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The Founder and

Team



Effective Lead Entrepreneurs
are:

Able to build a culture around the

* Business mission

* And the brand
* By rewarding success

* Supporting honest failure

* Sharing the wealth with those who helped to
Ccreate it

* Setting high ethical standards of conduct
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EXHIBIT 9.1
Stages of Venture Growth, Crucial Transitions, and Core Management Mode

$100 million +

£50 million
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— Start-up _ 7 High growth Maturity Stability
/‘

%1 million

0 3-4
Time (years)
Crucial
transitions:
Sales 0-%5 million $5 million-$15 million $10 million-$25 million+
Employees 0 to 20-25 25-76 75-100+
Core

management Doing Managing Managing managers
mode




EXHIBIT 9.2

Entrepreneurial Transitions

Modes/Stages

Planning

Doing

Leading

Leading Managers

Sales
Employees
Transitions

§0
0-5
Characteristics:

Founder-riven
Wrenching changes
Highly influential
informal advisor
Resource desperation
Very quick or very

slow decision making

0-$5 million
0-30
Characteristics:

Founder-driven
creafivity
Constant change,
ambiguity, and
uncertainty
Time compression
Informal
communications
Counterintuitive
decision making
and structure
Relative inexperience

$5 million-$15 million
30-75
Probable crises:

Erosion of creativity
of founders

Confusion over
ambiguous roles,
responsibilifies,
and goals

Desire for delegation
versus autonomy
and confrol

Need for
organization and
operating policies

$10 million or more
75 and up
Probable crises:

Failure fo clone
founders

Specialization/eroding
of collaboration versus
practice of power,
information, and
influence

Need for operating
controls and
mechanisms

Conflict among
founders




EXHIBIT 9.3

Characteristics of Five Companies, Ranging from Most to Least Entrepreneuvurial

Percenlage of
Effective Managers
with Entrepreneurial
Accomplishments

Chipco
1%

Companies Studied

Radco

69%

Medco

&%

Finco

Economic Trend

Steadily vp.

Trend up but
now down.

Upward trend.

Mixed.

Downmward trend.

Change lssues

Change normal;
constant change in
product generation;
proliferating staff
and unils.

Change normal in
products, technolo-
gies; changeover to
second management
generation with

new focus

Reorganized 2-3
years ago ko install
matrix; normal
product and
technology changes.

Change a shock;

naw top management
group from outside
reorganizing and
trying o add
competitive market
posture.

Change a shock;
undergoing
recrganization to
install matrix and
add competitive
market posture and
reducing staff.

Crrganization
Structure

Matrix.

Mailrix in some
areas; praduct lines
act as quasi divisiens,

Matrix in some
areqs.

Divisional; unitary
hierarchy within
division; some ceniral
officers.

Functional
organization;
currently overlaying
matrix of regions
and markets,

Information Flow

Decentralized.

Mixed.

Mixed.

Centralized.

Centralized.

Communication
Emphasis

Culture

Emoticonal Climate

Free,
herizontal.

Clear, consistent;
favars individual
initiative,

Pride in company,
team feeling, some
burnout.

Free,
horizontal.

Clear, though in
transition from
invention emphosis
to routinization
and systems.

Uncertainty
regarding
changes.

Moderately free,
horizontal.

Clear; pride in
company; belief that
talent will be
rewarded.

Pride in company;
team feeling.

Constricted,
wvertical.

Idiosyncratic;

depends on boss
and area.

Low trust; high
uncertainhy.

Constricted,
vertical.

Clear but
undergoing
changes; favors
securiby,
maintenance, and
proftection.

High uncertainty,
confusion.

Rewards

Abundant; visibility,
chance to do more
challenging work in
the future, and get
bigger budget
projects.

Abundant; visibiliby,
chance to do more
challenging work in
the future, and get
bigger budget
projects.

Maoderately
abundant;
conventional.

Scarce; primarily
monetary.

Scarce; promotion
and salary freeze;
recognition by
peers grudging.

Source: Reprinted by permission of Harvard Business Review. From “Middle Managers as Innovators” by BR. M. Kanter, July=August 1982, p. 103

Copyright @ 1982 by the Harvard Business Schoaol Publishing Corporation; all rights reserved




EXHIBIT 9.4

Management Factors and Stages

Critical to
the company
growth

Important but
manageable

Somewhat
irrelevant
or natural

by-product

People,
planning and
systems

-

Owner's ability
to delegate

— —

— e —

Owner/manager’s ability to do

#
#

e ——————
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I 1
Conception/ Survival
existence

11
Profitability/
stabilization

Profitability/
growth

VI
Maturity




Other Leader Competencies

Marketing
Market research and evaluation
Marketing planning
Product pricing
Sales management
Direct selling
Service management
Distribution management
Product management

New product planning




Other Leader Competencies

Operations/Production
* Manufacturing management

Inventory control
Cost analysis and control
Quality control
Production scheduling and flow
Purchasing
Job evaluation




Other Leader Competencies

Finance
* Raising capital

Managing cash flow
Credit and collection management
Short-term financing alternatives
Public and private offerings
Bookkeeping, accounting, and control
Other specific skills




Other Leader Competencies

Entrepreneurial Leadership
Problem solving
Communications
Planning
Decision-making
Project management
Negotiating
Managing outside professionals

Personnel administration




Other Leader Competencies

Law and Taxes
* Corporate and securities law
Contract law
Law relating to patent and proprietary rights
Tax law
Real estate law
Bankruptcy law




Other Leader Competencies

Information Technology
* Information and management systems tools.

* Business to business, business to consumer,
business to government, all via the Internet

* Sales, marketing, manufacturing, and
merchandising tools.

* Financial, accounting, and risk analysis and
management tools.

* Telecommunications and wireless solutions for
corporate information, data, and process
management.




Slicing the Founder’s Pie

How much stock ownership should go to whom?

* Share the wealth with those who help to create the value and
thus the wealth

* Realize a harvest of at least 5 to 10 times the original
investment

* Make sure the company prospers and grows thus creating a
huge, shared pie




Consideration of Value

Idea

Business plan preparation

Commitment and risk

Skills, experience, track record, or contacts
Responsibility




EXHIBIT 1
Classic VC Investing Process

Establish fund
Target investment opportunities

Raise capital for investment

|

Generate deal flow
Identify new and yvoung companies with high potential

Screen and evaluate deals

Valuate and negotiate
Structure deals

Add value wvia

Strategy development

Active board membership

Outside expertise

Later-round investors

Other stakeholders, management contacts and

access to info, people, institutions

Typically

5- to 10-year I
windoww

Craft and execute exit strategies:

Sale

PO

Merger
Liguidation
Aldliances




EXHIBIT 2

Flows of VC

Investors
* Provide capital

Venture Capital Firms

Identify and screen opportunities
Transact and close deals

Monitor and add value

Raise additional funds

Portfolio Companies
* Use capital

Gatekeepers ‘
1% annual fee| 2%-3% annual fee

Limited Partners

Pension funds
Individuals
Corporations
Insurance companies
Foreign

Endowments

{

General Partners
A

15%-25% of capital gains

Return of principal plus
75%-85% of capital gain

|POs/mergers/alliances

T

Entrepreneurs

Opportunity
—Recognition
—Creation
—Execution

e Value creation
e Harvest

Equity —=

Note: These exhibits are discussed further in Chapter 14, Obiaining Venture and Growth Capital.




EXHIBIT 3

Funds, Fund Commitments, and Average Fund Size

Venture Capital Buyout and Mezzanine

Average Average
Fund Total Fund Total
First-Time  Total Size Raised First-Time  Total Size Raised

Year/Qtr  Funds  Funds  (Smil)  (Shillions)  Funds  Funds  (Smil)  (Shillions)
1994 25 138 56.5 7.8 31 103 202.9 20.9
1995 36 155 63.9 9.9 32 105 253.3 26.6
1996 54 163 /4.2 12.1 38 112 300.9 33./
1997 79 232 76.3 17.7 39 140 355.7 498
1998 82 277 109.7 30.4 42 166 386.1 64.]
1999 424 139.5 59.2 44 157 410.8 64.5
Q12000 165 132.1 218 9 42 300 12,6
Q2 2000 183 168.3 30.8 10 50 212 10.6

Source: National Venture Capital Association (hitp://www.nvea.org/nvea2_11_02.himl).




EXHIBIT 4

Due Diligence on New Funds

The Business

What is the overall strategy?

s there a market opportunity, and can it be executed in
the current market environment and during the expected
commitment period?

Has the team articulated a strategic and operating business
strategy for portfolio companies?

Do they have a viable exit plan®@

Probably most crucial: How has the general partner group
demonstrated that they will be able to add investment value
to their portfolio companies?

The Team

Do the general partner and the team have the requisite
private equity investing experience and resources to execute
the strategy?

WYWill the team have access to deal flow within the stated
strategy®©

Is the team stable?
Has the team worked together before?

Do they have a common view as to how they will run the
businesses?

Do they have a meaningful track record in the stated strategy?




EXHIBIT 5

GSA Evaluation Process

GROVE STREET
ADVISORS, GSA EVALUATION PROCESS

Soft circle
Proactive subject to . . . Monitoring and
(Site visits, industry Screening Due Diligence | Value Addition
contacts, etc.) /\ * Internal and external Advisory boards—
¢ Placement - : R .
materials First Meeting reference checks Legal primarily new/emerging
Triage/feedback/ * Portfolio ; Review/ Staffing—at fund and
e |ndependent - _
timing performance Close portfolio company

reference * On-site visits Deal flow/
checks

Reactive

(Public relations, * Negotiation of key co-investment
terms | Other support

placement agents)

Don't know

_ Issues are . . .
Quick no

with helpful
feedback

Typically 2 to 3 weeks Typically 3 to 4 weeks
Can be 2 to 3 days Can be 1 week

In style and substance similar to that of
a first-class private equity firm

Over 85% of GSA's relationships initiated proactively
Most due diligence via GSA's proprietary contacts
Virtually all meetings conducted by GSA's partners
Usually a quick answer with clear helpful feedback

. ® & @

Source: Used by permission of Grove Street Advisors, LLC.




EXHIBIT 6
Life Cycle of Private Equity Managers

44| GROVE STREET L/iFE CycLE OF PRIVATE
ADVISORS, ¢ EaquitTy MANAGERS
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Source: Used by permission of Grove Street Advisors, LLC.




EXHIBIT 7

Gatekeeper Dilemma

TRADITIONAL GATEKEEPERS

N EET‘,’E EERSEET ARE ALMOST FORCED BY POLICY TO
ks INVEST WITH LOWER-POTENTIAL TEAMS
Emerging funds Usually limited space for new
are too small, investors, and traditional
too difficult, and gatekeepers generally not
moving too fast to welcome

be worth the effort

Not
prudent
3 Ul 3 Established
tl meh
funds

Expected performance ——> k

Fund | Fund II Fund ...
Time >

Source: Used by permission of Grove Street Advisors, LLC.




EXHIBIT 8

Critical Issues and Development Stage

‘-a GROVE STREET THE CRITICAL ISSUES VARY
BV SRS o BY STAGE OF DEVELOPMENT

>

New/Emerging Teams =
(Evaluation is key!)

Verification of key \

individuals, past
performance and/or

Evaluation of team’s
recent, mostly unrealized,
portfolio’'s performance

Ability to judge the
viability and repeatability
of the proposed

investment strategy/

ar
-]
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| -
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—_—
, -
a
a1
]
a
——
]
a
o 1
>
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Proven Teams
(Access is key!)

An approach that can gain
access at the expense of
existing investors

= Value addition

» Respected process

» Peer relationships

Ability to determine
how stable the team will

wm next 5 to 10 ye?

Time

Source: Used by permission of Grove Street Advisors, LLC.




EXHIBIT 9
Meeting Notes

Agenda—Introduction and Strategy Session LRt o S
5:—-""-£a:lﬂ'r‘"

Date: July 24, 2000
.
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Partner meetings — ;e
FPortfollo management — » swd / duckoa

Review draft budget - ree—bi- ( ot i —— i

Discussion of fund-raising strategy
= First close goals —
= LP targets and amount for first close
- Placement agent? — e .~

— ii-"-'{;'f;.,f g o T
e e
e = e -t 1‘;:-—]"1—"‘- —— "LM" - Le T
Open issues for the team - -*’-_-;‘_;f_q-g‘__){:“/‘ P
MNext steps L s il e Tfadngs gt
Sdmdeqic — o  Decision on deing it with or without Wind Point = sty et Teeny Wl
Flaardraim Timing for other decisions S e e =
PPM draft—need team resumes and track record info
Side fund-—executive recruitment
Fick counsel—for mgmt company, GP&LP documents -
Megotiate economics — A e veed oo nlns amd s Fock sglrespess
Start-up logistics — .-rd,,.-'...u:.’:'f'lg cariram & e
Firm name? - fapud ...




EXHIBIT 10

Start-Up Estimates

October 2000 to October 2001
wWVariable Expenses

Salaries O, 000!

Legal 44,000

Travel 20,000

Rent &2, 5002

Phone 10,000

Postage and printing 14,000

Meals 10,000

Entertainment 20,000
$270,500

Fixed Expenses
Computers,/ networking /printers 40,000
Phone system 20,000
Office supplies 5,000
O fHfice furniture 50,000
$115,000

Total start-up expenses $385,500

' Salaries: Three partners @ $40,000 each. Half salary for six
months.

2 Rent: 2,500 square feet @ $25/sF.
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