Financing for innovative development

R

Business angel investing in Europe

DR 4 ¢
Thursday, May 3rd 2007

Claire Munck
General Manager
European Business Angel Network

X o

e




Index
B

« Characteristics of Business Angels

« Characteristics of Business Angel Networks

« Angels in the financial supply chain

* European Angel market statistics, composition and trends
« Case studies

« How Angel Networks can add value

 Trends

« Some thoughts on transition economies

* Policy recommendations

« About EBAN




About Business Angels

Business Angel: Private individual investing own wealth in early
stage businesses AND own expertise and network of contacts

* Investment 25.000 — 250.000 euro

* Equity investors

* Willing to share managerial skills, specialist knowledge and networks
* No sector preference

« Often prefer to invest in their region of residence — local investors

« Seeking profit, but also fun and adventure

» Usually total investments below 25% of wealth

« Can become involved in the business (“active Angel”) or not (“passive
Angel”).
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About Business Angels

Characteristics that BA are looking for in a business plan:

« Current & comprehensive Business Plan

« Strong & committed Management Team

« High growth / scaleable / strong business forecast
* [P is crucial

* Developed product / service with sales

» Realistic pre-money valuation

BUT Entrepreneur’s qualities are most important




Angels and Other Finance Sources
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Venture capital in Europe
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About Angel Networks
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“Private or semi-public body whose aim is to match

entrepreneurs looking for equity with business angels”

 Membership: Business Angel investors

* Fees: Annual membership fee and sometimes % success fee
« Seeks & filters applications from entrepreneurs

* Allows selected entrepreneurs to pitch to investors

« May also: provide training (to entrepreneurs and Angels),
opportunities to syndicate




About Angel Networks
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European Angel Market Characteristics
B

« 2006 data, 49% response rate

2005
Number of responses 97
Number of active angels 8.227
Number of women investors 246
Number of projects submitted 6.066
Number of deals 653
Total amount invested 127.117.081€
Average amount of the deal 194.819€
Number of networks 211
Number of commercial networks 23

« Crucial point: actual Angel activity is far larger than these

statistics can measure
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European Angel Market Characteristics
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* Very varied level of development
>across Europe

>within countries

« Different types of founders

» Varied level of Government support

« National trade associations sometimes represent the market
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European Angel Market Characteristics
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Case Study: UK
One of Europe’s most developed Angel markets.

« January to June 2006: £12.8 m invested in 188 entrepreneurs
(survey of 20 networks only)

« 32 networks, 5112 Angels,

« Highly supportive tax break scheme, “Enterprise Investment Scheme”
— Income tax rebate equal to 20% of investment up to €600k
— Exemption from capital gains on Angel investments
— Income tax relief of 40% on failed investments

» Larger average deal size — syndication becoming prevalent

« Commercial networks more prevalent than elsewhere

» National trade association, British Business Angels Association
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Case Study: Sweden

An expanding and well-developed market.
Key characteristics include:

« 23 networks, ~5000 Angels, ~100 deals, 200 m€ invested (2005)
 Few commercial networks

 Government support: NUTEK (Swedish Agency for Economic &
Regional Growth) has supported creation & development of regional
Angel networks BUT no favourable tax incentives

« National body: Swedish Private Equity & Venture Capital
Association (SVCA)




Case Study: Portugal
B
A very young Angel market.

Key characteristics include:

* A national trade body (FNABA) and 6 local networks

« No official and legal framework for this type of investment
« Governmental support picking up

* Organised their first Business Angel week in March 2007
 Hosted EBAN Annual Congress 2007




Case study: Poland
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A very young Angel market.

* 3 networks members of EBAN
« 1 private and two funded through ERDF

« 1 seed fund being set up with the support of the Polish
Government

>10 million€ 5 private investors/5 government agency
>help angels invest in new areas such as biotech and IT
>Partner with Oxford Investment Opportunity Network OION




Benchmarking angel activity
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Europe

Estimates by the Centre for Venture
Research in 2006:

234.000 angels
Invested $25,6 billion in 51,000 companies

European estimate 2006:

50.000/75.000 angels investors
2-3 billion€ invested
EBAN Statistics for 2006

- 9000 active angels in 97 networks
- 653 deals done

Only record activity in responding
networks: only a very small portion of the
activity

¥ propedn Dusingss angel network

No fiscal incentives at federal level YET -

20 states have tax credits worth 5.8
billion$

Government stepping up to attract new
angels into the market as VCs and angel
syndicates are moving further along the
financial value chain
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Fiscal incentives a growing phenomenon,
UK as benchmark

Compensation for the lack of
entrepreneurial spirit?




Best Practice: Adding Value

Angel Networks can increase supply & demand for Angel
Investment in other ways:

+ Investment Readiness programmes — get entrepreneurs ready for
investment

— e.g. Business Planning advice, Presentation Training etc.

 |nvestor Readiness programmes — educate investors in the
basics of Angel investment

— e.g. Legal Issues advice, meet with existing Angels, learn
about tax break schemes
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Best Practice: Adding Value

Angel Networks can increase supply & demand for Angel
Investment in other ways:

« Syndication can be encouraged/facilitated by networks
(Syndication = many Angels investing together)
— Increases amount of money available
— Increases Angels’ bargaining power
— Enables coordination of legals, investment terms

— Enables greater cooperation during Due Diligence and
subsequent monitoring of investment




Best Practice: Adding Value

Angel Networks can increase supply & demand for Angel
Investment in other ways:

+ Co-investment funds can operate alongside the network
(Co-investment fund = fund that can only invest alongside Angels
on the same or better terms)

— Increases amount of money available

— Helps coordinate deals on Angels’ behalf

— Exploits Angels’ expertise: only invests where Angels invest
— Exploits Angels’ monitoring of the company




Policy recommendations: encouraging

angel activity
Supply side (investors)
 Market awareness and angel training to leverage untapped potential

« Improving the link between different types of market actors to
facilitate the growth of companies and exit opportunities

« Achieving company growth — closing the equity gap

Demand side

* Improving investment readiness

Environment issues

« Strengthening the dialogue between BA and VC

« Improve visibility and market perception

Fiscal issues

Improve the fiscal environment and provide better fiscal incentives
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European Angel Market Trends
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* Increasing size of deals but decreasing size of investment by
individual investors (Mason 2006)

* Investing increasingly in syndicates
* Increasing number of co-investment funds

* BANSs offering more packaged deals and value added
services (capacity building...)

« QOrganisation of the market (vs sophistication?)




Some thoughts on transition economies
ook AR

« Lack of venture capital culture (equity vs debt)

« Lack of framework for financiers (deal flow and exit route
iIssues)

 Intellectual property protection

« Convincing public authorities that supporting angel investing
is important of economic development

« Establishing angel networks can support these issues




About EBAN
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- Established with collaboration of European Commission,
1999

« Organisation’s goals include:
— Exchange experience & encourage best practice
— Promote & create positive environment for Business Angels
— Push forward the informal investment agenda
« QOrganisation’s members include:
— National Federations of Angel Networks
— BANSs with Local / Regional / National coverage
— Other organisations inc. non-European Angel Networks

61 members, 21 countries




Conclusions
B

* Business angels are an important addition to available European
sources of finance — financial and entrepreneurship support
system must be in place for deal-flow and exit routes

 European market is growing - some countries already very well-
developed

* National federations of networks can help enhance the market —
lobbying, encourage best practice etc.

* Angel networks can add further value by providing investor /
investee readiness support, facilitation of syndication etc. but
also dissemination activities.




Contact details
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Thank you for your interest

info@eban.org; www.eban.org




