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welcome to the Investment Ready Guide. the guide is designed to offer you a brief 
introduction to the world of investment capital funding and to explain in clear 
language some of the concepts and terms used by the investment industry.

included are a series of quick tests and templates aimed at helping you find out if 
your business is ready for investment funding – or indeed if investment funding is the 
best option for your business. 

as part of new Zealand trade and enterprise (nZte)’s wider product range for 
raising investment readiness, the guide complements nZte’s escalator service which 
helps qualifying new Zealand businesses and entrepreneurs to get investment ready, 
and the investment ready training delivered under the enterprise training 
programme. 

nZte is the government’s national economic development agency. nZte works to 
stimulate economic growth by helping to boost export earnings, strengthen regional 
economies, and deliver economic development assistance to industries and 
individual businesses. as a global organisation, it uses its knowledge and contacts  
in overseas markets to connect new Zealand businesses with trade and investment 
opportunities. this guide is part of that assistance. you’ll find more details on the 
services offered by nZte chapter 11 and the business resource section of this guide. 

we hope that this Investment Ready Guide will play a positive part in helping you 
build the success of your business. good luck with developing your business and 
with your investment capital raising!

PREFACE
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Determining your real needs

what you think you need for your business might not be what 
you actually need.

the first three chapters of this book therefore look at ways of 
growing your business that do not involve attracting outside 
capital. exhaust all other avenues first before you look for  
outside investors is the theme.

the chapters are aimed at getting you thinking about how to 
market your products and services more effectively and how  
to raise funds from various sources. Have you really explored  
all the options?

finally, they look at debt financing and ways to make your 
business more attractive to banks and other lenders.

at the end of each chapter you’ll find quick tests that will help 
you measure both your business and your own business skills. 
also included at the back of the book are a series of templates  
to help you record and clarify your ideas. use these resources to 
help you identify areas you may need to strengthen or improve.

PART ONE 
DO YOU REALLY 
NEED MONEY?
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Access to the market 1

Do you really need finance?

this may seem an odd question for a book written about sources of finance for businesses,  
but the reality is that many businesses can grow (albeit at a slower rate) without looking for 
equity funding. 

as one business financing expert comments, “the majority of businesses that come through  
my door think they need equity, but they don’t. the more immediate and important issue may 
be access to the market.” that statement is worth emphasising. 

this will possibly mean a change in thinking on your part. you may have approached this book 
thinking that it will open doors for you regarding the raising of finance for your business.  
the book will certainly help you do that, but the first thing you should consider is whether  
you really need finance. in other words, have you considered all the alternatives first that  
may solve the problems or opportunities that you think finance can provide?

Options for growing your business 
Here are some of the options available to you to secure access to markets.

Manufacturing (subcontracting) agreement 2

if you lack the funds to manufacture your product yourself, it might pay you to subcontract  
the process instead. in many cases it makes little sense to buy expensive equipment when an 
established manufacturer could undertake the work. it’s often the case that larger or faster 
machines and specialist operations can produce the goods far cheaper than you could hope  
to do yourself. in some cases it might even be better to produce the goods (such as clothing  
or shoes) offshore. 

Licensing and royalties agreement

another possibility to consider is not to produce the products or services yourself, (or perhaps 
only in limited quantities for an immediate market) but to license them to others and receive  
a royalty on their sale. 

this solution is more obviously suited to businesses that have patented or protected products, 
brands, trademarks or intellectual property with strongly marketable properties. like 
subcontracting, the arrangement sidesteps the need to find development capital for plant and 
equipment. in addition it also eliminates the need for you to market the products or services  
to world markets.

for example, suppose you have invented and copyrighted a board game. you are convinced 
that your board game is novel and highly attractive to the 10-15 year old market. you’ve 
manufactured a few prototypes, but this and the whole development and market research 
process has taken you two years of work and all your savings. 

you might think your ideal course would be to raise enough in funding from outside investors  
to manufacture and distribute the product. this would mean doing everything from scratch, 
including building the manufacturing capacity and building marketing distribution channels 
from scratch.

a more realistic course of action, might be to license your board game to a specialist games 
manufacturer. this course of action recognises that board games are a specialist market 
dominated by a few top games manufacturers with established international distribution 
channels and many years of marketing experience in the industry. if you were to get your  
game accepted and licensed to a major player in the industry, you could gain substantial  
sales in a fraction of the time and cost it would take you to build your own marketing and 
distribution channels. 

CHAPTER 1 
DO YOU REALLY NEED FINANCE?

SEE TEMPLATE 1   
DO YOU REALLY NEED FINANCE?

SEE TEMPLATE 2   
 IDENTIFY MANUFACTURING 
SUBCONTRACTORS

Using subcontractors

Jeremy Moon, the founder of 
Icebreaker clothing, made the 
strategic decision early on to get 
the garments manufactured by 
others. Using subcontractors 
saved Icebreaker from the 
considerable capital costs of 
investing in plant and machinery 
and allowed Moon to concentrate 
on the company’s real strengths: 
the design and marketing of  
his garments. 

www.icebreaker.com
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Distribution agreement

an alternative to licensing your product or service is to look for an established distributor.  
Here you have to weigh up the practicalities and cost of trying to establish distribution  
channels yourself against finding a distributor who already has established distribution  
channels and possibly sales representatives in the field.

if you’re looking to distribute your product or service overseas then the advantages of using 
established distributors becomes even more apparent. forming the right alliance with an 
overseas company could help you get valuable exposure and a short-cut into international 
markets that might otherwise take you years to penetrate. the alliance could also help you 
overcome trade barriers. similarly, teaming up with businesses that have developed different 
channels of supply and/or distribution can greatly aid your business.

Joint ventures and strategic alliances

strategic alliances and joint ventures can be excellent ways of stretching and leveraging the 
finances and resources of your business. note that subcontracting (already discussed as a 
possibility) can in effect often be a form of strategic alliance, especially if you develop a very 
close working relationship with the supplier. often such businesses will grow in tandem. 

there are several advantages of joint ventures and strategic alliances. 

•	 Sharing	the	costs	and	risks	of	development. if your funds are limited, establishing a joint 
venture or strategic alliance with a complementary business can be an excellent way of 
sharing the costs and therefore reducing the risk and financial exposure of research and 
development costs. for instance, a particular project might need some specialised 
technology, such as a machine or perhaps a software licence. the cost can be shared.

•	 Pooling	resources	and	skills. Joint ventures and strategic alliances can give you access to 
skills that you might otherwise be unable to afford. for instance, you might not have the 
funds or resources to finance the expensive equipment needed to build a prototype, or put 
your prototype product into production. the resolution might be to form a strategic alliance 
with a company that does have the necessary equipment or resources.

•	 Exploiting	synergies. choosing the right strategic or joint venture partner allows you to tap 
into synergies of brains and talent, where the result is greater than the sum of the parts.  
‘two heads are better than one’ holds true also for two (or more) businesses pooling their 
ideas and resources.

•	 Sharing	marketing	and	distribution	costs. Joint ventures and strategic alliances allow you  
to share the costs of bringing your product or service to market. this can be particularly 
advantageous for a small start-up business partnering with a larger and more established 
business that may have established marketing and distribution channels, strong marketing 
skills and experience and a large database of customers.

•	 Building	credibility	and	competitive	advantage. strategic alliances and joint ventures can 
play an important role in helping you create both depth and competitive advantage in your 
business. by featuring the logos of your strategic partners on your stationery, brochures and 
promotional material, you’re increasing your credibility in the eyes of both customers and 
potential lenders. it therefore pays you to keep thinking about possible strategic alliances 
with businesses that offer skills, knowledge, resources or products and services that 
complement your own. 

Joint ventures and strategic alliance can be as formal or informal as need be. some strategic 
alliances are formed on a handshake; others are bound by more formal agreements detailing 
what each side will contribute to a business project and what the expected outcomes will be. 

The most common types  
of funding agreements

Funding experts will tell you that 
the three most common types of 
non-equity agreements are:

1. Strategic alliances 
These are typically trading 
deals or supply contracts that 
involve no equity trading.

2. Licence agreements 
These are typically based on 
products or services that have 
some Intellectual Property 
protection, such as patents, 
brands, copyrights and 
trademarks and again involve 
no equity trading.

3. Takeover 
The business becomes so 
attractive to a supplier, a 
customer, a competitor, a 
strategic alliance partner or  
a corporate that there is a 
buy-out offer for the business.

cHapter 1 – do you really need finance?   INVESTMENT READY GUIDE 3



Working with a supplier

forming a strategic alliance with a company with a stronger supply chain or a very 
advantageous relationship with key suppliers could help lower your supply costs and again 
build your competitive advantage. the supplier might also be prepared to share some of the 
costs of marketing your goods and services, such as advertising, promotional or signage costs. 
in addition, securing favourable credit terms from a supplier can be a valuable way of stretching 
your working capital and improving your cashflow position. 

Working with a customer

some businesses are able to establish very favourable working arrangements with their 
customers. for example, the customer:

•	 is	so	impressed	by	the	product	or	service	that	they	advance	funds	or	progress	payments	
towards its completion or improvement

•	 refers	your	business	on	to	others

•	 pays	you	more	promptly	than	normal	to	improve	your	cashflow	position

•	 advances	you	funds	at	a	very	favourable	rate	to	accelerate	development	of	the	product.

Protect yourself before entering into any partnerships

make sure that you:

•	 have	sufficient	protection	for	your	IP	and	brands

•	 plan	an	exit	strategy	beforehand

•	 seek	professional	advice	before	entering	into	any	agreement.

Using e-commerce

establishing a sound online presence can be a relatively quick and effective way to grow your 
business. if your product or service is suitable to sell online, the internet provides a direct 
channel to international marketplaces without having to source overseas agents or distributors. 
a professional website can also raise your business profile and credibility making you more 
attractive to potential partners or investors.

Summary 3

before you consider seeking outside finance for your business, make sure you have considered 
the alternative sources of finance agreements explored in this chapter. 

remember, the overriding question is: do you really need money or do you need access to the 
market? if your real challenge is to get your product or service to the market as speedily and 
efficiently	as	possible,	then	look	at	pursuing	some	of	the	options	discussed	in	this	chapter.	In	
particular, you should always be looking at possible strategic alliance partnerships to increase 
the strength and visibility of your business.

SEE TEMPLATE 3  
STRATEGIC ALLIANCES  
AND PARTNERSHIPS

Disadvantages to  
strategic alliances

There are some disadvantages  
to alliances, both local and 
international.

Disadvantages of local alliances.

•	 A	New	Zealand	business	may	
be too small to absorb and 
fund all the Intellectual 
Property (IP) required.

•	 International	opportunities	
may be restricted by limited 
working capital.

Disadvantages of international 
alliances.

•	 A	major	portion	of	the	value	
of the IP is likely to be lost to 
New	Zealand	as	well	as	the	
opportunity to retain the 
experience and skills locally.

•	 All	of	the	added-value	income	
may be lost.

cHapter 1 – do you really need finance?4 INVESTMENT READY GUIDE



QUICK TEST

Before you proceed, answer these questions:    Yes No

is there a stronger business case than doing it yourself for:

 outsourcing the manufacture of your product?    

 licensing your product?       

 finding a distributor?       

Have you established any joint ventures?      

are you always on the lookout for favourable strategic alliances?   

can you work more closely with your supplier(s)?     

can you get more assistance from your customers?     

Formalise strategic 
partnerships

Clarifying and formalising 
longstanding supplier 
relationships was an essential 
step for a speciality food and 
beverages company to succeed in 
sourcing much needed expansion 
capital and a United States 
distribution deal. Even though 
this family-owned business had 
operated successfully for many 
years, the lack of documentation 
around	jointly	owned	IP	meant	
that their business would be 
viewed as a very high risk 
investment.

Working with the Escalator 
service they were able to 
structure and negotiate formal 
agreements to consolidate 
existing partnerships, clarify IP 
ownership and secure a United 
States distributor. Formalising 
these agreements also enabled 
them to attract investment on the 
most preferred terms, and as a 
result they predict a six-fold 
increase in turnover over a three 
year period.

cHapter 1 – do you really need finance?   INVESTMENT READY GUIDE 5



Finding finance for your business
as we’ve suggested, before you look at equity financing it’s important that you’ve explored all 
the other options. indeed, some businesses may never need venture capital because they can 
raise	sufficient	funding	from	other	sources,	or	form	a	strategic	alliance	that	allows	them	to	share	
expensive resources and develop new products and services.

this chapter therefore covers the typical sources of capital, debt funding or grants that most 
developing businesses tap into. it looks at what you need to do to attract such funding and the 
areas you will need to sort out or strengthen if you are to have any hope of later venture capital 
funding. 

what you need to attract funding can be boiled down to three key elements.

People:  a quality, balanced team with the right skills.

Product:  researched, protected, innovative, durable, and marketable regionally, nationally 
and (best of all) globally.

Plan:  a comprehensive business plan designed to secure debt funding or attract 
investors. this should address all the criteria the lender is looking for. see nZte’s 
Planning for Success workbook or cd-rom for help on developing your business 
plan. you can order a copy through the biz service by phoning 0800 424 946.

Sources of finance
most small businesses raise finance to build up their businesses in this sequence:

Your own funds

there are rare examples of business people that have built substantial businesses using other 
people’s money, but the normal path for the great majority of businesses is to first commit your 
own funds as equity (capital) for the business. 

further down track, it will be important for you to demonstrate to other lenders or investors in your 
business that you have committed all or at least a substantial amount of your own assets to your 
business. after all, why should they put their money at risk if you’re not prepared to back your 
business idea with your own money? lenders and investors are well aware that once you’ve 
committed your own funds you’re likely to be far more motivated to make your business succeed.

capital injected into the business by the founder(s) typically comes from:

•	 personal	savings

•	 equity	built	up	in	the	family	home	and	released	for	business	use	through	a	mortgage	
(existing or new).

these funds are usually the cheapest form of finance and the easiest to secure, because the 
bank has the home as collateral (security) for the loan. 

Funds within the business 4

it’s also possible to gain expansion capital from within your business by:

•	 building	up	your	working	capital	through	business	growth

•	 increasing	your	cash	flow	through	better	management	of	your	debtors	and	creditors	 
(for example, improving your debt collection and getting better credit terms from suppliers) 
and by better stock management (for example, not having too much surplus stock)

•	 factoring	your	receivables	(selling	the	debts	owed	to	a	factoring	house	that	for	a	commission	
will advance you money against the debts, collect the debts and charge you for the service)

•	 increasing	your	business	debt.

CHAPTER 2

OPTIONS FOR RAISING FUNDS

SEE TEMPLATE 4 
HOW CAN YOU IMPROVE  
YOUR CASHFLOW? 
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Getting money from a bank

the most common source of funding is bank lending and most businesses make use of bank 
loans in some form or another. 

Financing from friends or family

the next step for most business people is to approach family and friends for more funding.  
this could be in exchange for either interest payments or a share of the ownership. of course this 
money is often the most dangerous – you do not want to lose family and friends if your idea does 
not take off according to plan and things turn sour. but they could also share in the success!

›› Raising money from family

Cuisine magazine’s publisher, Julie Dalzell, raised initial capital for her publishing venture though 

family, particularly her uncle. Eight years of sleepless nights and debt later Julie sold her magazine, 

by now a distinguished success in the Australasian market. Buyers INL Media (now Fairfax) paid  

a sum estimated to be in the $2 million to $5 million bracket for Cuisine, with Julie staying on as 

consulting publisher.

www.cuisine.co.nz

Grants and other funding: a brief overview 5

if your business qualifies, there are a number of grants, awards, subsidies and funding  
sources you can access. for example, there are funds to help you:

•	 obtain	specialist	advice

•	 assess	overseas	technology	or	equipment	you	might	need	to	fill	a	technology	gap	 
in your business

•	 address	key	technical	or	technological	risks	in	your	product	or	process	development

•	 access	training	and	advice	to	help	you	build	your	business	or	technical	skills

•	 develop	an	overseas	market.

in general, you have more chance of securing grants and funding assistance if your business  
is innovative, technology based, and has significant export potential or the ability to compete 
on world markets. Help is also available for ma-ori and pacific island people.

most of this funding has some conditions attached. for instance, the grant might cover only  
a proportion of the cost of a project and require you to fund the balance. a lot of the funding  
is also contestable, meaning you may have to compete with other businesses for the funding.  
to find out more on grants and other funding, visit the nZte website www.nzte.govt.nz  
or the foundation for research, science and technology website www.frst.govt.nz.

SEE TEMPLATE 5 
FUNDING AND  

GRANT SCHEMES
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SEE TEMPLATE 6  
BOOTSTRAPING AND INNOVATION 

REGIONAL DEVELOPMENT AND LOCAL GOVERNMENT FUNDING
also worth checking out are the special grants and support programmes designed to encourage 
businesses to establish themselves outside of the major urban areas. these programmes offer 
various types of incentives for businesses. to find out what might be available in your area, or 
indeed to find out if it’s worth your while locating your business in a different part of new Zealand, 
contact the regional or local council in the area concerned, or talk to your local economic 
development agency staff (visit www.edanz.org.nz to find your local agency). 

see the business resources section at the end of this book for a more comprehensive list of 
funding sources.

›› Tapping into Iwi resources

After being turned away by mainstream banks, local Nga-ti Kuri used their limited assets to secure 

a commercial loan. The Whale Watching operation proved successful and two years after it began, 

a second vessel was bought.

To expand, local Nga-ti Kuri then went to their tribal authority, the Ngai Tahu Ma-ori Trust Board, 

with a proposition to borrow money. The board agreed and also bought a major shareholding  

in the expanding company. Whale Watch is now entirely funded by cashflow.

www.whalewatch.co.nz

Thinking laterally

Bootstrapping and innovation 6

bootstrapping (pulling yourself up by your own bootstraps) refers to the process of finding 
funds and resources for your business from unusual, creative or innovative sources.  
most successful entrepreneurs have strongly developed bootstrapping abilities, so your  
ability to bootstrap or think outside the square when it comes to raising finances is an 
important part of demonstrating your entrepreneurial flair to lenders.

when you approach investors for funds, they will be interested in your history of bootstrapping, 
because it demonstrates your resourcefulness and resilience as a businessperson and your 
ability to minimise expenditure and think creatively under stress and pressure. 

they will also be interested in how innovative your business is and what you are doing  
to encourage innovation and creativity in your staff.

›› Building success through bootstrapping and creative marketing 

The founders of Pop ‘n’ Good, now New Zealand’s biggest supplier of popcorn, supported the 

venture in its early days by bootstrapping. They developed multiple revenue streams: teaching, 

working in other jobs, selling raspberries and growing potatoes, ploughing the returns back into 

their popcorn business. 

To distribute the product they first used the contacts they knew: a video outlet, a lotto ticket 

outlet and petrol stations to develop sales, giving away a lot of free product samples along the 

way to build product awareness.

www.popngood.co.nz

Taking it one step at a time

A	Waikato	software	developer	 
in early stage development  
was looking for funding to 
commercialise their patented 
product concept. However, with 
no more to offer investors than 
an idea and the patent, they 
realised they were unlikely to 
secure the desired $500,000 
equity they were looking for. 

Instead they adopted a ‘one step 
at a time’ approach and with  
help of the Escalator service, 
approached their local Economic 
Development	Agency	and	NZTE	
to secure funding to develop a 
robust business plan. Developing 
the plan helped them clarify  
the business structure and 
realistically move on to the  
next stage in their business 
development.

cHapter 2 – options for raising funds8 INVESTMENT READY GUIDE



Using advisors: the importance of being connected 7

advisors are an excellent source of leads for funding. if you don’t already have a group  
of advisors, consider developing one. for example, your contacts might include an:

•	 accountant

•	 lawyer	

•	 marketing	consultant

•	 investment	banker	or	broker

•	 expert	on	intellectual	property	protection

•	 IT	expert	to	help	you	develop	an	e-business	strategy.

other useful members of this group could include a mentor or ‘guru’ to help you develop your 
business. for example, this person could be a successful business person you admire, or a 
retired business person. you could also approach a business person who has successfully been 
through the development and funding process to get quality advice from them. many business 
people are happy to help others through this knowledge, just as it is hoped that if your business 
is successful you too will at some future point lend a helping hand to other new Zealand 
business people.

››	Never	be	afraid	to	seek	expert	advice

Seeking advice from people who were experienced in areas that he was not played a significant 

part in Jamie Martin securing $100,000 equity and a major contract for his business, Sore Back 

Solutions. Jamie needed capital for growth, (particularly to assist with the development of 

web-based services, and to finalise marketing strategies) but was also looking to secure the 

Accident Compensation Corporation (ACC) as a key customer.

Jamie was surprised at how many people were willing to help simply because he asked them to. 

One investor brought in via Escalator had previous experience of ACC, and after being appointed 

as a director of Sore Back Solutions, became involved in negotiations with ACC.

www.sorebacksolutions.com

Business networks and cluster groups 8

make sure to contact your local economic development agency (www.edanz.org.nz), city  
or regional council and appropriate industry association to find out about business networks 
and cluster groups in your area. Joining a cluster group of similar business types can be a  
very productive way of sharing tips and ideas, getting appropriate training and upskilling,  
and learning how other businesses have overcome the challenges you face.

›› Using advisors

Jeremy Moon started Icebreaker clothing with big ideas but very little money. He went about 

developing the Icebreaker ‘story’ before the first jersey had even come off the production line. 

Calling on the support and advice of business heavyweights including branding guru, Brian 

Richards, the company designed a story that focused on the romance and individualism of the 

High Country; an image reinforced after Sir Peter Blake wore Icebreaker garments during the  

Jules Verne around the world sailing competition.

www.icebreaker.com 

cHapter 2 – options for raising funds
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SEE TEMPLATE 8  
IDENTIFY BUSINESS NETWORKS  
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Don’t overlook the obvious sources

if you’re looking for business funding, don’t forget to mention the fact to your lawyer and your 
accountant. both of these professionals are likely to have a wide range of business contacts 
through their client lists and are therefore likely to be aware of people interested in investing  
in promising businesses. there are additional advantages of approaching these professionals.

•	 Your	accountant	will	have	some	knowledge	of	you,	your	business	and	its	prospects	and	will	
therefore be well placed to serve as a possible advocate for, or advise you against, seeking 
investment.

•	 The	funding	process	is	likely	to	be	less	formal,	drawn	out	and	laborious	than	it	might	 
be if you were to go through other less familiar investment channels.

•	 Your	accountant	is	well-placed	to	advise	you	on	preparing	your	business	case	for	
investments and on strengthening any weak areas in your business.

Summary
when you stop to consider the options for raising money, there may be many more than you 
previously thought. make sure you talk about your business ideas to people within your 
professional and social circles. people who may be able to help you with useful information,  
or in a monetary sense, can only do so when they know you are looking for finance.  
explore all your options and pursue all possibilities before choosing the most appropriate 
financial option for your business. 

QUICK TEST

Before you start trying to raise equity finance, answer these questions:     
         Yes No

Have you used your own funds first?      

Have you gained expansion funds from within your business?   

Have you investigated all sources of grants and funding,  
particularly for early-stage growth?      

Have you shown innovative bootstrapping skills?    

Have you developed a wide circle of advisors and business contacts?  

are you attending networking meetings?     

do you belong to a cluster or business incubator group?   
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PREPARING A SOUND BUSINESS CASE 
before you even think about approaching outside investors, make sure that you have prepared  
a sound business case.

this means completing a business plan that includes the necessary financial documents such  
as a cash flow forecast and profit forecast. you should prepare several versions of each: for 
instance, a pessimistic version, an optimistic version and what you consider a realistic version.

a useful free publication is Planning for Success. this workbook takes you through what should 
go into a good business plan and includes templates that will help you build a complete picture  
of your business and where it’s heading. order a copy through the biz service by phoning  
0800 424 946.

What banks are looking for
a bank is likely to assess your request according to a variety of criteria.

•	 Character:	do you have a track record in the business world or in the community?  
are you known to behave with honesty and integrity? what’s your previous credit history?  
if you don’t have a track record in business the bank manager may well lean on their  
intuition to a certain extent, but they will also run some background checks on you.

•	 Personal	capability:	9 do you possess good general business skills and experience?  
do you have a track record of competence and business achievement? for example,  
you may be a very good scientist or technician, but have very little experience of running  
a business. so what makes you think you can run a business successfully? the bank will  
also be assessing if you have the skills to take your business to the next level. 

•	 Business	capability:	10 does the business have the right qualities to succeed in the 
marketplace? Have you got good staff and systems in place? can the business operate 
independently of you?

•	 Your	capital	commitment: 11 Have you put your own finances on the line? if not, why should 
the bank take on more risk than you?

•	 Your	purpose: 12 why do you want the money? the bank will basically be trying to assess  
if your business idea or model has merit. they will be looking to see what you’re doing in the 
way of market research, assessing the competition and testing your idea in the marketplace. 
in the case of an established business, do you have a track record of success in the 
marketplace? you should also tell them how you’ve protected your intellectual property 
(such as brands, trademarks and patents) and assessed the barriers to competition  
(how easily competitors can copy your idea or business model).

•	 The	amount: 13 How much do you want to borrow? can your business service this amount  
of debt? for example, does the business have a strong, reliable cash flow? the bank will  
be looking to see if the amount you require is appropriate. for example, it’s common  
to underestimate the amount you’ll need to fund expansion or provide adequate  
working capital. 

•	 Repayments: you should be prepared to explain how you intend to repay the loan amounts 
and show financial projections to back this up. if your business is seasonal, then factor this  
in too. the bank will be looking to see that you’re not overstretching the capabilities of the 
business to service the loan and that you’re not going to be perpetually in debt. for instance, 
trying to pay off a loan too soon can be disastrous. they will assess ‘worst case’ scenarios 
and try to work out the minimum turnover you need to stay in profit. 

SEE TEMPLATE 9  
PERSONAL CAPABILITY OVERVIEW 

SEE TEMPLATE 10  
BUSINESS CAPABILITY OVERVIEW 

SEE TEMPLATE 11  
YOUR LEVEL PERSONAL INVESTMENT

SEE TEMPLATE 12  
WHY DO YOU WANT TO RAISE FINANCE?

SEE TEMPLATE 13  
HOW MUCH FINANCE DO YOU NEED?

CHAPTER 3 
CHOOSING APPROPRIATE FINANCE
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•	 Terms: all of the above will help the bank to assess the terms they will offer you. for 
example, the greater the perceived risk factor for the bank, the higher the interest you’re 
likely to pay.

•	 Security: the bank will be looking for marketable assets such as buildings that they can  
sell if things go wrong. the asset must be free of encumbrances, such as restrictions under 
the resource management act that might reduce its market value. note that specialised 
expensive machinery is often only of limited value to the bank as security because it is often 
difficult	to	sell	in	a	crunch	for	anything	like	its	purchase	price	or	book	value.	If	your	business	
is structured as a company the bank will most likely also require your personal guarantee  
for any loans of substance. 

Appropriate finance: structure
banks and other lenders will also take an overall look at the financial make-up of your  
business to determine whether the way you are financing your business is appropriate.  
for example, they will consider these questions.

•	 Is	the	loan	appropriate	for	the	purpose?	 
for instance, for working capital, you might need an overdraft type arrangement, for a 
building you might need a 20-year mortgage. generally the loan is linked to the productive 
life and purpose of the asset. for example, you would not get a car loan for 30 years as the 
car is only going to last five to six years before you probably will replace it. so the most 
appropriate financing for long-term assets is long-term financing, and the interest rate is 
likely to be better matched to the term. in general, you’ll pay lower interest rates for longer-
term financing (such as a mortgage) and higher interest rates for shorter term loans  
(such as overdrafts). 

•	 Is	the	loan	the	most	effective	and	cost-efficient	way	of	financing	your	business?	 
For	instance,	have	you	got	the	business	running	as	efficiently	as	possible?	You	might	be	 
able	to	free	up	funds	by	collecting	debts	more	efficiently.	No	amount	of	loans	will	help	you	 
if your business is badly run; in fact you’re liable to dig yourself into an even deeper hole.

•	 How	does	your	business	compare	to	similar	businesses?	 
the bank might have industry benchmarks that they can use to assess your performance 
against similar businesses. your accountant should also be able to give you some advice  
in this regard.

Gearing
banks will also look at how much debt you’re carrying (your level of gearing). your chances of 
getting finance will diminish if the bank judges that your business is carrying a high level of debt 
in relation to its assets. this may also be a worry to your suppliers, who could reduce your credit 
terms or demand that you pay for goods immediately.

the bank may impose terms and conditions on their financing. for instance, you may not get all 
the financing at once.

and there may come a time when you cannot get any more debt financing from a bank without 
overstretching the capacity of your business to survive. this may be a signal to look at other 
business development possibilities.

note also that the bank (or other lenders) may impose terms and conditions on the financing it 
extends. for instance, you may not get all the financing at once. you may get only an advance, 
and then have to meet certain performance criteria or produce certain reports before more 
financing is advanced to you.
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there may come a point at which you simply cannot get any more debt financing from a bank 
or indeed any other lenders without overstretching the capacity of your business to survive the 
level of debt. this is often the signal that it’s time to look at other possibilities to develop your 
business. 

Summary
your business plan is a key tool when deciding on appropriate finance options for your business. 
working through your plan will help you clarify current business status, understand what 
lenders or investors are looking for, and identify possible pathways for development and 
growth. as a well thought-through document, it also demonstrates to potential lenders that  
you are aware of your current financial position and that you have the means, and/or a plan  
to repay any existing or future debt.  

QUICK TEST – DO YOU QUALIFY?

Here’s a quick checklist summary for you to work through:   Yes No

can you meet the terms and conditions that might be placed on the debt?  

can you produce the necessary reports to comply with loan terms?   

are you willing to personally guarantee the debt?      

are you willing to pledge company and personal assets as collateral?   

can you accurately predict your future cashflow?     

do you have the sustainable cashflow to support new debt?    

will new debt increase your debt levels so much that it will hurt  
your credit rating with suppliers and others?      

can you survive external impacts like an interest rates rise or economic downturn?  

can you obtain enough debt financing to achieve your growth plans?   
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 Back to that question about money
 now that you’ve finished part one, you have some decisions to make.

› is it really money that you need?

› if so, can you raise it yourself?

› do you have to sell part of your business?

 at this point you may like to consider:

› approaching the bank

› approaching your accountant and other advisors

› talking to friends and family

› whether you should be selling part of your business

› raising money to grow your business

› growing your business through other means.

 The crossing point
   there is one further step you need to take before you proceed through part two of this 

guide, and that concerns the question of control. should you be successful in attracting 
outside equity funding in your business, then you will likely end up having to share ownership 
in your business with others. 

  this is a huge stumbling block to many business people in new Zealand who hate the 
thought of sharing control of ‘my brilliant idea and hard work’ with others.

  if you can’t make this trade off, then there’s little point in thinking about further equity 
investment in your business. this trade off between control and funding will be discussed  
in more detail in chapter 4.

PART TWO  
THE CROSSING 
POINT
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Why so many businesses miss out on equity funding
to attract outside investment in your business, you may need to radically alter some of your 
thinking in regards to your business and also the nature of outside investors. 

However, while banks may require financial statements and keep a close watch on your 
progress, the level of intrusion in your business from outside investors is likely to be far more 
intense and their scrutiny more thorough. another basic difference is that banks are not 
interested in taking an equity stake in your business, whereas most outside investors require 
this. on the other hand, outside investors can offer many advantages to your business beyond 
the money investment.

to start with, here’s a thought for you: outside investors, particularly at the venture capital level, 
are more interested in the business than the product. another way to put this is that there are 
many ‘brilliant ideas’ in the world, but far fewer business teams capable of executing those ideas. 

if you’re at the much earlier stage where you’re just a person with a ‘great idea’ and a rough 
prototype, you need to look at other ways of growing your business. look for your funding 
elsewhere, in the areas covered by the first three chapters of this guide, or contact the 
organisations that specialise in early stage help.

›› Business incubators: help for start-up and early stage technology businesses

Instrumental in facilitating investments of $10 million for some of the participating businesses, 

business ‘incubators’ provide a range of services, tools and expertise to help start-up and early 

stage technology businesses get to the next level faster. Working in a supportive environment 

brings enormous benefits and can increase the likelihood of businesses finding suitable strategic 

partners and raising capital. To find out more visit 

www.incubators.org.nz

Encouraging small businesses to receive outside capital
there are many new Zealand small businesses that, if funded properly, could compete effectively 
in international markets. many small businesses have brilliant ideas, products or services but 
cannot	grow	sufficiently	due	to	lack	of	capital.	Or	worse,	they	go	to	market	too	late	and	fail	to	
exploit the potential of that brilliant idea. However availability of capital is not the only reason  
why these small businesses miss out. the real reasons more commonly include the following.

The owner does not want to give up control

new Zealand small businesses tend to be run by owner operators and founders, which has 
encouraged a particular culture among small business owners. they tend to:

•	 Be	self-reliant,	with	the	owner/operator	responsible	for	most	aspects	of	running	the	business.	
consequently they do not take kindly to being given advice or being told that they need help.

•	 Like	total	control.	They	hate	giving	up	authority	to	anyone,	which	is	why	they	wanted	to	be	
self-employed in the first place. Having two people make decisions is just not in their 
make-up. it is either their way or no way.

•	 Find	it	difficult	to	delegate.	They	want	to	be	involved	in	everything,	and	find	it	almost	
impossible to give up some of their involvement to an investor.

•	 Dislike	debt.	If	they	need	any	money,	they	tend	to	borrow	it	from	a	bank,	and	then	focus	on	
paying this back as quickly as possible. owner operators typically try to stay away from 
banks or being in debt to anyone.

•	 Confuse	ownership	of	their	business	with	management	control.	They	think	that	if	they	 
do not own 100 percent of the company then they do not have 100 percent control.

Debt financing versus 
equity financing

When a bank or other lenders 
loan you money, they expect 
their money back in the form of 
regular repayments, plus interest 
for the use of this money. 
However, they have no further 
claim on your business or its 
profits. In other words, they have 
no ownership stake in your 
business beyond the recovery of 
the money they have advanced. 
The shareholders take all the risk 
and all the rewards.

The person or business giving 
you	equity	(a	capital	injection)	
for your business is prepared to 
take a bigger risk for a bigger 
potential return. They are 
prepared to forgo regular 
repayments of their money and 
to risk losing their capital if your 
business fails. 

However, if it succeeds, they 
stand to gain the return of their 
capital plus a share in the profits 
and the improved value of your 
business. In other words, you are 
giving them an ownership stake 
in your business in return for 
development capital and the 
expectation that the value of 
their equity stake will rise 
significantly. So due to the 
increased risk equity investors 
seek far higher returns.

CHAPTER 4

THE QUESTION OF CONTROL
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the chances of these types of small businesses ever accepting equity are remote, as by its very 
nature equity funding requires some trade off between ownership and cash.

Owners are reluctant to share their secrets

confidentiality is a key limiting factor. innovative companies controlled by very independent and 
autonomous founders are typically reluctant to share their ideas with anyone. to encourage 
these businesses to seek assistance a trust factor has to be established and a certain level of 
confidentiality guaranteed. small businesses who do not reveal the whole story because they 
fear	breaches	of	confidentiality	will	also	find	fund	raising	difficult.

Small businesses don’t know how to be ‘ready’

being ‘ready’ involves having your business in good shape. small businesses requiring capital 
are often unaware of what’s involved in raising capital. they don’t understand the process, or 
don’t know where to go with confidence to discuss their ideas and seek assistance. additionally, 
many of the business owners have excellent development and innovation skills, yet weaker 
business management and planning skills. this makes them an excessively high risk for any 
investor. investors are interested in the business as a whole–not just the product. 

Small	businesses	can’t	afford	the	high	fees

small businesses find the cost structures associated with venture capital prohibitive. many are 
used to either not paying for advice, doing the work themselves, or getting a poorer quality 
consultant. if you are serious about raising capital then you must be prepared to meet some 
costs. professional hourly rates can start at $200 an hour, but of course these fees can be great 
value for money.

Approaching the wrong investors 

many small business people don’t understand that most venture capitalists and many angel 
investors are often simply not interested in smaller deals or loans. the investment risk is 
extremely high, and the transaction costs (the time it takes them to research your proposal) 
often mean that high-risk ideas requiring relatively small capital inputs (under $500,000) won’t 
get looked at.

However, there are organisations and other sources of funding that are interested in smaller 
deals, ideas, and the possible opportunity to help commercialise an idea or prototype. your 
chances of success will be enhanced if you approach the right kind of investor for your stage  
of development.

How much control are you willing to share? 14

Kiwis have traditionally had a strong diy (do it yourself) culture. unfortunately this extends to 
be the way we run our businesses. we tend to dislike giving up control and ownership of our 
businesses. for many people the whole point of being self-employed is that others can’t tell  
you what to do. so selling some shareholding of your business tends to go against the grain.

However this attitude has to be placed to one side if you intend to accept capital for your 
business. most people including angels and venture capitalists will want a share of your 
business. for them this is where the greatest return is made.

so what do you really want?

•	 Wealth.	

•	 Personal	growth.

•	 Career	satisfaction.

•	 Control.

•	 Eventual	exit.

Building a core team

It is important to build a core team 
in the business, especially from a 
governance perspective. This can 
increase your chances of securing 
interest from investors. It is 
important to have relevant skills 
spread throughout the team to 
bring value to the business. 

The Board needs to include 
people who have appropriate 
networks to take the company 
forward.	Advisers	can	be	sourced	
and paid for. The management 
team must include the people for 
‘tomorrow’s’ business, including 
sales and international sales 
where relevant.

Ignition Partner 

You need special  
knowledge and skills 

Securing equity investment 
requires special knowledge and 
skills. You are highly unlikely to 
achieve a satisfactory outcome 
on your own. Learn as much  
as you can by reading, surfing the 
internet and attending the fully 
funded Escalator workshops 
(visit www.escalator.co.nz  
or call Escalator on 0800 822 748 
for more information).  
Also	seek	professional	advice. 

Level of ownership

Expect to have your shareholding 
diluted again and again as more 
and	more	investors	join	the	party.	
Consider Bill Gates. He would 
have started with some brilliant 
ideas and a very substantial 
ownership	of	his	company.	Now	
he owns less than 20 percent of 
Microsoft, but he’s still the 
richest man in the world! 

cHapter 4 – tHe question of control
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it is highly unusual to get all of these. what are you prepared to give up? 

look at the list. only control is expendable, the others are not. 

remember, there’s no limit to your business, if you don’t mind who has ultimate ownership  
(but not necessarily day-to-day control).

accepting money works only when it offers you a specific opportunity to develop your business 
far beyond what you could achieve with your existing resources of time and effort. the best use 
of new capital is to open up new markets (if your business is proven) or to develop totally new 
ideas. it is not to buy a new piece of machinery that might reduce your cost by 10 percent.

•	 If	you	need	$10,000	to	buy	a	new	piece	of	equipment,	then	get	a	loan	from	a	bank	 
(or borrow it from a friend, or lease the equipment). 

•	 If	you	need	$50,000	to	open	up	a	new	market	in	the	United	Kingdom,	then	either	get	a	bank	
loan, or try to find someone who will lend you the money. possibly this lender will have 
contacts in the united Kingdom for you to follow up. you could perhaps contact a united 
Kingdom company and try to arrange a strategic alliance, or a distribution agreement.  
the presumed need for a $50,000 capital injection might reduce to the cost of an air ticket,  
a few days’ accommodation and a distribution agreement.

•	 If	you	need	$80,000	to	buy	equipment	to	develop	and	produce	your	new	product	then	 
you might need a bank or a local high net worth person or angel investor. or you could 
arrange an exclusive supplier agreement with a large customer, in exchange for them  
paying for the equipment. 

all of these examples are legitimate options for gaining investment funds. but in all these  
cases banks, friends and family or other companies are the appropriate source. you would  
not go to a venture capitalist. they would be unlikely even to grant you an appointment 
because this is not what they do. 

Key points 15

1.		Your	first	question

is it capital that you need? money will not solve all of your problems (and may just create new 
problems). do you need outside investors? possibly you only need a bank loan or better access 
to markets. 

2.		Why	small	businesses	miss	out	on	capital

they are often too much trouble for the large finance companies, and the small business  
owners themselves are not prepared. a good way to prepare yourself is to attend an escalator 
workshop. visit www.escalator.co.nz or call the escalator client services team on 0800 822 748 
for more information and advice.

3.		You	must	be	prepared	to	trade	some	control	for	growth

there is absolutely no point in pursuing outside investment if you are not prepared to give  
up some control of you business. unlike banks, outside investors will demand an equity stake  
in your business and, because their money is at risk, definitely some say in how you run it.  
if you cannot face this prospect then you should consider other growth alternatives.

4.	 	Investors	are	interested	in	businesses,	not	products

to attract venture capital funding you need to have a well-developed business that can  
stand independently of you if necessary. 

You don’t have to be a  
technology business

Often only technology businesses 
consider capital raising. Many 
people think that their business 
idea must be highly innovative to 
attract	capital.	And	most	people	
think ‘technology’ when the 
word innovation is mentioned. 
However there are a number of 
other industries (agriculture, 
manufacturing, food and 
beverage and tourism) that need 
just	as	much	investment,	but	the	
owners don’t realise that 
investors will consider these 
industries. The ultimate test is 
sales revenue and growth. 

Making sense of it all

Even though your accountant 
may look after preparation of 
your financial statements, it pays 
to understand what the figures 
mean when discussing your 
business’ financial health. If 
necessary ask your accountant to 
explain what your balance sheet 
and profit and loss (P&L) account 
mean, or consider attending an 
Enterprise Training workshop  
on business accounting.  
Visit www.nzte.govt.nz/etp  
or call biz on 0800 424 946  
to find your local Enterprise 
Training provider.

cHapter 4 – tHe question of control
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Summary
accepting capital from outside your business can be a complex and tricky operation. 
if you do it correctly, the rewards can be beyond your wildest dreams. but traditionally 
small businesses are very bad both at receiving and managing outside funds.  
be well prepared for your business to come under scrutiny (and possibly criticism).  
try to remain focused on your overall long term objectives and consider what you  
are really prepared to relinquish to help you achieve them. 

QUICK TEST

Check	if	you	are	ready	to	move	to	the	next	stage	in	the	 
capital	raising	process.	 	 	 	 	 	 Yes	 No

are you prepared to share your secrets with others  
(after a confidentiality agreement has been signed)?    

are you prepared to give up some control of your business?   

are you prepared for the costs of raising finance?    

is your business more than just a product?     

Have you got documented business systems and a business plan?  

The importance of good  
business practices

Despite having a sought after 
product and sound previous 
business experience, a start up 
software company who thought 
they were ‘ready to roll’ were 
surprised to learn they had much 
to do before attracting investors. 
Having approached the Escalator 
service for assistance, a Business 
Needs	Assessment	highlighted	
gaps in their business practices 
around a lack of clear strategy 
and prioritisation of needs. 

To the brokers the ‘business’ 
seemed more like a consultancy, 
but once the gaps were exposed 
and addressed, they were able to 
present to venture capitalists as a 
‘business’, going on to attract an 
investor with the required dollars 
($3 million) and necessary 
experience to help them grow 
their business, and develop their 
United States market presence.
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Types of investors
although various names exist for investors, the three most common types of investors are 
generally referred to as angel investors, venture capitalists and corporates. you need to 
understand the basic differences between these types, as each group of investors has its own 
set of expectations for your business. the more you know about their different approaches to 
investing, the easier your funding search will be. typically, angels are best suited to businesses 
in their earliest stages, venture capitalists to later stages, and corporate investors at the end 
(but of course there are exceptions). 

Angel investors (high net worth individuals)
angel investors are usually successful business people (as opposed to a company) who have 
spare cash that they can invest in high-growth companies. they are interested in good returns, 
but are also attracted to the energy of a young company–sometimes backing people they like 
as much as the idea itself. 

angel investors will rarely go into an industry they know little about. most prefer to enter an 
industry they know and have contacts in, so that they can reduce their risk and add value to  
the business by offering expertise, capability and advice.

the value of angel investors is that they will often back and finance promising small businesses 
at an earlier, developmental stage where venture capitalists refuse to tread. this is often the 
stage before the business has any sales or marketing track record, but needs funds to build 
prototypes or research feasibility.

they also fill an important gap by operating in smaller investments (in new Zealand typically 
from as low as $10,000 up to $1 million, but normally less than this), where venture capitalists 
would not get enough of a return to be interested.

angel investors do expect a decent return on their money (a minimum is usually 30 percent 
depending on the stage), and often want some equity (ownership) position in your business  
or a convertible security (a security they can turn into cash if necessary) to compensate them 
for the risk. in recent years angel investing in new Zealand has become more structured and 
sophisticated.

Venture capitalists 
venture capitalists can be defined as investment companies or fund managers that give cash in 
return for part-ownership of your business. in return for risking their funds, they tend to favour 
only high-growth companies that are likely to provide them with an average of 30-40 percent 
annual returns on their money – this equates to a return of more than 500-1000 percent  
(5-10 times) return on exit. they plan to realise their gains on exit from the investment. 

this may seem high, but despite all the care taken, venture capital investing is a risky business, 
so they need to recoup more from the successful businesses to make up for the duds.

venture capitalists are a different class of investors to angel investors. their core business  
is investing in other businesses (unlike angel investors, who may still be in business) so they  
are typically far tougher in their requirements. because of the time and cost of due diligence 
(checking out your business), venture capitalists are not usually interested in looking at  
small investments. venture capitalists value their time as much as the returns they want  
for their investors.

venture capitalists will provide more money than an angel and will also provide expertise, 
support, contacts and management help. funding is usually only offered when you’re  
more established.

Don’t neglect the obvious 
informal sources of help

Angel	investors	can	often	be	
found through informal local or 
personal networks. Don’t neglect 
obvious sources such as your 
accountant and your lawyer: both 
are likely to know of possible 
investors. You could also make 
enquiries through the local 
Chamber of Commerce or 
Economic	Development	Agency.	
For more details see the business 
resources section at the end of 
this book. 

The Angel Association of 
New Zealand

This organisation aims to increase 
the quantity, quality and success of 
angel	investments	in	New	Zealand	
and in doing so create a greater 
pool of capital for innovative 
start-up companies.

They	promote	the	Angel	
Investment industry in  
New	Zealand	and	hold	various	
events to grow the industry.  
Visit	the	Angel	Association	 
of	New	Zealand	website	 
www.angelassociation.co.nz  
for resources, and news on  
the industry. 

The Venture Capital 
Association

Visit the Venture Capital 
Association’s	website	 
www.nzvca.co.nz for news about 
what’s happening in the venture 
capital field and a list of venture 
capitalists	in	New	Zealand.	 
The	NZVCA	promotes	the	
venture capital industry within 
New	Zealand	and	holds	various	
events each year to foster  
the industry.

CHAPTER 5

THE DIFFERENT KINDS OF INVESTORS

  INVESTMENT READY GUIDE 19



How it works

venture capitalists will typically want to play an active role in your business. this may range from 
actually placing a manager inside your company (if they feel the business lack certain skills), to 
helping you with strategic alliances and contacts with other companies. at the very least they  
will require representation on your board of directors to oversee the running of the company. 

venture capitalists also add value through their experience of taking products or services to 
commercialisation, and through their international networks.

take heart that if a venture capitalist invests in you, then you’re well on your way. it’s a vote of 
confidence in your project. they will also usually agree to continue to invest in you as the years 
go by, or will introduce other investors (as required). they will work with you to ensure that their 
investment is as lucrative as possible. which, of course, is good for you. they will also drive a 
hard bargain.

Here’s a typical list of actions you will face in a successful venture capital deal.

•	 The	venture	capitalist	looks	at	your	short	form	proposal.	They	will	initially	spend	anywhere	
from 30 seconds (if the proposal is just part of the daily flow across their desk) to ten 
minutes if you’ve been referred to them by a credible source.

•	 They	mention	that	your	proposal	is	among	hundreds	of	others	they	are	looking	at	 
(Key message: don’t get your hopes too high).

•	 They	call	saying	they	would	like	to	talk	to	you,	which	means	you	are	one	of	maybe	four	or	five	
proposals being considered. you will likely send them your information memorandum (ask for 
a confidentiality agreement first, either yours, or they may have a standard one they use).

•	 You	visit,	and	they	discuss	your	proposal,	attacking	any	weak	spots	and	working	you	out.	 
do you have a passionate commitment to your business? can you do it? they’ll be trying  
to satisfy themselves regarding these two crucial issues.

•	 They	start	the	‘due	diligence’	process,	which	means	they	investigate	you	more	closely	than	
you’ve ever been checked out before. this is where you need to provide your full business 
plan and access to many if not all of your documentation, suppliers, distributors, and staff.  
if you pass, cash and shareholding are exchanged.

•	 A	deal	is	struck	(i.e.	an	Investment	Agreement/Term	Sheet	is	agreed)	where	they	value	your	
business, and then buy a percentage of it. usually this is done by injecting cash directly into 
your business. this cash contribution is often done on a staged basis (bit by bit) as the 
company grows and you reach agreed objectives. at the same time you will also agree  
on a likely exit strategy for the venture capitalist.

•	 The	venture	capitalist	may	appoint	a	person	to	assist	with	the	running	of	your	business,	 
with opening up new markets and with ensuring all targets are met.

•	 Years	may	go	by	(probably	no	more	than	five).	The	venture	capitalist	will	now	want	to	exit	
and take their profits. they sell, take their money, and then invest in another venture, or 
divest the venture capital fund and distribute the earnings to investors. 

at the end of the day, venture capitalists want to buy low and sell high making sure they  
get out of the investment at the right time.

The	importance	of	an	exit	strategy
venture capitalists are not normally long term investors. venture capitalists have a set time 
frame (average length of time three to five years) for their involvement in your business.  
they will want an eventual exit as the funds they run are generally limited to ten years.  
most will have a range of investments (they operate a ‘portfolio’ of deals, usually sector  
specific such as the it sector or biotech) so that in investing with you they are spreading  
their risk across one sector that they know a lot about.

Be prepared for a tough  
and disciplined approach

Venture capitalists are structured 
and careful about what they 
invest in. They are usually 
managing money or pooled funds 
on behalf of institutions such  
as banks or high net worth 
individuals. To protect their 
investments they follow a very 
disciplined and aggressive 
approach. Before they invest you 
should be prepared for a very 
thorough investigation of both 
you and your business. This is 
called due diligence. 

Venture capitalists work  
by the 2-6-2 Rule

Many venture capitalists operate 
by the 2-6-2 rule, whereby out of 
every ten deals they complete, 
they accept:

•	 two	will	be	failures	–	they	 
and the business lose any 
money invested

•	 six	will	return	them	average	
results,	or	they	just	get	their	
money back

•	 two	will	be	very	successful	
and end up making them  
lots of money.

These different results are 
known in the industry as 
‘Fizzers, Plodders and Stellars’. 
They will be assessing where 
they think you fit into this 
scheme and they’ll only look at 
you if they believe you have the 
potential to be a ‘Stellar’ 
investment and make them  
lots	of	money.	And	they	will	 
have clauses to exit if the 
investment isn’t successful.
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they get out by:

•	 selling	their	shares	back	to	you	(a	buy-back	deal)

•	 selling	their	shares	to	another	investor

•	 selling	when	the	whole	company	is	bought	out	by	a	larger	company	(a	trade	sale)

•	 helping	list	your	company	on	the	local	stock	exchange	and	the	shares	are	then	 
sold to the public (an initial public offering, or ipo).

Other advantages 
the other advantage of venture capitalists is that they should bring more than the money  
to the table. in fact, if all a venture capitalist can offer is money, you may want to look for  
a better one (but be aware the local pool is quite small: there are reportedly fewer than  
20 active venture capital or private equity firms in the country). good venture capitalists  
should be able to offer considerable experience in growing businesses, including:

•	 strategy	management

•	 board	participation

•	 international	contacts

•	 industry	knowledge

•	 expansion	advice

•	 strategic	alliances

•	 marketing	assistance

•	 financial	structuring.

Corporate investors 
corporate investors (a larger company which is normally a multi-national) are not primarily 
interested in high interest rates or taking a percentage of the company. instead they will want  
to buy you out. 

in fact the most common exit for most venture capital funded companies is a buy-out by 
another company (the ‘trade sale’). 

why does the corporate buy you out? their main reason is for strategic or key synergies that 
they have spotted between your business and theirs, as well as for sales and income generation. 
they want your business as you do something they don’t (or do it better than they do).  
for example you may have a superior technology, a unique product or service, exceptional staff, 
or a long-term contract guaranteeing sales, etc.

another difference between venture capitalists and corporate investors is that often corporate 
buyers don’t want to exit. they have bought you for the long haul, as part of their overall 
corporate development strategy.

ask yourself this question: are there any large businesses in your field that might see synergies 
between your product or service and what they produce? it may be worth finding out if they 
have a history of investing in, or buying out smaller companies with potential.

Understanding how investors assess the risk
the chart below provides a useful guide to the level of risk as it is seen by investors.  
as the chart shows, the lowest level of risk would be the bottom left business model,  
where an established business sells existing products to existing customers. 

Potential competitors may 
also buy you out

Sometimes a competitor may buy 
you out. For example, Media 
company Fairfax Holdings 
purchased the online internet 
auction site, Trade Me for  
$700 million in a classic case of  
a corporate buy out. With more 
than 50 percent share of the 
newspaper market, (and its 
classified advertising) Fairfax 
wanted to boost its online 
presence and the buy out enabled 
them to take advantage of the 
trend towards online advertising 
and the popularity of Trade Me. 
They saw Trade Me taking more 
of the advertising and traffic 
dollar, so bought them.
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the highest risk would be the top right hand business model: attempting to sell new products 
to new customers. where does your business fit in? if your business model is new product to 
new customers, you will have to have a very convincing and carefully researched business plan 
to attract any level of funding.

 

Summary
it needs to be stressed that all investors (and entrepreneurs) are seeking a return on investment. 
all investors have different risk profiles and require different investment opportunities, ranging 
from ‘safe’ investing such as short-term deposits at the bank through to funding start-up 
businesses (which have the highest risk profile). 

Final point: do your own due diligence on the investor

remember that funding is a two-way process. a potential investor will be carefully checking out 
your business, and you should do the same to them! not all funds are necessarily secure or 
appropriate. for example, you might base your plans on a corporate buy-out, but then find 
yourself	in	considerable	difficulties	because	the	corporate	goes	into	liquidation.

SAFE

RISK

(SOURCE: DAVID IRVING, ICEHOUSE www.theicehouse.co.nz)

new customer current product new customer new product

current customer current product current customer new product

Understanding the level of risk

Corporate venturing

Large corporations can also  
be investors. Intel is the 
acknowledged world expert in 
corporate venturing. They buy 
into other companies to take 
advantage of their expertise 
instead of having to develop  
it themselves. So do Kodak, 
Microsoft, Philips, Ericsson,  
and many others. 

From zero to $15 million  
for New Zealand  
start-up business

Founded by software 
entrepreneur Rod Drury, 
Wellington based web-based 
software developer Xero chose  
to raise capital by listing on the 
New	Zealand	stock	exchange.	 
As	well	as	attracting	interest	
from financial institutions rather 
than solely from private 
investors, the public listing 
raised the company’s profile in 
overseas markets and gave the 
new business added credibility 
offshore. With plans to establish 
firstly	in	the	NZ	market,	with	
expansion following into 
Australia	and	the	United	
Kingdom, Xero successfully 
raised $15 million: no mean  
feat for a start-up business,  
but proof that with the right 
people and a good product, 
anything is possible.
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The funding stages
there are different investors for different things. even failing businesses can often find  
an investor, if that person thinks they can buy the business cheaply and turn it around.  
so you do not always have to be at the growth stage of a business (though it can help).  
there are four recognised stages of investment that investors tend to specialise in. if you wish 
to gain investment capital you need to know clearly what stage your business has reached  
at the moment because investors will want to know what stage of capital you are after.

Stage 1: Seed and start-up 

seed investors look for businesses that do not yet exist and need seed capital, or those who 
have just begun to generate a market (start-ups). this stage is often high risk, as there is usually 
no proven sales track record, and no real evidence that the business or the idea will succeed.

seed capital funds the process that allows you to develop a prototype of your idea. this stage  
is characterised by no sales and no profit. the business owner has the plan and the vision and  
is busy developing both.

capital for this stage often comes from a variety of sources. it is often sourced from the owner’s 
personal savings, borrowed from family and friends, borrowed from a bank, a business angel,  
or is the result of a joint venture with another larger company (possibly a supplier or customer). 

banks and venture capitalists are often unwilling to finance pre-start up businesses because  
of the high risk and the uncertain ability to generate cash flow. 

investors that place their money into stage 1 projects expect to buy-in more cheaply than other 
stages, but of course the risk is that much higher, and return expectations can be as high as 
80-100 percent per annum (once again, this is usually realised on a successful exit). 

if your business is at seed or start-up stage, you should also consider development grants 
(especially if your product is technology based) or approaching organisations that will look  
at stage 1 projects.

›› Stage 1 investors

An ever increasing number of investors are looking for early stage opportunities. There seems  

to be a trend of private investors looking to expand their portfolios from traditional investment 

areas such as property, and are now considering early stage business investment. These investors 

are savvy and will be looking for key things in opportunities to entice their interest and ultimately 

their investment. 

So some things to consider when developing your opportunity: develop a robust business case 

and seek assistance with this through business development grants and professional advice; 

present clarity in the path to market and whether there is a global potential; present the 

experience and ability of the management team. 

Alternatively, consider attracting minimal seed capital to commercialise the innovation and 

consider sourcing strategic partners (domestic or international) to take the product to market. 

This is a very attractive pathway to market and accesses the international market place supported 

by a larger company with existing resources and expertise such as human resources and 

production/distribution capability.

Frontier Group Limited

Seed Co-Investment Fund

Traditionally there are only a 
small number of individual 
investors for businesses in seed 
and start-up stages within 
New	Zealand.	However	via	the	
government	owned	New	Venture	
Investment Fund Ltd, accredited 
angel groups are formalising. For 
more information visit the Seed 
Co-Investment Fund information 
on www.nzvif.co.nz  

Early stage 
commercialisation  
of technology

Generally, it is advisable to focus 
on a strategic alliance when 
looking to commercialise your 
technology. There are few 
investors that are selecting 
technology at the ‘lab bench’ 
stage to invest in.

There are a few key things that 
you need to focus on to 
commercialise your technology 
at an early stage:

•	 Ensuring	the	Intellectual	
Property is well secured.

•	 Forming	a	clear	definition	 
of the target market for the 
technology.

•	 Some	ideas	of	the	pathway	 
to market. 

•	 Setting	a	realistic	timeframe	
from the development to 
market entry stage.

Ignition Partner

CHAPTER 6

THE INVESTMENT STAGES
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Stage 2: Early stage capital

early stage capital investment is for those investors that do not want the risk of the seed  
and start up business. quite often the product or service development has finished and the 
company is making sales but profitability is marginal. more money is needed to establish  
the business and commercialise the idea. the funds are used for marketing and distribution. 
banks are often wary about lending more at this stage so the owner typically gets early  
stage capital from family and friends or business angels, or by seeking a joint venture.  
some specialist early-stage angel investors and venture capital companies may be interested.

Stage 3: Development capital

development capital is for those businesses that need to develop an idea, product or service 
even further than its current stage. the company is making money, but funds are needed to 
develop or expand the business. working capital is required to enter new markets and bed 
down the business. all profits are reinvested. friends and family are no longer appropriate 
sources, as the scale of funds required is too great. angel investors are an appropriate  
source of new funds, and venture capitalists may also be interested.

Stage	4:	Expansion	capital	

expansion capital is provided by investors who are looking to back a proven business  
(which has a history of sales growth and profitability) that has export or global possibilities.  
the outlook for expansion is exceptional. there’s been good industry growth.  
at this stage the venture capitalists are very interested. larger companies or competitors  
may also become interested.

Summary
what stage is your business at?

over time you might find yourself going through all four stages, sometimes with four different 
investors! for example you might use family and friends to start up, then a business angel for 
early stage, a corporate investor for development capital and then a true venture capitalist  
for expansion capital. often the earlier investors will sell out as other larger players move in.  
you need to have a clear idea of how much capital you will need for the long term, not just  
the next 12 months. at each stage, the investor will pay a different price to reflect the different  
levels of risk. 

most small businesses underestimate how much capital they will need. be realistic and ask  
your advisor for help in estimating your capital needs.

Banks versus  
venture capitalists

Banks take mortgages on your 
house and give you cash. If you 
lose the money, they’ll sell your 
house to get their money back.  
If you succeed, you take all of  
the profit. 

Venture capitalists take a 
percentage of your company  
and give you cash. If you lose in 
business they’ll write the loss off, 
and try to forget you, or try and 
salvage part of their investment 
by having a clause to take 
ownership of elements  
of your business (such as 
intellectual property,  
contracts, etc). 

If you succeed, you’ll share the 
profit with them until they (or 
both of you) exit the business.
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 Becoming investment ready

 Having worked through part two, you now need to be happy that you:

› are able to share control of your business

› have analysed and sourced the right type of investor

› have a clear idea of what stage your business has reached.

  next you need to ensure that your business is investment ready, the subject  
of chapter 8. 

  but first read chapter 7 to find out if your business is likely to be of interest  
to investors, and, if not, what you should do about it.

 Further assistance

  if you believe you still need further assistance contact the escalator client  
services team on 0800 822 748; or visit their website www.escalator.co.nz  
for information, advice and free online training modules.

PART THREE
ARE YOU INVESTMENT 
READY?
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What are investors looking for?
now it’s time to look at your business from an investor’s point of view. most investors have been 
burned at some stage by a poor investment in businesses that have proved unsuitable, and this 
has led them to a list of desirable features in a business. so it’s worthwhile testing your business 
against the kinds of features that they will be looking for:

Are people impressed?
does your business have the ‘wow!’ factor? talk to people about your business idea, or about 
the potential of what you are doing. if you can’t generate enthusiasm among other people, for 
instance, friends, customers, suppliers and people in your industry, then there’s no way you will 
get an investor excited. the thing that impresses investors the most is sales as these dictate 
revenue and potential profits. 

How much have you put in?
other people will not invest in you if you have not invested in yourself.

investors want to see your commitment in two areas.

•	 Your	commitment	in	terms	of	cash	or	assets.

•	 Sweat	equity	(capital)–your	personal	time	and	energy	commitment.

investors want to see your money at risk as well, so that if the business collapses, the pain is 
shared–and so, of course, is the joy at succeeding. by committing all of your available finances, 
irrespective of the dollar amount, this will demonstrate genuine commitment.

How much you should contribute varies based on your net worth and your industry. there’s no 
magic number, but you should consider contributing five to ten percent of the amount you hope  
to raise. it does depend of course: some industries like health or biotechnology can cost millions.

it also depends on your personal circumstances. for example a university student completing  
a thesis which forms the basis of new technology will have little money to contribute. However, 
if an ex-ceo of a large corporate has savings and other assets available, but does not want to 
contribute any money to their business, then this is seen less favourably by potential investors. 

of course there is also what is known as ‘sweat equity’. a person may have spent years of their 
life developing a certain product or service, and this is certainly counted in the investor’s mind. 
years of labour can sometimes mean even more than money. 

so be able to demonstrate sweat equity. the best way to do this is to calculate exactly how 
much time you have spent on a task or project, and then multiply this with an appropriate 
hourly rate. for example, if you have spent 2,000 hours developing your new idea, and you 
believe $100 an hour is a fair rate for your sweat and genius, then the value of your sweat equity 
is $200,000. However, be aware that investors may not recognise this value if the time has been 
poorly spent, or resulted in little added-value to the opportunity.

How committed are you and what is your character?
in the early stages when you’re developing your idea, you’re likely to need other sources of 
income to keep you going. once you’re in business, however, these have to go. investors like to 
see that you’re fully committed to your business. other jobs or businesses will tend to divert 
your attention, so they will be looking for a single-minded focus and devotion to the task in 
hand. if you’re not prepared to put everything you have behind the venture, then why should  
an investor take the risk? 

Your business track record

you will need to inspire trust in two ways: by demonstrating your commitment to the business, 
and by your past success in business. if you have no business track record, why should people 
take you seriously? investors will be looking for a business that is capable of carrying on 

Be prepared to  
look at yourself 

As	an	enthusiastic	young	
entrepreneur quickly discovered, 
an owner’s passion for the 
business can be both a positive 
and negative when looking for 
funding. Though their passion 
translated into obvious 
enthusiasm, it led to some  
very heated discussions with 
interested parties and came  
very close to being a potential 
‘deal breaker’. 

Although	people	recognised	that	
this business had a great product 
with massive potential, the 
owner’s enthusiasm and business 
philosophy gave the business a 
feeling of volatility and high risk. 
To temper his approach, the 
entrepreneur underwent some 
business coaching and learnt to 
demonstrate commercial reality 
as well as his entrepreneurial 
spirit. Being prepared to take  
a look at himself and make 
necessary changes saw the 
company go on to secure the 
right investment in both skills 
and dollar terms.

CHAPTER 7

DO YOU HAVE A DESIRABLE BUSINESS?
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independently of you if required. but at the same time they are interested in your  
character and integrity as a business person and will do background checks on you.

Does your business have sustainable competitive advantages? 16

what do you do better than the competition? why should the customer purchase your  
product or service rather than someone else’s? can you list five key competitive advantages 
that can be defended against the competition?

and let’s assume from the start that you offer exceptional quality and service.  
what else do you have?

for example:

•	 Leading	edge	technology	no	one	can	copy?

•	 Patents,	trademarks	or	copyright?

•	 Contracts	with	key	customers?	This	is	possibly	the	key	advantage.	Good	sales	should	 
equate to income which in turn equates to a high return on investment potential.

•	 Great	locations?

•	 An	established	and	trusted	brand?

•	 Innovative	staff	locked	in	with	shareholding	options	or	profit	sharing?

•	 A	high	entry	barrier	industry?

Do you have an attractive business model? 
ever wondered why software companies make so much money? the intellectual property  
is developed once, and then the product, with a very low manufacturing cost, is sold millions  
of times. you might pay $500 for a piece of software, but the material cost (including box, 
instructions and cd rom) might only be $10.

do you have a business with extremely high margins which can be duplicated? all you need  
is a larger market. 

or do you have a business that requires customers to make continual purchases (consumables) 
as they use up the product or service?

What are the barriers to entry? 17

if your business turns out to be really successful, you will undoubtedly spawn imitators. 
potential investors will want to know how easy it might be for competitors or imitators to copy 
your	lead.	The	harder	it	is	to	beat	off	the	competition,	the	more	difficult	it	will	be	to	raise	capital.	
you will need to show investors what steps you’ve taken to:

•	 protect	your	intellectual	property	by	registering	trademarks,	brands	and	patents

•	 sign	employment	agreements	with	all	staff	that	clarify	all	IP	belongs	to	the	business,	 
not individuals

•	 raise	the	barriers	to	entry	for	others.

However, be aware that patenting your ideas is no guarantee that you’ll be safe from competitors.

•	 One	research	study	has	shown	that	the	average	patent	is	broken	in	less	than	five	years,	
usually by competitors ‘working around’ the patent (one of the advantages of patents  
from a competitor’s point of view is they provide details of the product).

•	 Can	you	afford	to	defend	a	breach	of	your	patent	by	imitators	in	other	countries?	For	
example, the popular drug viagra has been a major money spinner for the pharmaceutical 
giant pfizer, but patents and the financial muscle of this giant has not prevented competitive 
drugs entering this very lucrative market.

Exploit leading edge 
potential

Having developed leading edge  
technology in the granulated 
lime market, Putararu company 
Rapid Minerals Limited (RML) 
needed to expand their 
manufacturing capability to 
move past pre-production stage. 

Working with the Escalator 
Service to develop their 
investment case, RML secured 
the necessary funding to get their 
project	underway,	employing	
extra staff to meet demand and 
increasing their revenue growth 
month-on-month.	After	less	than	
a year in production, the business 
is looking to build an additional 
manufacturing facility and 
further expand their market.

SEE TEMPLATE 16  
KEY COMPETITIVE ADVANTAGES

SEE TEMPLATE 17  
BARRIERS TO ENTRY
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to attract investors, you’ll need to show that you have protected your ideas by consulting 
intellectual property specialists. you’ll also need to convince investors that the barriers to entry 
by others are substantial and enduring. in some cases, your technology lead and your ability to 
stay ahead through innovation and commitment to research and development, might be your 
greatest asset.

›› The importance of protecting your intellectual property

The founders of Christchurch-based Cookie Time knew they had a valuable brand and business  

model and have gone to considerable lengths to protect it. They’ve taken out numerous trademarks 

and put a lot of effort into protecting their IP, especially important when people try to copy you. 

For example, a company in Auckland copied their idea of large cookie jars and displays, a major 

biscuit manufacturer tried to copy Cookie Time’s Christmas cookie marketing idea, and an 

employee left and tried to set up a similar business in Melbourne. Cookie Time managed to 

overcome all these challenges. The lesson? Make sure you have legal protection for your 

intellectual property.

www.cookietime.co.nz

Do you have a developed business?
as we’ve emphasised elsewhere, venture capitalists are more interested in backing successful 
businesses than ideas. 

this approach recognises that there are many brilliant ideas out there, but far fewer business 
teams capable of developing them profitably. venture capitalists are therefore looking for 
established business teams with a well-balanced range of skills and a track record of success. 

you will also need to show what you’re doing to keep this team motivated and intact (for 
example, stock options or profit sharing) and what you’ve done to prevent disgruntled 
employees leaving your business and setting up in competition to you.

Do you have a product or a platform?
venture capitalists are less likely to be interested in businesses based around ‘one idea’ or 
product. they are more likely to be interested in businesses that have developed a platform 
from which many products or services can be marketed or developed. 

for instance, if you have developed a software product, it would be more attractive to investors 
if you can develop a suite of software products from the basic platform. the classic example 
would be microsoft’s development of the windows platform which allows many other products 
(including	Microsoft’s	own	Office	Suite)	to	run	within	it.

Does your business have high growth potential?
investors tend to invest in businesses that have high growth potential or a solid return on 
investment. technology industries (such as the information communications technology 
industry) have received a fair chunk of venture capital funding in recent years. However there 
are many other industries that offer potential for return, the key is to demonstrate the growth 
potential to investors with growing trading results or market research into the growth of the 
industry. additionally providing information on other successful firms in the industry can be 
clear evidence of an opportunity worth investigating for investors. 

of course a successful track record of sales growth is the most convincing way. How much 
market research have you done? How many markets have you tested? what’s the customer 
feedback? in other words, how solid is your research?
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How big is your market? Is there potential to go global?
when reviewing a business opportunity for investment, one of the key areas will be around the 
target market for the business, as ultimately this is where the sales revenue will be generated.

you must consider how big your potential market is. if your products and services are of  
value only to the new Zealand market, it’s unlikely to be big enough for a venture capitalist.

to be desirable to venture capital investors you must be able to demonstrate that your business 
can go global. for example, if you believe your products or services would succeed in the 
united states, and you can demonstrate a key competitive advantage, have distributorships  
and the product has been tested–a venture capitalist may consider your proposal.

do you have products or services that can be exported? are you thinking about exporting  
or selling in other countries? if you are, then you’re on the right track. if you are already in 
business, then you need to have plans that include going offshore. new Zealand is too small  
a market to appeal to most investors.

Here are some key things to look for when reviewing the market:

•	 Size	–	how	big	is	the	market?	

•	 Are	you	targeting	a	niche	market	within	the	larger	market?	

•	 Will	you	be	the	first	to	the	market?	If	not,	who	are	the	competitors	in	the	market?

•	 Can	you	expand	beyond	New	Zealand?

contact statistics new Zealand, nZte and any relevant industry groups to find out the potential 
size of your domestic market. if you’re exporting to other countries, or intend to, visit nZte’s 
website www.newzealand.com to access a range of international market intelligence and 
research services. 

Do you have established distribution channels and revenue streams?
How much creativity and flair have you shown in developing distribution channels? Have you 
developed any innovative productive strategic alliances or joint ventures? do you have locked-in 
or sustainable revenue streams? what other marketing initiatives have you undertaken? 

Where is your business on the life cycle?
two types of life cycles are worth considering when you’re working out how attractive your 
business might be for investment. the first is the normal business life cycle. this is where an 
industry moves through five stages; development; start up; growth; maturity; decline. 

Market share

An	investor	will	want	to	assess	
the ability of the business to 
capture a viable share of the 
market relative to how much 
capital investment is required. 
This will help them estimate the 
potential returns on investment. 

I Grow New Zealand Ltd 

An investor’s perspective on 
‘defining your market’

When defining your market 
ensure you are specific about 
your target market segment. The 
more clarity you can provide on 
the target market, i.e. who will be 
buying the product/service, will 
help strengthen your case to 
potential investors.

Don’t make wide-reaching 
statements or assumptions.

You will also need to consider 
where your market is located 
geographically. Is the business 
focused on the domestic or 
international market? Spend time 
researching and understanding 
the differences between the 
international and domestic 
markets.

Deloitte

BUSINESS LIFE CYCLE

$

0
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1.	 Development is the seed capital stage, where you have not yet had any sales, and all your 
money is used to develop your business. you are usually making a loss.

2.	 Start	up is where you launch the business products and services. much time is spent 
educating the market and money is used to create awareness of your service or products.

3.	 Growth/early	expansion is where the business begins to take off, you see market demand 
for your product or service. your focus here is on getting the product made, or delivering  
the service provided.

4.	 Expansion/maturity occurs when competitors catch up to you, and your sales growth slows. 
the additional competition leads to lower prices and profits stop growing. you may still have 
a good market share and a thriving business. this stage may continue for a long time.

5.	 Decline is where the business is no longer in demand. your business is under threat from 
substitutes, or is just no longer needed. could be a great cash cow, though, and you may  
be able to sell the whole business or assets to a buyer.

this kind of analysis is used to determine the stage you’ve reached in your business. in 
new Zealand venture capital and private equity tends to be given to those businesses that are 
in the early expansion and expansion stage phases. if you are too new, or your industry too old, 
then you may miss out.

However, there are investors for every stage of this business life cycle. you need to know exactly 
where you are, as investors are likely to categorise you (or at least your industry) this way. many 
investors will want to buy you in the growth stage below the curve (as then you will be 
undervalued and possibly a bargain). 

A	different	life	cycle	model

a second type of life cycle is the one devised by churchill and lewis (enterprise and venture 
capital (1998) christopher golis, pp 46-48), who looked at the dynamics of the business, not 
the industry, and developed a five-stage life cycle.

1.		Existence

 the business is run by the owner day to day. the main focus is the bank balance.  
usually no employees. 

2.		Survival	

 the business is making a profit, but few opportunities exist for real development as the owner  
is always just chasing the next sale. a few employees, but the owner is still very much hands on.

3.		Stability

 the business is well established and showing a good return. the owner(s) are at a 
crossroads: they can either grow and build their business, or they can sit back and enjoy 
their lifestyle and retire in comfort. 

4.		Rapid	growth	

 the stable business has decided to go for growth and the management of the business  
is getting beyond the founder. the owner also needs to understand that ownership of the 
business must be shared if its full potential is to be realised.

5.		Resource	maturity

	 Reserves	in	the	company	are	now	sufficient	and	the	company	no	longer	needs	any	outside	
funding. it has ‘arrived’. company profits can be used to fund further growth.

so where would you place your business? if you’re at the existence or survival stage then you’re 
unlikely to receive any venture capital. instead you need to grow the business internally until 
you’re stable or growing very fast, and then seek capital.
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Key points

1.		Should	you	do	it?

if you’re not prepared to share ownership of your company and accept someone else having  
a say in how your business is run, then you’re unlikely to gain significant investment.  
you’ll have to separate out ‘owning’ the company from ‘running’ the company.

2.		Is	your	business	up	to	it?

can the competition easily copy you? or do you have high barriers to entry which puts others 
off from competing against you? are you making lots of money, and could make more?  
do you have a brilliant product or service which astounds people? 

3.		Is	your	industry	up	to	it?

is your industry growing fast, or is it in decline? can you see international opportunities?  
if you cannot show potential demand, or rapid growth which can be sustained over at least  
five years, then your chances are not good.

4.	Have	you	done	enough?

can you show total commitment and that you’ve put everything into the business?  
are your passion, persistence, determination and drive obvious? Have you put your cash,  
sweat and reputation on the line?

Summary 18

there is much to consider (and potentially much to address) when checking to see if your 
business would look desirable to an outside investor. it’s quite possible that at this point,  
your business may not meet all of the criteria listed in this chapter. 

take the time to revisit all of the points mentioned in this chapter, and if you find your business 
currently looks less than desirable, rather than give up, take the challenge and ask yourself, 
‘what can i do to improve my business so it becomes more attractive to outside investment?” 
the next chapter will give you more help in this regard. 

Quick test: How desirable is your business? 

How	many	of	these	boxes	can	you	tick?	If	you’re	able	to	answer	them	all	affirmatively	 
then	you	and	your	business	may	be	ready	for	investment. 
          Yes No

are people genuinely impressed with what you’re doing?    

Have you invested considerable amounts of either cash, resources or sweat equity?  

can you demonstrate total commitment?      

do you have defendable and sustainable competitive advantages?   

are there high barriers to entry for others?      

Have you protected your intellectual property?     

do you have an attractive business model?      

can you demonstrate export potential?      

is your industry in a start-up or growth phase?      

is your business stable and looking to expand, or in a rapid growth phase?   

do you have a business that has high margins, or a way of locking in customers?  
SEE TEMPLATE 18  

IS YOUR BUSINESS AN  
ATTRACTIVE INVESTMENT?
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Quick test: Are you ready to grow 

Do you have the management skills to handle growth, or should you first look  
at building your business skills in certain areas?

Here are some questions to answer:     Yes No

Have you learned how to delegate effectively?    

do you have skilled staff in place and motivated?    

Do	you	have	efficient,	documented	business	systems?		 	 	  

do you closely monitor key business ratios?      

Do	you	collect	debts	efficiently	and	monitor	your	cashflow?		 	  

could your business survive without you?      
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Preparing for an investor
you’ve got past the “should i do it?” stage. your business is an ideal candidate to secure 
financing. you are now ready to talk to an investor. 

this is your chance to really grow your business and make a difference.

but being ready and understanding what is needed is not the same as having actually done 
what is needed.

what follows in this chapter is a checklist of things you’ll have to do. if you can check these  
off as completed and actually implemented in your business, then you’re increasing your 
chances that the investor will take you seriously.

Management equity 19

Have you implemented a management equity policy? in other words, have you already shown 
some evidence of sharing ownership, by allowing key managers to take (as a minimum) some 
profit share, or some company shares?

make sure that your key managers are ‘in the loop’ by offering them a profit split or phantom 
shares in your company. investors want to see that key managers are not just working for a 
salary. they like to think that managers are also working for capital growth (such managers  
are more likely to stay).

ideally you want the shares in your company to be tied to performance and redeemed by 
management after another four to five years work. so if they leave, or do not perform,  
then there is less for them to gain.

alternatively if your business is not that large you could provide a profit share for managers. 
this way you still maintain control over your business, yet you’re allowing the managers to  
share in the profit.

also make sure the company structure and the way the shares are divided are not too 
complicated. no investor wants to spend hours trying to decipher the trail of shareholding, 
trusts or part ownership with other companies. if you do have a complicated structure then 
make sure it’s clearly explained.

Document	and	reduce	existing	loans	20

a small amount of existing debt is fine, especially if it’s just part of normal working capital.  
be careful though. an investor does not want to get any idea that you’re just after cash to  
pay off your debts. remember, the money you receive from an investor is designed to be  
used to grow and develop the company, not to get you out of the red.

if you’ve accepted loans from family and friends who expect to be paid out, investors may want 
them to take a shareholding in the new company based on their investment, like everyone else. 
capital invested is usually spent on growing your business, not paying you or anyone else.  
they may want to come in on the same terms as the family and friends did. 

you are therefore better to pay off any outstanding loans, even if this means taking a lower 
salary, or putting money back into your company to make the balance sheet look healthier 
before you approach investors.

Prepare realistic financials

people investing in your business will be buying the best financial advice they can.  
therefore your cash flows or the financial projections must be detailed and realistic. 

you must be able to demonstrate how you achieved your projections, using historical  
data merged with common sense projections.

SEE TEMPLATE 19  
INCENTIVES FOR  

MANAGEMENT OWNERSHIP

SEE TEMPLATE 20  
FINANCIAL OBLIGATIONS

CHAPTER 8

GETTING YOUR BUSINESS INVESTMENT READY

Staff shares

If you do decide to offer 
management some shares, make 
sure you get some legal advice 
first. You don’t want to come 
under	the	Securities	Act	and	
discover you have to issue  
a prospectus! 

Deferred gratification:  
be moderate and  
think long term

Don’t pay yourself too much. 
Even though you’re in business 
to make as much money as 
possible, you may have to  
make a short-term cut for  
a long-term gain. 

Always	remember	that	what	
you’re after is a substantial lump 
sum worth millions when you 
sell out, not a 50 percent pay rise 
this year so you can buy a new 
car. The key reason for seeking 
investment is substantial capital 
growth (your $1 shares worth 
$100 each) not to gain a  
huge salary. 

If you need to have short-term 
incentives for staff, then put 
them on a profit incentive so the 
investor can see that if salaries go 
up, the increases will be funded 
out of cashflow and not the 
investment capital.
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financials must be as open as possible. aim to project at least three to five years out when  
you present the finances. even though this is a huge time frame for most businesses, it 
demonstrates that you are thinking that far ahead, which investors like to see. 

remember also that most investors will want to exit after five years and will want to determine 
what their investment might be worth (their return on investment). this is vital as most 
investors will look at industry-specific businesses that can return them at least a certain 
percentage return per annum. 

the shorter the payback period, the better chance you have. money should be spent on 
developing the product or developing the market, not salaries and conferences. you may even 
have to take a pay cut to demonstrate your commitment.

if you are in the start-up phase, paying cash bonuses or large salaries is ill-advised as cash is 
liquid gold and should be committed to building up the company. if you set a cash bonus early 
on, how will you know if the target achieved was realistic without some business history to 
measure against? the growth may be just natural, with the employees having to do very little to 
achieve the results. instead, consider alternative such as bonuses tied to agreed growth targets, 
motivating key staff with stock options that will allow them to share in the eventual success of 
the business. 

Have	an	excellent	team	in	place	21

at the end of the day your financials might look great, the product or service might seem 
revolutionary and the industry might appear the next best thing to a gold mine, but it all fails  
if you don’t have a great management team to implement the business.

investors want to see a well-knitted team that is committed and enjoys what they do.  
and investors are not silly. if you don’t have the right person for a key role, then explain you  
will get them once the dollars are in, or you may already have them lined up but they will  
only move once the capital is raised. 

the second rule is to understand that managing a business that has a $2 million turnover is 
different from managing a business with a $50 million turnover. this is an important issue. How 
do you intend to address it? you need to add into your plans some detail about the need for an 
evolving management (which might include you passing the reins over to a more experienced 
general manager or ceo).

“what!” you may be saying to yourself, “give up control? but i started the company,  
nurtured it and the only way someone fires me is over my dead body!” 

if you have this attitude then raising capital is probably not for you. at all stages the 
management of the business should be what is best for the business, not you. once you accept 
growth then the business really starts to assume a life all of its own. it’s rare to find a person 
who can start up a business on their own, and then transfer their skills to a larger company. 

larger companies have a different set of rules, as you can no longer be everywhere all of the time.

larger companies have lots of meetings, which will drive you crazy if you’re a go-getter and not 
a ‘dot the i’s and cross the t’s’ sort of person.

cover the restructuring of management to cope with growth in your proposal and show how 
you will deal with this challenge and with your own evolving role in the company. and yes, 
depending on the controlling shareholders, you may probably still be on the board, and could 
be possibly be the chairperson if this is your wish. this will be dictated by the shareholders’ 
agreement.

of course, don’t forget about your ‘board’ or set of people that you receive advice from.  
they do not at first have to be paid board members, but you can get lots of ‘street cred’  
by having people with vast business experience or contacts advising you.

Applying the funding  
in a purposeful manner

Venture capitalists will want to 
see every dollar they supply to 
your business applied directly to 
growing the company. Investors 
like good common sense and 
frugal behaviour and will not 
take kindly to any attempts to use 
investment capital to pay off debt 
or fund excessive overheads, 
such as luxurious company cars. 
They will expect you to run a 
frugal operation until success is 
achieved. 

What you’re good at

Don’t discount the option of 
being in charge of what you are 
good at (which might be product 
or service development) and 
leaving the general management 
to someone else (such as a person 
who has the experience to handle 
100 plus employees and all their 
problems). You don’t really want 
to be a pen pusher do you? Don’t 
take it personally if this change 
happens–and	be	prepared.

SEE TEMPLATE 21  
STAFF CAPABILITIES AND EXPERIENCE
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for example if you were looking to design software for the medical market, it would make sense 
to have doctors, a ceo from a hospital, people from pharmaceutical research companies, etc. 
on the board or advising you. make sure the people you choose are relevant to your industry  
or opportunity.

What an investor wants to know
if you know what an investor is looking for, then you’ll be better prepared to respond to their 
requests. Here are the most common topics that investors want you to cover:

A clear strategic plan

most business people are unsure exactly what is meant by ‘strategic plan’. if you’re unsure, then get 
some help: it’s beyond the scope of this guide to explain a strategic plan in depth. in broad terms, 
though, strategy is all about long-term vision and planning. where do you see your business in five 
years and in ten years time? investors want to see your long-term thoughts, even if these are only 
educated guesses. a strategic plan is a test of your vision and your ability to plan ahead.

it should include: where are you at now, how you got there (i.e. completed product or service 
offering) initial sales, when is break-even, when is profitability, when and how to exit, at what 
price and what will the roi be?

Market size (local and international)

specify statistics and other hard facts to support your claim that your business can capture a 
viable share of the market. However, remember that markets are not always about size in total, 
and more about your ability to dominate a niche in the market.

Competitors	and	differentiation	22

list carefully all existing and potential competition. investors will probably know about your 
competition, so you might as well come clean. the point here, is to focus on why you’re 
different, and why you are better than the competition. 

don’t attack the competition or comment on how hopeless they are, instead focus on what 
you’re good at, and on the gaps you perceive for your product or business. 

Barriers to entry

investors will want to know how easy it might be for competitors or imitators to copy your lead. 
Higher barriers to entry will be more attractive than the reverse. 

Credible professional advisors

who exactly is assisting you in your business? the more outside experts you have (even if  
they are only called in on an ‘as needed’ basis), the better. develop a solid list of advisors.  
make sure they’re all capable of adding value to the business. 

getting credible professionals reassures the investor that you are prepared to obtain and listen 
to quality advice. get a good lawyer early (even before an accountant) and make sure they  
have had some investment experience.

accountants will also need to be involved once shareholding issues are discussed, such as 
company value and tax implications. and usually the bigger the legal and accounting firm the 
better. larger firms tend to have international connections which will be useful to you later on.

the corporate finance professionals who are involved in the deal broking services may be able 
to advise you on all these areas.

Future	products/services	potential	23

outline how you might develop your product or service going forward. make sure you have 
something else on the drawing board to show continuity and that your business has more than 

SEE TEMPLATE 22  
IDENTIFY COMPETITORS

SEE TEMPLATE 23  
FuTuRE	PRoDuCTS/SERvICE	PoTENTIAl

Are you the right person to  
develop your business?

Sometimes the creator of a 
brilliant business concept might 
not be the right person to 
develop that concept into a 
flourishing and successful 
business. 

This might be very difficult for 
the creator to accept, but many 
entrepreneurs are ill-suited by 
temperament or skill levels to 
growing a business beyond a 
certain level. It is the task of the 
venture capitalist to assess this 
and to advise if necessary on the 
kind of professional managerial 
skills the business requires. 

Growth potential

In most cases you will probably 
be selling future potential  
rather than existing sales.  
Most investors are giving you 
money even though banks will 
not (because of the risk).  
The investors are making a 
judgment	on	the	trade-off	
between risk and the growth 
potential. So you need to clearly 
explain why you think that your 
business will grow.
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one or two great ideas. single product businesses can be seen as high risk – fine if you are 
pursuing the model of licensing and selling globally in return for royalties.

Management and visionary leadership

investors want to see a vision. you personally have to show passion, leadership and convince 
them you’re capable of inspiring loyalty and dedication in your troops.

Teamwork

investors will probably visit your business. they will be checking on how employees interact: do 
they	enjoy	what	they	are	doing?	Are	there	any	signs	of	conflict,	office	politics?	Any	negatives	
here could impact on your proposal. solve any outstanding issues. if there is any sign that some 
of	the	shareholders	are	going	to	be	difficult	to	deal	with	then	this	will	also	sour	a	deal.

Finance: your current position

an obvious one, but easily overlooked. make it look good. the last thing you want to do is make 
your current situation look like outside capital is the only thing that will stop the business going 
bust. stand for a moment in the shoes of the investors. they want to see their money used to 
fund growth, not to prop up a business in financial strife.

History

the longer you’ve been in business, the better. it means you’re taken more seriously as you’ll 
have revenue and possibly profits. if you have only been in business for a short period, and have 
a limited sales record to show investors, then try to show past ‘sweat equity’ in the form of a 
history of work completed. Keep records of all the time you spent on the business and what you 
were doing in that time. 

Funding requirements

exactly how much money do you need? what are you going to do with it? make sure you’ve 
thought of future funding: how much will you need in two years time? when do you start 
making profits or payback? venture capital and private equity investors make most if not all of 
their	return	on	a	successful	exit.	If	your	business	can	make	sufficient	profit	to	pay	a	dividend	this	
will likely expand the circle of interested investors.

Technology 25

show investors what technology you have, and make sure it’s the latest or most appropriate  
you can manage. what exactly is your technological advantage over the others? Has this been 
independently verified by an expert in the field?

Competing technology

it goes without saying that you also have to discuss the competitions’ technological capability 
and how you intend to overcome this.

Life cycle

state where you believe your business or industry stands on the current product or service life 
cycle and how you see it progressing.

Environment – regulatory requirements 26

if there are any local or national government regulations you must comply with then cover  
these points in your research. is there any legislation about to impact on what you do (either 
negatively or positively?). would you need to satisfy certain overseas regulatory requirements, 
for example, if you were to export to another country? show that you have done your research 
thoroughly. investors will probably want to see you have got through the regulatory hurdles 
prior to investing.

Managing differing  
view points

When approaching deal brokers 
(such	as	those	delivering	NZTE’s	
Escalator service) be aware that 
sometimes advisors’ information 
and advice may be different than 
the deal brokers. The brokers are 
there to raise capital for your 
business. Often the biggest 
impediments to raising capital 
for a firm are the differences in 
opinion between deal brokers 
and your own advisors on areas 
such as valuation, deal structure 
and the growth strategy of your 
business. Select your advisors 
carefully, and work with those 
who are best going to assist you 
in raising the capital you need to 
take your business forward.  

Exit strategy 24

Investors like to see that you’ve 
thought about the end of the 
relationship (strange as this may 
sound). Remember they’re only 
in for around five years before 
they want to cash in their 
investment. Make sure you 
address this exit issue.

SEE TEMPLATE 24  
EXIT STRATEGY

SEE TEMPLATE 25  
TECHNOLOGY AUDIT

SEE TEMPLATE 26  
REGULATORY REQUIREMENTS
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Compatibility – can you work with them? 

finally, investors will want to satisfy themselves that they can work productively with you 
without unnecessary conflict. Have you worked for large companies before? do you have  
any evidence of working successfully in partnerships, strategic alliances or consortiums?  
it’s understandable that investors will want to be reassured they are dealing with a mature 
person capable of getting on with others in the ‘give and take’ of a relationship.  
the more you can demonstrate or document in this regard the better. 

An impressive board 27

you need to constitute a board for your company. this is a group of people whom you (should) 
pay to give you direction and advice. 

1. get board members who are on other company boards. make sure some of these board 
members serve (or have served) on well known companies. you may need at least one 
well-known ‘name’.

2. get board members from international companies (preferably involved with the countries 
you are looking at).

3. get board members who could provide key links and introductions to suppliers, customers 
or politicians.

4. make sure at least one of the board members is a marketing expert. coverage of your main 
business functions: finance, marketing and production, is desirable.

if you can’t afford to pay for a board (directors’ fees can start at around $10,000 each year)  
then try to get board members in exchange for future involvement in the project when they  
will be paid. call in all your old favours. as a last resort give them shareholding instead of 
directors’ fees.

another alternative is to approach prominent retired business people who may be enthusiastic 
about your business and willing to help you for less than the usual rate. retired business people 
are often willing to ‘put something back into the community’ by helping businesses they think 
might provide future jobs and growth for new Zealand.

discuss any potential conflicts of interest.

once you have a board, it will be their job to decide the direction of the company. the board 
will therefore contribute more than advice, with decisions usually being made by majority votes.

Intellectual property you own

the intellectual property of your business may be the most valuable asset you have. make sure 
it is yours and that your employees don’t think they own it. many companies have been shocked 
to find that when a key employee leaves, so do all the files. and if the employee completed 
work at home (for you) they may argue that work is theirs. regardless of who is right or wrong, 
an investor does not want to see employees running off with the goods.

insert clear instructions in your terms of employment that all intellectual property developed  
by the employee is owned by the company. if this is too late, then get declarations from your 
employees that all the intellectual property is yours. see your lawyer immediately to make sure 
this is watertight.

cover also any brands, patents, trademarks or existing copyright you may own. the classic case 
must surely be when rolls royce sold their car division. the purchasing company did not check 
that the brand would transfer. it didn’t. so rolls royce the car company technically sold only 
their car manufacturing plant, and they still held the rights to the brand ‘rolls royce’.  
they then sold that name to another car company (minus the car manufacturing bit)!

SEE TEMPLATE 27  
IDENTIFY POTENTIAL BOARD MEMBERS
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try to separate out the intellectual property issues from trading activities. potential patent 
breaches are a significant issue. often businesses are seeking investment to secure patents and 
believe these will be valuable, when in fact creating sales and being first to market would be  
a better way of spending the money. it’s often been said that only one in a hundred patents 
makes back more money than was spent in development and patent protection, and that ten 
percent of the hard work is in the development and patenting, whilst 90 percent of the hard 
work is in creating sales. remember, sales generate revenue, patents in themselves don’t.

E-commerce impact on your business

it is also critical that you address how you will use e-commerce to your advantage in your 
business. regardless if it is to create revenue streams, change your business model, lower  
your	costs,	improve	your	efficiencies	or	even	just	to	improve	your	communications,	it	must	 
be included. for assistance with understanding the e-business needs of your business visit  
http://ebusinessguide.nzte.govt.nz/ for information on nZte’s e-business guide which 
provides a personalised roadmap for e-business success with information and practical advice.

Structuring the deal
before you approach an investor, you need to think carefully about how you will structure the 
‘deal’. before you do this make sure you get plenty of advice from experienced advisors as  
you don’t want to wander in to see an investor with no idea of what you’re doing. 

for example, you need to know what type of funding you’re after. is it all equity, where you 
exchange part ownership of your company for the cash? or is it going to be all debt, as you 
think you’ll be able to repay the money without giving up ownership? possibly you may require 
a mix of some equity and some debt. are you going to lease or buy? 

the critical aspects of any deal are: what type of deal (equity, debt, etc.) does it involve?  
what will the capital be used for? what is the exit strategy?

Identify the investor 28

make sure you spend some time in your preparation understanding the investment market.  
who is out there, and what do they want?

before approaching the investor you must assess them and decide if your business offers them 
a good fit. for example, you should visit their website and see what they are up to. see which 
companies they have invested in to date; the amount of money they have invested so far; the 
types of businesses they like investing in; the management of the investment company, their 
skills and interests.

this will allow you to see if they are likely to be interested in you, plus you can check if there are 
any potential conflicts of interest. you especially don’t want to reveal ‘everything’ about your 
business when such a possible conflict may occur. so make sure you at first disclose only the 
‘brief’ to the investor.

most small businesses get a broker to prepare what is called an im (information memorandum). 
this outlines briefly the investment opportunity that you are presenting, which covers the basics 
such as your industry type, the stage of funding you are at, the types of investors you would like 
to see, a brief concerning your products and services and a ‘tease’ outlining why you believe 
your business is a great opportunity. 

it is critical that you do not send your full business plan to every investor approached. this will 
just annoy all these people. it’s better to work with just one investor who is suited to your 
industry.

additionally you never know who might end up with your information–there are a lot of tyre 
kickers out there who will waste your time.

Use advisors and the  
Escalator service

A	capable	and	well	respected	
New	Zealand	publisher	looking	
to expand into overseas markets 
approached Escalator for 
assistance with her business 
plan.	Although	she	had	a	lot	 
of existing knowledge and 
expertise, she recognised the 
need to attract ‘intelligent 
investors’, people who could 
bring both capital  
and essential skills to her 
business. With Escalator’s  
help she gathered a consortium 
of angel investors, four of  
whom also formed a board  
for the company. 

By seeking out professional 
assistance, her business 
successfully gained additional IP 
skills, financial management and 
marketing skills, plus people who 
understood how to raise venture 
capital. On a personal level she 
also gained increased confidence 
and further developed her own 
skills set.

The lesson? Don’t try do it all  
on your own. Use mentors and 
advisors and also make use of  
the Escalator service  
(see Chapter 11). 

SEE TEMPLATE 28  
LEARN ABOUT POTENTIAL INVESTORS
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A confidentiality agreement
even though you’ve been encouraged to tell as many people as possible about your idea, there 
comes a time when you have to start asking people to sign a confidentiality agreement.

this agreement has two purposes.

1. it lets people know that you have thought about confidentiality issues.

2. it helps prevent people talking to others about your valuable information without  
your prior consent.

Key points

1.		Accepting	other	shareholders

being ready yourself is only the first step. this includes willingness to share some of the profits 
and to accept others having some shareholding and say in the operation of your business.

2.		Business	readiness

you need to make sure that your business is also ready to accept investment. if it isn’t, you  
need to take the necessary steps to get it ready. document everything. 

3.		Thorough	preparation	and	presentation

if your business is not prepared properly and professionally presented to an investor, then  
you’ll be wasting much of your time and everyone else’s. make sure your business is correctly 
‘groomed’ to receive closer scrutiny from investors and their advisers. if you cannot pass this 
test in the early stages, then you will certainly not get to the ‘due diligence’ stage where the 
investors really start to investigate you and your company.

Summary
ensuring you are investment ready means being able to demonstrate that you have considered 
everything about your business and its future potential, before looking for investment. it’s about 
being prepared to answer any questions that may be asked of you positively and confidently. 

ensure that you can tick every point on the investment ready checklist, then as a final measure, 
take the fatal flaw test to expose any unforeseen weaknesses you may still need to address. 
once you are sure that you are ready to go, you can then start preparing and polishing  
your presentation.

Have several levels  
of confidentiality

Don’t disclose your complete 
business plan and all the secrets 
in one document. Instead, 
construct a ‘brief ’ which might, 
for example, be a one-page 
outline of the concept. This can 
be freely distributed since it 
reveals nothing confidential.

Then you can move to another 
level where interested parties 
(e.g. your bank manager, lawyers 
and advisers) may get more 
information. Here is where you 
start confidentiality agreements.

How many ‘levels’ depends on 
you, but at some stage there must 
be a level of trust between you 
and who you are talking to. Don’t 
get too obsessed by the need for 
secrecy. Otherwise you’ll wander 
around not telling anyone about 
your brilliant idea. Common 
sense must prevail here.
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An investment ready checklist

Have you covered all the points in this checklist?   Yes No

brief history of the business      

a clear strategic plan       

realistic financials prepared      

loans documented and reduced      

funding requirements identified      

market size (local and international) and growth potential   

competitors/differentiation       

barriers to entry        

intellectual property you own secured and listed    

environment: regulatory requirements     

competing technology identified      

future products/services potential      

management: visionary leadership      

stickability demonstrated by track record     

an excellent team in place       

management motivation in place      

an impressive board in place      

credible professional advisors      

realistic valuation and deal structure  
(usually advised by professionals)      

a confidentiality agreement      

compatibility: can you work with the investor(s)?    

an exit strategy        
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The fatal flaw test

Rate your business on a scale of zero to five on the following questions (zero being  
you’ve	done	nothing,	and	five	being	you’ve	done	the	most	that	you	possibly	can).

you have thoroughly market researched the potential of your business 0 1 2 3 4 5

you have clearly identified your target markets 0 1 2 3 4 5

you can produce your goods and services at a price the market  
can afford. that is, there is margin for all in the distribution network. 0 1 2 3 4 5

you have tested your products or a prototype 0 1 2 3 4 5

your products have a genuine ‘wow’ factor 0 1 2 3 4 5

the market is big enough to sustain your business 0 1 2 3 4 5

your products or services can compete on world markets 0 1 2 3 4 5

your competitors will face high barriers to entry 0 1 2 3 4 5

you are not in danger of technology leapfrogging your concept  0 1 2 3 4 5

you have not breached existing intellectual property  
or products on the market 0 1 2 3 4 5

you have patented or protected your ideas, brands and intellectual  
property or created sales in the marketplace and being the first to market 0 1 2 3 4 5

you have the right, balanced team in place to deliver  
excellent quality and service. 0 1 2 3 4 5

if you score 55 points, your business is certainly promising. if you get very low marks on more 
than one question, your business concept has a fatal flaw and would be unlikely to survive the 
scrutiny of potential investors.

in addition to scoring your business yourself, ask an advisor or independent expert to score you 
as well. comparing your scorecards can be a valuable exercise in itself, especially if you score 
your business significantly higher than the other person! business owners often have an 
optimistic view of the potential of their business concept or products, so it’s important  
to get an outsider’s point of view as well.
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Making the most of your opportunity
we’ll take it that you’ve now managed to get an investor to see you. now you have your chance 
to present your idea or business to the investor/s and can show them how good you really are.

the problem? if you don’t present your idea or business well, you’ll probably not get another  
chance with that particular investor. your ‘pitch’ must therefore be carefully planned and executed.

to show them how good you are, formal planning is needed. investors tend to focus on six 
things when you present.

1. Return on investment potential which is driven by:

•	 who	is	on	the	team	and	how	good	are	they?

•	 how	big	is	the	market	and	do	you	have	the	sales	capability	to	get	some	of	it?

•	 how	good	is	your	product	offering?

2. What you have achieved so far: 

•	 prototypes,	strategic	alliances,	key	employees

•	 sales,	income,	profits.

3. Key competitive advantage.

4. Your global marketing strategy.

5. How much money you want.

6. How will the money be used?

they will ask questions such as why are you better than anyone else? will you solve some key 
problem? are you breaking new ground? 

you must emphasise your key competitive advantage. investors can work the numbers, it’s the 
vision and opportunity that you must present. 

don’t include data, for example, on how fast the internet is growing. they know all about that. 
tell them something they don’t know, such as how you intend to make buckets of money  
from it (and it has to be sustainable buckets of money, not one-off wonders).

Plan,	prepare,	execute	the	pitch
you may need to get professional help in presenting your idea. as you usually have only one 
chance to present, you need as much help as possible to make sure that your presentation is 
professional and polished. 

The design

you should consider getting a professional design company to assist you in presenting your 
ideas, using sketch boards, cds, website demos, if you can’t produce these in-house. the more 
professionally you can show what you’re doing the better, but also keep it simple. remember 
the old cliché: ‘a picture paints a thousand words’. be as visual as possible. Have a picture, flow 
chart, pie chart or diagram for everything. make sure you have well designed printed material, 
and, if possible, a powerpoint presentation.

all this may cost you a few thousand dollars, but then consider how much you’re asking for. 
everything depends upon the investor.

Tips for presenting to an 
investor group

•	 Focus	the	presentation	on	the	
business opportunity, avoid 
spending too much time 
talking	about	just	the	 
product or service.

•	 Spend	time	preparing	
thoroughly and researching 
who you are presenting to,  
as knowledge about the 
background of individuals and 
the group may assist you in 
targeting and personalising 
your presentation.

•	 Be	as	succinct	as	possible	
whilst still maintaining  
clarity about the opportunity 
in your presentation.

•	 Avoid	using	technical	 
terms in the presentation.

•	 Provide	an	overview	of	the	
management team and what 
they have achieved previously 
as investors invest in people, 
not	just	businesses.

 Deloitte 

Tips for pitching  
to investors

Be prepared to work on your 
pitch. The reality is that you may 
not be successful in getting 
investment with your first pitch 
to investors. Remember it is the 
business that needs to be pitched 
to	an	investor,	not	just	the	
product or service. We worked 
with an entrepreneur who 
pitched the opportunity 25 times 
to investors, each time using the 
feedback to refine their pitch, 
until they were finally successful 
after their 26th pitch. 

Ignition Partner 
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Who should speak? 

for your presentation to be effective, you need a confident speaker who can outline the key 
aspects clearly and does not waffle or get side tracked. if you’re nervous or not accomplished  
at speaking or presenting, either get some training in effective communication, or appoint 
someone suitable on the team to be the spokesperson, preferably a shareholder or partner. 
they need to bare their heart and soul in the presentation, so the passion shows through.

Get help from professionals

get assistance from a business or marketing professional to help you prepare your business. 
legal advice is compulsory (intellectual property searches, potential patent breaches, patents, 
trade marks, intellectual property, etc., are complicated territory). legal advice is also needed to 
make sure you don’t do anything illegal when you offer shares in your company. for example, 
you may have to issue a prospectus (under the securities act) unless you can be referred 
through some of the economic development agencies that operate a scheme exempted from 
this act.

additionally the fair trading act might apply to some of the claims you might make when 
selling your business. you cannot make unsupported claims. 

Provide an information memorandum

make sure you offer a one-page ‘brief’ which gives the investor a succinct summary that they 
can refer to.

this may sound easy, but often writing one page on exactly what you do and what you need,  
is harder than writing ten pages. carefully select what you will include. write a few pages and 
then slice it back.

and don’t worry too much about writing a paragraph for each idea, bullet points are fine.  
more important than how you write it, is what you say, and how clearly you can communicate 
the key opportunity your company offers.

three last pieces of advice. first, never say you have no competition. there is always 
competition, if not immediately, then as soon as you launch. 

second, proof-read and get others to proof-read your proposal. spelling mistakes or mistakes  
in the financials are the surest way to put an investor off.

third, a potential investor may see thousands of proposals each year. they will only select a few 
to spend time on. your opening brief/executive summary, has to be succinct and to the point. 
preferably only one page. 

Discuss timing 30

even if you have the most brilliant idea in the world, sometimes you may be too late or too 
early. both are as bad as each other. 

if you’re too early, then possibly you could wait. most investors will want to see a huge opening 
in an existing market, which no one else is dominating. timing is everything. it’s harder to 
capture market share in a mature market, which is why venture capitalists like the hot industries 
such as telecommunications. 

what you do need is to time it so you can capture a large piece of a growing market, and then 
defend it against all comers.

The three-minute lift test 29

Can you explain clearly and 
simply to an investor the essence 
of your business in the three 
minutes it might take to take  
a ride together in a lift? 

If not, practice until you can.  
You may not win in the first 
couple of minutes of your pitch, 
but you will certainly lose if you 
don’t capture the listener quickly 
and confidently.

SEE TEMPLATE 29  
THREE-MINUTE-LIFT SPEECH)

SEE TEMPLATE 30  
IS THE ‘TIMING’ RIGHT FOR MARKET?
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Raise the issue of working with the investor

you and your investor must get along. it’s possibly the most important partnership you will  
ever form. 

most people would agree that when an investor and business person meet, they both have  
a ‘gut feeling’ about whether they can work together. do they have similar experiences, 
expectations and understanding?

if the relationship doesn’t feel right then it probably isn’t. you have trusted your gut feeling  
and intuition so far, why not continue?

investors of course will be making the same intuitive decisions about you. past business success 
and proven records will be very important to them.

Relationships are a two-way street

Just because an investor is offering you money doesn’t mean you should be off guard. the last 
thing you want is an investor that starts meddling in day-to-day activities (like checking the 
petty cash float). 

find out about the investor: talk to other businesses they have funded to get an idea of how 
they have performed, and how they have handled the relationship. 

make sure you know something about the investor you’re presenting to. ask them some 
questions about their business or how they see the alliance working. make sure they are right 
for you. you don’t have to accept the first amount of money given to you. they could for 
instance try to insert clauses in the investment agreement that gift them the business or 
underlying ip for a song at a later date.

Plan	the	exit	strategy

as has been pointed out, investors will not want to keep their money in your business forever. 
after a period of time (typically three to seven years) the investor will want out (some investors 
may however be prepared to stay longer depending on your proposal. for example you could 
be providing a handsome, stable dividend and they may be looking for an income investment). 
you must have thought of an exit for the investor and spelt this out in your proposal. investors 
get restless since the whole point of their activity is to make extraordinary profits from you, and 
then use that money to invest in other enterprises. investors don’t want to be there when your 
market starts to mature and sales level out. as a result, most deals are not completed without 
an agreed timeframe and likely mechanism for exiting.

Be aware of why investors say no
in a survey of venture capital companies across the united states completed by profit dynamics 
inc., nearly 250 venture capital companies were asked: “what is the most common reason why 
you have declined to invest in a company?”

the response from 40 percent of the respondents was ‘lack of an experienced, complete 
management team’.

there were a range of other responses.

•	 The	company	did	not	operate	in	the	industry	the	investors	focused	on.

•	 The	size	of	the	market	was	too	small.

•	 The	company	had	no	competitive	advantage.

•	 The	company	had	a	poor	strategy.

•	 Easy	entry	industry	for	competitors	to	copy.

•	 The	entrepreneur	wanted	too	much	for	their	business.

make it easier for them to assess you by covering their main concerns in your presentation  

Deal killers

One of the most common deal 
killers is not being flexible. If you 
are seen to be inflexible in your 
approach to negotiations, then 
this will more than likely be a 
turn off to investors. It is 
important to have a realistic 
valuation expectation; I think 
that	New	Zealand	businesses	
tend to have inflated valuation 
expectations and underestimate 
the challenge of international 
success, and the possible return. 
There needs to be flexibility by 
the	investee	business	to	adjust	its	
valuation expectations to meet 
an investor on some middle 
ground.	Another	deal	killer	 
we see is a complicated deal 
structure which is too 
complicated and not fit  
for the company’s stage.

Deloitte 

Most popular exits

What are the most popular 
methods of the investor getting 
out of your business? Here are 
some of the most common.

•	 Your	business	is	bought	 
out by a larger company  
(the ‘trade sale’).

•	 The	managers	(including	you)	
organise a management 
buy-out (MBO) of the 
investor.

•	 You	end	up	listing	on	the	
stock exchange through an 
IPO (Initial Public Offering).

•	 You	replace	their	
shareholding with another 
external investor.
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and	preparation.	They	are	trying	to	create	a	sufficient	return	on	their	investment	portfolio.	 
if they were happy getting five percent from a bank they would put it there. 

Key points

1.		A	good	presentation	is	well	worth	the	effort

presenting your business to an investor is one of the most crucial steps. to get this far is a huge 
accomplishment. don’t spoil your chances with a poorly prepared and presented proposal.  
you might find yourself conducting a ‘road show’ of presentations to a number of investors – 
not only in new Zealand but possibly also offshore. you will need to practice, you will need 
some help scripting your pitch and you will need to have a professional polish. 

2.		What	distinguishes	you?

the main issue that any investor will want to know the answer to is “why are you and your business 
better than anyone else?” make sure you address this fully when you present. there are lots of 
businesses around, and not that many good new ideas. you will have to be pretty convincing.

3.		Get	professional	help	with	the	preparation

don’t be afraid to pay for professionals to assist you in your presentation. such professionals 
might include designers, presenters, copy writers and the obvious accountant and lawyer.  
Have some of these people with you (especially the lawyer and accountant).

4.		Get	help	with	the	presentation

you may end up having to get some coaching on techniques of effective presenting. it will be worth 
it. if you are not that confident presenting, you could pay someone to do it for you, but the best 
person to pitch is the owner of a business, the right mix of credibility and passion will show through.

5.		Prepare	a	short	brief

provide a short brief which clearly outlines your idea or business. this information memorandum 
will often be what people take away (as you would not leave full copies of your business plan).

6.		Research	the	investor

complete some research on the investor. talk to them about their investment business.  
get them talking about their aspirations. sometimes the more talking they do, and the  
more carefully you listen, the more favourable their impression of you may turn out.

7.		Address	the	rejection	issues

address the key reasons why investors say no. if you can talk about each of these points with 
positive ways of solving them, it nips the potential problem in the bud. you might even consider 
a ‘frequently asked questions’ sheet which addresses all the potential concerns an investor 
may have, before they can raise them. 

Summary
However you choose to present your information, it’s important that you take the time to 
prepare and deliver a thoroughly professional presentation. rehearse your presentation, ask 
colleagues and friends to challenge you with questions as you rehearse, and use props (for 
example handouts) if your actual resources are still being written. never leave things to chance. 
avoid compounding nerves with a last minute panic by making sure that your presentation 
materials and resources are ready at least two days in advance if possible. if you can impress 
the investors with your presentation, it is likely they will invite you to put forward a formal 
proposal and want to discuss the value of your business. although you have probably given this 
some thought already, you now need to think seriously about the real value of your business, 
and how you will shape your proposal to ensure it strongly supports your valuation.

cHapter 9 – maKing your presentation

Power pitching

Refer to the Escalator website for 
details on the Power Pitching 
workshop. This workshop is 
targeted to help you craft your 
company pitch.

www.escalator.co.nz
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The sharp end: valuing your business
now we get to the sharp end of negotiations. if you’ve managed to get this far, and an investor 
is seriously looking at providing you with some capital, then there are two final key hurdles to 
overcome.

the first is for you to work out a value: what you think your company is worth. if the investor is 
going to give you money in exchange for some shareholding in your business, then how much  
is that shareholding worth?

the second is a process called ‘due diligence’, which means that the investor will carefully 
examine your business to make sure there are no nasty surprises in store for them. during  
due diligence, the investor will be working out what they think your company is worth.

››	Set	realistic	expectations

A fast growing Canterbury manufacturer looking to expand their market share needed assistance 

with preparing a realistic valuation for potential investors. As a family funded business there was  

a great deal of ‘personal’ investment in the business and it was challenging for them to determine 

a valuation that met both their own expectation and that of investors.

By working with the Escalator service they were able to gain a more objective perspective and 

reach a realistic and mutually agreeable figure with investors which ultimately saw them release 

approximately 30 percent of new equity, raising $850,000. As a result their turnover expanded  

from $5 million to $8 million, with forecasts predicting future growth to $11 million turnover. 

How much is your business worth?
valuing your business will be the hardest thing you have to do, and you need to be flexible.  
if you accept money in exchange for shareholding, then you are in fact selling your business and 
retaining a part share. be prepared to be offered less than you thought. be prepared to accept 
far less than you thought because it’s not what you get for the business now that matters, it’s 
what you will end up selling it for that matters. you must remember that depending on how 
much of your business you are selling, you could end up with no control over the business’s 
future.

How are businesses valued? 
there are many different ways of valuing your business. the type of business will really 
determine the approach you should take. all the methods essentially try to do the same thing, 
which is to estimate the business’s ability to make money in the future. the more money your 
business is likely to make, the more it’s worth. another important point is that a risky business 
that makes $100 is usually worth less than a non-risky business that makes $100. it is like trying 
to determine a present value for future cashflows.

the most reliable method of valuing your business is to try and predict how much money it will 
make each year for the next three to five years. However, this can involve a fair bit of guesswork 
and can get a bit tricky.

an easier way is to look at how much money the business made last year and simply multiply 
this by a number. someone who has valued companies before will know from experience what 
number you should use to multiply last year’s profits by. all valuations are driven by the return 
on investment or return on investment potential, and associated risk. 

Goodwill 31

often the final value of the business is worth more than the accounts say it’s worth (in other 
words, more than just all the assets less the liabilities). this additional value of your business  
is called ‘goodwill’. now exactly what ‘goodwill’ is can be argued at length. one assessment  

Valuation

The valuation of a business is 
important and often the most 
difficult point to agree on. Each 
party wants to get the best deal, 
which usually ends up with a 
debate over valuation. There is 
no set scientific method to value 
an early stage business; it is really 
a	subjective	art	and	often	can	be	
the first point of real tension 
between the investor and 
investee company.

The key for any entrepreneur 
seeking investment is to 
remember that there  
are two sides to the debate. You 
may have spent your life’s energy 
in the development of the 
business and taken all the risk to 
date, but the investor should be 
able	to	add	more	value	than	just	
the money, through experience 
and hopefully, networks. Find 
out what other value the investor 
can add to your business, besides 
hard cash, before getting too 
bogged down in the dollars and 
cents debate.

Deloitte

SEE TEMPLATE 31  
VALUING GOODWILL
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is that goodwill is the potential of the business to make above average profits in the future.  
and this comprises a mix of a whole range of things. 

•	 A	brilliant	marketing	strategy.

•	 Secure	contracts.

•	 Limited	competition.

•	 Great	management.

•	 Entrepreneurial	vision.

•	 A	leading	product	or	service.

•	 A	leading	brand.

•	 Competitive	advantage.

if all these things are exceptional, then you could argue that the goodwill factor is substantial,  
if they are poor, then the goodwill might be close to zero.

so when you come to value your business using goodwill as a measure, make sure you fully 
document what you mean by this goodwill and justify why you’re asking money for it.

Considering the opportunity cost

another method of valuing your business is to assess what return the purchaser expects to 
receive, and then divide this by the opportunity cost of what the investor requires as a return.

for example, if the investor wants a 25 percent, or greater, annual return on their capital, and 
the business is currently making a clear net profit of $500,000, then they will value the 
company at $2,000,000 ($500,000 divided by 25 percent). in this example the valuation is 
from the investor’s point of view, which is quite often the case in reality, since it is they who are 
offering the money. 

Returns	expected	by	venture	capital/private	equity	investors	
the table below gives an indication of what kinds of returns investors are seeking:

Stage of Development Expected	Annual	Return

seed 80%

start up 60%

first stage 50%

second stage 40% 

third stage/mezzanine 30%

bridge 25%

source: william rygrave, babson college mass., as quoted in the expert’s report by 
pricewaterhousecoopers.

note, that return expectations are always driven by base percentage, which is usually the 
90-day bank bill rate plus a risk factor (usually 20 percent or more).

Valuation advice

The advice from those who have 
successfully been through this 
whole process, is not to get too 
hung up on the valuation. You 
can spend too much time arguing 
over a valuation when the 
business is in fact only worth 
what someone will give you. 

So when you negotiate with 
investors you need to focus more 
on what you see as the end result, 
and less on what you’re presently 
offered or what the company is 
valued at today. They are 
probably bringing more to the 
table than money and they could 
be experts in driving an exit.
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The problem with valuing your business 32

the main problem is that there are so many variables. as people who have sold part of their 
business to investors frequently comment, your business value is based on demand and supply. 
if you have a company that has $1 million in assets, yet no one wants to buy it, then technically 
it is worth nothing. some people have businesses with very few fixed assets, with the main value 
instead residing in the intellectual property (such as software). such businesses could be worth 
millions.

there are other variables (which may be outside your control).

•	 The	general	economic	outlook	for	your	industry.	This	could	be	based	on	overseas	trends.

•	 The	market	price	being	paid	at	the	moment	for	similar	companies.

•	 The	experience	and	profile	of	your	team.

•	 Leases	that	may	expire.

•	 Legislation	that	may	be	passed	which	might	affect	your	business.

the main problem for investors valuing businesses is that often the business may only have a 
few years of operating history. many high growth businesses have only been around for a few 
years, which means that:

•	 the	business	possibly	has	only	a	few	years	of	information	to	show

•	 it	may	have	made	operating	losses	whilst	building	and	developing	the	business

•	 it’s	almost	impossible	to	forecast	what	sales	might	be,	because	of	this	lack	of	information

•	 sometimes	the	main	asset	is	intellectual	property	–	the	physical	cost	has	been	legal	fees,	
which might only be in the thousands. but the market value may be hundreds of thousands

•	 if	the	industry	is	really	new,	then	there	are	no	other	companies	to	compare	with	–	you’re	
breaking new ground.

Other factors that influence value 33

Risk

every investment has an element of risk. 

for both parties, the value of a business/project will be a trade-off between risk and expected 
return.

the more risk associated with an investment, the lower the value. the more certain the profits 
are, the higher the value.

Control adds value

a controlling shareholder (i.e. more than 50 percent) has greater value than a minority 
shareholder because it means they have: 

•	 control	over	the	appointment	of	directors	and	the	board

•	 ability	to	direct	strategic	initiatives	and	management	actions

•	 ability	to	determine	the	level	of	timing	of	shareholder	benefits,	i.e.	pay	dividends	or	reinvest

•	 control	over	future	ownership	decisions	regarding	equity.

a shareholder holding more than 75 percent has even more value. 
SEE TEMPLATE 32  
WHAT DETRACTS FROM YOUR  
BUSINESS’ VALUE?

SEE TEMPLATE 33  
OTHER RELEVANT INFORMATION  
FOR INVESTORS
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Liquidity adds value

the ability to sell or quit an investment quickly adds value (this is called liquidity or 
marketability) because: 

•	 to	sell	a	shareholding	in	a	small	or	medium	sized	company	in	New	Zealand	may	 
take a long time

•	 investors	may	not	want	their	capital	tied	up	for	so	long	(possibly	years)

•	 this	wait	means	there	is	an	opportunity	cost	(other	opportunities	for	the	money)

•	 investors	will	pay	less	if	they	think	they	might	get	stuck	in	an	investment	and	can’t	 
get their money back quickly.

Growth adds value

be aware of growth opportunities and how to exploit these as future growth adds value because: 

•	 valuations	are	based	upon	future	income.	If	these	are	growing,	so	will	your	value

•	 as	you	demonstrate	your	ability	to	grow,	you	increase	the	potential	rewards	available	 
to an investor.

Size adds value

larger companies and businesses are usually worth more because:

•	 larger	companies	are	usually	more	established	and	have	greater	resources	to	exploit	
opportunities and withstand threats – there’s a perceived lower risk

•	 larger	companies	are	more	attractive	to	other	large	companies	looking	at	potential	 
takeovers and mergers

•	 there’s	usually	less	reliance	on	key	people	or	key	products.

Intangible assets add value

intangible assets such as brand names, special processes, trademarks, patents etc. can add 
significant value because:

•	 they	may	provide	business	with	a	key	strategic	advantage

•	 they	allow	the	business	to	earn	significant	returns	and	profits.

But	note	that	it’s	often	difficult	to	quantify	the	value	of	intangible	assets.	The	process	requires	
significant judgment. be prepared to back up your valuation with supporting information.

Reliance on key people – reduces value

reliance on a key person or product normally reduces the value of a business because:

•	 if	key	people	leave	it	may	affect	profits	or	viability	of	the	business

•	 there	is	a	greater	risk	to	the	investor	–	therefore	they	are	likely	to	pay	lower	price.

try to reduce this downside by restraints of trade or other mechanisms.

Due diligence
the second part of the final process is called ‘due diligence’. this is often the last stage, where 
the investor will take a closer look at the business and work out what they think it’s worth.

How far will investors go in this process?

don’t be too alarmed if investors start checking up on your claims in your proposal. but do 
realise they will also be checking out other bits of information you may not be aware of. 
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for example, don’t be surprised if they check your background for any past bankruptcies, 
criminal convictions, outstanding debts, etc. they are also likely to ring those referees you 
mentioned–and even check on the referees! if any larger business is going to give you 
substantial money (like a few million) then it’s their right to make sure their money is safe.  
some overseas venture capitalists have even been known to ask questions of the neighbours! 
this is probably going a bit far, but you get the idea about what’s likely to happen.

so if you have had a failure somewhere in your past, then be upfront and try to turn it into a 
positive by letting people know what you learnt from it. the key here, of course, is to make sure 
that you didn’t make any outrageous claims in the first place. but the investor certainly has the 
right to follow up and reduce the risk they perceive in investing in you.

they are several other things they will investigate.

•	 All	the	financial	information	that	you’ve	provided,	including	a	thorough	investigation	of	your	
forecasts and claims about future profit.

•	 The	performance	of	your	business,	to	make	sure	you’re	actually	doing	what	you	say	you	do.

•	 The	existence	and	readiness	of	any	working	models	or	prototypes.

•	 The	possible	reaction	of	your	competition	to	the	investment	being	made.	If	the	competition	
is a huge global corporation that might react unfavourably to added competition, then a 
strategy has to be designed to offset this.

•	 Who	your	suppliers	are	and	if	they	supply	you	with	product	or	services	that	are	essential.

•	 Whether	the	suppliers	are	stable	and	reliable.	If	you	rely	on	one	particular	product	from	 
a supplier, and that supplier goes bankrupt, your business may be dangerously exposed.

•	 Key	customers	to	ensure	that	they	will	still	do	business	with	your	business	when	the	
shareholding is changed. a key client might have a conflict of interest with the investor 
buying into your company–and therefore decide to move their business elsewhere.

•	 That	key	employees	and	management	are	happy	about	the	buy-in	and	will	stay.	 
the investor will not want to upset employees. existing management must also be happy 
with a possible shift in power away from the owner operator towards a more formal board 
management structure.

•	 Any	tax	issues	or	hidden	financial	surprises	for	the	investor,	such	as	pending	lawsuits	or	
undisclosed liabilities.

•	 What	control	functions	exist,	such	as	internal	auditing	mechanisms?	How	do	you	account	 
for cash and product movements? where are the potential employee theft problems?

•	 That	the	accounting	record	system	is	robust	and	accurate.	Do	you	provide	daily,	weekly,	
monthly or bi-monthly reporting to management? How timely is this information, and how 
relevant? are you working with good information or bad?

the reason investors need to conduct this extensive research into your business is that it’s not 
possible to cover everything vital in a set of financial statements. as you know, a study of your 
profit and loss statement and the balance sheet doesn’t reveal all that’s really happening in your 
business. this is why you must prepare additional information to any potential investor –the 
financials will not be enough.

the investor’s due diligence team will know what they’re doing. typically they specialise in 
certain industries, so be careful: they may know more than you about some aspects of your  
own business! and if they don’t, then they will have access to their own group of experts.  
this includes lawyers who will follow up on any of your patent or trademark claims, to make 
sure you do own the intellectual property, or that your lawyer has done a proper job.

Legal protection

One of the most important areas 
an investor will look at is all the 
legal protection you have in 
place. They will want to ensure 
that all the patents, trademarks 
and intellectual property you 
claim are unencumbered by 
disputes or challenges and are 
really yours to sell (if this is  
your	model).	A	viable	model	 
may be first to market.
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often potential buyers of your business will be in the same industry. they may even be your 
competitors! so you should give some thought to making sure you don’t tell them all your 
secrets unless they appear pretty keen actually to invest in your business. it would be a good 
idea to talk to a lawyer about this.

Key points

1.		Agreeing	on	a	value

you will have to agree on a value for your business with the investor. the newer and more risky 
your business is (new industry, making a loss, not proven in the market) then the less you will 
get for it.

2.		use	a	professional	to	value	the	business

a valuation should be conducted by a professional. get some help, as you do not want to short 
change yourself, or go in over the top and put investors off. the price is a trade-off between 
money now and money later. think long term.

3.		Market	value

your business is only worth what someone will pay you. getting less money early, so that you 
can get on with developing the business and winning market share, may be better than hanging 
on in the hope of getting more money later.

4.		Due	diligence	will	be	thorough

due diligence is the legitimate process an investor undertakes to check you out, to lower their  
risk of providing you with capital. it’s a process where all your claims are thoroughly investigated.

5.		Anticipate	what	investors	want

try to provide as much information as possible in your business plan. reassure investors by 
anticipating their main concerns about the safety of their investment.

6.		Provide	adequate	information	

make sure you provide more than just the financials for the investor. 

Summary
when valuing your business, be mindful that it may not be worth as much as you first thought. 
consider if you are prepared to accept a smaller ownership, (and even give up what you 
thought the business is worth) in return for an effective investor partner. this does not always 
happen, but it might, so you must be prepared for it.

remember to think long term. you may want to accept a more modest amount now, with the 
potential to sell your remaining share for a greater amount in the future. 

make sure you get effective advice from a valuation expert or an accounting firm that has 
experience in your industry. you need the facts on your side to develop a compelling argument 
that will gain you as much as possible for your business, without being too greedy or souring 
the negotiation with the investor.

expect a potential investor to conduct a rigorous ‘due diligence’ process, and try to anticipate 
what information or evidence they might require. being able to readily provide such information 
during this process can go a long way to reassuring an investor that you and your business are 
worth the risk.
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Multiple rounds

You will likely experience 
multiple rounds of funding, often 
with different investors. Select 
those investors that best suit 
your company’s current need. 
For example, your first round 
may involve seeking $100,000 for 
development. For this you might 
need an investor with technical 
expertise. 

Once you’ve proven you can do 
this, the next round might be for 
$300,000 for production and 
marketing. Here you might need 
an investor with marketing 
expertise. Then $500,000 for 
going international, where of 
course you’ll need an investor 
with international links. 

You’ll probably find it easier to 
raise the last $500,000 than the 
first $100,000, because by the 
third round you’ll have proven 
you	can	meet	given	objectives	 
and milestones.
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Final thoughts
now that you’ve read this guide you are better placed to make a decision both about 
investment capital and about whether you’re ready to take the next step. for some businesses 
accepting investment capital will not be appropriate. if your business falls into this category 
then hopefully other options will have become clear to you.

on the other hand this guide may have helped to convince you that investment capital is vital 
for you to grow your business and take advantage of the current opportunity you face. if this is 
so, then please review these last pieces of advice.

•	 Be	clear	you	understand	that	equity	investment	involves	exchanging	funds	for	shareholding	
in your business. the difference between debt and equity is that debt means you’re taking 
out a loan, which you will have to pay back. equity funding, on the other hand, involves you 
selling part of the ownership of your business (share holding) which you don’t have to pay 
back. ownership and the profits generated by your business are then shared among a 
number of investors.

•	 Any	funding	you	receive	will	usually	be	used	to	fund	the	business’s	growth,	not	pay	out	you	
or any other existing shareholders.

•	 Investment	is	often	provided	in	stages	against	agreed	milestones.

•	 You	should	select	investors	based	on	their	total	contribution	to	your	business,	not	just	how	
much money they will give you. it is possibly more important to get an investor that will help 
you grow your business rather than simply one who provides a sum of money.

•	 Don’t	confuse	ownership	with	control	of	your	business.	You	can	still	retain	day-to-day	control	
of your business without having 100 percent ownership. if you’re unwilling to share 
ownership, then you will not receive any investment capital.

remember to take advantage of all the assistance and help that’s out there in the marketplace 
when you’re seeking investment capital. you don’t have to do it all yourself.

finally, remember also to visit www.escalator.co.nz regularly to seek further information, and 
consider using the deal broking services.

good luck with your investment capital raising endeavours! 
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Escalator service 
new Zealand trade and enterprise (nZte)’s escalator service is aimed at assisting business 
growth by providing innovative small to medium sized enterprises (smes) and entrepreneurial 
new Zealanders who need capital to expand, diversify or commercialise a new concept with 
skills and assistance, to pursue investment opportunities. 

developed to address one of the main hurdles to growth for the thousands of smes and 
entrepreneurs in new Zealand–the lack of access to, and understanding of, the finance they 
need, escalator assists a range of businesses at different stages in the development cycle. 

Stage and Industry Sector Analysis – Applicants to Escalator in year to June 2008 

 

through the escalator service participants can develop a greater understanding of the issues 
around funding their business growth, learn when additional investment is needed and how  
to access it. some may also gain help in securing private investment and/or a strategic 
international partnership.

companies or entrepreneurs showing strong potential to attract investment are eligible for  
the escalator service, which is provided throughout new Zealand by private sector partners 
contracted by nZte to deliver this specialised assistance. 

nZte funds the majority of the costs of the escalator services so the costs to you are minimal. 

CHAPTER 11 
THE ESCALATOR SERVICE AND INVESTMENT READY TRAINING

Broking clients by industry Broking clients by stage

biotechnology  9%

creative & services  23%

education  3%

food & beverage 17%

ict 39% 

manufacturing 6%

wood processing, building 3%

seed 20%

start up 32%

early expansion 35%

expansion  13% 
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What does the Escalator service include? 

escalator offers a range of services for selected clients.

•	 General	information	and	assistance	on	the	Escalator	website	www.escalator.co.nz  
and from qualified escalator client services team members on 0800 822 748. 

•	 In-depth	assessments	of	your	business/concept	and	its	investment	potential.

•	 Investment-specific	training.	

•	 Brokering	expertise	and	assistance	to	raise	capital	up	to	$5	million.	

•	 Coordination	with	agencies	and	advisors	such	as	accountants,	lawyers,	patent	attorneys,	
share brokers, technical experts, government assistance programmes and other funding 
institutions.

Investment Ready training
the investment ready training is a series of workshops run under nZte’s enterprise training 
programme. these workshops are fully funded by nZte and provide a structured process to 
take a business or entrepreneur from minimal awareness of sources of finance, to an informed 
position on alternatives to raising capital, and an understanding of the equity funding process. 

for more information on this training please visit www.nzte.govt.nz/enterprisetraining
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BUSINESS RESOURCES

new Zealand has some of the very best small business development programmes worldwide, and  
many of them are free to access. we encourage you to make use of these resources as much possible.

New Zealand Trade and Enterprise
new Zealand trade and enterprise (nZte) is the government’s national economic development agency. 
we work to stimulate economic growth by helping to boost export earnings, strengthening regional 
economies, and delivering economic development assistance to industries and individual businesses.  
as a global organisation, we use our knowledge and contacts in overseas markets to connect  
new Zealand businesses with trade and investment opportunities.

our strategic goals are to:

•	 increase	the	international	connections	of	New	Zealand	business

•	 help	businesses	build	their	capability

•	 improve	the	environment	for	enterprise	and	growth.

we focus on industries and sectors where new Zealand has a long-term competitive advantage in world 
markets, and on businesses with high-growth potential. 

our services and programmes can be used by companies from start ups to established exporters. they 
include providing advice, training, mentoring, funding, and business and market development assistance.

some services are provided directly by nZte and others are provided through external organisations – 
such as regional business development organisations and expert advisors – funded by nZte.

nZte staff based overseas provide hands-on assistance to new Zealand exporters. our unique blend of 
government and business skills enables us to open doors to influential contacts in the public and private 
sectors. we promote new Zealand and its refreshing new perspective on business to potential customers 
and investors, under the international marketing campaign New Thinking. this brand positions  
new Zealand business as creative, innovative and technologically advanced.

we also provide local buyers, importers and distributors with information on what new Zealand business has to 
offer, to help them source quality new Zealand products and services or identify investment opportunities.

Our	regional	offices	in	New	Zealand	work	closely	with	local	government,	regional	economic	development	
agencies and other regional allies to help grow regional economies.

together we encourage new Zealanders to value entrepreneurship, celebrate business success and better 
understand the connection between economic growth and affording the living standards to which  
new Zealanders aspire. 

to find out more about nZte’s services and programmes please call the business services team on  
0800 555 888 or visit www.nzte.govt.nz 

Enterprise Training

nZte’s fully funded enterprise training programme (etp) is aimed at upskilling the owners and operators 
of small and medium enterprises to help them develop and grow their business. etp is delivered 
throughout new Zealand by specialist training providers and offers a range of different workshops (on a 
variety of business management topics) complemented by post-workshop coaching designed to enable 
participants to implement what was learnt. for more information visit www.nzte.govt.nz/enterprisetraining

Escalator service

supported by nZte, the escalator service helps qualifying new Zealand businesses get investment-ready. 
principally, and depending on the level of support applicable to each qualifying business, the escalator 
service offers assessment and advice on investment readiness for a business or entrepreneurial 
opportunity, plus deal preparation and deal broking. it also offers investment specific training workshops. 
for further information contact the client services team on 0800 822 748 or visit www.escalator.co.nz
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New Zealand Venture Investment Fund
the new Zealand venture investment fund limited (vif) is a crown owned company. vif is contracted 
by the new Zealand government. nZvif investments are made either through privately managed venture 
capital funds or alongside experienced angel investors who are investing into new Zealand-originated, 
high-growth potential companies. for more information visit www.nzvif.com 

Angel Association of New Zealand
the angel association of new Zealand is an organisation that aims to increase the quantity, quality and 
success of angel investments in new Zealand and in doing so create a greater pool of capital for innovative 
start-up companies.

the primary objectives of the angel association are:

promote the growth of angel investment in new Zealand, including encouraging and educating 
entrepreneurs, new angel investors and angel groups. 

ensure the ongoing success of the industry through developing industry strategy, encouraging 
collaboration between members and providing education for those involved. 

visit the angel association of new Zealand website www.angelassociation.co.nz for resources,  
and news on the industry.

TechNZ
technZ (part of the foundation for research science and technology) provides a comprehensive  
set of schemes to promote the development and adoption of advanced technologies by business.  
for more information on business assistance schemes from technZ and nZte, visit www.frst.govt.nz

The Royal Society of New Zealand
the royal society of new Zealand is an independent, national academy of sciences that administers 
several funds for science and technology projects. one of these is the marsden fund, set up to support 
excellence in research and researchers. visit www.rsnz.govt.nz

Poutama Trust
if you are a ma-ori organisation or individual, poutama can help your business with funding  
and advice through te putea whanake business development grant. under te putea whanake there  
are three types of business funding you can access: 

•	 Putea	Kimihia,	Business	Investigation	Investment

•	 Putea	Whakaako,	Business	Training	Investment

•	 Putea	Tipuranga,	Business	Growth	Investment

for more information visit www.poutama.co.nz or call 0800 476 882.

Identifying other sources of capital
due to the diverse range of people and organisations involved in capital investment, it is advisable  
to spend time extensively researching possible sources. sources you could try include:

•	 accountants,	lawyers	and	patent	attorneys

•	 financial	planners	and	business	consultants

•	 successful	entrepreneurs,	especially	those	in	your	industry

•	 professional	company	directors

•	 Economic	Development	Agencies	(www.edanz.org.nz)

•	 members	of	service	clubs	such	as	Rotary,	Lions	or	Zonta
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•	 members	of	business	networks

•	 progressive	bank	managers	and	merchant	bankers

•	 Chambers	of	Commerce	and	other	business	associations,	for	example,	the	New	Zealand	Software	
association, the employers’ and manufacturers’ association.

even just informing your friends and family may uncover sources of capital.

Business coaching
•	 Business	Mentors	New	Zealand	offers	a	business	mentoring	service	to	qualifying	businesses.	 

phone 0800 103 400 or visit www.businessmentor.org.nz for more information.

Building business connections
when you’re absorbed in your business it’s all too easy to forget that business is all about people and  
that the more contacts you can develop, the more resources you can tap into for help. for instance, if 
you’re looking develop export markets for your business you’re likely to meet people at organisations 
whose members travel overseas regularly and can give you valuable insights into overseas conditions.  
never underestimate the power of networking and remember to schedule in time to extend your  
business contacts. 

some useful organisations to become involved with are listed below.

Chambers of Commerce

chambers of commerce offer valuable help to members and also allow you to network with and meet 
both local and overseas fellow business people. visit your local directory / white pages for details of your 
nearest chamber of commerce.

Industry sector associations

investigate joining your specific industry sector association. search online or visit the business 
new Zealand website at www.business.govt.nz for details of specific industry associations.

New Zealand Institute of Management (NZIM)

the new Zealand institute of management offers a large range of business information, training, skills  
and networks that can assist members in building a competitive advantage for themselves and their 
organisation. visit www.nzim.co.nz for more information.

Networks

Join business networks to extend your business contacts and build your business skills. contact your local 
economic development agency for information about the various business networks operating in your 
area. to find the nearest economic development agency visit www.edanz.org.nz or phone (04) 978 1291.
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Topic specific resources

Venture capital and investing

mcKaskill, tom. Finding the Money. wilkinson publishing (2006). 

golis, christopher. Enterprise and Venture Capital. allen & unwin (2002).

bartlett, Joseph w. Fundamentals of Venture Capital. madison (1999).

robinson, robert J et al. Angel Investing. Jossey-bass (2000).

James & wells. Inventors’ Guide to Success. download – publications: www.jaws.co.nz

www.nzvca.co.nz – the venture capital association’s website offers news about what’s happening in the 
venture capital field. 

www.incubators.org.nz – this site includes details of available incubator schemes throughout 
new Zealand, plus information on relevant capital raising topics and events.

Innovation and Entrepreneurship

boyett, Joseph H and boyett, Jimmie t. The Guru Guide to Entrepreneurship. John wiley & sons (2000), 
e-book (2002).

price, courtney & allen, Kathleen. Tips and Traps for Entrepreneurs. mcgraw-Hill (1998).

cook, James r. The Start-Up Entrepreneur. truman talley (1997).

Heller, robert. Goldfinger: How entrepreneurs grow rich by starting small. Harper collins (1998).

drucker, peter. Innovation and Entrepreneurship. butterworth Heinemann: oxford (1994).

Kelley, tom. The Art of Innovation. Harpercollinsbusiness: london (2001).

peters, tom. The Circle of Innovation. Hodder & stoughton: london (1997).

cameron, alan & massey, claire. Entrepreneurs at Work: Successful New Zealand Business Stories. pearson 
education (2002).

Presentation skills

speaking easy. brown, michael. media associates (www.media-associates.co.nz).

media easy. brown, michael. media associates (www.media-associates.co.nz).

Small business management and marketing

english, John and oliver, leith. The Small Business Book. allen & unwin (2007).

gerber, michael. The E-Myth Revisited: Why Most Small Businesses Don’t Work and What to Do About It. 
Harperbusiness: new york (2004).

Higham, richard and williams, sara. The New Zealand Small Business Guide. penguin: auckland (2007). 

levinson, Jay and godin, seth. The Guerilla Marketing Handbook. Houghton mifflin: new york (2007).

mcbride, ian and senior, glen. Marketing for Success. enterprise publications: christchurch (2005).

sibbald, peter. Massive Profits from your Business. reed publishing: auckland (2007).

witty, martz. Hit the Road Running! Gain more customers of the kind you want. enterprise publications: 
christchurch (2007).

www.tsbc.co.nz – the small business company ltd’s website contains a wide range of articles on many 
topics of interest for small to medium businesses. 

www.toolkit.cch.com – this site has a wide range of business and legal articles for small business owners; 
you can also download a range of free business tools, such as checklists and business plans.
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Free publications from New Zealand Trade and Enterprise
free books published by nZte can be ordered from the biz service by phoning 0800 424 946.

Planning for Success: Helping you develop your own business plan. the book offers comprehensive details 
of what should go into a good business plan and includes templates that will help you build a complete 
picture of your business and where it’s heading. you can also download a copy from www.business.govt.nz

Guide to Exporting. a guide to help develop an exporting plan.

Other publications and websites

Magazines

useful magazines that regularly cover venture fund topics and stories of how successful businesses have 
gained funding are:

Unlimited: a new Zealand magazine with a distinct focus on the new economy. it offers investment news 
and is a useful resource for anyone in business looking to make innovation  
a part of their operations. 
www.unlimited.co.nz 

Her magazine: formerly Her business, this publication focuses on women in small businesses and offers 
useful tips, articles and networking opportunities. 
www.herbusinessmagazine.com 

Inc: an american magazine devoted to growing companies. features inspiring stories and useful articles, 
including those with venture capital themes.  
www.inc.com 

Entrepreneur: another american magazine that has informative sections on money, technology, 
management and marketing.  
www.entrepreneur.com (offers tools not available in the printed version)

Websites

www.business.govt.nz

the new Zealand government business site has information and tools specifically designed for small and 
medium-sized businesses, and the people that advise and support them. the site provides free access to  
a wide range of resources and acts as a gateway to government and private sector business information, 
news and services.

www.edanz.org.nz

this site contains contact details of economic development agencies throughout new Zealand.
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GLOSSARY

ANGEL 
A	wealthy	individual	who	invests	in	entrepreneurial	firms.	
Although	angels	perform	many	functions	as	venture	
capitalists, they invest their own capital rather than  
that of institutional or other individual investors. 

BREAK-EVEN ANALYSIS 
Financial tool which is used to establish if the gross  
profit of a business will exceed the fixed costs. 

BURN RATE 
The rate at which a company requires additional cash to 
keep going. Usually measured in monthly expenses less 
turnover. Example is ‘company xyz has a burn rate of 
$45,000 a month’.

CAPITAL EMPLOYED  
Capital employed is the sum of equity and long-term  
debt used by a company to purchase long-term assets  
and for working capital. 

CAPITAL GAIN 
The amount realised on exit less the amount invested. 

CAPITAL STRUCTURE  
The composition of a company’s source of funds,  
especially long-term funds. 

COLLATERAL  
Collateral is a physical asset that a borrower owns and  
puts forward as security in case they default on their loan. 

COMMON SHARES 
The equity typically held by management and founders. 
Typically, at the time of an initial public offering, all equity 
is converted into common stock. 

CORPORATE VENTURE CAPITAL  
An	initiative	by	a	corporation	to	invest	either	in	young	firms	
outside the corporation or units formerly part of the 
corporation. These are often organised as corporate 
subsidiaries, not as limited partnerships. 

COST OF GOODS SOLD  
Accounting	term	defined	by	the	equation:	opening	stock	
plus purchases plus expenses related to purchases less 
closing stock.

DEAL FLOW  
Venture capital term used to describe the number of 
proposals being received by a venture capital fund on  
some calendar basis such as three deals a week. 

DEBT  
Capital supplied for which there is a fixed income, fixed 
repayment period, and fixed repayment schedule. 

DEVELOPMENT CAPITAL  
Capital required by an established company to fund the 
expansion of the business. 

DILUTION OF EQUITY 
Stock market term used to describe the situation whereby 
the issue of new shares results in the original shareholders 
owning a smaller share of the company. 

DIVIDEND YIELD  
Stock market term which expresses, as percentage return, 
the annual dividend per share divided by the latest market 
price. 

DUE DILIGENCE  
The process of researching a business and its management 
prior to proceeding with a venture capital deal, or not. 

EARLY STAGE CAPITAL  
Finance for companies to initiate commercial 
manufacturing and sales. 

EBIT 
Earnings before interest and tax. 

EQUITY  
The proportion of a company that shareholders own. 
Sometimes described as shareholders’ funds. 

EXIT MECHANISM  
Venture capital term used to describe the method by which 
a venture capitalist will eventually sell out of an investment. 

EXPANSION FINANCING 
This is capital provided for growth and expansion of an 
established company. Funds may be used to finance 
increased production capacity, market or product 
development and/or provide additional working capital. 
Capital provided for turnaround situations is also included 
in this category, as is the refinancing of bank debt. 

FACTORING 
Is when a company either purchases your accounts 
receivable or loans you funds against your accounts 
receivable. This can improve your company’s liquidity.

FINANCING GAP  
Venture capital term used in leveraged buy-outs to describe 
the difference between the purchase price of a company and 
the debt raised on the assets and cashflow of the company. 
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FUND 
A	pool	of	capital	raised	periodically	by	a	venture	capital	
organisation. Usually in the form of limited partnerships, 
venture capital funds typically have a ten-year life,  
though extensions of several years are often possible.

GEARING,	DEBT/EquITY	oR	lEvERAGE 
Is the amount of debt financing compared to equity 
financing in a company. If the company has low levels  
of debt compared to equity it has a low gearing ratio. 
Conversely, a high debt to equity ratio would be a  
highly geared company. Gearing can also be referred  
to as financial leverage. 

GROSS PROFIT  
Sales less cost of goods sold. 

IMPLEMENTATION PLAN 
Plan defining the steps and activities required to  
achieve goals.

INITIAL PUBLIC OFFERING (IPO)  
Is the selling of securities, or shares, in your company  
to the general public. This is normally done through an 
investment bank (an underwriter). The first fund-raising 
done from the general public. 

INTANGIBLE ASSETS 
Assets	owned	or	generated	by	a	company	that	are	not	 
easily sold, except with the company as a whole,  
and that are usually not easily measurable.

INTELLECTUAL PROPERTY  
Legal term used to describe the patents, licences, 
copyrights, trademarks and designs owned by a company.

JOINT VENTURES 
This is an agreement involving two or more organisations 
that	arrange	to	produce	a	product	or	service	jointly.

LETTER OF INTENT  
Document which is not legally binding but given by one 
party to another to show good faith and which describes 
the main agreed points of transaction. 

LIQUIDITY  
Refers to the ability of an organisation to meet its liabilities. 
One liquidity ratio is ‘net working capital’ which is the 
difference between current assets and current liabilities. 
This ratio roughly measures a company’s potential  
reservoir of cash. 

MANAGEMENT BUY-IN  
Usually a leveraged buy-out organised by new managers  
or a management team. 

MANAGEMENT BUY-OUT  
Usually a leveraged buy-out organised by the existing 
management of the company. 

MANAGEMENT FEE 
The fee, typically a percentage of committed capital or net 
asset value that is paid by a venture capital fund to the 
general partners to cover salaries and expenses.

MARKET CAPITALISATION  
Value of a company calculated by multiplying the number 
of shares on issue by the last sale price. 

NET PROFIT  
Sales, less all expenses which may or may not include 
corporate tax. 

NET TANGIBLE ASSETS  
The difference between tangible assets (e.g. stock, debtors, 
land, etc.) and liabilities in the balance sheet. 

NET WORTH  
The difference between the assets and liabilities of a 
company	on	its	balance	sheet.	Net	worth	is	equal	to	
shareholders’ funds. 

ORDINARY SHARES  
These are equity shares that are entitled to all income and 
capital after the rights of all other classes of capital and 
creditors have been satisfied. Ordinary shares have votes.  
In a venture capital deal these are the shares typically held 
by the management and family shareholders rather than  
the venture capital firm. 

OWNER’S EQUITY  
The residual of assets less external liabilities.

P/E	RATIo	PRICE/EARNINGS	RATIo 
The ratio of share price to earnings (net profit after tax)  
per share. 

PORTFOLIO DIVERSIFICATION  
Investment strategy where the portfolio manager spreads 
investments across many industries and thus tries to 
diminish the risk of a single industry depression  
reducing the portfolio return. 
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POSITIONING STRATEGY 
Marketing term used to define a strategy where a company 
tries to distinguish itself from its competitors by focusing 
on some market segment. 

PRIVATE EQUITY 
Private equity includes organisations devoted to venture 
capital, leveraged buy-outs, consolidations, mezzanine  
and distressed debt investments, and a variety of hybrids 
such as venture leasing and venture factoring.

PRODUCT DIFFERENTIATION  
Marketing term used to describe strategy of defining new 
or current product features or benefits that distinguish it 
from the competition.

PROSPECTUS 
A	condensed,	widely	disseminated	version	of	the	
registration statement. The prospectus provides a  
wide variety of summary data about the firm. 

RATCHETS 
A	structure	whereby	the	eventual	equity	allocations	
between the groups of shareholders depend on either the 
future performance of the company or the rate of return 
achieved by the venture capital firm. This allows 
management shareholders to increase their stake  
if the company performs particularly well.

REFINANCING 
The purchase of the venture capital investors’ or others’ 
shareholdings by another investment institution.

RIGHTS ISSUE  
An	issue	of	new	shares	on	a	proportional	basis	to	existing	
shareholders usually at a discount to market price to raise 
additional shareholders’ funds. The shareholder may allow 
the offer to lapse or if the issue is renounceable sell or 
transfer the rights to another party.

SECURED DEBT  
A	loan	where	the	lender,	in	the	event	of	a	failure	to	meet	either	
an interest or principal payment, gains title to an asset. 

SECURED LENDING 
Making loans only to parties who can provide an asset as 
security in the event of non-payment of interest or principal. 

SEED CAPITAL  
Financing allowing the development of a business concept.

START-UP CAPITAL  
Financing allowing product development and initial 
marketing.

SUPPLIERS’ CREDIT  
Often overlooked form of financing provided by creditors 
when they offer extended payment terms. 

SYNDICATION 
Where an investment is made by a number of investors. 
This decreases risks for those involved and increases 
chances of success. 

TRANCHING  
Investment made in stages; each stage being dependent  
on achievement of targets. 

TURNAROUND  
Company converted from making losses to profits.  
A	turnaround	situation	is	a	company	which	is	still	making	
losses but which an investor believes has sufficient 
turnover to make potential profits. 

UNDERCAPITALISATION  
Situation for a company where insufficient equity has been 
supplied by the shareholders or retained in the company 
to support the activities of the business. 

UNSECURED LENDING  
Lending where the borrower has not provided any assets in 
the event of non-payment of interest or principal. 

VENTURE CAPITAL 
Risk investment in unlisted companies with high growth 
potential. Venture capital can be broadly subdivided into 
seed or start-up capital, second round finance for young 
companies (used to expand the range of products) and 
development finance for established companies (used  
to develop an alternative product or expand through 
acquisition). 

WORKING CAPITAL  
Capital employed by the company to fund the excess of 
current assets (stock, debtors etc.) over current liabilities 
(creditors, leave provisions, bank overdraft etc.). 

YIELD  
Income payable by an investee to an investor.

For more definitions of financial terms and phrases  
used in the investment industry visit  
www.nzvca.co.nz/GlossaryOfTerms.aspx
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TEMPLATE 1

Exactly	what	do	you	need	to	raise	finance	for?

write down why you are seeking finance. depending on your need, it may be that you can adopt other alternatives before 
looking for outside funding.

TEMPLATE 2

List any manufacturing processes that you could subcontract

process potential manufacturers country
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TEMPLATE 3

List the names or types of businesses you could form strategic alliances, distribution or licensing agreements with

TEMPLATE 4

How can you improve your cash flow?

consider debt collection processes, credit terms, factoring invoices etc.

TEMPLATE 5

Identify possible funding or grant schemes your business may qualify for 

list the scheme/s and what you intend to do with any funds secured 
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CHAPTER 2 – OPTIONS FOR RAISING FUNDS64 INVESTMENT READY GUIDE



TEMPLATE 6

List ways that you could ‘bootstrap’ or market your business creatively

brainstorm ideas with friends, family, business colleagues and staff members

TEMPLATE 7

Identify	and	note	the	names,	contact	details	and	areas	of	expertise	of	potential	advisors

name contact details expertise

TEMPLATE 8

list	appropriate	business	networks	and	cluster	groups	you	belong	to	or	could	join
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TEMPLATE 9
Write	a	brief	summary	of	your	personal	business	background,	skills	and	experience

TEMPLATE 10
Write a brief overview of your business’ capability

consider key staff, systems and process that you have in place 
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TEMPLATE 11
Detail the personal investments you have made or are willing to make in your business

TEMPLATE 12
outline	your	purpose	or	reason/s	you	want	to	raise	money	

TEMPLATE 13
How much money do you need to raise and how do you intend to pay back any bank loans?
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TEMPLATE 14

What, if anything, makes you reluctant to pursue outside capital?

TEMPLATE 15

What are the advantages to gaining outside capital?

TEMPLATE 16

What are your key competitive advantages?
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TEMPLATE 17

What	‘barriers	to	entry’	do	you	have	in	place	surrounding	your	product/service?

TEMPLATE 18

What needs to improve in your business to make it a more attractive investment?

TEMPLATE 19

What incentives do you have in place to give management opportunities for ownership?
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TEMPLATE 20

What outstanding debts or loans do you need to address?
$ amount $’s owed to date repayment due

TEMPLATE 21

list	the	names	of	your	key	staff	and	outline	their	relevant	skills	and	experience

name:

skills:

experience:

name:

skills:

experience:

CHAPTER 8 – GETTING YOUR BUSINESS INVESTMENT READY70 INVESTMENT READY GUIDE



name:

skills:

experience:

TEMPLATE 22

List your ‘top five’ competitors in your intended market place (local, domestic or international)  
and identify what distinguishes your product or service from theirs

competitor your distinguishing feature/s

CHAPTER 8 – GETTING YOUR BUSINESS INVESTMENT READY   INVESTMENT READY GUIDE 71



TEMPLATE 23

What ideas do you have for future products or services?

TEMPLATE 24

Consider	your	exit	strategy.	What	is	the	ideal	situation	you	would	present	to	investors?

TEMPLATE 25

What technology do you use in your business? 

(also include plans for future investments or upgrades)
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TEMPLATE 26

Outline the regulatory requirements your business faces and how you address them?

regulation solution

TEMPLATE 27

Who could you approach to serve on your board?

name organisation expertise

TEMPLATE 28

What do you know about the background and track record of potential investors?

potential investor one:

potential investor two:

potential investor three:
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TEMPLATE 29

Briefly outline the key points to include in your ‘three-minute-lift’ speech

TEMPLATE 30

Outline why your timing is ‘right’ for the market
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TEMPLATE 31

What aspects of your business can you include in your ‘goodwill’ valuation? 

(include secured contracts, competitive advantages, leading brands, expertise etc.)

TEMPLATE 32

List any negative factors that may impact on the value of your business 

(inexperienced staff, legislation/compliance issues, economic outlook, market pricing etc.)

TEMPLATE 33

Detail any other information about your business that could be relevant to potential investors
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NOTES
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www.nzte.govt.nz

ISBN: 9780478313741

NEW ZEALAND TRADE AND ENTERPRISE (NZTE) is the government’s national economic development agency. it works 
to stimulate economic growth by helping to boost export earnings, strengthen regional economies and deliver economic 
development assistance to industries and individual businesses. it offers a range of services and programmes that include 
advice, training, mentoring, funding, and business and market development assistance. nZte is a global organisation, using 
its knowledge and contacts in key overseas markets to provide the international connections businesses need to grow 
internationally and to attract investment into new Zealand. in 2008, nZte was judged ‘best of the best’ at the  
world trade promotion organization awards.


