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Have Venture Capitalists
Grown Longer Arms?
The encouraging end to 2003 and the positive outlook for 2004 suggests
we are starting another cycle in the international venture capital industry.
With the overhang of the technology bubble, the SARS outbreak in Asia
and the uncertainty over the Iraq war behind us investor confidence is on
the rebound. This has lifted the spirits of both venture capitalists and
entrepreneurs. In particular, the exit environment has improved with
renewed interest in Mergers & Acquisitions ("M&A") and Initial Public
Offering ("IPO") activity – good news for portfolio companies looking for
liquidity and venture capitalists seeking exits.

Strong Growth in Level of Investment

The recent period of consolidation globally has

allowed time for the industry to work through a num-

ber of structural issues. For the local industry, we out-

lined some of these issues in our review of 2003. 

Against this backdrop, the first half of 2004 has pro-

vided strong growth in the amount invested, with $77.7

million being invested into 24 investments.  

The major investment for the period was the Intellectual Capital Partners (i-cap) investment

of $35 million in wireless broadband provider Woosh Wireless. Historically, the first half of

the year has represented the leaner six months. As illustrated in figure 1, the half year result

is an increase of 145% or $46 million over the amount invested in the first six months of

2003 - and is 89% of the total amount invested in 2003. The median deal size was $1.13

million with 92% of this investment being first time funding to new investees.

“...the first half of 2004
has provided strong
growth in the amount
invested, with $77.7 mil-
lion being invested into 24
investments ...89% of the
total amount invested in
2003.”



One third of the investments by number (i.e. eight) were early
stage venture capital investments, totalling $10.2 million. By
value, this represents a significant uplift on 2003. The
GovernmentÕs intervention through its Venture Investment Fund
(ÒVIFÓ) programme is clearly now starting to make an impact on
the level of investing in early stage venture capital in New
Zealand.

Globally, an investor outlook survey by Ernst & Young shows
that 73% of responding venture capital firms plan to invest in up
to five seed/first round deals in 2004. An additional 21% of the
survey respondents are planning to invest in five to seven early
stage deals. These findings indicate both global and local fund
managers are again filling their pipelines with early stage invest-
ments and the drift towards later stage investments experienced
over the last four years is beginning to reverse. It seems that
industry players have learned from the investment game of musi-
cal chairs played in early 2000, which saw investment activity
increasingly focused on later stage opportunities with the expec-
tation that another investor would follow and continue to
increase the companiesÕ paper value.

Another trend in the first half of 2004, has been the growing
amount of co-investment activity among private equity man-
agers.  This was an emerging trend in 2003, for example with
the well publicised Protemix deal.  This has continued in the
first half of 2004, with seven investments being made in partner-
ship with other private equity managers, both local and interna-
tional. Another sign that our industry is maturing is investors
offering larger amounts of capital to growing companies and
investing in larger deals.

As illustrated in figure 2, Communications was the leading sec-
tor for investment, accounting for 48% by value. 
Interestingly, this provided a change on the leader board from
the traditional manufacturing and IT/Software sectors, which
dominated invested capital in 2002 and 2003. Hot on the heels
of Communications was the Tourism/Leisure sector with 23% by
value. By deal activity, IT/Software continues the trend of the
most active sector with six deals completed. Tied for second
place were the following four sectors - Communications,
Tourism/Leisure, Health/Biosciences and Technology.
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