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Investment Readiness 
The new tool for bringing equity markets and 
high growth SMEs together at an early stage. 

 
David N E Rowe 

 
Summary 
 
Successful strategies to assist high tech Start Ups and early stage SMEs require a 
blend of relevant business assistance measures and financial instruments. A recent 
and very powerful ingredient to be added to the equation for helping these 
businesses to successfully raise the finance they need is “investment readiness” a 
highly directed form of business support. Now that private capital markets are once 
again showing signs of life the new technique of investment readiness when added to 
other basic financial instruments is proving a powerful tool for lifting the numbers of 
businesses securing start up and early stage investment. 
 
 
The Background 
 
There are some commonly held misconceptions concerning the financing of high 
tech starts ups and SMEs. The first is that Venture Capital is the dominant financial 
instrument used either to get new high tech businesses started or to accelerate the 
growth of longer established high tech SMEs. It is not. The majority of Venture 
Capital is being used for management buyouts and increasingly private equity is 
being used to take larger businesses off the quoted markets to allow for easier 
restructuring and business development before being sold again. Only a very modest 
proportion of Venture Capital is now used for true high tech business start-ups. The 
Statistics from the British Venture Capital Association show that only about 2.0% of 
Venture capital invested in the UK is for start-ups. (1) See Table 1. The fact that the 
average investment for these start ups is about £0.5 million suggests that they are 
typically far larger than are seen at the door of most Science Park incubation centres. 
 
The second misconception is that all, or most, high tech start ups and SMEs need or 
can justify taking third party private equity. They do not. Many high tech businesses 
are service or consultancy based. For example the UKSPA statistics show that about 
25% of Science Park tenant business activities (See Figure 1) are service or 
consultancy based. In many of these cases the R&D is largely imported through the 
knowledge of the founders and the business set up costs small with relatively 
predictable cash flow because there are low fixed costs and little investment is 
required. Furthermore, throughout Europe, the owners of many high tech companies 
are not interested in relinquishing equity and do not want to grow their businesses 
beyond a few € million. When these factors combine – as they do in many instances - 
there is no case for the world of Venture Capital to take any interest, particularly at 
the start up and early stages. 
 
A third important misconception is that high tech start ups and early stage 
businesses have a clear view of their market and efficient channels that will get their 
product or service to market. The experience of most Science Park operators is that 
more often such companies show uncertain thinking and opportunism in their 
approach to generating early sales activities. 
 
Finally, there is the image that high tech start ups usually begin life with, or quickly 
acquire a highly competent management team who cover all the key skills the 
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business will need to operate and grow quickly. Unfortunately in Europe this does not 
seem to be the norm – although it is said to happen more often in the USA. 
 
Compare these misconceptions with the typical client who comes forward to a 
technology incubator or Science Park in the UK: 
 

• The R&D is either incomplete, sometimes hardly started and there has been 
no patent protection sought 

• The business is led by a single key individual, who either has strong technical 
skills or good commercial skills but not both 

• The founder(s) have just about used up all their own personal sources of 
finance. 

• They have received perhaps 2 or 3 rejections from Banks for finance and a 
further 5 or 6 rejections from Venture Capitalists.  

 
The Challenge 
 
Faced with this prospect the Incubator or Park manager has to decide rapidly 
whether a new business start up presenting themselves at the door of the Science 
Park is worth assisting or not. In many cases this judgement will be based on 
experience and how well matched the skills in the Park management team or their 
“Roladex” of contacts is in overcoming the early deficiencies in the company. If the 
gaps can be plugged for long enough it may be possible to build the business to a 
point where equity investment can be achieved. 
 
Several systems have been developed for evaluating or “scoring” early stage high 
tech business prospects. However, this is a separate matter that will not be 
considered in this paper. But, the output from these systems when added to a 
Science Park management team’s experience and access to expert advice on the 
technology and its market opportunity can give a powerful guide to the prospective 
upside potential for the business idea. If the answer to the evaluation of potential is 
encouraging, what then are the tools that can be deployed to take a start up or early 
stage business forward to the point of securing private equity? This is the question 
that this paper will address. 
 
For many Science Park managers in the developed world there has been a steady 
evolution in the provision of risk finance. We are all well aware that in the USA 
venture capital and business angel finance is far better established and more 
prevalent than in other parts of the developed world. The remuneration systems in 
the US also give rise to a tendency for mangers to accumulate greater wealth at an 
earlier age than in the older economies of Europe. When these factors are combined 
with a culture that applauds entrepreneurship and is generally enterprise friendly it 
makes for a winning formula for getting businesses started with reasonable financial 
backing. The Park Manager is there to orchestrate, network and serve as an honest 
broker in bringing the relevant parties together. However, anyone who has travelled 
around USA soon becomes aware that while the availability of risk finance is 
particularly good in some States (California and parts of New England) in other 
States the networks are less well populated with technology savvy business angels 
and early stage venture capital fund managers. This is exemplified by the 
observation from a study tour in 2002, which revealed that in St Louis, there was no 
local venture capital and most of the leading VC companies were disinclined to visit 
the area. Thus, when the new Bio-Medical incubator was established in the City 
through funding from Monsanto one of the key tasks of the Director of the project was 
to gather public and private sector partners together in order to stimulate the creation 
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of local VC funds. This led to the creation of four funds over the course of two or 
three years. 
 
The situation in most of Western Europe is more like the situation of St Louis than 
California and indeed because there is a far lower level of pro-business culture the 
situation is in fact considerably more difficult. Again this is best illustrated by an 
anecdote from the St Louis Bio-Med Incubator.  
 

“As I was leaving the St Louis Bio-Med Centre at the end of my visit there was a group 
of people gathering in the foyer. It turned out that this was a regular monthly gathering 
of local business people who had come to network with the start up and early stage 
businesses in the incubator.  I spent some 20 minutes or so talking to these business 
people and was impressed by their enthusiasm and genuine desire to help the 
incubatee companies. By the time I left it was still a quarter of an hour before the 
official start of the meeting and already most of the name badges had gone from the 
reception desk. I estimated that there were about 40 attendees. By comparison a 
similar regional event in the UK might attract half that number and then several would 
cancel or not turn up and most would be late. Furthermore, the level of buzz would be 
lower and expectations would be far more muted than those I heard from the business 
people attending the “meet the incubatees” event in St Louis.” 
 
 Author’s personal experience, September 2002.  

 
In more global statistical terms this is perhaps well illustrated by the far greater rate 
of business angel activity in the USA than in Europe. Even in the UK which is 
reported to have good Business Angel infrastructures the statistics show that rate of 
business angel activity per million population is between 2 and 10 times lower than in 
the USA. See Table 1 (references 2 and 3). Across Europe, the European Business 
Angel Network (EBAN) estimates that business angel activity is about 1/10th that of 
the USA. (4). 
 
Therefore in Western Europe we find ourselves having to create infrastructures that 
go some way towards creating a supportive environment for businesses with high 
growth potential. These infrastructures are seldom as effective as the combination of 
private sector enthusiasm for business and the philanthropy towards enterprise that 
is typical in the USA – but without them the competitive potential of many start up 
and early stage technology businesses in Western Europe would be diminished even 
further by comparison with the USA.   
 
Some of the key infrastructures that are being increasingly developed and deployed 
include: 
 

• Soft finance for R&D – often in the form of a grant 
• Seed finance to enable initial trading operations to begin 
• Affordable (grant aided) business advice and mentoring 
• Good networking programmes 
• Business incubation programmes that bring together the above with 

affordable premises and common services. 
 
Essentially these and other programmes work on the “supply” side, improving the 
environment for the start up and early development of businesses with growth 
potential. However, such programmes often fail to address the next stage in the 
development of the business, which is preparation for taking on private risk capital. 
While many small, growth minded businesses in Western Europe argue that there is 
an inadequate supply of risk finance, VCs and Business Angels often argue that 
there is plenty of finance but too few worthwhile and well structured business 
investment propositions for them to consider (7). Therefore, one of the key elements 
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of infrastructure that has been largely missing until recently has been mechanisms to 
improve the “demand” for private risk investment by helping growth minded smaller 
businesses to address equity markets. This is known as “Investment Readiness” and 
involves preparing a business so that it reaches in a state where the holders of risk 
funds will seriously consider investing in it. 
 
Research in the UK undertaken by Mason and Harrison (6) identified three main 
barriers to increasing the take up of equity as a means of funding business growth. 
These are: 
 

• Equity Aversion: the owner / manger’s attitude towards risk finance reflected 
as a reluctance to “share” ownership of the business with a third Party 
because of the implications they perceive for loss of control. 

 
• Investability: The extent to which the business meets the requirements of 

external investors. This relates to a range of attributes of the business 
including the strengths and experience of the management team, the 
potential of the businesses to grow, the realism and deliverability of the 
business plan, competition in the market place, the means by which the 
investor can secure a return, amongst others. 

 
• Presentational failings: while investability relates to the substance of the 

proposition problems can also arise for a business seeking to access equity 
markets if the presentation of the proposition is inadequate or inappropriate 
even if the underlying proposition is sound. This is usually reflected in a 
poorly constructed and presented business plan and a weak oral presentation 
at investment fora.  

 
 
An investment readiness service should address each of these issues to help a client 
company reach the point where it can put a serious investment proposition in front of 
the private equity market with a reasonable chance of securing the investment it 
needs. 
 
 
Investment Readiness 
 
During late 2002 and early 2003 several investment readiness projects were piloted 
by the Small Business Service in the UK and then evaluated by the Consultants 
SQW (5). 
 
The different services piloted involved a mix of activities including: 
 

• Information and awareness raising seminars 
• Assisting business to write or re-write their business plan ensuring that the 

investment offering was clear and potentially of interest to the private equity 
market. 

• Conducting training programmes in groups to educate the business founders 
about what investors look for and what that means for their business, how to 
improve their business plan and how to present it well. 

• Providing 1:1 advice and coaching assistance to the business covering all of 
the above and going on to help the business to address the key weaknesses 
it faces in accessing equity markets. 

• Investment networking to attract investors 
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These services appeal to businesses at different stages of their life cycle. Business 
plan development along with some limited counselling about what investors are 
looking for is relevant to those businesses that have a well-formed management 
team and a trading track record. The training programme approach can be used 
either as a means of generating greater awareness of the issues after which 
companies can follow a self-help route or seek further business support advice to 
prepare themselves for accessing the risk capital markets  
 
The evidence of the SQW report is that all these services in different mixes can and 
do produced improvements in the number of businesses accessing risk finance. 
However, the report found that there are certain ground rules that investment 
readiness services needed to adhere to carefully if they are to be effective: 
 

• Investment readiness is not a short-term intervention – it requires long-term 
commitment to become embedded in networks and to provide support to 
businesses at the point when they are ready to seek equity. 

• Continuous awareness raising is necessary in order to educate and recruit 
businesses at appropriate stages of development. Well-established referral 
networks have proved to be more productive than public seminars. Where 
intermediaries are used in referral networks awareness raising and training of 
intermediaries improves the quality of referrals  

• Both group and individual delivery models have merit but individual delivery is 
essential for certain elements of the process of making a company investment 
ready 

• The involvement of potential investors in delivering the support adds 
credibility and realism 

• It is essential that sufficient time is allowed for businesses to complete the 
investment readiness process 

• The delivery team is the critical success factor in terms of their expertise, 
experience, reputation and access to appropriate specialists, networks and 
investors. 

 
The University of Warwick Science Park Methodology 
 
Starting in 2003 and throughout 2004 the University of Warwick Science Park took 
these ideas and refined them further. The new model was designed around a small 
team already well linked to the Business Angel and the regional Venture Capital 
investment market. The Science Park had run its own Business Angel network for 11 
years up to 2003 and over that period had helped to broker about 45 investments. 
The same team had also established good working relationships with several London 
based Venture Capital companies and most of the regional VCs. 
 
Based on the experience the Science Park had gathered in brokering Business Angel 
and VC investments it was felt that its typical clients suffered most from weak 
“investability” and that therefore our methodology should concentrate on developing 
the client business to the point where it is investable. From experience, it was also 
realised that most of the clients would be start up or early stage businesses and 
typically would have low or nil cash reserves. Experience had also shown that clients 
are very sensitive to investment issues relating to their company and that it is 
essential to ensure that trust exists at all stages of the investment readiness process, 
including the recruitment stage. With this profile in our minds we established a 
programme that was built around: 
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• A referral network approach to attracting clients. i.e. working through 
intermediaries often already known to the client. 

• A 1:1 mentoring approach to assessing and working with the company – 
provided at minimal cost to the client i.e. building up a good working 
relationship based on mutual respect. 

• A significant tranche of resources that would enable us to bring in interim 
managers, professional advisors, marketing expertise etc as necessary 
including some seed funding. 

• Direct access to and involvement with the business angel network and VC 
funds as soon as the client’s business mentor deemed the business to have 
reached a position of investability. 

• Where appropriate, providing clients with coaching in presentations at 
investment forums and help in improving the presentation of business plans. 

 
Although, these activities cover the full spectrum of business assistance seen in the 
SBS pilot programme, they go further with the strong emphasis on client business 
development supported by the ready availability of a range of subsidised business 
support measures designed to enable the entrepreneur to evolve their business with 
minimal administrative effort. The seed fund, which is directly linked to the investment 
readiness programme, has also proved to be particularly effective.  
 
The funding for this programme came mainly from the UK Department of Trade and 
Industry via Advantage West Midlands (the regional development agency) but also 
from the European Regional Development Fund via the West Midlands Government 
Office. 
 
The Client Journey 
 
The aim of the methodology is to take the client through an assessment and 
development journey which will result in them either securing investment finance or 
feeling that they are better equipped to survive or develop without equity investment. 
The process starts with the investment readiness team establishing with clients what 
they need to do to overcome any weaknesses that are likely to be a significant 
deterrent to equity investors. This is established as an action plan, written down and 
agreed between the business owner and a mentor from within the Park’s team. 
 
From this point, according to what has been agreed in the action plan, the business 
can access one or more of the following: 
 

• R&D grants (typically up to €65,000) from regional sources under a national 
programme to help a company complete its product or service development 
programme. 

• Subsidised business advice (total cost up to €5,000) for marketing, technical 
assistance, business planning, intellectual property advice etc. 

• 50% of the cost of an Interim Manager with the key kills necessary to resolve 
a major weakness in the company (total cost up to €15,000). Lack of 
management time and specialised management skills is a major problem for 
many early stage businesses. This means that in some cases simply 
providing advice or knowledge to the client business is insufficient as they do 
not have the time or skills to employ the knowledge / advice. They need an 
experienced manager to work in their company for a period to deliver new 
systems, sales, etc.  

• An investment of up to €70,000 from a seed fund operated by the Science 
Park known as the  “Concepts Fund” (in which the fund takes equity in the 
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company) to provide working capital to enable the company to reach a higher 
trading level, or to a level of development where it is far more likely to secure 
a significant equity investment. 

 
Businesses successfully completing their action plans are introduced to the private 
equity markets through their Science Park mentor. As described above, the Science 
Park has ready access to Business Angels in the region, venture capital companies 
and regional “elevator pitch” and investment forums, which together provide an 
extensive network of opportunity for syndicated as well as individual investments. In 
several cases the Concepts Fund has played a pivotal role in securing an investment 
package. 
 
Not all businesses reach investment ready status. For some businesses the early 
stage of developing the action plan brings them to the conclusion that their own 
“equity aversion” is too high in relation to the possible benefits they can see from 
securing equity. However, even for these companies there are often significant 
benefits from the experience as they take many of the lessons from the action 
planning exercise and use it to evolve a business model that is sustainable on a 
lower growth trajectory that does not require any equity investment. 
 
A few businesses fail to pass the targets, milestones or criteria that are set in their 
action plan – but like the first group invariably come out of the investment readiness 
process enriched from the experience. A further few achieve the goals of their action 
plan, but despite mentoring on expectations, approach the market with unrealistic 
price expectations and come away disappointed. One of the hard lessons is that in a 
small regional market it is seldom possible to take the same proposition back to the 
market at a lower price. In reality there is only one chance to secure investment at 
any given stage in a company’s development and the offering has to be attractive. A 
second chance only comes once the company has moved forward in some 
substantive way and the offering is therefore intrinsically different with a lower risk 
profile. 
 
Approximately 35% of the companies that enter the mentoring phase of the 
programme receive one or more offers of equity investment and secure the 
investment they are seeking.  
 
Programme Outcomes and Comparisons 
 
The first nine months of the programme starting in March 2003 confirmed the SQW 
report findings that it was essential to be patient and see investment readiness as a 
long-term intervention. In the early stages the main activity revolved around stocking 
the pipeline with clients with no investments being generated. It also took several 
months at the start of the programme to establish the “Concepts” seed fund as a 
separate organisation with its own fund manager who was not a part of the business 
support team who were mentoring, advising or supporting clients. This was done 
deliberately to ensure that those advising or helping clients were not also faced with 
the conflict of interests of being called upon to make investment decisions about the 
same businesses.  
 
Once the first clients reached the action planning stage it was also confirmed that as 
anticipated, many clients had substantial development needs that would take a year 
or more to achieve. Therefore, the opportunity to bring clients into contact with the 
equity markets only really started after the first year of the programme and did not 
gain momentum until half way through the second year. But from then on a steady 
stream of investments have materialised.  
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By March 2005 the programme had been fully operational for about two years and at 
this point had achieved 50 different investments in 27 separate companies. A straight 
comparison with the business angel activity over the previous eleven years as shown 
in Table 3 indicates a remarkable rate of increase in the rate at which investments 
were being secured through the work of the investment readiness programme. 
Whichever way the table is read the message is clear this Investment Readiness 
methodology helps the typical small knowledge based company that presents itself to 
a Science Park at the critical first funding round stage when the amount of equity 
being sought is low and the investment risks are particularly high. 
 
Without the Investment Readiness programme the Science Park was only able to 
help about 3.6 companies per year on average with typical first round investments of 
about €250,000. With the IR programme this has risen to an average of 13.5 
companies per year through 25 investments pa totalling an average of €178,000 per 
company.  
 
The outcome of the programme to date is that over 30% of the equity investments 
made by the Regional Early Growth Fund (supplying Venture Capital up to €150,000 
in the region where the Science Park is located) and over 10% of the investments by 
the Regional Growth Fund (supplying Venture Capital up to €700,000) have come via 
the Science Park’s investment readiness programme plus a number of Business 
Angel Investments several of which have been geared up by Bank debt. 
 
A comparison with the UK Small Business Service (DTI) funded projects is also 
revealing although the results are not strictly comparable. The DTI demonstrators 
were performance measured at about 18 months whereas the Science Park results 
fall at the 24 month point. However, the recorded results for the demonstrator 
projects anticipated some investments to come while the Science Park results do not. 
In addition the Demonstrators were heavily biased in favour of London, the South 
East of England and Cambridge where equity investment is generally recognised as 
being most available and accessible. 
 
The DTI Demonstrators can be divided into those projects that largely offered 
awareness raising, diagnostic reviews and business planning and those that also 
offered significant in-depth 1:1 assistance. The comparison in Table 4 is restricted to 
this latter group of Demonstrators, which included four projects, since this is more 
representative of the nature of the work undertaken in the Science Park scheme.  
 
The Analysis in Table 4 shows that the Science Park investment readiness 
programme compares well. Both in terms of absolute numbers and the conversion 
rates from initial contacts or those intensively assisted. Only one of the 
Demonstrators achieved comparable numbers of businesses receiving investment 
and that was a London based project. Even in this case the Science Park project 
exceeded this project in terms of both the number of equity investments received and 
the conversion rate from in-depth assistance to equity investments. Against the three 
other demonstrators the Science Park project operated at significantly higher 
conversion rates and at 3 – 4 times the scale of investment activity. 
 
Conclusions 
 
The main conclusion is that for the typical start up and early stage knowledge based 
business seen at the door of a typical science park incubator, the methodology 
described in this paper works well. The quadrupling of the rate at which clients of the 
Science Park achieved investment is highly significant. The costs of the professional 
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assistance to the clients were also higher than for the previous programmes but not 
by a factor of four. Furthermore, arguably the company development assistance that 
each client received was something that they needed anyway and might otherwise 
have received but without being given the opportunity of accessing equity markets. 
Therefore, total cost per investment achieved before and after the investment 
readiness programme started is not strictly meaningful. The programme also 
achieved results that compare well with Demonstrator investment readiness 
programmes that, in the main, were far more favourably located within the UK 
 
More established SMEs with more rounded and experienced management teams 
might well be served better by an investment readiness methodology oriented around 
awareness and training and a presentation review type of process. This would be 
primarily aimed at addressing the Mason and Harris “equity aversion” and 
“presentational failings” in these types of client who will typically have fewer of the 
“investability” issues faced by the typical start up and early stage high tech or 
knowledge based business. 
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Table 1  
Venture Capital Investment Statistics in the UK, average data the years 2002 – 
2004 
 
 
 Start Up Early Stage Expansion Management 

Buyout 
Number of companies 
financed 

180 246 557 185 

Total Amount Invested £89 million 
 

£191 million 
 

£795 million 
 

£2944 million 
 

Proportion of total VC 
Investment 

2.2% 4.8% 19.8% 73.2% 

Average Investment per 
company 

£0.5 million £0.8 million £1.4 million £15.9 million 

 
Reference: BVCA Annual Reports on Investment Activity for the years 2002, 2003 
and 2004 
 
 
 
 
 
Table 2 
Comparison of Business Angel Activity in the USA and UK 
 
 USA and UK 

Angel 
Statistics 

Activity rate per 
million of 
population 

Ratio of  
USA / UK 

Number of Business Angels    
USA 400,000 1540 2.6 – 5.2 
UK 20 - 40,000 300 – 600  
Annual Angel Investments    
USA $30 – 40 bn $115 – 153m 4.0 – 11.0 
UK $0.9 – 1.8 bn $14 – 28m  
Number of Investments per year    
USA 50,000 192 2.0 – 4.0 
UK 3 – 6,000 48 – 96  
 
 
Reference: EU DG Enterprise Report “Benchmarking Business Angels” November 
2002 
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Table 3 
Outcomes and Comparisons for the University of Warwick Science Park 
Investment Readiness Programme 
 
 
 
 Before IR Programme 

Over 11 years 
With IR Programme 
Over 2 years 

(a) Absolute values   
Number of companies receiving 
investment 

40 27

Number of investments to make up 
above investments 

45 50

Total investment €10,000,000 €5,000,000
Average investment per company €250,000 €178,000
(b) Comparative Rates of Investment 
Companies invested pa 3.6 13.5
No. Investments pa 4.1 25.0
Rate of Investment pa €900,000 €2,500,000
 
 
 
 
 
 
Table 4 Comparisons Between (a) the Science Park Investment Readiness 
Programme and (b) those SBS Demonstrators with a significant In-Depth 
business assistance activity. 
 
 
 
 Number of: Number of companies securing: 
Activity Levels Contacts / 

Awareness 
raising 

In-Depth 
Assistances 

Investment Equity  Other 
investments 

Average per 
SBS IR 
Demonstrators 

183 27 8.2 3.5 4.7 

Science Park 
IR Programme 

176 79 27 18 9 

   Percent of companies converted from 
Conversion 
Rates 

  contact to 
investment 

in-depth 
assist to 
investment 

in-depth 
assist to 
equity 

Average per 
SBS IR 
Demonstrator 

183 27 4.5% 30.6% 13.0% 

Science Park 
IR Programme 

176 79 15.0% 34.2% 22.8% 

 
Reference: ) Evaluation of the Investment Readiness Demonstration Projects and 
Fit4Finance, SQW Report to the Small Business Service (SBS), UK, June 2004 
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Figure 1 Main Business Sectors Represented on UK Science Parks 

 
 
 
Reference: UKSPA Statistics, 2004. 
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