insights®

Preqin Global Report

Venture Capital
2025

PREQIN

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Pregin Insights+ subscribers only and should not be redistributed or shared.



End-User License Agreement (EULA) for Single Users

END-USER LICENSE AGREEMENT FOR Preqin Digital Publications Single-User License.

IMPORTANT - PLEASE READ THE TERMS AND CONDITIONS OF THIS LICENSE AGREEMENT CAREFULLY BEFORE CONTINUING:
Preqin Ltd’s End-User License Agreement (“EULA”) is a legal agreement between you (either an individual or a single entity) and
Preqin Ltd. for the Pregin Ltd product(s) identified above, which may include associated media, information, artwork, text, or
pictures (collectively, “Content”). By downloading and otherwise using the Content, you agree to be bound by the terms of this
EULA. This license agreement represents the entire agreement concerning the Content between you and Preqin Ltd, (referred to
as “licenser”), and it supersedes any prior proposal, representation, or understanding between the parties. If you do not agree to
the terms of this EULA, do not complete the download of the Content.

The Content is protected by copyright laws and international copyright treaties, as well as other intellectual property laws and
treaties. The Content is licensed, not sold.

1. GRANT OF LICENSE

The Content is licensed as follows:

(a) Download and use

Preqin Ltd. grants you the right to download and use the Content on a personal computer and/or e-book reader running validly
licensed software for which the Content was designed.

(b) Reproduction/copying

The terms of this license permit the creation of copies of the Content for backup and archival purposes only. Any other form of
reproduction of the Content is strictly prohibited.

2. DESCRIPTION OF OTHER RIGHTS AND LIMITATIONS

(a) Maintenance of copyright notices

You must not remove or alter any copyright notices on any and all copies of the Content.

(b) Distribution

This license is for the sole Authorized User only. You may not distribute copies of the Content to any third party, either partially or
fully, without the express written consent of Preqin Ltd.

(c) Prohibition on reverse engineering, decompilation, and disassembly

You may not reverse engineer, decompile, or disassemble the Content, except and only to the extent that such activity is
expressly permitted by applicable law notwithstanding this limitation.

(d) Rental

You may not rent, lease, or lend the Content.

(e) Compliance with applicable laws

You must comply with all applicable laws regarding use of the Content.

3. TERMINATION
Without prejudice to any other rights, Preqin Ltd. may terminate this EULA if you fail to comply with the terms and conditions of
this EULA. In such event, you must destroy all copies of the Content in your possession.

4. COPYRIGHT

All title, including but not limited to copyrights, in and to the Content and any copies thereof are owned by Preqin Ltd. All title
and intellectual property rights of the Content are the property of the owner and may be protected by applicable copyright or
other intellectual property laws and treaties. This EULA grants you no rights to use such material. All rights not expressly granted
are reserved by Preqin Ltd.

5. NO WARRANTY AND LIMITATION OF LIABILITY

Preqin Ltd. expressly disclaims any warranty for the Content. The Content is provided ‘As Is’ without any express or implied
warranty of any kind, including but not limited to any warranties of merchantability, non-infringement, or fitness of a particular
purpose. The information presented in the Content is for information purposes only and does not constitute and should not be
construed as a solicitation or other offer, or recommendation to acquire or dispose of any investment or to engage in any other
transaction, or as advice of any nature whatsoever. If the Authorized User seeks advice rather than information then he/she
should seek an independent financial advisor and hereby agrees that he/she will not hold Preqin Ltd. responsible in law or equity
for any decisions of whatever nature the reader makes or refrains from making following its use of the Content.

While reasonable efforts have been made to obtain information from sources that are believed to be accurate, and to confirm
the accuracy of such information wherever possible, Preqin Ltd. does not make any representation or warranty that the

information or opinions contained in the Content are accurate, reliable, up-to-date or complete.

Although every reasonable effort has been made to ensure accuracy, Preqgin Ltd. does not accept any responsibility for any errors
or omissions within the Content or for any expense or other loss alleged to have arisen in any way from use of the Content.

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.



insights®

Contents

Acknowledgements 4
5

Lead analyst

Michael Patterson, CFA 6
7

Research Insights analysts
Brigid Connor, CFA, CAIA 20
Angela Lai, CFA

) 23
Paul Sinthanot, CFA
29
Head of production
) 37
Colin Leopold
45
Executive editor
53
Kathy Gordon
63
Edi
itors 69
Danny McCance
Sam Noble

Lizzie Carroll
Rupert Gilbey
Dan Bloch

DRM contributors
Clara Bleda

Tiffany Chik

Ross Coapman
Meaghan Conlon
Elliott Donnelly
Danniel Fuentes
Emily Garza

Melina Heinl-Powell
Milan Hirani
Senthooran Kalaimohan
Aishwarya Krishnan
Yoshiko Kubo

Peter Mellin
Thomas Mulready
Michael Phua
Christina Taufan
Adam Wasserman

In-house designers

James Flanagan
Tim Short

PREQIN

Executive summary
Key findings
Chart of the year

Year in review: 2024

PREQIN 2025 GLOBAL REPORT: VENTURE CAPITAL—3

Three trends shaping private capital in 2025 — Ray Zhou, Affinity

Venture capital: Preqin’s forecasts through 2029

Weighing VC’s dry powder
Scanning biotech VC
Performance and valuations
Our survey: Taking the pulse
VC: Fees and terms

Predictions

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.



insights®

PREQIN 2025 GLOBAL REPORT: VENTURE CAPITAL—4

Executive summary

Fundraising remains
weak in a tumultuous
year for performance,
but the outlook for 2025
may be brighter
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The venture capital (VC) asset class failed to keep up with investor expectations in
2024, with exits to the third quarter significantly down on 2023. Although 2023 was not,
in and of itself, a bad one for exits compared with the last 10 years, the rapid growth of
assets under management — which stand at more than $3tn as of March 2024 - has
brought with it greater expectations regarding distributions back to investors.

The higher interest-rate environment was part of the problem, but now that
the Federal Reserve has begun cutting rates, this should act as a tailwind for VC.
Fundraising remains soft, as investors are being cautious in the short term, but this
is not reflective of allocations in the longer term, for which investors retain a positive
view. Fundraising remains a virtuous cycle tied to distributions; when exits are low,
fundraising struggles — and we do not expect this to change until exits, which distribute
capital back to investors, improve.

Deal activity remained weaker than in 2023, as less capital flowing into the asset
class from fundraising meant less capital deployed into deals. But not every part of
VC was affected. Artificial intelligence, for example, is seeing outsized deal activity and
valuations to match, bucking the trend of reduced valuations elsewhere in VC.

Investors have plenty of choice, given that there are more than 7,200 funds in
market raising capital, as of September 2024. But with so many competing funds,
first-time managers are struggling. In the future we may see a shakeout, with newer
fund managers that have struggled to deliver strong performance unable to raise
follow-on funds.

The outlook for VC looks to be better going into 2025. Lower rates in the US
may prompt an improvement in performance and exits. We expect early-stage VC
to be better positioned than later stages over the coming year. Nonetheless VC
remains the best method for investors looking to gain exposure to innovation and
technological disruption.

The past year has been one of significant growth for Pregin and the Research
Insights team. Thanks to our clients’ continued support, we have been able to
significantly expand our research output. In this year’s global report, we are pleased to
showcase some of the most relevant and impactful research from throughout the year,
such as our VC forecasts, VC fund terms and fees, along with our year in review, survey
on VC investors and managers, and predictions for the asset class.

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.
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Key findings

Exits expected to improve
in 2025

VC fund managers expect exit opportunities to
improve, with 62% saying that 2025 will have
increased exit activity. That said, in our last survey
in November 2023, 40% of managers said they
expected exits to increase over 2024 — and this did
not materialize. However, the 75 basis-point cut to
US interest rates over September and November
will be a tailwind to the exit environment. Two main
areas managers expect to see more exits are trade
sales (60%) and IPOs (47%).

Fundraising hamstrung by
lackluster exit environment

Fewer and less profitable exits means less capital
making its way back to LPs — and therefore less
capital ready to be deployed back into new funds.
During the first three quarters of 2024, 800 funds
(down from 1,645 in 2023) raised a total of $84.8bn
(down from $135.9bn). Capital gravitated towards
the larger funds as smaller funds struggled to
close. One of the factors contributing to the growing
concentration of fundraising in 2024 has been

the drop in new managers (who also tend to raise
smaller funds) coming to market. Unsurprisingly,
first-time managers bore the brunt of the reduction
in capital flowing to the asset class, raising just
$4.62bn (down 77%) across 106 closed funds in the
first nine months of 2024. The share of VC capital
being raised by first-time managers as a proportion
of total VC capital stands at 5%, the lowest since
Preqin began gathering data.

PREQIN

Deal activity weak but some
areas faring better

By the end of the third quarter of 2024, 14,056 VC
deals had been recorded at an aggregate value of
$201bn, suggesting 2024 will underperform 2023

in terms of value and volume. Some pockets of

the asset class were buoyant, however, including
artificial intelligence (Al), cloud computing, fintech
and clean tech. IT and healthcare typically account
for the majority of VC deal flow and the same is true
so far this year. Both are expected to record similar
aggregate deal values as last year; IT is currently at
$90.2bn, vs. $127.3bn for 2023, and healthcare is at
$37.8bn, vs. $48.8bn. Regionally, the decline in Asia
deal activity, on the back of a severe pullback in
exits and fundraising, has made the biggest dent in
the global total, whereas North America is currently
expected to improve on 2023 - its weakest year for
deals since 2018 — in terms of aggregate deal value.

VC management fees have
been the highest; now they're
higher still

Over the past 20 years, VC mean investment period
management fee rates have often been the highest
among asset classes. Both mean and median were
up on last year’s values and at their highest levels
since 2011. The median reached 2.05%, up from
2.00% where it had plateaued since 2012. The mean,
which had been hovering around 2.00% since 2019,
was up significantly, at 2.24%.

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.
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Chart of the year

Venture capital hamstrung by lackluster exits

Annual global venture capital-backed exits
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“ Fewer and less Venture capital distributions back to limited partners have been meager due to the

trickle of exits over the year. By the third quarter, exits totaled 852, with an aggregate
value of $112bn, trending downwards from 2023. All regions have seen a significant
less capital making its reduction in the number of exits.

Although we still have one more quarter to go at the time of writing, 2024 looks
set to be the weakest year for aggregate exit value since 2017, and the weakest for
exit volumes since 2012. Due to this, secondaries have been playing a greater role in
providing liquidity — to LPs within their portfolios and to GPs looking to realize DPI.
There remains a significant amount of residual capital in vintages older than 2014 that
will need to be realized by GPs.

Fewer and less profitable exits mean less capital making its way back to LPs —
and less capital ready to be deployed back into the asset class via new funds. During
the first three quarters of 2024, 800 funds (down from 1,645 in 2023) raised a total
of $84.8bn (down from $135.9bn). This led to a greater concentration of capital in the
larger funds, as smaller funds struggled to close.

profitable exits mean

way back to LPs **

PREQIN
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< Year inreview: 2024

We examine whether venture capital has reached
a bottom in 2024 or if there may be further to fall
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In 2024, venture capital (VC) remained in the quagmire of much of 2023, as valuations
and performance were tempered by higher interest rates. However, we may now be at
a turning point. The US Federal Reserve’s (Fed’s) 50-basis point cut in September and
a further quarter point in November, were welcome signals for VC, with inflation now

approaching its target 2%. If we see further rate cuts in 2025 this will be a tailwind for
the industry.

VC hovers at around $3tn in assets under management
VC assets under management (AUM) reached $31tn according to our latest quarterly
data in March 2024. Pregin’s new AUM methodology' suggests the Asia region

accounts for the bulk of this ($1.6tn), followed by North America ($11tn) and Europe
($0.2tn) (Fig 11).

Fig. 1.1: Asia is largest region for VC AUM

Venture capital assets under management by region focus
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VC AUM has stagnated over the past three years, led by a downturn in valuations
and weak fundraising. Venture (general) strategies by and large remain the largest

proportion of assets managed, at 64% ($2.0tn), followed by early stage at 29% ($909bn)
and late stage at a meager 6% ($202bn) (Fig. 1.2).

1 https://www.pregin.com/help-center/articles/view/updates-to-aum-methodology

PREQIN
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Fig. 1.2: Venture (general) remains largest strategy

Venture capital assets under management by fund type
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Late-stage strategies have grown over the past decade, but not as fast as the rest of
the asset class, with its proportional representation in AUM falling from 9.4% in 2014 to
6.4%. A contributing factor to this trend has been performance; horizon IRRs for late-
stage/expansion strategies have underperformed early-stage by 2.7% (12.3% vs. 15.0%)
over the past 10 years to March 2024 (Fig. 1.3). Late-stage strategies have also faced

headwinds recently, including the difficult exit market, leading to -5% IRR over the
past 12 months.

Fig. 1.3: Venture capital still delivers over the longer term
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Recent vintages struggle to perform
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In general, performance has been struggling over the past three vintages for which we
have data (2019-2021), agnostic of strategy and region (Fig. 1.4, Fig. 1.5), although late
stage/expansion has underperformed other strategies.

Fig. 1.4: Performance for recent vintages hit hard
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Fig. 1.5: Lower performance for recent vintages impacting all regions

Median net IRRs by fund type and vintage year

30%

25%

20%

15%

10%

5%

0%

Median net IRR since inception

-5%

-10%

PREQIN

2000

2001
2002

2003

2004
2005

2006

2007

B North America

W 0O O = ANMT WL ON~WWON O I
OOFO\—F\—F\—\—\—\—NN
ooONoOOOOOOOOO
] QA NdddNTANQA

Vintage year

W Europe W Asia & Rest of world

Source: Pregin Pro

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.



insights®

PREQIN

PREQIN 2025 GLOBAL REPORT: VENTURE CAPITAL—11

Noting this, it appears the Preqin Venture Capital Index may have reached the bottom
of the trough in December 2023 in terms of performance, with several quarters of
contractions after a peak in December 2021 (Fig 1.6). During the last major downturn, in
the 2000s, it took until 2004 for VC to see a recovery in deals activity and fundraising —
and even longer (until 2014) for the VC benchmark index to top its 2000 peak.

Performance expected to pick up from lower valuation base

Historical performance for VC over the past 10 years (14.5%) has seen the asset class
outperform all but private equity (16.0%), but at a higher level of risk (Fig. 1.7). We expect
VC performance to improve marginally over our forecast six-year horizon to 15.6%,
helped by current lower valuations. For more of our forecasts see ‘Venture capital:
Preqin’s forecasts through 2029’ chapter.

Fig. 1.6: Venture capital appears to have reached a trough
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Fig. 1.7: Venture capital provides high returns but high risk
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Distributions have not kept up with needs of LPs

Distributions back to limited partners have been meagre due to the trickle of exits over
the year. By the third quarter, exits totaled 852, with an aggregate value of $112bn (Fig.
1.8), continuing the downward trend from 2023. Asia suffered the biggest drop, down
from 369 exits to 128 and from $38bn to $4.6bn, but North America also recorded a
significant reduction in both number and value of exits (Fig. 1.9). Exit activity fell most
severely in the IT, healthcare and consumer discretionary sectors.

Fig. 1.8: Number of exits continues to fall
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Fig. 1.9: Asia sees greatest contraction

Number of venture capital-backed exits by region*

3,000
2,500
3
< 2,000
[} B
“— _ —
° 1,500 1 =
O‘ ]
< 1,000 B
> i I I I I I I
0
ey o dOFLOr®e O g Y QK
5 9 oo 565 o o o o
SRR ST S TR TS TR S TS TR S S R S S A A~
<
o
W North America W Europe N
H Asia M Africa
MW Australasia M Latin America & the Caribbean
W Middle East
*YTD to end Q3 2024 Source: Pregin Pro

PREQIN

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.



insights®

PREQIN

PREQIN 2025 GLOBAL REPORT: VENTURE CAPITAL—13

Although we still have one more quarter to go, 2024 looks set to be the weakest year
for aggregate exit value since 2017, and the weakest for exit volumes since 2012. Due to
this, secondaries have been playing a greater role in providing liquidity — to LPs within
their portfolios and to GPs looking to realize DPI. There remains a significant amount of
residual capital in vintages older than 2014 (Fig 110) that will need to be realized by GPs.

Fig. 1.10: Significant amount of capital still locked up in older vintages

Median called capital, DPI, and RVPI by vintage year*
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Fundraising hamstrung by lackluster exit environment

Fewer and less profitable exits means less capital making its way back to LPs — and
less capital ready to be deployed back into the asset class via new funds. During the
first three quarters of 2024, 800 funds (down from 1,645 in 2023) raised a total of
$84.8bn, down from $135.9bn in 2023 (Fig. 1.11). Capital concentrated in the larger funds
as smaller funds struggled to close (Fig. 112).
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Fig. 1.11: Fundraising on track to be below 2023

Global venture capital fundraising, 2001-2024 YTD*
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Fig. 1.12: Greater concentration from fewer funds closing

Proportion of aggregate capital raised by the largest venture capital funds closed*
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One of the factors contributing to the growing concentration of fundraising in 2024
has been the drop in new managers (who also tend to raise smaller funds) coming to
market (Fig. 113).

Fig. 1.13: Fewer managers are setting up shop
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Unsurprisingly, first-time managers bore the brunt of the reduction in capital flowing
to the asset class, raising just $4.62bn (down 77%) across 106 funds in the year to
Q3 2024 (Fig. 114). The share of VC capital being raised by first-time managers as a
proportion of total VC capital stands at 5%, the lowest since Preqgin began gathering
data (Fig. 115).

Fig. 1.14: First-time managers hit hardest by tough fundraising environment
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Fig. 1.15: Proportion of first-time funds is shrinking
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That said, lower rates make VC more attractive, and will drive more capital into

the asset class. As of September 2024, there were 7,200 funds in market, targeting
$483.9bn (Fig. 116). The number of funds in market continues to provide a wide
diversity of strategies to investors, even though their growth rate has slowed and the
amount of capital raised ($84.8bn for 2024 to the third quarter) is significantly below
the 10-year yearly average of $203bn.

Fig. 1.16: Pace of growth for funds in market is slowing
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Weaker fundraising is impacting availability of dry powder

Less capital being raised has led to a reduction in dry powder, down from $665bn in
December 2023 to $600bn at the end of the first quarter of 2024 and this impacts
dealmaking activity (Fig. 117). By the third quarter of 2024, 14,056 VC deals had been

recorded at an aggregate value of $201bn (Fig. 118), suggesting 2024 will underperform
2023 in terms of value and volume.

Fig. 1.17: Dry powder falls

Venture capital dry powder ($bn) by fund type

700
600
c
S 500
®
N
S 400
E
o 300
o
>
—
5 200
> IIIIIIIIIIIIII
0
T ANMTO OO0 ANMSTLWL ON~NWMONOO T ANMS
QOO QQOQo o Tt Ty QG qqlq
o [ () !
(8] (8] O 0O 0O 0O 0O 00O L o (@]
0000050092000 00000g0H o
Al el alalalalaNallalls) Al sl a AN NaNa NN N NaWagb-

W Venture (general) M Early stage
W Expansion/late stage W Venture debt

Source: Pregin Pro

Fig. 1.18: Deal activity remains slow
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Still, some pockets of the asset class were more buoyant, including artificial
intelligence (Al), cloud computing, fintech and clean tech. IT and healthcare typically
account for the majority of deal flow and the same is true this year so far, with both
targeting similar aggregate deal values as last year; IT is currently at $90.2bn, vs.
$127.3bn for 2023, and healthcare is at $37.8bn, vs. $48.8bn last year (Fig. 119).

Fig. 1.19: Healthcare most resilient to fall in activity
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Regionally, the drop in Asia deal activity, on the back of a severe pullback in exits and
fundraising, has made the biggest dent in the global total, whereas North America is
currently expected to improve on 2023 - its weakest year for deals since 2018 — in
terms of aggregate deal value (Fig. 1.20).
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Fig. 1.20: Asia sees greatest contraction
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2024 has carried through many of the themes we saw in 2023. Weakened fundraising,
deals and exits over the last few years is being reflected in the performance of recent
vintages. If history is any measure of what is to come, we may be coming to the end

of a more challenging time for the asset class, now that interest rates appear to have
peaked and inflation is under control — albeit longer-term rates may be higher than in
the recent past. Valuations, which have contracted since the 2021 peak, may give the
current vintage a tailwind for performance. But lower valuations are not uniform across
the asset class; demand is high in areas such as Al, where investors are prepared to
pay a premium for exposure.

Our 2024 predictions have proved somewhat mixed

Our prediction at the end of 2023 - that VC investors would negotiate fees downwards
— has not come to fruition. There has been some downward pressure on management
fees in all other private capital asset classes, but VC has been the exception. Read
more about venture capital fees in the ‘Venture capital fees and terms’ chapter.

We also predicted fundraising would take until 2025 to improve — and this has so
far proved accurate. However, the second half of this prediction, that smaller managers
may be acquired or merge, has not materialized, with few VC fund mergers despite this
occurring in other parts of the private capital industry.

Our prediction that there would be more VC secondary deals looks to be correct,
with reports that secondaries transactions have picked up since 2023. A weak exit
environment and the need for liquidity is driving selling pressure on the secondary
market. With the growth of the VC asset class, we are also seeing the ecosystem for VC
secondaries grow to cater for the greater need.

However, the pickup in deal activity we predicted for 2024 has not materialized.
Dry powder has been falling, as VC fund managers draw down on capital raised, while
fundraising has remained limited — leading to fewer and smaller deals. Most likely there
will be no pickup in activity until the fundraising environment improves and the mood
becomes more optimistic.
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Three trends shaping private

capital in 2025

Why fund managers are bullish about investment opportunities ahead - and still

need to focus on value creation

In 2024, private capital continued to experience the effects of
macroeconomic headwinds: low distribution rates, a shrinking
pool of active investors, and a sluggish exit market. Many
general partners (GPs) took a more cautious approach to
deploying capital, focusing on opportunities with solid traction
and a path to profitability.

However, the industry also saw large pockets of growth,
especially in sectors like artificial intelligence (Al) and
healthcare. Assessing the landscape, 2024 was largely a year
of normalization for private capital. While global VC investment
declined to $59.3bn in Q3 2024, a 20% decrease year on year,
the quarterly average in the first three quarters of 2024 was
almost the same as the first three quarters in 2019, before the
pandemic hit, according to Preqgin data.

Now, with less macroeconomic uncertainty thanks to
declining interest rates and the US election behind us, many
investors are optimistic about a more active year in 2025.

GPs are more bullish on deal-making opportunities

In our recent survey of nearly 300 private capital professionals
in Private Capital Predictions for 2025, 72% expect higher
deal volume in 2025 compared with 2024, and they’re re-
doubling their efforts on deal sourcing in anticipation. This
optimism appears rooted in two primary factors: a more
promising economic outlook and growing pressure on GPs to
deploy capital.

There are some tailwinds for private markets. For a
start, inflation has moderated, and elevated valuations have
begun to adjust. We saw the Fed cut rates in September and
November, and private markets continue to sit on high levels
of dry powder, $880bn for growth equity and venture capital
investors as of November 2024.

‘We've never been as excited about the opportunity
in front of us, said Alexander Ross, General Partner at UK-
based venture capital firm Illuminate Financial, on an Affinity
webinar about benchmarking success.® ‘There aren’t just lots
of tailwinds from the macro side, but also opportunities if you
build the relationships and dig under the hood’

That said, many funds are experiencing slower
capital deployment and declining fund graduation rates. As
investment periods close, there’s increasing pressure on funds
to deploy their capital. Fund managers will be hoping for
more favorable private market conditions in 2025. ‘The very
best funds recognize that good deals will always be able to

Ray Zhou
Co-Founder,
Affinity

get done, Adam Shuaib, Partner at UK-based fund Episode 1
Ventures, said on our webinar.* ‘If you want to win those deals
you need to stay ahead of the pack’

Al is a key driver of deal activity

While healthcare and fintech companies featured prominently
in private capital activity in 2024, it was Al that stole the
headlines. In Q3 2024, Al companies accounted for a fifth of all
venture funding, according to Preqin. But it was the mega deals
from numerous Al companies throughout the year, including
xAl's $6bn raise in May and OpenAl’s $6.6bn raise in October,
that caught people’s attention.

It's clear that Al is transforming the industry — not just in
terms of investments made, but in how private capital firms
operate, driving their efficiency and productivity. Firms are
figuring out where Al adds the most value in their investment
processes and where it’s just noise. Compared with last year,
there has been a substantial decrease in investors using
Al to make investment decisions, from 40% to just 13%,
Affinity data® shows.

What remains unclear is the extent to which Al is a
bubble. A key question in 2025 will likely be the scope of Al's
capabilities, including how close we are to realizing them
and which industries will see the most impact. Since the
vast majority of Al revenue remains captured by a small
handful of companies (and few application businesses have
achieved significant scale), the risk of an impending and painful
reset is there — not unlike the one we saw across tech as
a whole in 2022.

Shuaib at Episode 1 urges caution: ‘If you look at
the Gartner Hype Cycle, you have this period of inflated
expectations and then this trough of disillusionment. | think in
2025, the Al bubble is going to burst to some degree. | think
people will realize that companies branding themselves as Al
are not Al at all, and there’s just a lot of Al-washing going on —
we've seen plenty of it!

1 https://www.bain.com/insights/global-venture-capital-outlook-latest-trends-snap-chart/

2 https://bit.ly/affinity-predictions-report-2025
3 https://bit.ly/affinity-private-capital-trends-webinar
4 https://bit.ly/affinity-private-capital-trends-webinar

5 https://bit.ly/affinity-predictions-report-2025
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Value creation is front and center
A consistent theme in private capital — especially VC — over

the past several years has been the dismal state of fundraising.

Fund count is projected to end 2024 at the lowest level in
almost 10 years, according to Preqin data. Limited partners
(LPs) are exercising more caution with emerging managers and
concentrating their capital with fewer, larger players.

Competition is intense. Joe Schorge, Founder and
Managing Partner at UK-based Isomer Capital, a private
investment firm focused on European venture capital, said:
‘LPs are spoilt for choice. They might invest in your fund, but
there are 100 other funds that they also could invest in. Having
seen both sides of fundraising as a GP and LP, what | want to
hear is why you’re the best, why your thesis is powerful, why
you have some competitive advantages to what you’re doing’

GPs need to concentrate on what differentiates their
fund and firm to drive success in an already challenged arena.
Our data reflects this tougher fundraising environment, with
7% more investors® indicating they see the same or fewer
opportunities for fundraising in 2025. This doesn’t bode well,
given the suboptimal fundraising conditions in 2024.

6 https://bit.ly/affinity-predictions-report-2025
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Aside from market factors, there’s one key fundraising
challenge that’s top of mind for 50% of the investors we
surveyed: proving the value of their existing funds. LPs have
limited incentives to surrender more capital when their existing
investments haven’t paid off.

The heat is on for GPs — and not just those looking to
fundraise soon - to return capital to investors. The ones
who don’t deliver value now risk sacrificing their track record
when it’s inevitably time to raise again. Therefore, GPs are
focused on driving value creation by growing revenue in their
portfolio companies.

Gearing up for growth

Private capital faces familiar and emerging challenges —
from economic pressures to growing competition for LP
commitments and the race to create value. However, there
are signs that 2025 holds a more promising year for activity
and growth, especially for firms with the right strategies. For
private capital investors, 2025 will be a year to differentiate
and drive value.

Ray Zhou, Co-Founder of Affinity, believes every opportunity begins with a relationship—and knows that business networks become
unwieldy and harder to leverage as they grow larger. In response, he co-founded Affinity, whose CRM automatically captures and
organizes communication data, combining it with other datasets to provide the relationship intelligence needed in industries where

relationship-building is foundational to deal-making.

A native of the Bay Area, Ray met Affinity’s Co-Founder, Shubham Goel, at Stanford, where they studied computer science. Affinity is
now used by over 3,000 relationship-driven organizations worldwide, including more than 50% of the top venture capital firms. For

more information, visit affinity.co
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- Venture capital:
Preqgin’s forecasts through 2029

Venture capital assets growth is expected to slow,
while longer-term performance remains robust
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The venture capital (VC) industry has faced several headwinds over the past year,
including asset valuations, the exit environment, and interest rates. However, there may
be some relief ahead. September’s 50-basis point rate cut by the US Federal Reserve
benefits the VC environment.

Early-stage VC set for strongest assets growth

Dry powder growth is predicted to slow down over the forecast horizon, stagnating
through 2024F and 2025F before returning to growth in the later part of the period. We
predict a compound annual growth rate (CAGR) of 7.6% from the end of 2023 to 2029F,
meaning dry powder will reach $707bn by the end of the forecast period (Fig. 2.1). Dry
powder as a percentage of total assets under management (AUM) is forecast to fall
from 24.6% to 19.7%, due to a more challenging fundraising environment, while fund
managers holding assets for longer periods will contribute to less dry powder relative
to unrealized assets.

Fig. 2.1: Dry powder to remain flat from 2024 to 2025
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We forecast the strongest AUM growth among VC strategies from end-2023 to
2029F will be for early-stage, at 13.2% (Fig. 2.2), followed by venture (general) at 111%.
Late-stage, forecast to grow at 81%, will be weighed down by the challenging exit
environment, as well as greater regulatory scrutiny on mergers and acquisitions.
North America will continue to be the center for VC, growing at a CAGR of 12.8% over
the forecast period to reach $2.31tn in 2029F, as the maturity of the market attracts
capital (Fig. 2.3).
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Fig. 2.2: Late-stage to grow the slowest

Global VC AUM* by sub-strategy
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Fig 2.3: AUM growth for VC is slowing

VC AUM by primary region focus
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Robust growth (10.7%) is predicted for APAC, reaching $776bn, and Europe will grow
slowest, reaching $347bn at a CAGR of 81%, due to its more fragmented market
and lower appetite for risky assets. For APAC, late-stage is expected to experience
the slowest growth in AUM, at a CAGR of 2.8%, reaching $38bn in 2029F, as stronger
distributions mute growth (Fig. 2.4).

Fig. 2.4: APAC late-stage expected to struggle
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Fundraising expected to remain flat over 2024 and 2025

Fundraising is forecast to reach $181bn in 2029F, growing at a CAGR of 9.4% over end-
2023 to 2029F (Fig. 2.5). This high figure is due to growth rebounding from 2023, when
fundraising fell to $106bn (versus $213bn in 2022). The steep decline followed a strong
period for VC fundraising in 2021, when there was a strong exit environment and high
valuations. This drove record distributions back to investors, which were recycled back
into the asset class, driving the elevated levels of fundraising.

Following the strength of 2021 and 2022, VC fundraising faced more headwinds
that dragged total CAGR across regions and strategies in the 2020-2023 period down
to -8.5%. Within that figure, though, some region-strategy pairings achieved positive
fundraising growth. Early-stage strategies in North America, Europe, and the rest of the
world recorded CAGRs of 2.9%, 6.3%, and 8.4% respectively, and late-stage strategies
in APAC recorded 4.4% CAGR (Fig. 2.6). Later stages in North America and Europe have
borne the burden of the difficult exit environment and lower valuations achieved at
exit and this is reflected in fundraising for those strategies. Investors remain optimistic
about earlier stages, however. Total AUM has continued to increase as the difficulty in
exits has kept more assets locked up in VC.
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Fig. 2.5: Global VC fundraising to recover in 2026
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Fig. 2.6: Early-stage North America and Europe, as well as late-stage APAC,
only areas of positive growth

Regional venture capital historical and forecast fundraising by sub-strategy
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Our outlook for VC fundraising is muted for all major regions for 2024F and 2025F, and
the expectation is that it may take until 2026F before optimism from investors converts
into greater commitments. Investor sentiment is improving on VC, but with slower
distributions from VC funds in the current environment, and with some investors close
to their target allocations for the asset class, fundraising challenges remain.

Longer-term performance positive, but headwinds in the short term

Our VC performance expectations are lower for the near term, but we expect things
to pick up closer to 2029F. Internal rate of return (IRR) is forecast to be 15.6% for
end-2023 to 2029F (Fig. 2.7). Less capital going into the asset class in the near
term will help drive better performance from less competition on deals at the
latter end of our forecast horizon, and early-stage is expected to be one of the
drivers of this, with an IRR of 16.7% for end-2023 to 2029F. Late-stage strategies are
expected to underperform the rest of the asset class, with a forecast IRR of 13.8%,
while the performance of Europe is expected to lag that of other major regions
(13.8%). This is due to the aforementioned challenging near-term exit environment
and asset valuations, as well as regulatory hurdles in Europe that are expected to
impact performance.

Fig. 2.7: Performance to remain robust over the longer term
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- Weighing VC’s dry powder

With high levels of dry powder stuck in the 2021
and 2022 vintages, deployment may revert to
slower historical mean
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Venture capital (VC) assets under management (AUM) has increased more than sixfold
in the past decade, from $435bn in December 2014 to $2.8tn in September 2023. Dry
powder has grown at a similar rate, from $106bn to $645bn (Fig. 3.1). VC funds have
been growing capital inflow to match the growth of the asset class, and there have

been more than enough opportunities available for managers to deploy capital into
new start-ups.

Fig. 3.1: VC has grown more than sixfold since 2014
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Looking at dry powder by fund vintage, drawdowns have evolved over the past
two decades (Fig. 3.2, Fig. 3.3). Over the past 10 years, as more capital entered the
asset class, deployment kept pace until the 2021 vintage, when there was a severe

deterioration in deals activity. One result of this 10 years of growth has been an
increase in more specialized fund strategies.
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Fig. 3.2: Fundraising and deployment slows at the end of the Global Financial
Crisis and dotcom bust
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Fig. 3.3: Faster pace of deployment reverses in 2021 and 2022 vintages

Venture capital dry powder drawdowns by vintage year
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We measured the rate of deployment for the first four years of life for a given vintage
and used the steepness as a measure of the pace of deployment. The greater the
value, the faster the deployment of dry powder (Fig. 3.4).

Fig. 3.4: Pace of dry powder deployment accelerates to 2020

Pace of deployment of venture capital dry powder measured by steepness of the
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*3.75 years measured for this vintage
**The pace of deployment is the steepness of the slope of dry powder, for the first 4 years of vintage
since inception

The rate of deployment has changed pace in line with the macroeconomic
environment and the health of the VC ecosystem over the past 20 vintages. The
bursting of the dotcom bubble and the Global Financial Crisis (GFC) affected the rate
of capital deployment early on for vintages raising during this period, as fewer exits
impacted the recycling of capital back into the asset class. This caused the pace of dry
powder deployment into deals to slow and the amount of capital raised in later years
to decrease. More recently, there’s been a notable increase in the pace of deployment
from vintages 2014 to 2020, which is the most recent vintage for which we have data.

Pace of deployment slows for 2021 and 2022 vintages

Global VC has faced headwinds recently. The rate of deployment of dry powder for
vintages post-2021 is decreasing, as it did in the early 2000s and during the GFC. The
change to the interest-rate environment seen in the 2008-2022 period, during which
time rates were close to zero, has negatively impacted valuation multiples as well as
exit and deal activity. As a result, the pace of deployment for post-2021 vintages may
continue to slow down and revert to the historical mean.
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Fig. 3.5: VC dry powder highest in 2021 vintage

Venture capital assets under management by vintage year

700
600
500
~
C
QO
® 400
=
2 300
200
100 I
0 _ unnl
S5 YYIVYRERAOENOTWLONODOTAL
~ A
808388863880 Q20000050008006W
N VN AdAdNAdNAAANNQ W NNNNNNNNNNN8

Vintage year
B Unrealized value ($bn) ® Dry powder ($bn)

Source: Pregin Pro

*Data as of September 2023

This is already being reflected in the level of dry powder in post-2021 vintages (Fig. 3.5).
A substantial proportion of dry powder from the 2021 vintage — $204.7bn, or 317% of
dry powder across all vintages as of September 2023 - remains. The 2022 vintage has
$201.3bn in dry powder. Total dry powder appears to have peaked early in 2023, after a
decade of consistent growth, and is now down to $559.9bn in December 2023 (Fig. 3.6).
A tougher fundraising environment has forced managers to take a more conservative
approach when deploying capital and stretch out capital deployments to avoid having
to raise a new fund. As a result, deals activity has remained weak.

Fig. 3.6: Dry powder peaked in September 2023
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Greatest variance in deployment is across vintages
From 2005 to 2020, there are some differences across vintages, strategies, and regions
in the deployment of dry powder. For investors looking to manage cash flows for
capital calls, the largest variance in capital deployment is dictated by the given vintage
year, rather than the region or the strategy (Fig. 3.7). However, there are differences
across strategies and regions, too.

Early-stage strategies see a faster drawdown, on average, than late-stage and
general strategies (Fig. 3.8). This may be due to the more complex due diligence and
greater amounts deployed by late-stage and general funds.

Fig. 3.7: Vintage year has most influence on dry powder level

Dry powder drawdown by vintage year

200%
150% /\
100%

50%

Average proportion of
dry powder available

0%
1 2 3 4 5 6 7 8 9 10
Years since inception
—Vintage 2004 — Vintage 2005 — Vintage 2006 — Vintage 2007
——Vintage 2008 ——Vintage 2009 — Vintage 2010 —— Vintage 2011
—Vintage 2012 ——Vintage 2013 — Vintage 2014 Vintage 2015
—Vintage 2016 —— Vintage 2017 Vintage 2018 Vintage 2019
——Vintage 2020 Vintage 2021

Source: Preqin Pro, as of May 2024

Fig. 3.8: Early-stage funds are faster to draw dry powder

Average proportion of dry powder available from year one by strategy,
years 2005 to 2020
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North America-focused funds deploy dry powder the fastest, with APAC significantly
slower than other regions (Fig. 3.9). The increase in the average pace of capital
deployment for APAC-focused funds in the second year since inception suggests

that funds tend to remain open for longer periods of time to raise capital, with a
significant amount of capital being raised in the second year of the fund’s life. This is
due to regional nuances. APAC has a less established fundraising environment and VC
ecosystem than North America.

Fig. 3.9: APAC deploys dry powder at slowest rate
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2005 to 2020
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Demographics and disease will continue to
drive venture capital into biotechnology over
the long term
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expenditure expected to grow from $4.5tn in 2022 to $7.7tn in 2032 Private markets
have been pivotal in funding innovation to meet the demand for healthcare services as
' aging populations across the OECD drive demand further.
‘\'> Venture capital (VC) has played a key role in the development of technology in
‘ healthcare. As part of this, biotechnology (biotech) has been capturing a greater share
of unrealized value.? There continues to be ample opportunity for biotech as recent
innovations and developments in research drive higher-quality treatments for cancer,
obesity, women’s health, and neurodegenerative and cardiovascular diseases, all of
which are areas of interest for the coming decade.

P The US remains the largest market for healthcare globally, with total healthcare
Iy = &

e/
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—_—

Michael Patterson, CFA
Senior Associate, Venture Capital
michael.patterson@pregin.com

Biotech now represents more than 60% of healthcare VC AUM

Healthcare assets under management (AUM) in VC have been growing rapidly over the
past 10 years, from $63bn in 2013 to $293bn at the end of 2023 (Fig. 41). Biotech has
increased as a share of healthcare AUM over this period, from 57% in 2013 to 61% at the
end of 2023, reaching $180bn.

Fig. 4.1: Biotech still highest share of healthcare-focused VC
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Stronger fundraising for healthcare and biotech has helped fuel AUM growth.
However, in line with the wider VC asset class, fundraising has recently been falling
for healthcare, from $42.8bn in 2021 to $21.7bn in 2023. Furthermore, there’s been
a greater drop-off in fundraising for VC biotech strategies since 2021, from $32bn to
$12bn in 2023.

Exit environment drags stellar performance of biotech VC

A more challenging VC exit environment has meant biotech and healthcare fund
returns have underperformed the rest of the VC asset class since 2021. This followed
a period from 2014 to 2020 in which both were consistent outperformers for

rolling three-year horizon IRRs, with biotech outperforming the general healthcare
industry (Fig. 4.2).

1 According to the Centers for Medicare & Medicaid Services, a federal agency within the US
Department of Health and Human Services: https://www.cms.gov/data-research/statistics-trends-
and-reports/national-health-expenditure-data/projected

2 Biotechnology is listed as a subset of healthcare in Preqgin Pro
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Fig. 4.2: Biotech VC performance turns weaker

Venture capital: rolling three-year horizon IRRs by strategy
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Although biotech and the general healthcare industry’s three-year horizon IRRs were
-4% and -6% respectively as of December 2023, this can be viewed as a temporary
setback and may not be indicative of their longer-term performance. This is because
vintages that are early in their lifecycle still have time for investments to mature and
drive better performance over a 10-year lifespan, which is typical for VC funds. Exit
horizons for biotech remain further out than for the rest of VC and healthcare, with an
average holding period until exit of 7.7 years (Fig. 4.3). This is due to the longer periods
of time required to develop and bring to market new therapies.

Fig. 4.3: Exit horizons reach 7.7 years on average
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Some of the larger VC biotech deals over the past 10 years have been in cell therapy,
the use of Al in drug discovery, and the development of biomarkers to identify

disease. Biotech has been driving an increasing share of aggregate exit value for the
entire VC asset class, up from 21% in 2023 to 38% in the first half of 2024, providing a
more consistent source of liquidity to investors. This has been a growing trend in the
healthcare industry: biotech accounted for 90% of healthcare exits in 2023, at $57bn —
up from just 55% ($15bn) in 2012 (Fig. 4.4, Fig. 4.5). This is fueled by breakthroughs in life
sciences research opening avenues for either new or improved therapies.

Fig. 4.4: Nine in 10 VC exits in healthcare are biotech

VC-backed biotech number of exits by type*

400 100%
v9)
80% @
300 59
70% o
0 o 0
£ 250 60% =
) o ©
« 200 50% £
© 3
. [¢) Q
S 150 40% QQ
30% ©® 0O
100 ® O
20% ;g
50 ZIS
I I I 10% °
0 0% =4
o = AN MO < O O N~ 0 O 8 XJ (Qll 8 g
- o by - by gy by - by oy
S SR RQRLRLRggLRL LS
=

mm \Write-off
= Sale to GP
. | PO*

= Trade sale

——Biotech exits as a proportion of total healthcare exits

Source: Pregin Pro

*IPO Includes IPO and private placement. Trade sale includes trade sale, merger, sale to management

PREQIN

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.



insights®

PREQIN

Fig. 4.5: Higher-value biotech exits seen by trade sale
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VC-backed biotech aggregate exit value by type
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Trade sales to larger biopharma are the main route to exit, making up the bulk of
aggregate exit value for biotech start-ups in recent years. This is because larger
biopharmaceutical companies need to acquire promising biotech start-ups® to bolster
sales pipelines as patents near expiration. Some of the most active acquiring firms
are Bristol-Myers Squibb Company, Merck & Co, Novartis International AG, and Gilead
Sciences, according to Preqgin Pro. However, IPOs were responsible for a lot more of
the overall exit value in 2021 and 2022, due to a particularly buoyant period for public
listings in general. One such example was the US IPO of Sana Biotechnology for
$588mn in February 2021.

Many biotech start-ups require large capital investments following exit to
progress promising therapeutic candidates through clinical trials. This is evident in
the 20 largest exits over the past 10 years, of which only one was through an IPO; the
rest were acquisitions by established and cash-rich biopharmaceutical companies
(Fig. 4.6). April 2024’s $4.9bn trade sale of Alpine Immune Sciences, a biotech firm
which focuses on therapies for autoimmune and inflammatory diseases, to Vertex
Pharmaceuticals Incorporated, a large biopharmaceutical company, is the largest
transaction to date in 2024.

3 https://www.goldmansachs.com/insights/articles/pharmaceutical-companies-have-700-billion-for-

acquisition
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Fig. 4.6: Celgene completes the largest biotech deal in the past decade

Top 20 largest biotech VC exits, last 10 years

From first
Deal value First funding funding to
Company (country) Deal date Deal type ($mn) Acquiror stage known  exit (years)
Celgene (US) 03-Jan-2019 Trade sale 74,000 Bristol-Myers Squibb 2/15/07 12
Company
Karuna Therapeutics, Inc.  22-Dec-2023 Trade sale 14,000 Bristol-Myers Squibb 8/2/18 5
(us) Company
MyoKardia, Inc. (US) 05-0ct-2020 Trade sale 13,100 Bristol-Myers Squibb 9/11/12 8
Company
Prometheus Biosciences, 16-Apr-2023 Trade sale 10,800 Merck & Co., Inc. 9/26/17 6
Inc. (US)
AveXis, Inc. (US) 09-Apr-2018 Trade sale 8,700 Novartis International AG ~ 1/9/15 3
GRAIL, Inc. (US) 21-Sep-2020 Trade sale 8,000 Illumina, Inc. 1/10/16 4
Stemcentrx (US) 28-Apr-2016 Trade sale 5,800 AbbVie 3/1M/M 5
Abcam plc (US) 28-Aug-2023 Trade sale 5,700 Danaher Corporation 6/3/1 12
Global Blood 08-Aug-2022 Trade sale 5,400 Pfizer Inc. 5/31/12 10
Therapeutics, Inc. (US)
Tesaro, Inc. (US) 03-Dec-2018 Trade sale 5,100 GlaxoSmithKline Plc 5/26/10 8
Alpine Immune Sciences, 10-Apr-2024 Trade sale 4,900 Vertex Pharmaceuticals 1/18/14 10
Inc. (US) Incorporated
Forty Seven, Inc. (US) 02-Mar-2020 Trade sale 4,900 Gilead Sciences, Inc. 2/24/16 4
Turning Point 03-Jun-2022 Trade sale 4,100 Bristol-Myers Squibb 1/2/14 8
Therapeutics, Inc. (US) Company
Advanced Accelerator 30-Oct-2017 Trade sale 3,900 Novartis International AG ~ 10/17/03 14
Applications S.A. (France)
Principia BioPharma Inc.  17-Aug-2020 Trade sale 3,680 Sanofi S.A. 2/10/M1 9
us)
Auspex Pharmaceuticals, 30-Mar-2015 Trade sale 3,500 TEVA Pharmaceuticals 5/7/08 7
Inc. (US)
Chinook Therapeutics Inc. 12-Jun-2023 Trade sale 3,600 Novartis International AG ~ 2/6/19 4
us)
BeiGene Ltd. (China) 15-Dec-2021 IPO 3,431 N/A 1/114 7
Translate Bio, Inc. (US) 03-Aug-2021 Trade sale 3,200 Sanofi S.A. 1/30/11 10
Morphic Holding, Inc. (US) 08-Jul-2024 Trade sale 3,200 Eli Lilly and Company 6/30/16 8

PREQIN

Source: Pregin Pro, data as of July 2024
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Biotech deal activity has been impacted less than VC generally

Deal activity is still in decline from the 2021 peak, when 2,527 biotech deals recorded
an aggregate deal value of $70.3bn (Fig. 4.7). In 2023 there were 1,641 deals with an
aggregate value of $32.5bn. Biotech tends to be higher on the risk spectrum, but while
high interest rates have made investing in bets with longer investment horizons less
favorable, there has not been an outsized impact to the volume or aggregate value of
deals compared with the rest of the VC asset class.

Fig. 4.7: Biotech deal activity continues to weaken
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Macro and political uncertainties remain for the healthcare industry. Policy reforms,
such as the Inflation Reduction Act (IRA) introduced under the administration of US
President Joe Biden, may have longer-term consequences that impact which start-ups
receive investment. However, it is still too early to tell how much of an effect the finer
details of the IRA, including drug pricing,* will have, or if it will be kept in its current
form by the new administration in 2025. Structural drivers may provide optimism for
VC funds elsewhere. Rapid growth in investment in the APAC healthcare market,® with
deals increasing from $1.4bn in 2012 to $13.3bn in 2023, reflect consumers’ increasing
willingness to spend more on their health and on better services. North America and
Europe have grown at a slower pace, from $10.7bn to $31.0bn and $1.7bn to $7.9bn
respectively, from 2012 to 2023.

In addition, biotech is positioned well for a lower-interest-rate environment, but
some US policy risk may emerge in 2025 based on some of the views held within the
Trump administration®. The US Federal Reserve (Fed) reduced rates in September
by 50-basis points and again by 25-basis points in November. A prevailing softer
stance from the Fed going into 2025 would provide a tailwind that could drive more
exits via IPO.

4 https://www.ft.com/content/718b52e8-9c57-4dcf-b2f4-84cf8d7da2lc

(&3]

https://www.bain.com/insights/asia-pacific-front-line-of-healthcare-2024/

6 https://www.bbc.co.uk/news/articles/c4gx3kkz8z30
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Venture capital (VC) investments are facing a decline in performance. This is in stark
contrast to the period from the start of the COVID-19 pandemic until the end of 2022,
during which VC funds outperformed other asset classes. In the two quarters following
this peak, many VC investors witnessed a downturn in valuations, mirroring the trends
seen in the S&P SmallCap 600 Information Technology Index and the broader MSCI
World Small + Micro Cap Index (Fig. 51). These indices are chosen for comparison

due to both the size of VC-backed companies (mostly smaller companies) and their
VC investment sector tilt, which is heavily oriented toward information technology

(IT) companies (approximately 60% of actively backed VC companies are classified as
IT investments).

Fig. 5.1: Venture capital experiences promising uptick in first quarter

Venture capital indices performance vs. public markets
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Unlike their public counterparts, VC indices did not experience a recovery in 2023
and recorded negative returns for that year. VC’s poor performance was highlighted
by the record proportion of down rounds for VC investments. Consequently, the
outperformance of VC during 2021 and 2022 has been eroded. Looking at cumulative
returns over the past five years, public market indices either caught up with or
surpassed VC returns, depending on the strategy.

Newest vintages hit hardest in market drawdown

Vintages that made significant investments during the boom years of 2020 and 2021
are likely suffering now from high valuations at the point of entry. The industry is
refocusing on metrics such as revenue and cash flow and generally buying in at a lower
valuation across the investment landscape. The median net internal rate of return (IRR)
for the 2021 vintage currently sits at 3.7%, significantly below older vintages that are
posting double-digit IRR figures. The contrast is even starker for third-quartile funds,
where the IRR is negative, at -3.8% for the 2021 vintage (Fig. 5.2).
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Fig. 5.2: VC performance drops for newer vintages
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These results resemble those of vintages that operated during the maximum
drawdown period of the dotcom-crash era, when the median IRR was barely above
water and third-quartile funds exhibited significant losses. However, unlike in the case
of the early 2000s vintages, there are positive signs of a bounce-back, suggesting that
VC may not reach those depths in the near future.

Fig. 5.3: Europe outperforms in the longer and shorter term
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Europe VC outperformance in the shorter and longer term

In contrast to private equity, VC funds in Europe have outperformed their North
America counterparts over a 10-year time horizon (Fig. 5.3). Although North America
VC funds outperform over a five-year timeframe, Europe has also delivered superior
returns at index level over shorter timeframes. This is due to two key factors — namely
that the VC market in North America sees higher dispersion, and that the performance
impact of larger funds is disproportionate.

Looking at vintages between 2013 and 2021, the median IRR is higher for North
America-focused funds than Europe-focused funds. But so too are the extremes; the
funds experiencing the highest and lowest net IRR were also in North America. Since
the Preqgin Quarterly Index is market-cap weighted, poorer performance of larger
funds in North America has brought down the index, pushing weighted net IRR in
Europe’s favor.

Fig. 5.4: VC down rounds remain at a historical high
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Down rounds affect 20% of VCs in first quarter of 2024

The proportion of down rounds in VC-backed companies remains at a historical high.
Preqin data shows there were down rounds in one in five new VC funding rounds
during the first quarter of 2024 (Fig. 5.4).

This means that 20% of VC-backed companies received capital at a lower
valuation than during the previous funding round — nearly double the proportion (12%)
at the height of the pandemic, and well above the five-year average of 8% between
2018 and 2022. Breaking this down from series A to series D, it becomes clear the
increase in down rounds is more pronounced for later-stage companies (Fig. 5.5).

Weaker investor sentiment, which directly influences the prices investors are
willing to pay, tends to affect later-stage VC-backed companies more, as they are
generally higher-stake investments with valuations that are more sensitive to market
movements based on near-term performance expectations. The mark-to-market
impact can often be amplified, especially for those with an imminent exit.

Early stage not immune to weaker sentiment

Even though early-stage down rounds were less common than later-stage down
rounds, they still accounted for 16% of series A valuations in our first-quarter
data, which is almost a record high. In the current market, investors tend to favor
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Fig. 5.5: Down rounds most common in series D
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earlier-stage VCs due to their smaller commitments and longer incubation periods.
This usually provides some degree of protection from external market volatility,

but it doesn’t mean these investments will be completely immune to downward
market pressure.

Early-stage investments are typically held at cost until a new round of funding
triggers a re-evaluation. But with slower deal activity in the market, more GPs and
investors are increasingly writing down early investments that are not performing as
well as expected.

Mixed fortunes across different sectors

In terms of sector differences, around one-third of down rounds in the first quarter of
2024 were in software (a subset of the IT industry) — unsurprisingly, given it typically
accounts for around one-third of VC deals (Fig. 5.6). Biotech and medical equipment
and devices down rounds also persisted in the quarter, increasing to 16% and 9%
respectively. This reflects not just tempered investor enthusiasm since the pandemic,
but also the underperformance of biotech in public equity markets.

On the other hand, artificial intelligence (Al) and cleantech — including the
renewable energy and electric vehicle sectors — are among the most active industry
verticals. Al-related transactions made up 30% of VC deal value' in the first three
quarters of 2023, and are now among the biggest deals, with some notable up rounds.
We see this as an ongoing theme that extends beyond VC, with public equity valuations
for Al-related companies also rallying through 2024. Going into 2025, investors appear
willing to pay a premium for exposure to popular sectors such as Al and are keen
to seek out opportunities, particularly among early-stage start-ups. While VC post-

1 https://www.pregin.com/insights/research/reports/private-asset-valuations-venture-

capital-g3-2023
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Fig. 5.6: One-third of down rounds in software
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Fig. 5.7: Al deals swing series D valuations
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money valuations for Al companies are trending below 2021 highs overall, the averages
vary widely between quarters, especially at later stages where deal volumes are
thinner (Fig. 5.7).

VC investors in a stronger position

While the general downward valuation trend for VCs means entry prices are lower, it

is not the only thing that has turned in favor of VC investors/funds. The percentage

of equity sold also underlines that the balance of power between VC investors and
founders has shifted toward the former in 2024.

Preqin data indicates a steady increase since 2021 in the average percentage
sold at each round, which means founders are agreeing to more ownership dilution as
investors gain more control (Fig. 5.8). For example, seed investors were buying around

Fig. 5.8: Start-ups are selling more equity
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Source: Preqgin Pro. Data as of June 2024

20% of a company in the five years up to 2021, but this has increased to more than
25% this year. Even if company valuations remain the same, if investors get more
equity they get more upside potential.

Our near-term outlook for VC remains clouded by an uneven recovery. We expect
vintages that deployed more capital around 2021 and 2022, when valuations were
relatively high, to be under pressure — a view backed by the continued high proportion
of down rounds reported. But investors who have remained cautious toward new VC
investments may, for the reasons outlined above, be emboldened by the softer deal-
making environment.

We expect VC to outperform other alternative asset classes over the longer term
despite some near-term risks (Fig. 5.9). For more analysis on our forecasts for venture
capital, see ‘Venture capital: Preqin’s forecasts through 2029’ chapter.

PREQIN
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Fig. 5.9: VC will continue to outperform other alternatives
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Investor views on pricing for VC assets more
promising now than in the past four years
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Exits continue to be the main area of concern for VC fund managers and investors
ﬁ alike. Asked what the key concerns were for return generation, 75% of managers and
e 61% of investors cited exits, with asset valuations coming in second at 47% and 52%
::‘ respectively (Fig. 61, also see Fig. 614 in datapack). One area of difference is that
‘\W> 40% of investors are still concerned about interest rates, compared with just 20% of
‘ fund managers.

Michael Patterson, CFA
Senior Associate, Venture Capital Fig. 6.1: Investors and managers aligned on key challenges
michael.patterson@pregin.com

Investors were asked: ‘What are key challenges for return generation in the next

12 months?’
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*Inflation was first included as a challenge in 2022

When it comes to asset valuations, some pockets of VC are getting more attention than
others. This means managers are seeing a wide dispersion of valuations for portfolio
assets; 27% say they are higher than 12 months ago, 29% say they are the same and
38% say they are lower (Fig. 6.2) — an improvement on the past two years, when the
large majority (69%) saw a fall in valuations. Investors hold a similar perspective, but
with marginally fewer seeing a drop in valuations and more (49%) seeing valuations
hold steady (see Fig. 615 in datapack).

Fewer assets see fall in valuations

Over half of VC managers (58%) believe VC assets are overvalued (Fig. 6.3). Investors
are more optimistic though, with only 48% believing assets are overvalued (Fig. 6.4)

— this proportion, while still large, has improved steadily since the 73% recorded in
2022. Some of the excess has been drained out of the market of late, such that 52% of
investors now see asset prices as either fairly or undervalued — the most positive view
in four years.

PREQIN
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Fig. 6.2: Managers hold the view that fewer assets are being priced lower

Managers were asked: ‘On average, how have valuations for companies/assets
changed compared to 12 months ago?’
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Fig. 6.3: Managers still see VC as overvalued

Managers were asked: ‘In venture capital do you think portfolio
companies/assets are...”’
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Fig. 6.4: Investors see VC as the least overvalued it has been in the last
four years

Investors were asked: ‘How do you view portfolio company/asset pricing?’
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VC still falling short of investor expectations

Lower mark-to-market asset valuations since 2022 have meant that VC is falling short
of investor expectations. The silver lining though, is that the contraction in valuations
will mean the asset class is well positioned for future performance. Investors have not
been this optimistic about performance improving over the current year since the end
of 2020 (Fig. 6.5). Noting this, performance over 2024 has been abysmal, with the latest
rolling one-year horizon IRR' a mere 1.2% as of March 2024.

1 https://pro.pregin.com/analysis/privateCapitalPerformance/horizonIRRs/rolling-one-year
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Fig. 6.5: Investors optimistic on performance improving

Investors were asked: ‘How will next 12 months’ performance compare to previous

12 months?’
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It may not, therefore, come as a surprise that it is getting no easier to attract capital.
VC fund managers report that investor appetite for VC was down over the past 12
months, with 57% of managers seeing either a slight or significant decrease; asked the
same question at the end of 2023, 61% of investors reported a drop in interest over
the year (Fig. 6.6). This is partly due to disappointing returns for recent vintages and
distributions not keeping pace with investor expectations.

Fig. 6.6: Appetite for VC as viewed by managers still weak

Managers were asked: ‘How has institutional investor appetite for venture capital
changed over the past year?’

o 100%
+—
C
(0]
T 80%
o
[oN
§’ 60%
Y
o
c  40%
o
B
S 20%
e
& 0%

Nov-21 Nov-22 Nov-23 Nov-24

M Significant decrease in investor appetite
M Slight decrease in investor appetite

W No change

M Slight increase in investor appetite

W Significant increase in investor appetite

Source: Preqgin Fund Manager Surveys, November 2021-2024

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.



. . +
|n5|ghts PREQIN 2025 GLOBAL REPORT: VENTURE CAPITAL—58

Considering this, we may see an improvement in fundraising over the coming year,
given that the proportion of investors looking to increase their commitments to VC
(31%) outweighs those cutting their allocations (23%) (Fig. 6.7) — an improvement on
intentions for 2022 and 2023. The challenges facing the asset class since 2021 look
to have largely played out, and although there may still be some potential for further
downside, the tide appears to be turning. It may well take until 2026, however, for
fundraising to return to a normal level.

Fig. 6.7: Investors expecting to allocate more capital overall

Investors were asked: ‘How much capital will you commit in the next 12 months?’

Nov-19 Nov-20 Nov-21 Nov-22 Nov-23 Nov-24

100%
90%
80%
70%
60%
50%
40%
30%

Proportion of respondents

20%
10%

0%
W More capital M Same amount of capital M Less capital

Source: Pregin Investor Surveys, November 2019-2024

Fig. 6.8: Exits expected to improve in 2025

Managers were asked: ‘How do you think the exit environment will change over the
next 12 months?’
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The majority (62%) of VC fund managers predict a more receptive exit environment
for 2025. Noting this, 40% of managers asked the same question in November 2023
believed the coming year would bring more exit activity (Fig. 6.8), and this did not
materialize. In fact, exits plummeted over the course of 2024, reaching $111bn at the
end of the third quarter, vs. $270bn for the full year in 2023.

The two main areas where managers expect to see more exits are trade
sales (60%) and IPOs (47%) (Fig. 6.9). The 75 basis points cut to US interest rates in
September and November, possibly followed by further cuts, will act as a tailwind for
exits. The change in US government administration in January is expected to bring a
softer approach to M&A, with Federal Trade Commission (FTC) chair Linda Khan, who
has closely scrutinized M&A, replaced. This may facilitate exits? that would otherwise
have been blocked by the FTC.

Fig. 6.9: Managers expect more trade sales as exit route

Managers were asked: ‘Do you think we will see more or fewer of the following types
of exit over the next 12 months?’

100%
90%
80%
70%
60%
50%
40%
30%
20%

10%
0%

B More exits M No change M Fewer exits

Proportion of respondents

IPOs

Trade sales
Sale to GP
Refinancing
Insolvency/
administration

Source: Pregin Fund Manager Survey, November 2024

The outlook on best opportunities remains stable

The US remains investors’ favorite developed market, cited by 93% of respondents,
up from 80% in November 2023 (Fig. 610), This is largely due to the US being a low-
regulation, start-up-friendly environment, where capital is easier to raise. Western
Europe and the UK, out of favor with investors since 2022, remain so. VC fund
managers agree with investors that the US is the key market for VC, but also hold
regions outside the US in higher regard (Fig. 611).

2 https://www.ft.com/content/79f87a7f-66b2-454e-8f58-8d5f535cce66
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Fig. 6.10: US becomes even more attractive to VC investors

Investors were asked: ‘Which developed markets present the best opportunities?’
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Fig. 6.11: Europe falls further out of favor for VC managers

Managers were asked: ‘Which developed markets present the best opportunities?
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In terms of developing markets, both investors and fund managers agree that India
presents by far the best opportunity (Fig. 612, Fig. 613), having overtaken China back in
2022. However, even with 10 years of solid growth in VC capital raised by India-based
managers, the market remains relatively small compared to that of China. South

East Asia continues to be the second most favored area of interest for investors and
fund managers (30% and 35%), while the Middle East (25%) is piquing fund managers’
interest but remains under the radar for investors (9%). A recovery in global fundraising
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may give an outsized boosting to the amount of capital flowing into emerging markets,
particularly Asia. Investors are aware of Asia’s promising demographics — many of these
rapidly growing economies have young, tech-savvy populations — which will continue
to entice managers with the knowhow to navigate these regional markets.

Fig. 6.12: India remains key region of interest in developing markets

Investors were asked: ‘Which emerging markets present the best VC opportunities?’
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Fig. 6.13: Greatest rise in manager interest for Middle East

Managers were asked: ‘Which emerging markets present the best opportunities?’
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Venture capital (VC) assets under management (AUM) are forecast to increase at an
1.7% CAGR from the end of 2023 to 2029F, the second-highest growth rate among
private market asset classes. Despite the current downturn, the fundraising outlook

is also positive, with a 9.4% CAGR over the same horizon. The outlook for fees is more
nuanced and below we look at three core aspects in which VC fees differ from those of
other asset classes: the level and direction of management fee rates; the incidence of
management fee discounts and offsets; and carry structures.

VC management fees have been the highest; now they’re higher still

Over the past 20 years, VC mean investment period management fee rates have often
been the highest among asset classes (Fig. 71). This could be due to a couple of factors:
strategy and fund size. First, as an active strategy, VC tends to be more time- and risk-
intensive than some other private asset classes. For example, VC managers typically
source and work with founders to build a start-up into revenue and ultimately into
positive cash flow, which generally contains more risks than a direct loan agreement.

Fig. 7.1: VC management fee rates frequently highest among asset classes
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Second, VC fund sizes averaged $121mn in 2023, or about 15% of the size of the
average private equity fund! Fund size serves as a proxy for the management fee
basis, or the base on which the fee rate is levied. For example, a 2% management
fee on a $1bn private equity fund will yield a gross fee of roughly $20mn dollars per
annum,? assuming the management fee basis is initial commitment.® For a $120mn
VC fund, a 2.25% management fee on initial commitment would yield $2.7mn in gross
fees per annum.

1 Although private equity fund sizes have grown considerably over the past 15 years, VC fund sizes
have stayed relatively stable.

2 Management fees are not charged on the GP’s commitment to the fund.

3 In private equity, 96% of single basis funds base management fees on initial commitment,
according to Term Intelligence data. In VC, 89% of single basis funds base management fees on initial

commitment.
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In the first half of 2024, both mean and median were up from last year and at their
highest level since 2011 (Fig. 7.2). The median reached 2.05%, up from 2.00% where it
had been stable since 2012. The mean, which has hovered around 2.00% since 2019,
was up significantly, at 2.24%. We note the 2024 figures could change once additional
data is available through the end of the year.

Fig. 7.2: Average management fees at highest level since 2011
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Management fees paid close to fees expected due to lower offsets, no discounts
This year, we created a model of actual net management fees paid and expected gross
management fees for each year of a VC fund’s life (Fig. 7.3). The net fees are derived
from Freedom of Information Act (FOIA) data, and the expected gross fees are based
on Preqgin Term Intelligence data.* Over a 12-year lifespan, a fund’s average net fees are
18.72% of an investor’s commitment, while the expected gross mean fees are 19.71% of
an investor’s commitment. This means, on average, the rates in the limited partnership
agreement (LPA) are close to — less than one percentage point away from — the rate an
investor will pay. This is a smaller gross-to-net spread than in most asset classes.

The gross-to-net spread results from management fee offsets, discounts,
waivers, and rebates. The latter two are largely unpredictable and vary by fund. Here
we focus on the former two. Term Intelligence tracks seven kinds of management fee
offsets. In VC, directors’ fees are offset in 92% of LPAs of vintages 2020 to 2024 and
advisory fees are offset in about 88% of LPAs (Fig. 7.4). VC managers frequently sit
on portfolio companies’ boards and provide advisory services; these are services for
which VC managers receive compensation from the portfolio companies. In response,
LPs can request this portfolio company fee income offsets the management fees they
pay. Compared to other asset classes, VC LPAs offer the fewest offsets, particularly for
excess organization costs (42%), monitoring fees (43%), and placement fees (43%).

4 For a complete list of assumptions, please see chapter 11 of The 2024 Preqin Private Capital Fund

Terms Advisor report.

Copyright (c) 2024 Preqin Ltd. All rights reserved. This report is intended for Preqin Insights+ subscribers only and should not be redistributed or shared.



. . +
|n5|ghts PREQIN 2025 GLOBAL REPORT: VENTURE CAPITAL—66

Fig. 7.3: Expected VC gross fees close to net fees paid
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Fig. 7.4: VC fee offsets not as generous as those in other asset classes
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In private markets, management fee rates may be eligible for fee discounts. Such
discounts are typically reserved for LPs with large commitments or LPs who commit
capital before the first close, both of which are valuable to GPs as they reduce the
administrative burden and bring an element of certainty. While these discounts are
fairly widespread in LPAs across asset classes, they are not seen in the VC LPAs in
our Term Intelligence database (Fig. 7.5). It is possible that discounts are included in
side letters rather than — or in addition to — LPAs, but anecdotal evidence suggests
this is uncommon.

Fig. 7.5: VC fee discounts are not found in our data
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VC performance structures are GP-friendly, in an effort to incentivize
strong performance
VC funds have historically recorded high returns, despite coming under pressure
recently. From 2017 to 2023, the internal rate of return (IRR) for VC funds was 16.4%.°
Managers expect to be handsomely compensated for outsized returns, so aspects
of the performance fee are designed to incentivize performance. In 70% of VC funds,
there is no hurdle rate. This means any profit, regardless of whether it corresponds to a
1% IRR or a 20% IRR, will be split between the LP and GP.

A premium carry structure — rare outside VC — activates a higher carry rate once
a second (or first in the case of a no hurdle for the first level of carry) hurdle is cleared.
It could be that the first carry rate was 20% upon reaching a 1.5x multiple on invested
capital. The second or premium layer could then be a 25% carry rate upon reaching a
2.5x multiple. In our data, the median premium carry rate was 30% for most premium
carry structures (Fig. 7.6). This structure may appear GP-friendly and incentivize strong
performance but, as the saying goes, there is no such thing as a free lunch.

5 See Future of Alternatives 2029 data pack- https://www.pregin.com/insights/research/reports/

future-of-alternatives-2029?chapter=high-hopes-for-private-debt
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Fig. 7.6: Carry rates can reach 30% for premium carry
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For more analysis on VC fees and terms, please read The 2024 Preqin Private Capital
Fund Terms Advisor.®

6 https://www.pregin.com/insights/research/reports/the-2024-preqin-private-capital-fund-terms-

advisor
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Predictions

It could take until 2026 for
fundraising to improve

Our outlook for VC fundraising, as discussed in our
earlier chapter ‘Venture Capital: Pregin’s forecasts
through 2029, is that it may take until the end of
2025 — and most likely into 2026 — before optimism
from investors converts into greater commitments.
According to our latest survey in November,
investor sentiment is improving on VC, but with
slower distributions from VC funds in the current
environment, and with some investors close to their
target allocations for the asset class, fundraising
challenges remain.

Deal activity for technology will
pick up

Deal activity in 2024 is underperforming 2023 in
terms of value and volume but we expect this trend
to reverse over 2025. We expect deals will increase
overall in terms of number and value, but this will be
driven by areas of specific interest for fund managers
deploying capital, such as technology. Industries

not in favor will see less of a bounce. Artificial
intelligence, cloud computing, fintech and cleantech
are expected to be among the winners.

PREQIN

Exits will start to show signs of
improvement from mid-2025

2024 looks set to be the weakest year for aggregate
exit value since 2017, and the weakest for exit
volume since 2012. As of the end of the third quarter,
there have been 852 exits with an aggregate value
of $112bn. We expect to see more exits from mid-
2025 onwards, as rate cuts feed through to higher
valuations and provide a better environment for

VC fund managers to realize some distributions
back to LPs. The likely appointment of a new chair
of the Federal Trade Commission in the US — one
who will be less scrutinous on M&A — should help
drive VC exits.

Performance will improve from a
low point

Late-stage strategies are expected to underperform
compared with early stage, due to the challenging
near-term exit environment and asset valuations.

By the end of 2025, however, we expect the Preqin
Quarterly Index for venture capital will start to
reflect a slow but improving sentiment for the asset
class fueled by an increase in exits and improved
valuations. The 2024 vintage will perform better than
vintages 2021 and 2022.
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