
private foundation between 2008 and 2011, but still needed more funding, according to CEO Mark 
Goldsmith. 
In January, the Cambridge, Mass., firm announced an agreement with Roche Holding AG's 
ROG.VX -0.31%Genentech unit that provides $95 million in funding over three years to collaborate 
on its basic research and some promising compounds, but not two experimental cancer therapies 
farthest along in development. After the three years, Genentech can take some of the compounds it 
worked on; Genentech will also have an option to buy Constellation outright under undisclosed terms. 
"The public markets and the venture-funding options to raise more capital are much more limited 
now," Dr. Goldsmith said. "This buys us another three years to continue to build value." 
BioLeap, which is trying to raise more funds for researching molecules that lower cholesterol and 
blood pressure, is learning to make do with less. It has just a dozen employees compared with the 40 
to 60 it would have hired, Dr. Pompliano said. The Pennington, N.J., company also contracts with less 
costly scientists in India and China to synthesize and test molecules to see if they could be drugs. 
"No one wants to pay for a lot of infrastructure you might not need," Dr. Pompliano said. 
Source: The  


