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Dr David Rowe, Director
Strategic & Emerging Business Team
Microsoft EMEA

Investing in startups.  Microsoft has a 
strong commitment to work with the Venture 
Capital and startup communities worldwide.  
While we no longer directly invest in startups 
in the traditional venture capital way, we 
do actively invest and share our resources, 
programs, people and technologies with high-
potential companies.  Our aim is to create 
tangible success for 
startups by helping 
deliver market-leading 
solutions, proven 
channels to market 
and strong revenue 
growth.

These objectives are 
driven by Microsoftôs 
Emerging Business 
Team (EBT) whose origins lay in Silicon 
Valley and now reach to more than 25 
individuals working within the worldôs major 
capital and emerging markets (including 
US, UK, France, Germany, Israel, India 
and China).  The teamôs goal is to work 
proactively with the VC community to enable 
innovation and create value in startup 
companies through technical and commercial 
acceleration.

Technical acceleration.  Microsoft is, 
at its core, a software platform company 
and we are currently in the middle of an 
unprecedented product release cycle.  
Highlights of this include SQL Server TM 2005, 
Windows LiveTM and WindowsÈ Vista.  The 
EBTôs role is to provide entrepreneurs with 
insight on where our platform assets can 
be best applied and help them plug into our 
partner ecosystem by leveraging available 
tools, platforms and programs.  Tangible 
engagements also include óproof of conceptô 
development on our most advanced products, 

working with our leading technologists.

Encoway, a German spin out from the 
University of Bremen, beneýts from technical 
and commercial resources delivered via 
Microsoft Germanyôs Founder Initiative.  
Their core product conýguration software 
originated from a collaborative R&D effort 
with the German industrial innovator and 
strategic investor Lenze, who also backed the 
spin out. Working with Microsoft, Encoway 
strengthened and extended their solution 

through integration 
with Microsoft 
CRM.  Microsoft 
also facilitated 
an introduction 
of Encoway to a 
larger Microsoft 
Gold Certiýed 
Partner, thereby 
strengthening 
Encowayôs market 

presence through additional sales and 
channel capability.

Commercial acceleration. Microsoftôs 
global scale and market presence 
can signiýcantly help startups create 
opportunities and better monetize their 
businesses through our existing world-wide 
channels and ýeld force.  Startups can beneýt 
from leveraging our existing install-base and 
partner channels.  Speciýc industry sectors 
and dedicated sales teams are also keen to 
offer innovative solutions and co-marketing 
funds help enable Microsoft partners to rise 
above the competition.

Miyowa, a French company backed by 
Sophia Euro Lab and Techfund Europe 
Management, is a European leader in mobile 
Instant Messaging and entertainment 
services for online communities.  Through 
their partnership with Microsoft Franceôs 
IDEES Program, Miyowa expanded their 
service to include the millions of Windows 

About Microsoft
Creating Value Through Partnership 

ñDuring the last four or ýve 
years, weôve had hundreds 
of extremely successful 
engagements that have helped 
startups drive their shareholder 
and end-customer value.ò
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Live Messenger users and now work directly 
with the Microsoft Mobile product group to 
create additional community driven mobile 
offerings. Most tangibly, Miyowa estimates 
that it has doubled its sales opportunities 
and revenue with leading mobile operators 
through its Microsoft MSN relationship.

IP Ventures.  Launched in May 2005, 
Microsoftôs IP Ventures program licenses 
and spins-out leading-edge technologies from 
Microsoftôs research and product groups.  
This strategy is aimed at driving broad IT 
innovation as well as recouping some of 
our own R&D investment by allowing others 
to exploit the commercial possibilities of 
innovations created by our labs that arenôt 
destined for Microsoft products.  IP Ventures 
focuses on the unique needs of startups 
high-growth companies by offering þexible 
deal terms and payment options, including 
equity.

Skinkers, a UK-based company backed 
by NewMedia SPARK, is the market leader 
in direct-to-device software technologies 
including desktop alerts and online 
notiýcations.  Skinkersô customers include the 
BBC and Motorola.  In June 2006, Skinkers 
signed an Innovation Partnership with 
Microsoft, acquiring peer-to-peer streaming 
technology from Microsoft Researchôs 
Cambridge lab that will help enable it to 
signiýcantly enhance and accelerate its 
product offering.  The IP Ventures deal 
also included direct engineering input from 
Microsoft to ensure implementation success 
and alignment with upcoming Microsoft 
offerings.

Acquisitions.  The EBT also work 
alongside Microsoftôs Corporate Strategy and 
Development functions to screen potential 
partnerships and acquisition opportunities.  
Microsoft is increasingly looking to Europe to 
acquire innovative companies that add value 
to our products and customer offerings. With 
around 33 acquisitions announced over the 
past 18 months, approximately one third of 
these acquisitions have been international 
and ýve of those European.  Weôre courting 
great companies wherever they may be and 
weôre counting on our relationships with VCs 
worldwide to help us deepen our dialogue 
with the right companies.

In closing.  Microsoft is actively investing in 
startups. Weôre open for business and care 
passionately about entrepreneurs and their 
investors. During the last four or ýve years, 
weôve had hundreds of extremely successful 
engagements that have helped startups 
drive their shareholder and end-customer 
value.  To learn more, visit the Microsoft 
Emerging Business Team web site: 
www.microsoftstartupzone.com.

About David Rowe

David Rowe works within Microsoftôs 
European management team with a focus on 
building relationships in the venture capital 
community and creating value in emerging 
businesses that develop innovative solutions 
on Microsoftôs .NET platform. Prior to joining 
Microsoft, David worked within the venture 
capital arm of a boutique investment bank 
with a focus on Internet, new media, and 
mobility. He also has extensive experience 
in real-time systems engineering, enterprise 
computing, and research consulting. David 
holds a bachelorôs degree in computer 
systems engineering and a PhD in computer 
systems architecting from the University of 
Technology, Sydney.  He can be reached at 
david.rowe@microsoft.com.
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Å European venture capital backed companies attracted over 
ú6.4bn of institutional funding in 2006

Å 36% of this was invested in the IT sector

Å 54% of all IT investment went to the software sub-sector

Å ú10.3bn is currently committed to venture backed IT 
companies in Europe

Å On average, IT companies achieve an exit 7.7 years after 
receiving their ýrst round of institutional funding

Å In Europe, the UK is the most active venture capital market 
attracting 31% of total institutional investments across all 
sectors in 2006 

Å Per capita, Israel attracts over three times more institutional 
capital than any European country across all sectors and in IT

Å US venture backed IT companies attracted over ýve times as 
much institutional funding as European companies in 2006

Å Indian and Chinese venture capital markets are growing by 
90% and 55% per annum respectively and will catch up with 
Europe in 3-4 years

Å The Finnish and Irish public sectors support their young IT 
companies more than any other European countries and have 
the largest number of venture backed IT companies per head

Key Facts
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Executive Summary

Venture capital is a very efýcient 
means of stimulating innovation. 
It is three times more effective 
than corporate R&D and so is a key 
component of any innovation friendly 
environment. Information Technology 
is the most important target sector 
for venture capitalists in Europe and 
is a key driver of innovation.

Europe is committed to becoming the 
worldôs most dynamic and competitive 
knowledge based economy by 
2010. However, in the key area of 
IT innovation and venture capital, 
Europe is lagging behind the US. 
In 2006, ú1.8bn of institutional 
capital was invested in European IT 
companies compared to ú11bn in 
the United States. Trends over the 
last two years show that there has 
been no substantial improvement in 
Europeôs performance relative to the 
United States.

Furthermore, Europe faces growing 
competition from India and China. 
Indian venture capital is growing at a 
rate of 90% per annum. At that rate 
of growth it will match Europe in 3-4 
years. With over 72% of total Indian 
venture capital invested in IT, India 
represents a serious competitor in 
IT innovation. China is set to catch 
up with Europe in terms of venture 
capital investment even sooner, within 
2-3 years at current growth rates.

How should Europe respond to these 
challenges?

This report argues that, although 
the efforts of European governments 
to stimulate innovation are starting 
to bear fruit, public sector support 
for early stage companies could be 
deployed in a much more effective 
way. Analysis of IT innovation in 
Israel suggests that Europe should 
focus more on stimulating demand 
for venture capital (i.e. ensuring  
there are sufýcient investable 
opportunities for venture capitalists) 
than on improving supply. The report 
argues that the SBIR programme in 
the US and the incubator scheme in 
Israel provide excellent templates 
for effective public sector support of 
young companies, particularly in the 
IT sector.

The report also identiýes the most 
intense clusters of IT innovation in 
Europe. The top ýve clusters are 
London, Paris, Dublin, Hertzelia 
(Israel) and Cambridge. Dublin and 
Hertzelia, in particular, offer lessons 
in how to stimulate innovation 
and develop vibrant IT clusters. A 
strong public sector commitment to 
innovation at a local level, together 
with farsighted macroeconomic policy 
at a national level, have been key in 
driving IT innovation in Dublin.
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Key suggestions to emerge include:

Å IT is the top target sector 
for venture capital in Europe. 
32% of all European venture 
backed companies are in the 
IT sector. Despite this, public 
sector support is neglecting IT 
in favour of other sectors. The 
public sector should increase 
its support for early stage IT 
companies because they are 
crucial to delivering on the 
innovation agenda.

Å Public sector support for early 
stage companies should be 
delivered in a more effective 
manner, focusing on increasing 
demand for venture capital 
rather than its supply. This 
means establishing more proof 
of concept and incubator 
schemes such as those found 
in Israel.

Å The EU Framework Programme 
presents a major opportunity 
to support innovation yet 
its current conýguration 
needs changing if this is to 
be realised. In the US, the 
SBIR programme effectively 
links public procurement 
of R&D projects with early 
stage companies. Grants are 
awarded in a timely manner 
and are simple to administer. 
In contrast, the Framework 
Programmes are not suited to 
supporting young companies 
but favour complex academic-
corporate collaborations.

Å Innovation occurs in clusters 
and venture capital is 
necessarily parochial. Although 
cross border venture deals 
are important, they are far 
less important than domestic 
ones. Effort should focus on 
developing a vibrant climate 
for IT innovation at a local and 
regional level.
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When European leaders met in March 2000, 
they set out what has now become known 
as the óLisbon Agendaô. This set the EU the 
goal of becoming ñthe most dynamic and 
competitive knowledge-based economy in 
the worldò by 2010. Although the agenda 
involves action in a range of areas including 
liberalisation and employment, it speciýcally 
sets out to encourage and stimulate 
innovation and enterprise. Innovations 
in IT are known to have a particularly 
important impact on economic performance 
and so are central to the Lisbon Agenda. 
The European Commissionôs proposal for a 
Framework Programme for innovation and 
enterprise singles out the important role 
that information technologies have to play in 
developing a knowledge based economy for 
Europe.

In short, all stakeholders now recognise that 
it is time to move beyond the debate about 
whether IT makes a positive contribution 
to economic growth and focus on how to 
maximise this positive effect. The ócomputer 
productivity paradoxô has been answered by 
the USôs dramatic productivity surge in the 
late 1990s. The challenge for Europe is to 
catch up with the United States and hold off 
the rising challenge from India and China.

Within the Information Technology sector, 
venture capital is a good proxy for innovation 
because venture capitalists back companies 
they believe to have dramatic forward 
growth potential. These are often the 
companies with the most innovative and 
viable technologies and ideas. Furthermore, 
academic research has demonstrated that 
venture capital is one of the most efýcient 
ways of funding innovation. For example, 
venture capital is three times more effective 
at stimulating innovation than corporate 
research and development expenditure.

This report therefore analyses the health of 
IT innovation in Europe through the prism of 
venture capital backed companies.

In section A, a detailed analysis of European 
venture capital in the IT sector is presented 
along with an analysis of the companies 
that make up the European venture backed 
portfolio. Within IT, the relative importance 
and different characteristics of software, 
hardware, systems and services companies 
are examined. Europe is placed in a global 
context and compared with the US, China 
and India. 

Section B, the core of the report, looks at 
some of the key determinants for success 
in IT innovation. In particular, the role of 
the public sector in supporting innovation is 
analysed and lessons drawn from success 
stories both within Europe and from outside.

Public policy can support innovation, in the IT 
sector and elsewhere, not just through direct 
engagement but also through the intelligent 
formulation of tax and legal regimes and the 
propitious development of regional and local 
frameworks. All three of these aspects are 
analysed using extensive data on the þow of 
venture capital in IT, clusters of activity and 
third party data on innovation-related legal 
and tax issues.

If Europe is to achieve its goal of becoming 
the worldôs most competitive knowledge-
based economy, it must work hard to support 
innovation. For one important sector, IT, this 
report analyses where we are, where we 
need to get to and how to get there.

Introduction
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Deals and Investors

European companies attracted over ú6.4bn 
of institutional investment in 2006. 28% 
(ú1.8bn) of this was committed to the 
information technology sector, making it the 
single largest sector in European venture 
capital. If investments into companies 
primarily engaged with the communications 
sector but with a major IT component are 
included, this percentage increases to 36% 
(ú2.3bn). As shown in Figure 1, tracking 
investments through 2006 by quarter, IT has 
strengthened its position relative to other 
sectors over the period.

Within IT, the software sub-sector attracts 
by far the largest amount of institutional 
funding, accounting for 54% of the capital 
committed during 2006 (ú969m). Hardware 
accounted for just 30% of the total 
investment into IT (ú543m) with services and 
systems taking the remainder. 

Again looking at trends within the year, it is 
clear that the share of investment into the 
IT sector taken by hardware companies is 
decreasing (Figure 2). In contrast, software, 
services and systems ýrms are taking an 
increasing proportion of investment.

The average value of institutional deals into 
European companies was ú5.7m in 2006. 
IT companies received, on average, just 
under ú4.6m suggesting that their demand 
for capital is lower than companies in many 
other sectors (Annex Table 1). 

Interestingly, companies in the dominant 
software IT sub-sector received only ú4.1m 
on average. This is in agreement with 
conventional wisdom which suggests that 
IT companies are likely to be less capital 
intensive than Life Science or Energy 
ventures. An exception is IT hardware. These 
companies received over ú6.2m on average 
suggesting a requirement for signiýcantly 
more investment than software companies.

Section A:
Venture Capital and IT innovation in 
Europe
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Figure 1 - Sector Trends. Total institutional 
deal values by quarter.
Source: Library House
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This may be one reason why the share of 
investment into IT attracted by hardware 
companies is decreasing. As shown in Figure 
3, although IT hardware companies generate 
higher revenues on average compared 
to other IT companies, they also require 
signiýcantly more capital. 

Indeed, the ratio of investment to revenue 
is higher for hardware companies than 
for either services, software or systems 
companies. Although this analysis may be 
skewed by differences in average margins 
across IT sub-sectors, the essential point 
that hardware companies require a larger 
commitment of capital remains.

In terms of the distribution of deals, 51% of 
all deals into the IT sector in 2006 were ýrst 
institutional rounds (Figure 4). This is slightly 
below the average for all sectors of 55% 
reþecting the maturity of the IT sector as a 
target for venture capital investors. 

In contrast, 76% of services and retail deals 
were ýrst institutional rounds suggesting 
that, relative to IT, the sector is an immature 
target for venture capital investors. Although 
there are good reasons to believe that 
services and retail may come to represent 
a growing proportion of European venture 
capital, there are no immediate reasons to 
believe that this will reduce the risk capital 
available to the IT sector. Indeed, tracking 
investments by sector through 2006, IT has 
been on a clear upward trajectory whilst 
interest in services and retail declined 
towards the end of 2006 and the beginning 
of this year.
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Figure 3 - Average capital invested versus 
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Looking at the distribution of deals within the 
IT sector (Figure 5), a greater proportion of 
all deals into software, services and systems 
were ýrst round compared to hardware. This 
could indicate that investors looking for new 
opportunities are increasingly focusing on 
software, services and systems, perhaps for 
the reasons discussed above. Alternatively, 
the greater requirement for capital in IT 
hardware may mean that a larger number of 
institutional investment rounds are required 
prior to exit in this sub-sector compared to 
others.

Table 1 shows the average deal sizes by 
round for the IT sector and its sub-sectors.

As expected, average deal sizes generally 
increase with the round number. For 
example, in IT hardware the average fourth 

institutional round was worth around ú18m 
compared to just ú3m for a ýrst round deal. 
For IT software the average fourth round 
deal was worth almost ú9m compared to just 
ú3.7m in the ýrst round. Interestingly, in each 
sub-sector, the average deal value starts to 
drop after the fourth institutional round. This 
is likely to be because companies raising ýve 
or more rounds of funding have experienced 
set backs in their business development and 
so struggle to raise the funding they require. 
These companies tend to raise many smaller 
rounds rather than fewer larger rounds as 
for the more successful players in the sector. 
Alternatively, these may reþect small pre-IPO 
rounds designed to ready the company for 
þotation.

Europeôs top institutional investors in the IT 
sector in 2006 by number of deals are shown 
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Figure 5 - Distribution of deals by funding stage and IT sub-sector (2006)
Source: Library House

Table 1 - Average deal sizes by round for IT and its sub-sectors
Source: Library House

2,2572,964-6,1794,421Institutional 5+

5,5988,918-17,82810,107Institutional 4

7,4233,6534,0918,4925,351Institutional 3

4,8723,6745,0265,3324,322Institutional 2

3,8763,7251,5393,0903,436Institutional 1

IT Systems (ú000s)IT Software (ú000s)IT Services (ú000s)IT Hardware (ú000s)Information Technology (ú000s)Round stage
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in Table 2. Top investors by value (syndicated 
deal amount) are shown in Table 3.

Interestingly the top two investors by 
number of deals are both public sector 
backed funds, suggesting that the efforts of 
European governments to support early stage 
companies are beginning to take effect. The 
role of the public sector in supporting young 
IT companies will be examined in much 
more detail later in this report. As expected, 
by total value of deals, the largest investors 
were Accel Partners, GIMV and 3i Group, 
three of Europeôs leading venture capitalists. 
Overall, these top investors (Table 3) focused 
their activity on IT software and hardware, 
which represented 37% and 31% of their IT 
deal þow respectively.

Companies

As expected given the heavy deal activity 
targeting IT, IT companies represent the 
single largest category of venture capital 
backed companies in Europe. Over 32% of 
the European venture capital backed portfolio 
of companies operate in the IT sector, with 
63% of those being software companies 
(Figures 6, 7 & Annex Table 2).

In terms of committed institutional capital 
into currently venture capital backed 
companies, the IT sector represents 33% of 
the European total, some ú10.3bn. Software 
companies account for over half of this with 
ú5.6bn of capital committed.

Table 2 - Most active institutional investors in Europe (IT sector, 2006)
Source: Library House

10BelgiumGIMV

11United KingdomSeed Capital Ltd (Oxford Technology VCTs)

12SwitzerlandIndex Ventures

12United KingdomEsprit Capital Partners

12United Kingdom / United StatesBenchmark Capital

13United Kingdom / United StatesIntel Capital

15United Kingdom / United StatesAccel Partners

15United Kingdom3i Group

21GermanyHigh-Tech Grunderfonds Management

22United KingdomScottish Enterprise Fund

Number of DealsInvestor countryInvestor

Table 3 - Top institutional investors in Europe (IT sector, 2006) by syndicated deal amount
Source: Library House

7                                         70,543United StatesMotorola Ventures

12                                         76,865SwitzerlandIndex Ventures

7                                         78,807JapanVertex Venture

13                                         96,981United KingdomEsprit Capital Partners

12                                       102,284United Kingdom / United StatesBenchmark Capital

9                                       109,002United KingdomAmadeus Capital Partners

13                                       109,697United Kingdom / United StatesIntel Capital

15                                       114,091United Kingdom3i Group

11                                       116,471BelgiumGIMV

15                                       174,289United Kingdom / United StatesAccel Partners

Number of DealsSyndicated deal amount (ú000s)Investor countryInvestor
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The average company age in the European 
portfolio of venture capital backed IT 
companies is 7.9 years. As shown in Figure 
8, the largest number of currently active IT 
companies were formed during the dot com 
boom of 1999-2000. Perhaps surprisingly, 
a substantial number of companies were 
formed prior to 1994.

However, looking at Figure 9, it is clear that 
the majority of the companies in the portfolio 
formed prior to 1994 did not receive venture 
funding until much later. 

The average time since raising a ýrst round 
of institutional ýnance is just 4.6 years, 
well within the expected exit timeframe for 
venture capitalists of 4-7 years. However, the 
majority of companies in the portfolio should 
be looking towards an exit within the next 
2-3 years.

The dip in venture capital activity after the 
collapse of the dot com boom can be clearly 
seen. The number of IT companies receiving 
their ýrst round of ýnance in 2002 was 
almost 40% less than in 2001. Interestingly, 
IT services and systems companies appear to 
have borne the brunt of this slump in venture 
capital activity suffering a 75% and 46% 
decline in ýrst round deals respectively. Given 
that the underlying opportunities afforded 
by investee companies are unlikely to 
have changes over such as short time 
period, investors missed good investment 
opportunities following the collapse of 
the bubble. This evidences the fact that 
speculative bubbles lead to the inefýcient 
distribution of capital which, in turn, is likely 
to undermine prospects for innovation based 
companies.

In terms of company development, 90% of 
IT companies in the venture backed portfolio 
are shipping product (Figure 10). Only 10% 
are either at the concept, development or 
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beta stages of product development. This 
compares well with other sectors, particularly 
Healthcare and Life Science, where only 50% 
of companies are shipping a product. The 
relatively short turn-around from concept 
to product in the IT sector, particularly 
in software, may be one reason for its 
popularity with investors.

A key consideration for potential investors 
in IT is the viability of potential exit routes. 

Library House has collected the exit plans 
of IT companies across Europe to assess 
through which route venture capital backed 
companies in the sector plan to deliver 
exits for their investors. As shown in Figure 
11, two thirds of IT companies plan to exit 
through a trade sale with the remainder who 
disclosed a preference opting for an IPO. 

Compared to other sectors, trade sales 
are heavily favoured in IT. Only the 
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Figure 11 - Exit plans by sector. Companies were asked to select their preferred exit route 
(trade sale or IPO). Companies who indicated no preference were excluded from this analysis.
Source: Library House
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Figure 12 - Time from company incorporation to exit across sectors. UK data only. Includes 
exits by trade sale, buy-out and IPO.
Source: Library House

Figure 13 - Time from first institutional round of funding to exit across sectors. UK data only. 
Includes exits by trade sale, buy-out and IPO.
Source: Library House
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communications sector has a stronger 
preference for this exit route. This may be 
because of the maturity of the sector and 
the large number of established corporates 
in IT ready to acquire promising young 
companies. In contrast, energy companies, 
many of which are in the cleantech sector, 
favour exit by IPO. This may reþect the 
relative immaturity of the cleantech sector, in 
which there are few established corporates 
capable of acquiring young companies. It 
is interesting that even compared to the 
healthcare and life science sector, which 
has seen some high value trade sale exits in 
the last year, IT is still more focused on exit 
through this mechanism.

In terms of the actual achievement of exits, 
data from the UK suggests that IT companies 
require the most sustained commitment 
from venture capitalists of all other sectors 
(Figures 12 and 13). In the UK, the average 
venture capital backed IT company exited 
7.7 years after the ýrst institutional round 
of investment was received and 9.2 years 
after incorporation. This is just outside 
the expected exit timeframe for venture 
capitalists of 4-7 years. Companies in the 
energy sector achieved the most rapid exits, 
on average just 3 years after the ýrst round 
of investment was received.

Within the IT sector, hardware and 
services companies achieve the fastest 
exits (an average of six years after the 
ýrst institutional round) with software and 
systems companies taking 1.5 and 3 years 
longer respectively. It is interesting that 
software companies, which deliver higher 
revenues with less investment than hardware 
companies, also take longer to achieve exit.

Figure 14 shows the early lifecycle for IT 
companies in the UK from incorporation, 
through ýrst institutional funding round to 
potential exit. As shown, the average time 
from incorporation to ýrst institutional round 
is signiýcantly shorter for companies which 
ultimately achieve a ósuccessfulô exit than 
for the average currently venture backed 
company. This indicates that being able 
to raise an institutional round shortly after 
incorporation may be a prognostic indicator 
of future success.

Partners and Customers

Many established technology corporates 
seek to develop relationships with young 
innovative IT companies with a view to 
partnering and, possibly, acquisition. As 
described in the previous section, trade sales 
are the preferred exit route for most venture 
backed IT companies. These relationships 
are therefore expected to provide mutual 
beneýt, giving the corporate access to 
new technologies, ideas and products 
whilst providing the young company with a 
substantial partner, customer and possible 
exit route.

An important question is, who are the most 
common partners and customers of young 
European IT companies? As shown in Table 
4, the most proliýc partner disclosed by 
venture backed IT companies is Microsoft. 
IBM, Oracle and Sun Microsystems are also 
important partners. In terms of customers, 
Siemens, Vodafone and Orange top the list 
with other signiýcant players being BAE 
Systems, IBM and the BBC.

Incorporation 1st deal Exit

1.5 years 7.7 years exited companies

currently active portfolio2.9 years ? years

Figure 14 - Lifecycle of venture backed IT companies. The diagram shows the average time 
from incorporation to first institutional round of funding for IT companies which have already 
made a successful exit (trade sale, buy-out or IPO). Also shown is the average time between 
incorporation and first institutional round for all currently active venture backed IT companies. 
All data is for the UK only but is assumed to be a reasonable proxy for Europe as a whole.
Source: Library House analysis
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It is interesting that the partners and 
customers of young IT companies are distinct 
in nature. Whereas partners generally 
operate in the IT space themselves, typical 
customers for this group of companies are 
users of IT rather than IT companies (with 
the obvious exception of IBM). 

Does having a prestigious partner improve 
the fortunes of the companies concerned? 
To establish whether or not this is the case, 
the average total institutional capital raised 
by Microsoft-partnered companies was 
compared with the capital raised by those 
companies not partnered by Microsoft. 
As shown in Figure 15, Microsoft partner 
companies raised, on average, ú2.6m 
more than their peers in the IT sector. This 
suggests that venture capitalists may favour 
companies which have built relationships with 
large corporates in their sector. Alternatively 
it may be that companies suitable for 
partnership with Microsoft are also more 
attractive to investors.

Apart from the names of speciýc customers 
and partners, Library House collects 
information on the customer target sectors 
of IT companies across Europe. Analysing 
this data, it is clear that the technology, 
industrials, telecommunications, healthcare, 
ýnancial services, retail and media sectors 
are the most important markets for IT 

companies (Table 5). However, as shown in 
Figure 16, over the last four to ýve years 
there has been a sharp increase in the 
number of IT companies saying they target 
the media sector. This may reþect the boom 
in the mediatech sector as information 
technology, communications and media 
collide. The presence of the BBC in the list 
of top customers for IT companies is further 
evidence of this trend.
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Figure 15 - The effect of partnering. 
Average capital raised by companies 
partnering with Microsoft (the most active 
partner for venture backed IT companies) 
and those with another or no disclosed 
partner.
Source: Library House

Table 4 - Top ten disclosed customers and partners for European venture backed companies in 
the IT sector
Source: Library House

49Hewlett Packard 38BBC

51Siemens 38IBM

52Accenture 43AOL

59SAP 48BAE Systems

63Intel 52Ericsson

104HP 56BT

110Sun Microsystems 57Sony

170Oracle 64Orange

308IBM 68Vodafone

319Microsoft 100Siemens

Number of partnershipsPartner Number of companiesCustomer

Top 10 Partners in IT Top 10 Customers in IT
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Tree Metrics

Tree Metrics was formed in Ireland in 2005 by 
Enda Keane and Garret Mullooly. The company 
was founded to provide commercial forestry measurement systems. The companyôs software 
provides growers and buyers a more accurate and cost effective way of measuring trees prior to 
harvesting. This has advantages for growers, such as always being able to sell their trees at the 
optimum price and also helps buyers by ensuring that they do not overpay for timber.

The companyôs system employs Laser Scanner technology to scan areas of forest. The scanner 
feeds the data into a PC equipped with software developed by Tree Metrics. The data is then 
processed by the software, producing an accurate digital terrain model and a 3D model of each 
tree.

The company has received two rounds of funding from Enterprise Ireland in 2005 and 2006 to 
develop and test its system. In November 2006, the company began to ship its product. In an 
interview with Library House, Enda Keane (CEO) stated that the company hoped to raise a ú5m 
round of funding in the ýrst half of this year. Mr Keane also said that he expected the company to 
achieve an exit through IPO within 2-5 years.

The company has won two awards, the Schweighofer Award in 2005 for outstanding innovation 
in the forest industry and the regional award for best business start-up opportunity in the 
InterTradeIreland Seedcorn Competition.

Clever Media

Clever Media, based in Sweden, develops software for the production of digital guides. Using the 
companyôs Clever Content Creator, organisations can easily create electronic guides for places 
of interest. These guides can be downloaded onto a variety of portable devices including mobile 
phones, mp3 players, PDAs and GPS systems.

The companyôs main clients are predominately museums based in Scandinavia, for example, 
Kolm¬rden Zoo in Sweden, the Womenôs Museum in Denmark, and the Mºlndals Museum in 
Norway, but the company also supplies the Canterbury Museum in Kent. 

The company formally launched last year and so far has raised seed funding from Scandinavian 
Financial Management AB (SFM) and Start Invest AB. In an interview with Fredrik Hauge, Director 
of Business Development at Clever Media, he disclosed that the company was currently in the 
process of raising funds and was looking for around ú500,000-ú1,000,000. He also said that the 
money raised would be used for the companyôs expansion into new markets, particularly Germany 
and England. My Hauge also said that he expected the company to exit within the next three to 
ýve years.

Box 1

Case Study: IT in action


