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In recent years, the funding market has seen a substantial increase in the average size of Venture Capital (VC) funds. From 
a median fund size of approximately €20 million in 2013, it has grown more than fivefold to over €105 million by 2019. 
Whilst this might seem like a positive development at face value – more money available means more money to invest in 
startups – practice shows that this trend is having a detrimental effect on early stage startups. As fund sizes grow, many 
VCs are forced to move towards larger ‘ticket sizes’ in order to effectively and efficiently invest the large amounts of capital 
they have been entrusted with.

Consequently, the minimum ticket sizes of many VCs have far outgrown the average financing need of startups in their earliest 
phases of development. This had led to the fact that VCs are often out of reach as a first source of funding for early-stage startups, 
forcing them to look elsewhere to secure the capital they need - typically between 150k - 500k - in the (pre)seed phase.

The most common alternative option for these start-ups - securing financing through angel investors - is also proving to be a 
challenge for many of them. Whilst the appetite amongst private investors to gain exposure to early-stage investments certainly 
exists, angels are a financing group that is by nature very fragmented, unorganised and hence difficult to reach. As a result, many 
start-ups are left stranded in the well-known ‘valley of death’, leading to an impoverishment of the European innovation landscape.

“Huge potential for innovative financing solutions to provide European startups 
with access to the (pre)seed investments they need”

There really is huge potential for innovative financing solutions to provide European startups with access to the (pre)seed investments 
they need to get through their first phases of development. In this paper, we will be offering some concrete solutions to help solve 
this problem, and we call on all actors in the sector to work together to make our common innovation ecosystem thrive.

Failure of traditional funding models in the (pre)seed phase
Let’s have a closer look at why the traditional ways of funding are not working anymore for many early-stage startups. Starting with 
VC funds, a big part of the problem can be found in the generally accepted ‘2-20 structure’. This essentially means that VCs rely on 
a 2% management fee -  applied to the total assets under management - to cover their operating costs, and a 20% performance fee, 
applied to profits that exceed a pre-established threshold (also known as carried interest).

Because of the standard 2% management fee these funds receive, they have a limited revenue model that restricts them from 
increasing structural costs like personnel. So even with larger median fund sizes, the teams available for the assessment of deals and 
portfolio management remains limited, therefore restricting the amount of dealflow that these funds can effectively process. Add to 
that the fact that due diligence costs for both small and larger investments are roughly equal, and it is easy to see why many VCs 
choose to focus solely on larger ticket sizes. 

Angel investors, as discussed earlier, are often hard to identify for individual startups, and vice versa. VCs have a constant dealflow 
coming through their desks, and startups know ‘the usual suspects’ when it comes to approaching VCs for an initial investment. With 
angels however, a lot of time and effort is required from both parties to not only find and identify each other, but also to feel confident 
enough to put their faiths into one another’s hands. Typically, angel investors do not have the time to analyse a large number of 
startups, and for startups it is very difficult to reach the right angels at the right time with their funding proposition.
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The difficulty with securing angel investments is especially prevalent amongst startups that are outside the ‘mainstream’ IT/Tech 
field. In particular, if we consider the healthtech industry, angel investors often struggle with the fact that deep sector knowledge and 
expertise is needed in order to understand whether an investment is potentially worthwhile. This creates a big hurdle for healthtech 
startups in securing early-stage funding.
Governments are stepping in with loans and grants, but startups often find themselves in an impasse, because – understandably – 
most public funds require a first investment by a commercial party before they will match or add to that investment, bringing the 
venture back to square one.

Lastly, high failure rates amongst individual, stand-alone start-ups results in a very high risk profile associated with these early stage 
investments, subsequently inhibiting many investors from becoming active in the space.

“It is in the interest of all parties involved in the industry to have 
a healthy (healthtech) startup playing-field in Europe”

We believe it is in the interest of all parties involved in the industry to have a healthy (healthtech) startup playing-field in Europe. 
This includes later-stage VCs, as they might also start to feel the squeeze when in a few years time, only very few potential unicorns 
come knocking at their doors for their Series B and C investment rounds, as many other promising developments have stranded in 
the valley of death..

Risk pooling, Economies of scale, Public leverage 
So how can we as an industry seize this opportunity? How can we turn early stage investments into a highly investable asset class? 
At NLC, we believe there are three core ‘ingredients’ needed to make this approach a success:

1. Economies of scale
In order to make the early stage investment landscape more attractive for investors, we need to improve the overall success rate for 
early stage ventures.  Key in this endeavour are economies of scale; by building ventures at a large scale, network effects can prevent 
the most common pitfalls for start-ups, and ensure they have a higher chance of success.  In order to achieve this, we need more 
cooperation, more learnings and more sharing of knowledge.

Whilst the most common causes of start-up failure are i) mismatches in the problem-solution fit, as well as ii) the inability to 
build the right team and iii) to secure the right financing at the right moment, many of these issues can be mitigated by having 
access to the right support and guidance from the start. By putting in place supporting structures - such as high quality incubators, 
accelerators, active VC funds and venture builders - which build and support a larger number of start-ups, we can prevent each 
company from reinventing the wheel, and all the stumbling blocks that come with building an early stage venture.

2. Risk pooling and statistical derisking     
Investment multiples are highest during the first phases of a companies’ development, making it the most attractive investment 
phase for investors seeking high returns. Individual investors are however facing several challenges that make it difficult to succeed in 
this phase; notable examples include high transaction costs as well as high failure rates, resulting in unattractive return profiles. 

To overcome this issue, startups - or the institutions which help them with securing funding - should look into pooling their efforts, 
for example by creating a basket of startups with similar funding needs. By investing in a pool of startups rather than an individual 
venture, angel investors can spread their investment and hence their risk, whilst making them less reliant on having to research 
each individual startup in depth. Such ‘bundled’ propositions could also make early-stage investments a more interesting option for 
VC funds again, as they can still deploy large amounts of capital in one transaction, whilst simultaneously reducing their transaction 
costs.

By investing in a large and diversified portfolio at once, both professional and angel investors are able to spread their risk more easily, 
whilst being exposed to a large number of high-impact opportunities. An example of this are NLC’s MOMENTUM fund, as well as 
the recently launched NLC Stepping Stone Fund. These funds invest in numerous ventures - which are built and supported by NLC 
- hence enabling interested parties to invest smaller tickets in a diversified portfolio of very early-stage start-ups, with decreased risk 
and large upside potential. NLC is able to do this as it does not rely on management fees in its revenue model, but rather integrates 
these funds with a venture building model, allowing the funds to benefit from a large and proprietary deal inflow.
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3. Public leverage and governmental support
Governments also play a key role in facilitating early stage investments. Governmental loans and grants can provide security early on 
in the financing process, providing leverage to investors to lower their risk exposure. In Europe, we are blessed with a highly active 
and extensive public financing landscape, with several programs - supported by both national governments and the EU - providing 
invaluable funding to innovative companies at attractive terms and conditions.

Having said that, we believe some further changes can be instrumental in bridging the early-stage financing gap once and for all. 
Currently, many governmental finance providers require startups to have already secured significant private financing before they can 
apply for matching grants, subsidies and loans. By reversing this order - i.e. providing the matching grant first, on the condition that 
the private financing is secured afterwards - governmental authorities could greatly accelerate the pace at which startups can get 
access to funding. Often, cash-strapped startups need the governmental ‘stamp of approval’ to convince private investors to place 
their trust in them. By allocating public investments early on, it can really act as a lever for getting other financiers on board.

Secondly, governments can also play a facilitating role in taxes, making it more attractive to invest in early stage start-ups. This can 
be done by providing tax breaks on reinvesting the profit they have made from a former exit in a new startup - as is already common 
practice in the UK and Singapore - and it is the top recommendation in a 2016 EU paper on this topic. Furthermore, harmonising 
tax regulations throughout Europe in general when it comes to investing in startups, can also add to a more concise playing field for 
all parties involved.

Lastly, we urge (semi-)governmental fund-in-fund investors - such as the EIF or InvestNL - to mandate the funds in which they 
participate to allocate a sizable portion of their ‘assets-under-management’ to smaller ticket-sizes. By doing so, these parties can play 
a true catalytic role in accelerating the inflow of (pre)seed capital in promising early-stage innovations.

We all need to innovate to continue to advance health
The funding gap poses a challenge to our society, as when brilliant minds struggle to bring their inventions to life, progress and 
innovations are affected. The causes for this are numerous, but can be reconducted to a shift in venture investment trends, a 
fragmented start-up landscape and the need for more flexible (public) financing options. We strongly believe that the solutions to 
these shortcomings as have been outlined in this paper - facilitating economies of scale advantages, pooling of risk and providing 
additional forms of public leverage - will enable the European startup landscape to reach new heights in the years to come.

“We call upon all stakeholders involved in the healthtech landscape to contribute 
by facilitating solutions for this problem within their area of influence”

In this regard, NLC is trying to be part of the solution by bringing innovation to life and facilitating initial funding for its portfolio 
ventures through initiatives such as MOMENTUM and the Stepping Stone fund. We call upon all stakeholders involved in the 
healthtech landscape to contribute by facilitating solutions for this problem within their area of influence, thus helping to accelerate 
growth in healthtech innovation, advancing health for patients around the world.
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Lars Olthof, Venture Finance at NLC - the European Healthtech Venture Builder 
Driven by the goal of making a positive societal impact through entrepreneurship, Lars joined NLC after finishing 
a master’s degree at the London School of Economics. Together with the rest of the Venture Finance team, 
he is responsible for designing and validating business models of our new healthtech ventures, managing 
financing rounds for ventures in the NLC portfolio (both dilutive and non-dilutive), and developing novel financial 
propositions to ensure all our portfolio companies are financed according to need. This is all done with one 
single goal in mind: to accelerate the growth of NLC’s venture portfolio and bring more groundbreaking medical 
innovations to the patient.


