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Golden Bay Software Solutions (GBSS) 
(a fictitious company) 

The Aotearoa Angels have just completed extensive due diligence (DD) on GBSS, a Nelson company with a clever 

solution for integrating corporate enterprise software into the cloud.  Using the GBSS solution, corporate IT or 

division managers can move small or larger groups (or parts of groups) into web-based versions while the remainder 

of their colleagues continue using server-based versions of the same software.  The solution is unique as it is easily 

applied to most enterprise software platforms.  Aotearoa DD team members interviewed beta testers at Matson 

Lines (Hawaii), Qantas Airline and Fonterra and were pleased with the reviews.  GBSS is currently pre-revenue, but 

management and the DD team agreed that $30 million in revenues in 5 to 7 years was a reasonable projection.  The 

CEO-founder has CTO experience with two previous software startups and managed the beta tests well, but has 

agreed that the Board should begin searching for an experienced CEO within 24 months of investment.  A strong VP 

of sales is waiting in the wings for the company to complete funding raising and the current beta tests.  Quality 

channel partners were interviewed by the DD team and found to be eager to begin sales, once beta tests are 

complete.  The competition is fragmented among several small companies each of which is limited to integrating 

only a single enterprise software platform.  The company seeks $0.5 million in Series A funding to complete beta 

testing and product modifications, fill-out the management team and to engage and support ten additional early 

adopters.  The DD team forecasts that an additional $1 million in funding will be required to accelerate growth and 

maintain the company’s competitive advantage.  The CEO is requesting investor assistance in building a high quality 

board of directors.  Investors agree that this company shows the potential for a 20X return on investment (cash out 

on invested cash) upon reaching $30 million in revenues. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

I. Modified Dave Berkus Method* 

The Dave Berkus Method assigns a range of dollars to the important qualities or characteristics of startup companies 

and requires the investor to subjectively estimate a value contribution, comparing each characteristic to the 

expected quality of fundable companies.  Note that the maximum valuation possible by this method is a pre-money 

valuation of $3 million, unless the investor chooses to increase the range for some or all of the characteristics. 

*The Dave Berkus Method has been modified by altering some judgment characteristics and applying different weightings to what 

some deem to be more important characteristics.  Dave’s current methodology can be found by googling “Dave  Berkus Method.” 

As an example, assume the target company has a solid CEO but an incomplete team.  The size of the opportunity is 

huge and the product is disruptive with superb IP.  Customer validation and sales channels are incomplete.  The 

competitive environment is currently weak but it is possible that strong players could enter the market.  Other 

factors, in this example, are a strong domestic market with easily identified middle market customers and a short 

sales cycle.  In this case, the valuation might be determined as follows:  

           Characteristic   Range in Value Contribution        Target Company Value Contribution 

Quality Management Team 0 to $0.75 million $0.65 

Size of the Opportunity 0 to $0.50 million $0.50 

Product/Technology/IP 0 to $0.50 million $0.50 

Customer Validation 0 to $0.50 million $0.20 

Sales Channels 0 to $0.25 million $0.10 

Competitive Environment 0 to $0.25 million $0.20 

Other Factors 0 to $0.25 million $0.20 

TOTAL 0 to $3.0 million $2.35 million 

 

----------------------------------------------------------------------------------- 

Use a similar process to determine a pre-money valuation for Golden Bay Software Solutions. 

           Characteristic   Range in Value Contribution        Target Company Value Contribution 

Quality Management Team 0 to $0.75 million  

Size of the Opportunity 0 to $0.50 million  

Product/Technology/IP 0 to $0.50 million  

Customer Validation 0 to $0.50 million  

Sales Channels 0 to $0.25 million  

Competitive Environment 0 to $0.25 million  

Other Factors 0 to $0.25 million  

TOTAL 0 to $3.0 million  

 

 

 



 

 

II.  Scorecard Method 

The Scorecard Method requires comparing the target company to investor expectations of startup companies in the 

appropriate business sector, and adjusts the median valuation for startup companies at the same stage of 

development in that sector. 

 

As an example, the median valuation Kiwi startup stage technology hardware and equipment companies in 2011 was 

$2.4 million.  Let’s assume the following characteristics of an hypothetical technology and hardware target company:   

OK team, modest but not huge opportunity, strong product and technology, relatively weak competitive 

environment, limited sales team and partnerships, additional angel (but no VC) capital will be required to achieve 

positive cash flow and strong other factors, such as domestic market and performance in early beta testing.  In this 

case, one might calculate the pre-money valuation as follows:  APPRAISAL 

 

COMPARISON FACTOR WEIGHTING RANGE 
(1.00 = average) 

TARGET  
JUDGMENT 

EXTENSION 

Strength of Entrepreneur and Team 30% max 0 to 2.00 1.00 0.30 

Size of the Opportunity 25% max 0 to 2.00 0.60 0.15 

Product/Technology 15% max 0 to 2.00 1.30 0.195 

Competitive Environment 10% max 0 to 2.00 1.40 0.14 

Marketing/Sales/Partnerships 10% max 0 to 2.00 0.30 0.03 

Need for Additional Investment   5% max 0 to 2.00 0.70 0.035 

Other factors (dependent on target company)   5% max 0 to 2.00 1.40 0.07 

Extension Sum    0.92 

Extension Sum  x  $2.4 million  =  Target pre-money valuation = 0.92 x $2.4 million = $2.2 million 

----------------------------------------------------------------------------------- 

Compare GBSS to your view of fundable startup companies in New Zealand and adjust the median Kiwi software 

startup pre-money valuation in 2011 ($1.8 million) accordingly. 

COMPARISON FACTOR WEIGHTING RANGE 
(1.00 = average) 

TARGET 
JUDGMENT 

EXTENSION 

Strength of Entrepreneur and Team 30% max 0 to 2.00   

Size of the Opportunity 25% max 0 to 2.00   

Product/Technology 15% max 0 to 2.00   

Competitive Environment 10% max 0 to 2.00   

Marketing/Sales/Partnerships 10% max 0 to 2.00   

Need for Additional Investment   5% max 0 to 2.00   

Other factors (dependent on target company)   5% max 0 to 2.00   

Extension Sum     

Extension Sum  x  $1.8 million  =  Target pre-money valuation = $_________________ 

 

 



 

 

 

III. Venture Capital Valuation Method 
(simplified version – assuming no future dilution) 

Professor William A. Sahlman 

HBS case #9-288-006 

    

 

            Terminal (or Exit) Value 
               (selling price for the company) 

   Return on Investment (ROI)          =      _________________________________ 

(cash on cash return, regardless of timing)                        Post-money Valuation at Investment 

      

    

Then: 

               Terminal (or Exit) Value 

Post-money Valuation at Investment   =              _________________________________ 

Anticipated Return on Investment (ROI)           

 

And:                                 Pre-money Valuation  =  Post-money Valuation – Investment 

 

The difficulty in applying the Venture Capital Method is in determining the Terminal Value (or the exit valuation) of 

the company, assuming an M&A transaction after 5 to 7 years.  Valuation for purposes of acquisition depends 

somewhat on the business segment of the company as different methods apply to the publishing industry, software 

industry and healthcare industries, as examples.  The most common methodology involves estimating revenues and 

earnings in the exit year and applying industry appropriate price/earnings ratios (P/E) from public companies in the 

same business sector to determine price (or value).  In the case of the software industry, a common shortcut is to 

assume the valuation is 1.5 to 2.0 times revenues in the year of the exit.  For simplicity in the GBSS case, assume the 

Terminal Value GBSS is twice (2X) revenues in the exit year. 

To account for dilution by subsequent investors, one can choose to simply discount the pre-money valuation derived 

from the Venture Capital Method above.  For purposes of this exercise, a discount of 20% might be sufficient to 

account for additional investment defined in the case. 

 

 


