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Corporate Value Fundamentals
Value = NPV of EXPECTED  Future Cash flows
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A Mature Company

Time

Cash flow can be predicted with relative certainty

Value based on stable growth of past performance
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CorpoArate Valuation- High-growth

High-growth Company

Cash

*
Time

« Cash flow cannot be predicted with relative certainty but
expectation of considerable revenue in the future exists

* Metrics other than cash flow needed for valuation purposes

& ’ I European Network of Design for Resilient Entrepreneurship



[Date]

Setting Up a Company
Where does the money come from?

« Savings

* Friends & family

 Grants

* Sell car / re-mortgage house
* Crowd-funding

* Business angels

* \enture capital

« Bank loan
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Funding Sources- Informal Investors

Who will invest? The 4 F’s *
Founders 66%
Family 17%
Friends 9%
Foolhardy investors 8%

* Bygrave & Zacharakis
ENBURE
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Funding Sources - Business Angels

Types of Business Angels

: | Have already started their own
Entrepreneurial angels business and are diversifying

Corporate angels Managers from large corporations
who invest their savings
Professional angels Doctors, dentists, lawyers who invest
their savings; generally, silent partners
Enthusiast angels Retired or semi-retired entrepreneurs
or executives who invest as a hobby
Arch angels Invest on a wing and a prayer

http://www.youtube.com/watch?v=1X8JjFclroQ
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Funding Sources- Crowdfunding

O Collective funding vehicle using internet to raise funding for
charities, projects, films and companies;

O Funding can take form of debt, equity, donations or goods

2001 Originated with launch of Artistshare

2008-09 Boomed as several new launches
Indiegogo.com (USA) Charity funding
Crowd-cube.com (UK) Equity fund-raising
Kickstarter (USA) Donation/reward funding
Funding Circle (UK) Peer-to-peer lending
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Venture Capital (VC)

Typically, VC’s avoid investing in start-ups... why?

» Start-ups are difficult to value
» VC’s expect higher returns than angels
» VC’s expect higher certainty of exit

VC’s invest instead in early-growth companies

> Gazelles Growth company increasing revenues by at least 20% / year for 4
years or more from a revenue base of at least $1 million

> Unicorns Start-up whose valuation exceeds $1 billion;
E.g. Occulus

» Decacorns Start-up whose valuation exceeds $10 billion;
E.g. Uber, Snapchat
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VC Investment Process

Priorities

1. Management team Sometimes recruit key member
2. Target market Fragmented and growing rapidly
3. Product / service Superior product or service

4. Competitive position No dominant competitor

5. Financial returns 7 X Investment in 5 years

6. Business plan Well written business plan
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VC Investment Process

O Carry out due diligence
Review priorities
Set investment objectives
O Determine investment vehicle
Equity or debt
Exit strategy
O Make investment
Monitor investment
Manage investment
O Exit

Set valuation
Execute exit
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Venture Capital Perspective

Perspective of VC firm

« How much do they typically invest?
 How do they look upon relationship?

Perspective of VC Investor

« What is a fund of funds?
« Why do they invest in VC?

Perspective of Entrepreneur

 How does relationship develop?
« What does VC firm bring to the table?

http://www.youtube.com/watch?v=bGhMGLIpwV8
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Investors Expectations
How are they compensated for risk?

Risk :
Compensating
Sources of Capital Tolerance Cost Mechanisms
Friends & family . ? 2 « Love for you
Bank « Very low P+ 1% « Collateral
Lease e Low P + 5 « Collateral,
industry focus
] ) « Convertible
Mezzanine * Medium P+ 15% debt
Business Angels « High + 20-40% * Equity, board,

* management

* Equity, board,
Venture Capital » High + 40% ratchet
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Investor Expectations

Classic venture capital

$28.4 billion
io 3,192
ventures

(
Superstars
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Informal investments by family, Low High
friends, and foolhardy strangers Growth

$199 billion to millions of ventures
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Financing entrepreneurial ventures in the United States, 2008
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Pitching for Start-ups
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Start-up Pitches

ldentify key information:

O

Team

Product

Unique Selling Point

Market Research

Competitive Edge

Competitor analysis
Differentiated Customer Niche
Key Cost Centres

Revenue Projections

ASK FOR MONEY )
(Q‘EHBUHE
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DISCUSSION
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