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to put the project running) and all external investment that the project will require, regardless
of their origin. It will thus also include the investment you are seeking.

Let us assume that your rough estimations (again, no need for too much precision at this
stage) point to 500,000 Euros as a reasonable value, considering the production and sales
scenarios you have retained above.

Final value

You will finally need to estimate the final value of your business at year 5 (the last year of the
time span considered): This final value will correspond to:

e The value of the net income that the business would be able to generate if it were to
continue working without further investment; and/or

e The residual, or salvage value, of the assets of your business if it was to cease activity and
sold in the end of the considered period.

This is difficult to estimate: A residual or salvage value for tangible assets (buildings,
equipments) is relatively easy, but estimation of future net income is rather tricky: we would
recommend to be cautious here as no value in your estimation may be considered without
proper justification, so if you can’t make a better estimation you should consider the residual
value of the tangible assets + the net Cash-Flow of the last year multiplied by 2 (again, don’t
forget that future values will be of lesser importance due to the distance in time to present;
don’t consider inflation at this stage).

Well, what do you know...? You did it! You indeed have got all you need to make a first
estimation of the value of your business, by calculating its NPV! Yes, many things are not
very precise and now you have to work with 9 scenarios (3 Discount Rates and 3 Revenue
scenarios). That’s a lot of calculations... Fortunately there are worksheets for doing this in
almost no time — you just go on reading!

Box 38: Example of an initial financial estimation
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A B C D E E G H 1 1 K I
il Years (i)
Items
2 0 1 2 3 4 5
3 A Final value 384000
Goal Seeking with Cell 10
4 B Cash Inflows 40000 100000 200000 400000 400000 found a solution
5 C Cash Outflows 20800 52000 104000 208000 208000
Target walue: 0
6 1] Investment 500000 @i ey (@
7 | E={A+B)-{C+D) Free Cash Flows 4 -500000 19200 43000 96000 192000 576000 -
8 r 0,156664861 |' &3
Discounted
—E/(1+r)7 500000 16599
9 F=E/{1+r)"i PR 35878 62037 107268 278218
10 G=IF NPV 0
11
12 | H=r=> NPV=0 IRR

So you see that, for returning a value 0 for the NPV, the worksheet adjusted the value or r to
0.1566..., or about 15.7%.

If you click “OK” on the dialog box, Excel will retain the outcome of the “Goal Seek” exercise,
and you will then have a table where the Discount Rate is equal to IRR and thus NPV=0.

If you click “Cancel” on the dialog box, Excel will return to the previous calculation. In this case,
you may wish to manually insert the value of IRR in the cell you had prepared for it (cell C12):

Box 40: Using the “Goal Seek” tool in Microsoft Excel to calculate IRR
(Continuation)

Calculation of NPV = Part Il

So you are facing a negative NPV, which means that your project has an unacceptable IRR.
What should you do now?

e Just abandon the project? or

e  Assess if it is worth further work?

The answer is that you should give it another try before definitively deciding not to follow
along with it. To do this, take the most favourable of the 9 scenarios you decided to use and
perform a new NPV (and IRR) calculation with it.

Let us then look at your “best case” scenario: This will involve a Discount Rate of 50% and the
last market scenario that you had seen as possible, where your price would be 20% higher than
the one of your competitors. Let us use once more the Worksheet used before:
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Years (i)
Items
0 1 2 3 4 5
A Final value 1088000
B Cash Inflows 24000 120000 240000 480000 960000
C Cash Outflows 10400 52000 104000 208000 416000
D Investment 500000
E=(A+B)-(C+D) Free Cash Flows -500000 13600 68000 136000 272000 1632000
r 0,5
. Discounted
F=E/(1+r)7i -500000 9067 30222 40296 53728 214914
Cash Flows
G=3F NPV -151773
H=r = NPV=0 IRR 0,379

So even in your best case scenario your project is not yet attractive enough, as your IRR is
37,9% and you are requiring it to be at least 50% in order to consider proceeding with the
project. What would you do now?

e If even in the “best case” scenario the project is still not attractive, you should really
consider not to proceed with it — better to do it right away than later, when you have lost
significant time, probably some money and, who knows, you already have some debts to
pay. It is always hard to abandon a project that you were cherishing, but if it is not good
that will eventually show up, and the cost will then be much higher for you and, probably,
your close relatives. In case of abandon, you may consider valorising your assets
(particularly IP) by licensing or selling them to others already working in the same sector
(possibly one of the potential competitors you had identified).

e |t may nevertheless still be worth it to look at the project a little further, as the IRR is now
much nearer to the minimum Discount Rate you think should be considered. In this case,
you will need to further research and find out how your project may become more robust,
as the “best case” scenario is not enough for you, your partners and possible investors to
be comfortable with. You will have to go through all your estimations and try to narrow
their range of uncertainty. You should also reassess and further work on your production
and marketing strategies in order to try and increase your operative margin. Finally, you
may need to seek other markets in order to increase your growth and so reach a
dimension capable of making the project more appealing.

Let us consider that you may envisage using the first two project years to work on studying

international markets, registering IP there and agreeing some distribution deals in these

markets that would boost your sales as of the 3" year (for instance, doubling your sales for the

3 last years). Let us also assume that this would involve extra investments of 50,000 Euros in

year 1 and 100,000 Euros in year 2. Let us see how it would look now:
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Years (i)
Items
0 1 2 3 4 5
A Final value 2176000
B Cash Inflows 24000 120000 480000 960000 1920000
C Cash Outflows 10400 52000 208000 416000 832000
D Investment 500000 50000 100000
E=(A+B)-(C+D) Free Cash Flows -500000 -36400 -32000 272000 544000 3264000
r 0,5
. Discounted
F=E/(1+r)7i -500000 -24267 -14222 80593 107457 429827
Cash Flows
G=3F NPV 79388
H=r = NPV=0 IRR 0,547

Well, finally you are getting somewhere! Even if the project presents negative returns during
the first two years, the faster growth achieved by this new strategy would pay out and the IRR
now reaches 54.7%, thus higher than the 50% threshold you had established.

Although encouraged, you shouldn’t nevertheless be satisfied yet with this: You are still far
away from the 80% Discount Rate of your “worst case” scenario, and you should be ready to
face it. You are also working with your most optimistic sales scenario. Besides, you are not
considering taxes, and they will eat a part of your profit once you start having it. So our
recommendation would be to go on researching, in order to find the best possible strategy
both on the costs and on the revenues sides, so that you may reach a stronger outcome.

(To be continued)
Box 41: Using simplified calculation of NPV to assess if project is worth further work
(Continuation)

Calculation of NPV — Part IV

As a final step, let us then introduce depreciation and taxes into the calculation of NPV. The
calculation worksheet we have been using should now look like this:
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Years (i)
Items
0 1 2 3 4 5
Final value 2176000
B Cash Inflows 24000 120000 480000 960000 1920000
Cash Outflows
cl 10400 52000 208000 416000 832000
before taxes
c2=(B-c1)/5 Depreciation 5 100000 100000 100000 100000 100000
c3=B-c1-c2 Taxable savings -89600 -48000 108000 316000 732000
= 0,
c4=c3x30% Income tax  35% 0 0 0 100240 256200
(c3>0)

Cash Outflows
C=cl+c4 10400 52000 208000 516240 1088200
after taxes

D Investment 500000 50000 100000
E=(A+B)-(C+D) Free Cash Flows -500000 -36400 -32000 272000 443760 3007800
r 0,5
. Discounted
F=E/(1+r)Ai -500000 -24267 -14222 80593 87656 396089
Cash Flows
G=3F NPV 25849
H=r = NPV=0 IRR 0,516

Note the following changes:

e The values previously considered as “Cash Outflows” are now called “Cash Outflows
before taxes” and are an intermediary calculation item.

e Depreciation has in this case been calculated as a linear function of initial investment
along the 5 project years. Investments made in years 1 and 2 have not been considered as
eligible for depreciation.

e Depreciation is neither a Cash Inflow nor Outflow: It is an accounting item (considered as
a cost but all the cash related to the investment being depreciated was already
considered as Outflow when the investment was made). Depreciation is considered here
because it influences the taxable savings amount.

e Taxable savings (amount subject to taxes) corresponds to Cash Flow before taxes less
depreciation.

e Taxes (the rate used in this example is 35%, but you should insert the appropriate tax rate
in your country) only exist if and when taxable savings are positive (there are no taxes on
losses). This is in fact a simplification, as in many countries there are minimum values of
taxes to be paid, even when in loss situation. Note also that previous losses (years 1 and 2
in this example) are deductible for tax calculation.

e Cash Outflows after taxes correspond to the addition of the taxes paid to the Cash
Outflows before taxes.

e  Free Cash Flows are thus diminished due to taxes, when they exist.

Now the NPV of your project is dangerously near to zero, as the IRR lowered to below 52%.
You should indeed further research the key variables of your project as even your “best case”
scenario is only marginally positive. It would be unlikely that an investor, even if requiring only
a 50% Discount Rate, would be thrilled about the project. And he/she would for sure go
through all your assumptions and by just slightly touching any of them the project would
immediately turn unattractive.
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You must have a strong case to present to investors and partners, as you also need it to build
confidence in yourself about the project. If you don’t reach such a comfortable situation, don’t
start compromising on the assumptions: this will easily be spotted by investors and your
credibility will suffer.

The following is a detail of the formulas used in the Excel Worksheet for years 0 (including the
NPV calculation by adding Initial Investment and all Discounted Cash Flows) and 5. Formulas
for other years are identical.

1 Years (i)
ltems
2 ] 5
3 Final value =(14-15)*2
4 [ Cash Inflows 1920000
Cash Outflows
cl
5 before taxes 832000
b c2={B-c1)/5 Depreciation 5 =5D510/5C6
7 c3=B-c1-c2 Taxable savings =I5-16
R SRR DB g =IF[SUM{SET:17)>0;ROUND{SUM{SET:17)*5CE-5UM(SE8:HE);0);0)
Cash Outflows
C=cl+cd
9 after taxes =15+18
10 D Investment 500000
L
11 | E={A+BHCGD) Free Cash Flows =SUM{D3:D4)-5UM(D9:D10) =5UM(13:14)-5UM{12:110)
12 r 0.5
F=E/(1er) Discounted
13 T Cash Flows —ROUND{D$11/{15B512)*D52;0) =ROUND{I511/(1+5B512)"152;0)
14 G=JF NPV =SUM(D13:113)
15
16 H=r=> NPV=0 IRR 0,516

Try building yourself such a worksheet and introduce all the formulas (don’t forget the $
dollar-signs in the cells’ identification if and when appropriate, in order to fix rows, columns or
both when copying and pasting formulas). After having built the table, try it out with the
example shown in these boxes and see if the resulting NPV is coincident. Then use the “Goal
Seek” tool to determine the IRR and see if it is also identical to the one shown here. If
something is not identical, you should revise the formulas until everything works out fine. Do
not replace any calculation by its result. After having your worksheet tested, you may start
working on different scenarios by changing the assumptions of your calculation, in order to see
what is well estimated and what needs further research, as well as which strategy is best for
increasing the return of your project.

Box 42: Introducing taxes in calculation of NPV

E.6.3 Other issues to Address When Budgeting a Project

The main issue to address when looking at a business project is the assessment of its return,
and this is made by calculating its IRR, or the NPV in face of a prerequisite in terms of Discount
Rate. This was covered in the pages above.

Another important issue is treasury??. Looking at cash flows on a yearly basis is enough for
estimating the return of the project but is highly inadequatefor understanding if, when and
how much cash you will need to effectively run the project. This means that after you have
settled the fundamentals of your project and are confident of its financial strength you should
look into inflows and outflows of cash on a monthly basis, at least for the first two years. Of
course, accuracy of this exercise will decrease with distance in time, so the first year, and
particularly 6 months, are the most important part of the exercise. Then you will revise your
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estimations every 3 months, using the historical money flows as the starting point and
forecasting again for the two years ahead.

When looking at treasury?? you must consider the delays for the main inflows and outflows of
cash. For instance:

e How long will it take you to collect the product of your sales?
e How long can you extend payments to your suppliers?

e Salaries and taxes, as well as electricity, telecommunications and other basic supplies
are usually very inelastic in terms of time.

e How can you best adapt outflows related to your investment to your financial needs?
For instance, you may consider leasing, or renting (for cars for instance) instead of
buying equipment cash or through bank loans.

Build a monthly table of all the relevant inflows and outflows. If financial costs are to be
considered due to the existence of loans, do not forget to consider payment of respective
instalments (with payment of interest too).

You will possibly find out that some periods in the first and/or second year are “in the red”*,

which means that you will have to adapt your financing plans in order to accommodate such
needs. If need be, for instance if you decide that you need considering new sources of finance,
and thus their repayment with interests, you should go back to your NPV calculation table and
revise it accordingly.

E.7 Financial planning in the business planning
cycle

Contrarily to common sense and what many incubators do when assisting entrepreneurs in
setting up their projects, financial planning should be placed in the core of the business
planning process and not at the end of it, as if it was just a natural result of what is normally
considered as “real” planning: Technology, Market, Production, Human Resources...

There is a fundamental contradiction in this approach, which is the fact that, on one hand, we
recognise that value creation is the core of any successful business whilst, on the other hand,
we relegate it to the last phase of business planning.

Financial estimation and planning is in fact what allows the entrepreneur and the businessman
to constantly respond to the number-one question in business: How much money is the
business making enter the pocket, in excess to what it is making leave the pocket? This
guestion should constantly occupy the mind of the entrepreneur. All the other aspects of
planning (Technology, Market, Production, Human Resources...) should be subsidiary and
instrumental to it.

Assuming this approach to business planning — putting Finance in the core of the planning
process and making it determine the need to plan other aspects of business, and its extent in
each moment — has many advantages, such as:

e Making the entrepreneur aware that it is never too early to:

o understand and master what (s)he already knows and

3 “Being in the red” means, in accounting and financial terms, to be negative. Treasury?? by definition cannot be
negative, so you will need to adapt your financial resources in order to avoid all negative cash situations.
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o identify what (s)he needs to know better.

By “forcing” entrepreneurs to go through a (simplified) financial planning exercise from
the outset (see example above, from Box 38 through Box 42), incubators will make the
entrepreneur understand what really counts for his/her project to become a success,
to appropriate the financial estimation process and (simple) tools and to understand
what needs further research in order to strengthen the project’s success potential.

e Making the entrepreneur understand that initial financial estimation is necessary but
insufficiently accurate, which will subordinate all other aspects of business planning to
successive — and necessarily progressively more accurate — financial estimations.

e Making the entrepreneur assimilate that Financial planning is the key element of
business planning and is indeed its starting point, but part of a never-ending cycle;

e Enabling the entrepreneur to appropriate the key financial aspects of his/her project,
gaining confidence in it and allowing to better express his/her value proposition;

e Allowing the entrepreneur to better convince him/herself and thus be better prepared
to present his/her value proposition to others on a much more appealing and
convincing way.

This approach to Business Planning, focused on, and driven by, cyclic financial estimation
and/or planning, is illustrated in Figure 24:

Whatever you J—
still don’t know... Perlorm a h Appropriale
linancial projecl's key
Start here! eslimalion / linancial aspecls;
Budgel your Masler whal you
projecl already know
A
¥
In all cycles...
ey Undersland whal
you need Lo know
Prepare: Wrile your beller;
- Presentation Business Plan Define nexl sleps
lor lurther

- VC Pitch F :
Vo, rosearch/
‘ | relinementl
Figure 24: The Business Planning Cycle, driven by financial estimation & planning

By systematically using this approach to business planning, entrepreneurs will be more
prepared to answer the recurring question they will be facing when addressing and negotiating
with investors and financers:

How will your innovation make you money?
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E.8 About the proposed examples

The main tool that an entrepreneur needs to understand in detail and master completely in
terms of financial planning is the one used in the example above (see example above, from Box
38 through to Box 42). Using this tool within a cyclic business planning process as proposed
above, by means of which financial estimations, whilst being rather imprecise in the beginning,
will naturally tend to adequate levels of accuracy, and making the entrepreneur deal with it,
use it and appropriate its underlying concepts, will be of great value for him/her to master
his/her value proposition and to understand which areas of his/her project need at each
moment to be better and/or more accurately known.

Involving the entrepreneur in more complicated financial issues and tools is rather irrelevant in
terms of his/her mastering the fundamentals of his/her project, whilst being very costly in
terms of the learning process. The cost/benefit ratio quickly becomes rather unfavourable and
insisting on this will lead to alienation of entrepreneurs from what really counts, which is
appropriating and mastering his/her value proposition.

Likewise, putting the entrepreneur aside in respect to financial planning with the argument
that it is too specific and needs specialised knowledge is an error many incubators do, leading
to the same kind of alienation described above.

The entrepreneur needs to master a limited number of concepts and one simple estimation
tool. Nothing else. All the rest — including the financial tables many times requested in formal
written business plan, for instance when presenting a project to some kind of financial
institution — may be prepared by the incubator or by a specialised consultant once, and only
when, the entrepreneurs clearly masters the essentials of his/her value proposition and is able
to estimate his/her business at any time with no outside help.

This tool — Tool ET-KP4-T01% — is presented as a Microsoft Excel worksheet in point “Examples
and Tools”, below.

The same point contains other examples and tools that may be interesting both for business
planning in general and/or to complement the basic financial tool proposed. For instance, a
model is suggested for cash-flow planning.

E.9 References

About.com Financial Software,
http://financialsoft.about.com/od/businessplanningsoftware/qt/FreeMind Plan.htm

AIB Business, http://www.aib.ie/business/business-planning-ireland.html

Bankrate.com, http://www.bankrate.com/gookeyword/popcalc2.asp

Business Development Bank of Canada (BDC),
http://www.bdc.ca/en/business tools/business plan/default.htm?cookie test=1

Business Planning Calculators, http://www.bplans.com/bc/

Bygrave, W.D., Hay, M. and Peter, J.B. (1999),"The Venture Capital Handbook", London:
Prentice Hall

CPIN, http://www.cpin.pt

Investopedia, http://www.investopedia.com/

a0 http://www.medibtikar.eu/IMG/xls/Tool_ET-KP4-T0O1.xls
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ONLI project, NewVentureTools, http://www.newventuretools.net/project.html

PlanHQ, http://www.planhg.com/

Planware — Business Plan Software, http://www.planware.org/

RBC, http://www.regionalbusiness.ca/fcontent/TOOLS/index.html

SimpleBizPlanning, http://www.simplebizplanning.com/forms.htm

Taguspark, http://www.taguspark.pt

The Beehive,
http://www.thebeehive.org/Templates/Ecenter/Level3Image.aspx?Pageld=1.4084.4102.5268

Wikipedia, http://www.wikipedia.org

E.10 Examples and tools

e Tool ET-KP4-T01

The tool used for financial estimation in Box 38 through Box 42 is presented as a Microsoft
Excel worksheet.

Link to the tool: Tool ET-KP4-TO1.xIs*

e Complete financial tool — Tool ET-KP4-T02

Taguspark®, the leading Portuguese S&T Park, participated in a project co-financed by the EU
called “ONLI — On-line Innovation: Virtual European Network of Technology Parks for
Innovative Services”, aiming at offering “a variety of easily accessible telematic tools through
which European SMEs can instantly access on-line technology matches, training, consultancy,
self-assessment tools, success stories, best practices, and information links. On-Line Innovation
will apply, use, and validate Innovation Management tools in the thematic areas of Technology
Audit, Technology Clinic/Networking, Technology DataBase and Watch, Technology
Assessment, Financing of Innovation, and Marketing of Innovation”*.

The partnership of the ONLI project was:

Partner Thematic Category

Thessaloniki Technology Park Management and Technology Data Base &
Development Corporation S.A. Technology Watch

OuluTech Oy Ltd Technology Clinics / Networking
Taguspark, Lisboa Science & Technology Park Financing of Innovation
Aristotle University of Thessaloniki, Urban Regional Technology Assessment

Innovation Research Unit (URENIO)

Hellenic Technology Transfer Center S.A. Technology Audit

Technologiepark Ostfalen Marketing of Innovation

Unfortunately, as it happens with many EU financed projects, most if not all the very
interesting tools of the ONLI project are no longer available online.

a http://www.medibtikar.eu/IMG/xls/Tool_ET-KP4-T01.xls
* http://www.taguspark.pt
3 oNLI project, NewVentureTools, http://www.newventuretools.net/project.html
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Within ONLI project, Taguspark was responsible for developing a full business planning
supporting online tool. This was composed of two parts:

e A Business Plan builder; and
e A complete Financial Plan Excel workbook.

The entrepreneur would register and would go through the business planning process — which
did not completely follow the cyclic approach proposed above — and would build his/her own
financial tables. This might be done on a stand-alone basis or within an incubation process in
the “Incubator of Ideas” of the Park. The integrated tool would insert the relevant financial
tables in the appropriate placements in the Business Plan.

The following is a screenshot of the entry page of Taguspark’s business planning integrated
tool within the ONLI project:

New¥entureTools.net toolbox (v

FINANCING INNOWVATION

FP Work she
Login

t

- ", '
e study M g : ) Build your

Build your own Business Plan

To build your own Business
Plan (BF) you have to
prepare a document with a
complete description of your

My Business Plan
@®Financial Plan Worksheets

business { based on the
information presented in
Advanced BP ) and to include
your own data about the
husiness.

This is a tool to help you to finalize
your

Business Plan (BP) with the
Financial Plan Worksheet.

Here you may register yourself in

order to be able to create different
varsions of your Financial Plan
Worksheets with the data

conceming your business, which
will be integrated in your BP
documents.

.,

TAGUSPARE, LISEOA SCIEHCE AHD TECHHOLOGY PARE CREDITS SITE MAP

Taguspark’s guide to business planning was still active at date of writing of this manual at
http://www.newventuretools.net/toolbox.html?toolwindow=http://onli.browser.pt/bp/basic
home.html. It consists of an interesting group of texts supporting the business planning
process. It includes an area called “Basic Business Planning”, another called “A Case Study” and
finally one called “Advanced Business Planning”. The “Build your own BP requires registration
which, unfortunately, seems to be no longer available.

As an example, the following text has been copied from Taguspark’s guide:
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“Assumptions to be avoided when writing a business plan

Business plans are usually far too optimistic and the authors tend to be conceited. Although the
business plan is an instrument that "sells" the image of the company, it should never be
unrealistic otherwise it will become ineffective.

There are, however, several base assumptions that the entrepreneurs are often unaware of,
leading to evaluation errors that, sometimes, lead to the failure of the business initiative.
Please find below some of the assumptions that should be avoided:

e Ourclients are going to buy our product/service because we think it is a good product.
e Our clients are going to buy our product/service because it is technically superior.
e  Our clients agree with us about our product/service being excellent.

e Our clients do not run any risk when they buy our product/service instead of going on
buying to their current suppliers.

e  The product/service will be sold by itself.

e The distributors are eager to have our product in stock.

e  We will be able to develop the product/service on time and within the foreseen budget.
e We will not have any difficulty in hiring the personnel we need.

e The competitors are going to reply to our coming into the market in a rational way.

e  We may protect our product/service from competition.

e  We will manage to keep the prices and to get market share.

e The whole company is going to support our strategy and is going to give us the necessary
support.”*

The two parts of Taguspark’s contribute to the ONLI project were developed in co-operation
with CPIN®, the Business and Innovation Centre of Lisbon, in Portugal. The complete Excel
workbook used in this mixed tool is presented here as Tool ET-KP4-T02. It must be noted that
the tool is adapted to the European and most particularly Portuguese context, namely in legal
and taxation terms, and may thus not be fully applicable without modification to other
contexts. It remains nevertheless a complete and fully integrated tool that may be useful for
those wishing to venture well beyond the level of detail allowed by the manual proposed
before (which, once again, should be sufficient for an entrepreneur to perform his/her key
financial estimations).

This Microsoft Excel tool was successfully used for several years by Taguspark and CPIN in
tutoring about 100 technology-based entrepreneurs during their idea maturation and star-up
processes.*® This experience clearly demonstrated that the tool may be well absorbed by well
motivated entrepreneurs with a medium background level in mathematics (e.g. engineers) for
a tutored (assisted) self-learning process, these entrepreneurs having acquired the ability not
only to understand but most importantly to autonomously use the tool in financially planning
and controlling their projects.

These achievements would not have been possible if the entrepreneurs had not been “forced”
to master by themselves the financials of their projects from the very first meeting with the
incubation team.

* http://www.newventuretools.net/toolbox.html?toolwindow=http://onli.browser.pt/bp/basic_home.html

* http://www.cpin.pt

“ Besides the 100 directly tutored entrepreneurs, the site had more than 100,000 registered users from several
countries.
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Link to the tool: Tool ET-KP4-T02.xIs*’

e Montpellier Business Plan Classi‘48
This is a full Business Planning support tool in French.*® It is composed of 3 main parts:
e Writing the business plan.
e Financial dossier.
e Examples.

Although all parts deserve a detailed and thorough visit, we refer here only to the financial
dossier part, the entry page of which is shown in the snapshot below. This part has several
subparts, each one related to a specific area of financial planning. It also has a “tools”
additional part, where the user may find interesting and useful additional tools.

o Avant-propos
0 Date de démarrage
du prévisionnel
[ Ventes 01-10-2008 2
Retaur
= |
« Achats
Rédaction
. s Al

unité monétaire .

‘ Frais generaux Euro Dossier
financier

=4
O Investissements -

Exemples

. Amortissements E

Plan

0 Emprunts e

O Personnel u
Sommaire
0 Besoin en Fonds de Roulement Glossaire

0 Compte de résultat
0 Plan de financement
[ ] TV.A.
{  Outils
O Trésorerie
0 Tablean de bord

This is a very comprehensive tool, based on fully Microsoft Excel. It has many explanatory texts
and a menu on the right hand part of the screen.

The following is a snapshot of the sales planning worksheet:

7 http://www.medibtikar.eu/IMG/xls/Tool ET-KP4-T02.xls

8 Developed by the BIC (CEEI) Montpellier Agglomération. Available at date of writing at
http://eco.mbp.montpellier-agglo.com/

9 Besides the “Classic” version, two other versions were also developed by BIC Montpéllier Agglomération: The
“Dual Finance Edition”, which is adapted to anglo-saxon budgeting and accounting practices, and the “International
Edition”, which is aimed at English-speaking users.
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Ventes o ( paswu Comment remplir ce tableau ?
afficher praduit 1 produit 2 produit 3 produit 4 Tous les produits +
f ! Retour
Chiffre d'affaires 1ére année Out 2008 Mov 2008 Dez 2008 Jan 2009 Fev 2009 Mar 2009 Abr 2009 Mai 2009 .9 _ﬂ
Rédaction
3 Nom du produit produit 1
Taux de TVA 196 % ¢ gﬁr
Quantités vendues en | unité de mesure 1] \ 0o \| oo H 0o \| oo H 0o \| oo H oo \| U.U| financier
Tarif H.T. de l'unité vendue _
CAHT 00| 00] 00| 00] 00| 00] 00] 00] 00| E o
TWV.A oo [fu} 0o [fu} 0o [fu} 0o oo 0o !
CATT.C. oo oo 0o oo 0o oo 0o oo 0o E
Plan
3 Mom du produit ﬁ
Taux de TV.A 196 % pom
CAHT I op] o0 oo o0 oo o0 [ijul| o0 0p] e
23 o du o ﬂ
Taux de TV A 19E %
CA HT. [ (]| oa] (]| oa] (]| oa] (]| o] (]| -

Glosgaire

E Mom du produit

Taux de TW A 196 %

CA HT. [ 0.0 00] 00| 00] 00| 00] (]| o0 00|

TOTAL TAV.A, (taus les produits) 00 00 0.0 00 0.0 00 0.0 00 0.0 V)

CA TOTALTT.C.  (tous les produits) 00 0o 00 0o 00 0o 00 0o 00 ‘

< I >
commentaite: O vue synthétique ® Vue detaille

o Encaissement des ventes

0 Graphiques

Although very complete, this tool is very user-friendly and allows for developing by incubators
of tutored self-learning methods in support to innovative entrepreneurs, leading them to
autonomously use the tool in financially planning and controlling their projects.

To access Example 3 Montpellier Business Plan tools, follow the link
http://eco.mbp.montpellier-agglo.com/.

e Planware — Business Plan Software50.

Planware — Business Plan Software’s website includes a wide variety of business and
particularly financial tools. Some are free — but limited in their scope — and some are
commercially sold.

The site also includes an  “Online  Business  Financial Planning  Form”
(http://www.planware.org/onlform.htm), which allows for online insertion of a set of
assumptions about the project and then submission of them to Planware.

The following are snapshots of Planware’s homepage and of the cover sheet of the Free
version of Cash Flow planner from Planware:

*® http://www.planware.org/
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Business Plan Software ...

Business plan - financial projection - cash flow forecast - strategic plan - market

planning
Al
Software - freeware - templates - samples - online tools - advice - guide \ V/ are
c =
Save time - get expertise - improve resuits - achieve goals
Cashflow Business Marketing Strategic
Forecasting Plan Plan Plan
Saftware Software Saftware Software
Excel termnplates for Excel ternplates for Software for writing a Software far preparing Expert software for assessing
cornprehansive financial prajecting cash flows and cornprehansive business marketing and sales plans | new business idaas an
projections (P&lLs, cash flaws, improving cash plan with aptional expert and expert toals for evaluating and enhancing
balance sheets, ratios & rnanagement, With relling systemn to assess strategies  determining strategies, business and marketing
charts) for 3-5-7 years 1z-month and 12-week prior to drafting plan. penetrating hi-tech markets,  strategies and tactics,
shead. Incdudes 150-page foracasts (cash flows plus Details & dermos zetting prices and irmproving | Datails ® dermos
business plan guide and Pé&ls, balance sheets, ratios sales conversion rates,
ternplate, & charts), Details % dernos
Details  Free & trial Details  Free & trial
downloads downloads
Business Flan _ Online Planning Business Planning Other
Guide Tools Papers lterms
Comprehensive 20-page Free software for writing a Free tools to create Papers on getting business Contact details, about
guide to preparing a business plan, making projections, develop a ideas, devizing strategies, Plan'are, press releaszes,
business plan with financial prejections, cash strategic plan, plan a strategic plans, writing a privacy staternent, Irizh
page-by-page and section- flaw forecasting, developing business plan, improve cash  business plan, making business, guest book and
by-section advice and help, a business's strategic plan flow plus advisory service projections, forecasting cash | mail list,
View gquide and more, and more, flow and rore, Details
Get freeware Get tools View papers
Search PlanWare Site: Site map Contact Privacy
PlanWare
Telephone: a1 Ernail: WY Subscribe / Syndicate:
+353-1-283 4083 +353-1-278 2391 nfo@planware.org  http:/fwww.planware. org RSS
PlanWare, Cashflow Plan, Exl-Plan, Buik-Plan, Free-Plan, Biz-Plan, Easi-Plan, Cash-Plan, Pers-Plan, Your-Plan and Bank-Plan are
trademarks or registered trademarks property of Invest-Tech Limited. Microsoft, YWord and Excel are trademarks or registered
trademarks of Microzaoft Corporation. Plan Write, Quick Insight and Business Insight are traderarks or registered tradernarks
property of BRS Inc. & Copyright 1993-2008. Invest-Tech Limited. Bl rights reserved.
Registered User: |F'edra Almeida | Registration Code Number: 305605-13-CP

[Press F3 to update number)

Thank you for registering Cashflow Plan Free. For details of the complete range, visit the Upgrade worksheet.

Cashflow Plan Free

Fully-integrated 6-Month Cashflow Planner for Businesses
Combined US/Canadian and UK/International Edition
Cashflow Plan is covered by copyright. Registered copies must not be copied or supplied
to unlicensed users - see license for details.
Cashflow Plan has been supplied on an 'as is' basis and Invest-Tech accepts no
] responsibility whatsoever for any defects, errors or losses arising from its usage.

ah

o)
N

[

e P
V.

License Details ‘
=

www.planware.org
© Copyright Invest-Tech Limited 2001-05

Quik-Tour ‘ Help Contents ‘ Quik-Start ‘
Cashflows for 6 Months ‘ Quik-Plan ‘ Roll Forward ‘
Short-Term Cashflows ‘ Assumptions ‘ Register/ Upgrade ‘

Note that this Free version of Cashflow Plan uses the same online help as Cashflow Plan Micro
which covers 12 months and includes additional facilities and features. See Upgrade worksheet.
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To access Planware Business Plan Software follow
e Business Planning Calculators51

Business Plan calculators is an interesting set of t
to simple financial issues.

the link http://www.planware.org/

ools giving immediate visually-rich responses

For instance, the Cash-Flow calculator looks as shown below:

Your business plan start

© Bplans.con

Software

&

Bplans.co.uk

s here. @Pﬂbﬂlﬁo&)ﬂware

Sample Plans | How-To Articles | Planning Tools |

| Resources

Cash Flow Calculator

Many startups and small husinesses fail despite heing nominally profitable. When it is time to pay the hills, cash is king. Use this handy
calculator ta see the effect of sales, inventary, creditterms, and other variables on your company's cash flow.

The Financial Model

M'Cash Flow!|About

Cash flow is critical, but not
intuitive. Profits are not cash.

$15,000

Use this calculator to experiment with
factors affecting cash flow. $10,000
Amazing Fact: Many business failures are $5,00
profitable when they go under. This cash :
flow calculator shows you how business-to- 3
business sales, carrying inventory, and
rapid growth can absorb a business' ($5,00
money. Change the variables below and
watch their impact on real business cash ($10,00
flow.

($15,00

Cash vs. Profits

0 W Cash
Il Profits
0 Wl Cash Flow
0)
0)
0)

Starting Cash:

Etrer=
e
Cost of Goods Sold
[:]
(% of Sales) TR Y 0%  EheED
Monthly Sales

0.5%
Gromth: T 0-5% G

Sales on Credit: TmmmmmmEme 75% Grem
Collection Days: <mmm@mmme 60 G

$10,000

First Month's Sales: ' £15,000

note: Double-click to type your entries into the boxes below. Use your mouse to adjust the sliders.

Profitability
(% of Sales)

7% G
e
e | Gl

Initial Inventory

£5,000
Balance

Months of Inventory
Kept on Hand

$0

ey

e
S 30

Starting Receivables:

Starting Payables: $3,000

Payment Days:

www.bplans.com

Copyright 2008 Palo Alto Software, Inc.

*! http://www.bplans.com/bc/
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Sample Plans | How-To Articles | Planning Tools |

Software | Resources

Cash Flow Calculator

Mary startups and small businesses fail despite being nominally profitable. \When itis tirme to pay the hills, cash is king. Use this handy
calculator to see the effect of sales, inventary, credit terms, and other variahles onyour company's cash flow

The Financial Model | Chart |[Gashwilow| About

End-of-year Financials:

Cash Sales
Total Cash Received $46,258
$185,033 $161,718
Sales™ Net Profi Net Cash Fl Cash from Receivables
et Profits et Cas ow $115,459
$55,510 $12,952 $2,848 —_—
COGS - Total Cash Spent
$158,869
$116,571 —_—
Expenses
Cash Balance Ending Payables Balance Ending Receivables Balance Inventory
Critical | $12,848 | $14,115 $23,316 $4,754

These tools may be useful to help entrepreneurs understand basic financial concepts and
consequently grow in confidence about financial planning. They may be also useful for rapidly
looking at different scenarios.

The following is a screenshot of the Discounted Cash Flow calculator:
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® Bplans.m Your business plan starts here. e i @PﬂoﬂhSoﬂwre

Sample Plans | How-To Articles | Planning Tools

| Software | Resources

Discounted Cash Flow Calculator

Analysts use discounted cash flow to explore the time value of money. Essentially, money today is worth more than the same amount of
money tomorrow. Explore this concept and the related idea of the net present value of investments in this useful business calculatar.

horizontally, to explore this concept.

Spending Today: $100

Eventual Return: 41,000

After this many years: 5

Discount rate: 1504

Additional Info:

www.bplans.com

Discounted Cash Flow Calculator E

Analysts use discounted cash flow to explore
the "time value of money." Essentially,
money today is worth more than the same
amount of money tomorrow. Double-click
the variables below, and move the sliders

&
o)

&

To explore net present value (NPV) set the "spending today" input to zero, then move
the years and the discount rate. The higher the discount, and the longer the wait, the
less the future money is worth. This time value of money is one of the most basic
principles of investment analysis.

Next, try it with an amount of initial spending. The Internal Rate of Return (IRR]) is the
discount rate at which the NPV is zero.

Discounted Cash Flow

$1,200
$1,000
$800
$600
$400

$200

ol W

Today Future

Net Present Value (NPV): $389
Internal Rate of Return (IRR): 82%

Copyright 2008, Palo Alto Software, Inc.

To access Business Planning Calculators follow the link http://www.bplans.com/bc/.

e SimpleBizPlanning52

SimpleBizPlanning presents a number of interesting worksheets that may be useful for initial

estimations.

The following is an incomplete snapshot of SimpleBizPlanning’s Cash Flow worksheet:

>2 http://www.simplebizplanning.com/forms.

htm
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Twelve-month cash flow

Startup Month 1 Month 2 Month 2

Month 4

Month §

Month €

Month 7

Month &

Month 9

Month 10 Month 1t Month 12

Cash an Hand [beginning of menth] 0 o

Total (Gross) Sales
Total Cost of Bioods Sold [COGS)

Gross Profit (Total Sales - COGS) 0 0 o

Fent
Utilties

Telephone

Gross wages [exaot withdrawal]

Paiyroll expenses (1ases, eto.]

Enquipment (lease of tepait, acr capialpurmiases |
Oftice Supplies

Professionsl Fess

Trauel & Entertinment

Aua

MarketinglCommissions

Interest

Bad Diebt

Insurance

Other expenses [specify)

Other (specify]

ther (speciy]

Miscellanecus

Total Monthly Ezpenses 0 0 0

Met Profit o [Loss) Before Tanes 0 0 0
Income Tanes (based on Net Frofit)
Nlet Profit [Loss) After Tazes

Diebt Repayment (figure the principal on any laans
interest has been subtracted abovs]

Other (sapital purchases, reserves)
Quners Withdrawal

Praseeds from aloan o other cashinjestion

To access SimpleBizPlanning follow the link http://www.simplebizplanning.com/forms.htm.

Other potentially interesting links:

The Beehive:

http://www.thebeehive.org/Templates/Ecenter/Level3Image.aspx?Pageld=1.4084.4102.5268

PlanHQ:
http://www.planhg.com/

About.com Financial Software:

http://financialsoft.about.com/od/businessplanningsoftware/qt/FreeMind Plan.htm

AlB Business:

http://www.aib.ie/business/business-planning-ireland.html

RBC:

http://www.regionalbusiness.ca/fcontent/TOOLS/index.html

(see for instance the Financial Projection Model)

http://www.nickelbasin.com/business-planning-tools.htm

Business Development Bank of Canada (BDC):

http://www.bdc.ca/en/business tools/business plan/default.htm?cookie test=1

Bankrate.com:

http://www.bankrate.com/gookeyword/popcalc2.asp

(Loan and amortisation calculator)
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F.Finding money and starting a new
venture

Very few innovative entrepreneurs obtained their start up fund from banks or venture
capitalists. Among many surveys in Tunisia and some other MENA countries, and according to
interviewed entrepreneurs, we found than less than 1 in 40 innovative ideas found the
necessary funds to start.

F.1 Innovative entrepreneurial process and
needs for finance

The new innovative entrepreneur needs different support in the course of the innovative
process and business development. The traditional financing system does not address
adequately these needs.

More innovative ideas are likely to face more scepticism and difficulty to raise funds.
Institutional sources of money — especially banks and venture capital firms — don’t want to be
the first with a loan or investment to a start-up business. They want evidence that the
founding entrepreneur and / or family members, friends and partners have put money into the
business initially.

Entrepreneurial Activity and Financing

A
P Fundi P Fundi
“--lllllll‘\
Mountain Profitmaking
T .
op o*
*
*
*
*
*
*
*
*
“
‘
‘e Valle
. Yy
L4 L -
. oss-Makin .
'. 4_9——;4'/_ f Death!
Y
J "taapannn’® i
You do it Entrepreneurship Strategic Focus System Building Corporate
through good <Define the Business *Refine the business model <Financial Controls Management
= *Develop Prototype Implementing the business <Division of Labor Hiring “outsiders”
entrep_re_n_eurlal Financial Resources «First Customer Ship (FCS) *Reporting Hierarchy -Going Public or
activities -Start-up Team *How to provide customer *Internal Control Acquisition
<Identify 1st Customer service Systems Transaction
<Identify Strategic Partners +Operational Systems -Adding follow-on

+Scalable Prototype
+Recruiting a complete team
+Raising “Institutional
Money”

products
+Formalizing the
Culture
*Rationalize the
Strategy

Entrepreneurship Education vs. Corporate Management Education

Figure 25: Entrepreneurial activity and financing

In the early phase of raising interest and money to the innovative project, the entrepreneur
should look for alternative resources of financing close to his family/friends network. Spending
a lot of time and energy going to banks and venture capital firms during your company’s
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earliest days may be a waste of precious resources that could be better devoted to
concentrating on your company.

The first funding comes from sources as close to home as the entrepreneur’s own bank
account and support from personal associates and family.

Evidence from innovative start-ups surveys in developing countries shows that the initial
funding of successful entrepreneurs comes from the entrepreneur’s own money and from
“Informal lending” from relatives and friends. So it is easy to understand why these informal
resources didn’t get enough interest and consideration from the analysts. As a result, these
resources are not delimited and don’t get much talked about because of the difficulty to make
an inventory, or other statistics on this source of funding.

Nevertheless, the most important sources close to the entrepreneur in the first steps of money
raising are:

e Personal funds: entrepreneurs have no right to ask for other people’s money before
they put their own savings in their project. They should demonstrate that they are
taking risks with their own assets as proof of their commitment to the venture.

e Personal borrowing: The entrepreneur may have access to personal bank loans against
life insurance or tangible collateral. These loans are limited to their capacity to
reimburse and their future revenues.

e Family and Friends: Money from parents, spouses and/or friends are usually mixed
with sentimental relationship and complicity. The impact of such money on the
relationship is usually complicated especially when there is no formal agreement
between the borrower and the entrepreneur. The relationship should be treated as
businesslike as you would in any other investment relationship and you and your
relatives should understand up front that this is an informal arrangement between
people who care a lot for one another but aren’t going to let the outcome influence
their relationship in the long term. Some entrepreneurs feel more comfortable
obtaining money from family than friends, apparently.

Sometimes family social solidarity and cultural support to innovative entrepreneurs
plays an important role in mobilising such resources.

F.2 Business angels

A too discreet activity based on friends and family networks

In the USA, business angels fund 10 times more companies than venture capitalists. Medibtikar
has undertaken a MEDA countries survey on financing start-ups and SMEs in 2008 to promote
and support the organisation of business angels into networks in the region, in parallel to its
work on a guide dedicated to innovative project financing. This study’s objective was to
establish new regional tools to fund early stage companies.

In so doing, the survey realised that this type of private investor barely exists in the form
commonly found in Europe or the USA, as explained below.

e A form of business angels at least exist in Maghreb countries. These are discreet
wealthy businessmen relying on friends and family networks to source the
entrepreneurs they support. Individual wealthy investors, usually business people and
managers, who invest in high potential companies and mentor their managers by
offering them industry experience and access to their business network.
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e They usually work with a top-down approach, providing business ideas and funds to
entrepreneurs they hire to run projects, as opposed to the traditional business angel
bottom-up process where promoters present their business projects to be funded.

e A more classic form of business angel seems to exist in Mashrek countries (in Syria and
Jordan). These networks are advertised by young entrepreneurial associations from
which they apparently source their deal flow.

e Besides this, entrepreneurs do mentor projects in MEDA. An example is the association
“Maroc Entreprendre”, a total of 70 top managers of Moroccan companies who select
projects to be mentored by one of them, and provide guarantees for the loans
contracted by the promoters. Members’ motivation is the economic development of
their country, unlike the risky patrimonial management motivation of the traditional
business angel.

However, based on the survey of Medibtikar in 2008 on funding start-up and innovative SMEs
and interviews with incubator managers and SME supporting organisations in the MEDA
region, it is rare to find companies that have been supported by business angels outside the
circle of family and friends. The culture could explain this: individual investors may prefer this
type of non-productive part of their activity to remain discreet. The absence of legal incentives
promoting individual investment in small companies in most of the MEDA countries also plays
a part in the need for secrecy.

The consequence is a total disconnection between the visible providers of deal flow
(incubators, techno-parks) and the potential business angels. Thus, there is an apparent
absence of this type of investors to back the most innovative projects emerging in the MEDA
countries, whose need for quality mentoring and experience is essential.

F.3 Other resources along the entrepreneurial
process

The following scheme shows the steps from R&D to sustainable growth for a start-up. The
different actors to contact in order to get the required funds are linked to the stages of process
of maturity of the innovative business.
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Supporting Innovation — in Key Steps

INCREASED VALUE OVER TIME
v'The Why of Multiple Rounds of Funding Start-up
v'Adding Technology / Product Value COMPANY
v'Adding Market Value
v'Adding Management Value

| Value

*Business| Alliances
*1st Customer Ship
Incorporate ja Start-up

*Market evaluation ang validation
*Develop proof-of- concept|/ prototype

PRODUCT &

MARKET
*Beta Test] |NTRODUCTION
*Build busjiness plan PROTOTYPE

*Buijlding the founding team

VALUE ADDED SERVICES

*IPR $trategy v'Accommodation / Virtual
+Valjdate innovation|& Alpha v'Product Development
*Work| out the business model PLAN v'Business Development
Identify commercial applications v'Human Resources
v'Marketing
v
CONCEPT Legal

v'Seed Funding

VAR

Time

Figure 26: Value-adding steps upstream start-up phase

After the 3F (Family, “Fools” and Friends) earliest steps of fund raising, the entrepreneur could
resource to venture capital firms and banks.

e Venture capital: Innovative entrepreneurs should keep in mind that they are part of a
very desirable market from the view point of many large institutions and private
business groups seeking for real profitable opportunities. The large groups are aware
that many of the most innovative products and services originate with young growing
companies and innovative entrepreneurs. In many cases, the executives of the
institutions supporting innovations and some open minded bankers want to establish
relationships with these entrepreneurs in the hope that those relationships will
expand as the business grows.

Entrepreneurs have to remember that the key fact about venture capital firms is that
their names are misleading. Although the term “Venture Capital” suggests a
willingness to take risks on young companies, the fact is that venture capitalists are
much less venturesome. More and more venture capital firms shied away from funding
start-up companies and have moved to larger and more established businesses!

By approaching venture capital firms too early, young entrepreneurs risk running into
scepticism and rejection, which means that they have to pursue their research and find
new ways to market their innovations.

e Banks and traditional financing: One of the most common misconceptions
entrepreneurs have about bankers is that they evaluate businesses in the same way
investors do. Entrepreneurs are invariably disappointed when they are rejected for
bank loans after having provided bankers with evidence of the growth opportunities
their business represents.
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The truth that these entrepreneurs overlook is that the banks care much less about
how well your business will grow than they do about getting their loans repaid. As a
consequence, bankers are most concerned with two primary issues when evaluating a
young business for a loan:

o Does the business have the cash flow to make the required loan payments?

o If the business should run into hard times and have insufficient cash flow to keep
up with the loan payments, does it have collateral in the form of real estate,
machinery, inventory, or other items / assets that will provide repayment of the
loan?

A key challenge for innovative entrepreneurs when negotiating with banks is to be
able to demonstrate that they have both the cash flow and the collateral. Thus the
banker’s concern is to ensure a double security.

Some critical pieces of advice for new entrepreneurs:

180

Deal with stable banks: A bank with a good reputation and solid assets represents
fewer risks than troubled banks. When a bank gets further into trouble it will call the
good loans before it calls the bad ones. The good loans generate liquidity and are able
to reimburse their loans with ease.

Get an introduction: The well established businesses and leaders could help to sponsor
your introduction to their bankers.

Start as high as possible: Your first contact / step in the bank should target the highest
staff responsible for loans or at least the decision maker, the loan officer or his or her
staff.

How to deal with the bank / loan officer: Emphasise your interest in a long term
relationship: don’t appear as coming for one shot and trying to solve anurgent need
for credit. Tell the banker you think that his bank is good and reputable, and why you
picked it and how you chose that bank officer specifically, how you went over with a
senior loan officer how good that bank officer is. Then you will be surprised at how
that bank officer is interested in your small business. Remember you are requesting
funding loans and bank support. The officer meets tens of entrepreneurs each week
and you have to market and sell your differentiated exclusive innovation and
demonstrate how you can make the bank benefit from the venture.

Pledging carefully: Entrepreneurs have to keep in mind and in their presentation that
their projects represent risks and they don’t have to hide these risks.

Banks will always require the owners to sign personal guarantees for company loans.
This means that if the business fails and the company’s collateral is not sufficient to
repay the principal, the banks can come after owners’ personal property. And don’t
think they won’t do it, there are many entrepreneurs who lost their homes and other
property to banks seeking to recover payments due to business loans.
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F.4 The crucial role for incubators and support
institutions

Funding innovative entreprises

L Incubator Focus |
Steps In
Business
entrepreneurship
Vfalidationt Seed o t MBO / MBI
of concep ee g 3 - .
l;fypj_ of and funds ST Rounds De\i?:ltr):‘lent M&A
unding funding 3 e
Source of

Funding | Public Grants —8

I— Bootstrap & 3 Fs _l

| — Business Angels 1

I Venture Capital Funds —————]

——— corporate Venturing —| Public Listing / IPO
— 9/lPO

Figure 27: Sources of funding for innovative firms and incubator focus
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Incubation & Tech Financing for High Growth Model - Good
Practices

Fund Pre-Investment

—
Deal Flow Opportunlty Due Structurmgll' Investment i |

8 Weeks

On Going

... A

: v'Web Site, Brochures
i vExhibitions
¢ v'Workshops (in & QUt)gUTREAC H
)
o

3
3

¢ vAds (Newspapers, S|
¢ v'Success Stories
¢ v'Word of Mouth
¢ v'Market Growth and Capability
v'Entrepreneurial Management Team
: v'Proprietary Concept or Product or Servict
v'Compelling Business Model
¢ v'Sound Financial Model
i vAttractive for Other Stages VC or

EVAi.UATDN CRITERIA VALUE ADDED SERVKES STRATEGES

v'Validating Business Model

v'Financing (seed, early stage and linkages)
v'Developing Business Plan & Strategies
v'Recruiting Human Resources & Key Staff
v'Product Development

v'Sourcing Customers and Strategic Alliances

(Local, Regional)
v'Trade Sale

v'Public Market Offering
v'Business Development
v MBI

e : v
i National Initiatives \/Optlr_m_zlng OFEEe /ﬂPlgound vC
i v'Strong potential to benefit from our ¥ Providing Infrastructure VM&A

experiences ¢ vStructuring Legal and Financial Transaction

Entrepreneurs’ Manual for Innovative Projects

v'Solving Problems and Mitigating Risks

Figure 28: Incubation and tech financing for gigh growth

Timeframe for the development process through the financing channels:

e Business Planning 1 to 6 months
e First contact 1 to 4 months
e Pre diligence 1to 3 months
e Due diligence A few days to 1 month
e Closing 1 to 3 months

TOTAL: 4 to 8 months? — sometimes more...
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F.5 Some practical checklists and tool to deal
with investors

The following European roadmap could help the entrepreneur in seeking investors:

European Benchmark Strategic Diagnostics

Recent investments, high potential and Scenario and needs in financing

emerging sectors l

Preparation of Investor kit / Coaching Action: Consolidation of

Preparation of ‘Master VC’ presentation, strategic elements

adaptation, repetitions, etc.

Strategy, positioning, marketing, IP,

First test RSV o
commercialisation, industrialisation

Presentation, restricted panel of investors plan, team, etc.

Synthesis of Test phase

Updating and revision of presentation, report of first prospecting

Qualified research of investors

Large scale prospecting plan, meetings, follow up

syjuow Q|01 9 WoJj : uoneinq

Negotiations /Closing

. = . =
Permanent Evaluation Project Financing
Adapt actions during the program Public/private funds: grants,

awards, venture funds, etc.

1 X

End of the Mission

Figure 29: Roadmap for seeking investors

You should be well prepared to truthfully answer some questions before meeting potential
investors. Solid arguments have to be developed to address the scepticism, hesitation and
reserve of the investors. A preliminary investigation of the motivations, attitudes and records
of the targeted investor helps to adapt the rationale to his/her expectations.

POTENTIAL INVESTORS’ QUESTIONS TO AN INNOVATIVE ENTREPRENEUR
\/ Why are you investing in this business?

\/ What aspect of this business is most appealing to you?

\/ What other businesses have you invested in before?

\/ May | call some entrepreneurs you’ve invested with before?
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How soon do you expect to see a return on this investment?
How would it affect you if you were to lose the money you're investing?

If you felt | was not capable of, or willing to, fund your project to the stage
you’d like, what would you do?

How do you see decisions being made? By whom?

What role do you want, if any, in the company (e.g., board membership, etc)

2 2 2 2 =2 2

Do you understand all the risks in making this investment? Please detail and
assess them.

COMPARISON CHART: INVESTORS

Investor
1

Investor’s Name

Contact Info (email, phone, address,
fax)

What type of investor is this?
(venture capitalist, angel, family,
other)

What industries do they invest in?

What stage of companies do they
invest in? (seed, start-up, second
round, etc.)

What range of amount of
investment do they make?

What geographic areas do they
invest in?

What are their other criteria for
investment?

What other companies have they
invested in?

Whom do | know who can help me
approaching this investor?

How do they prefer to be
contacted?

Table 12: Investors comparison chart
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F.6 Dealing with investors and controlling the
innovative venture

Some of the issues for a new entrepreneur in having external investors taking a share of the
firm’s capital is how to deal with the potential loss of management control by dilution of
personal stocks, repurchase of the entrepreneur’s personal stock in the event of employment
termination, retirement and resignation timing.

For that purpose the entrepreneur has to develop a clear position vis-a-vis the following
questions regarding the situation of his/her business and the expected outcomes and benefits:

e Did you get the adequate finance allowing continuous and minimum control of your
business / innovation?

e What are the security interests being taken in key assets of a company?
e What are the future capital requirements and consequent dilution of your ownership?

e Inventory of intangible and indirect benefits of venture capital participation: key
industry contacts + future round financing?

e What are the current and projected valuations of your company?
e Whatis the level of risk associated with this investment?

e What are the fund’s investment objectives and criteria?

e What are the projected levels of ROI?

e Whatis the liquidity of investment security interests, and exit strategies in the event of
distress failure, («<downside protection»)?

e What is the protection of the firm’s ability to participate in future rounds if the firm’s
performance exceeds projections («upside protection»)?

e Influence & control over management strategy & decision-making processes

e Registration right in the event of a public offering and rights of first refusal to provide
future financing

e Retention of key members of the management team (and recruitment)

e Resolution of possible conflicts among the syndicate of investors (especially when the
lead investor is representing several venture firms)

e Financial strength of the company post investment & tax ramification of the proposed
investment

F.7 Negotiation

“Negotiation is a dialogue intended to resolve disputes, to produce an agreement upon
courses of action, to bargain for individual or collective advantage, or to craft outcomes to
satisfy various interests”.*

>3 Source: Wikipedia, http://www.wikipedia.org
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Primarily and among other skills, the entrepreneur must be a negotiator. (S)he has to
negotiate on multiple issues / situations:

With partners / associates

With Venture Capitlists — bankers
With suppliers / clients / customers
With staff / employees

With decision makers, business associations...

Negotiation is a complex process of interaction between / among different parties. It needs
some previous training and adequate behavioural skills besides a clear understanding of the
negotiation context. The new entrepreneur’s context, with limited negotiation experience, is
usually difficult, unfavourable and run in non conducive traditional, conservative environment.

Scepticism towards innovation and new venture added to traditional / conservative behaviour
vis-a-vis young/new entrepreneurs make the deal more difficult.

Three approaches to negotiation

1. The lawyer's approach 2. The win-loose negotiation:

Its objective is obtain the most This approach is considered if
favourable outcomes possible you don't need to have an

It determines the minimum
outcome(s) the other party is

ongoing relationship with the
other party.

(or parties are) willing to accept  The «losing parties» are

The approach tries to reach the
BATNA «Best Alternative To

unlikely to want to work with
you again.

Negotiated Agreement» If a «losing party» needs to

fulfil some part of a deal in
which you have "won", it may
be uncooperative, picky and
legalistic in their behaviour.

3. The "win/win"
negotiator's approach

Principled negotiation or
Mutual gains
bargaining.>

Exploration of your
position and the other
person’s position, with
the goal of finding a
mutually acceptable
compromise that gives
you both as much of what
you want as possible.

Emotion in the negotiation process: During negotiations, the decision as to whether or not it
will be settled rests in part on emotional factors. Emotions have the potential to play either a
positive or negative role in negotiation.

Positive effects in negotiation: positive mood, confidence, use a co-operative strategy,
enjoy the interaction more, show less contentious behaviour, use less aggressive

tactics, and more co-operative strategies.

Negative emotions effects on negotiation outcomes: by far the most researched is
anger. Angry negotiators tend to use more competitive strategies and to co-operate
less, even before the negotiation starts.These competitive strategies are mutually
leveraging to reduce joint outcomes. During negotiations, anger disrupts the process
by reducing the level of trust, clouding parties' judgment, narrowing parties' focus of
attention and changing their central goal from reaching agreement to retaliating
against the other side. Besides anger, defensive attitudes, pride, guilt, fear, regret and

worry are other negative effects to be considered.

** HBR — Ury & Fisher (1970)
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The negotiation process:
e Always try to negotiate for session of at least 15 minutes.
e Always offer to let the other party speak first.
e Always respect and listen to what your opponent has to say.
e Acknowledge what the other party says.
e Pay attention to your own and your counterpart's body language.
e Negotiation is a matter of personal behaviour:
e Communication Techniques — persuasion
e Creativity / Arguments development and psychological analysis

With whom you negotiate: you select the key / right person / referent / technical analyst /
decision maker / prescriber.

Place yourself in «the shoes» of your interlocutor: What does he expect from me? Good
understanding of the other party, the institution and its representative / negotiator. What are
his/her expectations / values? What drives the decision makers? What is convenient for the
future partner, associate...?

Negotiation steps: Before starting you have to develop good preparation for a negotiation, a
clear idea with relevant and well sustained arguments and good communication to reach your
objective. Don’t leave the track / the issue of negotiation. Progress to the objective you are
looking for and have permanent commitment

Points to consider for a Win: - Win relationships that require careful preparation in order to
reach a successful negotiation outcome:

e Set Goals: what do you want to get out of the negotiation? What do you think the
other person wants?

e Set Trades: what do you and the other person have that you can trade? What does
each of you have that the other wants? What is each of you comfortable in giving
away?

e Prepare alternatives: if you don’t reach agreement with the other person, what
alternatives do you have? And what alternatives might the other person have?

e Relationships: what is the history of the relationship? Could or should this history
impact the negotiation?

e Be clear on the expected outcomes: what outcome will people be expecting from this
negotiation? What has the outcome been in the past, and what precedents have been
set?

e Envision the consequences of the negotiation: what are the consequences for you
and for the other persons of winning or losing this negotiation?

e Power: who has what power in the relationship? Who controls resources? Who stands
to lose the most if agreement isn’t reached? What power does the other person have
to deliver what you hope for?

e Possible solutions: what possible compromises might there be?
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innovation in the MEDA countries (Algeria, Egypt, Israel, Jordan,
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in collaboration with European Partners.
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