
An adviser’s view
of esmertec  AG’s

fund- raising
By Jean-Michel Deligny, Managing Director,
G o4 V entu re

Last month, esmertec AG raised E23m which marks the largest
priv ate eq uity fund- raising in European software in the last
1 8  months. The Swiss jav a mobile software company was
adv ised by Go4 V enture, a London- based eq uity priv ate place-
ment specialist. J ean- M ichel Deligny giv es Go4 V enture’s per-
spectiv e on the challenges of the project.

W h en esmertec  started th eir fund- raising  efforts at th e
end of 20 0 2 w ith  a view  to raising  E 15 - 18 m, manag ement
and sh areh olders h ad p lenty  of reasons to th ink  th ey
w ould easily  ac h ieve suc c ess. esmertec  h ad:

� A uniq ue technology: w ith  its intellec tual p rop erty , devel-
op ed over th e last 15  y ears, esmertec  is th e only  c omp any
in th e w orld ab le to install Java on any  p h one, inc luding
mass mark et p h ones w ith  small p roc essors and little mem-
ory .

� A “ ripe”  target market: all mark et studies p oint to a
rob ust mob ile p h one mark et, driven b y  th e ex p loding
demand in develop ing  c ountries. F urth ermore, all analy sts
ag ree th at Java is b ec oming  a “must”  in th e mob ile indus-
try  as it allow s op erators to p rovision sop h istic ated ap p li-
c ations reg ardless of th e underly ing  h ardw are p latform.

� Strong and growing rev enues: esmertec  h ad revenues of
c . E 5 m in 20 0 3  and is ex p ec ting  E 22- 23 m in 20 0 4  on th e
b asis of a b ac k log  of 120 mn p h ones to b e sh ip p ed in th e
c oming  month s.

L everag ing  ex isting  relationsh ip s of its B oard b oard mem-
b ers, th e c omp any  started ap p roac h ing  investors at th e end
of 20 0 2. H ow ever, b y  M arc h  20 0 3 , th e B oard b oard
realised th at th e p rojec t w as not p rog ressing  as p lanned:
alth oug h  investors c ontac ted w ere sh ow ing  a c lear interest,
nob ody  w as rush ing  into offering  a termsh eet. T h is
reflec ted th e h esitant mood of investors at th e time, and
th e c h alleng es of ag reeing  th e value of a c omp any  ramp ing
up  its revenues ex p onentially .

As a result th e B oard dec ided to b ring  in advisers.
M ultip le c andidates w ere c onsidered from larg e invest-
ment b ank s (ey eing  th e IP O  b usiness)  to one- man b ands,
w h o c ould b ring  in th e ex tra nudg e req uired. In th e end,
esmertec  c h ose Go4 V enture on th e b asis of our mix  of

investment b ank ing  sk ills, sp ec ialist eq uity  p rivate p lac e-
ment sk ills, sec tor ex p ertise, and th e attention th at a b ou-
tiq ue w ould b ring  to th e p rojec t.
As w e g ot to w ork  th e c h alleng es b ec ame q uite c lear:

� Pool of target V C s too narrow: E x isting  investors h ad
b een h elp ful in p roviding  introduc tions, h ow ever th eir
selec tion of V C s h ad not b een meth odic al. M any  of th e
V C s w h o sh ould h ave b een c onsidered h ad not b een c on-
tac ted. W e ensured th at all th e relevant names, not only
from E urop e, b ut also from th e U S  and Asia, w ere c on-
sidered: a total p ool of over 8 0  investors.

� R ev enues not sufficiently substantiated: R evenue p rojec -
tions w ere outstanding , b ut th e doc umentation to sub -
stantiate th em w as lac k ing , mak ing  it dif f ic ult for
investors to assess th eir risk / rew ard. T remendous effort
w ent into b uilding  detailed and c redib le b ottom- up  p ro-
jec tions w ith  esmertec , led b y  our financ ial modelling  sp e-
c ialist, Ian M c L oug h lin ( P h D , math ematic al modelling ) .

� I nsufficient defence for target v aluation: W e p ut c onsid-
erab le effort into doc umenting  th e valuation of th e c om-
p any , resulting  in w h at one investor desc rib ed as “ th e b est
doc umentation [ h e]  h ad ever seen in a p lac ing  doc ument” . 

� Demanding ex isting inv estors: M anag ement and ex isting
sh areh olders h ad a c lear idea of th e ob jec tives for th e
fund- raising , h ow ever some of th ese ob jec tives w ere ob vi-
ously  c ontradic tory  (eg  max imising  valuation w h ilst k eep -
ing  a “ c lean” , inc umb ent investor friendly , termsh eet) . W e
p ut in p lac e a p roc ess w h ic h  c reated c omfort among  ex ist-
ing  sh areh olders th at th ey  w ould g et to understand th e
trade- offs b etw een th e terms and valuation th at th e mar-
k et at larg e w as p rep ared to offer.  T h at information w as
essential in b ring ing  th e round to a c lose.

H elp ed b y  th e detailed b usiness p lan, financ ial p rojec tions
and valuation doc ument, solic ited investors w ere ab le to
dec ide q uic k ly  w h eth er th is w as th e sort of risk / rew ard
p rofile th at th ey  w ere p rep ared to underw rite.

A p attern started to emerg e w ith  investment funds try ing
to forc e esmertec  into a deal at a low  valuation in w h at
th ey  c learly  saw  as a b uy ers’ mark et.  D uring  th e c ourse of
th e S ummer w e th erefore advised th e c omp any  to c h ang e
tac k  and turn th e tab le on th e V C s. Armed w ith  th e fac t
th at ex isting  investors h ad stated th eir w illing ness to sup -
p ort th e c omp any  all th e w ay  ( ie th ey  c ould p ut th e money
in for th e full targ eted amount) , w e dec ided to issue a
termsh eet w ith  a p re- money  valuation inc reasing  over
time, w ith  offers invited on a first c ommitted, first served
b asis.  P art of th e c redib ility  of th e ap p roac h  w as b ased on
th e mark et information g ained during  th e multip le disc us-
sions w e h ad h ad during  th e p roc ess, w h ic h  allow ed us to
set w h at w as seen b y  all to b e a “ fair mark et p ric e” .
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This is obviously a highly unusual but quite innovative
structure. The result was spectacular with the round large-
ly oversubscribed and, in the end, esmertec raising E23m,
instead of the E15-18m initially envisaged, with five new
investors joining the original VCs.

What are the lessons to be drawn from the esmertec case?
Apart from the value of a systematic price discovery
process there are three other points worth mentioning for
future fund-raisings:
Fund-raising is obviously heavily dependent on the point
in the cycle you are in. As the market picks up over the
next 12 months, we expect valuations to gyrate (upwards)
quite substantially. K eeping a finger on the pulse of the
market is key in getting the right value for your business,
so knowing about recent deals is essential.

Even the best companies are typically not great at docu-
menting their achievements in a fashion credible to
investors. This is partly because management does not
have the time or the expertise to know exactly what
investors want to see.  Make sure you have people on your
team who can dedicate the resources and who have expe-
rience of what investors require to make their decisions.

Orchestrating last minute competition among investors is
key in getting to the right deal. We always advise our
clients that price is actually not the game (if you have
taken the time and effort of a proper price discovery exer-
cise, you know by then what the market is prepared to pay
for your company), the goal is mainly to get all the various
other terms right. Assemble a large enough team to have
various echelons in decision-making to play the negotia-
tion game, with one party in charge of coordinating posi-
tions across various options. Having an adviser usually
makes the whole process vastly more credible and there-
fore efficient.

All this work assumes a great working relationship
between management, shareholders and advisers.  In the
case of esmertec, it was not a difficult task as we were
working with a great management team and a united set of
shareholders. That’s obviously what lies at the core of a
great company such as esmertec.
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