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EXECUTIVE SUMMARY

Within the framework of the International Consortium on Entrepreneurship’s (ICE) Risk
Capital Policy and Data Project, FORA, a policy research unit in the Danish Enterprise and
Construction Authority, has carried out a mapping of the risk capital policy instruments
currently in place in Denmark.

This national policy report summarises the results of the policy mapping and compares the
development of the Danish risk capital market with the government’s policy priorities in the
field. Risk capital refers to investment in seed, start-up and expansion stage. The report
consequently only focuses on a segment of the equity market.

The Danish Private Equity Market is Catching Up

From being one of the smallest markets among the OECD countries in the 1990s, the
Danish private equity market has experienced an enormous catch-up. Since 2001, the risk
capital market has had an immense growth in invested capital, even in periods where other
markets suffered from declining activities. But there is still some catching-up to do. There is a
need to increase private equity under management by a factor five in order to reach the level
of the United Kingdom (UK) (the biggest market in Europe). Furthermore, risk capital
investments need to increase by about €300 million over the next 3 years in order to
research the UK level. Further encouragement of domestic investors’ involvement in building
the Danish risk capital market such as pension funds, other institutional investors and private
persons is required. This is particularly acute in order to meet the government’s ambition of
becoming the leading risk capital market in Europe.

Driven by a Fast Growing and Promising Risk Capital Market

Unlike the development in many other markets, a large bulk of the growth in Danish private
equity investment has been caused by increased investment activities in the early stages
such as seed, start-up and expansion. High investment in the risk capital segment has led to
Denmark being positioned together with high-performance countries such as the UK and
Sweden when comparing risk capital activities. According to EVCA figures, the risk capital
segment amounts to 0.22% of BNP. For the Danish market to become the leading risk
capital market in Europe, the investment activity should be increased with only 4%.

With the Government as the Front Runner

There is no doubt that the Danish government has helped fuelling the risk capital market by
acting as front runner in certain underinvested segment. The Danish government redesigned
their investment strategy in 2001. An independent investment fund investing on market
conditions was created. As a result, the market was pumped with risk capital allocated to
commercial viable firms in the early-stage segment. In addition, co-investment with private
sector investors became fundamental in the new policy set-up and a number of public-
private co-investment funds have been established.

This report finds that policy areas such as public funds, public co-investment and investment
readiness policy instruments are building blocks in the present risk capital investment
package. Moreover, it shows how the government has started to spin-out former public
investment activities and thereby moving some of its investment activities closer to the
market.
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PREFACE

In October 2006, the International Consortium on Entrepreneurship (ICE) agreed to
investigate and compare risk capital activities, policies and data throughout the seven ICE
member countries.

Based on national mappings of policies and data, the overall ICE risk capital project aims at
comparing policies enhancing risk capital activities across countries and further exploring
data and definitions applied by policymakers, professional association surveys and risk
capital researchers in the ICE countries (see Box 1 for more details).

Box 1: The ICE Risk Capital Policy and Data Project

In order to improve the understanding of risk capital markets, government policies in the
field and existing data and definitions of risk capital across countries, the International
Consortium on Entrepreneurship (ICE) has initiated a risk capital project. This project
sets out to compare risk capital policies and data across seven ICE countries including
Canada, Denmark, Finland, the Netherlands, Norway, Sweden and the U.S.

A Policy and Data Track

The ICE risk capital project is divided into a policy and data track. The policy track is
organised by the Danish FORA and strives at enhancing the understanding of the
relationship between risk capital activities and public policy priorities in the field. A policy
study will be conducted in each ICE country. The data track is being conducted by the
OECD and aims at mapping and comparing existing data and definitions of risk capital
terms across regions. As a result, an overview of existing risk capital definitions
comparing similarities and differences will be provided including stages, investors types
and so on.

The ICE Risk Capital Policy and Data Handbook

The final output of both tracks will be consolidated into an ICE Risk Capital Policy and
Data Handbook towards spring 2008. It will provide an overview of risk capital policies
based on the Investment Policy Model and guidelines for further work with risk capital
data and definitions.

The policy mappings are based on the Investment Policy Model developed by the
International Consortium for Entrepreneurship. The investment model suggests a number of
policy categories, which are viewed as imperative for the development of risk capital
markets. Each policy category lists a number of specific policy areas in which the
government could play a role. For instance by improving framework conditions for risk capital
through public co-investment schemes, loans and equity guarantees, tax policy or
strengthening human and social capital among investors.

Although the national reports do underline some domestic policy issues, it is the view of the
ICE countries, that actual policy recommendations should be based on comparisons

! The member countries in the International Consortium on Entrepreneurship (ICE) include policy makers and
researchers from Canada, Denmark, Finland, Norway, Netherlands, Sweden and the United States.
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between risk capital policy efforts in a number of countries rather than on single country
study alone.

Once an additional number of risk capital policy studies have been carried out in more ICE
countries, some prime cases, good practices and less successful policy experience will be
highlighted, compared and discussed. These findings will be presented in the final ICE Risk
Capital Policy and Data Handbook towards the spring 2008.

As a result, the single national report does not evaluate the concrete policy initiatives
implemented by the government, nor does it provide concrete policy recommendations to the
involved public organisations.

This Danish policy report has been prepared for the country members of the International
Consortium on Entrepreneurship by the Danish FORA, a policy research and analysis unit in

the Danish Ministry of Economic and Business Affairs. The Danish report will be presented
to the ICE members at the ICE meeting on 21-22 November 2007 in Paris.

Anders Hoffmann
Creative Director, FORA

Glenda Napier
Policy Advisor, FORA

September 2007
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INTRODUCTION

Access to risk capital (investment in seed, start-up and expansion stages) through well-
functioning capital markets is fundamental for the development of vibrant entrepreneurial
climates.

However, numerous studies have shown that capital markets continuously fail to provide
sufficient sources of high-risk capital to young investment-seeking entrepreneurial firms
(Sohl 2003; HM Treasury 2003; Harding et al 2003; Vaekstfonden 2004). This shortage of
risk capital is often referred to as the ‘financing gap'.

Since the early 1980s and onwards, governments have been involved in fuelling risk capital
activities aimed at improving the overall framework conditions for entrepreneurship. While
governments have addressed the financing gap by introducing a variety of public policies
and programmes, the question is to what extent these policies have addressed the risk
capital market efficiently.

For instance, if demand (entrepreneur) side issues predominate, any policy effort aimed at
improving the supply (investor) side could distort the market and vice versa. Demand and
supply side issues could also vary across countries and yet similar public policy instruments
are being used.

As with the other ICE risk capital policy studies, the objective of this report is to investigate
the relationship between the risk capital activities and the government’'s policy priorities in
the area. In addition, it aims at providing an overview of past and current risk capital policy
programmes implemented in Denmark.

The Investment Policy Model

Risk capital activities vary between countries, and different governments have applied
different policies to fuel investment in high-risk entrepreneurial firms.

This report explores the Danish framework conditions for risk capital and the government’s
policy priorities in the area by using the analytical framework introduced in the Investment
Policy Model. This model has been developed by ICE and lists the policy areas through
which governments can intervene in the risk capital market.

According to the Investment Policy Model, a country’s risk capital activity can be influenced
through five types of policy categories (and 20 sub-policy areas) including:

Investment Opportunities (High Growth Firms, Knowledge Intensive Sectors,
Entrepreneurial Education, Commercialisation of R&D, Investment Readiness,
Matchmaking)

Investment Incentives (Loans and Public Guarantees, Public Co-Investment, Fiscal
Incentives, Taxation, Administrative Burdens)

Investment Culture (Investment Values)

Investment Capital (Personal Wealth, Private Funds, Public Funds, Regulation,
Internationalisation, Exit Opportunities)

Investment Abilities (Human Capital, Social Capital).

In order to understand this project's analytical framework, a further explanation of the
Investment Policy Model’s policy categories is required.

Table 1: The Investment Policy Model*

The Danish Risk Capital Market and the Role of Government Policies 8



INVESTMENT POLICY MODEL

Investment Investment Investment Investment Investment
Opportunities Incentives Culture Capital Abilities

High Growth Firms Loans and Public Investment Values Personal Wealth Human Capital
Guarrantees
Knowledge Public Private Funds Social Capital
Intensive Sectors co-Investment
Entrepreneurial Fiscal Incentives Public Funds
Education

Commercialisation Taxation Regulation
of R&D
Investment Administrative Internationalisation
Readiness Burdens
Matchmaking Exit Opportunities

Supply side policy areas

Demand side policy areas

* Note: The Investment Policy Model does not provide a complete overview of the total set of policy areas directed
towards entrepreneurship. It focuses on the set of policies merely related to the development of risk capital
activities, which are organised around five policy categories including investment opportunities, incentives, culture,
capital and abilities.

Source: FORA 2006

According to the Investment Policy Model, governments can target and influence the
demand for and supply of risk capital through the following five policy categories:

1. Investment Opportunities targets only the demand side of the model — the
entrepreneurs requiring capital for their ventures. This policy category includes
policy areas aiming at strengthening the demand for capital. This includes enhancing
a firm’s growth potential, knowledge insensitivity, commercialisation of R&D,
entrepreneurial education, investment readiness of investment-seeking firms and
strengthening matchmaking opportunities between entrepreneurs and investors.
This way, governments can fortify the demand side by making it more investment-
ready and hence more attractive for investors.

2. Investment Incentives can influence both the demand and supply side. The category
represents the benefits as well as costs associated with making an investment.
Areas that increase the average return on investments like public guarantee and
public co-investment schemes and fiscal initiatives represent the benefits. The costs
are represented by taxation and administrative burdens. Both factors could reduce
the return on a given investment and thereby reduce the incentives to invest.

3. Investment Culture is related to a country’s investment culture and tradition and is
viewed as relevant for both the demand and supply side. Government can enhance

The Danish Risk Capital Market and the Role of Government Policies 9



a certain investment culture through supporting investment campaigns and other
awareness activities.

4. Investment Capital is merely an investor category and represents the actual supply
of risk capital, which can come from various sources such as private individuals,
public investors, private and institutional funds. Furthermore, informal and formal
types of investors can supply the capital. This policy category includes the size of
the available capital and the regulatory framework affecting the supply of capital. In
addition, the capital can be raised among national and international investors.
Governments can influence the size of available risk capital by providing incentives
for certain investor types to engage in the market or by simply providing capital
themselves. Finally, exit possibilities are also included as they represent a source of
capital. Promising exit opportunities affect investor’s willingness to provide capital in
the first place.

5. Investment Abilities refer to investors’ human and social capital, including investor
background and access to investor related networks and associations. Governments
can influence the investor's investment abilities through training, courses and
diverse networking activities.

The five policy categories can be divided into supply or demand side categories depending
on their orientation towards either the entrepreneurial firms (demand side) or the investors
(supply side). While some policies address only the entrepreneurial firms or the investors,
others can be used to target both sides.

It can be argued that the outcome of the public intervention depends largely on the ability to
target both the supply and demand side equally. For instance, without enough investment-
ready entrepreneurs, investors will not invest their risk capital. On the other hand, inactive
domestic investors are likely to discourage would-like-to-be entrepreneurs from realising
their dream in the first place.

A balanced approach between supply and demand side policy instruments could therefore
be preferred. The national policy mapping will show to what extent a government is active in
one or more of the policy categories and policy areas and hence how much focus there is on
the supply and demand side, respectively.

In the national policy reports, it is not given that governments should play a role in any/all of
the policy areas. Furthermore, none of the policy areas are initially viewed as being more
efficient than others in resolving the financing gap. Only by comparing the policy priorities
from all the ICE policy mappings, the different governments’ policy approaches are
discussed and somehow concluded upon. This is done in the final ICE Risk Capital Policy
and Data Handbook.

A Danish Policy Mapping

This national policy study maps and discusses the Danish government’s experience with risk
capital policies. From being one of the smallest risk capital markets among the OECD
countries in the 1990s, the Danish risk capital market has experienced an enormous catch-
up. Since 2001, the market has had an immense growth in invested capital, even in periods
where other markets suffered from declining activities.

Much of this development in risk capital activities can be explained by the active role of the
Danish semi-public investment vehicle “Vaekstfonden”. Vaekstfonden was established in
1992 as a public investment fund, but with a changed investment strategy and business
model in 2001 leading to enhanced focus on viable investment opportunities and co-
investment, the fund has fuelled the Danish risk capital market remarkably (see Chapter 4 for
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a more detailed explanation of Vaekstfonden). A deeper understanding of the ways in which
the public sector could intervene as a co-investor is therefore expected from the Danish
study.

The Danish policy mapping is based on a risk capital policy questionnaire prepared by ICE
and filled out by policymakers in the Danish Ministry of Economic and Business Affairs. In
addition, 6 interviews have been carried out with Danish investors, entrepreneur
organisations and policymakers during June and July 2007 (see Appendix 1).

Outline

The report is structured as follows. First, it shows the development of the risk capital market
in Denmark and compares the Danish development with that in other ICE countries. Then,
the results of the policy mapping are presented and the government’s policy priorities related
to the development of the risk capital market are discussed.

Following, the present policy set-up and some past programmes are compared with the
development of the risk capital activities over time. As a result, certain generations of public
policy priorities are identified. Finally, each of the policy instruments identified in the policy
mapping is discussed in more details before concluding

The Danish Risk Capital Market and the Role of Government Policies 11



1. THE DANISH MARKET FOR RISK CAPITAL INVESTMENT

Introduction

In order to understand the relationship between the development of risk capital activities in
Denmark and the Danish government’s policy priorities in the field, the development in the
Danish risk capital market is described below.

The description of the Danish risk capital activities includes the following market elements:

The development of the overall private equity market
Number and Type of Investors

The Role of the Government

Investment Stages

Average Investment Size

Investment Sectors

Internationalisation

The informal risk capital investors

The market description is based on data from professional association surveys in both
Denmark (Vaekstfonden) and Europe (EVCA).

As much of the available and internationally comparable data is collected and presented as
private equity covering both seed, start-up, and expansion (referred to as ‘risk capital’ in the
text) as well as later stage (referred to as ‘buy-out’ in the text — NOT risk capital), a clear
distinction between risk capital and buy-out data is not always obtainable (see also Box 2).

However, whenever possible, data sources covering only the risk capital segment are used.

The investment activities in Denmark are compared with that in the UK, Sweden and the
Netherlands. The UK, Sweden and the Netherlands are among the leading (% of GDP)
private equity countries in Europe. In addition, both Sweden and the Netherlands are ICE
members and hence relevant to include in this Danish policy study.

Finally, the informal private investors such as business angels are not included in the
abovementioned description. This informal segment of the risk capital market is discussed
subsequent to the overview of the formal risk capital activities. The reason for this is that
none of the EVCA surveys include the informal investment segment, and available data is
merely based on varying national surveys of informal investors.

The Danish Risk Capital Market and the Role of Government Policies 12



Box 2: Defining Private Equity, Buy-Out and Risk Ca  pital

Private Equity

Normally, private equity refers to equity invested in non-quoted firms. Categories of
private equity range from venture capital, growth capital, mezzanine capital and buyout.
Private equity can be used for firms to expand working capital, to develop new products
and technologies or to make acquisitions etc. Private equity can also be used for
succession in family firms, management buy-out and buy-in of a company. This ICE
project refers to private equity as covering the full range from seed to buy-out.

Buy-Out

Whereas private equity covers the whole range of capital sources, the buy-out segment
refers only to the later stages of investment, which is everything after expansion. This
ICE project refers to buy-out as described above and hence the opposite as risk
capital.

Venture Capital

For many professional associations, venture capital is a subset of private equity and
refers to equity investments made for the seed, start or expansion of a business. This
type of capital is typically used to invest in new, growth high tech businesses with the
potential to develop into significant economic contributors. Venture capital investments
are usually high risk, but offer the potential for above average returns. Venture capital
often includes managerial and technical expertise to the firm and venture capitalists
usually get a say in company decisions. Venture capital is an important source of equity
for start-up companies, with limited operating history, who cannot raise funds through a
debt issue, and is essential for innovative, often high tech firms.

However, there is some confusion when using the term venture capital, as some
professional organizations refer to venture capital as also later stage capital. Due to
this uncertainty, this ICE project does not use the term venture capital, but refers to
investment in seed, start-up and expansion as risk capital.

Risk Capital

Despite efforts to agree on the term venture capital, in many occasions it still differs
across regions and countries. Therefore, this ICE project refers to investment in seed,
start-up and expansion stages as “risk capital”.

Risk Capital Market Activities

To assess a country’s risk capital market, one should not only look at the total capital
under management and invested capital, but also include the different stages of
investment, capital sources and sectors etc. A mature and well-functioning capital
market will be able to supply capital throughout the different stages of development
from early stages including seed, start-up and expansion till later stages including buy-
out.

The Danish Market for Risk Capital

Initially, the Danish risk capital market was one of the smallest markets in the OECD.
Though the first risk capital funds were established in 1983, the industry didn’t really take off
before much later.

In 1988, a large risk capital fund was established with the involvement of pension funds,
banks, building societies, insurance companies, private firms and the central bank. The

The Danish Risk Capital Market and the Role of Government Policies 13



Danish Development Finance Corporation (DUF) received public equity guarantees on its
investments until the end of the 1990s.

The private equity market had a few years of growth in the 1980s, but it was not until the end
of the 1990s, that the Danish market really began developing. The market development has
been very positive ever since.

Figure 1.1: Danish Private Equity under Management and Invested Capital, €billion

weLLLLL

1998 1999 2000 2001 2002 2003 2004 2005 2006

O Total raised private equity, billion euro B Invested privat equity, billion euro

Source: Vaekstfonden, 2006

The total amount of private equity capital invested in Denmark has increased, while the total
private equity under management augmented with a factor seven in the period 1998-2006
(Figure 1.1).

Normally, markets have a surplus of capital under management compared to invested
capital, because much of the capital is kept for follow-up investment, wait-and-see
investment strategies and the creation of new funds. The ratio between raised and invested
capital in Denmark is similar to the one in other countries such as the Netherlands.

Nevertheless, a sign of maturity in the Danish market is that the market has been able to
raise increasingly amounts of capital under management.

The Danish Risk Capital Market and the Role of Government Policies 14



Figure 1.2: Private Equity Investment, % of GDP
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Today, the overall private equity investment (both risk capital and buy-out segment) in
Denmark has reached levels comparable with some of the leading private equity countries.
In 2005, the level reached around 0.4% of GDP (Figure 1.2). This is comparable with that in
the Netherlands. Especially in 2005, the Danish private equity market saw a major increase
in investment, which primarily was caused by one large buy-out investment that year.

Still there is some catching up to do. In order to reach the level of private equity under
management in the leading countries such as Sweden and the UK, the capital under
management should be increased with a factor five to reach the UK level. In the UK total
capital under management is about 10% of GDP, whereas it is about 2 in Denmark.
Moreover, it would be necessary to increase invested capital with at least 1% of GDP
compared to investment activities in 2006. This means that the risk capital investments need
to increase by about €300 million over the next 3 years to reach the UK level (a 60%
increase).

However, whereas in some countries the larger private equity market generally is derived
from a large buyout segment, this is not the case in Denmark as will be discussed below.

Another interesting feature is that the economic downturn in 2001 did not hit as hard in
Denmark as in other countries. In the period 2000-2001, the European and the US market

was severely hit by the economic downturn, and investment levels fell to below 1999 levels
(Figure 1.3).

Figure 1.3: Levels of Risk Capital Investment in Denmark, Europe and the U.S.
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In Denmark, the risk capital market was hit, but to a far less extent. This could be explained
both by the fact that the market was less developed and hence less vulnerable. However,
whereas the investment levels went below 1999 levels in both Europe and the US, it seems
that the Danish market activities never went below 1999 levels, but were kept up on pre-
1999 levels. The role of the public investment fund “Vaekstfonden” is partly to explain this
situation. The reason for this is that Vaekstfonden fuelled the early-stage segment with
investment capital, and through co-investment activities with the private sector, the fund
lowered the risk for private sector investors. The role of Vaekstfonden will be explained
further below.

Number and Type of Investors

Together with increasing investment activities, the number of risk capital investors grew in
the Danish market resulting in even more investment and capital under management. In
1998, more than 30 investors were active.

Figure 1.4: Number of risk capital investors in the Danish market
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Source: Vaekstfonden, 2006.
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Only a few years later in 2002, a total of 64 risk capital funds were established (Figure 1.4).
Since then, the market has had less risk capital funds, as some of the funds have been
closed and other consolidated. Today, there are around 50 active risk capital funds, but only
a very few large ones (Figure 1.5).

Figure 1.5: Risk Capital Investors in Denmark
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Source: Vaektfonden, 2006

Some of the largest investors are the public Vaekstfonden and the newly created investment
fund “Sunstone Capital” (not shown in the figure), which both invest in early stages. With the
creation of Sunstone Capital, Vaekstfonden does no longer invest in life science. Life
Science is another large investors investing primarily in later stages and in the biotechnology
sectors.

Very often institutional investors, banks, governments and others provide capital to others,
who then manage the funds and invest it directly in investment-seeking firms. Therefore, the
different investors providing the funding do not always invest directly in new firms
themselves. Still, each back-funding investor has a different degree of risk aversion and
does influence the market segments in which the funds should invest.

In fact, in most risk capital markets, the type of investors providing back funding is an
important indicator for the market's overall willingness to engage in risky investments.
Whereas, sources of capital such as banks tend to investment in firms with a low risk profile,
governments and some pension funds usually get involved in more risky investment.

In Denmark, the main contributors to the overall private equity market (both risk capital and
buy-out) are the pension funds followed by banks and insurance companies in 2005. Also,
government agencies and corporate investors play a key role in the market (Figure 1.6).

Figure 1.6: Private Equity Raised by Type of Danish Investor (% of amount raised)
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Because Figure 1.6 shows invested capital by sources in the overall private equity market,
the role of the Danish government providing capital to the risk capital segment occurs
smaller than it is. In reality, the contribution of risk capital provided by the public sector is
much larger, which will be discussed further on.

Comparing with other countries, the overall structure of private equity capital sources in
Denmark is similar to the one both in the UK and the European average, but somewhat
different than in the Netherlands (Figure 1.7).

Pension funds, insurance companies and the government are the main providers of private
equity capital in UK as in Denmark. However, the role of public involvement in risk capital
activities in Denmark is larger compared to the governmental risk capital Sweden and the
Netherlands, even when comparing figures for the overall private equity market.

Figure 1.7: Private Equity Raised across European Countries (% of amount raised, average
2004-2005)
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Again, as the data in Figure 1.7 covers both the risk capital and buy-out segments in the
markets, a reason for the differences between sources of capital in the countries could be

that the buy-out segment is larger in countries such as Sweden and the Netherlands and that
banks are traditionally more involved in buy-out as is the case in the Netherlands.

The Role of the Government

Together with private co-investment partners, the public investment fund, Vaekstfonden
represents a large part of the risk capital under management in Denmark.

In 2005, it provided 25.5% of the total risk capital under management through direct
investment and fund-of-funds. In 2006, Vaekstfonden alone provided 11.6% of the risk
capital under management (Vaekstfonden, 2006).

Figure 1.8: Public Involvement in the Danish Risk Capital Market, % of invested risk capital
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Through direct and indirect investment activities, Vaekstfonden invested more than 15% of

the total invested risk capital in 2005. Moreover, the investment fund raised additional 10%
of private risk capital through co-investment funds with private investors (Figure 1.8).

Investment Stages

The risk capital market in Denmark is large in terms of number of investment compared with
the number of buy-out investments. Particular, the seed and start-up segments have seen
some significant increases since 2001 (Figure 1.9).

Figure 1.9: Investment Stages in Denmark (% of total number of investment)
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Again, if the seed segment is studied more carefully, it is obvious that Vaekstfonden is a
main driving force behind the large seed market (Figure 1.10). Vaekstfonden’s contribution to
investment in this segment is around 50%. In other words, the public investment has been
involved in roughly half of the seed investment in the period 2001-2005 through either direct
or indirect investment.
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Figure 1.10: Seed Investment in Danish Firms 2001-2005, % of amount
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Also when comparing the risk capital activity level in Denmark with that in other countries,
risk capital activities are well developed in Denmark. The number of seed and start-up
investment out of the total number of investment is high compared to the Netherlands,
Sweden and the UK (Figure 1.11).

Figure 1.11: Investment Stages across European Countries, 2004-2005 (% of total number
of investment)
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The buy-out segment is limited in Denmark compared with other European countries. It is
important for risk capital investors to have promising and viable exit opportunities for their
investment. Lacking exit markets can discourage investment in earlier stages.

However, despite a small buy-out market in Denmark, a fertile risk capital market can still be

developed according to Vaekstfonden. The reason for this is that buy-out investors generally
have a less locallregional character compared to risk capital investors. Due to the later
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stages of business development, buy-out investors are less dependent on having access to
local and national markets. The portfolio companies have grown so large requiring access to
bigger and more international markets. Furthermore, in comparisons with risk capital
investors, buy-out investors engage in fewer activities on the business level. Whereas risk
capital investors very often are hands-on investors, buy-out investors tend to be more
“distant” investors.

Because of strong buy-out markets in for instance Sweden and other neighbouring countries,
Danish risk capital investors and investment-seeking companies can obtain later stage
capital and exit opportunities through buy-out markets abroad.

Average Investment Size

So, although Denmark has a vibrant and growing risk capital market with a limited buy-out
market, the challenge is not necessarily to boost the buy-out segment. The issue is rather to
ensure that the various risk capital players grow large enough to increase their average
investment sizes in each investment round.

A higher number of small funds have led to many small deals in the Danish risk capital
market. From the investment-seeking firm’s point of view, it has often resulted in dealing with
too many investors at the same time as many investors are involved in one deal in order to
share the costs.

Compared with the UK, the average investment in Danish firms is small, especially in start-
up, expansion and buy-out rounds (Figure 1.12). The UK does have the largest average
investment in expansion with up to €3 million invested on average and €7 million in total
average including buy-out investment, which reflects that this market is one of the most
developed in Europe with investors engaging in both early stages, but also with large
investment.

Figure 1.12: Average Investment Sizes, €million, Average Size 2004-2005
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But it is already going in the right direction in Denmark. Average investments used to be
lower in Denmark, but have increased in recent years. According to EVCA figures, Denmark
has a slightly higher average for seed investment compared to the Netherlands, UK and
Sweden (Figure 1.12). The average investment sizes are generally increasing in Denmark,
which is also an issue that has been addressed by Vaekstfonden.
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However, although average investments are growing, there is still need for further
consolidation. In Denmark, the challenge is to increase the size of the funds (Figure 1.5), as
larger funds can attract and keep more professional investment managers and hence create
higher rate of returns on their investment. Furthermore, larger funds would be able to make
larger investment and make sure that they can follow-up on their portfolio. In order to ensure
that the larger funds will keep their investment activities in the earlier stages and not move
upwards in their search for larger investment, appropriate incentive structures for the
investment managers should be put in place.

Investment Sectors

In 2004-2005, the majority of the private equity investment in Denmark was done
communication, computer related, biotechnology and medico firms (Figure 1.13).

Figure 1.13: Sectoral Distribution of Investment

O Communication
27 B Computer Related
O Other Electronics Related
20 O Biotechnology
B Medical/Health Related
OEnergy
15 4 B Consumer Related
OlIndustrial Products and Services
B Chemicals and Materials
101 B Industrial Automation
O Other Manufactoring
5 | O Transportation
B Financial Services

B Other Services

0+ M Agriculture

2004 2005 B Construction

[ Other
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When investigating only the risk capital segment, then especially the life science segment
including biotechnology and medico has experienced increased investment activities in latest
years amounting to around 50% of all investment in 2005 (Vaekstfonden, 2006).

Since the end of the 1990s, the ICT sectors have been able to attract a large part of the
investment as in other markets. Today, these sectors attract around 30% of the total risk
capital investment, a reduction since 2000, where ICT enjoyed more than 50% of the early
stage investment.

Internationalisation

The Danish private equity market is fairly internationalised. Denmark ranks number three
after Sweden and the Netherlands when comparing foreign investment into national markets
in Europe (Figure 1.14).

The markets that attract most foreign capital are those markets that have the highest
investment activities such as Sweden and the Netherlands (except for the UK).
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Figure 1.14: Foreign Investment into National Markets (% of amount invested)
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Danish investors are also fairly international, when comparing the Danish private equity
investment abroad (Figure 1.15). In 2005, almost 30% of the Danish private equity invested
was invested outside Denmark. The reason for this could be that some of the large
institutional investors in Denmark do not find a sufficient deal flow inside Denmark.
Moreover, it can be argued that some of Danish risk capital and buy-out funds should be
more professionalized, which in turn would lead to more institutional investment in Denmark.

Figure 1.15: Geographical Distribution of Investment (% of amount invested)
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Business Angels

As in other risk capital markets, data on the informal investors including business angels is
difficult to obtain due to the informal character of the investors and their investment.

In Denmark, some estimates of the business angel market have been done showing that
roughly about 1600-1700 business angel exist in the country. Despite uncertainties in
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absolute numbers of business angels, there seems to be differences between the angels’
investment patterns both as regards capital invested and involvement in the firms.

According to Vaekstfonden, the Danish business angels can be divided into three groups
including “super angels”, “professional angels” and “unknown angels” according to their
varying investment activities (Figure 1.16). Whereas, the super angels are those that are
very active and known around the country, some rather more anonymous but quite active
angels exist. Finally, it is expected that around 1400 so-called unknown angels exist and
invest regularly informally and without much exposure to the surroundings.

Generally, most of the Danish business angels invest broadly in different stages, but most
actively in seed, start-up and expansion (Vaekstfonden, 2002).

Figure 1.16: Estimated Number and Types of Business Angels in Denmark
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Source: Vaekstfonden 2007, internal note.

Despite some business angel activities in Denmark, there seems to be an untapped pool of
resources in the informal risk capital market. According to a business angel survey, many
business angels have not invested as much as they are willing to invest in entrepreneurial
firms. 45% of the business angels had invested less than 10% of the capital, which was put
aside for risk capital investment in 2002. Some reasons for this included lack of investment-
ready entrepreneurs and unrealistic expectations among entrepreneurs (Vaekstfonden,
2002).

The Financing Gap

It is difficult to assess the actual financing gap. It requires an in-depth analysis of the supply
as well as the demand side. Still, it is possible to say something about the perceived
financing gap.

In Denmark, the formal investors are moving upwards when comparing their average
investment sizes per investment as mentioned (1.17). In some ways this is good as it
provides their portfolio firms with more resources and the investors with better follow-up
opportunities.

Figure 1.17: The Financing Gap
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At the same time, as investors move upwards, the companies requiring less capital might not
be successful in finding it among the formal investors. The formal risk capital market has to a
large degree left financing rounds less than 10 million DKK to the public incubators and
business angels. It is therefore important to have the informal risk capital market more active
in this field. Some policy initiatives have been implemented to improve business angel
financing in the early-stages (see next chapters), but there might be a need for further action
in the field.

Summary

The Danish market for risk capital has been small compared to other OECD countries until
the end of the 1990s. Since then, the market has experienced a significant growth in
investment activities, which mainly has been concentrated around the risk capital segment.

In Denmark, the government has played a crucial role in developing the risk capital market.
The semi-public investment fund “Vaekstfonden” has been involved in fuelling risk capital
investment, and through its direct and indirect investment activities, the fund has been active
in nearly 50% of all risk capital investment during the last few years. In addition, by co-
investing with private sector investors, the fund has raised about 10% purely private capital
in the risk capital segment.

While other private equity and risk capital markets suffered severely from the economic
downturn in 2001 and as a result reduced their risk capital investment to levels lower than
the 2000, the Danish market managed to keep up the activity level on a pre-2001 level.

Since 2001, the Danish government’s investment strategy has been changed and directed
much more towards developing the market through fund-of-funds as well as direct
participation in the market. In the following parts, the role of the government’s policy priorities
will be discussed in more details
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2. POLICY MAPPING OF CURRENT POLICIES: INVESTMENT
READINESS, PUBLIC CO-INVESTMENT AND PUBLIC FUNDS

2.1 Introduction

Governments are carrying out a number of different actions in order to stimulate or revive
risk capital activities throughout the world. Some have concentrated their public involvement
around offering tax policies, while others are applying a much more intervening approach by
making public funds available for investment-seeking firms. Some countries have been
actively involved in fuelling risk capital market activities for many years, and others have
become active more recently. Yet again, others might find public intervention unnecessary
and disturbing.

With the aim of better understanding the varying risk capital policy initiatives across
countries, a comparison between the policy efforts in the ICE countries has been initiated.
This comparison is based on the Investment Policy Model as described in the Introduction.

The purpose of the policy mapping is to obtain a better picture of which policy areas
governments tend to prioritise their policy efforts around. For instance, have some
governments mainly been focusing on improving the supply of risk capital or have they also
been active in making the demand side investment-ready?

Based on the Investment Policy Model and the policy mapping, this chapter summarises the
results of the Danish risk capital policy mapping carried out in the summer 2007. The results
of the Danish policy mapping will be compared with the results of the policy mapping in the
other ICE countries. This comparison will also include a discussion of the Investment Policy
Model and the various areas where government are and could be active. Such discussion
will be presented in the forthcoming ICE Risk Capital Policy and Data Handbook in spring
2008.

2.2 Mapping of Danish Risk Capital Policy Areas

According to the policy questionnaire filled out by policymakers in the Danish Ministry of
Economic and Business Affairs, a total set of 17 different policy instruments are currently in
place targeting either the supply of or demand for risk capital.

The policy instruments are spread over 12 of the 20 policy areas identified in the Investment
Policy Model (Table 2.1).

Table 2.1: Mapping of the Danish Risk Capital Policy Areas, 2007*
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* Note: The Investment Policy Model does not provide a complete overview of the total set of policy areas directed
towards entrepreneurship. It focuses on the set of policies merely related to the development of risk capital and
financing activities including loan schemes, which are organised around five policy categories including investment
opportunities, incentives, culture, capital and abilities.

** Note: These policy instruments are managed by the Vaekstfonden.

Source: ICE Risk Capital Policy Mapping, 2007.

The ICE policy mapping shows that the Danish government currently has policy instruments
in three out of the five policy categories including investment opportunities, investment
incentives and investment capital.

In two policy categories, the government has currently no initiatives including investment

culture and investment abilities although “Vaekstfonden” indirectly affect the abilities of
investments by its active involvement in the market.
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2.3 Prioritised Policy Areas

The Investment Policy Model ranks governments’ policy priorities in the risk capital field as
high, middle or low according to number of currently existing policy instruments in one policy
area. Total costs related to the implementation of each policy instrument could alternatively
have been used, but it has not been possible to get these data from all policy instruments in
all ICE countries. The policy priorities is this report is consequently more a measure of policy
activity level, which does not take the cost of the instruments into account. Furthermore,
more instruments might not be better than one well-targeted instrument.

As shown in the policy mapping, mainly three policy areas have been given a lot of attention
by the government in the current set of policies targeting the risk capital market in Denmark
(Table 2.2).

Table 2.2: Prioritised Policy Areas in Denmark, 2007

High Attention: Policy Areas with Minimum
3 Policy Instruments

Middle Attention: Policy Areas with 1-2

Commercialisation of
R&D

Matchmaking

Loans and public
Guarantees
Personal Wealth
Private Funds

Investment .
. Policy Instruments
Readiness
Public co- . .
o ALentor Py
Public Funds High Growth Firms y
; Instruments
Knowledge Intensive
Sectors
Entrepreneurial Fiscal Incentives
Education Administrative

Burdens
Investment Values
Regulation
Internationalisation
Human Capital
Social Capital
Taxation

Exit Opportunities

Source: ICE Risk Capital Policy Mapping, 2007.
2.3.1 High Attention Areas

The Danish government has implemented minimum 3 policy instruments in the following
three policy areas including Investment Readiness, Public Co-Investment and Public Funds.

The main focus is improving the investment opportunities by strengthening the quality and
investment readiness of entrepreneurs. Three investment readiness policy instruments are
currently in place since 2006/2007. In addition, increasing the risk capital activities through
public funds, direct and indirect, is of high priority. A number of different policy instruments
exist in these areas since 2001 and later. They are all managed by Vaekstfonden.

2.3.2 Middle Attention Areas

The Danish government has implemented 1-2 policy instruments in the following ten policy
areas including High Growth Firms, Knowledge Intensive Sectors, Entrepreneurial
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Education, Commercialisation of R&D, Matchmaking, Loans and Public Guarantees,
Taxation, Personal Wealth, Private Funds and Exit Opportunities. Many of the middle
prioritised policy areas are in the Investment Opportunities category.

2.3.3 Low Attention Areas

It seems that strengthening areas such as investment values, human and social capital is not
a priority of the Danish government. The Danish government has implemented no policy
instruments in the following seven policy areas including Fiscal Incentives, Administrative
Burdens, Investment Values, Regulation, Internationalisation, Human Capital and Social
Capital.

It should however be noted that the Danish government is preparing a tax policy for
institutional investors investment in firms listed on the new alternative market, First North. In
the future, it will be possible for institutional investors to deduct 5% of their investment in
First North companies.

Moreover, there is no stated government policy related to internationalisation of the risk
capital market. But it is the strategy of Vaekstfonden to attract and increase the investments
from foreign investors to the Danish market. Also portfolio companies must demonstrate a
potential for international roll-out.

2.4 Supply and Demand Side Risk Capital Programmes

In the following, the current policy instruments are grouped according to how much they
target the supply of or demand for risk capital, respectively.

In this analysis, supply side policy instruments are considered those programmes that are
aimed at the investors and which very often are aimed at increasing the amount of capital
available.

On the other hand, demand side policy instruments refer to those instruments directed
towards improving the quality of entrepreneurs (growth potential, knowledge intensity,
investment readiness and matchmaking opportunities) in Denmark. The demand side policy
instruments are also those that in principal would encourage investors to invest more of their
capital in the entrepreneurial firms by making the demand side more attractive.

Table 2.1: Supply and Demand Side Risk Capital Programmes, 2007

Supply side oriented initiatives Demand side orient ed initiatives
1. Loan Guarantee (2000) * 1. Gazelle Growth (2006)
2. Get-Started-Loans (2005) 2. Public Incubators (1998)
3. Growth Capital (2001) 3. International Danish
4. Partner Capital (2007) Entrepreneurship Academy (IDEA)
5. Fund-of-Funds (2001) (2004)
6. Sunstone Capital (2007) 4. Oresund Entrepreneurship Academy
7. Personal Pension Investment (2006)
(2006) 5. Tech Transfer Offices (2000)
8. Need Driven Ventures (2007) 6. Proof-of-Business (2007)
9. Legal Basis for Alternative Markets 7. Get-Started Loans (2005)
(2005) 8. Regional Growth Houses (2007)

Source: ICE Risk Capital Policy Mapping, 2007.
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* Note: The Loan Guarantee scheme is not per se a risk capital scheme, which provides risk capital. However, the
scheme has been included in the policy mapping as it is part of the overall scheme of financing instruments in
Denmark and is administrated by the public investment fund.

According to the Investment Policy Model, the current political focus is divided equally
between the supply and demand sides in the risk capital market. It is however evident to see
that the focus has historically been stronger on the supply side, as most of the early policy
instruments were designed at increasing the supply of capital. Moreover, in recent years
more political focus has been directed towards the demand side in the market (Figure 3.1).

From the interviews, some views on the supply and demand were mentioned. The issues
raised in the Danish set-up resemble much the issues that were mentioned in the Dutch risk
capital policy study. This indicates that many of the discussions around the risk capital
market's supply and demand side seem to be somewhat generic.

2.4.1 Supply Side Issues

In Denmark, there are mainly two supply side issues. First, in order to reach the
government’s ambition about becoming the leading market for risk capital in Europe, the
capital under management should be increased with a factor 5 from today (Vaekstfonden,
2006). There is therefore a serious need to have the domestic institutional investor much
more engaged in the market as suppliers of capital.

However, getting institutional investors more involved largely depends on other issues. In
order to increase both the domestic and foreign institutional investors’ involvement in the risk
capital market, the Danish risk capital funds need to enhance their professionalism. Only
through more professional funds, the institutions providing back-funding will increase their
supply of capital domestically instead of investing abroad. Improving professionalisms can
be done through more collaboration and networking activities with investors in leading risk
capital countries. But as shown in the policy mapping (Figure 2.1), it is also worth noticing
that there is currently no policy instruments directed at enhancing the internationalisation of
Danish investors. Nevertheless, Vaekstfonden does aim at engaging in activities that can
increase the internationalisation of the Danish risk capital market and its investors by for
instance networking with U.S. institutional investors and government representatives in the
area.

Another way of enhancing professionalism is through privatisation activities as in the case
with the previously public investment unit, Sunstone Capital.

Strengthening the domestic investors’ investment activities is also closely related to the
untapped pool of resources in the informal investment segment. Although there has been
some policy initiatives directed towards business angels in 2001-2004, the business angel
segment is still underdeveloped and needs to be activated much more.

2.4.2 Demand Side Issues

There has been an increased focus on the demand side and this is especially in the latest
years. Entrepreneurship is no longer perceived as merely starting up a business, but rather
on both starting and growing new as well as existing businesses. New policy initiatives such
as the Gazelle Growth Programme are no longer focusing on new businesses, but have
widened their approach to also include existing firms.

However, one issue that seems relevant in the investment readiness among seed
entrepreneurs, particular those seeking informal capital. Some business angels still have
untapped resources in their capital base, which could be activated if the investment-seeking
entrepreneurs were more investment-ready.
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Moreover, a certain investment culture could be enhanced among entrepreneurs through
campaigns and training courses. As shown in the policy mapping, there is no investment
campaigns directed at entrepreneurs.

Finally, another of the main challenges that needs to be addressed adequately by the
government (which is also related to investment readiness) is the entrepreneurs’ willingness
and ability to grow their business. The Regional Growth Houses and the Gazelle Growth
Programme are two demand side policy instruments that do have a special focus in this
area. Still, it is necessary to keep initiatives on track and equipped with professional private
sector staff and networks.

2.5 Summary

Presently, the Danish government is highly prioritising 3 policy areas in particular.
Investment readiness, public co-investment and public funds have been found to be some of
the key stones in the Danish investment strategy. There seems to be a rather equal focus on
both supply as well as demand side policy instruments.
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3. HISTORICAL VIEW ON POLICY PRIORITIES AND RISK
CAPITAL PERFORMANCE

3.1 Introduction

As previously shown, the Danish risk capital market has developed enormously since the
end of the 1990s, particularly the start-up and seed segments have experienced high growth
in investment.

In this chapter, the development of private equity and risk capital activities is compared with
the type of policy instruments that have been implemented over time. The aim is to see, if for
instance, there are any policy areas where governments tend to get involved first when
initially intervening in the risk capital market for then later to move into other policy areas?
And can public investment strategies change over time?

First, the government’s overall policy approach is introduced and discussed. Then, the policy
efforts are compared with the risk capital market activities to see if certain policies occur in
periods with lower risk capital activities. The single policy programmes mentioned in this
chapter are discussed in more details in the following chapter 4.

3.2 The Danish Public Intervention Historically

The Danish government has been involved in fuelling risk capital activities since the early
1990s (Figure 3.1).

The current Danish public intervention in the risk capital market has been inspired by and to
some extent based on the Israeli model, where the public authorities pump-primed the
market to develop a seed capital market for small firms with sufficient critical mass to attract
the private sector.

This model implied establishing a state-funded seed capital fund to co-invest with private
partners in early stage ventures that the private risk capital market considered too risky a
proposition to enter alone. By adopting an approach of co-funding projects, the public fund
(Vaekstfonden) has been able to share the risks and share the rewards with the private
sector, a strategy that has worked extremely well.

Latest in 2005, a new strategy for strengthening risk capital activities in Denmark was
announced. The focus has been on how to engage more private sector investors such as the
pension funds as well as private individuals. A letter of intent between the government and
some of the large pension funds has been signed concerning the intention to increase their
involvement in risk capital investment. Moreover, some of the previously public investment
initiatives have been privatised and there has been an intensified focus on how to enhance
commercialisation of new ideas.

3.3 Policy Generations

In the following, the government’s policy approach is being divided into three groups of policy
generations (Figure 3.1).
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Figure 3.1: The Role of Public Policy Priorities and the Danish Risk Capital Activities*
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* Note: It is not possible to have data for total invested buy-out and risk capital before 1998. Hence, when showing policies from before 1998 it is not possible to compare with data for market
activities.
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3.3.1 Multiple Policy Approach

In the period, where both the private equity and risk capital market started growing, a
number of different types of policy instruments were implemented. On the supply side, there
was a focus on providing equity guarantee schemes to institutional investors (read more the
state guarantee schemes in Chapter 4). At the same time, the fist public investment
organization providing mainly loans was established. Furthermore, public innovation
incubators were created. In this period and prior to 2001, the Danish government seems to
have applied a multiple policy approach, in which different types of policy instruments have
been used and implemented. In the same period, the investment activities were slowly
raising from very low levels.

3.3.2 Consolidation Policy Approach

In 2001, a number of new and important things related to risk capital happened in Denmark.
New initiatives were initiated within the Danish investment fund and the fund itself changed
its investment strategy fundamentally. There was a new focus on actually providing public
funds, co-investment schemes and the equity guarantee schemes were in this period slowly
phrased out. In addition, the government decided to facilitate the creation of a Danish
Business Angel Network, in order to create transparency on the informal risk capital market.
The government seemed to have applied a more coordinated policy approach by
consolidating most of the policies related to risk capital into Vaekstfonden. Moreover, as
more risk capital activities were placed within Vaekstfonden, many of the policy instruments
were put in a sort of arm’s length from the political system. These activities were
implemented in a period with slight falling investment activities, although the levels never got
below the 1999 level. From 2002 onwards, the gap between invested risk capital and private
equity began to increase.

3.3.3 Spin-off Policy Approach

In the latest period, the Danish government seems to have changed its orientation towards
spinning out some of the previously core investment activities to the private market as the
market has gradually matured. For instance, the new Sunstone Capital fund used to be a
core investment group in Vaekstfonden. But in order to be able to raise more capital from the
private sector, it has almost been privatized (not fully due to the majority of the capital base
is from Vaekstfonden). Although Vaekstfonden has not been successful in a fully
privatization of the fund, the trend is to move closer to the market.

3.4 Summary

The government’s investment strategy has changed over time and minimum three policy
generations seemed to have existed.

From initially kick-starting the risk capital market with state guarantees on equity investment,
the attention was moved to co-investment activities with the private sector and a
consolidation process where most risk capital policy instruments were centralise din one
organisation.

Finally and more recently steps have been taken towards privatisation of previously core
public investment activities.
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4. EXPLAINING THE RISK CAPITAL POLICY INSTRUMENTS

4.1 Introduction

In this chapter, a more detailed overview of the current Danish risk capital policy instruments
is provided. The policy instruments are presented according to the previous policy mapping
and their position in the various policy categories used in the Investment Policy Model.

Following the explanation of current policy instruments, a short discussion of some
previously implemented policy instruments is provided. This is done as some past
instruments give a better understanding of today’s risk capital policy set-up. Moreover, some
of the instruments resemble or build on similar initiatives known from other ICE countries.

As Vaekstfonden is providing and administrating the majority of the Danish risk capital policy
instruments today and thereby acts as framework for most of the instruments mapped in the
Investment Policy Model, a more detailed description of Vaekstfonden will contribute to the
understanding of the overall policy set-up. Therefore, Vaekstfonden is explained in more
details prior to the actual policy listing.

4.2 Overview of Policy Instruments

4.2.1 Vaekstfonden

Vaekstfonden is a state-backed investment company established in 1992 and restructured in
2001.

With a capital base of €300 million, it is one of the largest Danish risk capital investors in
Denmark. Today, the Danish investment fund builds on the Israeli model and experience
with having public investment vehicles pump-priming the early-stage market in order to have
enough critical mass to attract the private sector.

Although the investment fund is a government supported investment vehicle, it is a politically
independent investment fund. Vaekstfonden refers to an independent Board of Directors,
which consists of leading Danish business people and entrepreneurs. In addition, observers
from the Ministry of Economic and Business Affairs and the Ministry of Science, Technology
and Innovation are also members of the board. Members of the Board are appointed by the
Minister for Economic and Business Affairs, partly based on recommendations from the
Danish Trade Council and the Danish Council for Technology and Innovation. Although the
Minister for Economic and Business Affairs lays down detailed rules for the activity of
Vaekstfonden, including rules on Vaekstfonden's affiliation with the rest of the enterprise
promotion system, the investment fund can act as an independent investor.

The daily management of Vaekstfonden is undertaken by a manager, who reports to the
Board of Directors. The Board of Directors bases its resolutions regarding financing
commitments upon recommendation from the secretariat.

Vaekstfonden'’s vision is to make “the Danish venture market the best-functioning market in
Europe”.

On a day-to-day basis, this vision is realized through a number of direct and indirect policy

instruments. The investment strategy is to engage in partnerships and networks and
generally co-invest with private sector professional investors either directly in firms or
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indirectly through the creation of new fund-of-funds. They invest in areas and sectors with
are under-invested with the purpose to strengthen and develop that particular market
segment sufficiently enough for private investors to take over the investment activity.
Vaekstfonden invests in businesses rather than in projects (no project financing).

Most of the current risk capital policy instruments are placed within and administrated by
Vaekstfonden. The policy instruments are divided into direct investment activities, indirect
investment activities and the administration of national loan guarantees (Figure 4.1).

Figure 4.1 Overview of Vaekstfonden’s Policy Instruments

Board
of Directors
|
Vaekstfonden
Direct investment Policy Indirect investment Administration of
Instruments Policy Instruments National Loan
Guarantees
Growth Partner Need Fund-of Loan Get-started
Capital Capital Driven Funds Sunstone Guarantee Loans
Venture

The direct investment activities include the provision of equity directly to commercial viable
firms. Vaekstfonden has a group of experienced investment managers, which manages risk
capital investment of around €0.8 million into young and potential high-growth firms with a
maximum ownership of 25%.

The indirect investment activities include fund-of-funds such as some of the new regional
funds created in close collaboration with local financial partner and some spin-off activities
such as the new Sunstone Capital.

Finally, the objective of Vaekstfonden is also met through national loan guarantees for
banks’ loans for development activities in small enterprises, which are administrated by the
fund on behalf of the Ministry for Economic and Business Affairs. The two national loan
guarantees include Loan Guarantee and Get-Started Loans, which will be explained further
below.
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Box 3: The Economic Impact of Vaekstfonden’s New St rategy

In 1992, the Danish state designed a public Business Development Fund aiming at
providing project-based soft loans to young firms. Following a serial of organisational
changes, a new Vaekstfonden was born in 2001 with a goal to create the best
functioning market for risk capital in Europe.

From 2001, Vaekstfonden’s new strategy led to the following financing instruments:

1. Equity capital, which is short-term equity financing invested directly in firms by
a professional investment management team in Vaekstfonden. The equity is
provided on market terms.

2. Equity guarantees, which are guarantees, provided to certified investment
companies covering 50% of their losses. This arrangement is currently being
phrased out, and no new guarantees are provided.

3. Loan Guarantees, which are guarantees provided to banks covering up to 75%
of loans in more traditional firms

4. Fund-of-Funds, which is the creation of new risk capital funds in collaboration
with private investors.

By moving away from subsidies and soft loans and rather focusing on equity financing,
Vaekstfonden will according to own calculations increase its economic impact by a
factor 5 over a 20-year period. The factors behind this equation are equity investment
rather than soft loans, co-investment with private sector investors, investment in firms
(rather than projects) that other hesitate to invest in, more investment in R&D activities
and finally the possibility to obtain high returns on investment (Vaekstfonden, 2001).

Originally, the investment fund was established in 1992 to provide high-risk loans to high-
tech projects in start-ups and established firms. The initial capital base was invested in
bonds, and the return was used for project funding, where Vaekstfonden would share the
downside risk and only receive a fixed interest in the case of a commercial success.
Whenever a company could not repay the loan, Vaekstfonden would write off the loan and
take over the project rights. This kind of soft loans resulted in more than 60% of total funding
being lost on eth more than 900 projects funded. This policy instrument was notified in
Brussels under state aid rules.

In 2001, Vaekstfonden was undergoing a radical change. A nhew management changed the
fund’s investment strategy by moving away from soft loans to the provision of equity based
investment on commercial terms. The new strategy allowed investments on market
conditions in commercial viable, innovative and more high-risk firms involving private co-
investment investors. The overall idea was to get a bigger part of the upside instead of only
loosing money on the downside. As the new strategy resembles a more traditional market
investment, there are currently no state aid rules applying for the fund. In 2007, the capital
base has increased to 2.5 DKK billion.

By merely focusing on the seed segment and not involving private parties in the portfolio
firms, the financing opportunities for the next rounds including growth and internationalization
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were often missing in the old strategy. In order to develop the Danish risk capital market
more efficiently, Vaekstfonden's engagement in bigger investment together with private
investors was required.

Figure 4.2: Vaekstfonden’s Investment Segments and Initiatives

Source: Vaekstfonden, 2006

Today, Vaekstfonden is targeting its various investment activities at different market
segments from smaller local firms to global potential high-growth firms (Figure 4.2). Four
segments of companies have been identified based on the potential revenue and the capital
needed including:

1. Local companies targeted at the Danish market with a capital need of 5 million DKK

2. Regional companies targeted at the Nordic region with a capital need of 10 million
DKK

3. Global growth companies with investment needs of 50-150 million DKK

4. International growth companies targeted at niches with a capital need of 20-30
million DKK

For category 1 and 2 firms, loan guarantees and new regional funds are provided. For
category 3 and 4, direct investment and fund-of-funds activities ensure a sufficient flow of
capital. Especially for category 4 firms, Vaekstfonden does not have enough resources to
investment in more than a couple of this type of companies. Therefore, the strategy is to
spin-out the funds of Vaekstfonden to leverage private money to make these kinds of
investments as in the case with Sunstone Capital.

In the following, the single policy instruments both offered by Vaekstfonden and other public
institutions are explained in more3 details.

Although some of the policy instruments have been mapped in more than one policy area in
the Investment Policy Model, they are listed and explained only once under the policy
category, which it has been assessed that best covers the instrument.

4.3 Investment Opportunities

The policy category “Investment Opportunities” represents the policy areas that target the
demand side of the model, in other words the entrepreneurs requiring capital for their
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ventures. This includes enhancing a firm’s growth potential, knowledge insensitivity,
commercialisation of R&D, entrepreneurial education, investment readiness of investment-
seeking firms and improving matchmaking opportunities between entrepreneurs and
investors. This way the government can provide programmes, which will strengthen the
investment readiness among entrepreneurs and hence become more attractive for investors.

In Denmark, the government has in recent years increased its focus on the demand side.

The ICE policy mapping showed that there are currently seven main policy instruments,
which are used to strengthen the demand side including the GazelleGrowth, IDEA, Oresund
Entrepreneurship Academy, Tech Transfer Offices, Regional Growth Houses and Proof-of-
Business.

The programmes are explained in more details below.
GazelleGrowth

In order to enhance the development of growth firms in Denmark, a new initiative has been
established.

In early 2007, the GazelleGrowth program won a tender offered by the Danish Ministry for
Science, Technology and Innovation. The objective of the GazelleGrowth Program is to
provide a solid strategic framework for internationalization through action-training, world-
class coaching and networking to Danish potential high growth companies.

The program targets potential or already fast-growing Danish companies looking to expand
through internationalization. Successful applicants will meet an established set of criteria and
go through a qualification process. Further to intensive training provided by the programme,
the Danish companies will meet potential business partners and customers in the U.S. Each
company will work intensively with a national coach in Denmark as well as a nhumber of
international coaches in both Denmark and the U.S.

The GazelleGrowth Program benefits from a consortium of partners (that bid successfully for
the tender) including Symbion, Vaekstfonden, Technological Institute, Seed Capital
Denmark/DTU Innovation, Inventure Capital, Aarhus Innovation Park and 1% Corporate
Technologies. The key international partner involved is the Innovation Center Denmark in
Silicon Valley, but the program also leverages resources from the Chasm Institute and SRI
International (former Stanford Research Center). All partners have in-depth personal
experience with finance, internationalization, business development and industry-specific
knowledge. The consortium’s expertise represents all stages in the program including inflow
of gazelle candidates, general business development support and training, international
counselling, market access, access to risk capital and networks.

The GazelleGrowth Program is led by a Steering Committee comprised of successful Danish
entrepreneurs on the international landscape, as well as international experts, including the
Kauffman Foundation.

The Ministry subsidises the program with a total of 32 million DKK and the consortium
contributes in-kind with another 25 million DKK. Over a 3-year period, 40 Danish companies
will benefit from the programme.

Innovation Incubators

In order to strengthen the development of firms in knowledge intensive sectors and the
commercialization process, publicly supported innovation incubators were created in 1998.
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Since then, 8 Danish innovation incubators have been established with financial support
from the Ministry of Science, Technology and Innovation. The Innovative Incubator
Programme has an annual budget of 127 million DKK in 2007. The task of the incubators is
to contribute to the commercial utilisation of new ideas and research results by, among other
things, providing advice and venture financing to trial projects.

The innovation incubators are usually located together with science parks in the same
physical environments. They participate in the creation of new businesses based on
research and development originating from tech transfer units at the universities in the
region.

The innovation incubators can also invest in the firms. Besides assisting the entrepreneurs
with developing their project ideas, the incubators can provide a first round financing to their
portfolio firms of 750.000 DKK. They have recently been allowed to provide a second round
as well. The idea is that the incubators should match this funding with private sector
investment.

Whereas the incubators previously relied on merely public funding, their success with
attracting private sources of risk capital to their portfolio firms is taken into account when
evaluating their performance. A 2004 evaluation shows that the public funding provided by
the innovation incubators has attracted additional private funding in a ratio 1 to 2.5 indicating
that private and institutional investors have an interest in the firms incubated within the
programme (Epinion, 2006).

Moreover, the companies developed in the innovation incubators generated 769 jobs and a
turn-over of 198 million DKK in 2004.

IDEA

In order to strengthen entrepreneurship education activities in Denmark, the government
decided in 2004 to establish a national entrepreneurship academy, which should promote
entrepreneurship at 25 education institutions throughout Denmark including universities and
other engineering and business academies.

In 2005, the International Danish Entrepreneurship Academy (IDEA) was established. IDEA
is a network organisation with around 75 members including education institutions, private
companies and other organisations.

It is partly financed by the Ministry of Economic and Business Affairs and the Ministry of
Science, Technology and Innovation and partly by donations from large private firms such as
Danfoss and local municipalities/counties. The government contribution amounts to 10
million DKK yearly until 2008.

IDEA’s activities cover a wide field including developing competencies in the fields of
entrepreneurship and innovation on higher educations and promoting an entrepreneurship
culture in existing companies.

A recent evaluation shows mixed results of IDEA. The future of the institution is therefore
unclear.

Oresund Entrepreneurship Academy

Entrepreneurship education activities have also been strengthened across the Oresund
region (area between greater Copenhagen and south Sweden).

The Oresund Entrepreneurship Academy was established in 2006 with the aim to enhance
and coordinate the entrepreneurial training supplied at 12 universities across the region.
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The Ministry of Economic and Business Affairs sponsor parts of these activities in
collaboration with a large number of Swedish public and private partners.

Tech Transfer Offices

With the aim to make commercialisation of public R&D easier and more competitive
internationally, new tech transfer offices have been encouraged. On the technology transfer
front, Denmark has had a slow start compared with the UK and the U..S. The introduction to
tech transfer offices in Denmark happened in 2000, when the Government introduced a new
law on inventions at public research institutions.

Since then, researchers employed at public research institutions should offer their inventions
to their employer. In other words, universities became the owners of the research and should
engage in the commercialisation process.

As a result, most Danish research institutions and universities established patent and
contract offices or tech transfer offices just after 2000.

Regional Growth Houses

With the intention to strengthen, among other things, entrepreneurs’ investment readiness,
growth potential and matchmaking opportunities with investors, five new regional growth
houses have been established around Denmark in 2007 with the support from the Ministry of
Economic and Business Affairs.

In 2007, a total of 127 million DKK have been set aside to develop these new growth house
initiatives.

The growth houses provide a kind of one-stop-shop for entrepreneurs, from where
entrepreneurs can be advised and/or redirected to other relevant contacts. The houses offer
business service and consulting within general business development, patenting, bankruptcy
and diverse networking activities. The services are provided by both public and private
sector business service providers on a local and regional level.

Proof-of-Business

A new initiative has been launched in order to improve entrepreneurs’ investment readiness.
The Proof-of-Business is on a daily basis organised by CONNECT Denmark in collaboration
with Vaekstfonden.

Proof-of-Business is aimed at improving business development and financing for
entrepreneurs and SMEs. Business plans are screened and businesses with an international
growth potential are invited to join a training course which includes consultancy from
experienced business professionals.

Proof-of-Business is thought as a part of the new regional growth houses. The new initiative
is financed by the Ministry of Economic Affairs. The aim is to create a process, where
entrepreneurs can receive professional feedback on their business activities and at the same
time ease their access to investors.

The annual budget over a three year period is 40 million. DKK. Of these, 4 million DKK
should cover administration expenses and 36 million DKK are used as investment capital.

4.4 Investment Incentives
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The policy category “Investment Incentives” represents the policy areas influencing both the
demand as well as supply side. The category represents the benefits as well as costs
associated with making an investment. Areas that increase the average return on
investments like public guarantee and public co-investment schemes and fiscal initiatives
represent the benefits. The costs are represented by taxation and administrative burdens.

In Denmark, the government has over some decades very actively worked to encourage
private investors to invest in risk capital and generally serve entrepreneurs with better
financing opportunities including bank lending.

The ICE policy mapping showed that the Danish government has implemented five policy
instruments including Loan Guarantee, Get-Started-Loans, Growth Capital, Partner Capital
and Fund-of-Funds.

The programmes are explained in more details below.

Loan Guarantee

Since August 2000, Vaekstfonden has managed the national Loan Guarantee scheme
offered to small and medium firms with a broad variation across all Danish regions.

The Loan Guarantee scheme is provided to certified banks extending credits to firms within a
range of €10,000 to €700,000. The guarantee ration is 75%. The maturity of the loans is
three to ten years, with an average maturity of approx. eight years. There is an annual
premium of 1.25% and a one-off handling fee on 2%.

The main objective of the Loan Guarantee scheme is augment bank lending to SMEs and to
encourage innovation and development activities in SMEs within all business areas, except
shipbuilding, transportation, agriculture and fisheries. Also, eligible SMEs must be
independent of non-SME owners, meaning that the latter cannot own more than 25% of the
shares.

The current outstanding guarantee portfolio consists of around 730 active guarantees for
bank loans of approximately 1 billion DKK. In 2004, 232 guarantees were given and only 84
were given in 2006.

The Loan Guarantee scheme is co-sponsored by the Danish Ministry of Economic and
Business Affairs and benefit from a counter guarantee issued by the European Investment
Fund under the European Community’s Multiannual Programmes for SME’s. In 2007, the
budget was 25 million DKK.

Get-Started-Loans

In 2005, the Danish government created a new type of combined loan guarantee and
consultancy arrangement for newborn entrepreneurs with firms younger than 12 months.

The Get-Started Loan scheme is administrated by Vaekstfonden and offers certified banks a
guarantee ratio of 75% on loans provided to young entrepreneurial firms. In addition, the
entrepreneur is offered business consultancy through the loan, coordinated by the banks. It
many ways it resembles the above described Loan Guarantee scheme, except this the Get-
Started-Loan scheme targets only young entrepreneurial firms and in addition combines the
guarantee with the provision of business services.
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The loan size can be up to €70.000 and had a maturity up to 10 years. The premium is
1.25% annually with a one-off handling fee of 2%. In 2005, 200 of this type of guarantees
were given and 134 in 2006.

The total amount of money allocated to this scheme is 35 million DKK with a yearly budget of
10 million DKK in 2007. The scheme is being evaluated in 2007.

Growth Capital

Growth Capital is the direct investment division/activity within Vaekstfonden. The current
version of the Growth Capital scheme was launched in 2001 along with the new strategy
implemented by Vaekstfonden. A specific focus on growth firms was reassured in 2006.

Growth Capital provides equity financing and loans or a combination of these. The scheme
also adds competencies directly to local and regional growth and commercial viable
companies with a capital need of around 5-10 million DKK (€0.6-1.3 million). Professional
investment managers screen and select the companies based on their team, market
potential, innovation, business plan, exit opportunities and turnover.

Intensive collaboration with private parties is crucial when providing growth capital.
Vaekstfonden invests a maximum of 25% on market conditions and 75% of the total
investment is invested by private parties.

Partner Capital

Partner Capital was established in 2006 by Vaekstfonden as investment unit (a shadow
fund) within Vaekstfonden. In practice, it functions as a matching fund matching business
angel investment with public capital. Initially, Vaekstfonden has put aside 100 million DKK
for this activity.

Partner Capital is operating in a certain segment targeting regional growth companies with
capital need between 6-20 million DKK (up to €2.6 million), of which Partner Capital initially
provides around 50%. Traditionally, this segment has had difficulties attracting investors.
Results in this segment have for many years not been satisfactory for formal risk capital
investors. They are moving up mostly focusing on Life Science and ICT. Partner Capital is
not focusing on one specific industry, but move along with the business angels. By investing
with business angels having specific competencies, the aim is that Partner Capital will
increase the rate of return and reduce the risk.

Based on recommendations from the business angels, Partner Capital screens and selects
the companies and both parties invest. Further to the investment, the business angels
contribute actively in the firs by giving advice on strategy and business plans. The role of
Partner Capital is to identify the right business angels, find the right companies to invest in
by screening, validating and selecting and provide co-investment capital to the business
angels. It collaborates with the Growth Capital division in Vaekstfonden, and also to some
extent with the regional business angel networks in terms of contacts with business angels.

Partner Capital will run 3-5 years before being evaluated.
Fund-of-Funds

The public Fund-of-Funds scheme was launched in 2000 and managed by Vaekstfonden
with the aim to invest in new risk capital funds and build strong network to institutional
investors, national and international venture companies and competent candidates for board
seats.
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Through co-investment with private sector investors, the objective is to attract more private
capital and competencies to new and attractive segments within the Danish risk capital
market.

Prior to any new initiative, Vaekstfonden makes in-depth analysis of the market and based
on these analysis then decides where and how to enter a specific sector. Vaekstfonden
either starts a new fund with a new investment team in collaboration with the private sector.
Alternatively, it could work with an existing fund and adjust/take part of it.

Very often Vaekstfonden is the driving force behind a new fund, but always in collaboration
with the private sector. Vaekstfonden will own a maximum of 25% in a new fund, 75% should
come from private parties. The funds target the global and international growth companies
with capital needs around €4 million.

There are currently 17 funds, which have been established as fund-of-funds in collaboration
with Vaekstfonden since 2000. Moreover, new regional funds are on their way within the
same set-up. As described in chapter 1, together with these funds, Vaekstfonden constitutes
25.7% of the total capital under management in the Danish risk capital market.

4.5 Investment Culture

The policy category “Investment Culture” is related to a country’s investment culture and
tradition and is viewed as relevant for both the demand and supply side. Government can
enhance a certain investment culture through policy areas and instruments such as
supporting investment campaigns and other awareness activities.

In Denmark, the Danish government is not actively supporting any activities in this category
and the policy mapping did not show any activities in this category.

4.6 Investment Capital

The policy category “Investment Capital” represents the policy areas, which target merely the
supply of capital and investors such as private individuals, public investors, private and
institutional funds. This policy category includes the size of the available capital and the
regulatory framework affecting the supply of capital. In addition, the capital can be raised
among national and international investors. Governments can influence the size of available
risk capital by providing incentives for certain investor types to engage in the market or by
simply providing capital themselves. Finally, exit possibilities are also included as they
represent a source of capital. Promising exit opportunities affect investor's willingness to
provide capital in the first place.

In Denmark, this policy category has been supported heavily by the government as much as
been done to enhance the actual supply of capital. The ICE policy mapping showed that
there currently are around seven active policy instruments in this category (some of them
have already been described above and will not be included in the below description).

The policy instruments listed below include Investing Private Pension Savings, Sunstone
Capital, Need-Driven Ventures and the Legal Basis for Alternative Markets.

Investing Private Pension Savings

In 2006, the government made it possible for private individuals to invest parts of their
pension savings in unquoted companies. The new investment possibility is aimed at wealthy
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individuals including business angels, as it is only possible for private individuals with
existing pension savings higher than 1 million DKK to invest the amount above the 1 million
DKK.

The new investment possibility is expected to increase the investment in unquoted stocks
with 10 billion DKK.

Moreover, the government signed a letter of intent together with some of the largest pension
funds in Denmark with the aim to increase their involvement in risk capital activities.

Sunstone Capital

In 2007, Vaekstfonden decided to merge and privatize two direct investment activities into
one new fund called Sunstone Capital. This way it could leverage enough private money
from sources such as pension funds. The fund manages 2.9 billion DKK and is created
together with 6 private sector investors including investment and pension funds.

Originally, the Sunstone Capital was part of the direct investment activities within
Vaekstfonden. Vaekstfonden started with direct investment activities investing in Life
Sciences and Technology sectors. These two activities had their own management teams.

However, it turned out that the investment needed in these sectors were very high for mostly
globally-orientated companies. The direct investment activities faced problems with raising
enough capital for this type of activities, despite of co-investments with the private sector.
Based on this experience, a new unique public-private fund has been created. Today the
fund invests totally on market conditions.

Need-Driven Ventures

In 2006, a new initiative from Vaekstfonden was created. Need-Driven Ventures is a new
and ground-breaking investment program administrated by Vaekstfonden.

The aim is to invest in solutions to important business needs through a need-driven process
that is funded and managed by Vaekstfonden.

Legal Basis for Alternative Markets

In order to improve investors exit opportunities, the Danish government decided in 2005 to
provide an improved legal basis for the establishment of an alternative market place, where
unquoted companies can be traded in Denmark and other Nordic countries.

As a result, First North was created inspired by the AIM model in the UK. First North is
organized by the Copenhagen Stock Exchange, and combined with the possibility for
investing parts of private people’s pension savings in unquoted companies, it has now
become easier for individuals to trade unlisted stocks safely.

4.7 Investment Abllities

The policy category “Investment Abilities” refers to the policy areas such as investors’ human
and social capital, including investor background and access to investor related networks
and associations. Governments can influence the investor’'s investment abilities through
training, courses and diverse networking activities.

In Denmark, no initiatives are currently addressing this area.
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4.8 Some Past Policy Instruments

A number of risk capital policy instruments have been initiated and later phrased out, and
therefore do not occur in the ICE policy mapping.

Still, it is our view that they have played an important role on fuelling the risk capital activities
in Denmark and therefore should be explained in the below.

State Guarantees for Development Activities

In 1994, the Danish government decided to create a new type of equity guarantees for
development activities. The Ministry of Trade and Industry introduced this new scheme
providing certified risk capital funds with partial guarantees against losses on their direct
investments. This Danish scheme is similar to the PPM scheme of the Netherlands (see also
Napier and Heuvel, 2007).

During the initial two-year period, 1 billion DKK was allocated to the programme and 13 risk
capital funds were granted a total guarantee of DKK 815 million. In 1997, the programme
was renewed for another two years after a vote in Parliament. By the end of 1998, the entire
1 billion was distributed as guarantees among 19 risk capital funds of which 5 were existing
risk funds, 13 new funds received a guarantee and one new fund received a guarantee, but
never started investing, and so the guarantee was revoked. The risk capital funds would
loose their guarantees if they were too successful. If they realises a profit of more than 13%
stemming from the development portfolio during several years, they were no longer eligible
for the scheme and their guarantee was revoked.

In 1999, the administration of the scheme was transferred from the Ministry of Trade and
Industry to Vaekstfonden.

In 1999, the state had granted guarantees for 1 billion DKK to 19 venture funds. But in 2001
three funds were no longer eligible for the guarantee and therefore the outstanding
guarantees were reduced by 140 million DKK. The certified funds invested 742 million DKK
in 190 companies as part of this guarantee, 165 million DKK is lost while investments of 577
million DKK is still covered by the scheme.

From 1994-1999, the number of risk capital funds grew from 10 to 30, but 19 of them were
certified under the guarantee scheme. The risk capital invested by all risk funds in Denmark
increased by more than four times — from 220 to 984 million DKK — and while the part
covered by the guarantee was 23% in 1995 this share was only 15% 1999.

Based on these evaluations as well as the fact that the Danish risk capital was kick-started
and now needed to develop based on more non-guaranteed private capital, the equity
schemes were decide to be phrased out. There is no new equity guarantees provided today.

Danish Business Angel Network

Another important initiative is the business angel networks. In 2001, the Danish government
decided to launch a new Danish Business Angel Network (DBAN) aiming at improving
access to business angel financing and contacts throughout the country.

The national network was started within Vaekstfonden. The activity led to a database of

approximately 100 business angels, some investments, 5 regional business angel networks
and a virtual matchmaking site for investment-seeking firms and business angels.
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After 3 years of operation, DBAN was privatized and moved from Vaekstfonden into DVCA.
Today most of the business angel activities are regional, and merely organized by business
angels themselves.

4.9 Some Private Initiatives

In Denmark as elsewhere, the private sector has initiated a number of activities aiming at
strengthening access to risk capital.

In addition, some previously public activities have been privatized over the years such as the
Danish Business Angel Network in 2004.

Danish Venture Capital Association

The Danish venture Capital Association (DVCA) offers activities aimed at improving
investors’ social capital by organizing networking events for informal as well as formal
investors. DVCA operates the business angel networks today. They have a membership
organization in which investors can become members and join in on a number of social
activities.

CONNECT Denmark

CONNECT Denmark is a networking organization, which offers services to entrepreneurs. A
part of these services are related to improving the entrepreneurs’ investment readiness.
CONNECT Denmark recently won a tender offered by Vaekstfonden. This tender includes
offering the proof-of-business activities.
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5. KEEPING UP THE RISK CAPITAL DEVELOPMENT WITH
STATE-BACKED INITIATIVES?

This national policy report summarises the results of an ICE risk capital policy mapping and
compares the development of the Danish risk capital market with the government’s policy
priorities in the field.

The Danish government initiated a number of supply-side policy instruments in the 1990s
with focus on providing loans and guarantees for firms and new funds. Since then, the policy
approach has changed and a new independent investment vehicle “Vaekstfonden” was
created in 2001. There is no doubt that the Danish government has helped fuelling the risk
capital market by acting as front runner in certain underinvested segments. As a result, the
market has been pumped with risk capital allocated to commercial viable firms in the early-
stage segment. In addition, co-investment with private sector investors became fundamental
in the new policy set-up and a number of public-private co-investment funds have been
established.

The study finds that the government has played a crucial role in the market and that three
policy areas including are currently highly prioritized in Denmark being public funds, co-
investment and investment readiness.

Some catching-up remains. There is a need to increase capital under management by a
factor five in order to reach the government’'s ambition about being the leading risk capital
market in Europe In this process, further encouragement of domestic investors’ involvement
in building the Danish risk capital market such as pension funds, other institutional investors
and private persons is required. In addition, it is necessary to contentiously improve the
demand side, and strengthen the investment readiness including the ability and willingness
to grow among Danish entrepreneurs.

But some questions still remain unanswered. For instance, should the Danish government
continue to provide so much capital? We are currently seeing the beginning of a privatization
process (Sunstone Capital) and spin-off activities and we are likely to see a further
movement towards the market in the investment strategy. So, in reality, the path is laid for
less public intervention in areas where private sector is showing an interest in taking over.
Furthermore, Denmark might experiences problems in other segments of the equity market,
which is not addressed by the current Danish policy instruments.
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APPENDIX 1: INTERVIEWS IN DENMARK

Table 1: List of Interviewed Persons*

Name

Position

Martin Vagn

Vice-Director, Vaekstfonden

Rolf Kjaergaard

Vice-Director, Vaekstfonden

Jan Sindesen

Managing Director, Partner Capital

Jesper Norregaard

Lead Angel, BA Oresund

Ejvind Henriksen

Director, CONNECT Denmark

Peter Munch Kofoed

Senior Consultant, Crossroads Copenhagen

* Note: The interviews have been conducted by Sanne Tonneijck from the Dutch Ministry of Economic

Affairs and Glenda Napier from FORA.
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