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ABSTRACT

Venture capital as a method to finance technology based firms started in
America over three decades ago. Since the early 1990’s, it has gained considerable
attention in Malaysia when the government established agencies to promote the
concept. These firms have difficulties raising enough capital to finance their
businesses, thus, there is need to encourage fund managers to take up equity stakes
and partake in managing these firms to enable them to become independent.
Although the Malaysian government has disbursed huge amounts of capital through
various support agencies, stakeholders in the industry are worried that the
commercialisation rate is still low. This could be due to the lack of awareness
concerning the funding criteria for technology based firms adopted by venture capital
firms. Hence, the main purpose of this research is to determine the funding criteria
for technology based firms in Malaysia. The qualitative methodology used multiple
case studies based on 47 respondents. Semi-structured questions in interviews were
used to collect the data. The recorded and transcribed data were analysed using case
by case and cross case analysis. In the cross case analysis, organisational units of
analysis from multiple data sources such as venture capital firm managers and
technology based firms owners were combined into a single document and then
grouped based on coding category into a single file. The major finding from this
study is that venture capital firms consider six important criteria in the award of
funds which are: returns on investment, team members, cash-out, product attraction,
intellectual property and public policy in the decision making process. From the
findings, this study recommends that government encourage training of more venture
capital professionals to help technology based firms understand the funding criteria
as well as provide government guarantee prior to sourcing external capital.
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ABSTRAK

Modal teroka sebagai kaedah pembiayaan syarikat berasaskan teknologi telah
bermula di Amerika lebih tiga dekad yang lalu. Sejak awal 1990-an modal teroka
telah mendapat perhatian di Malaysia apabila kerajaan menubuhkan agensi-agensi
untuk menggalakkan kaedah ini. Syarikat-syarikat berasaskan teknologi menghadapi
kesukaran untuk menjana modal yang mencukupi untuk membiayai perniagaan
mereka. Oleh itu wujud keperluan untuk menggalakkan pengurus-pengurus dana
mengambil pegangan ekuiti dan mengambil bahagian dalam pengurusan syarikat
bagi membolehkan syarikat-syarikat ini berdikari. Walaupun kerajaan Malaysia telah
memperuntukkan sejumlah besar modal melalui pelbagai agensi sokongan namun
pemegang-pemegang taruh dalam industri masih bimbang kerana kadar
pengkomersilan yang masih rendah. Keadaan ini mungkin disebabkan oleh
kurangnya kesedaran tentang kriteria pembiayaan untuk syarikat-syarikat berasaskan
teknologi yang diguna pakai oleh syarikat-syarikat modal teroka. Oleh yang
demikian tujuan utama kajian ini adalah untuk menentukan Kkriteria pembiayaan bagi
syarikat-syarikat berasaskan teknologi di Malaysia. Kajian ini menggunakan
metodologi kualitatif menggunakan kajian kes pelbagai dengan 47 orang responden.
Soalan separa berstruktur dalam temu bual telah digunakan untuk mengumpulkan
data. Data yang dirakam dan disalin semula dianalisis menggunakan kes demi kes
dan analisis kes bersilang. Dalam analisis kes bersilang analisis unit organisasi
daripada pelbagai sumber data seperti pengurus syarikat modal teroka dan pemilik
syarikat berasaskan teknologi telah digabungkan dalam satu dokumen tunggal dan
kemudian dikumpulkan berdasarkan pengekodan kategori dalam satu fail. Penemuan
utama kajian ini ialah syarikat-syarikat modal teroka mempertimbangkan enam
kriteria penting dalam penganugerahan dana, iaitu pulangan kepada pelaburan, ahli
pasukan, pengeluaran tunai, tarikan produk, harta intelek dan polisi awam dalam
proses membuat keputusan. Daripada penemuan ini kajian ini mencadangkan supaya
kerajaan menggalakkan latihan kepada golongan profesional modal teroka untuk
membantu syarikat berasaskan teknologi memahami kriteria pembiayaan dan
menyediakan jaminan kerajaan sebelum mendapatkan modal luar.
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CHAPTER 1

INTRODUCTION

This chapter manifests the research outline and exposes the description of the
background of the study, problem statement, research objectives, research outcome,
and theoretical gap of knowledge, research conceptual framework and the

organisation of the thesis.

1.1  Background of Study

The government provides substantial support to the technology based firms
(TBFs) covering many areas of operations of such firms. Government agencies and
ministries make available certain support in technical expertise, training,
dissemination of information and financing for technology based firms (Gomez,
2009; SME, 2012). Meanwhile researchers emphasised that technology based firms
are perceived to be a key influence in the economic development, wealth generation,
employment and creation of new innovations of many nations (Massa and Testa,
2008; Granovetter, 2005). On top of this, economists have also argued that
notminding the heavy dominance of research and development (R & D) spending in
established companies, technology based firms have consistently accounted for a
vast majority of the important inventions and innovations in the economy (Khin et al.
2010; Bloch, 2007; Ferrary and Granovetter, 2009).



TBFs have become an integral part of the development of global and regional
economy (Ni, 2006; Sun et al. 2007; Somsuk et al. 2012). They are usually
characterised by the paradigms liability of newness and resource poverty (Lendner,
2007; Mason and Brown, 2010). Authors found that this group of firms often lack
technical and marketing capabilities, besides they also suffer from poor management,
inability to find early stage financing, and high overheads (Hackett and Dilts, 2004).
In this view, technology start-ups faced the challenge of how to access the technical
and financial resources and commercialisation capabilities necessary to bring their
product to market (Lin et al. 2011; Somsuk et al. 2012).

Denis (2004) and Lerner (2010) have also added that, one of the main
constraints encountered by technology based firms is their inability to get access to
adequate funding. They argued further that technology based firms play major role in
industrial development through product or service innovation (Hisrich et al. 2006;
Armour and Cumming, 2006). In view of the foregoing, it is expedient to highlight
that investment and financial decisions play an increasing vital role in economic
growth and entrepreneurial new venture creation (Kortum and Lerner, 2000; Chen et
al. 2010). The investment and financial policies are part of the main operational
urgencies in emerging nations to support investment by domestic companies,
particularly technology based firms, and multinational companies investing in these
nations (Wonglimpiyarat, 2011; 2012).

While Rothwell and Zegveld (1982) argued that technology based firms play
an important role in innovating, Thiruchelvan et al. (2010) pointed out the challenge
of access to finance, ability to cope with government regulations and non availability
of adequate professional management expertise as a few of the challenges
bedevilling technology based firms all over the world. In a knowledge-driven
economy such as Malaysia, economic growth is increasingly dependent upon
innovation whereby access to finance is seen as a major challenge that may impede

this process (Bygrave and Timmons, 1992; Wonglimpiyarat, 2011).

In Malaysia and other part of the world, venture capital (VC) was

acknowledged as being among the most vital technology financing mechanism



assisting research and development activities, from encouragement of rudimentary
scientific research to technology development and commercialisation (Mason, 2010;
Mason and Harrison, 2008; Mason and Zhou, 2009; Mason and Pierrakis, 2011;
Mason and Brown, 2011). Venture capital is defined as an independently managed,
dedicated pools of capital that focus on equity and equity linked investments in
privately held, high-growth firms (Lerner, 2010; 2011). They play a key role in the
emergence of new sectors by creating and supporting innovative firms which later
dominate these sectors. There is also an acknowledgement that venture capital
investments accelerate the growth of firms, enabling them to transform ideas quickly
into marketable products and become industry leaders through first-mover

advantages (Mason and Pierrakis, 2011).

Brunninge and Nordqvist (2004) investigated on the ownership structure,
board composition and entrepreneurship of family firms and venture capital-backed
companies. The authors used telephone interview to survey chief executive officers
of 2,455 small and medium sized, private enterprises from various sectors. The
findings show that small and medium enterprises are often unwilling to involve
external equity financier on boards of management of family firms than non-family
firms. They argue that the presence of venture capitalists increase the frequency of
independent board members and that ownership has an impact on board roles. This
opinion is irrespective of the contribution in areas of boosting entrepreneurial
activities in the company. However, it is adviced that firms with such mindset should

involve external equity owners who do not insist on board representations.

1.2 Statement of Problem

Venture capital was encouraged to commence in Malaysia as a result of the
rapid build-up of the national innovation policies in the country around 1990 by the
Malaysian government through the Ministry of Science, Technology, and Innovation
(MOSTI, 2013; Chen et al. 2010; Khin et al. 2010). The encouragement and
development of innovation has passed through four phases ever since. The first phase
(from 1957-1970) has been characterised by concentrating the researches on



cultivation. The second phase (1970-mid 1980s) was marked by starting to build up
university research facilities. On the other hand, despite the fact that foreign direct
investments (FDI) existed, there is less indication that large flows of FDI had
significant impact on the development of local technological capabilities in Malaysia
(Tidd and Brocklehurst, 1999; Thiruchelvan et al. 2010). From mid 1980s to 1990s,
the third phase, the Malaysia government concentrated its effort on technology
transfer by appointing the first science advisor to the prime minister and activating

research within government owned universities (MOST]I, 2009; 2013).

The rapid expansion of national economies in the past few decades led to
massive competition among business organisations globally (Ferrary and
Granovetter, 2009; Bloch, 2007; Hisrich et al. 2006). This expansion and
competition has forced leaders to recognise that innovation is essential to the
development of national economies by concentrating on science and technology-
based knowledge (Youtiea and Shapira, 2008; Thiruchelvan et al. 2010), because
innovation was identified to be the tonic for growth in advanced nations. This
recognition resulted to the acceptance that all over the world productivity, living
standards and long-term economic progress can be improved through technology
innovations, which is a product of new scientific and technological knowledge
(Wonglimpiyarat, 2010; 2011; Khin et al. 2010).

Yim (2006) reported that innovation system infers many such features as;
banking industry, venture capital firms, technology transfer offices, management
consulting companies, small and medium sized firms, the entrepreneurs, and so on.
These aforementioned variables are required to make use of the outcome of the
research. On going study however, suggested that innovative ideas presumes
something more such as, commercialising, marketing, financing which are needed to
design high-quality science and technology authentic innovation in the universe. A
significant determinant of innovation is the distribution of knowledge and was found
that rate of innovation has a positive effect on the growth rate of output in all
industry (Ulku, 2007; Hisrich et al. 2006; Khin et al. 2010).



Across the world, universities are believed to be the main source of
innovations which has spun-off several technology based firms (Ismail et al. 2012;
Lerner, 2010; Mason, 2010; Khin et al. 2010). The huge investment of capital
channelled to public universities and research institutes by the Malaysian ministry of
science, technology and innovations and other agencies of government was aimed to
achieve three main objectives; technology transfer through research and
development, promotion of entrepreneurship and commercialisation effort through
the support of venture capital companies (MOSTI, 2013). The collaborations of
partner agencies both public and private have a tendency to share mainly to the
technology transfer matters and the resulting return chances are the
commercialisation of research outputs. In the end, these technology firm generating
centres spin-off young TBFs hungry for growth and expansion, hence, the urge and
need to source additional funding through venture capital.

The detailed theoretical basis for this study exposes the venture capital
investment process as part of the venture capital life cycle and this has not been
altered ever since it was proposed by earlier authors in the early 1970’s (Gompers
and Lerner, 2000; Wright et al. 2003). Considering the venture capital cycle, they
source finance (fundraising), invest those capital in an investment process (deal
origination, deal screening, deal evaluation, deal structuring), manage such
investment once a decision has been taken (monitoring and value contribution), and

eventually realize any profits from their efforts (cash-out).

While Wells (1974) was among the pioneer researchers to extensively
describe the partnership of the venture capitalist and the entrepreneur in USA.
According to the findings of Wells (1974), who personally interviewed 7 venture
capital firms and calculated the average weight of an adequate number of criteria.
The outcome of his study produced the following rank order; management
commitment (10.0); product (8.8), market (8.3), marketing skills (8.2), engineering
skill (7.4), marketing plan (7.2), financial skill (6.4), manufacturing skill (6.2),
references (5.9), other participants in deal (5.0), industry/technology (4.2) and cash
out method (2.3).



Subsequently, authors have emphasised more on the work of Tyebjee and
Bruno (1984) when conceptualising the VC investment process in United States of
America. Based on their findings, the VCs invest in five unique stages. In stage one;
deal origination is the main task to scout for promising deals. In the next stage, deal
screening, they reduce the overabundance of investment opportunities to manageable
numbers. The third stage, deal evaluation involve investors carefully analyse the
potential portfolio firm. In the fourth stage, venture capitalist and entrepreneur clarify
the terms of the deal between them. The last involve, the post investment activities, a
combination of the activities of venture capitalist that aim at supporting the
management team and ensuring future success. This initial findings have yet to be
disputed, but a few researchers has suggested a more sophisticated analysis of the
deal evaluation stage (Fried and Hisrich, 1994), mentioning that it could be varied
into a cursory evaluation and a more formal due diligence (so-called first-phase and

second phase evaluation).

Furthermore, Kollmann and Kuckertz (2009) studied the evaluation
uncertainty of venture capitalist’s investment criteria through a quantitative survey
approach of 81 venture capital firms in German speaking Europe, which is Germany,
Austria, and Switzerland. The aim of their study was to align the evaluation
uncertainty in the decision criteria of venture capitalists with the progress of the
process. They build their reasoning on the concept of search, experience and
credence qualities. They found that in the early stages of the decision process
especially, management criteria are uncertain, while at the end of the process other

criteria couple with uncertainty was revealed.

Zutshi et al. (1999) surveyed 31 among the 58 venture capital firms in
Singapore through mail questionnaire. Their intension was to find out the evaluation
criteria of venture capital firms in Singapore. They study found similarities of
Singapore venture capitalists with those of the developed countries of USA and
Europe in areas of investment decision criteria. The limitation of the research was the
methodology adopted could not allow for respondents to suggest areas of differences
as listed on the questionnaire designed for the study. This limitation is similar to

those of many researchers who have investigated this same subject in order countries



because most of them adopted interview protocol of renowned authors such as
MacMillan et al (1985) and Tyebjee and Bruno (1984).

However, considering the ample researches that have been carried out on
venture capital investment process across countries, majority of the researches have
based their data collection approach on quantitative methodology. This method does
not expose new themes through in-depth interview relevant to differentiate previous
findings from new results that is influenced by events in different countries based on
real life experiences of the respondents. Responses still revolve round earlier
findings of past authors in this subject of investigation. Hence, this is what this
research seeks to find out. Also, authors did not suggest the areas of improvement of
technology based firms after venture capital involvement; earlier studies have
emphasised so much on the importances attached to each evaluation criterion
variables in their questionnaires. There is need to expose the involvement of national
government in the bid to grow the technology based firms in Malaysia by
contributing and encouraging the funding process particularly at the early stage of
the life cycle of such firms.

Researchers such as Wells (1974), Tyebjee and Bruno (1984), Wright et al
(2003), MacMillan et al. (1985) and Fried and Hisrich (1994) did not describe the
performance of TBFs after VC involvement in their companies. Although the briefly
mentioned the roles of venture capital firms in their study, but that was with the aim
of finding out the investment decision criteria but not really to vividly describe the
importance of such roles. Hence, this research tries to explain in detail the
performance characteristics of TBFs after VC involvement, and also the roles of
venture capital firms in nurturing technology based firms have been described in
detail. What these authors have done was that they merely adopted a positivist
approach to attach weight to the already existing evaluation criteria that venture
capital firms use to select technology based firms in developed countries and this
technique has been applied in some developing countries. They also described the
activities that take place during each stage of the evaluation criteria. They failed to
undertand that during the venture capital investment process there are many other

factors that determine the venture capitalists decision criteria apart from the already



known variables. These characteristics many researchers have ignored over the years

and across countries.

In view of this, the study seeks to fill the theoretical gap of knowledge by
trying to find out other important characteristics of the venture capital funding
process particularly in Malaysia. In order to achieve this aim, the researcher adopts a
naturalist, constructitivist and realist viewpoint to research methodology because it is
the most appropriate technique to find out the real life experiences of venture
capitalists and technology based firm’s owners or managers in their natural settings.
This will help to bring out as it is other important factors that determine the funding
criteria in technology based firms in Malaysia. However, specifically mentioned
below are some of the reasons technology based firms find it difficult to raise
adequate funding for growth and or expansion.

¢ Inability of technology based firms to access adequate financing for growth

and or expansion (Lerner, 2010; Somsuk et al. 2012).

e Inexperience of most of the owners of technology based firms. Most of the
world renowned innovators and inventors started at their early twenties and
majority do not have a college degree to be able to manage their business
most effectively (Hackett and Dilt, 2004; Mason and Brown, 2011).

e Unwillingness of commercial banks, venture capital firms and other financial
institutions to fund growth in the very early stages of technology based firms
because of non availability of collateral security and their perceived high risk

and opportunity uncertainty nature.

e Lack of adequate government incentives to encourage technology based

firms.

¢ In many instances, financial managers (venture capital companies, banks and
financial institutions) require government guarantee as a means of securing

long term capital provided to finance technology based firms at their early



stage. This is because they are investing funds that belong to various
individuals and shareholders to whom proper accountability must be provided
(Lin et al. 2011; Mason and Brown, 2011).

e Many a times, government policy such as tax requirements, legal
requirements, capital market regulatory frameworks and bureaucratic

tendencies discourage fund managers from investing in this sector.

1.3 Objectives of the Study

Venture capital funds are invested precisely in young technology based firms
with fantastic growth and exit potential. Start-up companies depend on venture
capital as one of their key source of financing (Mason and Harrison, 2008; Mason
and Zhou, 2009; Lerner, 2011). The researcher aim to find out the funding criteria in
technology based firms in Malaysia, how they nurture technology based firms,
performance of technology based firms and how government can encourage the
funding of technology based firms. This involves having a discussion with financing
firms and owners of technology based firms who have gone through evaluation

experience.

In line with this, the researcher critically outlines the financing activities of
venture capital firms and their selection criteria, and looks at literature in various
countries as compared to our real experience in Malaysia. The researcher plans to
uncover if same criteria adopted in other part of the world is also applicable in
Malaysia. This will be useful to professionals, academics and Malaysian government
in financing technology based firms. Through this avenue potential technology based
firms will have first hand information of what is required to be in their business
proposal before going ahead to seek for early stage, growth and expansion financing

from venture capitalists, business angels and other financial institutions.
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This study is aimed at finding out the funding criteria in technology based

firms in Malaysia. For this reason, the following are the specific objectives of the

research:

1.
2.

14

To investigate how venture capital firms fund technology based firms.

To find out the roles of venture capital firms in funding technology based
firms.

To evaluate the performance of technology based firms three years after
venture capital involvement.

To investigate how government can encourage venture capital firms to fund

technology based firms.

Research Questions

The research in line with exploring the different issues and aspects of this

study looks at the following research questions. They will be answered in the process

of the research methodology of this study.

1.5

How do venture capital firms fund technology based firms?

What are the important roles of venture capital firms in funding technology
based firms?

How does the performance of technology based firms improve after venture
capital involvement?

In what ways can government encourage venture capital firms to fund

technology based firms?

Expected Outcome of the Research

The researchers’ publication will be one of the reference points to

academicians as it will help to increase the body of knowledge in the field of venture

capital and technology based firms. It will also be useful to technology based firms
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managers, professionals and policy makers in both governments, private agencies for

decision making in Malaysia and elsewhere.

1.6

Theoretical Gap of Knowledge

Majority of studies in this area of research have been conducted in the context
of developed countries, example in UK (Mason and Harrison, 1994), USA
and Europe (Tybejee and Bruno, 1984; Macmillan et al. 1885; Lerner, 2010),
Singapore (Zutshi et al. 1999; Lu and Hwang, 2010) Thailand and Malaysia
(Wonglimpiyarat, 2011; Aziz et al. 2011). The outcome in the developed
countries was found not to be properly suited in the context of developing
countries due to the peculiarity of the country in question and the fact that
they market is still emerging. In addition, none of the authors have
investigated the funding criteria in technology based firms though a few
authors have written some articles on VCFs in Malaysia.

This study will be the first of its kind in Malaysia that adopted a qualitative
approach to describe the funding criteria in technology based firms. However,
considering the ample researches that have been carried out on venture capital
investment process across countries, majority of the researches have based
their data collection approach on quantitative methodology (Wells, 1974;
Mcmillan, 1985; Tyebjee and Bruno, 1984; Fried and Hisrich, 1994; Wright
et al. 2003; Kollmann and Keckertz, 2009). This method does not allow for
new themes to emerge from the interviewed participants which would have
helped to differentiate previous findings from new findings based on country
context and on real life experiences of the respondents. The earlier studies has
mostly emphasised on the weight attached to the decision criterion of venture
capitalists.

Furthermore, no such authors have proposed a comprehensive framework that
could guide future researchers and relevant parties such as public policy
makers, technology based firms and venture capital firms in taking
appropriate decisions on this area of study.

o Consistent search through academic database returned insufficient

literature on venture capital in Malaysia and the little knowledge or
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documents (government and private sources) on venture capital available
have not been properly articulated and published in widely circulated
academic journals.

e Also in Malaysia the funding criteria in technology based firms in Malaysia
have not been fully identified. Several previous studies have mostly dwel on
the Western countries, China and a few other Asian countries.

1.7  Scope of the study

Inadequacy of a comprehensive and up to date data on venture capital
financing is expected in this study, most especially on technology based firms in
their early stage in Malaysia. In order to support this deficiency, prospective
interviewee were identified from several sources such as government agencies and
associations as well as trade or professional association’s directories. Although the
sampling frame used may not be representative enough of the population, hence,
there is potential of producing a biased result. There is the possibility that some
organisations have seized to exist or they may be inactive. However, respondents
were drawn from registered members of Malaysian venture capital and private equity
association and technology entrepreneurial association of Malaysia from two states
of the federation. Majority of the technology based firms interviewed for this study
were drawn from a single but renowned public entrepreneurial university based in
Johor Bahru, and some from Kuala Lumpur. All these factors will definitely be taken

into consideration when presenting the researcher’s findings.

1.8  Organisation of the Thesis

This thesis is broken down into 6 subdivisions. The first division introduces
the general proposition of the research which includes the problem statement,
objective of the study, the research questions, and expected outcome, theoretical gap

of knowledge, scope of the study and research conceptual framework. The literature
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review is presented in Chapter 2. The general aspects of entrepreneurship and
technology entrepreneurship, patenting and licensing of spin-offs, commercialisation
and finally venture capital financing are discussed. The theoretical framework of the
study is presented at the tail end of Chapter 2, while in Chapter 3 the research
methodology, data analysis method is presented coupled with the research
operational framework, in Chapter 4 is the data analysis and findings whereas
Chapter 5 presents the discussions on the four research questions used for this study,
and finally Chapter 6 presents the contribution, limitations, conclusions,
recommendations and areas of future study for this thesis. At the end of the six

chapters, the researcher presents the references and appendixes.

1.9  Conceptual Research Framework

The design of a study is as important as the analysis. A study design is the
rationality that connects the data to be collected and conclusion to be drawn to
answer the questions of the study. The study design is important to govern how the
data are to be analysed. Figure 1.1 indicates the research conceptual framework for

this study.
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VCF’s Screening Criteria (d) Venture Capital Firms (b) Technology Based Firms (a)
e Market Attractiveness e Private Vcs e | CT Firms
o Capacity of Team Member o GovtVes e Biotech Firms
o Barriers to Entry -, Bank Vcs o Greentech Firms
o Product Uniqueness e UniVc o Nanotech Firms
o Possibility of Exit o Business Angels e Electronics

o |P Protection

Government (c)

e Tax

e  Regulations
e |Incentives
v e Grants

o Grants

Roles of VC Firms (e)

o Recruit Key Excos

o Board Membership

o Marketing Support

o Internationalization of Firm
o Secure Follow-on Funding
o Market Research

o Networking

e Technical Support

Start-Ups performance (f)

e Proper Financial Planning
e Enhanced Profitability

o Market Expansion

e Management Confidence
o Facility Upgrade

o Networking

v

Figure 1.1  Conceptual Framework of Research (Tybjee and Bruno, 1984;
McMillan et al. 1985; Bygrave and Timmons, 1992; Fried and Hisrich, 1994; Zutshi
et al. 1999; Mason, 2010)

1.10 Chapter Summary

This chapter considers the essentials of venture capital financing of
technology based firms. The background section briefly summarises what is
presented in the literature review chapter by reviewing the general aspects of
technology entrepreneurship, patenting and licensing of spin-offs, commercialisation
and finally venture capital financing. On top of this, the historical development of the
concept of venture capital, technology financing as a national policy encouragement
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to rapidly build-up the national innovation policies in the country. The brief
overview of the encouragement and development of the four innovation phases ever
since. Furthermore, the effort of government and other innovation and venture capital
supporting agencies were briefly understood in this chapter and are expected to be
fully presented in the literature review chapter and other chapters in the thesis.
Another important areas presented in this chapter is the research problem statement,
the objectives of the study, research questions, the scope of this research, theoretical
gap of knowledge, and finally the conceptual research framework that serves as a

guide to which the researcher follows up with the thesis.
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APPENDIX B: Interview Schedule for Venture Capital Firms in Malaysia

How Venture Capitalists Evaluate Technology SMEs they Finance in Malaysia

Introduction

Section A: Demographics of Respondents
First of all, please tell me about your personal background:
Your length of relevant work experience
Educational qualification

Professional qualification

Job position/title

Also about your company background:

Date of establishment

Management structure

Staff strength

Roles and objectives

First Question is about the funding of VCF
1.1 From what sources does your VVCF obtain its capital?
1.2 What is the total capital under management of your VCF?
Question number 2 is about the financing of technology small and medium sized enterprises
1.3 How does VCFs finance nascent high technology ventures?
1.4 From what sources do you source business proposals you screen for funding?
1.5 What are your preferred investment stages and why?
1.6 What is your investment size by stage of development?
1.7 What are your investment preferences?
1.8 What are the difficulties you encounter in financing technology businesses?
1.9 What other financing options are available to TBFs?
2.0 How can government help bridge the early staged financing gap?
2.1 How do you plan to cash-out your investment?
2.2 What is your average length of investment per stage of growth?
What steps are involved in your investment decision process? (Sequential order)
2.3 Can you please list the steps you follow when screening several proposals on your table?
2.4 What are those things you look out for in each proposal?
2.5 What determines if a particular proposal will scale through to the next level of screen?
Third question is on venture capital evaluation criteria
2.6What were the important factors you consider significant while evaluatingpotential Investee Company’s business proposal
prior to funding?
Fourth question is on the value added contribution of VCF to investee companies
2.7 Do you offer any other service to the company you finance?
2.8 Please elaborate on what other value-added services you provide to investee companies?
2.9 How do you monitor your investment?
3.0 How do the add-on services enhance performance of start ups?
Fifth question is about the commercialisation process of innovative products
3.1 Has your VCF been involved in the commercialisation of some start ups?
3.2 What steps are involved in Commercialising a new product (sequential order)?
3.3 What problems do you encounter during the commercialisation process?
3.4 How can government help in enhancing commercialisation of more innovative products?
Sixth question is on entrepreneurial intentions/motivations of technology entrepreneurs
3.5 What are those characteristics you perceive may encourage entrepreneurial intentions/motivations and how?
3.6 Do you think demographic characteristics of an individual influence ability to become an entrepreneur?
Seventh question is on the performance of funded firms
3.7 On what important criteria can you rate the performance of funded firms?
Eight questions is on the technology stage of nascent ventures you fund (early, prototype and later stage)
3.8 What factors determine what stage to invest in?
3.9 What factors determine how much to invest per stage?
4.0 How do you encourage Death Valley financing?
4.1 How do you encourage early stage financing?
4.2 How do you determine firms suitable for funding?
Ninth question talks about the equity involved in investee funding-
4.3 Does VCFs own equity in companies they fund?
4.4 How much do you invest per stage?
4.5 How much equity do you normally take?
4.6 How do you determine stake- holding?
4.7 Does VCFs invest alone or co-invest with other private investors (VC syndication).
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APPENDIX C: Interview Schedule for Technology Enterpreneurs
How Venture Capitalists Evaluate Technology TBFs in Malaysia
Introduction
Section A: Demographics of Respondents

First of all, please tell me about your personal background:

e  How old are you now?

. How old were you when you established this company?

. How old were you when you got this innovative idea?

e What was your length of relevant work experience before setting up your own company?

e  What is your Educational qualification?

e What is your Professional qualification?

e What is your marital status?

e What is your position in this company?

. Can you tell me about your family background?

e Who is your role model? Who influenced you most in setting up this company?

e  What other characteristics would you say motivated you most in setting up your own company?
Also about your company background:

e  What year did you set up your company?

e How many staff do you have?

e  What industry/product does your innovation belong? High tech or low tech

. Can you tell me about the management structure of your firm?

e  What stage of growth does your firm belong right now?

Section B

The first question is about the funding structure of your company (Friends, family, personal savings, government,
venture capital, bank loans?)

1.1 From what sources did you raise your initial capital when you commenced business?

1.2 How many round of funding have you received so far?

1.3 What are the sources of fund invested in your company?

1.4 What is the investment size you received at each stage of growth?

1.5 What difficulties did you encounter in trying to raise growth/expansion finance?

1.6 What other capital sources are available to fund your business?

1.7 How much is the total equity invested so far in your firm from various sources?

1.8 What percentage equity have you given out so far?

1.9 How do you negotiate percentage of equity to relinquish?

2.0 Are you still considering receiving further round of financing?

2.1 If yes, for what purpose do you wish to raise additional capital and what source?

2.2 In what ways can government help to encourage the financing of more tech products?

2.3 From what sources did you source potential investors before approaching them with your business proposal?

The second question is about the exit options for your company that is, Do you plan to grow your company to IPO or
sell out to established firm?

2.4 How do you wish your equity investors to cash-out their investment from your company?

The third question is on Venture capital investment decision process

2.5 What was your experience like when you submitted your business proposal to venture capitalist for screening?
What steps were adopted during this process?

The fourth question is on Venture capital evaluation criteria.

2.6 What important factors do venture capitalists considered significant in your business plan when evaluating your
business proposal? (Selection criteria)

The fifth question is about the VValue added from equity investor after venture capital involvement

2.7 Please elaborate on the added value equity investor have contributed to the growth of your company?

2.8 What other form of support do you expect from equity investors that are currently not being offered?

The sixth question is on the Performance of Investee Company after venture capital infusion.

2.9 Can you highlight in details what areas your company performance has improved significantly two years after
equity investor’s involvement?

The seventh question is on Motivations to innovate/ Opportunity recognition of technology

3.0 What are those factors that motivated you to develop entrepreneurial tendencies?

3.1 How did you identify the opportunity that you innovated

The eight questions is on the Commercialisation process of your company

3.2 What happened during the commercialisation of your product?

3.3 What steps where involved in the commercialisation process of your venture?

3.4 In what ways where you involved during this process?

3.5 What problems where encountered during that process?

3.6 In what ways can government help to encourage the commercialisation of more tech products?



302

APPENDIX D1: Emerging Attributes of Funding Structure for TBFs

No

Categories

Sub-categories

Attributes

Funding
structure

Initial sources

Government sources,
Personal sources,
Family sources,
Friends,

Private agencies,
Awards,

Suppliers,

Financial bootstrapping,
Bank loans

Rounds of funding

Depend on nature of innovation,
Depend on funding agencies,
Depend on stage of growth:

It can be; first round of funding,
Second round of funding,

Third round of funding, etc...

Investment size &
stages

Depend on industry of technology,

Depend on stage of innovation:

It can be; short term innovation contract, or
Long term innovation contract.

Problems in funding
TBFs

Preparing the business proposal,
Pitching innovation to potential investors,
Access to potential investors,
Skeptical view of Malaysian innovation,
Lack of trust for university researchers by industry, Must
develop good networking,
Negotiation with industry,
Low investment in R n D by industry,
Lack of information on how to get fund,
Problem of identifying the right funding agency,
Securing guarantors for fund,
Securing permission to use company facilities,
Convincing funders to understand commercial sustainability
of innovation,
Public acceptance,
Inadequate facilities in public universities to aid research,
Amount allocated per stage is sometimes not enough,
Criteria for selection has gradually become more stringent,
Lack of expertise to sustain the R and D stages,

Ownership structure

Inventor:

CEO:

University at ratio 4:3:3,
Inventor or CEO takes the larger stake other partners share
based on contribution,

At initial stage;

University- 90%,

Academic inventor-5%,
CEO-5%,

At the middle stage;
University-85%,

Academic inventor-5%,
CEO-10%,

At later stage;
University-40%,

Academic inventor-30%,
CEO-30%,

Vesting schedule,

Active and passive investors






