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e ‘Here Be Dragons’ - a term used in ancient
times to mark unchartered territories on maps

e One of South Africa’s few true VC funds

o Started in 2000 by Mark Shuttleworth - an
entrepreneur who sold his IT company for a
record amount to US giant VeriSign

e HBD focuses on South African businesses
which have true global potential
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&l Julia Long
CEO

Eben van Heerden
Portfolio and
Investment Manager

Sol Bezuidenhout
Investment Analyst

Keet van Zyl
Investment Analyst
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The boom in technology-oriented businesses of
the late 1990’s was In part facilitated by the
emergence and growth of many venture

capital and technology funds

Almost every large US technology or tech
related company, Iincluding Apple, Compad,
Dell, Genetech, Oracle, Cisco, Netscape,
Amazon, eBay and Yahoo, Is venture-backed

Source: Smarter Ventures, Katharine Campbell






2*( **




11- #

( %(

2 (-]
%%
0% "







% *( ** "I8
O *

Seed
Start-up
Initial Growth
Sustained Growth

: 1

Decline
Renewal / Expansion
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1. PREPARATION

2. RESEARCH

3. APPROACH
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Got an idea
Put your idea to the test

Are you passionate about it?
Ask others what they think?

Is It protectable — discuss it with a patent
attorney?

Is this solving an existing need?
Do you have something unique?

Are you prepared to spend time and money on
this?
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 Exhaust all creative ways to reduce
funding required:
— Cut expenses, delayed payments
— Partnerships, Piggy Bank

 Only then look for external funding:
— Family and Friends
— Bank Manager
— Private, institutions, governments

Do your homework on your partners!!!
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* Internet searches (www.savca.co.za)
e Use your network
 Resources available
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e Business Description

e Current Ownership Structure

e Description of Revenue Model
e Customers

o Competitors

e Historical Financials

* Financial Projections

e Barriers to Entry / Unigueness of the
Business
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« SWOT Analysis

 Funding Required
 Proposed VC Equity Stake

* Purpose of Funding
* Potential VC Exit Strategy
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e First impressions

e Prepare convincing pitch

* Due diligence on potential investor
— :it
— Funding Criteria
— Requirements

 Align pitch to investors requirements

e Contact them (preferable through a referral)
— Must, must, must have pitch polished before this!
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 Be passionate

« Attention to detall

o Stress test your prototype

e Polished Pitch

 Know your limits
 Transparency / credibility

* Realism is always welcomed!
e Sense check your reasoning
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SCREENING

Enquiry
Guideline
Form

Business
Proposal
and NDA

Deal

A 4

A 4

ASSESSMENT

DUE DILIGENCE

Due Diligence

Motivation for

Due Diligence

Synopsis
\_/_

Upload to
System

Due Diligence

\('

Term
Sheet

\('

Exclusivity
Agreement

_—

FINALISATION &
DISBURSEMENT

> Report

__—

A 4

Legal
Agreements
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Does opportunity match VC investment mandate?
Entrepreneur

Barriers to entry / unigueness

s the business scalable?

Revenue model

—Inancial overview

nitial valuation

Potential exit strategy

nitial VC concerns
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Preliminary DD
Proposed transaction

DD Plan

— Areas of focus

— Resource Requirements

— Budget

— Timeline

— Target interviews and site visits

Motivation for DD
Term Sheet

Exclusivity Agreement
DD Checklist
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e Due diligence (DD) iIs the detailed
assessment of a project/company undertaken
by a potential purchaser

e DD ensures that the assumptions made
during preliminary assessment are validated
and updated

e DD provides the VC with a more informed
basis for negotiation and integration efforts
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Valuation of the Target Company
Quantifying the risks

Financial forecasts and planning to achieve
the optimal deal structure

Developing a successful integration plan
Deal-breaker identification
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Product
Marketing and Marketing Strategy
Customer Base and Sales
Purchasing and Suppliers
Production
Technical Review
Historical Financials and Financial Process
~Inancial Forecast and Valuation
_egal
Human Resources
Research and Development
ndustry and Competition
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o Asset-based Valuations: NAV

e Earnings-based Valuations: P/E Ratio

e Dividend-based Valuations: Div Growth Model
NPV of Future Cash Flows: DCF

* Intellectual Capital / Goodwill

‘ Negotiation: Willing Buyer / Willing Seller
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e The valuation of a company or asset prior to
an investment or financing

 VCs use a pre-money valuation to determine
how much equity to demand Iin return for their
cash Injection to an entrepreneur and his or
her company

* Influenced by the stage of development of
the venture
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Stage |

Ventures have no product revenues and little or
no expense history, usually indicating an
Incomplete team with an idea, plan and
possibly some Initial product development.

Stage ||

Ventures still have no product revenues but
some expense history, suggesting product
development is underway.
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Stage Il

Ventures show product revenues, but are still
operating at a loss

Stage IV

Ventures have product revenues and are
operating profitably
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If a VC Fund makes a R10 million investment
InNto a company In return for 20% of the
company's equity, the implied post-money
valuation is R50 million

To calculate the pre-money valuation, the
amount of the investment Is subtracted from
the post-money valuation. In this case, the
Implied pre-money valuation is R40 million






( #

/

79
% %

- %0

Mo . O



D o #

B Qo

%

% |

%

"0 0



7+, (#




. & (¥

Keet van 2yl

HBD Venture Capital
t +27 21970 1042
f +27 21970 1043
m +27 82 788 2727
www.hbd.com



