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- Introduce Human-Capital Due Diligence
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= Share the findings and feedback onrour
Human Capital Due Diligence process from
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= A formal Human Capital Due Diligence
process is required -

= Process |leads to better investments =

pUp: Q& A — Feedback:
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Proolerr

~ = The most common cause of failure in start-
r—r =
Ups IS poor management.

= Yet the due diligence focus is on the
product, the market and the investment...
-
tprocess R




=50 hours

25-50 hours

10-25 hours

<10 hours

Respondents

.\ management does play such a pivotal role, it has to be asked why the

- guality of assessment remains so patchy. The majority of investors -
spend more than 25 hours evaluating a prospective management team,
with nearly 30% devoting over 50 hours to this all-important topic.

72% rated Management characteristics as Key drivers of success
In iInvestee companies
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POOR MANAGEMENT 69%
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‘P \ MODEL 14% / {0CKS

SJ Berman, Ltd.



The Current focus of
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CRITICAL FACTORS IN INVESTMENT DECISION
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I:I Importance in effecting outcome of investment

| Effective due diligence process implemented



TOP ATTRIBUTES VC's SEEK TO ASSESS

Technical Knowledge
Industry Knowledge
General Mgmt/Operations
Sales/Marketing Skills
Leadership

Strategic Thinking
Relevant Past Experience
Finance

Ability to Build a Team
Ability to Grow a Young Company
Integrity/Honesty
Openess

Strong Work Ethic

- Can Work Well with Others
sl Can Recruit Alliance Partners

40%
26%
26%
24%
17%
14%
14%
12%
12%
10%
10%
10%
7%

5%

5%

Lack of General Mgmt/Operations
Cannot Work Well with Others
Sales/Marketing Skills

Technical Knowledge

Ability to Build a Team
Leadership

Finance

Integrity/Honesty

Lacked Strong Work Ethic

Details

Emotionally Unstable

Strategic Thinking/Vision

Ability to Grow a Young Company
Openness

Charisma

SESS

TOP ATTRIBUTES VC's FAIL TO AS

29%
24%
19%
10%
10%
7%
7%
5%
5%
5%
5%
2%
2%
2%
2%
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—_Human Capital' (HC) is the su
total of the skill, talent ana
experience of the entire team. -

iman, Capital Due Diligence *
%Wmaluaﬁo =
uman Capital in an organization.




— P eople are complex
= Teams are even more complex

= Multiple investors result in multiple ad
hoc processes

esults are not well ong

izedu

o




METHODS USED BY VC's TO ASSESS HC AVE HRS
Work Sample 63.9
Reference Interviewing 19.8

Past-Oriented Interviewing® 16.8
Documentation Analysis 3.7
Job Analysis 3.6
Psychological Testing 0.1
Formal Assessment Center 0.0
Total time allocated to Human Capital Methods 120.0

*Past-onented interviews have been found to be the most effective method.

GH Smart, 1998
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= Research - is each team member who
they say they are, drilling down beyond
superficial level

= Assessment - determining If each team

ber.well suited for their job and this ..
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RESEARCH - how far do you peel
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"~ = Reference checking on each team member
— Personal references
— Co-worker (peer, subordinate, supenor levels)
— External industry associate (vendor/account)

éa-st Employment
e ;

— Resume validation

fAVINg record,



ASSESSMENT - Tools to “peel”

= Assessments and Interviews
— Job Profile Assessment
— Reference Evaluation -
— Personal Style Inventory '

Behavieral / Past- Orlented.lnterwe s
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RESUILS O proper aCl).

ANVESTIBILITY
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— Prowdes baseline of HC in the target company

— Provides documentation; in-depth results using
consistent, repeatable process

— A more thorough job can be done guicker, -
resulting in time and cost savings

— Fewer mistakes means making better

ﬂ\-/estm_e cisions.

All together these equal a higher ROI.
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" = Saves jnvestor’s time on the major legwork of HCDD
= Minimizes legal liability or conflict of interest
= Provides 3rd party perspective -

= |ndustry professionals keep up with'latest trends
and processes to give more accurate assessments

ated ATNareness - HCDD del'lﬁerable,@[lpwé. | -*"'

ess level for
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— 10/develop these programs:

= Formal HCDD Process
— The Process needs to be well defined and consistent

— Project managed approach for less disruptive and
guicker assessment

gualified staff with expertise'o

5 = 7 *
eling the enion® .

ptions for internal implementation
— Seminars and workshops to train staff in our processes
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HEDPESURTTARY

— Human Capital DD has been the “Achilles
Heel” of the Investment community.

— Proper HCDD Processes are required to -
make informed decisions regarding the
Investibility of target companies.
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