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The Market Cycle and the “New Economy”



To understand how the financing of technology companies is developing in 2001 we need to understand the nature of the business cycle of the equity markets and how it influences capital raising generally.   In addition there is another major overlaying influence on today’s markets: that of the major technology change involved in the introduction and spread of the internet.   The development of today’s “digital information age” is comparable to the introduction of electricity, the dawn of the railway age and the development of the oil and auto industry.   It is evolving in a very similar pattern.   



The background to today’s financing environment is the combination of these two factors and the many old lessons it is making us relearn.   It is worth reviewing how equity market cycles work and the specifics of how this has and is impacting the specific “new economy” financing market.   We can then ask if our old (pre-2000) assumptions are intact and how the current environment will affect the availability of financing in the real world in real markets and in the immediate future.

































It is critical to realize that business conditions and financing conditions change with the business cycle.   The perfect plan for financing a company at one point of the cycle can be disastrous at another.



Firms change and business environments change.   A successful financing is one where the right financing technique matches the firm’s growth point and the market conditions.



The major dislocation in 2000 and 2001 has been to market conditions but there are also major implications to be drawn from the inevitable consequential resetting of growth plans and changes to the financing techniques available.   Most technology firms are now struggling to achieve the financing they had planned on the basis of the market in 1999.   Many will not make the transition.   The ones that do will recognize the changed conditions early, react quickly to them and reset their financing plans accordingly.



In the past five years finance for technology firms has been taking place against the background of the “increasing greed, decreasing fear” or “capital accumulation” phase of the business cycle (the right hand side of the diagram above).   This phase is characterized by a surfeit of available finance which funds business plans which were never going to look realistic in the ensuing “decreasing greed, increasing fear” or “capital preservation” phase of the market (the left hand side of the diagram above).



Overlaying this generic business cycle and exacerbating and in large part causing it to evolve the way it did is the impact of the information revolution.   The past two hundred years, probably the past two thousand years have seen repeated technological revolutions.   Most follow the same underlying pattern.   A breakthrough occurs, its significance is recognized, a lot of false leads are followed and ultimately its true value is achieved.   What we often fail to realize from our position of 20/20 historical hindsight is the disruption the false leads and blind alleyways that didn’t make the history books caused.



Folk wisdom recognizes the fact that most miners in the California gold rush failed to make much money whereas the people who sold the picks and shovels did.   This may or may not be true.   What certainly is true is that it takes up to 40 years for a major technological change to achieve its full potential and that in the meantime huge sums of speculative investments are made in companies which don’t exist at the end of the period.   There are normally huge losses for investors and financiers who got caught up in the potential of the new markets opened and backed the wrong firm.   The winners are normally not the innovators either, but that is a point we will return to later.



We are in the fear phase of the market sentiment cycle and finance is hard to come by for many firms but there is no shortage of funds available.   There are huge sums available in venture capital funds in early 2001 and institutions such as pension funds and insurance companies are awash with cash.   We are not faced with a shortage of capital but with a shortage of capital being put to work.   Investors are hoarding cash, they are looking for a safe home for their investments and they are looking for exceptionally high returns through “vulture funding”.   They are looking to diversify their investments, they are looking to reduce their exposure to specific market sectors and they are looking for far higher return to stay with the firms they were happy to fund just 18 months ago.   They are looking for a very different business plan from the one they sought out in early 2000 and, if history is a good guide, the next time they get over enthusiastic (as they inevitably will) it will be for a different set of technologies.   What we must do is recognize the change, adjust our plans accordingly and don’t forget that the cycle will turn back up and look for where the next set of speculative funds will flow towards.   At that point plans will have to change again.





Are Our Basic Assumptions Intact?



The basic assumptions that people tend to make in planning to raise finance for a new business venture are the following:



A good idea for a new product or service exists

The generator of that idea has a business plan to develop it

The intention is to make money from the idea



The market conditions of early 2001 have made people reassess their basic assumptions about how the world works.   Looking at these three assumptions in turn could assist in understanding how financing trends are evolving and how to react to them.





A good idea for a new product or service exists:



The fairytale version of reality tells us to “build a better mousetrap and the world will beat a path to our door.”   Of course the real world doesn’t always work out this way.



Not all bad ideas fail to attract money.   In the recent past a lot of bad ideas have attracted finance.   A well-directed business plan containing the right buzzwords often attracted excess money chasing too few good ideas.   Having attracted money in 1999 does not mean the idea which attracted it was good.   To understand 2001’s finance market we have to recognize that many established businesses will not make it through the next round of financing and many should not have got this far.



Equally, not all good ideas succeed.   Good ideas usually result in successful products – but not necessarily for the inventor.   Microsoft is often quoted as an excellent example of a company who succeeded in making money out exploiting other people’s ideas.   Before criticizing them as a “dark side monopolist” we should perhaps also recognize the possibility that this type of activity is more a reflection of the reality of the world rather than being an isolated case.   In the recent past there has been a huge premium on getting to market fast and not on conserving money.   In the near future there may be more of a premium on being seen to be prudent rather than wasteful.   Either way, for every Microsoft there are thousands of firms that didn’t succeed.  In the eyes of the finance providers in 2001 there is far more emphasis on the risk of being one of the many failures than on being one of the few successes. 



The assumption that one should start with a good idea is still valid.   Without one it is still possible to get a long way (even to “sell out before being found out”) but in 2001 it is important to review if the idea is still good.   Equally, a good idea should be recognized as a necessary, but not sufficient, criteria for success.   In addition to a good idea, factors such as management, finance and marketing have always been important.   2001 is a point at which these functions will have even more validity.





The generator of that idea has a business plan to develop it:



The mechanisms for preparing a business plan have been addressed in some detail in elsewhere.   There is no need to repeat the steps that should be taken in writing one.   There are some critical issues which are worth considering when deciding what to write.



Business plans need to target the demands of investors and to evolve with changing market conditions.   In 1999 and even into early 2000 the critical emphasis in many successful business plans was often speed to market.   Plans which were conservatively written were often rejected on the basis that the firm involved would be overtaken if it grew too slowly by better financed competitors who grew more rapidly.   Equally, plans which should not have been given backing were funded because they showed rapid growth and achievement of high market share.   In successful proposals such commonplace ideas as making revenues which matched costs were subservient to a “land grab” mentality.   We may criticize the plans today and the companies in question may well not survive, but it the time they were given money.   By the same token the “good” plans were rejected.   They key point in writing a business plan is not to have the best business plan, but rather to have a business plan which stands a chance of being funded.    Of course it has to be a good enough business plan to make your company survive and prosper as well, but don’t forget that business plans are selling a product (the company) and the product has to be one that the consumer (the investor) wants to buy.



Any plan which is presented has to have appropriate levels of funding.   At the same period that people were writing fast growth plans they were raising funding only to take them to the “next stage”.   The idea behind this was that at each level of funding an idea would be “proven” and more funds would then be raised at a better price.   If people tried to raise enough funding to take them to profitability they often didn’t get it.   Again, the key point was that a suitable plan was one which provided what the investor wanted to invest in, not what was “right”.   The consequence in the good times was a series of funding exercises in which round after round was raised at ever better prices with the early investors showing profits at every stage.   These profits may well have been on paper only until IPO, but they were nevertheless perceived to be real.   The company raising the money would get ever cheaper equity and in the short term appeared to be winning.   The problem with this paradigm is that the process works only as long as the “next stage” payments were available and of course in early 2001’s “nuclear winter” for funding technology companies that was not necessarily the case.   The trade off here is between making an offering that the market wants to be shown and which works in the short term against what is good for the company’s long term stability and security and which may find trouble being funded.   Again the key point to recognize is the potential trade off between what is best for the business and what can be sold to investors and the correct approach is to achieve some of both objectives.



An issue which was being pointed out in early 2001 was that of pitching the price at the right level.   A rational expectation would be that if the valuation of the company is pitched too high by the company trying to raise funds then that valuation can subsequently be adjusted down to meet market expectations and funding will take place at this level.   If a company cannot fund itself at a valuation of $100 million then perhaps it can do so at a valuation of $40 million.   This assumption has come to be questioned in the recent past.   Investors have proven remarkably reluctant to fund at levels well below the original level set.   The explanation given by investors is that they are very reluctant to back an enterprise when from the start the owners feel they have been short-changed.   People are far happier to invest in a situation in which the funding is perceived as a “win-win” for all concerned.  Pricing too high may not just result in a failure to achieve funding at the high price but in failure to achieve funding at all.   It is obvious that equity shouldn’t be offered too cheaply, but apparently it shouldn’t be offered too expensively either. 



Of course the objective of any good entrepreneur is to build a good business, but this is often only possible if finance is available.    It is critical to remember what it takes to access finance.   Life is rarely as simple as it appears.   When raising money it almost (not quite) as important to think from the perspective of the provider of funds as from the point of view of the user of the finance being raised.





The intention is to make money from the idea:



There is a widely held belief that people want to make money but life isn’t so simple.   One of the most quoted reasons for refusing finance is that the entrepreneur raising money is that the business manager is a “lifestyle” entrepreneur.



In the 1970s economists used to contrast the concept of “Economic Man” against the “Satisficer”.    Many economists (not all) have stopped paying attention to this idea but it is a very pertinent one to a business manager raising finance.   The concept  of ‘satisficing’ is that business is run to the level of being satisfactory not optimized.   Once a firm is satisfactory managers stop trying to improve it unless they are in trouble.   Presumably in the world of the twenty first century all managers are expected to be under pressure all the time.   Stopping improvement when a company is not in trouble runs in the face of one of the basic concepts of economics – that people maximize their welfare (i.e. the entrepreneur would always want to maximize the value of his company.)



People who supply funding to private companies are sometimes rather obsessed by how hard the entrepreneur will try and for a very good reason.   Private companies are very easy to put money into but very hard to get money out of.   Entrepreneurs should put themselves into the investors’ shoes to understand why this makes their motivation so important to investors.   If a company is making enough money to pay the entrepreneur enough to enjoy a good lifestyle but not enough to move to the next stage of finance through to the stage of a trade sale or IPO then the investor has the worst of both worlds.   His money has made the entrepreneur rich enough to be happy but the investor will never see a return on his money.   This is about the worst position to be in.   The providers of funds (often themselves in the case of business angels) are unhappy but the company is doing well enough for him not to be able to do anything about it.   Investors are often extremely reluctant to back a person whom they suspect will have these characteristics and these people are surprisingly common whatever the theory says.   When addressing investors the comment should be “beware of the lifestyle manger,” when addressing entrepreneurs it should be “beware of appearing to be a lifestyle manager.”





Specific Finance Markets



There are many ways to finance a technology company.   They fit into a spectrum which ranges from small amounts raised at low cost and often quickly to large amounts raised at high cost and often slowly.   The cost of capital should, in principle, start off very high and fall as investments become more liquid and less risky.   This is by no means always the case.   In principle all markets operate efficiently.   Economists would doubtless criticize the comment that they very rarely do.   Below are a variety of places from which finance can be obtained – it is not intended to be complete.   Rather than go into the detail of all of them it makes more sense to look at how the current business environment is affecting each of them and what the immediate prospects for each of them are.   A good recommendation is to look at the alternatives and be opportunistic about which route to follow.



Internal funding		

Personal/Friends/Family finance

Government and other start-up finance

Banks/Other Asset Based finance 

Equity or debt for goods and services 

Academic Partnership

Corporate Partnership

Business Angels

Early Stage VC/Incubators

Later Stage VC

Pre-floatation finance

Reversing into the market

IPOs

Further share placement

MBOs/MBIs

Trade Sale





Times change.   Fashions change.   Names change.   Sometimes huge sums are available for start-ups such as Federal Express.    Sometimes funding is not available even for listed companies.   The critical point is to understand that there is no fixed, “right” way to go about raising money.   What is important is to find the right market for the company which needs finance and to go about accessing it in the right manner and preferably with enough time to change direction if times change.   Most entrepreneurs overestimate the efficiency of the finance providers and underestimate the time that fund raising will take.





Internal Funding:



We are used to hearing of finance being provided from outside a business venture but historically this is unusual.   Reliance on internal funding in the 1990s risked being overtaken by better financed rivals in a fast moving market but historically internal financing and relatively slow growth (of around 15%) is the norm.   this may be the type of market we are returning to.

Not all companies and ideas can develop this way.   Startup biotechnology companies cannot develop their first drugs to market relying on internal finance and many e-commerce companies perhaps cannot either.   In 2001, however, internal finance should be actively considered as an alternative if it is possible.   A business plan which depends on internal finance needs to cover its costs, but it also needs to cover its working capital.

If a company is to be self-sufficient it needs to think in terms of such ideas as:

extending payables	

shortening receivables

outsourcing

agreeing staged payments

taking on smaller jobs

There are many such ideas and they are extensively addressed elsewhere.   The key consideration is that these ideas should be one of the first places entrepreneurs look for finance.   Too often they are the last.



Personal/Friends/Family Money:



Most start-ups are founded with such money.   Jack Lang indicates a typical company may have to find its first £10,000 from such sources.   That is probably pretty typical although clearly there is a wide range.   To the extent that experience makes any suggestions in respect to this category it may be these:   First, too many people use money they cannot afford to lose as seed capital.   Second when any amount of money is put into a private company it is only too frequently followed by a second sum to preserve the value of the first.   Both these points imply that using personal resources, family and friends to fund new ventures should be limited wherever possible.   It is far better to use other people’s money where possible unless you have sufficient resources to write off what you invest.   It is remarkable how many friendships are ruined by joint investment in businesses.   In 2001 there may be few other places to go, but when they are a good recommendation is that those who have plenty of good ideas should provide the ideas and those who have plenty of money should provide the money.   The worst plan is for those with bad ideas to provide the ideas and those with little money to provide the money.  



Government/Charitable Grants:



One alternative place to look is to those sources of funding which do not look to invest on commercial terms.   Both central and local government and several charities offer funding to start up small companies.   These sources can only be tapped very early in a company’s life cycle but the money often either doesn’t need to be repaid or can be repaid on soft terms.   If someone wants to offer funding to start small businesses then take it in preference to losing your house or your parents’ life savings.   It is remarkable how many start-ups ignore free to cheap finance.   This source of funds is also relatively insensitive to market cycles and if such investments are lost the providers are normally much more forgiving than other providers.



Equity or Debt for Goods and Services:



An increasingly common practice among companies in the e-commerce field in recent years has been the practice of accepting equity, or a mixture of cash and equity, rather than charging cash for services.   Whilst the fall in technology share prices recently has made this practice less common it has a great deal to recommend it.   Most start up companies are short of money whilst many have a great deal up potential to succeed.   By issuing equity instead of paying out cash start-ups preserve cash whilst the providers of the service have access to potentially valuable equity in exchange for a relatively small reduction in their income.   This was understandably more attractive to those providing the goods or services the environment when IPOs were more common and often more successful.   The practice of accepting debt for goods became comparatively widespread in the telecoms field also.   In some cases sellers of telecoms equipment provided up to 200% debt against sales, which of course meant that initially they actually paid out money to companies accepting their products.   This may prove rather too much for the future, but equity or debt in return for goods and services still have great potential to add value in the new economy.







Academic Partnership:



Twenty years ago universities –with very rare exceptions - did not see themselves playing a role in creating enterprise zones around their campuses.   Now a great many do.   Many universities have active partnerships with the corporate world and almost as many have organizations that are specifically targeted at creating an environment in which university created ideas are turned into business success.   At first many of these units merely gave rather pious and naïve advice and were rather ineffective but today there is far more professionalism about how they go about their work.   Not only are university based units often very good at providing advice and contacts, but they often have access to funds which they will invest in small companies.   These seed capital funds are often an excellent stepping stone to other, larger sources of funding and are not dependent of the business cycle.



Corporate Partnership:



Another source of funding which has grown rapidly is that of corporate partnership.   This area has developed as large corporations have striven to recreate themselves by setting up internal funds to invest in smaller companies.   Their makeup varies substantially.   Some are designed to create markets for the products the company produces and are not therefore run as stand-alone commercial ventures but many can invest in a number of areas which may even be unrelated to the field of expertise of the company concerned.   Some are very successful.   One often quoted example is Intel, but there are many.   Critics in the more traditional venture capital field often regard such organizations as unprofessional and frequently criticize them for being unable to cut their losses and close down unsuccessful ventures.   Of course from the perspective of an entrepreneur this is not necessarily a disadvantage even if it is true.



Banks/Other Asset-Based Finance:



There is a widely held belief that banks provide equity finance for small companies.   Whilst this is not strictly speaking incorrect it is nevertheless not true in the sense people often believe it to be.   A good rule to operate under is that banks never provide equity.   They will often lend against receivables – but perhaps only up to 50% of receivables from recognized domestic sources.   They will also provide funding backed by property.   They may provide other lending.   Their job, however, is not that of equity finance.   If companies have to rely on banks to finance and they do not have assets which they can pledge to the banks the banks will frequently either not lend or only lend on the personal guarantee of members of the Board of Directors.  By all means use bank finance, but only assume it is available on an asset backed basis.   If banks will not provide this there are others who may, but this is normally not a source of true equity finance.







Business Angels:



Jack refers to this source as typically £100,000 or ten times personal funding.   As you would expect I agree with him with the usual caveat about wide ranges being available.   Most entrepreneurs underrate this source of finance and most do not understand it.   Possibly there is a connection between these two statements.   

Private equity currently represents around 3-4% of all equity issued.   By definition this is an estimate as private ownership is clearly just that.   Of this business angels are estimated by some to be an even bigger component than venture capital.   This may not be quite true but the market is nevertheless very substantial.   There are many rich people who have an interest in venturing.   There are perhaps 300 millionaires in Cambridge alone who have the capacity to invest.  

Business angels often invest for very different reasons than those of venture capitalists and they have very different qualities.    Many of them genuinely want to help others or to reinvest their own wealth.   They may look at business propositions very differently from more traditional business financiers.   They may have personal likes or dislikes and they may have specific tax incentives to invest at certain times or in certain markets.   They often have extremely good contacts which can aid businesses as much as the money they provide.

Today the legal position in the UK makes business angel networks very hard to organize, but the law is changing – albeit slowly.   Networks of business angels have the capacity to provide substantial sums of money.  Convincing one investor even for a small amount of finance can often lead to much more if the process is handled correctly.   Returns for this source of funding are normally expected to be high – over 50% would normally be a good target – but they are by no means necessarily pitched substantially above those of venture capital providers and the money is often easier to access.  



Early Stage VC/Incubators:



People used to refer to venture capital as if it were a single, homogenous category of finance.   In fact it can be subdivided into many categories.   The larger venture capital companies often focus on primarily large investments.   They have limited staff and often billions to invest so it clearly suits them to concentrate on fewer, larger transactions.   Some of the larger firms try to cover the whole spectrum or focus in businesses niches in which they try to dominate from the smallest to the largest deals, but many cannot do a great deal for the typical technology start-up.   A category of finance providers which became very fashionable in the recent past is that of business incubators.   These companies try to provide more than just finance and often have a focus on small companies, frequently in e-commerce.   In 2001 these firms have fallen very much out of favour and yet they have a great deal to recommend them if they do their jobs well and are properly financed.   Unfortunately at the moment these are often their two areas of greatest weakness.   Given the potential for this type of company it is to be hoped that they will reemerge as the current business climate changes again – as it inevitably will.







Later Stage VC:



As the size and our understanding of the venture capital industry has broadened and deepened it has often been seen to be a provider of second or third round finance for start up companies.  This is not always the case but it is a good departure point for entrepreneurs to begin from.

The idea of VC firms providing large sums of money for early stage financing is relatively uncommon – although it is much more common in California than elsewhere.   It is often better to think of this category of investor as one which comes in a little later in the process.   Several points about VC firms in 2001 are worth making.   The VC business is now extremely large.   There is no shortage of money available even if it is not being spent.   The size of the VC business in Europe is not quite at US levels but it is large enough for it to have virtually unlimited resources for the average entrepreneur.   80% of Europe’s venture capital is controlled out of London.   Whatever the state of the equity markets, venture capital firms should be seen as companies that have adequate amounts of cash to invest.   At this point, however, they are mostly not investing money in new businesses in e-commerce.   If businesses want venture capital they should try to go to firm which specializes in their type of business in their geographical area.   They should be aware that VC firms expect significant returns – 50% per annum or higher is as good an idea as any.   VC firms need high returns on investments that succeed in order to pay for their failures.  The overall returns on venture capital are lower than many, including many in the VC industry itself, believe.   A recent estimate is that in the past ten years the average return above government bonds in the VC business is only 5-6% despite, or because of, the risks they take.   VC firms also tend to intervene more quickly and strongly than other categories of investors.   They often get effective control of the companies they invest in as soon as these companies get into any kind of trouble and they will not hesitate to instill discipline - a characteristic they are very proud to have.   For the company that has taken their money this may mean a change of management up to and including the founder, possibly two or three times, and often access to further rounds of finance at extremely high prices.   VC firms tend to close firms they invest in much more frequently than almost any other form of finance provider.

When writing a business plan for a VC provider they will be looking for five things:

Is there a need for the product or service?

Is the market big enough?

The quality of the management team

An evaluation of the technology

The potential for business partnering

If that is what they look for is worth the entrepreneur asking himself these questions in advance.   The most important category is often the management team.   The most surprising for those raising the money it is often the potential for business partnering.









Pre Floatation Finance:



Finance has been readily available from institutions to bridge funding needs in the eighteen months prior to IPO, but this is clearly only available to the extent that the institutions are confident that IPOs can happen.   The advantage of fund raising from this source is that it allows companies to improve their financial structure prior to floatation, but perhaps more importantly it introduces the company to one or more institutional investor in the role of anchor investor.   Having a small number of well known and respected investors increases the likelihood of success in a floatation and will tend to attract other institutions.   This form of finance produces more expensive equity but introduces offsetting advantages.   It is also a good insurance policy against a downturn in the IPO market, but availability is very closely correlated with the stock market cycle.



Reversing into the Stock Market:



Listing a company has become more expensive because of all the regulatory requirements and the cost of investment banking advisors.   Investment banking costs tend to be particularly high for small companies as the same fixed costs are spread over less equity.   It is possible to gain an effective listing by merging with a company already on an exchange if the merger is in effect a reverse takeover.   There was a small surge in interest in this type of activity within the last two years.   In practice this procedure has always been available, but it can be even more expensive than a regular listing – if for no other reason than the fact that both parties in the merger are paying fees – and there will always be  a limit on the number of potential targets for this type of activity.



IPOs:



The more normal route to market is to make an initial offering from a being a private firm onto a public exchange.   In practice this can be done in a great many ways.   There are many different markets on which to list.   At any time there are “hot” markets and ones out of favour.   There is a great deal of information available from all these exchanges and the fact that they need to compete for listings has made the whole process much more transparent.   Entrepreneurs can form their own opinions on where to list by listening to the exchanges’ presentations which tend to form free information.   They will probably also be approached by a number of potential investment banking advisors who will compete among themselves to explain why their services are better than all others.   

In practice firms should choose their advisors and the markets they list on based on situation-specific criteria.   A NASDAQ listing may be completely suitable for one firm whereas an AIM listing may be far better and cheaper for another; a third may find going for a full LSE listing immediately by far the best.   Regulatory requirements are different in each case as are costs.   In every case, entrepreneurs should recognize that when they list their companies they will lose a great deal of flexibility in the way they run their companies as they have to work within a different, stricter set of rules and regulations.

The IPO market for e-commerce was relatively easy to access in late 1999 and early 2000.   It is now virtually closed.   It will reopen, but very slowly at first.   It is unlikely to ever be quite as welcoming to e-commerce companies as the next boom (or perhaps “bubble”) will occur in a different market if history is any guide.



Further Share Placement:



Once a company has a listing it has easier access to additional funds than it would have as a private company.   This does not make extra capital easy to come by, however.   In practice support needs to be raised before making an additional issue of shares.   One route is to change markets, to move from AIM to a full LSE listing, for example, or to make an additional listing on NASDAQ.   In the UK “rights issues” have tended to be a way of almost forcing existing shareholders to inject more capital, but this route is not necessarily open in other markets and can cause problems even in the UK as BT has just found out.   It would be a good basis to work from that raising additional finance still costs money and still requires the presentation of a financial plan to potential investors.   It is normally easier to do when a listing is obtained than prior to that point, but this is not always the case and raising money is never easy unless you don’t need it!



MBOs/MBIs:



Management buy-outs and buy-ins are increasingly popular as large companies sell-off parts of their businesses to change their makeup and strategy and as managers realize that they can gain finance to buy out their divisions and make themselves rich.   This is a major area of finance on its own and one which cannot be covered in a short presentation.   Venture capital is increasingly available in large quantities to support this type of activity.   This is in large part because returns on MBOs have tended to be approximately twice those of the public markets (at least in the opinion of those providing the finance – the numbers are very hard to access).

This type of activity is very different from that of founding a company and moving it from the private to the public markets bur it is potentially very lucrative.   It is an idea all employees should keep at the back of their minds in case an opportunity provides itself.   It is worth bearing in mind, however, that if one starts down the path towards a buy out one has to pay the costs whether the company is bought out or not and also that trying to buy our a division from one’s employers can be highly damaging to a career.



Trade Sales:



A presentation on obtaining finance for entrepreneurs should always include a section on trade sales because vastly more companies will end up as trade sales than as independently listed companies.   Acquirers frequently can add value to a small company by opening more access to markets, by sharing overheads and by providing needed finance quickly and cheaply.   Entrepreneurs should think of this route as one they may one day take.   An acquisition through trade sale can be highly advantageous to both parties and indeed an effective route to rapid growth for a rapidly growing company, but most acquirers are not trying to make the owners of their target company rich except to get the deal done.   It is a sad fact of life that a great deal of wealth is created by entrepreneurs but reaped by acquirers who often have more financial acumen than technical ability.   Despite this fact, anyone owning their own company should take the possibility of a trade sale as a real one.   For companies that succeed, the chances of reaping this success through a trade sale is far higher than the possibility of an IPO.



Conclusions



There is a huge amount of data to consider when looking at the different financing possibilities open to modern technology companies.   There is a tendency to assume that all possibilities open and close depending on the stock market cycle but this is only one of many forms of finance.   There is an also a preconceived idea that the objective of growth of a technology company is an IPO but this is a very unusual outcome – a trade sale is a far more likely outcome.   Many entrepreneurs begin by believing that there is only one way to develop the capital of their companies.   In fact there are many ways and these channels open and close almost on a whim.  Five suppliers of finance faced with the same set of facts may produce five different responses.   It is critical that the company which needs finance keeps as many options open as possible and is opportunistic in its reaction to different sources of funds.    Presentation, luck, timing and perseverance are often as important as the quality of the underlying product or service.   Finally, one of the most important lessons to learn is to start raising finance early.   There are few more disheartening things to see than a company which should succeed failing because it left reacting to a capital shortage too late.   Always try to act at least three months in advance of funding requirements.




