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Swings and Roundabouts
Subdued equity markets and a continued scepticism regarding the
returns available in venture capital and private equity markets made
this quarter a challenging one.  It should therefore not be a surprise
that investors, burned by blue chip governance scandals and
unsettled capital markets, were a little wary of investment into the
venture capital and private equity market.

Against this backdrop we are pleased to welcome two new respondents to our survey

who, despite a hesitant start, have arrived in style bringing with them committed capital

of NZ$157 million, including new capital raised in the quarter of NZ$25 million.  Sadly

we farewell NZ$65 million of committed capital as three of our previous respondents call

it a day.  This included IT Capital who, in line with global trends, has abandoned the

model of being a listed venture capitalist.

New capital raised for the quarter totalled NZ$26.4

million bringing the total committed capital as at 30

June 2003 to NZ$1.056 billion.  Of the NZ$1.056

billion, approximately NZ$592 was available for

investment with NZ$464 million already hard at work.

Investment Activity – A False Dawn?
Unfavourable market conditions and a lack of MBO activity took its toll in this quarter

and the promising start to the year with NZ$23 million of investment in the first quarter

was not maintained.

Despite 14 deals being reported for the second quarter of 2003, many of these were

follow-on investments into seed or early expansion businesses and, as a result, the average

deal size was only NZ$600,000.

“Of the NZ$1.056
billion, approximately
NZ$592 was available
with NZ$464 million
already hard at work.”
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Despite the apparent
tightness on the purse
strings the real news for the
quarter was the number of
divestments made or
investments realised.

Exits are encouraging for both fund managers and policy makers
with a total of four exits reported for the quarter.  This already
exceeds the exits recorded for 2002 (three), and is an increase
from only one divestment in Q1.  Traditional sectors led the way
involving manufacturing (both industrial and consumer) and
distribution/transport.

Trade sale proved to be the most popular form of divestment
(three transactions) with one being achieved through a share buy-
back.  Only one of the trade sales was to Australia, which is 
good news for the impact on our global competitiveness and
economic performance.

Reported IRRs ranged from 18% to 44%, with the investments
having been held from six months to eight years.  However, this
is slightly distorted by the fact that the business held for six
months was part of a larger investment strategy and had never
been brought with the intention to hold as a true private equity
investment.  Excluding this anomaly the minimum investment
timescale moves out to two years.
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Investment for the quarter of NZ$8.3
million should, however, be viewed
positively in that six transactions or
50% of the money invested was into
early stage ventures.  A significant
effort was also put into turnaround situations with three of the
investments reported for the quarter falling into this category.
Other investments varied across a range of stages although as the
dollars invested would indicate, no MBOÕs were reported for the
quarter.

Despite a slow start, the IT/software sector commenced its
charge for dominance for the year by recording seven of the
deals for the period, accounting for NZ$3.8 million of funds
invested.  The communications sector was next in line with
NZ$2.4 million across three deals.

Investment into these sectors is in line with the global trends.
However, New Zealand continues to be out of step with the
growing trend of investment into healthcare and bioscience.  As
noted in our inaugural survey the launch of a NZVIF biotech
fund should increase activity in this sector, but it will take some
time to reach levels relative to that noted elsewhere.

The more traditional sectors of construction/housing and
agribusiness continued to attract attention, recording four
investments totalling approximately NZ$2.1 million.

Auckland continues to be the preferred location for investment, but
it was encouraging to see that the other investments were scattered
around New Zealand.

In this survey, we asked respondents to indicate the length of time
that it took for them to complete an investment from date of first
contact to issue of funds.  Timescales ranged from one month
through to six months, which is surprisingly quick and encouraging
for those businesses seeking funding.  However, a number of
respondents did not provide this information and we wonder if this
was because their memories did not stretch back that farÉ.
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