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Back to reality:  VC focus on the 
fundamentals in 2016
2016  look s set to b e th e y ear in w h ic h  c omp anies w ill b e ex p ec ted to p rove th ey  c an 
ex ec ute after w h at c an only  b e desc rib ed as an ex c ep tional 2015.  

2015 saw  US$148 b  invested th rough  8 , 38 1 deals —  th e h igh est venture c ap ital ( VC)  
ac tivity  in nearly  tw o dec ades.  O n a y early  b asis,  funding grew  at 54%  w h ile deal 
volumes rose 10�$ reÖecting global investor preference for macing fewer$ bigger bets 
on estab lish ed b usinesses th at are in th e later rounds of th eir fundraising j ourney  and 
potentially closer to V; nirvana: superior returns. This Öight of capital to later-stage 
funding rounds may also reÖect the growing range of early-stage options open to  
start-ups loocing for modest capital È from crowdfunding to angel finance.

I nvestment levels w ere h igh  ac ross th e k ey  VC h otb eds —  th e US,  E urop e and Ch ina —  
with the mabority of activity focused on the first three-iuarters of the year. Anvestments$ 
however$ fell bacc in the last iuarter (12� i-o-i decline) as overall marcet concerns 
around p ub lic  mark et c onditions,  valuations,  b urn rates and overfunding p ut th e b rak es 
on investment.  

W ith  glob al ec onomic  grow th  dogged b y  c onc erns regarding th e strength  of th e US 
ec onomic  rec overy ,  stalling Ch inese grow th  and p olitic al and ec onomic  stress in E urop e,  
it is p redic ted th at stoc k  mark ets are lik ely  to remain volatile and greater investor c aution 
is inevitable. ?lobal V;-bacced epit activity was soft during 2015 compared to 201, with 
M�9 value down by 10� y-o-y and the amount raised through V;-bacced AHGs falling by 
almost 20%  during th e same p eriod.  H ow ever,  it sh ould b e noted th at 2015 ex it levels 
remained relatively  rob ust c omp ared w ith  rec ent y ears,  alb eit dow n on w h at w as a stellar 
2014 for b oth  measures.

An our view$ the ,I15 downward trend is licely to persist$ reÖecting a healthy marcet 
rebalancing on the bacc of more careful decision-macing. An an era of moderate 
ec onomic  grow th  and p erp etually  low  interest rates,  investors w ill still b e as k een to 
find growth opportunities as investees are to secure funds3 they will bust get there more 
slow ly .  

So what do we anticipate for 2016?
A s w e move on from th e outstanding megafunding environment of 2015,  w e ex p ec t th at 
foc us w ill b e on c omp anies’  p roven ab ility  to ex ec ute.  A lternative investors suc h  as h edge 
and mutual funds w h o invested h eavily  in th e VC industry  ac ross a range of sub sec tors 
and h elp ed drive up  p ric es w ill now  b e foc using on th e grow th / b urn ratio and dow nside 
p rotec tion as w e move into an era of p ric e c orrec tion and greater c omp etition for c ash .  

A gainst th is b ac k drop  w e antic ip ate a numb er of trends for 2016 :

•  O ngoing steady  p ric e c orrec tion
•  G reater investor sc rutiny  and a c lear foc us on ex ec ution
•  Flat funding rounds (in later-stage investment)
•  Jising interest in early-stage$ lower-cost investments
•  More cross-border investment
•  E x p erimentation w ith  models
•  I nc reasing sec tor sp ec ializ ation 
•  ;hina will grow in significance vs. MS and =urope
•  Andia still promising but not iuite delivering

Ongoing steady price correction
Desp ite th e inc reased c aution w e do not ex p ec t th is is going to b e a rerun of 2001,  w h en 
th e N A SDA Q  Comp osite I ndex  fell 59 %  on th e y ear.  T h e mac roec onomic  environment 
may not be as strong as anticipated$ but a sudden reset is not in the cards. Hrice 
c orrec tions of up  to c irc a 25%  ac ross a range of mature unic orns  in th e last four month s,  

“ T ension b etw een caution and 
the ongoing q uest f or return 
oidd Z] Õn]dq ZYdYn[]\&Ê 
Bryan Pearce, Global VC Leader, 
Strategic Growth Markets, E Y
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[Ys]s ijjYtignYd Ç nYdmYtigns g^ 
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Dana Stalder, General Partner, 
Matrix Partners



ÉQgmÌj] ngt YdoYqs gging tg hYn] 
th] oin\ Yt qgmj ZY[c Yn\ th] 
smn gn qgmj shgmd\]j&Ê 
Jeff Grabow, US Venture Capital 
Leader, E Y

ÉLh] E�9 eYjc]t is highdq 
[gjj]dYt]\ tg th] hmZdi[ ]imitq 
eYjc]t Yn\ o] Yj] g^^ tg Y 
\isYstjgms stYjt in *().$ sg I 
thinc this q]Yj it oidd Z] Y n]jq 
o]Yc ]pit eYjc]t&Ê
Dana Stalder, General Partner, 
Matrix Partners

ÉLh] ogjd\ is em[h ÖYtt]j& I^ qgm 
jYis] Y Ziddign \gddYj ^mn\$ qgm 
hYn] tg d]Yn] qgmj ZY[cqYj\& Qgm 
[YnÌt inn]st it Ydd in Kidi[gn NYdd]q& 
Qgm hYn] tg tYc] Y ZjgY\]j ni]o 
tg g]n]jYt] hgsitin] j]tmjns&Ê
Jeff Grabow, US Venture Capital 
Leader, E Y 

1Mnicorns are venture-bacced private technology companies under 10 years old with valuation of MS�1b or more.

b y  investors inc luding F idelity  and Blac k roc k ,  h ave already  started as investors tak e a more 
p ragmatic  ap p roac h  to valuations ac ross th e b oard.  

Greater investor scrutiny and a clear focus on execution
A  more disc ip lined ap p roac h  to investment as w e move into 2016  means th at c omp anies 
already  in th e VC p ip eline are going to tak e longer to raise a new  round and c an ex p ec t 
more demanding milestones$ and are going to face hard iuestions around the path to 
breaceven$ profitability and positive cash Öow. =ntrepreneurs will need to demonstrate 
prudence$ pursue slow-burn growth and learn to epecute as V; moves out of the 
c omp etitive h eat of an auc tion environment and into a more disc ip lined sale environment.

Gf course for many start-up leaders the change in sentiment may come as something of a 
sh oc k .  M ost h ave not b een th rough  any  k ind of slow dow n and for some,  greater sc rutiny  
is going to feel p ainful.  H ow ever,  th e sec ret to b eing a great entrep reneur is b eing ab le to 
navigate rough er w aters.

Comp anies may  also look  to add older,  serial entrep reneurs to th eir teams to b ring in 
ex p erienc e of w ork ing th rough  a dow n c y c le.

Flat funding rounds will continue
9gainst this baccdrop we eppect to see more Öat and down rounds. Jecent pricing 
corrections among well-bacced tech unicorns are a signal of a new valuation environment. 
T h ese mark et c orrec tions w ill b e an ongoing feature of 2016 ,  p artic ularly  among mature 
V;-bacced technology companies.

R ising interest in early-stage, lower-cost investments
Oe are already seeing evidence that some firms that had been baccing late-stage deals are 
now scaling bacc or avoiding these deals$ focusing instead on younger start-ups at lower 
values.  

An 2015$ first-round funding secured the highest volume of deals accounting for ,5� of 
the global deal share. Oith the annual number of V;-bacced epits with valuations of MS�1b 
or more averaging around 6 5 over th e p ast tw o y ears,  unic orns only  ac c ount for a small 
minority  of th e mark et in terms of volume,  even if th ey  dominate in value terms.  W e ex p ec t 
greater interest in early-stage investing through 201.$ in part because of belief that when 
th ese c omp anies mature th e c ap ital mark ets may  b e more rec ep tive.

More cross-border investment
Cap ital w ill alw ay s seek  th e b est op p ortunities,  w h erever in th e w orld th ey  ex ist.  I n 2014,  
US tec h nology  investors ac c ounted for more th an h alf of all th e money  raised b y  London 
start-ups for epample$ and this pattern is continuing.

E xperimentation with models
Some in th e industry  are starting to form th e view  th at investment p eriods w ill ex tend 
somew h at as th e ec onomy  slow s.  I n London,  for ex amp le,  p ress rep orts talk  of th e rise of 
so-called Épatient capitalÊ È provided by V;s that are prepared to invest significant sums 
over a longer term.  A c c ording to E Y  researc h ,  th is h as b ec ome th e main sourc e of funding 
for UK  tec h  c omp anies.  
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A vi Zeevi, General Partner,  
Carmel Ventures

“ W hat w e are seeing is not 
th] Zmjsting g^ Y ZmZZd]$ Zmt 
more a tighter f ocus on the 
eYtmjYtign hjg[]ss&Ê
Bryan Pearce, Global VC Leader, 
Strategic Growth Markets, E Y 

É=mjgh]Yn inn]stgjs Yj] 
mn]n[meZ]j]\ Zq th] Õp]\%
eg\]d ZYggYg] sg th]qÌj] 
dggcing ^gj n]o eg\]ds& Á 
Lh]j] is egj] gh]n%ein\]\n]ss 
tow ards dif f erent models and 
d]ss g^ Y ÕpYtign gn )(%q]Yj 
dieit]\ hYjtn]jshihs&Ê
Simon Cook, CE O, Draper E sprit

Increasing sector specialization
A s b loc k b uster deals b ec ome h arder to ex ec ute,  sp ec ializ ation gains fresh  ap p eal as 
investors focus on what they cnow$ a preference that is reÖected in ongoing enthusiasm 
for c onsumer servic es and its many  sub sec tors.  

A nnual funding grow th  in travel and leisure and c onsumer information servic es stood at 
126 %  and 7 1%  resp ec tively  in 2015.  W ith  US$32. 1b  in funding,  th e c onsumer information 
servic es sub sec tor led th e w ay  in terms of amount raised and th e top  deal of th e y ear 
(;hina Anternet Hlus @olding Ltd. also came from this sector. :y contrast$ the household 
and office goods subsector and renewable energy subsector saw the biggest fall$ seeing 
dec lines of 43%  and 15%  in funding,  resp ec tively .  

There is no iuestion that leveraging technology has shortened the runway for a number of 
companies but also enabled fiercer competition. @owever$ we believe that one side effect 
of a reduction in the supply of capital may be to remove some of the  Éme-tooÊ copycat 
start-ups from popular subsectors$ as capital focuses on fewer$ higher iuality investments.

 At is noteworthy that technology-enabled consumer companies dominate among the 
larger unic orns.

C`inaÌs _rgoin_ si_nifi[an[e [gehared lg MK and =urghe
W ith  US$7 2. 3b  investment th rough  3, 9 16  deals,  th e US c ontinued to dominate th e glob al 
VC landsc ap e desp ite a strong dollar and F ederal R eserve rate h ik e in Dec emb er 2015.  
@owever$ for the first time ever$ three of the yearÌs top five V; deals were outside the MS 
and all w ere in Ch ina.  

Ch ina now  ac c ounts for th ree times more investment th an all th e c ountries of E urop e p ut 
togeth er,  raising total funding of US$49 b  th rough  1, 6 35 deals in 2015 inc luding several 
billion-dollar-plus deals and the top deal of the year$ ;hina Anternet Hlus @olding Ltd.$ 
worth MS�+.+b. Oe note that V; funding in ;hina has grown seven-fold in the last five 
y ears,  from US$7 b  in 2010 to US$49 b  in 2015.  A t th e same time,  deal siz e h as doub led 
from US$15m in 2010 to US$30m in 2015.  A lth ough  Ch ina may  dominate in terms of 
investees,  th e top  investors in 2015 remained US.

India still promising but not quite delivering
I ndia raised US$8 . 0b  th rough  528  deals in 2015,  rep resenting annual inc reases of 43%  
and 8 9 %  resp ec tively .  I f I ndia c ould c omb ine th e undoub ted advantage of its h igh ly  trained 
c omp uter sc ientists w ith in a more stab le ec onomy  and a strong emerging middle c lass ( as 
w e see in Ch ina)  it w ould b e a p ow erh ouse ec onomy .  H ow ever,  w ith out th ose drivers th e 
mark et remains c h allenging for entrep reneurs and investors.  

Desp ite th ese struc tural disadvantages,  th e tec h nologic al innovation c oming out of I ndia 
in 2015 w as p rob ab ly  th e strongest it h as ever b een and w h ile it is h arder to sc ale in I ndia 
th an Ch ina,  innovative c omp anies foc used on domestic  grow th  is a trend w e ex p ec t to see 
more of moving forw ard.

New year, new VC?
T h e venture c ap ital b usiness is a marath on,  not a sp rint and w e ex p ec t 2016  w ill b e th e 
year of the mature$ sophisticated investor identifying the better long-term bets. Af that 
means th at 2016  ends up  b eing a dow n y ear on th e b ac k  of a rec ord US$148 b  of glob al 
investment in 2015,  th at in itself w ould not b e c onc erning.  I n our view ,  th e b etter deals 
and th eir leadersh ip  teams w ill c ontinue to attrac t funding —  and th ose investors may ,  in 
fact$ have more time to devote to the Écare and feedingÊ of their portfolio. Oe also cnow 
th e intense interest th at larger c orp orates h ave in sourc ing disrup tive innovation from 
venture capital-bacced companies in order to sustain their growth.
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Sourc e:  Dow  J ones VentureSourc e unless oth erw ise noted.
A ll data is in US dollars.  F igures may  not ap p ear to sum due to rounding.
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I nvestors sk ew  tow ard c onsumer servic es sec tor

G lob al VC investors b y  numb er of deals5Top
1) N ew  E nterp rise

A ssoc iates ( 113)
2) Seq uoia Cap ital ( 8 2)
3) I DG  Cap ital

P artners ( 8 2)

4) M atrix  M anagement
Corp .  ( 7 1)

5) A ndreessen
H orow itz  ( 7 0)

T ec h - enab led models p rominent among new  entrants
entering unic orn c lub
* T op  tw o new  entrants from k ey  regions b ased on funding raised

US* E urop e* Ch ina*
Renefits2 
US$500m
Series C ( M ay  2015)

:da:da;ar2 
US$200m
Series D ( Sep .  2015)
>un\ing ;ircde2 
US$150m 
Series E  ( Sep .  2015)

<a\a2 
US$300m
Series D ( Dec .  2015)
LuBia Gndine IL2 
US$300m 
Series D ( J un.  2015)

;onteptDogic2 
US$500m 
Series C ( M ay  2015)  
Sourc e:  CB Insights

Investors mak e bigger bets
on estab lish ed b usinesses th rough  later rounds

~80%
of the total VC deals 
and value were 
recorded by companies 
in the generating 
revenue stage

58%
of the total value 
was captured by 
later-round class 

> 45%
of the total deal 
volume was 
captured by 
firsl%rgund [lass

T w o out of th ree
top  deals w ere 
Ch ina- b ased

$3.3b Beijing
Ch ina I nternet 
P lus H olding Ltd.  

$3.0b Beijing
Beij ing X iaoJ u 
T ec h nology  Co.  Ltd.

$2.1b California
Ub er T ec h nologies I nc .

$14.4b 
E urope 
( 1, 59 8  deals) $0.8b Japan

( 354 deals)

7

$1.5b Canada
( 19 7  deals)

6

$2.6b Israel
( 211 deals)

5
$8.0b India
( 528  deals)

4

3 $49.2b China
( 1, 6 11 deals)2

$7 2.3b US
( 3, 9 16  deals)

1

The US dominates global VC activity by deals and value

2015

2013

2014

IPO -22%  
( dow n Y - o- Y )

M&A -11%
( dow n Y - o- Y )

VC + 54%
( up  Y - o- Y )

dealsdollars

7 , 114 112 7 24

7 , 7 19 26 9 7 9 0

8 , 38 1 236 8 24

$55b $11b $63b

$96b $23b $104b

$148b $18b $93b

VC activity has grown steadily  
w h ile ex it ac tivity  saw  a dec line on a Y - o- Y  b asis 

1Q16 | ey.com/vccoe

Global venture capital highlights 2015
Deal ac tivity  at a 10- y ear h igh

Software
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2,806

2009 2010 2011 2012 2013 2014 2015

Number of VC deals
3,208 3,728 3,867 2,969 4,089 3,916

24.5

2009 2010 2011 2012 2013 2014 2015

A mount raised in VC deals (US$b)

28.9 36.9 34.9 36.0

58.2
72.3

Soft landing concludes an outstanding 2015 for US VC
2015 w as a standout y ear for th e VC industry  in th e US.  A t US$7 2b ,  funding h it its h igh est p oint sinc e 19 9 2,  rising 24%  on th e p rior y ear,  
despite a marginal (,�) decline in deal numbers to +$11.$ a pattern reÖected in the 10� increase in median deal value from MS�5m to 
US$6 m.  T h e y ear also saw  more c omp anies ac h ieve unic orn status th an in any  p revious y ear.  I nvestment volumes w ould h ave b een even 
higher had it not been for a marced falling off during the last iuarter of the year of ,� compared to +I15$ reÖecting concerns around 
valuations,  investment overload and th e rate of c ap ital dep letion b y  investees.  

E conomic swings and roundabouts
The MS economy grew at an annualired rate of 0./� in the final three months of the 2015$ a sharp slowdown from 2� in the previous three 
months. 9lthough growth had been steady throughout the first half of the year and employment levels were rising$ weacening oil prices 
and a strong dollar$ combined with poor growth in other parts of the world$ all tooc their toll on consumer and marcet confidence. 

A gainst th is mix ed ec onomic  b ac k drop ,  investors w ere k een to direc t th e maj ority  of th eir c ash  ( 7 5%  in terms of b oth  deals and value)  
toward what many would perceive to be safer$ well established$ revenue-generating businesses with proven business models$ reserving 
bust over one-third (+5�) for riscier first-round deals. The shift in preference toward more established companies was particularly marced 
—  up  30%  on 2014.  A s h as often b een th e c ase,  b usinesses in th e middle funding rounds w ere not sp oiled for c h oic e.  

T ec h nology  onc e more sh ortened th e runw ay  for many  b usinesses,  underp inning strong fundraising in th e b usiness sup p ort servic es,  
softw are and b iop h armac eutic als sub sec tors in 2015.  I n terms of value,  th e travel and leisure sub segment featured strongly ,  p roduc ing 
tw o megadeals in th e y ear —  Ub er T ec h nologies ( raising US$2. 1b )  and Ly ft ( US$1b ) .  I n terms of deal c ount,  information tec h nology  w as 
th e c lear leader b uoy ed b y  a large numb er of deals in th e softw are sub sec tor.

Investors sticking by their investments
AHG activity in the MS saw a sharp decline with volume down +0� on the prior year and capital  raised fell by +2�. 9t the same time$ M�9 
deal volume and value declined by /� and +,� respectively compared to the prior year as venture-bacced companies continued to prefer 
raising larger amounts and in later VC rounds for grow th  rath er th an to realiz e an ex it via M & A .  

Oith a portion of epits deferred in 2015$ we anticipate that V;-bacced assets are licely to account for a large portion of global AHG volume 
during 201.$ particularly if economic growth steadies and eiuity marcets become more resilient. There is a robust pipeline of companies 
w aiting to go p ub lic ,  b ut w ith  investors b ec oming w ary  of h igh  valuations,  c omp anies w ill need to j udge th eir p ric ing strategies c arefully .  
9lternatively$ some businesses may prefer to review their options with potential aciuirers$ including strategic rivals and financial firms$ 
op ting for a trade sale or merger rath er th an a p ub lic  listing.

Caution ahead
Loocing ahead to 201.$ Janet Qellen$ Federal Jeserve ;hair accnowledged to ;ongress in February: ÉFinancial conditions in the Mnited 
States have recently become less supportive of growthÊ macing pressure on valuations more licely. To help manage employee morale in 
th is c ooler ex it environment,  w e antic ip ate th at more unic orns w ill b e allow ing staff to tak e money  off th e tab le fac ilitated b y  sh are  
buy-bacc schemes.
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2009 2010 2011 2012 2013 2014 2015

Number of VC-backed IPO exits

47 46 50
73

107

66

0.9

2009 2010 2011 2012 2013 2014 2015

A mount raised through VC-backed IPO exits (US$b)

3.2
5.3

11.2
8.1

9.4
6.4

411

2009 2010 2011 2012 2013 2014 2015

Number of VC-backed M& A  exits

570 560
486 470 510 473

21.3

2009 2010 2011 2012 2013 2014 2015

A mount raised through VC-backed M& A  exits (US$b)

38.6
47.1 43.7 41.9

81.2

53.6
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US venture capital highlights 2015
Deal activity at a 10-year high

Investors’ avoid the middle rounds
(73)

(470)

$6b

$54b

$8b

$42b

$9b

$81b

(107)

(510)

(66)

(473)

$72b$58b

(4,089)
(3,916)(3,969)

$36b

2014

2014

2014

2015

2015

2015

2013

2013

2013

VC

M&A

IPO

34% 31% 8% 6%

55% 43% 11% 9%

Last funding roundLatest valuation

Value US$ Deal volume

VC hotspots —  Bay Area dominates

Top investors (by number of deals) 

30%> 35%

> 7 5% US$4m

US$6m
US$5m

2013 20152014

Changes in sector preferences

Software dominates larger unicorns 
Top five deals* that entered unicorn club based on latest funding round in 2015

Companies operating 
at generating revenue 
stage gathered  

Later- round 
investment 
grow ing fast 
with a

F irst- round 
class continues 
to dominate with

Biopharma Travel and leisure Software Business support 
services

Biggest gainers

share in global 
volume

Materials and 
chemicals

E lectronics and 
computing

Medical 
devices

R enewable 
energy

US$8.9b
(319 deals)

Q-G-Q change in amount raised

Q-G-Q change in amount raised

Biggest fallers

US$212m
(32 deals)

US$8.0b
(118 deals)

US$1.9b
(149 deals)

US$10.5b
(813 deals)

US$3.2b
(238 deals)

US$12.2b
(760 deals)

US$923m
(46 deals)

Median deal value 
increasing

increase y-o-y

each of total VC deals 
and value

1

2

3

4

5

5

1 New E nterprise A ssociates Inc. (113)

2 A ndreessen Horowitz (7 0)

3 A ccel (64)

4 Kleiner Perkins Caufield & Byers (63)

5 GV (57 )

US$4.5b

Z enefits

US$500m
Series C

(May 2015)

*Source: CB Insights

US$3b
Context 

L ogic
US$500m

Series C
(May 2015)

US$1Z— 1.5b

Jet.com

US$500m
Series B

(Nov. 2015)

US$2b

Avant

US$325m
Series E

(Sept. 2015)

Figures may not appear to sum due to rounding.
Source: Dow Jones VentureSource unless otherwise noted. 

Uber Technologies Inc. (MS�2.1b)$ 
Dec. 2015
A irbnb, Inc. (MS�1.5b)$ June 2015

Social Finance, Inc. (SoFi) (MS�1.0b)$ 
A ug.  2015
Lyft Inc. (MS�1.0b)$ Dec. 2015

Space E xploration Technologies Corp. 
(MS�1.0b)$ Jan. 2015

Uber Technologies Inc. (MS�1.0b)$ 
July 2015

Bay A rea 
US$33.4b
(1,284)

New E ngland
US$7 .2b (397)

NY Metro
US$8.2b (523)

Southern California
US$7 .1b (360)

VC funding soars as exit activity slows Companies with established business 
models received most funding

Investors avoid the middle rounds

Top US deals by value  (all deals from ;alifornia)

US$1.4b

DraftK ings

US$300m
Series D

(July 2015)
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E urope surges on the back of fewer, bigger bets
F unding levels in E urop e in 2015 reac h ed th eir h igh est levels sinc e 2001 as VC investment rose for th e th ird straigh t y ear —  reac h ing 
US$14. 4b ,  up  from $US11. 3 in 2014.  M eanw h ile,  th e region saw  a sligh t drop  in deal volume,  to 1, 59 8  c omp ared to 1, 6 34 in th e 
p revious y ear.

W h ile oth er VC h otb eds —  most notab ly  Ch ina and th e US —  saw  a mark ed slow dow n in ac tivity  on 4Q 15,  E urop e h eld its ow n w ith  
US$3. 6 b  invested th rough  426  deals,  an inc rease of 14%  in terms of deal numb ers and a marginal dec line of 3%  in terms of deal value 
compared to the prior iuarter. 

UK leads the way 
T h e UK  led VC ac tivity  in E urop e in 2015 in terms of b oth  volume and c ap ital w ith  US$4. 8 b  invested th rough  405 deals.  T h e c ountry  
b agged four of E urop e’ s top  ten deals of 2015:  O 3b  N etw ork s ( w orth  US$46 0m) ,  I mmunoc ore ( US$320m) ,  Sk y sc anner ( US$19 3m)  and 
F unding Circ le ( US$150m) .  G ermany  also p erformed w ell w ith  27 2 deals generating funding of US$2. 9 b  in 2015.  Both  c ountries saw  a 
iuarterly increase in number of deals in ,I and the MC also saw a /� increase in funding$ reÖecting the relatively strong performance of 
th e UK  VC ec osy stem relative to its p eers and b oding w ell for 2016 .

Consumer services sector attracts most interest
I n line w ith  th e glob al trend,  c onsumer servic es c omp anies w ere most attrac tive to investors in E urop e in 2015.  T h e sec tor raised 
funding of US$5b  th rough  445 deals,  ac c ounting for 35%  of th e total amount invested in th e region during th e y ear.  T h e amount 
invested in th e sec tor grew  b y  57 %  in 2015 c omp ared to 2014 desp ite a 10%  dec line in deal c ount.  O th er sec tors th at attrac ted investor 
interest were health care$ raising MS�+..b through 2.2 deals and business and financial services$ which saw ,15 deals attracting 
investment of US$2. 9 b .

The rise of patient capital 
An 2015$ investor preference in =urope was evenly split. First-round funding accounted for 52� of total deal volume$ while in terms of 
deal value$ later-round classes accounted for 5/� of the total amount raised. 

I n terms of stage of develop ment,  th e greatest amount of VC ac tivity  took  p lac e at th e generating revenue stage,  w ith  US$10b  
invested in 1$2.2 deals. The amount invested at this stage in 2015 grew by 22� with deal volume similar with 201,$ reÖecting investor 
p referenc e for mature b usiness models w ith  a stronger ex p ec tation of h igh er future gains.

H ow ever,  th ere are signs th at th is p attern c ould b e set to sh ift as E urop ean investors seek  out new  models.  R ep orts in London p oint to 
the rise of patient capital È provided by V;s prepared to invest significant sums over a longer term in the hope of generating superior 
returns. 9ccording to research by Draper =sprit$ the pan-=uropean venture capital firm$ this has become the main source of funding for 
UK  tec h  c omp anies.

E xit volume down but returns up
M & A  ac tivity  in 2015 raised US$23b  th rough  18 3 deals,  th e h igh est annual amount sinc e 2000.  T h e return of more stab le grow th  in th e 
=M and continuing iuantitative easing by the =uropean ;entral :anc (=;:) should support deal-macing in the region. 

An contrast$ the amount raised through AHG epits declined by 50� with a 1+� drop in the number of V;-bacced new listings compared to 
201,. =uropean AHG activity should picc up pace from the second iuarter of the year$ with greater clarity on the =;:Ìs monetary policy 
announced  in March 201.. The =uropean AHG pipeline is also strong$ but we are unlicely to see a significant picc up until current marcet 
volatility  b egins to sub side.

Uncertain outlook
Desp ite mark et unc ertainty  resulting from a numb er of geop olitic al fac tors inc luding th e ongoing refugee c risis,  remaining c h allenges 
around th e G reek  ec onomy  and th e UK  referendum on th e E urop ean Union,  VC sentiment remains p ositive.

T h e rec overy  in th e E uroz one is lik ely  to c ontinue at a steady  p ac e,  sup p orted b y  low  oil p ric es,  c ontinued loose monetary  p olic y  and 
the strong euro. The =;: recently reduced its deposit facility rate and eptended the iuantitative easing program to March 201/$ to 
c ounter th e effec ts of unc ertainties in glob al mark ets.  W ith  E uroz one ec onomic  sentiment in N ovemb er 2015 at its h igh est in four y ears,  
ac c ording to th e E urop ean Commission,  w e ex p ec t VC investors w ill c ontinue to look  to th e region in antic ip ation of h ealth y  returns.  
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1,328

2009 2010 2011 2012 2013 2014 2015

Number of VC deals

1,452 1,405 1,481
1,734 1,634 1,598

3

2009 2010 2011 2012 2013 2014 2015

Number of VC-backed IPO exits

18 16 16 18

55 48

5.9

2009 2010 2011 2012 2013 2014 2015

A mount raised in VC deals (US$b)

7.1 7.4 6.5
8.7

11.3
14.4

0.2

2009 2010 2011 2012 2013 2014 2015

A mount raised ithrough VC-backed IPO exits (US$b)

0.6 1.0 0.5 0.7
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E urope venture capital highlights 2015

Investors’ avoid the middle rounds
(18)

(163)

$2b

$12b

$23b

$1b

$14b

$5b

(55)

(197)

(48)

(183)

$14b

$11b

(1,634)

(1,598)
(1,734)

2014

2014

2014

2015

2015

2015

2013

2013

2013

VC

M&A

IPO

53% 41% 33% 4%

7 9% 55% 41% 15%

$9b

Last funding roundLatest valuation

Value US$ Deal volume

The UK  leads VC activity

Top investors (by number of deals) 

68%

> 50%

~80%
7 0%

US$1.8m

US$2.5mUS$2.5m

2013 20152014

Changes in sector preferences

Software dominates larger unicorns 
Top five deals* that entered unicorn club based on latest funding round in 2015

Generating revenue 
stage accounted for 
largest VC investments 

of total deals  

of total dollars  

VC funding  
on rise at later-

round class

First-round class 
continue to 

dominate with

Financial institutions  
and svs.

Biopharma

R enewable 
energy

Medical software  
and svs.

Software

Business support 
services

Biggest gainers

Household and  
office goods

Consumer 
info. svs.

US$1.5b
(118 deals)

Y-O-Y change in amount raised

Y-O-Y change in amount raised

Biggest fallers

US$2.9b
(132 deals)

US$36m
(13 deal)

US$229m
(24 deals)

US$121m
(32 deals)

US$1.1b
(256 deals)

US$1.2b
(274 deals)

US$3.9b
(250 deals)

Median deal value 
remains the same

y - o- y

share in 
global 
volume

1
2
3
4

Partech Ventures (20)

High-Tech Gruenderfonds Management GmbH (54)

Bpifrance Investment (52)

Index Ventures (25)

R ocket Internet SE  (21)

5

US$1.4Z— US$1.6b

BlaBlaCar

US$200m
Series D 

(Dec. 2015)

*Source: CB Insights

US$1b

F unding 
Circle

US$150m
Series E

(9pr. 2015)

US$1b

F arfetch

US$86m
Series E

(Mar. 2015)

US$2.9b

H elloF resh

US$85m
Series F

(Sept. 2015)

US$1.0b

TransferW ise

US$58m
Series C

(Jan. 2015)

Figures may not appear to sum due to rounding.
Source: Dow Jones VentureSource unless otherwise noted. 

1 Spotify Technology  
(MS�52.m)$ Sweden

2 O3b Networks Ltd. 
(MS�,.0m)$ MC

Delivery Hero Holding GmbH 
(MS�+25m)$ ?ermany

3

4 Immunocore Ltd. 
(MS�+20m)$ MC

5 Comuto SA  
(MS�111m)$ France

United Kingdom
US$4.8b

(405)

France 
US$1.9b

(331)

Switzerland
US$7 24m

(46)

VC funding on rise; M&A investment soar while 
capital invested through IPO slows down

Investors made large- siz ed 
investments in matured businesses

Top E urope deals by value
Sweden

US$836m
(41)

Germany
US$2.9b

(272)
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Standout year in China but outlook tempered
I n its strongest y ear sinc e 2000,  w h en VC investing started to tak e off on a glob al b asis,  
Ch ina almost trip led VC investments from US$17 . 3b  ( in 2014)  to reac h  US$48 . 9 b  in 2015.  
O ver th e same p eriod,  deal volume rose b y  almost 50%  and average deal siz e more th an 
doubled. Three of the yearÌs top five V; deals worldwide were in ;hina and the country 
ac c ounted for th ree times more VC investment th an th e w h ole of E urop e p ut togeth er.

H ow ever,  th ere are signs th at investors may  b e b eginning to ap p ly  th e b rak es.  A fter a 
robust performance in the first three iuarters of 2015$ there was a slowdown in V; activity 
in ,I as financial marcet turbulence and concerns about macroeconomic growth impacted 
investor sentiment.  

Consumer services leads the way
I n line w ith  th e glob al trend,  Ch ina saw  strong investor p referenc e for th e c onsumer 
servic es sec tor in 2015.  W ith  US$32b  in funding th rough  7 7 7  deals,  th e sec tor ac c ounted 
for almost two-thirds (.5�)  of V;-bacced investment during the year. The amount of 
money  invested grew  more th an th ree times w ith  c lose to 50%  grow th  in deal c ount  
c omp ared to 2014.   

N otab ly ,  nine out of th e top  ten VC deals in 2015 involved c onsumer servic es c omp anies 
including the yearÌs largest deal$ the MS�+.+b investment into ;hina Anternet Hlus @olding 
Ltd. An addition$ there were five other bloccbuster deals in the sector that crossed the 
US$1b  mark ,  p artic ularly  in th e c onsumer information servic es and travel and  
leisure sub sec tors.  

E mphasis on later-stage investing
9lthough first-round investing accounted for 5.� of total deal volume in 2015$ in terms of 
deal value later-round classes saw the highest level of funding (MS�2,b)$ driven by a strong 
investor foc us on sec uring h igh er returns from more mature b usinesses.  T h e average deal 
sire at the later-round class stood at MS�121m in 2015$ more than double the MS�./m 
average in 2014.

I n terms of stage of develop ment,  VC investors p referred mak ing siz ab le investments in 
Ch inese c omp anies already  generating revenue.  Comp anies at th is stage of develop ment 
attrac ted b oth  th e h igh est deal p roc eeds ( US$42b )  and deal volume ( 1, 37 5)  in 2015.  
Comp ared to th e p revious y ear,  th e deal volume at th is stage doub led w h ile p roc eeds 
trip led during 2015,  suggesting c ontinued investor p referenc e for c omp anies w ith   
p roven b usiness models.  

Positive exit environment
Levels of both V;-bacced M�9 and AHG were up in 2015$ compared to the prior year. =pit 
via M & A  saw  an 8 0%  inc rease in amount raised and c lose to a 40%  inc rease in deal volume.  
T ravel and leisure and b usiness sup p ort servic es c omp anies ac c ounted for th e b ulk  of  
M & A  ac tivity .   

Meanwhile$ AHG activity saw lower levels of growth as global investors seemed to be tacing 
a less b ullish  view  of th e Ch inese mark et.  T h e numb er of deals w as up  to 8 1 from 6 2 in 
2014,  and th e amount raised at US$8 . 2b ,  c omp ared to US$7 . 3b  th e y ear b efore.  O nc e 
the marcet stabilires$ we eppect a piccup in epits via AHG as investor sentiment should be 
steadied by reforms within the AHG system and a significant pipeline of companies  
look ing to go p ub lic .  

“ T here’ s no q uestion that tech 
hYs shgjt]n]\ th] jmnoYq ^gj Y 
nmeZ]j g^ [gehYni]s Zmt Ydsg 
]nYZd]\ Y dgt g^ [geh]titign È 
ZjmtYd [geh]titign&Ê     
Dr. R ama Velamuri, Professor of 
E ntrepreneurship at China E urope 
International Business School

ÉLh] Õjst stYg] g^ t][h inn]sting 
in C hina has b een ab out the 
[gnsme]j Yn\ in eYnq [Ys]s 
[ghq[Yts g^ O]st]jn Zmsin]ss 
eg\]ds& Fgo o] Yj] s]]ing 
Zmsin]ss]s thYt Yj] mniim]dq 
^g[ms]\ gn th] Chin]s] eYjc]t 
thYt Yj] tjmdq \i^^]j]ntiYt]\&Ê     
Dana Stalder, General Partner, 
Matrix Partners
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0.6

2009 2010 2011 2012 2013 2014 2015

A mount raised in VC-based M& A  exits (US$b)

0.9 0.8 0.3 2.2

8.4
11.5

347

2009 2010 2011 2012 2013 2014 2015

Number of VC deals

455 518 360 522

1,078

1,611

45

2009 2010 2011 2012 2013 2014 2015

Number of VC-backed IPO exits
141

100

48
15

62
81

3.0

2009 2010 2011 2012 2013 2014 2015

A mount raised in VC deals (US$b)

6.9 7.6 5.4 5.2
17.3

48.9

Upbeat outlook 
Despite a drop in V; funding in ,I15 È after a standout third iuarter È there is still considerable appetite in the marcet. There are 
some dow nside risk s inc luding ongoing stoc k  mark et volatility  and a w eak ening c urrenc y ,  togeth er w ith  rec ent mark et c onc erns around 
valuations,  b urn rates and overfunding.  

@owever$ efforts by the ;hinese ?overnment in terms of monetary and fiscal policy including the recent announcement of the new five-
year plan should continue to support V; fundraising and bolster investor confidence. There are signs that V;s may be starting to tace 
a more rational and c autious ap p roac h  th an h as b een seen over th e last 18  month s,  b ut as Ch inese entrep reneurs c ontinue to develop  
attrac tive b usinesses b ased on innovation and invention th e VC mark et w ill c ontinue to see imp ressive grow th  in 2016 .
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China venture capital highlights 2015

Investors’ avoid the middle rounds(15)

(24)

$8b

$8b

US$12b

$2b

$2b

$7b

(62)

(25)

(81)

(45)

$49b

$17b

(1,078) (1,611)

(522)

2014

2014

2014

2015

2015

2015

2013

2013

2013

VC

M&A

IPO

81% 41% 15%

409% 242% 186%

Last funding roundLatest valuation

$5b

485%

Value US$ Deal volume

Beijing secured the most funding

Top investors (by number of deals) 

234%

~55%

~85% US$4m

US$8m

US$5m

2013 20152014

Significant change in sector preferences

Software dominates larger unicorns 
Top five deals* that entered unicorn club based on latest funding round in 2015

share each in global VC 
deals and value

Later-round class maintains dominance with

First-round class continues to lead with

Financial insti. 
and svs.

Travel and leisure

Software

Business support 
services

Biggest gainers

share in global volume

Semiconductors Medical devices

Consumer 
info. svs.

US$5.5b
(156 deals)

Y-O-Y change in amount raised

Y-O-Y change in amount raised

Biggest fallers

US$9.1b
(151 deals)

US$10m
(1 deal)

US$2.8b
(189 deals)

US$107m
(10 deals)

US$2.7b
(205 deals)

US$18.6b
(440 deals)

Median deal value 
continues to grow

y-o-y  growth in 
investment levels

1 Sequoia Capital (82)

2 IDG Capital Partners (82)

3 Matrix Management Corp. (71)

4 ZhenFund (38)

5 Northern Light Venture Capital (37)

US$1b

Dada

US$300m
Series D 

(Dec. 2015)

*Source: CB Insights

US$1b
TuJia 
Online

US$300m
Series D 

(Jun. 2015)

US$1b

Xuanyixia

US$200m
Series D 

(Nov. 2015)

US$1b

PanShi

US$200m
Series B 

(May 2015)

US$1b

TutorGroup

US$200m
Series C

(Nov. 2015)

Figures may not appear to sum due to rounding.
Source: Dow Jones VentureSource unless otherwise noted. 

1 China Internet Plus Holding Ltd. 
(US$3.3b), Beijing

2 Beijing XiaoJu Technology Co. Ltd.  
(US$3.0b), Beijing

Jiangsu Huitongda Supply Chain Management Co. 
Ltd. (US$1.6b), Jiangsu

3

4 Shanjing Kechuang Network Technology Co. 
Ltd. (US$1.6b), Beijing

5 Shanghai Lazhasi Information Technology Co. 
Ltd. (US$1.3b), Shanghai

Shanghai
US$12.2b
(365)

VC funding nearly triples; exit activity grows Investors focus on financing mature 
businesses through later rounds 

Top China deals by value

Beijing
US$20.0b
(677)

Companies operating at 
generating revenue stage 
are more prominent with 
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Contacts:
Bryan Pearce
G lob al VC Leader
b ry an. p earc e@ ey . c om

Lawrence Lau
Ch ina VC Leader
law renc e. lau@ c n. ey . c om

Demet Ozdemir
E M E I A  SG M  and VC Leader
demet. oz demir@ tr. ey . c om

Find out more about future VC prospects
For more information on global VC activity by quarter and year, and how the VC landscape 
looks set to develop in 2016, visit the E Y Venture Capital Center of E xcellence website:  
ey.com/vccoe

Tohru Ohshitanai
J ap an SG M  and VC Leader
ohshitanai-thr8shinnihon.or.bp

Jeff Grabow
US VC Leader
j eff. grab ow @ ey . c om
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