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The Quarterly University of San Francisco Silicon Valley Venture Capitalist Confidence Index is based on a survey of San Francisco Bay Area/Silicon Valley venture capitalists. Created and authored by Professor Mark Cannice and Professor Roger Chen of the University of San Francisco School of Business and Management, the Index measures and reports the opinions of professional venture capitalists in their estimation of the high-growth venture entrepreneurial environment in the San Francisco Bay Area over the next 6 - 18 months. 

In publishing a recurring confidence index of professional venture capital investors, the USF Entrepreneurship Program hopes to provide an on-going leading indicator of investment in new high growth businesses in the San Francisco Bay Area. We expect that this forward looking indicator of Bay Area new venture investment and high growth entrepreneurial activity will also act as a fair proxy for new venture investment across the U.S., as the San Francisco Bay Area is the largest source of venture capital in the nation. [image: image1.emf]Table 1
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The USF Silicon Valley Venture Capitalist Confidence Index for the third quarter of 2004, based on an October 2004 survey of 50 San Francisco Bay Area venture capitalists, came in at 4.05 on a 5 point scale (with 5 indicating high confidence and 1 indicating low confidence), and suggests a continued high level of Bay Area venture financings and entrepreneurial activity in the coming months. The 3rd Quarter Index Level is down slightly from the previous quarter level of 4.1 on a 5 point scale.
We note a slight down trend in confidence over the last two quarters from what was a very strong reading earlier in the year (4.3 on a 5 point scale).  In the previous two quarters confidence appears to have stemmed mainly come from high expectations of an impending recovery which would include the opening up of IPO markets, better macro economic numbers, increased corporate spending, and the rise of many innovative technologies that were not funded during the previous year.  In the current quarter, however, investor confidence appears primarily based on the assessment of real business factors such as strong M&A momentum, low overhead costs, and an increasing number of start-up activities. Confidence this quarter also arises from the perception that more Asian, especially Chinese, companies are coming to the U.S. to seek capital, while many mid-cap U.S companies are seeking opportunities in Asian markets. Compared with the past two quarters, some venture capitalists are less upbeat due to the slowing economic recovery, uncertainty surrounding the presidential election, cautious corporate spending, and concerns among large enterprises about doing business with start-ups. This moderation of venture capitalists’ confidence appears to correspond with the ‘soft patch’ in the national economy cited recently in the media. Nevertheless, the absolute Index level of 4.05 in this latest quarter is still very favorable and portends a continued strong Bay Area entrepreneurial environment. 

All of the Index respondents’ names and firms are listed below, save those who wished to remain anonymous. Many of the responding venture capitalists also went on the record with commentary that supported their degree of confidence in the upcoming venture investment environment.  In the following analysis, we provide some of their comments. 

Several of the responding venture capitalists provided refreshingly optimistic evaluations.  Venky Ganesan of Globespan Capital Partners commented that, “The funding environment has improved considerably.  Unlike 2002 and 2003 where the entrepreneur had to give an arm and a leg and name their first born after their VC, now they can actually raise money at a decent valuation.  This should increase entrepreneurship and create more companies.”  Similarly upbeat, David Hornik of August Capital offered, “A combination of entrepreneurs getting back to work and venture investors coming out from under their desks makes this a pretty encouraging environment.”  Echoing these sentiments, Randy Hawks of Claremont Creek Ventures said, “An increasing number of qualified entrepreneurs are taking steps to form and grow new companies. They are getting first round funding and justifying increased valuations."  And Charles Beeler of El Dorado Ventures concluded that, “The Bay Area has a unique business ecosystem that encourages and supports entrepreneurial companies like no other place in the world…”

Several venture capitalists also provided their underlying philosophy as to why the positive mood for investment in local start-ups is likely to continue.  Skip Fleshman of Asset Management Company highlighted several positive trends that supported his favorable outlook: “The combination of strong, innovative technology, lower overhead costs (wages and rent), and an abundance of talented management with start-up experience makes this an opportune time for early stage and seed level investments.” Likewise, Dave Epstein of CrossLink Capital pointed out that there is “…plenty of $ in VC funds in the Bay Area, plenty of talent, plenty of good ideas.  Entrepreneurs simply need to control greed, keep expectations in check, be patient and do it for the right reasons.”  Standish O'Grady of Granite Ventures concurred, stating, “I have enormous confidence in the vitality, creativity, energy and competitiveness of Silicon Valley entrepreneurs.”

Some investors pointed to a good M&A environment for their confidence.  Robert C. Marshall of Selby Ventures Partners provided a rationale for his  ‘4+’ rating, saying that, “… I believe the M&A activity will get even stronger over the next 12 months as the larger companies will buy early stage technology companies to fuel their revenue growth.”  This sentiment was echoed by Dag Syrrist of Vision Capital who cited, “increased spending by businesses in IT, low interest environment, increasing capital to the asset class, and increased M&A by larger companies” as positive indicators.
Greater interest in companies vying for Asian markets was expressed by Randolph L. Tom of Dynasty Capital Services who commented, “There has been an increasing interest in the US capital market revival, in part, no doubt to the success of Google's IPO; Dynasty has a greater number of higher quality deals, including more Asian companies seeking capital here for use in developing China related business as well as mid-cap US companies in need of a China/Asia strategy. Mid cap companies that have come to Dynasty had previously not been willing or capable of addressing this need, but the opportunity is too large for them to ignore now. … Money is now more available than I had seen in the previous 12 months. Nevertheless, all entrepreneurial start-ups will still need to have a global plan for their products and services to be financed.”

Not all of the respondents provided robustly upbeat commentary.  Greg Gretsch of Sigma Partners stated, “We've come back from the doldrums of 2001 and 2002, but things are far from being on fire.  New startup activity is definitely there, and those companies are getting traction, but we're not in what I'd call a hot market yet.” David DeRuff of East Peak Advisors painted a similar picture in commenting, “My confidence rating is a "3" and the primary cause... is the improving business activity that I observe in the companies I know.  Sales are growing at most and they are hiring people. The growth is still moderate, however, and big decisions are still being made slowly.”

Other investors had mixed reviews contingent on the industry. Sharon Wienbar of BA Venture Partners relayed, “Certain sectors have high growth rates due to rapid adoption of new technology...smart phones, broadband, consumer electronics, business software delivered as a service, etc. But other sectors continue their slump, e.g., enterprise software. As a region it's a race to see which trend swamps the other.”

Similarly, Mohanjit Jolly of Garage Technology Ventures offered, “Essentially, the spending environment (and I am speaking purely from an IT standpoint) is still fairly tight, with concerns among large enterprises about doing business with upstarts. As a result, they still tend to buy from the incumbents even though the startups may have a genuinely better product. With the public markets also not readily available, VCs are concerned about exits (especially for later stage investments where the exit window is in the next 12-18 months). Also, in some of the so-called "hot" areas, significant funding has gone into a bunch of startups already, so there is less of an inkling to fund brand new companies but rather a wait and see attitude to see who emerges as a leader (wireless infrastructure, application aggregation are example areas). The overall risk aversion due to above factors is going to keep the investments in check.”

The current political uncertainty highlighted by, among other issues, the upcoming presidential election, dampened optimism by some.  Brendan Richardson of Vision Capital indicated that, “There seems to be a lot of activity now on the deal side and customers do seem to be buying - albeit sporadically depending on the specific market. I do think, however, that there is a lot of uncertainty around the election with the general mood being that this election will determine the future direction of the world/nation/economy for the next 4, certainly, but perhaps 8-12 years.  And both sides of the political argument are vehemently convinced that their viewpoint is correct. So while there does seem to be a lot of activity, it also feels dampened while people wait to adjust accordingly based on their political views and the outcome in November.”  

Despite pockets of concern (e.g. current political and technological uncertainty), a broad perspective of high confidence seemed to prevail in the 3rd quarter. Eric Sigler of BA Venture Partners concluded, “I have high confidence in general that new innovations are best brought to market via the entrepreneur-VC process and there is no place in the world with the same critical mass of entrepreneurs, capital, and new technologies as the Bay Area.  As such, short of deep global economic or political instability, I see no reason why new high growth businesses will NOT continue to emerge from the Bay Area...”

Primarily positive comments from the venture capitalists surveyed indicate a continued upbeat sentiment for venture capital investment in the coming months, and bode well for continued growth in entrepreneurial activity and new company formation in the San Francisco Bay Area for the remainder of 2004. Based on conversations with a broad spectrum of investors and entrepreneurs, the authors expect that the current positive trend of new venture financings, which has reigned for 2004, will continue through the remainder of this year and into 2005.  While not every sector will benefit from this trend, we expect that financing will continue to flow to those organizations with strong management teams that clearly define a market opportunity and provide a product that has competitive sustainability over other potential solutions.
Table 2


Participating Venture Capitalists in the 3rd Quarter Confidence Index Survey
	3I
	J. Sanford Miller

	Acorn Campus
	T. Chester Wang

	Asset Management Company
	Skip Fleshman

	August Capital
	David Hornik

	BA Venture Partners
	Eric Sigler

	BA Venture Partners
	Sharon Wienbar

	Bay Partners
	Dino Vendetti 

	Canaan Partners
	Wende Hutton

	Claremont Creek Ventures
	Randy Hawks

	Compass Technology Partners
	David G. Arscott

	Cresendo Ventures
	Andy Brooks

	Crosslink Capital, Inc.
	Dave Epstein

	De Novo Ventures
	Joe Mandato

	Diamondhead Ventures
	Peter Wolken

	Dominion Ventures
	Michael K. Lee

	Dynasty Capital Services
	Randolph L. Tom 

	East Peak Advisors
	David A. DeRuff

	El Dorado Ventures
	Charles Beeler

	Garage Technology Ventures
	Mohanjit Jolly

	Geneva Venture Partners
	Robert Troy

	Globespan Capital Partners
	Venky Ganesan

	Granite Ventures
	Standish O'Grady

	Institutional Venture Partners 
	Steve J. Harrick

	Mayfield
	Thomas D. Fountain

	Morgenthaler Ventures
	Bob Pavey

	New Enterprise Associates
	Stewart Alsop

	Nokia Venture Partners
	Kwan Yoon

	Novus Ventures, L.P.
	Henry Wong

	NTH Power Techonologies
	Bryant J. Tong

	Onset Ventures
	Shomit Ghose

	SBV Venture Partners
	Graham Burnette

	SBV Venture Partners
	Jacques Vallee

	Selby Ventures Partners
	Robert C. Marshall

	Selby Ventures Partners
	Marco DeMiroz

	Sigma Partners
	Gregory Gretsch

	Skyline Ventures
	Stephen J. Sullivan

	TechFund Capital
	Kurt Keilhacker

	U.S. Venture Partners
	Casper de Clercq

	U.S. Venture Partners
	Anonymous

	Vision Capital
	Brendan Richardson

	Vision Capital
	Dag Syrrist

	Anonymous
	Anonymous

	Anonymous
	Anonymous

	Anonymous
	Anonymous

	Anonymous
	Anonymous

	Anonymous
	Anonymous

	Anonymous
	Anonymous

	Anonymous
	Anonymous

	Anonymous
	Anonymous

	Anonymous
	Anonymous


Look for the 4th Quarter 2004 USF Silicon Valley Venture Capitalist Confidence Index in January 2005. Venture capitalists who wish to participate in next quarter’s Index survey or become involved with the USF Entrepreneurship Program are kindly requested to contact Professor Mark Cannice at Cannice@usfca.edu. Please find additional information about the University of San Francisco School of Business and Management Entrepreneurship Program (rated Top Tier by Entrepreneur Magazine – 2004) and its International Business Plan Competition at: http://www.EntrepreneurshipProgram.org.

Mark V. Cannice, Ph.D.* is an Associate Professor of Entrepreneurship and the Director of the University of San Francisco Entrepreneurship Program (Cannice@usfca.edu).

Roger Chen, Ph.D.* is an Associate Professor of Management and Co-director of the Entrepreneurship Program Research Initiative at the University of San Francisco (Chenr@usfca.edu). 

Copyright 2004, by: Mark V. Cannice, Ph.D.**
*The authors wish to thank the participating venture capitalists who generously provided their expert analysis and commentary.  We also wish to thank Ms. Ling Ding (USF MBA 2006), our research assistant, who provided essential and extensive support in our survey effort, as well as Ms. Linda Cheng (USF MBA/MAPS 2006) whose copy edit brought our words to life. 

**Webmasters are welcome to link to this page with courtesy notification to Cannice@usfca.edu. To post this report on your website, please request permission by email to Cannice@usfca.edu. When citing the index, please refer to it as:  
The University of San Francisco Silicon Valley Venture Capitalist Confidence Index, and include the associated Quarter/Year, as well as the full names of both authors. Thanks! 

