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������	��	�� ��� ��	� �� ���� # �� ����$$� % ��$	������$� &��	���	��� ' � �( ���� � �� # � ��� �
� ' � ���	���
�����
�� � ���� � � )����� � � � �����	��� ��� ��	� * ��� ��	� � �
� ��	� ����	� �	�	� ��� 
� � � �� �	�	���
+ ������ � � ��� �$� ���� �	�	� ���� $��� �	�� ��� ��	� ���� ��� �	� � �
� ��
	� �$� �	��� �	� �� � ��� 
� � �
�
� ���� �	�	, � ��- ����� ��. � �������/� �
������

	��	
������ �����( ������������	��
��
����
������� &0�
% �	���� 1222� � �
����� � ����� � �� ��� ���
���� # � ��� �
� ' � ���	��� �����
� % �	����  !!13��� # 	� � 
���
	4����	�� ��	� ��� � ��� �$� ���	

	��� � 
� � ��� 	��- � � ���	������� � � ����� 
� �
- � � � �	����� ��� ��	�
���� 	�����	� ���� �	��	�� �$� $����� ��� ����5�	����
��- � ��
� ����	�� /� �� �	$
	��	
� ��� ��	� ���( �
���� � ��
��� ��� � ���� � 
����������� % ����	���� + ���	����- � % �	����  !!63�� # 	� $�� �
	
�� �� ��	
�
$� �
����$����� �
����� ���	���� ������ � ��� ����	�7� ����� 
�' � �	� � ��$����������8 	�	� ���9��	�
����	� �	�	� ����� � : ��( �������� � � � �
���	�&����� �����% �
��- � � �
���	�������- ����� � 9
� �
� ��� � � 8 	�	� ���� ; ������ �	� ��� ��	� ���� ��� �	� * ��� ��	� � �
�% ��
� ������- � % �������� � �
�
�	��	�� � �� � � ��5	
����� �$� ��	��� � � �
��� ����� ����� ��
��� � � �
��� ��� � ���� � ���� � ��� ����� ��� � ��
; $$�
�� �	��$�������

� � ��
� � ���	� ��� � � � ��	������$������� ��� �� �	
� �������<�� : 	

������� �$$��	�� � �
� � 
���	��
� ���� ��
- � ��� ��	� � �	� �� �$� $��� ��	�� ���� �	�- � � �
� ��
� ���- � 
	�	
�� �	���� # ��� � � ����� 
� ��
���	�	������	��������� �
��� ���	��������� ������ �
���� ��$���� ������

��� � �����	� �	�
����� �� ��	������$������������ �	
��������<��; � �( 
� �
��$$��	�� � �
�� 
���	��
� ���� ��
- � ��� ��	� � �	� ���$� �	�� 
� ���- �	���������� $��� ��	�� � �
��	
� �	
��� ���	��� � �
� � � �
���
� �
��- ����� 	���
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� � � � � � �� �  � � � ����

: 	�� �	��	�- �� � � �	��� ���	��$���	��������� ������ ��� ��	���$�� 	�� 
	��� 
	������������ 
- ��

: ��������	�������	���� ����� �� � �� �
. ���� ����
	
���	�� �� 
- ����� � � ����$�����	���� 
- �� �
�
= �	�	�� ' �	�	��	��� � �
	����( � ���	��$� ��	� �	�	� ����� ��
	��� ' �- 
	���4	�� ���	� � ��	������$�
��	�7	� �> 	� 
� �
�&������ �	�$�����	���� 
- ��$����� 	�������� �
�8 	�� 
� ������ �
�� �� ��	������$�
������� ����
	
��	
� $� 
��� �
� ��	������	�	� �
- ���� �	���$���	���� 
- ���

� � �( � � ������� � � �� ����� % � ���	�� �$� ��
	� ��� ���� � ��� 
� ��
�� � � �� � � ��� �$� ��	� ��� 
- � �	���
� �
�� ����
	
��	�- �� �	$� 
����������$������	�� 	��� 	����	��$�� ��	��� �	��� � ��� 
�$� �
��� �� �	��
� ����� ���		������
�	
������	�7	� �> 	� 
� �
��� �( 	��$���� ��� ��	���$�- 	� ����

* �� ��	�( � � ' � ��� � � �
� ; � ���� 0�	�� �( ��� �$� ��	� 7	� � > 	� 
� �
� ? 	��� �	� &��	���	��� * � �
�
� ����
	
� � �� � ���� ��$���� ����� ��� ��	� 7	� � > 	� 
� �
� �	��� �	� �� � ��� 
� �� �( 	�� � �
� ����
	��
� �������	���	�	���- 	� ����� �
��	��	� 	
�� �
�� ����
	
��	
� $� 
�����	�������
�� $�����

�� �������	��� ������ ����$���	�7	� �> 	� 
� �
�? 	��� �	��� � ��� 
�; ������ ������� �
�������0� �����
�����4	�� ���	�� ��	�������	��	� 	
�� �
�� ����
	
��	
� $� 
�����	�������
�� $����

���� � @ - �� 
� �� �$� ��	� � ������- � �$� 8 	�	� ����� ���	��	� � � 0	����
��- �� � �
� � � ��
� ' � ��
	� � �
�
�� ���	�� ����� ���	� �$� ��	� � ������- � �$� ��������� � 	�	
�� �	��� � ����
	
� � �� � ����
��$���� ����������	��	��� �	��� � ��� 
��	������ �
���	�������- ��$�� � �
���� �
��- ���������� �	� ��� �
�
�� �	�������� ����	��� �
� ��	������	����� 	�� �
����� ��� �	��$���	���� 
- ��

0� 	��- 5�� ���� �( 	��� � ������ � ������ �	�� ����	�����	� ���- �� � - ��$����� ��� �	
����	���	� ��� �
�
� 	� 
���� ��	
� ��	� ��� 
- � ��$���� 

- � � ���� � � �� ��	�� �$� ���	���� � 0�	�	� � 	�� 
	� � �����	
� � ��
��	� �
- �������� �
���	���� 
- ������	�����	4���$���	�7	� �> 	� 
� �
��� �( 	��� �
�����
	���$- ���	�
���� 	���$�����	�������� �( 	�� � � ������ � ����� : 	��� �	����� 
���	
���	������	�� $�������	���� 
�
���$�
	���� 
��- ��	� �������

: 	�� �( ��� 
	
�	���	�$��� ���� 
��� � � �����$���	�� ������- ��$�8 	�	� �������	��	�� �0	����
��- �
$�����	���� 
- ��� �
�� 
�����	�$��� ���� 
��� � � ����� �
���� $$��	��	� ���������� �	
��- ����	�� ������- �
�$����������� 	�	
�� �	�����0�	�0�	� �� �- ��� �
�7	� �> 	� 
� �
�0�� 
	�� ����	�� ���	��

�

������	��	���� � ��
�� ���	�� �
���� � �����	� �	�
�

�	� �	��	�� !!"�
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% �� ��  � � &�� �' �� � �	�� � �( � ��� � �

������	��	��

# � ��� �
�' � ���	��������
�� �
�7� ����� 
�' � �	� � ��$����������8 	�	� ����

������� � �
� � ��( ���� ��� ' ������� ��� ��� 	� �- � ��� �	� �������	
� �$� ��	� � �� 	�� �$� ��	� �	��� �	�
�� � ��� 
���
	
��0�	����- ������	��$���	���	� ���� ����$���	��	��� �	��� � ��� 
���
� ���- ��� �
���	�	�
$� �
�� � �	� ���	��� �	
� ����� ' �����<�� $� ����� ����� �- � � � - ��� * ��� ����� ��	���	��� �	��� � ��� 
�����
� ����
	
��		
� $� �
���� ����� �- ��$� ��	� 
	� 
�������� � ��	�� ��
� - � ��� ��	� ' ������ � �	� A� ��	�
$� �
�� 	�� 
�- � �� �- � �$� # � ��� �
� ' � ���	��� �����
<�� ��� 
� � �	�A� � �
� �� �- � � �� 
	����
�	�	� ���	��� � �� ��	� ��� �� ( 	� 
�����	��	�� ��� �� � �

� � ���� ��� ��	� ���	�	��� �$� ��	�	� ���	�������
? 	��� �	� �� � ��� 
� �� �� �� 
� � � � ��$�� �
� � �
� �	�- � � ������	� 	$$	��� ��� 
�$	� ��� ��	� �	����� ��	��
�� �- �- 	� ����

0����
��� 
���	� ������ � � ���	
��- �� ��	4����� ������$���� 
�	�������	���� � ����$��	��� �	��� � ��� 
�
�����	�+ ����	�����- ��7� �	��� ��� ��( ���� �	��� ��	��	
���� ��������
- �
�	���	��� �	��� � ��� 
�
� ���� ��� $��� � �� ��� �	����	� ���� ��� �$� � ���� �	� � 	� 
��� ��	� ������ �� �� �� �� 
	
� ��� ��� ���� ���
� �
	�� ����� 
� �	�	$���� � �� � 	

�� &�� � � ����� 
� ��� �	����
����� 
� ������ ����9� ����� 	����������
�� �	�
����� ��� 	
����� �������� 
�
���	���$����� ���� �
�� ���� 	���- 9�� ���		��
��� �	��	
����
�	��
��	
- �
��( 	
�����	��� �	��� � ��� 
�$� �
�������

&�� ����� �� �� 
����� ��
	��� ���� ����� �	��	����	��	��� �	��� � ��� 
� ��
� ���- ��� ���� �	���	����	�
	$$	���	
�	� �	�	�� � � ����� 
� �
- � ���� ���� 

� � �
��	���� � ���� 

- � ���
� �	
��� ������� ���� ��7	� �
> 	� 
� �
��; $�	��� 

����	���
� ���- �� 	��		����' ��������
� - ������	�� ��
� ����$��� �- �
	�� 
	���$�
	��
� ������ 0�	� �	����<�� �	��� �	� ��
� ���- � �� �� �	�	$��	
� $���� ���� � ��4����- � ��� ��	��� �- �
� ���	�����	���$���	��	������ �
���	�$��� ���� 
��� ���$�7	� �B ��( ���� ����	�	��	�	$���� 
�	$$	����
�	�
� � 
��� �	
����7	� �> 	� 
� �
C �

�	��� ��
- �� ��	�	� ����	���� � �	� �	� ���� �
	� ��	��� ; � �	��� �	� �� � ��� 
� ��
� ���- � �� ����� �	�
��	� �	
���	����������	��
���5�� ���� ���
�	������� �� 
- . 	�� ��	��� �	���
� ���- ��� ���	�� � ��	
�
� �
	��� ��	� 
	�� 
� � �
� �	�� 
� ���- � ��$�� ���� ��� �	� � �
��� $$���	��
- � � ���� ����	� ���	���	���� � �	�
� �	�	���� 0�� ��� ��� ��� ��� ���� ��� ���� ��� ��$
� �	� 	4� 	��� ������ �$� ��� � �� � �

- � � �
� 	� ��
- � � �
�	��� �	��� � ��� 
���
� ���- ��� ���	���	� �	
��

; ����	����	����	����������� ���� ���������	���� ����	��	��� �	��� � ��� 
� ��
� ���- ������� ���������
� � - ����� ��� �

��� ( 	����� ����$�� ����
� ���- ����7	� �> 	� 
� �
����	�
�( 	
- ��&��	�����������	�
+ ���	
� ��� �	�� � �
� �� ��� 	� � �	� �	������� ����	� ����
- � � �

���� ��� 
��( � �	- ��
� ��	���
�� �( - � �
���� �
��	� ������	�� ��

�$���� ���� ����	�$������� � )����� � ��� 
��� �( 	��9� � ����� 
� �
- �
����	� �	� �	
� ��� � �
�� 	�	������ ���� ��� ���� � ��	�9�� �	� �		�� �� ��� ���	� � �

���� ���
	���� �	� �$$	������ $���� � �- � �	�	� ��� ��	� � ��

�� ; � �� ��	�� �$� �� ������ ��� �� �� �	� D���� ���
�����E9� ����� �	� �� ��		
	
� ������� 
�� �	�� �
- ���	� ����� $� ��� �� �
	����	���	��� � �
���	��
$��� �	��� �	� $� �
�� � �
� �� ��� ����� �� ��	��� �	����
��- � ���� � ��	�9�� �	� �	� � 	
� � ��
	4� 
����	� ���� ��� ��� ��	����	��� �	� � ������- �� ���
� 
���� �����
��	����� $� �
�� � �
� ��	��	� ��
���� ���� ��������

0������� 
- �� 

�	��	����	�	���� ���� ���� �
���� 

	���������� 	���&������� 	��� ( 	������� ��	� 
������
� �
� �� ��������� � 	��� 	����	�� : 	� � �( ��� 
	
�	� ��� �� ��	�	� � �	� �� ���� ���� 
� �� ���	��� ���

	�	
�� ����� ��	��� �	���
� ���- ����7	� �> 	� 
� �
��? 	��� �	��� � ��� 
����� ��D����	� ������	�� ���E �
�� ���	��F� ��� ����� ���	� ��	��
����� ��	��� �
�	
����	��� �	� ���	���	��� ��� � � �	�������� � ����- �
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1 It should be noted that the remaining $35 million is expected to be invested in 2 – 3 new venture 
capital funds over the next year. 
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2 Helen Clark (2002), Foreword of “Growing an innovative New Zealand”. 
3 See www.med.govt.nz for the Growth and Innovation Framework, “Progress Reports August 
2003”. 



� � �

1I�

• ����� �� ����� ��	� $���� ����� �$� �	�� ��( �� �	�� 		�� �� ���	��	�� ��� �� 	���� �� �	� ��	�
�	����������� �
��	� 
��� ������$��� �( 	���� � ���� ����	�����

� ���� ���	��	�	� ����	$$������
� �
�����	� �	
��	����
��- �� �
��( �

���� ��$	���	�� 		������ ���� ������

• ����� �� ����� ��	� $���� ����� �$� � � �	��� �	� �� � ��� 
� �� �( 	�� ��� $��� ��	� ��	�
����	���� 
��� ����� �$� ������ ����� /��	�	� � � �� � � ����	��� ��� �� ��� ���� � ��	��	�� 8 � � �
� �� 

� ������� 	� ��� �	� ����	���� 
��	
� 
� ��	
- � �- � �$$����	� ���	�	����� �	�� 
����� ���
7	� �> 	� 
� �
������	� 
��������	�$� 

��� 
� 	��$��������	���	���3�

����	, � 	��
- � ��	� ���	���	��� �� �� 
	
� �	�	�� 
� ������ ���	�� � �
� � �������	�� /�$�	�� ���
��

� ���� ������ ������	�� ���� �	��	����3�� ��	
�� ��� ���	�������	�� ���	��; ����	�8 � � �
	�	
�������
�� �����
� 
	
�� ����
����$� �
����$����	�	� ������������� ����� ����$���� ���� �	��	�����8 � � �� �
�
	��� �
��������	���	���$�	4�	

	��	� $����	�	� ����� ; �� ��	����� ���� ����� 
� 
	�	
� ����� ��$���	�	
�
��

� ���� ����� �������� ��� ( 	��

	��� � ���� � �������	�� ��� � �����	� ��	� $� ��
��� ����� �$�
��� ��� 
��	�� ��( ���	�� 		���� ���	��	��6���
�
; �� � � ��� �$� ��	� �&* � � �������	�� ��	����	���	��� �	������	
� ��	� �		
� ����������� 7	� �
> 	� 
� �
<�� � ����	��� � �
� 	�� 
� � �	� ��	� 	$$	����	�	��� �$� ���� 	�������� ���� ��� � �
���	��� &��
; � �� ���  !!J� ��	����� ��� � �
� &����� ����� * ���	� ��( � ' 	����� �( � &�
��� ����� �	� ���� � � ��
� � �
���	
� ��� ������ �	� ����� ������������ $�

�� 	
� �- � � � �	���
� � �
� �	���	
� ���������
� 	�	
�� �	��� &�
��� ����� �	� ���� ��� * 	��� � �- �  !!"�� 0���� �	� ���� ���	��� ��
��� ����� ���
���	���	���� ������ ������ 	��	�� ���	�� ���	��� ����� 
� ����	�������� �( �

�� � �
� �� 
	���� � �
�
	�������� $�� �
� ������� 0�	�	� ��
��� ����� � �	� $���	
� � �� 
���	��� �$� 
� ��� �� � ��
��� ����� � �
�

� ��� ��� ��
� ������- ��� ������ 
���� �	
- �
���	��� % �� 	���� � ��� 
����
�
&���	�����������$���	���� ���� ���� ��	���� 
���
	��$��	��� �	��� � ��� 
��������	���� 
������8 � � �
� �
��������� ��������	��������
	�	
�� �	������	����	���	������ !! �	��� �
���	
���	�7	� �
> 	� 
� �
�? 	��� �	�&��	���	���* � �
�/7> �? &* 3���

.).� � � �� � �� � �� � � �� � �� �� � � � � ���

0�	��&* ��	������	����	���� ���� ��	��$�8 � � �� ��� �
���	���$������� �������0�	� !!J�� �
� !!"�
���������&�
��� �����8 	� ������ ����
	�� �� �	$� 
��	� �� �	��$���	����� ���� �
�� ���
� �	�
	�	
��$�
8 � � ����7	� �> 	� 
� �
��0�	��	�� 
������� ���� ��7	� �> 	� 
� �
<��
	�	
��$�$� �
�����	�� ����
�� �
�	
� ���	�������	��� ����� 
�� 		�����

; ��� �� !!J��7	� �> 	� 
� �
�������	4� 	�
��� �	����8 � � �� � ��1�1"N��$��� % �/�	$	�������	�$��� �	�
�	
�� 3��: ��
	������� � ��� � ����1222<��	����� �	��$���
- �1�!!N��$��� % �����������

������	�
�� 	��
�� 
$��$���	�K ��� ��� ��	�"�0�	�� �� ��� ��	������� ����	�
� ��	��$��
������� - ��	�� ������ �� �
	����
��	� 
� �( � �$��	�- � 
� ��	� $������
���� ��	� $���� 
� ��	� $����� � �
� � �� ��
� ����� 
� ���� ��� �	����	�
�	� ��
- � � 	����	
� ��� � �
�� ��	� � ���� �- � �	����� ��� �� ����� ���	�� K ��� � ��� ����	��� G� 0� 4�
��	� ��	����$�8 � � ��� - �� 
����� �	�� ����$
� 	��	���	�	�� 
�K ��� ���� ����	���� �	��	�	��� ���� 4�
�� ���
�	�� $��� 8 � � � � ������- �� � ��
	� 7	� � > 	� 
� �
<�� �� 4� �- ��	�� ��� �� ���� 

- � �	� ��� 
� � ����
�	�� 	������8 � � ��	
� ���	�������	�����	���	�����

������������������������������������������������������

4 MED, Growth and Innovation Framework, “Progress Report August 2003” 
5 These values were obtained from the report originally produced by the OECD. There have been 
changes in the coverage of the survey over time, and the 2002 survey expanded coverage of R&D 
activity compared to previous years. This may have impacted the findings. 
6 See page 57 of MED (2005) report titled “Economic Development Indicators 2005”. 
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7 New Zealand’s expenditure on basic and strategic research was 0.52% of GDP in 2002.���
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10 See page 49 of PWC (July 2003), “Bank Lending Practices to Small and Medium Sized 
Enterprises”. 
11 See page 44 of Infometrics (June 2004) “New Zealand’s Angel Capital Market: The Supply side”.�
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���� ��
�$� � 
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12 Unless indicated otherwise this section is based in Gompers, P and Lerner J (1999), “The 
Venture Capital Cycle”; Gompers, P. and Lerner J. (2001), “The Money of Invention: How Venture 
Capital Creates New Wealth”; and Fenn, G. W., Liang, N. and Prowse, S. (2005),  “The Economics 
of the Private Equity Market”  
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13 See Gompers & Lerner 2001, chapter 10. 
14 U.S. investors make a clear distinction between buyouts and venture capital.  However, in most 
other regions of the world the term venture capital encompasses all private-equity investments.  
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Though we try to keep the distinction clear, the lack of sufficient data on venture capital and 
private-equity investments outside the United States can muddy the picture. 
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15 While evidence regarding the financing of these firms is imprecise, Freear and Wetzel’s (1990) 
survey suggests that venture capital accounts for about two-thirds of the external equity financing 
raised by privately held technology-intensive businesses from private-sector sources.  
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16 Analysis by Josh Lerner of SDC Corporate New Issues and VentureXpert databases. 
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17 Analysis by Josh Lerner of VentureXpert and Center for Research into Securities Prices 
databases. 
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18 Analysis by Josh Lerner of Computstat, SDC Corporate New Issues, and VentueXpert 
databases. 
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19 Gompers, P. and Lerner J. (2001), “The Money of Invention: How Venture Capital Creates New 
Wealth” 
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20 Kortum and Lerner  (2000), “Assessing the contribution of venture capital to innovation”, Rand 
Journal of Economics, 31, 674-692. 
21 Kortum and Lerner  (2000) 
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22 OECD (2004), “Science Technology Industry - Venture capital: Trends and policy 
recommendations”, page 5. 
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23 Trajtenberg, M (2001) “R&D Policy in Israel: An Overview and Reassessment”, in Feldman M 
and Link A (eds) (2001) Innovation Policy in the Knowledge Based Economy pp 409- 454. 
24 Trajtenberg, M (2001). 
25 OECD (2003), “Venture Capital Policy Review: Israel”, STI Working Paper 2003/3, OECD, Paris, 
p 14. 
26 Avnimelech, G., Kenney M., and Teubal, M., (2004),  “Building Venture Capital Industries: 
Understanding the U.S. and Israeli Experiences”, BRIE Working Paper 160, March 2, 2004, page 
32.  
27 Avnimelech, G., Kenney, M., and Teubal, M. (2004) p 33.�
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� ���	��	� � �
�
0	����
��- �' �� �
�/7�0' 3�� �
�������
	�� � ���������
��� �	������� ���	��
	����	
������� ���	�
��	����	��� ����� 
����� 	�����	�	����$������ � ��	�������	��	�� �
��	����
��- ��0�	�% 
� ��� � �����
�� ��$���$��	�- 	� ���� �
������ 
�� ������$��� ����� 
�	���$��M � ���

�����K �	��$�����	� �
- ���)	����	��
� � ���������	� �	��� ����� 
�	4� 	�
��� �	����8 � � ���� �� 	��	����$��� % ���

* �

�� ������	�$�����7� ����� 
�0	����
��- �% 
� ���� ��	���
�% 
� ��� � �������� �	
��� 
���$���� �$��	5
- 	� ��� 	���
��0�	��� 
�	��� � ��
�� �
	
�����M 6���

����� �
���	���)	����	�� � ������	$��� ��� �
�

������������������������������������������������������

29 This material is based on Koh and Koh (2002), “Venture Capital and Economic Growth: an 
Industry Overview and Singapore’s Experience”, SMU Economics and Statistics Working Paper 
Series, Paper No 21-2002 and Singapore Management University and Singapore Economic 
Development Bank (1995), “More Venture Capital Funds Managed in Singapore”, 28 December 
1995, www.sedb.com.sg. 
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���	����	�� ���	��	� � �
� �	����
��- � 8 � � � ������ ���	��� 0�	� �� ��� $��� �� � � �� ��� 	��� �	� ��	�
� ����������$��� ��� �
	�������� ������� �
�� ��
��� �	������ � � ����	���	� �	�	� ����� ��

���	���	��� $� �
���� $��� �	�	� ���� � �� ����� � ��	� � ���	�����	�� � 
��� ����	� �	
� �����$��� ��
- �

� ����������� 	���
��� � ����� 
� �
- �����	
� ����������	�
�$	����	��	��� �
������ ���� �������	�������
* ��� 	4��� 
	�� �	�	� ���� $� �
���� � �� ��	� 7� ����� 
� + ���	����- � �$� ����� � ��	� � 
����� ���� 
	
�
�	�� 		��122G�� �
� !!1���

0�	����	���	����� ��� 
����		���� � � �����	��$���	�	���- ��$�$��	���	���� ����� ��$	������ 
�� �
�
�	������ 
� 	4� 	����	� � �
� ����� ��� ��	� �� ' � �� �� ��	� &70��# � � �������	� � ����� � ����
	
�
��� ������$����	��� �	��� � ��� 
���
� ���- �� ��$	������ 
����

&��1226���	����	���	���	��� �
���	
�� ��	� �$� �
��� 

	
���	�8 	����� 
�&��	���	������� � �- �
/8 &�3�� � ����� � � �� � � ��� �$� ��	����	���	��<�� 8 	����� 
� &��	���	��� * � �
� % �������	��0�	�
$� �
�� � ���� � ��� 
��	
�� �����M �1!!���

����� �
������ ���� � ������ �������� ���� ������������� ���
� ��	���� 
����	4� � �
������	��	�������

0�	��	4��$� �
�� � ��	��� �
���	
����1222��� �	����	����	���	����� ��	
����
��	������	���	���
��� �	��� �	� �� � ��� 
� � $�	�� �	�	�� 
� - 	� ��� $��� ����� ��� �� ����� 
� 8 � � � ������ ���	�� � �
� ���� ���
���� �	��	���� �	
���� �	����� 
� 	4� � �������0�	�0	����5� �	�	� ����� � &��	���	��� * � �
� /0&* 3�
� � �� ��� �	��� �� �	
� �- �0&* � ? 	��� �	��� � ����� ������� �	
� ����
	� ��	�7� ����� 
� ���	��	� � �
�
0	����
��- � ' �� �
� /7�0' 3�� 0�	� ���� 
� ��)	����	� � � �� ��� � �����	� �	����
����� 

- � 
���	��
	���	� �	�	� ����� �� �
����
	�	
�� ���	��	��� �	��� � ��� 
���
� ���- ��0�	�$� �
��� 
�+ �M �1���

����
� ������ � ��
���
	
��	�� 		�����		��� ��$� �
�A���	����� 
��� �	
�$� �
�/+ �M �"!!���

���3����	�
���� �	����$� �
�/+ �M  "!���

���3��� �
���	�	� �
- ���� �	�$� �
�/+ �M � "!���

���3���

�0�	� ? 	��� �	�&��	���	����� � � ���� $������ ��� � ��� � �� � ����	��$� �
�� ������ � �� 
� � ���	
����
1222� ��� $��� �� ��� � ����
���� 	, � ��- � ��� ����5�	����
��- � ��� ��� � �� ��� ���)� ������� � ����
	4� 	��	��	
� �	��� �	� ���	������� 0�	� ���	���	��� �������� ����� ��� ��	� $� �
� � � �� � � ���	�
��
	����� ���$�+ �M 1!���

������

; ����	�� ���	���	��� $� �
� �� 

	
� ��	� ' � ���	��� ; ��	
� ��5���	���	��� ���	�	� � � �� � 
���
	��� �
���	
����1222��0����$� �
��������	
��$����	���	�����5���	���	���������	��	����
��- �
�	������ ������ ���	���� ��	
��� �
�� � ��)����
- ��� �� �	
��- ���	�7�0' ���� ' �� �
�0&* �? 	��� �	����

* ����1222����	��� ' �� 
����� �� �	
�� �
�������� �� ��	�� ���	���������	�	�$������	��������������
�	������ ��5� � ���� 

	
���	�0	����� �	�	� ��&��	���	���&��	����	����	�	���

&��  !!1� � ����	�� ���	���	��� $� �
� � � �� 	��� �
���	
�� ����� ���	� $��� ����� ��� �		
� ��� �	�
$��� ������� �� 

	
� ��	� ��� ��� � � ���	�� ���	� � 	�	
�� �	��� ���	�	� /���� �3� � �
� � � ��
�� � ��� 
��	
�� �����M �"!���

����$�����	�� ����������$�$� �
�������� ��5� � ������ ��� ���	
�$� �
����
�� ������

0�	������$��� �����
	��$����	���	���$� �
���������� � ��	� ���	��� �	��� � ��� 
����
	������� �	
�
�- � ��	� $� ��� ��� �� ���  !!!� � ��� �� 12N�� ��� + �M H�6� ��

���� �$� ��	� �	��� �	� �� � ��� 
� $� �
�� ���
����� � ��	��� 
���	�����������������	���	���$� �
������

��� 
� � ����� ��	� � 	�$���� ��	� �$� ��	�	� ���	���	��� �	��� �	� �� � ��� 
� � �
���	�� ��� ���	� �� ��

�$$��� 
�� � �� ��	� 
� �� � ��� ��	� �	��� �	� �� � ��� 
� ��
� ���- � ��� ������ 
	�	� � �
� ���� � �� �
� �
	�
� � �
��
- �� # � ����� ���	
� ������ ��� 	�	��� ��	� ��	�� 

� ��. 	� �$� �	��� �	� �� � ��� 
� $� �
�� � �
	��
�� �� �	�	����������� � ��	��� ������ ��$�����M 6I���

�������12IJ�����M 1J�H���

������� !!1���
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2).)1� # � � � � � �

� ��� � � �� � ��� ��� ��.7 7 2� � � � �

,� �� ��� � � ��� � ����  � +� � � � �� ��9 ������ � ��� � �� 	��� �� ��� � � ��+�

 ��� �� , � �����-.  � /�� �	������ ��  ���� 	�� , � �����-.  � /� � �	������ ��

�� �
- � M IH1� 62N� ��$	����	��	�� 66G�  "N�

�4� � ������ M H"6� 6JN� &0� 2 1� " N�

�� �	��� M 1JH� IN� K ��	��0	����
���	�� H � 6N�

0��� 
� M 1�HG � 1!!N� 0�� 
������ 
� J J� 1IN�

� � � 0��� 
� 1�HG � 1!!N�

� � � �� �" � � � � � �� �,� � �� � �� ��� � � � �

�� %  �/+ ��3� M 1�!16�!!!� � � � �

�� �
- ���� �	�� ��N��$��� % � !�!2N� � � � �

; 

���� �	��� ��N��$��� % � !�1HN� � � � �

��8 � �� ��N��$��� %  � 1�26N� � � � �

�
0� �
	�6�J��; ���� � �����$����	���	�������	��� �	��� � ��� 
L � ���� �	�	, � ��- ������ �� 
� �� ��� �� !!6��
1�0�	�	��� 
� 	��� 	�	���� ��	
�$������	��� �� 
�� ��? 	��� �	��� � ��� 
�; ������ ������
 ���� ��	
�$������	�D$ � 
� �� �
�� �
�������� ������� �� � ����� 
����	��� ���	�� 6 3 3 2 E ����8 � � � ��� �N��$��� % � ���������	�	����� 
� 	�
� �� �
� �
	��� ��� �� !!J��

� � � �	�� ����
�
�
��
� ��= 3 �

&�� �� �� 
� � ��	� $����� �� )��� ���	���	��� ������ ���	� � ����� � ��	�� �	
� ��� ����� 
� �	� ��	�

��	����� �	��� �	� �� � ��� 
� ��
� ���- � � � �� ��	� �����
� ������ �$� �� ��� �� �� �����	
� ? 	��� �	�
�� � ��� 
� ���� ��� ������ /
� ��� �� $� �
�3� ��� 122J�� 0�	� 
� ��� �� $� �
�� /� �
� ��	��� 	�� �
����

	���
� ����3� � 	�	� 
	����	
� ��� ����	� �	� ��	� � � ������ � ����� �$� �	�� �
� ���	������ ��� ��� 

� � �
�
�	
�� ����. 	
����� � ��	������� �� 
� ���

&��� � ����� 
� ����	�
� ��� ��$� �
��� ����
	
������$��� ���$����5	�
��� 4��	
�	$�$����	�� �
����	�������
�� 	��$��� 

- ����	�������	�	��	
��� 4����	����	��� ����	�$	
	�� 
�
	�	
��$�� � ���� !�� 	��	������� � �
����; � �"!!!��$� ���	���	������ 
	� ��� 
� ��� �� $� �
��� * � ���	��� � �������� 
� �� 4� ��	
�����$� !�
� 	��	��� ��� K ��� ���� � �
� R � 	�	���� ���	
� ����� �� 4� ��	
���� J1� &�� 122G����� 	�	��� ��	� $	
	�� 
�
/� �
��� �������� �������� 
3��� 4���	
����� �
�� ������ �	
����� ����� 	�	��	
� �	
����1"�� 	��	���
���� � �����; � �J"!!��$����	���	�����+ �
	����	�8 	����	�	
�8 	���	�	����� ������% 
� ��/8 8 �% 3�
���	���	����� 
���, � � 
�$�	
�$���$� ���	���� 4���	
�����

0�	�	�� � ��� ������� ����

����� 	���
�$������	���	�������
� ��� ��$� �
���$�$��	�- 	� ����� �����
� � ���� ��	, � 	��
- �����	� �	
����	�����- 	� ������122"���

0�	� 
� ��� �� $� �
���� 
� ���	��� �	� ��� �� 2!� � 	��	����$� ���	���	���� � 	�	��� 
	� ����� �� 
�� ��
$������ * � ���	��� ��	�	� � 	�	� �	����������� � 
� �	
� ��� ��	� ������� �$� ���	���	��� �$� $� �
��� &��

������������������������������������������������������

30 This material is drawn from A Carragher and D Kelly (1998), “An Evaluative Comparison of the 
Canadian and American Private Equity Markets”, Journal of Private Equity, vol 1 no 3 and the 
OECD (2003), Venture Capital Policy Review: Canada”, STI Working Paper 2003/4, OECD, Paris  
31 In British Columbia the tax credits were for up to 30 percent.  
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� � ����� 
� ��������� 

- �G!�� 	��	����$�$� �
���� 
�����	����	��	
�� ���������		�- 	� ����$�
	� �������
� �
����K ��� ���������� � ���� ��	, � 	��
- �$� ���	�������	�	
�����	, � ��	�"!�� 	��	����$�
	� ���������
�	����	��	
�� ��������	�- 	� ��� �
�H!�� 	��	���� �������� ��- 	� �����

�� ��� ��� ������� 	�	�����
�	
������	����	��� ��	��$�
� ��� ��$� �
������� ������ �
��$�
��	�����
�	� �	�	��� �������# �� 	�	����	- �� 	�	���������
�	
������	�
� - 5��5
� - ��� �� �	�	�����

0�	�
� ��� ��$� �
���� 
�� ��� ��	���$�� ���
	�� �������	����	����� 	���* ����
- ����	����	����	���$�
��	� 
� ��� �� $� �
� �� �� �	��� � 	�	� ���� �
��	
- � � 
���	
� ��� ��	� ���	����	�� �$� ��	��� �	�� �
�
���	��������� ��� ��$� �
��$� �	
�� 	�� 
��	��$������5���	���	����$�� ��� �����$�
	� ������� ������� �
�	�� ���	$���	� - 	�� �� �� �	��<� � 	����� 
� � 	�$������	� ���	����	�� 	���� �� �	
� ��	�� ��� ����

�
� �	���	�, � � 
��- ��$���	����	���	������	- ��� 
	�� �
��	��	������

5�$$��� ( �������	���	����

	�� ��	���	�� 	�� 
��	����	�
� ��� ��$� �
�� �� 

�$� �	���

�	���

- � ��	� ������ � ������ �	
� � ���� ��	� �	� ������� �	, � ��	�	���� �$� �	���� � � �
��
- � 
���	
�
�	�� ����	��� 	�	���	��� ���0���

- ���	�������� ��	���$��	�� �
����	����������	� �	
���	�������$�
� 
�������� ����� � �
� ��	� $�4	
� � 	���
� $��� ��

���� ��� 

� 
	� 
� ��� �� ��� 	4�
� �� �$� �	�� �
�
���	������ � �� ��	� 	�
� �$� ��	� ���� � 
� �	
� � 	���
� ���	� � 

� �$� ��	� �� 4� ���	����	�� �� 
� �		��
� ���� 	
���

* �� ���
- ����	�
� ��� ��$� �
��� ����
	
��	�� �
����	������� ����$����5	�
��� 4���	
�����0�	�	��� 4�
���	����	��
	
�����	�� �
����	�������� ��������	����	��������	��������	�	�$� �
��$����� 4��	�	$����
��� �� ��� 

� �	� � ��	��	
� ���	�� 	����	� �$� ��	� � 	�$���� ��	� �$� ��	� $� �
�� � �
� ��� �� 
������	
�
	$$���	������	���	����	�� ���� �����

0�	� ��	�� �	
����� 	$$	��� �$� ��	� 
� ��� �� $� �
�� � � �� ��� 
���� ���� 

- � ����	� �	� ��	� ��. 	� �$�
�� � ��� 
� ���	��	
� ����	��� �	� �� � ��� 
� $� �
�� ����� �� 
� ��0�	��� �����	��� � � 
- ��$� �� � ��� 
� � �
�
��	� �	
� ���	� 
� �( � �$� , � � 
��- �
	� 
� $
�� � ���� 
	
��� �� � ���� �	� ���	���	��� $����	4� 	��	��	
�
���	��������

�� ��	, � 	��� ��� ��	� �����
� �������$� 
� ��� �� $� �
��� ��	� $	
	�� 
� � �
� � �������� 
����	���	����
� 
���
	�	
�� 	
����	���	���	, � ��- �� ���������0�	�' � ���	���� 	�	
�� �	���' � �( ��$��� �� 
� �
/' � �3� ��� ��	� �� ��� $	
	�� 
� ���	���	��� �	��� �	� �� � ��� 
� ������� ����� � �
� �� �� �	�	�� 
�
������ ���	���

* ����
- ���	�	�� �	�� ���� �	
- ��� �� �	
��		
��� � ��� 
�$� �
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A snapshot as at 2004  

Investment by stage1 Sector Distribution of investments4 

Stage Amount (US$m) Percentage Sector  Amount (US$m) Percentage 

Expansion $234 25% Agribusiness 9 1% 

Later  $612 66% Communications 25 3% 

Total $931 100% Construction/Housing 3 0% 

   Distribution/Transport 131 14% 

Macro Economic Indicators  Environment 5 1% 

GDP (US$m)2 634,931  Etailing/Retailing 118 13% 

VC as % of GDP 0.01%  Food/Beverages 53 6% 

VC/PE as % of GDP 0.15%  Health/Biosciences 243 26% 

GERD as % of GDP3 1.62%  Info Tech/Software 26 3% 

   Manufactuing – Cons 61 7% 

   Manufacturing – Ind 98 11% 

   Media/Entertainment 1 0% 

   Resources/Mining 36 4% 

   Services – Bus/Fin 55 6% 

   Services –Cons 11 1% 

   Technology 18 2% 

   Tourism/Leisure 40 4% 

   Total 931 100% 

�
0� �
	�6�6��; ���� � ������$����	���	�������	��� �	��� � ��� 
L � ���� �	�	, � ��- ����; � ���� 
�� �� ��� �� !!6��
1�0�	�	��� 
� 	��� 	�	����� ��	
�$������	�; ? ����
 ���� ��	
�$������	�D$ � 
� 5� ���
��
���� 
	����	���5�� ���6 3 3 2 7 8�
J���� ��	
�$������	�: $ � 
� �� �
�� �
�������� ������� �� � ����� 
���� 	��� ��� 	�5�� � ��� ��6 3 3 2 >3 +7 8�
9 ���� ��	
�$����% ���� �	��, � ��- �� 	
�� ��

� � � �	�� ����
�
�
��
� ���

0�	�; � ���� 
�� �����	���	����� �������
� �	
��� ���� ���� � � 
- 5��
	����	���	���� �����������
� ��������	�
	�	
�� �	����$���	��	��� �	��� � ��� 
���
� ���- ��0�	�	����	���	���� ���������� �	�
�� 	�� �	
� � �� � � ��� �$� ��	� � �������	�� �$� ; � �&�
� ���- �� � ����� ��� �	�� �����
	� $��� 
	
��	�����
� ��
� ����� �	����	��� � �
� ��$���� ����� ��� �� �� � � ���� ��
� ���- �� �	�	� ���� � �
� ������ ������
; � �&�
� ���- �� � ��	��� �
���	
����122"�� �
����� � ����$���	�� 	� � ���	����$�&�
� ���- ��0�� ������
� �
�8 	��� ��	��J �

������������������������������������������������������

32 This section relies on AusIndustry, “Summary of Aus Industry Products, July 2005”, 
www,ausindustry.gov.au (last viewed 27/07/05)  and other materials from the AusIndustry and 
Department of Industry Tourism and Resources websites as specified. 
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� �� � ��� 
� �$� ��	� $� �
� ���� ������ ���
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������������������������������������������������������

33 Department of Industry, Tourism and Resources, “Pooled Development Funds (PDF) Program 
Fact Sheet”, www.industry.gov.au (last viewed 27/07/05). 
34 AusIndustry, “Interim Evaluation of the Innovation Investment Fund”, www.ausindustry.gov.au 
(last viewed 27/07/05). 
35 AusIndustry, “Commercialising Emerging Technologies (COMET) Interim Evaluation”, 
www.ausindustry.gov.au (last viewed 27/07/05). 
36 The total government commitment to that policy is $5.3 billion and follows the “2001 Backing 
Australia’s Ability strategy”.   
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37 The four fund managers are Allen & Buckeridge (life sciences), GBS Venture Partners 
(information and communication technologies), SciVentures and Starfish Ventures (technology 
sector). 
38 Department of Industry, Tourism and Resources, Pre-Seed Fund, 2005. www.industry.gov.au 
(last viewed 27/07/05). 
39 AusIndustry, “Fact sheet: Venture Capital Limited Partnerships, July 2005.” 
www.ausindustry.gov.au (last viewed 27/07/05). 
40 AusIndustry, “Media Release: Venture Capital Review Underway – 10 May 2005”, 
www.ausindustry.gov.au, (last viewed 27/07/05). 
41 As reported in the Australian Venture capital Journal, August 2005, page 4 & 5. 
42 Review of the Venture Capital Industry, Terms of Reference (3).  
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�$������	� : $ � 
� �� �
�� �
�������� ������� �� � �� ��� 
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43 This material is drawn from Maula, M. and Murray, G. (2003), “Finnish Industry Investment Ltd: 
An International Evaluation”, Ministry of Trade and Industry and  Vihko R., Castells M., Georghiou 
L., Jalkanen S., Meyer-Krahmer F., Vuoko P. and  Grohn M. (2002). “Evaluation of Sitra 2002”, 
Sitra, Helsinki. 
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44 Note that Sitra obtains virtually no funding from the State budget. 
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45 Note this contrasts with the findings of the Sitra Review which found that Sitra’s shift to seed and 
preseed financing “ filled an important gap in the Finish innovation system” Vihko R., Castells M., 
Georghiou L., Jalkanen S., Meyer-Krahmer F., Vuoko P. and Grohn M. (2002) pp 14-15. Also note 
comments that Finland had the highest proportion of seed stage financing of all the Nordic 
countries, p 13. 
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46 See Gompers & Lerner (2001), chapters 8 & 9, and section 5 of this study. 
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47 Lerner (1994); Sorenson and Stuart (2001); and Hochberg, et al. (2005). 
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48 Noone and Rubel (1970).  
49.  The literature on capital constraints (reviewed in Hubbard (1998)) documents that an inability to 
obtain external financing limits many forms of business investment.  Particularly relevant are works 
by Hall (1992), Hao and Jaffe (1993), and Himmelberg and Petersen (1994).  These show that 
capital constraints appear to limit research-and-development expenditures, especially in smaller 
firms.    
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50 For a wider description of these public sector design issues see Chapter 10 of Scott G. (2001),  
“Public management in New Zealand: Lessons and Challenges”, New Zealand Business 
Roundtable, and Horn M. (1995), “The Political Economy of Public Administration – Institutional 
Choice in the Public Sector”, Cambridge University Press. 
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52 Features such as fixed life funds and blind pool of capital committed to a portfolio of investments. 
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53 “New Zealand’s Venture Capital Market: A study Commissioned by the New Zealand Treasury”, 
by Infometrics Ltd, July 2000. The extract on findings are paragraphs 12 – 17 of the Executive 
Summary. 
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55 Data for these tables have been obtained from the “New Zealand Venture Capital Monitor 2004”. 
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56 Raw data used to prepare these tables were sourced from the “NZ Venture Capital Monitors.”  
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57 Data used from the NZ Venture Capital Monitors. 
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58 LSV was later renamed BioPacificVentures. 
59 As at 30 June 2005 NZVIF had made commitment of $65m to five funds, however, 
BioPacificVentures had not begun investing at this point. Consequently, the subsequent analysis 
and review is based on the four active funds at the time, to which NZ VIF and the private sector 
had made investment commitments of $150 million. 
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61 For the purposes of this table, New Zealands GDP for 2004 has been used. If GDP increases, 
then the level of investment required will have to increase to achieve the same proportion. 
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62 Other issues were also identified during the interviews, but these could not be raised in the case 
studies due to confidentiality reasons. 
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HTS-110 – Successful technology transfer 

Purpose of case study 

HTS- 110 is an example of a successful implementation of a special purpose vehicle created for 
the purpose of technology transfer and commercialisation of technology from a Crown Research 
Institute into international markets.  

About the company 

HTS-110 focuses on delivering magnet systems and components to manufacturers of scientific 
devices. The core technology is High Temperature Superconducting (HTS). The devices that use 
these components are likely to be smaller, more efficient, and environmentally friendly. 

The beginning 

The Department of Science and Industrial Research (DSIR) originally developed the technology in 
the late 1980’s and early 1990’s. The Electricity Corporation funded its development, recognising 
the considerable potential benefits of HTS to electricity generation and transmission. 

DSIR and then Industrial Research (IRL) developed a strong portfolio of patents in HTS and then, 
recognising that it needed to get the technology used, licensed the portfolio to American 
Superconductor Corporation (AMSC). In particular, DSIR identified that it would not ever have the 
capability of making the $100 million investments that are needed to manufacture HTS wire. 

IRL continued to develop the relationship with AMSC with the aim of maintaining its core 
technology base. This relationship was developed through contract research and technology 
support. Currently, it is the only outsource laboratory for the BSCCO wire currently produced by 
AMSC. 

The story 

In late 2003, IRL recognised that it had core technology, but that it was ill placed to take advantage 
of that opportunity. It established a special purpose vehicle (HTS-110) to hold and commercialise 
the HTS knowledge base. The company was established with a Chief Executive for the start-up 
phase, and a handful of core technologists. 

Particular care was taken over establishment of the special purpose vehicle as follows: 

• AMSC agreed to become a partner to the venture and allowed use of the product licenses. 
The President and founder of AMSC sits on the Board of the company, through personal 
interest and because of a passion for the technology. 

• IRL provided the key staff – those who could design the products, and those who could 
build the products. Three are design and 3 are manufacturing.  

• Endeavour Capital came on board with venture capital funding and Mark Dosser acted as 
the financial officer for the company.  Overseas venture capital was considered but there 
was already a New Zealand relationship, and the amount of capital required was too small 
to attract interest. 

• Board governance integrated other key linkages – Paul Callaghan from Victoria University 
(an international expert in HTS) and Bob Buckley from IRL, who leads IRL’s HTS research 
effort.  

A PGST grant from FORST of around $285,000 levered the investment from the partners. In our 
interviews, the company indicated that it would not have received this grant without the involvement 
of a venture capitalist. 
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Today, the company has established a magnet and component product catalogue, has modest 
sales of $1.5 million with distribution points in Asia and Europe, and is cash positive. 

HTS-110 is highly complimentary of the NZTE’s efforts to promote the establishment of a supply 
chain based around HTS technologies. It has helped link together niche manufacturers and builds 
confidence that a possibility exists for New Zealand to become a world leader in this area of 
technology. 

Key points 

In order to establish the appropriate technology base it is necessary to: 

• Find the technology partner and build the relationship with the partner over time - There is 
a core alliance with the world leader (and largest seller) of HTS wire, namely AMSC. IRL 
deliberately built the relationship over a number of years. This relationship created the 
option space for the venture to become active. Of most importance, the relationship gives 
HTS-110 tremendous credibility from the market leader, and gives it the ability to leverage 
internationally. 

• Establish the vehicle and get the right technologists on board. IRL obtained the services of 
key technologists. The tacit knowledge that they had was as important as the formalised 
intellectual property (the product licenses) held by AMSC. Of the seven technologists in the 
company, six came from IRL. 

• Obtain the support of venture capitalists to help shape the venture. Ironically, in the case of 
HTS-110 the capital has been less important at this stage than the required business 
support. However, the capital is expected to gain importance as the venture expands and 
grows. 
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63 The venture capital firms are generally aware of this and to the extent appropriate do participate 
in the decision-making processes of the company. For example, one venture capital firm said, “We 
try to get heavily involved with the investee firm management. We work on providing value and 
contributing to its expansion.” On a similar note, another venture capital manager said, “They (the 
managers) are pretty active and normally spend a day a week with the investee firm.” 
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64 For example, one interviewee stated: “ Many New Zealand firms are under-capitalised, but you 
need to think of the counter-factual. If you pump cash into these firms, then you have to question 
whether this is useful or will simply result in a higher burn rate.”  
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The Term Sheet – A discussion  

Purpose of case study 

To review aspects common in a term sheet between a venture capitalist and an investee firm, 
explore why these may be contentious or cause tensions in the relationship, and look at the reason 
for the terms from a venture capitalist’s perspective 

Background 

During our interviews, interviewees often expressed concern about the term sheet presented to 
them by venture capitalists. Several market participants felt that many in New Zealand were 
unfamiliar with these terms and their role in governing the investor/investee relationship. 
Consequently, receipt of the term sheet was sometimes met with reservation from investee firms, 
which after reading the document felt it was unfairly harsh on the company and did not 
appropriately consider the risks borne by the investee firm.  

What is a term sheet? 

The term sheet is a document that outlines the key financial and other terms of a proposed 
investment. It is used to achieve preliminary and conditional agreement to key terms and is the 
basis for drafting investing documents. As well as being subject to negotiation of the final legal 
documentation, a term sheet will usually contain certain conditions, which need to be met before 
the investment is completed (conditions precedent). 
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Terms 

Any term sheet can have a range of possible terms. We focus on those terms that relate to 
ownership/control and the investment/funding process and how these may be considered 
contentious from the perspective of the investee firm.  

Ownership/control 

One market participant mentioned that the disadvantage of venture capital was that “You run the 
risk of diluting ownership or even losing control.” Terms that can explain this sentiment relate to the 
following: 

Investor consents – for example, “So long as there are at least x percent of the preferred shares 
outstanding, the prior written approval of the investors holding x percent of the preferred shares will 
be required to:  amend the constitution, change share capital, acquire any new business, shares or 
other securities, sell or deal with assets other than in ordinary course of business, wind up the 
company or appoint or remove directors to or from the board of the Company.”  

From the investee firm’s perspective this term can clearly restrict its ability to make decisions 
independently, but from the venture capitalist’s perspective, it provides the venture capitalist 
assurance that any activity, which may significantly alter the nature or risk return profile of the 
business, will need their approval. 

Board Representation – for example, “The board will have a maximum of x directors. For so long 
as the investor holds (or will hold) x percent of the issued share capital of the Company on an as 
converted basis, the investors will have the right to appoint x number of directors (the ‘investor 
directors’).” 

The investee firm may see this as a potential loss of contol, but for the venture capitalist it serves to 
protect his or her interest in the firm. 

Rights attaching to preferred shares – for example, “If no [qualified] IPO or corporate transaction 
has occurred within x years from completion or redemption of the preferred shares cannot be 
completed, the [majority] of investors [holding x percent of the shares] will have the right to require 
the company to engage in a liquidation process by way of IPO, corporate transaction or liquidation.” 
Alternatively it may be expressed as, ”If no [Qualified] IPO or Corporate Transaction has occurred 
within x years from completion, each of the preferred shares will be redeemable at the option of the 
holder for an amount in cash equal to [the original purchase price][the liquidation preference], plus 
all accrued but unpaid dividends.”  

These conditions can be worrisome for the investee founder, as it exposes him or her to the risk of 
‘losing’ the company. However, from the venture capitalists perspective, it provides a way of 
limiting the investment horizon and an opportunity to exit.  

For investee firms unfamiliar with venture capital, the above terms really do feel like a ‘handing 
over of power’ and it is likely that they will resist or try to limit the ability of terms to cause a 
potential shift in control of the company. However, these terms are not uncommon in venture 
capital.  

Valuation/investment 

Another issue raised during the interviews was that negotiations for venture capital were often 
tough. As one interviewee stated, “We [the company] want cash for nothing and they [the venture 
capitalists] want the company for nothing”. Specific terms relating to valuation/investment are 
discussed below: 

Investment (amount) – For example, “You have told us that the proposed business plan calls for an 
equity injection of x. Of this amount, funds managed by us will provide x alongside investment by 
other venture capital funds or financial institutions.”  In this example syndicated funding, i.e. 
participation of multiple venture capitalists is assumed. In this case an additional clause may be 
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included, for example: “The company must secure institutional co-investment of at least x on 
identical terms from other venture capital funds or similar organisations acceptable to us. We will 
not underwrite the total funding sought nor guarantee the securing of co-investors.”  

This can be frustrating for the investee firm. It means that they need to find further funding before 
they can access the equity promised by the venture capital firm. However, from the venture 
capitalist’s perspective, this requirement serves to diversify the investment. It also acts as an 
additional check because due diligence will have to be carried out by another venture capital firm to 
confirm that the investee firm is a suitable investment. 

Investment (type) – For example, “The investment will be in the form of convertible participating 
[redeemable] preferred shares at a price of x per preferred share.”  

It is typical that a new round of investor creates a new series of preferred shares to distinguish the 
rights that attach to their preferred series from those that attach to all prior series of shares. This is 
because at the time of creation, each series of preferred shares is usually based on different 
company valuations and circumstances and thus reflects different risk profiles. 

Although the rights attaching to the shares are usually aimed at mitigating the venture capitalist’s 
risk in the investment, the venture capitalist can initiate other mechanisms. One example of this is 
not to provide all funding up front, but rather in stages (or tranches) contingent on the investee 
firm’s ability to meet certain commercial targets or milestones. This is usually expressed as follows: 

Investment (by milestone) – For example: “The investment will be staged with x percent being 
invested at completion (the ‘First Tranche’) and x percent being invested subsequently. The 
investors will have the right, but not the obligation to subscribe for subsequent tranches. In 
addition, provided that the performance milestones referred to in paragraph x have been met, the 
‘Board’ will have the right to call subsequent tranches within x months of a performance milestone 
being satisfied.”  

The term is designed not only to act as an incentive for the investee firm, but is also designed in 
such a way that if the firm does perform, further funding is ensured. Whilst the term does provide 
protection to the investee firm and a ‘carrot’ in terms of future funding, the ‘stick’ is still present and 
can be a cause of concern to the firm. Failure to perform runs the risk of stopping the company’s 
expansion/growth path. 

Sometimes in the term sheet another term such as, “The proceeds from the investment must be 
used for the Company’s working capital requirement [in particular]” is included. This is another 
approach used by the venture capitalist to ensure that funds are used for the desired purposes and 
protects the venture capitalist from wasteful spending. From the perspective of the investee firm it 
may be considered restrictive as it prevents the firm from allocating funds to where it sees 
appropriate.  

Key points 

The term sheet sets out the terms for the relationship between the venture capitalist and the 
investee firm. Although some of the terms will be contentious especially in terms of what role or 
control the venture capitalist may have over the company or how funding is provided, the terms are 
generally designed to: 

• Ensure the company acts in the best interest of growing or expanding the business. 

• Minimise the exposure of the venture capitalist’s investment to risk, or provide avenues for 
it to take action. 

• Allow the venture capitalist to gain more control and or limit its level of investment if the 
investee firm is underperforming. 
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65 Jeng, L. A. and Wells, P. C., (2000), “The determinants of venture capital funding: evidence 
across countries.” Journal of Corporate Finance 6: 241-289. 
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Navman – A success story of continued local benefits 

Purpose of case study 

Typically, when a New Zealand firm looks offshore, there is concern that potential migration of the 
company will see a loss of the country’s resources and commercial capabilities. In this case study 
we explore the flip side, i.e. what are the benefits of looking offshore and how can this benefit the 
local economy. Navman provides an excellent example. In this case study we explore how it has 
developed as a result of its purchase by an international firm and how this has benefited New 
Zealand. 

About the company 

Navman began by providing the US market with OEM marine instruments. The development of 
personal GPS products propelled Navman’s product range into land navigation, which in turn has 

expanded into cutting edge in-car navigation. Today, Navman’s product range includes marine 
electronics, land based GPS, fleet management solutions and OEM production. 

The company’s head office is in Auckland, with offices and subsidiaries in Christchurch, USA, 
Australia and the UK. Its number of employees is estimated at five hundred, but is still growing. 

The beginning 

Navman began about 18 years ago as Talon Technology66. It started conservatively and without 
any venture capital assistance.  As a start-up Navman searched for the most cost effective path to 
the market. In the absence of any brand or distribution channel, the company focused on making a 
good product and better understanding its customer base. Following exposure to the US market, 
the company established its own distribution in Australia. After the first 5 or 6 years, Navman’s 
sales had reached 3 million through OEM business. 

The story 

Although Navman began slowly, its growth over the last 5 years or more has seen a rapid increase. 
In 1997 the company received its first round of venture capital funding from a small USA based 
public listed company Ultradata Systems Inc of St Louis. The company grew very rapidly from 1997 
and in 2001 it brought in NZ based Emerald Capital to complete a new funding round and at the 
same time to buy back the shareholding from Ultradata Systems Inc. The company became the 
recipient of several awards including Supreme Exporter of the Year (Trade New Zealand), 
Supreme Award for Excellence (HiTech) and Deal of the Year (HiTech). 

������������������������������������������������������

66 The company’s name was changed to Navman in 2001. 
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By 2001 the company was performing well and had won almost $1 million in Government grants for 
the year, bought back its own shares from a minority US shareholder and went on to buy the GPS 
division of Nasdaq-listed semiconductor maker Conexant. 

It was a New Zealand fairytale in the making, when in 2003, with sales close to $150m and staff 
number estimated at 350, it was announced that Brunswick Corporation of the USA had approval 
to acquire Navman NZ for $54.5m (for 70 percent) with the right to buyout the remaining 30 percent 
before the end of 2005. 

Brunswick is a giant US-based manufacturer of marine and outdoor equipment, with 10,000 retail 
outlets in the US and abroad and owns leading consumer brands such as Mercury and Mariner. 

Naturally, from the perspective of many locals, this buyout was disappointing news, as they thought 
from a New Zealand context such a sale would see the loss of a rich pool of human resources and 
intellectual property to an offshore entity.67 However, many saw strong synergies and potential 
growth from the acquisition. The comments from several key participants were as follows:68 

Nigel Metge (Investment manager, specialised manufacturing investment New Zealand) – “A 
marriage made in heaven – increased trade, distribution, financing, technology development and 
strategic alignment – all in one.”69 

Peter Maire (Founder of Navman) – “We realised we would not achieve that level of growth without 
partnering with an international company that matched our vision.” 

George Buckley (Chairman and Chief Executive of Brunswick Corporation) – “We have a firm belief 
that technology is a vital ingredient to our products…. We began to look around the world for 
companies that had that kind of capability and New Zealand with its tradition and history in the 
marine industry was a fertile ground.” 

Post acquisition, Navman did not migrate offshore, but instead maintained its headquarters in New 
Zealand. There has been a significant rise in staff, estimated at 500 and still growing (an increase 
of around 40% since acquisition) and an increase in its research and development facilities. In fact 
in March 2005 the company opened a new 50,000 square-foot facility in Auckland. Furthermore, 
being part of an international group with huge worldwide distribution partners should enable 
Navman to reach its goal of $1 billion sales by 2007.   

Thus the acquisition of Navman by an offshore entity has not resulted in a migration of New 
Zealand skill and expertise internationally, but rather has facilitated local growth of the company 
and ensured a continued demand for its products. This in turn has positive spill-over effects for 
local businesses. 

Key points 

The case study highlights the restrictions of a New Zealand market, namely: 

• The country’s geographical isolation, which makes penetration of foreign markets 
challenging. 

• New Zealand’s relatively small size, which means that desired growth (in company revenue 
and size) cannot be sustained in the local company without looking offshore. 

 

������������������������������������������������������

67 For example in the Herald (25/06/03) an article on the sale of Navman stated, “But the sale to 
Brunswick highlights a familiar trend among New Zealand’s most successful IT companies – they 
get plucked up by overseas investors.” 
 
68 See www.investnewzealand.govt.nz 
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However, it also highlights that even though access to international markets is necessary to 
overcome some of the obstacle of size, it does not have to be associated with a departure of New 
Zealand expertise and knowledge. Rather it is possible for firms to remain local while still achieving 
the desired growth by forming strong networks or ties with international companies. This in turn has 
positive spill-over effects for New Zealand’s economy.   
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Proacta – International collaboration and co-investment  

Purpose of case study 

Proacta provides an example of the benefits of an investee firm collaborating with offshore entities 
to leverage its knowledge and market position. It also provides the opportunity to explore why and 
how a firm may seek offshore investment and the difficulties associated with such an approach. 

About the company 

Proacta is a biotechnology company developing a new generation of cancer drugs that uniquely 
target physiological attributes of solid tumours. The company holds exclusive worldwide rights to 25 
patent families, across more than 9 chemical families. The development of its portfolio is supported 
by significant grant funding and led by acknowledged international experts in the field at the 
University of Auckland and Stanford University.70 

The beginning 

Proacta was first established in 2001 and was a spin-off from the University of Auckland. Initially it 
functioned in conjunction with a university in London, but failure to gain any support from venture 
capitalists for its enzyme products saw the departure of the ‘London connection’ as the company 
began to focus on products (in the treatment of hypoxic cell death), which were developed from 
research carried out exclusively at the University of Auckland. In 2002 the company commenced 
discussions again with venture capitalists about procuring funding. 

The story 

Initially, very little interest was shown by New Zealand venture capitalists who had a very limited 
understanding of this aspect of the biotechnology sector and were unable to assess the company’s 
potential. Consequently the company began to seek offshore funding. Although some venture 
capital firms were interested, many expressed reluctance to invest. Typical comments included, 
“New Zealand is too far”, “How do we control from here” and “Why are locals not interested?” 

Subsequently, Proacta approached Stanford University to participate in the research, after which 
several US venture capitalists began to express interest. There was still reluctance by New 
Zealand venture capitalists to invest in the company, and finally Proacta was able to secure funding 
from GBS Venture Partners (Australia), but only with the caveat that the investment would have an 
American lead venture capitalist. Proacta achieved support from Genetech Inc after which GBS 
Venture Partners then offered to take the lead position in the syndicated investment. Roche then 
joined as another member of the syndicate, as did Endeavour Capital and No 8 Ventures. 

While Proacta has its origins in outstanding New Zealand research (facilitated by Government 
grants), to grow its business requires the building of networks and connections offshore. The fact 
its venture capitalists are US and Australia based (as well as New Zealand) assists in this, as does 
its connections with Stanford University. The importance of these offshore connections is expected 
to grow as the company moves its products through the various research phases and begins to 
develop its marketing strategies.  

Key points 

This case study highlights the following points: 

������������������������������������������������������

70 See www.proactatherapeutics.com for further information. 
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• Lack of knowledge in some sectors restricts the level of investment by local venture 
capitalists, as they are unsure how to evaluate products and businesses in this area. 

• Offshore venture capital firms do express interest in local firms, but are wary of the 
‘distance’ and why onshore investment is lacking. 

• Joint off- and onshore investing can prove beneficial to all parties concerned. Local venture 
capitalists can provide guidance within the New Zealand context and can leverage off 
knowledge from experts in offshore venture capital firms. The offshore venture capital firms 
also provide a useful source of contacts and networks. 

• Similarly collaboration with offshore entities gives local companies access to foreign 
markets, adds further support and credibility to research done locally and allows for the 
next step in the commercialisation process to occur. 
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NZ Venture Capital Funds - Profile of Investor Base (VIF Seed Funds)
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71 Figure 8.1 and 8.2 have been sourced from page 19 of the NZ VIF Progress and Achievement 
report 2003/04. 
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72 Some of the concerns expressed related to the inherent characteristics of venture capital – such 
as longer investment horizon, lack of liquidity and lack of transparency. Whilst these were important 
concerns we focused on issues raised that related specifically to New Zealand venture capital. 
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73 This issue is compounded by the fact that New Zealand investee firms appear to be much more 
familiar with angel investment. Under this approach, the firm is given equity with typically less 
control over or restrictions on its activity. Consequently, venture capital with its vigilant managers 
and tight control mechanisms appear overbearing and too demanding.   
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74 At the time of the interviews the launch of the Seed Co-investment Fund designed to fill this 
perceived gap had not been announced. 
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� �
�
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75 See page 18 of OECD’s “Main Science and Technology Indicators report, 2005/1”. Based on 
2003 data. 
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76 See Gompers P. A., and Lerner J. (1998), “What drives venture fundraising”, Poterba, J. M, 
(1989), “Venture capital and capital gains taxation”, and OECD, (2004), “Science Technology 
Industry – Venture Capital: Trends and Policy Recommendations.” 
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Biotechnology sector 

Purpose of case study 

To consider whether the requirements of biotech suggest the need for the government to mandate 
sector specific venture capital funds. 

Background 

The biotechnology sector has attracted a lot of interest from the government and private sector, 
with the establishment of the biotechnology taskforce in 2002 and the recent establishment of the 
$100m BioPacificVentures Fund to invest exclusively in life sciences, with a focus on prevention, 
nutrition and agbiotech. 
 
In this section we provide a brief overview of biotechnology in New Zealand and identify the 
challenges facing investors in this area, especially regarding the large capital investments required 
and the long lead time between initial discovery and reaching the market place. We also discuss 
the various positions on the government or the market determining the scope of funds and the 
whether sector specific funds should be mandated.��
�
Why the interest? 
 
As part of the Government’s Growth and Innovation Framework the Government identified 
biotechnology as a sector worthy of special attention and direct government effort. A biotechnology 
taskforce was established and its aim was to agree priorities and develop action plans to stimulate 
growth and develop the international competitiveness of the sector. 
 
These initiatives have been undertaken in the belief that New Zealand has particular skills in life 
sciences that could be better exploited and that life sciences sit at the core of some of the 
productive functions of New Zealand’s key export industries. Thus, there is sustained capability that 
could be better used and in turn enhanced. 
 
Why choose biotechnology? 
 
The biotechnology taskforce believes that New Zealand has significant science strengths 
(capability, critical mass, infrastructure and international collaborations) in many areas of the 
biological and medical sciences relevant to biotechnology. 
 
What is biotechnology? 
 
Biotechnology in New Zealand is defined differently from international definitions. Biotech in the US 
has generally come to mean what we call human biotech. 
 
The Taskforce definition is substantially wider. The Taskforce identified eight areas where there are 
opportunities to build on New Zealand’s existing and emerging strengths. These are New Zealand’s 
unique blend, large animal based technologies, plant based technologies, biomedical science and 
discovery, bioprocessing technologies and manufacturing, innovative foods and health, 
agritechnologies, medical technologies and biocontrol, biosecurity and bio-remediation. 
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Government funding 

Up until recently most of the research funding for the biotechnology sector has come from 
government. The bulk of the funding for basic biotechnology research in New Zealand is sourced 
from the Marsden Fund, Research for Industry and New Economy Research Funds. 
 
Stages of development 
 
Within each of biotechnology’s classifications and its respective product areas, the path to 
commercialisation is different and is largely dependent on the regulatory processes governing 
release of the product or development of the technology. 
 
The pathway for development of biotechnology is different for each product group. For instance, 
the use of animal databases is considerably easier than the development of a new chemical entity 
for human consumption. Likewise, even within drug research, the development path for a cancer 
drug is different from that of a drug used in, for instance, cardiovascular care. The former generally 
is accepted for regulatory approval post Phase II trials, whereas a heart drug would probably need 
to proceed through Phase III trials, with requisite complex multicentre, double-blinded trials, and 
with the requisite complex support, infrastructure and cost that such a development programme 
entails. 
 
At the distant end of perceived risk is pharmaceutical development. The table below provides an 
outline of the typical stages of development for a pharmaceutical product, the duration of each, the 
required investment and the probability of the drug reaching the market place77. It is a useful tool to 
identifying the challenges in investing in this part of the biotechnology sector, the large capital 
investment requirements and long lead-time to reaching the marketplace. 
 
In the early stages of development, during discovery and pre-clinical tests, the cost required to 
undertake the necessary R&D can typically range between $3-5million and the duration between 4 
to 6 years. Whilst it is not unusual for R&D to be capital and time intensive, the added problem in 
this sector is that this is really only the first of many regulatory hurdles facing the commercialisation 
of a potential product. In fact, the probability that a product/idea at the pre-clinical stage actually 
reaches the marketplace is low – some suggest only about 5%.  
 
If preclinical trials are successful and the products withstand Chemical, Manufacturing and Controls 
(CMC) and Investigational New Drug requirements then the next development stage is clinical 
testing, which consists of Phase I (safety) studies, Phase II (initial efficacy) studies and Phase III 
(comparative efficacy) studies. At these stages the commercial viability of the product can be 
actively considered as a rapid increase in the probability of reaching the market place is observed. 
However, this is not without cost. Typically costs at this stage of development range between $10m 
and $30m (but may be much more) and can take anything between 6 to 9 years to complete. 
 
Almost all research-based companies would be seeking additional capital at the time of Phase III 
trials. Almost all research-based companies would be seeking additional capital at the time of 
Phase III trials. That capital is likely to come as a package with the skills to undertake the further 
work to get the drug to the market. 

������������������������������������������������������

77 This table was sourced from the Wisconsin Technology Network’s website in its report on the 
complexities and cost of Mid-West biotech drug development. (see http://wistechnology.com). 
Although cost estimates and duration are specific to an American market, these can also be 
considered relevant in a New Zealand context, where the drug even if discovered locally will most 
likely have clinical trials carried out overseas and will need to meet US FDA approval if it is to be 
marketed in America. 
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The next and final set of hurdles is CMC for New Drug Application (NDA), NDA and an FDA review. 
This can take anything between 2 to 5 years and an investment cost of between $5m and $10m. 
However, following FDA drug approval, the ability of the product to reach the marketplace is 
guaranteed from a regulatory perspective, and the success of the drug will depend on its efficacy, 
its pricing, whether it is truly innovative or a “me-too” and the success of its marketing and sales 
distribution teams. 
 
Thus the life cycle of a pharmaceutical product is long; it can take between 12 and 22 years from 
the discovery of a product to the point that it can actually be used by consumers if Phase III trials 
are needed. This process can cost anything between $20m to $50m for many products, and for 
some pharmaceutical drugs it can be up to five to ten times this amount78.   
 
Where the cost and risk of this investment falls is more open to question. A lot of research 
investment is carried out with public money or through universities internationally. Increasing, 
pharmaceutical companies will identify likely development teams and co-invest, or purchase the 
rights to drugs in latter stages, with the development risk largely been carried by the researchers 
and their sponsors. The latter stage investments are risky but are much less risky than the initial 
discovery processes. 
 
In contrast to pharmaceutical developments, medical devices do not face such steep regulatory 
hurdles. A device can be brought to market reasonably quickly. And Agbiotech faces other 
challenges. For instance, the Hazardous Substances and New Organisms Act 1996 is likely to 
have more impact than US Food and Drug Agency regulations.�

Investing along the R&D and development spectrum  

Based on the life cycle described above, it is clear that the risk profile for the investor and cash 
requirements for the investment shift dramatically during the development of the product. This is 
illustrated on the next page.79 
 
�
 

�

�

Should the Government support sector specific funds? 

������������������������������������������������������

78 The report by the Wisconsin Technology Network makes reference to some estimates by Big 
Pharma companies of costs between $800 and $900m to develop a successful drug. 
79 This table was taken from the Biotechnology taskforce report (2003) titled: Growing the 
biotechnology sector in New Zealand: A framework for action. 
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There is considerable pressure for sector specific funds. The general argument is that 
biotechnology has longer lead times and greater risk than other investments, and these special 
characteristics mean that a fund needs to be specific to biotechnology only. 
Our view on this point is two-fold. First, we believe that government is ill-advised to mandate the 
scope of funds as these decisions need to reflect market realities from which the government is 
isolated. These decisions are much better left to fund managers who operate in purpose-built 
entities (in terms of information, capabilities and incentives) for making these decisions and 
managing the attendant risks.   Secondly, the risks of technology development are equal in other 
areas. For example, HTS-110 has had a 20-year development path. In a way, the regulated nature 
of pharmaceutical development helps relieve risk as the procedures, standards and returns are 
relatively clear. Any policy intervention needs to be indifferent to the source of the innovation but 
pay particular heed to what general level of activity is being sponsored.  

In our view, investment opportunities need to stand and fall on their own merits and venture fund 
specialisation in biotech (or in other areas) is best developed according to market dictates rather 
than government mandates.  

�
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83 See page 56 of the Taxation (Depreciation, Payment Dates, Alignment, FBT and Miscellaneous 
Provisions) Bill: Commentary on the Bill. 
84 The Taxation (Depreciation, Payment Dates Alignment, FBT, and Miscellaneous Provisions) Bill 
2005 
85 The Taxation (GST, Trans-Tasman Imputation and Miscellaneous Provisions) Act 2003 
86 See the explanatory note of the Taxation (GST, Trans-Tasman Imputation and Miscellaneous 
Provisions) Bill 2003�
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87 See the media statement released by Hon Michael Cullen on 08 June 2005. 
88 This comment was made by Robin Oliver, Inland Revenue’s Deputy Commissioner, Policy (see 
www.taxpolicy.ird.govt.nz). 
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89 Press release by the Minister of Finance, 2 August 2005, at 
http://www.taxpolicy.ird.govt.nz/index.php?view=387 
90 Subject to certain legislative criteria.  See the Taxation (GST, Trans-Tasman Imputation and 
Miscellaneous Provisions) Act 2003 and Taxation (GST, Trans-Tasman Imputation and 
Miscellaneous Provisions) Commencement Order 2004.  
91 For a discussion of these issues see the discussion paper issued by the Minister of Finance in 
2002, “GST and Financial Services”. 
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92 Statistics New Zealand, “Business Finance Survey: 2004”, 2 May 2005 
93 Australian Bureau of Statistics, “Venture Capital, 2003-04”, 5678.0, 26 November 2004 
94 See page 3 of “The NZ Venture Capital Monitor 2002” 
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95 Venture Economics was originally know as Capital Publishing and was established in 1961 to 
report on the SBIC programme. 
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96 The scorecard was extracted from the NZVIF 2003/04 Progress and Achievement Report. 
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	��	
������	��	�����$��	$	�	��	��$�
�������� 
- � ������ ��� ��	�� 
� � ������$���	�7> ? &* �� � ��	4� 
����
- �	4�
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�� ����	��� ��������$�
��	���� 
- ������
	�	
����� � ������	� �
- ����� �
	��� ( 	��� ���� ��	�� 
� � �������

: 	��� ��	���� ��	�� 
� � ������$���	�� ���� �- �� �
��- ���)	����	�� ��� ��	�	�- ����		�- 	� ������
�( 	
- �
����	� � � �	� ���� �
	��� 
� ��	��	�� 		�� � 

�� ���� �� $$���	��� ���	� $��� ��	��� �( 	��� ��� �	�� ��
��
�	��� �� ��	� �		
� $��� ���	���	��� ��� �������� ��	� � 	�$���� ��	� �$� ��	� � �������	� � �
�
��
�$- �����
��	������� ���	, � ��	
���

�# �� 	�	��� ����� ���	�� �
	� ���� 

� ���� � �	�
� 
	� ���	� �	�� 
� �� ���� ���- � �$� ��	� 7> ? &* �
� �������	������ ��F��

• � � ( ���� � 	�$���� ��	� ��$���� ����� ��� ��	� 7> ? &* � � �������	� � �
� ��� ��	� 7	� �
> 	� 
� �
� �	��� �	� �� � ��� 
��� �( 	�� ��	�� 

����	� � �
	
- � � �� �
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� $� �
�� � �
� ���	��		� $����� � �
�
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� ��� $��� �� ��� ��	� 
	�	
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��	�- � �$� ����	�
�	����	����
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	�	
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� � ���������� ���� ���� 

- �	� ��	���

0�	�7> ? &* ��� 	�� �	������ ���	�	�������� 
������� �����	�
	
��	�- ��$���	�$�

�� �����	����	�F1!!�

• &���D���	��� ���	��E �� � ����� ��� ���	��� �
���� � �
��������� ��	� ? &* ��		
� * � �
��� �0����
�� �� ���
� 
	
� 	��� �
������� ��	� ������ 
� �	�� �$� $�� �� * � �
�� � �
� ���  !!6L !"� � 

���� � �
����	��� �		
� * � �
�� � �
� ��� � �� �������� �	��	� ���� ���	�� ����������� ��	�
� 	�$���� ��	� �$� ��	� �		
� * � �
��� �	� ������� ��� ���	���	��� ��� � 	�$���� ��	�� � �
�
���� 
	�������	�� 

��� ������$��������	
��� � ��� 
������	�7> �? &* �� �������	�/�$�M 1!!�
��

���3���

• + �
	��� ( ���� � ��( � ��� ��	� 
	�	
�� �	��� �$� �	� � � �������	�� � �� � ��		
� � ����
���	���	����

• ; 
���������	����	���	�������	��� �	��� � ��� 
��� �( 	������ 	���

• �������� �����������	��� � - �������	�
	�	
�� �	���� �
����� ����$�� ��� ��� ��� �
	�7	� �
> 	� 
� �
� �	��� �	� �� � ��� 
� �� �( 	��� � ����� ���
� 
	�� � ��( ���� � ���� ��	� 7> ? �; � ���

	�	
�� ���	���
� ���- ��� ��������	��� ����� 
��	���� �� ����	�� � � ��� ��	�����������
	�� ��� ��
���	����� ��� ��	� �		
� * � �
�� � �
� ��	�	�- � � ��������� ��
� ���- � ��� �
� �
��� � �
�
�� � � ������� ��	� 	��� �
����	��� �$� � � 
� �� �� �	� ��� � ��$�
	� � �
� �	� �� �	� ��	� 7	� �
> 	� 
� �
��	��� �	��� � ��� 
��� �( 	���

• ; ��������� ��� � ���� ������ ����	� �	
� ������� ����� 
� ���	���	��� ����� ��	� 7	� � > 	� 
� �
�
�	��� �	��� � ��� 
��� �( 	����- �� ���������7> ��	��� �	��� � ��� 
��� �( 	���� � ���� ����	�����

��� 
� � �
� �$$5����	� ������� ����� 
� ���	����� ���� � ��� � 
������� ��	� ���	���	��� ���
������ ���	�� ��� � ���� ��� ���	����� ���	�	����� 	��� ����� � ���� �� �	( 		� 	��� � ��� � �	�
��$
� 	���� 
� ��� ���	�����<� � ���$�
��� 
	��������� � �
� � �
	��� ( ���� � � �	��� �	� �� � ��� 
�
	
� �� �������
	���������7> �������� ����� 
����	�������

&�� ��� ��� ���� ��� ��� ���	� ��� �� ��	�7> ? &* � ���	���� ��� ��	� �		
� * � �
�� ��� ��	� ���	� �	���� � ��
���	�� ���	������ 	4�	� ����� ��� �� /13� ���	�� ���	������ ��� 	� ��� * � �
� � �	� � ����
	
� � ���� � ��
�� �������� �����	4	����� �
	�� � ������	�	�
��$���	�$�$���- 	� ���$���	�* � �
������ - ��� ����	�7> ? &* �
���	���	��� ��� ��	� �� ���� �$� �� � ��� 
� � 
� �� ���	�	��� ��
- � /��	�� ���	�� ���	������ �� �� � ��	��� � �- �
� � ��
	� � ���	� ����� ���� ��3� � �
� / 3� ��	� * � �
��� ��� �� 	�� �	� � ������ ��	� ���	������ � ��$�
	�
� ������ �		
5��� ��5� � 5	� �
- � 	4� � ������ � �� �	�� �� �� �- � 7> ? &* �� � * ��� ����� ��	�	� �	� ����� ��	�
$��� ���� 
� � 	�$���� ��	� �$� ��	� 7> � ? &* � ���	
$� ��� ���� �	� 
�
- � ���� � �� �
	� ��� ��� �� �$� ���	��
���	������� �� �� ��	� � 	�$���� ��	� �$� ��	� �		
� * � �
�� ��	��	
�	�� � �
� ��	� ���	��		� $�����
���� 

��	�� �
	�����	��	� ����$� 

- ����� � �	
�� ������	���� 		����

������������������������������������������������������

100 See pages 4 and 8 –10 of the NZ VIF Statement of Intent 1 July 2004 – June 2009. 
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• ; ��� � 
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�
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�
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� �
- � ��� ��� ��	� 	� �
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�	� �� �	����� 
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	�	
�� 	
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������	�$�
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��	�����
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������ ��# 
����

&�� �	
� ����� ��� ��	�7> ? &* � ��� 
� �$� 
	�	
�� ���� � � 
� ��	�� � ��
� �$� � 	�� 
	� ���7	� � > 	� 
� �
<��
�	��� �	� �� � ��� 
� �� �( 	�� � ���� �( �

�� � �
� 	4� 	����	� ��� �		
� � �
� ��� ��5� � � ���	���	���� � ��
� ��� � 
��	� 
���� ����$� $� 

� ���	�	, � ��� 
	����	��� �	� �� � ��� 
� ���	���	���
��	������ ��� 

��	�
���
� 
	
������	��� �( 	��
� �� �� �0������� 

��	��� � � 
	�	��	
�� ������
��� ������$�, � � 
��- ��$���
	4��� 
	� ��	� 
	������$� ��	��� 	4� 	��	��	� ����	��� �	� �� � ��� 
� ���	��������� � �� 	���	� �	�	� �����
: 	� �	������	� ����� � � � ��� ��� � �� 

� ���� �	� � �	���	� � �
� ��� 

� �	� �� �)	��� ��� ���	�
�� ��� � 
� ����� �� �� ��� � ���� �
- � �	��	�� ��� �� ��� 
� �� � ��� ����� 
��	������� � 0�	� �� ��� 	� ��
? 	��� �	��� � ��� 
�; ������ ������	� ������	� 
���� ������� 	��� ��	�������	4� 	��	��	���������� �	� �
��� 

��	����	����� �	
��


�� � �	�
��
���
���� ��
��� � ��
���

&�� �	
� ����� ��� ��	� ����
� ��� 
� �$� $� ��
��� ����� ����	���� 
��� ����� �$� ������ ������ $���� ��	�
���� ��8 	�	� ����&������ �	��/�8 &�3�� + ���	�����	��� �
���	�� ���� �	��	������ ��	�; ������ ������$�
+ ���	����- �0	����
��- �� � �� �	���/; + 0� 3��� ���� ��	- 	
�� ���	�����	����	�	� ����������� ������
� �
� ���� ��� 
�� ��� ��	� + �� � �
� �� �� 
� � $��� � � �� ��	�� �$� - 	� ��� ��� �	� �� �	�� �	
� �	
� ���
����	���� 
�������	����
��- �1!1��0�	�	��	� �� �	�����
� 
	F��

• 8 	�	� ��������	���� 
��� �������� $$�	�� 
�- 	
��

• 8 	�	� ����	4� 	�
��� �	���

������������������������������������������������������

101 See http://www.autm.net/about/ for a description of the AUTM approach. 
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��� 
�
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( ��� 
	
�	��� 	�
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�����	��	
�	������ 
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	���	
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• 0�	� 	4�	��� ��� � ����� 7	� � > 	� 
� �
� �� �	
� �	��� �	� �� � ��� 
� $� �
�� �� �	� �	�� �	
�
�� � � ����$����
��� 
�� �
����	��� ����� 
�������� ����� 
����	��������

• 0�	�	4�	������� ������$$5����	��� �	
��	��� �	��� � ��� 
�$� �
���� �	����	��	
����7	� �
> 	� 
� �
�$������

• 0�	�	4�	������� ��������	��		�$������� �	��		���	$��� ��	
�� ������ ���
	�$��� ���	����

��� 
�������	��� ����� 
��

• 0�	� 	4�	��� ��� � ����� ���	��		� $����� �� �	� $���	
� � 

�� ��	�� � ���� �� )��� �
��� 
�
� � ���	��������	����	������

• 0�	�	4�	������� ��������	��		�$������ �	�
	��������	�	�� 	�$������	��	� ���� �( 	����

�

�

������������������������������������������������������

1! �DNational survey of research commercialization, years 2001 and 2002: Selected measures of 
commercialisation activity in universities and publicly funded research agencies”, Department of 
Education, Science and Training, the Australian Government, October 2004 
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; � �&�
� ���- ��  !!"��  �� � �	�� � �� , ��� 
�� ���	�� �	�� ����8� � � � �� � ���
� ���- ������ � � /
� ���
��	� 	
� HL !HL !"3��

; � �&�
� ���- ������	
� ��� �����
���� ������
���� ��
���
�� ���� �������� ��� � � �� � ���
� ���- ������ � �
/
� �����	� 	
� HL !HL !"3��

; � �&�
� ���- �� 
�� � �	�
��
�
�� � �� �	� 
�� � �������� � 
��� -
$ � � �/� 
���	
� � �� �����
����
� � � �� � ���
� ���- ������ � �/
� �����	� 	
� HL !HL !"3��

; � ���� 
�� ��' � �	� � ��$���� ��������� !!6�������	�����
����6 3 3 = E3 9 5��2 1 J K 83 ��

; ����	
	���� ���� = 	��	- �� � �� � �
� 0	� �� 
�� � ���  !!6�� ? �
�� 
�� � � ����	�� ���
���� 
�� ���	
��G�
. �� �	����� 
�� �����. 8 8���� ���	���
��" ��	
������' 8 &��: ��( ����% � � 	��1G!��� � ���� ��

�� ��� ��	��� ; �� � �
� = 	

- �� � ��� 122I�� , �� �� �����
� �� �� � ��	
���� � �� ����
���� 
��� ��� � , � �	
����
�	
� �����C �
���� �	# �������� ��� 
��$�% ���� �	��, � ��- ����
�1����J��

��� 	�� ����  !!"�� ������� ��� � �� �
��� �	�� �� � 	# � ��	� ���� � �� ����� ���� � �� ����E�����
��( ��� � ����	��
���
����� �	# ����
��� �	�����+ ���	����- ��$��� 4	���� ����

� 	� � ���	����$�&�
� ���- ��0�� ������ �
�8 	��� ��	���� � � ��� �� �� ����� ����% ��� ��-� � % /��	� � 	�� �
������������� � � ���
� ���- ������ � �/
� �����	� 	
� HL !HL !"3��

� 	� � ���	��� �$� &�
� ���- �� 0�� ����� � �
� 8 	��� ��	���  !!"�� � 	�E���� � ���� �
� � � ���
� ���- ������ � �/
� �����	� 	
� HL !HL !"3��

� ������ � �� % �� � �
� � � ��� - �� ��� ����  !!"�� �����	�� ���
���� 
�� ���� ����� 
�� ���� � �� � ���
��G�

������� 
�� ���		����� 
�� � � ����� �����	
������� ��� 
��$�' � ���	���? 	��� ������* 	��� � �- � !!"��

������ � � B �� ��� � �
� 7	� � > 	� 
� �
� ? 	��� �	� �� � ��� 
� ; ������ ������  !!"�� ���� & �� � ' ������ �
� ����	�����
����� ��
�� 	�6 3 3 9 8�

������ � � B �� ��� � �
� 7	� � > 	� 
� �
� ? 	��� �	� �� � ��� 
� ; ������ ������  !!6�� ���� & �� � ' ������ �
� ����	�����
����� ��
�� 	�6 3 3 = 8�

������ � � B �� ��� � �
� 7	� � > 	� 
� �
� ? 	��� �	� �� � ��� 
� ; ������ ������  !!J�� ���� & �� � ' ������ �
� ����	�����
����� ��
�� 	�6 3 3 6 ��

* 	������� : ��� ��� ����7�� � �
� % ��� �	�� ����  !!"�� ����� ����� � 
��� � �� ���� �	
� ���� �C �
��� � �	# ��8�
' �� �
��$����	�������$���	�* 	
	�� 
�8 	�	��	��- ��	��/+ ���3����� $$���� 
�	����� ��	��1GI��

* �		� ������� �
�: 	�. 	
�����: ���122!��; �� �( ��#	� �����
� �E��������	��	����	�L ���� ��� 
��$�' � ���	���
? 	��� ������"��HH5I2��

��
�����8 ������ �
�' 
� �( �' ���1222��� � ���� ����	��
��
����	�C �
	��������
� ����� �# �� �	# ��L ���� ��� 
��$�
; � � 
�	
����� ��� �	�* ��� ��	��JG56I�/: ���	�3��



� � �

1"!�

���� 	���� % ��� 122"�� $ ��
� ��� 
�� ���� ���5� � ��
�� 	
�� 5� ��� � ���� ���� 
�� � � �� � ����	�� ���
���8� 0�	�
��� ��� 
��$�* ��� ��	����
��������"��� 	�	��	���

���� 	���� % �� � �
� �	��	�� ���� 122I�� � ; ���� � 	
� ��� � ����	�� ���� 	�
�
�� L � ' ���( ����� % � � 	��� ���
���������; ������- F�� ����	����������162512 ��

���� 	����% ��� �
��	��	������1222�����������	��
��
����
������� &0�% �	����

���� 	���� % �� � �
� �	��	�� ����  !!1������ � ����� � �� 
�� ���
��G� ! � � � � ����	�� ���
���� �	������ ��� �
� �������# � ��� �
�' � ���	��������
�% �	����

# 	

�� ���� 0�� � �
� � � �)� � % ���  !!!�� ���� 
���	���
��� ( ��� ���� �	�� ���� � �	# ��� ��� � �
����
�� �
��	���� �G�����	� ���� ��� ����	�����
�����8 	��	� ��$�* ��� ���� 
���� 
�	���1J��2"252I6��

&�$��	��������
��� !!6��& �� �' ������ *����� ������
����� �	# ��G����� �������
� �5�F����6 3 3 9 8���

&�$��	������ ��
���  !!!�� & �� � ' ������ *�� � ����	�� ���
���� � �	#��8� 0�	� �� �- � : ��( ���� % � � 	��
!!L 128�

�	�������; ��� �
�: 	

���% ������ !!!������� ���	� 
������� ��� ����	�����
�������� 
�� G��� 
� �������	� ���
�����	
������� ��� 
��$����� ��� �	�* ��� ��	�GF� 615 I2��

= 	� ������������� !!J��$ ��
� �����( �
���� �
����� 	� � ����	�����
����( ��#�� � 
���� ��
��8� + ���	����- �
�$������� 

	���� ���� ������% � � 	������ !!J5!2���

= ���� * �� � �
� = ���� : ���  !! �������	�� ���
���� ��� � ����� � 
�� � 	� � ��G� , �� 
�� ���	�� � � �	� 
�� ���� �
 
�� ���	�*�� �" ��	
����8������ � ��	� � � �� �	�	��� + ���	����- �� �� + ����������� � �
���� ��������
: ��( ����% � � 	���	��	���% � � 	��7�� 15 !! ��

= ���� ������� �
��	��	������122I��� � ���� ����	�����
�������	�
��� � ��
��L �7' �8 �: ��( ����% � � 	��
7��GI6G��� 	�	��	���

= ���� ��� ��� � �
��	��	��� ����  !!!�� , �����
�� � ���� ����	
( ��
��� � �� � ����	�� ���
���� �� � 
��� � ��
����
8 � �
���� ��� 
��$������������J1��GH65G2 ��

= % � ���  !!J�� ��� ���
� ��
��� � �� 
���� ��
��� ��� � � ����	�� ���� 
�� � ��
� �� ���G� � �� 
�� � � �� ����
�����C �������� ������� ������ 	��������� ����	���& �� �' ������ ��� � ���
��8�

�	��	��� ���� 1226������ ���� 
���
��� � �� � ����	�� ���
���� 
�� ���� ������ * ��� ���� 
� � � �� �	�	����  J�
/; � �� ��3��1G5 H��

�	��	�������1222������� � � �	�� �������� ����	�����
���
��G��������� E	���
� ������ ������ ? �� ��	�� 	�� ��
��� ��� 
��$�' � ���	���H F� I"5J1I��

8 ��� ����; ��� �
��� ��% ���	
��	���	�' ��� !!6����������� � 
��
� ������ ��� ����	�����
������ 	� ����	�
' � �
	��� �( ��� ���� ������% � � 	���	��	��1F�7��1IL  !!6��

� � � 
� ��� ��� �
�� � ��� - ������ !!J��% 
��
���
�� ���	��
�� ���� ������� G�, ��
���	���
������� �����
����
� ������- ��$�0�� 
	�� �
�&�
� ���- ��

� ������- � �$� ��������� � 	�	
�� �	����  !!6�� , ��	���
�� � 
�����
� ���� �� 	�
� �� � 
	���� 
�� ���� �����
* 	��� � �- ���



� � �

1"1�

� ������- � �$� ��������� � 	�	
�� �	����  !!J�� � 	� � ��� ��� � 
���� ��
��� �	�� �� � 	# G� ? ����� �	# �

�� 
����	��	���	��6 3 3 = ��

7	� �> 	� 
� �
�? 	��� �	�&��	���	���* � �
������	
�� !!6�� ����� ����� ��
���������+�F����6 3 3 9 �@�= 3 �
F����6 3 3 < ��

7	� �> 	� 
� �
�? 	��� �	�&��	���	���* � �
������	
�� !!6��� 	� � 	������� ���	�� 	� �����	���	��6 3 3 = �
@�6 3 3 9 ��

7���	������ ��� �
���� �
	- �� ��8 ���12H!�� ? �
�G�� 
����	��
��� 	� ��
)�� �� ����	�����
���������� ����
�� � ��� 
�% � �
��������

K ��� �� !!"��� �
����
�������� ��������� � ��
�� 
����	�8�? �
� �	� !!"L !1��

K ��� �� !!6�� �
����5��������� � ����� �
�� ���	������� � # �6 3 3 9 ��

K ��� �� !!J�������	�����
������ �
���	�� 
�� G�
���� ����0&�: ��( ����% � � 	�� !!JL 6��

K ��� �� !!J�������	�����
������ �
���	�� 
�� G�� ��� �	# 8��0&�: ��( ����% � � 	��� !!JL 1!��

K ��� �� !!J�������	�����
������ �
���	�� 
�� G���	���8��0&�: ��( ����% � � 	�� !!JL J��

K ��� �� !!J�������	�����
������ �
���	�� 
�� G�& �	� ��8��0&�: ��( ����% � � 	��� !!JL 1H��

K ��� �� !!J�������	�����
������ �
���	�� 
�� G�� � 	��� ��8��0&�: ��( ����% � � 	��� !!JL 12��

K ��� �� !!J�������	�����
������ �
���	�� 
�� G� ��
�8��0&�: ��( ����% � � 	��� !!JL 1I��

K ��� �� !!J�������	�����
������ �
���	�� 
�� G� � �� �����0&�: ��( ����% � � 	��� !!JL 11��

K ��� �� !!6�������	�����
���G��	��� ����� ��� �
���	���� � ��� ��
���8�

% ��	��� �� ��� � �� 12I2�� �����	�� ���
���� ��� � ���
���� � �
��� ��" ��
��8� &�� 0� 4� % �
��- � � �
� ��	�
������- ��	
��	
��- ��� � �	��	��� ��	����������
�	F�� &0�% �	����

% ���	� � �	���� �	���� 	����  !!J�� ? ��# � ���� 
�� � �	���
���� �� � �� ���� ��� � � �� 
�� � ���� 
�� � �
)�� �
�
	� ���8 	� ���������	�� ������- ��$����������� 	�	
�� �	����

% ���	� � �	���� �	���� 	����  !! �� � �� ( ��� � 	
� ���� � C�
��� 6 3 3 6 G� , � 	�� 
�� � � �� ���� � �� ( ��� �	
� ����
�C �
������ �� ����	�����
����� �	#�����

������ ����  !!1�� � � �( �
�� � ���� �� ���� 
�� & �� � ' ������ G� H ������� ��� � �������� ��8�7	� � > 	� 
� �
�
' � ���	���8 �� �
�� �
	��

����� � ��	� ��������� � 	�	
�� �	��� ' � �( �� 122"�� � � 	�� � ����	�� ���
���� ���� �� � ���� �� � 
��
 
�� ���	��� I�� 	�	��	��122"��� � � ��	
���������/
� �����	� 	
� 6L !IL !"3��

����� � ��	� ��������� � 	�	
�� �	��� ' � �( �� 122G�� �
� 
�� ���	�� �� 
��� � �� 	� �
� ��	� � 	� � ��8�
� � � ������ � ��	5��������/
� �����	� 	
� 6L !IL !"3��

��� ��������7	� �> 	� 
� �
�� !!"��? ��
������
��������	� ��G�6 3 3 9 ��

��� ��������7	� �> 	� 
� �
������ � ��
�����	� ���6 3 3 = ���



� � �

1" �

��� ��������7	� �> 	� 
� �
��� ����	������ �� �� ����� ������	� ���6 3 3 9 ��

��� ��������7	� �> 	� 
� �
��? 
� ������ �� � ��6 3 3 = >6 3 3 9 ��

0�� )�	��	����� �� !!1��� M � ��� �
���
����	���G�, ��� � �	� 
�� ���� �	�������� �����&��* 	

�� ��� �� �
�
���( �; �/	
�3�� !!1��&����� ������ �
��- ������	�( ��� 
	
�	��� �	
�	�����- ��6!25�6"6��

? ��( ��8 ����� ��	

��� ����	������� ������� 
( � �	������� 	- 	�5= �� ��	��* ���? � �( ��% ��� �
�������
� ��� !! ��� � �����
���� �� 
�	��6 3 3 6 ������� ��# 	
���( ���

�

�

�



� � �

1"J�

$ �� ��� �� +7 1�

� � � � &�; �����	��		����� � �- ����� ����	��		
���� �	��$�����
	�	
�� �	����$���	����	���	���� �

�
	�� �
	�
	�	
�� �	�����	������� �
�� �	� � �� ������$�� �� ��
� �������	����	������	�� �������� ��������
$	� ���
	������� ����� ���	����� 	�� �������

� �� ��>� � &� ; �� ���	��		� ���� � �- � ��� � �� ��	� ��� ��5� � � ��� �	� �$� ���� 
	�	
�� �	��� �$� ��	�
���	���	���� �

�	�� �
	�� ��� � 
��� ���	����� 	�� ����������	��� �
	�� � - ��0�������
� 
	��$� ���	��

	�	
�� �	����$���	����� � �- <��� ��
� ��/�3�� �
������� 
�� ��
� ������� �
��� �( 	������

" � ��� ����  � &�8 	$	�������		
�� �
���� ��5� � ��

" � ��� �" * � � � ��� � &�; �����	��		�$�������� ����	�	� �
- �	4� � ��������� �	��$�����
	�	
�� �	����$���	�
���	���	��� � ����
	���� � ��� 
� ��� ������ �	����	4� � �
�����	���� 
� � ��
� ������ � �
��� �( 	�����
�� ��� �	�	���	����� � �- ��������� 

- ����

��� ���$
�� ��	�� ���	��

' � � �� �� �# � � ��� �F+7 2�� 	$��	
�� ��� ��� ��	���$�� ���� �	�	, � ��- ��� �
���� ��� ���������� �����$��� �	
�
���	, � ��- ����	, � ��- 5
��( 	
����	���	�������� ���� �	
- ��	

����������� ������� � ��	�������	���
�		
����� ��5� � �� �
�	� �
- �	4� � ������� �� �	���$�
	�	
�� �	����

% ���� �� � " D � ��� &� % ���� �	� 	, � ��- � $� �
�� � �	� � ��
�� �$� �� � ��� 
� �� 	��� 
������ ���� �� ���	���
	4� � �������� 
	�	�� �	
� � �
� �� �� �	�	��� �� - �� ���� �	. . � ���	� ���	���	����� 
����	��	
�

	���� � �
� �	
� �	
� ���	���	����� &��	��� ����� 

- � ��	�	� � ��
�� �$� �� � ��� 
� � �	� �- � ��� 

- �
���� ���	
�� ��� � ���	����� ��� �
�� �	�����
���	
�� �
���� 
	
������	��	�� ���- ��� �( 	����� �
��	��	�
��	��	���D� ���� �	�	, � ��- E ��

�

������������������������������������������������������

103 The definitions for seed, start-up and early expansion have been taken from NZVIF (see 
www.nzvif.co.nz). 
104 There is considerable debate regarding the definition of venture capital and private equity and it 
varies from region to region. The above definition has been used in this study and is consistent with 
that used in the US.���
�
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.7 7 .>.7 7 2�

: � � �� � � � � � ���� �� ��� � �@
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� �� �
- � �4� � ������ �� �	��

 !! � 1H�"� 16�J� 6J�I�

 !!J� H� � 66� � J6�G�

 !!6� 1"�"� 2"�I� JI�I�

�

: � � �� ������������
 � �� 	�� � � ���

� �� �
- � �4� � ������ �� �	��

 !! � 11� 1!� 1J�

 !!J� H� J � 1!�

 !!6� 1G� J1� H�

�

% �� � � ���� � ��� �� ��� � �� � � �� � � � � ��� 	�� � � ����� �� �		� �� � �����  � ���� �
 � � �
 � � �� � � �	� ��.7 7 .�K�

.7 7 2�

: � � �� % �� � � ���� � �� 	��� �� ��� � � � � ���� �� ��� � �

� �� �
- � �4� � ������ �� �	����� �	�

 !! �  JN� 12N� "IN�

 !!J� IN� "1N� 6!N�

 !!6� 1!N� G6N�  GN�

�

: � � �� % �� � � ���� � �� 	��� �� ��� � � ���

� �� �
- � �4� � ������ �� �	����� �	�

 !! �
J N�  2N� JIN�

 !!J�
16N� G"N�  !N�

 !!6�
J!N� "HN� 1JN�

�
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0�	�	� �� 
� 	�� � 	�	� �� �	
����
� �� � ��� ��	
� $���� ��	�  !!6�7	� � > 	� 
� �
� ? 	��� �	��� � ��� 
�
� ��������

� � �� ��� � � � ���� � �� � � ��� ��	�� � �+664�K�.7 7 2�
�

: � � �� � � �� ��# � � � ���� � �# � � ��� ��

@
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1996 $109 

1997 $166 

1998 $281 

1999 $623 

2000 $773 

2001 $883 

2002 $973 

2003 $1,124 

2004 $1,562 

�
� � �� � $����122G�O� !!1�� � ����� ��	
�$������	� !!"��� �
	����? 	��� �	��� � ��� 
� ���; ��� � � �
�
����	��	
� $���� + �� � ���7> � � � ����� � �� 	4��� ��	� �� �	� �$�1�"!21!"�� � � �� � $���� !! � O�  !!6�
� � ����� ��	
�$������	�7	� �> 	� 
� �
�? 	��� �	��� � ��� 
�� ���������

� � �� ��� � � ��� ���� �� ��� � ��� ��� � �� �� �� � � ��� ���� �� ���� ��� ��� �� ���� �� ��� � �� � �� ���� ���� �� �� D � ��� �G�
�� � �� �� �� � � ��� ��	�� � �+664�K�.7 7 2)�

�

Year 
Total invested 

(NZDm) 
Invested in venture capital 

(NZDm) 
1996 $42 $14 

1997 $45 $0 

1998 $82 $0 

1999 $152 $5 

2000 $83 $16 

2001 $128 $14 

2002 $87 $18 

2003 $88 $7 

2004 $158 $16 

�

� � �� � $���� 122G� O�  !!1� � � �� ��� ��	
� $���� % ���� �	� �, � ��- � � 	
�� �� ; � ���� 
�� �� � �

� ��

	������ �	
����	���	����� 	�	�����	��	
����7> � �� ���������������� �	���� � �� � $���� !! �O�
 !!6�� � ����� ��	
�$����7	� �> 	� 
� �
�? 	��� �	��� � ��� 
�� ������� !!6��? 	��� �	��� � ��� 
�� � ��

	$��	
�� ���		
�� �
���� ��5� � ��

������������������������������������������������������

105 This was the rate used for 2004 by the OECD Statistics Directorate. 
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' � � �� �� �� � � ��� ��G� ���� �� �� D � ��� �� ��� �� � �� � � ��  � �� 	�$ 9 % �

&�� ��
	�� ��� 
	�	����	� ��	� ���	���	��� ��� �	��� �	� �� � ��� 
L � ���� �	� 	, � ��- � � �� � � � 	��	��� �$�
�� % �$��� !!6������ � ���	�	��� �- ����
	�	����	�/�3���	����� ������	��	
�� �
�/��3���	��� % �$���
	� ������ ���- ��� ���������$�/�3��- �/��3�� ����
	
�� ��� ������	�
	���	
��� 
� 	���

.7 7 2�$ 9 % �� ���� � �� ��	� ���� �� � �� � �� � � � ���� ��

 

Country GDP (currency in millions) 

Australia USD 634,931 

Austria 235,100 � 

Belgium 283,800 � 

Canada USD 1,014,254 

Czech 86,400 � 

Denmark 194,600 � 

Finland 149,700 � 

France 1,441,800 � 

Germany 2,177,000 � 

Hungary 80,600 � 

Ireland 146,300 � 

Israel USD 117,600 

Italy 1,349,400 � 

Japan USD 3,624,625 

Netherlands 466,300 � 

New Zealand NZD 147,609 

Norway � 199,900 

Poland 196,500 � 

Portugal 135,000 � 

Singapore USD 109,100 

Slovak Republic 33,300 � 
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South Korea USD 855,300 

Spain 798,700 � 

Sweden 277,500 � 

Switzerland 291,700 � 

Taiwan USD 528,600 

UK 1,729,700 � 

USA 11,750,000 

�

������ �	�� $��� ; � ����� �� ' 	
��� ��� �. 	���� � 	��� �( �� * ��
� �
�� * �� ��	�� �	��� �- �� # � ��� �- ��
&�	
� �
�� &�� 
- ��7	��	�
� �
���7��� � - �� % �
� �
�� % ���� �� 
�� �
��� ( � 8 	� � �
���� �� � ���� �� 	
	���
�� ��. 	�
� �
�� �
�+ = �� 	�	����� ��	
�$������	��? �; � !!"�B 	� ����( ��

������ �	� $��� �� � � �� � �
� � � �� �� �	
� ���  !!J� �� 
� 	�� ��� ��	
� $���� ��	� K ��� �� ��� ��������
� ��	����� �	��� � - � !!"��

������ �	��$���+ �; ����� ���= ��	� ������� � ��	�/ !!J3��0� �� � ��/ !!J3�� 	�	����� ��	
�$������	�
�&; �: ��

�* � �����( ��

������ �	�$���&��� 	
�/ !!63�� � ������ ��	
�$������	�&? ; � !!"�B 	� ����( ��

������ �	��$����� �� 
� ��7	� �> 	� 
� �
��; � ���� 
�� ���� � � ��/ !!J3��= ��	� �/ !!J3�� 	�	����� ��	
�
$���� K ��� �� ��� �������� � ��	����� �	�� � � - �  !!"� � �
� � �	�	� � � � ��� ��� �	� ����	��	
� ��� 
��� 
�
�� ��	��- �1!G�

,� �� ��� � � ���� ��� � �� �� �� � � ��� ��� � � �� ���� �� �� D � ��� ��� �� ����� � ��

� " � ��� �� ��  � � " * � � � ��� � �� � � �

�� �� �����  � �

� � �� ��

� � � �

; � ���� 
�� � + �� I"� + �� I6G� + �� 2J1�

; � ����� � 1H�S� 1 J�S� 161�S�

' 	
��� �� 6H�S�  "!�S�  2I�S�

�� �� 
� � �; � �IH1� �; � �I21� �; � �1�HGJ�

�. 	��� !�S�  !�S�  !�S�

� 	��� �( � 1GG�S�   2�S� J2"�S�

������������������������������������������������������

1!G��� % �� �
�	4��� ��	��� �	����� ��	
�$������	�K ��� ���� ��������
��	����� �	�� �	�� �� �
� �
	������	�� �
��
 �
�������� ������� �� � ����� 
���� 	��( � � # 5�� � ��� ��6 3 3 2 >+��
�
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�� ��� 	�  �JHI�S� J6�"6 �S� JG�2 !�S�

* ��
� �
� 6!�S� 1I �S�    �S�

* �� ��	� 61!�S� 6�I1G�S� "�  H�S�

�	��� �- � J"6�S� J�61 �S� J�HGG�S�

# � ��� �- � !�S� !�S� !�S�

&�	
� �
�  I�S� JJ�S� G1�S�

&��� 	
� + �� �GG"� + �� �G G� + �� �1� 21�

&�� 
- �   H�S� 1�6"H�S� 1�6I!�S�

�� � � �� + �� �1�1"1� + �� �G�!61� + �� �H�12 �

= ��	� � + �� �HJ2� + �� � �1! � + �� � �I61�

7	��	�
� �
�� J2�S� 1�G !�S� 1�G"2�S�

7	� �> 	� 
� �
� 7> � �1G� 7> � �16J� 7> � �1"I�

7��� � - � J1�S�  HH�S� J!I�S�

% �
� �
� !�S� 1J!�S� 1J!�S�

% ���� �� 
� JG�S� 1 "�S� 1G1�S�

����� � ��	� + �� �1" � + �� �J2!� + �� �"6 �

�
��� ( �8 	� � �
���  �S�  �S� 6�S�

�� � ��� G2�S� 1�I2I�S� 1�2GH�S�

�� 	
	��  J �S� 1�J2!�S� 1�G  �S�

�� ��. 	�
� �
� G1�S�  1 �S�  H �S�

0� �� � �� + �� �16� + �� � 6� + �� �JI�

+ = � I !�S� 1I� GG�S� 12�!IG�S�

+ �; � + �� � !�22J� + �� G �!!!� + �� �I!�22J�

�

� � �� ��	
� ��������� 

��� ��� 	� ����� ����	��� 	�	����� ��	
�$������	��? �; � !!"�B 	� ����( ��

� � �� �$���; � ���� 
�� �� � ������ ��	
�$������	�; ? ����

� � �� �$���7	� �> 	� 
� �
�� � ������ ��	
�$������	�7	� �> 	� 
� �
�? 	��� �	��� � ��� 
�� ��������

� � �� �$����� �� 
� �� � ������ ��	
�$������	��� �� 
�� ��? 	��� �	��� � ��� 
�; ������ ������
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� � �� � $��� &��� 	
� � � ������ ��	
� $���� ��	� &? ; �  !!"� B 	� ����( �� &��	���	��� ��� � ���� �	�	, � ��- �
� � ������� �� �
� �
	�� �
�� � ��� ��4�	
��- ����� ����$��� � ��� 
��� ��	
���

� � �� � $��� ��	� + �; � � � �� ���� ��	
� $���� ��	�  !!"�7? �; � B 	� ����( �� &��	���	��� ��� � ���� �	�
	, � ��- �� � ������� �� �
� �
	�� �
�� � ��� ��4�	
��- ����� ����$��� � ��� 
��� ��	
��

� � �� � $��� !!6� $��� ��� ����	���0� �� � �������� � ��	�� �� � � �� � �
� = ��	� ���� 

������	����� ��	
��
������ �	�� � 	�	� � ���	�	
� �- � � �����  !!J� 
� �� � �� ��	�	
� $���� ��	�  !!"��� �
	� ��� ? 	��� �	�
�� � ��� 
� ��� ; ��� � � �
� � �����  !!1� ��� ���- � � ��� �������� �$� �	��� �	� �� � ��� 
� �	
� ���	� � ���� �	�
	, � ��- ����	���	�����

' � � �� �� �� � � ��� ���� �� ��� � � ���� ��� � �� � � ��� 	�$ 9 % �

# � � � ��� � ' � � �� �� �# � � ��� ��� ��� �C �� 	�$ 9 % �

&��� 	
� !�"HN�

+ �; � !�1IN�

����� � ��	� !�16N�

��� ���= ��	� � !�!2N�

�� �� 
� � !�!2N�

� 	��� �( � !�!2N�

�� 	
	�� !�!IN�

+ = � !�!"N�

�� � � �� !�!JN�

* �� ��	� !�!JN�

* ��
� �
� !�!JN�

% ���� �� 
� !�!JN�

�� ��. 	�
� �
� !�! N�

&�	
� �
� !�! N�

' 	
��� �� !�! N�

�	��� �- � !�! N�

7��� � - � !�! N�

; � ���� 
�� � !�!1N�

7	� �> 	� 
� �
�� !�!1N�

�� � ��� !�!1N�
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7	��	�
� �
�� !�!1N�

; � ����� � !�!1N�

�
��� ( �8 	� � �
��� !�!1N�

0� �� � �� !�!!N�

&�� 
- � !�!!N�

�. 	��� !�!!N�

# � ��� �- � !�!!N�

% �
� �
� !�!!N�

�

" � ��� 0�� * � � � ��� � �� � � ��� �� ����  � ��� �� ��� � � ���� ��� �� � �� � � ��� 	�$ 9 % �

# � � � ��� � " � ��� 0�� * � � � ��� � �� � � �

�� �� ����  � ��� �� ��� � � ���

� ��C �� 	�$ 9 % �

+ = � 1�1!N�

&��� 	
� 1�1!N�

+ �; � !�H1N�

�� 	
	�� !�"IN�

����� � ��	� !�"!N�

* �� ��	� !�JGN�

7	��	�
� �
�� !�JGN�

�� ��� 	� !�J"N�

��� ���= ��	� � !�JJN�

�� � ��� !� "N�

� 	��� �( � !� !N�

�� � � �� !� !N�

�� �� 
� � !�1HN�

�	��� �- � !�1HN�

7��� � - � !�1"N�
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* ��
� �
� !�1"N�

; � ���� 
�� � !�1"N�

% ���� �� 
� !�1 N�

# � ��� �- � !�1 N�

&�� 
- � !�11N�

7	� �> 	� 
� �
�� !�11N�

' 	
��� �� !�1!N�

�� ��. 	�
� �
� !�!2N�

% �
� �
� !�!HN�

; � ����� � !�!GN�

&�	
� �
� !�!6N�

�. 	��� !�! N�

�
��� ( �8 	� � �
��� !�!1N�

0� �� � �� !�!1N�

�
$ �� ���� * � � � � ��� �� �� � �� � 9 �@.7 7 1B�� ��� �� � �� � � ��� 	�$ 9 % �>�� � �� � � � ��� �

�

# � � � ��� � $ " � 9 �� ��C �� 	�$ 9 % �

; � ���� 
�� � 1�G N�

; � ����� ���  � !N�

' 	
��� ����  �J1N�

�� �� 
� ��� 1�26N�

�. 	���
8 	� � �
�����

1� GN�

� 	��� �( ���  �"JN�

* ��
� �
��� J�62N�

* �� ��	���  �12N�
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# � ��� �- ��� !�2"N�

&�	
� �
��� 1�1 N�

&�� 
- ��� 1�1GN�

�� � � �� J�1"N�

= ��	� ���  �G6N�

7	��	�
� �
���� 1�I!N�

7	� �> 	� 
� �
�� 1�1GN�

7��� � - ��� 1�H"N�

% �
� �
��� !�"GN�

% ���� �� 
� !�26N�

�
��� ( �
8 	� � �
�����

!�"IN�

�� � ����� 1�1!N�

�� 	
	���� 6� HN�

�� ��. 	�
� �
�  �"HN�

+ ���	
�
= ���
�����

1�I2N�

+ ���	
���� �	���  �G!N�

&��� 	
� 6�H N�

�

��8 � � 	����� �	�� � 	�	� �� ( 	�� $���� ��	� K ��� � � � ��� ���	��	� � �
� 0	����
��- � &�
��� �����
8 	� ����/? �
� �	� !!"L 13��: �	�	�� �����
	� !!J�
� �� �� � ��� �	
�1!H�

�

�

�

������������������������������������������������������

107 2003 data was not available for all countries. For example, Denmark, New Zealand, Italy and 
Ireland data was based on 2002 estimates. Sweden’s estimate was taken from 2001 and is 
considered underestimated. 
 



� � �

1GJ�

�


 � � � � ��� 	����� � �� +7 3�� � �� � ��	� � ���� ��@.7 7 7 B�� � ��� ����� � ��� � � � ��� � ���K�� � �� � � � ��� �

# � � � ��� � % � �� � ���� � ��� ����� � �� 	��� � � � ��� � ���

; � ���� 
�� � 1G�H�

; � ����� � J6� �

' 	
��� �� J"�1�

�� �� 
� � 1G�2�

�. 	���8 	� � �
��� !�2�

� 	��� �( � 6H�H�

* ��
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� 26�"�
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�	��� �- � H!�J�

# � ��� �- � J�J�

&�	
� �
� 11�2�

&�� 
- � 1J�J�

�� � � �� 2 �G�

= ��	� � 1!� �

7	��	�
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�� "J�I�

7	� �> 	� 
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� 2� �
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Description of the Work 

A1 Background 

The Ministry of Research, Science and Technology, together with the Ministry of 
Economic Development and the Crown Company Monitoring Advisory Unit wish to 
commission a piece of work on the current and future efficacy and adequacy of private 
equity (PE) and venture capital (VC) markets as a functioning part of New Zealand’s 
innovation system.   

The main objective of this project is to provide an assessment that will assist the 
Government to make appropriate policy and budget decisions on existing and potential 
instruments in the PE/VC area, including the New Zealand Venture Investment Fund 
(NZVIF).  The review needs to address five key questions: 

• What is the essence/key features of a well functioning VC/PE market appropriate 
to the future (10-20 years) needs of New Zealand? 

• What is the current state of the pre-VC to PE investment scene in New Zealand 
(currently) and what impact is this having on the emergence and growth of 
innovative/high tech firms? 

• Using a robust analytical framework and drawing on the empirical evidence, 
determine whether impediments to market development exist and what role, if any, 
government can play, along with market participants, in encouraging development 
of the VC/PE industry. 

• What are the options, if any, for government intervention in this space, with 
particular reference to other countries’ experiences and sectoral differences? 

• What would a best practice evaluation look like to assess the NZVIF in, say, 2-5 
years time? 

The aim of this study is to also gain better understanding of New Zealand VC/PE markets 
by examining such factors as their efficiency, size, depth, quality, impact on economic 
development, and potential contribution to future economic development. 

A2 Description of the Work 

1. Scene Setting 

• Describe the essence/key features of a well functioning VC/PE market and the role 
that that market plays in the growth of innovative/high tech firms New Zealand.  

• Indicate how a well functioning New Zealand VC/PE market could expect to look in 
10-20 years.  

• Identify features of how international PE/VC markets operate, and how they 
influence the New Zealand VC market at present and over the next 10 years. 
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The study should look at issues such as the economic impact of VC programs on 
investors, the development of fund manager skills and investee company skills and any 
market changes that have taken place in the last 10-15 years. 

The study should also examine existing private/public sector mechanisms in the pre-
venture capital to PE space and identify any gaps that require government intervention.  

2. Quantitative and Qualitative Assessment of New Zealand VC/PE markets 

• Interview selected people who have experience and understanding across the 
range of VC/PE markets and investment, in order to gain a “rich picture” of the 
current state of the New Zealand VC market.  Interviewees should include but not 
be limited to representatives of NZVCA, NZVIF, business owners, current 
practitioners, etc... 

• Provide 6-8 bottom up case studies from a firm perspective that will enable policy 
makers to better understand the impact of VC/PE on high tech firms.  Provide an 
assessment of how representative these case studies are. 

• Complete a survey of current data sources containing information on the VC/PE 
markets in New Zealand, an assessment of that data for the purposes of this terms 
of reference, and identification of any gaps in the data that might be addressed in 
a subsequent study. 

• Complete a review of available international datasets and surveys of PE and VC, 
to provide comparative data, for assessing the current NZ VC and PE market.  

• Identify key indicators and benchmarks and develop a baseline for the current 
state of the VC/PE market.  

• Compare the performance of current New Zealand VC/PE markets across all 
stages of investment and a full range of investment opportunities. 

The information gathered from the quantitative and qualitative analysis should enable 
MoRST to develop an aspirational scorecard that can be used to measure the impact of 
the of VIF programme on the VC/PE markets and also enable government agencies to 
consider the broader economic impacts of VC/PE in New Zealand. 

3. Sector Specific Analysis  

• Compare the performance of current New Zealand VC and PE markets across 
different sectors.  

• Does VC/PE favour one sector over another and what are the factors that account 
for this? 

The biotech industry has identified a number of impediments and issues relating to VC/PE 
financing.  The report should examine any issues for this particular industry and suggest 
possible solutions.  Attention should also be focused on the impact of the VIF programme 
and whether it best serves the needs of various sectors. 
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4. Country Analysis 

• Complete a country review, focussed on comparable countries/states that have 
identified investment as an important factor in improving economic performance 
through increased investment in higher value-added products/services.  We expect 
the stocktake will focus on 4-5 countries selected for the relevance of their 
experience and potential comparability with New Zealand. 

o Identify trends in market development of these countries. 

o Examine the nature and type of role government has played in each case 
to support market development.  Note that it is important that the review not 
only focus on the role government intervention has played in industry 
development but also the role of quasi-government and private players 
(including industry associations, and institutional investors).  Special 
attention should be paid to what barriers and limitations countries faced 
and, in each instance, how those barriers were overcome, and who took 
the lead/responsibility. 

o Using the evaluation evidence from these countries’ programmes, assess 
the effectiveness of the programmes in contributing to market 
development. 

o Assess how applicable these countries’ experiences are to New Zealand. 

5. Literature Review 

• Review the theory and empirical evidence on the role of VC/PE in economic 
development. 

• Assess existing reports and data available from relevant government, agencies 
and private sector organisations (e.g., Securities Commission, Stock Exchange, 
NZ Venture Capital Association, Investment New Zealand, New Zealand Trade 
and Enterprise, the Treasury, the Ministry of Economic Development, and NZVIF) 
on New Zealand’s VC/PE markets, in order to gain an understanding of the current 
state of the markets.  

• Review historical development of the VC/PE industry in New Zealand, including a 
summary of New Zealand’s government interventions, including NZVIF. 

6. Policy Implications 

Based on the above analysis: 

• Identify actual and potential gaps and market failures in the VC and PE markets in 
New Zealand, and the structural or other causes of such gaps, (e.g. lack of 
institutional investment, elements of New Zealand tax policy, special features of 
New Zealand economy, structure of New Zealand investment market).  Indicate 
the impact of these market failures and gaps to date, and future potential impact. 

• Draw out the lessons learned for New Zealand policy makers. 
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7. Institutional Investment 

The Board of VIF are concerned at the lack of institutional investment in VC/PE and 
recently made the following observation: 

“The lack of New Zealand institutional investor interest in VC investment, particularly for 
early stage ventures, remains the most significant issue for the development of the VC 
industry.  Global institutional investors, with their long-term investment view, are the 
cornerstone investors in venture capital markets, without this investor support prospective 
VIF Seed Fund managers will face a major impediment to raising the matching capital.” 

The Ministry would like to understand what are the impediments to institutional investment 
in VC/PE and whether there are policies or practices that would contribute to raising the 
level of institutional investment by the public and private sectors? 

8. Best Practice Evaluation 

The intent of this study is not to evaluate the success or failure of the VIF programme. We 
believe it is too early to consider this issue.  However, as a precursor to an evaluation of 
NZVIF in, say, 2-5 years time, this study should address the following: 

• What is best practice internationally in evaluations (interim and ex-post) of 
similar programmes? 

• How would you apply this best practice in the specific case of NZVIF? 
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UNITED KINGDOM

� Background

Market confidence of UK investors continued to improve in 2004 and this has
helped lead to a record level of investment activity in 2004. Much of the increase
in the activity however came from outside the UK.

The total amount invested by UK private equity firms rose by 41% from €13.5 billion
in 2003 to €19.1 billion in 2004. This increase can largely be accounted for by
the level of investment at the buyout stage, which increased by 60%, reaching
€15.1 billion, now representing 79% of total investments by amount. Much of the
increase was due to management buyout activity in continental Europe.
Technology investments represent over half of all investments by number, having
increased to 1,475 investments in 2004 from 1,189 in 2003. However the amount
invested in the technology sectors declined, now representing just over 16% of
total investments by amount, down from a 26% share in 2003.

Funds raised decreased substantially in 2004, down 33% from the 2003 total of
€15 billion funds raised to €10.1 billion. This simply reflects the current stage in
the fundraising cycle, 2004 saw mainly mid-market fundraisings. However, some
very large funds are currently in the marketplace and a large increase in funds
raised is expected to be reported for 2005. Some 79% of funds raised in 2004 are
expected to be allocated to buyouts, with just 4% to early stage and expansion
technology deals. The pension funds were again the largest contributor to funds
raised at €2.2 billion, 26% of the total. The fund of funds were in second place at
€1.5 billion, 18% of the total.

� Sources of Capital

Total funds raised in 2004 declined to €10.1 billion, down 33% from the previous
year’s total of €15.0 billion. Independents contributed 61% of total funds raised at
€6.1 billion, down from their 87% share in 2003, whilst captives contributed
€2.2 billion, representing 22% of funds raised, up from a 9% share in 2003.
Pension funds were again the largest contributor to funds raised, contributing 26%
of total funds raised at €2.2 billion, down only slightly from their 27% share in
2003. Fund of funds were the second largest contributor at 18% of funds raised
amounting to €1.5 billion, down a little from their 20% share in 2003. The banks
followed in third place contributing 15% of the total, as in 2003, at €1.2 billion. 
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Private individuals represented 9% of funds raised at €745 million, up from their
3% share in 2003. The insurance companies contributed 7%, again as in 2003, at
€570 million. Corporate investors increased their share of funds raised from 2% to
6%, amounting to €486 million. Government agencies reduced their contribution
from 6% in 2003 to 5% in 2004, amounting to €436 million. Academic institutions
increased their contribution from 2% to 3%, amounting to €260 million. Once
again overseas investors committed substantially more than UK sources to UK
private equity funds – 95% more in fact.

Of the funds raised in 2004, 79% (€8 billion) are expected to be allocated to
buyouts (though this was reduced from 92% in 2003) while only 4% (€410 million)
is expected to be allocated to high technology early-stage and expansion deals (as
in 2003). Funds allocated to industries outside the technology sector at the venture
capital stages increased substantially from around €675 million to €1.6 billion.

� Investment Patterns

Investments by UK private equity and venture capital organisations rose an impressive
41% in 2004 from €13.5 billion in 2003 to an all-time record level of €19.1
billion in 2004. The number of investments rose 11% from 2,508 to 2,783 and the
number of companies invested in rose 6% from 1,505 to 1,598. Average size of
investment in 2004 was €6.9 million, compared to €5.4 million in 2003.

Independent organisations invested 77% of the total amount, compared to 70%
in 2003. Captives increased their share slightly to 5% from 4% in 2003, whilst
semi-captives reduced their share from 26% to 18%. In recent years, several large
captive venture capital organisations have become semi-captives and accordingly
investment by captives continues to represent a small proportion of the whole
market.

Some 90% of investments by amount did not involve syndication in 2004, a
different picture from 2003 when there was a fair amount of syndication, with 17%
nationally and 21% transnationally syndicated. 

Buyouts increased from €9.5 billion in 2003, or 70% of the total investment amount,
to €15.1 billion in 2004, or 79% of the total investment amount. The number of
buyout investments increased from 556 to 682 and the average deal size for a
buyout increased from €17.0 million in 2003 to €22.2 million in 2004.
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The number of seed investments increased from 65 to 84, though the amount
invested at the seed stage fell from €28.6 million to €12.1 million, representing
just 0.1% of the total amount invested. The number of start-up investments
increased from 710 in 2003 to 864 in 2004, with the amount invested in start-ups
increasing from €593 million to €807 million. As in 2003, the most number of
investments in 2004 were at the expansion stage at 1,046 or 38% of the total
number of investments, down from 1,074 investments in 2003.

The amount invested outside of the UK increased in 2004 to 53% of the total at
€10.1 billion, up from 46% of the total or €6.3 billion in 2003. The amount
invested in the high technology sector fell by 10% from €3.5 billion in 2003 to
€3.1 billion in 2004. Technology investments now represent just over 16% of total
investments by amount compared to 26% in 2003. However, the number of high-
technology investments increased by 24% from 1,189 to 1,475, accounting for
53% of the total number of investments.

Once again, consumer related companies were the largest category overall with
26% of the total amount invested at €4.9 billion. Computer related was again
the category with the highest number of investments at 20% of the total, 563
investments, up from 472 in 2003. Communications was the second largest
category by amount at €2.8 billion, representing 15% of the total investment by
amount in 2004. Medical/health related was the second largest category by number
of investments with 337 investments, representing 12% of total number of investments.

� Legal and Fiscal Environment

The UK has one of the most favourable legal and fiscal environments in Europe for
the development of the private equity and venture capital industry, as confirmed
in the EVCA paper Benchmarking European Tax & Legal Environments. Succeeding
UK governments have been keen to support venture capital investment in small
and early-stage businesses and in the technology sector in particular. The UK
government is in the process of launching a new scheme that it hopes will address
the so-called “equity gap” between angel funding and private equity finance to
stimulate investment in ventures looking for between £250,000 and £2 million.
This new scheme, the Enterprise Capital Funds (ECFs), will comprise a combination
of funding from private and government sources with a “pathfinder” round of ECFs
to be shortly in place now that the European Commission has approved the UK
ECF programme.

On the negative side for private equity, new legislation was announced in March
2005 to extend the transfer pricing rules to business financing arrangements where
a number of persons act together to provide finance to a company and those
persons would collectively be able to control the company.
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The consequent restriction on interest deductions in many private equity situations
is concerning, especially as the structuring of private equity transactions and the
use of limited partnerships was explicitly agreed with the Inland Revenue some
years ago.

University spin-outs were unwittingly caught in tax rules introduced in the 2003
budget which sought to tackle deliberate avoidance of income tax by rewarding
employees with shares which are liable to the lower capital gains tax rates. Despite
recent draft legislation to correct the situation, university academics are still risking
a large tax hit by setting up spin-out companies to develop new cutting edge
technology as the new regulations will work by ignoring the intellectual property
(IP) value (i.e. the idea or new technology) when calculating the value of the
academic’s shares. However, other factors can push hypothetical share values
back up and still leave academics with an unmanageable tax charge. If the idea
subsequently fails, the Inland Revenue will not repay the tax.

Spin-out companies are sometimes created from public sector research
establishments. Researchers will be given shares to reward their contributions to
the work. So far a PAYE/NIC charge might arise to those individuals due to the
value of the IP transferred. A measure announced in the 2005 budget will allow
the value of the IP to be disregarded, thereby only taxing the individual on a
disposal of his shares.

� Exiting

The total amount divested increased considerably, from €7.5 billion in 2003 to
€11.2 billion in 2004. Repayment of principal loans was the largest category of
divestment again in 2004 both by amount and number of divestments. 32% of
divestments by number were by repayment of principal loans, compared to 38%
in 2003, amounting to €3.4 billion or 30% of the total amount divested.

Divestment by trade sale was the next largest category at 17% by number (compared
to 11% by number in 2003) and 22% by amount at €2.4 billion (compared to 20%
by amount at €1.5 billion in 2003). Just 3% of divestments by number were by
flotation (IPO), representing €662 million by amount, compared to 1% by number
in 2003 at €727 million. Sale to another venture capitalist represented 4% of
divestments by number in 2004 but 14% by amount at €1.6 billion, compared
to €1.2 billion in 2003. Write-offs, at €940 million in 2004, now represent just
over 8% by amount, reduced from their share of 11% of divestments by amount
in 2003.
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� Stage distribution of investments in 2004
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� Private equity raised by type of investor in 2004
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Amount (in € x 1,000) 2003 2004

PRIVATE EQUITY RAISED BY SOURCE Amount % Amount %
Independent Funds Raised in Year 13,086,923 87.3 6,145,554 61.1
Amount Raised by Captives 1,349,167 9.0 2,230,003 22.2
Subtotal New Funds Raised 14,436,090 96.3 8,375,556 83.3
Realised Capital Gains 554,658 3.7 1,681,185 16.7
Total Funds Raised 14,990,748 100.0 10,056,741 100.0

PRIVATE EQUITY RAISED BY TYPE OF INVESTOR
Corporate Investors 259,850 1.8 485,782 5.8
Private Individuals 375,338 2.6 745,425 8.9
Government Agencies 923,910 6.4 435,529 5.2
Banks 2,136,541 14.8 1,214,456 14.5
Pension Funds 3,955,489 27.4 2,202,771 26.3
Insurance Companies 981,654 6.8 569,538 6.8
Fund of Funds 2,872,782 19.9 1,541,102 18.4
Academic Institutions 346,466 2.4 259,642 3.1
Capital Markets 28,872 0.2 268,018 3.2
Not Available 2,555,188 17.7 653,293 7.8
Subtotal New Funds Raised 14,436,090 100.0 8,375,556 100.0
Realised Capital Gains 554,658 - 1,681,185 -
Total Funds Raised 14,990,748 - 10,056,741 -

GEOGRAPHICAL BREAKDOWN OF PRIVATE EQUITY RAISED
Domestic 5,036,891 33.6 3,409,235 33.9
Other European Countries 3,193,029 21.3 2,212,483 22.0
Non-European Countries 6,760,827 45.1 4,435,023 44.1
Total Funds Raised 14,990,748 100.0 10,056,741 100.0

EXPECTED ALLOCATION OF FUNDS RAISED
High-Tech Early-Stage 434,732 2.9 241,362 2.4
Non High-Tech Early-Stage 179,889 1.2 40,227 0.4
High-Tech Expansion/Development 89,944 0.6 170,965 1.7
Non High-Tech Expansion/Development 494,695 3.3 1,599,022 15.9
Venture Capital 1,199,260 8.0 2,051,575 20.4
Buyout 13,731,525 91.6 7,974,996 79.3
Other 59,963 0.4 30,170 0.3
Total Funds Raised 14,990,748 100.0 10,056,741 100.0

� Funds Raised
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Amount (in € x 1,000) 2003 2004

Amount of % Number of % Number of % Amount of % Number of % Number of %
Divestment Divestments Companies Divestment Divestments Companies

Divestment by Trade Sale 1,457,757 19.6 238 11.1 163 12.6 2,431,341 21.8 389 16.6 248 17.3
Divestment by Public Offering 1,149,872 15.4 225 10.5 117 9.0 1,219,143 10.9 292 12.4 150 10.4

Divestment by Flotation (IPO) 727,336 12 8 662,322 67 32
Sale of Quoted Equity 422,536 213 109 556,820 225 118

Divestment by Write-Off 815,360 10.9 321 15.0 174 13.4 940,479 8.4 309 13.1 178 12.4
Repayment of Principal Loans 1,531,408 20.6 817 38.2 543 41.8 3,357,479 30.0 758 32.2 469 32.6
Sale to Another
Venture Capitalist 1,248,013 16.7 69 3.2 29 2.2 1,581,707 14.2 94 4.0 58 4.1
Sale to Financial Institution 604,001 8.1 45 2.1 23 1.8 317,714 2.8 36 1.5 24 1.7
Sale to Management (Buy-back) 335,185 4.5 190 8.9 112 8.6 299,653 2.7 227 9.7 164 11.4
Divestment by Other Means 310,269 4.2 236 11.0 137 10.6 1,032,282 9.2 247 10.5 146 10.1
Total Divestment in Year 7,451,865 100.0 2,141 100.0 1,298 100.0 11,179,796 100.0 2,352 100.0 1,437 100.0

Amount (in € x 1,000) 2003 2004

Number of Number of
Investments/ Number of Investments/ Number of

Amount Divestments Companies Amount Divestments Companies

Portfolio at Cost 1st Jan 45,821,101 51,907,835
Total Investment in Year 13,538,599 2,508 1,505 19,085,981 2,783 1,598
Total Divestment in Year (7,451,865) 2,141 1,298 (11,179,796) 2,352 1,437
Portfolio at Cost 31st Dec 51,907,835 59,814,020

� Divestments

� Portfolio at Cost

For "Total Divestments" for the number of companies column see Methodology and Definitions
under Investments and Divestments.
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� Geographical Flows of Private Equity

Amount (in € x 1,000) 2003 2004

FUNDS Amount Amount

Funds raised by local PE houses (1) 14,990,748 10,056,741

INVESTMENT

Investment by local PE houses (2) 13,538,599 19,085,981

(-) Foreign investment by local PE houses (6,261,399) (10,127,494)

Local investment by foreign PE houses (3) 97,794 711,750

Total Investment in Country 7,374,994 9,670,057

Source: Thomson Financial
* National Source
** European Banking Federation & Financial Market Association
*** European Central Bank & EUROSTAT

Note:
Number and amount of M&A deals are split per country based on the location of the target
Number and amount of IPOs are split per country based on the location of the issuer

Notes:
(1) Also includes funds raised by local offices of foreign groups that have a distinct local fundraising activity.
(2) Also includes domestic investments made by local offices of foreign groups. 
(3) Investments made by foreign private equity (PE) houses with no local offices.

� Macro Economic Indicators

All amounts in € billion 2003 2004

Number of Private Equity Executives 1,629 1,658
Private Equity Investment as % of GDP 0.856% 1.103%
GDP* 1,582.2 1,729.7
Private Consumption* 1,037.1 1,125.8
Public Consumption* 329.3 367.7
Consumer Prices (MAY 2000=100)* 109.7 111.2
Producer Prices (MAY 2003=100)* 101.3 103.8
Interest Rates (3-month)** 2.87% 2.12%
Interest Rates (10-year)*** 4.58% 4.93%
Retail Sales (1949=100)* 113.2 118.5
Unemployment Rate* 3.0% 2.8%
Total value of completed M&A (€ million) 105,983 88,583
Number of completed M&A 2,185 1,988
Total value of IPOs (€ million) 4,527 5,628
Number of IPOs 64 192




