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Foreword and about the Author

Uffe Bundgaard-Jørgensen
Manager Gate2Growth.com

The author, Lars Krull, has given the European Commission permission to
publish the manuscript of the original Danish booklet as part of the
Gate2Growth Initiative.

Lars Krull has been managing director of the BankInvest Group and re-
sponsible for IT venture investments. He is also chairman of the Danish
Venture Capital Association (DVCA).

There are but few, like Lars Krull, who know, what it takes to establish a
successful business. In 1979, at only 15, he founded one of Denmark's
international IT companies, which he sold following 18 years of solid suc-
cess. Since then he has filled top posts in the IT industry and, in 1999, was
appointed officer in charge of the BankInvest Group's venture investments
in Information Technology. He left BankInvest Group in July 2002.

As a former business operator and professional investor, Lars Krull has
extensive experience in setting up businesses, acquisitions, management,
drafting of business plans, cooperation with advisors and other venture
activities.

Several hundred business plans and ideas cross his desk each year. Not
all make it through the eye of the needle

On behalf of Gate2Growth.com we are happy for this opportunity to share
Lars Krulls findings and advice with a broader European audience.  

Antwerpen/Copenhagen, January 2003
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The Gate2Growth Initiative

Gate2Growth.com is a gateway to networks of financiers, company growth
experts and service providers started in 2002.  It represents a major pan-
European initiative to support entrepreneurs, backed by the European
Commission through its Innovation and SMEs Programme. Entrepreneurs
can find on www.Gate2Growth.com a wide range of services to help them
start, finance and develop their business. The aim of the Gate2Growth Ini-
tiative is to increase market transparency and improves possibilities for
European entrepreneurs and investors to find each other to create new
European growth companies!

The Gate2Growth.com portal is also an excellent tool for the many service
providers and support organizations around Europe that assist entrepre-
neurs in building their businesses.

The web site www.Gate2Growth.com offers entrepreneurs a number of
useful services, among which a private workspace on the Internet, called
the “Dataroom”, and a possibility to check the completeness of a business
plan before investor presentation. It also includes an Internet based
matching service, where a project profile will be matched with investor pro-
files from the Gate2Growth database. The Gate2Growth initiative includes
entrepreneur workshops, entrepreneur boot camps and other relevant
events.

You will find support to tackle many of the problems and challenges men-
tioned in text of Lars Krull at the Gate2Growth.com web site, and you can
test you readiness for investor presentation via the Gate2Growth diagnostic
services. But you are also most welcome to challenge us and our services
like Lars Krull is doing in certain parts of this book.

You will find more information on www.Gate2Growth.com.
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How to find venture capital

Inspiration and advice from a venture investor

Preface by the author

Lars Krull

As a venture investor, I am often confronted by the following questions:
How does a good business idea differ from a bad one? Why do some busi-
ness ideas receive the blessing of an investor while others do not? In my
day-to-day activities, there is rarely time to answer these questions in
depth. This book is, among other things, written to remedy this deficiency.

The purpose of this book is to give an insight into the thought processes of
a venture investor assessing a business idea prior to deciding whether or
not to invest in that business. In this capacity, the book is, firstly, aimed at
the many entrepreneurs who are pondering a business idea and have con-
sidered looking for venture capital, but need advice on the application re-
quirements. Entrepreneurs who have no need for venture capital may also
find the advice helpful.

Secondly, the book can be seen as a discussion of the premises on which
a sustainable business concept is based, from the perspective of a venture
investor. As such, the book is aimed at anybody else with an interest in the
venture area, i.e. lawyers, accountants, business people, banks and other
advisers. Hopefully, they will all benefit from the contents.

Enjoy!

Copenhagen, January 2003
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Chapter 1

Venture capital - why and when?

A growing business requires capital - quite often a lot of it. If you cannot put
your hands on limitless funds from savings, family members and friends,
what are your options if you have the perfect business idea that has to be
realised? For some, the solution is to raise venture capital.

Venture capital is risk capital invested in your
business or business idea by professional
investors who get an equity interest in your
company in return. Venture investor aims at
getting a considerably higher return on his
investment than what can normally be ex-
pected in ordinary portfolio management. Un-
like many other investor types, a venture in-
vestor tends to invest in the start-up phase of
a business when there are no concrete growth results in order to get the
highest possible return in the long term.

But venture capital is more than money. It is also a partnership between
you and the venture capital business with the common goal of speeding up
the growth of your business so that you may reap the fruits of your busi-
ness idea.

Many large companies were initially financed by venture capital when their
business concepts were mere sketches on a drawing board. This applies to
Microsoft, Lexmark, Compaq, Sun, Intel, Amgen, Genentech and many
others. The venture capital market has a long history in North America,
where it has been operating to the benefit of both the business sector and
the investors, whereas the European venture capital market is still in its
early days.

Who should try to raise venture capital?

Companies who are obvious candidates for venture capital have two things
in common: They have a clear chance of rapidly becoming serious players
within their respective spheres, and they operate in highly rated areas, such
as growth markets and biotechnology.

In other words: If your business is operating in a growth market and/or your
business idea is so good that it holds out prospects of a high growth rate
and a high rate of return for investors, then your business is a candidate for
venture capital.

Money goes
Where it is needed,
And stays where it is
Treated best.

Walter Wriston
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However, to meet the criterion of growth is no easy matter. Most venture
capital companies would like to have a rate of return above 50% in the long
term, i.e. 5-8 years, which is the normal time frame for venture capital in-
vestment. If your business is unable to generate this rate of return within
the time frame, you will find it hard to attract venture investors, because the
investment risk is too high relative to the return potential. So you will have
to look elsewhere for financing. On the other hand, venture capital can be
just what is needed to make a good business idea take off.  If only the crite-
rion for growth is met, anybody can, in principle, raise venture capital.

And yet ...

Venture capital is »smart money«, that considers not only the short-term
return, but also the long-term potential and the prospects of generating
growth in partnership with you. Venture investor's strength lies in the com-
bination of know-how and capital.

If you are looking for capital just because a bank has refused you an unse-
cured loan, it is not a great idea to try to interest a venture investor. You will
only be disappointed. For a venture investor, the challenge lies in develop-
ing your business into a success story together with you.

What may you expect from a venture investor?

One of the most significant advantages of venture capital is that this form of
financing supports fast growth and change. As an entrepreneur, you always
have the option of a slower strategy where you develop your business con-
currently with the earnings growth, but in that case you run the risk of being
"outstripped", i.e. others will reap the benefits before you. This is a pro-
nounced risk if you find yourself in a market in rapid growth.

Like all other collaborators, venture investors differ greatly. Many early
stage venture investors tend to invest less than € 1  million, whereas only
approximately 30% prefer to invest more than € 2 million. Even fewer want
to exceed this level. However, you will also find venture investors who will
invest more that € 5 million in projects with a proven track record.

In addition to finding the capital, it is important that you find a venture in-
vestor offering what you need to develop your business. Venture investor
offers are not easily comparable. One of the important things to look for is
venture investors who can help you make your business more marketable.
If your business prospers in its market, it will also become valuable over
time.

As mentioned above, venture capital is a combination of money and know-
how. There are, of course, venture investors who just hand over the capital
and then act as passive supervisors, but they are few and far between.
Most venture investors only join businesses they feel they can help to de-
velop.
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They want influence, but are also willing to and interested in assisting the
business and supporting its development, e.g. as members of the board or
by management assistance, introduction of network contacts, credit agree-
ments, counselling etc.

A good venture investor works in tandem with the management and is not
just a supervisor guarding his investment. He participates actively in in-
creasing the value of the business to the benefit of you and your partners.
As an entrepreneur, you do not need supervisors, but rather experienced
persons with whom you can spar and who are willing to share their net-
works and know-how with you. After investment of the capital, you are enti-
tled to expect that your venture investor sticks to his agreed role. A venture
investor may, for instance, contribute by:

• providing start-up capital
• composing a good and balanced board
• recruiting new managers and key executives
• helping to provide capital in the later phases of development
• strategic and tactical sparring
• acquisition of competitors
• internationalising the business prior to a scheduled public offering
• exit counselling (phasing out the partnership when the time is ripe)
• competitor intelligence
• restructuring of a business after an unsuccessful strategy

My own venture activities have covered all the above-mentioned elements.
In many cases, we are also relatively focused on making an agreement
about the exit scenario, i.e. how our partnership should be phased out in
the long term to everybody's satisfaction. This is the case whether the tar-
get is a public offering or just a growth target. We often prefered to start
with a relatively large equity interest and, when the investment proves its
worth, the equity interest will gradually be returned to the entrepreneurs. It
is important to us that our common project continues to offer us a carrot.

Venture capital at various stages of development

As regards stages of development, venture investors distinguish largely
between three types of capital infusion:

• Early stage or incubation. Venture investors in this segment focus on
starting up businesses from scratch and infuse them with so-called
seed capital.

• Development capital infusion. These venture investors focus on infusing
capital into businesses faced with a shift in development.

• Structure capital infusion. These structural venture investors acquire
businesses either by buy-outs or buy-ins for the purpose of obtaining
control and subsequently ensure the correct and most valuable struc-
ture.
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Only a few venture investors operate at all three stages. BankInvest is one
of them.

To round off these introductory comments, it is important to emphasise that
no venture investor expects you to do it all by yourself. But it is an essential
condition for a partnership is that you are willing to spend the energy, focus
and resources that it takes to build a sustainable business.

Venture investors are used to taking risks and working under uncertain
conditions, but much too often this is interpreted as an invitation to offer
sketchily formulated ideas and dreams. If you are not goal-oriented and do
not know in which direction you are headed with your business, how would
a venture investor know how to help you? A venture investor is your best
motivator, but also your severest constructive critic.

The infusion of venture capital is not only a rubber-stamping of your busi-
ness and your business idea, but also of you as a partner. It will also open
doors. The surrounding world's opinion of a business often improves re-
markably when the business gets a capital infusion, because this implies
that a respected venture investor has vouched for you and decided to help
your business find its legs. Afterwards, other business partners will not
hesitate to grant you credit or enter into other agreements with you. In other
words, the venture investor helps you to "secure a foothold." And since we
are talking capital, you will probably agree that this positive effect is simply
priceless.

An educational period

An infusion of venture capital is not just a boost to your business, it is also
the beginning of an exciting and educational period - a period in which you
get the chance of working with the very best advisers to develop your busi-
ness. Why not give it a try?

You frequently hear business people say that if you have not tried to run
your own business, you have missed an important dimension to life even
though your associates may consider you a good manager or assistant.
Running your own business means that you set up a house for yourself,
and that is absolutely worth a try whether you are selling socks or partici-
pating in ventures. There are many theorists with ideas about how to oper-
ate a business, but their insight can never match experience gained in real
life.

To create, to do, to be responsible for other people, not being able to quit
tomorrow is simply life. Today many are afraid to take the plunge into self-
employment. They are daunted by the risk, but forget the joy and freedom.
Hopefully, you have the courage.
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Chapter 2

A venture investor's agenda

The first step is the hardest and, as an entrepreneur, you sometimes feel,
that your progress is being blocked, by those who should help - advisers,
banks, suppliers etc. They do not have the same goal as you do. Banks are
mainly interested in creditworthiness and credit risk, lawyers focus on legal
details, accountants only have eyes for accounts etc.

When it comes to the vision for your business,
a venture investor is your closest ally because
he shares your ambition: to build a successful,
prospering and, hopefully, sustainable busi-
ness that will become valuable. He is not
content to look at details, but wants the full
picture and, first and foremost, he wants to
help you achieve your goal and fulfil your vi-
sion.

Nevertheless, it could be advantageous to know more precisely what is the
attitude of a venture investor to various fundamentals of any business con-
cept. As an entrepreneur, you need to know the venture investor's thoughts
while evaluating your business, i.e. his evaluation criteria.

The three key words

Whatever your choice of venture investor, there are certain recurring con-
siderations in all investment evaluations. They are, without question, the
source of success or failure and therefore form the backbone to the venture
investor's evaluation of a business concept:

• Do you and your management team have the qualities required for
turning this idea into a success?

• Is your idea just a flash in the pan, or is it a genuine business model
with a chance of long-term survival?

• Does your strategy exploit a documented opening in the market?
• Are you and your management team able to manage and administer

the cash flow and earnings?
• Are you and your management team able to manage and administer

the growth?

These considerations can also be condensed into the three key words:
management, advantages and earnings. Any business looking for venture
capital will find that the investment will only proceed if the venture investor
is satisfied that the business concept meets these three criteria.

We should consider
each other as in-
vestors in the same
project, with the
same objective : to
change visions into
reality.
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To you as an entrepreneur, this means that, right from the start, you must
be prepared to make continuous assessments of your business plan, your
structure, your presentation etc. based on the one question: Do your plans
live up to the three key words? This question must be the sole guiding light
for all your activities, and you should be able to recite the key words in your
sleep!

Before you present your idea, your have to think through who is going to be
in charge of the business, whether the business fulfils a function in the

market, and what will generate the earnings.
There is a further practical question, which
most people tend to overlook, namely: How
do you propose to penetrate the market while
continuing to manage the day-to-day running
of your business? How will you get the boat
into the water? What is popularly called »exe-
cution«. All these aspects will be scrutinised
by the venture investor.

In order to get started, it may be a good idea
to try to imagine the harsh reality after the
idea has been launched. It may be a good

exercise to »worry« a little in advance. It often makes one see the world in
a more realistic light. You could, for instance, ask yourself some basic sup-
plementary questions:

• How great is the potential market for my product and/or my business?
• Where will my turnover come from?
• What about costs, which are the largest and are these reasonable?
• Will the business make any money - and when?
• How will the cash flow be?

If you cannot answer these questions yourself, maybe your idea is not
sustainable - yet. It is important to point out that all business ideas are un-
der constant development, which is basic knowledge to a venture investor.
Only rarely is it possible to know all or recognise the consequences from
day one and therefore it is important that you think through your plan and
challenge your business concept. If not, the venture investor is bound to do
so, and that is a hazardous way of starting a partnership when you want a
yes to be a foregone conclusion.

Management

It is not a coincidence that management is the first key word on the list.
When a venture investor is evaluating a draft proposal, management is one
of the parameters that weighs heavily with him. Therefore we have placed
great emphasis on describing the attitudes to management. The manage-
ment that a business presents to a venture investor is no small matter, and
there is, of course, a good reason for this.

Getting together is a
good start.
Staying together is
progress, but work-
ing together for a
long time is a sign of
success.

Henry Ford
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Many say that the most valuable asset of a business leaves at closing time.
This is correct, at least when we are talking about knowledge-based busi-
nesses, but it is especially correct when we are talking about management.
In small and medium-sized businesses, people work closely together on
many problems and, at the end of the day, it is the persons behind the
scenes who take the decisions. If your management team is composed
optimally, miracles can happen, whereas the wrong crew can capsize the
boat. A venture investor knows that the better the management, the greater
the likelihood that he has picked a winner.

What makes a good management team? No doubt, there are as many an-
swers to that as there are businesses, but there are five specific problems
that act as a focus for a venture investor. As an entrepreneur, you have to
take these into consideration when you compose your team. When a ven-
ture investor reads the management description, he will look for the follow-
ing:

• Is the team well-balanced?
• Do they have (enough) experience?
• Is there any documentation that they can realise the plan?
• Are there any signs that they have worked and will continue to work

hard and determinedly?
• Have they made a success of previous projects?

It may be a platitude, but to make a success of a business is simply to have
the right people in the right place. These words are particularly apt for
growth industries. The basis for a capital infusion is that the venture inves-
tor believes that the persons at the helm are of a high enough calibre to
realise the business plan. Confidence in the management is the alpha and
omega.

How to structure the management, equity interests and expectations

If you are not on your own with your business idea, it is important that you
and your partner(s) have considered the future management structure of
your business? In far too many start-up businesses, the composition of
management groups and the apportionment of responsibilities are left to
chance. If there is no clear management structure, you risk having the
wrong person in the wrong place and, in that scenario, there is no easy way
to remove him!

Many businesses are established by good friends or couples because it is
tempting to start something new with a person you feel confident about, but
this also means that everybody expects to have the same standing. Most
venture investors are of the opinion that group management just means
that things have to be done as many times as there are members of the
group. Efficient management is not democratic. A ship has but one captain,
and so should a business.
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Before you start up, you should therefore agree on who shall take the rud-
der during the ups and downs to come. The venture investor also expects
this person to be his principal contact.

During the structuring process, you may also find out that you just want to
be the author of the idea and have somebody else manage the business.
There is absolutely nothing wrong with that, on the contrary, and you
should make your wishes quite clear. Such an admission will always com-
pel the respect of a venture investor.

Precisely because it can cause an infinite number of problems if the man-
agement team is in disagreement, it is important to have a clear and pre-
defined exit plan. If the partners cannot agree on the direction of the busi-
ness, it is necessary to have a preconceived scheme for tackling the situa-
tion. Discord and vexation can drain you of much energy and will impede
your progress immensely.

A clear statement of expectations is also important in the matter of equity
interests. Far too many new businesses have no clear agreement about
equity interests. Friends, colleagues or family members who have given
good advice and help at an early stage will often approach you later on
expecting to get a (minor) equity interest. And there is bound to be trouble
and whispering in corners if these expectations are not met - whether you
find them reasonable or not. Kind-hearted persons often promise many
people too much at too early a stage, and what was meant as a kind ges-
ture will boomerang. The smell of money can undermine a business suc-
cess in no time.

Make sure that everybody involved in the business have the same expec-
tations in all matters, and do not make vague promises of profit-sharing and
options or warrants. Do not promise anybody anything until there is a fixed
plan for how employees and others may benefit from the future success of
the business.

A further problem caused by promised equity interests, options, warrants
etc. is that it shifts the focus away from essentials. In far too many business
plans, the motivation is based almost exclusively on options rather than
good management.

The moral of all this is, of course, that to turn a management team into a
dream team is a challenge and an ongoing process. It is not a one-off. Of
course, you want your management team and yourself to stay together, so
your first priority is to select your partners very carefully to balance the
team. Then you will have to work actively to develop a management style
and a culture that will ensure that the business continues to be managed in
a visionary manner, but without losing its operational focus. This task is
especially challenging in growth businesses where the management team
must function efficiently and be able to adapt to the changes in the market
situation of the business.
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Balanced management

To create a balanced management team has over the years been a source
of endless worry to many entrepreneurs. It is something of an art. While it is
a good idea to share the task with others (which is often the case), it is not
such a great idea for everyone to have similar skills and qualifications. The
attention of most venture investors is focused on whether members of a
management team possess a wide range of qualities. Versatility is consid-
ered a virtue.

A balanced management team enables a business to tackle all types of
problems together. All management teams should therefore be composed
of members with:

• Visionary qualities (Where is the business headed?)
• Sales and marketing skills (How do we sell the product?)
• Operational experience (How do we implement the decisions effi-

ciently?)

These three qualities are rarely found in one and the same person! A vi-
sionary leader creates a business, but its capacity for survival and sound-
ness requires an operational ability to implement decisions. Likewise, these
are no use unless someone is prepared to do the donkey work of sound
marketing. Good management requires a constant awareness that the sum
of details makes a sustainable whole.

Unfortunately, it is not unusual for start-ups to focus on only one of the
above-mentioned aspects. That is not enough as there will always be
something left undone, whether you have obtained venture capital or not. A
visionary leader may get a venture investor to invest in his business, but if
the staff has no operational competence and resources, the project is not
likely to get any further than the implementation phase. There are innumer-
able examples where entrepreneurs are so technology-fixated that they
forget that the business has to sell something and not just develop state-of-
the-art products.

Is experience a requirement?

It is no secret that venture investors prefer to invest in businesses with a
staff, that have a background of success. Should you be fortunate enough
to have such persons on your team, it is always a plus. But although expe-
rience and documented success are always seen as positive, you should
not despair if you have not yet had time to gain much experience. There is
still hope. Good management rests largely on human qualities, so in de-
scribing your management team, the ability to get things done, persever-
ance and work moral are just as important features as professional com-
petence.
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Venture investors are always on the lookout for dynamic individuals who
are also problem solvers and - well, you cannot always limit your invest-
ments to projects run only by experienced people. That is common knowl-
edge. But venture investors are generally interested in investing in people
who know how to take care of themselves. So show them that you are dy-
namic, if that is what you are.

Enhancing the management team

If, in your heart of hearts, you realise that your management team lacks
experience in selected areas, you will have to obtain it externally. A good

way of building competencies and know-how
is to invite persons with the right qualifications
to supplement the management team. This
may, for instance, be effected by making them
members of the board, but it could also be
through a panel of external advisers that you
draw on as required. This can be of particular
advantage in the fields of law, auditing and IT.
When you select advisers, it is a good idea to
take care in your selection of firms as well as

individuals. You should choose advisers who are used to working with
small enterprises. Before you engage an adviser, you may request refer-
ences from other businesses they have advised during a similar phase.

Most start-ups need advisers, and you score a point if they become associ-
ates on your initiative. It signals to the venture investor that you have a
network and that you are able to sell an idea. Of course, it is not easy to
attract the right competencies, especially when you are young and do not
have a well-established network. It is often hard work to gain the right peo-
ple's support for your business idea. If you have not found any advisers or
good board members, you can rest assured that the venture investor will
have some proposals to make.

 Where the business is a company, it has to have a board, and this can be
a formal and binding way of establishing connections with advisers. Al-
though it is important that the management team has the right composition,
it is also very important that the business has the right people on the board.
When you select people for the board, look for people who know how to
communicate and advise. In the eyes of a venture investor, a good member
of the board is a person who is enthusiastic about your basic business idea
and who thinks that he can help you make it better and more valuable. In
addition to professional competencies, a board should also have manage-
ment, financing and marketing experience.

Like the management team, each member of the board should preferably
give a new dimension to board activities. In this way, a member feels that
he is constantly contributing to increasing the value of the business, and
you have ensured that he is fully engaged. Unfortunately, we see far too

Management is to do
things the right way.

Leadership is to find
the right things to do.



How to find venture capital        17    Inspiration and advice from a venture investor

many boards in traditional business where the management competence is
not supplemented by the board and where the members of the board func-
tion primarily as supervisors. This does nothing to enhance the business,
either shareholderwise or companywise.

 In addition, it is the general duty of both external advisers and members of
a board to offer constructive sparring during meetings and be available to
assist and advise you between meetings!

Where lawyers are concerned -- they often find their way into the board-
room - yet it is always worth considering whether their partnership with the
company needs to be in the form of a directorship. Mercifully they possess
the quality that you can always call them when in need of legal assistance,
so to have a lawyer on the board just because he is a lawyer is not neces-
sarily a good idea. As a rule, this does not support the operational objective
of the business.

Lasting benefits

However important the management team, the basis of any business con-
cept is, of course, that there is a sellable product with an appropriate target
group. All the good ideas in the world do not come to much if no one wants
to spend money on them. When a venture investor evaluates a business
idea, it weighs heavily with him that the idea involves lasting benefits for the
customers in the market where you intend to operate. Your market potential
must be good - both from an immediate and a long-term perspective.

Some individuals think that it takes a special talent to see an opening in a
market and that success always depends on a certain amount of luck - es-
pecially where innovative products are concerned - but it does not follow
that this is right. Thorough knowledge of the market is the fundamental dif-
ference. The better you know your customers and their behaviour, your
competitors and their products, the more likely it is that you can create
lasting benefits in the market and that you can obtain venture capital.

Generally, it is a very good idea to research the market thoroughly before
you approach a venture investor. You will look much more convincing when
applying if you know your market and competitors in depth. Besides, it is
part of the preparatory work that a venture investor always expects you to
have done before you look for venture capital. Thorough market knowledge
also serves to minimise your own risk - the risk of being surprised. There is
nothing so frustrating as having wasted a lot of energy on getting the prod-
uct on to the shelf, only to see it collect dust.

Where will the money come from ?  The customers, of course !

Although it may seem a relatively simple task, it is often remarkably hard for
many entrepreneurs to describe why the customers should buy their par-
ticular products. Many business concepts show signs that the entrepreneur
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has been hypnotised by the excellence of his own product. This results in
the individual concerned being totally impervious to simple facts, which
speak against customer demand. This attitude is not acceptable to a ven-
ture investor.

Remember that the customers are one of the most critical success criteria
of your business, and you have to convince the venture investor that he
need not doubt that there will be buyers.

Looking your market description over, a venture investor expects you to
have all the following facts about your (potential) customers at your finger-
tips:

• Who are the customers, and where are they?
• How is their spending power? - Large enough?
• What are they willing to pay for?

It is obvious that you have to know where to find your potential customers.
Otherwise you cannot steer your marketing in their direction. But it is just as
important that you consider how to reach your customers in a cost-
conscious way. When examining spending power it is important to consider
whether people can afford your product and if there is sufficient demand.

Last, but not least, it is important to know the
preferences of your customer group, i.e. what
makes them prefer one product over another.
It is particularly important to know the prefer-
ences if you should later on want to offer
complementary products or services.

There can also be other criteria for market
success that are worth considering. New
businesses are, for example, often dependent

on new technologies, either because they are introducing one or because
the development and success of a business depend on whether new tech-
nologies will be accepted and gain ground (e.g. WAP businesses). The
question is how likely is it that the customers will embrace the technolo-
gies?

In your hunt for information about customers, you can often find help in
other market surveys, official statistics or focus groups statistics. You could
also choose to pay for a market survey, but you have to be careful that the
survey sample is truly representative.

As said above, surprisingly many assume that as soon as they launch a
project, the customers will come running. »That goes without saying«. You
might be right, of course, but most venture investors are impervious to such
arguments, unless you happen to run into one who has special competen-
cies in your field.

Markets are like
parachutes : they
work only when they
are open.

W.H. Hansen
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Business sector and competition

Just as you have to have an analytical and realistic attitude to your cus-
tomer group, you also have to take account of how potential market com-
petitors may react in those areas where your product will be competing.
Competitors are an inescapable nuisance, even if you have a unique prod-
uct. Only on rare occasions will you have the market to yourself. In evalu-
ating the business sector and potential competitors, a venture investor will
primarily focus on the following questions:

• What are the size and extent of the sector?
• Who are the closest competitors?
• How is the »health« of the sector?
• Are there any possibilities of sharing the market? (Read: niche produc-

tion)

Precisely because you are new on the market, you must know your ene-
mies as well as your friends. It will often be a point of major interest to a
venture investor that your business displays the highest potential in the
segment or niche where you are going to operate. Otherwise you will never
stand a chance and the investment is wasted. You can also be sure, that
you will be monitored by your competitors once you have penetrated the
market. So, why not get a head start by beginning to monitor them?

Uniqueness and the fight for a market share

Many entrepreneurs suffer from the misconception that venture investors
are only interested in investing in a business with a unique product or a
unique business idea. But that is not true. Yes, venture investors do like to
see new ideas, and any concept should be sufficiently unique, but that is
not the same as venture investors invest only in »inventor businesses«.

For a venture investor, there could be as much potential in a business idea
that optimises an existing product, process or service as in a new revolu-
tionary undertaking; if only the growth potential is large enough. That said,
venture investors are not particularly happy about business ideas that are
mere copies of already existing concepts or, in some respects, are very
similar to existing products. This makes it hard to gain market shares and
often serves as an invitation to severe competitor reaction.

Most venture investors do not like to enter into too hard a race with com-
petitors, since the chances of success are in inverse proportion to the num-
ber of participants.
It could also mean that there is too little space for the business to develop.
Especially, if your competitors are well-established and have large market
shares, it can be hard to attract investors. Although you have just invented
an operating system that beats Microsoft Windows, it is unlikely that a
venture investor will invest in a market where the big ones will do anything
in their power to outstrip you the moment you step into the arena.
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The jewel in the crown: Earnings

After all, the crux of the matter is earnings; for you, as well as the venture
investor. However, if you have gained a last-
ing competitive advantage and have a good
management team, they will usually, with a
good business plan at hand, be able to con-
vert the visions into a finance plan that will
provide good earnings.

Of course, you should not take it for granted
that turnover and profit go hand in hand.
Maybe the turnover does not immediately
place your business in a position where it also
makes money on the bottom line. The venture
investor will therefore pay much attention to

whether the financial part of the concept is coherent. Otherwise he will get
no return on his investment. Some of the central questions are:

• Is the cash flow under control?
• Are the costs reasonable?
• Are there any special expenses in future?

Financial management requires first of all discipline, which is one of the
qualities that a venture investors will expect in potential partners. Although
venture investors demand that the finances are under control, it does not
mean that you have to manage everything yourself.

To some entrepreneurs, financial management is a frightening prospect.
Especially, if you feel that your strong point lies elsewhere, e.g. in engi-
neering know-how. But do not despair, assistance is at hand, e.g. in the
form of accountants or other financial advisers. It might also be necessary
to supplement the management directly with an individual who has financial
experience.

What should you do?

Now you know about the working methods of venture investors, but what
about your own? If there is one piece of advice that is worth noting, it is that
you should be critical of your own business concept. Try to challenge the
sustainability of the concept and put yourself in your partner's place before
you present the idea to a potential venture investor.
Far too many entrepreneurs are not sufficiently critical of their own busi-
ness ideas with the result that they do not obtain venture capital or any
other support to put their visions into practice.

To be critical is not the same as stopping to believe in your own idea. Of
course, you should believe in it, but it can save you a lot of time and re-

If your competitors
do not respect you,
neither will your
customers.

Never underestimate
competition in the
fight for market
share.
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sources if, at an early stage, you think through the success criteria for your
business idea.

You should practice explaining your business to people who do not know it.
How long will it take you to communicate the idea to strangers and which
aspect do they find difficult to understand? The questions you are asked
are often a good indicator of the aspects that need rethinking. You should
also try to put yourself in the venture investor's place. He has numerous
options and will try to make logical arguments against investing in your
business. If you can counter his arguments with similar logic, your project
will stand a better chance. It might also be good idea to make your own list
of the strengths and weaknesses of your business concept. Make a two-
column table and fill in as many critical factors as are relevant. Compare
the cells, and identify the action areas, i.e. where you are found wanting.

If you find it hard to exercise self-examination, I recommend that you find
sparring partners (who should not be the venture investor!) who can help
you through the process and offer constructive criticism. The latter is espe-
cially crucial. However, do not choose somebody who is used to humouring
you, but find someone who will give you a piece of his mind. You are better
served with a strong adversary than a yes-man.

Finally, it is quite legitimate to take a glance at what others have done.
There is no need to start from scratch if you can find help in other people's
solutions. Look for inspiration.
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Chapter 3

The business plan

From time to time venture investors are asked the question: “Is it really
necessary to spend time preparing a business plan?” The answer is an
emphatic yes! A business plan is a must if you are to stand a chance of
raising venture capital. And it is not enough to know your plan, the plan
must be in writing and you must deliver it as hard copy.

That having been said, there are no fixed rules for the contents of a busi-
ness plan. Basically, what matters is to sell your idea to the investor in the

most adequate, appropriate and credible
manner. A business plan may very well be
short, 15 to 20 pages is quite adequate. It
should focus on essentials, have a logical
structure and be intelligible. It must address
problems directly and propose realistic solu-
tions.

A business plan is more than “marketing ma-
terial”. It is a management tool for you as a
manager and entrepreneur. Put briefly, you

cannot run a successful and rapidly expanding business without a plan. A
business plan is never finished, but is a document under constant devel-
opment – a document that forces you to think about and structure your ac-
tions. That is precisely what makes the preparation of the business plan an
excellent learning process – whether you want to raise venture capital or
not.

The objective of this chapter is not to give you an exhaustive guide to pre-
paring the perfect business plan. Other books deal with this more exten-
sively. The aim is to give you a general introduction to some of the key ar-
eas which a venture investor will expect you to include in your business
plan. These key areas are:

• Business and project
• Role of the venture investor
• Market description
• Management
• Key financial data
• Executive summary

Plans are not every-
thing, but planning is.
Victories are rarely
due to luck, but often
due to thorough
preparation.
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Business and project

The first thing a business plan should include is a description of the busi-
ness and the project. This description should give a quick overview of the
project and should, as a rule of thumb, not take up more than one page.
The description should include the following information:

• Who is behind the project?
• What does the business do?
• What are the business’s objectives and visions?

This may look a simple task, but there is no doubt that the description of the
business and the project is one of the keys to obtaining venture capital. A
good description will go a long way towards “selling” your project. You
should therefore take considerable pains to express yourself as clearly as
possible.

The basis for the description is, of course, the strengths of your business. It
is important that you describe what you are really good at – what it actually
is you can do – and which opportunities this will give your business in the
market.
Put special focus on your objectives: What do you aim to achieve and what
are the criteria for your success? It is also good at this point to say what
you expect will happen when your business achieves its objectives. Re-
member that this is the point where the investor should reap the benefits of
his investment (the technical term for this point is the exit).

Role of the venture investor

Having described your business project it is a good idea to include a sec-
tion that deals specifically with the role of the venture investor. Why should
he invest in your business and what do you expect him to add to your busi-
ness?

It is surprising how many business plans fail to describe the role of the
venture investor. They are so focused on telling why they need venture
capital that they forget entirely what they would like the venture investor to
add to their business. Often, the venture investor will have to read between
the lines to see what kind of role he is intended to play in the project. Do
not hide this information in the text, bring it into the light.

When you describe the role of the venture investor try to avoid the standard
phrase: “We could use an active board member.” You can be quite sure
that every venture investor will have heard this hundreds of times, and will
be unimpressed. It is all right, of course, that you want to add certain skills
to the management team, but most venture investors expect you to de-
scribe the role of the venture investor in greater detail.
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Market description

The business plan should also include a section describing the market to
be served. The market description often takes up quite a few pages, as it
must cover:

• Customers (behaviour, segmentation, addressing and purchasing
power)

• Competitors (positioning and market shares)
• Competitive advantages
• Trends

As described in chapter two it is important that you know your market, your
customers and your competitors well. Obviously, this knowledge must be
reflected in your business plan. You can base your market description on
some of the points that were discussed earlier.

As investment of venture capital focuses on the handling of risks it is im-
portant that you show that you know the factors which may make your plan
succeed or fail, in other words the assumptions for your business model
and future sales. All business models depend on a number of factors –
such as dependence on new technology, declining purchasing power, few
but large contracts, research findings, etc. – and it is important that you
realise the threats and potentials of your model. A good market survey is a
strong tool, which will earn you the respect of the venture investor, your
future partner.

Basically, your market description must state the customer base and sales
base of your business. How will sales and growth be generated, and how
much do you expect to sell? Be realistic when you make estimates. Do not
believe that 85% of all potential customers will come rushing to your busi-
ness just because you open up.

Also, your market description must take into account how your competitors
are likely to react when you come on the
scene. Although you cannot say for certain
how your competitors will react when you ac-
cess the market, you can describe how they
are positioned today relative to your product.

When you describe the competition it is par-
ticularly important that you focus on your own
competitive advantages. Make sure to state
precisely why your business model is superior

in the market and what will enable you to maintain this position. This de-
scription will force you to assess your competitors. Obviously, the best thing
would be if you could document where there are significant barriers to en-
try, trade barriers or technical barriers relating to your product.

There is nothing in
this word that some-
one else cannot
manufacture more
perfectly and sell
less expensively.
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It goes without saying that you must be realistic when describing the mar-
ket. But, unfortunately, venture investors very often see business plans that
predict the early demise of competitors. You will suffer the consequences,
and they may be serious, if you underestimate your adversaries. Better to
overestimate them – that will count in your
favour.

Management

When you describe the management team, it
is important to show the diversity of skills
within the team. Do not write more than one
page about the management in the business
plan, but consider enclosing a one-page de-
tailed CV for each person on the team. Gen-
erally, entrepreneurs do not give adequate
description of the “dream team” (adequate
does not necessarily mean long). Remember
that where a venture investor has read this
section together with the management CVs and is sold on your idea, there
is a considerable chance that he will go on assessing your project even if
you fail to make yourself clear elsewhere in the plan. Precisely because the
management team is so essential in the raising of venture capital, it is par-
ticularly important to describe the experience of the management team.
Instead of underlining personal qualities, which may not carry the same
weight with the venture investor,it is much better to underline experience
and past performance.

Having described your management team you should include a brief de-
scription of the existing board and the advisory board, if you have one. You
should only include experience that is relevant to the business plan. Finally,
you should write about any consultants and advisors that you are retaining.

Key financial data

The venture investor needs to get an overview of the business’s or the
product’s financial situation, both now and in the future. Your business plan
should therefore include an overview of key financial data, such as:

• Expenses to date
• Earnings prospects
• Capital required now and in the future
What is particularly critical in this connection is how you calculate the
amount of capital needed – this is the core of your application. The easy
answer is, of course, that you should apply for as much as you need. Nei-
ther more nor less. The less easy answer is that you should apply for as
much capital as your business needs to reach one or more milestones.

The management
description is one of
the crucial sections
of the business plan,
but not necessarily
the longest.

To give an overview,
a description should
always be brief and
to the point.
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It is much easier to raise capital again once you have really achieved
something. Precisely because milestones are important you must take care
to describe how your capital requirement will develop.

The easy answer hides a complex reality, which means it is often followed
by another question: “Are there any limits to how much or how little capital
you can apply for?”

Of course, there are. Obviously, venture investors themselves have budg-
ets and investment strategies which decide how many businesses they can
invest in and how small or large amounts they can invest for – but, basi-
cally, that should not prevent you from applying for venture capital.

Some believe, erroneously, that if they overstate their capital requirement,
their project will seem more interesting. Wrong. A venture investor spends
as much time evaluating a € 1 million project as a € 5 million project. It is
not size but substance that matters. When you make estimates, it is best to
be slightly conservative. If your budgets look like wishful thinking, you will
not be taken seriously. Do not pretend that your business will be worth € 1
billion in three years, unless you can substantiate this with some very con-
vincing facts!

With your expenses, remember that venture investors generally do not like
to see their money going towards paying bills for advisors whose earlier
advice did not benefit them. Businesses that do not have enough funds to
go through all the steps of raising capital (business plan, application, trav-
els, negotiations, etc.) often will not get any capital at the end of the day. It
is the usual practice that the business the venture investor invests in also
pays all expenses, for instance, expenses for share subscription agree-
ment, shareholders’ agreement and any other agreements and surveys in
connection with the actual investment. Practice may differ from country to
country throughout Europe.

When calculating key financial data you must be consistent in the way you
set out the figures, state your sources, etc. Unfortunately, many entrepre-
neurs are not sufficiently thorough when presenting data and thereby di-
minish the credibility of their business plan. You must present your data in a
manner that complies with good accounting practice. Always state who has
made the budgets and set out the accounts (the business itself or outside
experts) and take care about the way income and expenses are accrued. It
may be tempting in your budget to defer, for instance development costs to
a time when the product will actually start to pay off, in order to show prof-
its, when the reality is considerably different.



How to find venture capital        27    Inspiration and advice from a venture investor

Executive summary

When you have completed the business plan you must conclude by pre-
paring an executive summary. The executive summary is the most impor-
tant document for a venture investor – it is the test you must pass if you
want your project to be considered for venture capital. An executive sum-
mary is a “strong” précis of the main points of the business plan. The sum-
mary should be from five to eight pages and should be specifically targeted
at the venture investor.

Venture investors are busy people – very busy. Some of them receive hun-
dreds of applications every year, and each of them invest in, perhaps, 7 to
12 businesses a year. The executive summary is their access to a quick
overview of a prospective investment. Therefore, it is important that you
understand that you must be specific and to-the-point. If you do, your appli-
cation will stand a better chance of reaching the would-like-to-hear-more
pile.

Documentation and credibility

Although it may be tempting to “twist your figures” to make your business
concept look better, avoid this at all costs as it will have exactly the oppo-
site effect. If a venture investor starts to doubt your honesty, he is sure to
back down. When a venture investor studies the analyses in your business
plan he will consider it very important that:

• the data is credible,
• interpretation of the data shows the business model, will create perma-

nent advanteges in the market
• interpretation of the figures points to the

business generating a profit,
• the data presented matches the chosen

business strategy.

One good piece of good advice when it
comes to documentation: Look carefully for
unbiased and recognised sources to support
your plan, and include them as necessary. It
is surprising how many business plans by-
pass the most obvious sources of industry
information, such as industry magazines,
publications from national or international industry associations or expert
announcements in newspapers, radio or television. What one often sees is
commissioned reports from research agencies, reports that are far from
unbiased. At the very least it is rare for such reports to point out that cus-
tomers may not take to the concept straight away!

You can make two
types of error when
you use data in your
analysis and de-
scription :

You can either give
too much data or too
little data.
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What counts as reliable market intelligence varies from industry to industry,
but as a basis your data should support the business model or the argu-
ment that the business is needed. This external data helps legitimise your
concept. That having been said, you must, of course, take care to suit the
level of detail to the situation. A business plan will not become more con-
vincing if you add lots of unnecessary information; quite the contrary.

Many entrepreneurs go wrong by uncritically selecting data that only sup-
ports their business strategy. There will always be data sources that do not
support your strategy, and it will considerably strengthen your credibility if
you show that you are not afraid of weighing conflicting data and drawing a
balanced conclusion on that basis.

A venture investor will often consider a business plan untrustworthy if it
holds any of the following errors and omissions:

• The individual sections do not show any coherence with the business
• There are too many presumptions and too little substantiated data
• It is not clear why the data has been included
• The data shows poor knowledge of competition
• Too much speculative data about customer behaviour

The obvious conclusion is that when used correctly the documentation will
send out clear signals that you are being serious about your project. Used
incorrectly, the documentation can undermine even the best idea.

Outside help

You may, of course, choose to pay someone else to make your business
plan. You could, for example, retain a consultant to make the plan, or per-
haps have someone who has made other business plans structure the plan
for you. Whatever you do, it is important that the plan appears to be your
plan and that it is your intentions and your views that shine forth. Your vi-
sions and your objectives for the business must be spelled out.

Where you ask external advisers to help draw up your business plan, use
the following advice to ensure the best result:

• Ask to see samples of texts written by the consultant to see whether
vocabulary and style are to your liking.

• Agree on deadlines and make sure that the consultant will suffer a pen-
alty if deadlines are not met.

• Find out whether market surveys are needed and examine the quality of
the surveys and how data was/will be collected.

• Order alternative versions of the plan (summary, business plan,
PowerPoint presentation, etc.).

• Proof-read the texts thoroughly and make sure that anything that is not
as you want it is corrected.
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It may make things much easier for you if you outsource the preparation of
your business plan to the right consultants. But it is critically important that
you, as the owner, intimately examine every aspect of the plan. No consult-
ant can help you with that.

Example
Management

Søren Pedersen, founder and managing director

Born in 1968. Since 1997 Søren has been working
in an international IT business in Copenhagen in
charge of various sales and marketing campaigns.

Søren has over ten years’ experience in planning
and execution of international sales and marketing.

Søren has a master’s degree in international
marketing and management from the Århus Busi-
ness School.

Example
Too much and too few data

Too much data
“The businesses in the industry are organised ac-
cording to the international NACE classification
system in the classes 66 to 84.  In the business plan
we will describe all these classes starting with class
66 …”

Too few data
“Sales of clothes via the Internet are set to become
a huge success, because we all wear clothes every
day, combined with the rapid growth of the Internet
and the general creation of capital that takes place
here.”
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Chapter 4

Presentation of your idea

As always, there is no point in having conceived a good idea, if you are the
only one to see the ingenuity of it. Unless you are able to communicate
your ideas in the right way, you will be alone with your vision.

The same is true for venture capital. A good business plan is a step in the
right direction, but in the end it is the combination of a well-formulated plan

and the personal impression of you and your
team that will decide whether you will be able
to attract venture capital. Therefore, simply
completing your business plan does not do
the ”application” job. What remains, is to pre-
sent the idea, which is a far bigger challenge
than most people imagine.

It is common knowledge among venture in-
vestors that entrepreneurs leave so much to
chance when it comes to presenting their
ideas. More often than not you receive unin-
telligible e-mails with one or more attached

files representing a summary, and it is left with the recipient to establish the
logical sequence. As a venture investor and potential partner your first im-
pression is “the chance of a lifetime and you risk it all”.

You will probably agree that if you have spent a lot of effort (and money)
developing your concept and working out a business plan, it is aggravating
to be turned away at the door on account of a foot fault. To help you out,
here is a collection of hints on contact procedures, arrangements, presen-
tations, things to avoid and similar useful advice.

The KISS Principle

Many venture investors swear by what has been named the KISS principle:
Keep It Short and Simple. Whether the task is to describe your company
orally or in writing, you must be able to do so briefly, concisely and to the
point. If the overall concept is relatively complex and comprehensive, you
must find expressions that will make it easy to grasp. In most cases by far,
those who are willing to listen to you, only have so much time to spend, and
if you cannot communicate your idea quickly and in a well-structured man-
ner, you will lose your audience. The problem is simple: on average, a
venture investor will not spend more than an initial three to five minutes
reading a summary, so your message has to be clear-cut.

Few speakers realise
that 90% of the ap-
plause they get when
they fold up their
manuscript is an
expression of relief.

Robert Lembke
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You will be particularly well advised to remember the KISS principle when it
is a matter of personal contact, and mastering the art of simplicity often
requires practice – a lot more, in fact, than most people imagine. Some
people are born communicators, capable of selling sand in Sahara as easy
as pie, but they are far and few between. Most entrepreneurs by far will do
themselves a favour if they practise communicating their business idea to
advisers, associates, friends and social connections – making it short.
Practising may be quite frustrating at first, when people stare at you with
total lack of comprehension, but it is no doubt worth the effort. At the end of
the day, there is a lot to be gained from mastering the KISS principle. In
some situations you may have, at most, ten minutes in which to present
your idea, and then you have to make the most of every minute. Such is the
case at many venture meetings. And God knows how many fail to deliver
the message each time. There are bundles of them, way too many. So do
take time to practise!

Timing is another vital factor considering the
overall impression you will make on your
audience. As a venture investor, unfortu-
nately, you see too many presentations of
companies or business ideas, where it is evi-
dent that the speaker did not time and plan
his presentation in detail. In these situations,
you find yourself leaning back in your chair
while your thoughts are wandering, even though you know that this could
make a good investment object. It is a simple question of professionalism.
The more prepared you are, the more professional you are seen to be, and
the greater the chance that people will actually listen to you.

Venture arrangements

It is a general rule that if you want capital, you need to make an effort. You
must be willing to go out and work for »the cause«. Fortunately, a number
of venture events for “finance seekers” are being arranged these days.
Such an event might be a good place to start, when you want to put your-
self and your business idea on the map of venture investors. Various trade
associations and venture capital firms regularly issue invitations to meet-
ings, where you will have ten minutes in which to present your idea to the
venture investors who are present. It may be a good introduction to venture
capital and a magnificent opportunity to create new contacts.

Contact procedure

Something that really surprises a venture investor is the many calls from
people, asking if they can send their summary. The reply is always yes,
please! Venture investors make a living from good ideas, so of course you
can make your offer if you have one.

Everything that can
be said, can be said
clearly.

Ludwig Wittgenstein
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However, there are quite a number of people out there wanting to promote
their good ideas, which in turn keeps venture investors very busy. So it is
important that in applying, you should follow the individual venture inves-
tor’s procedures for considering new projects. If you do not know them al-
ready, you can most likely get help from the registrar of new applications.
Often he or she will work as an assistant to the venture investor, participat-
ing actively in the planning of meetings, presentations etc.

As a rule of thumb, most venture investors will initially want to receive your
executive summary and not the entire business plan. This is an advantage
both to the venture investor, who does not have to waste time printing and
collecting the material, and to you, who will thus keep full control of the
presentation of your material. In forwarding, do not forget to write the cor-
rect return address. It does not have to be a company address. Your own
private address is perfectly fine, should you prefer to use it. This may in-
deed be a minor detail, but you will be surprised how many people forget
something as simple as a return address or a telephone number. A silly
foot-fault. The same is true for poor layout, errors in grammar and mis-
spellings. These dramatically upset the flow when reading and seriously
weakens the impression you give.

Should you find yourself in the unfortunate position of discovering, after
delivery, shortcomings or misprints, which completely alter the sense of
your document, do not try to keep the process going by sending supple-
mentary material. Instead, call the registrar and ask to have the defective
material returned to you and restart the process again from scratch.
Agreed, you lost a little time, but you will be seen as one who abides by the
rules, and you will only be evaluated on correct material.

Response times vary between firms. Serious venture capital firms will typi-
cally confirm the reception of your material within a week or so. They will
also write when they will be coming back to you with an answer, and often
you will be advised who is responsible for considering your project. Most
venture investors want to “chew” on the project for some time, before re-
turning an answer. Some people believe, mistakenly, that they can speed
up the process by making a personal call, but this is not possible. Rather it
causes irritation, and you run the risk of giving the impression that you al-
ready know the proposal contains shortcomings and you want to add sup-
plementary details verbally. Patience is a virtue, remember that. Only after
about three weeks without a reply does it make sense to call to find out
which stage the proposal has reached.

Tough conditions? Not really. It is in your interest, too, that the material is
given just and fair attention.

When the venture investor has taken his time considering your application,
he will contact you by letter, e-mail or phone. Hopefully, your summary is
interesting enough to proceed (it should be, if you read this book), and you
will be invited to a meeting where you will have the opportunity to present
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your idea and your business plan. If not, the message is usually that the
venture investor is not able to go into an investment process with your
company/idea. And NO means NO. If you did not manage to catch the at-
tention of the venture investor, you have to realise that you lost this round,
and the only way is to go back and have a serious rethink.

Do not expect to get any further explanation on why the venture investor
does not want to proceed with your project. Of course, it would be nice to
know, but this is seldom the case. A negative reply need not mean there is
something wrong with your project. It may be that your business idea did
not fit in with the investment strategy of the venture investor, you should
basically take the refusals to mean that your concept demands significant
revision in order to be reconsidered eligible for venture capital.

Presentations

If you are one of the lucky few to pass through the eye of the needle and be
called in for a presentation meeting, you should pay attention to several
details. The invitation letter will often include an agenda for the meeting,
and you will be advised of the time available for your presentation. You
should consider both parts as a call for thorough preparation. You must
keep an overview, the details must be in place and you must be able to
engage in active discussion regarding your business idea and information
in your material off the cuff.

You must also be able to discuss your budg-
ets, and it is an ”absolute” that you know all
figures and how they interrelate. The meeting
will generally take place in a friendly atmos-
phere, with an open and straight-forward dia-
logue.

Time is of the essence. The apportioned time
is just as much a test by the venture investor
to establish whether you are capable of for-
mulating your ideas briefly and to the point.
The questions posed, and your replies, will
not take time away from your overall time for
presentation. The minutes allotted will be
yours, effectively.

When you go about presenting your idea,
leave out the bells and whistles. Do not over-
load your presentations with fancy colours, animations and other special
effects to make an impression. It may look good, but often it will steal the
attention from your message – which is bad! A venture investor will look for
arguments and documentation, and your presentation is meant to support
these points.

Every sale is a mat-
ter of presentation.

If you do not com-
municate your mes-
sage correctly,

Everything you mean
is not what you say.
If what you say is not
what you mean, that
which ought to be
done, will not be
done.
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Fortunately, most entrepreneurs that make it to the presentation round are
very well prepared indeed. They have scrutinised their presentation, prac-
tised well and are able to keep the time. But you also meet entrepreneurs,
who do not pay attention to detail, overreach themselves or deliberately
exceed the time, which is extremely unwise. In so doing, you do not abide
by the rules and you will have given yourself away. And do not forget, that
the meeting starts at the reception desk, and is not over until you are down
on the street again! If, on the other hand, you spend energy on preparation,
play by the rules, there is the prospect that you will be assured of a good
partner, not to mention the capital you need.

Check also where the meeting is going to take place the day before. Arriv-
ing too late might cut your meeting short. Remember you are probably not
the only item on the agenda of the investor that day!  Traffic-jam and can-
celled flights are good excuses, but will not buy your allotted time back!

Non-disclosure agreements

Most people with a business idea naturally wish to prevent it from being
exploited by a third party. But, as a general rule, it is not a smart move to
start off by demanding a non-disclosure agreement from a professional
venture investor. If you begin your collaboration by insisting on such an
agreement, you will undoubtedly have done irreparable damage to your
relationship. Venture investors would like to make agreements, but if you
expect an investor to show confidence – which is what it is all about – you
will have to show him that you trust him. It goes without saying that you can
expect everything you submit to a professional venture investor to be dealt
with in confidence. If you are not prepared to trust him, you could end up
cutting off your nose to spite your face.

”Do”s and ”Don’t”s

By way of last-minute advice, here is a list of situations that other entrepre-
neurs have learnt to avoid – the hard way. As a matter of principle, these
mistakes have nothing to do with your business idea or your presentation,
but they serve to illustrate the rules of behaviour in the venture business.
Before plunging into the lake, you should make a note of the following
“don’t”s:

• You try to sell a half-baked investment
If you failed to hit it off with the first group of venture investor and the
negotiations came to nothing, for whatever reason, there is little chance
that some other groups of venture investor will take over the deal. No
matter what, it will be ”somebody else’s unsuccessful investment”, and
as nobody wants to clear up somebody else’s mess, most venture in-
vestors will simply say ”no”. So you will have to start again from scratch,
with a new executive summary and a new business plan.
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• You oversell the investment
Particularly, when it comes to seed capital, countries’ investor commu-
nities are almost like a village. Everybody speaks to the same lawyers,
accountants and other advisers. So it will only be a matter of time be-
fore the venture investor finds out that you were at his competitor’s
place the same morning. Of course you have to look around for the best
deal, but generally shopping around too much is resented. Do not forget
that ‘the last girl may not want to dance with you, when she finds out
that everybody you asked before said ”no’’. You will appear more seri-
ous if you start by selecting a few venture investors that represent a
good match for your concept rather than sending your material to eve-
rybody (the shotgun approach). Investors will often ask you: “Has this
project been presented to other potential investors, and if yes, what was
their reaction?” You better be honest, because if not and the investor
still finds out – this will be the end of your contact with this investor.

• You and your venture investor ”lose each other” during the negotiations
Venture investors are trained negotiators, and as you go ahead he will
make both demands and requests in connection with your agreement.
One thing is sure– the points that he refers to as demands are NON-
negotiable. Not so with the requests. Several agreements have come to
nothing a long way into the discussions, because the entrepreneur sud-
denly tried to make the venture investor modify his demands. If you act
in this way, it is more than probable that the venture investor will put an
end to the negotiations.

• Your adviser wrecks the climate for you
Regrettably, it sometimes happens that good deals fall apart because of
unnecessary third-party interference. One classic example is when a
lawyer – after the entrepreneur and the venture investor are about to
agree – suddenly, on his own initiative, wants to play games and tries to
impose a last-minute pressure by pointing out that there are other offers
and ongoing negotiations. Silly mistake, for what naturally happens is
that the venture investor abruptly ends the negotiations. As a matter of
fact, you only negotiate with serious partners. The lawyer will probably
find another client the next day, but you may find that a new venture in-
vestor or another project is not so easy to come by. Make sure you are
quite clear with your advisors before starting the negotiations.

• You put a much too high a price on your company
During the negotiations you will of course come up with an estimate for
your company’s future worth, i.e. the potential of the investment. But be
advised that the venture investor will of course check with his col-
leagues and institutional investors whether the estimate is reasonable.
If your estimate is not accepted, you should consider carefully whether
it will be worthwhile to proceed. Most venture investors can tell you sto-
ries about investments that never came off, because the entrepreneurs
kept looking for a higher price.



How to find venture capital        36    Inspiration and advice from a venture investor

Lesson: when a professional investor offers to contribute real cash to an
untested idea, you should accept! If you try to keep the idea alive until
you find someone who will accept the highest obtainable value, it is
more likely that you will be left with an investment that NO ONE will
want to touch.
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Chapter 5

Venture capital

Since the late 90s venture capital investments have increased considera-
bly. From its modest beginnings involving a variety of expert fields, the
venture capital industry is now shaping up as a dynamic force in the in-
vestment markets.

If you look at the characteristics of the growing number of venture capital
firms, you will find a very diverse industry. Each firm has its own way of
operating, and the size varies from single proprietors with limited resources
to big groups with billions of euro in their investment pool. The venture
capital industry tended to be small by international standards with everyone
knowing one another, though this picture has rapidlly changed.

One factor that is universal to the industry, is the individual drive. The ma-
jority of venture capital firms is dominated by a single person. They range
from previous businessmen to professional investors of long standing.
These individuals stand at the heart of the business – representing its
know-how and network – and they often define the guidelines for the in-
vestment decisions of individual firms. Even so, today most major venture
capital firms have employees to run the assessment process and to engage
in an ongoing dialogue with newstarters and entrepreneurs.

Venture capital firms may be roughly classified, by structure, according to
three criteria:

• The source of their capital (capitalisation)
• Their investment strategy and the size of venture investments made
• The stage of a company’s life cycle at which they invest.

Capitalisation

One of the areas that characterises the differences in the venture capital
industry is the capitalisation of the individual firms. Capitalisation often has
a major influence on the »span« of the individual venture capital firm as far
as projects are concerned, and it may be a very important factor in deter-
mining the investment strategy in the particular firm. In most cases, the
venture capital firms are capitalised in one of the following ways:

• Private capital. Comes from, very often, privately-owned venture capital
firms (often companies) that invest the capital that the venture investor
and his partners have contributed. This is a common type of venture
capital firm, and there are quite a number of them . The privately-owned
firms may also have grown sufficiently to become listed and thus obtain
their venture capital in the official capital markets .
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• Institutional capital. Comes from venture capital firms being parts of
financial groups. Their resources for venture investments are often de-
rived from professional institutional investors.

• Public capital. Comes from public funds like, e.g. science parks

On the other side of the equation, there are differences in the way the ven-
ture capital firms invest their funds. Some venture investors will contribute
capital to your company providing a cash infusion as equity in consideration
of an ownership share. Others will supply a minor share as equity and, in
addition, they will guarantee your company’s
loan in a bank. Put simply, the venture inves-
tor’s most significant input here is the credit
risk he accepts on your behalf, and in this
situation you should be prepared for the addi-
tional burden which interest payments will
impose on your company from Day One. Of
course, it is up to you to decide which type is
the more suitable. A few venture capital firms
use a combination of financing methods while
others are engaged in only one.

When it comes to cash, the venture capital
firms are equally diverse. Not all can offer
large cash investments. It is recommend ed
that you select the firms with a high cash flow
and those with a record of being good capital
providers. If you have ventured into an
agreement with an investor who is short of cash, there is a risk that he will
act irrationally if he needs cash suddenly and indeed may not be acting in
your best interest. When a venture investor has informed you that he wants
to proceed with your project, do yourself a favour and ask him about his
current cash position. Tell him that you would like to see the latest financial
report he has published, and to talk to some of the companies in which he
has previously invested. If he is serious, he should not be reluctant to give
you the names of a few contacts. Most venture investors actually appreci-
ate endeavours made by their future associates in securing the perfect
match.

Investment strategy and size

When, as an entrepreneur, you start searching the market for a venture
investor that will be a good match for your business idea and project, it is
important to note that different venture capital firms often pursue a focused
investment strategy. The strategy can be limited to selected industries or
projects of a certain size.
The investment strategy and especially the size of the investments tend to
go with the type of venture capital firm, i.e. the way in which the firm is
capitalised. However, most venture capital firms generally want a high de-
gree of variety in the projects submitted to them, which will allow them to

However small the
industry, there is
plenty of diversity
among venture
capital in Europe.

As a newstarter or
entrepreneur, you
can strengthen your
development – irre-
spective of the de-
velopment stage –
through venture
capital.
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select for themselves. If you are in doubt about the investment strategy of a
specific firm, you should make inquiries when you call them. The same
goes for the size of investments the firm will normally accept.

Development stages

Another difference may be the development stage at which the individual
venture capital firm wishes to invest. Some concentrate on helping start-
ups as their field of competence, others focus on companies that are shift-
ing into their next stage, and still others have specialised in the acquisition
and disposal of companies.

Seen from the point of view of the entrepreneur, the variety offered by
venture capital firms in different fields of competence means that you can
probably finance part of your development through venture capital, what-
ever the development stage of the company. Of course, it all depends on
the amount of growth potential your business offers.

I-TecNet : Innovation and Technology Equity Capital Network

I-TecNet is a pan-European network of early stage technology venture
capital investors.is an initiative to encourage early stage investments in
technologically innovative companies.  It is supported by the European
Commission as part of its Gate2Growth Initiative.

Thanks to I-TecNet, entrepreneurs can access a network of capable ven-
ture capital investors, interested in business projects with a high degree of
innovation in technology, product, service or process and which exhibit a
potential for high growth and new job creation.

The venture capital operators which are taking part in I-TecNet are devoting
their funds to early stage investment in technologically innovative compa-
nies.

Venture capital is one of the most relevant sources of finance for innovative
growth companies to fund their investments. Venture capital consists of
funds raised on the capital market by specialised operators.  Venture capi-
talists buy shares or convertible bonds in the company. They do not invest
in order to receive an immediate dividend, but to allow the company to ex-
pand and ultimately increase the value of their investment. Hence, they are
interested in innovative companies with very rapid growth rates.

How can entrepreneurs approach the I-TecNet venture capital funds ?

The first essential is to set out a convincing case for financing.  Before
contacting any venture capital operator, entrepreneurs should draw up a
clear and solid business plan, and inform themselves of the precise nature
of venture capital and other types of financing.
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The business plan is a detailed statement of where the company is today
and of its strategy for the future. It must explain why the business will be
successful and convey what is unique about it. It should examine in the
minutest detail the basic assumptions of the business, in order to clarify
management thinking and to establish milestones for future development.

As outlined in this booklet, the business plan must demonstrate in a rigor-
ous manner the commercial viability of the proposed venture and its high
growth potential.  It should cover all aspects of the business: from its mar-
keting strategy, its competitors and its potential customers, to the manage-
ment and finances of the business, and its forecast annual sales and tar-
gets. Typically, the plan will cover a five-year planning horizon.

The Gate2Growth Initiative website offers a range of tools for entrepreneurs
to develop their business plan.  Experts are available to provide feedback
and help improve the business plan before approaching investors.

Contacting venture capital investors : the practical way

The Gate2Growth Initiative operates a pan-European database of invest-
ment opportunities in innovative companies and business plans.

Listing your business plan in the database enables the Gate2Growth.com
team of experienced investment professionals to spot your project and to
check its interest with its database of over 3000 investment sources in
Europe.

In addition to I-TecNet, the Gate2Growth Initiative co-operates with venture
capital funds, banks, incubators and business angel networks from all over
Europe.

Listing your business plan in the database is for free and can significantly
increase your chances in finding an appropriate investor for your business.

 How does it work ?

1. Go to the www.Gate2Growth.com website.

2. Register your company or business plan in the database of investment
opportunities for free.

3. The registration requires general details regarding your project, but
does not surrender confidential information.  At all times, you remain in
charge of this process.

4. From the moment your registration is completed, the Gate2Growth.com
team checks its interest with investment sources in Europe.
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5. If your project meets with concrete interest, the Gate2Growth.com team
may contact you to further check out whether your project presents the
right characteristics.  This may involve meeting your team in person or
requesting additional information.

6. Based on this initial due diligence, the Gate2Growth.com team may
either propose to proceed with direct investor contact or, alternatively,
suggest appropriate action to make the project investment-ready before
such approach is made.

The Gate2Growth.com service is entitled to a success fee on confirmed
investment deals, following standard industry practices.  The entrepreneur
is at all times in charge of this process.  The Gate2Growth.com team will
only propose to activate the fee agreement if there are concrete indications
of investor interest and if it feels confident in the project and entrepreneurial
team that it will propose to investors.


