
Factors for
Founders:

Growth Equity  



#1 Trading multiples

#2 Comparables (precedent transactions)

Comparable analysis is an important consideration when seeking growth
equity. By looking at industry peers, a CEO/founder can grasp a better

understanding of current market conditions and what professional
investors are seeking (trends, valuations, ‘hot’ industries etc.).



Transaction multiples for similar deals are useful if accurate historical

transaction data is obtainable.



See the next page for FMKCP comparable stock analysis sheets, listing
select ASX technology companies and their TTM reported figures.




Interpreting the valuation of similar listed companies and understanding
their key financial metrics is important.




When seeking growth equity, it is important for
the CEO or the founder to consider the following

elements:





#3 Internal Rate of Return (IRR)

A CEO/founder seeking growth equity must
understand the internal rate of return (IRR) as a
key measurement of a fund's investment thesis.

The IRR is the compounded rate of return for
investment(s) reflecting a growth fund's

performance, and the fund's investors typically
have specific targets they want to achieve.



To enhance the likelihood of meeting the IRR

targets, it is essential to consider various factors,
such as the company's current and future
profitability and cash flow, as well as the

potential risks and challenges that may affect its
performance.

A ~25-40% IRR will allow a
company to achieve a

3.0-4.0x return on
investment with a 4-5

year investment horizon.



#4 Discount Rates

Illiquidity discount:
Private companies have a lower level of liquidity than public companies, making it
more difficult to buy or sell shares, requiring a discount when compared to their public
peers.

Lack of scale:
Private companies that do not have the same level of operational scale (depth and
breadth) generally trade at a discount to their public company counterparts, resulting
in a lower valuation.

Minority interest discount:
Some growth funds invest in a minority stake in a private company, meaning they do
not have full control of the company. This can result in a minority interest discount,
where the valuation is lower than if they had full control. A CEO/founder should
consider the impact of a minority interest discount when negotiating.

#5 Fund Features

Investment horizon
The amount of time the fund plans to hold
onto an investment before selling. This
impacts your company's growth strategy and
the timeline for achieving set targets. If the
fund's investment horizon is shorter than what
you believe is required for the company to
reach its full potential, it may not be the right fit. Exit strategy 

The process of the fund to reduce or liquidate
ownership. This impacts your ability to retain
control of the company and its growth
trajectory. E.g., if the fund plans to sell the
company through an IPO, you may need to
consider a different set of factors that would
otherwise apply if the sale were to a strategic
trade player.

Vintage
The year in which a fund began making
investments. This impacts the fund's
investment strategy and the level of risk it is
willing to take on. A newer fund may be more
aggressive in its investments, while an older
fund may be more conservative.

Duration
The amount of time the fund plans to be
active before winding down. The fund's
duration impacts its ability to provide ongoing
support and resources to the portfolio
company.

Type/focus
The industry or sector the fund specialises in.
You should consider the fund's type and focus
as it can impact the level of expertise and
resources the fund can provide. A company in
the technology sector may want to seek out a
fund with a proven track record within
technology.
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