Getting your tech business
investment ready

Getting to a successful investment raise

Funding
options

Business
Planning

Grants
Equity
Investment

Pitching

Finance
Documents

Customer Behaviour Post Covid
What will the new normal look like?

Customer Behaviour Post Covid
What habits will stick?

LOCAL COMMUNITY

CASHLESS SOCIETY

CONSCIOUS CUSTOMER

Desire to buy and support local
businesses and communities

Acceleration of the trend towards
digital forms of payment

Consumers more mindful of the
consequences of their choices

SOURCES INCLUDE: IPSOS, MCKINSEY. FUTURE NOW.GUARDIAN. MARKETING WEEK

Customer Behaviour Post Covid
What habits will stick?

GROWTH E-COMMERCE

FOCUS ON HEALTH

HOME WORKING

Massive shift towards e-commerce, digital
interaction and engagement

Increase in concern and behaviours
re disease prevention, fitness,
personal and family health

Adoption of new ways of working
Flexibility, remote, tech, attitudes

SOURCES INCLUDE: IPSOS, MCKINSEY. FUTURE NOW.GUARDIAN. MARKETING WEEK

Customer Behaviour Post Covid

Things have changed (some
things forever)
How are the changes
impacting your business and
are reflected in your plan

What’s your business
valuation in the post C-19
world

Our 10 Key Steps to an Investable Business Plan
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Key objectives and
strategies (one
page
SUNFLOWER)

Define the
problem your
business or idea is
addressing

What’s your
compelling
solution

Define your target
market

How will you
market and sell

6

7

8

9

10

Why are you
uniquely qualified
to succeed

How does your
operation support
delivery of the plan

What’s your
financial model
(how do you make
money)

Pitch it all in a
compelling Exec
Summary

Implementation
plan

Think About Your Audience
Who are you trying to appeal to?

Debt
funding

▪
▪
▪
▪

Emphasis is looking at past performance
Profitability and cash generation
performance
Previous years accounts
Ability to repay the debt raised!

Equity
funding

▪
▪
▪
▪

Emphasis is on future growth
Forecast of profitability and cash
Equity value creation is the key objective
How and when will the value be released

Most business strategy driven by these 4 drivers
Sales and
Marketing

Finance

•
•
•
•

People

Strategy
Vision (where are we trying to get to, what’s
the dream)
Objectives (specific milestones and KPI’s we’ll
achieve by a point in time)
Specific strategies (how will we achieve our
objectives)
Our implementation plan (who, what, where,
when)

Operations

Strategy development
•

•

•

•

Vision

• Heart not head, the dream,
longer term, where do we
want to be.
• Gets you up in the morning!!
• ‘The best’, ‘the biggest’,

Objectives

• Head not heart
• What are we aiming to
achieve and by when
• SMART

Strategies

• How will we get there
• Often what makes our
business special, driven by
what we‘re good at
• Appeals to customers

Implementation

• Who will do what, when,
where
• Clear timetable of related
actions and dependencies

Plan on a Page Tool – The Sunflower
Simplify the process and focus on the key strategic actions for success

Defining the ‘growth decisions’
Focus on “what” you need to do to drive growth
Plus “how” this will happen
Easy to read plan
Practical, measurable plans that fit on just one page

Clarify your thinking before you approach your funder and complete your more detailed
Business Plan

Business Plan Strategy Development
Vision for my business
Key Business
Objectives

Strategy 1

Strategy 2

Strategy 3

Strategy 4

Strategy 5

VISION
Stage 1.

Stage 2.

No. of employees

Products services
22
Design

In three years
9

£220k

Sub-contract

£20k

Current

70% automotive
30% other

30% automotive
40% medical
30% other

6

Year +1
+1
Year

Year
Year+2
+2

£500k

Sectors

15

No. of large customers

£2.2m

Turnover £

Year
Year+3
+3

Net profit

Business planning – step 2

Define the problem your company or idea is addressing

What’s the specific gap
or issue you’ve
identified in your
market

One line description of
what your company
does

In what way and why is
this need not being
addressed

Who are the key
players in your market
and what are they not
doing that you will

What’s the size of the
market your business
operates in

What share of the
market do you have &
how have you
previously performed in
it

What type of funding is most appropriate for me
Seed capital

You have a great idea
and need finance to help
get it off the ground

Start-up

Early stage

Expansion

You have not generated any
sales yet but have your
plans in place

You have generated some
sales but need to capitalise
quickly on a market
opportunity

You have an established,
profitable business and
need help to expand

▪

Business Angels are a possibility although
you will need a convincing proposal backed
by a strong management team.

▪

Bank debt such as government backed
loans, term loans or asset financing are
frequently used.

▪

Grants and awards may be available.

▪

▪

Borrowing from family or friends is an
option.

▪

Bank debt, such as overdrafts or loans although this will need security from
personal assets.

Venture capital finance is common for
established businesses. Don’t adopt a
scattergun approach – target those
investing in the right sectors.

▪

Business Angels also back established
businesses.

Funding options – government backed schemes
Business Enterprise Fund Ltd
www.befund.org

Unsecured Loans of £1,000 - £100,000

Startup Loan Company
https://www.startuploans.co.uk/

Unsecured loans of £500- to £25,000
(per person)

Mercia.co.uk
https://www.mercia.co.uk/about-us/fundswe-manage/npif-debt-finance/

Loans of £50,000 - £750,000

GC Business Finance
https://businessfinance.growthco.uk/funding/

Unsecured Loans of £1,000 - £100,000

Responsible Finance
https://www.findingfinance.org.uk/

Postcode Directory of localised loan providers

Northern Powerhouse Investment Fund
https://www.npif.co.uk/funds-available/

North of England geographic fund
Loans of £100,000 - £750,000

Types of Funding – Angel Funding

Groups
• North Invest

• The Angel Group
• Private Investor
• Serial Investors

How much is your business worth

Two types of forecast
•

One we believe

•

The other serves a purpose

•

We must be able to explain how we got there!

Why do you need an integrated cash flow forecast
Cash performance

Company performance

Cash flow
Payments out (suppliers)
Receipts (sales)
Wages
Costs
Loan payments
Dividends

P&L
Sales
Margin
Costs
Profit
Ratios

Company value
Balance sheet
Debtors (owe us)
Creditors (we owe)
Assets
Cash
Liabilities
Loans
Retained profits
Losses
Equity
Net
assets

Business planning – step 9
Creating a compelling exec summary (this is your sales pitch)
Set the scene
• One line description of the
company
• Summarise the
opportunity
• Summarise the ask and
the growth

Sales and marketing
• How will we attract and
service our key customers
• What will it cost

Define the problem your
business or idea is
addressing
• What’s the need in the
market you’ve identified
• Tell the story

What makes you
uniquely qualified to
succeed
• Outline your track record
& experience
• Outline the management
team and key roles

What’s your solution
and opportunity

What’s the size of the
prize

Who is our target market
and key competitors

• How does it meet the
need
• What makes it great
• How is it different or better
than competitors

• How big is the market
• What sales and profit can
we achieve and when

• Describe the customer /
consumer
• Outline the competition

What’s the financial
model

What’s our request

Long term plan or (of
equity) exit strategy

• Outline our sales price
and margin
• How do we make money
• Summarise the key P&L
numbers over time

• How much do we need in
return for what shares (if
equity)
• What will the money be
used for

• Where will we take the
business
• When might we sell
• What’s the potential
upside for investors

Pitching basics
What
• Why are we here today
• What to say / not say
• Why are you doing what
you’re doing
• Demonstrate your
personal credibility
• Share your business
successes
• Consider the audience –
what’s in it for them

How
• Don’t be dull
• Make a great start
• Smile and engage with
your eyes
• Upbeat / positive tone,
projection, enthused . .
• Be natural / yourself
• Keep it simple
(convincing not teaching)
• Be concise

Specialist Lawyers for Digital Businesses

Why Paul?

Head of Digital Law at Berwins Digital
Working for software and media companies since the mid-90s
Highly experienced in sales of businesses with IP assets

Join the conversation

Introductions
Run your business as if you are about to sell it, but:
Investment is not just about receiving money
It’s a relationship (so not the same as a sale)

Join the conversation

What you should get (as well as money)
Advice
Contacts
Mentoring
Industry knowledge

Join the conversation

Get the relationship correctly set
The right balance in the investment documents;
Ensure the founders are still incentivised, not overly burdened by
reporting, but;
Recognise the investors need some say, and enough information
Be prepared to test the opening shots to get a comfortable balance

Join the conversation

So be ready for investment
Be ready to come clean;
If there are skeletons, it’s better to being them out than to disinter
them later
No-one expects you to be perfect

Join the conversation

Areas we’ll be covering
Your business/commercial contracts
The contracts with key people in the business
How you have/can protect your intellectual property
Shares, shareholdings and shareholders agreements
Data Protection

Readiness for due diligence

Join the conversation

Your business/commercial contracts
Have you actually got formal contracts?
Are they on your terms?
If not, make sure you haven’t given away more than you should
to a “trophy” or early client
Revenue recognition
Unsigned contracts!
Handshakes, conduct and e-mails

Join the conversation

Contracts with key people
Founders
Contractors, especially before employees are taken on
Whose IP? (more to follow)
Incentives and tie-ins of core team (share options, restrictions,
notice periods)
Are the contracts in writing and still current?

Join the conversation

Intellectual Property
Is it protected?
Copyright
Open source code
Trademarks
Patents
Does the company own IP?
Products
Third party products – properly licenced
Contractors and employees
Founders

Join the conversation

Shares shareholdings and registers
Is the public record right?
Does it accord with the company’s own register?
Is the company’s register right?
Any ex shareholders (including ex-spouses) still showing, if so why?
Any shareholders agreement? Should there have been e.g.
– Drag along/tag along rights
– Voting and dividend rights
– Director rights

At investment there will probably be:
– New articles
– New shareholders agreement

Join the conversation

Data Protection
Show you understand it
(or if you don’t, that you have the right advice)
Transparency and accountability
Lawful and fair processing
Your own, not someone else’s policy
Penalties for getting it wrong

Join the conversation

Due Diligence
Come clean – because you’ll be warranting this;
Disclosure letter
Disputes and non-compliances – can you fix them?
Time and resource
Investors and partners (buyers might not be)

Join the conversation

Making your accounts the best they can possibly
be
The 5 things I and every lender expects every business owner to know;
1. Turnover
2. Debtors and Creditors
3. Bank Balance
4. Who Are Your Competition?
5. Monthly Breakeven Sales

•
•
•

•
•
•
•

How do you keep on top of your accounting
Importance of pleasing the credit rating agencies-Year on year growth
Filing Accounts at Companies House- What you should ensure your
accounts show
Determine your drawings and the dangers of an overdrawn loan account
The importance of pre year end planning with your accountant
Tax saving or profitability. Choice?
Losses? Any scope you can capitalise development costs?

Capitalising Your Directors Loan

•If you can’t get it out then why not turn it
into equity
•Works best with existing shareholder debt
•Could increase valuation
•Requires shareholders consent
•Shows an investor you are focused on
stability
•Be careful with convertible equity –it might
not work

The Key Ratios your bank manager will use!
The key covenants we see the banks using are:
•
•
•
•

Net debt / EBITDA
Debt Service Cover (EBITDA / capital and interest payments)
Interest Cover (EBITDA or EBIT / Interest)
A leverage ratio i.e. Debt / Assets or Debt / Equity

Ballpark figures that we normally see are as below. Clearly this will vary
depending on the industry and financial position of the company itself:
Net debt (all creditors) / EBITDA – Max of c. 2.4 (total net debt can’t
exceed profits by 2.4x or profits 40% of debt)
• Debt Service Cover (EBITDA / capital and interest payments) – min of
c.1.3 upwards
• Interest Cover (EBITDA or EBIT / Interest) – min of c.2
CBIL 1.5 interest cover
•

Cash Flow Forecasts
The Do’s and Don’ts!
Do
• Provide evidence of a realistic starting bank balance and include VAT and PAYE/NIC
• If possible integrate with profit and loss account and balance sheet
• Make life easier and use Float or Futerli (Xero/Quickbooks Integrated) or stand alone LIVEPLAN
• Provide what if scenarios. Bankers like to know worst case scenario, equity investors not so much.
Bankers tend to look backwards at history. Equity investors look forwards
• Show your peak borrowing requirement which is the same as the investment you are seeking
• Include assumptions-Debtors/creditors days
• Clearly show capital expenditure as this can be financed differently
• Apply a realistic GP%. This could change in future
• Recognise seasonal variations
Don’t
• Be over optimistic with your sales in years 2 and 3. Be realistic!
• Submit out of date projections. Bring in actuals where you can.
• Include excessive drawings from the business
• Forget to include corporation tax

If you are not confident invest in professional help

A brief introduction to SEIS/EIS
•

50% (SEIS) or 30% (EIS) income tax relief on investment.

•

Current year and previous tax year

•

Dividends taxable, but shares CGT free after three years.

•

No preference on dividends allowed.

•

Defer other capital gains (EIS) 100% and 50% SEIS

•

Investor Limits £1m(EIS) or £100K (SEIS)

•

Company limits £5m (EIS) or £150K (SEIS)

•

Only applies to “young” companies SEIS under 2 yrs. EIS 7 yrs.

•

Safety valve - income tax relief if goes pear shaped.

Investor Tax Benefit
Invests £10K

3 years later … Shares are worth £50K

Investment

Tax Relief

Net Cost of
Shares

Profit

CGT

Income Tax
Relief Kept

Profit

Non-EIS

(£10,000)

-

(£10,000)

£40,000

(£4,000)

-

£36,000

EIS

(£10,000)

£3,000

(£7,000)

£40,000

Exempt

£3,000

£43,000

Seed-EIS

(£10,000)

£5,000

(£5,000)

£40,000

Exempt

£5,000

£45,000

Investor Tax Benefit
Invests £10K

3 years later … Shares are bombed

Investment

Income
Tax Relief

Net Cost of
Shares

Loss

Loss Relief

Income Tax
Relief Kept

Net Loss

Non-EIS

(£10,000)

-

£10,000

(£10,000)

£4,000

-

(£6,000)

EIS

(£10,000)

£3,000

£7,000

(£10,000)

£2,800

£3,000

(£4,200)

Seed-EIS

(£10,000)

£5,000

£5,000

(£10,000)

£2,000

£5,000

(£3,000)

NB for SEIS Reinvest Capital Gain of £10,000 on sale of Residential investment property
Can defer Tax of 28% x £10,000=£2,800 x 50%=£1,400
So net loss above will be £1,600 or 16% of original investment.
EIS only provides a deferral relief for CGT

EIS and SEIS
The small print!
Qualifying companies:

Qualifying shares:

•

Unquoted UK companies seeking to make a profit

•

Full risk new ordinary shares

•

Cannot be doing restricted trades (not risky enough!) e.g.

•

No preferential rights on assets

•

Leasing

•

Property development

•

Farming

•

Legal & accounting

•

Licencing income (unless created IP)

•

Hotels or Nursing homes

•

Not under control of another company

•

Company investment limits: EIS £5m/£12m & SEIS £150K

•

Company size limits: Gross assets (<£15M/£200K) and
employees (<250/25)

•

“Young” companies: EIS 7 yrs & SEIS under 2 yrs

Qualifying investors:
•

Cannot already hold non advantaged shares
unless held on incorporation

•

Investor (or associate) cannot be connected
to the company via
•

Holding >30% of shares

•

Being an Employee or Director (CAN
be a Director for SEIS)

EIS and SEIS
How does the process work?
•

Work with an adviser to understand the company’s eligibility for EIS
/SEIS – the rules are complex

•

HMRC can give Advance Assurance that company meets EIS/SEIS
criteria (Recommended)

•

Get the investment and send a form to HMRC giving HMRC details
about the investment and investor

•

HMRC send a certificate for the investor to claim tax relief on their tax
return

BUT
•

HMRC advanced assurance does not give assurance investor meets
qualifying conditions

•

And can deny relief if facts do not match the advance assurance
application

•

Watch out for disqualifying events in 3 years after acquisition (company
is taken over, shares are sold within 3 years, become connected to
company etc)

Getting your tech business
investment ready

