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One of the main questions any VC asks when backing a company is what drives the founders
behind that company. And while pure profit is cited as the main motivation for business angels
and entrepreneurs, personal enjoyment follows closely. Angela Sormani reports

udding entrepreneurs look set to
benefit from an influx of angel and

private investment following the

Government’s relaxation of rules for
marketing shares in unlisted companics

J

to private individuals — see
February, page 26.

The rules in The Financial Services
and Markets Act 2000 (Financial
Promotion) did state: “To be certified
a high net worth individual, the
individual concerned must have carned
at least £100,000 or have held net assets
to the value of more than £250,000
throughout the financial year before the
date of the certificate.”

Under those rules, shares in unlisted
companies could only be marketed to
those who are certified by their
accountant or employer as being high
net worth or who are certified by an
authorised person as being a sophisticated

The race to the top

investor. Now, entrepreneurs are able to
send investors documents promoting
investment in a business either directly or
through intermediarics.

However, venture funding for

entreprencurs is not as plentiful as it may

m. According to the sixth annual

Global Entreprencurship Monitor, one
adult in 11 is an entrepreneur and it is
these entrepreneurs that supply 65% of

rt-up capital worldwide. Seventy-three
million people across the globe are cither
nascent entreprencurs or OWn or manage a
young business. And it is self-funding and

informal investment that is the lifeblood of

this entreprencurial society. Ninety-nine

per cent of nascent entreprencurs launch
new ventures without formal venture
capital or business angel investments.
Entrepreneurs themselves provide 65.8%

of the start-up capital and informal

investors provide the remaining 34.2

Entrepreneurs secking capital to start a
business must first use their own

savings, then tumn to family membe
next friends, work colleagues, and
neighbours and finally strangers for
informal investment. Venture capital
funding is extremely hard to come by
unless you have an outstanding business
plan or a successful track record in
starting-up businesses.

Nurturing entrepreneurship
By far the rarest source of capital for
nascent entrepreneurs is venture capital
Self-funding by entreprencurs and

funding from informal investors (family,
friends, colleagues and neighbours) are
the lifeblood of an entreprencurial
society. Serial entrepreneurs are much
more appealing for VCs and less risk
because they have that all-important track
record, which is an essential theme in the
private equity world. Even in the US,
which has more than two-thirds of the

total venture capital worldwide, far fewer
than one in ten thousand new ventures
receive initial financing from VC firms,

What distinguishes a serial
entrepreneur? Serial entrepreneurs thrive
on the excitement of starting a business
from scratch, taking an idea to market
and making it happen. Unlike
mainstream entrepreneurs, they are
reluctant to stay on with a reduced role
once the company they have founded is
generating revenues. And so as soon as
the risk is over, these professionals go
back and do it again.

What inspires these businessmen? Paul
Chisholm, currently chairman and CEO
of Fidelity Ventures-backed mindSHIFT
Technologies and former managing

director of the hugely successful Colt
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Telecom Group, says: “What inspires you
is when people say it can’t be done or it's
never been done before. The inspiration
is the challenge. The second thing that
inspires is leading a team of people who
are fired-up and really want to make a
difference. Money is secondary. If you do
the job well and the people work well
together, the money sorts itself out.™
However, John Philips, currently
chairman of Granville Baird Capital
Partners-backed integrated parking
‘management software company TSL,
states quite simply that his main driver
is capital gain. He has worked on a
range of businesses ranging from
turnaround businesses to start-ups. His
most recent venture is a start-up, which
he says he has gained more satisfaction
out of than any of his other businesses.
Philips is also active in promoting
entrepreneurialism through his role as
chairman of Hothouse Entrepreneur, an
organisation set up to assist young
entrepreneurs based in Merseyside.
How do you attract private equity
‘money? Philips offers sound advice to
budding entreprencurs: “You have to
have been in a few tough situations to
qualify. Also, once you get funding, any
time you make a mistake, you have to be
open and honest and get it on the table.
Because of the length of the investment,
you've got the chance to do that.”

John Snook of Close Brothers Private
Equity outlines what the firm looks for
in an entrepreneur: “Attention to detail
is key. It's getting the right person to
‘manage the business that is important.
We are looking for experienced general
‘managers, capitalists who are good at
their job, who want to make money and
don’t just want to make it once.”

And so the idea of backing a serial
entrepreneur to manage a business is
appealing. Snook adds: “Guys who have
been down the MBO route several times
know what it’s about and know how to
generate the cash. It can be quite a
culture change and many managers can’t

quite tune into the difficult regime ofa
buyout. Ninety-five per cent of the time.
you can tell in the first couple of months
whether a manager is good or not. But
our job is to make sure we've done our
due diligence beforehand.™

There’s also an added incentive to
making a business work: “It’s also about
their money, not just ours. They're at the
end of the queue and if they don’t make
their money, they’ve lost it - you rarely
ever recover in a buyout if you've lost
ground,” says Snook.

What next?
For some entrepreneurs, the next natural
progression might be the VC route. A
prime example is Herman Hauser, co-
founder of Amadeus Capital Partners; he
has a long history of success as a
venture capitalist and prior to that as a
serial entrepreneur. Companies he
founded or co-founded include Acorn
Computers, Active Book Company,
Virata, Net Products, NetChannel, and
Cambridge Network Limited. He was
also a founder director of 1Q (Bio), IXT
Limited, Vocalis, SynGenix, Advanced
Displays Limited, Electronic Share
Information Limited and E*Trade UK.
Peter Cochrane, a former chief
technologist at BT and founder of various
successes such as eBookers, Knowledge
Vector, SwapitShop and Shazam
Entertainment, says: “Some entrepreneurs
do go the VC route. Herman Hauser is a
classic case; he was a serial entrepreneur
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and is now one of the biggest VC investors
in the UK. The very best VCs are people
who have actually been entrepreneurs and
been involved in setting up businesses.”
Cochrane himself is also a business
angel and has put money into a number of
VC funds. His portfolio of companies
exceeds 13, outside of his most current
venture ConceptLabs, which he founded
with former Apple scientists, and a
creative director of MTV, and which
serves to identify new technology,
business models and people to serve as the
basis for the development and deployment
of clearly defined commercial applications
and companies. The venture is nurturing
7 start-ups to date.

Adrenaline rush

But if it is simply the adrenaline rush of
setting up a business that inspires serial
entrepreneurs to start up companies, their
motives for leaving are not so clear-cut.
Some have already planned an exit strategy
before the business has got off the ground;

others lose interest when the company gets
too big; some may not be able to manage a
maturing business and are forced out and
others leave after an acquisition or IPO.

But probably the most common reason
for leaving behind a company is
boredom. Once a company becomes
more stable, the job of the founder
naturally changes to be less hands-on
and more supervisory.

The Rt Hon Lord Young, currently
chairman of some 10 companies, is a
classic case of an entrepreneur who it
seems will never tire of the excitement
of running a business. He does however
agree that there comes a time when it is
time to step back and assume more of a
supervisory role. “I get a great deal of
enjoyment watching new companies
start up and grow. It’s largely because
I’m an entrepreneur myself. But there
does come a time when you no longer
want to own a business and so you take
a non-executive advisory role.”

Lord Young is also an active angel
investor. He says of spotting a

successful entrepreneur: “There is a
big difference between people who are
natural entrepreneurs, who would risk
their home and everything to get a
business going and others who are
more careful. There are those who end
up doing an MBO, but they’re not
entrepreneurs. What do you look

for in an entrepreneur? Enthusiasm —
you’ve got to be driven, you've

got to have enthusiasm for what

you do. It’s no good submitting a
business plan if you only want to
work nine to five and have six weeks
holiday a year.”

Peter Cochrane underlines the main
secrets of his success: don’t go into a
sector with fierce competition, don’t
start anything unless you can get it to
market in nine months, don’t start
anything unless it’s got the potential to
become enormous and finally, the most
important thing about setting up a
business, according to Cochrane is that
it has to be fun as it’s all you’re going to
be doing for the next five years.
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