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Foreword
Welcome to Private Investment in Public Equity (PIPE), published by
mergermarket in conjunction with Kramer Levin Naftalis & Frankel
LLP and Rodman & Renshaw LLC. Drawing from the experience of
seasoned PIPE investors, this report outlines emerging trends and
issues in the current PIPE market and provides a detailed forecast for
future activity.
Nearly half of respondents say companies’ need for liquidity to
repay debt will drive most of this year’s PIPE investments, while
approximately one-third of respondents cite companies’ need for
liquidity to finance operations as the most prominent driver. With these
drivers in place, 49% of respondents expect to increase their PIPE
investment activity this year, and 43% expect their activity to remain
at its current level. This leaves only 8% of respondents who expect to
scale back their activity over this time.
In terms of specific transaction types, 82% of respondents expect
to see an increase in the volume of registered direct common stock
offerings (RDs), with many of these respondents citing the streamlined,
low-profile documentation process as a major benefit of this particular
offering type. Investors’ immediate access to liquidity and issuers’
ability to offer lower discount rates are also cited as attractive
features of RDs.

As far as PIPE investors are concerned, private equity is expected to
take the lead. 58% of respondents expect these investors to be most
active in the PIPE market this year, more than doubling the 24% of
respondents who expect hedge funds to be most active.
An overwhelming 82% of respondents expect most PIPE opportunities
to fall in the US$1m to US$100m range, with 37% of this group saying
opportunities under US$25m will be most attractive and 45% citing
the US$26m to US$100m range. Tellingly, the majority of respondents
(54%) also expect to see most PIPE activity in the healthcare,
biotechnology and life sciences industry. For many respondents, this
space represents a growing group of high-growth companies with
strong fundamentals and limited financing options.
This survey illustrates the variety of measures PIPE investors are
taking to take advantage of the opportunities created for them by
the adverse market conditions seen by issuers, as well as the steps
issuers are taking to obtain capital in an otherwise dry financing
climate. We hope you find this survey both useful and informative, and
as always, we welcome your feedback.

Methodology

Private equity firm

36%

Hedge fund
Venture capital firm

14%

Mutual fund

In the third quarter of 2009, mergermarket interviewed 50 experienced
PIPE investors from the US, including mutual fund investors, private
equity practitioners, hedge fund managers and venture capitalists, all
of whom have been involved in at least five PIPE transactions over the
past five years. Respondents provided invaluable insight into emerging
trends in the PIPE market, as well as a detailed forecast for future
activity. All respondents are anonymous and results are presented
in aggregate.

www.mergermarket.com

18%

32%
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Survey findings
How would you describe your firm’s PIPE investment
strategy?

What do you expect to happen to the level of your firm’s
PIPE investment activity over the next 12-18 months?

Long-term (2 years or longer)

6%
10%

Increase

43%

Varies according to issuer/industry sector

Decrease

Varies according to transaction

Remain the same

Short-term (0 to 2 years)
35%

49%

The largest percentage of respondents (49%) sees PIPEs as a long-term
investment strategy, while others say their strategy varies depending
on the issuer or sector (35%) or the individual transaction. Only a small
handful of respondents view PIPEs as a short-term investment.

8%

49%

Nearly half of all respondents expect their firm to see an increase in
PIPE investment activity in the next 12 to 18 months, followed closely
by 43% of respondents who expect their firm’s investment activity to
remain at its current level. Only 8% of respondents expect to decrease
their involvement with PIPE investments.
Some respondents believe the increase in PIPE activity will be fueled
largely by market conditions. A private equity practitioner explains that
many companies “have no alternative sources of capital” and will start
looking at PIPEs as a viable option for raising capital.
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Which of the following offerings do you expect to be most
common over the next 12 months?

In which of the following offerings do you expect to make
the most investments in the next 12 months?

Convertible Preferred Stock

6% 2%

7% 2%

Convertible Debt

16%

9%

Registered Direct Common
Stock Offerings (RDs)
Common Stock
Equity Line of Credit

Convertible Preferred Stock
Convertible Debt
Registered Direct Common
Stock Offerings (RDs)
Common Stock

28%

Equity Line of Credit

31%

45%

Convertible Preferred stock offerings are identified by the largest
portion of respondents (45%) as the offering type that will be most
common in the year ahead, while roughly one-third of respondents
expect Convertible Debt to be offered most frequently. One respondent
believes that “convertible securities with a high yield, either preferred
or debt” will be particularly appealing to investors, however he notes
that “being on a path to expanding cash flow margins is imperative.”
It should be noted, however, that these figures are heavily influenced by
private equity respondents. Private equity respondents account for 51%
of the total respondents who expect convertible preferred stock to be
the most common offering. Mutual fund investors, meanwhile, tend to
disagree: most respondents from this group expect RDs to be the most
common offering type.
A common theme among respondents is risk aversion, with many
respondents expecting cautious investors to seek only those types
of deals that provide a buffer against losses. An investor explains:
“Investors are looking for downside protection, which preferred deals
provide.” A private equity practitioner agreed: “Investment firms will not
expose themselves to riskier PIPE deals without downside and upside
preference protection.”

54%

Respondents expect their investment activity to reflect the trends in
PIPE offerings: Convertible Preferred Offerings, of which the majority
of respondents expect to see the highest volume, are also the offering
type 54% of respondents expect their firm to target most. Meanwhile,
more than a quarter of respondents (28%) expect to invest most heavily
in Convertible Debt this year. Interestingly, 16% of respondents to the
previous question cite Registered Direct (RD) offerings to be most
common in the year ahead, but only 9% of respondents expect their
firm to target these offerings.
Overall, respondents tend to believe investors’ increasingly cautious
approach will dictate their strategy. One respondent representing the
majority believes PIPE investors will become increasingly proactive
in the coming months, causing them to lean toward convertible
investments: “In today’s climate, an investment needs to have control
features. It can’t be totally passive.”

Based on what we have seen at our firm, while there is a place for
convertible preferred stock transactions, the dominant number of
transactions will be common stock deals.
Rodman & Renshaw LLC

www.mergermarket.com
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What do you expect to be the primary driver of PIPE activity
in the upcoming year?

Which group do you expect to be the most active PIPE
investor in the upcoming year?

Public companies’ need for liquidity
to repay debt

8% 2%

6% 2%

Hedge funds

10%

Public companies’ need for liquidity
to finance operations

10%

Venture capital

Public companies’ need for liquidity
to organic growth
Combination of all the above factors

32%

Private equity

High net worth accredited investors
Mutual funds

24%

Public companies' need for capital
to finance acquisitions

48%

Respondents are somewhat divided on the most prominent PIPE drivers
of the year ahead, but the two leading drivers stem from liquidity issues:
48% expect companies’ need for liquidity to repay debt will fuel most of
the year’s deals, while 32% say liquidity to finance operations will be the
primary driver. Meanwhile, drivers that tend to relate to healthier, growing
companies are expected to be less prominent: financing organic growth,
financing acquisitions and funding R&D are not widely believed to be
common drivers of PIPE activity. A private equity respondent explains:
“Today, the repayment of debt is the only driver that forces a company’s
hand into accepting outside capital.”
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58%

Private equity firms are expected by 58% of respondents to be the most
active PIPE investors in the year ahead, more than doubling the 24%
of respondents who expect most activity to come from hedge funds.
Very few respondents expect mutual funds to be especially active in
PIPEs this year, while a small but considerable portion of respondents
expects most activity to come from venture capital firms and high net
worth accredited investors.
Several respondents with private equity backgrounds mention that
these firms tend to have more readily available capital than other
investors, which puts them at an advantage for investing more heavily
in PIPEs than other groups.

www.mergermarket.com
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In which market-cap range do you expect to find the most
attractive PIPE opportunities over the next 12 to 18 months?

2%
10%

In the upcoming year, what discount to market price do you
expect to see on common stock PIPE offerings?

US$1m-US$25m

4% 2%

1% - 5%

8% 2%

6% - 10%

US$26m-US$100m
US$101m-US$250m

56%

11% - 25%
26 - 50%

US$251m-US$500m
US$501m-US$1bn

45%

US$1bn or greater

34%
37%

Over the next 12 to 18 months, 45% of respondents expect the
US$101m to US$250m market capitalization range to offer the most
attractive PIPE opportunities, followed closely by 37% expecting
the most attractive opportunities to be in the US$26m to US$100m
range. Beyond the mid-market, respondents generally do not expect
to find significant opportunities, as only 6% expect to find significant
opportunities worth more than US$500m.
As survey results illustrate, respondents gravitate toward the midmarket and away from the larger cap deals. Interestingly, respondents
also tend to shy away from the microcap range. One respondent says
the microcap range does not typically contain the types of companies
well suited for PIPE investments, as they are often in their early stages
and have not necessarily shown a high potential for growth down the
road. Meanwhile, another respondent believes venture capitalists
seeking PIPE opportunities this year will target investments in the
US$10m range, in line with their current investment strategy.

www.mergermarket.com

The majority of respondents (56%) estimate that discounts to
market prices will range from 11% to 25% for common stock PIPE
offerings, while just over one-third cite the 6% to 10% range. An
experienced PIPE investor provided more detailed expectations
for PIPE offerings this year: “I expect most of them to be sold at a
premium with a high yielding dividend.”
Many respondents make clear that discounts will not be enough
to lure PIPE investors in the current market. One of the major
issues for PIPE investors, one respondent explains, is whether
the company makes a significant contribution to its industry and
whether it has “size, scale and float, otherwise investing is too
much of a gamble.”
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Given the changes to the holding period requirements
under Rule 144 for non-affiliates, are more PIPE deals
excluding registration rights from deal terms?

20%

What do you expect to happen to the volume of RD offerings
in the upcoming year?

Yes

11%

No

Decrease
7%

80%

An overwhelming 80% of respondents say PIPE deals are excluding
registration rights from deal terms more often than usual, in response
to Rule 144 amendments. Many respondents believe shortened
holding periods could diminish the importance of registration rights, as
registration rights tend to improve liquidity.

Increase

Remain the same

82%

An overwhelming 82% majority of respondents expect RD offerings to
see an increase in volume this year. Several respondents from different
professional backgrounds believe RD offerings targeting a select
group of investors will be more appealing than those facing a larger,
more diverse mix of bidders. Further, RD offerings are widely expected
to be especially attractive under current market conditions due to
their ability to offer investors tradable, more liquid registered stock.
Several respondents also consider RD offerings far less likely to “drive
down the price,” yet another reason RD offerings may be favored over
traditional PIPE offerings this year.
There is also a sense that RD offerings are attractive to both investors
and issuers for their more discreet approach and streamlined
documentation process, as compared to other capital-raising options.
Many respondents acknowledge that RD offerings can be low-profile,
allowing all parties to avoid advance market knowledge and potential
market reaction.
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For investors, what is the primary benefit of an RD offering?

What is the typical size of the warrant coverage with respect
to the shares issued in your most recent PIPE transactions?

Access to liquidity

17%

Ease of working within a smaller
investor base, i.e. a selected investor
group rather than a broad investor group
Attractive discount/premium rates
20%

10%

10% 2%

25%
50%

40%

75%

Simpler documentation process

Higher than 75%
25%

22%

41%
23%

Most respondents (41%) believe access to liquidity is the primary
benefit of RD offerings. Apart from this, respondents are almost
equally divided between the benefits of working with a smaller base
of investors; attractive discount or premium rates; and a simpler
documentation process. Also, respondents cite immediate access to
liquidity as a major benefit for investors in RD offerings.

Respondents are largely divided on the issue of warrant coverage. The
largest percentage (40%) expects shares issued in PIPE transactions
to see warrant coverage of 50%, while one-quarter of respondents cite
10% and approximately the same portion cites 25%.

Often times RDs and PIPEs can be executed quicker, more
expeditiously and with minimal or no price erosion, compared
to traditional follow-on offerings, given the non-public nature
of the process.
Rodman & Renshaw LLC

One of the important benefits of an RD offering is its low profile, as
information regarding the offering is not in the public domain until
the transaction closes and has been announced.
Rodman & Renshaw LLC

www.mergermarket.com
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Will there be more single investor deals or syndicated deals
in the upcoming 12-18 months?

27%

Which sectors do you think will see the highest demand for
PIPEs over the next 12-18 months?

60

Syndicated

54%

Single investor

51%

Percentage of respondents

50

73%

39%

40

31%

29%

30

25%

20

22%
17%

15%
9%

10

9%
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73% of respondents expect to see more syndicated multi-investors
PIPE activity than single investor transactions over the next 12 to
18 months. Many respondents comment that firms have become
more risk averse than they have been in previous years, making
syndicated deals more attractive as risk is spread out and lessened
for individual investors.
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The Healthcare space is considered most likely to see the highest level
of demand for PIPEs over the next 12 to 18 months, followed closely by
Financial Services. Many respondents point out that PIPE activity in the
Healthcare sector will be fueled mainly by the high volume of young,
high growth companies that may not have enough available capital to
fund further growth.
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Kramer Levin Naftalis & Frankel LLP is a premier, full-service law firm with offices in New York
and Paris. Firm lawyers are leading practitioners in their respective fields, who understand their clients’
businesses, demonstrate a strong focus on client service and offer innovative and practical solutions.
The firm represents Global 1000 and emerging growth companies, institutions and individuals, across a
broad range of industries. The firm, its attorneys and practice groups have received the highest rankings,
awards and honors for their work including from Best Lawyers, Chambers USA/Global, Lawdragon 500,
American College of Trial Lawyers, National Law Journal, National Bankruptcy Conference, BTI Client
Service All-Star Team for Law Firms, Benchmark Litigation, Institutional Investor, The International Who’s
Who of Corporate Immigration Lawyers, Dealflow Media, Investment Dealers Digest, IP Law & Business
Almanac, Legal 500 (US and European), Real Estate Weekly and M&A Advisor, among many others.
The firm has also been widely honored for its strong commitments to pro bono, community service
and diversity efforts.
Kramer Levin’s Corporate Department represents both issuers and investment banks in capital
market transactions. Our attorneys act in a wide range of securities offerings involving industries as
diverse as biotechnology and technology, apparel, transportation, leisure and gaming, energy and
utilities, and businesses in the financial services sector. Our knowledge and experience ensure an
efficient due diligence and drafting process, and enable our clients to respond quickly to take advantage
of conditions in the public markets. We represent issuers, investors and financial institutions in
connection with private placements, including institutional private placements under SEC Rule 144A.
These transactions involve equity securities (including convertible preferred stock), debt securities (both
secured and unsecured), asset-backed securitization transactions, warrants and privately and publicly
owned investment funds. We are active in structuring and implementing a large number of private
investments in public equity (“PIPE”) transactions for both companies and placement agents. Many of
our transactions involve foreign private issuers or have other cross-border implications. In all of these
matters, we assist in structuring the transaction and expedite the due diligence, drafting and, when
applicable, SEC review processes.
Kramer Levin recently received the M&A Advisor middle-market financing “Law Firm of the Year”
award, acknowledging the firm’s diverse and complex portfolio of debt and equity financing deals
within the middle-market. Chambers USA and Legal 500 have consistently recognized the firm as a
leader in this space. Indeed, recently Dealflow Media also ranked Kramer Levin as a leader for PIPE and
other capital market transactions.
Kramer Levin Naftalis & Frankel LLP
1177 Avenue of the Americas
New York, New York 10036
(T) 212.715.9100
(F) 212.715.8000
Contacts
Christopher S. Auguste
Partner
cauguste@kramerlevin.com
(T) 212.715.9265
(F) 212.715.8277

www.mergermarket.com

Richard H. Gilden
Partner
rgilden@kramerlevin.com
(T) 212.715.9486
(F) 212.715.8085

David J. Levine
Associate
djlevine@kramerlevin.com
(T) 212.715.9121
(F) 212.715.8136
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Issuers, Investors and Financial Institutions
repeatedly engage Kramer Levin for the full
range of capital market transactions.
We structure many diverse and alternative
investment vehicles to address individual
client needs.

Experienced. Efficient. Creative.

For more information, please contact Chris Auguste at (212) 715-9265 or
Richard Gilden at (212) 715-9486. You may also visit our website at
http://www.kramerlevin.com/capitalmarketsfinance/

Kramer Levin Naftalis & Frankel LLP
1177 Avenue of the Americas
New York, NY 10036
Phone: 212.715.9100
Fax: 212.715.8000
47, avenue Hoche
75008 Paris
Phone: (33-1) 44 09 46 00
Fax: (33-1) 44 09 46 01
www.kramerlevin.com
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About Rodman & Renshaw LLC
Rodman & Renshaw is a full-service investment bank that
focuses on corporate finance for public companies in growth
sectors around the world.
In recent years, our seasoned bankers have raised billions
of dollars for client companies, in addition to providing
counsel on M&A and market liquidity strategies. Our
corporate culture promotes entrepreneurship, leverages
extensive industry expertise, and demands excellence in
execution. Rodman & Renshaw supports its clients though
an integrated platform of financial services including:
Investment Banking
Our primary expertise is engineering customized financing
solutions that offer attractive funding options for companies
seeking to grow aggressively and assess market liquidity
opportunities. Over the years, Rodman & Renshaw has
consistently ranked among the top U.S. placement agents in
terms of the number of transactions completed. Investment
banking services include:
-

PIPEs (Private Placements and Registered Directs)

-

Equity underwriting

-

Capital markets transactions

-

Mergers & acquisitions

-

Restructurings and workouts

-

Fairness opinions and valuations

Research
A highly regarded research team tracks a diverse range of
companies across multiple industries and has been cited by
rating agencies and the media for its ability to pick winners.
Our team of research analysts has achieved an enviable
record of identifying compelling investment opportunities
among undiscovered and undervalued companies. With
deep industry expertise, the research team understands both
the business rationale and sector-specific dynamics around
a value proposition.
Institutional Sales and Equity Trading
Our sales and trading professionals have developed a
robust global institutional investor network, in addition to
our extensive relationships in major financial hubs in the
United States. We create value for our investor network
by presenting new investment ideas and unearthing
opportunities largely overlooked by other institutions.
Aftermarket Support
Rodman & Renshaw cultivates client relationships by
offering a full array of aftermarket support services such
as extensive non-deal investor roadshows, market-making
capabilities and institutional sponsorship through our
top-ranked equity research department. The firm also hosts
highly regarded and well-attended investor conferences.
This year’s annual conference is expected to have over 500
presenting companies and over 3,500 investors.

For more information about our firm please visit our website at www.rodm.com.
Contacts:
John J. Borer III
Senior Managing Director
Head of Investment Banking
jborer@rodm.com
(T) 212.356.0502
(F) 212.356.0536

www.mergermarket.com

Craig M. Schwabe
Director, Investment Banking
cs@rodm.com
(T) 212.356.0524
(F) 212.356.0536
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PIPE IN NEW CAPITAL
Build a PIPEline to liquidity in an arid capital environment
Constructing a solid pipeline for raising capital is essential for growth, balance sheet
management and pursuing M&A opportunities. Rodman & Renshaw is the #1 ranked
placement agent for private placement transactions* with a solid track record for closing
equity, debt and hybrid offerings. In today’s market, PIPE, registered direct (RD), At-TheMarket (ATM) and CAP ® transactions may provide a cost-effective and time-efficient
option for raising capital. Rodman & Renshaw builds pipelines to the capital markets.
To discuss PIPEs and other solutions for raising capital, please contact
Craig Schwabe, Director, Investment Banking at 212-356-0524 or cs@rodm.com

®

1251 Avenue of the Americas
New York, NY 10020
212.356.0500
www.rodm.com

Investment Banking • Capital Markets • Research • Institutional Sales & Trading
*PrivateRaise, a service of DealFlow Media Inc., and Sagient Research Systems, Inc., both ranked Rodman & Renshaw as the #1 Placement Agent among full-service investment banks for PIPE financing arrangements,
with most deals transacted in 2003, 2005, 2006, 2007, 2008. Certain services described may not be available in all countries or in all states of the United States. The securities, services, products and information are
for informational purposes only and do not constitute an offer to buy or sell any security or product. Member FINRA, SIPC.
www.mergermarket.com

Remark, Part of The Mergermarket Group

www.mergermarket.com
11 West 19th Street,
2nd fl.
New York, NY 10011
USA

80 Strand
London, WC2R 0RL
United Kingdom

Suite 2401-3
Grand Millennium Plaza
181 Queen’s Road
Central Hong Kong

t: +1 212 686-5606
f: +1 212 686-2664
sales.us@mergermarket.com

t: +44 (0)20 7059 6100
f: +44 (0)20 7059 6101
sales@mergermarket.com

t: +852 2158 9700
f: +852 2158 9701
sales.asia@mergermarket.com

Disclaimer
This publication contains general information and is not intended to be comprehensive nor to provide financial, investment, legal, tax or other professional advice or
services. This publication is not a substitute for such professional advice or services, and it should not be acted on or relied upon or used as a basis for any investment
or other decision or action that may affect you or your business. Before taking any such decision you should consult a suitably qualified professional adviser. Whilst
reasonable effort has been made to ensure the accuracy of the information contained in this publication, this cannot be guaranteed and neither Mergermarket nor
any of its subsidiaries nor any affiliate thereof or other related entity shall have any liability to any person or entity which relies on the information contained in this
publication, including incidental or consequential damages arising from errors or omissions. Any such reliance is solely at the user’s risk.

Remark, the events and publications arm of The Mergermarket Group, offers a range
of publishing, research and events services that enable clients to enhance their own
profile, and to develop new business opportunities with their target audience.

