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Gate2Growth is supported by the European Commission

InvestorNet - Partner in the Gate2Growth initiative supported by  the European CommissionThe energy sector is “hype” in Europe with many 
projects looking for funding
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Investors are looking for the dynamic 
entrepreneurs
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But they only invest in the winner !
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…….  They think !
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There is also competition for investors money
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500 new deals/year

Screening 
process

2 min/deal

250 selected deals

150 selected deals

10 min/deal

20 min/deal

75 analysed deals 4 Hours/deal

50 negotiation

5-10 
investments

10 Days/deal

490 rejected deals
1 month/
investment

Investor questions:

Do I like the business
concept and - model ?

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

Do I believe in the business
plan and the budgets?

Is it realistic ? Can this
management deliver the
promised results ?

Ok, would you like to 
meet us and discuss? 

Are you ready to start
serious negotiations.

The deal Funnel
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Question 1:

Can I make money, if I invest in this project ?
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What are the expected revenues ?

How much shall I invest ?

Which ownership % do I get?
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Will this make me rich, compared to other opportuni ties ?
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If my alternative investment opportunities offers 3 0% IRR, then this 
Project shall offer not 40 % ownership but above 60  % ownership !
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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 out

Cash in

Time
NPV
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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 out

Cash in

TimeNPV = 0
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Pre-Money Valuation

• Pre-money valuation is an often used term

– It is 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 possib le 
– It reflects directly the ownership % the new invest or get .

New Investment x (1 – Ownership %)

Pre Money Value =                        Ownership %



Brussels February 1. 2007
© InvestorNet 2006 - page : 21

Gate2Growth is supported by the European Commission

InvestorNet - Partner in the Gate2Growth initiative supported by  the European Commission

• Pre-money valuation is an often used term

– It is 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 possib le 
– It reflects directly the ownership % the new invest or get .

You should be able to defend  the pre-money valuati on, and 
if it has changed since last round of financing, be able to 
explain why!

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
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Question 2:

Is the business model and budget realistic ?
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The product shall be excellent !



Brussels February 1. 2007
© InvestorNet 2006 - page : 24

Gate2Growth is supported by the European Commission

InvestorNet - Partner in the Gate2Growth initiative supported by  the European Commission

But the solution shall also good !
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All examples from the 
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The NABI “blue ocean” strategy!
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Source: Blue Ocean Strategy, Kim & Maubogne, 2005
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The NABI “blue ocean” strategy!
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Source: Blue Ocean Strategy, Kim & Maubogne, 2005

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

-Product price
to

- Life cycle cost
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What troubles investors in the energy sector ?

• Is there a real proof of concept under realistic 
conditions?

• How efficient is competing technology ?
• How energy price sensitive is the project ?
• What does it cost to protect the concept and can it be 

done?
• How easy/difficult is it to scale up/internationalize?

• Barriers from rules & regulations in other countries?
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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 ?
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Small investments versus large investments

• 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.

• - Why make small investments? 



Brussels February 1. 2007
© InvestorNet 2006 - page : 31

Gate2Growth is supported by the European Commission

InvestorNet - Partner in the Gate2Growth initiative supported by  the European Commission

What troubles investors ?

• 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

• Risk
– No previous experience from investing in this type of companies

• No clear exit route
– Entrepreneur build the company for himself – not for the investor!

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

I would rather make one 1.000.000 � investment 
than ten 100.000 � investments!
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What troubles investors in general?

• 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
– Entrepreneur build the company for himself – not for the investor!
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Question 4:

Can the management make it ?
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What is important for investors?

Source: Key decision factors for investorsSource: Key decision factors for investors
((CranfieldCranfield , ESADE Barcelona, ESC Lyon), ESADE Barcelona, ESC Lyon)

0 %1 %0 %Break-even point

9 %1 %0 %Financial outlook

10 %8 %2 %The Market

4 %3 %8 %The Product

23 %48 %37 %The Team

59 %38 %53 %The Entrepreneur

SpainUKFranceThe most important
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What makes them invest ?

• The strength and competence of the management 
team.

• The possibility to “protect” the business concept 
and the growth potential.

• Substantial capital gain possibilities.

• Clear and realistic exit possibilities.
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(1) High cost and high growth potential

Revenue

t

Funding time (III)Funding time (I) Funding time (II)
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(2) Low capital requirement, but high 
growth potential

Revenue

t

Funding time (II)Funding time (I)
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(3) Moderate growth potential ?
Revenue

t

Funding time (I) Funding time (II)
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(4) Low growth potential 
Revenue

t

Funding time (I) Funding time (II)
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Demand for capital and perceived IRR offered!

IRR

�

D

Low growth potential
Long time to market

Too high risk
Small investment

High growth potential
Short time to market

Acceptable risk
Substantial investment
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RISK !
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If you do not know better then the risk is:
akk. risk

– Technological risk 50,00 % 50 %
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If you do not know better then the risk is:
akk. 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:
akk. 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:
akk. 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:
akk. 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:

akk. 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            87,50%

– Or chance of success increases from  6,25 % to 12,5 %
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Management 
company

Investor
Investor

Investor
Investor

Investor
Investors

Fund II
Fund I

Fund I

Porteføljeselssskaber PorteføljeselssskaberPorteføljeselssskaberPortfolio companiesPortfolio companies Portfolio companiesPortfolio companies

Porteføljeselskaber
Porteføljeselskaber
Porteføljeselskaber

Porteføljeselskaber
Porteføljeselskaber
Portfolio companies

Traditional structure of a VC fund
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Portfolio companies

A typical
VC fond
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Management 
company

Investor
Investor

Investor
Investor

Investor
Investors

Fund II
Fund I

VC Fund I

Porteføljeselssskaber PorteføljeselssskaberPorteføljeselssskaberPortfolio companiesPortfolio companies Portfolio companiesPortfolio companies

Porteføljeselskaber
Porteføljeselskaber
Porteføljeselskaber

Porteføljeselskaber
Porteføljeselskaber
Portfolio companies

Investors request 
not less than
Euribor + 9 - 10 %

Need 2 % to manage and will 
request 10 – 20 % carried interest

Each Fund shall receive 15 % IRR

If risk is  50 %, then each Portfolio co. shall hav e the potential to generate  30+ % IRR
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VC company/fund

Private
Equity

1

VC FUND 1

Private
Equity

2

Private
Equity

3

Private
Equity

4

Private
Equity

5

Private
Equity

6

Private
Equity

7

Private
Equity

8

Private
Equity

9

Private
Equity

10

Private
Equity

…n
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Business Angel (HNI)

Real
estate

Private
Equity 2Bonds Quoted

stocks
Private
Equity 1

M y       s a  v  i  n  g  s

Private
Equity 2
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The investment process
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Solicited deals are often taken serious!

500 new deals/year

Screening process

2 min/deal

250 selected deals

150 selected deals

10 min/deal

20 min/deal

50 analysed deals 5 Hours/deal

25 negotiation

5-10 
investments

10 Days/deal

490 
rejected deals

1 month/investment
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From deal-flow to exit

Project monitoring phases

Exit phases

Getting to 
know the
company and
work together

Monitoring
and 

reporting

General 
support and 

development

Market
contact
and 

technology
support

Crisis in
management 

or
change of

management

Re-financing
and 

syndication

Merger
and 

Acquisition

Analysis of
exit routes

Selection
of exit 
strategy
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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 
edge”.
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Investor contact leads to many revisions!

1 2 3 4 5
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Typical business plan imperfections!

• Difficult to understand what amount of money the company is looking for!
• Too much technology description and very little information about market 

and customers.
• Too little competitor analysis
• Weak description of why a particular management team will create a 

winner!
• SWOT-analysis is often only “window dressing”, not a serious analysis!!!
• No consideration about exit possibilities for investors.
• No clear understanding of Investor views on the investment process.

• All in all, no clear message about:
– “why should I invest in this company rather than in  the 10 other 

opportunities I have been offered?



Brussels February 1. 2007
© InvestorNet 2006 - page : 62

Gate2Growth is supported by the European Commission

InvestorNet - Partner in the Gate2Growth initiative supported by  the European Commission

ProRett examples of projects analyzed
• Solar cell related project

– Interesting technology
– Academic inventor with limited business experience
– No serious scalable proof of concept

• Recyckling project
– Academic inventor with limited business experience
– No serious scalable proof of concept

• Energy storage
– Interesting technology
– Limited competitor analysis and price sensitivity analysis
– Can be turned into an investment proposal

• Biofuel project
– Proof of concept outside lab missing
– Limited competitor analysis and price sensitivity analysis
– Can be turned into an investment proposal
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Tools to test investor readiness supplied 
under the ProRett project

• Business plan self assessment tool SAT-Pro
– The completeness of a business plan can be tested.
– A special “energy sector version” will shortly be 

available.
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Two ways of taking the test !

• Do it your self all alone!

• Do it with a friend.
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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
and is available for all ProRett projects!
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The Competence test

• The “InvestorNet Competence Test” combines testing of 
the completeness of a business plan with a test of the 
strength and weakness of the arguments and knowhow
of the entrepreneur.

• While the SAT-Pro online test is being completed, the 
answers and reactions to questions is observed and 
challenged by a senior advisor – and recorded.

• This observation is complied in a model and presented 
as a structured feed back, which pinpoint the strength, 
the weakness, the arguments or professional skills, 
measured against investor expectations.
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Managerial skills/personal performance Project relat ed performance
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Thanks for your patience !



Brussels February 1. 2007
© InvestorNet 2006 - page : 75

Gate2Growth is supported by the European Commission

InvestorNet - Partner in the Gate2Growth initiative supported by  the European Commission

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


