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Introduction

Shortly after I enrolled in my Master program in Corporate Finance, after a bachelor in
Marketing, | realized how captivating the financial world could be which explained my
subscription to a specialized economic magazine which I read assiduously. | was particularly
interested by the Business and Finance & Economic sections and my favorite articles were
those covering those success stories with, for instance, genius entrepreneurs leading their
companies to an IPO. However, when | took a lecture named Entrepreneurial Finance, |
discovered how seldom those stories were and who had the "life or death right” over those
genius entrepreneurs and their projects, the venture capital investors. In the lecture, I learned
that those people had an incredible amount of influence on the companies they were investing
but we spent most of the lecture’s time figuring out what the whole VCs' investing cycle was
made of rather than its effects on the venture. Knowing that only a few of the ventures could
make it up to the end, it raised many questions on that so-called influence and impacts the
VCs could possibly have on their portfolio companies; Enough questions and interest to

launch a thesis on the topic.

I first came up with one simple question: “What is the influence of Venture Capitalists on
their portfolio companies?”. Still, this did not state precisely what the thesis was dealing with.
Therefore, after some discussions with my thesis supervisor, we chose to address the

following subject:

The impact of Venture Capital investors on their portfolio firms. A comparison between

Belgium and France.

Furthermore, by analyzing what the entrepreneurs have experienced by working with their

VCs, we will be able to answer this question:

How do portfolio companies see the influence of Venture Capital investors on their corporate

development?

Scholars have had a great research interest to the venture capital field. Related to this paper,
some focused on the added-value VVCs could have on their portfolio firms (Bertoni, Croce, &
Guerini, 2012; lvanov & Xie, 2010) while others looked into the roles they had aside from
money (Baum & S.Silverman, 2004; Frezza, 2002; Sapienza & Timmons, 1989). However,
only a few studies have focused on a specific country and, to our knowledge, none have made

a comparison of the two | have selected. Besides, we offer a dual perspective from both the



VCs and former VC backed entrepreneurs’ standpoints while many scholars study either one

of the two leading to some information bias.

Hence, the originality of our paper relies upon the fact that both ends of the investor —
investee relationship actors will be put under investigation with regards to their opinion of the
impacts the VCs have on the venture. Also, investigating Belgian and French Venture Capital
firms could reveal interesting differences in their success stories and investing strategies

specific for each country.

The literature review helped us to gather a strong knowledge basis of the subject to build our
survey leading to our findings. That first step led us to understand what the VCs are, how they
work, where do they get their funds, how they use them and their investment conduct. In a
second step, we considered the European, Belgian and French Private-equity landscape to get
a grasp of the current industry’s activity. Finally, we discovered that there were many sectors
in which VCs invested so we picked one that was quite heavy in both countries, the life
sciences sector. Narrowing the thesis to this sector also helped us to be more precise in our

target group for our survey.

After we knew how the VCs worked, and that we had taken the pulse of the industry’s
activity, we could potentially ask the right questions to get the impact of VVCs on their
portfolio firms. The first step consisted to build relevant questionnaires for both Venture
Capital investors and Entrepreneurs based on the literature review. Indeed, I chose to carry
out interviews with both VCs (10) and entrepreneurs that got backed by VCs in my sample (4)
which were enjoyable and insightful but asked for careful preparation to harvest their precious
opinions. | conducted those interviews in person with, for both VVC or entrepreneur side, top
management people. | recorded the interviews while we spoke and while trying to follow my
questionnaire, I bounced on what they were talking about if it happened to be original and
worthy to deepen. The last step demanded to find out the answers to my questions in my own

database constituting of approximately 12 hours of conversation.

| find that from a technical perspective, there are few differences between the way Belgian or
French VCs work. However, we found that Belgian VCs tend to create a consortium of
international investors early on compared to French tending to be 100% French in the
beginning. This might lead to easier subsequent backing round for Belgian ventures. Second,
the most striking differences are due to VC market specificities. In France, the life sciences

market is more mature compared to Belgium where it is still growing. This intensive French



competition has implications on money supply from the VVCs, valorizations of the ventures
and finding specialized Limited Partners willing to invest in life sciences. In Belgium, the
government has deep pockets and is very active in helping young startups to develop. Though,
they lack professionalism even though they invest in very risky early stage projects were VCs
do not tend to invest in. This might participate to a cultural disbelief that VCs do not add a

real value next to their money.

From the entrepreneur standpoint, they are overall satisfied with the VC’s help but with some
reservations. Indeed, they are worried about the view - long-term or short term - the VC has
for their firm to bring it to maturity. They also bring up the relationship they have with their
VVCs when they invest in later rounds compared to earlier rounds. In later rounds, it is much
harder to align their interests compared to the earlier one which can sometimes have harmful
consequences on the venture’s success. Finally, they also highlighted the professional gap that

may exist between two different VCs and the issues that can stem from it.

The rest of the thesis is organized as follows. Section 1 presents a solid literature review
covering the private-equity industry with a focus on the venture capital segment. Section 2
characterizes the potential impact of VCs on their portfolio companies from both venture
capitalist and entrepreneur point of view. Section 3 describes the whole survey process.
Section 4 exposes the results, and section 5 explains the limitations of the thesis. We finish
the thesis with the conclusion. In appendix, you will find all additional material useful, but not

essential, to follow and appreciate the reasoning of the paper to its fullest extent.



1.  Related literature?
The aim of this section is to provide a broad and solid information base on how the Private-
Equity sector and, more specifically, the Venture Capital industry works. We will also briefly
cover and summarize the Venture Capital sector in both Europe, Belgium and France as it
seemed to be of interest if we refer in the title of this thesis. Moreover, since there are
multiple investment's sectors available to Venture Capital investors, we finish this literature
review with a focus on the life-science industry that will be used as the privileged industry for

the rest of this thesis.

1.1. Venture capitalist, a definition
Venture capital might be a confusing term since it has different signification around the
world. Indeed, some consider it as a synonym for the whole private-equity sector and others
see it as a financial tool for companies in the early and expanding phases. We prefer the
approach where venture capital is considered as financial help for a specific stage as it allows

to clarify and split the actors of the private-equity sector in distinct parts.

To put it simply, private-equity activity is nothing but a cash investment for a company in
exchange for, in most cases, an equity stake that hopefully will grow and provide hefty
returns on the medium to long-term to the investors. The private-equity sector may be
separated between two sources of funds, which are the private-equity firms and the business
angels referring to wealthy individuals investing in very early venture stage with smaller
amounts of money (BVCA, 2012). Hence, there is a significant role played by private-equity

firms into allocating funds to the corporations for many different purposes.

This thesis will focus exclusively on a specific kind of private-equity firm, the venture
capitalists (VCs).

Venture capital is a pool of money available to invest into investee companies’ equity with
the aim to facilitate young, non-listed companies, to develop themselves over the medium

term translated into a growth plan spread over 3 to 7 years (Manigart & Witmeur).

L 1f the reader is as new to the sector as we were before starting this thesis, we ought him to go

through this section for him to understand the rest of this paper thoroughly.



Venture capitalists (General Partners — GP’s) move the money from their limited partners
(LPs) into those private risky firms that are typically asking for cash to fund many different
possible activities such as R&D and product development. (D. T. Robinson & Sensoy, 2016).
Because of this investment, the VC becomes a shareholder in the company and hopes to
increase the value of its shares through the company’s growth and maturity. Once the venture
has gained enough value, the logical end is the exit of the VC investor from the firm’s capital.
In general, there are five ways to exit a company either through: An Initial Public Offering
(IPO), selling the firm to a third party which is an acquisition or trade sale, selling its share to
a third party via a buyback where the VC sells its stake to the company and in case of the
project’s failure, the exit is named write off (Cumming & Maclntosh, 2002). Figure 1:
Venture capital fund and related actors gives a good overview of all the actors involved in the

venture capital investment process.

Veniure
Capital Firm

Limited Partners (Investors)
(public pension funds, corporate pension funds, insurance companies,
(General Partner) hagh net-werth individuals, family offices, endowments, foundations,
fund-of-funds, soversign wealth funds, etc.)

Ownership of the Fund

Fund / Investrnent
bdana germent

Venture Capital Fund

L

(Limited Partnership)

The Fund’s ownership of
the portfolio investments

Investment Inwvestment Investment

Figure 1: Venture capital fund and related actors

1.2. Different type of VCs
There are several structural VC forms that vary in function of their ownership. The two main
categories are independent VCs and captive one. Independent VVCs are owned by wealthy
individuals and institutional investors whereas captive VCs are either owned by corporations,

banks or governments (Da Rin, Hellmann, & Puri, 2011). A great deal of literature has been



spent on the respective behavior of each type of VCs as well as their relationship with others
and their effects on investment strategies. While independent VCs are straightforward in their

names, we describe the captive VCs.

1.2.1. Captive VCs
In their research, (Da Rin et al., 2011) show that corporate VCs are looking for synergies
with their core business when they invest in a project unlike independent VCs that are mostly
pursuing returns. Whether the technology is harmful or source of complementarities with the
corporation is crucial as it will condition the corporate VC (CVC) behavior. The higher the
complementarities, the greater the support offered by the CVVC but if the technology reveals to
be harmful to the corporate incumbent, CVC and I\VC (Independent VC) will syndicate the

deal or the CVVC will invest alone to preempt the 1VVC to invest too much in the company.

Else, market competition seems to present CVC as more attractive, particularly when R&D is
more intensive (patent races for instance). Also, (Masulis & Nahata, 2009) find that more
complementarities between the venture and CVC leads to more board seats for the CVC but a
potential competitor lead to a lower chance to be backed on early stage and if so, they pay a

higher valuation.

Furthermore, (Chemmanur, Loutskina, & Tian, 2013) reveal that CVCs tend to invest earlier
than the independent VCs in R&D intensive sectors. Additionally, they find that CVCs who
invest in companies with a strong strategy fit tend to produce more patents before and after
the IPO. This is consistent with (Ivanov & Xie, 2010) showing that CVVC obtain higher
acquisition premia or IPO valuation compared to independent VVCs only when there is a strong

technological synergy effect between both CVC and the venture.

Another type of VC are Bank owned venture capital firms (BVC) and as (Hellmann,
Lindsey, & Puri, 2004) show, they tend to participate in larger deals with syndicated investors
in industries using higher leverage and debt. The ventures obtain better loan terms as well as

lower rates, but the BVCs will provide its help only if it is in line with its owners’ strategy.

Finally, the government sponsored VC firms (GVCs) have also been at the center of many
studies to know their impact on the ventures. Since they are under the ownership to the
government, they are encouraged to provide a boost to the local economic development by
investing in regional or country-specific ventures and sometimes even in an industry. Hence,

they contribute towards the emergence of venture development hubs.



In (Leleux & Surlemont, 2003), they analyze the relationship between private and public
capital in Europe. Their main conclusion is that the public money investments via GVCs
contributes to increase the flow of private money. Now of course some papers have wanted to
assess if there was a performance difference between GVCs and non-GVCs backed firms in
their set of investors. In their study, (Brander, Du, & Hellmann, 2015) find that when a
venture is only backed by GVCs, the company will not perform as well as a company backed
by a mix of both GVCs and independent VVCs. Moreover, those backed by both kinds of VCs

raise significantly more money and seem to have higher exit rates as a direct causal effect.

1.3. Venture capitalists’ investment preferences
As mentioned earlier, the venture capitalists source their funds from different type of actors
called limited partners. Those partners who are mainly either: corporate investors,
government agency, banks, pension fund, insurance companies, funds of funds and
endowments (Groh, Liechtenstein, & Canela, 2008) define the ownership of the fund and
therefore, the type of VC and its implications as described in the preceding section. These
partnerships usually last about 10 years and the fund managers called General Partners raise
money approximately every 3 or 4 years. However, for those funds that are not 100% funded
by government, banks or corporations, the limited partners must pay attention to the
investment strategy of the fund’s General Partners (GPS) to make sure it matches their risk

appetite. (Invest-Europe).

1.3.1. Per venture’s life cycle stage
Indeed, VCs have specific investment preferences referring mainly to the stage of maturity
development of the companies they invest in along with the geography, the industry and
amount of money to be injected. Some scholars recognize and describe 8 different stages
(Sahlman, 1990) where VCs consider investing, namely: the seed investment; startup; first
stage / early development; second stage / expansion; third stage / profitable but cash poor;
fourth stage / rapid growth; bridge stage / mezzanine investment and liquidity stage / cash out

/ exit. Each one of those stages is explained in detail in the appendix.

1.3.2. Per monitoring intensity and geographic criteria
The literature also show that VCs add much more than just money (Sapienza & Timmons,
1989) . Indeed, both VVCs and entrepreneurs agree on different roles held by VCs. Among the
most important one, we find the sound advices provided by having a seat on the board of

directors, being a coach/mentor, a financier or even a confident.



In (Sapienza, 1992), the frequency and openness of communications between the VCs and the
entrepreneur was strongly positively correlated with the value of the VC involvement.
Obviously, the closer the VCs, and the easier it will be for the VC to communicate with the
entrepreneur, not mentioning the costs related to it. Thus, the monitoring intensity of the
venture is distance sensitive, and this is one of the reasons why VCs have specific
geographical investment preferences. And as we will see later, while some VCs prefer to

invest in a specific country, other funds invest internationally or even worldwide.

1.3.3. Per industry
Another parameter to account for VCs investment preferences is the industry sector. Some
funds might have a conservative approach by investing in safer industries while others might
consider investing in emerging industries. According to (Europe, 2015) they identify the
different sectors as: Business & industrial products, Consumer goods & retail, Life Sciences,
Computer & consumer electronics, Financial services, Consumer services, Business &
industrial services, Communications, Energy and environment, Transportation, Agriculture,

Chemicals and materials, Construction, Real estate and Unclassified.

Finally, that the VCs are willing to invest into a project will vary whether the VC is
specialized or regional (BVCA, 2012). VVCs usually provide funds for early stage and late
stages of the venture. As (Lehoux, Miller, & Daudelin, 2016) show, they step in after
Government and Universities helps along with family and friends on the seed stage.
Therefore, they may overlap with Business angels, and they precede bigger supply of capital

offered by sources such as public markets once the project has matured.

1.4. The typical venture life cycle
In the previous section, we say that among the investment preferences of the VCs, they might
prefer to invest in a particular set of stages. In this section, we describe a typical venture life
cycle (Erreur ! Source du renvoi introuvable.) and its related needs since the stage of the
venture is also strongly positively correlated to the added value a VC may add to its

investment target (Sapienza, 1992).

A venture is subject to a life cycle and thereof asks for different kind of requirements and
interventions from the VCs as well as different management skills (Tudini, 2004; Zider,
1998). First, we need to understand what is this so-called life-cycle and second, we will

describe what are the needs required in each stage of the venture’s life.



To keep it simple, we can decompose the life cycle of a venture in 4 main stages (Manigart &
Witmeur).

First, the seed and start-up stages are typically characterized by a lot of Research and
Development and its realization with a first prototype. The cash flows are negative since the
firm invests heavily in the equipment needed to develop its operations. Subsequently, in the

start-up phase, the firm invests in its working capital and facilities to start its production.

In second comes the early

growth stage where the
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In third position comes the

fast-growth stage where the venture expands its activity. In this stage, financing is crucial to

sustain the growth as the need for fixed assets and working capital increases.

At this point, break even must be reached or, even better. Net income becomes positive. Finally,

the maturity stage is reached when the company meets the standards of its industry.

1.5. Available investors per stage
Now, in each of those stages, the venture has specific needs and growth requirements to
which different investor's categories can answer. In this section, we will discuss the startup
stage as well as the difference between VC and Buyout funds. The seed and maturity stage

financing sources can be found in appendix A.

1.5.1. Startup stage: Angels, VCs and banks tradeoff
Business angels are, most of the time, described as experienced entrepreneurs investing in

innovative projects (Wilson, 2011). What’s more is that if we compare the preferences of
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Angels investors compared to VCs, they tend to invest locally and in smaller amounts
(between 25 and 500k) but in a wider range of sectors (not only the most promising one as
VCs tend to do). In Figure 3: Angels investors pros and cons, you will find a great summary

of the main pros and cons of the Business Angels.

Angels’ role are mainly (Sohl, 2012): Investing in seed and start up stage for amount far too
small for VCs; Influence the success of the firm through management and governance; Lead

the way on how the future investments rounds will be.

Angels' Characteristics l" s' . sm?l.e':‘dc::t‘:‘k’ Added Bonuses
Valn{e m'_" Prefer start-up and early stage .aneragmg effoct
Geographically dispersed invest in all industry sectors Give loan guarantees
More permissive investors Like high-tech firms No high fees
- Advantages 2
‘ Business Angels ‘
o N,
<0 D:sadvnntages 2
Little follow-on Want a say Could tum out "r“.’ 'L"l“:':":'
money In tirm 1o be “devils” SEL o
lo leveroge

Figure 3: Angels investors pros and cons

Source: https://www.slideshare.net/sameer9189/entrepreneur -venture-capital

Of course, Angels may overlap with VCs since some VCs invest in the early stage of the
venture. The VCs are considered as professional investors and an exhaustive description of
what they can bring to a venture in this section would be tedious. However, we can compare
what the VCs do compared to Angels to provide a first flavor of their resources, roles and
added value activities. Overall, the entrepreneur has technological and business skills coming
from his corporate experience or academic background (Zider, 1998) but when it comes to
financing, no one is better suited to the job than the Venture Capitalists, who have a much
larger pool of money than Angels allowing them, for instance, to refinance the venture when

needed. This is the key difference between both actors. (Schwienbacher, 2008).
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True, the VCs might ask for a greater return but providing money to ventures is no sideline
job as it is the case for the Angles. Besides, they do not only provide capital infusion but a
strong network made of their own portfolio firms fostering innovation quality (Dutta & Folta,
2016) as well as media coverage enhancing the venture visibility. Another actor susceptible to
overlap with Angels and VCs are the banks. The most striking difference between a bank and
a VC is that they will provide debt to finance the venture and no equity-like securities and are
rather passive investors. Moreover, the sector in which the venture is active has an impact on
the debt level of the firm (Shleifer & Vishny, 1997). Indeed, if the company is operating in a
R&D intensive sector, chances are high that the venture has very specific assets. Thus, this
asset uniqueness is responsible for a lower liquidation value to the company and, thus, there is

a negative relationship between the R&D intensity and the leverage level within the firm.

Compared to VCs, the banks face other major s (Gompers, 1995), especially for the highly
innovative (R&D intensive) ventures in early stage. By taking an equity stake in the firm, the
VC isinsured to reap out significant benefits if the venture proves to be successful. However,
this is often not the case as the failure likelihood is high. Consequently, the banks are not able
to extract enough value by providing debt to an early stage R&D intensive venture because if
they were to make loan with interest rate matching the venture risk profile, the interest’s
payments would be far too constraining for the venture to develop properly. Thus, banks are

mostly used at maturity stages when the company is already profitable.

Finally, as (Da Rin et al., 2011) highlight, there is still much to learn about the trade-off
between angels, VCs and banks when it comes to knowing where the key differences lie

between those three options as well as when to use them as an external source of financing.

1.5.2. The differences between VCs and Buyout funds.
In (CAIA, 2013), the authors make a distinction between both VCs and Buyout funds
regarding their transaction tastes according to several criteria. We thought that it would be in

the readers’ interest to have a clear view of those discrepancies.

As mentioned earlier, the buyout fund invests in established industries in the companies that
can prove themselves to have stable revenues. Their main sources of return are found in the
leverage and the company building they provide by selling them subsequently with a
premium. Hence, their risk is measurable, and they usually go through an intense financial
due diligence before operating. Finally, they usually back the management and help to

monitor the cash flows accurately increasing their success chances. As shown in Figure 4:
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Buy-out fund functionning the Financial sponsor (GP) gather the money of several Limited
Partners just like in Venture Capital. The difference relies in the fact that the Private Equity
fund (Buy-out fund) that is being created will use a substantial leverage next to its stake in
equity to buy the target company. Later the company is sold for a great return for all the

money lenders as well as the shares held by the buy-out fund.

In contrast, the VC firms tend to focus on the seed, start-up and expansion stage with an
appetite for cutting-edge technology with promising growth opportunities. Although there is a
lot of uncertainty, this is compensated by their industry know-how and their profound sector
and product due diligence. Of course, there are only a few firms that turn out to be successful
investments. They usually back the entrepreneurs and monitor by aiming for a growth

management.

Bank debt /
Senior credit Existing
facility lenders
and bond-
holders
Limited Partners
AUETTREN | (Pension funds, insurance
L0 Ol | companies, individuals, High yield / Taroet LBO
(GP) endowments, fund-of- Mezzanine N = Purchase
funds, family offices, etc.) debt Company Price
Proceeds

Selling

Share
holders

Private
Equity

Private

Equity Fund

(Limited Partnership)

(Preferred /
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Figure 4: Buy-out fund functionning

Source :
https://www.google.be/search?g=buy-+out+funds&source=Inms&tbm=isch&sa=X&ved=0ahUKEw;7
9LmMHiInVAhVCIVAKHYE4CmUQ_AUICygC&biw=1366&bih=613#imgrc=wbINkWp1Nx_QQM
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1.6. Venture capitalist’s decision making process?

The investment process of Venture Capitalists has changed over time. We want to give a

quick overview of what has been considered as key investment criteria through history. This

overview is also crucial to understand the current practices in the European Venture Capital

landscape.

Each provider of capital has its own kind of investment criteria to be met by the project to get

funded. For instance, family, friends and fools will focus on the personal relationship they

have with the entrepreneur and their mutual trust. The business angels will look at the

credibility of the business plan, the management team, the market knowledge of the

entrepreneur, potential ROI, fiscal incentives, etc. Banks will want some guarantees, collateral

and track record of the entrepreneur as they need to feel the ability to pay back the debt

(Marija, 2015).

When it comes to the venture capital funding, the criteria are much like the business angels

except that they will attach much more importance in the growth potential and the ability of

the ambition of the firm to deliver this growth quickly. More precisely, (Marija, 2015)

describe the evolution of those criteria over time and the most recent results are as follows:

Investment criteria category

Most valued investment criteria

The entreprencur’s personality

Motivation

Industry experience

Start up experience
Experience in leading team

General likeability

The entrepreneur’s experience

Investing own money
Inter-team Acquaintance

Education

Characteristics of the product or service

Flexibility to adapt
Satisfy a need or want
Non-appropriability

Persistence

Characteristics of the market

First mover

Second mover

2 In appendix B, you will find the determinants of the VCs’ decision making process.
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No preference

Financial considerations /

Of course, the investment patterns tend to vary with the type of VC investor.

Among the 4 types of VCs, the investment patterns are mostly the same whether they are
considered across EU or USA (Bertoni, Colombo, & Quas, 2015). As stated earlier, those
different types are the Independent, Corporate, Bank-affiliated, Governmental Venture
Capitalists. For instance, Independent Venture capitalists tend to invest in more mature
companies and shy away from the one in seed or start-up stage whereas government venture
capitalists are specialized in youngest companies with an aim to local investments on the

national level to promote among others the job creations on to stimulate the economy.

Moreover, Corporate VVCs have a marked preference for foreign companies by investing cross

borders, and Bank-affiliated VVCs are looking for the safest investments locally.

The VC is usually managed by a board that will make the decision to invest. The board is

informed by the investment opportunity, by the investment managers who therefore makes the

link between the venture and the VVC. Here below you find a schema of the different steps of

the selection process that usually takes 6 to 9 months before a decision is taken:
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Figure 5: Investment process; From pitch to exit

Source: (Manigart & Witmeur)
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After the pitch, a brief presentation is made to present the business plan and firm’s vision
where the long-term goals as well as how they will be achieved are presented. After the
assessment of the future potential, a due diligence survey is made that will cover many
aspects of the firm such as the financial position, the management team, the market

positioning and forecasts as well as a benchmark of the industry.

Then we enter the negotiation phase where the investor’s entry conditions are being defined
such as the amount, the schedule, its decision powers, exit strategy, valuation (pre and post
money), voting rights, conversion, etc. These conditions are written in a document called term
sheet outlining the material terms of the business agreement. The final step before an
investment is a closing audit that will uncover all the last bit of information that the investor
still wants to know about the firm. The investment is generally translated by a transfer in

financial resources in the equity capital of the firm.

Of course, there is no unique process set by the Venture Capitalists making it a hard task for
entrepreneurs to get through it as the VCs themselves sometimes do not understand their
decision-making process to the fullest (Marija, 2015). Therefore, we will try, in the following

section, to flesh out what triggers the venture capital decisions.

1.7. Venture capitalists’ investment conduct
In the two-preceding section, we have described the decision-making process, whether a VC
might back a new venture or not and what factors might drive such decisions. Thus, it is now

time to understand the mechanics and stakes on how the VCs conduct their investments.

This section is extremely important as each subsection is related to the relationship between
the VC and the backed portfolio company, a relationship that is at the base of the impact of

the Venture Capitalists investors on their portfolio companies.

1.7.1. Source of deals
There are two main source of deals that can possibly interest the VCs to invest being the intra-

industry spin-offs, and the ventures founded by serial entrepreneurs.

The intra-industry spin-offs which are defined as new firms created by employees from
incumbent companies (Klepper & Thompson, 2009) in a sector are making more than 20% of
the new entrants in innovative industries. These spin-offs usually spawn for 3 main reasons.
The first one is when an employee makes a great discovery that has heavy economic value

and although the firm would benefit from it, he keeps it a secret and launches it on the side.
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A second possibility is an information known by the parent company, but that has more value
as a spin-off because it would cannibalize the current business of the firm. Thirdly, the
accumulated knowledge of some employees gives them the ability to be profitable in the
industry while starting their spin-off. There is a 4 ™ fewer common path, by which spin-offs

may spawn being the strategic disagreements at management level.

Performance wise, spawned firms are consistently outperforming non-intra-spinoffs and are
often part of the industry leaders. In other words, those types of deals are very promising for
the VVCs. Furthermore, both the performance of the parent firm and the performance of the
spin off are positively correlated, a criterion that can come into play in the spin off investment

selection.

This spin-offs creation phenomenon benefits the VC industry made of 3 empirically proven
implications (Sevilir, 2010). First, companies can invest in general human capital, fostering
the creation of innovative ideas and enhanced profitability. Doing so creates more innovative
companies (controlled or not by the parent company) and sets the stage for a more developed
financial market. Second, those new companies need funds and added value activities to
thrive, enhancing the VC industry activity. Consequently, the third implication is that if the
VC activity increases, the entrepreneurship increases leading to even more investment in

general human capital by incumbent firms.

Importantly, the employee mobility is not harmful to the incumbent companies since many
employees see the innovative investment in the firm as an opportunity to move from their
current job to a better one and therefore, foster their innovation effort. In the end, if the parent
company manages to keep some of it motivated employees, they benefit from both innovation

and profitability derived from it.

This whole process illustrates the virtuous circle effect of the relationship between firm
(parent firms) investment in human capital, the creation of new firms and the development of

financial help by VCs encouraging the investment in innovation by the parent firms.

Another stream of deals for the VCs comes from the serial entrepreneurs. In this context,
there seem to be differences in the way entrepreneurs ventures are being backed by VCs (Hsu,
2007) according to two main factors. The first one is the prior funding experience and the
second one the ability of the entrepreneur to recruit executive-level employees from their own

network.
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Prior funding experience is associated with a higher likelihood of success to the venture and
to a personal tie between the entrepreneur and the VC whereas the social capital of the
entrepreneur sends a signal to the VC that the venture relies less on its value-added activities
such as recruiting management-level positions. Another scholar supports the view that
personal ties between the VCs and entrepreneur prove to be a reason why serial founders
receive financing from VCs that has already invested in his previous company (Bengtsson,
2013). Indeed, it turns out that 1 out of 10 VC investment will give birth to another
relationship and 1 out of 3 serial founders will reiterate their tie with a preceding VC.
However, the geography and industry focus of the VC influences greatly the repetition of the
relationship. Correspondingly, the more private information the VC knows about the

entrepreneur, the higher the likelihood of another partnership.

Interestingly, (Gompers, Kovner, Lerner, & Scharfstein, 2008) show some insightful findings
on the performance persistence of entrepreneurs. They find that entrepreneurs investing in
their consecutive venture are more likely to obtain funds from VCs because they have better
chances to succeed. Besides, their great track record will allow them to attract high-quality

human resources (scientists, engineers, etc.) which is very important for the VCs.

1.7.2. Contracting
Contracting theory is wide. Overall the theory splits in two main streams of research. The first
one explores the optimal cash flows and control rights and the other analysis empirical

evidence on the VVC contracts.

1.7.2.1.0ptimal cash flow and control rights.
When taking a stake in the venture, the VC usually gets it under the form of Convertible
Preferred Equity (CPE) allowing him to benefit in both upsides and downsides of the
company’s performance. The use of CPE is optimal in aligning both entrepreneur and VC
interests. This is in this context that lies the optimal cash flows and control rights theory
which essentially analyses what role a VC can endorse resulting from the CPE incentives.
Three major roles have been identified by the literature, namely: The VC incentive effort, the

refinancing or liquidation of the venture and the control rights.

Thanks to convertible securities, the VC has more incentives to add value because of the
possibility to get common equities in the firm (Schmidt, 1999). However, the VC will convert
only if the value of the firm is big enough. Practically, the VC chooses a conversion rate that

reflects the appropriate level of effort to be given by the entrepreneur. The entrepreneur will
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be incentivized to put in efforts to raise the value of the firm. Thus, if the VC sees enough
upside to convert regarding the value of the firm, he will add more value and convert his

securities into equities.

Secondly comes the refinancing or liquidation role of the VC. Stage financing as well as the
decision power of the VC to pull out of the investment has some important consequences on
the VC involvement in the firm and how convertible securities can solve those s. (Cornelli &
Yosha, 2003). Indeed, with stage financing, the VC can stop investing in the venture if the
net present value of the project turns out to be negative at some point in the life of the project.
This leads to a conflict of interest between the VC and the entrepreneur. The entrepreneur
might only want to focus on the short-term issues to meet the next stage while the VC knows
that he might be investing in a project artificially enhanced. It has been shown that the
conversion is more profitable for the entrepreneur than exposing false information to avoid
liquidation. Indeed, if the entrepreneur shows the real situation of the company, in the event
of a refinancing, the VC will exercise his conversion and be also more involved in the
company whereas false information can jeopardize the whole investment, whether the project

is good or bad.
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Figure 6: Stage financing over time
Source : http://www.wikiwand.com/en/Venture_capital

As shown in Figure 6: Stage financing over time, stage financing is just capital infusion at

every major step of the venture. This way, if the company fails to reach the next stage, the
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investors have not lost all the money they planned to invest over the whole life of the
company. As a side note, VCs usually enter in action after the highest risks have been solved,
passed the valley of death, when the company starts to breakeven. However, this is not always

possible for more complex projects needing much more time to produce revenues.

Thirdly, there is a possibility to create an optimal financial contract to motivate the VC to
monitor with the help of control rights (Dessi, 2004). Those control rights can diminish the
potential moral hazard issues; Incentivize the VC to refinance into the project; Dissuade the
collusion between the entrepreneur and the VC. This last point is especially important as it
might be profitable for a larger number of shareholder to seek private benefits in a venture
either before the contracts or after the investment has been made. Two properties must be
respected to ensure the non-collusion effect. First, the allocation of the cash-flow rights to the
VC must be made through convertible debt / stock or a mix of debt and equity. Second, the

control rights to pursue the venture or to liquidate the project must be given to the VC.

As a finishing remark, control rights are an indicator of the alignment of both VVC and
entrepreneurs. Indeed, if the allocation of control rights is made before the investment in
made and that the entrepreneur is ready to cede control to the VC, this is a positive signal that

interests are aligned (Dessein, 2005).

1.7.2.2.Empirical evidences

In this field, two main contributions have been made (Kaplan & Stromberg, 2002).

First, on what the VCs are paying attention to in their financial contracts and only then
checking how the contracts are associated with monitoring. According to them, VVCs usually
depict the risks in 3 main classes, which are related with the characteristics they are
concentrating on before a transaction (management team, market size, strategy, customer
adoption, competition, technology, etc.). The first class is risk stemming from external
uncertainty of the firm where both VC and entrepreneur are equally informed. The second one
is the internal uncertainty which is specific to the firm and, of course, the VC is less informed
than the entrepreneur. Lastly, the risk of complexity of the venture. They find out that the
impacts of those 3 risks on the financial contracts are as follows: VC ownership, control and
contingent compensation are positively correlated with external and internal risks. Greater

complexity is, however, related with less contingent compensation.
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They also find out that the VVC actions are influenced in this way: As the VC control
increases, the management team will be strengthened and the added value that they bring is

associated with an increase in VC cash flow rights.

Another point of view to be considered is the influence of the VC characteristics on the
contracts. Investors are willing to understand the terms of the contracts and thus do not want
to experiment with a new or too sophisticated contract with unfamiliar terms. (Bengtsson &
Bernhardt, 2014). This objects to the view that the investors are selecting terms from the pool
available to match the exact issue of the entrepreneur. Strikingly, VCs are different when
contracting - between each other - but they tend to reuse the same terms individually

restricting their contracting choices to a limited collection.

Finally, the contracts may differ from one country to another in different legal setups (Kaplan,
Martel, & Strémberg, 2007). Contracts taking place in Anglo-Saxon world will look similar
and the contracts made elsewhere will differ. More specifically, terms such as liquidation
preferences, anti-dilution protections, vesting provisions and redemption rights are often seen
in common low countries. The separate allocations of control, cash flow and liquidation rights
under the US contracts are likely to be efficient as they have survived in many different legal
regimes and are also used by experienced and successful VCs. Therefore, there will be a

tendency for the contracts to converge in the future.
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1.7.3. Post-investment behavior

1.7.3.1.VCs value adding activities
Next to money, VCs are known for their value adding role in the venture they back. One of
them makes the object of an analysis being the changes in board members around the
replacement of a CEO (Lerner, 1995). An assumption is made that the replacing of a CEO is
likely to be done when the company is going through a crisis and as such will also need more
monitoring. The article concludes stating that between two investing rounds, if the CEO
happens to be replaced, the next investing round will typically see more VCs coming into play
as well as more VC directors. Similarly, when the ventures are closer to the headquarters of
the VC, the VC is more likely to be part of the board of directors as the costs of monitoring
the venture are positively correlated to the proximity of both VC and entrepreneur. Therefore,

geographic proximity has also an important part to play in the board constitution.

Now we look at the work done on the professionalization of the venture thanks to the VCs. A
research asks what are the roles played by the VCs in the professionalization of the startups
(Hellmann & Puri, 2002). To measure it, the impact of the VC on the management team
structure and changes is put under investigation. It turns out that the impact is fleshed out into
a “soft” notion which is a synonym of the VC taking actions enhancing the venture benefits
but at his own cost and the “control” notion increasing the value of the firm but at the costs of

some of the entrepreneur’s benefits.

The findings are such that the companies receiving VC help are quicker to professionalize on
the soft notions through mechanisms such as recruitment process, HR policies, stock option
plans and the hiring of VP in marketing and sales. Second, the change of CEO is more likely
when the startup got backed by a VC and the change in itself can be seen as “soft” or
“control” event (voluntary or involuntary turnover). Finally, the VCs usually tend to focus
their whole attention on the suitability of the CEO if the current one happens to be not proper
enough if the company has shown no sign of success yet. This pattern repeats for the

companies with a product on the market but much less for the one that have gone public.

Finally, as a proof of value adding activity, it has been proven that VC are much more than
just capital providers (Hsu, 2004). As evidenced, entrepreneurs are ready to renounce high
valuation for lower one if the VC enjoys a great reputation. In the paper, the VCs of the

sample acquire equity with a 10 to 14% discount. This entails that the VC’s network and
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positive track record weigh heavily as distinctive characteristic aside from the cash infusion in

the entrepreneur’s mind.

1.7.3.2.Investment process
In the venture capital sector, investment is often staged. What drives this method of
investment is the materialization of the entrepreneur human capital in the physical capital of
the venture, increasing the outside financing as it serves at collateral (Neher, 1999). Another
issue that encourages the staged investment is the hold-up issue where the entrepreneur has a
lot of bargaining power if the investment is made as a lump sum upfront. Hence, stage
financing avoids this by making the investment coincide with the development of the venture

or, in other words, as the uncertainty decreases.

Staged financing is also a screening device as they can withdraw from a project if it turns out
to be not as profitable as expected or a failure (Dahiya & Ray, 2012). This confirms that it is
inefficient, in the case of stage financing, to invest too much in the early stage, and that one
should, in the contrary, invest more over time. Indeed, if the entrepreneur does well and the
venture rises, the possibility of pulling out from the venture disappears and the additional ROI

rises so that the VC will invest more as the venture is on the road to be lucrative.

Information flow is very important in the process of financing a venture. In this regard, there
are 3 types of predictions regarding the funding dynamic in response to information coming to
the VCs (Bergemann, Hege, & Peng, 2009). First, in cohesion with what has been described
above, the higher the probability of success, the higher the cash infusion. Moreover, if the
project is highly successful or is expected to reach a considerable final value, they

investments will be bigger through the life of the venture.

Second, the number of rounds also depends on those two last factors. The higher the success
chances and the higher the estimated final value of the project and the less the number of

rounds.

Third, if a new information related to one of those two topics comes, positive or negative, this

will impact the whole staging process in terms of rounds and amounts invested.

Finally, 3 forms of staging have been distinguished: The pure milestone contract, the pure
round contract and a mix of both (Bienz & Hirsch, 2006). They rely on the compromise
between flexibility of the contract after the transaction has been made and the anticipated

impact of the renegotiations on the entrepreneur’s motivation.
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Milestone contract means that the funds are contingent on some achievements fixed in the
initial contract. The round financing is when every new capital infusion is being negotiated
separately through the life of the venture. Milestone financing, therefore, asks for contract
completeness whereas round financing does not. Complete contingent contracts are only
feasible if the project is predictable in the future. The milestone method should be used for
less risky ventures. If predictability cannot be made, the choices go into the mix or the full
round financing. However, there is one more precision to add. The characteristic of the
milestone is dependent upon the development stage of the venture. Thus, an early stage firm
will rely on product development milestone instead of financial milestone as a larger firm
would do. If the impact of future renegotiations is high, the mix is preferred instead of the full
round. In other words, for riskier or less-developed ventures, key information will not be
available soon and therefore, a more flexible approach is more suitable. Finally, light is shed
on the decision to stage the investment or not relying on the asymmetry of information as well
as the uncertainty of the firm but not on the tangibility of assets and the available human

capital.

1.8. The Private Equity and Venture Capital market activity

1.8.1. European Private equity and Venture capital landscape

1.8.1.1.European Private equity trends and entrepreneurship drivers

Inareport d by Roland Berger (Berger, 2017) in 2017, the main take away for the Private-
equity sector in Europe for 2017 were that: First, growth in the sector will be at its highest in
Portugal, and Spain followed by Germany whereas the UK, due to its political instability will
face the smallest one. Also, the mid and small cap segment will gain in significance, M&A
wise. Furthermore, the recent decay in the European political climate will drive the optimism
of PE investors down as well as the expected increase in competition from China in sectors
such as automotive and capital good & engineering. However, competition in fundraising is

not expected to change.

More specific to the private-equity sector, the active portfolio management is still the factor
associated with the highest success rate of the venture while the new investments and the
development of portfolio companies will be the two-main focus of PE firms after the high
divestment in previous years. The most preferred exits will be sales to strategic investors, and

to other PE investors while the number of IPO will decrease. Finally, the most promising
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sectors of PE are technology & media, pharma & healthcare and consumer goods & retail.

Professionals anticipate great yields from M&A deals in those sectors.

Another way to look at the PE and VVC sector in Europe is to look at the entrepreneurial
activity. In their latest report on entrepreneurship in EU (Ali et al., 2016), the Global
Entrepreneurship Monitor states that Europe is the least competitive regarding the number of
people starting new businesses (Total entrepreneurial activity — TEA). However, the rate of
employees involved into entrepreneurial activities makes up for this lack of entrepreneurship
(Entrepreneurial employment activity — EEA). This makes of Europe the proportionally most
important region where entrepreneurship is translated by EEA with 40% of the population

being EEA entrepreneurs as illustrated in the graph below:
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Figure 7: EEA and TEA in the World in population %

Source: (Ali, Bosma, Hart, Kelley, & Levie, 2016)
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EEA rates are affected by many factors that the Global Economic Forum allocated in 12
different pillars constituting the Global Competitiveness Index (GCI). Among those pillars,
11 out of 12 correlate positively with EEA and 5 out of 11 with more than 65%, namely:
Institutions, Goods market efficiency, Labor market efficiency, Technological readiness and

Innovation. Hence these are the drivers of the European EEA rate.

The institution pillar is about the IP protection, government regulations, etc. According to the
GCl, investments are relying heavily on it and also play an important part to the way the costs
and benefits are supported and spent according to an economic strategy. The goods and
market efficiency measures through several indicators the domestic and foreign competition.
This factors correlates with EEA since the higher the competitive pressure, the higher the
firm’s efficiency and innovation must be. The labor market efficiency is also key for the EEA
since the flexibility to hire people rapidly and at competitive cost is an encouraging setting for
entrepreneurs to create value. This also plays a role in the country’s attraction for its talent
and employee performance. Further, the technological readiness ensures that the country is
making a good use of the communication technologies increasing efficiency and allowing a
competitive environment. This also contributes to create high knowledge-intensive ventures.
Finally, the innovation pillar is related to factors such as the R&D spending of firms, the
university's contribution and the number of patents filed. Indeed, EEA is positively correlated

with the extent to which firms invest in innovation.

1.8.1.2.European private equity and venture capital in numbers

We start with several big trends that happened in the first quarter of 2017 (stanford et al.,
2017).

We begin with the decline in the number of deals, especially in the angel and seed
investment's brackets. This is the reason why the European Investment Fund set up the
European Angel Fund in 2012 to refresh those activities within the PE sector. However, even
though the number of deal decrease, the added value stays stable at a high level and from a
sector perspective, it is the software companies that are making 50% of the VC deals in

Europe.

Geopolitics in Europe have increased the uncertainty in the PE sector. Currently, London is

still the first EU city with 118 deals for a total of €635.4M in value despite the Brexit. In



26.

comparison, France and Benelux, region comes second right after the UK & Ireland region

with around 35% of the VVC deals as shown in the chart here below:

UK still gaining largest proportion of VC activity
European VC activity (#) by region
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Figure 8: European VC activity by region

Source: (stanford, Hanson, Tarhuni, & Sam, 2017)

However, the political uncertainty (elections in France and Netherlands; the Brexit) has
certainly decreased the EU countries wish of exposure and consequently, the five largest
acquisitions of 2017 first quarter have been made by companies based in China and Hong-
Kong. Overall, the public markets are less appealing with the political changes as reflected by

the decreasing number of IPOs.
Fundraising — Investments — Divestments

In the EVCA (European Venture Capital Association) annual report (Europe, 2015), they
decline the private equity and venture capital activity in 3 main parts: Fundraising,

Investments and Divestments.

By fundraising, we mean the amount of capital that the PE institutions have succeeded to get
under management thanks to the investment of limited partners either directly or indirectly.
By investment, we mean the venture capital investments in either early or later stages of the
venture. Finally, divestments are activities linked to the exit of the Venture capitalist from the
capital which can be done through an initial public offering, a repayment of principal loans,

trade sale, write-off, sell to financial institution, etc.
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For each one of those parts, we will present the situation for the overall private-equity market

and with a focus on the venture capital market as it constitutes the main topic of this paper.

A. Fundraising

As shown on Figure 9: Incremental amounts raised in EU per Private Equity segment below,

€47.6 billion got raised in 2015 for the whole private-equity sector which matches with 2014.
The buyout activity is still making the largest part of the raised amount in the PE sector with

approximately 70% of the total amount raised in 2015. The venture capital is behind with

11.1% of the total amount fundraised.

Slnce 2013’ eaCh a'CtIVIty Of the Incremental amounts raised during the year (€ billion)
PE sector has increased its
fundraising, except for the

buyout funds despite its

notoriety. Indeed, as you can

see on Figure 10 : 2011 - 2015 :
Incremental amount raised per

PE segment, growth, mezzanine

and generalist fundraising has

2011 013 014 2015
Venture Capital = Buyout Growth Other (2) Total

increased up to 2015. Venture

capital has also increased and Figure 9: Incremental amounts raised in EU per Private Equity segment
has won €0.4 billion in Source : (Invest-Europe)

fundraised amount compared to

2014.

As depicted on Figure 11: Private equity: Capital concentration, the capital is quite
concentrated with 50% of the total amount raised being managed by 11 funds each of them
being valued at over €1 billion (purple dot). We also notice that the number of funds with
between €0.5 bn and €1 bn (red dot) under management has halved from 2014 to 2015.
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Funds raised by fund stage focus

2011-2015 - Incremental amount raised during the year
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Figure 10 : 2011 - 2015 : Incremental amount raised per PE segment

Source: (Invest-Europe, 2015)
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Now, the amount raised by region is the highest in the UK & Ireland region with 47% of the
total amount raised in PE sector in 2015 followed by France & Benelux with 25% of that

amount.

Venture Capital - Funds raised by type of investor

2011-2015 - Incremental amount raised during the year - % of total amount
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Figure 12: 2011-2015: Incremental amount raised VC segment per investment type

Source : (Invest-Europe, 2015)

For the venture capital industry, this is a slightly different story as the Figure 12: 2011-2015:
Incremental amount raised VVC segment per investment type depicts it. Indeed, the VCs raise
their money primarily through government agencies (grey curve) which have dominated the
sector since 2011 followed by the fund of funds (orange curve) that increased sharply from
9% in 2014 to 22% in 2015. At the third place, we find the corporate investors (red curve)
which have decreased from 26% in 2014 to 15% in 2015.

In a Pitchbook report (Tarhuni, Stanford, Cox, et al., 2016), they show that VVC raise larger
funds than ever in 2016 allowing 85 % of them to reach their fundraising target as shown in
Figure 13: PE funds, number that hit target below.
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Figure 13: PE funds, number that hit target
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Aging population, squeezed state budgets and the retirements of baby boomers are factors
triggering this funds supply. There is also a decade the high amount of available liquidities
among VCs because the selectivity in deals has increased. This is because VCs are looking for
more traction and growth in the project they back and because the firms are staying private
over a longer amount of time, increasing the potential amount of capital to be invested to

reach an acceptable exit.
B. Investment

First, as shown in Figure 14: 2011 - 2015 : EU investments - Market Statistics - Amount &
No. of Companies the amount of total investments has risen since 2013 from €36.3 billion to
€47 .4 billion in 2015. Also, the total number of firms (all PE sector activities involved) of
4888 in Europe is lower than 2014 as the number of VCs firms has shrunk from 3237 to 2836
in 2015. This is a sign that the VC market is consolidating.

The buy-out activity is again the first

Investments - Market statistics - Amount & No. of companies

3,237 in terms of percentage of the total
2,965 2,981 3,055 . . .
’ 2,836 amount invested in 2015 with 76.6%
44.9 47.4 even though this segment only
368 6.3 represents 18.6% of the total number

41.8
of investing firms. In comparison, the
313

951

VCs represent 8% of the total amount

invested but count 58% of the total

number of firms.
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Venture Capital Venture Capital
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Growth Growth
Othert?
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Figure 14: 2011 - 2015 : EU investments - Market Statistics - Amount & No.
of Companies

Source: (Invest-Europe, 2015)

In the VC segment, it is however interesting to look at the details of this segment composed of
3 activities: seed, start-up and later stage VCs. In the two following figures (Figure 15:

Venture Capital: Investment by stage — Amount invested; Figure 16: Venture capital:
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Investment by stage - Number of companies), we observe that in terms of amount invested in
the VC segment, the start-up stage (dark-green green curve) has always dominated the two

others as well as in terms of the number of VVC firms specialized in that segment.

Venture Capital - Investments by stage
Quarterly trend Q1 2011 - Q4 2015 - Market statistics - Amount
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Figure 15: Venture Capital: Investment by stage — Amount invested

Source: (Invest-Europe, 2015)
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Figure 16: Venture capital: Investment by stage - Number of companies

Source: (Invest-Europe, 2015)

Furthermore, in the VC segment, 98% of the investments are made in SMEs and 68.8% are
made in SMEs between 20 and 99 employees which concur with the tendency of the segment

to invest mostly in the start-up phase rather than the two others.
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If we consider the VC investments as percentage of European GDP, Denmark comes first,
France seventh and Belgium sixteenth way below the EU average as shown in Figure 17: VC

Investment as % of GDP (Countries and EU average highlighted in yellow).

By region, we observe that France & Benelux is first with 28% of the total PE sector

investments but falls at the second place after the DACH region for the VC segment alone.

Finally, sector wise, as shown Venture Capital
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C. Divestments

Divestments at cost - Venture Capital / Buyout / Growth
2011-2015 - Market statistics - Amount & Number of companies
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Figure 19: Divestments - VC, Buyout and Growth

(Invest-Europe, 2015)

As usual, the Buy-out sector leads in number of divestments with €34.3 billion and followed
by the growth (€3.2bn) and VC (€2.1bn) sectors as shown in figure 16. In all 3 sectors, the

most common exit route is the trade sale.

The divestments by region for the PE sector in 2015 have amounted to a total of €39.6 billion,
and the region with the highest divestment amount are the UK & Ireland with €17.7 billion
followed by France & Benelux with €9.7 billion.
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For the VC sector in particular, the two following graphs (Figure 21: Divested VC amount per
exit route; Figure 20: Number of companies divested by VCs) show both the percentage of
total divested amount for the VC sector (€2.1 bn) per route as well as in terms of percentage

of the number of companies divested.

& Venture Capital Venture Capital

—

€2.1bn 1,005 Companies
Figure 21: Divested VC amount per exit Figure 20: Number of companies divested by
route VCs
Source: (Invest-Europe, 2015) Source: (Invest-Europe, 2015)

The graph to the left shows that in amount of percentages, the trade sale (light green) leads
with 50% of the total amount divested, followed by the write-off (red) and the sale to another
firm (grey). In comparison, we notice that in terms of percentage of firms divested (chart to
the right), the trade sale still leads with 24% of the 1005 divested companies, but the
proportions are much more equilibrated with the write off being of 23% (red) and, in purple,
the repayment of silent partnerships (repayment of mezzanine like debt instruments) with
20%.

Finally, the sectorial approach shows that the VVC sector divests the most in life sciences

followed by the communication sector and the computer & consumer electronics sector.

In 2016, in the Venture capital market, according to the annual Private equity and Venture
capital exits report by Pitchbook (Black et al., 2016), the software sector is by far the first one
in terms of number of exits. 35.5% of the number of VVC backed exits were at least 100M

worth in value and less than 5% of all exit value was represented by exits of less than 50M.
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However, even though the software sector accounted for 500 exits (almost 50% of the total
number), the pharma and biotech sector accounted for 39% of the 2016 value with only a

small amount of the total number of exits as Figure 22: VC-Backed exits by sector shows here

below (dark blue):
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Figure 22: VC-Backed exits by sector

Source: (Black, Stanford, & Hanson, 2016)

This is not surprising knowing that 2 among the 3 largest acquisitions in 2016 were from that
sector with Stemcntrx, Acerta Pharma and on the fifth position Afferent Pharmaceuticals, also
from the pharma and biotech sector with respectively €10bn, €4bn and €1.25bn in value.
Among the 5 largest VC-backed IPOs, we find Intellia Therapeutics in third position from the

biotech sector.
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1.8.2. Belgian Venture capital landscape

In their latest quarterly d report on the Belgian VC activity, NautaDutilh’s analysts have
identified several trends (Janssens, Crombrugghe, & Jacmain, 2016) in the 2016 4" quarter.
First, since the last 2015 4™ quarter, acquisitions have been on the rise gradually and are now

making 72% of the transactions compared to other exits.

When it comes to backing companies, the VCs are primarily worried about the credibility of
the business plan, focusing on realistic short-term goals as well as the management team
which is still considered to be difficult to build as attracting great managers is not an easy
task. Also, the question to provide subsequent capital relies essentially on the goods and

services being on the market.

The deal speed is, on average, of 18 weeks from the receipt of information to the closing.
Overall, the trend has been going downward in the number of week because of internal capital
gains rulings operating in 2016 and the government's consideration on taxing capital gains.
Interestingly, the tax ruling s awareness has increased with the Base Erosion and Profit
Shifting (BEPS) package modifying the fiscal climate in Europe with 74% of interviewed

companies considering this as important.

The most VC activity is found in this order into: the technology and IT sector, life sciences,
retail & wholesale and business professional services. The manufacturing sector is not
represented in the top 4 anymore even though it has been known to be an innovation and job

creating factor.

Belgium accounts for 3.4% of EU VC investments which corresponds to 0.028% relative to
its GDP, just equal to the European countries average for 2016 but far below the top 3
countries: Ireland (0.078% of GDP), Finland (0.05% of GDP) and Sweden (0.041% of GDP).

1.8.3. French Venture capital landscape
The Association Francaise des Investisseurs pour la Croissance (AFIC) released their annual

private equity report from which we derive several important information.

In 2016, for the whole private-equity sector, €14.7 billion have been raised and will be
mainly injected into the French economy. The investments have reached €12.4 billion
financing approximately 1900 companies whereas 1400 companies have been prepared or

have been through their investor's exit from the capital.
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The funds raised represent a 51% increase compared to 2015 with 45% coming from foreign

countries and a strong involvement from French institutional investors (banks and insurance

companies). Most of those funds will be allocated to buyout capital (€9.3 billion) with

Venture capital falling in the third place (€1.6 billion) after development capital (€ 3,7

billion).

As show in Figure 23: 2016 - Sectorial investement repartition, the sectorial repartition of

investments shows that the industrial sector is first with 28% of the investments made (purple,

right hand side bar) followed by the consumption goods (27%) and biotechnologies (15%).
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Figure 23: 2016 - Sectorial investement repartition

Source : (Biotechgate, 2016)

Among the €12 billion invested, 71% got invested in France as the Figure 24: French VVC

investemtents : France - Cross Border — International suggests followed by 23% in Europe.
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In terms of PE sectors, there is a record

12 395 ME investis en 2016

number of companies investing in seed-
stage with an increase from 499
companies in 2015 to 634 companies in
2014. In terms of deals value, 81% of the
investments are less than €5M and the

surge in capital supply is benefiting VC

investments under €15 million.

Figure 24: French VC investemtents : France -
Cross Border — International

Source : (Biotechgate, 2016)

For the divestments, the development capital accounts for 60% of the total number of
divested firms (831 out of 1376) with an historical cost of €3.9 billion out of €8.9 billion. VC
falls in the third place with 310 divested firms and €0.8 billion in historical costs.

1.9. The life sciences industry: Belgium and France

1.9.1. Why the life sciences sector?
In the private-equity sector, there are many different industries in which the funds can invest
such as transportation, real estate, life sciences, financial services, energy & environment,
consumer services, etc.. However, some sectors have been more attractive lately. In 2015, the
biggest gainers of the European VC market per sector were the consumer services,
biopharma, software and financial institution's services with a respective increase in deals of
79%, 55%, 41% and 15% compared to last year (Pearce, Lau, Ozdemir, Ohshitanai, &
Grabow, 2015).

More specifically, the innovations made in the medical sector changed the ways we treat,
manage and heal diseases. Indeed, the new procedures, tools, compounds, guidelines or
policies that the biomedical advancements gave birth to have attracted investors in a sector

that has proven to be lucrative from an economic point of view (Soenksen & Yazdi, 2017).

Also, there is a positive correlation between a country general economic strength as well as its

spending level in healthcare industry (Reh, 2017) and the life sciences sector growth rate.
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According to the latest healthcare report released by OECD (OECD/EU, 2016), the European
healthcare expenditures had decreased significantly after the 2008 crisis but are now growing
steadily but slowly, in accordance with the economic growth, i.e. much slower than the pre-

crisis era.

In 2015, among the top 3 spenders in healthcare per % of GDP, we found that France is third
with 11% and Belgium arrives at the 6™ place with 10.4%. Even though the tendency has been
to see those numbers stabilized since 2009, if we compare those spending levels with the
European average of 9%, this is a positive news for the life sciences industry. The financing
of those expenditures comes mainly from government schemes and compulsory health

insurance (more than 75% for the EU average).

In contrast, other argue that there is a shift of capital investments from life science's sector
due to the fact the even though the innovation produced by the firm will provide considerable
help to society, the value of the firm itself is totally indifferent to that (Lehoux et al., 2016;
Soenksen & Yazdi, 2017). Another reason is the mission of the VC itself which is more about
extracting economic value from innovative firms and technologies instead of fostering

innovation.

Besides, “venture capitalists are more willing to support innovation only after the initial and
more uncertain stage of technology development has been overcome” (Faria & Barbosa,
2014). There is also a hypothesis saying that this shift comes from increased market
constraints and regulatory scrutiny, with a focus on the failure to disclose safety risks, the off-

label marketing and preoccupations about trial processes.

Consequently, with macro and industry specific factors playing in favor of the sector and
against it at the same time, there is what is called a cautious optimism in the sector with both
rosy prospects in terms of growth, sales and increasing demand and challenges arising. The
industry’s outlook for 2015 -2019, according to Deloitte, are as follows (Reh, 2017) : First,
the population is aging and expending, boosting the sales and growth of the pharma. Second,
the biotech drugs are carving a niche in the pharma market but are facing regulatory
challenges stemming from the country's health care systems and regulatory discrepancies.
Third, Medtech is looking at great potential upsides coming from an increasing demand for
advanced medical technologies but at the same time is threatened by the increased

competition, lower margins and more rigid regulations.
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In the following sections, we analyze what are the sectorial specificities in life sciences for

both Belgium and France.

1.9.2. Life sciences sector in Belgium
According to an article published by Biovox3, Belgium is a great country for an entrepreneur
to start his life sciences venture. There are numerous specialized funds available whether
private or public, forming a solid base for young companies in the field such as: GIMV,
PMV, Vesalius Biocapital, Capricorn, BioVest, Fund+, SRIW, Nivelinvest, Investsud, V-Bio

Ventures, etc.

There are also many government supports from IWT (Flanders), Innoviris (Brussels) and
DGO06 (Wallonia) filling the gap between early stage and mature financing by providing
grants. Hence, much French and Dutch VC funds try to find their next investment
opportunity, and many Southern European funds are looking for early stage financing in
Belgium proving that Belgian entrepreneurial ecosystem is effective with its startup funds,

talents, knowledge centers and clusters.

In another article published in the entrepreneurial section of the BNP Paribas Fortis website?,
they talk about a boom in the biotech sector in Belgium. The biotechnology sector gave birth
to 140 active companies in Belgium, a proof that life sciences has seduced local and
international investors. In this article, they interviewed Goeffrey Holsbeek, a successful
Belgian entrepreneur and one of his biggest advice to future entrepreneur is to find the right
financial partners. Indeed, biotechnology development asks for huge amount of capital. In
Belgium, it is possible to turn toward the AWEX, BioWin or incubators such as WBC
Incubator or WSL. He adds that some projects may find up to 70% of what is needed via

subventions.

There are also other specialized organisms such as the Scientific Parks Network in Wallonia
(SpoW) constituting a favorable ground for scientific applications. It employs 15 000 people
in the region. In this network, you find the Louvain-la-Neuve Science Park, Liége Science
Park or Gosselies Science Park. Those structures are a great way to show off our latest

innovations and well as boosting the country’s competitivity.

3 http://biovox.eu/insights/detail/belgium-rsquo-s-investment-market-amongst-the-
best-in-europe

4 https://bizcover.bnpparibasfortis.be/fr/on-en-parle/entrepreunariat/scientifigue-et-
entrepreneur-le-boom-des-biotechnologies-en-belgigue
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Some big companies are also mentoring some innovative but very risky firms in their research
by sponsoring their research or acquiring them straight away. Finally, numerous promising
synergies are created through the alliance of startups in different sectors allowing the co-

creation phenomenon to develop.

Now for the fiscal incentives, Belgium has set a favorable tax environment for the life science
sector as well as for foreign entrepreneurs/ investors. Indeed, according to (Bries & Albert,
2011), the tax deduction available from the patent income provides Belgium with one of the
lowest effective tax rates on such revenues. This exemption allows up to 80% of the patent-
related revenues to avoid the Belgian tax regime of 33.99% (24.98% for SMEs with less than
€322.500 in profit before tax). An exemption also applicable to foreign companies. Moreover,
Belgium allows up to 75% relief on payroll costs for foreign researchers as well as investment

incentives or tax credit if the R&D is related to an environmentally friendly technology.

Through the development of the life-science product development cycle, Belgium is equipped

with many factors able to boost the process’ speed and its success likelihood.

First, the research and development is encouraged by the 20 academic research institutes, 25
incubators specialized in biotech and science parks. Although the country accounts for 2% of
EU population, almost 10% of all R&D investments made in EU in biotechnology is made in
Belgium. Secondly, the discovery phase; Belgium is the 8" most inventive country in pharma
sector in the world. Third, the clinical trials; The approval speed between phase I and 1V is
one of the fastest in EU with 28 weeks and Belgium has the most phase | trials per capita in
EU. Fourth, the patents; The time between filing and granting the patent is 18 to 20 months
which is faster than its neighbors (UK is about 3 to 4 years). Fifth, the logistics; Obviously,
being at the heart of EU is helps a lot, the biologistic center around Liege’s airport as well as
Antwerp port being the first chemical port in EU and second for freight transport. Finally, the
marketing; Belgian is the first country in the World in terms of positive public opinion about
life science industry and is internationally oriented by accounting for 17% of EU biotech

export.

In 2016 according to (Janssens et al., 2016), one of the biggest deal in the Benelux was the
acquisition of Capsugel by Lonza Group AG, a Swiss pharmaceutical for 5.5 billion on 15
December 2016. Another transaction was the sale of GIMV, PMV and Qbic stake in the

capital of Multuplicorn for €68 million. Successful fundraising deals were Promethera
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Biosciences with 10 million, Indigo Diabetes (UGhent Spin-off) with 7 million and Noona

Healthcare with 1.5 million.

1.9.3. Life sciences sector in France
In a report released in 2016 by BiotechGate, Alsace BioValley and Venture Valuation AG,
(Biotechgate, 2016) they show some interesting numbers. In the French Life Science industry,
there are 711 biotech companies, 169 medtech, 84 pharma companies, 440
NGOs/public/medical facilities and 500 other life sciences related companies. In those
companies, 26.3% have more than 200 employees, 24.1% between 51 and 200, 33.1%
between 11 and 50. In terms of ownership, 78.9% of the firms are privately held, 13.6% are

subsidiaries and 7.5% are listed on stock exchange.

The number of firms founded per annum in the sector has been decreasing since 2013, and the
biggest activity is by far, in the biotechnology sector, the neoplasms — cancer — oncology with
about 150 firms.

The financing of biotech companies by venture capitalists has sharply decreased in value
($112.8 million in 2015 compared to $11.2 million in 2016) as well as the number of rounds

(from 11 to 2 on the same period).

The 3 major round between 2015 and 2016 have been in the biotech sector (Therapeutics and
diagnostics) with MedDay Pharmaceuticals, GenSight Biologics SA and ENYO Pharma SA
with respectively: $38.5, 36 and 24.4 million raised.

Now in the 14™" edition of the annual French life science industry review published by France

Biotech (Panorama-fbt-version), here is what the French sector looks like in 2016:

The French tax system has two main favorable treatments for innovative SMEs. The first one
is a tax credit for R&D, and the second one is the young company status allowing several tax
advantages for innovative SMEs. However, the tax on capital gains remains one of the highest

in EU, which is inexistent in Belgium.

The life Sciences sector has raised €1.6 billion of which €600 million got raised through 14
IPOs. Euronext is now the first market in Europe for the biotech sector and the first in the
world for the medtech. M&A operations in the Life Science sector are still highly growing in

the world but are still not sufficient in France as well as in the rest of EU.
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In 2015, La Banque Publique d’Investissement (BPI) has €339 million to be allocated in the
Life Sciences industry. The BPI can help the young companies to explore the feasibility of
their projects, realize them with grants and subventions, provide seed money and reinforce
your equities. There are also 7 innovation clusters along with academic research driving the

sector (in 2013, 54% of biotech firms were spin-offs).
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2. The impact of venture capitalists’ roles on investee companies
To provide an answer to this thesis issueatic, we want to capture the impact the VCs say they

make on the venture and the impact the entrepreneur has felt.

2.1. Venture capitalist point of view
In their paper (Bottazzi, Rin, & Hellmann, 2008), the authors describe what are the
consequences of activist behavior from the VC firm in their investee companies. We found
this work particularly interesting in the way they describe the possible roles VCs might take

and hence, impact their portfolio company. They provide 4 roles.

- The professionalization of the management team through recruiting
- The governance via a seat on the board of directors
- The monitoring intensity

- The Fundraising process

Let’s not forget that those four roles are influencing the success outcome of the venture in a
double moral hazard framework that is the investment relationship between an entrepreneur
and a VC>,

2.1.1. The professionalization of the management team
The first role is the professionalization of the management team. Interestingly, VCs seem to
usually face issues such as measuring the capabilities of the people in the firm they are about
to invest into or when decisions such as abandoning a venture or when to cash in the
investment must be taken (Sahlman, 1990). To solve those issues, different solutions exist and
one of them is the active involvement of VVC by sitting on the board, help recruits and
compensates new individuals, help in the elaboration of firm’s strategy, structure some
transactions as M&As, etc. The most common thing to do for VCs is to bring outsider CEO to
replace the current one as well as new human capital resources at the bottom of the company

to exercise a certain amount of control (Hellmann & Puri, 2002).

5 The value of a venture is uncertain at first and when the firm develops, new information come.
Therefore, the allocation of the funds is subject to what is called moral hazard because an entrepreneur can take
risks without facing the consequences personally (hence the contracts to prevent this issueUS). A double moral
hazard occurs when both actors, entrepreneur and venture capitalist, are engaged in the same deal, the venture,
which is essential to the resolution of a common outcome. To solve this, there exist incentive mechanisms for
both parties to get involved in the venture; risk sharing contracts; signals about the quality of the venture.
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2.1.2. Governance
The second role is the active governance of the VCs which is mostly translated by the VCs
sitting on the board of directors, influencing the important decisions to be made along with
control rights allocation and contract covenants. Information asymmetry and general
uncertainty are the main drivers for the control rights allocation (Dessein, 2005). These rights
are usually contingent on the entrepreneur’s performance and to the degree of information
asymmetry. The more the entrepreneur knows, the higher the investor control rights to show
the entrepreneur’s compliance to work with the VC. Furthermore, the higher the information
asymmetry and riskiness of the venture, the more the VC will make use of his industry
knowledge and monitoring skills, hence the investment concentration in high-tech industries

for early stage ventures (Gompers, 1995).

By examining optimal contracts, it is noteworthy that the VC governance is about controlling
the board of directors and compensating the entrepreneur with a vesting scheme of their stake
in the company (Hellmann, 1998). Also, control rights under the contracts are
multidimensional and switch gradually from the VC to the entrepreneur in accordance with
the performance of the firm (Kaplan & Strémberg, 2003). Finally, those contracts are being

renegotiated at each round because the new set of contract terms are being added.

2.1.3. Monitoring intensity
The third role is the monitoring intensity looking at the amount of communication there is
between the venture and the VC. VCs monitor their investment progress but the intensity
might differ according to several criteria as evidenced by (Gompers, 1995): “A decreases in
industry ratios of tangible assets to total assets, higher market-to-book ratios, and greater
R&D intensities lead to more frequent monitoring”. In a broader perspective, the relationship
that a venture might develop with a lender can have an impact on the amount the venture can

raise through lending via institutions such as banks (Petersen & Rajan, 1994).

2.1.4. Fundraising ability
The fourth role is the subsequent fundraising ability of the VCs. Indeed, portfolio companies
backed by VC firms with a great network have more chances to survive during the
development process of the venture, in other words, through several financing rounds until the
exit (Hochberg, Ljungqvist, & Lu, 2007).



46.

2.2. Entrepreneur point of view
We also want to understand how the entrepreneur or management team felt when they
received the help of the VC. There is not much literature going over the relationship between
the VC and the entrepreneur from the entrepreneur’s perspective. An interesting approach is
to describe the key s that the entrepreneur needs to be aware of when dealing with a VC
through the different phase of the investment cycle (Clercq, Fried, Lehtonen, & Sapienza,
2006). This relationship can be maximized if the entrepreneur follows some advices to avoid

potential hardships that could decrease the value creation of the relation.

2.2.1. Pre-investment stage
In the pre-investment stage, there are four big aims to think about: Getting Venture Capital,
get the right VC, obtain the right amount of money and structure a fair deal. Although, getting
a VC is one thing®, getting the right one is another. Indeed, the VC must have complementary
skills to those already available in the firm and as such, the entrepreneur must know the skills
they are looking for ina VC. Also, the commitment of the VC is very important as it regulates
the amount of potential added-value that the venture will get. Finally, a trusting relationship
should be built as early as possible to work efficiently even when things do not go according

to plan.

Obtaining the right amount of money is also crucial. The VC will usually stage his investment
so that he can decide later, as the project evolves, if he wants to invest more in the venture.
Therefore, the entrepreneur must find the right balance between keeping more equities in his
company and run out of cash or getting more cash than needed by ceding too much of the
ownership to the VVC. The last pre-investment aim is to structure a fair deal. The entrepreneur
must be aware that the valuation will be probably lower than he expects in the case it is an
early stage investment with few tangible proofs of potential upside for the VC and that the VC
will get a considerable chunk of control rights that are not always easy to accept. By being
conscious of those norms, the entrepreneur will appear less averse to these terms in the
negotiation of the deal and once the investment is committed, the chances will be more likely

to develop a healthy partner relation with the VC post-investment..

¢ We do not expend ourselves on this matter as it is too early in the process
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2.2.2. Post-investment stage
The post-investment stage should attract the attention of the entrepreneur on four matters:
Respecting the VC, communication, trustworthiness and objectivity. First, respecting the VC
means that the entrepreneur must recognize the expertise and experience of the VC but also
the fact that the money comes from the VC in stages. If the venture is doing poorly, that
increases the VC power on the entrepreneur. Finally, the added value feature of the VC comes
if the VVC considers the venture worth of its attention which must be allocated between many
companies. Indeed, the entrepreneur must remember that the VC maximizes his whole

portfolio value rather than the value of one investment.

Second, both formal and informal communications are key to the relationship to thrive. Doing
so will create a more open and direct approach in the communication which is preferable.
Third, trustworthiness between both actors is non-negligible in an environment of great
uncertainty. The two parties need to trust each other fairness via fair procedures ensuring both
parties are not hiding anything from each other. Fourth, if the relationship is going well, there
is a risk that both parties do not evaluate each other decisions as thoroughly as before, a

phenomenon to be avoided for the good of the venture.

2.2.3. Exit phase
The exit phase is about avoiding premature exit and make the exit harmoniously. First, the
importance of the relationship is again important if the venture goes wrong at some point
since the VC might pull out his investment. Therefore, a healthy relation can increase the VC
patience and avoid a premature exit. Also, if the VC is relatively young, he might want to
show off his skills to the market by making the firm exit too early. Fortunately, in that case, it
means that the venture is successful and that the entrepreneur has probably a stronger word to
say in that decision. Second, experienced VCs are a catalyst for value creation when the time
for exit has come because they have an extended network that can help in the transaction as
well as a reputation the might enhance the value of the venture in the eyes of the public in the

case of an IPO.

As those 3 phases show, the relationship between the VC and the entrepreneur is crucial to

enhance the positive impact the VC can have on the venture’s chances of success.
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3.  Thesurvey’
This research aims to understand what is the impact of Venture Capital investors on their
portfolio companies with a comparison between Belgium and France. Therefore, we
interviewed VCs to get a better understanding on how they impacted the business they were
involved in. The VCs were found via different discussions and meetings with people of
interest in the field. 1 also browsed into the Belgian Venture Association directory which has
been of great help as well as a very thorough article presenting the French VCs and their

specializations®.

However, as shown in the previous section, the impact of the VCs is also relying on the
relationship they have with the entrepreneurs. Therefore, we have also interviewed a set of
firms that have been previously backed by the selected VCs. We found them via the websites

of the VCs who righteously advertise their successful exit events as well as Crunchbase.

In this section, we want to describe the aim of the survey. Furthermore, we want to show how
the data and survey’s nature decision was made, how we designed the survey, describe the
procedures to conduct it, introduce both Belgian and French VCs & entrepreneurs samples

and the retrieval of the gathered data.

3.1. The survey’s aim and interest
The aim of the following survey will be to understand how the Venture Capitalists, through
the described roles will impact the venture they choose to invest in. Also, by comparing
Belgian and French Venture Capitalists firms, we will get a detailed view on how both
countries are similar or different in those roles as well as which country-specific factors might
influence (or not) those roles. We will interview venture capitalists from the life-science

sector.

Furthermore, this survey will be enriched by the testimonies of several former VC-backed
companies, who will describe how their relationship with their VC unfolded and how they felt
about it. Thus, we will know more about the entrepreneur’s satisfaction with the VC work.
Overall, with the above literature review, we believe that it will also provide us with some
“genuine” information about how the industry works in both countries; information that no

empirical study can provide with statistical measures.

" The questionnaires used for the survey are available in the appendix: Appendix C.
8 https://blog.serenacapital.com/the-ultimate-french-vc-list-64034164b081



https://blog.serenacapital.com/the-ultimate-french-vc-list-64034164b081
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Moreover, the comparison of both VCs and entrepreneur’s interviews will fill in a gap that
many studies over the past have not covered by confronting their respective views and
perceptions of the impact brought by the VCs on the venture. Thus, we believe that this thesis
will be of interest for all the practitioner of the Private-Equity sector and more specifically
VCs who are willing to discover a fresh look and overview of the relationship between the
VCs and entrepreneurs with an emphasis upon the situation between Belgium and France in

the Life-Science sector

3.2. Data and Survey’s Nature

Before undertaking the survey, we needed to determine what was the nature of the data we
wanted and consequently, define the nature of the survey to be conducted. First, we asked
ourselves what kind of data we wanted to obtain and how to obtain them. In the literature,
there exist different sources of data when it comes to VVC researches. A first approach would
have been to consult commercial databases such as ThomsonOne and VentureSource which
have been used extensively in previous researches and cover a large extent of useful
information. However, the access to those databases is mainly reserved for professionals and
as in "commercial databases", they do not come for free. Another way would have been to
have a look at the proprietary industry data which are investment memorandum, certificate of
incorporation or even through Limited Partners. There exist other databases but they were not
relevant to this study or, again, inaccessible. For instance, CapitallQ is competing with

ThomsonOne but they mostly provide information on buyouts deals.

In the end, the hand-collected data proved to be the obvious way to go to for several reasons.
First, capturing the impact on the roles of VCs on their portfolio companies is hardly
quantifiable and will produce results on what the VC mostly does but not on the impact itself
of their actions. Second, this approach allowed us to tailor the data we wanted to get that
databases may not be able to provide because they are firm-specific. However, it takes a lot of

time and efforts to get a broad sample size which might limit the scope of the survey.

Once we knew that we needed hand collected data, we had to decide what kind of survey was

preferred. With the limited volume of resources available to us, we decided to get as much
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information as possible from what was possibly available in a 4 months’ time frame.
Therefore, a trade-off had to be done regarding the sample size and consequently influencing
the type of survey. A quantitative survey would have required us too many steps and too
much effort to get reliable and workable results. To name a few steps, we should have
interrogated a focus group of VCs on how they impact their invested companies and then
derive a standardized questionnaire to be sent to a lot of VC companies. Once the
questionnaire would have been answered by the relevant people in those firms such as the
investment managers, we should have worked the data statistically according to a precise
model based on our hypothesis. Moreover, in many studies covered in the literature review,
many researchers mention how time consuming the answering time to the questionnaire is

before having a reasonable sample of respondents.

Naturally, we turned ourselves toward a quantitative survey. This represented many
advantages. First, we felt that our research hypothesis asked for more quantitative data based
on the respondents’ testimonies. Second, as a beginner in the Venture Capital industry, I felt
that I would discover much more information on the impact of VC firms on investee
companies by open questions compared to a quantitative questionnaire. Indeed, a qualitative
study allows for open questions to which each respondent would answer in own way, in

function of own experience increasing the wealth information.

We did not set a specific limit to the sample size. Instead, the final objective of this survey
was to have a broad understanding of what were the possible actions the VC could undertake,
in which circumstances and their impact on their portfolio companies. When we felt that the
discussions with the VCs started to produce the same kind of answers, we thought that it was

sufficient.

Of course, to stay coherent, we applied the same above-mentioned reasoning for the

entrepreneur’s survey nature.

3.3. Survey’s contact, design and conducting process
In this subsection, we describe the way we entered in contact with the VCs firms and the
firms that got backed, in the past by those same VC firms (Ex VC-backed firms), how the

questionnaire was designed and finally how the interviews were conducted.

3.3.1. VC firms
First, getting the necessary contacts for the interviews revealed to be an easy but time

consuming effort. First, | had to look for appropriate VC firms. Fortunately, as describe
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earlier, I could use listings such as the BVCA repertory for the Belgian VVC firms. However, |
found another much more effective way to get into contact with VC firms. Indeed, when |
started this thesis, I quickly entered in relation with professionals who were from the sector or
somehow linked to the VC industry. Along with the practical details that my survey should

take, they provided me with their personal contacts in some VC firms.

| contacted the firms by either cold calling or on the recommendation of a professional. In the
case of cold calling as well as on recommendation, | always suggested to send an email
explaining who | was, the objective of my research, why their firm was relevant and what |
expected from them. This process required me to keep an excel file updated with whom |
contacted, when, what | told them, what we agreed upon and the progression status for an

interview (no answer, pending, confirmed, not available).

If no phone call had been made at all (reception not available), the answer time to forward the
mail to a relevant person was usually between 1 and 2 weeks. If a phone call had been made,
they acted upon my request quickly, in 2 or 3 days. It could drop to an immediate interview

proposition if I was recommended by an acquaintance.

| always asked for, at least, an investment director to attend my interview. Hence, in view of
their busy schedule, an interview was often set two weeks further in the agenda after the mail
got a positive answer and worked its way up from the receptionist to the investment director
or his or her personal assistant. Overall, from contacting to get an interview with someone

took approximately 3 weeks.

In this research’s title, the main and most important component is the “impact” that VC
investors can have on their portfolio companies. Therefore, we have split the word impact in
five main components that are the five main roles the VCs have in an invested company. We
did not especially respect a precise order as we tried to stick to where the conversation was
leading, if it stayed in our five topics’ perimeter. These topics were the structuring &
professionalization of the management team, the active role in governance, the monitoring
intensity, the financial structuring and the exit decision. To top it off, we added one more
topic exploring the typical Belgian and French VVC specificities in terms of practices and

country-specific environment.

In each one of those topics, we asked several open questions. The objective was to make the
respondent talk as much as possible with the fewest interventions. However, it is important to

highlight that for the sake of exhaustivity in each one of those topics, we sometimes reacted
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on a specific statement if it was new to what had been previously said in other interviews.

This way, we made sure to deeply understand each aspect of the topics.

To conduct those interviews, the procedure was easy. We fixed an appointment with the
relevant respondent at the firm’s offices, on Skype or on the phone which I set on speaker
phone. Once we met, | always started with a brief recap of the object of my thesis and the way
the interview would unfold. I also asked them if they had any questions before we started. Of
course, | recorded every interview with the Audacity Software in order to pay as much
attention as possible to the discussion. | took some notes on the side in case the respondent
provided me with some information that needed further discussion in order to avoid any
interruptions. The interview’ length was usually 40 minutes even though I asked for one hour.
The reasons for that are twofold. First, as | said earlier, the investment directors or higher in
the hierarchy had extremely busy schedule, and it was not always possible for them to get me
1 hour. Second, some of them were expeditious in their answers, and it was sometimes hard to

make them talk as much as | wanted them to.

3.3.2. Ex VC-backed firms
To have the testimonies of the other side of the VC-entrepreneur relationship spectrum, | had
to contact firms that got backed in the past by the VC firms I interviewed. Overall, several
processes such as keeping my excel sheet updated, conducting the interview, the method to

get in contact with them, etc. were similar but some differences are worth mentioning.

First, the target and its implications. Contacting firms that got backed by VC interviewed VC
firms looked easy at first. Indeed, many VCs show on their website their past investment
success stories and it is therefore, effortless to get potential firms to make contact with.
However, for the sake of the reliability of the answers provided in the survey, we needed the
firms’ capital free from the VC investment. If it was not the case, we worried that it could
lead to biased answers by fear of saying anything that could harm the VC and spoil the
relation with him if he was to know about it. Thus, we needed total independence between the
two parties, meaning that the interviewed firms had to be past the exit phase. This is precisely

for that reason that it revealed to be harder to get interviews than with the VCs.

The exits are, most of the time, either a trade-sale (acquisition) or an IPO. The first case
scenario made it hard to find employees that were working before the acquisition under a
company name who is not active anymore making it even harder to find those people. When

sending email to the acquirer asking to interview people working in what was their acquisition
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target back then (and thus in relation with the VVC), | often received negative answers
explaining that those people no longer worked for them. In the IPO scenario, this was a much
easier task as for the recent companies brought to the public market. The top management
team was still standing. However, it is harder to find recent IPOs compared to trade sales and
when trying to contact firms that made their IPO some years ago, | quickly found out that the
management team that had been in contact with the VC had been replaced. Furthermore, |
thought that interviewing companies that made their IPO too far away in the past would not
be suitable either as the people who had been in contact with the VC (provided, | found any)

would have to answer questions requiring the memories to be still fresh.

A second difference was that the questionnaire had to investigate the impact of the VC on the
portfolio firm in a different logic that the one used for the interviewed VC firms. As described
earlier, we evaluate the impact of the VVC through their roles they can take. In the case of the
entrepreneurs’ feeling of this impact, we built our questionnaire much more according to the
relationship they maintain with their VC. Indeed, in each phase, whether pre-investment, post-
investment or during the exit, the relationship between the two parties has an impact on the
success likelihood of the venture. The link between the two approach being that the roles
undertaken by the VC impact this relationship that in turn impacts the successful outcome of

the venture.

Finally, we wanted to avoid any communication between the VC and the ex-VC backed firm.
To do so, we refused to use the contacts we made by interviewing the VC firms to ask them to
“open a door” for us in a company they helped over the past. Doing so ensured the
independence and isolation of both parties involved in the survey but, at the same time, made
it harder to contact those firms as I had to cold call them as I did for the VCs. Something that

could have been avoided by using the VCs help.

3.4. VCsample
As explained earlier, we wanted to focus ourselves on one sector in which VCs invest.
Therefore, we have chosen to examine the life-science sector. In total, we interviewed 10 VCs
from both Belgium and France. In contacting them, we always asked to be brought in contact
with an employee responsible for the investment decisions and follow-up of the firms. Some
of the interrogated companies do not have their headquarters in Belgium or France but
because they, among other, invest in both Belgium and France, we used them as a proxy for

Belgian/French VCs. Besides, they revealed to be very useful in comparing both country's
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investment practices and specificities. The brief information describing them has been taken

from the Belgian Venture Capital & Private-Equity Association repertory, Crunchbase and the

firms’ own website.

34.1.

Belgian VC sample

VESALIUS
BIOCAPITAL

Type of financing and/ or purpose: Minority
equity, shareholder’s loans, seed, start up,
expansion, development capital, replacement,
bridge financing

Amount of investment: €1-5 million, < €10
million

Type of firm: Subsidiary of private equity group
Preferred industry: Biotechnology, healthcare,
medical, nanotechnology

Geographic preference for investment: Flanders
Interview participant: Mr. Alain Parthoens
— Managing Partner

SRIW®

INVESTMENT & GROWTH

Type of financing and/ or purpose:
Minority equity, subordinated loan,
convertible loan, equity loan.

Amount of investment: /

Preferred industry: Biggest part of their
portfolio is made of pharma, life sciences and
medical activities; A bit of everything.
Geographic preference for investment:
Walloon region

Interview participant: Mr. Philippe Degive
— Investment manager

Type of financing and/ or purpose: Growth
capital investments in small and medium size
companies.

Amount of investments: €1M up to €7M.
Preferred industry: Life sciences (biology,
biotechnology, medtech, etc.) ; engineering
sciences; corporate services.

Geographic preference for investing:
Priority given to companies based in
Wallonia

Interview participant: Mr. Bernard
Surlemont — Support in investment
negociation , strategic consulting and
investment exits management.
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Gimv

Type of financing and/ or purpose: Debt,
minority & majority equity, mezzanine,
shareholder loans, startup & other early stage,
expansion, development capital, small and mid-
market buy-out (< € 150 mio equity), public to
private, replacement, bridge financing (Small to
medium-sized businesses with an enterprise
value of up to EUR 200 million)

Interview participant: Mr. Christophe Van
Vaeck - Principal

N Capricorn

L\ VENTURE PARTNERS

Type of financing and/ or purpose: Seed and
early stage

Type of firm: independent

Amount of Investment: €0.5- 5M

Preferred industry: cleantech, sustainable
chemistry, health tech, ICT

Geographic preference for investing: Europe

Interview participant: Ms. Smirnyagina —
Investment Manager

~
N PMV

DO AND DARE COMPANY

Type of financing and/ or purpose: Equity, Loans
(subordinated or not), Guarantees

Type of firm: Government owned

Amount of Investment: variable

Preferred industry: Health Care, Biotechnology,
Software

Geographic preference for investing: Flanders
(Belgium)

Interview participant: Mr. David Devigne —
Investment Manager
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3.4.2. French VC sample

Type of financing and/ or purpose: Startup,
spin-off, turnaround

Amount of Investment: no specific cap

Preferred industry: Life Sciences

SOFINNOVA

FORLIFE . . . S
Geographic preference for investing: Mainly in

Europe but also in the rest of the world

Interview participant: Mr. Micheal Krel -
Principal

Type of financing and/ or purpose: post-seed
money, organic growth, restructuring equity,
external growth operation

y / Amount of Investment: €1 — 100 million
I | M‘ a p Preferred industry: Generalist investor
PARTNERS Geographic preference for investing:
Europe, France

Interview participant: Mr. Laurent
Chouteau — Co-Director Small Caps Paris

Type of financing and/ or purpose: Seed, Early,
Growth Stage Venture

Amount of Investment: €200k - €4M

Preferred industry: Biotech, digital,
GO CA P ITA L technologies, energy

Geographic preference for investing:
France

Interview participant: Ms. Leila Nicolas —
Investment Director
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3.4.3. European player

Amount of Investment: 5 to 50 million

Type of firm: independent

Preferred industry: multi-focus i.e. Connected
Consumer, Health & Care, Smart industries &
Sustainable Cities

Geographic preference for investing: Europe, in
particular Belgium, France, The Netherlands
CONNECTING INVESTORS TO INVENTORS and Germany (DACH countries)

Interview participant: Mr. P. Dekeyser -
Partner

3.5. Ex VC-backed firms sample
For each above-mentioned VC, we looked at exits they made. Since some of those VCs are
not exclusively specialized in the life sciences sector, we had to filter for exits of firms
involved in that sector only. The nationality of the firm was not relevant here because on the
entrepreneur side, the management is facing multiple VCs from different nationalities.
Therefore, it would have been a daunting task to manage to interview firms that have been
backed by at least one French and one Belgian VC from our sample to potentially ask them

about potential discrepancies in their behavior.

Naturally, since the people in contact with the VC are usually in top-management positions,

we often interviewed people of that rank

Short company description: Hospital
partner and medical specialists, Acertys

provides medical device solutions.
EAcertyS Former VC: GIMV

Passionate partner

selid solutions Interview participant: Mr. Andre Morias —

CEO and Co-founder

Short company

GENOMIC description: Biotechnology company that
\V4

combines pioneering Molecular Combing, a
I S I O N proprietary single DNA molecule detection
technology, with biomarker discovery to
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develop and commercialize novel genetic
tests and research tools for life sciences®.

Former VC: Vesalius Biocapital

Interview participant: Mr. Aaron
Bensimon — CEO & Founder

Short company description:

ViroVet is a pioneering company dedicated
to the development of disruptive and
innovative technologies for the control of
viral diseases in livestock, with antiviral
drugs for respiratory disease complexes and
innovative vaccines for viral infections in
swine leading the pipeline®°.

Former VC: PMV

VI ROVET Interview participant: Mr. Erwin Blomsma

LIVESTOCK SOLUTIONS
— CEO & Co-founder

Short company description:

Celyad is a clinical-stage biopharmaceutical
that is developing next generation CAR-T
NK cell-based immunotherapies for cancer

C e I ya d treatment.

Former VC: SRIW & Vesalius Biocapital

Interview participant: Mr. Patrick
Jeanmart — CFO & investors relations

3.6. Data retrieval'!

Here we explain the process of how we retrieved all the information used in the next section.

We will add a verbatim of those interviews in the appendix of this thesis.

As described earlier, each interview was being recorded. Therefore, when the time came to
produce the results and exploit the data gathered in the survey, we used those recordings to
write down each interview. This took a lot of time, but it revealed to be an essential step in the
process. By writing down all the interview in a word-foreword script allowed me to already

familiarize and digest the information | heard previously

9 https://www.crunchbase.com/organization/genomic-vision#/entity

10 https://www.virovet.com/

11 The thesis verbatim are available on CDs only since | have guaranteed the confidentiality of the
conversations | had with the participants. The thesis supervisor, Mr. Funhoff, and the to be announced external
reader will both have a copy of the CD in order to assess the thesis and solely for this purpose.
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The next step has been to think about a way to exploit those scripts to the fullest. To do so, |
thought that since my questionnaire was organized by topics, I could regroup the participants’
answers according to those topics plus a nationality filter for the VCs interviews. The

advantage of this method is that it allowed me to quickly see trends appearing.

On a more practically related, many interviews were conducted in French. To keep the
pristine state of the data, | did not translate the French interviews in English. Of course, in the
result section of the thesis, | will translate all the French quotes that need to be mentioned in

English and try to be as precise as possible in my translation.
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4, Survey Results
In this section, we highlight the salient points that have been noticed, allowing us to better
understand how the VC sector works in Belgium and France and, more precisely, in the life-

science sector.

4.1. Belgium
4.1.1. What do Venture Capital firms bring?

As explained earlier, each questionnaire is separated into different topics reflecting the impact
VCs may have on their portfolio firms. Therefore, we will follow those different topics to

structure the results.

4.1.1.1.Governance
The governance level of a VC seems to be, for each one of them, heavily related to the stake,

they hold in the company. Indeed, some of those VCs were led and other followers.

For the follower investors, the most preferred approach is to help identify the right strategy.
For the rest, they usually follow, provide advices, give their approbation for other matters
such as big (M&A, IPOs,...). Other followers find that: “When we sign the shareholder
agreement, the most important topics are the composition of the board of directors and the

special decisions requiring particular majorities.”

But regarding the board itself: “We do not see our presence on the board of directors as a
requirement. It will depend on our percentage of participation in the company. We always
invest with specialized investors and a consequence of that is that we are not lead. We also
want to know if our participation will add value to the current board. If it is a solid one and
that we only have a minor participation, we will not require to be represented.” Thus, to keep

an interest in the company, they will visit, for instance, twice a year with the management.

The lead investor, in contrast will ask for a seat on the board and admits that the one with the
biggest stake do the most. Indeed:” As the lead VC you must take your responsibilities in

corporate and management to make sure all things are done the way they should be done.”.

However, to come back on that lead factor influencing strongly the governance, one VC
added that: “. It [ lead position] is a relative notion. In any round, you can have different
leads. But in the end, it is the one that has the biggest stake that needs to do more work. But

remember that with the later round you might not end up as lead investor.”.
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To summarize, the higher the stake, the higher the governance which is mainly impacting the

strategy and decision making process of the venture. The degree of influence is determined by
the size of the equity stake held in the venture and the ensuing requirement to get seats on the

board by the VVC.

4.1.1.2. Professionalization of the venture.
In all interviews, as expected, one or several of those 3 levers were mentioned as impacting
the professionalization of a venture: The business plan, the board composition and the

entrepreneurial team composition.

First, the entrepreneurial team is being examined before the signature of the deal and the
systematic position to be reviewed is the CEO as the rest relies more on the maturity of the
venture. Indeed, in case the venture needs another specific profile in the team (C-suite
position), it will rely mainly on the impact and nature of the activity potentially requiring a
new employee. But as one VC said:” We also look at the technology and product but a great
technology without a good management is not sustainable. A mistake that is very often made
by investors is that they postpone the recruitment of full time expertize early on. I think that it
is essential to build a company to recruit the right management and therefore the right
expertize very early in the life of the company.”. Those changes in management can be a great
source of conflict or even lead to the termination of the investment. Overall, as on VC said:”
We want to have somebody that is responsible for the company in all its business aspects. It is
not because you are a good scientist that you are a good salesman or manager so it is
important. He must also understand the point of view of the investors. We do not give

subsidies we are there to invest to make them successful and end up with win win situations.”

In second, we have the business plan which solidity will determine the success of the
venture. “The business plan is the tangible aspect on which we all agree to invest on for a
defined amount of money”. In life sciences, a project costs a lot of money and sometimes, the
business plan must be refocused on one activity instead of 5 as the entrepreneur wanted
because as a VC stated: “In contrast the big pharma groups, as a venture, you need to learn the
team cash management notions as you need to allocate this scarce resource strategically. We
only have one chance to succeed.”. We believe that this last statement asks for a lot of rigor
from the entrepreneur perspective and impacts his vision greatly as he must revise his original

research plans by being selective and mature enough to accept the constraint.
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Finally, the board structure needs to be thoroughly thought about because it must be able to
take sometimes harsh strategical decisions that will affect the venture on the long term. This is
only feasible with experts who can work in team inside the board and with the management of
the venture as well. This is also a reason why some VCs like to introduce an independent
board member to challenge the opinions and ease off the communication between the other

parties involved.

4.1.1.3.Monitoring intensity
The monitoring intensity impacts the venture in a positive way as it is mainly based on the
frequency of contacts between the VCs and the management which means that a lot of
communication is happening. Second, if there is an opportunity or a weakness being spotted
during a surveillance meeting, the VCs can open their network to solve the issues or exploit

the opportunity.

The contact frequency is also a function of the stake that has been taken in the venture. One
of the usually lead VC said:” We call at least every month and more often when we are in the
process of recruiting if we need members for the management. If we are talking about IPO, it
can be on a daily basis.”. Besides, another VC adds: “When we are lead, we have much more
work but as a counterpart, we know the business better and we have a better grip on the
management. As a leader, you are non-stop in contact with them. It is really hard to be the
startup CEO of a biotech venture, they go through a lot of pressure.”. Therefore, the
communication’s aim is not only about monitoring the current unfolding events but it also

seems that it serves as a moral support for the entrepreneurs.

The Belgian life science ecosystem is also very strong as one VC explained: “Some
companies come especially in Belgium to profit from this outstanding network made of Key
Opinion Leaders, research centers, hospitals, experts, experience.” Thus, when a VC wants to

solve a spotted , they can pull it from that ecosystem.

Finally, in contrast with theory, the intervention degree in the venture does not especially vary
with the complexity of the project being undertaken by the venture. The VCs were agreeing to

say that it is the team quality acting as a determinant of the need for intervention.

4.1.1.4.Financial structuring
As explained in the theory, most of the time, the financing of the venture is staged. The reason

for it and their impact are threefold on the venture.
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First, there is the need to set a valuation on the company. However, in the life science sector,
there is no profitability measures available to use valuation metrics such as EV/EBITDA.
Therefore, as one VC stated: “There is no scientific correct methodology, it is all about
looking at where is that company now, how and at what price other similar companies get
funded and what kind of value creation | want to have by the time we exit? It is about
calculating backwards to get something acceptable for all parties.” Quite surprisingly, the

VCs seem to work with their guts rather than with strict procedures.

Second, the milestones must be set. In almost all interviews, they said that they are, of
course, specific to the venture since each project is different. However, they generalized the
usual milestones to be attained per segment in the life science sector. “In medical life
sciences, those milestones translate into: human tests, proof of concept, efficiency
confirmation.”; “For the medtech, the goal that you need to go to is to show that the product
that has been developed is capturing market share from the market leaders. It is not so much
about the technical development, you need to show commercial success in certain
geographies proving that your product is being bought by people”; “[...] ground breaking
technology platform, you might have an opportunity for exit earlier once you have proved that

it works technologically and that it has very broad applications”.

Third, in the life science sector, the VCs’ views on the risk converged toward the heavy cash
consumption nature of the ventures and the very particular risk associated with it. Indeed, in
this sector, the rate to which the risk decreases with the maturity of the venture is much less
compared to other sectors. As one VC said: “It is very binary. Either you have something or
not at every stage.”. Therefore, the VCs often suggest to the venture to develop a technologic
platform that can, in case of failure, convert a specific technology in other broader
applications. Another way to mitigate those risks is the design of the way the technology is
being developed and tested which is heavily linked to the involvement of the VC in the firm

according to its stake.

To sum up, the biggest impact of the financial structuring on the venture is the one that aims
to mitigate the risk since both the technological platform and the R&D design are linked to

the strategy of the firm.

4.1.1.5.Exit
The exit route is impacting the venture as well, mainly in terms of ownership. If a company

exits through a trade-sale, the control is lost to the acquirer. In contrast, in case of an IPO, the
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equities holders stay in control. Hence the only potential impact of that decision is being
materialized when the company goes public as one VC said: “You need a company that is
ready for it (the IPO). It needs sufficient news flow and sufficiently mature so that you don’t
have a zombie on the stock market. Sometimes we see so called IPO where they float 30% of
the company and there is no news flow behind it so then nobody is selling or buying the
shares and the share price goes down and in the end, you have an undervalued stock.”. The

exit route is in turn decided upon different factors that we identified.

First, most of the independent VVCs prefer the trade sale to an IPO. One of them said: “If you
have the choice to do a decent M&A, then you must do it. In a trade sale, you sell the
company and get the money whereas in an IPO, you list the company and then still have to
wait until you are able to sell the shares which is often 1, 2 or 3 years down below.”. Instead a
government owned VC argued that: “It is important to us to foster the local growth of the
economy, the emergence of companies on the region territory. Therefore, we will privilege
the IPOs as the decision centers are maintained on our territory.”. Therefore, some VCs,
knowing they are going to be lead investor and because an exit decisions is taken collegially,
are looking carefully at the co-investors they join force with because: “[....] some public
funds are more, let’s say, evaluated by their bosses based on the employment they created

rather than the economic profit. So, for us that’s a issue.”.

Furthermore, the argument in favor of an IPO to preserve the local economy is not even
relevant according to different VCs as one stated:” If you have a good company that has
developed real expertise in a certain domain and expertise is people, then when you sell the
company, it will remain there. We have seen that some of our ancient portfolio companies
that have been sold to other companies, have stayed here. If there is something unique about
the company, it is very likely for it to stay. In any case, if you go public, if you have trouble to
stay alive, you must cut jobs. So, | do not see much difference to be honest.”. on the same
topic another one adds : “It depends on how the company is rooted to your country and this
has to do with research, suppliers, HR, subsidies, and many many more things.”, proving that

the exit is far to be the unique factor.

4.1.1.6.Belgian VC market specificities
We asked questions that covered different aspects that could be typical to the Belgian VC
market and hence, have an influence on the way VCs may act and impact the ventures.

However, it is worth mentioning that not a single VC estimated that there is a fundamental
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difference, country-wise, in the way VCs invest in companies and conduct their investment
pre/post investment up to the exit. One VC said that: “The main difference in VC is not the
country but the level of professionalism and experience, level of expertise. In Europe, there
are 10 to 15 VCs who can lead and 50 to 60 who are most of the time followers.”. Back to the

Belgian VC market characteristics.

First, the competition in Belgium does not seem to be too harsh for all the VCs, especially in
the Life Science sector. Indeed, when structuring the deals, there is a lack of professionalism
from the Angels, 3Fs, and other type of early money providers and the one that can provide
that professional structure are the VCs which are, in general, afraid to finance projects too
early. This explains why there are a few of them. The issue is that life science projects require
a lot of money and the more VCs, the merrier. Therefore, to solve this, they all talked about
the syndication with other local VVCs but also with international funds, opening even more

possibilities for subsequent rounds.

Furthermore, one VC said: “[...] once private investors are ready to invest in a Belgian
venture they have two levers. The first one is the public investors that allow them to quickly
get a strong consortium of investors. The second one is the non-dilutive funds.”. This shows
how strong the Belgium ecosystem makes it easier for private VCs to invest in new ventures
even though they are not many on the market. Those reasons would probably explain why the
VCs did not feel that the valorizations of the ventures where taken down due to a lack of
competition on the Belgian market as the VCs cannot, on their own, invest in new risky

ventures.

We also asked about the supply of deals. Overall, it has certainly increased over time but it
goes in waves. This trend is explained by one VC as: “What is helping there is some success
stories, people that made money, funds that made money to be reinvested in the sector,
managers that have gained experience.”. Another one describes the entrepreneurial activity as
no longer something reserved to the brave ones only, it is not something hugely risky.
Besides: “The newspaper and media attention on it has made a positive impact on the
atmosphere surrounding the startups industry.”. Another factor in favor of the deal supply
increase is the strong and stable regulation that Belgium is enjoying that in turn reassures the
entrepreneurs. Finally, one VC mentioned three steps that created a more mature market: The
big pharma companies that developed their own funds (corporate VCs); the major increase in

public help with grants and subsidies; the universities funds that foster innovation: “Before, a
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university fund was worth 10 or 15 million, today we have funds worth 70 million with highly

qualified researchers”.

To wrap up those two first points, the supply (new ventures) is higher than before and the
demand (VC investments) for new projects is encouraged by factors such as public help and

syndication possibilities. Hence this creates a virtuous circle reinforcing both effects.

We expected the Belgian market to be specific in some ways and to those questions, the VCs
mainly referred to the public money which is above average in Belgium allowing to get
lighter labor costs on typical life science type of workers such as scientists; the non-taxable
capital gains which creates big incentives for foreign investors; the emergence of a healthy
ecosystem in the life science sector with facilities, research centers, incubators, universities,

business centers, etc. ; the recycling experience with serial entrepreneurs.

However, one VC mentioned that many of this public help contributed to: ““ [...] a lack of
cultural belief, in Belgium, according to which the VCs do not only provide capital but also a
broad network through which they can help in many ways at different moment in the life of
the venture.” since grants and subsidies do not provide additional help to the entrepreneur

along with the money on its own.

Those characteristics often came back when one of the five above mentioned topics were
being examined showing that a country environment influences the way VCs work and

therefore indirectly impacts the venture they support.

4.2. France

42.1. What do Venture Capital firms bring?
We follow the same structure as the one previously used for the Belgian VC impact on
portfolio firms (4.1.1). There were many similarities for the 5 first topics covering the way
VCs work. We suspect that this must not change a lot among countries in the European union
but rather between countries from two different continents such as US vs EU countries. Let us
also remind ourselves that some Belgian VVC highlighted the fact that the difference in VC
practices reside more in their respective experience and professionalism rather than in the
country they are based. Therefore, we believe that most of the differences in terms of
governance, professionalization of the venture, monitoring intensity, financial structuring and
exit were due to some VC own preferences rather than a French way of working. Thus, there

is only few interests to go through those particularities, proper to VC taken individually.
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However, we found some interesting information about the French VC market specificities
influencing indirectly the way French VC work that are worth mentioning as it influences the

impact the VC have on their portfolio firms.

4.2.1.1.French VC market specificities
In France, the competition is rather strong as one VC said: “It is a very mature sector in which
our first investment goes back to 1978. [...] . There are two kind of competition, the one to
get the limited partners and the one regarding the deals we make”. The question on getting the
limited partners is fairly easy to solve as it is mostly in function of the track record that you
get to use their funds. However, in the life sciences sector, there are some cutting edge
segments such as the industrial biotech were the available specialized limited partners for that
particular segment are less than 5 over the world. Thus, securing the LPs can represent a
fierce competition for new and promising sectors where specialized funds are a scarce

resource.

In terms of deals, a VC declared that: “France has a lot of early stage investment funds which
means an increased deal flow in our immediate catchment area. The issue is that since there
are a lot of those funds, many investors invest in poor projects and because there is money
available, valuations tend to be sometimes higher than they should be”. This means that from
this deal point of view, competition means more investment possibilities but it does come
with some downsides. On the other hand, we could also suspect that very highly innovative
entrepreneurs might not find a VVC easily since the specialized LPs being so limited, the VCs

want to be sure to “bet on the right venture”.

This lead us to ask why there seem to be such an appetite for the VC activity in the French
biotech sector. Concurring with what we have seen in the theory, one VC described that: “The
harvested amount of money is much bigger and this is happening for two main reasons. The
first one is that there is more money available via people’s savings. Second, those same
people, in their investment allocation, are realizing that the private equity is an asset class that
is subject to economic cycles but also yielding an interesting return on a relatively long
period. Therefore, savings funds, insurers, banks, etc. are investing in the private equity

sector”.

France is also equipped with many public helps. One VC summarized those: “In France the
BPI (Public Bank of Investments) is a big help when it comes to get public funding. The BPI

provides for each euro raised in equity, one euro in non-dilutive capital. They also make loans
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and subventions/ repayable advances. There are also loans to prepare a fundraising operation
that can amount to up to 50% of the amount raised. There are also incubator, competitivity
clusters, etc. giving subventions for market researches and of course you have the bigger
European programs. There is also the ANR (Agence Nationale de Recherche — National
Agency for Research), many contests (CMI, e-lab, minister of research contest) that reward
companies with non-dilutive helps. The DGA (Direction Générale de I’ Armement — Army
General Direction) offers a program called “rapid” that can raise up to 2 million if your
project finds some applications in the army”. Those types of help such as the contests can be a
great stepping stone for the ventures as the non-dilutive money is very attractive for VC to
invest right after. However, specialized VVCs will not tend to be influenced in their investing
decision according to the prestige of one public sponsored funding event as they do not need a
“big brother” to make their opinion on a firm. This might not be the case with generalist

investors.

Another typical French practice is the tendency to invest between French investors only in
the early stage of the venture: “In France, there is a tendency to cooperate and co-invest with
our French VC colleagues in early stage investments because we know each other well. But
later in the process, in A or B series, we are opening up to the international funds. This is not
a issue when we are syndicated with a French fund that has international coverage but it might
become harder to raise subsequent funds when we are for instance 2 smaller French early

stage funds”.

Finally, we asked a VC about the election of the new President effect on the PE sector: “The
fact that Mr. Macron has been elected should not impact the market negatively since other
candidates would have been disastrous. Overall, we believe that it will be a rather company

friendly regime”.

4.3. French vs Belgian differences highlights
We now want to highlight the main differences between the two country strategically
speaking (the way VCs do business) and from a market point of view (market conditions’

indirect influence on the business).

Strategically speaking, we identified one thing that separates Belgian VCs from the French
one. When investing in an early stage venture, Belgian VCs will tend to syndicate with local

but also international investors whereas the French will syndicate between local French
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investors. The reason is simple, there is more money available in France, which allows them

to worry a bit later how they are going to finance the subsequent round of investment.

The consequence of that phenomenon is that Belgian ventures to have a more international
consortium which we assume can open the door to a broader network which is extremely
useful in the first years of a venture. On the other hand, French ventures do not enjoy the
benefits of such an international exposure, and we suspect that a 100% French speaking board

might repel other international investors to enter the capital of the venture in the later rounds.

Other topics (governance, venture professionalization, monitoring intensity, financial

structuring and exit) related to the way VCs do business did not produce differences.

We move on with the market differences. In France, the Life Science sector is considered by
the VCs as a mature sector to invest in and still in expansion in Belgium. Consequently, there
are a lot of early stage funds in France which explains the tendency of French VCs to
collaborate between each other. However, it has some drawbacks such as high valorization
because a lot of people invest in sometimes poor-quality projects, leading entrepreneurs to ask
for higher entry tickets. Another drawback is the potential competition for scarce specialized
limited partners, ready to fund emerging cutting-edge activity segment in the Life-Science
sector. Failing to obtain such funds by the VCs, they might not be able to specialize in their

investment portfolio as they want and, obviously, their pockets will be less deep.

In Belgium, VVCs seem more reserved to invest in early stage ventures, especially the highly
risky one. However, the above-average deep pocketed government investors push private VCs
to invest along with the government’s money. One is that government actors seem to provide
less professionalism to the ventures leading to a lack of Belgian cultural belief that VCs add
more than just money. This government help also acts as a counterbalancing effect to the
fewer early stage private VCs available allowing the valorizations to stay stable and not

becoming too low.

4.4. How do ex VC-backed firms see VC involvement on corporate
development?
This section will add another flavor that only ex VC-backed entrepreneurs can provide us
with to get more insights as well as a less biased view on how the VCs impact their portfolio

firms.
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First, we analyze why the entrepreneurs called after VCs’ help and how hard it was for them
to get it. The stage at which entrepreneurs choose to get funded by VCs vary greatly in
function of the project. However, the most common reason was to develop and analyze the
potential of the technology the venture was developing: “[...] a new exciting technologic
platform that needed to be fully explored [...] We wanted to achieve proof of concept with the

platform and prove that it will be the engine that will help develop the other products”.

We identified several reasons that makes it hard in the Life Science sector to get backed by
VCs even though there is a lot of money available. The first one is the level of innovation
regarding the project. The more innovative, the scarier it gets for VCs to invest leading to the
second hurdle being the syndication. “Everything is risk related for the VCs”, as one
entrepreneur said, to describe the importance of sharing that risk by convincing several VCs
to invest. Another reason is that many European VCs are specialized in a limited set of sectors

making it hard for unpopular or niche projects to find potential investors.

4.4.1. Investment cycle® related s
In the pre-investment phase, the entrepreneurs mainly complained about the lack of skills and
capacity of their potential investors in understanding their business. Although it seems crucial,
many VCs do not ask the right questions ending up with non-optimal term sheets that can
potentially harm the VC-entrepreneur relationship if the project gets sour. Second, as one
entrepreneur said:[... governance etc. is fairly straightforward as long as the shares are
equivalently distributed everyone gets one seat], leaving two main topics to discuss being the
pre-money valuation and the business plan in which the investment period is set along with
the venture’s strategy, exit and the right pick of milestones to achieve. Lastly, the
collaboration between the shareholders is also key to this process as it allows to start building
on a solid basis. This required the VCs and entrepreneur to have the same risk profile,

investing philosophy and uniform vision about the venture.

In the Post-investment phase, several value adding roles were particularly appreciated by the
entrepreneurs such as the strategic vision brought by the VC who has a larger view of the
industry he invests in: “For an entrepreneur, discussion a strategy with a VC that has a
portfolio made of 20 companies in the same industry is very enlightening”. The network is
also very appreciated and as one successful serial entrepreneur said: “[...] we had a VC that

invited all the companies of its portfolio together for a day [...] that is something you do not

12 Pre-investment, Post-investment and exit phase
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see often and I missit[...] A group of compatible dossiers that are invited and talk to each

other is really good, they can learn and share a lot”.

Of course, the VCs also need to monitor their ventures and although the time-consuming
aspect was not brought up that much, we identified the milestones achievement as the most
issueatic monitoring mechanism. Indeed, the milestones are linked to so many aspects proper
to the VCs’ philosophy. An entrepreneur described a company that he knew that got the
money “on perfusion” with a micromanagement philosophy that led to the failure of the
venture. On the other side, you find VCs that understand that the management needs its time
and energy to work on the technology. However, in both cases, if milestones are missed, one
VC said that: “In case of adjustments, a mutual intelligence must be created between both VC
and entrepreneur to align both constraints and objectives. If the entrepreneur accepts the fact
that a VC is only there to make some money and the VC acknowledges the commercial and

industrial objectives of the venture, then it is possible to find a common ground to work on.”

Finally, some issues can be avoided during the post-investment phase if the entrepreneur pays
enough attention during the pre-investment phase. For instance, if the VC has deep pockets
but is typically a follower, the entrepreneur absolutely needs a lead investor that understands
fully the project and that is willing to be involved in the crucial decisions. If this is not done,
the trustworthiness of the relationship can be severely harmed because of bad decisions, CEO

replacements, heavy use of external consultants, non-participation in subsequent rounds, etc.

In the exit-phase, it appears clearly that most of the time, the exit is planned. By planned, it
means that the valuation in different time frame are calculated as well as the corresponding

ROI. Sometimes it goes as far as already having an idea of who would be a potential acquirer.

In case of an IPO, the VCs may impact the company in two ways. The first concern is the
conflict of interest that exists between the VCs and the public investors. One VC said: “The
public investors will always ask you if you have VCs in your capital because they tend to hate
them. A VC that has invested early in your company will try to get out ASAP once he is given
the opportunity. Therefore, the public investors do not want to invest because his money is
basically the VC’s profit since he will sell all his shares and the share price will fall.” Linked
to that is the reputation of the VC. Some funds tend to stay and other tend to sell rather
quickly. The only possible solution to solve this is making the VC accept a lock up provision

on the shares.
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4.4.2. Maximization of VC-entrepreneur relationship
To maximize the relationship with their VCs, the entrepreneurs almost always mentioned and
insisted on the importance of building trust and transparency. To build up trust,
communication within the company is a first step. Everyone must be on the same page to
avoid any withholding of information to be presented, afterwards, to the board with the
external parties that are the VCs. This leads to the necessity of transparency. For instance, an
entrepreneur told me that at the time of the investment, he needed to report to the CEO that in
turn, was reporting to the VCs on the board. The temptation to present the CEO rosy figures
was high but he knew that doing so would put the management in a delicate position if it
could not achieve those predictions. But by being trustworthy, there is also a mutual respect
and trust that settle allowing for excellent discussions and collaboration which is at the heart

of a great relation.

Of course, the exit if often a moment leading to intense discussions between the VCs and the
entrepreneur. To begin with, one entrepreneur recommends to avoid a VCs’ overweighing in
the firms’ capital. Indeed, this can lead to short term exit decisions to create some quick
value. Also, another entrepreneur suggested that you want to make sure the VC understands
your business before taking any important decisions such as an exit. If there are many external
consultants it is usually a bad sign meaning that the VC has a weak grip on what the venture
does. It can become even worse if the consultants themselves only understand recurring
business activities but not the core one when it is their role to advise the VCs regarding the
exit decision. To solve this, the entrepreneur suggested that the venture’s specialists should be
invited to discussions with the VCs to make sure the decisions are well informed. Finally, the
decision to go for an IPO or a trade sale should not be taboo and the VCs must be ready to
discuss it openly with the entrepreneurs if some conditions (firm specific or macroeconomic)

make one path more appealing than the other.

4.4.3. Overall entrepreneur’s satisfaction and opinion on the VC industry
On the positive side, the entrepreneurs were happy with the rigor that VCs can bring through
the due diligence process, the positive pressure that they apply expecting for great results, the
outsider critical view, etc. all factors that pushes the entrepreneurs up and help him to be more

structured increasing the venture’s odds of success and competitivity.

However, on the negative side, there seem to be a real lack of understanding of the business

and if the VC do, they might want to micromanage your venture. Knowing the market, its
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needs, its actors is crucial to take sound decisions which seem to be rare qualities. The
heterogeneity among the VCs themselves is also a issue. Discrepancies in investment
philosophy or value can lead to important frictions that can be harmful to the venture. Also, if
the lead investor does not radiate confidence in the VC consortium, this can be disastrous as

the other will not be willing to invest anymore.

The entrepreneurs’ opinion on the VCs is rather positive but under several reservations. One
said that: “For long projects that take up to 10 years, there are only a few investors and when
you find one, you must always keep in the back of your head that the VC’s goal is to make
money. Therefore, spotting a good VVC is about knowing whether he aims for short term or
long term goals”. Another one adds that: “Let say that in the earlier stage, | think, the easier it
is to work with your VCs. So, if your company is early stage and need high risk money and
they understand the business, there will be not a lot of discussions. As soon as you are coming
to series B and C where the valuation of the company needs to be determined and they are
starting to pay higher tickets for the same shares, it becomes a bit trickier. They have an
objective to make the price as low as possible and they may not have the same objective as
the management team. So, the valuation becomes an increasing important point of discussion

as you move one with series B and C”.

Finally, as a side note, the entrepreneurs are aware of the cultural gap between EU and US
VCs and sometimes want to internationalize their VC consortium because of the tendency of
the US to see the blue skies much quicker than the European. Indeed, as one entrepreneur
said: “If I come to the US and I say that [ want 10 million, they are excited but it is not big for
them. They will ask me “What can you do with 20?”. If I go to EU, they will also be excited
but they will ask “What can you do with 5?”.
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5. Thesis’ limitations
Measuring and comparing the impact of VC investors on their portfolio firms was not an easy
task, especially for a neophyte in the private-equity sector as | am. I believe that thanks to my
interviews of both VCs and entrepreneurs, | have uncovered several interesting aspects of the
investor — investee relationship and its impact on the ventures. However, | do not think that
we can draw any general conclusions from my thesis regarding the entire Belgian / French

\V/C Life Science sector for several reasons.

First, I know that building solid and professional interview questionnaires demand a lot of
skills that I did not specially develop before this thesis. Thus, even though I have built my
questionnaires based on both my theoretical knowledge on surveys and VC sector to be as
relevant as possible, someone more experienced in the field of qualitative surveys may be

able to obtain more valuable information then | did from a more accurate questionnaire.

Second, all VC and entrepreneur relationships are unique in many ways that will in turn
influence the impact of the VC on the venture by his undertaken actions that factors such as
the venture stage determine. This is what makes it so hard to draw generalities from such
specific relation and this is also why many scholars have tried, in the past, to better

understand it.

Third, another limitation is the sample size of the survey. Due to the limited number of people
interviewed, we have probably missed some aspects of the impact of VCs on their portfolio

firms.

Fourth, the very nature of the data produced by the survey being qualitative made the analyze
rather difficult. Indeed, the verbatim required to sort the data according to several criteria and
spotting which thematic was redundant across the different participants when answering a set
of questions. This trend spotting work is especially difficult as it asks to be objective, to set
your own judgment aside and to have a synthetic mind. Although this might seem less
technical than a quantitative analysis, the hard part relies in this absence of precise
methodology, and | am afraid that it could have harmed, to some extent, the results | have
provided. In other words, even though | have been as careful as I could be, someone else

could have to spot different results and made different interpretations out of them.

Finally, when | started this thesis, I did not know that the Venture Capital sector was so vast,
and it is reflected on the title that omits to mention the focus that has been made on the Life-

Science sector. | chose this sector out of pure interest and its importance in Belgium. Still, this
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can be misleading to the reader as my results are specific to that segment and could have been

different if I chose to analyze another one.
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Conclusion

The aim of this thesis was to better understand the impact of venture capital investors on their
portfolio companies with a comparison between France and Belgium. We also asked
ourselves how did the ex-VC backed firms see the influence of venture capital investors on

their corporate development.

To restrain the scope of the survey, we focused on the Life-Science sector, and we obtained
the following results. First, we found that from a pure technical perspective, the strategies
followed by VCs, whether French or Belgian in terms of governance, professionalization of
the venture, monitoring, financial structuring and exit were similar. The only major difference
was the investor's consortium composition in early stage ventures that tended to be made of
international and local VCs in Belgium compared to exclusively French funds in France. This
phenomenon could lead to easier financing rounds for the Belgian ventures as well as a more

diversified available network.

Second, we found that the most striking differences between the two countries are due to the
VVC market specificities. The Life-Science market is mature in France and still growing in
Belgium with all the consequences it implies. In France, there is more money available for
early stage ventures due to a higher number of VVCs specialized in that sector which explains
the high collaboration among them. However, this leads to a greater competition driving the
valorization up and making specialized LPs hard to get, preventing some VCs to pursue their

specialization in case of failure to obtain those LPs' support.

In Belgium, it seems that VCs are less inclined to invest in very risky early stage ventures,
and therefore, the deep pocketed government’s help is so appreciated and considered as above
average. In a consortium, the government funds ensure that the next rounds will be financed.
However, they lack professionalism and without a strong lead, they might not invest in the
later rounds which can be disastrous. We also suspect that they participate to a cultural

disbelief, in Belgium, that VCs do not provide a real value add next to a cash infusion.

Third, from the entrepreneurs’ point of view, they seem to be rather satisfied by the VCs'
impact on their corporate development but with some reservations. They are concerned with
the view the VVC has for their company that needs sometimes up to 10 years to get the project
to maturity. The VC has either a long-term or short term view and in the latter case, it can be
harmful for the venture. They also compare the relation they have during the early stage

venture where it is easier to align both VC and entrepreneur’s interests whereas it becomes
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sometimes much harder to find a common ground in the later stage. Indeed, in the later rounds
since the VCs pay high priced tickets, they start to care much more about the valorization and
the exit prospects that maximize their value instead of thinking for the firm’s best interest.
Hence the management team and the VCs might not have the same objectives leading to
sometimes explosive situations. Finally, they also highlighted the professional and experience
discrepancies that may exist between two different VVCs and the related consequences it had

on their venture.

The survey, with its interviews of both actors, provided us with the certainty that the VCs'
impact on their portfolio firms had more to do with country-specific market conditions rather
than fundamental differences in investing styles and roles. It also showed us what made the
entrepreneurs satisfied and what were their major concerns when having a VC on board.
Hence, | believe that this thesis constitutes a solid base in understanding the impact of venture
capital investors on their portfolio firms, but it can be further extended. One way to do it
would be to precisely identify how the identified factors impact the ventures. What aspect of
the business is the most impacted? Is it the business plan, the strategy, the valorization,
networking benefits, etc.? The difficulty resides in the uniqueness of the VCs effect on the

ventures’ making it hard to find variables that could lead to a generalization.

Another way to extend this research would be to increase the sample and opening it up to
other sectors than the Life Sciences to carry out a quantitative survey based on this paper's
findings. Doing so would reveal if the findings are applicable to the entire Belgian and French
industry sector. Expanding the results in that direction could lead in the construction of a
benchmark with the best VC practices to adopt derived from the multitude of sector's others
than life science along with the ex-VC-backed entrepreneurs’ opinion on the VCs effects on

the corporate development.
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A. Source of financing and the venture stages

Seed stage

To begin with, there has been an increase in new form of investors know as accelerators,
crowdfunding, incubators and subsidies (Tarhuni, Stanford, Hanson, & Sam, 2016)in the seed
stage. Even among those investors, there are differences to be made. For instance, the
incubators can be sorted in 5 different kinds if we look at their philosophy, main and
secondary objectives and sectors (incubators). Their mission varies between creating
entrepreneurship, promote regional development, launch spin-offs, foster employment

creation, etc.
Briefly, in the seed and early start up stage, here are the main actors and their roles:

- Family fools and friends (3F).

- Corporate accelerators: They provide a direct link between a corporation and a
project. By developing such interface, corporates can explore new innovative ideas.
The idea is that it allies the best of the two worlds: On the one hand, you find the
entrepreneurial project and on the other the large capacity and infrastructure of the
large firm

- Crowdfunding: The objective is to raise money via a large amount of person to
bridge the gap between seed and startup phase. Further, crowdfunding can be either
debt, donation or equity based. The particularity of this source of capital is that most
investors have no investment experience, they invest their own money through web
platforms meaning that they are distant from the venture. Moreover, there is often no
due diligence made and once they have invested, the participants remain passive.

- Incubators: Incubators are created to accelerate the development and success of
affiliated ventures. These organizational forms are created with the help of economic
development structures. Moreover, studies provide that the companies associated to an
incubator have more chances to succeed than non-incubator backed firms as well as
the formation and development of a commercial and technological network.

- Subsidies: There is a causal link between the raising further human and
financial capital and receiving subsidies. Indeed, the money is used as a “quality

certificate” of the venture in the eyes of subsequent potential investors. This effect



seems to be increasingly important than receiving the money itself as the prestige of

the subsidy program itself increase.
Maturity stage

Now, we turn ourselves toward the maturity stage of the venture. When the company reaches
cash flow stability, the VCs usually try to exit and other PE investors might want to come into
play. Here we will describe the buyout and mezzanine investment strategies. Other strategies
can also take place such as: Rescue/turnaround, Replacement capital/secondary purchase and
the Initial Public Offering (IPO).

The following description is mainly drawn from : “Private Equity Market Landscape” chapter
in the CAIA book (CAIA, 2013) which summarizes the different option strategies accurately.
First, the buyout strategies. These strategies are often synonym for a change in ownership and
relates to capital provided under the form of equity or debt in order to acquire the current

shareholders of a privately held company. The buyouts may be declined in several forms:

- The Management Buyout: In his paper (Panfil, 2009), he describes MBO as :”A
transaction as a result of which a group of the current managers of an enterprise
takes over a block of shares with the use if financial leverage”. The lenders are usually
consenting to provide money secured by the company’s assets (senior debt) or not
(mezzanine). Of course, private equity firms also provide capital as well as
management. By doing so, the managers become the co-owners of the firm without
supplying too much funds and can apply its own vision of the company to make it

grow in a more effective manner and get a hefty return on invested capital.

- The Management Buy-in: This event, very similar to the MBO means that the

acquisition is led by new management from outside the company.

- Public to Private (P2P): This transaction means that the targeted company is
taken from the public market to the private one by a newly incorporated unlisted firm.
This deal is described as a Leverage Buyout (Weir, Jones, & Wright, 2008) because of
the typical debt — equity mixture. The distinctive characteristics of this deal is that the

new organizational structure has its own governance rules with an increased amount of



debt allowing for more monitoring. Second, the new management has a large stake in

the capital of the firm.

The buyout strategy, in each case, uses a mix of equity and debt. This is possible because it
happens in a later stage of the venture meaning that it produces sufficient cash flows to cover
the interest’s payments of the debt. Therefore, we often refer to these buyouts strategies as

Leveraged Buyouts (LBO).

There is one last big financial strategy being the Mezzanine. Mezzanine capital is in between
equity and senior debt financing just as a mezzanine being an intermediate floor. A mezzanine
investment can be translated into several forms such as convertible debt, senior subordinated
debt or debt with warrants or preferred equity. It is usually used for growth capital, LBOs and

restructuration’s.

type of financing is resourceful (A. F. Robinson, Fert, Webb, Thacher, & LLP, 2013) since
many companies discount their assets at greater rates, have intangible assets and banks have a
set some thresholds regarding the amount of debt a company can borrow. For those 3 reasons,
the mezzanine is filling the gap between equity and senior debts without diluting the capital.
Regarding the asked returns by the lenders, these are made not only through interest payments
but also with PIK (Payable in kind) interest, ownership and a participation payout allowing
the firm to pay less interests and pay the rest when the company faces a change in ownership

or at a certain due date.
Finally, there are other financing strategies which are:

- The rescue or turnaround: A way to save distressed firms (Tardivo, Viassone,
& Vulpiani, 2014) by making the firms structure profitable again. Usually, this process
takes 3 to 5 years and fresh capital to prepare the company to be acquired.

- The replacement capital (secondary purchase): It is the process in which shares
of a company are bought from one private equity investor by another one.

- The Initial Public Offering (IPO)

B. Determinants of Venture capitalist’s decision making process
In his doctoral thesis (Boere, 2014), the author structures his research in several topics
impacting the decisions of the Private equity firms which, in his survey’s sample, are mostly
venture capital firms. The thesis is a compilation of articles written by the author depicting the

determinants of decision making in the private equity firms as the title of his work indicates.



Each article is well documented with older and up to date views on each topic on which he
builds its hypothesis of research. Therefore, we believe that summarizing his main findings in
the rest of the section would be a great way to understand what has been lately found on the

subject.

Thus, following the structure of his thesis, the following of this section goes as follow: The
objectives and minimum return requirements, the success measures and finally the exit

decisions power and rules.

At the end of this section we will understand on what factors rely the decisions of the PE
equity firms and to a certain extent the VC firms. Such knowledge adds up well with the

former sections describing the main private equity industry actors, roles and interactions.
The objectives and minimum return requirements

First, the author finds out that the return objective is by far the most important objective along
with the need for prestigious reputation of their firm among other investors and entrepreneurs.
This reputational concern seems to be an incentive for private equity firms to coordinate their

objectives with those of the ventures they back.

Furthermore, the minimum level internal rates of return and minimum level money multiples
are the two most important factors for private equity firms whereas the minimum level of
discount rate and the discounted cash flow models are of little concern. The asked minimum

return is mostly impacted by the quality of management and investment stage of the venture.

Overall, the investment strategy as well as the risk profile of the PE firms are essential in
determining the minimum required returns as well as the current portfolio diversification level
which drives the attention of the firm toward the idiosyncratic risk when evaluating a new

opportunity.
Success measures

Most of PE firms use the IRR and the money multiple because of their complementarity to
measure the efficiency of a project. Indeed, while the IRR measures the return per unit of

time, the money multiple measure the total return. However, when it comes to compare the
performance of several investments, they prove to be quite unreliable to rank and select the

best project. These issues are also met when the cash flows are too far away in time.



The selection of the success measures and their importance are not related to the age,
investment focus and location of the PE firms but by the firm type, fund horizon and the
external funding (if their funds come mostly from outside investors). More specifically, if the
outside investors are a big chunk of the PE fund, chances are that the success measures will be
streamlined because the external investors will want to be able to compare the performance of

the funds they invested in. Thus, the will ask for specific reporting guidelines.

The risk profile of the backed ventures is usually not measured by beta-based calculations
(measures derived from the modern portfolio theory) but rather from calculated models,

scenarios and sensitivity analysis.

Finally, private equity firms choose their success measures suited for their investment
strategy, increasing their quality of measurement and besides, a small number of them seems
to be increasingly interested into newer and more elaborated metrics derived from public

markets and profitability index.
Exit decision power and rules
When considering the exit decision power, the author draws several interesting conclusions.

The first one is general to the private equity firms and is quite unsurprising. Indeed, according
to the ownership position, board representation and level of control rights, the PE firms are
often not ready to share the decision of the timing and channel of the exit with a third party or

the management of the portfolio company.

Second, he compares both buyout funds and venture capitalists. It appears that the VCs are
willing to share much more of that decision with the management of the portfolio firm as the

buyout funds do. This can be explained among others, by the need for a good reputation.

Now we turn ourselves to the decision rules to launch the exit process. First, the PE firms do
not rely on one single rule to decide if they should exit the investment whether it is
performing well or not. Alternatively, they select a specific decision rule for each exist
decision from a preselected pool of decision rules. Second, most of the selected decisions are
often pertinent in maximizing the net present value of the project. Finally, the liquidity of exit
market plays a crucial role in the decision of the exit timing. Indeed, exit markets are not

always liquid and this is of great concern for many firms.

We finish with the decision of exit channel. In general, the PE firms will tend to prefer the

channel offering them the highest price but the decision is not only limited by this factor
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alone. The form of payment as well as the speed and “full exit” certainty are bearing a
considerable amount of influence. It is worth to note that the older the PE firm, the less
important the transaction costs related to the choice of the exit channel are. Secondly,
reputation comes again as a determining factor in this decision. More precisely, we do not
only talk about reputation among investors but also reputation among other groups such as the
management of the ventures, their owners and other contract partners in the portfolio firm.
Thirdly, VC firms bequeath less attention to the exit channel decision than buyout firms seem
to do; A trend that might be explained by the greater amounts involved in buyout transactions
and specific contract agreements in the VC industry. Finally, legal discrepancies between

countries can also influence the preferred kind of exit channel.

C. Questionnaires

Venture capitalists
Research questions:

Here we split the word impact, which is at the center of our problematic in several
main topics that have been derived from the existing literature. Each topic is then translated

into questions to be answered in interview:

1. Structuring & professionalization of the management team — Recruiting

- During other interviews, | have understood that the CEO is key to the firm and seem to
be the starting point of whether the firm will be a success or not. How important is this
role for you and how?

- In what cases do you recruit key individuals for the venture?

- How to restructure a team to make it win? What roles are essentials in life science
sector?

- Is the recruiting of people related to the stage of the venture? How so?

- Do you control the hiring of new employees after the investment? If so, what kind of
process do you impose to hire various kind of employees? If not, why not?

- Towhat goal do you provide stock options plan (attract employees, provide
incentives, retain employees) and do you feel like it is efficient to achieve this
purpose? If you do not provide them, why not?

- Do you impose a sales and marketing manager to the venture? Explain why or why
not.

- Do you and at what moment do you appoint an outside CEO? Why, why not? What do
you expect from it?

- What step is crucial in the professionalization process of the start-up? What do you
consider as a professionalizing process?

2. Active role in governance
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In the life science sector, what clause of the shareholder agreement is the most
important and why? (amount& timing, form&terms of investment, puts&calls,
registration rights, go-along, preemptive rights, option pool, employment contract,
vesting schedule & buyback provisions, information rights, board structure).

Are you rather a lead or follower investor?

Knowing this main role, what role is for you the most important one? (sit on board,
recruit and compensate key individuals, work with suppliers and customers, help
establish tactics and strategy, raise capital, structure transactions such as M&A).

Monitoring intensity

How does your involvement vary with circumstances? Which one?

How active would you qualify yourself in general? How do you influence the
company important decisions overall?

How frequent are your contacts? Do you happen to have conflicts? About what
subjects?

Would you say that the high technical degree of the ventures in the life science sector
make them more prone to profit from the venture capitalist involvement? How?

Are you more a lead investor or a follower? How different is your involvement
between being lead investor and not being one?

According to you, what is the field where you add most value and the one where you
add the least? In other words, what is your specialization as investor (R&D network,
financial advices, strategic and commercial advices, etc.)

Does the degree of involvement varies with the degree of innovation of the venture?
Why?

Financial structuring

What implications does the structure of the venture capitalist investment have on the
future performance of new business?

Does your fundraising ability affect only the size of the investment or does it lead to
softer contracts/agreements as well?

To what stage of development do you think VC is best in case of life sciences sector
compared to angels, 3Fs, banks?

What are the typical key milestones to be met when applying a staging finance scheme
in the life science sector?

What creative solutions for deal structuring exists?

Maintenant que vous étes co administrateur du nouveau fond newton capital, quelle va
étre votre stratégie d’investissement ?

Influencing the outcome of the venture — Success/failure — Exits

Do you think that your network as VC improves the odds of success of the firm? In
what ways?
What kind of exit do you prefer?
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Would you say that whether the exit is a trade-sale or an IPO makes no difference for
the country as it is the roots of the company in the country that is important regarding
research, HR, subsidies, etc.

How do you influence a company toward that specific exit?

If there is a discordance with the venture managerial team about the exit, how do you
solve it?

. Typical Belgian or French VCs practices

What public policy initiatives can foster the type of value added investor involvement
necessary for sustained value creation?

What Belgian/French typical practices should | be aware of?

What Belgian/ French practices should I be aware of in the life science sector?

What sets French/Belgian VVCs apart from the reset of European VCs? How does it
impact the ventures?

How would you describe the private equity competition in Belgium/France and more
specifically the venture capitalist market and its influences in terms of deals
(Valorization, number of opportunities, shareholder agreement).

In Belgium there is less VC funds then in France, therefore, there seem to be a
tendency for the Belgian VVC to syndicate rather quickly with international funds. Do
you agree with that statement?

In Belgium, there is a well know ecosystem in place in life sciences and by ecosystem
I mean competition clusters, incubators, non-dilutive money, etc. | know a lot about
what exists in Wallonia but not in the Flemish part of Belgium. Could you tell me if
one can find the same tools and if there is a specific sector that has been prioritized.
Has the tax shift impacted the VC industry in Belgium? How? How does it affect
you? (Fundraising ability, investing philosophy, Higher divestment returns)

What Belgian/French typical practices should | be aware of?

What Belgian/ French practices should I be aware of in the life science sector?

Entrepreneurs

1. The relationship between the venture and entrepreneur per investment stage:

e What was the stage of your venture when you asked a VC’s help for the first time?
Was it seed, start-up, expansion or buy-out stage?

Criteria for each stage if asked to differentiate them:



Seed: 1 or 2 entrepreneurs; undeveloped technology and business concept;

business plan not validated

Start-up: Management team in place, product ready for marketing or pilot/info

about it
Expansion phase: Marketing has been started; venture ready to grow and expand

Buy-out phase: Established company

e What was the main purpose of the funding related to that stage?
e What was the main expertise/benefits beyond money provided by the VC?

Suggestions: Structure, discipline, sounding board, attract new funds; which legal
form to pick for the venture (only for seed); technological insights; reputation benefits;
marketing experience, recruit help, contacts; help with follow-on financing; help to plan and

execute exit.

e What was the major trouble from your point of view in getting the VC help?

Suggestions: Time consuming to locate, negotiate and close the deal; Involvement
(reporting requirements and governance with VC = time consuming); low valuation because
early venture has not much to back up the potential of the venture; some VC require to direct

the venture strategy.

2. The venture capital investment cycle related s.

In each of the following phase, the financial and social relation with the VC is
impacted differently.

A. Pre-investment stage

Deal structuring s:

¢ Inthe deal structuring, what has been discussed the most with the VC? Was it the
composition of the board; type of spending requiring VC approval; VC mechanisms to
force exit; terms of top management contracts; ?

e How stringent were the covenants such as redemption rights, forfeiture provisions
(loss of ownership of entrepreneur performs badly)?

¢ Did you have to accept some restrictions upon which the VC would not bargain?

B. Post-investment stage

Monitoring s:



What was the most important monitoring mechanism for the VC? Was it the board
representation, the reporting requirements, etc?

Were those monitoring mechanisms oriented on the day-to-day operations or for the
major decisions only?

What were your milestones and was the VC extremely attached to them? For instance,
if you missed one, could it mean the end of their financial support right away?

When you were performing in a lesser way than expected, how did the VC react? How
did they try to fix it with you?

Value adding roles s:
Strategic role:

Does the VC appeared more like an advisor taking the entrepreneur’s ideas in
consideration to make suggestions or, instead, was the VVC acting as a strong decision
maker?

Financing role:
Did the VC help you (or not) and how (why not?) to:

Arrange financing from other actors (banks, business angels, government, other VC)?
To arrange the exit plan and procedures as you were succeeding?
Develop internal financial management procedures?

Networking role:

Did the VC network help when looking for things such as an extra manager, additional
financing opportunities, key service providers, acquisition candidates or customers?
How?

How did you feel the value added of their network the most?

Interpersonal role:

Was the VC effective/useful in providing moral support in times of crisis?
Reputational role:
Did the reputation of your VC came into play at certain point? For instance: recruiting

managers; get initial sales, attract investors, attract investment bankers, win
acceptance of the market in the case of an IPO.
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C. Exit phase

e Was your exit route planned?

e What was, in the end, your exit route? Were you happy with it? Was your VC happy
with it?

e Were they any source of disagreements on the exit? If so, how did you solve them?

3. Maximizing the entrepreneur — VVC relationship.

A. Pre-investment phase

Obtain the right amount of money:

e Where you able to find the right balance between the risk of keeping more equities but
running out of cash and taking more cash than needed by selling too much of your
venture?

¢ How did the VC help you to find that balance?

Structure a fair deal:

e How was your relation with the VC you agreed to make a deal with in the beginning?
Was it aggressive or not and has it somehow damage/improved the relation

post-investment? How?

B. Post-investment phase

Several things can be done by the entrepreneur to maximize their relation with the VC

during the investment until the exit. Each of those attitudes raise questions:
Respecting the VC:

¢ Did you have to continually convince the VC that the attention devoted to your
venture was well spent? Indeed, a VC allocates time in a manner that maximize the
value of the portfolio rather than one single investment.

e How did you show yourself worth of the VC attention?

¢ Did you have conflicts/disagreements on the strategic level leading to passive or even
active recalcitrance in the exercise of operational control? Why? Why not?

Communicate:
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What kind of communication did you have with your VC? For instance, was it more a
mix of both formal communication (CEO reporting to the board) and informal one
(phone calls, social lunches,etc.)

How would you qualify the degree of openness of your VC? Could you for instance
talk in a blunter way rather than a diplomatic one?

Be trustworthy:

Do you consider that you acted in a trustworthy manner? How so? Looking back on
this experience, can you think about something you could have done in a better way?
Was the VC fair with you along the whole post-investment phase? How so?

Remain as objective as possible:

Did you manage to stay objective and keep a degree of skepticism in regard of the VC
analyses & decisions when things were doing well (high mutual trust in each other
competences and honesty)

What about the VC’s objectivity toward your decisions along the phase?

Did a lack of objectivity from you or the VC led to mistakes? If so, how?

. Exit phase

Avoid premature exit:

Would you say that in time of issues/crisis, the quality of your relation with the VC
played in favor for their patience to not pull out their investment too early?

Have you had the feeling that the exit chosen by the VC and its timing was a way for
him to show off their skills to their LPs and the market in general (Grandstanding
phenomenon)? If so, how did you prevent it to happen?

Exit harmoniously:

Did you experience a smooth exit?

Did the image of your VC increased the valuation or image of the venture on the
public stock market (if IPO)?

Did their strong network revealed helpful on this phase? In what ways?

Overall satisfaction of the entrepreneur.
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Would you say that the VCs are strong allies in times things do not go according to
plan or do they tend to consider a liquidation rather quickly?

What have been the elements on which the VCs helped you the most?

What have been the elements on which the VCs helped you poorly or in a lesser way
than expected?

Between your expectations and what the VC had gave you as a glimpse of their
capabilities pre-investment, where there a lot of discrepancies post-investment? How
S0?

Are you satisfied with the VC performance? What makes you say that?

Is there anything else that | should be aware of?
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