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Improved
outiook

in funds

market

After a funds drought, confidence is now
surging in the venture capital sector

he European venture

capital market may

have edged ahead of

the United States in

terms of fund perfor-

mance, but European
venture capitalists still face struc-
tural barriers, according to a new
report.

The report was prepared by the
European Private Equity and Ven-
ture Capital Association (EVCA).
It’s director, Georges Noel, was in
Dublin recently to brief representa-
tives of the Irish venture capital in-
dustry on the findings.

The report, entitled Scaling Be-
yond Current Boundaries, followed
a review carried out by the Private
Equity Institute at the London Busi-
ness School and the Centre for En-
trepreneurial and Financial Studies
in Munich.

“After the technology bubble
burst in 2001 and the following
drought in the European VC mar-
ket, a slow but steady comeback
was noticed over the past four
years,” the report said.

“Buoyancy in the supply of high
quality opportunities at reasonable
valuations has the potential to im-
prove this outlook,” it said.

Noel said three major factors

Emma Kennedy

had brought about the change in
fortunes in Europe’s VC landscape
— management experience, aspira-
tion and access to networks.

“It’s not only the fund manage-
ment experience, but also industry
experience. We have seen a shift
from financial people to those with
more industry expertise, which has
been one of the success factors,” he
told The Sunday Business Post.

He said aspiration had also
played a part. “For most of the ven-
ture sector, you need global reach.
This is very important because we

have seen in Europe a fragmenta-
tion of the market, with many lan-
guages, cultures and business
models. The Europeans need much
more aspiration maybe than the
Americans, since the Americans
have the thrust of the home market,
which is a more or less homogenous
market. So aspiration and global
mindedness is very important.”

Noel said many of the VC funds
in Europe still had a domestic or re-
gional focus, but the funds at the top
of their game were bucking this
trend. “So really in the very success-
ful funds, you see not only people
with industry expertise but also
people from a variety of cultural
backgrounds. This is also an ingre-
dient for success.”

Historically, venture capital
funds in the United States outper-
formed their European counter-
parts. But European funds are
fighting back. However, Noel said it
was important not to get carried
away. “There is a slight better per-
formance since 2001 in Europe, but
it is only slight. The main message in
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this is that the US is no longer out-
performing Europe.

“Since 2001, the world functions
another way, and there has been a
kind of shake-out or consolidation
of funds. The business model and
behaviour of venture capitalists is
really converging.”

Certain sectors have been leading
the way in terms of VC investment.
Noel said: “The most buoyant sec-
tor at the moment in Europe is
probably the clean technology and
renewable energy sector, which is at-
tracting a lot of new money. It’s
really interesting to see how many
investors are keen to go into this
area.”

He said this investment area had
good returns and also proved popu-
lar, since it was viewed as a respon-
sible, ethical investment. “You have
Middle East investors seeking Shar-
ia-compliant investments and it is
attractive to them,” he said.

Regina Breheny, director general
of the Irish Venture Capital Asso-
ciation, said VC investment in Ire-
land tended to be directed more
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this is that the US is no longer out-
performmg Europe.

“Since 2001, the world functions
another way, and there has been a
kind of shake-out or consolidation
of funds. The business model and
behaviour of venture capitalists is
really converging.”

Certain sectors have been leading
the way in terms of VC investment.
Noel said: “The most buoyant sec-
tor at the moment in Europe is
probably the clean technology and
renewable energy sector, which is at-
tracting a lot of new money. It’s
really interesting to see how many

investors are keen to go into this

area.”

He said this investment area had
good returns and also proved popu-
lar, since it was viewed as a respon-
sible, ethical investment. “You have
Middle East investors seeking Shar-
ia-compliant investments and it is
attractive to them,” he said.

Regina Breheny, director general
of the Irish Venture Capital Asso-
ciation, said VC investment in Ire-
land tended to be directed more
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towards underlying technologies
than renewable energy projects
such as wind farms. “The monies
are enormous and you don't actu-
ally see venture capital money going
into it,” she said.

A uumber of issues are currently
facing the VC community here and
internationally. One of the first
things to consider is the investment
horizon, which Noel suggested var-
ies dramatically from one industry
to the next.

“You need most likely three or
four years to invest your fund and

then another four to six years — and
in biotechnology much longer — to
harvest a return. The guys in biotech
need seven to eight years just to
grow a company. They’re complain-
ing a little bit about the availability
of longer-term funding,” he said.
Another issue at the moment is
the lack of exit opportunities. Noel
said: “Fundraising and investment
is strongly correlated to exit oppor-
tunities. The more exits seem or are
perceived to be easy, either via an
TPO [initial public offering] or a
merger, the more you have a ten-

The venture millions

Last year, a total of €260
million was raised by venture
capital funds in Ireland.
During the same period, Irish
venture capitalists invested
€226 million in 105 companies
in Ireland. European venture

capitalists raised a total of
€10.4 billion last year. Some
4,305 European companies
received venture capital
funding in 2007, with venture
capitalists investing a total of
€15.5 billion.

dency to invest”.

“The IPO market is dead and
M&A [mergers and acquisitions)
activity is very weak. It will have an
impact on our performance. We
have to value our companies in
comparison to public companies. If
public companies are down, it will
have an impact on our perfor-
mance. This is again an issuefor
fundraising,” he said.

However Irish VC firms face a
different landscape. “The exit is
triggered by outside factors, usually.
Certainly, in Ireland we are less de-
pendent on the IPO market. Most of
ours are trade sales and are gener-
ated by the entrepreneurs them-
selves. They are cherry-picking and
there is a lot of value out there,” Bre-
heny said.

Noel said there was a confidence
in the European VC sector at the
moment and the most sophisticated
investors were placing money witha
view to exiting in 2010 to 2013. “The
target is there all the time, but the
exit must be at the right time;” Bre-
heny said.



