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In a sign that the market may finally be
improving after several years of slow ac-
tivity, the amount generated by venture-
backed mergers and acquisitions in-
creased 75 percent in
the early months of
2004 compared to
the previous quarter
in 2003.

The most recent
statistics available,
which cover the first
quarter of 2004, in-
dicate that 77 ven-
ture-backed compa-
nies were merged or
acquired for a total disclosed value of
$4.03 billion, according to Thomson
Venture Economics and the National
Venture Capital Association.

The last quarter of 2003 saw 71 tar-
gets generate value of $2.3 billion.

The higher level of activity for the
first quarter of 2004 represented the
fourth straight quarter-on-quarter im-
provement in M & A based liquidity af-
ter two straight years of depressed activ-
ity levels.

The first quarter of 2001 was the last
time M & A values surpassed $4 billion.
At that time, 75 companies changed
hands with total value of $8.55 billion.

Thomson and NVCA report that
the average deal size for the first quarter
was $90 million, a one-third increase
over the previous quarter’s $68 million
per deal average.

In an interesting twist on percep-
tions, the software sector proved to be
far from the depressed vertical that many
observers have predicted it would con-
tinue to be.

The sector shows software targets

dominating all other activity with 23
deals, 14 of which were disclosed and
had aggregated value of $1.4 billion. The
average deal size among disclosed trans-
actions was $97 million.

The Life Sciences sectors, on a com-
bined basis, generated 13 deals with ag-
gregate value of $894 million. All but
one of these transactions was reported
in biotechnology and medical devices,
two sectors which have less representa-
tion among Tennessee healthcare com-
panies than does health services. Only
one transaction was reported in the lat-
ter sector.

On the funding front, software also
led all sectors with 162 companies re-
ceiving a total of almost $1 billion from
private equity funds.

Biotechnology remained near the
12-year high achieved in 2003. A total
of 71 deals received $943 million in new
funding in biotech. Medical devices were
the fifth most active sector, with 51 deals
receiving $324 million in funding.
NCVA reported only 10 deals being
funded in healthcare services with total
funded equity of $35 million.

The preference of private equity
funds for later stage companies contin-
ues. Later stage funding was $1.4 billion
in the first quarter of 2004, represent-
ing about one-third of all investing, com-
pared to about 22 percent of all invest-
ing two years ago.

The average amount invested per
company was $10.6 million in early
2004 across all sectors, continuing to
demonstrate the fund industry’s grow-
ing appetite per deal.

Another encouraging sign for the fu-
ture is the increasing activity level in the
IPO market. Twenty-nine venture-

backed companies raised $2.1 billion
through initial public offerings in the
second quarter of 2004, representing the
most money raised through IPOs since
the third quarter of 2000.

More than 75 companies backed by
venture funding are currently in regis-
tration with the Securities and Exchange
Commission, creating a solid pipeline of
strong activity that appears capable of
sustaining higher levels of activity
through the next several quarters.

Mark Heesen, president of NVCA,
said, “A strong IPO market is essential
for the long-term health of the venture
capital industry. In the past two quar-
ters, we have witnessed increased
strength in the IPO market.” However,
he went on to point out that even higher
current levels of activity are below the
levels needed to declare the recovery to
be complete.

Favorable levels of liquidity among
venture investors appears to be another
positive sign for the future. A recent
study conducted by the Association for
Corporate Growth revealed that 75 per-
cent of private equity funds surveyed felt
that there is currently an “excess” of pri-
vate equity funds available for new deals,
with 44 percent saying that liquidity lev-
els are “a little higher” than they should
be.

Continued improvements in M &
A activity levels will add to this liquidity
and increase pressure on funds to put
their money to work.

Turney Stevens is Managing Partner of
Harpeth Capital. a middle market invest-
ment banking firm.
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