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Welcome to the Introduction to Venture Capital!
Let's get started!

@ You have started or @ You have developed an
want to start a business idea for you product

You have entered a market

. You are ready to grow
or have an idea on how our business
you want to enter the y

market

@ But to do so you need Venture Capital
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In this course you will get an introduction to Venture Capital

You will learn

- What Venture Capital is and how a VC fund works

- How the VC investment process works

- How to choose and how to get chosen by a VC

- How the crucial Term Sheet works and how to avoid common mistakes
- What happens when the VC gets on board and exits your business

- Lots of valuable first-hand inside knowledge from featured experts
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In our course we will cover academic and practical knowledge

: Venture
Academia Capitalists Entrepreneurs
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So let‘s get started!
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There are many sources for early stage funding — this
course will focus on institutional Venture Capital funds

Informal Formal

equity equity

Investor with
financial and
strategic goals

Investor (mainly) with
financial goals

Financial Corporate Publicly funded
investment investment investment Incubator
company company company
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Every type of investor has a different focus and different goals -

be aware that a VC is different than a Business Angel or

Strategic Investor!

Strategi

Capital
Increase

Cash Flow

Bank Loan
Strategi

Investor v
VC Investor

Bl‘:\sinelss More on differentiation in this
nge

Family & week's first expert video
Friends /
V Corporate lifecycle (time)

START-UP PHASE EXPANSION PHASE MATURITY PHASE
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Overall Venture Capital
plays a vital role in funding Startups

Total volumes of VC investments (US only) per year

$120.000.000.000

$100.000.000.000
$80.000.000.000 More on the current
S state of VC in our
expert video No. 2

$60.000.000.000

$40.000.000.000

o II IIIIIIIIIIIIIII
$0ll|

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: NVCA.org
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To understand why a VC does what it does, it is important
to understand how a VC fund works (a simple overview):

Investment | \ Profits

Mgmt. \(,:ent_l:r? Capital
apita —
f
ee Fund reflux
\ Capital flow
SELECTION AND
CARETAKING 240

Source: Geigenberger (2000)
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The Investors are the VC fund‘s source of capital
Investors Venture Capital Portfolio Company
Company
» Aka the limited partners
of the fund
* Provide the capital
for the VC

« Typically high net worth
individuals, banks, pension
funds, insurances,
corporations

« Expect a high return to
compensate for the asset
class’ risk

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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The VC acts as a financial intermediary and
iInvests the fund‘s money into portfolio companies

V P
£ “'|‘ a P
» Aka the limited partners « Usually two legal entities:
of the fund the management company
* Provide the capital and the general partner
for the VC of the VC Fund
« Typically high net worth » Raise funds
individuals, banks, pension * Identify and screen
funds, insurances, opportunities
corporations « Transact and close deals
« Expect a high return to * Monitor and add value to
compensate for the asset investments
class’ risk « Harvest

w ‘ RWI'H‘[L CHEN
ERSITY

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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The portfolio companies (i.e. the Startups, i.e. YOU)
have to use the VC fund‘s money to create value

» Aka the limited partners « Usually two legal entities: « Uses VC money to
of the fund the management company « Create, recognize and

* Provide the capital

for the VC

Typically high net worth
individuals, banks, pension
funds, insurances,
corporations

and the general partner
of the VC Fund

Raise funds

|dentify and screen
opportunities

Transact and close deals

execute an opportunity
Develop products or
enter markets

Push and scale into
market-leading
position

Expect a high return to * Monitor and add value to Ultimately try to harvest the
compensate for the asset investments created value through an
class’ risk « Harvest exit

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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So what's the flow of money?

*« Venture Capital Company
@ Invest in VC fund

Annual Management Fee:

Investors 2-3% of Fund Volume

Fund Management

v

The Fund (General Partner in LLC)

Buyer I ﬁ Portfolio Company
Equity Streams —— - lll

Monetary Streams

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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First, the VC buys a certain stake of a target company...

@ Venture Capital Company

@ Invest in VC fund Fund Management
B S '

Annual Management Fee:

Investors 2-3% of Fund Volume
The Fund (General Partner in LLC)
A
| i
Buys stakes in Startups
" | (.e. 15-75% of Equity)
I v
Buyer | % Portfolio Company
Equity Streams —— - .ll

Monetary Streams

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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After a certain holding period the VC tries to sell the
company...

@ Venture Capital Company

@ Invest in VC fund Fund Management
B S '

Annual Management Fee:
2-3% of Fund Volume

Investors
The Fund (General Partner in LLC)
A 4
|
Price of the Buys stakes in Startups
PF Company I (i.e. 15-75% of Equity)
I v
Buyer & === == % Portfolio Company
Equity Streams == == == == = |PO or private .ll
—————— -> purchase of VC
> fund‘s portfolio
Monetary Streams company

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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And most of the proceeds from the sale of the company are
ultimately paid back to the VC fund’s investors

Invest in VC fund

v

S

Principal + 75-859 Carried Interest: Annual Management Fee:
of ngi?al Gaf;n8s5 o 15-25% of Capital Gains 2-3% of Fund Volume

RWTHAACHE
UNIVER

Price of the Buys stakes in Startups
PF Company (i.e. 15-75% of Equity)

A 4

Monetary Streams

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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Itisi
to reg

t to understand that the fund has an obligg
aestors after a certain time period, heng

s‘. Venture Capi

Annual Managerni®€
2-3% of Fund Volume

apital Gains

"Partner in LLC)
4

|

Buys stakes in Startups
" | (i.e. 15-75% of Equity)
I v

Portfolio Company

Equity Streams . )
______ > Time plays a crucial role

for return!

Monetary Streams

Source: Bygrave & Timmons (1992), Icons designed by Freepik
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Venture Capitalists not only offer money. They also contribute
to the creation of value through network and advice!

"
.,’-.

b

NETWORK

STRATEGIC

VonEY ADVICE

UNIVERSITY

Icons designed by Freepik
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Venture Capitalists not only offer money. They also contribute
to the creation of value through network and advice!

r“"
STRATEGIC
MONEY ADVICE NETWORK

This week’s last expert video will tell you
more about the value-add of VCs

UNIVERSITY

Icons designed by Freepik
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While Entrepreneurs (=YOU) can make many mistakes, one
can be to blindly believe in the value adding potential of VCs

| really liked your company If you get a lead we will

but my partners didn’t follow

We like early
stage investing

Show us some traction
and we will invest

The top 9 lies
We can open doors that VCs tell We love to co-invest

for you With other VCs

This is a
vanilla term sheet

We are investing
in your team

| have lots of bandwidth to dedicate to your company

Source: Guy Kawasaki Blog
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Venture Capitalists and added value — an ambiguous picture

— RRITING | ALRWARS
Got a tip? Let us know.
9

News- TCTV- Events- CrunchBase rollow vs [l £ B 1 B Y 0 Search Q

»Who is the VC who is the most full
of shit that you’ve ever heard?”
TechCrunch asked.

EventHome Agenda Speakers LUveVideo Videos SocalHub The Battlefleld

Vinad alue

a\h’“‘ be the top‘c n era of conformity

we've got the

In facz, most of them probably hurt COﬂtrarlanS.
BTG R 0. AOL Mail. Email for
le TechCrunch founder Michaal Arrington the contrarian
_ prodded Khasla to single aut VCs that were /

horriole on boards.

“Wha Is the VC who is the mest full of shit that you've ever heard?” Arrington asked.
Searchlet Adds

puld be offending oo many people,” Khesla retorted. *Maybe some percentage thar's

CrunchBase
. substantially larger than 95 percent of VICs add zerc value. | would bet that 70-80 percent add
| would bet that 70-80 percent add _ ekl St ey —
negative value to a startup in their He s1d that most VCs havent done shit to know wht tote stareups going througn dffcut e
= = 1] Viddsee And tmes. 2004 mupdfvnww. khaslay
adV|S|ng- Ey‘mggn RECENT INVESTMENTS
* don't 2 hasn't bae h * he =aid. T STMENTS
- gorr:tent 2 dan’t xnow a startup that hasn's been thraugh tough tmes.” he said Plaaza (2014}, QUanttus (20141,
arinevship Granulas 120141 Cvlance (2014).

Source:TechCrunch
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