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Workstream 3
IMPROVING ACCESS TO CAPITAL
Overall Objective

Our goal is to create an entrepreneurial ecosystem in Scotland which ranks much higher in any global attractiveness index – with particular reference to ready access to capital and debt and the more efficient recycling of capital.
Our target is that, by 2014, Scotland will have grown an ICT investment ecosystem that is capable of funding ventures from their early stages through their lifecycle to exit.  In particular we will have closed the current perceived £30 - £300 million funding gap that inhibits ventures achieving global scale from Scotland.

Impact

The existence of such funds will provide Scottish ICT entrepreneurs with competitive sources of capital required to grow companies internationally and will move the perception of Scotland towards being a technology hotspot.

Direction of Travel

We want to foster an environment in which there is greater co-investment between the various sources of investment.  If we do this successfully, there will be acceleration in competition for deal flow and many more examples of “Home Run” deals that will emerge from Scotland’s universities over the coming years. There will be a healthy, active and growing entrepreneurial community with a much larger percentage of “repeat” entrepreneurs that, while having made substantial fortunes already, are starting companies again, mentoring the next generation of entrepreneurs and actively investing as angels in a variety of deals other than their own. Our target is that many more of these companies will achieve successful public listings and there will be a marked increase in M&A activity. Scotland will become recognised as the Number 1 place in the world for investors to come to make a substantial return on their investment in the ICT sector.

To achieve this, it is also essential that we concentrate our efforts on ensuring our Scottish-based ICT businesses are ready to contend in the highly competitive international arena for these highly mobile funds.

First Steps

Our initial aim is to benchmark and baseline the existing access to capital environment in Scotland and to set challenging, but realistic targets to improve this aspect of the ecosystem.   

Delivery Partnerships – Improving Access to Capital

	TOPIC
	LEAD
	SUPPORT

	Improving access to capital

	Set 2010 baseline and establish 2014 targets 


	SE
	Existing VCs/angels

	Increase access to capital as per the targets.


	SE
	Existing VCs/angels, SE,, Globalscot

	Improve investor readiness
	ScotlandIS
	SE

	Improved access to deal flow and promote collaboration.


	SE
	ScotlandIS, existing VCs/angels


Details of Workstream 3 – Improving Access to Capital

SET 2010 BASELINE AND ESTABLISH 2014 TARGETS (W3.1)
Objectives
Company growth depends on having access to capital that understands how technology companies work, and can bring experience and contacts to bear. Properly base lining this environment and setting realistic but stretching future targets is therefore fundamental to the Scottish ICT Industry Strategy.   

Below is a first attempt to articulate the key metrics, existing parameters and future targets:

1. Access to Funds:

· Angel Investment 

Currently believed to be well-served.  Target of increasing angel investment by 30%.  There are believed to be good statistics available in this area and it was highlighted that the co-investment fund provided by SE was critical to future success in this area.  

· Venture Capital 

This area is harder to baseline and less well understood.  There are currently only a small number of VC funds resident in Scotland.  In addition, VC funding is critical in the £30-£300 million funding “gap”. Target of increasing VC investment by 60% (6 new VC funds resident or with strong links to Scotland by 2014).  Most of these will be based in London but some of these funds will be headquartered in the US, Asia and Continental Europe.

· Debt 

It was believed debt financing in real terms is currently at a historic low and that historical statistics would be available to indicate this baseline.  It was felt that our target should be levels of debt financing by 2014 equivalent to 2007.  It was felt that the Scottish Co-Investment Bank or equivalent bank sourced debt would become significant in this regard. 

· Co-Investment 

The importance of the co-investment fund has been mentioned above.  Target to increase re-investment rate of this fund.  In addition there was felt to be a broader need to achieve syndicated deals involving Angels, VC and Debt. It was felt this would allow the more effective use of financial assets by smoothing the investment pathway for ventures (e.g. accelerating exits through IPO and M&A) and thus more quickly releasing skills and financial resources for early stage ventures.

· Corporate Venture Funds and Investors 

This source of finance is believed to be very low at the moment and an increased involvement from these sources was felt to be both beneficial to the ecosystem and indicative of achieving our goals.  There was discussion about engaging more strongly with local corporate organisations to mutual benefit (e.g. Standard Life).          

2. Number of New Deals (Raising Capital Events)

It was believed that statistics were readily available and that 09/10 would be a very low base. There was also a debate around the nature of these deals e.g. new or refinance.  We need to set a realistic target based on a known baseline. This target could be perhaps 50% higher than the baseline, but we need to gain consensus around this. 
3. Increase the Size of Deals Done:

It was believed that statistics would exist in this area and our best guess that the “average” (median) was £0.5 - £1 million at the moment.  It was felt that the existing median deal size should double by 2014.  

Summary 

More integrated funding is required to support technology companies in Scotland. A much better statistical base needs to be established and maintained.  While “more” is the overarching objective it is not in itself enough.  There are specific funding gaps that need to be closed to allow ventures to grow.  Capital needs to be recycled more quickly and the limited resources available worked harder.  The capital markets available to Scottish ICT companies do need to be bigger – but they also need to be leaner and fitter to allow us to prosper in tough times.   

To attract additional capital funding to Scotland we need to be acknowledged for our technology expertise and to a greater degree, our strong capabilities and business environment in the ICT sector.

Our proposal is to focus very specifically on the following targets (after more work when the baselines have been fully validated and agreed).  

All by December 2014:   
· Access to funds – 3 new VC funds resident in Scotland with a further 3 VC funds non-resident but with strong links to the Angel / Investor community and all having participated in at least one deal.
· The Scottish Co-Investment Fund achieving the IRR of 22% (the average rate of return on UK angel investment) on their existing and new investments and hence enabling a recycling of capital.
· Corporate Investment Funds or equivalent participating in 10% of deal flow.

· 10 “new and sustainable” (however defined) deals per year involving syndication across the six sources of funding defined above.    
· The number of deals (new and refinance) double the number of 2007.

· The median value of these deals being double the size of 2007.  
ESTABLISH NEW FUNDS (W3.2)

Objectives
Company growth depends on having access to capital that understands how technology companies work, and can bring experience and contacts to bear.  Increasing visibility of the emerging Scottish ecosystem to new domestic and international investors alike will raise global awareness of Scottish opportunities and increase the likelihood of investment in Scotland. By increasing the demand to provide investment funding in Scotland, the cost of achieving successful funding for Scottish business will be reduced. 
We aim to ensure that globally ambitious technology companies in Scotland gain access to high quality corporate finance/legal advice irrespective of source – much of this will be based in London or elsewhere.
Delivery Proposals
· Identify and target VCs and investors, both nationally and internationally, likely to consider investing in Scottish technology opportunities, focussing specifically on funding gaps and later stage funding that can replace VCs or Angels as a company matures.

· Develop and market a Scottish proposition based upon factors such as access to a range of excellent technology opportunities for investment. 
· Raise awareness of Scottish technology investment opportunities through e.g. the provision of regular analyst coverage to target investors, participation in appropriate focussed conferences and events.

· Investigate development (or collaboration with an existing body) of an “investor forum” where Scottish-based companies can pitch their ideas to attract new investment.  
· Create opportunities for interested investors to experience the Scottish opportunity for themselves. 

· Explore ways in which institutional and government funding can be brought to bear and recycled more efficiently.

IMPROVE INVESTOR READINESS (W3.3)
Objectives
Our early stage technology companies are competing for highly mobile funds and therefore need to be able to compete successfully within an international market for investment funding. Without helping companies to become more investable, we will struggle to attract new capital funds into Scotland.  We must strive to become a technology hotspot.  

We aim to improve the overall attractiveness of Scottish propositions by ensuring that the quality of the commercial component consistently matches that of the technology proposition.  We will also support the creation of compelling and investable management teams that are based in Scotland.
Delivery Proposals
· Establish a “Start-Up University” that teaches the broad skills necessary to enable successful start-ups.
· Investigate delivery of workshops to increase investor readiness of companies.
· Provide mechanisms for new entrepreneurs to learn from successful ICT entrepreneurs on how to build a compelling business plan and investor pitch.
· Use mechanisms such as Globalscot to establish a “Goodwill” programme with top tier VCs who agree to participate periodically in “Preparing to Pitch” workshops, and facilitate opportunities to pitch for Scottish entrepreneurs.

· Undertake “Product Marketing Tours” or Learning Journeys for SME CEOs to large potential ICT customers in Asia and/or North America.
· Continue to provide the Saltire Fellowship as a means to provide intensive internships for exemplary candidates as a training ground for future managers of technology companies.
· Develop programmes that can deliver skills such as M&A execution and achieving public listings for companies growing beyond the start-up phase.
· Develop a long-term recruiting effort to attract both ex-pat and foreign entrepreneurs to become involved in early-stage Scottish technology business of high-growth potential.

CREATE A CENTRAL ECOSYSTEM WEB PORTAL (W3.4)
Objectives
It is currently difficult for the various players in the ecosystem to interact efficiently. (Such interactions include syndication opportunities, acquisition opportunities, the matching of investees with investors and sourcing of appropriate entrepreneurial talent.)

A central Web-based resource, by which all current and future participants in the ecosystem can connect, will efficiently and systematically enable such interactions and raise overall awareness of the Scottish opportunity. Such a network should not be restricted to the ICT sector alone, and should instead provide a common focal point for Scottish technology growth businesses.

Delivery Proposals
· Set up as a live ‘social’ Network - like LinkedIn, Facebook, etc., with Scottish entrepreneurship and investing as its central theme.
· Ensure that the Network provides a common focus for the Ecosystem, with information and connections between entrepreneurs, would-be entrepreneurs and angel networks, VCs, law firms specialising in technology start-up work, resources from public agencies, HR firms, etc.

· The Network should provide a “deal” platform through which businesses seek capital, advice and services; investors, angels, lawyers or consultants and provide a deal flow.

· The Network’s content, energy, interactions and usefulness will emerge from within the user base and not from the public sector and should be a dynamic, self-sustaining resource.
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