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INTRODUCTION

Introduction

Maria Staszkiewicz, Deputy Executive
Director at the Aspen Institute Prague
and co-author

,, The Startup Survey was a unique project
aimed at analyzing the ever-changing environ-
ment of Czech innovative entrepreneurship. In
recent years, the interest in startups has sky-
rocketed, and the word has become, for better
or worse, a synonym for the innovative way

of doing business. Subsequently, “supporting
startups” became an indispensable part of many
public and private innovation and development
strategies, often without a real understanding of
what startups are and what they do and do not
need. Therefore, one of the objectives of the
survey was to map their environment in search
for possible trends and common problems
Czech startups may have.

Even though the study is based on a sound sam-
ple of replies, it is exploratory in nature and as
such the results should not be deployed to make
general conclusions about all startups operating
in the Czech Republic. The material presented
below however, can be used as inspiration to all
who shape the entrepreneurial playing field, and
engage in the process of incubation and acceler-
ation of innovative business ventures.

The analysis of the Czech startup scene was

a first step of the project the Aspen Institute
Prague has conducted with its Visegrad part-
ners. The next phase of the project will com-
prise an outlook of the startup ecosystem in
the whole Visegrad region., i.e. Czech Republic,
Hungary, Poland and Slovakia. The reason

for such a comparison is not only the recent
coordination of startup support on the V4 level
but also the fact that investors now more often
than before search for innovative businesses in
the whole region. We hope that the presented
data along with comments by experts will bene-
fit both policy-makers and stakeholders directly
involved in startups.
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Tomas Prouza, State Secretary for
European Affairs and Government
Coordinator for Digital Agenda
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,, Czech startups and Czech innovators in
general have a lot to offer to the world.
Unfortunately, unnecessary complications
such as administrative barriers, obstacles to
enter foreign markets, poor e-government
and/or e-consultancy services often hinder
Czech innovations. The above facts have
been confirmed by the study results.

In the long term, we strive to simplify the
environment for starting entrepreneurs and
provide them with services in order to have
a better chance to succeed - the National
Innovation Fund is under preparation as a
source of funding for the proof-of-concept
stage. Czechinvest has launched CzechStart-
er, a consultancy project and the activities of
CzechAccelerator will continue to offer men-
toring and office space for businesses. The
Czech presence in international trade fairs
and exhibitions where entrepreneurs can
participate has been steadily increasing. For
startups, it is important to raise awareness
about their activities abroad therefore we
co-operate within the Visegrad Group under
the We4Startups initiative in order to jointly
enhance the visibility of our startups. The
objective of the platform is to promote the
region as a whole all over the world, includ-
ing Silicon Valley, and convince the investors
that we are no longer only a cheap industrial
country, but that we have a developed inno-
vation ecosystem drawing on the industrial
tradition. Personally, | would like to see the
Czech startups being more closely linked
with European centres such as London, and
therefore | believe that joint promotion of
the region as a sixty-million market is the
right way forward.




CHAPTER 1

MAIN FINDINGS

Main findings

1 Having created a database of 550
startups, we invited all of them to take

part in the survey. Moreover, the survey
was distributed via Czech incubators,
acceleration programs, Czechlnvest and
other popular channels for Czech startups,
which maintain their own databases. Due

to the constant creation and launching of
projects, and no agreement on the definition
of startup, it is impossible to give a precise
estimate of the number of startups operating
at a given time.

2 141 relevant subjects replied to
some or all of the questions, whereas 125
respondents completed the entire survey.
Because the survey was open to all entities
which identify themselves as startups
according to the applied definition, we
cannot calculate the exact response rate.

3 Nearly 70% of the surveyed startups
are in the early stages of development
(pre-seed and seed stage), whereas only
15% of them are in the scale-up phase.

4 In a multiple choice question about
target customers, 56% of the surveyed
startups identified individuals as their target
group. Around 50% of the respondents

sell to large businesses (of more than

250 employees) and 43% mentioned

public institutions (e.g. schools, hospitals,
municipalities) as their customers.

5 Slightly above 60% of startups
claim they offer new services or products,
and almost 23% of them work on an
improvement of an existing service or
product.

6 Startups mainly operate in the
following fields: SaaS (28%), web services
(21%) and mobile software services (17%).
Other often chosen areas are: analytics/
business intelligence (16%) and cloud
services (12%). Interestingly, around 10% of
startups mentioned Internet of Things and
education as industries they operate in.

7 Collaboration with universities and
commercial R&D centers is not a common
trend and only a few of the surveyed
startups began in academia or research
centers. This is also reflected in the areas
where the surveyed startups operate -
most of them bring in new IT products and
services rather than technological solutions.

8 78% of the Czech startups surveyed
have used finances from their own resources.
Local business angels or the startup's
network (the so called 3F - friends-family-
fools group) financially supported 13% of the
surveyed startups.
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9 Only about 9% of startups used
public money and only 18% plan to do so in
the next six months.

1 O More than half of studied

startups (57%) intend to finance their
projects from own capital and slightly
above one quarter (26%) want to attract
a strategic business investor. About
20% of them aim to engage a local VC
fund or business angel (19% and 21%,
respectively).

1 1 One fifth of the startups began
bringing in stable, expected and sufficient
revenue by the end of the first year of
operation. At the same time, 47% of

the surveyed subjects have not started
bringing in any stable revenues.

1 2 Among the surveyed startups,

almost 25% do not export. Only 22%
get more than half of their income from
abroad.

1 3 Almost every third startup

has a registered patent or trademark.

1 4 14% of the surveyed

startups claim to be a university or
research spin-off.
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1 5 The vast majority of

companies surveyed are micro-
enterprises, employing up to 10 people.
More than 65% of them increased their
number of employees in the past six
months by at least one person.

Ly

6 One third of the respondents
engaged at least one unpaid person.

.

7 When asked about the biggest
internal challenges, the surveyed startups
listed human resources (53% of responses)
and finances/investments (43%)

as the top two.

1 8 Entering foreign markets

and exporting was named as the most
important external challenge (43% of
responses).

1 9 19% of the respondents had

at least one woman among the founders.
Nearly 9% had someone with a PhD.

2 O The vast majority of startup

founders and CEOs are in their 20s or 30s
and have a university degree.




CHAPTER 1

MAIN FINDINGS

Jan Klesla, Chief Economic Editor,
Lidové noviny

,, Startup doesn't mean a garage or designer
coworking offices, it doesn't mean a cup of cof-
fee with smooth foam, it doesn't mean parties
or even amusing presentations. Although all of
this is, more or less, part of it. Startups in devel-
oped economies are mostly the drive for real
innovation. The type of innovation that in five
or ten years will be leading the whole country
or even the region. The Czech startup scene is
already mature enough, so it is appropriate to
have clear ambition to be the driving engine of
our future.

It is therefore very strange that the vast ma-
jority of startups here, according to the results
of the presented study, aim at software and
applications, but only a small percent of them
operate in the fields of the future, such as
healthcare, biotechnology, advanced process-
ing, robotics, loT, or even transportation. At the
same time, it is industry, especially the automo-
tive one, which is the base of our economy and
as such it offers an important support also in
terms of human capital in the society of shared
know-how or tradition. How many startups
produce shoes in the Zlin region?
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From this perspective, it is possible to observe
the amount of collaboration between startups
and academia as very low. After all, it is compa-
nies such as Cognitive Security that emerged
from the academic background, and that belong
to the few real success stories of the Czech
startup environment of the last years. It gives
us a point for reflection; instead of focusing

on the fields and areas in which we excel in
international comparisons, such as security,
young Czech entrepreneurs are mainly trying to
imitate silicon fairy tales from abroad.

The companies built upon solid and real inno-
vation in fields with Czech added value at the
same time tell a clear story for foreign inves-
tors, who at the moment constitute only a

little more than one tenth of all investors. Such
companies will have a real chance to export and
expand abroad, which is what they really want,
according to the result of the study.

In this regard, this is where the state comes
in. To finance even a few years of research
and development is simply not in the power
of the capital owners, their families and
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friends. There may be a sufficient amount
of private funds on the market as well, but
the high capital demands altogether with
traditionally high risk may be insuperable in
those cases. Public co-financing can - and
should - be able to allow those invest-
ments - directly as well as through emerg-
ing innovation centers.

Public organizations and professional asso-
ciations should also motivate private cor-
porations to engage in mutually beneficial
collaboration with startups. At the same
time, they have the irreplaceable role in the
opening of new opportunities abroad. This
is most needed in markets which are not
traditional targets of Czech startups, such
as Latin America, Asia or Africa. A neces-
sary condition is also the protection of
small companies against large ones. On the
other hand, it is the opening of the possibil-
ity of financing though the stock exchange,
e.g. in smaller shares or in the form of pri-
vate placement. With that, startups could
contribute to the revival of the domestic
capital market.




CHAPTER 2 METHODOLOGY AND DEFINITION OF A STARTUP

Methodology and
definition of a startup

1 The V4 Startup Survey is the first 4 In this study we use the following
attempt to map and compare startup definition of a startup: an entity from any
ecosystems in the Visegrad region (Czech industry branch that:

Republic, Hungary, Poland and Slovakia). « develops a single product or service

In the first phase, national reports such that is unique in place and/or time

as this one analyzed the metrics, business « tries to solve a problem in a unique and
trends and challenges of the ecosystem. The innovative way

second phase will offer a comparison of the « has the potential of rapid growth in terms
information collected from all four countries. of revenue and customers

» where founders play the main role
2 in operations
Why try to map such a fast growing « needs investment for further growth
and versatile environment, which startup
ecosystems present? The underlying reason 5
was the immense interest of public and private This definition was employed in order

subjects in supporting startups, which results to distinguish a startup from just any new
in the creation of programs and policies aimed business, and not to limit startups only to those
at innovative entrepreneurship. Having some operating in digital technologies.

statistical and qualitative data on startups could
help better calibrate such programs. 6

The survey was also restricted to
3 entities registered in the Czech Republic or
Therefore, at the end of the report we having at least one founder who is a Czech

present recommendations for administrative citizen. In the latter case it must satisfy an
and legislative changes based on collected data additional condition; namely, it must at least
and conducted interviews. partially operate in the Czech Republic.

10 CZECH STARTUPS REPORT 2016




METHODOLOGY AND DEFINITION OF A STARTUP

7 The survey content and structure were
inspired by several similar projects, especially
the Polish Startup Report 2015. The survey
contained 33 substantial questions: 28 single
and multiple choice questions and five open
ended questions. Two additional queries asked
the respondents to comment on the survey's
content and form. All questions were optional.
The questionnaire was available in two language
versions, Czech and English.

8 The survey ran in two periods, from
June 20 to August 15, and September 5 to
18. Startup CEOs and founders were invited
to participate via e-mail, social media and
intermediaries such as incubators or during
interviews. We also conducted telephone
follow-ups.

9 All gathered data was anonymized and
the report does not include names of companies
nor assign responses to specific entities or
individuals.
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1 O Upon analyzing the raw data, the

authors singled out 141 relevant subjects who
replied to all or some of the questions. 125
respondents completed the entire survey.

1 1 The survey was performed using the
web application Webankieta.pl, which also
provided some analytical tools.

1 2 Correlations were calculated using
SPSS software with the support of the Institute
of Sociology of the Czech Academy of Science.
Despite the fact that we calculated many
correlations among the gathered replies,

it turned out that in most cases the sample

was too small to be able to determine

a specific trend.

1 3 Apart from data analysis and

recommendations the report includes personal
opinions and insights of experts dealing with
the startup environment.

11
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CZECH STARTUPERS PROFILE

Czech startupers profile

Age

1]

B o7s <20
B 302% 20-29
B 49.7% 30-39

I 15.8% 40-49
B 36% >50

Unsurprisingly, 80% of the CEOs and founders
are between the ages of 20 and 40, with exactly
half of them being in their 30s. Interestingly,
almost 16% of startups are being founded and/
or managed by people over 40.

Four in five already have a university degree
(bachelor, master or PhD), 8% are still studying
and almost 9% have a PhD or higher degree.
There is no trend as to the area of studies: half
of the startup founders studied technical or
natural sciences (including computer science,
electronics and mathematics), and the other half
studied social sciences or humanities (including
economics and law).

Education

. 1.4% Primary
. 20.6% Secondary . 7.8% Currently studying
B 73%  Tertiary [} 8.5% PhD or higher

Among the respondents with higher education,
17% mentioned graduating with more than one
specialization.

Almost half of the respondents had previously

been involved in another startup and slightly
more than 50% of them worked in corporations.

CZECH STARTUPS REPORT 2016



CZECH STARTUPERS PROFILE

Was/is there at least one woman among the founders?

81%..
19%..

Nearly 19% of the surveyed startups mentioned
that there is at least one woman among their
founders, whereas only 2% indicated that there
is one woman among their owners.
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CZECH STARTUPERS PROFILE

Michal Andera, ePORT Program Manager,
xPort, University of Economics, Prague (VSE)

,, These days, almost everyone knows

the word startup. Not such a long time ago,
this word was in the vocabulary of only a few
people. As a consequence of the media inte-
rest in successful Czech companies, more and
more people have ambitions to have their own
startup. This is also connected to the deforma-
tion of this term. The word startup was origi-
nally used as a description for quickly growing
technology companies, but today it is used to
describe the beginnings of small companies as
well, e.g. for coffeehouses.

Although this fact can be upsetting for some
experts, personally | think the change can be
viewed as positive. More and more young pe-
ople consider their own startup as an attractive
alternative of the employment status. It is also
connected to the popularity of successful en-

trepreneur stories such as global entrepreneu-
rial stars Mark Zuckerberg, Steve Jobs and Bill
Gates. As for the Czech Republic, the founders
of companies include Avast, Y Soft and Apiary,
all globally successful companies. Even their
founders consider their business as a tool for
positive change. It is great that entrepreneur-
ship is becoming a tool of social change.

A whole ecosystem of business support is de-
veloping. In our research in the Czech Republic,
we registered 51 business incubators, most of
which are located in Prague. 23 accelerators are
privately owned, 21 are public and 7 accelera-
tors have combined ownership. Moreover, there
are more than 80 coworking centers in the
Czech Republic. They provide shared spaces
and with this they support startup businesses.
Most of them organize educational events and
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support the startup community. The possibi-
lities for startup business are continuing to
grow.

After finishing their studies, young people are
choosing their career path. The decision to be
an employee, or to start their own business, is
important. Nowadays, there is a trend of the
development of creativity, critical thinking and
of the entrepreneurial spirit. Universities allow
their students to focus on education in relation
to the foundation and development of their
own business. The Department of Entrepreneu-
rship was established at the Faculty of Business
Administration of the University of Economics
in Prague. It provides students with a complex
educational program focused on the founda-
tion and development of their own business.
Students can study with a minor specialization
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in Entrepreneurship. In addition, the University
of Economics opened the business accelerator
XPORT in 2015. This trend is also visible at

other universities. The Czech Technical Univer-
sity in Prague has Point One, while the Techni-
cal University of Ostrava has a business center.

Among students there is a visible change of
attitude to the future career. Ten years ago,

the main aim was a manager position in a big
company or a career in one of the important
advisory companies. These days, graduates are
more and more choosing the path of their own
business or they are gaining experience in the
startups of their colleagues. The change of pre-
ferences has enabled the creation of the project
startupjobs.cz, focusing on job offers exclusively
within startup companies.

15
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Czech startups profile

4% Ostrava

/ 15.3% Brno

58.8% Prague

1.6% Pilsen

1.6% Ceské Budéjovice

Location

Czech startups are concentrated in the capital Startups registered abroad (7.2%) are mostly
city: almost 60% of those who participated based in the United Kingdom, followed by the
in the survey are registered in Prague. The United States.

second largest startup city is Brno, with 15%.
Three other cities with active incubator and/
or accelerator centers on the map include:
Ostrava (4%), Ceské Budé&jovice and Pilsen
(both 1.6%). 11.5% of startups are registered
in other Czech cities.
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B 11.3% Joint-stock [ 4.3% Self-employed
. 2.1% Partnership . 7.1% Foreign company . 39% 2015-2016
B 73% LC [l 22% Other Il 39% 2013-2014 [ 22% Before 2013

Legal form Registration date

Three out of four (73%) startups participating Among the startups surveyed, 85% were

in the survey are limited liability companies, registered in the last five years. Specifical-
whereas only 11% are a joint stock company ly, almost 39% had less than two years of
and a small fraction (4.3%) are self-employed. operation (i.e. established in 2015 or later),

and another 39% were registered in the years
2013-2014. 22% of startups were founded
before 2013.
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CZECH STARTUPS PROFILE

Development stages - distribution of the number

of startups at different stages of development

The study asked startups to indicate their current

stage of development. We proposed six stages,
which were characterized as follows:

8.8%

Discovery

. stage
Ideation process,

basic market research
and team established

28.5%

Validation/Pre-seed

Beta version/
prototype tested and
fine-tuning through
incubation and

40.1%

Efficiency/Seed-stage

Product put on
market, early revenue
from sales, business
model established

acceleration programs

The startups that took part in the survey are

in the early phases of development. This is not
surprising, given the fact that most of them
were established in the the last five years.
Three quarters (77%) are in the first three
stages: discovery (8.8%), pre-seed (28.5%) and
seed stage (40.1%). This means that most of the
studied startups have already started offering

their product to customers and are now focus-
ing on testing business and revenue models.
On the other hand, only 15% of them are in the
scale-up phase, which brings an increase in
revenue and market share.
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15.3%

Scale/
Series A

Increasing revenues
and market share,
growth strategies
developed

5.1%

Establishing/Series B

Established user base
and business model

CZECH STARTUPS REPORT 2016
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2.2%

Maturing/Series C

Expanding and
acquisitions
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Business models

Industry branch in which the startups operate

(multiple choice question)

o BT

27.7% 21.3% 17%

SaaS Web Service Mobile
Software
Service

L, &, @,

10.6% 9.9% 9.2%
Education Marketing Internet of
Technology Things
S
IR g Y s s

7.1% 6.4% 6.4%
Virtual Reality/ Life Science/ Marketplace
Augmented Healthcare
Reality

Czech startups mainly operate in the following
fields: SaaS (28%), web services (21%) and mo-
bile software services (17%), analytics/ research
tools / business Intelligence (16%) and cloud
services (12%). Interestingly, around 10% of
startups mentioned Internet of Things and ed-

101001

" 011101,

110001

nY,

15.6% 12.1% 11.3%
Analytics/ Cloud Big Data
Research Technologies
Tools/Business
Intelligence
o

e Y 111 | </>y
8.5% 7.1% 7.1%
Gaming/ Electronics/ Programming
Entertainment Robotics Developers

Tools
¥

&1 ® 7 a
6.4% 5.7% 5%
Content/ Transportation/  Design
Social Services Logistics

ucation as industries they operate in. In general,
the surveyed startups are established in indus-
tries tightly connected to digital technologies
rather than in the core key enabling technol-
ogies such as nanotechnology or advanced
materials.
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5%

Advanced
Manufacturing
Technologies

= «

3.5%

E-Commerce

\H/ |

0.7%

Photonics

m

4.3%
Software Agent

& =

ol

2.8%

Nanotechno-
logy

- )

13.5%
Other
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4.3%

Financial
services

a5 -

2.8%

Semantic
Web/Artificial
Intelligence

4.3%
Energy

S -

2.1%

Micro and Na-
noelectronics

BUSINESS MODELS

im

4.3%
Biotechnology

00,
A\
1

2.1%

Agriculture

CHAPTER 5

3%

Advanced
Materials

Q

N\ -

0.7%

Telecommuni-
cations

21



CHAPTER 5

BUSINESS MODELS

How do you create your product?
(multiple choice question)

In-house Outsourced nationally Outsourced abroad

J J i

. 70.2% Programming . 21.3% Programming . 4.3% Programming
. 23.4% Manufacturing . 17% Manufacturing . 5.7% Manufacturing
B 11.3% Materials B 18.4% Materials B 8.5% Materials

When their product requires programming,
almost three quarters of Czech startups use
their in-house programmers or outsource it to
other Czech IT specialists (21.3%). This ten-
dency of deploying national rather than foreign
suppliers is apparent in the manufacturing and
production of material. Most of the products
are software-based.
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Target customers

(multiple choice question)

Individuals Micro-enterprises Small enterprises Medium Large enterprises Public institutions Other
(up to 10 (10 - 50 enterprises (>250 employees)
employees) employees) (51 - 250
employees)

In a multiple choice question about target cus-
tomers, 56% of the surveyed startups identified
individuals as their target group. Around 50%
of the respondents sell to large businesses (of
more than 250 employees) and 43% mentioned
public institutions (e.g. schools, hospitals, mu-
nicipalities) as their (potential) customers.
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BUSINESS MODELS

Renata Nemkyova, TechSquare Scout

, , At TechSquare, we work mostly with star-
tups that are in the phase of scaling, rather than
with idea-stage startups. People in general have
many ideas for the consumer market, as pe-
ople themselves are consumers. But the Czech
Republic is not a market large enough for any
startup, definitely not in B2C. We believe that
the biggest potential lies in technological star-
tups targeting the enterprise market: startups
that can develop and test their solutions within
the local markets and simultaneously prepare
their ground for international or global expan-
sion. History seems to agree, as many notable

global startups that began their journey in the
Czech Republic capitalized on gaps in the enter-
prise level solutions market (Cognitive Security,
GoodData, Y Soft or SocialBakers).

There are large numbers of technical founders
who are miles from the ,young guys in a garage”
ethos. Ever so often | meet and work with pe-
ople who used to be specialists in a certain field
in the corporate world for 10 or even 20 years.
Consider enterprise level security, business
intelligence or network infrastructure. Having
strong insights into what kind of problems
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corporations deal with in these highly strategic
areas, these individuals have a clear vision of
what their solution should look like, and what
standards it should comply with.

What helps this trend immensely is the way
large enterprises are finally beginning to think
about their businesses. In-house innovation is
expensive, traditional suppliers and vendors
are not flexible enough, and again are costly
options. But if nothing changes, large corpo-
rations will lag behind when new markets are
created. This is when they look at the startup

CZECH STARTUPS REPORT 2016
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scene. It is not always ,eat or be eaten”; there is
a great scope for collaboration.

Allin all, I believe that the Czech startup scene
is maturing, realizing that raising capital is not a
goal, but a tool. Startups simply need to reaffirm
the product/market fit, sell their solutions and
give value back to their investors. They need

to be viewed by their corporate customers or
strategic partners as equals.

25
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Capital and non-financial support

What sources of financial support
has your startup used?
(multiple choice question)

(@

78% Own capital

12.8% 3F (friends-family-fools)

12.8% Local business angel

—-s bo

9.2% Strategic business investor

s 8.5% Public support

i 7.1% Bank loan

®  6.4% Local VC fund

é 6.4% VC fund from abroad

' 5% Business angel from abroad

[
L

4.3% Crowdfunding
é 3.5% Scientific grant
é

3.5% Other

78% of the Czech startups surveyed have used
their own capital to finance their ventures. The

significance of this source of financing in the

surveyed startups (the majority of them in early

development stages) shall drop in the next six
months, hence we can presuppose that own

capital becomes less important with the growth

of companies. Instead, finding a strategic

business investor is an aim for one fourth of all
startups. This source was marked as the second

most important in raising capital.

(@
(©
(©
(@
(©
(©
(©
(©
(©

E = % »
% b

% & o B

Q

o &=

Both local business angels and the startup's net-
work (the so-called friends-family-fools group)
financially supported 13% of the surveyed start-
ups. Local business angels and local VC funds
seem to step in as vital capital sources in the
later developmental stages, probably also to fill
in the gap of decreasing financial support from
the startup’s personal network.
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What sources of financial support
do you plan to use?
(multiple choice question)

-
= 57.4% Own capital
‘ 26.2% Strategic business investor
' 20.6% Local business angel
®  19.1% Local VC fund
s 17.7% Public support
7% und from abroa
®  17.7%VC fund from abroad
.8% Business angel from abroa
& 128%Busi | from abroad
S = 7.8% Crowdfunding
ﬁ 5.7% Bank loan
2 5% 3F (friends-family-fools)
é 4.3% Scientific grant
®  43%Other

Even though their interest in using it seems to
grow in time, only 18% startups plan to apply for
public support in the next six months, and mere-
ly 9% of entrepreneurs have already used it.

Getting a bank loan or running a crowdfunding
campaign are both a rarer choice; it is a bit sur-
prising, however, that more startups prefer to
raise money from the crowd (8%) than through
a bank loan (6%).
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Almost one fifth of startups began to bring in
stable, expected and sufficient revenue by the
end of the first year of operation. At the same
time, 47% of the surveyed subjects have not
started to bring in any stable revenues.
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CAPITAL AND NON-FINANCIAL SUPPORT

Stable, expected and sufficient revenue

(Ao

L1

46.9% We are not generating revenues yet

20.8% After couple of months, in the first year

15.4% After two years

11.5% Between the first and second year

5.4% Immediately
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Jan Dejl, Director of the Department for
Support of Financial Instruments,
Ministry of Industry and Trade

,, The Ministry of Industry and Trade wants
to support the new generation of starting entre-
preneurs and help them to survive the “valley of
death” in the implementation of their innovative
ideas on the global scale. The venture capital
market in the Czech Repubilic is still underde-
veloped and in terms of investment it is one of
the weakest in the EU. Unlike all of its neighbo-
uring countries, the Czech Republic has not yet
introduced state aid to promote risk finance
investments that has become major source of
startup and seed funding in Europe. Based on
the examples from abroad the Ministry prepa-
res several capital investment support schemes
that will draw money from the EU funds.

In the short term, there are plans to set up two
funds managed by the European Investment
Fund with the allocation of EUR 40 million
from ESIF. The EIF will distribute the funds in
several private venture capital funds focused
on investment into businesses in the startup
and seed stages. The objective is to drive the
development of new investment entities on
the market and attract private investment that
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would match public money in individual funds.
Startups will be able to apply for first invest-
ments in early 2018.

At the same time, the Ministry also prepares
the setup of its own National Investment Fund
(Narodni inovacni fond, investi¢ni spole¢nost
a.s.) (NIF), which will be in charge of the imple-
mentation of all capital instruments in future.
The first activity to be implemented is the
venture capital co-investment fund with EUR
12 million that will start functioning in the Q4
2017. The fund will focus on direct co-invest-
ment, especially in the seed stage businesses
and high-tech sectors that are not sufficiently
covered by the market (e.g. spin-offs implemen-
ting the results of research and development, li-
fe-science projects, nanotechnologies, etc.). The
public investment will be combined with private
co-investment at the level of individual projects.
The private investors will be motivated by the
option of preferential profit distribution from
successful exits. In 2018, NIF shall implement
the Proof-of-concept Programme focused on
pre-seed commercialization of research and
development in research institutions. We would
like to contribute to the evolution of new
academic spin-offs and higher level of applica-
tion of Czech research potential. The startup
funding and selection process will not differ
much from market practice. The startups will
not receive subsidies but revolving funds. The
proceeds from successful exits will be returned
to the state and reinvested. The startups will

be in contact with investment experts only, not
directly with the state. The state fund will not
compete with private companies. On the other
hand, the state wants to provide adequate sup-
port to engage private investors through joint
co-investment and/or equity investment into
venture capital private funds and risk sharing.
The NIF activities will provide complementary
synergic financial aid to counselling, coaching,
mentoring and support to startup infrastructu-
re offered by Czechlnvest.
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Philip Staehelin, Managing Partner,
Roland Berger

, , The Czech startup ecosystem has seen
tremendous change in the past few years... but
we started a bit late and are playing catch-up
with some of our close neighbors, and certainly
still have a long way to go to join the European
leaders. One of the ways in which we can acce-
lerate our momentum is to develop a stronger
network of ,angel investors” in the market.

A robust Czech angel investor community is a
necessary cornerstone of a well-functioning
startup ecosystem, as early access to capital
ensures more ideas will make it down the long
road to becoming profitable companies. We've
seen a growing wave of successful entrepreneu-
rs that have started to invest some of their re-
turns into startups; we have a maturing VC fund
environment that certainly acts as a stimulant

in slightly more mature startups, and we have
seen a few successful crowdsourcing campaigns

that bring in some new investors. But by and
large, all of these funding mechanisms have the
luxury (in this market) of targeting slightly later
stage startups. We're still lacking a true network
of angel investors that are ready and willing to
invest in early stage concepts. What can we do?
 Educate the market. Many potential angel
candidates don't self-identify themselves as
possible angels in the first place, so we need
to show them the way. A coordinated angel
development program needs to be launched,
using new and existing channels to educate
the market. But let's define education more
broadly, which may also mean celebrating
angel investors more and giving them market
visibility. Let's make sure we highlight angel
role models in society, so that those people
that could be angels can start to become aware
of the possibilities.
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« Let's create a tax relief scheme for angel inve-
stors (such as the UK has implemented) that
can remove some of the downside risk of these
highly speculative investments. The govern-
ment may lose a miniscule amount of tax inco-
me in the first phase, but in exchange they can
reap huge corporate taxes in the future should
an idea become successful.

Let's create a "matching funds" program where
startups that gain angel investment can apply
to a government program for matching funds,
as we see in Singapore for instance. The
money required to launch such a program is
small, whereas it again creates an environment
where angel investors' money can be leveraged
to provide startups with a longer runway to
successfully launch their concepts, which also
reduces the risk to angel investors.
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« And finally, although a bit controversial

and not directly linked to angel investors,

we can think about providing small monthly
grants to qualified entrepreneurs that wo-

uld provide them with a subsistence living
standard for a certain period of time so they
can focus their efforts on developing a star-
tup. This type of "grant" is already paid to the
unemployed anyway, so why not pay a similar
amount to hardworking, passionate entrepre-
neurs that can be the engine for future growth?

I'm very excited by the way things are evolving
on the startup scene, but if we want to overco-
me our late start and take our rightful place in
Europe in the startup premier league, we need
to do more to accelerate our efforts.
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Are you interested in receiving
public subsidies?

9/ %

Apart from asking startups about their pref-
erence on public funding, we inquired about
their motivation behind applying for or refusing
to utilize public money:

IN FAVOR AGAINST
Facilitate cash flow Deform market

Help start a business and accelerate its growth Too rigid requirements on usage

Enable R&D High administrative overhead

Good to train human resources i Too long turnaround time

It is there, so why not use it? Priorities of public programs set incorrectly
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Juraj Atlas, founder and CEO, Liftago

,, | remember times around 4-5 years ago into the ecosystem, in the form of state seed
when there was quite a boom of young entre- fund to invest directly into innovations and
preneurs venturing mostly into technology ba- startups. | am very grateful that this idea did not
sed startups. At the same time innovation hubs,  succeed. Instead, the state should support the
incubation/acceleration programs opened up. ecosystem indirectly - through supporting va-
A great ecosystem started. Except that it had a rious types of incubation/acceleration centers

bit of a flawed direction - one that quite a lot of  and co-working spaces.
emphasis was put on teaching founders how to

pitch and raise money. Luckily this era did not

last too long and the ecosystem sifted quickly

through get-rich-fast entrepreneur types. There

were intentions of bringing more seed money
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Markéta Havlova, Director of Startup
Department, Czechlnvest

,, Entering international markets is not an
easy task for any company, let alone a startup.
Given the size of the Czech market, for some
startups, nevertheless, there is almost not
another option than growing internationally
if they want to provide for their future gro-
wth. Almost one half of the startups stated in
the survey that they are moving towards the
global market, which naturally stems from their
business activities focused on new products
and services. However, in most cases their

own resources (mentioned by respondents as
their main source of funding) are not sufficient
for such a step since entering a new market

is demanding in terms of finance as well as
management know-how. The missing resources
thus may come in the form of venture capital
investment, mentoring and/or trial activities on
international level. Today’s mantra of “scale fast”
is true - unless the startup takes advantage of
its opportunity, somebody else will do it. Such
opportunities are offered by acceleration pro-
grammes abroad. Of course, majority of them
are private-based and in return for invested re-
sources (financial or human capital) they require
a share in the company or another “barter”
option. Also, competition abroad is immense
and only really the best ones can succeed. Thus
it is not surprising that only less than eight per
cent of the surveyed companies participated in
an international acceleration programme. From
this point of view - this is quite a good figure
though and | believe it will continue to grow
steadily.

Through projects organised by Czechlnvest we
strive to help startups to establish themselves
on international markets and provide them with
support in technologically advanced regions. A
couple of years ago, experience from and/or
opportunities on the international level were
hard to find. There were only very few startups
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such as Videoflot, which took their own initiati-
ve and expanded abroad. Later on, Futurelytics
and Teskalabs followed. Some international
accelerators, such as StartupYard, JIC, and - for
a while - Wayra, focusing on the support of
international startups from abroad and their
entrance to the global market carry out their ac-
tivities also in the Czech Republic and thanks to
that the awareness of how to conduct a global
business is raising. We can see positive results
in the case of startups that participated in our
programmes, being it newly launched coope-
ration, acquired investments, company growth
and/or the fact that they were able to test their
activities on a foreign market and got a realistic
benchmark against their international compe-
titors. The companies themselves appreciate
mainly the fact they were able to gain practical
managerial skills, experience and/or inspiration
from the leading world technology markets and
to speed-up their company development.

Generally speaking, Czech entrepreneurs have
excellent technical knowledge and skills, they
know how to implement hi-tech products,
however, when compared to their American
counterparts, they lack the soft-skills - such as
self-promotion and product marketing. Czech
startups might learn from the American expe-
rience in the area of the so called MVP (mini-
mum viable product) - i.e. instead of offering
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their customers a fully developed product,
come up with let's say a beta version, test it first
and then based on the feedback from the cu-
stomers improve it further and thus reach better
results. It is great that we can see more and
more positive examples, share success stories,
especially from abroad, and transfer the know-
-how into the Czech business environment. To-
gether with our partners, we have also launched
CzechStartups.org - a website focusing on the
news from the world of startups. Thanks to this
platform/website all potential as well as existing
entrepreneurs have an opportunity to get all
the necessary information in one place.
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Non-financial support used

(multiple choice question)

29.8%
24.8%
22.7%
14.9%
14.2%
12.1%
10.6%
7.8%
4.3%
3.5%
2.1%
1.4%
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If you have used the services of a business incubator
or accelerator, what was your motivation?
(multiple choice question)

Information about funds

42.6%

Mentoring and business advices

32.6%

Networking with potential sponsors

14.2%

_| Office space
The three favorite instruments of non-financial Moreover, local tools are used more frequent-
support among the surveyed startups are: men- ly than those abroad. It may be because the
toring (29.8%), local competition (24.8%) and motivation behind utilizing these opportunities
community events (22.7%). is to gain contacts and business advice, which is

often context-dependent.
These “softer” and short-term instruments are
preferred over more time-consuming ones such
as acceleration programs.
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Employment

Changes in employment

Increase in the last 6 months

B 348% o
Bl 422% 1-3
B 19.3% 4-10

B 2.2% 11-20
B 15%>20

Around 33 % indicated having just one foun-
der, and 23 % mentioned having two founders.

Among the lone founders there were only 15 %

women. A prevalent number of Czech startups,
around 90 %, are micro-enterprises, employing
less than 10 people. Roughly one third of them

do not mention deploying any unpaid workforce

at all.

The key question in the context of employment

was if startups contribute to employment.

A total of 65% of the surveyed companies incre-

ased their number of employees in the past six
months, mostly by 1-3 people (42% of them),

Plan for the next 6 months

B 185% o
B 2412% 1-3 B 7% 11-20
B 298% 4-10 | 3.5% >20

while only about 4% of businesses hired more
than 10 new people in the past six months.
The majority (82%) of the surveyed startups
plan to expand their team: mostly by one to
three new employees (41%), although 30%

of them have optimistic projections of hiring
more than three people.
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Petr Vitek, Co-Founder, Impact Hub

,, The state should help to develop the in-
novative business culture, rather than thinking
about the specific support for the individual
forms of the business. This includes keeping the
law and taxation system simple, decreasing the
administrative burden, lowering the corruption,
opening the data to be an example in transpa-
rency, reducing the influence of interest groups
lobbying at the expense of others, and working
on the harmonization of the legal framework in
the EU. Flexibility and horizontal justice in the
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job market could also help to improve situation
(e.g. the big gap between the tax benefits for
entrepreneurs and employees). At the same
time, the state should change its immigration
policies, not only because the state has the
shortage of about 200 thousand employees,
but also because we have a moral obligation to
take care of them. In the area of active policy
steps to support startups, the inspiration could
be taken from the Austrian initiative aimed at
startups - e.g. their solutions such as a digital
one stop shop, startup visa, or the effort to
involve the academia.

The state could also be active in setting the
framework for the employment of women. A hi-
gher amount of part-time job offers could help
women on maternity leave to get back to the
work environment. The state could deal with
the availability of a good quality (progressive,
respecting) pre-nursery care, eventually it could
provide the portfolio guarantee to the bank
willing to finance the progressive education for
responsibility and citizenship. Overall, it is ne-
cessary to change the attitude; children should
be independent and responsible for their own
lives, not as the employees. | believe, it is good
to raise children as "change makers", which me-
ans to lead them to the ability to decide for the
change in their lives and in their surrounding,
and to be able to implement these changes.
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Sales and export

Almost 40% of the studied startups define
the Czech Republic as their primary market.
Among those who perceive global markets as
their primary market, 78% claim they develop
an entirely new product or service, whereas
almost 60% of startups are improving an exi-
sting idea. Those who claim they are copying
a product or service see the domestic market
as their primary market.

Primary market

B 38.6% National
B 614% Global

56% of those oriented towards the global
market started to bring in stable revenue by
the end of the first year of operation. The
number of domestically focused startups in
this category is 44%, which might indicate
that concentrating on the global market gives
slightly higher chances of securing stable
revenue in the first year.
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What portion of your sales come from abroad? (%)
Distribution of the number of exporters according
to the share of foreign sales in overall sales:

% export 0% 1- 10- 20- 30- 40- 50- 70- 80- 90- 100%  Missing
9% 19% 29% 39% 49% 59% 79% 89% 99% ENSWES

Main export destinations

When asked about the main direction of exports, The question about the share of export in sales
startups usually choose the United States and was not answered by 37% of the startups. With
the European Union, specifically the UK and certainty we can say that at least 38.3% of the
Germany. Other export destinations, such as surveyed startups sell their products or services
Australia, are much less popular. These re- abroad. About 22% of the exporters get more

plies correspond to the startups' destination than 50% of their revenues from sales abroad.
for establishing a branch. Continental Europe, At the same time, nearly 40% of the exporting
the United States and United Kingdom are the startups get less than 30% of their sales from
most popular destinations for foreign branches abroad.

of Czech startups. Besides Great Britain, other

favored EU destinations include neighboring

countries: Germany, Slovakia and Poland. Out

of the surveyed startups, 17% have and 45%

intend to open an office abroad.
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Innovation

What is the character of the product
or service you offer?

i1

B 62.1% New B 6.1% Imitation
. 22.7% Upgrade . 9.1% Hard to say

Quantifying the level of innovation and
developmental activities in an enterprise is
not an easy task given the nature of the data,
and startups are no exception. In this section
of the survey, we decided to analyze two

key and importantly measurable indicators of
levels of innovation: patent activity, and colla-
boration with scientific research centers. We
also asked startups to rate the innovativeness
of their products.

Patents and trademarks

. 34.7% Registered .65.3% No patent

Slightly more than 60% of startups claim they
offer a new service or product, and almost
23% of them work on improving an existing
service or product, whereas about 60% of the
latter category focuses on the domestic mar-
ket. One in three studied startups have regi-
stered a patent or trademark. The analysis did
not show any strong correlations between the
type of financing used (e.g. public money and
scientific grant) and the number of patents.
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Research and development
(multiple choice question)

"1

. 29.8% Informal consultations with university

. 17% Collaboration with university on product development

. 9.2%  Informal consultations with commercial research center

. 3.5%  Collaboration with commercial research center on product development
. 14.2% Are you a spin-off?

We asked startups about any collaborations them do business in more technical fields such
that take place in the framework of their as life sciences, energy or robotics. A very broad
research and development. Almost 30% of conclusion would be that very few companies
respondents declared an informal collabora- start in academia or use the R&D potential of
tion with a university and even fewer startups universities or other research centers. This is
collaborate with commercial research centers. also reflected in the areas where the studied
When asked if the startup was founded by startups operate - most of them bring in new IT
university scholars, students, or by companies products and services rather than technological
with a research department, only 18 respond- solutions.

ents (14.2%) replied positively, and a majority of
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Environment

External challenges
(choice of two)

Y/

. 42.6% Foreign market

. 29.8% Complicated legislation
. 28.4% Administrative burden
. 14.2% Taxes

B 11.3% Other

Critical for the startup ecosystem is the legal,
technological and social environment in which
they operate. Red tape, quality of education,
entrepreneurial mindset and university open-
ness towards collaboration with the commer-
cial sphere (and vice versa) are among the
factors that have a decisive impact on innova-

Internal challenges
(choice of two)

-,

. 53.2% Human resources

. 42.6% Investment

B 14.9% Skills and knowledge

. 17.7% Contacts

. 8.5% We have everything we need
B 43% Other

tive entrepreneurship. To find out what Czech
startups perceive as the biggest obstacles in
business, we posed two semi-open questions
in the survey, where we asked respondents to
choose their two main external and internal
challenges and provide an explanation on
their choice.
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When asked about the two biggest external
challenges, respondents mentioned export
and entering foreign markets (43%) and com-
plicated legislation (30%), followed tightly by
administrative burden (28%). When asked to
specify the challenges of expanding to new
markets, respondents often pointed out to the
following ones:

« Reliable contacts in new markets and distribu-
tion networks

« Direct sales in foreign markets

« High initial costs of entering an unknown
environment

» Hard to start a "global first" business as this
requires truly innovative solutions

In regards to complicated legislation, startupers
complained about:
« Intricacy of intellectual and property rights as

well as licensing and certification
« Lack of advisory points for specific export
regions; what would also help would be a data-
base of contract templates, so that startups do
not have to employ expensive advisors every
time they sign a contract. Moreover, tracking
quickly changing legislation is a time-consum-
ing activity. There are no well-functioning or
well-known one-stop-shops where an entre-
preneurial novice could learn all their duties,
also in regard to operating in foreign countries.
Incomplete e-government: many administra-
tive actions are not available online or still
require physical contact. Furthermore, author-
ities often do not communicate among them-
selves, which results in the need to resubmit
the same document several times.
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« Asymmetrical approach towards deadlines,
where companies have to complete adminis-
trative tasks within a short period of time and
delays are toughly sanctioned, whereas author-
ities are often late in their replies

« High costs of employing workers outside the
Czech Republic

Taxes did not rank high and when surveyed
startups mentioned them as an external burden
they mostly did not refer to the amount of taxes
to be paid but to the red tape related to them.
Startup founders often complain that to be
able to fulfill all of the tax requirements, they
need a dedicated employee and thus they bear
additional costs. Respondents also mentioned
too frequent and often uncoordinated controls
by several public authorities. If they mentioned
the financial aspect of paying taxes, the obliga-
tion to pay VAT tax on yet unpaid invoices was
indicated as an adverse factor as it negatively
influenced cash flow.

Human resources came out as the crucial in-
ternal challenge in almost 53% of all responses.
The creation of a well-functioning team was
indicated as one of the most important prereq-
uisites for success. Respondents complained
about problems with composing the “right team”
more than they did about the lack of a skilled
labor force. Unsurprisingly, raising funds for
investment was acknowledged as the second
biggest problem; this may be due to the fact
that most of the surveyed startups are in the
first development phases.
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Hubert Palan, Founder & CEO, ProductBoard

,, The biggest problem is in the approach
to entrepreneurship and the toleration of risk
taking. This is the main obstacle which exceeds
the bad intellectual property laws, the difficul-
ties in setting up businesses, and the inflexible
and too complex legal environment in general.
There is a lack of passion to do new, previously
untried things, a lack of power and energy to
be independent, and at the same time, there is
a lack of ambition to do business globally. The
vast majority of all people prefer to work for big
companies. We are afraid to take the personal
responsibility connected with running a busi-

ness, because Czech society doesn't tolerate
failure. We are envious of each other, instead
of trying to learn from others how to do things
differently. We don't want to share - we don't
know how partnership in business works
(which is the difference between Europe and
the U.S. in general, including investors). This is,
of course, a generalization as not everyone is
like this.

Unfortunately, my own personal experience
with hiring job applicants in the Czech Republic
is that they were more interested in a personal
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profit rather than in how they could help my
company. In the U.S., people write a motivation
letter with points relevant to our business, they
prepare a thorough analysis of our product, and
they try to be part of the vision and mission. It
is a completely different approach and mindset.
At the government level, there is a need for
modern and active politicians who truly under-
stand the need for innovation and not those
who are involved only to gain popularity or
because someone gave them instructions to
do this. One possible way to change people's
mentality is the presentation and promotion of
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stories of successful entrepreneurs who suc-
ceeded in global business. There should be a
description of their beginnings with an empha-
sis on the reason why they started their busi-
ness, what their motivation was, what were the
obstacles and how they overcome them, what
is their satisfaction and what is pushing them
forward. The most important task of politi-
cians and non-profit organizations is to create
enthusiasm in people, to focus on emotions, to
encourage the desire to do things differently,
to motivate society, to learn, and to have the
power to get over failure and try things again.
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Recommendations

One open question of the survey gave startups
the possibility to share their ideas about how
public institutions could help their business.
Generally, startups in the Czech Republic are
divided into two camps. The first one considers
state involvement as undesirable, thus prefers
public institutions not to interfere much with
entrepreneurial activity. The other group would
appreciate public financial support and assis-
tance in entering foreign markets. Both groups
highlighted the need to ease bureaucracy and
migrate the majority, if not all, of administrative
actions to the online environment, which are
the two points always raised when discussing
the state’s role in enhancing entrepreneurship.

Based on the replies, we have grouped startup
comments and drafted a list of areas for possi-
ble action by government and public adminis-
tration, educational authorities, companies and
startupers themselves.

Environment

« Entrepreneurial skills (e.g. sales, marketing
skills, how to set up a company) should be
taught in the early stages of education. There
are many good examples to borrow from
abroad such as business simulation games (eg.
lemonade stands) or promote domestically (eg.
iKid project by KPMG, or Digital Garage by
Google).

Tax and other authorities should function more
as a service provider and partner not a mere
controller.

Creation of a startup advocacy group that
could help entrepreneurs lobby for legislative
change or put through their interests. Such
groupings do not have to be open-end but

ad hoc and issue-specific, such as the newly
established Czech Fintech Association, whose
goal is to influence legislation associated with
the implementation of the revised Directive on
Payment Services (PSD2).

One stop shop for legal, financial and
administrative advice. Despite the fact that
there exist some public portals providing
overview of acts and obligations pertaining

to entrepreneurs (e.g. Businessinfo,
CzechStartups.org), they are either not
specifically dedicated to startups, do not offer
exhausting information on all aspects or are
unnecessarily complicated.
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Legislation

» Women entrepreneurship should be stream-
lined and supported by the state by means of
facilitating part-time work and facilities for
children.

« Simplify the conditions of contractual obli-
gations between shareholders, investors and
owners in a company by means of introduction
of new legal entities such as simple joint stock
company (upon Slovak example) or convertible
note as means of financing startups.

« Startups complained about the lengthy process
of employing (both short-term and long-term)
workers from non-EU countries. Therefore,
startup visa should be implemented in line with
the European Startup Visa scheme.

« Tax holidays in the first year of operation, es-
pecially in regard to social security and health
insurance, or making employment contracts
more flexible in the early phases of startup
operations would definitely help.

RECOMMENDATIONS CHAPTER 11

Financing

In terms of financial support, startups would

welcome the following:

» more and easily accessible innovation and
entrepreneurial vouchers,

« introduction of support programs for mid-
dle-age entrepreneurs (often with families),

« providing more travel grants for conferences
and fairs,

« establish a seed fund? for startups in the
proof-of-concept phase,

« adjust the application process and payment
calendar to better reflect the dynamic charac-
ter of startups.

« Public money should not compete directly or
indirectly with private funds but provide co-fi-
nancing to enable them to enter capital-inten-
sive and risk investments.

1Since the National Investment Fund is still in the making, neither the author not the startupers can comment on its functioning
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Jan Beranek, Lupa.cz

, , Do startups need the state? Yes, but not
in the way the government may think. The
Czech startup scene has come of age. It has

a clear structure, it has institutions, an estab-
lished community and celebrities. So, what is
going on now? There is a new beginning. A new
beginning, but just for the sake of appearances.
As is often the case in the offline world, it
reacts too late and in its specific way. In the
words of a military historian - it is preparing
for a war that had already finished. So, after
the first startups grew roots in Silicon Valley
and domestic investors are not afraid to invest
more than a million dollars in a single project,
there comes a period of carpet-bombing start-
up support - both the state and the organiza-
tions that can utilize their partner corporations'
money to get ideas.

The word startup, however we define it, has
entered the dictionary of politicians and the
mainstream media. Reporting on the promising
and innovative becomes more like writing about
emerging bands: ,we started in a garage, we've
organized some DYI concerts and are now look-
ing for a label that will finance our first album”.
In the past two years, there might have been
more startup competitions than startups them-
selves. And newborn companies can get several
awards before even entering the market.

Startups are clichés. On startups, there is being
more said than done. Investors have already
started to scan the region so that they do not
constantly meet the same few projects, gener-
ated by the Czech scene. Free money is abun-
dant, good teams are scarce.
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The state, quite sensibly, has stood aside and
supported those who managed to get through
to it in the maze of paperwork. But now it is
offering money. The project for the National In-
novation Fund comes out as more complex than
the original seed fund, and it envisages support
for university spin-offs. Investors, however,
watch its establishment suspiciously as they see
the fund, and EU subsidies, as a competitor.
This reluctance may just be a result of protect-
ing investors' territory or even a lack of infor-
mation. The state is opening up yet another
funding source, which can help some projects.
Why not? After all, there is not that much mon-

ey at stake. In the words of one of the investors:

»,Do not expect miracles - 1.4 billion is still only
one kilometer of Czech motorways”. It is un-
derstandable that officials from the Ministry of
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Industry and Trade want to deploy public money
to support entrepreneurship. Nonetheless,
public support should also aim at facilitating the
entrepreneurial environment. The state should
clean rather than open new ways. To buy ap-
plause is easy, but it is not a long-term solution.
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Tereza Jandackova and Ondrej Manek, Novalia, Attorneys at law

,, In our opinion, startups would benefit
from the simplification of the current legisla-
tion, particularly in the area of investments. We
represent a large number of startups and Czech
investors. From our point of view, there is a

lot of money available both in the Czech and
European markets. The problem is complicated
laws; they make the investment process long
and expensive.

A good example (one solution to this problem)
is convertible notes; these notes work well
and are a popular way to finance startups.
Our clients would like to use them, but since

no such instrument exists in the Czech legal
environment we have worked out a Czech alter-
native, a convertible loan. Similarly complicated
in the Czech legal environment is the concept
of distribution of shares among employees (i.e.
employee stock ownership plan).

Embedding these instruments into the Czech
law would significantly enhance the process of
investing. It would lead to an increase in the
number of investors, including foreign ones, and
enlarge the volume of venture capital in circula-
tion and ultimately would result in a livelier and
better startup scene.
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