
 

 
 
 
TimesSquare Global Health Care Fund  
 
 
To our Investors, 
 
Through the end of June 2021, the Global Health Care Fund’s net performance was -0.8% for the second 
quarter and +25.8% cumulative since inception (April 1, 2020). 
 
After a disappointing start to the year for health care, the sector rebounded this quarter and outperformed the 
broader market, with a return for the MSCI World Health Care Index of +9.1% vs +7.7% for the broader MSCI 
World Index. The performance of health care was tied to a recovery in the growth and size factors. If we 
isolate the performance of small cap health care, where we tend to focus our attention, health care actually 
underperformed. The MSCI World Health Care Small Cap index only returned +4.2% and lagged the MSCI 
World Small Cap Index by 60 bps. These deviations in performance were probably the most pronounced 
within biopharma, as evidenced by the flat performance of the SPDR S&P Biotech ETF (XBI) in the quarter, 
with -0.1% vs the +9.1% gain for the NASDAQ Biotechnology Index (NBI)1.  
 
As a Fund, we remain focused on identifying innovative and disruptive themes within health care, and the 
companies best positioned to capitalize on those trends. We believe the greatest long-term alpha will be 
achieved by identifying these disruptive companies at an early stage, which unfortunately hindered our 
performance this past quarter.  
 
 
2Q 2021 Commentary 
We believe there are several overhangs still weighing on the performance of health care, causing the sector 
to lag the broader market. As we attempt to explain the relatively weak performance of the XBI, we first 
observe the uncertainty within the FDA. The agency remains without a permanent commissioner, creating 
ambiguity in the market as to whether the biopharma industry will be facing a more challenging drug approval 
environment. We believe this risk has been somewhat overblown and view some of the recent Prescription 
Drug User Fee Act (PDUFA) deadline delays as a function of the agency being stretched too thin recently by 
COVID-19. However, we acknowledge that the permanent installation of either acting commissioner Janet 
Woodcock or Michelle McMurry-Heath (CEO of the Biotechnology Innovation Organization and a past FDA 
director) would be seen as a positive by the market. The 210-day statutory limit for an acting commissioner 
comes up in mid-to-late August. 
 
The next hurdle we see for health care is the expectation that the sector will be used as a “pay-for” either for 
the bipartisan infrastructure bill, or the proposed $3.5 trillion budget reconciliation plan. The recently 

 
1 When the equal-weighted XBI outperforms the cap-weighted NBI, typically that indicates small cap biotechs are 
leading the market; the reverse is the case when the XBI underperforms as it did recently. 

 
 
 

 



 

announced bipartisan infrastructure bill included several health care pay-fors, but the majority of the savings 
are from a budgetary gimmick, such as delaying a proposed rule that would eliminate drug rebates within 
Medicare Part D. We continue to believe the biopharma industry will be tasked with covering a portion of the 
$3.5 trillion budget reconciliation, but probably around the $150 billion level that the industry nearly reached 
with President Trump. That deal was ultimately scuttled over Trump’s insistence the industry pay for $100 
cash cards for seniors, but it shows the amounts where the industry is comfortable negotiating. We believe 
the uncertainty of drug pricing reform is also hurting biopharma performance by stifling M&A, so we believe 
that a resolution in the neighborhood previously discussed would be a major positive catalyst. We view the 
approval in June of Biogen’s Aduhelm for the treatment of Alzheimer's disease as a positive signal following 
recent FDA conservatism. 
 
We continue to see exciting innovative opportunities in health care, whether in drugs, medical devices, or 
care delivery models, and we remain nimble with our positions. During the quarter, we made a few 
adjustments to our Biopharma exposure and added to Health Care Services and Equipment companies. Our 
alpha short positions are concentrated on early winners from the pandemic and companies we think are the 
most susceptible to suffering adverse impacts from corporate tax reform.    
 
 
Fund Performance  
As the market volatility seen in the first quarter subsided, we increased our net exposure during the second 
quarter. With the underperformance of the XBI (-0.1%), we took the opportunity to add to our small cap 
biopharma exposure. Positive contributions from Health Care Providers & Services, Health Care Equipment, 
and Health Care Technology benefitted the Fund, while our positions in Biotechnology and Life Sciences 
Tools & Services detracted.  
 
Intra-Cellular Therapies (ITCI) was a positive contributor to performance in the quarter. ITCI focuses on 
developing small molecule drugs for neuropsychiatric and neurological disorders. Though there was a slight 
miss for Caplyta revenues during the quarter, sequential growth remained robust. More importantly, Caplyta 
gained market share, as its script volume grew substantially while the rest of the drug class contracted. 
Caplyta is currently used for the treatment of schizophrenia in adults, and we expect a positive decision from 
the FDA for label expansion in bipolar disorder by the end of this year. 
 
During the quarter, we initiated a position in Reata Pharmaceuticals (RETA). RETA develops medications for 
life-threatening orphan diseases, typically types of chronic kidney or neurological issues. Recently, the 
company received a request for a pre-NDA meeting from the FDA for Omaveloxolone, which is being studied 
for the treatment of Friedreich’s ataxia (FA). This surprise request from the FDA signals a change in 
regulatory tone and positions RETA to be the first company with an approved therapeutic for FA.  
  
Weaker performance was seen in our top biotechnology holding Blueprint Medicines (BPMC), a precision 
medicine company focused on genetically defined cancers and rare diseases. Early sales for Gavreto, 
Blueprint’s targeted therapy for RET-altered non-small cell lung cancer were sluggish. We remain confident in 
the RET opportunity, as BPMC’s partner Roche has significant experience launching targeted oncology 
products. Currently only 20% of RET patients are appropriately diagnosed and we are comforted by 
Gavreto’s 45% share of newly diagnosed patients. Also in this quarter, Blueprint received a second approval 
for Ayvakit to treat adults with advanced systemic mastocytosis.  We see significant opportunity in this 
indication.  



 

 
The biggest detractor from performance was ChemoCentryx (CCXI), which is a biopharmaceutical company 
focused on inflammatory disorders.  CCXI is developing Avacopan for ANCA-associated vasculitis and has an 
upcoming PDUFA for this indication. Our diligence, including a number of conversations with leading 
academics that treat vasculitis and a thorough review of the literature, highlighted the unmet medical need 
and that Avacopan represented a true advancement in the field.  Unexpectedly, an FDA Advisory Committee 
raised concerns about whether a single phase III trial was sufficient to make a risk/benefit determination for 
Avacopan in treating ANCA-associated vasculitis. While we continue to believe in our diligence into 
Avacopan’s efficacy, the path to drug approval is far from certain and we exited the position.  
 
The fund had another good quarter from our Medical Device holdings. One of our top positions, AtriCure 
(ATRC) provides innovative technologies for the treatment of Atrial Fibrillation (AFib) and related conditions. 
Solid overall quarterly results were driven by a robust recovery in the U.S. that offset inconsistent volume 
trends in international markets, and we trimmed our position on the subsequent price strength. More 
importantly, ATRC received approval for its Convergent procedure, a hybrid approach to treat long-standing 
persistent AFib. Another positive contributor this quarter was Shockwave Medical (SWAV), a developer of 
intravascular devices for treating cardiovascular disease. The company preannounced first quarter sales and 
guided above prior projections. Positive trends were cited in operating metrics including improved sales 
representative productivity. In addition, CMS granted a transitional pass-through payment, effective 7/1/21, 
for procedures done in the ambulatory setting. That annually accounts for roughly half of all coronary 
angioplasties, which is where SWAV’s devices are used. 
 
Health Care Providers & Services sub-sector also proved to be a source of alpha in the quarter. At its IPO in 
April, we started a position in a small cap health care services company, Aveanna Healthcare (AVAH). AVAH 
is a leading, diversified care provider to medically complex, high-cost patient populations through its pediatric 
home health, adult home health and hospice, and medical solutions businesses. Currently the largest 
pediatric home nursing care provider, AVAH has begun expanding into senior home health through 
acquisitions. We view this company as a beneficiary of the secular trend of care transitioning from hospitals to 
lower cost sites of care. 
 
 

Conclusion  
Heading into the second half of 2021, we are concerned that current valuations indicate that the market 
appears complacent about the risk of a resurgence in COVID-19.  With vaccination rates appearing to 
plateau, we believe the steady recovery in health care utilization could falter. While a setback in procedure 
growth would ripple throughout the sector, we believe health care facility stocks are at the greatest risk of 
contraction, given their valuations. While early data from the U.K. suggests that the vaccines work well 
against the Delta variant, we believe the more virulent nature of this variant is likely to cause some disruptions 
this fall.  
 
We are also closely monitoring the IPO market, as we believe public market’s appetite to fund early stage 
companies is waning. We have seen the quality deteriorate for health care companies coming public.  More 
specifically, there has been a significant increase in the risk profile of recent biopharma IPOs as a greater 
number of these IPOs are more speculative, pre-clinical entities. These sentiments have been echoed by the 
performance or recent IPOs and SPACs. As more infant stage companies make it to the market, we will look 
for alpha short opportunities.        



 

 
Our objective as a fund is to deliver consistent positive returns in any market and we remain focused on 
achieving that goal through identifying innovations and parsing the bottom-up information that reflects the 
abilities and opportunities for our positions.  
 
As always, we are available for any questions you might have as we endeavor to protect and grow the assets 
you have entrusted with us. Meanwhile, we hope that you, your family, and your colleagues remain in good 
health. 
 

Best Regards, 

 

David Ferreiro, Ph.D.       Bret D. Jones, CFA   
Lead Portfolio Manager        Co-Portfolio Manager                  
          

 
 
General Disclosures 
 
This document, which is being provided by TimesSquare Capital Management, LLC (“TimesSquare”) on a confidential basis, shall not 
constitute an offer to sell or the solicitation of any offer to buy which may only be made at the time a qualified offeree receives a 
Confidential Private Offering Memorandum (“CPOM”), which contains important information (including investment objective, policies, risk 
factors, fees, tax implications and relevant qualifications), and only in those jurisdictions where permitted by law. In the case of any 
inconsistency between the descriptions or terms in this document and the CPOM, the CPOM shall control. This document is not 
intended for public use or distribution. While all the information prepared in this document is believed to be accurate, TimesSquare 
makes no express warranty as to the completeness or accuracy and is under no obligation to update any of the information, nor can it 
accept responsibility for errors, appearing in the document.  

There is no guarantee that the investment objective will be achieved. Moreover, past performance should not be construed as an 
indicator of future performance. Any projections, market outlooks or estimates in this document are forward looking statements and are 
based upon certain assumptions. Other events which were not taken into account may occur and may significantly affect the returns or 
performance of the fund.  Any projections, outlooks or assumptions should not be construed to be indicative of the actual events which 
will occur. 

 

Performance Disclaimer 
 
The Net Performance is an estimated and unaudited report of the net returns based on investments that do not incur a management fee 
or an incentive allocation. Series A/Class A Shares will be subject to a 1.5% per annum management fee and a 20% annual incentive 
allocation, which would result in lower net returns than the investments currently in the Fund. The Investment Manager has elected to 
bear certain expenses that the Fund would otherwise bear pursuant to its governing documents, which results in higher net returns. The 
Investment Manager may determine to stop bearing such expenses at any time in its sole discretion. 


