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Abstract Times are changing for venture capital in general and also for the life sciences: even without the weak 
economic situation in Europe and other regions a financing round with venture capital funds (VCs) 

presents a balancing act for start-ups. Drawing from existing legal practice as well as experience in the field, the article shows the 
investment process from the perspective of start-up entrepreneurs. Key insights on understanding the VCs’ needs are followed by 
recommendations on preparations for the campaign. Finally, the deal-making process is described, from sending in the business plan 
to entering a new collaborative relationship between the VC and the start-up company. 

How venture capital finds you

THE BALANCING ACT

Venture capital usually comes in to finance expansion and 
growth. From the author’s legal practice and business 
experience, finding venture capital is a balancing act for 
start-up businesses. This challenge is currently even bigger 
in times when Europe and other regions are showing little or 
no growth. The venture capital market has inevitably been 
affected. You shouldn’t compare today’s market with the 
market of the boom times. The boom times are over. This 
does not mean, however, that the venture capital market 
no longer exists (1). The chart below shows venture capital 
funding in the US biotech industry. The blue graph shows 
that quarterly venture capital funding currently stands at 
around 850 million US dollars. This is a slightly higher range 
than in the year 2000, which was a boom year for the 
entire venture capital industry. For the biotech industry the 
boom years were rather 2006 and 2007, with funding levels 
well above today’s 850 million US dollars per quarter. The 
red graph shows that the number of deals with companies 
fluctuates between 60 and 160 per quarter. However, there 
has not been a significant decrease in the number of deals 
that get venture capital since the boom years 2000 and 
2006-2007 (2).
In practice, four trends can be observed in the market for 
venture capital. Firstly, there is a substantial amount of 
corporate venture capital coming into the market. 
Corporate venture capital means venture capital funds set 
up and controlled by big pharmaceutical companies. Well 
known examples are GSK’s SR One, the Novartis Venture 
Funds, the Johnson & Johnson Development Corporation, or 
Astra Zeneca’s Medimmune Ventures (3). What is new is that 
more and more corporate venture funds have started 
focussing on strategic investments with a direct benefit for 

their parent companies. Corporate VCs increasingly ask for 
additional rights such as exclusive negotiations rights, license 
options, or co-ordination and co-operation in research and 
development activities. Classic VCs, which focus on financial 
return only, are not interested in such rights and are 
sometimes reluctant to concede such rights to corporate 
VCs. Secondly, financing rounds are getting smaller. Yes, this 
is an unfortunate truth. Pharmaceutical and biotech 
start-ups get less money and the money that they do get 
lasts for shorter periods. The management teams must start 
looking for new funding almost immediately after closing a 
financing round. Venture capital funds challenge the 
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Figure 1. Venture Capital in the US Biotech Industry from 2000 
to 2013.
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of CROs, and CMOs, hire 
additional employees, and get the 
consultants and key opinion 
leaders you need to further 
develop and market your business. 
Venture Capital firms will only 
come in once there is a clear exit 
plan. Possible exits are a 
management buy-out, an 
exclusive licensing or partnering 
deal with big pharmaceutical 
companies, a trade sale of all 
shares or assets of the company, or 
even an initial public offering at 
the stock market. 
What are VCs looking for? Your 
business plan should help you 
understand your own potential, 

limitation, and motivation. Create an attractive business 
model. Be realistic, but don’t be overly modest. Do your 
homework and analyse not only your own business idea, but 
also that of competitors, trends, partnering opportunities, and 
describe how you intend to continue managing the 
company while the business grows. A capable CEO and 
management team is probably the most important element. 
From my experience, a big part of the failed start-ups failed 
because the management team and the representatives of 
the VCs did not get along with each other. Then, the business 
model must be sustainable. For example, some start-up 
companies that create a new, innovative app for 
smartphones have a problem here as it is difficult to base a 
business model on a new, innovative app. Apps are often 
sold once, but generate no additional revenues after that. 
Coming up with further new, innovative ideas is a business 
model that might not convince. Just because an app hit the 
jackpot once, this does not mean this can be repeated 
multiple times. In the life sciences industry, it is usually easier to 
show a sustainable business model if there is actually an 
unmet medical need of patients, which will be covered by 
the start-up company.

PREPARE YOUR CAMPAIGN WHILE CREATING OPTIONS 

The investment process starts with your own preparation. 
Venture capital is usually available from VCs, CVCs, family 
offices and some regional banks. But first, you need to ask 
yourself whether you really want venture capital. Be aware 
that a new actor comes in and that this entails change: 
dilution of the founders’ shareholdings, new members in the 
board of directors, investors’ information rights, and 
additional paperwork, reporting and compliance costs. 
The most important aspect to consider is certainly the 
dilution of the founders’ shareholdings in the start-up 
company. Dilution simply means that your initial stake in 
the company shrinks in proportion to the new shares 
owned by the investor: If you claim, for example, a EUR 6 
million valuation for your start-up company, and the VC 
actually accepts your suggested valuation and invests EUR 
2 million in the company, the VC takes a 25% stake and 
yours shrinks to 75% (5).
Some follow the approach “if you don’t have the money, start 
a smaller business” and begin with smaller steps (6). Others try to 
first find non-dilutive funding within public-private partnerships 

funding needs and try to cut down 
costs and expenses wherever 
possible. Safety margins have been 
reduced. Companies just get the 
money they absolutely need. Thirdly, 
due diligence reviews are getting 
more severe and requirements for 
technical, regulatory, and legal 
documentation are increasing. 
Venture capitalists who were involved 
in deals with a deal value of EUR 50 
to 80 million some years ago are now 
involved in deals with a deal value of 
EUR 5 to 25 million and try to raise the 
bar there. Venture capitalists 
continue to apply their carefully 
established and practice tested 
standard operating procedures. 
These have been designed, however, to cater for the needs 
of investments with very high deal values and rarely allow for 
the more pragmatic approach needed to efficiently get 
through with investments with small deal value. Of course, it 
is always easier to argue in favour of better, more 
comprehensive, and more detailed evaluation and 
documentation. Documentation for a EUR 4 million financing 
round today can be equivalent to the documentation for a 
EUR 40 million financing from around five years ago. Finally, it 
is a fact that in the years 2011 and 2012, more venture 
capital went into social media and IT companies. For the first 
time after the burst of the dot.com bubble, VCs are hiring IT 
specialists and looking for IT projects to invest. This does not 
lead to less money for life sciences companies but it does 
make it even harder to get the VCs attention for projects in 
the pharmaceutical and biotech industry. 

UNDERSTAND VENTURE CAPITALISTS WHILE CREATING VALUE 

As a company, to become attractive for venture capitalists 
you need to create value. In the first phase of starting up a 
company, the so-called seed phase, founders will use their 
own money and the money of family and friends to fund their 
projects. The seed phase usually starts before a company is 
incorporated and includes drafting and refining the business 
plan. This money should take a project through incorporation 
and enable survival of the first few months. At the same time, 
founders will be looking for seed capital, which sometimes is 
available from charitable or public institutions fostering 
entrepreneurship e.g. the UK Technology Strategy Board (4). 
Another form of seed capital is prize money that can be 
obtained by winning business plan competitions or start-up 
awards. Then, it’s time to look for business angels. Business 
angels are private investors who have decided to invest a 
part of their money in start-up companies rather than in the 
stock market, bonds, gold, or other investment opportunities. 
A typical business angel invests 5 to 10% of her or his total net 
worth in start-up companies. In many instances, business 
angels have a thorough knowledge about the industry they 
invest in. Some business angels are entrepreneurs themselves, 
even serial entrepreneurs. Others are successful business 
people who have decided to leverage their knowledge 
about a particular industry for investment purposes.
Once your company is all set and ready to go, it is time to 
look for venture capital. VC can then fund using the services 

Figure 2. Path to Venture Capital.
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this should be validated with data and success stories to 
show a strong track record. VCs also want to see the team’s 
commitment to take risks while working for sub-market rates 
and an employee stock ownership plan. During your 
campaign it is important to reach out to your network 
beyond family and friends. Build valuable private and 
business contacts; try to add the key people to your advisory 
board; absorb as much knowledge as possible from 
academia; cultivate exemplary relationships with your 
partners and customers; use the force of crowd-sourcing to 
get the attention of VCs; finally, identify untapped 
opportunities of business awards that enhance your 
recognition in the marketplace.
A business angel – mostly an experienced manager or 
entrepreneur – can catalyse the process to the proof of 
concept that will make your campaign stronger. The business 
angel is a sparring partner or coach who invests at an early 
stage to buy time for the team and to provide the necessary 
resources to present the business case. Sometimes it seems 
necessary to make use of the services of professional brokers 
or intermediaries, who help you find investors for a fee. There 
you have to determine carefully whether the broker actually 
has access to investors you might not be able to approach 
otherwise. With your experience in the industry, you are likely 
to know the potential investors as well as any broker. Do not 
expect miracles – brokers will usually go for the most evident 
option available to secure funding. You might want to 
exclude some investors you already know or have 
approached from triggering the broker’s finder’s fee.  
The finder’s fee agreement with the broker must clarify  
the broker’s daily and/or success fees, the resources  
and contributions the broker will bring to the process (network 
of contacts, participation in meetings, support in preparing 
the presentation and making appointments  
for a road show with potential investors, etc.), how exactly the 
success fee is triggered, and whether you have to reimburse 
the broker’s expenses.

GET TO THE DEAL WHILE PROTECTING YOUR BUSINESS

The process of an investment in the pharmaceutical or 
biotech industry usually takes four to nine months and 
depends on the development stage, financing needs and 
number of involved parties. It begins by sending in the 
business plan based on the principles of completeness, 
accuracy and materiality to the investment decision. The VC 
then conducts a screening in which the executive summary 
and financial section of the business plan plays an important 

such as the Innovative Medicines Initiative (IMI) or approach 
institutions like the Wellcome Trust or the Bill and Melinda Gates 
Foundation. Government-led programmes like in the EU the 
European Research Council (ERC) or in the US the National 
Institutes of Health (NIH), in Switzerland the Commission for 
Technology and Innovation (CTI) or the Seattle based non-profit 
organization PATH Vaccine Solutions (7) can provide you with 
grants and other funding (8). The money earned from these 
sources allows a start-up company to take more time to choose 
the right VC and to discuss the conditions of the investment 
without being pushed into the corner because the company 
risks becoming over-indebted or illiquid. Once you have 
decided for venture capital, you can reach an advantage right 
from the start, if you consider due diligence and key legal issues 
at an early stage. Draft a short and clear letter of intent (LOI) 
and decide on the key content of the term sheet. Primarily, it is 
important to distinguish between binding issues (e.g. applicable 
law, venue of jurisdiction; sometimes: exclusivity clauses and 
cost distribution) and non-binding issues (the rest, in particular 
the details of the contemplated investment). Make sure that 
each party’s signature is valid and with the correct company 
name. Secondarily, you also should assess whether your start-up 
company has any issues that might pop up as red flags in the 
legal due diligence conducted by the VC before the 
investment: changes of control and assignment clauses, 
termination clauses, anti-trust issues, provisions giving sole 
discretion to one party. When entering into collaborations, 
avoid problems by making crystal clear allocations of IP rights 
between the parties. Reserve your right to file actions for IP 
infringements and the right to determine your own patent filing 
strategy. Preserve your (and your future investors’) flexibility and 
the freedom to change the project or move to new fields. Also 
consider your contract manufacturing relationships: keep 
suppliers at arm’s length and do not depend on a single CMO 
by creating options. Work together with experienced CMOs 
which the VC can also trust. Finally, it is helpful to clean up all 
relevant documents in a complete and accurate way and to 
prepare an index to provide quick access. These documents 
can be contracts, insurance policies, financial statements, 
minutes of general meetings, minutes of board meetings, share 
register and certificates, IP issues, tax and social security issues. 
Cleaning up means having these documents arranged in a 
systematical manner so that you can find and transfer them to 
the VC easily. Ensure that you have all pages, annexes, and 
subsequent modifications and amendments, and that these 
documents are signed by all parties. Establish an IP transfer 
ledger and you will know exactly which parts of your IP you 
shared with whom, when and why. Talk to your accountant or 
lawyer to avoid the situation where the VC finds tax or social 
security issues of which you were not aware.

CAMPAIGN FOR YOUR START-UP WHILE ACHIEVING RESULTS 

The balancing act begins now: the team will temporarily 
re-allocate its resources from operations to financing, but 
ultimately the potential of the start-up is judged on its results. 
In order to drive efficiently through this period, it is helpful to 
focus on what is important to VCs: quality and credibility of 
the management, good business practice, stable financial 
planning, reasonable valuation, realistic and attractive exit 
plan, taxes. In order to convince VCs, it is important to 
present a business idea based on a realistic revenue 
hypothesis and scalable business model. Whenever possible, 

Figure 3. The Effect of Dilution



predict the future is to create it (9)”. One thing is sure: This is 
the moment when venture capital has finally found you.
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role. Shortly afterwards, the VC is given the opportunity to give 
general feedback to the company and engage with 
representatives of the start-up in a Q&A session via telephone. 
It is highly recommended to have a formal confidentiality and 
non-disclosure agreement signed by both parties at this 
stage. Some VCs do not consider this a standard procedure, 
because it seems too formal at this stage. If the VC considers 
the start-up as “investment ready”, the next step is to arrange 
one or more personal meetings with the team. The result of 
these meetings usually is a letter of intent (LOI) that expresses 
the investor’s basic intention to invest in the start-up and the 
terms and procedure of the investment. After the signing of 
the LOI the due diligence starts: the purpose of this intensive 
period is to give a thorough understanding of the value of the 
company by validation of scientific, technical, legal and 
financial issues. In this process the strengths, opportunities, risks 
and threats of the business model, management strategy 
and, for its execution, the team, are also assessed. This is an 
iterative process and dialogue between the team and the 
VC which substantiates the terms of the investment in a term 
sheet. A particularly important issue is the pre-money 
valuation agreed between the VC and the founders of the 
start-up company. The pre-money valuation determines the 
value contributed and created by the founders prior to the 
VCs investment. The ratio of the pre-money valuation and the 
funds contributed by the VC will determine the future 
shareholdings in the company.
Based on the term sheet, the final negotiations take place 
and end with signing the contract. The deal will be closed 
with the investment. The VC sector is relatively small and 
highly networked. Groups of “usual suspects” are often 
co-investing together alternating the role of lead investor 
which helps to diversify risks. Finally, the relationship turns into 
a collaborative mode since VCs are usually engaged in the 
start-up themselves: supporting and coaching. What will the 
future bring now? Think on the words of management 
consultant and educator Peter Drucker: “The best way to 
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