)
L 5
o

S

Hamilton Lane

Research

THE MYTH OF
PEAK VENTURE

By Miguel Luifa, Principal

To the casual observer, it may seem like all
signs are pointing to ‘peak venture.” The news
is full of stories exposing the excesses of the
industry and predicting its imminent collapse.

And to be fair, there's plenty for people to worry about:
fundraising for venture is at an all-time high; prices by
round are setting records; unprofitable IPOs are back
in vogue with public investors willing to bet big on
businesses burning through cash; and possibly the most
alarming indicator of all, Patagonia is so concerned by
its association with the image of VCs that it announced
it will no longer allow financial firms to add their logos
to their signature fleece vests. An entire generation of
aspiring venture capitalists cut off from the one piece of
clothing that expresses their love for both casual outdoor
adventures and MOIC.

One of the problems with the “peak venture” view is that
these same market factors have been in effect for years,
and yet the market has continued to take off, seemingly
unfazed. Venture and growth equity have consistently
outperformed the broader private markets, the developed
market buyouts and the public benchmarks over the last
one-, five- and ten-year periods.
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Hamilton Lane Growth Markets Performance

Time-Weighted Return

Strategy Q3 10-

1-Year Year

5-Year

14.7%

All Private Markets 3.1%

Developed Markets Buyout' 3.6% 185% 14.6% 11.9%
VC/Growth 43% 201% 158% 12.0%
5.2% 206% 157% 11.2%

Growth
Strategies 3.4% 19.6% 157% 13.7%
3.6% 152%  11.1%  11.1%

Source: Hamilton Lane Data Bloomberg (March 2019). Return figures are geometric
averages of USD time-weighted returns. Returns longer than one year are annualized
" Buyout focused funds in North America and Western Europe

2 Russell 2000 Index, net reinvested dividends

And, in that same period, HBO has filmed five seasons of
Silicon Valley — so shouldn't the euphoria have subsided
by now? What's fueling this market beyond Soylent
and raw ambition? To answer that, we zipped up our
vests, laced up our Allbirds and dove into our data to
better understand what's driving this growth and how
sustainable it could be.
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Global Venture and Growth Fundraising by Strategy
USD in Billions
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Peak Fundraising

Conventional wisdom developed after the last tech
crash dictated that the venture industry is not scalable.
Any increase in fundraising simply dilutes returns, as it
doesn't produce more winners and wastes money on
the eventual losers. It seemed like every venture capital
firm in the early 2000s downsized its fund and promised
never again to repeat the sin of raising too much capital.
But today, venture firms are back at it, raising multi-
billion dollar funds and driving global venture fundraising
to even greater heights. Are we in danger of repeating
the same mistakes? Is this scooter-riding crop of fresh-
faced VCs too petulant to learn from their elders?

Or, are there perhaps some fundamental differences in
the market today?

When we compare today’s global VC market, a couple
key differences stand out:

1. Emergence of the late-stage market

In 1997, Amazon went public with quarterly revenue
of $17 million and a total market value of $438
million’. The company was three years old. Google,
which had a near-record $23 billion valuation at the
time of its IPO in 2004, was the ripe old age of six?.
In the past, companies tended to go public at much
earlier points in their development, transferring from
the private to the public markets to fuel some of the
most rapid years of their development. The market
looks very different today, with companies choosing
the opposite path and instead relying on private
markets for their growth. Unicorns, which are private
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companies valued over $1 billion, were virtually non-
existent as recently as nine years ago, but today
there are 342 companies considered to be unicorns,
representing $1.2 trillion of market cap.?

In 2000, S14 billion was raised to invest in growth
equity opportunities to support the expansion
of established, private tech companies, which
represented 9% of all venture and growth capital
raised that year. Compare that to 2018, when $69.4
billion was raised in the same category representing
40% of all venture and growth capital raised. The jury
may be out on how those strategies will perform
over time, but the need for more private capital to
service this new segment is evident.

Global Private Markets Fundraising by Strategy
USD in Billions
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2. Venture has become a global sport

Unlike vests, which may be uniquely suited to San
Francisco's cool year-round climate, venture capital
is globally appealing and has begun transcending
geographic barriers in meaningful ways. Going back
to 2000, venture capital raised to specifically target
North America totaled $53.5 billion, representing a
whopping 81% of the global market. Fast forward
to 2018 and total venture capital commitments
raised for North American opportunities increased
relatively moderately over 18 years to $68.5 billion,
but North America’s share of the global VC market
dropped to 39%.

Proprietary and Confidential | Page 2



o

<

NSO

S g

@,

O

W

Hamilton Lane

Research

VC & Growth Fundraising by Geography
USD in Billions
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One of the themes we've heard most consistently
from venture capitalists over time is the need to
take a global view on the technology markets due
to the reduction of geographic barriers. Traditional
epicenters like Silicon Valley, which enjoyed massive
structural advantages, have remained strong, but
other geographies that have invested heavily in
technology, received government support and
benefited from the global dispersion of talent have
grown faster. Using the number of unicorns as a
metric, fewer than half of the global unicorns are
now headquartered in the United States. With funds
finding opportunities and generating returns all over
the world, there is a clear need for additional capital
to seek those investments.

Geographic Distribution of Unicorns

Europe
10%

United States

ROW 49%

13%

China
27%

Source: CB Insights - The Global Unicorn Club (2018)
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High Valuations

It's interesting that in venture, an industry that prides
itself on being grounded in data and analysis, the press
uses valuation metrics based almost exclusively on the
series of financing round raised — often with little to
no consideration given to the amount of capital raised
beforehand, the age of the business, the underlying
traction, the potential market opportunity, the quality
of the business model, or any other metric that could
provide important context to the price paid.

Angel & Seed Pre-Money Valuations Climb YoY
Range of Angel & Seed Pre-Money Valuations (SM)
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Source: PitchBook-NVCA Venture Monitor

Favorable Conditions Help Foster
Elevated Early Stage Valuations
Range of U.S. Early-Stage VC Pre-Money Valuations (SM)
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$10M+ Deals Proportion of Total Volume
Has Doubled Since 2014
U.S. Early-Stage VC Deals (#
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#) by Size
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If every business grew on the same path and created the
same ultimate value, a look at the charts above would
indicate an issue. But companies arent the same. In
fact, by definition venture companies are disruptive and
innovative, which makes them difficult to compare side
by side.

So why are companies today on average more valuable
than companies in prior periods?

More funding before reaching series A

With anincrease in availability of capital from friends,
family, angels and seed investors, companies have
the ability to, and often do, raise significantly more
capital before tapping the institutional venture
market. As a result, by the time they receive a series
A, they're more mature and have less risk associated
with them.

Greater capital efficiency

During the dotcom bubble, one of the first steps
taken by a new technology company was often to
buy millions of dollars of servers and equipment to
prepare for growth. Today, with third-party providers
available to handle everything from IT infrastructure
to HR, emerging companies can focus on higher-
value items from the start — creating product-market
fit and demonstrating traction. With those two in
hand, they can reach higher valuations more quickly.

Changing business models

While companies growing quickly in the venture
market are still burning cash, not all business models
are the same. Take, for example, a comparison
between the 1999 IPO of pets.com, essentially the
poster child of late 90s venture excesses, and the
2012 IPO of Workday. Both companies lost tens
of millions of dollars in their first year as public
companies — but Workday, which offers financial
and human capital management SaaS solutions,
generated $73 million of highly recurring revenue,
which meant that the company could have almost
managed to break-even if it chose to stop spending
on sales and marketing. Pets.com, which sold pet
supplies directly to consumers online, spent $17
million on marketing to generate just $8.8 million
of non-recurring revenue that fell away when it shut
down its marketing efforts.

hamiltonlane.com

Potential for larger exits

The value of a new business is based on the
ultimate exit value discounted by the probability of
achieving that exit and the time it will take to do
it. Exits have been growing larger as the overall
technology market has expanded, creating bigger
addressable markets and the potential for bigger
businesses. The skeptics, though, refuse to believe
that. They will tell you that regardless of size and
value, the public markets are overheated and will
come back down to Earth, toppling the whole
system, because even if history doesnt repeat
itself, it certainly rhymes. Take a look at the chart
below showing median IPO valuations relative
to median revenue over the years and decide for
yourself which part you expect to rhyme:

Tech IPO Median Revenue vs. Median Price-to-Sales
USD in Millions

$180 50x%
$160 44x
$140 39x
$120 33x
$100 28X
$80 22X
$60 17x
$40 11x
$20 6x

o Hilm il
‘80 ‘82 '84 '86 '88 ‘00 02 ‘04 ‘06 ‘08 10 12 14 16
@ Median Revenue @ Median Price to Sales (First Closing)

Source: "Initial Public Offerings: Updated Statistics,"
CRSP data sourced by University of Florida (April 2019)

To be clear, venture and growth markets have plenty of
risks, but those risks are different from the ones faced
20 years ago. Blanket statements or unsubstantiated
predictions that call for the past repeating itself miss
the big picture and fail to recognize the way the market
has evolved over time. With the development of new
business models, the expansion of addressable markets
and the desire for companies to stay private for longer,
the venture industry is creating massive value for its
investors and driving global growth, often at the expense
of established industries. Playing it safe and choosing to
wait out “peak venture” could turn out to be the riskiest
move of all.
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Endnotes

' Source: https://techcrunch.com/2017/06/28/a-look-back-at-
amazons-1997-ipo/?_ga=2.226654813.1733242783.1555302015-
1950382963.1549585158

2Source: https://techcrunch.com/2017/07/31/a-look-back-in-ipo-
google-the-profit-machine/

3Source: CB Insights https://www.cbinsights.com/research-unicorn-
companies

Definitions

All Private Markets: Hamilton Lane's definition of “"All Private
Markets” includes all private commingled funds excluding fund-of-
funds, and secondary fund-of-funds.

Russell 2000 Index: An index composed of approximately 2,000
smallest-cap American companies in the Russell 3000 Index, which
is made up of 3,000 of the largest U.S. stocks. It is a market-cap
weighted index.

Disclosures

This presentation has been prepared solely for informational
purposes and contains confidential and proprietary information, the
disclosure of which could be harmful to Hamilton Lane. Accordingly,
the recipients of this presentation are requested to maintain the
confidentiality of the information contained herein. This presentation
may not be copied or distributed, in whole or in part, without the prior
written consent of Hamilton Lane.

The information contained in this presentation may include forward-
looking statements regarding returns, performance, opinions, the
fund presented or its portfolio companies, or other events contained
herein. Forward-looking statements include a number of risks,
uncertainties and other factors beyond our control, or the control
of the fund or the portfolio companies, which may result in material
differences in actual results, performance or other expectations. The
opinions, estimates and analyses reflect our current judgment, which
may change in the future.

All opinions, estimates and forecasts of future performance or
other events contained herein are based on information available to
Hamilton Lane as of the date of this presentation and are subject to
change. Past performance of the investments described herein is not
indicative of future results. In addition, nothing contained herein shall
be deemed to be a prediction of future performance. The information
included in this presentation has not been reviewed or audited by
independent public accountants. Certain information included herein
has been obtained from sources that Hamilton Lane believes to be
reliable but the accuracy of such information cannot be guaranteed.

This presentation is not an offer to sell, or a solicitation of any offer to
buy, any security or to enter into any agreement with Hamilton Lane
or any of its affiliates. Any such offering will be made only at your
request. We do not intend that any public offering will be made by
us at any time with respect to any potential transaction discussed in
this presentation. Any offering or potential transaction will be made
pursuant to separate documentation negotiated between us, which
will supersede entirely the information contained herein.

Certain of the performance results included herein do not reflect the
deduction of any applicable advisory or management fees, since itis not
possible to allocate such fees accurately in a vintage year presentation
or in a composite measured at different points in time. A client’s rate
of return will be reduced by any applicable advisory or management
fees, carried interest and any expenses incurred. Hamilton Lane's fees
are described in Part 2 of our Form ADV, a copy of which is available
upon request.
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The following hypothetical example illustrates the effect of fees
on earned returns for both separate accounts and fund of funds
investmentvehicles. Theexampleis solely forillustration purposesand
is not intended as a guarantee or prediction of the actual returns that
would be earned by similar investment vehicles having comparable
features. The example is as follows: The hypothetical separate
account or fund of funds consisted of $100 million in commitments
with a fee structure of 1.0% on committed capital during the first four
years of the term of the investment and then declining by 10% per
year thereafter for the 12-year life of the account. The commitments
were made during the first three years in relatively equal increments
and the assumption of returns was based on cash flow assumptions
derived from a historical database of actual private equity cash flows.
Hamilton Lane modeled the impact of fees on four different return
streams over a 12-year time period. In these examples, the effect of
the fees reduced returns by approximately 2%. This does not include
performance fees, since the performance of the account would
determine the effect such fees would have on returns. Expenses also
vary based on the particular investment vehicle and, therefore, were
not included in this hypothetical example. Both performance fees and
expenses would further decrease the return.

Hamilton Lane (UK) Limited is a wholly-owned subsidiary of Hamilton
Lane Advisors, L.L.C. Hamilton Lane (UK) Limited is authorized
and regulated by the Financial Conducts Authority. In the UK this
communication is directed solely at persons who would be classified
as a professional client or eligible counterparty under the FCA
Handbook of Rules and Guidance. Its contents are not directed at,
may not be suitable for and should not be relied upon by retail clients.

Hamilton Lane Advisors, L.L.C. is exempt from the requirement to
hold an Australian financial services licence under the Corporations
Act 2007 in respect of the financial services by operation of ASIC
Class Order 03/1100: US SEC regulated financial service providers.
Hamilton Lane Advisors, L.L.C. is regulated by the SEC under US laws,
which differ from Australian laws.

Any tables, graphs or charts relating to past performance included
in this presentation are intended only to illustrate the performance
of the indices, composites, specific accounts or funds referred to for
the historical periods shown. Such tables, graphs and charts are not
intended to predict future performance and should not be used as the
basis for an investment decision.

The information herein is not intended to provide, and should not
be relied upon for, accounting, legal or tax advice, or investment
recommendations. You should consult your accounting, legal, tax or
other advisors about the matters discussed herein.

The calculations contained in this document are made by Hamilton
Lane based on information provided by the general partner (e.g.
cash flows and valuations), and have not been prepared, reviewed or
approved by the general partners.

As of May 13,2019
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