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ABSTRACT

An overriding issue on the agenda of today’s venture capitdists concerns ther investment
decison-meking. Ther fundamentd concen is compounded by methodologica
difficulties @ traditiond net present vaue (discounted cash flow) evdudions ae
inadequate for many risky projects, and b) the avalable methods for vauing these
projects are limited and often impractica.

Good investment decision-making has often been described as following: - an orderly and
logicd process from framing invetment decison-making problem, searching and
evauating of dternatives, and choosng the best option to investment. Compressed
decison time and increase complexity are disurbing the orderly flow of information and
proper flow of investment decisonrmaking authority sStructure. Managers are turning to
new goproaches, emphaszing on options thinking, managerid flexibility and resource
flexibility.

This paper describes the implications of the presence of red options in invesment
decisonrmaking sStuations and how the presence of red options changes the managers
invesment decison-making behavior. Red options reasoning is a logicd for funding
projects that maximizes learning and access to upsde opportunities while containing
coss and downside risk. Although it has consderable advantages over conventiond
gpproaches, the methodology to make some intelligent conjectures remains scare. This
paper describes and illustrates a methodology to understand the behavior change of
investment decisonrmaking with and without the presence of read options. The research
exercise demondrates the behaviora changes implications with and without the presence

of red options.

This paper seeks to develop theory or compare patterns by looking a four main questions

that will be answered through a series of exercises. The 4 questions are stated below: -



1. Given the choice to choose severd investment decison-making options, will the
investment practitioners change their investment decision-making behavior?

2. Given the choice to choose severd investment decisortmaking options, how will
the investment practitioners change their investment decision-making behavior?

3. How does the behaviord change evolved through proper learning of red options
flexibility, such as managerid flexibility and flexible resource alocations?

4. How sudstainable and adaptable will the behaviora change in investment decisont
making of the investment practitioners through the time?

This paper focuses on six aspects of the process that venture capitalist use to select and
dructure investments investment draiegy, ded flow generdion, Screening, due
diligence, vduation, and invetment dructure. Decisionmeking regarding these
proceses of sdecting and gructuring investments dso followed the standard mode  of
decisornrmaking: Investment practitioners meke assessment on the current issues or
gtuations, dternative decisons ae lised and evduated as to the managers objectives,
risk and reward factors and so on often using traditiona vauaion methodology; a

decison was made and implemented.

In this paper, | will decribe a series of gpproach to evduating investment decison
meking through experimental economics. For example, controlled experiment will be use
to ask respondents to score a series of datements to understand and investigate their

investment decision-making behavioral changes.

Given the reentless devdopment of investment fidd, complexity in invesment decison
making can only be expected to increase. This promises lead to more intense and
complex chdlenges for decison mekers, but through the exercise and better
underdanding of their investment decisonmaking behavior, invesment practitioners
will have equip themsdves with powerful undersanding for addressng these complex

and dynamic decisons.



THE BASIC ISSUES

This paper seeks to develop theory or compare patterns through answering four man
questions that will be answered through an exercise. The 4 questions are Stated below: -

1. Given the choice to choose severd invesment decison-making options, will the
investment practitioners change their investment decision-making behavior?

2. Given the choice to choose severd investment decisortmeaking options, how will
the investment practitioners change their investment decison-making behavior?

3. How does the behaviord change evolved through proper learning of red options
flexibility, such as managerid flexibility and flexible resource alocations?

4. How sudstainable and adaptable will the behaviora change in invesment decison
meaking of the investment practitioners through the time?

The author redized that by answering the four questions above could not predict 100%
behaviord changes in invesment decison-making of investment practitioners in venture
capitd firms. But a least, we can redize or make some intdligent conjectures about
invesment decison-making behaviord changes, informed by this ressarch exercise and
factor it towards better understanding of the affect of red options on behaviorad changes
in investment decigon-making.

The research study will confine itsdf to taking a qualitative gpproach (rather than a
quantitative approach) in exploring investment decision-making process of investment
practitioners with real options in mind, through scoring a number of satements.

In this qualitative research, the findings could be subject to other interpretations and
small sampling procedure decreases the generdizability of the findings This Sudy
attempt not be generdizable to al areas of venture capita investment, only confine to
emerging technology decisionmeking — in this research context — high technology firm
investment.



This research study will contribute to the scholarly research and literature in the field
because: -

a. Thereisye to have agood quditative research on the red options which
traditiondly focusing on more mathematical or quantitative gpproach.

b. Thisresearch will enable other more quantitative rea options researchersto
redlize the innate reasons behind managerid decision-making behavior given the
options to choose rather than sticking to afixed budget or investment path.

c. Through more quditative research atest can be undertaken to confirm the
theoretical red-option vauation and itsimplications for management’ sintuition
and experience.

The research study will dso contribute to the improvement of the redl options practice in
numerous ways such as. -

a. Thefundamenta decision-making confronting managersin venture capita and
will encourage the creation of certain patterns of activity. The knowledge gained
concerning the domain consequences of such decision-making can serve asa
impetus to other researchers/ managers to understand their decison making
process as pertinence to venture capital and other areas.

b. It will reved the underlying logic of managerid decigon-making processwithin
the framework of real options.

c. Itandyzesquditatively actua case gpplications, and tackles red-life

implementation issues and problems in amore practica detall.

The research study will aso improve the decision-making policy within the organization
assuch: -

a. Itishoped that through the research, a generic option based user friendly
methodol ogy with smulation cgpabilitieswill add as an ad to invesment
practitioners.



In generd, the research will follow the inductive mode of research in a quditative study
model (Creswell, 1994) as described below.

END
A Researcher develops a theory or compares
pettern with other theories

Researcher looks for patterns (Theories)

Researcher forms categories

Researcher asks questions

START Ressarcher gathers information




REAL OPTIONS CONCEPT

A red option is andogous to financid option contract; it is limited-commitment
investment in an asset with an uncertain payoff that conveys the right, but not the
obligation, to make further investments should the payoff look attractive. If you
decide not to make further investments, options expire, but dl that islost isits price.
Ironically, the ability to provide access to Sgnificant upside potentia while
containing downside losses makes options more vauable with grester voldility.

Red options differ from financid ones in severd important repects They cannot be
vaued the same way, they typically lessliquid, and the red vadue of an investment to
one firm may differ alot from its value to another firm. This crestes a substantia
chdlenge to evaluating ared options implication. This paper gpproach isto use
fuzzy, dbet carefully developed, measures to obtain behavior with the presence of
rea options.

The research case study will be based on managerid operating flexibility and
strategic interactions known as corporate real options. Corporate value creation and
competitive position are critically determined by corporate resource alocation and by

the proper evauation of invesment dternatives.

In a congtantly changing and uncertain world marketplace, managerid operating
flexibility and strategic adaptability have become crucia to capitalizing successfully
on favorable future investments or competitive moves. Corporate capabilities that
enhance adaptability and strategic postioning provide the infrastructure for the
cregtion, preservation, and exercise of corporate red options.

This research will take on a quditative approach to describe the case as agenerd
conceptud framework for viewing red investment opportunities as collections of

options on real asset — in another words — corporate real options.



The red options approach gives managers a decision-making and vauation tool that

reflect good project management, ensuring that these decisions lead to the highest

market valuation of corporate strategy. The real options approach isaway of thinking

achange that requires executives to cregte vaue through their management of

drategic investments in an uncertain world.

The table below describes different red options (Trigeogris, 1997)

Types

Description

Option to defer

Management holds alease on (for an option to buy)
vauableland or resources. It can wait X yearsto seeif
output prices justify constructing a building or aplant or
developing afied.

Time-to-build option
(Staged investment)

Staging investment as a series of outlays creates the
option to abandon the enterprise in midstream if new
information is unfavorable. Each stage can be viewed as
an option on the value of subsequent stages and valued

as a compound option.

Option to dter operating
scae (e.g. to expand; to
contract; to shut down and
restart)

If market conditions are more favorable than expected,
the firm can expand the scale of production or accelerate
resource utilization. Conversdly, if conditions areless
favorable than expected, it can reduce the scale of
operations. In extreme cases, production may be hated
and restarted.

Option to abandon

If market conditions decline severdy, management can
abandon current operations permanently and redize the
resde vaue of capitd equipment and other assets on

second markets.




Option to switch (e.g. If prices or demand change, management can change the
outputs or inputs) output mix of the facility (product flexibility).
Alternatively, the same output can be produced using
different types of inputs (process flexihility)

Growth options An early investment isa prerequisite or alink in achain
of interrelated projects, opening up future growth
opportunities.

Multipleinteracting Real-life projects often involve a collection of various

options options. Upward-potentia-enhancing and downward-

protection options are present in combination. Thelr
combined value may differ from the sum of ther
Separate values, i.e. they interact.

VENTURE CAPITAL

Jean Witter firgt used venture capita asaterm in apublic forum in his presidentia
address to the 1939 Investment Bankers Association of America convention (Reiner,
1989). Since then venture capital has evolved into a specidized form of finance
supporting smal privately owned companies judged to have the potentia for fast growth.

In the context of this research exercise, this paper will focus on six aspects of the process
that venture capitdists use to sdlect and dructure investments: investment strategy, dedl

flow generation, screening, due diligence, vauation, and investment structure.

Even though, the venture capita investment decision-making requires an extensve and
long process of looking & management capability, financia health, market trends and its
own investment srategy, sometime the venture capitd firm mugt beflexiblein its
sdection and gructuring of investment.



THE RESEARCH EXERCISE STRUCTURE

Trying to gpply complicated methodologies to uncertain Stuations is usudly futile. The
greater the uncertainty, the more you need to keep things smple; otherwise, you run the
risk of having everyone blow a conceptud fuse trying to cope with both the uncertainty
of the Stuation and the uncertainty introduced by the research exercise sinsistence on
using complicated methodologies. So a straightforward gpproach to gathering and
andyzing the behaviord changes in investment decision-making will enable a better
execution of the research exercise.

One way to gart the research exercise is to have ateam of investment practitioners to
respond to the questions. It is crucid to this process that everyone fed comfortable
artticulating his or her point of view and underlying rationde. It dways pays to establish
ground rules in advance for making sure that the environment is right and that the

participants are clear on the expectations for making it an effective research exercise.

The objective of this research exercise isto solicit aternative scenarios for why people
responded as they did. Often, you will find that agreement on the basic facts does not lead
people to the same conclusons. Thisis dways interesting, and possibly useful to deduct
further of behaviord changes.

This research exercise will use red options reasoning, rather than more conventiona
approaches to investment assessment, because it represents a robust and coherent way of
thinking about highly uncertain Stuations. Using the statements as the basis of deducting
behavioral changes dso has the advantage of being fast, inexpensve and a great way to
get involvement and open up communication from many critica people.
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The overd| research exercise consists of 2 phases. The crux of the proposed practica
process for identifying isin the nove way it dedls with the andlyss of behaviora change
in investment decison-meaking.

Sat Up Phase: Definition of the Scope of Assessment.

Defining the nature of the scope of assessment of the research exercise, we should start
with the 4 main questions as guidance. Herewith again, the 4 main questions. -
1. Given the choice to choose severad invesment decison-meaking options,
will the manager change their investment decision making behavior?
(Scope of assessment — The affect of red options on managers invesment
decision-making, will they change given a choice?)
2. Given the choice to choose severd investment decison-making options,
how will the manager change their investment decision-making behavior?
(Scope of assessment — The affect of red options on managers investment

decision-making, how they change given a choice?)

3. How does the behaviord change evolved through proper learning of red
options flexibility, such as managerid flexibility and flexible resource
dlocaions?

(Scope of assessment — The affect of red options on managers investment

decisorrmaking, the learning effect of manager once they were given the
flexibility advantage with the presence of red options. We can deduct the
learning effect through deducting the scoring of behavior changes with
and without the presence of redl options)

4. How sustainable and adaptable will the behaviord change in investment
Decison-making of the managers through the time?
(Scope of assessment — The affect of real options on managers investment
decison-making, how sugtainable is thelr behaviord change?)

11



There are three assumptions for the research exercise are as stated below: -

1.With the presence of red options, investment practitioners will have the managerid,
operation and financid flexibility/ options to change your investment decision-making.
2.Without the presence of redl options, investment practitioners will not have managerid,
operation and financid flexibility/ options to change your investment decision-making. In
another words, you will probably face the top management questioning of your
investment decision-making changes.

3.All the 6 sections of the research exercise, the research will assumed a positive note of
the overdl economic sentiment in the investee company and the invesment to the
company have not been invested.

The research exercise is conducted with a sdlected pool of 25 investment practitioners
from various venture capita companiesin Madaysa

Andyss Phase: Data collection and Andyds

The data collection procedure will be: -

1. Deducting the behavior changes through looking at the scoring by the
managers.

2. Gather observational notes by conducting an observation as a participant.

3. Keepajournd during the research sudy.

Researcher will engage in multiple observations during the course of a quditative study.
The research data collection protocol or form for recording information is needed to note
obsarvationsin the fied. The research will design an observational protocol asasngle
page with a dividing line down the middle to separate descriptive note — portraits of the
informants, a recongtruction of dialogue, a description of the physical setting, accounts of
particular events, and activities— from reflective notes — an opportunity for the researcher
to record persona thought such as “ speculation, feglings, problems, ideas, hunches’.



There will be incluson of the demographic information such as the time, place, and date
that describe the field setting where the observation takes place.

Besdes evduating on the scoring of the managers and keeping notes on observation, the
data andysis activity will aso be conducted as an activity smultaneoudy with data
collection, data interpretation, and narrative reporting writing. In quditative andyss
severa Smultaneous activities engage the attention of the researcher: collecting
information for the fidd, sorting the information into categories, formetting the
information into a story or picture, and actudly, writing the quditative text.

THE RESEARCH EXERCISE

During the exercise, @) The difference between the percentage change between the
presence of red options and without the presence of red options will show whether the
managers redly change their investment decision-making behavior through changing the
SX agpect of process that venture capitaists use to salect and structure investment.
(Answering Question 1),

b) The higher the magnitude of behaviord changesin one of the 7 red optionslisted in
the table will show how managers change their investment decision-making through
changing investment strategy (and others selection and structuring of investment
processes) such as pursuing a growth options strategy and so on. For example, scanning
through the table 1, that if the time-to-build options (staged investment) has the greatest
magnitude among the rest of the redl options on other investment dtrategies, we can
deduct how managers change their investment decision-making behavior, that is, most of
them opt for time-to-build options as their main investment decision-making with the

presence of red options (Answering Question 2);

¢) Given the presence of red options and without the presence of rea options, we can
deduct whether managers — given the flexibility of redl options - will change their
investment decision-making behavior through learning. This can be deducted from
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looking at the significant of behaviora change in tota of magnitude change. For
example, we can deduct that, through learning of the redl options advantagesin terms of
managerid flexibility and resource flexibility, what is the significant difference in tota
behavior change — given the presence and without presence of real options (Answering
Question 3) and;

d) The higher the magnitude of change, the higher of sustainability of behavioral change
in investment decison-making. For example, if the managers score the highest point, in
term of magnitude of behavior change, for option to switch their investment drategy,
maybe from high risk to low risk, we can deduct that the option to switch will be the
highest sustainable behaviorad change. (Answering Question 4)

*** DENOTES that the statement/ paragraph is taken from Gardella, L.A. Edison
Venture Fund, , CFA Reading 2000, Sdlecting and Structuring Investments. The Venture

Capitalist’s Perspective.

I nvestment Strategy

*** The investment drategy is at the heart of the venture capitd firm. The Strategy
defines the focus of the investment activities with the respect to industry, stage of
development, financing size, and geographica region. And dthough it needsto be
focused, an investment Strategy should be flexible enough to take advantage of
opportunities created by market changes.

*** There is cond derable evidence that when it comes to successtully tackling highly
uncertain investment decison-making, investment strategy counts and can help to lower
investment risks. The key issue here is to know whether with the presence of red options
will managers change their investment srategy, and ultimately affecting their investment

decision-making behavior.
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Tablel Real options and investment strategy
(Score 7 if you strongly agree that an option might change your investment decison
making, and 1 if you strongly disagree)

(Part A) With the presence of redl options 1 (2 |3 (4 |5

1.0Option to defer.
For example, option to defer/ dday an investment
outlay in the first year of operation.

2.Time-to-build (Staged investment)

For example, option to staged investment rather
than putting Sgnificant outlay of invesment in
period of investmen.

3.0ption to ater operating scae.
For example, option to ater operating scale from
high investment to lower investment Strategy.

4.0ption to abandon.

For example, option to abandon the entire
company invesment in company A if theis
sgnificant drop customer retention.

5.0ption to switch.

For example, option to switch to another
dternative company if the origind company
cannot meet the agreed terms and conditions of
investment outlay.

6.Growth option.

For example, growth option will be opted if that
company shows sgnificant increasein
profitability, thus more investment outlay for the
compary.




7.Multiple interacting options

For example, the manager might opt for amultiple
interacting options to their investment rategy if
he/she is highly uncertain about the future Sate of
that company.

(Part B) Without the presence of red options

1.0Option to defer.

2.Time-to-build (Staged investment)

3.0ption to ater operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.

Deal Flow Generation

*** Ded flow refers to the investment opportunities generated by the venture capital
firm. In generd, dedl flow is an underrated agpect of the investment process, but it
differentiates one venture capita firm from another.

A venture capitd firm's marketing efforts to generate ded flow must provide the firm
with awide sdection of investment opportunities. The dedl generation process should
ensure that the firm getsthe first look at dedls, particularly those in its focus areas.
Finding good dedls islike trying to find a needle in a haystack — looking for that one
exceptional ded out of hundreds available.

Table below presents a sets of red options that managers might or might not useto
maximize ded flowsin their investment.

Table2 Real optionsand deal flow generation
(Score 7 if you strongly agree that an option might change your investment decision
making, and 1 if you strongly disagree)




(Part A) With the presence of red options

1.0ption to defer.

For example, the venture capitd firm might defer
their marketing effort during the downturn of the
indugtry thet they are investing.

2.Time-to-build (Staged investment).

For example, the venture capitd firm might make
staged investment in their marketing effort to look
for more ded flow in the new industry thet they

are looking.

3.0ption to ater operating scale.

For example, the venture capitd firm might ater
thelir marketing operating scae to suit the current
economic and technology dynamic Stuation.

4.0ption to abandon.

For example, the venture capitd firm might totally
abandon thar marketing effort if the industry
outlook that there are invested in isbad for a
foreseeable time period.

5.0ption to switch.

For example, the venture capita firm might opt for
another different kind of marketing effort if the
current marketing efforts do not create high dedl

flow.

6.Growth option.

For example, in order for the venture capita firm
to growth to their preset objectives, they might opt
for agreater marketing drive to generate greater
dedl flow for the firm.
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7.Multiple interacting options.
For example, the venture capitd firm might use
multiple marketing efforts to boost up ded flow

generation.

(Part B) Without the presence of red options

1.0Option to defer.

2.Time-to-build (Staged investment)

3.0ption to ater operating scale.

4.0Option to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.

Screening

*** The objective of screening dedsisto efficiently focus the resources of the venture
capitdist S0 that he or she can identify opportunities quickly, understand the risk factors
of the investment prospect, and assess the return potentid.

Screening istypicaly centered on how the dedl fits the overdl strategy, the perceived
potentia for the dedl, and the source of the dedl. All dedls should receive attention, but
particular attention should be paid to sources that have referred high-qudity dedsin the
past.

The table below might suggest to managers red options to leverage on different
screening strategy.

Table3 Real options and screening
(Score 7 if you strongly agree that an option might change your investment decison
making, and 1 if you strongly disagree)
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(Part A) With the presence of red options

1.0ption to defer.
For example, the manager might opt for option to
defer their screening process until certain materia

information are gain from the company A.

2.Time-to-build (Staged investment)

For example, the manager might perform
screening in a staged manner as information and
knowledge about company A continudly incresse

over time.

3.0ption to ater operating scale.

For example, the manager might opt to place a
more stringent screening process for the new
industry that they arein.

4.0Option to abandon.

For example, the venture capitd firm might opt to
abandon certain screening criteria, if the outlook of
the overd| indudry is very bright and low in risk

of defaullt.

5.0ption to switch.

For example, the venture capita firm might switch
their screening criteriain view of the current
industry positivel negative outlook.

6.Growth option.

For example, the venture capitd firm might opt to
enlarge their screen criteriato cover more ground
on the companies that they will invest.

7.Multiple interacting options.
For example, the venture capita firm might opt for

multiple screening processes to ensure proper
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screening of companies.

(Part B) Without the presence of red options

1.0Option to defer.

2.Time-to-build (Staged investment)

3.0ption to ater operating scae.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.

Due Diligence

*** The due diligence process provides a clear understanding of the business model and
the mgor risk factors involved. But, more importantly, due diligence is the sart of a
relaionship with the company’ s management team. The due diligence processis complex
which involved management interviews, customer references, third party analys's,
persona references, vendor references, industry trade shows, customer visits, financia
andyss, and legd issues.

The statements of due diligence’ sred options this paper use to assess different red
options are listed in the table below.

Table4 Real options and due diligence
(Score 7 if you strongly agree that an option might change your investment decision
making, and 1 if you strongly disagree)

(Part A) With the presence of redl options 1 (2 |3 (4 |5 |6

1.0ption to defer.
For example, the manager might opt to defer hig/
her due diligence on company A, if thereis
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ggnificantly lack of information about customer

reference.

2.Time-to-build (Staged investment)

For example, the manager might develop adue
diligence program in a taged manner, with
increasing depth of due diligence exercise over
time.

3.0ption to ater operating scale.

For example, the manager might opt to ater
his’her due diligence depth in accordance to the
company that he/she investing.

4.0ption to abandon.

For example, the manager might opt to abandon
totaly the due diligence activity if the overdl
industry outlook of the company is unhedlthy

5.0ption to switch.

For example, the manager might switch to other
his’her due diligence focus from placing high
focus on management capability towards financid
hedith.

6.Growth option.
For example, the venture capita firm might opt for
amore relax due diligence criteria to ensure more

company able to meet the criteriafor investment.

7.Multiple interacting options
For example, the venture capita firm might opt for

multiple due diligence criteriato ensure more
diligent screening.

(Part B) Without the presence of rea options

1.0Option to defer.

2.Time-to-build (Staged investment)
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3.0ption to dter operating scae.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.

Valuation
*** Throughout the due diligence process, vauation is atopic of congderation and
discusson. Other issues that affect vauation are; -

a.  Thedevelopment stage of the company — whether it is an early or an expansont

dage investment, for example;

b. Thevauation of industry comparables,

c. Thefinancid history of the company, its growth rate, and profitability;

d. Theamount of influence that can be exercised by the venture capitais.

The statements of valuation's red options this paper use to assess different red options
areliged in the table bel ow.

Tableb Real options and valuation

(Score 7 if you strongly agree that an option might change your investment decison
making, and 1 if you strongly disagree)

(Part A) With the presence of red options 1 |2 |3 |4 |5 |6

1.Option to defer.

For example, the manager might opt to defer
his’her vauation processif thereislack of
information regarding the industry comparables.

2.Time-to-build (Staged investment)

For example, the manager might opt to build hig
her firm greater influence on the company A over
acertain period of time).
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3.0ption to dter operating scae.
For example, the manager might opt to exercise
different vauation scale over certain period of

time.

4.0ption to abandon.

For example, the manager might opt to abandon
totaly higher vauation on a company based on
certain criteriathat do not match his her
investment objectives.

5.0ption to switch.
For example, the manager might opt to switch
his’her vauation from one criterion to another

criteria

6.Growth option.

For example, the manager might opt for a higher
vauation growth in terms of profitability over a
certain period of time.

7.Multiple interacting options.
For example, the manager might opt to form afew

vauation criteria

(Part B) Without the presence of red options

1.0ption to defer.

2.Time-to-build (Staged investment)

3.0ption to alter operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.
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Investment Structure

*** The investment structure creates aframework for addressing the objectives of both
the venture capitadist and the entrepreneur. The lack of uniformity among investment
dructuresis one of the reasons the venture capital indudiry is not as indtitutionalized as

other asset classes.

The investment structure should create a balance between the expected return and the risk
assumed through the vauation, investment security, covenants, and relaionship. Many
venture firms have a generd philosophy on structuring investments. The structure should
be flexible so that the company is free to grow, and it should create the framework for
productive relationship between the investor and the company’ s management. The
investment structure should alow investor maximum upside potentid, minima downgde
risks, and the opportunity for increased investment in the company and eventudly control
in the sdle of the company.

The statements of investment structure' s red options this paper use to assess different
redl options are listed in the table below.

Table6 Real options and investment structure
(Score 7 if you strongly agree that an option might change your investment decision
making, and 1 if you strongly disagree)

(Part A) With the presence of red options 1 (2 |3 (4 |5 |6

1.0Option to defer.

For example, the venture capitd firm might opt to
defer dructuring their investment for the maximum
gan to them, but rather waited for more suitable
timing.

2.Time-to-build (Staged investment).
For example, the venture capitd firm might opt to
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dructure the investment in a staged investment
syle.

3.0ption to dter operating scae.

For example, the venture capitd firm might opt to
dter thelr investment structure to suit the specid
nature of the company that they invested in.

4.0ption to abandon.

For example, the might opt to abandon the current
gringent investment structure practice due to the
positive outlook of the current industry and

€conomic.

5.0ption to switch.

For example, the manager might opt to switch
from one investment structure to another
investment structure practice.

6.Growth option.

For example, the venture capitd firm might opt to
be morerisk taker in their investment structure in
order to grow bigger.

7.Multiple interacting options

For example, the venture capitd firm might opt for
amultiple investment gtructure for different
indugtry.

(Part B) Without the presence of red options

1.Option to defer.

2.Time-to-build (Staged investment)

3.0ption to ater operating scale.

4.0Option to abandon.

5.0ption to switch.

6.Growth option.
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7.Multiple interacting options.

ANALYSISOF THE RESEARCH EXERCISE

This research begins with the premise that investment decision-making behavior will
change with the presence of real options. Red options reasoning isalogica for funding
projects that maximizes learning and access to upside opportunities while containing
costs and downside risk

This paper describes the implications of the presence of red optionsin investment
decison-making situations and how the presence of redl options changes the managers
investment decision-making behavior through asking investment practitioners 4
questions, as stated below: -

1. Given the choice to choose severa investment decison-making options will the
investment practitioners change their investment decision-making behavior?

2. Given the choice to choose severd investment decison-making options, how will the
investment practitioners change their investment decision-making behavior?

3. How does the behaviord change evolved through proper learning of red options
flexibility, such as managerid flexibility and flexible resource dlocations?

4. How sustainable and adaptable will the behaviora change in investment decisiont

making of the invesment practitioner through the time?

This paper focuses on Sx aspects of the process that venture capitaist use to select and
dructure investments: investment strategy, ded flow generation, screening, due
diligence, vaudtion, and investment structure. We shdl in turn focus on the six aspects of
venture capital process and then analyzing the 4 main questions that had been answered
by apool of sdected 25 investment practitioners from various venture capital companies
in Mdaysa
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1. Investment strategy
High scoresin the section (Part A — With the presence of redl options) provide a hint asto
which investment practitioners will willingly dter their invesment srategy if given the

presence of redl options. Tapping further into this section, multiple interacting options
scores highest conggtently, provide a strong indication that investment practitioner
proactively change their investment decison-making in the thair invesment drategy.

Looking at (Part B — Without the presence of red options) even without the presence of

red options, investment practitioners ill proactively change their investment decision
making in the area of investment drategy.

Questions Summary Remarks

1. Given the choice to choose severd
investment decision-making options, will
the manager change thelr investment
decis on-making behavior?

A resounding yes.

2. Given the choice to choose severd
invesment decison-making options, how
will the manager change therr invesment
decision-making behavior?

Multiple interacting options and time-to-
build options scores the highest point,
thus indicating the invesment
practitioners prefer the two options. It
provides hints that with the presence of
redl options investment practitioner will

choose for the two options.
3. How does the behaviord change No ggnificant changesin investment
evolved through proper learning of red decision-making behavior given with or

optionsflexibility, such as managerid
flexibility and flexible resource
alocations?

without the presence of real options.

4. How sustainable and adaptable will the
behaviord change in investment
decision-making of the managers through
the time?

Multiple interacting options score the
highest point for sustainability and
adaptability.

1. Deal flow generation

High scoresin the section (Part A — With the presence of real options) provide a hint asto

which investment practitioner will willingly dter their ded flow generation Syleif given
the presence of red options. Looking further, time-to-build options and option to dter

operaing scale score congstently the highest point. Such responses provide ingght into
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the way ded flow generation usudly take longer process to dter their ded flow style, but
rather conduct the changesin the ded flow style in a staged manner or dter the scale of
the ded flow operating.

In contrast with the investment dtrategy, ded flow generation will remain asit planned

given the Situation where red options do not presence.

Quedtions Remarks

1. Given the choice to choose severd Y es, but not sgnificant.
investment decisionmaking options, will
the manager change their investment
decisionmaking behavior?

2. Given the choice to choose severd | Time-to-build (Stage investment) and
invetment decisonrmaking options, how | option to alter operating scae are the
will the manager change ther investment | preferred options for investment

decision-making behavior? practitioner given the presence of red
options.
3. How does the behaviora change Not sgnificant.

evolved through proper learning of redl
options flexihility, such as managerid
flexibility and flexible resource
dlocaions?

4. How sustainable and adaptable will the Less sgnificant but more sustainable and
behaviord change in investment adaptable for time-to-build options.
decisiontmaking of the managers through
the time?

2. Screening
High scoresin the section (Part A — With the presence of real options) provide a hint asto

which investment practitioner will willingly dter their screening if given the presence of
red options. High scores for option to switch suggest that given the presence of red
options, investment practitioner most likely to switch their screening criteriain view of
the current industry positivel negative outlook.

Without the presence of red options, investment practitioner will remains as of the

origind screening criteria. This can be noted through looking at Question 3, in which
mogt investment practitioners rated “less significant/ less likely”.
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Quedtions Remarks

1. Given the choice to choose severd Yes, but less sgnificant.
investment decision-making options, will
the manager change thelr investment
decision-making behavior?

2. Given the choice to choose severd | Given achoice, investment practitioner
invetment decisonrmaking options, how | will choose option to switch asther
will the manager change their investment | preferred way to change their investment
decision-making behavior? decision-making behavior.

3. How does the behavioral change Not sgnificant.
evolved through proper learning of redl
optionsflexibility, such as manegerid
flexibility and flexible resource

dlocations?
4. How sustainable and adaptable will the Lesslikely to be sustainable as most of
behaviord change in investment the investment practitioners score low in

decisiontmaking of the managers through all options presented.
the time?

3. Duediligence
High scoresin the section (Part A — With the presence of redl options) provide a hint asto

which investment practitioner will willingly dter their due diligence if given the presence

of red options. Option to defer and option to switch scores the highest indicating that due
diligence process will not change in the short-term as the due diligence is complex which
involved management interviews, customer references, third party analys's, persond

references and so on.

Without the presence of red options, investment practitioner will remain as per their

origind due diligence processes.
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Quedtions

Remarks

1. Given the choice to choose severa
investment decisionmaking options, will
the manager change thelr investment
decison-making behavior?

Y es, but less sgnificant than investment
drategy area

2. Given the choice to choose severd
invesment decison-making options, how
will the manager change their invesment

decision-making behavior?

Given achoice, investment practitioners
will choose option to defer and option to
switch.

3. How does the behaviora change
evolved through proper learning of redl
options flexihility, such as managerid
flexibility and flexible resource
dlocations?

Inggnificant.

4. How sustainable and adaptable will the
behaviord change in investment
decisiontmaking of the managers through
the time?

Inggnificant.

4. Vauation

High scoresin the section (Part A — With the presence of real options) provide a hint asto

which investment practitioner will willingly dter their vauation processif given the

presence of red options. Option to defer, option to switch and multiple operating options

scores the high point in this area.

Questions

Remarks

1. Given the choice to choose severd
invesiment decison-making options, will
the manager change ther investment
decisionmaking behavior?

Y esand dgnificant.

2. Given the choice to choose severd

Option to defer, option to switch and

evolved through proper learning of redl
optionsflexibility, such as managerid
flexibility and flexible resource
dlocations?

investment decision-making options, how multiple operating options.
will the manager change ther investment

decison-making behavior?

3. How does the behaviora change Y es and sgnificant.
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4. How sustainable and adaptable will the
behaviord change in investment
decisiontmaking of the managers through
the time?

Quite sustainable.

6.lInvestment sructure

High scoresin the section (Part A — With the presence of redl options) provide a hint

as to which invesment practitioner will willingly dter thair investment structure if

given the presence of red options.

Questions

Remarks

1. Given the choice to choose severa
investment decision-making options, will
the manager change ther investment
decison-making behavior?

Yesand very sgnificant.

2. Given the choice to choose severd
invetment decisornrmaking options, how
will the manager change therr investment
decison-making behavior?

Option to defer, time-to-build, option to
abandon, growth option and multiple
interacting options

3. How does the behaviora change
evolved through proper learning of redl
optionsflexibility, such as managerid
flexibility and flexible resource
dlocaions?

Very dgnificant.

4. How sustainable and adaptable will the
behaviord change in investment
decision-making of the managers through
the time?

Very susainable.
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CONCLUSION & FUTURE RESEARCH

Based on the research exercise there are afew behavioral pattern that we can deduct.
Firg, investment practitioners are more willing to change their investment decison
making with or without the presence of real options framework in 3 main aress. They are
investment drategy, vauation and investment structure. From this behavior, we can
deduct that investment practitioners are more concern about their investment hedlth
(Direct impact) of the investee company rather than the rest of the venture capita
processes (Indirect impact)— which are due diligence, screening and dedl flow

generations.

Second, multiple interacting option, time-to-build options and options to switch have the
highest score ranking in the 6 areas of venture capitd processes. It provide hint to us that
investment practitioners are learner and adaptor in which they will place asmall
investment to have an options for the future to either switch, perform a sage investment

or usng multiple interacting options.

Third, in view of the question 1 and 3, in which answered by the investment practitioners,
we can noticed two distinctive area of difference. Thefirst area- Investment Structure,
Vauaion and Investment Structure, the ranking for the first question is from yes and
sgnificant to yes and very sgnificant. The ranking for the question 3 is from not
sgnificant to very sgnificant.

The second area— Ded How Generation, Due Diligence and Screening, the ranking for
the first question is from yes and less sgnificant to not sgnificant. The ranking for

question 3, not sgnificant for dl three aress.
This provide us with the hint that direct impact on the investment hedth do change

investment practitioners investment decison-making behavior through making them

more inclined to change ether with or without the presence of real options.
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Taking over the concluding remarks above, intuition suggest thet that we can differentiate
the areas of venture capita processes into Sx boxes of investment decision-making
behavior.

Investment Strategy

The investment strategy defines the
focus of the investment activities with
the respect to industry, stage of
development, financing size, and
geographical region. From the research
exercise, investment practitioners
perceived that investment strategy
should be flexible enough (even
without the presence of real options) to
take advantage of opportunities created
by market changes.

Red optionsinfluence: High.

Deal Flow

A venture capital firm's marketing
efforts to generate deal flow must
provide the firm with awide
selection of investment
opportunities. From the research
exercise, investment practitioner
perceived that their deal flow
strategy would change less frequent.
Even with the presence of real
options, investment practitioner
perceived that their decision on ded
flow strategy would follow the
present deal flow strategy without
much change.

Redl options influence: Low

Screening
Screening is typicaly centered on how
the dedl fits the overal strategy, the
perceived potentia for the deal, and
the source of the deal. From the
research exercise, investment
practitioners responded with less
inclination to change their screening
process except for options to switch a
few screening criteria.

For example, the venture capital firm
might switch their screening criteriain
view of the current industry positive/
negetive outlook.

Red optionsinfluence: Low & Not
Sonificat

Due Diligence
The due diligence process provides a
clear understanding of the business
model and the mgjor risk factors
involved. From the research
exercise, investment practitioners
responded with lessinclination to
change there due diligence process
except for options to defer and
options to switch.

For example, the investment
practitioner might opt to defer his/
her due diligence on company A, if
there is Significantly lack of
information about customer
reference and the investment
practitioner might switch to other
hig’her due diligence focus from
placing high focus on management
capability towards financid hedlth.

Red optionsinfluence Low &

Insignificant
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Valuation

Issues that affect valuation are the
development stage of the company —
whether it is an early or an expansion-
stage investment, the valuation of
industry comparables and so on.

From the research exercise, the
investment practitioners perceived real
options have significant influence on
their practice of vauation. They dso
perceived that they are adaptable and
be able to learn with the presence of
rea options.

Redl options influence: Highly
sgnificant in changing invesment
decision making and sgnificantly
influence the adaptive and learning
behavior of the investment
practitioners.

Investment Structure

The investment structure should be
flexible so that the company is free
to grow, and it should create the
framework for productive
relationship between the investor and
the company’ s management.

From the research exercise, the
investment practitioners score rea
options very high in terms of
changing their investment decison-
making and more significantly on the
adaptive and learning behavior.

Red options influence: Very
ggnificant.

Hopefully, this research exercise on the behavior sde of red optionswill act asa
stepping-stone towards more future research ddiverables. | propose a summarize verson
of the potential future research as described below

Future Research Importance to venture Approach
Deliverables capital investment decision-
making
Strategic Opportunities The recognizing of venture ROV, case study and
ital companiesin relative i i :
Land cap pan stimulation approach

to where a company competes
and which business models
that company uses.

Scenario Building and Options | The ability to recognize
Weighing Chart differing options available for
investment & how different
investment options produces
differing value creation.

ROV, case study and
stimulation approach




Creation of value creation
ecosystem for 3G roll out

To cater for interrelated
stakeholder requirements
through development of
different stakeholder
preference and linking them
towards awin-win venture
capital ecosystem

ROV & Scenario building

Recommendation of Best
Options

To discover the optimum case
for the venture capital
selection and structuring
process through weighing on
investment cost and value
created.

ROV & case study
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REASEARCH EXERCISE
REAL OPTIONS IMPACT ON INVESTMENT
DECISION-MAKING

Thank you for taking time to complete this exercise

This paper seeks to develop theory or compare patterns of investment decision-
making behavior by looking at four main questions that will be answered through
a series of exercises. The 4 main questions are stated below: -

1. Given the choice to choose several investment decision-making options,
will the manager change their investment decision-making behavior?

2. Given the choice to choose several investment decision-making options,
how will the manager change their investment decision-making behavior?

3. How does the behavioral change evolved through proper learning of real
options flexibility, such as managerial flexibility and flexible resource
allocations?

4. How sustainable and adaptable will the behavioral change in investment
decision-making of the managers through the time?

The completion of the research exercise and analysis of the research will be
submitted during the conduct of the ‘6" Annual International Conference on Real
Options Theory Meets Practice”.

| hope to have great exchange of ideas during the workshop and in the end |
hope to provide some knowledge back to your organization. The next step after
this research exercise — 1.Conducting a more quantitative exercise on real

options. 2.The next research exercise will be conducted to the AIMR society
members in Malaysia.

How the survey is organized

The exercise is organized into 6 sections. Each of the sections assesses your
views of the investment decision-making behavior that will be adopted by you.

The last section provides space for additional commentary.
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How to complete the survey

The exercise should take about 30 minutes to complete. Please note that there
are no right or wrong answers to any of these statements. Please read the
instructions for each part carefully, and answer EACH question by selecting the
statement that best express your opinion.

On completion, please pass this exercise back to me. | shall make arrangement
for collection.

Your confidentiality

The information you provide will remain strictly confidential. The results will be
based on the collective answers of all participants and shared in aggregated and
summarized form only.

If you have any question

If you have any technical questions about the exercise or encounter any
difficulties please contact Andrew Wong Lip Soon on +012-3262345 or email me

at lipsoon@hotmail.com.

The Research Exercise

The assumption of the research exercise

1.With the presence of real options, YOU will have the managerial, operation
and financial flexibility/ options to change your investment decision-making.
2.Without the presence of real options, YOU will not have managerial,
operation and financial flexibility/ options to change your investment decision-
making. In another words, you will probably face the top management
guestioning of your investment decision-making changes.

3.All the 6 sections of the research exercise, the research will assumed a
positive note of the overall economic sentiment in the investee company
and the investment to the company have not been invested.
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DENOTES that the statement/ paragraph is taken from Gardella, L.A. Edison
Venture Fund, , CFA Reading 2000, Selecting and Structuring Investments: The
Venture Capitalist’'s Perspective.

Investment Strategy

*** The investment strategy is at the heart of the venture capital firm. The
strategy defines the focus of the investment activities with the respect to industry,
stage of development, financing size, and geographical region. And although it
needs to be focused, an investment strategy should be flexible enough to take
advantage of opportunities created by market changes.

Deal Flow Generation

*** Deal flow refers to the investment opportunities generated by the venture
capital firm. In general, deal flow is an underrated aspect of the investment
process, but it differentiates one venture capital firm from another.

A venture capital firm’s marketing efforts to generate deal flow must provide the
firm with a wide selection of investment opportunities. The deal generation
process should ensure that the firm gets the first look at deals, particularly those
in its focus areas. Finding good deals is like trying to find a needle in a haystack
— looking for that one exceptional deal out of hundreds available.

Table below presents a sets of real options that managers might or might not use
to maximize deal flows in their investment.

Screening

*** The objective of screening deals is to efficiently focus the resources of the
venture capitalist so that he or she can identify opportunities quickly, understand
the risk factors of the investment prospect, and assess the return potential.

Screening is typically centered on how the deal fits the overall strategy, the
perceived potential for the deal, and the source of the deal. All deals should
receive attention, but particular attention should be paid to sources that have
referred high-quality deals in the past.

The table below might suggest to managers real options to leverage on different
screening strategy.
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Due Diligence

*** The due diligence process provides a clear understanding of the business
model and the major risk factors involved. But, more importantly, due diligence is
the start of a relationship with the company’s management team. The due
diligence process is complex which involved management interviews, customer
references, third party analysis, personal references, vendor references, industry
trade shows, customer visits, financial analysis, and legal issues.

The statements of due diligence’s real options this paper use to assess different
real options are listed in the table below.

Valuation

*** Throughout the due diligence process, valuation is a topic of consideration
and discussion. Other issues that affect valuation are: -
e. The development stage of the company — whether it is an early or an
expansion-stage investment, for example;
f. The valuation of industry comparables;
g. The financial history of the company, its growth rate, and profitability,
h. The amount of influence that can be exercised by the venture capitalist.

The statements of valuation’s real options this paper use to assess different real
options are listed in the table below.

Investment Structure

*** The investment structure creates a framework for addressing the objectives of
both the venture capitalist and the entrepreneur. The lack of uniformity among
investment structures is one of the reasons the venture capital industry is not as
institutionalized as other asset classes.

The investment structure should create a balance between the expected return
and the risk assumed through the valuation, investment security, covenants, and
relationship. Many venture firms have a general philosophy on structuring
investments: The structure should be flexible so that the company is free to grow,
and it should create the framework for productive relationship between the
investor and the company’s management. The investment structure should allow
investor maximum upside potential, minimal downside risks, and the opportunity
for increased investment in the company and eventually control in the sale of the
company.

The statements of investment structure’s real options this paper use to assess
different real options are listed in the table below.
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PLEASE BEAR IN MIND THE RESEARCH ASSUMPTION

Table 1 Real options and investment strategy
(Score 7 if you strongly agree that an option might change your investment
decision- making, and 1 if you strongly disagree)

(Part A) With the presence of real options 1 2 3 4 5

1.0Option to defer.
For example, option to defer/ delay an investment
outlay in the first year of operation.

2.Time-to-build (Staged investment)

For example, option to staged investment rather than
putting significant outlay of investment in period of
investment.

3.Option to alter operating scale.
For example, option to alter operating scale from high
investment to lower investment strategy.

4.0ption to abandon.

For example, option to abandon the entire company
investment in company A if the is significant drop
customer retention.

5.0ption to switch.

For example, option to switch to another alternative
company if the original company cannot meet the
agreed terms and conditions of investment outlay.

6.Growth option.

For example, growth option will be opted if that
company shows significant increase in profitability, thus
more investment outlay for the company.

7.Multiple interacting options.

For example, the manager might opt for a multiple
interacting options to their investment strategy if he/she
is highly uncertain about the future state of that
company.

(Part B) Without the presence of real options

1.0ption to defer.

2. Time-to-build (Staged investment)

3.0ption to alter operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.
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PLEASE BEAR IN MIND THE RESEARCH ASSUMPTION

Table 2 Real options and deal flow generation
(Score 7 if you strongly agree that an option might change your investment
decision- making, and 1 if you strongly disagree)

(Part A) With the presence of real options 1 2 3 4 5

1.0Option to defer.

For example, the venture capital firm might defer their
marketing effort during the downturn of the industry that
they are investing.

2.Time-to-build (Staged investment).

For example, the venture capital firm might make
staged investment in their marketing effort to look for
more deal flow in the new industry that they are
looking.

3.0Option to alter operating scale.

For example, the venture capital firm might alter their
marketing operating scale to suit the current economic
and technology dynamic situation.

4.0Option to abandon.

For example, the venture capital firm might totally
abandon their marketing effort if the industry outlook
that there are invested in is bad for a foreseeable time
period.

5.0ption to switch.

For example, the venture capital firm might opt for
another different kind of marketing effort if the current
marketing efforts do not create high deal flow.

6.Growth option.

For example, in order for the venture capital firm to
growth to their preset objectives, they might opt for a
greater marketing drive to generate greater deal flow
for the firm.

7.Multiple interacting options.
For example, the venture capital firm might use multiple
marketing efforts to boost up deal flow generation.

(Part B) Without the presence of real options

1.Option to defer.

2. Time-to-build (Staged investment)

3.0Option to alter operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.

42




PLEASE BEAR IN MIND THE RESEARCH ASSUMPTION

Table 3 Real options and screening process

(Score 7 if you strongly agree that an option might change your investment
decision- making, and 1 if you strongly disagree)

(Part A) With the presence of real options 1 2 3 4 5

1.0ption to defer.

For example, the manager might opt for option to defer
their screening process until certain material
information are gain from the company A.

2. Time-to-build (Staged investment)

For example, the manager might perform screening in
a staged manner as information and knowledge about
company A continually increase over time.

3.Option to alter operating scale.

For example, the manager might opt to place a more
stringent screening process for the new industry that
they are in.

4.0ption to abandon.

For example, the venture capital firm might opt to
abandon certain screening criteria, if the outlook of the
overall industry is very bright and low in risk of default.

5.0ption to switch.

For example, the venture capital firm might switch their
screening criteria in view of the current industry
positive/ negative outlook.

6.Growth option.

For example, the venture capital firm might opt to
enlarge their screen criteria to cover more ground on
the companies that they will invest.

7.Multiple interacting options.

For example, the venture capital firm might opt for
multiple screening processes to ensure proper
screening of companies.

(Part B) Without the presence of real options

1.0ption to defer.

2. Time-to-build (Staged investment)

3.0ption to alter operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.
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Table 4 Real options and due diligence
(Score 7 if you strongly agree that an option might change your investment
decision- making, and 1 if you strongly disagree)

(Part A) With the presence of real options 1 2 3 4 5

1.0Option to defer.

For example, the manager might opt to defer his/ her
due diligence on company A, if there is significantly
lack of information about customer reference.

2.Time-to-build (Staged investment).

For example, the manager might develop a due
diligence program in a staged manner, with increasing
depth of due diligence exercise over time.

3.Option to alter operating scale.

For example, the manager might opt to alter his/her
due diligence depth in accordance to the company that
he/she investing.

4.0Option to abandon.

For example, the manager might opt to abandon totally
the due diligence activity if the overall industry outlook
of the company is unhealthy

5.0ption to switch.

For example, the manager might switch to other his/her
due diligence focus from placing high focus on
management capability towards financial health.

6.Growth option.

For example, the venture capital firm might opt for a
more relax due diligence criteria to ensure more
company able to meet the criteria for investment.

7.Multiple interacting options.

For example, the venture capital firm might opt for
multiple due diligence criteria to ensure more diligent
screening.

(Part B) Without the presence of real options

1.0Option to defer.

2. Time-to-build (Staged investment)

3.0Option to alter operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.




PLEASE BEAR IN MIND THE RESEARCH ASSUMPTION

Table5  Real optionsand valuation
(Score 7 if you strongly agree that an option might change your investment
decision- making, and 1 if you strongly disagree)

(Part A) With the presence of real options 1 2 3 4 5

1.0ption to defer.

For example, the manager might opt to defer his/her
valuation process if there is lack of information
regarding the industry comparables.

2. Time-to-build (Staged investment)

For example, the manager might opt to build his/ her
firm greater influence on the company A over a certain
period of time).

3.0ption to alter operating scale.
For example, the manager might opt to exercise
different valuation scale over certain period of time.

4.0ption to abandon.

For example, the manager might opt to abandon totally
his/her valuation on a company based on certain
criteria that do not match his/ her investment
objectives.

5.0ption to switch.
For example, the manager might opt to switch his/her
valuation from one criterion to another criteria.

6.Growth option.

For example, the manager might opt for a higher
valuation growth in terms of profitability over a certain
period of time.

7.Multiple interacting options.
For example, the manager might opt to form a few
valuation criteria.

(Part B) Without the presence of real options

1.0Option to defer.

2.Time-to-build (Staged investment)

3.Option to alter operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.
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PLEASE BEAR IN MIND THE RESEARCH ASSUMPTION

Table 6 Real options and investment structure

(Score 7 if you strongly agree that an option might change your investment
decision- making, and 1 if you strongly disagree)

(Part A) With the presence of real options 1 2 3 4 5

1.0ption to defer.

For example, the venture capital firm might opt to defer
structuring their investment for the maximum gain to
them, but rather waited for more suitable timing.

2. Time-to-build (Staged investment).
For example, the venture capital firm might opt to
structure the investment in a staged investment style.

3.Option to alter operating scale.

For example, the venture capital firm might opt to alter
their investment structure to suit the special nature of
the company that they invested in.

4.0ption to abandon.

For example, the might opt to abandon the current
stringent investment structure practice due to the
positive outlook of the current industry and economic.

5.0ption to switch.

For example, the manager might opt to switch from one
investment structure to another investment structure
practice.

6.Growth option.

For example, the venture capital firm might opt to be
more risk taker in their investment structure in order to
grow bigger.

7.Multiple interacting options.
For example, the venture capital firm might opt for a
multiple investment structure for different industry.

(Part B) Without the presence of real options

1.0Option to defer.

2.Time-to-build (Staged investment)

3.0ption to alter operating scale.

4.0ption to abandon.

5.0ption to switch.

6.Growth option.

7.Multiple interacting options.

THANK YOU FOR YOUR TIME
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