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15 February 2002
Dear Reader,
Global investors discover Australia

As AVCAL celebratesits 10" year, many global investorsin venture capital firms have discovered Australia
on their radar screens.

Keysto thisdiscovery have been the following:

Integrity - both Corporate & Government

Transparency - Thomson Financial/Venture Economics benchmark the industry
Increasing skill level of managers

Critical mass of funds under management

IRRs which are very respectable

High quality of Australian Intellectual Property

World leading entrepreneurship skills

Restraint shown by Australian Managers during the tech boom

NG A~WDNE

A highlight of 2001 was the decision by the Australian Government to legislate for the creation of Venture
Capital Limited Partnerships, and to provide certain foreign institutional investors, including funds of funds, with
exemption from capital gainstax. Thisisamajor breakthrough, and we congratul ate the Government for its
leadership.

AVCAL's 8" annual conference, staged on Queensland’s Gold Coast, was another highlight. The conference
attracted a capacity audience of 500 delegates, and featured prominent international speakersincluding
Edoardo Bugnone, Chair of the EVCA, Howard Cox, Chair Designate of the NVCA, Marc Staal, Chair of the
Hong Kong VCA, and Adrian Beecroft, past Chair of the British Venture Capital Association.

During 2001, the Australian venture capital industry defied the global downturn and continued to expand.
Funds under management increased, disbursements increased, and long term rolling average IRRs increased to
21.7 per cent.

The Australian venture capital industry isbuilt on solid foundations. The futureisbright for investorswho
subscribe capital to Australian funds over the next few years.

We extend our thanks to Jesse Reyes and his team at Thomson Financial/Venture Economics for their efforts,
and the consistently high standard of their work.

Yourssincerely,

Sle 2.

ANDREW GREEN
Chief Executive
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Milestones in the Australian Venture Capital Industry

1850
Formation of The University of Sydney, followed by
formation of major independent universitiesin each
sState.

1871
Sydney Stock Exchangeformed. First Sepincreation
of nationd, openfinancia markets.

1901
Federation of Australia. Creation of astable democ-
racy, unified economy andindependent lega system.

1916

Advisory Council of Scienceand Industry created,
the precursor to today’s science and research
organisations.

1937
Formation of the Australian Associated Stock Ex-
changes.

1949
Creation of the CSIRO, the Commonwealth Scien-
tificand Industria Research Organisation.

1970s
Development of stateinvestment corporationsto di-
rect investment into growth sectors.

1970
Formation of thefirst Australian venture capital fund:
Internationa Venture Corporation.

1972

Formation of the second Australian venture capital
fund: Enterprise Management of AustraliaCorpora-
tion.

1975

Federal Government reducesinternational tariffsby
25 per cent, in an endorsement of open international
tradeand investment.

1984

Federal Government launchesManagement and In-
vestment Companies(MIC) program, creating new
vehiclesfor risk capital. Over the next sevenyears,
MIC fundsraise gpproximately $400 million.

1984

Deregulation of the Australian financial sector and
floating of the Australian dollar, further embracing
market economicsover government regul ationsand
fixed currency exchangerates.

1985
Federal Government introduces substantial tax in-
centiveson research and devel opment.

1987
Formation of thenationd Audtrdian Stock Exchange
(ASX), unifying six state stock exchanges.

1990s
Arrivd of large corporaeinvestorsinto therisk capi-
tal sector, including Acer and Intel.

1990

First Cooperative Research Centreslaunched to de-
velop and commercidiseresearchin Augrdiasuni-
vergities. In subsequent years, 67 CRCsformed.

1992

Federa Government launchesPooled Development
Fundsto replace MIC program. In the subsequent
six years, PDFsinvest $155 millionin 147 compa-
nies.
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1992

Creation of the Australian Venture Capital Associa-
tion Limited, AVCAL. Inthefollowing year, 17 ven-
turefundsmanage $507 million.

1993
Australian Technology Group formed by Federal
Government toinvest in early stagetechnol ogy com-

panies.

1997
Innovation Investment Fund program launched to
channd $130 million of government fundinginto new
funds

1998
Strengthening rolefor angd investors, with thefor-
mation of severa angd investor networks.

1998
AV CAL recordsgrowth of venture capital sector to
40 fundswith $2.7 billion in funds under manage-
ment.

1999

Federal Government introduces Commercialising
Emerging Technologies(COMET) programto pro-
vide $30 millioninfunding for individua sand early-
stagegrowth firmsto commerciaisether work.

1999

Federal Government introduces major capital gains
tax reform, roll-over relief, and zero taxation for US
and certain other Pension Funds.

1999

The Australian Venture Capital Associationand re-
search company Thomson Fnancid/Venture Econom-
icslaunch acooperativeeffort to prepareregular re-
portsand statisticsonthe Australian V C sector.

2000

Ten businessincubatorsreceivefunding from Federa
Government under Buildingon I T Strengths(BITS)
program, whichwill channel $158 millioninto tech-
nology and tel ecommuni cations devel opmen.

2000
Forty-two new fundsformed. A record $1.2 billion
raisedin 12 monthsto June 30.

2001

Federal Government announces$2.9 billioninnova
tion action planto fund new initiativesin education,
research and devel opment. Includes $40 millionin
funding for the extension of the COMET program and
$78.7 millionfor apre-seed fund for universitiesand
public sector research agencies.

2002

Federal government announcesthat capital gainstax
exemption will beextended to certainforeigninves-
tors, including fundsof funds, that invest in Venture
Capital Limited Partnerships.

Thomson Financial/Venture Economics



Australian Venture Capital Association Limited - 2001 Yearbook

Australian Nobel Laureates in Science

Six Australian scientists have been awarded the Nobel prize for their research in areas such as

chemistry, medicine and physics.

Sir William Lawr ence Bragg

Nobel Prize in Physics, 1915, for the analysis of
crystal structures by means of X-rays. Shared the
award with hisfather, Sr William Henry Bragg.

Bornin Adelaidein 1890, William Lawrence Bragg
remainstheyoungest person ever towinaNobd Prize.
From 1912 to 1914 heworked with hisfather on the
development of X-rays, leading to the publication of
X-raysand Crystal Sructurein 1915.

Sir Howard Walter Florey

Nobel Prize in Physiology or Medicine, 1945, for
the discovery of penicillin. Shared the award with
Sr Alexander Fleming and Ernst Boris Chain.

Florey, bornin Adelaidein 1898, pioneered research
intotheuseof penicillintotrest diseaseduring thelate
1930s. Histeam'’sreport in 1940 described the way
penicillincould helptokill sengtivegermsintheliving
body, abreakthrough that wasvita in treating wounds
during World War 11.

Sir Frank M acfar laneBur net

Nobel Prize in Physiology or Medicine, 1960, for
thediscovery of acquired immunol ogical tolerance.
Shared the award with Peter Brian Medawar.

Burnet pioneered several areasof research ranging
from tissuetransplantsto theidentification of viruses
and the practice of culturing virusesin living chick
embryos. Bornin Trardgon, Victoria, in 1899, Burnet
researched at theWalter and ElizaHall Intitutefrom
1923 and remained there throughout his career.

Sir John Carew Eccles

Nobel Prize in Physiology or Medicine, 1963, for
discoveriesrelated to nerve cell membrane. Shared
the award with Alan Lloyd Hodgkin and Andrew
Fielding Huxley.

Eccles led much of the research into synaptic
transmission in the central nervous system. By
discovering theway electric chargesare conducted
from onecell to another, he advanced the treatment of
nervousdiseases and the understanding of thekidney,
heart and brain. Eccleswasbornin Me bournein 1903.
From 1952 to 1966 he was Professor of Physiology
a the Audtraian Nationa University.

John Warcup Cornforth

Nobel Prize in Chemistry, 1975, for his work on
the stereochemistry of enzyme-catal ysed reactions.
Shared the award with Vladimir Prelog.

Deaf for most of hislife, Cornforth overcame his
disahility to conduct leading researchin chemistry. After
World War 11, he researched the way enzymes
catalysed changein organic compounds, leading to
sudiesof thestructure of steroidsand thebiosynthesi's
of cholesterol. Bornin Sydney in 1917, Cornforth
graduated from Sydney University with first-class
honoursand aUniversity medal despite being unable
to hear lectures.
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Peter C. Doherty

Nobel Prize in Physiology or Medicine, 1996, for
discoveries on theimmune defence of cells. Shared
with Rolf M. Zinkernagel.

Doherty helped to discover how animmune system
distinguishesvirus-infected cellsfromnorma cdlls, a
breakthrough that |ed to abetter understanding of the
mechanismsused by thehumanimmunesystemat the
cellular level. Thisresearchwasbeguninthe 1970sat
the John Curtin School of Medical Research in
Canberra. Doherty was appointed to the Wistar
Institutein Philadel phiafrom 1975-82, to the John
Curtin School again from 1982-88 and to St Jude
Children’sResearch Hospital in Tennesseein 1988.

Thomson Financial/Venture Economics 10
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Some Australian Firsts in Science and I nnovation

1838

Pre-paid postage World first issued by NSW Post
Office.

1843

Graingripper JohnRidley & JohnBull, South
Audtraia. Stripsgrain head from stalk and deliversit
intoabinfor winnowing.

1850

Refriger ation plant Geelong publisher, James
Harrison, built world' sfirst mechanicd refrigeration
plant.

1876

Stump-jump plough Robert Bowyer Smithfrom
South Australia sMallee country developed a
plough that could jump over ssumpsand stones,
instead of being caught and damaged by them.
1882

Stripper harvester Conceived by Hugh Victor
McKay from Drummartin, Victoriawhenjust 17
yearsold. Harvesting machinethat can strip, thresh,
winnow and bag grainin one continuous operation.
1884

Box kite Sydney aeronautica inventor, Lawrence
Hargrave, conducted experimenta flightswith box
kites, pioneering theway for heavier thanair flight.
1885

Telephane Henry Sutton, Victoria. Forerunner of
thetdlevison.

1886

Windmill JamesAlston built thefirs al-sted!
circular windmill asasource of power for lifting
underground water to the surface

1889

Electricdrill Arthur JamesArnot fromMebourne
patented theworld'sfirst electric drill.

1889

Radial rotary engineHoward Hargrave devel -
oped anenginewith revolving cylindersattached to
propellor blades and powered by compressed air. It
played amajor part in the development of aviationin
Europe.

1897

Differential gear sDavid Shearer, South Austraia,
built asteam car with adifferential insideleft rear
whesd hub.

1898

Teleprinter Donad Murray, Sydney, invented the
teleprinter for recording messagesonto atape.
1903

Froth flotation process Charles Potter and
Guillaume Delprat, NSW, developed aprocessfor
separating mineralsfrom rock by flotation.

1905

Thrugt bearing A.G.M. Michdl invented thetilt-
pad thrust bearing which revol utionised thrust
technology.

1906

Featurefilm Theworld sfirst featurelength film,
more than one hour long, The Story of theKelly
Gangwasmadein Australiaand screenedin
Mebourne.

1906

Surf-lifesavingree Invented by Lyster Ormsby,
first Captain of theBondi Surf Lifesaving Club. First
person to be rescued was Charlie Smith in 1907. He
later becamethefamousaviator, Sir Charles
Kingsford Smith.

1907

Xerography Professor O.U. Vonwiller at The
University of Sydney devel oped adry-copy imaging
process, theforerunner of Xerox copying.

1910

Hume pipe Walter Humeinvented the spun con-
crete pipe, madeusing acentrifugal processwhich
expelsthewater and makes adense, strong pipe.
1913

Automatictotalisator GeorgeJuliusinvented a
systemto display oddsand automaticaly calculate
dividendsfor racemestings.

1924

Car radio Thefirst car radio wasfitted to an
Austraian car built by KellysMotorsin New South
Wales.

Thomson Financial/Venture Economics
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1925

Electricrecord changing salonola Tasmanian Eric
Waterworth invented the stepped centre spindle
later used in record changersworldwide.

1925

Pedal wirelessAlfred Traeger from Adelaide
invented asmpleradiotransceiver powered by a
pedd generator.

1925

L atex gloves Developed by Eric Ansell. His
company introduced disposable medical glovesin
1964. Now world'slargest producer of latex gloves.
1928

Flyingdoctor service Dr Kenyon Welshand pilot,
Arthur Affleck began operating thefirst flying doctor
serviceout of Cloncurry, Queendand.

1930

L etter sortingmachineBuilt by A B Corbett, an
engineer with Post Master General’s Department in
Sydney.

1934

Utility vehicle Theutility vehicle, withafront likea
car and arear likeatruck wasdesigned by Lewis
Brandt at the Ford Motor Company in Geelong,
Victoria

1935

Penicillin Sir Howard Florey grew themould
detected by Fleming, extracted thepenicillin drug,
refined and tested it.

1946

Castor s George Shepherd invented thedome
shaped castor with an oil trap to keep theworking
partspermanently lubricated.

1952

Atomic absor ption spectrophotometer Sir Alan
Walsh of the CSIRO invented aprecision instrument
for the high-speed analysis of trace quantitiesof
metallicelementsinsolidsor liquids.

1953

Solar hot water Developedby RN Morseat
CSIROinVictoria

1956

T-VASI Svisual landing system Developed by
Aeronautical Research Laboratory, aset of light
patternson either side of therunway showsif the
planeisonthe correct landing approach.

1958

Black box flight recor der Dr David Warren from
Melbourneinvented the black box voiceand
instrument datarecorder.

1965

Inflatableair cr aft escape dide Jack Grant from
Qantasinvented theinflatableaircraft escapedide,
which doublesasaréft.

1965

Winecask Angovesin South Australiadeveloped
anairless-flow method of packagingwineinaplastic
bag. Later fitted with dispensing tap by Wynnsin
1969.

1970

Variableratiorack and pinion steering Austra-
lian engineer Arthur Bishop devel oped variableratio
rack and pinion steering now used extensively in
world automobiles.

1971

I nter scan Invented by Brian O’ Keefeand Dr Paul
Wild, themicrowavelanding guidance syslemisnow
theinternationa standard for instrument approach
landing.

1979

Bionic Ear Professor Graeme Clark fromthe
University of Melbourne devel oped the Cochlear
implant, adevicewhich restoresameasure of
hearing to the profoundly desf.

1980

Wave-pier cing catamar ans Developed by Phillip
Hercusand Robert Clifford of Incat in Tasmania.
High speed passenger ferriesmoreefficient and
comfortable.

1981

Earth leakagecircuit breaker. Developed by
Adedaidebased Gerard Industries.

1984

Frozen embryo baby Thefirst frozen embryo baby
wasborn at the Queen VictoriaMedical Centrein
Melbourne.

1984

Continuoussalf-cleaningmicrofiltration A
group of engineersand scientistsled by Dr Doug
Fordinvented continuous self-cleaning micro
filtration.

Thomson Financial/Venture Economics
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1985

Geneshear sCSIRO scientists, Wayne Gerlach
and Jm Hasdl of f discovered away of preventing
harmful genesin plantsand animalsfromdoing
their work.

1985

Solar CellsProfessor Martin Green breaksthe
elusve20% efficiency barrier for siliconsolar cells
1988

Polymer bank notes The CSIRO devel oped the
world'sfirgt plastic-laminated bank notes, which
provide enhanced security and longer life.

1992

Multi-focal contact lensTheworld'sfirst multi-
focal contact lenswasinvented by optical research
scientist, Stephen Newman in Queendand.

1993

Snoring-prevention Res-Med developed a
machinethat pressurizestheairways, keepingthe
breathing passage open.

1994

Photonics/ fiber optics—Simon Pooledevel -
oped atechniquethat enabled engineersto over-
write anumber of different fiber gratingswith
different refraction indeceson top of one another,
inthe same section of fiber. It also enabled the
inclusion of WDM functions. Hiscompany, Indx,
wasacquired by JDS Uniphase, and would
spearhead Uniphase' sdriveto bring thedl-optica
dream into networksaround the globe.

Sources:
Margaret McPhee

TheWzards of Oz
Peter Spinks

Telecosm
GeorgeGilder

1994

Non-invasive TB test Theworld'sfirstreliable
non-invasive TB test that avoidspossible adverse
reactionswas developed by scientistsin Victoria
1999

Kinetic suspension system Reducespitch androll
whilekeeping al four wheelsontheground as
vehicletraversesroughterrain. Company acquired
by Tenneco (Monroe springs & shock absorbers)
1999

Relenza anti-flu drugapprovedfor clinical use.
Based on groundbreaking work by Peter Colman,
then head of CSIRO Bimolecular Engineeringin
Melbourne, and Graeme L aver fromthe Australian
Nationd University. Using X-Ray crystalography,
Laver and Colman studied in minute detail an
enzyme onthe surface of theflu virusand worked
out away to disabletheenzyme, preventing theflu
virusfromtaking holdin thebody. Laver and
Colman shared the 1996 AustraliaPrizefor their
outstanding scientificwork.

2000

CSIRO’swirelesslocal areanetwork system
patent (US Patent 5,487,069) isat the core of the
|EEE802.11astandard for high-speed wirdesslocal
areanetworks. This patent describeshow to over-
come multipath effectsthat arisewhen transmitting
wirelessdataat high-speedinindoor environments.
The patent, and technol ogy to build aradio modem
and medium access controller, waslicensed to
Sydney start up Radiata Communications Pty L td,
which was sold during 2000 to Ciscofor
US$300M.

The Dictionary of Australian Inventions & Discoveries
Allen& Unwin 1993

Allen& Unwin 1999

The Free Press/ Simon & Schuster 2000
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A New Era for Australian Venture Capital

Major reforms are reshaping Australia’s venture capital industry, removing barriersthat have kept
international investors out of one of the world’s strongest-growing economies.

Theoutlook for Australian venture capital remains
strong asaresult of theindustry’s cautious approach
toinvestmentsin private companiesin recent years.

Most Audrdian privateequity fundsmanagedtoavoid
theworst of the euphoriasurrounding new technolo-
giesduringthelate 1990s. Infact, the excessive opti-
mismontheAustralian sharemarket tended to encour-
ageentrepreneursand companiesto seek funding from
the public marketsrather than from more mature—
and more demanding—venture capital investors.

Asaresult, theworst losses of the erawere suffered
onthepublic markets, not in private equity.

Venture capital fund managersmostly emerged from
thisperiodwiththeir funds, their returnsand their repu-
tationsintact.

Now thechallengeisfor Australian venture capital to
identify and support anew generation of successful
companies, ranging from young technology startups
to substantial buyout opportunitiesin establishedin-
dustries.

Thischalengeisal thegreater giventhevolatileout-
look for globa marketsand thelacklustre performance
of many of theworld'slargest economies.

Growthfactors

Fivefactorssuggest therearegroundsfor optimismin
Audrdia

Augtralia’sstrong economic performance. Theln-
ternationa Monetary Fund forecast at theend of 2001
that Australia’seconomic growth would accelerate
from 2.4 per cent in 2001 to 3.3 per cent in 2002, at
atimewhen most advanced economieshave dowed
considerably. Australia continues to enjoy steady
growth, low inflation and solid nationd financia man-
agement. Thereformsto the nation’stax system dur-
ing 2000 put the country’sfinancesin astrong posi-
tionfor thefuture.

Australia’scompetitive position. The Australian
dollar remainsrelatively low against mgjor currencies
such asthe USdollar and the Euro. Economic funda
mental sencourage export growth, apositiveenviron-
ment for thegrowth of new export industriesand com-
paniesthat want to expand into globa markets.

Ongoing corporate restructuring. Most of
Australia slarge companies and government enter-
prises continueto eval uatethe best growth optionsfor
their businesses, including the option of spinning of f
somedivisonsas separate companies. Thenumber of
management buyouts (MBOs) hasgrown and appears
likely to continueto grow.

Investment in resear ch. Audtralia stota public and
private expenditure on R& D wasaround $9 billionin
1998-99. There is more investment on the way. In
early 2000, the Australian Government launched a
seriesof programsworth $2.9 billion over fiveyears
tofund moreresearch, including theformation of two
major research centresinthefieldsof information
technol ogy and biotechnol ogy.

Thomson Financial/Venture Economics
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Gover nment reforms. The Audtralian Government
continuesto encourage the growth of private equity
investmentsin order to fuel new growth acrossthe
economy. Specific policies have created new funds,
reduced oneroustaxation rules, commerciaised pub-
lic sector research and provided new opportunities
forinvestment.

Thosewho study the Australian economy havefound
positivesignsfor investment. In November 2001, the
Organisation for Economic Cooperation and Devel-
opment (OECD) forecast that Australia sgrossdo-
mestic product would grow 3.2 per cent in 2002 and
4.0 per cent in 2003.

Thisbroader economic growthwill be supported by
private equity. Thereisgenerally more private equity
availablefor investment in Austraiathan ever before,
andthereismoreinvestment goinginto agreater num-
ber of Australian companiesthan ever before.

Thiswasevident a theannua AV CAL conferencein
October 2001, which enjoyed arecord attendance of
500 delegates and a series of speakers from
organisationssuch asthe European Private Equity and
Venture Capital Association, the USNationa Venture
Capita Association and theHong Kong Venture Ceapi-
tal Association—cementing thetiesbetween Austra-
lianandinternationd investors.

There'sno doubt that severa hot sectors—especially
biotech andinformationtechnology —continuetoingpire
entrepreneursand attract capital. However, thereis
asoincreasing activity inmanagement buyouts(MBOS)
where good businesses can be expanded with an
infusion of capitd.

Success stories

Over theyears, Australia’ sworldleading research has
become the foundation for many highly successful

companies, someof whichnow formdivisonsof globa
giants. These success stories help to encourage new
companiesto achieveglobal growth.

Bishop Technology Group. Bishop technology
Is incorporated in 20 per cent of all cars
manufactured worldwide each year. Founded by
Dr Arthur Bishop, theinventor of thevariableratio
steering rack, Bishop Technology remainsone of
the most advanced developers of steering
technology, generating annual revenue of $45
million from 350 patents held in 17 countries.
DamlerChrysler acquired 30 per cent of the
company in August 2001.

Cochlear. Based on research in Melbourne in
1967, Cochlear hascometo dominatetheglobal
market for implantable hearing devices, with three
out of four peoplewith cochlear implantsreceiving
Cochlear’ssystem. The company wasthefirst to
bring cochlear implantsto market. Itssalesfor the
year to June 2001 grew 53 per cent to $220.1
million.

I ndx. Thisoptica networking pioneer wasfounded
by Dr Simon Pooleto devel op new techniquesin
themanufactureof photonicsequipment. Indx was
acquired by JIDSUniphasethreeyearsago andits
Sydney facility now formsthecoreof JDSU’sfibre
opticsproduct group.

Radiata. Basing its research on work by
Australia’'s main research body, the
Commonwesdlth Scienceand Industrial Research
Organisation (CSIRO), Radiata devised anew
waly to connect wirelesslocal areanetworks. The
company raised its first private equity from
Broadcom and Cisco Systemsin 1998 and was
acquired by Cisco Systemsfor $567 millioninlate
2000. The company’s Sydney officeisnow one
of the cornerstonesof Cisco’ swirdessnetworking
business.

Thomson Financial/Venture Economics
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ResM ed. Formed in 1989, ResMed expanded
existing university research to becomealeading
developer of medical devices to treat sleep
disordered breathing. It is one of Australia’s
greatest venture capita successstories, generating
goodreturnsfor itsearly supporters. Itislisted on
theNew York Stock Exchangeandisinvestingin
new research and administrative facilities in
Sydney. Itsrevenue grew from $US49.2 million
in 1997 to $US155.2 millionintheyear to June
2001, whileits net earnings grew from $US7.5
millionto $US11.6 millioninthe same period.

New challenges

Severd chdlengesdill face Audtralian venturecapitd.
Oneof theseisthe uncertain outlook for globa equity
pricesand the performance of the Australian Stock
Exchange, defining some of the exit possibilitiesfor
privateequity investments.

Other chdlengesinvolvelessuncertainty and morepo-
litical and businessreform. Two stand out.

Thefirgtisthereformto thetax rulesshaping theway
private equity fundsinvestin Australia. In October
2001, the Australian Government announced new tax
concessionsfor investorsfrom outside Australiain-
cluding endowment funds and venture capital fund-
of-fundsvehicles, making it moreattractivefor them
to alocateaportion of their fundsto Australian ven-
turecapital partnerships.

Thesenew tax ruleshave been hailed asabreskthrough
development for Australian private equity. The
industry’schallenge, though, isto help guidethisre-
form through acomplex process during 2002, when
Augtrdia sParliament isexpected to passlegidation
to put the proposed rulesinto action.

Thesecond chalengedsoinvolvespalitica change—
thistimeto the rulesthat govern theissue of stock
optionsand other incentivesto company employees.

In January 2002, AV CAL launched acampaign to
reformthetax lawsapplying to employeeshareown-
ership plans, or ESOPs. Theassociationissuedanis-
sues paper outlining aset of reformsthat would pro-
videgreater rewardsfor Australianswho help drive
the success of ambitious and sometimesrisky ven-
tures.

The AVCAL paper gained the support of Dr Peter
Farrell, thechief executive of ResMed, speaking at an
AV CAL functionin Sydney in January. Dr Farrell
founded ResMed in Sydney in 1989 and hasbuilt the
company into aleading respiratory medical device
manufacturer, giving hiscomments on the subject of
share optionsan added influence.

“Thecurrent taxation trestment of share optionsmakes
it very difficult for early sage Austrdian companiesto
attract and hold the best and the brightest,” Dr Farrell
told AVCAL saudience.

“Australia’spotentia will only berealised if wecan
attract theright people. The current tax structureon
employee share ownership will not help usachieve
this

“It really makes no economic senseto tax share op-
tionswhen they areissued or exercised rather than
whenthey aresold,” hesaid. “Weneed to introducea
world-best regimefor thetaxation of employee share
options, sothat thegainistaxed asacapitd gaininthe
hands of theempl oyee upon the sd e of theunderlying
security, or the sale for acash consideration of the
option.”

AV CAL proposesfivekey changesto therulesgov-
erning ESOPs, including theway share optionsare
issued to employees.

1. ESOPs should not be regarded as ordinary
remuneration and should therefore be taxed
wholly under capita gainstax rules.

Thomson Financial/Venture Economics
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2. There should be no taxation before the op-
tionsor sharesare sold. There should beno
taxation when share options are granted or
exercised, sincethese eventsdo not deliver
any financial reward to the holder of the op-
tions.

3. Theoption holder’snet capitd gain should be
caculated according to thetotal net actual (or
deemed) proceeds at the time of (actual or
deemed) disposal, lessthetotal costs of ex-
ercising theoptions.

4. Full capita gainstax “rollover” should bepro-
videdin circumstanceswhereoptionsare can-
celled, exchanged or substituted for other op-
tions.

5. Thediscount CGT concession should be at-
tracted providing therelevant shares (or op-
tions) are disposed of morethan 12 months
after the date the optionholder acquired the
original optionsto which the shares (or op-
tions) relate.

Thesereformsarepart of AVCAL’sgoa of ensuring
Australiahasaworld-best environment for venture

capitd.
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How Australia’'s New Rules Will Work

I nternational investors are some of the biggest winners from Australia’s venture capital reforms.

Australian venture capital isbeing transformed by a
new set of rulesthat overhaul theway private equity
fundsoperate. Thechangesarebeing hailed asabresk-
through with the potential to attract significant inves-
tors — particularly international institutions — to
Austraia sventurecapital industry.

Stll, investorsunderstand that thedevil isinthedetail.
That iswhy international investors such as pension
fundsareinvestigating thefineprint of the Australian
reforms.

For thoseoutside Audtraia, one central reform stands
out. Theoverdl thrust of the Australian Government’s
changesistheintroduction of anew structurefor Aus-
traianfunds. theventurecapita limited partnership, or
VCLP Thischangebrings Australian venture capital
into linewith the structures used in most other coun-
tries, makingit much easier for internationd investors
to know wherethey stand.

The Austraian Government committed to making its
new rulesapplicablefrom 1 July 2002.

Australia snew VC LPstructure should beimmedi-
ately attractiveto many kindsof international inves-
tors such as pension funds, funds of funds, founda-
tionsand endowment funds.

These entitiesare now considered to be exempt from
capitd gainstax ontheirinvestmentsin AustrdianVC
LPs, provided theinvestorsareresident in adesig-
nated country. Thelist of designated countries cur-
rently includes the US, the UK, Japan, Germany,
Franceand Canada, though thereare plansfor thislist
to be extended.

Aswell, thechangesremovebarriersfor other inves-
torsoutsde Audtrdia. Any individua sor ingtitutions
that invest lessthan 10 per cent of aVC LP scapital
will betreated in the sameway asapension fund —
investing without incurring capital gainstax. Thisin-
cludesinvestorsfromany country, not only thelist of
‘designated’ countriesdetermined by the Australian
Government.

The new approach drew immediate praise when an-
nounced by the Australian Government in October
2001.

“Thesechangeswill beenormously beneficid tothe
venturecapita marketin Augtrdia,” said JesseReyes,
the VicePresident of Thomson Financid/Venture Eco-
nomics, thegloba venture capita research company.

“We reconfident that theseinternationa fundsof funds
and tax-exempt organi sations, which had previoudy
beenreluctant toinvest in Australian private equity
because of theunfriendly regulatory regimein place,
will look positively upon the changesthat bring Aus-
traliaintolinewiththeUS, the UK and other devel-
oped countries,” hesaid.

What makesan investor from outside Australiaeli-
giblefor tax-exempt status? There arethree groups
under whichinvestorscan qudify:

1. Fundsor entitiesthat are exempt fromtax in
their home country, provided that country is
onAustralia slist of designated countries—
theUS, the UK, Japan, Germany, Franceand
Canada. Thisgroup would include pension
funds, foundationsand endowments.
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2. Funds of fundsfrom one of the designated
countries.

3. Foreigninvestors, whether exempt or taxable,
that hold lessthan ten per cent of thefundsin
anAugrdianVCLP.

“Themagor advantage of thenew changes, giving Aus-
traian venturecapital an LP structure, isthat it estab-
lishesaninternationaly recognised invesment vehicle
that isused throughout theworld,” saysMark Gold-
amith, apartner inthe Austrdian law firmof Gilbert &
Tobin.

“Asaresult, investorsfromoutsde Australiawill be
familiar with the structure being used, helpingtore-
moveapotentia barrier to attracting foreign invest-
mentinto Audtraian venture capital funds.”

However, therearegtrict digibility criteriafor Austra:
lian fundsthat want to qualify asLPfunds. This, in
turn, hasimplicationsfor international investorsthat
want to ensurethey areinvesting in tax-exempt op-
portunities.

Some of the details of these reforms are yet to be
finalised, though thereare now someclear guiddines.
Tobestructured asaVC LP, afund must:

Limit its investments to unlisted Australian
companies or trusts, or to listed Australian
companiesinthe processof delisting.

Invest only in companieswhen the value of the
assetsof the company islessthan $250 million.

Not invest in property development, aspecified
list of finance-related activities, or passive
investmentsthat do not involveregular business
operations(for instance, whereincomecomesfrom
rent or royalties).

Limititsinvestmentsto busnessesthat areprimarily
based in Australia at the time of the initial
investment.

Not invest morethan 30 per cent of itscommitted
capita inany sngleinvestmen.

Structureits partnership so that no partner —and
itsassociates—owns morethan 30 per cent of the
VC LR, dthoughtheremay be certain exclusions
tothis.

Structureitsfund with aninvestment timehorizon
of 5-15years.

AV CAL andthe Australian Government have dis-
cussed theimportance of abal ance between ensuring
theintegrity of themeasures—particularly in prevent-
ing tax-avoidance—and thesmplicity of therules, so
that the complexity of the tax code does not deter
investors.

AVCAL anditsadvisorsareworking on specificis-
suesrelated to the V C LP structure that should ben-
efit international investors. Someof theseshould also
benefit domesticinvestors.

Therearemany issuesemerging, including thefollow-
ingy

A better outlook for pension funds. AVCAL is
working to ensure that domestic superannuation
fundsinvestingin venture capital aretreatedina
similar way to pension fundsin other countries.

Encouraging investment from a broader
rangeof countries. The Australian Government
hascreated alist of ‘exempt’ countriesfor private
equity investment. Investorsfrom these countries
areto beentitled to the proposed capital gainstax
exemptions. Thesecountriesarethe US, the UK,
Japan, Germany, France and Canada. AVCAL
believesthislist should be extended.

Removing limits on venture investmentsin
companies. AVCAL believes that a VC LP
should be entitled to hold assetswhich, while not
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being entitled to the capital gainstax exemption,
would not jeopardisethetax flow through trestment
applicabletothe VC LP. AVCAL has proposed
the classification of the assetsinto two poolsto
enablethisto beachieved. Thosedligiblefor the
capital gainstax exemptionwould form part of an
‘eligible exempt pool’ and those that are not
eligiblewould form part of an‘ineligible exempt

pool’.

Enabling fundsto invest in shares. AVCAL
believesthat thereisaneed to permit investments
madeby aVC LPinlisted companiesin certain
circumstances. Examplesof stuationswhereaVC
LPmay hold sharesinalisted company could be
asaconsequenceof exiting fromaninvestmentin
an unlisted company by way of aninitial public
offering.

Theresult of all theseeffortsisthat fundshave much
stronger incentivestoinvestin Austraia The Austra-
lian Government hasgiven aclear commitment to mak-
ing the climate for private equity investment more
favourable.

There will always be new issues that impact
international fundsthat wishto explore opportunities
inAustralia. AV CAL continuesto work on specific
changesto Australia’stax and regulatory systemin
order to encourage new investment.
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A Better Outlook for the Economy

Australia’s economy appears set for a $1 billion investment boost from the latest reforms.

Thereformsto venture capita in Australiaappear set
to boost not only the private equity industry but the
Audtrdianeconomy ingenerd.

One study suggeststhe new reformswill help attract
an additional $1 billion in foreign investment into
Augtrdid sventurecapita funds.

Thisstudy was completedinlate 2001 by Econtech,
one of Australia’s leading independent economic
consultanciesand aspecialistin economic modelling,
tax consultancy, policy and forecasting.

Econtech bdlievesthat the venture capital reformswill
greatly benefit the Australian economy, adding $350
millionto Australia’ sannual grossdomestic product
(GDP), including the addition of $120 millionto net
exportseach year.

“By increasing thepool of venturecapita availablein
Audtrdlia, thischangewill helpto start young compa
nies, revitalise existing companies and create new
jobs,” said Peter Chapman, the chairman of the
AV CAL Public Policy Committee and the chief ex-
ecutiveof Rothschild AustraliaCapitd InvestorsLim-
ited.

Econtech used a Venture Capital Model (VCM) to
preparean anaysisof the effectsof the new reforms.
TheVCM makeswiddy-used, |long-run assumptions
of economic modelling that predictsoutcomesthat are
ugtainable.

Analysisderived from thismodel suggeststhat the
changeswill expandthe Audrdian economy inthefol-
lowingways

Attract fresh capital. With theremoval of
the capital gains tax, the cost of capital in
venture capital investmentswill bereduced,
andforeigninvestorswill bemorelikely to
invest in Australia. Anincreasein foreign
venturecapita investmentin Austrdiawill see
figuresdoublefrom $1 billionto between $1.7
billionand $2.1 billion, reports Econtech.

I ncrease capital stock. Econtech estimates
that the stock of venture capital will increase
by about 17 per cent or $0.9 billion. This
addition will comefrom theforeign-owned
portion, estimated to nearly doublefrom $1.0
billion to about $1.9 billion.

Increase GDP. Because venture capital is
used to expand companies, the changeswill
add $350 millionto Augtrdid sGDP, according
to the Econtech analysis. Consumption will
increase by about $40 million, investment by
$190 million (inlinewith thegainin capital
stock) and net exports by $120 million. A
study by Coopers& Lybrandin 1997 found
companiesbacked by venture capita reported
a 42 per cent growth in sales and a 59 per
cent growthin profits, compared to 6 per cent
growthinsaesand 7 per cent growthin profits
for top 100 companies.

Generateindustry benefits. The Econtech
analysisfound that increased foreign venture
capital investmentislikely to havebeneficial
effectsacrossarangeof industries. According
to datasupplied by the ABS, theindustries
that presently attract thelargest venture capital
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investment aremanufacturing, property and  Asaresult of these efforts, Econtech arguesthat the

businesssarvicesand communicaionsarvices, new venturecapital limited partnership structurewill

andtoasmdler extent, thewholesdeandretail  havewide-ranging positiveimpactsfor the venture

trade. It follows that these industries will capital industry in Australia and for the general

especially benefit from increased foreign  economy.

venturecapital investmentin Audtraia

Thereformsare expected to nearly doublethelevel of
Withincreased venturecapitd investmentin Audralia, overseas investment and generate benefits across
therewill be severd flow-on benefitsfor theeconomy.  multipleindustries. Higher employment levels, an
Ariseincapitd invesment will: expanded skill baseand increased innovationwill dl
benefit Audtrdia sliving sandardsinthelong term.

Createjobs. Venture capital fuels some of

the strongest job creation in Australia.

Companies backed by venture capital

achieved 20 per cent annual growthin staff

numbersbetween 1992 and 1996, compared

to 2 per cent annual growth at Australia’stop

100 companies, according to a study by

Coopers& Lybrandin1997. Thisisduein

part to expanding bus nessesneeding an ever-

increasing number of employeesto support

their growth.

Increase Australia’s skill base. Venture
capitdisgtsassumeamentoringrole, providing
management advice and business skillsthat
ensureefficient useand dlocation of capitd to
increase successratesintheir investees.

Encour ageinnovation. Inpardld with other
Federad Government programs, theexpansion
of venturecgpitd will makenew fundsavailable
to commercialiseresearch and development
now underway at universitiesand research
ingtitutes. Scientists and new technology
developers, deemed ‘too risky’ by
conventional investors, are increasingly
targeted by venture capitaigsattracted totheir
innovations.
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Building up Biotech

An earlier generation of industry pioneershas cleared theway for Australia’semerging biotech leaders.

Audrdidslifesciencesindustry isinvesting heavily in
new companies and new technol ogiesthat will pro-
ducecommercia productsin areasasdiverseasagri-
cultureand medicine.

The country’shiotech research capabilitiesarestrong
and new companiesareforming quickly. Venture capi-
tal isbeing directed into theindustry at agreater rate.
Aswedll, Audtralian life sciences companiesare ex-
panding into globa marketsand forming key interna
tiond dliances.

Some of theindustry’s pioneers have helped to clear
theway for theindustry asawhole.

CSL, theformer government serum laboratory, isnow
aglobal blood products group. ResMed led the de-
velopment of medical devicestotreat deep depriva
tion and now dominatesthe global market for these
devices. Cochlear istheworld'sleading bionic ear
manufacturer and has more than 60 per cent of the
global hearing aid market. Axon Instrumentsdevel-
opsdevicesand software used in drug research. Biota
created Relenza, an influenzatreatment sold interna-
tiondly by GlaxoSmithKline, andisworking on new
drugs based on Australian biotech research.

Moreimportantly for Australia’sventure capital sec-
tor, there are significant partnerships underway be-
tweenrelatively young Australian biotech companies
andtherinternationd alies. If thesedliancessucceed,
anew generation of biotech startupswill jointheranks
of Australian venture capita successgories.

Proteome Systems, for instance, works with Dow
AgroSciences on theimpact of proteomicson agri-

cultura biotechnology and with Shimadzu Corpora-
tion onthedevel opment of new scientificingtruments.
Peptech haslicence agreementswith Knoll AG and
Centocor for technology that neutralisesakey protein
that contributesto rheumatoid arthritis.

Alchemiahasan aliancewith Dow Chemical to re-
searchthe synthesisof carbohydrates.

Other companiesare choosing to expandin adiffer-
ent way. Bresagen hasgrown through acquisition after
the purchase of CytoGenesis, a US company that
specidisesinstem cell andimaging technology. CSL
raised $356 million from Australian investorsto ac-
quire Rotkreuzstiftung Zentrallaboratorium
Blutspendedienst, a foundation of the Swiss Red
Cross.

Withthesekindsof aliancesbeing formed, thebiotech
sector isconfident of itsprospects. Australia sbiotech
industry has expanded steadily in recent years to
achieve $1.1 billionin collective revenuein 1999-
2000, according to asurvey of public companiesin
the Australian Biotechnology Report released by the
Federal Government in June 2001.

Australiahas 35 core biotech and 25 biotech-related
companiesontheAustralian Stock Exchange, accord-
ing to the Australian Biotechnol ogy Report.

Most venture capital opportunities are emerging
elsawhere, though. Asaresult of thecommercidisation
of institutional research and the creation of new
startups, the biotech industry now hasatotal of 190
core biotech companies (anincrease of 70 over two
years) and 460 biotech-related companies.
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Austrdian capital isincreasingly being usedto get lo-
ca companiesready for international markets.

Alchemia, foringance, raised fundsfrom Start-up Aus-
tralia, MedicaHoldings, AMWIN, BioTech Capital
Limited and Rothschild Bioscience to fund the
company’sdevelopment of carbohydrate compounds
that can be used for drug discovery, drug ddlivery and
custom synthesisof carbohydrates.

Proteome Systemsrai sed fundsfrom BioTech Capita
Limited, the Queendand Investment Corporation and
individual investors to expand its research into
proteomics and build on its aliances with Dow
AgroSciencesand Shimadzu.

Another company making remarkableprogressis Q-
VisLimited, alisted company that was spun out of the
LionsEyelnditutein Perth, Western Austraia. Q-Vis
Limitedisthegloba |eader inthedeve opment of solid
state laser vision correction (LV C) technology. The
company’sprimary activitiesareitsUSclinical and
FDA regulatory program for its Q-Vis Quantum
213nm solid staterefractivelaser.

TheLionsEyelnstituteisaworld-classresearchfa-
cility, with 120 scientistsand support staff, under the
direction of thehighly acclaimed ophthamologi<, Pro-
fessor lan Constable. Researchiscarried outinareas

including genetherapy and molecular investigationsinto
aged related macular degeneration and retinal diseases,
the devel opment of theartificia corneaand orbita im-
plant and devel opment of refractivelasersfor myopia.

A second more recent spin-out fromthe LionsEye
Ingtituteis Argus Biomedical Pty Ltd, whichiscur-
rently completing therequirementsfor theregulatory
approvalsof AlphaCor™, theworld'sfirst soft one-
pieceartificial cornea, and AlphaSphere™, asoft bio-
integrableorbital implant.

Stategovernmentsaredirecting resourcesintothisarea
inorder to encourage therise of new companies.

[llustrating thistrend isthe $157 million nationa syn-
chrotron facility being developed at Monash Univer-
sity inVictoria, whichisbeing funded with upto $100
millionfromtheVictorian Governmen.

Another isaBiotechnology Centre of Excellenceto
produceleadinginnovationinlife sciences—an Aus-
tralian Government initiativewhich hasencouragedre-
searchinditutes, universitiesand state governmentsto
bid to host the centre.

Theresult for Australia’sventure capital sectorisan
increasein new opportunities—and the prospects of
positivereturns.
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Technology L eadership

Recent achievements signal the bright prospects for Australia’s information technology and telecom-

munications sectors.

Australian researchers have produced leading work
infieldslike quantum computing, software engineer-
ing, wirelessnetworking, photonics, network manage-
ment, globd pogitioning sysems, and mohbiletel ephony.

In some cases, the research has been the work of
Australian facilities operated by global giantslike
Alcatd, Ericsson, Fujitsu, Lucent and Nortel . Yet some
of the biggest breakthroughs have also come from
Audrdiandartups.

Oneof the best examplesis Radiata, acompany that
was acquired by Cisco Systemsfor $567 millionin
late 2000. Radiata devel oped abreakthrough ‘ wire-
lessengine’ capable of sending dataat 54 megabits
per second, abig advancein theimplementation of
the802.11awirelessstandard. Someof the coreele-
ments of thiswork came from the Commonwealth
Science and Industrial Research Organisation
(CSIRO).

Audrdian companieslike Aurema, Cap-X X, NetMap
Analytics, Open Software Associ ates, Platypus Tech-
nology, QPSX, Redfern Photonics, and Sigtec con-
tinuetowork on advanced research.

Strongresearch

The foundation for many of these companies is
Austrdia sheritage of leading research.

Audrdidstotd publicand privateexpenditureon R& D
was gpproximately $9 billionin 1998-99. Inthe 1999
fisca year, information and communi cationstechnol ogy
was the largest single area of R& D investment by

Australia sprivate sector, accounting for 35 per cent
of dl busnessR&D.

Thisinvestmentisbe ng expanded under Federd Gov-
ernment programs, including the Backing Australia’s
Abilityinitiativetoinvest $2.9 billion over fiveyears
tofund moreresearch. Oneof theseprojectsisanew
I nformation and Communications Technology Centre
of Excellenceto bring together private and public sec-
tor research.

One advantage for these research undertakingsis
Australia’s rapid adoption of new technology.
Australia’'s consumption of information and
communication technol ogiesisthe second highestin
theworld as aproportion of GDP (behind Sweden
and ahead of the US) according to the I nternational
Monetary Fund.

In addition, approximately one quarter of labour pro-
ductivity gainsin Austrdiain the 1990s can betraced
totheuseof information and communicationtechnolo-
gies, according to studies by the ANZ Bank and
AustrdiasReserveBank.

Companieslike Computershare, ERG, Integrated Re-
search, Mincom, Mol dflow, Prophecy International,
and Tower Technology haved| conquered marketsin
Europe, Asia, and the Americas.

Privateequity investorsarenow searchingfor thelikely
successorsto that earlier generation of startups.

GroupssuchasABN AMRO, Advent International,
Citicorp Equity Capital, Deutsche Bank, GE Equity,
Intel Capital, JP Morgan, Rothschild, Tallwood Ven-
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ture Capital, Telecom Venture Group, Temasek Hold-
ings and UBS Capital are investing in Australian
startups.

Most of theseglobd fundsandingtitutionshaveformed
sgnificant local operations. They dsoinvest dongsde
Australianventurecapitd funds.

Someof themodt recent investmentsin Australiacon-
firmthe steady increasein activity and success.

Agtracon raised $50 million from Cisco Systems,
Geocapita Partners, Cross Atlantic Capital Part-
ners, TelecordiaTechnologiesandthe Australasian
Media& CommunicationsFundtofurther develop
itstel ecommuni cationsmanagement softwareinthe
USmarket.

Cap-XX, adevel oper of supercapitor technology,
raised $34 millionin September 2001 from ABN
AMRO, Walden International, Acer Technology
Ventures, Innovation Capital, Intel Capital, and
Technology Venture Partners.

CardsEtcraised $16 million from Citigroup, First
Data Corporation and Monetti for itssoftwareto
personalisesmart cards.

NetMap Anayticsraised $20 million from Insur-
ance Services Officein the USto help relocate
the company, which devel ops softwareto analyse
financial transactions, tothe US.

Patypus Technology raised $14 million fromthe
Carlyle Group and JAFCO Investment todevelop
asolid-state memory ‘drive’ and openaUS of -
ficein New Hampshire.

Redfern Broadband Networksraised $28 million
from Optical Capital Group, ChaseH& Q, Allen
& Buckeridge and Macquarie Bank to develop
densewavedivisonmultiplexing (DWDM) tech-
nology that promises multi-gigabit speedsfor met-
ropolitan areanetworks.

Redfern Polymer Opticsraised $8 millionin seed
funding from Redfern Photonics and othersto
commerciaiseitspolymer planar and fibrecom-
ponentsand polymer opticd fibres.

Sigtecraised $7.5 millionfrom Nanyang Ventures
and Endeavour Capita to develop taxi communi-
cationssystemsand atiny GPSrecelver that could
be used to pinpoint thelocation of mobile phone
USers.

Many initiativesare now focusing Australia sefforts
on the creation of more companies—and investment
opportunities — such as these. The Australian
Government'sefforts, in particul ar, include the Inno-
vation Investment Fund program to foster new ven-
turecapital partnerships, theBuildingonIT Strengths
(BITS) program of technology incubatorsand amore
recent programto start acluster of seed capital funds.

Another important part of Backing Australia’s Abil-
ity isthe Federation Fellowship program, which grants
15 annual fellowshipsvalued at $225,000 each year
for fiveyears. During 2001, eight of thewinnerschose
torelocatetheir research activitiesto Australia. With
S0 many expatriate Australian scientistskeentoreturn
home, theseresearch scholarshipscould helpbreed a
new generation of technology |eaders.

Thomson Financial/Venture Economics

28



Australian Venture Capital Association Limited - 2001 Yearbook

Australian Venture Capital in 2001: A Perspective

TheAustradian venture capital industry expanded rap-
idly during 2001 to end the year inastronger position
than ever. Theindustry’ sgrowth wasclearly demon-
strated on two main counts: the continued riseinin-
vestment in new Australian opportunitiesand the abil -
ity toraisefresh capital from professional investors.

Asaresult, Austraian venture capita fundshad more
capital under management than ever before. They al'so
invested more heavily than ever in Australian compa:
nies

Theindustry’ sinvestmentsin companies—a soknown
asdisbursements—rose aremarkable 168.6 per cent
to$2.2 billionintheyear to June 30, 2001. Thiswas
thehighest level onrecord for the Austrdian industry.
Furthermore, it represented impressive growth at a
timewhen venturecapital industriesin many countries
contracted quiteconsiderably.

Audtrdian venture capitd fundsinvested in 245 com-
panies during theyear —69 per cent more companies
thaninthe previousyear. Thiswasalso ahigher level
of activity thanin any other year and asignthat ven-
turecapitd inAudrdiafilledagapin Augrdianindus-
try by supporting innovative companies.

Companiesreceiving funding

Whileoverdl investment activity grew, thereweresigns
of ashiftinemphasisby venture capital managers.

Venture capital funds supported agreater number of
companiesat alater stageof their development, mark-
ing achange on previousyearswhen funds appeared
todirect moreof their investmentsto companiesat an
early stage of development —such as seed stage or
startup stage. Morethan half theinvestmentsduring
2001 went to companiesin their expansion stage.

Another notabletrend wasthe continued emphasison
industry sectorssuch ashigh technol ogy —notable be-
cause of themixed fortunesof many Australiantech-
nology companiesduring the period and thevol atility
of theseindustry sectorson public sharemarketsaround
theworld.

Australian venture capital fundscontinuedtodirecta
substantia proportion of their fundsto areasof inno-
vationinindustries such ascomputing, communica-
tions, biotech and health. Thisincluded anincreasein
funding for companiesin thelnternet sector —perhaps
themost downtrodden of al technology industriesin
recent times.

Fund growth

WhileAustraian venture capita fundsinvested more
fundsin more companies, they aso experienced strong
growthintermsof their own capital requirements.

Audrdianventurecgpita fundsraised $1.4 billionfrom
investorsin theyear to June 2001, an 18.5 per cent
rise on the capital they raised in the previous year.
Thiscapital camefrom sourcessuch aspensionfunds,
corporations, government, banks, insurance compa-
nies, fundsof funds, public market vehicles, families
andindividuas.

A substantia proportion, of course, camefrom Aus-
tralian superannuation funds—thefundsthat arere-
sponsiblefor managing theretirement savingsof Aus-
traianworkers. Thisisparticularly important giventhat
superannuation fund managerstill only direct avery
smdll proportion of their overall fundstowardsprivate

equity.

Evenasmall riseinthe percentage of superannuation
directed to venture capita could haveasignificantim-
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pact onthetota volumeof venturecapital in Audrdia
—animportant point giventhe ongoing discussionin
Audtraiaontheoveral regulatory climate necessary
to encourage private equity investment.

New funds

Austradia sventurecapital industry saw theaddition of
23 venture capital funds during the year. Of these,
eight werefollow-on fundswhile 15 fundswere new
funds.

On average, these new funds represent some of the
largestin Australia—an unusual result given that new
fundsare often smaller than their more established
peers. With an average size of $149 million, fundses-
tablished during theyear to June 2001 arethe second
largestintheindustry.

Of al thenew fundsestablished during theyear, some
of themost notablewerethefundsof fundscreated to
pool theprivateequity investmentsof multiplesources.
Giventhat thereweretenfundsof fundsestablishedin
thepast four years, thesefundshave clearly emerged
asinfluentia investorsinthe Austrdianindustry.

Typesof fundsand investments

Thereareten kindsof fundsdescribedin thisreport.
Moreinformation about termsand definitionscan be
foundinthe Glossary. Hereisabrief overview of the
kindsof fundsdescribed:

Balanced funds. Theseuseaninvestment strategy that
includesventure capita investing in portfolio compa:
niesat avariety of stagesof development. Itasoin-
cludesfundswith no particular sated investment strat-
egy, but would not includeleveraged buyout (LBO)
financing.

Early stagefunds. Thesefocusoninvestingin com-
paniesthat are generally Sarting their existence. Pro-
ceeds are used to devel op products. Marketing ef-

fortsareinitiated. Revenuesexist, but sincethisisa
capitd-intensvestage, profitsareminimd if they exist
aal.

Expans on stagefunds. These provide capita to com-
paniesthat have devel oped products or conceptsand
have devel oped acustomer base. Revenuesaregrow-
ing a anincreasing rate, though profitsmay not exist
sinceexpensesaredtill high.

Fundsof funds. Theseinvest primarily in other ven-
turecapitd fundsrather than directly in portfolio com-

panies.

Later stage funds. These provide finance for the
growth of acompany that has moved beyond the ex-
pansion stageto increaseits salesvolumeand gener-
atecong stent growth. Thisisconsidered thelast ven-
ture capitd stageof financing prior toaliquidity event
(i.e.an PO or acquisition of the company).

LBO funds. L everaged buyout funds focus on pro-
viding the capital to acquire mature companies, often
with the support of that company’s existing manage-
ment team. Thesetypesof transactionsusualy havea
higher ratio of debt financing aspart of theacquisition
price.

Mezzanine funds. These use an investment strategy
involving subordinated debt (theleve of financing se-
nior to equity and below senior debt). Thomson Fi-
nancial/Venture Economics considersthisabuyout
formof financingaongwith LBOfinancing.

Seed stage funds. Theseinvest at the earliest phase
of acompany’sdevel opment to devel op abusiness
concept beforeacompany isstarted. Capita invested
incompaniesat thispoint isused to get the company
ready to commence operations. Becauseit'stheear-
liest stage of development, it isconsidered theriskiest
of thevariousfinancing stages.

Turnaround funds. Theseidentify and support com-
paniesthat requirefresh capital and new growth strat-
egiesinorder to recover from faltering operations.
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Amount of Venture Capital Raised

by Year
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For several yearsduring the 1990s, Australian ven-
turecapita fundsexperienced agradua declineinthe
amount of capital they raised each year. Apart froma
suddenrisein capital raisingin 1997, theindustry’s
growth only took off in earnest from 1999 onwards.
Thisgrowth continuedinto 2001.

Audrdianventurecapita fundsraised $1.4 billionfrom
investorsintheyear to June 30, 2001, representing an
18.5 per cent increase on theamount of capital raised
inthe previousyear. Whileventure capita sectorsin
other countriesexperienced afal intheamount of new
capital available, Australianfundswere abletogain
new ground during the period.

Certainly, theenormousrate of growth of the past few
yearshasdowed. Venture capital fundsincreased the
capital they raised in 1999 by 205.3 per cent to $812
million compared to the previousyear. Thefollowing
year, they raised $1.2 billion—anincrease of 47.4 per
cent. Theyear to June 2001 showed modest growth
at atimewhen growth wasfar morechallenging than
before.
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Average Fund Size During 2001

($A Millions)
Balanced 65.4
Early Stage 81.6
Expansion 51.0
Fund of Funds|165.1
LBO 253.2
Later Stage 92.7
Mezzanine 14.7
Generalist 51.7
Seed 25.4
Turnaround 7.0

Aver age Fund Size During 2001

Two venture capital categoriesstand out in Australia
for the substantial amountsof capital they raise. One
isthefund of fundscategory, inwhich Ausgtrdianfunds
had an average size of $165.1 million—several times
the average size of most other Australianfunds. The
other istheleveraged buyout, or LBO category, an
area of strong growth in the past two years. In this
category, fundshad an average size of $253.2million
—thehighest averagein Audtrdia sventurecapita sec-
tor.
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Average Fund

Size by Year of

Fund Formation
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Average Fund SizeBy Year of Fund Formation

Someof Australia solder funds continueto rank as
thelargest intheindustry intermsof averagesize. Funds
raisedin 1991 had an average size of $167 million at
June 30, 2001.

Most fundsraised inrecent yearsremain well below
theleve of the 1991 funds. Funds established during
the last few years of the 1990s, when there was a
sharpriseinfund formation, rangein sizefrom $61
millionto $96 million onaverage.

The 2001 year stands out for the size of its funds.
With anaveragesizeof $149 million, fundsestablished
during theyear to June 2001, arethe second largestin
theindustry. Thisisremarkablegiventhat they arethe
youngest fundsin theindustry. In many countriesin
recent times, newer funds have tended to be smaller
thantheir peersasaresult of the severa yearsthat it
usudly takesfor afundto build up itscapital base.
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Number of Funds by Stage by
Year of Fund Formation

Year Seed Early Stage

1986
1987
1988
1989 1
1990
1991
1992
1993
1994 2
1995 1 1
1996
1997
1998
1999
2000
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Number of Fundsby Stageby Year of Fund
Formation

Theleve of activity fell during theyear in somefund
categories. Venture capital fundsthat focusoninvest-
mentsin early stagecompanies, for instance, saw much
lessactivity compared tothepreviousyear. Therewere
10 new early stage fundsestablished during 2000 but
only five established during 2001.

Therewered sofewer bal anced fundsestablished, with
five of them formed during 2001 compared to seven
inthepreviousyear. Thesefundsare moredifficult to
categoriseintermsof thetypesof companiesthey in-
vest in, sncethey investin companiesat variousstages
of development.

Themod sgnificant increaseinactivity during theyear
wastheriseof three new fundsof funds, expanding a
relatively new category in Australian venture capital.
Although Augrdiasaw theformation of afund of funds
in1991, therewereno fundsof thiskind crested dur-
ing much of the 1990s. That changed in 1998 when
two fundsof fundswere established, followed by one
in 1999 and another onein 2000.

With theformation of three new fundsof funds, this
category of venture capital has undergone rapid
growth. The number of fundsinthisareadoubledin
the space of two years.
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Average Size of Funds by Stage
by Year of Fund Formation
(in $A Millions)

Year Seed Early Stage Expansion Later Balanced LBO Mezzanine Turnaround Generalist Fund of Funds

1984 38.4 83.6

1985 66.2

1986 40.5

1987 38.6

1988 75.0

1989| 19.2 3.9 54.3

1990 2.0

1991 167.1
1992 115.0

1993 46.6 15.9

1994| 23.5 119.9] 351

1995| 14.7 60.7 161.8 6.5

1996 22.3 127.8] 354 72.7

1997 60.5 21.7 97.8 43.7 74.2 64.3

1998| 35.5 41.9 80.8 | 212.7 129.4
1999| 18.6 30.5 16.8 147.3 6.3 210.9 29.0 269.9
2000( 24.9 117.9 74.5 83.2 60.9 |666.0 7.0 56.8

2001 39.6 70.7 26.8 11.5 14.7

Aver age Size of Fundsby Stage by Year

Audtrdia sventure capita industry experienced some
growth during 2001 inthe average size of someof its
funds, though in some categories the average size
declined.

Althoughtherewerefewer seed sagefundsestablished
in 2001 than in the previousyear, thesefundswere
muchlarger onaverage. Theaveragesizeof Audrdids
seed funds established in 2001 was $39.6 million,
compared to an average size of $24.9 millionfor seed
fundsformedintheprior year.

Thetrend wasquitedifferent among early stagefunds.
Thoseearly stage funds established during 2000 had
an average size of $117.9 million at June 30, 2001.
Those formed during 2001 had an average size of
$70.7 million—nonethe esslarger than early stagefunds
established in 1997, 1998 or 1999.

Ingenera, younger fundstendto havesmaller average
Sizesthan their more mature peers.

Datawas not available on the average fund sizein
some categories, such asthefund of funds category.
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Number of Firms Formed by Year

Number of Firms Formed

Year of Firm Formation

Number of FirmsFor med by Year

After asubstantial jJump intheformation of venture
capital management firmsin 2000, theindustry saw a
much lower level of activity during 2001. Therewere
two firmsestablished in theyear to June 2001, bring-
ing theindustry back to thekind of growth in manage-
ment firmsthat it last experiencedinthe early 1990s.

Therearefew detailed conclusionsto bedrawn from
acomparison of thenumber of management firmses-
tablished and the number of new fundsformedinany
year. Australia has experienced aslowdown inthe
addition of both new firmsand new fundsduring 2001,
down fromrecord levelsin 2000. Thereisnot neces-
saxrily any rel ationship between thenew firmsand new
fundscreated in any year, sncetheformation of anew
fund doesnot requiretheformation of anew manage-
ment firm.
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Sources of Capital Under
Management as of 30 June, 2001
(in $A Millions)

Superannuation 2,245.4
Others 885.9
Principal 874.3
Corporations (Non-Pension) 747.0
Public/Government Pension Fund 500.2
Banks 394.2
Fund of Funds 223.0
Share Markets 187.2
Government 182.5
Families & Individuals 74.4

Insurance Co 5.2

Sour ces of Capital Under Management as of 30
June 2001

Morethan onethird of the venture capital under man-
agement in Australiawas sourced from superannua-
tion funds, with no other source of capitd making such
alarge contributionto theindustry. At June 30, 2001,
theindustry’stota capital under management was$6.3
billion.

The dominance of the superannuation sector ispar-
ticularly notable given the discussion of reformsthat
could make venture capital amore attractiveform of
investment for superannuation fund managers. Re-
search by AV CAL hasconcludedinthe past that total
superannuation entity assetsheldintheformof Aus-
tralian private equity compriseonly 0.87 per cent of
thetotal superannuation fund assets—avery low fig-
ureby internationa standards. Inthe United States,
for instance, private equity accounted for 5.6 per cent
of total pension fund assetsin 1999.

Giventhedatainthistable, itisclear that evenasmal
risein the percentage of superannuation directed to
venturecapita could haveasgnificant impact onven-
turecgpitd in Audrdia Thisunderlinesthesignificance
of Australid sreformsto theway domestic superan-
nuation fundsand all kindsof internationa investors
caninvest in Australian venture capital limited part-
nerships.
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Number of Funds by Sequence by
Year of Fund Formation
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Number of Fundsby Sequenceby Year of Fund

1984 2 :
1085 1 Formation
1986 1
1987 1 Therewere 23 venture capita fundsestablishedinthe
1988 2 year to June 2001. Of these, 15 werefollow-onfunds
1989 2 1 established to continuethe strategies already set by
1990] 1 existing Australian funds. Theremaining eight funds
igg; i werenew fundscreated toimplement new investment
1665 3 drategies.
1994 3 2
1995 2 2 Inpreviousyears, thenumber of new fundshasusudly
1996 6 2 exceeded follow-on funds. In 2000, there were 19
1997( 7 3 new fundsand only 17 follow-on funds established.
1998| 8 7
19991 9 13 Thenumber of follow-on fundsreached arecord high
2000( 19 17 -

in 2000.
2001| 8 15
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Number of Companies Invested in

by Year
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Number of Companiesinvested in by Year

Australian venture capital funds invested in 245
companiesduring theyear, surpassing therecord high
of 175 companiesinvested induring 1994. Thegrowth
of the Australian venture capital sector over the past
few yearsisclearly visiblein the chart showing the
number of companiesreceiving investments—also
known asdisbursements—from venture capita funds.

The number of compani es backed by venture capital
rose 69.0 per cent from 2000 to 2001, an acceleration
of the growth seen in recent times. The number of
companiesraising venture capital rose by 55.0 per
cent to 124 in 1999 and rose again by 16.9 per cent
to 145 companiesin 2000. After afall inactivity in
1998, the Australian venture capital industry grew
strongly in recent yearsin terms of the number of
companiesit has supported.
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Amount of Venture Capital
Invested by Year
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1993 90 16
1994 a0 52
1995 103 49
1996 148 38
1997 190 119
1998 190 31
1999 349 56
2000 540 292
2001 1,600 635

Amount of Venture Capital I nvested by Year

Investment surged in 2001 as venture capital funds
poured arecord amount of capital into Australian
opportunities. Theamount of venture capital invested
by fundsreached $2.2 billion, a168.6 per cent riseon
the $832 millioninvested in 2000.

The past year exceeded the growth ratesseeninthe
past. Theamount of venturecapita invested rose83.3
per cent to $405 million in 1999 and rose afurther
105.4 per cent to $832 millionin 2000. Over the past

few years, the Australian venture capital industry has
not only grown strongly but it hasaccel erated itsrate
of growth by asignificant degree.

Aswiththenumber of companiesreceiving funding—
shown onthe previouschart —much of theincreasein
2001 wasintheareadf initid invesmentsin new venture
capital opportunities. New funding rose from $540
millionin 2000 to $1.6 billionin 2001. At the same
time that the number of companies receiving new
funding rose, the average investment in these
companiesa soincreased. Theaverageinvestment per
company for new funding was $4.7 millionin 1999,
$7.1millionin 2000 and $10.0 millionin 2001.

Follow-on funding hasa so grown, though at alower
rate. Investmentsin this category more than doubled
from $292 million in 2000 to $635 millionin 2001.
M ore companieshavereceived investments, and these
investments have steadily grown in terms of their
average size—from an average of $1.1 million per
company in 1999 to $4.2 million in 2000 and $7.5
millionin2001.
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Number of New Investments by
Industry
from 1 July 1999 to 30 June 2000

Industr No. of Cos

Internet Specific 21
Computer Software
Consumer Related
Industrial/Energy
Medical/Health
Communications

Financial Services
Biotechnology
Semiconductors/Other Elect
Business Services
Manufacturing

Computer Hardware
Agriculture

=y
N

P EPNNOS OO NN

Number of New | nvestmentsby Industry

Thestrong risein total investment wasreflected in
specificindustry sectors.

The number of biotech companiesreceiving venture
capital investment morethantripledintheyear to 15.
Another category, medical and hedlth, also saw arise
inthenumber of companiesrecavinginvestment, from
sxin2000to ninein 2001.

The financial services sector experienced similar
growth. Inthissector, 15 companiesreceived funding
in2001 compared to fivein 2000. Inthemoregenera
sector of business servicesthe number of companies
receiving investment rosefromtwototen.

Number of New Investments by
Industry
from 1 July 2000 to 30 June 2001

Number of
Industry .

Companies
Internet Specific 26
Computer Software 18
Consumer Related 16
Biotechnology 15
Financial Services 15
Communications and Media 11
Business Services 10
Medical/Health 9
Industrial/Energy 8
Manufacturing 8
Agriculture/Forestry/Fishing 7
Computer Hardware 7
Semiconductors/Other Elect. 5
Utilities 2
Construction 1
Other 1
Transportation 1

I nformation technol ogy and communicationscontinued
to stand out intermsof thetotal number of companies
being backed by venture capital. Of all the new
investments, 67 were in this area of advanced
technology — ranging from Internet to software,
communications, media, hardware and other
electronics.

Despitethe collapse of many Internet venturesand
the severefall in global sharemarket valuationsfor
Internet companies, investment in Australiainthese
companies continued to riseduring the year to June
2001. Therewere 26 investmentsin Internet sector
companiesin 2001 compared to 21 in 2000.
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Number of New Investments by
Stage
from 1 July 1999 to 30 June 2000

Stage Number.
of Companies
Seed/Startup 15
Early Stage/Growth 7
Other 4
MBO/LBO 9
Development/Expansion 40
Later Stage 1

** Note: The number of companies listed is less than the number of new
investments since the stages of some companies were not recorded on the
surveys.

Number of New I nvestmentsby Stage

Thenatureaf many venturecapitd investmentschanged
significantly during theyear to June 2001. Australian
venture capital fundstended to direct more of their
investments to companies at a later stage of
development — where capital requirements can be
greater and companieshave moved beyond the startup
phase.

Of al the companiesreceiving investment, onegroup
of companiesstood out. Morethan half theinvestments
during 2001 went to companiesat the expansion stage
of their devel opment. Therewere 119 companiesin
thiscategory during theyear.

Number of New Investments by
Stage
from 1 July 2000 to 30 June 2001

Stage Number_of
Companies
Expansion 119
Oth Early Stage 30
Seed 30
Startup 27
Acquisition 9
Later Stage 7
VC Partnership 6
Special Sit. 5
Public Market 2

Therewereseveninvestmentsinlater sagecompanies
and ninein companiesat an acquisition stage of their
devel opment — seeking to expand by using venture
capita for acquisitions.

Companiesat earlier growth stagesa so raised funds.
Therewere 30investmentsin seed stage companies,
27 in startup companiesand 30 in other early stage
companies.
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Types of Exits (1998-2001)

Year

Totals 36 16

Typesof Exits

Theuncertainty ongloba sharemarketshashad aclear
impact ontheexit opportunitiesfor Australian venture
capita funds.

During 2000, theclear mgority of exitsweremanaged
on public markets through initial public offerings
(IPOs). Of theexitsachieved by venture capital funds
inthat year, 20 of them—or 76.9 per cent of thetotal
—werethrough IPOs.

Thischanged in 2001 as companiesfound it difficult
to generateinterest intheir plansfor listing on public
markets. Venture capital funds managed three exits
through | POs.

IPO M&A Bankrupt Other Exit

1

2
2
3
8

Mergersand acquisitions, traditiondly thedternatives
topublicligings, dsofel. Thereweretwo exitsthrough
mergersand acquisitionsduring theyesr.

The recorded bankruptcies increased in 2001, but
nonethel essremained rel atively low giventheconcerns
about the sometimes harsh business conditionsin
sectors such as Internet technology, information
technology and communications. Three companies
went bankrupt, compared to two inthe previousyesr.

Thomson Financial/Venture Economics

43



Australian Venture Capital Association Limited - 2001 Yearbook

Thispageisintentionaly left blank

Thomson Financial/Venture Economics 44



Australian Venture Capital Association Limited - 2001 Yearbook

Australian Fund Performance

Overall Fund Performance

Audrdianventurecapita fundsestablished from 1986
to 2001 produced a pooled average internal rate of
return, or IRR, of 21.7 per cent annually from their
inception to the end of June 2001.

Thisperformance compareswel | with other formsof
investment aswell asprivateequity investmentin other
countries.

Australian venture capital exceeded thereturnson
Austraia spublic market over asmilar period. Shares
listed onthe Australian Stock Exchange generated a
gross return of 13.5 per cent per annum in the ten
years to December 2000, according to a report
prepared by TowersPerrinandissued by theAudrdian
Stock Exchangein September 2001.

The Towers Perrin report found that Australian
investmentsin listed property companiesproduced a
gross return of 12.3 per cent per annum over the
decade, whilemanaged fundsrose 10.5 per cent, fixed
interest rose 10.0 per cent, residential property rose
9.3 per cent and cash produced agrossreturn of 5.5
per cent per annum over the decade.

In addition to exceeding many other forms of
investment in Australia, venture capital in Australia
produced hedlthy returnswhen compared to thelarger
and more devel oped venture capital industry inthe
United States.

Venture capital fundsin the US produced apooled
average|RR of 28.4 per cent annually inthetenyears
to June 2001. The pooled average IRR for the 20
yearsto June 2001 was 18.7 per cent.

Thiscomparison between venturecapital in Austraia
andtheUSisdifficult giventhat thefiguresfor Audrdia
include private equity fundsof many different types,

ranging from seed fundsto leveraged buyout funds. In
the US, by contrast, the figures for venture capital
performance do not include buyouts and mezzanine
invesments.

When all US private equity funds are considered
together, theoveradl returnsarevery muchinlinewith
thereturnsin Audtrdia

Thepooled average IRR for US private equity was
20.2 per cent per year intheten yearsto June 2001.
Thiswasdightly below the Australian pooled average
IRR of 21.7 per cent per year for Australian venture
capital to June2001.

Fund Performanceby Vintage Year

The following tables present information on the
performance of some Australian venture capital funds
up to June 30, 2001. Because the sample sizesare
relatively smal insomecases, itisdifficult togenerdise
about the industry from the results shown here.
Nonethel ess, thetablespresent useful information on
performancein recent times.

Becausethe performanceof afundisheavily influenced
by that fund's year of formation, we present the
information on thefollowing tablesaccording to the
‘vintageyear’ of thefundsbeing sampled. Thereisno
data presented for 1995 because the samplesizefor
thisyear wastoo small.

Some conclusionsstand out from thisgrouping of funds
accordingtotheir years. Inthe period up to June 30,
2001, some of the strongest returns were recorded
by fundsestablished in 1996. Thesefundsshowed a
pooled average IRRs of 33.2 per cent from their
inceptionthrough to theend of the period under review.
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Fundsestablished in 1997 posted apooled average
of 13.5 per cent from their inception through to the
end of the period under review. Funds established in
1998 showed a pooled average of 11.3 per cent.

Asiscustomary inventurecapita, younger fundsfaced
substantial challengesin matching the performance
recorded by thosethat were afew yearsolder. Funds
established in 1999 recorded apooled average IRR
of -3.9 per cent , while those established in 2000
performed dightly worsewith apooled average IRR
of -4.3 per cent.

Asyounger funds seetheir investments mature, their
ratesof returntypically increase. Itiscommonto see
aJ-curveeffectinwhichreturnsare negativeinthe
early yearsof afund and then risein subsequent years.
It isnot unreasonableto expect someof Australia’s
newer fundsto experience steadily increasing returns
inthecoming few years.
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Overall Fund Performance (Vintage Years 1986-2001)

Vintage Years 1986-2001

Internal Rate of Return

Sample Cap. Pooled Upper Lower
From: Size Avg Wtd. Avg Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 38 6.70 -3.10 27.90 98.70 17.10 3.90 0.00 -100.00
Inception to 03/31/2001 41 250 -7.20 23.40 82.60 14.60 1.70 0.00 -98.90
Inception to 06/30/2001 41 430 -6.00 21.70 81.90 17.00 1.50 0.00 -95.30
Vintage Years 1986-2001
Ratio Analysis
Distribution/Paid-In Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg Maximum Quartile Median Quartile Minimum

Inception to 12/31/2000 38 0.33 0.27 0.34 213 0.51 0.04 0.00 0.00
Inception to 03/31/2001 41 0.32 0.26 0.35 213 0.49 0.01 0.00 0.00
Inception to 06/30/2001 41 0.33 0.28 0.34 2.13 0.49 0.03 0.00 0.00
Residual Value/Paid-In

From:

Inception to 12/31/2000 38 0.97 0.89 1.05 2.76 1.03 1.00 0.82 0.05
Inception to 03/31/2001 41 0.93 0.85 101 2.76 1.00 1.00 0.70 0.05
Inception to 06/30/2001 41 0.93 0.83 1.00 2.76 1.00 0.99 0.70 0.05
Total Value/Paid-In

From:

Inception to 12/31/2000 38 1.30 1.16 1.39 291 141 1.08 1.00 0.05
Inception to 03/31/2001 41 1.25 1.11 1.35 291 1.42 1.03 1.00 0.05
Inception to 06/30/2001 41 1.26 1.11 1.35 2.91 1.53 1.03 1.00 0.05

Vintage Years 1986-2001

Horizon Returns

Sample Pooled

Size Avg.
06/30/2000 to 06/30/2001 43 -5.8
06/30/1999 to 06/30/2001 43 5.1
06/30/1998 to 06/30/2001 43 7.8
06/30/1997 to 06/30/2001 43 8.2
06/30/1996 to 06/30/2001 43 13.9
06/30/1995 to 06/30/2001 43 12.9
06/30/1994 to 06/30/2001 43 12.9
06/30/1993 to 06/30/2001 43 13.5
06/30/1992 to 06/30/2001 43 13.2
06/30/1991 to 06/30/2001 43 12.9
06/30/1990 to 06/30/2001 43 12.7
06/30/1989 to 06/30/2001 43 12.6
06/30/1988 to 06/30/2001 43 12.4
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Vintage Year 1994

Internal Rate of Return

Sample Cap. Pooled Upper Lower
From: Size Avg Wtd. Avg Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 3 94 82 74 14.6 11.2 7.9 6.9 5.9
Inception to 03/31/2001 3 92 79 71 14.3 10.9 7.5 6.6 5.7
Inception to 06/30/2001 3 89 75 6.9 14 10.5 7.1 6.3 5.6

Vintage Year 1994

Distribution to Paid-In

Sample Cap. Pooled Upper Lower
From: Sizee Avg Wtd. Avg Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 3 0.68 056 0.58 1.01 0.76 0.52 0.51 0.51
Inception to 03/31/2001 3 0.68 057 058 1.01 0.77 0.53 0.52 0.51
Inception to 06/30/2001 3 0.68 057 0.58 1.01 0.77 0.53 0.52 0.51

Vintage Year 1994

Residual Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wtd.  Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 3 0.58 0.68 0.68 0.82 0.77 0.72 0.46 0.20
Inception to 03/31/2001 3 0.57 0.67 0.67 0.82 0.76 0.70 0.45 0.20
Inception to 06/30/2001 3 0.57 0.67 0.67 0.82 0.76 0.70 0.45 0.20

Vintage Year 1994

Total Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 3 126 124 125 1.33 1.28 1.23 1.22 121
Inception to 03/31/2001 3 126 124 125 1.33 1.28 1.23 1.22 121
Inception to 06/30/2001 3 126 124 125 1.33 1.28 1.23 1.22 1.21

Vintage Year 1994

Horizon Returns
Sample Pooled

Size Avg
06/30/2000 to 06/30/2001 3 -12.0
06/30/1999 to 06/30/2001 3 -2.7
06/30/1998 to 06/30/2001 3 6.5
06/30/1997 to 06/30/2001 3 3.1
06/30/1996 to 06/30/2001 3 6.5
06/30/1995 to 06/30/2001 3 4.4
06/30/1994 to 06/30/2001 3 5.9
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Vintage Year 1996

Internal Rate of Return

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 4 423 322 3938 98.7 66.3 274 184 15.7
Inception to 03/31/2001 4 35.8 281 340 82.6 54.3 23.1 174 14.6
Inception to 06/30/2001 4 33.7 271 332 81.9 51.9 19.7 15.6 13.6
Vintage Year 1996
Distribution to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Mnimum
Inception to 12/31/2000 4 0.73 067 086 139 109 0.63 0.38 0.28
Inception to 03/31/2001 4 0.78 070 091 153 116 0.64 0.39 0.29
Inception to 06/30/2001 4 0.81 0.72 095 1.58 1.23 0.68 0.39 0.29
Vintage Year 1996
Residual Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 4 113 09 1.05 172 152 1.09 0.75 0.63
Inception to 03/31/2001 4 0.96 086 0.86 150 118 0.86 0.74 0.62
Inception to 06/30/2001 4 0.91 0.86__0.86 1.25 1.08 0.89 0.74 0.62

Vintage Year 1996

Total Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 4 1.87 163 191 2.70 2.35 171 1.38 1.35
Inception to 03/31/2001 4 1.74 156 178 2.39 2.09 1.60 1.38 1.35
Inception to 06/30/2001 4 1.72 158 181 2.50 2.01 1.51 142 1.35

Vintage Year 1996

Horizon Returns
Sample Pooled

Size Avg
06/30/2000 to 06/30/2001 4 -6.2
06/30/1999 to 06/30/2001 4 23.9
06/30/1998 to 06/30/2001 4 26.4
06/30/1997 to 06/30/2001 4 22.2
06/30/1996 to 06/30/2001 4 33.7
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Vintage Year 1997
Internal Rate of Return

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 5 1450 1370 1370 31.10 2350 1120 6.80 0.00
Inception to 03/31/2001 5 1740 1550 14.00 27.80 2700 2110 1110 0.00
Inception to 06/30/2001 5 1690 1500 13.50 30.10 2380 1920 1120 0.00

Vintage Year 1997

Distribution to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 5 0.20 018 027 0.80 0.14 0.04 0.00 0.00
Inception to 03/31/2001 5 0.20 018 0.26 0.80 0.14 0.04 0.00 0.00
Inception to 06/30/2001 5) 0.20 018 0.26 0.80 0.14 0.04 0.00 0.00

Vintage Year 1997

Residual Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 5) 1.10 1.08 099 1.66 1.40 1.15 1.10 0.20
Inception to 03/31/2001 5 1.20 115 1.02 1.66 153 1.40 118 0.20
Inception to 06/30/2001 5 121 117 104 1.66 1.56 1.40 121 0.20

Vintage Year 1997

Total Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 5) 1.30 127 1.25 1.66 1.55 1.20 1.10 1.00

Inception to 03/31/2001 5 1.39 1.33 1.29 1.66 155 153 122 1.00
Inception to 06/30/2001 5 1.40 1.35 1.30 1.66 1.56 1.55 1.25 1.00

Vintage Year 1997

Horizon Returns

Sample Pooled
Size Avg
06/30/2000 to 06/30/2001 5 3.6
06/30/1999 to 06/30/2001 5 16.5
06/30/1998 to 06/30/2001 5 14.4
06/30/1997 to 06/30/2001 5 13.6
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Vintage Year 1998

Internal Rate of Return

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 -4.4 -47.8 16.6 93.9 14.7 20 -28.2 -100.0
Inception to 03/31/2001 7 -6.5 -45.9 13.0 78.7 9.6 17 -23.1 -98.9
Inception to 06/30/2001 7 -6.9 -454 11.3 67.6 14.1 15 -25.2 -95.3

Vintage Year 1998

Distribution to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 0.06 0.03 0.07 0.16 0.12 0.03 0.01 0.00
Inception to 03/31/2001 7 0.06 0.03 0.07 0.15 0.11 0.03 0.01 0.00
Inception to 06/30/2001 7 0.09 0.07 0.11 0.32 0.12 0.06 0.01 0.00

Vintage Year 1998

Residual Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 1.07 0.58 114 2.76 1.08 1.00 0.75 0.05
Inception to 03/31/2001 7 1.06 0.57 113 2.76 1.07 1.00 0.72 0.05
Inception to 06/30/2001 7 1.04 0.4 1.07 2.76 1.07 1.00 0.67 0.05

Vintage Year 1998

Total Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 113 0.61 121 291 1.20 1.03 0.75 0.05
Inception to 03/31/2001 7 112 0.60 1.20 291 117 1.03 0.75 0.05
Inception to 06/30/2001 7 1.13 0.61 1.19 291 1.24 1.03 0.74 0.05

Vintage Year 1998

Horizon Returns
Sample Pooled
Size Avg
06/30/2000 to 06/30/2001 7 -6.6
06/30/1999 to 06/30/2001 7 9.6
06/30/1998 to 06/30/2001 7 9.3
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Vintage Year 1999

Internal Rate of Return

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 -8.3 -5.7 -3.7 18 0.0 0.0 -15.3 -29.8
Inception to 03/31/2001 9 -17.4 -8.0 -7.8 14 0.0 0.0 -28.6 -72.8
Inception to 06/30/2001 9 -7.3 -4.0 -3.9 52.0 0.0 0.0 -29.5 -53.0

Vintage Year 1999

Distribution to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Inception to 03/31/2001 9 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Inception to 06/30/2001 9 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Vintage Year 1999

Residual Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wd. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 0.97 0.98 0.97 1.01 1.00 1.00 094 0.87
Inception to 03/31/2001 9 0.90 0.96 0.93 101 1.00 1.00 0.86 0.58
Inception to 06/30/2001 9 0.98 0.99 0.96 1.64 1.00 1.00 0.83 0.58

Vintage Year 1999

Total Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 7 0.97 0.98 0.97 1.01 1.00 1.00 0.94 0.87
Inception to 03/31/2001 9 0.90 0.96 0.93 1.01 1.00 1.00 0.86 0.58
Inception to 06/30/2001 9 0.98 0.99 0.96 1.64 1.00 1.00 0.83 0.58

Vintage Year 1999

Horizon Returns
Sample Pooled

Size Avg
06/30/2000 to 06/30/2001 9 -15.6
06/30/1999 to 06/30/2001 9 -3.7
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Vintage Year 2000

Internal Rate of Return

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 8 -4.6 -5.3 -13.7 28.3 0.0 0.0 -12.5 -39.7
Inception to 03/31/2001 9 -5.0 -18.4 -6.5 14.2 0.0 0.0 -5.3 -27.5
Inception to 06/30/2001 9 -4.2 -16.2 -4.3 9.1 0.0 0.0 -3.7 -22.1

Vintage Year 2000

Distribution to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Witd. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 8 0.01 0.00 0.00 0.07 0.00 0.00 0.00 0.00
Inception to 03/31/2001 9 0.01 0.00 0.00 0.06 0.00 0.00 0.00 0.00
Inception to 06/30/2001 9 0.01 0.00 0.00 0.06 0.00 0.00 0.00 0.00

Vintage Year 2000

Residual Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wtd. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 8 0.97 0.97 0.98 1.00 1.00 1.00 0.98 0.79
Inception to 03/31/2001 9 0.96 0.90 0.98 1.00 1.00 1.00 0.97 0.83
Inception to 06/30/2001 9 0.96 0.88 0.97 1.00 1.00 1.00 0.97 0.84

Vintage Year 2000

Total Value to Paid-In

Sample Cap. Pooled Upper Lower
From: Size Avg Wid. Avg  Maximum Quartile Median Quartile Minimum
Inception to 12/31/2000 8 0.98 0.98 0.99 1.07 1.00 1.00 0.98 0.79
Inception to 03/31/2001 9 0.97 0.91 0.98 1.06 1.00 1.00 0.97 0.83
Inception to 06/30/2001 9 0.97 0.88 0.97 1.06 1.00 1.00 0.97 0.84

Vintage Year 2000

Horizon Returns
Sample Pooled

Size Avg
06/30/2000 to 06/30/2001 9 -2.8
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Glossary of Terms

Angd:

A wedthy individua whoinvestsin entrepreneuria firms. Although angelsper-
form many of the samefunctionsasventure capitaists, they invest their own
capital rather thanthat of ingtitutional or other individua investors.

Burnrate:
Therate at which acompany requiresadditional cash to keep going.

Carried interest:
Thesubstantial share, often around 20%, of profitsthat are allocated to the
general partnersof aventurecapital partnership.

Co-investment:
Seesyndication.

Committed capital:
Pledgesof capital to aventure capital fund. Thiscapita isdrawn down over the
lifeof thefund.

Common stock:
Theequity typically held by management and founders. Typicaly, at thetimeof an
initial public offering, all equity isconverted into common stock.

Consolidation:
A privateequity investment strategy that involvesmerging severa small firms
together and exploiting economies of scal e or scope.

Convertibleequity or debt:

A security that can be converted under certain conditionsinto another security
(ofteninto ordinary shares). The convertible shares often have specid rightsthat
theordinary sharesdo not have.

Corporateventurecapital:

Aninitiative by acorporationto invest either inyoung firmsouts de the corpora
tion or unitsformerly part of the corporation. These are often organised as
corporate subsidiaries, not aslimited partnerships.
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Distressed debt:

A private equity investment strategy that invol ves purchas ng discounted bonds
of afinancially distressed firm. Distressed debt investorsfrequently convert their
holdingsinto equity and become actively involved with the management of the
distressedfirm.

DPI:
Seeredisationratios.

Earnout:
Part of the price of atransaction, whichisconditional onthe performance of the
company followingthededl.

Exerciseprice:
The priceat which an option or warrant can be exercised.

Firm:
The partnership which managesaventure capital fund. Onefirmmight manage
morethan onefund.

First closing:
Theinitia closng of afund.

Firs fund:
Aninitial fund raised by aventure capital organisation.

Float:
Inapublic market context, the percentage of the company’ ssharesthat isinthe
hands of outsideinvestors, asopposed to being held by corporateinsiders.

Flotation:
To obtain aquotation or PO on astock exchange, such asthe Australian Stock
Exchangeor theNASDAQ.

Follow-on fund:
A fundthat issubsequent to aventure capital organisation’sfirst fund.
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Follow-on offering:
See seasoned equity offering.

Fund:

A pool of capita raised periodicaly by aventure capital organisation. Usudly in
theform of limited partnerships, venture capita fundstypically haveaten-year
life, though extensonsof severd yearsare often possible.

Fund of funds:
A fundthat investsprimarily in other venture capital fundsrather than portfolio
firms, often organised by aninvestment adviser or investment bank.

Gatekeeper:
Seeinvestment advise.

Gearing, debt/equity ratio or leverage:
Thetotal borrowingsof acompany expressed asapercentage of shareholders
funds

Inthemoney:
Any option or warrant that would have apoditivevalueif it wasimmediately
exercised.

I nvestment adviser:

A financid intermediary who assstsinvestors, particularly ingtitutions, with
investmentsin venture capital and other financia assets. Advisersassess poten-
tial new venturefundsfor their clientsand monitor the progressof existing
investments. In some cases, they pool their investors' capital infundsof funds.

I nvoluntary exit:
Wherethe company goesinto receivership or liquidation.

IPO:
“Initid Public Offering”, “flotation”, “float”, “ going public”, “lising” arejust
someof thetermsused when acompany obtainsaquotation on astockmarket.
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IRR: Internal Rateof Return

Therearethreeversionsof theinterna rate of return used inthe AV CAL
Yearbook - the arithmetic average, the capital weighted average, and the
pooled average.

Thearithmetic average |RR for asamplewould bethe sum of theIRRsfor the
individua fundsinthesampledivided by the number of fundsinthesample.

The capitd weighted average| RR iscal culated inasimilar manner, except the
individua |RRsareweighted by fund size and affect theaveragein proportion
totheir size. Therefore, thisaveragefor the sampleisskewed towardsthe
larger funds.

A pooled average|RR isn't actually an average, but oneaverage cal culated for
theentiresample. In other words, instead of using the cash flowsof thefundsto
calculatelRRsfor each fund, the sample (and all of the accompanying cash
flows) istreated asonefund and onelRR iscal culated for it.

LBO:
L everaged buyout, the acquisition of afirmor businessunit, typicallyina
matureindustry, with aconsiderable amount of debt.

L ever aged buyout fund:

A fund, typically organisedinasimilar manner to aventurecapital fund,
specidisinginleveraged buyout investments. Someof thesefundsal so make
venturecapital investments.

Limited Partners:
Theinvestorsinalimited partnership.

Limited Partner ships.

Thelegd structure used by most ventureand private equity funds. Usudlly fixed
lifeinvestment vehicles. Thegenerd partner or management firm managesthe
partnership using policy laid downin aPartnership Agreement. The Agreement
aso covers, terms, fees, structures and other items agreed between thelimited
partnersand thegenera partner.
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L oan capital:

L oan capita ranksahead of sharecapital for incomeand capital. Loanstypicaly
areentitled tointerest and are usually, though not necessarily, repayable. Loans
may be secured on the company’ s assets or may be unsecured. A secured loan
will rank ahead of unsecured loansand certain other creditorsof the company.
A loan may be convertibleinto equity shares. Alternatively, it may havea
warrant attached which givestheloan holder the option to subscribefor new
equity sharesontermsfixedinthewarrant. They typically carry ahigher rate of
interest than bank term loans and rank behind the bank for payment of interest
and repayment of capital.

L ock-up:

A provisionintheunderwriting agreement between aninvestment bank and
existing shareholdersthat prohibitscorporateinsidersand private equity inves-
torsfrom sdlling at thetimeof the offering.

Management fee:

Thefeeg, typically apercentage of committed capita or net asset value, that is
paid by aventurecapital fund to the general partnersto cover salariesand
expenses.

M anagement Team:
Thegenera partnersthat overseethe activities of the venture capital fund.

Management Firm:
Themanager of aspecificfund or funds. Wherethefundisalimited partnership
themanagement firmisthe Generd Partner.

M ezzanine:

Either (1) aventure capital financing round shortly beforeaninitia public offering
or (2) aninvestment that employs subordinated debt that hasfewer privileges
than bank debt but more privilegesthan equity and often has attached warrants.

Option:
Theright, but not the obligation, to buy or sell asecurity at aset price (or range
of prices) inagiven period.
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Ordinary shares.

Theseareequity sharesthat areentitled to all income and capita after therights
of al other classesof capital and creditors have been satisfied. Ordinary shares
havevotes. Inaventure capita dea thesearethe sharestypically held by the
management and family sharehol dersrather than theventure capita firm.

Placement agent:
A financia intermediary hired by venture organisationstofacilitatetheraising of
new venture capital funds.

Post-money valuation:
The product of the price paid per shareinafinancing round and the shares
outstanding after thefinancing round.

Pre-money valuation:
The product of the price paid per shareinafinancing round and the shares
outstanding before thefinancing round.

Preference shares:

These arenon-equity shares. They rank ahead of all classesof ordinary shares
forincomeand capitd. Their incomerightsare defined and they areusualy
entitled to afixed dividend (e.g. 10 per cent fixed). The sharesmay beredeem-
ableonfixed datesor they may beirredeemable. Sometimesthey may be
redeemableat afixed premium (e.g. at 120 per cent of cost). They may be
convertibleinto aclassof ordinary shares.

Preferred ordinary shares.

Thesemay alsobeknownas* A’ ordinary shares, cumulative convertible
participating preferred ordinary sharesor cumulative preferred ordinary shares.
Theseareequity shareswith preferred rights. Typically they will rank ahead of
the ordinary sharesfor income and capital. Oncethe preferred ordinary share
capital hasbeen repaid, thetwo classeswould then rank pari passuin sharing
any surpluscapita. Theirincomerights may bedefined; they may beentitled to
afixed dividend (apercentagelinked to the subscription price, e.g. 8 per cent
fixed) and/or they may havearight to adefined share of the company’s profits-
known asaparticipating dividend (e.g. 5 per cent of profitsbeforetax). Pre-
ferred ordinary shareshavevotes.
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Preferred stock:

Stock that has preference over common stock with respect to any dividendsor
paymentsin association with theliquidation of thefirm. Preferred stockholders

may aso have additional rights, such astheability to block mergersor displace
management.

Privateequity:

Private equity includes organisations devoted to venture capital, leveraged
buyouts, consolidations, mezzanine and distressed debt investments, and a
variety of hybridssuch asventureleasing and venturefactoring.

Prospectus:

A condensed, widely disseminated version of theregistration statement that is
asofiled withthe US Securitiesand Exchange Commission. The prospectus
providesawidevariety of summary dataabout thefirm.

Ratchets:

A structurewhereby the eventua equity alocations between the groups of
shareholders depend on either the future performance of the company or the
rate of return achieved by theventurecapita firm. Thisallowsmanagement
shareholderstoincreasether stakeif the company performsparticularly well.

Refinancing:
The purchase of theventure capital investors or others' shareholdingsby
another investment indtitution.

Realisation ratios: DPI, RVPI, TVPI:

DPI: Digtribution to Paid-Inratio (aredlization ratio). The DPI measuresthe
ratio of distributionsto thelimited partners compared to the amount of capita
contributed by thelimited partners.

RVPI: Residua Vaueto Paid-Inratio (arealizationratio). The RV Pl measures
the net asset val ue of thefunds (unrealized gains), compared to the amount of
capital contributed by thelimited partners.

TVPI: Tota Valueto Paid-Inratio (aredizationratio). The TVPI issmply the
DPI and RV PI added together.

A drawback of theseratiosisthat they do not takeinto account thetimevalue
of money, but aressmply based on actua capital figures. For thisreason, we
recommend that they beused in conjunction withthelRRs.
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Repurchase:
Therepurchase of the venture capital investors sharesby the company and/or
itsSmanagemen.

Road show:
Themarketing of aventure capital fund or public offeringto potentia investors.

Roll-up:
Seeconsolidation.

RVPI:
Seeredlisationratios.

Seasoned equity offering:
Anoffering by afirmthat hasa ready competed aninitia public offeringand
whose sharesare already publicly traded.

Secondary offering:

An offering of sharesthat are not being issued by thefirm, but rather are sold by
existing shareholders. Thefirm consequently doesnot receivethe proceeds
fromthe salesof these shares.

Sharecapital:

Thestructure of share capita that will be developed involvesthe establishment
of certainrights. Theventurecapita firmwill try to baancetherisksitistaking
withtherewardsit isseeking. It will al'so beaiming to put together apackage
that best suitsyour company for future growth. These structuresrequirethe
assistance of an experienced qudified lega adviser.

Sharesoutstanding:
Thenumber of sharesthat the company hasissued.

Staging:

Theprovisionof capita to entrepreneursin multipleinstalments, with each
financing conditional on meeting particular businesstargets. Thishelpsensure
that the money isnot squandered on unprofitable projects.
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Syndication:
Thejoint purchase of sharesby two or moreventure capital organisationsor the
joint underwriting of an offering by two or moreinvestment banks.

Tombstone:
An advertisement, typically inamajor business publication, by an underwriter to
publicisean offering that it hasunderwritten.

Tradesale:
Thesaeof your company’s sharesto another company, perhapsinthesame
industry sector.

TVPI:
Seeredisationratios.

Underwriting:
The purchase of asecuritiesissuefrom acompany by an investment bank and
its(typically dmostimmediate) resdetoinvestors.

Venturecapital:

| ndependently managed, dedicated pool s of capita that focuson equity or
equity-linked investmentsin privately held, high-growth companies. Many
venture capital funds, however, occasionally make other typesof private equity
investments. Outsidethe United Sates, thisphraseisoften used asasynonym
for private equity.

Venturecapitalist:
A generd partner or associate at aventure capital organisation.

Vintageyear:
Thegroupsof fundswhosefirst closngwasinacertain year.

Yidd:

Calculated by dividing thegrossdividend by the share price and expressed as
percentage. It showstheannua return onaninvestment from interest and
dividends, excluding any capita gainelement.

For moreinformation, please refer to: www.ventureeconomics.com
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Acknowledgement of Quantitative Survey Respondents

Allen & BuckeridgePty Ltd
CastleHarlan Augtrdian Mezzanine Partners Pty Ltd
Catayst Investment Managers Pty Ltd
Challenger Internationd Ltd
DeutscheBank - DB Capita Partners
Equity Partners
Ferrier Babcock Pty Limited
Gresham Private Equity
GSPrivate Equity Pty Limited
Innovation Capital AssociatesPty Ltd
Nanyang VenturesPty Ltd
Quadrant Capita Fund
Rothschild Arrow Development Fund
Start-up AustraliaPty Ltd
Technology Venture Partners
UBSCapita
Venture Capital PartnersPty Limited

* A profileof each of thesefirmscan befound at www.avcal .com.au/ directory of members/ venture
capitdids.
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Notes
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Thomson Financial/Venture Economics 67



Australian Venture Capital Association Limited - 2001 Yearbook

Notes
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