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Agenda

» Whatis equity capital?
» Whyis equity capital investment important?

» Howis equity capital invested?
» Angel Investment

» Venture Capital Investment

» SSBCI 1.0 experience with equity programs.
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What is equity capital investment?

Common structure, unique results

Equity investment into company, new ideas
« That couldn't be financed with traditional bank financing

« With high-growth trajectory that threaten to established products/services or

creates new sectors

« That take 8-10+yearsto reach maturity

There is little/no actual company value unless it's acquired or goes public

uuuuuuuuu
Derdapment
Fiance




What is equity capital investment?

Common structure, unique results

Economic alignment among all stakeholders

Value/successisnot driven by quick returns, financial engineering, debt, or

transaction fees

Founder benefit —appreciated stock/stock options
Employee benefit -stock options

VC investor & LPs split the gains

P benefit to their constituents (endowments, foundations, pensions)

Failure is inherent: most equity-backed startups faill

Strongecosystems help startups survive

Industry standard investment practices generate success




Equity capital-backed startups

drive net job creation

Startups in operationfor 1-5

years andthose growing to have

20+ employeesplay alargerole

High Wage lobs

R

in community net job creation; Innovative | .04 High
| qi Product Team Growth
employment concentratedin or Service Potential

businesses with high levels of

STEM emp|oyeeS. _ Economic Growth and

Opportunity

Source: Congressional Research Service, 2021
Cannot be financed with traditional bank financing.

Typicallyrequire 5 - 8 years(or longer!) toreach maturity.




- quity capital + founder build companies

from scratch
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Capital continuum

Equity capital is a continuum of investment that turns an idea into a

startup and grows it into a company.

Grants/Non-Investment Capital

Investment Capital

il

Banks/Public

@ Markets
Venture

Capital

=

Universities

Resources Invested

Foundations

Proof of

Start u Expansion Mature Business
Concept P / P >

&

..........
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Equity capital investmentpathis long

Company
Development Idea/Start up Development Growth
Investment
Stages Seed/Angel Early Stage VC Late Stage VC
IPO or M&A Exit
Concept, Product Operational, Expansion
business development rollout
planning
Cash flow

Sources of funding: VCs, angel investors, incubators, accelerators, strategic investors (corporate groups),
growth equity investors, private equity firms, debt investors




More than money

—quity capital’s vital role in startup growth

GROWTH
LATE STAGE VENTURE

SCALE Co.— EXIT

EXIT RISK

HIGH CASH NEED

PATH TO PROFITS

IDEA /| START-UP EARLY DEVELOPMENT
SEED/ANGEL INVESTOR EARLY STAGE VC
* CONCEPT—PRODUCT * BUILD TEAM &Co.
* PRODUCT RISK * MARKET RISK
* SMALL CASHNEED * LARGER CASHNEED
* NO REVENUE * NO PROFITS
i
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yvpe of startup suitable for equity

capital investment

INNOVATIVE

Product or service with
potential to disrupt a market Innovative

High Wage lobs

R

Talented High

Product Team Growth
or Service Potential

TALENT

Management team able to
execute the business model

Economic Growth and
Opportunity

Cannot be financed with traditional bank financing.

HIGH GROW ITH

Able to reach/capture a
large market segment

Typicallyrequire 5 - 8 years(or longer!) toreach maturity.
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Angel Capital Association

World's largest association of accredited angel investors

- 14000 investors
- 270+ Angel groups

- Accredited platforms

- Family offices

- Individual angels
& ol b - EveryUS state & 5
% Provisional Members

* Affillates Canadian provinces
% Accredited Platform

Mission: Fuel success of angel groups and accredited investors, as well as the early-

stage companies they support

IEII\Cdfa www.angelcapitalassociation.org

...........



http://www.angelcapitalassociation.org/

The Impact of ACA Angels

Entrepreneurscan find funding frommany sources, but money alone cannot create success.

Angels are unique, wrapping needed funding around crucial seasoned mentorship and

industry connection. This provenformuladrives true growth and success.

ACA is the largest supporter of investment (of both start-up capitaland probono expertise) in

entrepreneurship. Annually ACA's 14,000 members provide:

ALMOST

Y

MORE THAN

L
MILLION

BILLION

Pro bono hours Of after-tax financing to over 3,000 high
to entrepreneurs. growth companies annually.
. These investments are leveraged approximately

6.5X from other capital sources.
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Angels fund the majority of startups
in the USA

Angels Provide -90% of Outside Equity for Startups

Angel Investors Venture Capital
» $23.9 billion » $1 56+ billion
» 63,730 deals = 321 mega deals
« 23,580 seed « 250 SPACs
= 27,400 early stage « 3500+ Early Stage
» 12,750 expansion
» > 320,000 individuals

Sources: Center for Venture Research UNH 2019: NVCA 2020 Yearbook




What is an Angel Investor?

Angel investors are high net worth individuals who invest their own money into
seed stage startup companies, providing much-needed capital to bring new

companies to market,

» Angelscanbe anyoneinthe US that meet the following criteria:
» Annual income of $200,000 ($300,000 if married) or $1m in net worth minus your home. (New

Sophisticationrulespending)

» Angelsalso give of their time (1,000,000 volunteer hours every
year to start ups).

» Angelscareabout Entrepreneurs and their local community.

» "Entrepreneurs are the engine for economic growth and Angels are

the fuel for thatengine’
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Types of Angel Investors

1.,

SOLO ANGELS NETWORKS FUNDS
Individual investors, independent Group vetting of companies, individual Committed capital over a period of
investment decisions, conduct investment decisions, membership fees, years, pooled investments, investment
own due diligence, "Lone Wolves" training opportunities (Atlanta Tech decisions made by management team
Angels, Golden Seeds, Pipeline Angels) or fund members [North Coast

Ventures, The JumpFund)
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Why do people become Angel Investors?

» Help build innovation in their local community.
» Help job creation.
» Utilize skills and expertise developed over a lifetime.

» Generate financial returns.
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Angel Group deal flow process

REFERRAL e
ONLINE - SCREENING - SCREENING
APPLICATION

MEMBER

INTEREST

gwééTTE Fé’h'; DILIDGLIJEEICE - e
REPORT ALIGNMENT ON

TERMS

CLOSE

HERD SYNDICATION FUNDINGS
INVESTORS WITH OTHERS (1%-5% OF

DEALS)




Diversity, Equity and Inclusion progress

We celebrate progress.

At the same time, we see ongoing inequities and a

trove of missed opportunities.
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ACA has shown its ability to advance women in
Angel investing and entrepreneurship - Women
Angels grew from just 5% to 27% in the past

decade

Started programs with investors and
entrepreneurs in other underrepresented

groups in an equally focused manner.

We see the opportunity to increase prosperity

while narrowing persistent wealth gaps.

Race Damographics Among Angel Investors
1.3% Black
5.7% Asian
2.3% Hispanic
3.1% Other
Fourding Team's Ethneity i Larvasl Loasclaribig EFmicily
H'rl::lh':h'm .J..I-'u'l.'l'l"l- IErealy Downa A NTEs C-Lewl

C-Laevd L pasclmrahuap Leadsbhis

SEC Office of the Advocate for Small Business Capital
Formation, Annus! Report for Fiscal Year 2020




Speakers

)
-
Maryam Haque Justin Field
Venture Forward National Venture Capital Association
-
l=l’cafa
[ | e




About NVCA & Venture Forward

N\VCa

Empowers the next generationof American companies that will fuel the economy of tomorrow

As the voice of the U.S. VC and startup community, NVCA:
- Advocatesfor pro-startup public policy

- Istheleadingresource forventure capital data

- Convenesparticipantsinthe startup ecosystemtogenerate peer-ledinitiatives, facilitate
networking, and provide practical education

About the NVCA SSBCIWorking Group:
- Working group of -50 NVCA member funds who provide expertise and analysisregarding
SSBCI implementation

Workflows include providingcomments on the Treasury policy guidelines and crafting a best
practices documentfor state economic development officials regarding industry standards
andother recommendations for equity programs




About NVCA & Venture Forward

,’ VENTURE
FORWARD

Drives the human capital, culture, values, andnarrative of venture capital topromote a strongand
inclusive community thatwill fuel the economy of tomorrow

501(c)(3) supporting organization to NVCA

Focuson:

- Diversity, equity & inclusion (LP Office Hours)

- Education(VC University)

- Research(VCHuman Capital Survey)

- Industry history (Partnership with ComputerHistory Museum)

Impact stats:
- Educated 1,400 new, aspiring & early-careerVCs
- Collected&reported DEl data from 375+ VC firms
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Equity capital for high-growth businesses

Founder + VC = Growth
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Venture capital investors partner with

entrepreneurs

Frequent VC contact Advice VCs provide to
with portfolio companies portfolio companies
Every day
1% Once a

Strategic guidance

month

10% _
Multiple Connect investors [
times a week Less than
27% monthly 2-3timesa Cconnect customers I cox

2% :  month , .
26% Operational guidance

65%

Hire board members

58%

Hire employees 46%

Once a week

34% Other

20%

Source: Gompers, Paul A. and Gornall, Willand Kaplan, Steven N. and Strebulaeyv, Ilya A,, How Do Venture Capitalists
Make Decisions? (August1, 2016).




Venture capital fund structure

General Partner, LLC

Limited Partners Limited Partners

Limited Partners Limited Partners

Management

Limited Partners Limited Partners

N

Company
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Venture capital cycle

Fundraising Investment Company Growth
WCs raise capital for Vs typically investin - VICs provide active
funds from LPs. voung, high-growth management and
companies inneed of  act as advisors &
capital to scale. mentors, taking
board seats,
providing strategic
advice, facilitating
introductions.
.l

Agencies

After about 5-10
vears of creating a
high-growth company,
the VIC exits its stake
via an acquisition or
[P0, IPOs have more
advantages: greater
capital raised, higher
returns, local job
creation.

In addition to
companies benefitting,
WCs and LPs maks

a profit on their
investment.
High-quality jobs are
created, more

capital is available for
university research,
retiress have more
for retirement,
foundations have
more resources to
fund their worl.

Re-investment

The fund ends when
all investments have
been exited and
proceeds have beem
distributed to LPs.
LPs can then reinvest
earnings in a new
crop of funds.




Venture capital investors at a glance

Active Investor Count in 2020 Deals by Investor HQ State

At end of 2020:

« 2,500active USVCinvestment
firms

« Managing$550Bin assets &
2,000 funds

« About 2/3 of firms manage
<$100M

e $25M = Medianfund size out
Source: : NVCA 2021 Yearbook, Data provided by PitchBook CA, MA & NY (\/S $1OOM |n CA’

Note: This map breaks out active VC investors by their HQ state. Note that active VC investors headquartered outside of the US are not included in this map. M A & N Y)



V(C-backed companies

Innovation and impact

Sectors with most VC ¢
11,000 companies in 2020:
raised an aggregate of
$164B in VC funding in

2020

Software
(31%)

Biotech & Pharma
(17%)

(30 companies raising
$450M each day)

50% of US IPOs since

1978 have been VC-
backed companies

Those VC-backed
companies account for
92% of RRD and 77%

of market cap

B Sources: NVCA 2021 Yearbook; Gornall, Will and Strebulaev, Ilya A., The Economic Impact of Venture Capital: Evidence from PublicCompanies (June 2021).
.==Cdfa Available at SSRN: https://ssm.com/abstract=2681841
Council of


https://ssrn.com/abstract=2681841

Diversity, Equity, and Inclusion

Challenges and opportunities

% of investment partners 2020 VC Assets Under 2020 VC Investment into
among each group Management for Firms Companies
Headquartered in Headquartered in
Hispanic | 3% CA+NY+MA vs. Rest of CA+NY+MA vs. Rest of
Black | 3% U.S. (SB) U.S. (SB)
Asian/ Pacific Islander %g% $83,
15%
Female 1:{16‘}'?6
m2018 =2020 “ CA+MA+NY m Rest of USS. = CA+MA+NY  mRest of USS.
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Equity capital programs in SSBCI| 1.0

» 35 States implemented an equity

. SSBCI 1.0
capital program

Allocation and Leverage Ratios by Program Type

» 24 implemented Direct

Investment Programs
g Total New Financing Total

Leveraged including Subsequent

» 8implemented Fund Investment SSBCI  SSBCI Funds Subsequent Private  Private
Allocation Expended Financing Financing (5 Leverage
Programs Program Type (Smillions) (Smillions) (Smillions) millions) Ratio

» 3implemented both Capital Access $40 $28 $640 S0 22.54:1
Collateral
Support $269 5238 $1,325 S0 5.57:1
»  $431mm or 30% of total SSBCI Loan
. . _ Guarantee $246 $182 $1,395 S0 7.66:1
Allocation was for equity capital g
programs Participation 5474 $419 $3,157 $270 7.53:1
Venture
_ _ Capital $431 $327 64,171 $2,035 12.76:1
» Equity Capital Programs were able to Total $1,460 $1,195 $10,688 $2.305 8.95:1
exceed the 10-1 Leverage Ratio goal. Source SSBCI: Summary of States’ 2016 Annual Reports
]
|
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State Venture Capital

Direct company investment

|

Fund/Entity

I
I |

State
| | |

States used Co-investment Programs to implement direct investments
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State Venture Capital

Fund Investment

State
STATE LEVEL

Limited Limited Limited Limited Limited Limited
Partner Partner Partner Partner Partner Partner

I L ] L ]

Fund/Entity _ Fund/Entity m
| |

| I I I I I I I

o e e

FUNDS LEVEL
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State program design considerations

» FEquity Capital Programs are effective when they address gapsin the
financing continuum

» Understand your startup ecosystem
» Entrepreneurs
» Startup Events/Pitch Competitions
» Venture Development Organizations
» University commercialization programs
» Angel Investor networks
» Venture Capital Funds

» Service providers, including media partners

» Ability to reach Socially and Economically Disadvantaged Individuals
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State program capacity considerations

» State/program regulatory constraints - able to invest?
» Expertise - ability to recruit/retain team?

» Procurementprocess - RFP?

» Decision making process - Fast?

» Monitoringand reporting process
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Join CDFA Today!

Advancing Development Finance Knowledge,

Networks & Innovation.

» Discounted RegistrationRates for CDFA Trainings & National Summit.

» Reduced Rates for Publications in the CDFA Bookstore & Special Offers from
Industry Partners.

» Exclusive Access to the CDFA Online Resource Database and Federal Financing

Clearinghouse.

» FreeJob and RFP Postings.

www.cdfa.net
@CDFA update
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