This paper was presented at The XXV ISPIM Conference — Innovation for Sustainable Economy &
Society, Dublin, Ireland on 8-11 June 2014. The publication is available to ISPIM members at

WWW.ispim.org.

Financing innovation in sustainable start  -ups *
an exploration of financial access, challenges and
opportunities

Linda Bergset*

University of Oldenburg, Department of Economics, Management and
Law - Innovation Management and Sustainability, D-26111 Oldenburg,
Germany.

E-mail: bergset@borderstep.de

* Corresponding author

Abstract: The issue of how start-ups finance their sustainable innovation
processes has not yet been explored exhaustively. In this paper, empirical
“work-in-progress” on access to finance and public funding for sustainable
start-ups is presented. In a two-stage research process, exploratory interviews
with start-ups in Finland, Germany and Sweden are first carried out — and
presented in this paper — before a large-scale survey is distributed in the three
countries. It is expected that there are differences between conventional and
sustainable start-ups as well as between types of sustainable start-ups that are of
relevance to entrepreneurial finance. Such differences may have an impact on
access to and use of financial instruments and investor types in addition to
leading to specific challenges and opportunities in start-ups’ financial sourcing.
Building on relevant existing evidence, this research aims at exploring the
whole potential range of financial usage, needs and gaps in innovative
sustainable start-ups.
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1 Introduction

Access to finance is crucial for innovation processes in both “conventional” and
sustainable start-ups. There are, however, differences between conventional and
sustainable start-ups as well as between types of sustainable start-ups relevant to the
innovation process. Characteristics related to product/service, the
entrepreneur/entrepreneurial team and the strategy of the start-up are likely to have an
impact on the start-ups’ needs and requirements as well as investors’ perception of them
as investment opportunities. Differences arising from such characteristics might lead to
additional challenges and opportunities in start-ups’ financial sourcing. The topic of how
start-ups finance their sustainable innovation processes has not yet been explored and
understood well enough. More empirical work is thus needed and the goal of this work is
to contribute to overcome this deficit.
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2 Theoretical background

Sustainable start-ups can be defined as young companies (up to 8 years of age) that
develop and launch innovative, sustainable products/services. Sustainable innovations are

“the development and successful establishment of such technical,
organisational, systemic, institutional or social inventions that contribute to the
conservation of critical natural resources and to global and long-term
transferable  production and consumption patterns and  levels”
(Fichter, 2005: 138, author’s translation).

Innovative start-ups’ “liability of newness and smallness” (e.g. Schaltegger & Wagner
2011: 232) can impact their access to finance (cf. Cosh et al. 2009). Banks and other
financial institutions have difficulty accurately assessing risks in start-ups with radical
innovations lacking a market history/benchmark and entrepreneurs who have an
unknown/inexistent credit history (cf. StaroBom 2013; Kerr & Nanda 2009; Megginson &
Smart 2006; von Nietzsch et al. 2005). Entrepreneurs may lack collateral and the start-up
may not have reached a stage in which revenues can help pay back loans (cf. Cosh et al.
2009). Some theories explore the difficulty innovative entrepreneurs experience in
accessing finance: Especially agency theory and asymmetrical information situations
between investors and entrepreneurs are prominent in pertinent literature (e.g. Kerr &
Nanda 2009; Grichnik & Schwarzel 2005; Stiglitz & Weiss 1981; Leland & Pyle 1977).

In sustainable entrepreneurship research — both social entrepreneurship and
environmental entrepreneurship — finance has yet to be explored broadly (cf. Moore et al.
2012). More research is thus still needed on the topic, due to the potential differences to
conventional entrepreneurial finance (cf. Shepherd & Patzelt 2011; Nicholls & Pharoah
2008). One small-sample study finds that bootstrapping is not uncommon among
sustainable entrepreneurs are (cf. Choi & Gray 2008). Research related to environmental
entrepreneurship focuses primarily on cleantech companies that have high capital
demands (especially developing renewable energy technology) and are funded by venture
capital funds (cf. Caprotti 2011; Hargadon & Kenney 2011; Birer & Wistenhagen 2008;
O’Rourke 2005; Wustenhagen & Teppo 2006; Randjelovic et al. 2003). In research on
social entrepreneurship the variety of investor types and financial instruments assessed is
greater. Still, focus lies primarily on social businesses (and social or “impact” investors)
with zero or negative expected returns, which are “sustainability driven” (e.g. Nicholls &
Paton 2009; Achleitner et al. 2007; John 2007), with a few exceptions (McWade 2012;
Moore et al. 2012; Emerson & Spitzer 2007).

Differences can be assumed to exist both between conventional and sustainable start-ups
as well as between types of sustainable start-ups that are relevant to the innovation
process and entrepreneurial finance. The author has elsewhere explored such
distinguishing characteristics related to a) product/service (product/service quality, level
of long-term focus and level of need orientation); b) entrepreneur/team (sustainability-
related motivation, use of guiding sustainability principles and level of business
qualification); and c) company strategy (growth willingness, level of market orientation
and insistence on retaining control and decision-making rights) and accordingly defined
different types of sustainable start-ups (Bergset & Fichter, forthcoming).
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3 Research design

This ARDS paper is based on work carried out in the European research project “Support
Systems for Sustainable Entrepreneurship and Transformation” (SHIFT). SHIFT
investigates barriers and strategies for supporting eco-innovation and sustainable
entrepreneurship in Finland, Germany and Sweden. Building on previous conceptual
work carried out by the author (Bergset & Fichter, forthcoming), the financial usage,
needs and challenges of different types of start-ups will be empirically examined in a
two-stage process. The research question can be stated as follows: How and to what
extent are the needs of different types of sustainable start-ups in different phases met by
financial institutions (both conventional and sustainability-oriented ones) and public
funding programmes?

In the first stage, 24 short, exploratory interviews have been carried out with start-ups in
Finland, Germany and Sweden. The search for companies was carried out in talks with
experts, in pertinent publications as well as on the Internet. The companies were then
selected based on the following criteria: a) the company was founded 2006 or later (or
not yet founded); b) the company provides an innovative green product/technology or
service/product-service system; c) the companies have a range of estimated financial
needs and capital intensities (low-medium-high). Questions were asked about the type of
investment/funding instruments used and their sources as well as broader questions about
challenges, gaps and positive experiences. The goal of this first phase is to generate
background information on the areas of relevance that should be covered in a survey as
well as knowledge of the language used by the entrepreneurs in start-ups. In the second
stage, these results will thus feed into a survey, which explores different types of
sustainable start-ups’ actual use of financial instruments, investor types and funding
programmes in different phases as well as their needs, requirements, challenges and
opportunities in all three countries. Using categories of different sustainable start-ups
developed in an earlier paper (Bergset & Fichter, forthcoming), we will operationalise the
sustainability-related characteristics associated with product/service, entrepreneur/team
and company strategy mentioned above. A comparison will be made to a control group of
“conventional” start-ups. The survey will be distributed to start-ups through incubators in
the project countries.

The results from the first stage of the empirical research process have been analysed in a
qualitative (and semi-quantitative) content analysis. As categories for analysis we used
the phases in the “Entrepreneurial lifecycle” model by Price (2004) as well as the stages
commonly observed in entrepreneurial finance: early-stage (including pre-seed, seed and
start-up stages) as well as expansion stage (cf. Kollmann, 2005)." Figure 1 shows the
approximate overlaps between these different representations.

1 . . . -
We will not explore the later stage of entrepreneurial finance here as it is beyond our scope.
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4 Results and discussion

Description of the companies interviewed

8 start-up companies were interviewed in each country. These interviews were on
average 25 minutes long. In most cases (20), interviews were carried out with (one of) the
founder(s) or the inventor (in one case no company has yet been founded), but in three
cases later employed CEOs and in one case an internal consultant were interviewed
instead. 7 of the 24 companies were founded by only one person, while the majority had a
team of founders. 5 companies had female (co)founders. The average age of the
companies was 3.8 years." Table 1 shows an overview of company characteristics.

! However, this is measured calculating the time passed since founding the company. Most companies spent a
considerable time (up to several years) working on the idea, business plan, technology etc. in the pre-seed and
seed stages before actually founding the company.
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Table 1 Overview of interviewed start-ups (number of companies in brackets)

Phase of
entrepreneurial

Industries Type of offering lifecycle Legal forms
1. Opportunity

Automotive supplier (1) Product (12) identification (0) Finnish Oy (8)
2. Opportunity

Biotechnology (1) Service (9) evaluation (0) German GmbH (4)

Product-Service 3. Commitment

Business consultancy (2) -System (3) of resources (5) German GbR (1)
4. Market

Chemicals (2) entry (10) German UG (1)
5. Full launch

E-commerce (1) and growth (5) German VvaG (1)
6. Maturity and

Ecosystem services (1) expansion (1) Swedish AB (8)
7. Liquidity No company

Electronics (1) event (3) founded (1)

Heating/energy efficiency (1)
Information services (2)
Insurance (1)

Mobility (2)

Packaging (1)

Renewable energy (7)
Textiles (1)

Sources of investment and funding

When identifying the sources of investment mentioned by the interviewees, what
becomes apparent is the diversity of sources used in the early phases of company
development (i.e. pre-seed and seed stages) compared to that of the start-up stage and the
expansion stage. While this to a considerable extent is likely to be due to the focus being
on companies under 8 years of age (most have not even reached the expansion stage (cf.
Kollmann, 2005), i.e. the “full launch & growth” phase (cf. Price, 2004)), it is still an
indication of the need to be more “creative” in finding sources of money in the early
phases of company development. This becomes evident in funding arising from e.g. a
cooperative founded for investment purposes or using paid parental leave for company
development.

3 companies had so far not accessed any external public or private sources of
finance/funding (one from each country, all approx. 2 years old, 1 company had
relinquished by choice). Own funding, which is used by most start-ups to a larger or
smaller extent (explicitly mentioned by 12 (50%)), arises through e.g. personal loans, exit
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money from earlier own companies, in-kind work/no salary and cross-subsidisation with
other jobs that run parallel to start-up activities. As the start-ups chosen were knowledge-
based companies it comes as no surprise that 5 of the 24 companies arose from academic
research projects and initially were funded as such (2 in Germany and 3 in Sweden). 2
companies in Sweden also started as spin-offs from existing companies and thus received
their initial (and longer-lasting) finance from the original company. Bank loans are, as
expected, not quite common in the early stages of company development: Only three of
the 24 companies have been able to access debt funding due to guarantees from public
funding institutions or long-term established personal contact with the bank as well as in
connection with a business plan competition.

Main similarities between the countries
e Public funding for innovation and business development is used by the majority.
e Business angels are the main type of private actor that is used (7 companies (29%)).

e Public-private partnership (PPP) funding seems to be quite common; it however also
often falls through due to only public and no private commitment (no private
matching found in time).

e Sustainability-oriented investment or impact investment for start-ups seems still to
be in development (only small sums are accessible and total volumes are still small).

Main differences between the countries

e Crowdfunding and crowd-investment seem to have spread faster in Germany, where
several portals already are established. While two companies there had used crowd-
investment (and one of them also crowdfunding), none had used such portals in
Finland and Sweden.

e  While in all countries public funding for innovation and business development is
used, the range of earmarked, specific instruments used in public funding in
Germany was conspicuous. Whether this echoes the broader diversity of public
funding programmes in Germany compared to the landscapes in Sweden and Finland
would have to be evaluated in the survey.

e  While in all countries some start-ups had reached the “expansion stage” (Kollmann,
2005) or “full launch & growth” phase (cf. Price, 2004), only in Germany two
companies had found external funding or finance so far in this phase.

e In Sweden, a large number of companies (6) had achieved internal funding through
revenue. In Finland and Germany only 2 companies respectively were in this
situation. The companies are primarily service-based companies or such product-
based companies that are cross-subsidising their innovation development with
consultancy for other companies (one exception existed in a technology-based
company).


http://www.ispim.org/

General challenges and gaps

Table 2 shows the type of challenges mentioned by the companies according to frequency
and subsequently bundled in categories.

Table 2 Overview of general challenges in access to funding and finance as perceived by start-ups

GENERAL CHALLENGES Total
Finland Germany Sweden count

Complications in application process

Long / complex application processes for public funding 2 1 4 7
Difficult access to public money due to (private)

matching need 2 4 6
Diverging evaluations within one organisation/blocking

decision-makers 2 1

Long application processes for private investment 1

Investors' / funders' requirements not fulfilled

Need for first revenues
Need for customers/proven demand

VC firms lack interest at early stage 2
Public funding institutions' focus is too specific (e.g.
high-tech) 1 1

Majority of public funding goes to larger corporations 1

Access to investors difficult for 1-person team 1 1
Access to investors difficult when too many owners in
company 1 1

Time-horizon of investment

Time-horizon of company longer than that of investors
(in general) 3

VC firms have too short time-horizons

Level of investment

Early stage financial needs too high (e.g. for prototype) 2 2
High level of investment needed when going

international 1 1
Risk level

Risk averseness in public funders 1

Risk averseness in banks 1

Start-up internal issues

Lack of information about suitable investors 2 2
Terms perceived as unacceptable (e.g. high share of

company demanded) 1 1
Fear of losing control to investors 1 1

There is a broad range of challenges, most of these common for all start-ups, not only
sustainable start-ups. Several start-ups described public funding processes as too long and
complex. Many were not able to access public funding due to a lacking private matching.
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The time-horizon of investors (and especially VC firms) was considered to be too short
for knowledge-based companies developing innovation.

Gaps according to size of funding/investment as well as the phase are perceived very
differently by the interviewed start-ups, indicating a need to relate this question to type of
company in the future survey.

Sustainability-related opportunities and challenges

Only a few companies (3 German, 1 Swedish) had received finance from “sustainability-
oriented” investors (providing a specific opportunity to such start-ups), as identified by
the companies themselves due to investor motivation or the type of investments they
made, e.g. renewable energy. Equity was received in the pre-seed/seed stages from one
business angel with renewable energy experience, one venture capital provider with a
strict Cleantech portfolio and one family office. In the start-up stage, another
sustainability-oriented family office acquired 80% of one company.

Table 3 Overview of sustainability-related challenges in access to funding and finance as
perceived by start-ups

Total
SUSTAINABILITY-RELATED CHALLENGES Finland Germany Sweden count

External issues

Hindering / uncertain regulation 1 1 2 4

Start-up internal issues
Important to company that investors have similar
values 1 1 2

Issues related to investors / funders

Lack of understanding of legal form/type of business 1 1 2
Lack knowledge due to lack of established benchmarks

for sustainable services 1 1
Scepticism that customers will pay for "green

solutions" 1 1
Company's sustainability approach makes investors

lack interest 1 1

Legal form of cooperatives is suspicious to investors
due to spread of control

Profit opportunities in company too low for investors

Lack of understanding of underlying environmental
issues impacting ability to assess the potential market 1 1

Although challenges were not divided specifically into general and sustainability in the
interviews, some challenges were blatantly related to the sustainability aspects of the
start-up and its innovation. Table 3 shows these sustainability-related challenges in
accessing funding and finance. While some companies had several challenges in this
category, revealingly, as many as 10 of 24 companies (42%) experienced at least one
challenge explicitly related to the sustainability of their company or product/service.
Interestingly, the possibility that investors would not be interested in sustainable start-ups
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was not considered likely by most interviewees. Rather, the main concern among the
start-ups was the lack of investor understanding and knowledge about sustainability-
related issues that may have an impact on product, possible market or business model. It
is possible that some of the reasons listed above as “general” reasons (i.e. reasons that are
relevant for all start-ups) are also somehow sustainability-related (e.g. a long time-
horizon may arise due to the type of radical sustainable innovation that the start-up is
developing). This possibility should be taken into account in the survey design.

5 Conclusion

This ARDS has delivered a preliminary impression of financial access and challenges of
sustainable start-ups seeking money in Finland, Germany and Sweden. Phase 1 of the
empirical research has provided useful information that will be used in developing the
survey in phase 2. Amongst others the survey design will have to allow for an explicit
exploration of sustainability-related challenges (and distinguish these from “general”
challenges in entrepreneurial finance), look more thoroughly at the national differences in
the project countries as well as develop appropriate questions on perceived gaps in
finance and funding for sustainable start-ups.
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ARDS - Feedback

First, feedback is requested on how the findings from the interviews should feed into the
survey at second stage of quantitative empirical research. Second, feedback is requested
on the survey design itself.
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1 Goal and setting of the workshop

In the empirical work of Work Package 6 in the SHIFT project — exploratory interviews and a survey —
a strong focus lay on the demand side of green start-ups and their challenges, difficulties and oppor-
tunities in accessing finance and funding. In order to also explore the perceptions and realities of the
supply side, a workshop was carried out with investors, public funding organisations, intermediaries
as well as a few start-ups. In this workshop key findings from the interviews and survey were pre-
sented and discussed. The perspective of start-ups was also directly presented by two start-ups: one
service-based company offering a green and sustainable household insurance and one high-tech
renewable wind energy company. In reply to the SHIFT presentation, a representative of the venture
capital industry, the German Private Equity and Venture Capital Association (BVK e.V.), presented his
viewpoint on the situation of venture capital generally in Germany and specifically for young Clean-
tech companies. Furthermore, representatives for both early stage investors — Business Angels
Netzwerk Deutschland (BAND) — and sustainability-oriented investors — Forum Nachhaltige Geldanla-
gen (FNG) — presented key figures and the rationales of their respective investor groups. Subsequent-
ly, the results and presentations were discussed in a group of approximately 30 invited experts.



2 Input from the investor representatives

= Martin Bolits, German Private Equity and Venture Capital Association (BVK e.V.)

Martin Bolits does not observe particular challenges for Cleantech or green companies, but agreed
that new and young companies, particularly those that are high-tech and highly innovative, may
struggle with expansion stage finance in Germany. The seed and start-up phases are, relatively
speaking, easier in terms of finance. The so-called ,valley of death” makes it difficult also for compa-
nies with environmental technology to scale-up their activities. There is relatively little venture capi-
tal being invested in Germany compared to other European countries (below average investment per
GDP). There is also no strong venture capital “culture” in Germany, compared to e.g. the US. There is,
however, a strong trend of foreign investors in early stage finance in Germany. Venture capital funds
increasingly seek investors abroad, not only in Germany. A further challenge is the lack of exit chan-
nels for early stage investors in Germany.

At the same time, green technologies are seen as forward-looking and particularly innovative among
equity investors, particularly institutional investors. ESG (Environment, Social, and Governance) crite-
ria are growing in importance. Blackstone was mentioned as one example of an investment firm that
integrates ESG issues in their portfolio and seeks savings potentials (i.e. win-win situations) through
applying green criteria. Furthermore, it is seen as an important signal from the political side, that the
issues of environment and entrepreneurship are increasingly seen together: e.g. the new Juncker
investment plan (i.e. The European Fund for Strategic Investments (EFSI)) at EU level seeks to target

green start-ups with investment.

As possible solutions to current challenges for young companies, the BVK suggests amongst others
the following: “research bonus” to provide incentives to young companies with a high level of re-
search and development (R&D) that are still at a non-profitable stage; a “patent box” that provides
tax incentives for revenue from the utilisation of intellectual property and EU conform treatment of
loss carryforward taxation. Further measures for venture capital funds and investors include legally
enshrined tax transparency for funds and rollover options for investors in venture capital without tax
disadvantages.

There are no official statistics at national level specifically in the area of Cleantech, but unofficial
counts yield approximately 60 venture capital / growth finance deals in the last three years. While
green start-ups are not seen to suffer more challenges in financial access than other start-ups, Bolits
concedes that there are few German venture capital firms that specialise in the area of Cleantech
and mentioned a few examples: eCapital, Munich Venture Partners and Sirius Venture Partners.
Nonetheless, all venture capital firms that invest in innovation and IT are also open to financing inno-
vative green companies.

= Roland Kirchhof, Business Angels Netzwerk Deutschland

Business angels as investor/mentors provide both money and know-how to the companies they in-
vest in. They generally invest between ca. €50.000 and 500.000 and have a profit expectation of ap-



proximately +/- 10%. Smaller investments are generally to costly due to the involved transaction
costs. Most business angels are not organised in networks, so the number of business angels in Ger-
many is difficult to assess with certainty: approximately 7.500 business angels are active in Germany,
1.400 are organised in networks. Although individual sums may be small, they jointly invest approxi-
mately €650 million each year, which compares well to the €590 million invested yearly in venture
capital (cf. numbers from ZEW). In the regular surveys conducted by BAND called “Business Angels
Panel”, environment and energy have been one of the most popular categories of investees along-
side IT and medicine in the last three years. Also in the High-Tech Griinderfonds, there is a substan-
tial proportion of green start-ups being funded (8-10% of whole portfolio). There is thus a financing
niche for green start-ups: they are even quite popular.

Still, there might be a few barriers, as in practice there is some reservation with regard to engaging
with green start-ups. The sheer broadness of the category and the heterogeneity of green start-ups
make it more difficult for business angels to specialise in the area. Also, either the number of poten-
tial investees is too small or they are not identified by the investors. There might be a gap here for a
business angel network, which is specialised on green start-ups, as can be found in the US.

Investors are generally market-oriented and welcome the “green” element. It is however not a decid-
ing factor for them and it does not necessarily provide a decisive distinguishing characteristic com-
pared to other business areas. Mission-orientation in green start-ups is something which is hard to
digest for investors. As can be seen in other technology-based companies, green technology-based
companies are sometimes too little market-oriented and focus too exclusively on their technology
development. There might thus be a need to provide qualification measures to green start-ups to
make them investment-ready. On the other hand, it might be helpful to provide better information
on green start-ups for investors and provide fora or networks for “green angels”. It would also be
sensible to target both sides with specific matching formats and maybe a public seed fund and a
growth fund.

Investors are receptive to the general tendency towards sustainability-orientation in society and
politics and will likely consider sustainability criteria for their investments increasingly in future.

= Volker Weber, Forum Nachhaltige Geldanlagen

In Germany, €127.3 billion were invested in sustainable investment last year. These investors analyse
their potential investees according to, first, the sustainability criteria and, second, the financial as-
pects.

Based on our work we would segment sustainable investors into the following categories:
(1) The idealists (18%) — high-sustainability investors

(2) The profit-focused investors (36%) — concerned with new developments where there is a
chance of very high profitability

(3) The profit-interested investors with ethical orientation (9%) — high stable profits

(4) The risk-averse investors (27%)- secure preservation of capital in each phase



(5) The responsibility-aware investors with an expectation of profitability (10%) — focus on gener-
ational equity

Start-ups in general, not only green or sustainability-oriented start-ups, have to increasingly adapt to
the general trend of ESG-assessment in investment and prepare a sustainability strategy early on.
This can also save money when done early and not developed only at a later stage with consultants
as an “add-on”. They can integrate sustainability in their DNA, by dealing with codices such as the
RNE Nachhaltigkeitskodex, the UN Global Compact or the ISO 26000 Guidance of Social Responsibil-
ity.



3 Main discussion points of the workshop

= Specificity of green start-ups and consequences for access to finance

There was a rather general consensus on the need to distinguish between different types of green
start-ups and that these cannot be merged into one category. Due to the level of heterogeneity and
the number of green sectors, there is a need to cluster or categories these. The need to define what
is meant by “green” and what types of companies we are talking about was also mentioned as crucial
by one intermediary. Two general strands that were mentioned by several participants were, one the
one hand, the “Cleantech cluster” of profit-oriented, and, on the other hand, the social and sustaina-
bility-oriented category of companies. The latter were seen as being more “mission-driven”, but
were noted to also have the potential to become big and also be profitable (to some extent). It was
mentioned that there is need to set straight the record on ,, mission-driven” companies: These do not
per se offer an unprofitable proposition. The “good-to-great” approach in the US was also mentioned
— sometimes the growth and performance of mission-driven companies (such as e.g. Patagonia) is
stronger due to their authentic, sustainable approach, not despite of it.

The consequences for finance were also discussed in the context of different types of start-ups. For
investors, it is difficult to specialise on green start-ups as the category encompasses so many diverse
types of business activities. A start-up representative maintained that green start-ups may be differ-
ent to other start-ups, but that they have similar financial access problems.

A category that was seen to have specific challenges was that of the disruptive or radical innovations
in the areas of energy and infrastructure: These have a high capital need and experience barriers due
to the number of licences and permits that are needed for their activities, even just to get started on
pilots and testing. The level of risk is therefore also very high for these companies. A suggestion was
made that policy and intermediaries should enable protected economic zones for such companies
where the red-tape is reduced substantially and experimentation is encouraged. This was seen as an
area where public involvement and public incubators have a clear role to get involved. Another idea
was to bring in strategic investors from abroad to invest in such larger projects.

=  Mobilisation of money

According to one start-up representative, the lack of money is not really an issue in the German
Economy; the question is rather how it can be mobilised for risk investment. One possible solution
was seen in lead investors who act as pioneers and mobilisers of other investors. Some investors
claimed that they are not convinced of green start-ups’ significance in terms of numbers. Here, the
suggestion was made that green start-ups, which are estimated to make up 14% of all new compa-
nies (cf. Green Economy Startup Monitor), should be made more publicly visible.

= Level of profitability and investment time-horizon



While there was a concession on the investor side, both from venture capital representative and
business angel representative that profitability and growth potential are crucial aspects for most
investors, it was maintained that German venture capital firms are less “aggressive” than the Ameri-
can ones. German VC firms are generally involved longer (4-6 years, some even up to 10 years). One
start-up representative argued that for many green start-ups the investment horizon is fairly long
and that many investors do not have the courage to “think big”. Related to this issue of mobilisation
the issue of exit was discussed. An investor maintained that early stage investment is an “exit-driven”
business, which however is complicated in Germany due to the lack of and uncertainty of exit op-
tions. This makes it even more important to be patient and involved in specific companies for a long-
er time period.

= Need for appropriate matching

There is currently a lack of appropriate matching between green start-ups and investors who are
open to such start-ups. There are no specialised business angels networks for green start-ups. One
investor stated the need for green start-ups to find the appropriate investment team, which would
be patient enough to wait for an exit down the road. A start-up representative mentioned the need
for (investment) partners who understand green business model and the importance of the sustain-
ability characteristics that are essential for some green start-ups. At the same time, pitch events
were seen as less helpful than personal connections, indicating a need for other network formats
than those currently used.

= National vs. international perspective

Due to the relative lack of risk investments in Germany, the issue of international investors was
touched upon by several participants. One investor representative mentioned the need for a pan-
European strategy (e.g. a European stock exchange segment or by bundling different technology
fields). A start-up representative mentioned the option of seeking investors from the US or China
who are often more globally oriented.

= Political and legal conditions

Several investor representatives berated the lack of policy stability for investments in green start-
ups. Renewable energy legislation has been bold, but rather instable in Germany over the past few
years. This is something which makes green start-ups an even riskier area of investments at the early
stage.

The role of public money was also mentioned several times: There should be specific grants and
green investment funds targeting green start-ups. Those funding programmes that currently are
available are often difficult to access due to high levels of bureaucracy and long waiting times, which
need to be simplified and improved.



= Need for more research

An investor representative argued that early stage investment is an area that it is difficult to get
good, representative data for. There is a definite need for more research here. Not only quantitative
data is needed, interested was also expressed for case studies on successful investment in green

start-up as well as cases of investment histories and follow-on investment stories.



4 Correspondence with findings from empirical work in SHIFT

The need to further categorise types of green start-ups, which was mentioned several times in the
workshop, was also made apparent by the results of the survey in the SHIFT project. While there was
some disagreement with regard to specific challenges for green start-ups, Martin Bolits’ presentation
about difficulties for innovative and expansion phase funding correspond to findings of the survey.

The finding in the survey that green start-ups’ teams often lack a business background was acknowl-
edged and verified by the participants of the workshop. In this context, the need to make green start-
ups “investment ready” was maintained.

Similarly, there was an acknowledgement of investors’ lack of information and knowledge about
green business models. It was argued that more information should be made available in order to
enable better investor assessment in this area. However, there was a level of disagreement regarding
the existence of investors who might be willing to forego some profits in order to achieve a societal
impact. One intermediary also mentioned the different “languages” spoken by investors and start-
ups and the challenge in overcoming this linguistic gap.

Finally, the need for optimised and adapted matching seemed to be a consensus in the group.
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11 key propositions resulting from the workshop

There is disagreement regarding the existence of particular challenges in financial access for

green start-ups. It is nonetheless maintained that certain characteristics — such as a sustaina-
bility-orientation, a high level of innovativeness and a high level of technology — can lead to a
large amount of barriers and challenges in early stage finance for such companies.

As early stage finance in the green economy impacts both potentially highly profitable Clean-
tech companies as well as social businesses and social entrepreneurs, a clear differentiation of
the different types of start-ups and investors is helpful for an optimised matching of green
start-ups with investors. It should, however, be noted that “mission-driven” does not mean
incompatibility with market activity.

ESG (Environment, Social & Governance) issues play a growing role for investors. Even if sus-
tainability-oriented investors still play a relatively limited role in early stage company finance,
it can be assumed that sustainability criteria will become increasingly important also for early
stage investors in general due to current societal developments and trends (climate change,
energy transitions etc.).

Venture capital is relatively limited in Germany. Early stage investment is thus a general chal-
lenge — not only for green start-ups. Private capital, which is abundantly available in Germany,
should therefore, if needed with public support, be mobilised for risk capital.

It would be sensible to consider the lifelong investment cycle of companies as a whole and
build a network, which helps facilitate and enable exit strategies and future investment
rounds from early stage to more mature company stages.

In order to strengthen the investment culture in Germany it might be sensible to encourage
the current trend of foreign investors’ activity in early stage investment in Germany. Such a
strategy would also benefit green start-ups. A pan-European strategy (such as e.g. INNEON)
might be particularly advantageous.

Ill

Patience is necessary in the financing of many green start-ups: ,Patient capital“ —a more long-

term oriented investment strategy is thus necessary.

Investors who are interested in green business models should be sensitised to the relevance
of sustainability issues for the investment. Green start-ups, on the other hand, should be of-
fered adapted “investment readiness” programmes to help them prepare for investor interac-
tion.

Specialised investor networks and pioneer investors could act as role models in start-up in-
vestment in the Green Economy and could thus help mobilise other interested investors.

(10) Radical innovation with high capital demands and regulatory barriers might benefit from the

development of innovation parks with infrastructure for testing and experimentation as well
as regulatory exemptions and special provisions at the early stages.
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(11) More research and diffusion of knowledge is needed in the field of early stage finance for the
Green Economy, both in terms of quantitative data as well as more qualitative success stories
and best practice.
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