Venture capital difficult to find 
Start-up deals are being made, but uncertainties hurting the market
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Start-up companies nationwide are having a tough time finding venture capital in the current economic climate, and local entrepreneurs are no exception. 

"There is activity going on, but not as frenetic as before," said Tom Kinnear, executive director of the University of Michigan Business School's Institute for Entrepreneurial Studies. The school's Wolverine Venture Fund typically invests $100,000 to $200,000 in seed and first-stage funding rounds in companies with a Michigan affiliation. 

In 2002, 15 deals were signed in Michigan, with companies raising $130 million - much lower than the 23 deals the year before which raised $105 million, according to VentureWire, which tracks the industry. 

The Detroit area - a region spanning the 248, 313, 734 and 810 area codes - ranked 25th nationwide in a list of top venture spots compiled by VentureWire. Among other states, Michigan ranked 21st. 

Stock market uncertainties, concerns over war with Iraq and poor corporate profits are hurting the venture fund market, said Tim Petersen, managing partner at Arboretum Ventures, an Ann Arbor firm which makes seed and early-stage investments, targeting early-stage life sciences companies. 

2003 outlook cautious 

There is less funding available for a smaller range of placements, in the range of a few hundred thousand dollars up to $2 million, said Larry Molnar, program manager at the U-M Business and Industrial Assistance Division. BIAD, part of U-M's business school, provides applied management and technical assistance to small and medium-sized businesses. 

Venture capital firms are now reluctant to get involved in start-ups and many entrepreneurs have to rely on personal resources or look to their own circle of acquaintances for support, Molnar said. 

Despite the crunch in funding, investors are still finding opportunities for investment. In fact, many believe this is the best time to invest. 

"The opportunity to do deals is very, very high because there is so much good science coming out of the university as spin-offs," Kinnear said. "About 50 firms are going around looking for money (locally)." 

"But the questions are a lot harder," Kinnear added, "and valuations are a lot lower." 

Among the sectors that have piqued the interest of venture capitalists are life sciences and biotechnology. Information technology, which was the rage a few years back, and the telecom sector have been hit the worst, Petersen said. Arboretum's focus includes medical devices, pharmaceuticals, bio-technologies, diagnostics and bioinformatics. 

Angel investors active 

Angel investors, or wealthy individuals looking for opportunities to invest their money, are as important as VC firms for entrepreneurs. It may be an even more important sector than a couple of years ago. 

"If it's a new company that doesn't have a track record ... you would be looking to identify, within the community, individuals who might put in 5 or 10 percent of the total needed," Molnar said. 

In the current economy, more people have to be involved to get a company off the ground, he added. However, many angel investors have disappeared from the scene after losing money in the stock market. 

But investment experts say that despite their dwindling numbers, angel investors are still a potent force on the VC scene. Many entrepreneurs have better luck with them when trying to fund a start-up company. 

"Angels are alive and well and funding," Kinnear said. 

High-net-worth individuals usually keep low profiles. Networking is the best way to gain their attention. Family foundations or former entrepreneurs who have successfully established their businesses are good places to look for angel money, experts say. 

"Personally, I know of probably five to 10 wealthy individuals in Ann Arbor whose net worth combined will be close to $5 billion," Molnar said. 

Both venture capital firms and angel investors are extremely cautious while examining opportunities. They look for entrepreneurs who have had previous success with start-ups, intellectual property rights, a strong management team and a large market for the product before signing a deal. 

"Certainly, companies now are being forced to have a stronger intellectual property position, stronger patent portfolios, etc.," said Chris Rizik, senior vice president at Ardesta, an Ann Arbor firm which invests in emerging micro- and nano-technology companies. 

"Also, the time to have a product complete and in the market is perhaps the most important factor that distinguishes one company from the other," he said. "There is such limited funding available and those who are funding are demanding that these companies have a shorter path to revenue." 

Ann Arbor area competes with East, West coasts 

Setting up shop in a place with a high concentration of venture capital firms may mean better odds at securing funds. 

Ann Arbor fares well when compared to similar cities like Madison, Wis., or the Research Triangle Park area of Raleigh, Durham and Chapel Hill in North Carolina. Yet local firms are at a distinct disadvantage when compared to cities on the East or West coasts - areas that boast a much higher density of venture capital firms. 

"Companies in Boston and in the Bay area (around San Francisco) are likely to have more success because there is a larger pool of potential investors to draw from," Rizik said. "Madison, Raleigh, Michigan, Chicago ... they are all in the same boat. There are a limited number of investors available to them." 

And when a local firm gets funded by investors from outside the area, those investors are more likely to urge the company to move, experts say. 

Across major metropolitan areas, the top venture spots in 2002 were California's Silicon Valley, with 409 companies raising $4.8 billion. Boston area companies were about half as active, completing 212 deals for $2 billion, according to VentureWire. New York, California's East Bay and Washington, D.C., rounded out the top five. 

"Venture capital in Middle America is not what it is around Boston or on the West Coast," said Bob Brennan, president of The Greater Madison Chamber of Commerce. "The conservative nature of Middle America is a little different than what a real entrepreneur needs." 

Madison also suffers from the fact that Wisconsin has only two venture capital firms, he said. 

A lack of capital for start-up companies persuaded Brennan and others to launch the Wisconsin Venture Fair to expose ideas to investors. Since the first fair in 1984, more than 200 companies have exhibited, with about 45 percent of the start-ups attracting investment. 

"We are attracting more and more people from around the country at our event, based on the strength of the research coming out of the University of Wisconsin," Brennan said. 

