Introduction

BY PETER HOJERBACK, MANAGING DIRECTOR & MIKAEL KARLSSON, CHAIRMAN, @RESUND IT ACADEMY

After the optimistic years around
2000, it has become more difficult
for all growing companies to find
venture capital. Despite this global
trend, venture capital can still be
attracted by unique business cases
within IT and fuel their growth.

The aim of this publication is to im-
prove the ability of companies in the
@resund IT region to identify and
approach potential investors, thereby
increasing their chances of attracting
national and international venture
capital. We have focused particularly
on international venture capital, the
importance of which is becoming
clear as most companies address
global markets and needs.

The guide is divided into two parts.
Part one describes the financing pro-
cess from start to finish. Here, you
can learn about what will make your
company attractive to investors, how
to contact them, what should be in-
cluded in a good company presenta-
tion, how to get the greatest benefit
from your investors, and how the ex-
it influences you, etc. The overall aim

of part one is to increase the level of
understanding of the financing pro-
cess among the entrepreneurs and
management teams of the region’s IT
companies.

There is also a great deal of sound
advice and experience, contained

in five articles written by experts in
financing and innovation. In four
company cases, you can read about
the experiences of CEOs in attracting
national and international venture
capital to @resund IT companies.
The target group for part one con-
sists mainly of non-public companies
in the first and second rounds of
financing, but more experienced
executives will also be able to find
inspiration here.

Part two is aimed at all non-public
companies seeking financing. After
a wide-ranging process of research,
we can now present 80 national
and international investors in both
hardware and software, including
significant local and global investors,
all of whom will be of interest to
companies in the @resund IT region.

Each investor is presented with ac-
companying contact information, a
brief profile, and key figures.

@resund IT Academy wishes you

the best of luck in your search for
financing!
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Guide
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Is your company attractive to investors?

Each year, investors receive hundreds
of business plans, of which 95 to 99
percent are rejected.

When you are seeking financing, it is
thus essential that your company re-
ally is attractive to investors.

The purpose of this chapter is to
help you to evaluate whether your
particular company will be able to
attract venture capital from potential
investors.

The criteria for evaluating potential
investment opportunities vary from
one investor to the next. Nonethe-
less, through interviews with inves-
tors, we have identified some key
determinants of the attractiveness of
your company.

If you can answer ‘yes' to the follow-
ing questions, your company is likely
to stand a chance in its quest for
venture capital:

e Does your company have high
prospects for growth?

e Does your company have a unique
business case?

e Does your management team
have a strong track record?

Additionally, if you have been
through one or more financing
rounds:

¢ Does your company have a strong
investor base and a clear ownership
structure?

e Does your company have high

prospects for growth?

Investors look for business ideas with
high growth prospects because their
primary objective is to generate fi-
nancial returns on their investments.
In other words, their aim is to make
money.

Investors in IT are attracted by com-
panies with high growth and thus
high earnings potential. For the same
reason, venture capitalists are also
willing to take on a considerable de-
gree of risk. In return, they expect an
average annual return on their port-
folio companies of 25% to 40%.

Since a significant number of ven-
tures fail, the actual requirement for
each individual company is, however,
much higher. In fact, most venture
capitalists will not invest in a compa-
ny with an expected return of ‘just’
25% to 40%.

Expected market size

The size of a product's or technolo-
gy's expected market is naturally a
crucial parameter for investors. For
research-intensive firms, a projected
product must have a large expected
market or be able to obtain a leader-
ship position within a clearly defined
niche market. Within software devel-
opment, investors look for a product
or technology that has an expected
market value of several hundred mil-
lion dollars. For companies within
hardware, the expected market po-
tential must be at least one hundred
million dollars.

Time-to-market

Another important parameter for
investors is the expected time-to-
market for your company's product.
The longer or more uncertain the
time-to-market for your product, the
greater the risk involved in investing
in your company. Moreover, a com-
pany with five years to the market
needs significantly more capital to
get there and, given the required an-
nual return, the required exit value
becomes very high for long-term
investments. Ever since the financial
markets came under growing pres-
sure in 2001 and 2002, investors
have become increasingly focused
on products with a shorter time-to-
market, and thus with better exit op-
portunities for investors.

Does your company have a
unique business case?
Essentially, making your company
attractive to potential investors re-
quires you to have a clear business
case supported by a precise commer-
cial focus. This is the first and most
important message that you will
need to convey to your company's
potential investors: how they can
make money by investing in your
particular company, why your busi-
ness case will generate revenue, the
market potential and worth of your
technology, how your product can
be commercialised, and how your
product will reach the market within
a foreseeable future.

It is important to identify how your
business case sets itself apart from its



competitors. This means you must
demonstrate not only that the tech-
nology of your company is unique,
but also that it has a competitive
edge.

Do you have a broad techno-
logical platform?

Investors generally prefer a tech-
nology with a broad range of po-
tential applications — meaning that

it can be applied in a large number
of applications — because this will al-
low you to spread the risk involved
in the technological venture, both
for the sake of your company and its
investors. However, companies with
a product or market profile that is
too broad will not attract investors,
since this leads to a burn rate that is
disproportionately high in relation to
output.

You can improve your chances of at-
tracting investors through consolida-
tion and the strengthening of your
company's technological platform
by entering into strategic alliances
or engaging in mergers and acquisi-
tions. Another strategy may be to
spin-off applications into separate
companies.

Is your technology well-
protected?

To be attractive, your company must
own the rights to the intellectual
property that underlies its tech-
nology and its business idea (or is
able to gain access to these through
in-licensing). The stronger your intel-

lectual property rights and the longer
their time to expiration are the bet-
ter. It's important to ensure that your
freedom-to-operate is not restrained
by dependence upon other patent-
holders. This might be the case if,
for example, part or your entire final
product is covered by intellectual
property rights owned by other pat-
ent-holders.

If your company is more mature,
investors will sometimes look at its
ability to conquer territory through
aggressive and strategic patent fil-
ing. Are there significant areas that
are not covered? Can the results
from one project be extrapolated to
other products and/or markets? A
thorough analysis of these points is
a strong contributor to the overall
attractiveness of your company to
potential competitors.

Does your management team
have a strong track record?

The most groundbreaking business
idea is worthless unless your man-
agement team has the necessary
expertise to effectuate it. That's why
many investors say that they invest
in “people, people and people” rath-
er than just companies. A company's
life is full of surprises and challenges.
Consequently, investors regard an
experienced management team

— with relevant industry experience
and a strong track record in doing
business and in bringing products to
the market — as a form of ‘insurance’.
The greater the experience of your

Chief Executive Officer (CEO), Chief
Financial Officer (CFO) and Chief
Technology Officer (CTO) in various
aspects of business development, the
better.

Moreover, investors value a manage-
ment team that has international
experience and established ties to
the UK and the USA, since such ties
can help to increase your company's
chances of obtaining further financ-
ing, and improve its future exit op-
portunities. The USA is also the lead-
ing market globally.

Finally, many investors feel that a
company's board members are often
overlooked. It is thus important to
ensure that the board consists of
members with complementary areas
of expertise, which will be able to
assist the management team in the
development of strategic guidelines,
networking and other important
activities. If your board members
have solid international industry
knowledge and established track
records, it will create value for your
company, reinforcing its credibility
and its attractiveness as a potential
investment.

Does your company have a
strong investment base and a
clear ownership structure?

A very important part of developing
a company is building the investor
base. The more competent and ex-
perienced your investors, the better.
Strong investors add significant value



to a company by providing sparring
on questions of strategy and other
important management issues, and
by supplying access to networks (e.g.
international contacts with industry
investors), and ‘deep pockets’ (i.e.
the financial capability to support the
company in the long run).

In Chapter 7, we will discuss the
possible roles of investors in greater
depth. If you have already completed
one or more rounds of financing,
your company will be attractive to
new investors if your company'’s in-
vestor base consists of experienced
and competent local and interna-
tional investors with impressive track
records. These types of investors
provide intelligent capital and make
your company far more attractive to

YOUR PORTAL TO @RESUND IT RESEARCH & BUSINESS

potential investors than a company
with, say, a local lead investor who
has no specific industrial expertise
in IT. In Chapter 3, we will discuss

how to identify the right investors for

your company.

On a related note, most investors
consider a large number of owners
to be a disadvantage for a venture
company, because it is difficult to
make fast, dynamic decisions in
companies run by a lot of owners.
A clear ownership structure, with a
few, competent investors, is attrac-
tive to most investors. Once your
company is about to get listed on a

stock exchange, this will change and

you will need to expand the owner-
ship structure.

WWW.ORESUNDIT.ORG r
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Attracting Seed Capital

BY MARCUS SKARBACK, INVESTMENT MANAGER, AND ADAM SCHATZ, MANAGING DIRECTOR, TEKNOSEED

How should an entrepreneur in need
of external financing go about at-
tracting an initial round of venture
capital? Stating the obvious, the
most important criteria is that the
business case holds the possibility of
generating a substantial return on in-
vestment. But this is far from all.

There are at least two other crucial
points when planning a VC financ-
ing:

1. to know what venture capital is
and

2. to get to know the specific ven-
ture capitalist you are about to ap-
proach.

Over a number of years, the entre-
preneur and the venture capitalist
will work closely together, sharing
both successes and set-backs. Often,
each party will view the collaboration
from different perspectives. For the
venture capitalist, any given invest-
ment is viewed as one of many eggs
in a diversified basket of risks. For
the entrepreneur, in contrast, success
is intimately linked to the single egg.
As is often stated, obtaining venture
capital financing is similar to enter-
ing into matrimony — the difference

being that both parties hope for a di-
vorce when the company is ready to
be sold to a larger competitor (trade
sale), or when its shares are floated
on a stock exchange (IPO).

What is it all about from the
VC's point of view?

Deciding to finance a company
through seed capital will shape all
facets of a company's further devel-
opment, including future funding
rounds. The ultimate goal of every
new investment made by a VC is to
make a good exit, i.e. to sell the ac-
quired stake with a significant return
on investment. In this way, a key part
of the due diligence made by the VC
will focus on what the most plausible
exit-route is; is the company likely to
end up in a trade sale, or should it be
positioned for an IPO (which would
entail building a fully-integrated, in-
dependent company).

Consequently, when entering into
seed-financing, the entrepreneur has
in fact already made a choice, i.e. to
position and build the company for
an exit (which may include losing
management control at a later stage)

rather than building a bread-and-
butter family business.

Finding the VC's sweet spot!
VCs differ in investment strategy in
at least two respects. They focus on:
1. different development stages

- e.g. seed, start-up or expansion
stages — and

2. different industries — e.g. Life
Sciences / Biotech, IT / ICT and In-
dustrial technology. To find the right
investor, entrepreneurs can exam-
ine the stated strategies of the VC,
but for an even better match, they
should look at the actual investments
that the VC has made.

It goes without saying that a seed-
stage business case is best matched
by a seed-stage investor. The closer
your business idea is to the VC's
sweet spot, the more likely it will be
that you get the deal done within a
reasonable time frame and on good
terms!

Getting your message across
(because first impressions last)
So, what are you to expect from a
VC and what does the VC expect

D ARTICLE



from you? The first impression is im-
portant to a VC — not least because
a strong deal flow forces the VC to
prioritise which projects to look into
more thoroughly. On a similar note,
it is equally important for the entre-
preneur to evaluate the VC.

The entrepreneur must demonstrate
how well thought-through the busi-
ness case is by successfully reducing
it to its fundamental core. The ven-
ture capitalist expects the initial de-
scription of the business to highlight
the market opportunity, the business
model, the uniqueness of the tech-
nology, and the team's experience
—all'in as few words as possible.

There are numerous organisations,
such as CONNECT, that provide
external help for entrepreneurs, in-
cluding how to successfully present
the business to VCs. CONNECT is a
network organisation consisting of
skilled and experienced people who
facilitate the connection between en-
trepreneurs and venture capitalists.

The substance behind the
message

A seed investor should not expect

to meet the perfect team with the
perfect idea. That said, it is neverthe-
less important that the entrepreneur

is prepared to discuss the following
points during the first round of more
in-depth discussions.

¢ The founding team, especially
focusing on breadth, experience,
and drive, as well as describing how
complementary skills can be tied to
the company. Drive and experience
are equally important.

* Market analysis, focusing on the
expected size of future markets.

e The product itself and the technol-
ogy behind it, focusing on unique-
ness and barriers to entry for com-
petition.

e Current and expected competi-
tion: If there is a clear, unmet market
need, it is likely that many companies
will be competing to address this
need.

¢ The project plan, including devel-
opment and market related mile-
stones, as well as capital need and
use of funds.

e Financial projections: Although a
high degree of uncertainty is embed-
ded in all early-stage projections, a
qualified indication of a likely out-
come is far better than none at

all.

The follow-up stage and closing
the first VC deal

After the initial contact, an itera-

tive phase is likely to follow, where

"Obtaining venture capital financing
is similar to entering into matrimony —
the difference being that both parties

hope for a divorce.......

the entrepreneur and the VC get

to know each other. The VC has to
show sincere interest by committing
time and effort to penetrating the
business case. This follow-up process
is crucial, and is likely to be a good
indicator of whether “the marriage”
will work or not.

Structuring a deal should be given
time. This is the process in which the
entrepreneur and the VC mutually
decide on key strategic issues, such
as prioritising milestones, setting the
corporate governance framework
through a shareholders' agree-
ment, agreeing on valuation, and
ultimately laying the foundation for
future financing rounds with later-
stage investors. In some cases, even
the seed-stage investment process
will include more than one investor,
which in the short-run may add time
and complexity to negotiations, but
in the long-run is likely to benefit the
company through a stronger financial
base and a wider network.

The time required and the nature of
the obstacles encountered from ini-
tial contact to signing an agreement
is hugely dependent on how the
follow-up process is carried out, and
what the initial expectations of the
entrepreneur are. It is highly unusual
that a deal is reached within less than
4-6 months from initial contact.

As in all serious relationships, suc-
cessfully matching an entrepreneur
with a VC will require serious com-
mitment and willingness to compro-
mise from both parties. As previously
stated, the divorce — whether it ends
up a happy one or not - should also
be built into the expectations from
the outset. For the serial entrepre-
neur, there is always a chance of a
second marriage — sometimes even
with the original spouse!

D ARTICLE 1 1
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Providers of venture capital

R&D companies with a new business
idea or technology often have no
other financing option than to seek
venture capital, since banks will usu-
ally only finance a new business if it
possesses hard assets against which
to secure debt. Initially, some compa-
nies include consultancy services as a
means of financing, but if your idea
is strong enough, this may prove too
time consuming. There are also other
means of financing, including loans
and credits, but to rapidly expand a
company, most often require external
capital. This chapter will thus focus
on venture capital: who are the pro-
viders of venture capital, where does
venture capital initially come from,
and how are the individual invest-
ment stages defined?

Before identifying and approaching
potential investors, we recommend
that you familiarise yourself with the
basic knowledge of venture capital.

Private equity as a source of
financing

During your quest to raise capital for
your company, you will encounter a
lot of financial terms, some of which
may be a little confusing. One of
the most common sources of confu-
sion is to be found in the concept of
private equity and its relationship to
venture capital.

The term ‘private equity’ is often
used to label the growing area of eq-
uity financing for non-public compa-
nies. The European Venture Capital

Association defines private equity as
the universe of all venture investing,
i.e. covering all stages in the lifecycle
of a company, and ranging from
seed capital to buyout investing and
mezzanine investing. The three main
sources of venture capital described
in this chapter — venture capital
firms, corporate venturing units and
business angels — are all providers of
capital to the private equity market
through their investments in com-
panies.

Venture capital firms

Venture capital is a subset of private
equity. It is primarily used to finance
high-tech, privately-held companies
that can be characterised as high-
risk investments with high growth
potential, where investors demand a
high rate of return in compensation
for the risk they take on by investing
in such companies. The investment
manager working for the venture
capital firm, the venture capital-

ist, acquires an agreed portion of
the share capital (i.e. equity) of the
company, in return for providing the
requisite funding.

The venture capitalist's time horizon
for investing in a company typically
runs from three to seven years. The
venture capital firm does not receive
a return on an investment until it
has made an exit from the invest-
ment. Exit strategies include selling
investors' shares to management or
to a third party, exiting by means of
a trade sale, or exiting by listing the

company on the stock exchange in

an initial public offering (IPO). You

can read more about ‘How to Exit?’
in Chapter 8.

Venture capital firms often specialize
in providing funding for companies
at different stages of development.
Some specialise in very early (seed)
financing, providing money to build
prototypes or to fund further re-
search. An increasing number of
venture capital firms around the
world focus on later-stage financing,
targeted at companies in their initial
growth and expansion phases, where
research efforts have culminated in a
commercial product that still needs to
prove its competitive potential.

On page 15, we provide a more
detailed description of the various
investment stages.

In addition to providing financing,
venture capitalists may actively par-
ticipate in running the firm, offer-
ing their experience with previous
start-ups and their general manage-
ment expertise for the benefit of the
company. For more details on how a
venture capitalist can contribute to
your growing business, please see
Chapter 7.

Venture capitalists recognize that
only about one or two out of every
ten ventures will be successful in the
long run. To reduce the risk associat-
ed with investing in such companies,
venture capitalists use a technique

D CHAPTER2



called staging, which involves provid-
ing financing to their portfolio com-
panies in stages.

At any given time, enough money is
invested to enable the company to
reach its next investment phase. In
order to achieve this, one or more
milestones are planned. There can be
many such stages, each representing
a key step in the process of develop-
ing the company.

Venture capital firms also spread risk
by co-investing with other venture
capital firms. It is the exception
rather than the rule for a venture
capitalist to finance a company sin-
gle-handedly. Typically, a company's
first round of financing will involve
one lead investor and one or two
co-investors. In subsequent financ-
ing rounds, the investor base will
typically be extended by a couple of
follow-on investors and one or two
new co-investors.

Corporate venturing units
Corporate venturing is a type of ven-
ture capital provided by large corpo-
rations, such as the big ICT compa-
nies. In @resund IT, IBM, Nokia and
Siemens, amongst others, possess
corporate venturing units.

If a corporation cannot achieve its
growth goals through further de-
velopment of existing business seg-
ments, it may turn to acquisitions or
to corporate venturing as a means
of acquiring a stake in high-growth
businesses, products or technologies.

The main difference between venture
capital firms and corporate venturing
units thus lies in the fact that corpo-
rate venturing is motivated not just
by the desire for financial returns,

like private venture capitalism, but
also by strategic objectives, such as
the desire to strengthen the innova-

tive image of the parent company or
to invest in technologies that com-
plement existing business areas. For
the same reason, corporate ventur-
ing usually focuses on projects and
companies that fall within or close to
the corporate parent’s business areas,
which are thus used as a ‘strategic
filter' for the identification of new
portfolio companies. The strategic
fit required in corporate venturing
makes it possible to benefit from

a venture even if it fails, since the
output of the venture can be used to
extend the strategic activities of the
corporate parent.

Generally, the time horizon for
corporate venturing investments is
slightly shorter than for venture capi-
tal firms, since corporate venturing
often enters during the later stages
of financing.

Like some venture capital firms,
corporate venture capitalists pro-
vide guidance and support to their
portfolio companies on the basis of
their knowledge of the industry and
business experience. Many corporate
investors, for example, seek the same
type of board representation as ven-
ture capital firms.

Business angels

A business angel is a private indi-
vidual who has accumulated sub-
stantial amounts of capital, and who
possesses business expertise and risk
capital that he makes available to re-
search projects and companies in the
early stages of development, often
during the seed stage.

Business angels usually have a back-
ground as successful entrepreneurs
and businessmen. So in addition

to providing capital, they may also
provide companies with important
management and industry insight.
Their knowledge can be helpful in

solving complex strategic problems.
In capital-intensive industries, such as
many parts of IT, business angels will
not generally provide large amounts
of capital, but will instead figure as
highly dedicated board members,
supporting the management team in
its strategic planning or networking.

For more information, please see
www.nutek.se/sb/d/204/a/1157
and www.dban.dk

Types of investors

LEAD INVESTOR The investor who leads
a group of co-investors in a joint in-
vestment, and who is chiefly respon-
sible for contacting, advising and
monitoring the investee company.
The lead investor is often the inves-
tor who owns the largest share in the
investee company, although this is
not always the case. The lead inves-
tor may possess specific expertise
which is particularly relevant for the
investee company.

co-InvesTor One of two or more ven-
ture capital organisations that agree
to jointly invest in a company. This
provides more capital for the investee
company, and reduces the risk asso-
ciated with the investment for each
individual investor. Each co-investor
receives a share of ownership in the
investee company proportional to
the amount it has invested.

FOLLOW-ON INVESTOR An investor who
invests funds in a company which
has previously received capital.
Where does the money come from?
Private equity firms, including ven-
ture capitalists, raise funds from a
number of different sources, which
they then invest in your company.
Most Danish and Swedish private eq-
uity firms raise capital from external
sources, mainly from institutional in-
vestors such as pension funds, banks

D CHAPTER2 1 3



and insurance companies (see figure
below). To manage their funds, pri-
vate equity firms must demonstrate a
good track record, for example in the
form of successful exits which have
produced returns greater than those
that could have been achieved with
a fixed interest rate, or quoted equity
investments from previous invest-
ments.

The reason why venture capital firms
typically maintain a time horizon of
three to seven years on their invest-
ments is that many venture capital
firms raise their funds through lim-
ited partnerships with their investors.
Such investment vehicles generally
have a fixed lifespan of ten years; by
the end of the tenth year, the ven-
ture capital firms must return their
investors' original funds, plus any ad-
ditional returns made in the form of
quoted shares or through the sale of
the portfolio companies invested in
by the venture capital firm.

Investment stages

When seeking capital for your com-
pany, you will encounter terms that
refer to various investment stages.
Below, we have briefly described the

OTHERS 6%

FUNDS OF FUNDS 7%

INSURANCE 16%

PENSION FUNDS 18%

main characteristics of the various
stages. Please note, however, that
the definitions of these stages can
often vary from investor to investor.

Stage no. 1: Seed

This stage concerns the research
and development of a business
idea before it is actually launched.
Seed capital is used to allow a busi-
ness concept to be developed. This
includes the development of a busi-
ness plan, prototypes and additional
market research. During this invest-
ment stage, the technological and
commercial value of the project will
be assessed.

Stage no. 2: Start-up

The start-up phase requires financ-
ing for product development and
initial marketing efforts. Companies
are often in the process of being set
up, and staff is recruited. As in the
case of seed investments, neither
the product nor the company can be
assumed to have proven themselves
commercially, and will not, therefore,
be generating profit.

Stage no. 3: Initial growth / early-
stage

BANKS 13%

WHERE DOES VENTURE CAPITAL IN SWEDEN INITIALLY COME FROM?

Source: Swedish Private Equity & Venture Capital Association, 2002

PUBLIC FUNDING 8%

Initial growth capital is used to build
up the infrastructure required to
develop the business, including its
manufacturing, marketing and sales.
Although the product or service may
already have been launched, it is
usually not yet generating profit.

Stage no. 4: Expansion

Expansion capital is used to further
develop and expand the established
company. The company is at least
breaking even in financial terms,
and may even be profitable. Venture
capital funding is used to expand
production capacity, recruit ad-
ditional staff, extend marketing or
product development programmes,
or acquire additional working capital.
Expansion capital is also known as
‘development’ or ‘growth’ capital.

Stage no. 5: Restructuring

The company is now established in
the market, and the capital raised
during this stage can be used to di-
versify into new markets or develop
new products. Associated structural
changes can have an effect on the
company's ownership structure, in-
cluding preparation for a company's
flotation on the stock market.

INDUSTRIAL ENTERPRISES 21%

PRIVATE INDIVIDUALS 11%
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Venture capital for new, innovative enterprises

A CONVERSATION WITH PETER T@TTRUP FROM DTU INNOVATION, CATHAL MAHON FROM CAT, JESPER BOVE-NIELSEN FROM TEKNOLOGISK INNOVATION AND PETER
THORLUND FROM SYMBION.

In Denmark it is possible for IT busi-
nesses to receive capital from inves-
tors willing to take risks already at
the early stages in the company'’s
development. With the help of
capital from the Danish government,
innovation venture funds typically
inject some DKK 1 million per year
into businesses in their early start-
up phases. In the capital city area,
Symbion, CAT, DTU Innovation and
Teknologisk Innovation all invest in
IT projects. @resund IT Academy met
these innovation venture funds and
asked them what they look for when
making investments and what their
work with the companies consists of.

Despite the differences between
these venture funds, they basically
look for the same things when valu-
ing an investment opportunity. ‘In
appraising an investment project we
look especially at market opportuni-
ties, the technology and the team. |
believe we all have that in common,’
says Peter Tgttrup from DTU Innova-
tion.

Teknologisk Innovation differs from
the other innovation venture funds.

Whilst Symbion, CAT and DTU have
an investment strategy with a scien-
tific focus, Teknologisk Innovation's
investment strategy is based on a
commercial focus as a consequence
of the fact that Teknologisk Innova-
tion is not related to a specific re-
search institute like the other innova-
tion venture funds typically are.

A market-oriented approach is
essential

‘We are not interested in technolo-
gies for which the market has no
need. Unique technologies are only
interesting when they provide com-
panies with a significant competi-
tive edge in a clear market niche,’
explains Peter Thorlund Haahr from
Symbion.

But a good technological edge and

a strong focus on the market are not
enough to secure you investment
from an innovation venture fund.
‘The team behind a business must
also be able to implement its plans
in practice,” Cathal Mahon from CAT
points out.

Apart from content-related require-

ments, projects must also fulfil a
range of formal criteria to be viewed
favourably by a venture fund. ‘The
business must not have been around
for more than six months and it
must not have received investments
of over DKK 50,000. The enterprise
must also be based in Denmark, so
we cannot immediately invest in
businesses that lie on the Swedish
side of the @resund sound,’ says Jes-
per Bove-Nielsen from Teknologisk
Innovation.

The sooner the better

In practical terms there are no limits
to how early you can turn to an in-
novation venture fund with your
idea. Many projects apply for capital
from venture funds before their busi-
ness plan is fully ready or their team
is complete. ‘It is often important to
work on the business model before a
company is ready for investment. We
put a lot of resources into developing
business models and adjusting strate-
gies," explains Cathal Mahon from
CAT. 'Big changes are often made

to business models at this stage; just
as it is essential to create the correct
focus, the business model is decisive
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"Unique technologies are only interesting

when they provide companies with a
significant competetive edge.....

to a company's success in the early
stages,’ DTU's Peter Tattrup adds.

Capital, not a ‘grant’

A common misconception is that
capital investments from innovation
venture funds amount to a public
grant, as the state is behind the or-
ganisation. This is not the case. All
innovation funds become sharehold-
ers in the companies they invest in,
working in general terms in exactly
the same ways as other venture
funds. ‘We try to make our invest-
ments as similar to venture capital
as possible. This is essential if we
wish to make further investments
in a company at a later stage,’ says

Peter Thorlund Haahr from Symbion.

There are not many projects that can
reach the break-even point with an
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investment of DKK 1-2 million. This
is why we make a great effort and
use our network to help secure fur-
ther investments for our companies’
second financing rounds," adds Peter
Thorlund Haahr.

Even if innovation venture funds
participate in companies’ lives from
a very early stage, they do not ex-
clude the possibility of cooperating
with other investors. ‘We like to
partner with other venture funds
and business angles as often as pos-
sible. However, it is often difficult to
attract other investors to participate
at these early stages, so we have to
take care of some investments by
ourselves,’ says Jesper Bove-Nielsen
from Teknologisk Innovation.

Investments from innovation ven-
ture funds bring not only intelligent
capital but also access to a significant
network of companies and long-term
advice from the investor. ‘We often
help companies in the long run, and
generally speaking there is enough
there to keep us busy. Entrepreneurs
normally have a good grasp of the
technology but need our input in
developing the business, attaining a
commercial focus and creating con-
tacts with partners and other inter-
est groups,” explains Peter Thorlund
Haahr.

For more information on these inno-
vation venture funds, visit:
www.catsymbioninnovation.dk
www.dtu-innovation.dk
www.tekinno.dk

"The business model is decisive to
a company’s success in the early stages”
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Building a trust relationship with your investor

AN INTERVIEW WITH STEFAN ANDREASEN, FOUNDER AND CEO,KAPOW TECHNOLOGIES

FOUNDED 1998

HEADQUARTERS HORSHOLM, DENMARK
STAFF 25

FINANCING ROUNDS 3

RAISED CAPITAL 35 MILLION SEK
WEBSITE WWW.KAPOWTECH.COM

What makes Kapow attractive
to investors?

There are several reasons. To begin
with, we have a unique product.
But we also have substantial market
potential, global partners and, finally,
we have proven our market worth.
We were recently awarded IDA's in-
novator prize and | think the reason
for this is that we succeeded in turn-
ing our idea into a healthy business
— different from our competitors, we
had real commercial value.

How would you describe the
financing rounds that Kapow
went through?

We have been through several fi-
nancing rounds. It is a long process
and there are different criteria to take
into consideration. Our initial financ-
ing round took place in the dot.com
era. It is far from certain that we
would have been able to attract

the same venture capital today, as
investors have suffered considerable
financial losses during the last few
years, and are therefore no longer
prepared to take as high a degree of
risk as they did then.

It is not possible to have a final prod-
uct in the early stages of investment,
so | believe that the investors first
and foremost estimated our market
potential and our technological po-
tential, and particularly, whether or
not the technology was unique. It

is also necessary to secure your pat-
ent rights and intellectual property
rights, which we already had done.
Further, it is about being able to trust
the people involved. But obviously,
investors in the initial stages must be
willing to take high risks and also be
willing to help make the company
grow.

The second financing round was the
one in which we had to prove our
worth. We had to present an actual
product, and the business sector not
only had to support the product,
they also had to have bought and
applied it in practice. Characteristi-

cally, the second round is one where
initial investors still support and be-
lieve in your idea, and due to their
continued engagement, are able to
create credibility in front of other
investors.

Crucial to the third financing round -
which we are in at the moment - is
that our technology remains unique
and cannot be easily copied. Further,
it is of the utmost importance that
we have proven our market worth.
In this connection it is important to
emphasise that we have success not
only on the Danish market, but also
internationally. The investors must be
able to see, not only believe, that the
market can hold.

How did you identify your in-
vestors?

To begin with, we searched the inter-
net, went to meetings, and studied
various reference works, looking for
relevant investors. Now, however,
we have realized how important it is
to find investors with specific trade
knowledge, investors who do not
only operate within the IT sector
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(which in itself is extremely wide),
but who operate specifically within
the same niche as the one you are
in. We have identified investors
through our existing investors and
their networks, but also through my
own participation in a large number
of investor days and tech-transfer
conferences throughout Europe and
in the US.

How would you describe the
collaborative relationship with
your investors?

In our opinion the collaboration

and terms of agreement with the
investors are very important. Inves-
tors should be regarded as partners,
i.e. they should not just invest in
your business with an extortionate
demand for rights and returns on
investment, etc. Rather, investors
should be able to provide contacts
to clients, markets, employees, other
investors, etc. and should be able to
actively contribute with something
other than just financial power. Of
course, investors are profit-oriented
and decide to invest in a company
in order achieve the highest possible
return on investment. For this reason
the relationship with the investors
will typically be most intense during
the first 2-3 years.

What has been important for
you when negotiating with in-
vestors?

It has always been important for
Kapow never to make agreements
that leave us with our backs to the
wall, which is why it is crucial to have
thought about what kinds of invest-
ment you want, and whether or not
they can make the company profit-
able. We have always wanted to be
an independent company; if you lose

that focus, and only consider the
financial gains, you run the risk of
accepting demands from investors,
which can be difficult to live with in
the future. Experienced consultants
and attorneys are therefore extreme-
ly important in the initial rounds of
negotiation. In the second and third
rounds of investment it is also im-
portant that existing investors sit on
your side of the negotiating table. In
other words, it is important to avoid
the risk of ending up at cross pur-
poses with them in future rounds of
investment.

What is Kapow's exit strategy?
| believe that if you concentrate on
running your own business and on
being as independent as possible,
then the buyers will turn up auto-
matically. If you are too focussed on
an exit strategy, especially with a
view to only a single potential buyer,
then your exit will easily end up be-
ing on the buyer's terms, resulting

in a bad exit price. Which is why we
have a double-edged exit strategy
that on the one hand builds and de-
velops a strategic collaboration with
influential players on the market, and
on the other hand, works towards
undertaking an IPO. If we go for an
IPO, it will definitely be in the US.

Is it necessary to seek interna-
tional capital?

The first financing is by no doubt the
most difficult to attract and, there-
fore, easiest to find locally. Knowing
the market, and having trust in the
business and its people requires lo-
cal knowledge, which is why | think
we rarely see an American investor
entering the early investment stages.
It is easier for Danish, or other re-
gional/ European investors in e.g.

Sweden, Germany, or England. If the
business has international ambitions,
and has a product that can compete
internationally, then you will defi-
nitely need international capital. We
have set up an office in the US, and
spend a lot of time and energy build-
ing relationships with US investors

- a natural step when you want to
enter the US market. | have noticed
that Transatlantic Venture Funds are
showing a greater interest in invest-
ing and buying European, and espe-
cially Scandinavian, start-ups with
the intention of bringing both busi-
nesses and qualifications to the US
where there are better opportunities
for a profitable IPO.

What is your advice for busi-
nesses seeking external capital?
e If you want success, it is not
enough to be an IT-expert. You need
to ally yourself with a competent
businessman and focus as much on
the market and business potential as
on the technological side.

* Have a good presentation ready.

e |t is fundamental that the relation-
ship with the investors is mutual
one, a partnership: »...here is our
suggestion for a business plan, let us
develop it together. «

e Seek funding well ahead so you
avoid standing with your back to
the wall. You are always in a better
position to negotiate when you have
alternatives. It is very important not
to get tied down by rights, owner-
ship, etc.

e Find a personal adviser.

e Stay in control of your business and
your intellectual property rights.

e Be critical of the investors, their
trade knowledge, strategies etc. Is
the capital invested on an equivalent
level, is it base capital, etc.
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Identifying investors

Most of the time, IT companies that
need venture capital are between
two rounds of financing. It is not un-
usual that the process from the initial
investor contact to the signing of an
agreement with an investor takes six
to eight months. It is consequently a
good idea to begin to seek financing
approximately 12 months before
your company will actually need the
funds. Getting a late start and run-
ning into an acute need for financing
can leave you in bad position to ne-
gotiate with potential investors, as
well in relation to potential licensees
and science and technology partners.

The first step is to identify relevant
investors. Even if you have three or
five investors at the top of your list,
you will rarely end up with all of
them as your investors. It is thus a
good idea to identify and investigate
a large number of investors, from
which you can then select 10-20 or
so investors who best match your
company's needs for capital, knowl-
edge, networks, etc.

Identifying potential investors

In order to ensure that you identify

investors whose investment prefer-

ences match your company's profile
and requirements, you will need to

consider the following:

e Do they usually invest in the life
cycle or investment stage in which
your business currently finds itself?
e Do they usually invest in the in-
dustry in which your business oper-

ates?

e Can they offer you the amount of
financing that you need?

e Does your company match their
geographical preferences?

The information needed to answer
these questions can generally be
found on the websites of the various
venture capital providers.

In-depth identification of inves-
tors

Beyond the immediate screening cri-
teria reviewed in the last section,
many other factors will influence the
suitability of an investor for a venture
company, and vice versa. A more se-
rious and in-depth identification of
the potential investors to target
would include investigating the fol-
lowing characteristics of each inves-
tor.

e How active is the investor?

Some venture capitalists prefer to be
very involved in day-to-day opera-
tions and decision-making (‘hands-
on'), while others are satisfied with
monthly status reports (‘hands-off’).
Which type you prefer depends on
your company's needs and prefer-
ences, but also on the degree of ex-
perience and competence of the po-
tential investor. To learn more about
an investor's ‘style," it can be a good
idea to contact some of their existing
portfolio companies.

e What is the investor's track re-
cord?

Does the venture capitalist have a
history of making successful invest-
ments in similar firms? Has the inves-
tor undertaken any successful exits?
Itis also necessary to ensure that the
investment managers currently em-
ployed in the investment company
have experience in relevant IT invest-
ments. Another important question
to ask is how well the venture capi-
talist has dealt with investment situa-
tions that did not work out.

e Does the investor possess a good
contact network?

A venture capitalist may be able to
help your business by providing in-
troductions to potentially important
customers, suppliers or other industry
contacts. One way to learn more
about investors' networks is to look
up the geographical location of their
past and current portfolio companies,
since this will give you an idea of
their likely contacts with international
co-investors and their ability to intro-
duce you to possible future collab-
orative partners.

* When does the investor want to
exit?

As mentioned earlier, a venture
capitalist's investment horizon typi-
cally spans from three to seven years.
A good idea is to check whether

the fund from which the investor’s
capital is raised is at a late stage of its
life. If this is the case, you can con-
clude that the investor is probably
looking for a relatively quick exit.
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e Does the investor have a lot of
portfolio companies? If a venture
capitalist has many companies in his
portfolio, he also needs to have a
large amount of capital available for
re-investment. Otherwise, you might
end up in a situation in which your
investor cannot afford to re-invest in
your company.

The answers to the above questions
may be obtained from companies
who have worked with the investors
in the past, or from the investors’
websites, or by directly calling the in-
vestors.

International venture capital

A few years ago, it was common
practice to seek venture capital solely
from local investors. This picture is
changing, however, and a growing
number of IT companies in the Qre-
sund region are now including inter-
national investors in their investor
base.

There can be several reasons for
seeking international capital for your
company. Your capital needs may be
so large that they cannot be met by
the local market, and, most impor-
tantly, your company may stand to
benefit from the expertise and scien-
tific and financial networks that in-
ternational investors can offer. Re-
ceiving international capital can also
function as a ‘stamp of approval’ for
your company, as it will have
achieved this in competition with IT
companies from many different

countries. Having an international in-
vestor within your group of owners
will thus strengthen the general at-
tractiveness of your company. An in-
ternational investor will often enter
your investor base as a co-investor in
collaboration with a local lead inves-
tor.

It is attractive to raise capital from
the USA, as it possesses the largest IT
in the world. Amongst other things,
American investors can help to in-
crease your exit opportunities, for
example via a trade sale of your
company in the USA. However, you
should note that the geographical
distance involved can have a nega-
tive effect on the interest of Ameri-
can investors in investing in @resund
IT companies. Moreover, in compatri-
son with their American counter-
parts, companies in @resund IT are
often too small for American venture
capitalists to invest in. Your chances
of raising American venture capital
will thus improve substantially when
your company has completed its ini-
tial rounds of financing and is head-
ed for, say, its third round of financ-

ing.

Get help to identify and ap-
proach international investors
In the latter part of this guide, we
profile a number of international
investors.

It can however be very time-con-
suming and difficult for companies
to approach international investors
without previous experience with

such investors, or network contacts
with them. In such cases, it can be

a good idea to seek help. Having a
strong local venture capitalist as an
initial investor is the best way to cre-
ate contacts with international inves-
tors, as a venture capitalist often has
stronger and more relevant contacts
with international venture capitalists
than most consultants. However, if
you wish to approach international
investors who are not part of your
own or your investors' networks,
consultants can provide useful con-
tacts. Large accounting firms and
investment banks will often have
departments and networks that can
help you to improve your contacts
with potential international investors.

The process of selecting the con-
sultants that are best suited to help
your company will however also
depend on the geographical area in
which you intend to seek capital. If
you are seeking capital from the UK,
you will have to identify consultants
with a good foothold and network in
the British market; likewise, consul-
tants with good connections in the
American market will be qualified to
handle your company's interests if
you are seeking capital in the USA.
It is normal for consultants to charge
a basic fee to cover their expenses,
as well as a percentage of the capi-
tal raised. Please note that you will
generally need to seek at least EUR
10-13 million if you wish to involve
corporate finance departments or an
investment bank.
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Why and how to attract venture funding
from US venture capitalists

BY LINUS LUNDBERG, PRINCIPAL AT VISION CAPITAL IN CALIFORNIA

Why seek financing from a US
venture capitalist?

Venture capital firms in Silicon Valley
have a magical aura around them.
Many of today's leading technology
companies were venture backed in
their early days. Kleiner Perkins fund-
ed Amazon, AOL, Google, Juniper
Networks, Netscape, Sun and Xilinx.
Sequoia Capital was behind 3Com,
Cisco, Oracle, PayPal and Yahoo.
Accel’s portfolio includes Foundry
Networks, Agile Software, Redback,
Portal, Real Networks and Veritas.
Clearly, these venture capitalists have
proven that with the right mix of
market opportunity, technology and
entrepreneurs, they can finance and
build very successful companies (on
the other hand, if you visit their web-
sites and look at their portfolio you'll
see that they can also fail...).

Getting funding from a premier US
VC at the right stage can fuel a tre-
mendous growth of your company.
US VCs can help attract top-notch

people, build a “buzz" around your
company, and open up doors that

would otherwise be closed for you.

What will it mean for you?
However, getting funding from a
premier US VC is not just a free
ticket to the Promised Land. For a
small technology company, it can
also mean fundamental changes. It
is easy to look at the successes these
VCs have created, and forget the
consequences for the entrepreneur
and founding team.

First and foremost, the VC's money
and support does not come for free.
Getting VC funding (whether it is
from a US, European or Scandinavian
VC) inevitably means giving up a
large stake in your company. An ear-
ly stage (pre-revenue) financing typi-
cally means around 50% dilution for
the founders, and later stage rounds
may add another 30% dilution each.
So, if we assume that the founding
team owns about 70% (remaining
30% owned by a business angel

or “friends and family” investors),
the first VC financing will bring that
down to 35%. In addition, a 20-
25% stock option pool will typically
be created, which brings the found-
ers down to ~30% or less. Additional

rounds of financing, say 2 more, will
add 2x 30% dilution, which in this
case brings founders down to ~20%
and ~14% respectively. If you are re-
ally successful, you may build a com-
pany that can be listed on Nasdaq.
An IPO typically adds another 20%
dilution, which will bring founders
down to around 10% ownership.

Venture funding will allow you to
invest in the growth of your business
at a much faster rate than you other-
wise could, but you have to believe
that with VC support you can build
a company 10 times more valuable
than by organic (self-funded) growth
alone.

The second consideration would be
control. As an entrepreneur who
successfully launched a startup you
are in full control of every aspect of
the business, be it product develop-
ment, sales, customer relationships or
recruitment. A US VC will in 9 out of
10 cases bring in new management
(CEO, VP Sales, VP Engineering, VP
Marketing) who perhaps may have
worked together in other startups
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backed by the VC. The founding
team will continue to play a crucial
role in the company, but will in most
cases find themselves reporting to

a new management team. Are you
ready to hand over control to an
American CEO?

There will also be dramatic changes
on the board. A typical board of a
venture backed US startup consists
of 2 VCs, the CEO and 2 outside di-
rectors. The new investors will want
to create a board that is appropriate
for the “next stage"” of the company.
In most cases it means replacing
most of the current board members.

What does a US venture fund
look for?

US VCs see hundreds or even thou-
sands of startups every year seeking
funding for their business plans.
Typically, only 1 out of 100 startups
actually receives funding. Competi-
tion for venture capital is fierce and
the financial return requirements of
venture funds are very high. Ulti-
mately, VCs have to return capital
to their Limited Partners, i.e. the
pension funds, insurance companies,
banks, endowments, etc. who invest
in venture funds. Venture capital is
a high-risk / high-return asset class
and as such the expectation is that

a VC fund should return more than
3 times the invested capital over the
8-10 year fund-life. If you do the
math for a venture fund, you will
find that it does not make sense for
a VC to invest in a company unless
they believe the investment can yield
50% IRR (Internal Rate of Return).
Another way of looking at it is that
the company must increase its value
by a factor of 10x in 3 years or 20x
in 5 years (taking into account the
dilution of later rounds of financing).
So this means that unless you can
present a credible business plan that
generates this level of value growth,
most VCs will not be interested.

US VCs (and most other VCs for that
matter) mainly look for three things
when they validate the return poten-
tial of a prospective company:

1. Market size and growth: Does
your company operate in a market
segment that is big enough and/or is
its growth rate high enough to sup-
port a large, valuable company?

2. Product fit and uniqueness: Do
you have a product that addresses a
real need in the market and can you
differentiate yourself vis-a-vis com-
petitors?

3. Quality of the team: Do you have
a senior team of people who know
this market/product and who have

" Are you ready to hand over control
to an American CEO?"

shown that they can build valuable
companies?

Once you have caught their atten-
tion, there are of course many things,
on a more detailed level, that US VCs
will look for during the due-diligence
process.

Some advice for Scandinavian
companies

Being located in Scandinavia while
trying to raise venture funding from
US VCs is quite a challenge. In addi-
tion to beating competing startups
in all the dimensions outlined above,
you must overcome the geographical
distance in question. There are very
few US VCs who will seriously con-
sider an investment unless:

1. A corporate structure is putin
place such that the investment can
be done in a US entity with 100%
control of overseas subsidiaries and
intellectual property rights.

2. The CEO and a majority of the se-
nior team are located within 2 hours
driving distance from their office.
Your CEQ, CTO or founder should
ideally be known by the VC or
people in their network, so that they
can get references from sources they
trust. Having the engineering group
overseas is typically not an issue and
is in fact becoming increasingly com-
mon with startups putting develop-
ment resources in low-cost countries
such as India.

3. You have emerging commercial
success on the US market or other
validation that your product/technol-
ogy can become wildly successful in
the US.

We at Vision Capital specialize in

investing in European startups who
seek funding and support for their
expansion into the US market. Lo-
cated in Silicon Valley, we help our
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portfolio companies achieve com-
mercial success on the US market as
well as building their structure and
organization to allow for follow-on
funding from more traditional “Sand
Hill Road" VCs. In our search for
promising European companies we
have found some common “do’s and
don'ts" for Scandinavian startups:

Do:

e Get ready! Make sure you know
your business and future plans inside
out and can present them well. Don't
begin too early — you have to think
through what you need to achieve
(product, customers, team, etc.) be-
fore you can get a good idea of what
your company can become and how
much capital it will require.

e Make a target list. Find out which
VCs (and which of the VC's partners)
have been successful with companies
similar to yours. If they understand
the market and business model and
have made a lot of money in that
field before, they are much more
likely to invest again.

Think in terms of stages. What type
of investor do you need now ver-
sus later? Perhaps you are better
served by a local VC who can help
you get the product ready, and get
initial commercial validation, before
you knock on the doors at Sand Hill
Road.

 Create a buzz. Plan for some good
news (for example, a new customer
or partner) during your fundraising
period. Create some competition
around the deal. There is nothing
that motivates a VC more than the
risk of losing the deal to someone
elsel

Don't:

e Use agents or “middlemen” to
raise money for you. Direct interac-
tion with the CEO/founder is critical
for VCs.

e Try to raise venture funding if your
business plan does not support the
kind of investment returns that a VC
will require.

* Try to sell your product as you
would to a customer. The VC really
doesn't care what your product does
— what they really care about is what

type of business you can build based
on that product.

e Fundraise half-heartedly. Raising
venture capital is a full-time job for
at least 6 months.

* Be secretive. Requiring the VC to
sign an NDA is almost always fatal

— very few will do it. When you have
created the initial interest among
VCs, let them know who else you are
talking to.

Although this article paints a chal-
lenging picture for Scandinavian
startups that want to attract US
venture financing, it most certainly is
possible to do so. Recent examples
are Skype, who received funding
from Draper Fischer Jurvetson and
Bessemer, and MySQL receiving
funding from Benchmark. If your
product, team and market oppor-
tunity is truly world-class, and you
believe that US VCs can help you
achieve the success that your com-
pany is capable of, then the path to-
wards raising money in the US is the
right one to take.

"There is nothing that motivates a VC more
than the risk of losing the deal
to someone else!”
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Opening the portal to
the human-tech region

With Oresund IT, business has never been easier

The Q@resund Region’s 3.5 million inhabitants share
not only similar lifestyles, heritages and cultures but
also a vibrant IT and telecom sector.

The Region has more than 100,000 employees in
12,000 IT and telecom companies, and almost 500
full time researchers and 6,700 students at IT and
telecom programmes.

Qresund IT opens the portal to the Region for

international companies and investors. Through
@resund IT, a shared identity is being built up and

gresund

marketed both regionally and globally. The goal is
to strengthen @resund Region's position as one of
the world's most attractive regions where IT,
telecom and high-tech meet human values to
create the human-tech region.

@resund IT is carried out by Position Skane,
Copenhagen Capacity and Qresund IT Academy.

Learn more about @resund IT at:

www.oresundit.com
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Approaching investors

By this time, your company will
have received authorisation from
the board to go out and contact
potential investors. The company's
needs and requirements will have
been identified, and target investors
selected.

Be prepared: Conditions for
engaging in direct dialogue with
your target investors

The amount of effort required to
prepare for a fund-raising process
should not be underestimated. More-
over, in addition to presentation ma-
terial, the company should be ready
to undergo more detailed due dili-
gence at a later date (see Chapter 6).
The initial material should encompass
the business plan, an executive sum-
mary, which we will describe in this
chapter, and a company presentation
(PowerPoint, slides, etc), which will
be described in Chapter 5.

Also prepare an ‘elevator pitch’
around a unique selling point. It shall
be so short and to the point that it
can be delivered successfully in the
time it takes to ride an elevator. This
must convey why your particular
company is worth investing in. This is
the first time that investors will hear
about your company, and they must
be able to instantly comprehend how
your venture differentiates itself from
other ventures.

The business plan
Having a complete and accurate
business plan is crucial. As men-

tioned earlier, the venture capitalist's
objective is to achieve a profitable
exit within three to seven years,
sometimes less, so the business plan
should outline the investment case.
It must contain your company's busi-
ness strategy, operational plans, and
technology and milestone schedules.
All the incorporated information
needs to be well-presented, and
must be as accurate as possible. The
information should include a market
analysis and details on the com-
petitive landscape. Investors must
be able to feel confident that the
commercial opportunity presented is
a viable one and that the company
has an in-depth understanding of its
competitive environment.

If you have not already completed

a SWOT analysis of the Strengths,
Weaknesses, Opportunities and
Threats facing your business, then do
so before you begin contacting in-
vestors. Put yourself in the investor's
place and generate an objective
evaluation of your company's cur-
rent and future business prospects.
The SWOT analysis will help you to
identify strengths and weaknesses
that you might not have considered
beforehand, thereby making you
better prepared for the meeting with
the investors. On page 32, you will
find a list of important issues to cover
in your company presentation to the
investors. You could potentially use
this list as a starting point for your
SWOT analysis.

There is a wealth of literature de-
scribing how to formulate a good
business plan, so we will not deal
with this in further detail in this
guide.

The executive summary

The executive summary is placed at
the front of the business plan. It ex-
plains why there is a market for your
technology, and how your business
can address unmet needs in a way
that existing businesses cannot or do
not. The executive summary must
be no more than two to three pages
long. It is vital to devote a significant
amount of thought and time to this
summary, as it may well determine
the amount of consideration the in-
vestor gives your proposal.

The contents of the executive sum-
mary are determined primarily by the
unique characteristics of the com-
pany you represent. Make it clear to
the reader why there is a market for
your technology, what the unmet
needs are, and why you can do it
better than your competitors and/or
the existing products on the mar-
ket. You must highlight the greatest
sources of value for your company,
whether these are your technology,
your product, your target market or
your management team.

If your company is currently de-
veloping a product, then present it
alongside a description of your R&D
efforts. If your company has not yet
reached the product development
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stage, then emphasise something
else, such as your technology or re-
search strengths. Explain why your
business has excellent future pros-
pects and emphasise any valuable as-
sets to your company, such as strong
protection of your intellectual prop-
erty or an experienced and skilled
management team.

The presentation of the contents

of the executive summary must be
simple and elegant. Avoid overly
technical details, which will clutter
the summary and lose the atten-
tion of the reader. Bear in mind that
the reader you are addressing is not
necessarily a scientist or an engineer,
but a person with a commercial per-
spective.

Before you meet the investors, it is a
good idea to familiarise yourself with
key financial terms.

How to make the initial contact
with potential investors

Personal contacts are crucial in gain-
ing access to the venture capital
market; it is very much a market of
‘introductions’. Venture capitalists
rely heavily on informal networks of
venture capitalists, lawyers, accoun-
tants and bankers to help identify
potential investment subjects. Conse-
quently, the best way to get the at-
tention of potential investors is to be
introduced to them by someone they
know and respect. Business plans or
executive summaries sent to an in-
vestor without any prior introduction
or communication rarely make an
impression.

You can use your own contacts

or your existing investors (if your
company has any yet), as they may
know your target investor and could
prepare him for your call. Naturally,
you will sometimes have to present

your company to an investor with
whom you have no prior relationship
or means of personal introduction,

in which case you will just have to
call him up and present your elevator
pitch as best you can.

We recommend that you contact
the selected group of potential in-
vestors within one to two days. It is
important to keep the process within
this time frame, since investors talk
amongst them!

If you have managed to arouse the
investor's interest in your business
concept over the phone, you must
send relevant material to him/her via
email while your pitch is still fresh in
his/her mind. All your material must
therefore be ready for immediate
send-off. Some investors will wish to
see a business plan, others to see an
executive summary; it depends on
how familiar they are with the mar-
ket in question. If the investor is not
very familiar with your technology,
product or industry, it can be a good
idea to give him the executive sum-
mary, which provides an overview of
the current situation and the future
prospects for your company and the
market.

If a potential investor shows interest
in your business case, contact him/
her regularly with added and up-
dated information on your company
and its development efforts. This will
allow the investor to familiarise him-
self with your case over time, while
observing your operational progress.

It is important to ensure that only
one person from your company con-
tacts a potential investor and reports
back on status.

Most investors will get back to you
within a couple of weeks of sending

your executive summary or busi-
ness plan. If you have not heard
from them within a month, you can
follow-up on your enquiry with a
phone call, but note that the speed
with which investors process new
cases can vary greatly.

Increase or maintain your inves-
tor network

You can increase or maintain your
investor network by presenting your
company at ‘investors-meet-compa-
nies' events. Such partnering events
take place in various forms and under
various names several times a year in
@resund IT and other IT regions (See
also Connect's article on page 34.
These provide a good opportunity to
achieve exposure for your company
in front of several investors, and can
help you to obtain important investor
contacts before the next financing
round. The time allotted for presen-
tations at partnering events is often
shorter than for presentations at tra-
ditional investor meetings; however,
partnering events generally offer op-
portunities for one-on-one meetings
with interested potential investors
subsequent to the presentation.

Journal

As your company will be making
contact with a number of potential
investors; it can be difficult to re-
member who you spoke to and what
you spoke about. As this information
may be very valuable, it is a good
idea to keep a journal in which you
note the names of investors con-
tacted, as well as the date you con-
tacted them and the subject of your
conversation.
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Never underestimate your idea

AN INTERVIEW WITH PIERRE ELZOUKI, ONE OF THE FOUNDERS OF SCALADO AB, NOW ACTING AS VP BUSINESS DEVELOPMENT AND INVESTOR RELATIONS

FOUNDED 2000
HEADQUARTERS LUND, SWEDEN
STAFF 20 INCREASING
FINANCING ROUNDS 3

RAISED CAPITAL >30 M SEK
WEBSITE WWW.SCALADO.COM

Scalado is a Swedish software tech-
nology company that develops,
markets and licences digital imaging
software for the Mobile Industry.
Their technology platform enables
creation of advanced and compelling
mobile imaging applications for wire-
less devices. All Scalado products and
solutions are based on digital imag-
ing technologies which are patented
or patent pending.

It all started when Sami Niemi turned
to his friend Pierre Elzouki, both
studied electrical engineering in
Lund, and asked if he could help him
to sell a software application he had
developed. Pierre took a look at the
application: “-of course you can sell
it, but if you add a few things you
will get better paid”.

Sami had been working on his ap-
plication for some time during after-
noons and weekends so he priced
it according to the amount of hours

he had put in. “— This application

is worth more than the amount of
time you have spent developing it.
How about asking for SEK 100.000
and see if anyone wants to buy it?".
— What, 100.0007? Is that possible?
“— Well yes, either you are solving
someone's problem or not, if you
are, you should charge what that
person is willing to pay. This applica-
tion seems extremely efficient and
value adding, maybe you can charge
even a million. — One million, are you
crazy? “— Don't call me crazy. | might
be able to sell it for 10 million! Pierre
analysed the customer value and

the benefits of the technology, and
concluded that it solved some very
concrete problems. And the market
could be huge. An idea in itself is
nothing if you do nothing with it. A
product is nothing if it doesn't have a
functionality that is needed."”

Find out how these friends managed
to put their idea in a setting and how
the company grew from nothing

to an established company with a
portfolio of high-tech products and
customers such as Macromedia and
Sony Ericsson.

How did you refine your idea
into a concrete business plan?
We had heard of a business plan
competition called Venture Cup. |
suggested to Sami that we send in an
entry based on our idea. Sami was at
home, ill, so he quickly wrote down
half an A4 page of text and sent it

in the same day. We then continued
to work on our entry and ended up
short-listed for the final, though we
didn't win the competition. Our busi-
ness idea was quite simply incom-
plete, and it was just as well that we
didn't win, because that encouraged
us to work harder on the plan.

| turned down an exciting job offer
in Stockholm and committed myself
during the whole summer of 2000,
to what would later become Sca-
lado. We set up a company in July
with our own money. At the same
time | managed to get the other two
co-founders involved. Their com-
petences complemented ours in the
company, with Maziar Jahanshahi's
knowledge of law and Fadi Abbas's
competence in computing technol-
ogy. In our first business plan we
identified a need for SEK 4-6 million
in capital.
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How did you work out that this
was the amount you needed?

It was hard to calculate how much

it would cost to develop products
based on our technology and then to
market them. We knew we wanted
to build a company that could grow
to be something really big that
would cater to a global market. To
do this we needed time for product
development and solid patent pro-
tection. While working out these
costs we realised that we needed to
concentrate on our need for capital.
Teknopol helped us a great deal in
the initial stages, although we had to
write our business plan and make all
the calculations ourselves. They kept
us on the right track and supported
us in the process. That kind of help is
priceless for a company like ours, as
its future is to a great extent defined
through the decisions that are taken
at the outset.

We realised that what we were
developing was unique. In autumn
2000 we began negotiating with
venture capital company TeknoSeed,
who advised us to acquire patent
protection. Teknopol helped us find
an investment of SEK 20,000, which
we used to fund our first patent ap-
plication. Since then, Scalado has
applied for several other patents and
works in accordance with a clear pat-
ent strategy.

We were allowed to use an office at
Teknopol, where my two colleagues
and | would work when we didn't
have to attend lectures or study.
Sami had gone to the US for his
final year at university but had told
me that he'd come straight back if

| managed to get funding for our
company. | worked hard to get him
back home and succeeded.

TeknoSeed invested a total of SEK
1.5 million in our company in winter

and spring 2001. The investment
was milestone-based, by which we
had to demonstrate that the technol-
ogy would work according to certain
criteria. An innovation study must
show that it was possible to protect
our innovations. We really needed
the money, as until then we had
worked for no income, having to pay
for all our travel, costs, petrol, com-
puters and other expenses ourselves.
Now we had handed in a patent ap-
plication and several others were on
the way. Our business plan took on
a whole new form and we decided
that we would need a further SEK 20
million to implement our new plans.
This was not a happy time for the IT
sector, and acquiring funding took
much longer than we had expected.
We had now built up enough trust
to receive a loan from a bank, and at
the same time we received help from
ALMI, a government funding body
that works like a bank but allows it-
self to take somewhat higher risks.

How did the matchmaking pro-
cess go for you?

We were new to the process, but
we worked hard, making appear-
ances at various events organised

by Venture Cup, the Connect Skdne
network and other organisations. We
were contacted by a number of con-
sultants who offered their services.
They showed us their PowerPoint
presentations and told us about how
good they were at finding investors.
But they seemed false and didn't
inspire any trust; it felt as if they just
wanted to make quick sales without
having any deeper understanding of
our business. | felt it was best if we
did it ourselves. Investors would just
have to be patient with us because
we were inexperienced at acquiring
capital. It was much more important
to us that they would feel they could
trust us and what we do.

The next investors to take part were
the Danish venture capitalists Olicom
A/S. That was the first time a Danish
VC invested in a Swedish start-up,
which was nice. Olicom invested SEK
20 million on a milestone basis. At
the same time, TeknoSeed invested a
further SEK 2 million. This meant we
had succeeded at something most
companies could only dream of. We
had a relatively large amount of capi-
tal and the future looked bright. One
week later, on 11 September 2001,
chaos broke loose in the world when
the World Trade Center in New York
was razed.

This affected everyone, not least our
start-up company. Many of the mar-
ket contacts we had previously relied
upon became hesitant to cooperate
and some pulled out completely.

We concentrated our efforts on put-
ting our technology to use in a tool
that could animate digital images on
the internet. We managed to sell a
few, but the most important thing
was that we created a partnership
with Macromedia, the world's lead-
ing producer of web tools. Macrome-
dia now sells our technology all over
the world. The market has begun to
recover and we are developing our
technology to apply to mobile image
manipulation. Mobile phone manu-
facturers and other actors in the
market are interested in our technol-
ogy and the future is looking brighter
again.

When did you start looking
outside the Oresund region for
investment?

We should actually have done that a
couple of years ago already, but ev-
erything was put off. When you have
a start-up company without a track
record it's hard to attract internation-
al investors. In our case it felt right to
start by looking at our own area. In-
ternational capital will come in at lat-
er stages, when we want to expand
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and will therefore need more capital.
We have seen that international VCs
want to invest at least EUR 5-15 mil-
lion. We have also talked to Ameri-
can investors, but that's a completely
different dimension — they are not
just on the other side of the Atlantic
but also, it seems, at the other end of
the galaxy from us. Their mentality
is different and you have to be prop-
erly established before you try the
market there. Find an agent who can
act as a consultant, finding contacts
over there or travel there with some-
one who knows about making these
kinds of deals in the US. The Ameri-
can market is naturally very interest-
ing to us because it is large and —in
comparison with Europe - relatively
homogeneous.

When and how will you make
your exit?

For us as owners in Scalado, there
are various exit strategies. We could
think about an IPO, but it is more
likely that the company will be ac-
quired for instance by a larger soft-
ware company. | think this could take
place in two or three years. We work
in mobile imaging, which is a fairly
undeveloped sector, so it is hard to
predict what shape it will take in the
long run. We have seen that there is
great interest towards being able to
take and send pictures with mobile
phones, and the market is growing
exponentially. Our technology is also
attractive to suppliers of hardware

to mobile phones. It increases the
processor and memory capacity of

phones, which is essential in order to
take and send high-quality pictures.

We have been aware of the potential
of our technology for mobile applica-
tions from the start, but the market is
only now beginning to realise its im-
portance, as it is obvious that we can
help solve big problems. When you
are a small business that solves large
corporations’ problems, you have to
be careful but not afraid. They can
steal your idea if you don't watch
out, but they can also give you the
big break you're looking for.

O

TEKNOSEED

SEED CAPITAL | MANAGEMENT

TeknoSeed is one of the leading early-stage

venture capital providers in southern Sweden.

Since inception in 1997, TeknoSeed has invested

in more than 20 research-based companies, a

number of which have been sold to industrial

partners or been listed on stock markets.

TeknoSeed helps high-tech start-up companies

to grow from early‘product development to

successful-businesses.

Anders Dellson is managing
director of Mitrion AB, one

of TeknoSeed'’s portfolio
companies. Mitrion develops and
markets a processor, based on
novel and proprietary technology,
for high performance computing.

TeknoSeed AB - Ideon Science Park - SE-223 70 Lund
www.teknoseed.se - info@teknoseed.se - phone +46 46 286 87 57




CHAPTER 5

Meeting the investors

“You only get one chance to present
your company.” That is what most
investors say. As a result, your first
meeting with an investor is extremely
important, which places considerable
importance on your preparation of
the company presentation. This
chapter offers some good advice on
how to prepare in the best possible
way, and tips on what the investor
expects to find out at the meeting.
As explained below, there is a ten-
dency for companies to provide too
much information on their technolo-
gy and too little on how the technol-
ogy can be commercialised.

Preparing the presentation

This will be the first time that you
meet your potential investors, and
they will not just be looking for great
ideas and technology. The meeting
will be a lot like a job interview — as
mentioned earlier, investors invest

in people, so they will be evaluating
you.

“Even if you are insecure and need
to ask for advice, remember that
most probably you are still the expert
and are in charge of what you do.
Take heed of good advice, but keep
in mind that sometimes it is actu-
ally you who knows best. There are
normally no straightforward right or
wrong solutions when it comes to
business development. Pioneers fol-
low their own tracks."”

Pierre Elzouki, one of the founders of
Scalado AB.

Seek constructive feedback
Seek constructive feedback on your
presentation before meeting with
investors. Since you will normally
only get one chance to present your
company, it is extremely important
that your key messages emerge
clearly from your presentation. This
will depend not only on your per-
sonal style and the graphic presenta-
tion, but also on the organisation

of the contents of the presentation.
Experienced IT executives strongly
recommend that you seek help from
communication consultants and
possibly other IT executives before
meeting with investors. An expen-
diture of 2,000-3,000 for consulting
services is a reasonable price to pay
to significantly improve your chances
of obtaining 3,000,000-15,000,000
in funding. Remember that the more
you practice, the better and more
professional your presentation is
likely to appear to investors.

Know your audience

It is essential to have the right per-
son presenting your company, to
get someone who knows what he is
doing to make the pitches. Present-
ers who are too ‘academic’ typically
don't manage to get through to
investors. Prepare yourself for the
audience for whom you will be mak-
ing your presentation. What are the
investors' particular interests, levels
of knowledge and investing styles?

Tell an interesting and credible

story

Investors like good ideas and great
stories. However, any stories you tell
about your company must be credi-
ble. The really excellent presentations
are simple, concise and compelling.
Ideally, you should be able to com-
municate your passion for and belief
in your business case while steering
clear of clichés, buzzwords and hype
in general.

"It is about creating trust in your or-
ganisation and the people behind it.
They want to invest in an idea and a
market, but above all in people. You
must make them feel that they are
given all the information they need
and being made comfortable.”
Roger Larsson, former CEO of De-
cuma AB.

When presenting your company,
remember that the investors' primary
objective is to earn money. This can-
not be stated too often. Just because
you have an interesting technology
does not necessarily mean that you
can turn it into a good business.
Many presentations focus too much
on the technological details of a ven-
ture and too little on its profit poten-
tial. Such situations can be avoided
by seeking help and constructive
feedback while preparing your pre-
sentation, as suggested above.

Contents of the company pre-

sentation
The company presentation as a
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whole must show that you, as the
CEO or CFO, have understood how
your company should commercialise
its technology in order to allow your
investors to obtain a return on their
investment that will meet their ex-
pectations.

Below you will find a list of elements
which may be included in your pre-
sentation. This is not an exhaustive
list, but should be seen as inspiration.

Company

e Company name, activity and his-
tory

* Your name and title

* Who is (are) the founder(s) of the
company? When was it established?
* Who are the members of the man-
agement team? (Present CVs, experi-
ence and track records)

* Who are the members of the
company's board and scientific advi-
sory board? (Mention any relevant
experience and expertise possessed
by the members)

* What is your human resource situ-
ation? How many employees does
your company have?

e Do you have any partnerships/
alliances?

Technology and market

* Describe your development status,
including key products/technology
and any proof-of-principle/concept.
Present any needs/demands for your
product/technology and explain how
your company can meet them

° What is the status of and strategy
for IPR? Do you have freedom-to-
operate? Do you need any in-licens-
ing or cross-licensing of technolo-
gies?

* What is the realistic size of the
market for your products?

* How is your technology unique,
in comparison with competing
technologies/companies?

* What does your competitive situ-
ation look like? Who are your key
competitors and competing/alterna-
tive products? Describe both the
current status and what you expect
the competitive situation to look like
some years into the future.

Financing and business strategy

* How many financing rounds has
the company completed so far, if
any?

* When was the last round of fi-
nancing? How much capital did

the company raise? What do your
company's current investor base and
ownership structure look like?

° What is your current cash position
and burn-rate?

* Has your company passed any
milestones, and, if so, which?

* How much capital is the company
seeking in this round? (‘pre-money’
and ‘post-money’)

* What are your future milestones?
Using timelines, describe how the
company will attain the target posi-
tion, which resources (financial and
human) will be required, what the

risks are and how you intend to
avoid them, and which milestones
you will need to reach before the
next round of financing.

* What is your company's earnings
potential? When do you expect to
reach break-even? Outline your pro-
jected licensing strategy

° What is the company's expected
exit strategy?

The presentation of the company's
technology must be in layman'’s
terms. A good rule of thumb is that
the presentation of the technology
should fit onto just one slide, after
which you should go on to discuss
its potential applications and value.
lllustrate your points with easy-to-
understand graphics.

How should the presentation be
organised?

A presentation will typically last
between 45 and 60 minutes, dur-
ing which time it is crucial that you
quickly catch the attention of your
potential investors. When introduc-
ing your unique selling point, you
are generally expected to be able to
convey your key points at the very
beginning of your presentation.

If you cannot do this, do not expect
to get a second session with a poten-
tial investor.

Your presentation should contain

between 10 and 20 slides. The ideal
structure of a presentation will vary
from one business case to the next.
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Nonetheless, as inspiration, we have
outlined an example of how the
many points of a presentation can be
prioritised:

Agenda for the presentation

* Unique selling point

e Company history, key people, in-
vestors

¢ Vision, mission

e Technology platform

* Development status

* Market needs and competitive
position

¢ Business strategy

e Partnerships, collaborations

¢ Milestones

e Intellectual property rights

e Risks (specific to this project or

company)

* Valuation and financing needs
(‘premoney' and ‘post-money’)
e Exit scenarios

Be prepared: Have back-up
slides ready

The best presenters anticipate the
questions that potential investors
might ask, and are well prepared to
respond. Have back-up slides ready,
which you can use to support your
answers. Avoid the situation in which
the investor to whom you are mak-
ing your presentation knows more
about the competitive and techno-
logical factors affecting your business
than you do.
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Turning ideas into reality

BY BG SVENSSON, CEO OF CONNECT SKANE

Connect is a non-profit organisation
that organizes different activities
and forums where entrepreneurs
are given opportunities to obtain
the advice and support required to
start up a new business — primarily
in high-tech. This assistance ranges
all the way from creating a business
plan and establishing the company,
through to seeking the necessary
finance.

The original Connect was founded
in 1985 on the initiative of the Uni-
versity of California in San Diego.
Connect organisations now exist in
several countries, including Denmark
and Sweden.

The day-to-day activities in Sweden
are carried out by regional Connect
networks situated close to the ma-
jor universities. Entrepreneurs and
growth companies can turn to these
networks when they are looking

for advice and assistance or want

to participate in a Connect activity.
There are eight regional networks in
operation today. The Skane network
covers Lund, Malmo, Helsingborg
and Kristianstad. On the Danish side,

the organisation is divided into three
divisions; East (Copenhagen), West
(Aalborg) and South (Odense).

Examples of important activities

run by Connect are Springboards,
Financial/Investment Forums, Part-
nership Forums and instructional
publications. These activities are de-
scribed in further detail below. | hope
that the activities can serve as good
opportunities for you, and help turn
your ideas into reality.

Springboards

Springboards are arranged on a reg-
ular basis by the regional networks,
and their intention is to support the
development of growth companies.
An expert panel helps an entrepre-
neur solve problems and identify
opportunities, and gives practical
advice on what action the entrepre-
neur should take in order to exploit
these opportunities. Springboards are
primarily intended for newly started
companies, but can also help more
mature companies make progress.

Each company goes through a 4-
12 week coaching process before

the actual Springboard meeting. At
each Springboard, the entrepreneur
gives a 15-minute presentation of
the company, its business idea, and
the problems that need solving to

a panel of carefully chosen people.
Each presentation is followed by a
discussion between the entrepreneur
and the members of the panel.

The discussion can cover everything
from strategic questions involving the
overall business idea to more specific
areas such as technology, the market
situation, revenue models, capital
requirements, customer benefits and
company management. The purpose
of this feedback is to help the entre-
preneur solve problems and exploit
the opportunities that the business
has. At the end of the meeting, each
panel member gives the company
one final piece of advice. The presen-
tation and subsequent discussion are
recorded on video in order to provide
the entrepreneur with documenta-
tion of the lessons learned.

Apart from arranging the actual

meeting between the entrepreneur
and the panel, Connect plays two
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key roles. First, preparing and train-
ing the entrepreneur for the presen-
tation, and second, appointing a new
panel of 8-12 experienced people
for each Springboard. The members
of each panel are adapted to suit

the specific field and needs of the
growth company.

A Springboard gives the entrepreneur
valuable contacts to experienced
panel members and their networks.
After the Springboard, it is up to the
entrepreneur and the panel members
to maintain and develop the contacts
that Connect has initiated. About
two weeks later, Connect contacts
the entrepreneur to find out if the
network can be of further assistance.

Financial / Investment Forum

A Financial Forum (in Denmark called
an Investment Forum) is a meeting
place for growth companies seeking
venture capital and venture capital-
ists looking for suitable investments.
Growth companies present their
ideas to national and foreign inves-
tors in order to obtain venture capital
to fund their continued development
and expansion.

Connect arranges national or Nordic
Financial Forums every year. A one-
day forum usually accommodates
20-25 of the most promising growth
companies in Sweden/Denmark or
the Nordic countries. The entrepre-
neurs have eight minutes in which to
present their business idea, competi-
tive advantages, management, and
the value that the company can offer
an investor. After the presentations,
the investors and the entrepreneurs
have the opportunity to meet.

Connect's regional networks have
committees who select the growth

companies to attend the Financial
Forum. Each selection committee
consists of experienced people from
e.g. accounting and legal firms, man-
agement and marketing consultan-
cies, banks and insurance companies,
as well as large companies and major
organizations.

Another of the selection committee's
important functions is to help each
growth company make a good
presentation in front of the venture
capitalists and business angels. They
teach the entrepreneurs how to give
well-structured answers to the ques-
tions that usually interest investors.
During a videotaped rehearsal, the
entrepreneur receives constructive
criticism from representatives of the
selection committee. The video then
provides a documented record of
both the presentation and the criti-
cism. This training is carried out in
accordance with the guidelines given
in the Connect brochure “Presenta-
tion techniques for venture capital
seekers”.

The Forums are conducted in English
as investors are invited from around
the world. Many investors focus their
investments on certain technological
fields. In order to meet those needs,
the Financial Forums will often be
organized around various themes or
areas of technology.

Partnership Forum

Since 1999, Connect has arranged
annual Partnership Forums within the
field of biomedicine where new bio-
medical companies from the Nordic
and Baltic countries have presented
themselves to representatives from
international pharmaceutical com-
panies, large biomedical companies
and venture capital firms. Due to the
huge success of the forums, Connect

intends to arrange Partnership Fo-
rums focusing on other areas, includ-
ing ICT, in the near future.

During a forum, 25-35 new growth
companies present themselves, their
business ideas, market potential, and
explain what they need from a part-
ner or investor. Additional growth
companies are presented by means
of display boards. In addition, private
meetings can be set up.

Besides being the organiser of the
Partnership Forum, Connect has two
key roles similar to those mentioned
above, i.e. appointing an expert
committee who can select the most
promising growth companies, and
ensuring that the regional network
members help the entrepreneurs
make professional presentations.

Would you like to know more?

For more information about
Connect in Skéne, please visit
www.connectskane.com

For more information about
Connect in Denmark, please visit
www.connectdenmark.com

Download Connect’s Instructional
Publications for free at
www.connectsverige.se

[J ARTICLE 3 5



36

Negotiating with a venture capitalist
requires preparation

BY JESPER SCHARLING S@RENSEN, DIRECTOR OF BANKINVEST TECHNOLOGY A/S, THE VENTURE ARM OF THE BANKINVEST GROUP

The process of raising new funds for
your early stage company or your
business plan is difficult and requires
a lot of preparation and hard work.
As venture capitalists we see a very
large number of businesses and proj-
ects every year. All have the same
goal of raising capital based on a
unique idea with high potential and
tremendous earnings to the inves-
tors. However, this in itself is not
enough to convince investors.

Investors will also look at you as
managers of a business, and evaluate
whether you have the right com-
petencies needed to execute your
business plan. Moreover, venture
capitalists will not participate in a
venture project without contribut-
ing with their network, know-how
and management support in order to
meet the demand for strong return
on investments for all investors in
the business. The venture capitalist
will look at the business plans and at
the possibilities for making the ven-
ture succeed, out of which capital is
just one element. The goal for both

you and the venture capitalist is to
establish the right prerequisites for
making the company as big and as
interesting as possible at the time of
sale. This is only done by creating a
company that is best in class on all
parameters — you need to be able to
run and develop a successful com-

pany.

Preparation

Before a venture capitalist decides

to invest in your company, you will
have to go through an investment
and negotiation process, which re-
quires thorough preparation.

Your business plan needs to be in
place and validated by external
sources.

You need to have a business plan. In
fact, you need to have the best busi-
ness plan out of hundreds in order to
attract the attention of the venture
capital investors. Therefore, make
sure you have validation of the fig-
ures, business model, market descrip-
tion, competitor analysis etc. You

must be able to put forward reliable
proof of your concept. The validation
can come from a number of sources,
for instance visits to other players in
the industry, accounts, universities,
and conferences. The stronger your
documentation and backup data are,
the more convincing the plan will be.

Get straight to the point, make a
summary, and remember that you
need to make the business proposi-
tion very clear if you want to sell
your idea to your customers and to
the venture capitalist.

Your plan will never cover 100% and
take care of all possible pitfalls, but
be direct about the ones you see.
Suggest actions to minimize risks and
ask the venture capitalist for input.
This is one of the areas where a
strong venture capitalist will support
the plan if it matches the investors’
expertise. Look at all elements of

the plan, including the skills in your
team, and match them against the
venture you want to commence.
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Some entrepreneurs include a risk
paragraph in their business plan. But
more often, it will be a last minute
listing of pitfalls, always mentioned
as minor risks — but they never are.
Be honest about what the conse-
quences of hitting a pitfall might be.

Understand the status of your
business. Are you ready to get
involved with a VC?

Get an understanding of the impact
and demands that a venture capital-
ist will have on your company. A
venture capitalist will strive towards
best in class or business excellence in
all investments. This means that de-

mands on your business will increase.

Before you begin collaboration with
a venture capitalist, you need to

be clear about the ambition of the
company as well as your personal
ambition. If the company ambition is
to grow slowly and have a success-
ful business in Denmark or Sweden,
it is probably not a venture game.
On the other hand, if your ambition
is to create a business with interna-
tional focus and high growth rates,
it is more likely that your company
is suitable for a venture capitalist.
The saying “act local think global”
is very true for the venture capitalist
industry.

Make it clear to yourself why you
are going for external capital at this
point in time, and why you are seek-
ing venture capital. Show the inves-
tor that you have thought about
both the consequences and upsides
in having a venture capitalist with
you.

Be concrete about what you need
from a venture capitalist besides the
capital — you do not want a VC who
brings in money but no competen-
cies.

The venture capitalist will examine
you in every detail and ask for refer-
ences from your partners and suppli-
ers regarding you as a person, your
products, and your customers. You
need to examine the venture capi-
talist as well. Are they in long-term
business, do they have the skills and
the network to support your busi-
ness, what other investments are
they involved in? Asking these ques-
tions, and looking at the needs you
have to move your business forward,
will give you insight into what the
VC can contribute with besides the
capital injection. You will discover
that many venture capitalist com-
panies will be able to support your
business considerably, and help make
it even stronger.

The first meetings leading to
negotiations

Be honest in your presentation of
your business plans and ideas, and
be firm on which direction you want
to move in. Remember that you are
selling a company or a major project,
and that you have all the insights.

Take the lead on your own case,

and show the investors that you can
take the business ahead according

to plan. Get a good understand-

ing of the investment process used
by the investor. Normally there will
be a number of key decision points
that you need to address. A typical
investment process is divided into the
following steps:

1. Screening. The venture capitalist
decides whether the plan is within
the scope of his or her investment
area, and whether the proposition is
interesting

2. Introductory meetings. The ven-
ture capitalist gets an understanding
of the business plan

3. Proof of Concept. The venture
capitalist makes a pressure check on
the proposition, often using referenc-
es and external validation resources
4. Business plan review. You work to-
gether with the venture capitalist on
getting a joint plan in place
5.Approval of the investment. Typi-
cally, the venture capitalist will have
the investment validated by a board
6.Investment decision. A term sheet
is signed

7. Legal documents. Legal negotia-
tion getting the shareholders’ agree-
ment in place

8.Investment

When moving into the investment
process, it is important to get an un-
derstanding — at quite an early stage
- of your expectations of the value
of your business, as well as the ven-
ture capitalist's expectations. When
it comes to getting a deal in place,
this often turns out to be the show-
stopper. Together with the potential
upsides for both parties, this point

is crucial in order to reach an agree-
ment. Therefore be realistic about
the valuation of the business, and
look at the potential upsides. The
value will show itself when you de-
cide to exit the company, not when
the venture is starting up.

Remember that the negotiations
begin the day you mail your business
plan to the venture capitalist — so be
honest and dedicated to the plan.
Show that you and your team are
innovative and have winner mentali-
ties. The final aim is a joint one be-
tween you and the venture capitalist,
and should be based upon a com-
mon understanding of the business.
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Big in Japan

AN INTERVIEW WITH ROGER LARSSON, FORMER CEO, DECUMA

FOUNDED 1999
HEADQUARTERS LUND, SWEDEN
STAFF 19

FINANCING ROUNDS 3

RAISED CAPITAL 67 MILLION SEK
WEBSITE WWW.DECUMA.COM

Decuma was founded by three
researchers at the Centre for Math-
ematical Studies of Lund Institute

of Technology. Their new, patented
character-recognition algorithm is
unique in that it can interpret hand-
written characters in various sizes,
degrees of sloping and directions.

It is also extremely reliable when it
comes to shaky handwriting, which
is essential for use in handheld de-
vices. Today, their products are used
in devices all over the world. We
met former CEO Roger Larsson, who
took Decuma trough three financ-
ing rounds and finally attracted Sony
Venture Capital as a financial partner.
He explains for example why QOre-
sund IT companies should give prior-
ity to the Japanese market, instead of

looking to the US as most companies
tend to do.

What made Decuma so attrac-
tive to investors?

We had three vital ingredients: a
good business idea, a niche market,
which may have been difficult to
measure but was clearly visible, and
an excellent management team early
on. They are the three factors that
investors look for. We also acquired
seed money, a small but important
sum, at an early stage. The compa-
ny's three founders (Sparr, Berthils-
son and Astrom) lacked a great deal
of experience in working with exter-
nal capital, but were wise enough to
see the big picture, looking towards
a network of potential investors in-
stead of concentrating on the actual
sum of money.

When did you become CEO?
| came into contact with Decuma
after the seed money had been

"If | where in the same situation again,
| would go for Japan again”

acquired. The investment had as a
condition that an experienced entre-
preneur must take the post of CEO,
and | was given the task of creating
an organisation that left room for
the original business idea. | had the
necessary experience to fall back on
and knew what investors wanted. |
started by making a clear business
plan and employing a marketing
person long before the product was
ready for sale.

How was the business plan cre-
ated?

We contacted potential clients, visit-
ing them wherever they were located
in the world. The models we showed
them were simple, but we made the
extent of our competence clear to
our audience during the meetings.
We knew what we were talking
about, so we could build a relation-
ship based on trust. Having seen

our lab version, someone like Nokia
would say “Yes, we're interested, but
in a Chinese product.” That would
give us the idea of what to do next:
"OK, China it is!" We acquired our
clients’ input at an early stage to
avoid building a lot of things unnec-
essarily, thus saving valuable time.
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How did you identify your in-
vestors for the next stage?

Our business plan anticipated an-
other three financial stages before
self-sufficiency. After creating our
organisation we started making lists
of ideal companies we would like

to have as shareholders. [In 2000]
there was still a lot of money about,
with many players on the market.
After we had started asking around
we noticed that word had got round
and some companies contacted us
directly. We were only looking for
companies which had earned their
own capital de facto, however. |
wanted someone who had built up
his own business and made his own
money, who knew what it was all
about: intelligent capital. They must
also be experienced in some sort of
global introduction. We got Visionalis
on board, which fulfilled all these
criteria. This was instrumental in
strengthening our management and
also — although I didn't fully realise
it at the time — gave us know-how
about Japan, which would come to
mean a lot to us.

Scandinavian IT companies as
a rule establish a position on
the domestic market first, after
which they go to London and
from there on to the US. Why
did you choose Japan?

We had a small company but un-
derstood that we must be global to
succeed. We developed products for
Europe, the US, China and Japan.
Everyone else we talked to went for
the US, but in close discussions with
the management team we decided
to head east instead. We knew that
many of the world's largest brands
came from Japan and that most of
their products were made for ex-
port. If we could offer products that
would be installed in their devices,
we would follow them out to new
markets. Our strategy implied build-

ing our brand first in Japan and then
marketing ourselves to their clients
and partners. We carried out a large
road show in Japan and China in
cooperation with the Swedish Trade
Council. That helped us meet the
companies we wanted to meet and
put us in an ideal position. Some
twenty companies expressed an in-
terest in our product and we found
our first client within two months of
the road show.

If | were in the same situation again,
| would go for Japan again. Tokyo is
very interesting for Scandinavians:
the market there sees us favourably
and has a lot of capital and poten-
tial clients. In just a few years, or-
ganisations like the Invest in Sweden
Agency have built great bridges, and
Sony Ericsson has improved relations
substantially.

How did your second financing
round go?

Stage two brought the participation
of the Danish Olicom and Malmo-
based Volito. Both had earned their
own capital, building up a business,
making money and later becom-
ing investors. We knew what we
wanted and had many contacts, but
the recession put a dampener on
our growth. We had a lot of deals
in progress, but many projects were
cancelled or put on hold and that
was a situation we just had to cope
with. That was when we started
thinking about a third financing
round. We had begun generating
income, but not enough, so together
with our shareholders we drew up

a plan for attracting a large, global
financing body.

How did you find your big
partner?

With the market in the state it was
in and looking like it was going to
stay that way for a long time, an

IPO didn't seem realistic, though
initially we had seen it as an exit. We
increasingly began to talk about an
industrial partner who could contrib-
ute a lot to the company and achieve
strategic significance.

We were in Japan to finalise a large
contract. During the negotiations |
purposely mentioned to a Japanese
manager | had become acquainted
with that we were looking for a
partner for a new financing round.
“Interesting,” he said. He asked for
all our details and promised to make
sure that the right person at Sony
would see them. No more than six
weeks after our return | received a
call from Sony Venture Capital in
Berlin. They invest in companies that
can be of strategic importance to
Sony Corporation. They had heard
from Tokyo that we might be inter-
ested. The process from this initial
expression of interest to the actual
investment was long, running from
January to September. Sony Venture
Capital wanted a partner, but our
other shareholders had already in-
vested all they wanted and intended
to keep hold of their shares. We
organised a meeting between Sony
and the Swedish Industrial Develop-
ment Fund who had long been inter-
ested us, and they decided to partner
in the investment. When this deal
was completed | was exceptionally
pleased.

What is your advice to people
who do business with Japan?
Be clear, and don't be afraid to go
into detail. The more you tell them,
the more Japanese people will open
up to you. My experience is that
once you have broken down the
barriers, the 