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Entrepreneurship is “hype” in Europe with many
projects looking for funding




Investors are looking for the dynamic
entrepreneurs
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They only invest in the winners !
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You should know: =
Jhere IS also competition for mvestors money
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Sources of financing

Capital requirement

IPO/Stock market

N Corporate investors/

Large Venture Funds

Bank loans >

Seed Start-Up Development Growth M&A/Restructuring
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i’i

[Gare 2 crown Th e d eal I:u nn el Spc;roeceensigg Investor questions:

Do | like the business
concept and - model ?

_______ 2 min/deal

_________________________

5-10 S
490 rejected deals
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5-10 -
490 rejected deals

mm The deal Funnel

- Partner in the Gate2Growth initiative supported by the European Commission

_________________________

Screening | Investor questions:

process

2 min/deal

10 min/deal

Do | like the business
concept and - model ?

If I believe in the business
plan and the budgets
can | make money?
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5-10 -
490 rejected deals

= The deal Funnel
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_________________________

Screening
process

2 min/deal

10 min/deal

20 min/deal

Investor questions:

Do | like the business
concept and - model ?

If I believe in the business
plan and the budgets
can | make money?

Do | believe in the business
plan and the budgets?
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5-10 -
490 rejected deals

= The deal Funnel
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_________________________

Screening
process

2 min/deal

10 min/deal

20 min/deal

4 Hours/deal

Investor questions:

Do | like the business
concept and - model ?

If I believe in the business
plan and the budgets
can | make money?

Do | believe in the business
plan and the budgets?

Is it realistic ? Can this
management deliver the
promised results ?
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(Gare 2 crows Th e d eal I:u nn el Spc;roeceensigg Investor questions:

Do | like the business
concept and - model ?

_______ 2 min/deal

If I believe in the business
plan and the budgets
can | make money?

--------------- 10 min/deal

_______________ 20 min/deal Do | believe in the business
plan and the budgets?

Is it realistic ? Can this
______________________ 4 Hours/deal | management deliver the
promised results ?

_________________________ 10 Days/deal Ok, would you like to

meet us and discuss?
_ 5-10 S
490 rejected deals I\ investments
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(Gare 2 crows Th e d eal I:u nn el Spc;roeceensigg Investor questions:

Do | like the business
concept and - model ?

_______ 2 min/deal

_______________ _ If | believe in the business
10 min/deal | pjan and the budgets

can | make money?

_______________ 20 min/deal Do | believe in the business
plan and the budgets?

Is it realistic ? Can this
______________________ 4 Hours/deal | management deliver the
promised results ?

_________________________ 10 Days/deal Ok, would you_like to
meet us and discuss?

5-10 L 1-3 month/ | Are you ready to start
490 rejected deals I\ investments investment | serious negotiations.
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Question 1:

Can | make money, if I invest in this project ?
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2} http://demo2-iwas.uni-klu.ac.at - SAT Pro- Business Plan Self Assessment Test - Microsoft Internet Explorer

—

AlE £ R ER 15 supporied
Result GATE 2 GROWTH is supy -
by the Eurepean Commission
You have now finished the self assessment! Below you can see the result of the answers you have

m. given. The scoring and the Feed Back is entirely hased an the input you have provided and the
g questions you have answered

S Summary of financial observations

What are the expected revenues ?

Based on the input yd& have provided and the questions you have answered the major findings can be summarised.

{If you are not familiar with financia! terminoloWy it is recommended o consuit the downloedable bookiets and fools from the www. Gatelgrowth.com - ool box. There you will find
further explanation of the terminology vsed in the\gxt below. in the “lool box” you will alzo find an elaborale Financial glossary)

Summary of
financial ing

Year & Year [ Year 12

€ -1.500

Total a== £0 :

Total debt £0 . 2 £0 €0
nT000€ mT000€ mT000€  amT000€f  mTO000€ un1000€ in 7000 € in 1000 £ in 1000 € in 7000 € in 1000 € in 7000 € in 1000 £

€£-2.100 | €-2.800 €12.000 | €15400 | €22600 | €22600 | €22.600
€-2100 | €-4000 | €4200 | €7.300 | €19300 | €34.700 | €57.300 | €F9900 | €102.500

€ 22.600

100

= U

(note: if you did not fill in the Net Result in year (i}, the model assumes continuation of the Net Result from year (t-1). If no other information is available the
model increases assets in year (t) by the Net Result in year (t). Liabilities year (t) = liabilities year (t-1) if no other info available)

You have provided the following information as input for the calculations: / HOW much Sha” | invest ’)
l“il

Total investment from this round of financing (in 1000 €} £ 12.000 hen anaiysmiu uie dnswers yuu ndave given uunng e e eference
Investrment from new investors (in 1000 €) €10.000  rate” and "Uncerainty” pars of the test the following results can be calculated.
Investment from “old” investors (in 1000 €) £ 7000 These results are used in the concluding tables shown below:

: ; : i Implicit "pre-money” valuation calculated from the ownership
8 ownership of your company offered to investor(s) 40.0%

: oY = ‘Y i . . fiered to the investor(s) in this round of financing (in 1000 £18.000

Your estimate of “pre money” valuation of your company €10.000 &
Your proposed rate of discount to be used for NPV g . . (Why?)
calculations 0% Which ownership % do | get? '° ez
The assumed year when the investor(s) can exit from the g s pn : - ek ILhL‘
investment Realistic discount rate to be used n.a. (Whv?)

Anticipated PE ratio used to calculate exit valu m m - g m m m ®
If the foreseen investment is split into tranches to be invested over a period of more than vear 1, the ket Present Value (MPY) of the committed investment is

used for the financial calculations. In the calculation of the Met Fresent Value of the committed investment is used the propcsed discount rate as discount

Online Business plan Self-Az=se=zsment Test OB-S5AT  powsred by ConfigiWorks
et Present Value in year




TCIOT. 1T JIT ITIVESTITIETIU dRES PTdCE T yedl T, UTETT e TMET FTESETIL WdIUE UT e TOTESEETT MTIWESTITIETIL TS EUUET 0 U TTOTTITTET VATIE T iTe MIVESTITTETTL

Jet Present Value in year
| af the committed

nvestment fram both Investment year 1 Investment year 2 Investment year 3 Investment year 4 Investment year 5
1ew and “old” investors.
in 1000 €)
£12.000 £€12.000 €10 £0 £0 €10
you are not familiar with “dizscount calcwlation” then here is an easy explanation: The higher & discount rate you are using the lesz value is sllocated fo future incoms. IR

ther words, & discount rate of zero % mesans that you are indifferent whether you get your income todsy or in 10 year time. The higher the dizscount rate the more you prefer to
et your monesy todsy rather than tomormow.

Comments to your input

Mhe "pre-money” valuation you indicated when you answered the questions in the test is lower than the "pre-money"” valuation
hich the investor can calculate from the ownership % you are offering. When speaking to investors be prepared to explain the reason
r this difference.

Investor(s) view

1 investor will probahlv make a first check of his exnected return of his investment nsina the tvne of caleulations illlustrated helow:

R caleulation set \W/j[[ this investment make me rich, compared to other opportunltles ?

he investor(s) from, cie com o g me e i i e g g [ e
licated below. The result depends on the valuation principle tl:u he apphed when determmmg the exit value.

The exit value {:alculated as

on the PE principle

remaining EEHT
ealized IRR for the investoris):

iz not a good basis for negotiations that the investarT - : dsUmed as
e minimum return expected by investor. But mayhbe you are lucky and the investor might see other upsides in your business case than you dol You
iould also consider that the IRR your project is offering to the investor is below the often used 30.0% IRR requested by many investors

ipital gain for the investor:
he investor(s) from this round of financing can realise a full exit from the investment in the exit year you have proposed. then his capital gain {cash to
sh} will be as indicated below. The result depends on the valuation principle to be applied when determining the exit value

The exit value calculated based The exit value calculated based
on net assets in the year of exit on the PE principle in the year of

ancl MDDV ~f ramsininn racolt awvit

The average of the two
calculations

a Internetiet
_—



http://demo2-iwas.uni-klu.ac.at - SAT Pro- Business Plan Self Assessment Test - Microsoft Internet Explorer

It is not a good basis for negatiations that the investor is offered a smaller return on his investment than 30.0% which in this test has been asumed as
the minimum return expected by investor. But maybe you are lucky and the investor might see other upsides in your business case than you de! You
should also consider that the IRR wvour project is offering to the investor is below the often used 30.0% IRR requested by many investors

Capital gain for the investor:
If the investor(s) from this round of financing can realise a full exit from the investment in the exit year you have proposed. then his capital gain (cash to
cash) will be as indicated below. The result depends on the valuation principle to he applied when determining the exit value.

The exit value calculated based The exit value calculated based

on net assets in the year of exit on the PE principle in the year of e F'f e Deo
5 : calculations
and NPV of remaining result, exit
Investor capital gain (cash to cash or "not €5 776 € 16.800 £ 76 038

discounted”) from his investment in 1000 €

Net present value of investors investment investment:

The investor({s) will also be looking at the "net present value” of his part of the exit sales price. Most investors will for this calculation use a discount
rate of 30.0% or more. In this case the calculation has been done by using the discount rate is shown below

The discounted net result has been calculated using “the required investor IRR” of. (Why?) 30.0%
Met presentvalue of the investor(s) share of exit value using the “required” IRR as the discount rate (in 1000£€): €11.043
MNPV of investors investment {in 1000€) £ 12.000
The net result as the investor(s) will see it (in 1000 €); € -957

The negative result is not a good sign. The calculation is based on an exit value which is the average between the two principles used in this analysis
for calculating the value of a company. Many investors might find it easy to identify other investment oppportunities which will give a positive net result
if calculated in the same way. One solution to attract investor interest in your case is to offer the investor a bigger "slice of the cake”, or make a
careful reconsideration of the business model and the associated budgets

The busi
percent  |f My alternatlve mvestment opportunltles offers 30% IRR then thls ey"

is also

caiculati Project shall offer not 40 % ownership but above 60 % ownership !

The exitvalue calculated

The exn value calculated
principle

[fthe investor is looking for a return measured as an IRR of 30.0% then the % ownership of
the company should be

Caorresponding pre-money valuation {in 1000 €}

The ownership requested by the investor(s) from this round of financing might therefore be
something in hetween the two estimates, or something like:

You shall not draw any final conclusions from these results. The result is just a simple reflection of the budgets vou have presented and is not a

e
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B Net Present Value (NPV)

» Discounted cash flow calculated using a discount rate.
— Only invest if NPV is positive

* The discount rate should reflect time preference rate and the uncertainty.

Cash in

A
——

v

Cash out

© InvestorNet - gate2growth.com 2006- page : 19 -
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ez Grow Internal rate of return (IRR)

 Compounded rate of return on an investment that an investor receives on
an investment at the time of sale or other exit.

 Or: the discount rate which makes the NPV = zero !

Cash in

A
P
E——————

NPV =0 i ‘ ' ' > Time

v

Cash out

© InvestorNet - gate2growth.com 2006- page : 20 < | -
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e Pre-Money Valuation

* Pre-money valuation is an often used term

— Itis ameasure of the value of the company before the new investment comes in.
— You can always calculate it, even if you do not think it is possible
— ltreflects directly the ownership % the new investor get.

New Investment x (1 — Ownership %)
Pre Money Value = Ownership %

=¥
: Sanovia £ 'S

© InvestorNet - gate2growth.com 2006- page : 21 -
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Pre-money valuation is an often used term

— Itis a measure of the value of the company before the new investment comes in.
— You can always calculate it, even if you do not think it is possible
— ltreflects directly the ownership % the new investor get.

New invst | Owner % | Pre Money
1.000.000 50,00% 1.000.000
1.000.000 18,00% 4.555.556
1.500.000 40,00% 2.250.000

/750.000 15,00% 4.250.000

You should be able to defend the pre-money valuation, and
If it has changed since last round of financing, be able to

© InvestorNet - gate2growth.com 2006- page : 22 4 -
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Question 2:

Is the business model and budget realistic ?

© InvestorNet - gate2growth.com 2006- page : 23 -
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The product shall be excellent !

=T

© InvestorNet - gate2growth.com 2006- page : 24
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ez But the solution shall also good !




InvestorNet

Can only “Rocket Science”
projects get financing?

© InvestorNet - gate2growth.com 2006- page : 26 -
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- Emee)| CUTVES Was created in 1995 in Texas. It has grown like a wild
gle - raecane | 1IF€ @CQUIring more than 2 million members in more than 6000

locations, with total revenues exceeding the 1 Billion $ mark.

Enter your US/Canada POSTAL CODE |
&lweﬁ of click here to find a Curves nedr yol.
(]
lid &l W

. Discover a gym where women
About Curves B / change their lives 30 minutes
- i ] & 4 & o e '
Locations
Is Curves Right for Me?

Welght Management Plan

diane Magazine

Franchise Information . \
Contact Us A

Our workout works g Become a

ot it Rain because it was designed for YOU! JNeTIgVEIS

|English member

Click hera for 2
introductory offers

@2 % Now over 9,500 locations worldwide

CURVES DONATES

diane mogazine =000
OVER $3 MILLION TO '

HURRICANE RELIEF Click here to reod
The Friendshi
< Click here for more details! dlme :::;.n aﬁ:fn ®

Lir

ne
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EEEIE Competition from Traditional Health Club

REC TS L A
<AV4 __-.AVQ — A ~~\v A ............

pQD f 3
-— _— Y :'
— ~
PV —y WAV U
<
D% K

\ S Home Exercise Program
A S

»
.,

. » :: \ -
A : \ Traditional Health Clubs

)
ot e, N viyg viy
- — =X
. T 7A A
.

Low
Price Amenities Workout Workout Availability Encourage Same Convenience Womanly
equipment time of environ- sex Fun
instructors mentand environ- Atmos-
discipline ment phere

Source: Blue Ocean Strategy, Kim & Maubogne, 2005
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EEZE The “Curves” blue ocean strategy !

\ Traditional Health Clubs

.
NG S e -3y
'"A * ‘-_‘1‘A —-— - yS ‘p
(3 0 v \J
L]
N,

Low
Price Amenities Workout Workout Availability Encourage Same Convenience Womanly
equipment time of environ- sex Fun
instructors mentand environ- Atmos-
discipline ment phere

Source: Blue Ocean Strategy, Kim & Maubogne, 2005
¥
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=, _/, \ﬂ \ELI :] f_lﬁearch i‘? Favorites @ i'_-_j'.;' = ‘_J_;-I - ] ﬂ ‘i‘j

]http:,I',l'starl:uuu:ks.n:u:u.uk,l'en-GE,l' Vl G0 Links **
! w| |G| seg + FagRank B9 0erblokerst | % Kontroller - [ Indstilinger &

din 1971 in Seattle’s in Pike Place Market.

In 1987 there were 17 outlets and local investors provided funding for expansion.

In 1990 there were 89 outlets,
in 1992 there were 160 outlets
In 1995 there were 677 outlets
In 2000 the number of outlets amounted to 3.500.

Today there are more than 11.225 Starbucks café’s scattered all over the world.

|5

& Internet
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= Slow start and then high growth potential ?

Revenue

Starbucks funding time

© InvestorNet - gate2growth.com 2006- page : 31




Rediger Vis Foretrukne Funktioner Hijzelp
Jbage - [«] [2] to ' Seg 7 Foretrukne £ - i | - Q3
=€ NABI discovered that the highest-cost element to municipalities was
gle- I not the price of the bus per se, but rather the cost that came after
the bus was purchased: Maintenance of running the bus over its
twelve-year life cycle.
This made NABI create a bus unlikely any the industry has seen before.
NABI adopted fiberglass in making its busses killing “five birds” with one stone:

- Fiberglass bodies are corrosive-free

- Body repair is faster, cheaper and easier

- Light weight (30-35% less than steel) cut fuel consumption
- Light weight allowed the use of lower-powered engines and
- fewer axles

MNABI welcomes comments and suggestions for improvement from Regsiered Company.

the industry at e-mail: bussales@nabiusa.com.

if@rt & Internettet
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| GATE 2 GROWIR The NABI “blue ocean” strategy!

High

A Average U.S. transit bus

Low

Initial Corrosion Maintenance Fuel Environmental Aesthetic Customer
Pu_rchase cost consumption friendliness design friendliness
price

Life Cycle cost

Source: Blue Ocean Strategy, Kim & Maubogne, 2005

4 © InvestorNet - gate2growth.com 2006- page : 33
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High

NABI would not have won any tender
if they had not influenced the tender criteria from

-Product price
to

Low
- Life cycle cost
Initial Corrosion Maintenance Fuel Environ omer
Pu_rchase cost consumption friendliness design friendliness
price

Life Cycle cost

© InvestorNet - gate2growth.com 2006- page : 34 -
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Hello there! Sign in. English (Change?) Skype. The whole world can talk for free

't‘;" L {J‘ |L‘; m Download SkypeOut Shop Share Help
i o "},._

eBay Completes Acquisition of Skype

«San Jose, Calif., October 14, 2005 —
eBay acquired Skype for a total up-front consideration of
approximately €2.1 billion, or approximately $2.5 billion, plus
potential performance-based consideration.
Say hello, smile or even

wave to anyone, anywhere
in the world.

[ Download now ] Skype is free to download and easy to use

I Brand new from Skype

Skype 2.5 BETA
Download Skype 2.5 BETA and see what's

™% Football — love it or hate it?
The world has gone footy mad. Whilst it's

ifart

& Internettet
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PayPalj Sign Up | Log In | Help

J PayPal opens hitherto unseen possibilities for SME'’s to offer local services

and secure payments. It is a solution to the problem of “micro payment”.

It opens new business opportunities for service sector business model
— even the small ones.

E.g. Combined with “map-localizers”, community web based advertising and

service concepts has now become possible.

e = T T T e
buyers. PayPal simplifies and gateways. _

shipping and tracking. E::Ef';nl‘ti””':hes Mobile
Shop without sharing Low fees make PayPal - “

2 Internettet
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The main differences !

 “Red Ocean” Strategy  “Blue Ocean” Strategy

— Compete in existing market — Create uncontested market
space space

Beat competition Make competition irrelevant

Exploit existing demand Create and capture new
demand

Make the value-cost trade off Break the value-cost trade off

Align the whole system of a Align the whole system of a
firm’s activities with its firm’s activities in pursuit of
strategic choice of differentiation and low cost.

differentiation or low cost.

© InvestorNet - gate2growth.com 2006- page : 37
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Question 3:
Is there a balance between the potential

return of investment, the risk and my total
cost to make this investment ?

© InvestorNet - gate2growth.com 2006- page : 38 -
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Small investments versus large investments

e The cost of making an investment is more or less the
same Irrespective of deal size.

* The cost of monitoring an investment is more or less the
same irrespective of deal size.

* The risk of small investments is often higher than the risk
associated to larger investments.

« The cost of exiting from an investment is more or less
the same irrespective of deals size.

e - Why make small investments?

© InvestorNet - gate2growth.com 2006- page : 39 -
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Investment: 100.000€ or 1.000.000€
Transaction cost + monitoring: 50.000€

“money back 5 times”

100.000€ = 500.000€ — 10 % transaction cost

1.000.000€ = 5.000.000€ - 1% transaction cost

| would rather make one 1.000.000€ investment
than ten 100.000€ investments!

© InvestorNet - gate2growth.com 2006- page : 40
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EEZE What troubles investors in general?

e Transaction cost!
— Due diligence.
— Negotiation, contracts and legal stuff.
— Monitoring investment until exit.

 Investment size too small
— Potential capital gain does not justify transaction cost.
— IRR criteria to be replaced by NPV criteria

« Many rounds of financing planned.
— More Rounds of financing increases uncertainty
— Risk of dilution is increased

« Risk
— No previous experience from investing in this type of companies

* No clear exit route or exit possibilities “far out!
— Entrepreneur build the company for himself— not for the investor!
— “money 5 times back” in 4 years = IRR 50 %
— “money 5 times back” in 6 years = IRR 30 %

© InvestorNet - gate2growth.com 2006- page : 41
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Question 4:

Can the management make it ?

© InvestorNet - gate2growth.com 2006- page : 42 -
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The most important

The Entrepreneur

The Team

The Product

The Market 2 % 8 % 10 %
Financial outlook 0 % 1% 9 %
Break-even point 0 % 1 % 0 %

Source: Key decision factors for investors

(Cranfield, ESADE Barcelona, ESC Lyont)
© InvestorNet - gate2growth.com 2006- page : 43
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What is PAEI ?

« P —-Theroleas “producer” in a management team.

— The “P” can create results and produce products and services better than
competitors.

« A-Theroleas “administrator” in a management team.

— The “A” shall be able to plan, coordinate, control establish procedures for
the organization

« E —-Therole as “strategy creator” and visionary in the
management team.

— The “E” is the person who develops the strategy for business development
and the development of new products and services. He adapt products and
services to new market challenges and identify hither unseen opportunities.

« |-Therole as “integrator” in the management team.

— The “I” shall be able to create harmony in the organization and secure that
the whole organization is moving in the same — and right direction.

© InvestorNet - gate2growth.com 2006- page : 44 -
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= Type of Management teams

« Pooo: ‘“the lonely wolf team”

e 0Aoo0:. “the bureaucratic team”
e OOEO0: “the arson team”

e 000l: “let’s feel good team”

e 0000: “why are we here?”

« PAEIL:  “the text book team”

e ?77?7. "your team ?”

© InvestorNet - gate2growth.com 2006- page : 45 -
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o Different Phases requires different
management style!

Size of organization

Start up Early stage Development Internationalization Growth/Death

© InvestorNet - gate2growth.com 2006- page : 46 ‘
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B What makes them invest ?

* The strength and competence of the management
team.

 The possiblility to “protect”’ the business concept
and the growth potential.

« Substantial capital gain possibilities.

e Clear and realistic exit possibilities.

© InvestorNet - gate2growth.com 2006- page : 47 -
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Demand for capital and perceived IRR offered!

High growth potential
Short time to market
Acceptable risk

Substantial investment

IRR

Low growth potential

Long time to market
Too high risk

Small investment

© InvestorNet - gate2growth.com 2006- page : 48
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RISK |
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If you do not know better then the risk is:
acc. risk
— Technological risk 50,00 % 50 %
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If you do not know better then the risk is:
acc. risk

— Technological risk 50,00 % 50 %

— Market and price risk 75,00 % 50 %
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If you do not know better then the risk is:
acc. risk

— Technological risk 50,00 % 50 %

— Market and price risk 75,00 % 50 %

— Financial risk 87,50 % 50 %
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If you do not know better then the risk is:
acc. risk

— Technological risk 50,00 % 50 %

— Market and price risk 75,00 % 50 %

— Financial risk 87,50 % 50 %

— Management risk 93,75 % 50 %
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If you do not know better then the total risk is:
acc. risk

— Technological risk 50,00 % 50 %

— Market and price risk 75,00 % 50 %

— Financial risk 87,50 % 50 %

— Management risk 93,75 % 50 %

— Total risk percieved by the VC 93,75 %

— Or chance of success 6,25 %
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If you eliminate the management risk, then risk
IS:
acc. risk
— Technological risk 50,00 % 50 %
— Market and price risk 75,00 % 50 %
— Financial risk 87,50 % 50 %
— Total risk percieved by the VC 87,50%

— Or chance of success increases from 6,25 % to 12.5 %
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Flow of capital

Investors

-Pension Funds
-Insurance companies
-Banks

-Corporations
-Private wealthy people
-Others

Real Private VC
estate | & equity funds
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= The Venture Capital segment.

Investor’'s choice in the VC industry

Generalist Balanced Development
Funds funds funds

Pooled IRR Pooled IRR Pooled IRR Pooled IRR Pooled IRR
1980-2003 1980-2003 1980-2003 1980-2003 1980-2003
12,2 % 9 % 9,0% 9 % 1,9%
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Traditional structure of a VC fund

© InvestorNet - gate2growth.com 2006- page : 58
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\—|—|—LL |||
l Fund | u
>
T
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Management
company

—~>
AN
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Management
company

A typical
VC fond

-
AN
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Management
company

Investors

Portfolio companies)

© InvestorNet - gate2growth.com 2006- page : 62 -
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Need 2 % to manage and will
request 10— 20 % carried interest |

—/

VC Fund |

GATE 2 GROV |

Investors request
not less than
Euribor + 9-10 %

Managemeiit
company

Investors

-und 1l

Each Fund shall receive 15 % IRR
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VC company/fund

VC FUND 1

Private § Private § Private §l Private § Private § Private § Private § Private § Private § Private j§ Private
Equity § Equity g Equity § Equity § Equity § Equity § Equity g Equity § Equity § Equity § Equity
1 2 3 4 5 6 7 8 9 10 ...n
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m Business Angel (HNI)

/Y, savings

Real Bonds Quoted Private W Private | Private
estate e stocks {Equity 1 lEquity 2JEquity 2 -
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The iInvestment process
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EEEE golicited deals are often taken serious!

\ -

Screening process

500 ne® deals/year ~f----t 2 min/deal

\
\ 250 sel@@ted deals ==ff----===em--- 10 min/deal
150 s ted deals feemcmmmacameaanad 20 min/deal

50 analysed dealsf--------=-====mx-=s=---1 5 Hours/deal

25 negotiatio mmmmaes o 10 Days/deal

5-10 _
memmmmmesccmmeeeeeee—- | 1 month/investment
© InvestorNet - gate2growth.com 2006- page : 67 -
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i’i

EETL How to get through the “eye of the needle”

 The business concept shall be easy to understand!

* It shall be easy to understand how an investment can
generate substantial profit — to the investor !

 The growth potential shall be evident, and the risk well
described !

 The management team shall be convincing!

 The business concept or the technology shall be "cutting

1
edge”.
© InvestorNet - gate2growth.com 2006- page : 68 -
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= From deal-flow to exit

Investment Decision phases

Access to Selecting Due Deal Negotiation

good deal good Diligence Structuring and Investment
flow deals closing

Project monitoring phases
A

: o Crisis in
Getting to Monitoring  General Market

contact management QaiUEHSIT R VIEel]
know the and support and N or and

company and EENIZITe) development £ENGTILEY cati it
work together support LA syndication 4 Acquisition
management

Exit phases

Ay
Preparing : -

portfolio : financing / Negotlatl_on EXIT
company Merger & and closing

for exit Acquisition

© InvestorNet - gate2growth.com 2006- page : 69 -
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of exit
strategy

Analysis of
exit routes
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Investment Decision phases

Access to Selecting Due Deal Negotiation
good deal / good Diligence Structuring and Investment

flow deals closing

Investors are only considerirh
deals which fit their investment

preferences.

Tip: Get to know what the
Investor preferences are,
e.g by employing an advisor
with this knowledge.
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Investment Decision phases

Access to Selecting Due Deal Negotiation

good deal good Diligence Structuring and Investment
flow deals closing

growth.com 2006- page : 71 -
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Investment Decision phases

Access to Selecting Due Deal Negotiation

good deal good Diligence Structuring and Investment
flow deals closing

When an investor is interested, then be ream
to answer his questions NOW and not
“tomorrow”! Too many deals “go south”
because the entrepreneur is not ready to
supply the investor with requested information
at short notice.

TIP: Make servicing the potential investor
requirement a priority for the whole

organization. Treat the investor like you
\@your most valuable customer! /
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Investment Decision phases

Access to Selecting Due Deal Negotiation
good deal good Diligence Structuring and Investment
flow deals closing

During this phase agreement shall not only be
reached about the size of investment, but also
about all the other type of conditions.

TIP:Get to know the typical documents and
iIssues which will be part of the negotiation

. Pre-money valuation
. Term sheet structure and content
. Shareholder agreement

N _
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Investment Decision phases

Access to Selecting Due Deal Negotiation
good deal good Diligence Structuring and Investment
flow deals closing

Too many deals “go south” because of
unrealistic “pre-money” valuation of the
investment target!

TIP: Be realistic about the share price
you will offer! If the investor do not
think he can make a lot of money from
the ownership you are offering — why

should he invest? /
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e 1 00IS to test investor readiness developed
under the Gate2Growth project

* Business plan self assessment tool SAT-Pro

— The completeness of a business plan can be tested.
— Special “sector versions” will shortly be available.

© InvestorNet - gate2growth.com 2006- page : 75 -
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Is your business plan ready for investors?

Only good and complete business plans catch the interest of investors!

»

How

about

your

business plan?

Avoid that your business plan is thrown in the waste bin!

SAT-Light and SAT-Pro has been developed under the Gate2Growth initiative by InvestorMet with the =support of the European Commizszion.

SAT-Pro gives you an expert opinion on the completeness of the business plan
and allows you to see how the investment opportunity look through the eyves of
an investor. The test can be completed in 30 - 50 minutes. The test results are
provided immediately after completion of the test, It includes a completeness
scoring, a full text feed back and a comprehensive financial conclusion. SAT-Pro
also provide the opportunity to make financial sensitivity analysis.

The SAT-pro test only cost 25 € incl. VAT. Payment via PayPal or via Credit card.
You may also ask for a "Free access code” from InvestorMNet
etc@gate2growth.com

To access SAT-Pro Click here ||

SAT-Light is the quick test which challenges the completeness of your business
plan through a series of questions of the same type as the ones investors will
ask. It does not include financial analysis. The test takes between 10 - 15
minutes to complete. A "completeness scoring” and a text feed back is provided
at the end of test. SAT-light is currently available in English, German, Danish,
Estonian and Latvian.

Using SAT-light is free of charge.

To access SAT-Light Click here |+

& Interr



I n VeStO r N et - Partner in the Gate2Growth initiative supported by the European Commission

P Two ways of taking the test !

e Do it your self all alone!

e Do it with a friend.
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| ABOUT

GATE T GROWTH

Does the business plan include a description of the competitive environment the company is/fwill be facing in
the target market{_s}? {g39)

Yes MNo L Nt Ml Does not apply Do not know
completed
® o o @) @)

Does the business plan provide an overview of the major competitors operating in the target market(s)? (q40)

Yes MNo Does not apply Do not know
® O O O
How many competitors are actively operating in the target markets of the company? (g41) E
1 2-5 5-10 10-20 =20 Do not know Not described
O ® ¥ @] O O @]

When reading the business plan do you get a clear overview of the quality and price of competing
products/services? (g42)

Veg No

® O O O O

Mot fully completed Do not know Does not apply

& RESTART

Online Business

plan Self-Az=

Competitors g_l{:am petitors_01)

zzment Test 0B-5AT powered by ConfigiWorks

GATE 2 GROWTH is swpported -
by the Eurcpean Commission

W General

ET The Business plan
[ Product and Services
] Technology

[l IPR

L] Price and Customer
(1 The market

B Competitors

] Sales & Marketing
[l The company

[l Management team
[ Financials

[ Funding

L] Investors
[] Perceptions on time &
uncertainty




2 http://81.223.43.180 - SAT Pro- Business Plan Self Assessment Test - Microsoft Internet Explorer
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s Result GATE 2 GROWTH is supported
by the European Commission

L You have now finished the self assessment! Below you can see the result of the answers you have
given. The scoring and the Feed Back is entirely based on the input you have pravided and the
2 questions you have answered.

hack as a structured backbone for such a discussion. - "ﬂ e
— Completeness Diagram W The Business plan
_H&@[@ . and
o T |
Ml IPR
o Fr
M
Product and Services| | | 112! W C
M current &
M‘ =
m The compan
Techmalog y e e
Eursirass comcept Iﬂ Financials
il Funding @9
PR W Perceptions on time
Price amd Curstomer & LII'II:EI'tEIirIt:."
M Investors
Overall Business plan completeness M Managementteam

0% 10% 20% 30% 0% 50 % G0 % TO0% 20% 0% 100 %
Your vale: G4%E

5 Summary of financial observations

Online Business plan Self-Azsessment Test OB-5AT  powsred by ConfigWorks
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1:Réseau électrique
2:Poste électrique
3:Moteur
4:Compresseurs
3:Sphéres de

stockage d'air comprimé
6:Turbine étagée
7:Apport thermique :

pertes production biomasse
ou solaire

8:Echangeur
9:Alternateur/Régulateur

== Afr
== Eau chaude
= Fauy froide

Figure 1

Un PEAKER comprend :
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You can also do the “competence check”.

* Entrepreneur “competence check”

— It test if the entrepreneur/the team has a convincing
reaction and answers to the questions from SAT-Pro.

— It simulates the first meeting with an investor.

This check shall be taken with an experienced advisor.

© InvestorNet - gate2growth.com 2006- p: -
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GATE 7 GROWTH i« supported
by the European Commission -

Entrepreneur personality check (personality_check1)

Price and customer {pc_price_and_customer) -

D WMedium - Demonstrated limited practical experience on pricing policy and customer relations m

O Low - Demonstrated lack of practical experience about pricing policy and customer relations

O High - Demonstrated creative attitude and good knowledge about pricing policy and customer relations

O Excellent . Demonstrated excellent and creative attitude and excellent knowledge about pricing policy and customer relations

The market {pc_market)
O Low - Onby fragmented knowledge about market type, size and growth
D WMedium . Knowledge about market type, limited knowledge about size and growth
O High - Knowledge about market type, good knowledge about size and growth

=txcellent knowledge abo , excellent knowledge about 2ize and growth

Competitors (pc_competitors)
O Low - Very fragmented and unrealiztic and limited knowledge ut competitors

'D WMedium . Some knowledge about comptitors but no know
buziness models

or understanding of need to know competitors products and

_ Good knowledge about comptitors and nowledge and understanding of competitors productz and business models

O Excellent . Excellent knowledge about comptitors and in-dept knowledge and understanding of competitors products and business
models i

Online Buzsinez= plan Self-Aszezsment Test OB-53AT  powered by Configiiorks

& Internettet
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GATE 2 GROWTH is swpported
by the Evropean Commission

Entrepreneur personality check (personality_result)

GATE 2 GROWTH

Pressemtation amd

explanation shils = 4 "’Q?

inve stor reguiements

Pem:eption amnd sl
fnterpretation = 2.3

Managesent team =
2.3

Readyness fo meet Wideal
imvestors = 2.733

current

Pmduct amd
Services = 4

Readyness to meet investors :
Product and Services : Good explanation of product and product advantages

— ) Excellent and brief explanation of technology and technology
i ] advantages

Elementray knowledge about company IPR iszues, little about
general IPR izzues

Demonstrated creative attitude and good knowledge about pricing
nnlicw and rustnmer relatinns

IPR :

Price and customer :

4mnmn
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Result GATE 2 GROWTH is supported -
by the Evropean Commission
You have now finished the self assessment! Below you can see the result ofthe answers you have

given. The scoring and the Feed Back is entirely hased an the input you have provided and the
gquestions you have answered.

Investor(s) view

It is also possible to look at the anticipated result of the investment seen from the side of the investor.

If the investor(s) can realise a full exit from the investment in the company under the conditions indicated above, then the
IRR and capital gain for the investor(s) will be as indicated below, of course depending on which valuation principle is
applied when determining the exit value.

The Internal Rate of Return (IRR)

The exit value calculated

SN net assets and based on the PE principle calculations

NPV of remaining EBIT
Realised IRR for the investor(s) 22 R% 19.1% 20.8%

MR O KRR

Offering a smaller return on the invest™aglnvestment than you have expressed would satisfy you (taking uncertain : :
to account) is not a good basis for negotiatioffe [ o :

uncertainties as you see! If the IRR offered to an investor is q F“”“'”? = :
far you to sound trustworthy and convincing! Yuu should consider if the IRR ynur project is offering to the investor(s) is Wl Perceptions on time

hg!nrss dlam mBmim cimnd IO ADS IO cnmim g 1 T [ g T e R '”'"'“EITEIII'IT

s. The project offers only a 20 % IRR if | get a 40 2% ownership.

5 " How much shall they offer me to provide a 30 % IRR ?

the investment, then you will get the “pay back™ factor. In this case the payback factor is 3.0 - (The NPV is calculated
using 30% as discount factor).

Investor part of the exit
value calculated based on
net assets in the year of
exit and NPV of remaining
Het Result

Online Business plan Self-A4z=essment Test OB-SAT  powsred by ConfigWorks

Investor part of the exit
value calculated based on  The average of the two
the PE principle in the calculations
year of exit

Invactar mranital Aain frach tn racht fronm

‘ Internettet
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Result GATE 2 GROWTH is supported -
oy the Eurepean Commission
You have now finished the self assessment! Below you can see the result ofthe answers you have

- given. The scoring and the Feed Back is entirely hased an the input you have provided and the
m- gquestions you have answered.

Comparing Net Present Value

The investor(s) will also be looking at the "net present value” of the exit value in order to compare it with the investment.
Most investors will for this calculation use a rather high discount rate. In this case the calculation has been done by
using the discount rate that is shown below:

Farillustrative purpose the discounted net result has been calculated using a “required” investar
IRR of: (Why?)

Met present value of the investor(s) share of exitvalue using the “required” IRR as the discount rate
(in 1000£); € 11,819

Investors investment in year 1 (in 1000 £€) £12.000
The net result as the investor(s) will see it (in 1000 £€): € -181

30.0%

The negative result is not a good sign. Remember that the calculation is based on an exit value which is the average
between two often used principles for calculating the value of a company. Many investors might find it easy to identify
other investment opportunities which will give a positive net result when using these principles. One solution to attract
investor's interest in your case would be to offer the investor a larger "piece of the cake”, or make a careful

"% They need to offer me a 60 % ownership to achieve the 30 % IRR

ng " benchmark — but I do not want to be a majority shareholder!

of your company as indicated below.

M Ge
W

o
_,’g.
o3
M S:
S

The ownership requested by the
The exit value  invgstor(s) from this round of financing
calculated based gight therefore be something in
on the PE principle gtween the two estimates, or

The exit value
calculated based on
net assets and NPV of
remaining EBIT

If the investor is looking for a return
measured as an IRR of 30.0% the
the % ownership of the company
should be

Caorresponding pre-money valuation
fim ANNN £

Online Business plan Self-A4z=essment Test OB-SAT  powsred by ConfigWorks
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GATE 2 GROWTH s supported -
by the Eurepean Commission

Entrepreneur personality check (personality_check3)

Financials (pc_financials)

{:} Low . Limited understanding of basic financial terms
G" Medium . Basic understanding of basic financial terms
{E} High - Good understanding of most financial terms

G Excelient . Excelent understanding of all financial terms

Funding and investors (pcNwnding_and_investors)

@ Low . Limited understanding of f@nding requirements and for what purpose funding is sought

G" Medium - Limited understandinggff funding requirements and for what purpose funding is sought

igh - Good understangdp®of funding requirements and for what purpose funding is =ought

O Excellent . Excellent understanding of funding requirements and for what purpose funding i= sought, including investor
requj =

investor_requirements)

@ Low . Limited and unrealistic understanding of invegfor requirements

Medium . Acceptable and realistic understandig#of investor requirements

O High v iRl =ta nding of investor requirements

{:.'-' Excellent . Real excellent understanding of investor requirements and probably alzo good negotioation skills.

COnline Busines= plan Self-Assessment Test OB-5AT  powsered by Configiorks

8 Internettet
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GATE 2 GROWTH is swpported
by the Eurepean (ommission

Entrepreneur personality check (personality_result)

GATE 2 GROWTH

al
Managesent team = =h I'IIIIIT
2.3
Readyness fo meet Wideal
LD L T current
Pmduct amd
Services = 4
Readyness to meet investors :
Product and Services : Good explanation of product and product advantages
— ) Excellent and brief explanation of technology and technology
i ] advantages
PR - Elementray knowledge about company IPR iszues, little about
' general IPR izzues
. . - =
TR — Demnstrated creative at.trtude and good knowledge about pricing =
nnlicw and rustnmer relatinns ;
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o The Competence test

* The “InvestorNet Competence Test” combines testing
— the completeness of a business plan

— the strength and weakness of the arguments and knowhow of
the entrepreneur.

 The observation is complied in a model and presented
as a structured feed back pinpointing the strength, the
weakness, the arguments or professional skills,
measured against investor expectations.

© InvestorNet - gate2growth.com 2006- page : 89 -
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Investment Decision phases

Access to Selecting Due Deal Negotiation
good deal good Diligence Structuring and Investment
flow deals closing

If a new professional investor invest in
your company then he will want to
have s strong board position.

TIP: You should appoint your own
board representatives so they
match the ones appointed by the
investor. Sound Board decisions
are made through argumentation,
not through majority vote!!
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Project monitoring phases

Getting to Monitoring ~ General
know the and support and

eyl sLUNEUEY reporting development
work together

Crisis in
NENEG 0 Re-financing  Merger

or and
change of syndication Acquisition

management

The first 6 month after the
iInvestment is done is the “trust
building phase”.

TIP:
Make sure that you can
deliver promised results, at
least during this first phase.

- gate2growth.com 2006- page : 92 -
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Project monitoring phases
y ¢ /Y

: Crisis in
Getting to Monitoring  General Market j -
management GERIUEWE[) Merger
know the . and support and confjact org and
company an reportin development i nati e
work together E 2 P technology change of syndication Acquisition
support management

During the daily routine you risk to
forget to cater for the investor
information needs, including those
which has not been asked for!

TIP: Make sure to establish good
and accurate reporting and
develop your investor relations

sowth.com 2006- page : 93 -
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Project monitoring phases

Getting to : :
know the Re-financing I\/Izrrg]]jr
company and . .
work together syndication Acquisition

- gate2growth.com 2006- page : 94
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Project monitoring phases

Crisis in

management QGeallEWEls Merger
and

change of syndication Acquisition

management

Getting to
know the
company and
work together

~F
: .uu: [L5) .1’;'1' L
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Project monitoring phases

Crisis in
anagement \pGaiUEWENTY Merger

or and
change of syndication Acquisition

management

Getting to
know the
company and
work together




I n VeStO r N et - Partner in the Gate2Growth initiative supported by the European Commission

Preparing Bridge

Analysis of Selection  \QipatSSTIREIELUSIL ARSIV Negotiation EXIT
. of exit exit M P d closi
exit routes strate company strate el and closing
O 9y for exit 9y Acquisition

There may be more exit possibilities
than the ones preferred by the
investor.

TIP:
Consider already from the start of
the investment process how you
would like the exit to take place —

and plan for it!
\ growth.com 2006- page : 97 -
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Preparing : Bridge
portfolio Impler_nentmg financing / Negotiation EXIT
company N Merger & and closing

for exit strategy Acquisition

Selection
of exit
strategy

Analysis of
exit routes

Investors first priority is to exit from
the investment as early as possible
and at the highest possible price.

TIP:
Be proactive and support the exit
process —if not, you get the
investor against you — not a good

ideal
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Exit phases
y 4 A
, Preparing : Bridge -
Analysis of Selection portfolio Implementing . financing / QSIS EXIT
. of exit exit M 2 d closi
exit routes strate company strate el and closing
2l for exit 9y Acquisition

(D

The exit process (if not IPO) might
create uncertainty in your organization.

TIP:
Make sure that not only you and the
iInvestor makes a profit from the exit
process. Distribute the gains to

your organization also!
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Exit phases
y /4 A
, Preparing : Bridge -
Analysis of Selection portfolio Implementing . financing / QSIS EXIT
exit routes of exit compan exit Merger & and closing
strategy pany strategy

for exit Acquisition

Remember an exit is not completed
before the money is in the bank!

TIP:
Have a strategy ready if the chosen
exit route is a “dead end”. Be open
and discuss alternatives with the

investor up front!
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e Essential investment documents

e« Term Sheet

e Shareholder Agreement
e Subscription Agreement
 Aurticles of Association

 Rules of Procedure
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The nightmare of early investors !
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The dilution dilemma !
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| Increase In valuation

Pre-money valuation Amount invested

vIIIIIIIIIIIIIIIIIIIIII*

Series A Series B Series C Series D
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Drop In valuation

Pre-money valuation Amount invested

vIIIIIIIIIIIIIIIIIIIIII*

Series A Series B Series C Series D

© InvestorNet - gate2growth.com 2006- page : 105 -




I n VeStO r N et - Partner in the Gate2Growth initiative supported by the European Commission

EE The two different price scenarios.

Exit Price 10.000.000 Exit Price 10.000.000
Round number 1 2 3 4 exit Round number 1 2 3 4 exit
Year 2000 2001 2004 2006 2007 Year 2000 2001 2004 2006 2007
Price / share Price / share
40,00 50,00 60,00 70,00 92,92 40,00 40,00 10,00 25,00 29,54
Total Total
investment 201.000 500.000] 2.000.000] 2.400.000] 5.101.000 investment 201.000 500.000] 2.000.000] 2.400.000f 5.101.000
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Increase in
share price

Decrease in
share price

No follow up

Decrease in
share price

Follow up

Investor IRR
Entrepreneur 594,24%)
BA1 23,46%
BA 2 22,95%
VC1 25,06%
VC?2 25,06%
VC3 32,74%
VC4 32,74%
Investor

Entrepreneur

BA 1l

BA 2

VvC1

VC 2

VC 3

VC 4

Investor IRR
Entrepreneur 421,31%
BA 1 17,26%
BA 2 19,16%
VC1 68,09%
VC 2 68,09%
VC 3 18,17%
VC 4 18,17%

Accumulated

investment

1.000
200.000
500.000

1.200.000
1.200.000
1.000.000
1.000.000

1.000
200.000
500.000

1.200.000
1.200.000
1.000.000
1.000.000

1.000
725.000
875.000
975.000
975.000
775.000
775.000
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InvestorNet can offer:

e Services
— Screening of projects
e Checking investor readiness
— Investor search
 Identifying and attracting investors
— Deal structuring

 Training and education
— Master Classes for entrepreneurs and innovation professionals
* One day Master Class on “how to attract investors”.
— “Competence test” training for innovation professionals

 Two days workshop on the use of SAT-Pro and InvestorNet competence
check.

« Tools
— SAT-Pro (sector versions: Energy, Medical Device, Food)
— SAT-Light (different language versions)

— InvestorNet Competence test (for innovation professionals)
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Thanks for your patience !
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InvestorNet

Address :
SCION-DTU
Diplomvej 381
DK 2800 Kongens Lyngby
DENMARK

Phone: (+45) 39 307 307
Fax: (+45) 39 642 396
Mobile: (+45) 40 521 645

E-mail: ubj@gate2growth.com
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