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Are You Investor Ready?

Page 2
						

You’re Here Because
 You Have a Great Idea for a New Business
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We’re Here Because
 We Can Help You Validate
 Your Great Idea
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And Show You
 How to Get it Investor Ready!
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What do you need to do to convince others that your
 idea is great?
 • Who are these investors?• What do they expect?• How to get ready for them?
 To answer this question, let’s explore answers to these 3 supporting questions
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Who “Invests” in Startups?(Let’s talk about each of these now)
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 Nest egg
 Mortgage
 Retirement savings
 Credit cards – accept those offers!
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 Usually debt (often informal)
 Sometimes debt w/warrants
 Could be equity
 Can be hazardous to relationships
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 Called bootstrapping
 Always your 1st choice if possible
 Small part of The Lean Startup
 Build/buy a little, sell a little, learn a little, build/buy a little more . . .
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 Other companies who will benefit from your success
 They provide cash now
 They purchase minority interest
 They gain right to acquire you later
 Everybody wins
 Only downside: you limit ur options
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 Won’t lend startups directly
 You need collateral!
 Personal loans yes◦ Describe Fat Bike LLC
 ◦ Bank lent founder
 ◦ Founder lent his own company
 Exception is SBA-backed
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Partnership w/local commercial bank
 Bank provides loan of $200K to $300K
 Bank collects payments, interest, and fees
 SBA underwrites loan (at 70% to 90%); you collateralize rest
 Lowers bank’s risk
 10 to 25 year term
 You can use SBA loan to make the company real; that increases valuation; reduces future dilution because debt doesn’t dilute
 Down in recent years $2B-’09 $4B-’10 $9B-’11 $3B-’12 $4B-’13 $4B-’14
 Small Business Administration (SBA) Basic 7(a) Loan
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 Invest their own money
 Accredited investors
 Generally preferred stock (or convertible debt)
 Expectation 30%-50% IRR
 Angel networks pool their expertise
 Process◦ Selection committee presentation
 ◦ Full investor presentation
 ◦ Due diligence
 See gust.com
 Typical preferences◦ 1x Liquidation preference (“amount received
 before common”)
 ◦ Less often: Board seats, Anti-dilution, Warrants
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 Professional investors
 Investing other people’s money
 Generally preferred stock
 Expectation 25%-40% IRR (but also at later stage than angels!)
 Process◦ VC presentation
 ◦ Due diligence
 ◦ Term sheet
 Typical preferences◦ 2x-3x Liquidation preference (“amount
 received before common”)
 ◦ Board seats
 ◦ Anti-dilution
 ◦ Warrants
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Who “Invests” in Startups?
 Self-Financed
 FFF
 Customers
 Strategic Partners
 Banks
 Angels
 Venture Capitalists
 Crowdfunding
 ◦ Sell a little equity to many people
 ◦ Supported by many websites CircleUp, EarlyShares, Fundable, InvestIn,
 MicroVentures, SeedUps, StartupValley, Wahooly
 Some equity, some loans, some neither, some unspecified
 ◦ Problems Unclear SEC position on Reg D vs. JOBS Act
 ◦ When need to register w/SEC
 ◦ Raising more than $1M in 1 year
 ◦ Soliciting funds from >35 unaccredited investors
 Likely impossible to raise $$ from more conventional sources later (if equity sold)
 ◦ Use at your own risk
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What do you need to do to convince others that your
 idea is great?
 • Who are these investors?• What do they expect?• How to get ready for them?
 To answer the second question, let’s explore the answers to these 3 supporting questions
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What Do Angels/VCs Expect? Elevator pitch
 Investor pitch
 Business plan????
 You to be ready for due diligence
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ExpectationsBusiness
 Planning Business
 Planning
 NotesInvestor
 Pitch
 Only ifRequested
 Elevator
 Pitch
 Assumptions
 Research
 MarketIndustry
 Running
 Company
 w/Experiments
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The Elevator Pitch
 15-45 seconds
 Goal: Excite listeners (if interested) and stimulate them to take next step◦ Investigate online
 ◦ Write a check
 ◦ Call you for more information, etc.
 Essential contents◦ Mission, target market, pain, benefits, differentiators . . .
 Three examples◦ “We’re working on adapting human-approved cancer fighting drugs to work
 on the most common and most lethal cancers in dogs, to extend their lives by 12 to 18 months while providing them with a great quality of life.”
 ◦ “We’ve developed the only catheter that C6-C7 quadriplegics can use to self-catheterize, to save them the indignity of needing a caretaker every time they need to empty their bladder.”
 ◦ “We’ve built an GPS-savvy app that lets a diabetic know what the best menu items are to eat based on where the user currently is.”
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The Presentation (aka “Pitch”)
 Primary audience◦ Investors
 Length◦ Investor-specified
 ◦ Usually 5-15 minutes
 General organization◦ Convince audience there is a great need
 ◦ Convince audience you have a great solution
 ◦ Tell audience how they can get a piece of it
 ◦ But don’t show the above 3 as sections of the presentation
 We will now cover these three topics
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Convince Audience There is a Great Need
 What is the unmet need or want?
 Where and what is the pain?
 Who has the pain? How many are there?
 What is the problem?
 Have others tried to solve this problem?
 Why have they failed (or why are they failing)
 Usually 1-3 slides
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Opportunity/Concept/Pain:Quick Examples
 170,000 C6-7 quadriplegics in USA (from here)
 ◦ Unable to self-catheterize
 ◦ Susceptible to recurring UTIs
 1B Africans without fresh H20 (from here)
 ◦ Most villages have individuals w/basic business skills
 ◦ But no resources to use those skills to bring water to village
 1.5M Americans/year dream of starting companies (from here)
 ◦ Yet few have enough finance/accounting skill/confidence to create a business plan
 750,000 start-ups/year (from here)
 ◦ Headaches to find ideal office space
 Many renters & commercial lessees pay elect bills (from here)
 ◦ They want benefits of solar
 ◦ But cannot build solar panels on their roofs
 http://www.adaptamedical.com/
 jibuco.com
 http://www.offtoa.com/
 http://www.pivotdesk.com/
 http://www.sunshare.com/

Page 23
						

Convince Audience You Have a Great Solution
 Your business strategy
 Competition and your differentiators
 Economics of your solution
 Team
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Competition & DifferentiatorsProd
 QualityMfg. Channels Mgmt. Tech Diversif
 ica-tionMkt
 ShareCulture
 You 10 10 2 3 9 2 1 9
 Competitor #1 5 8 9 8 2 8 7 3
 Competitor #2 10 1 1 6 9 1 4 1
 Competitor #3 unkn unkn unkn unkn 8 unkn unkn unkn
 Competitor #4 2 unkn 4 unkn unkn 7 7 unkn
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Economics of the Business
 The big question: Can the business generate adequate levels of revenue and profit?
 Include all key assumptions◦ See next slide
 Generally shown as simplified P&L & CFS on 1 slide◦ See following slide for example

Page 26
						

Key Assumptions (Example)
 Costs of raw materials will increase 3% annually
 By year 2, we will be able to negotiate ‘net 60’ terms with suppliers
 Customer acquisition cost <$200
 Annual customer retention rate >75%
 25% of customers will refer at least one new customer
 We will be able to attract a competent VP of marketing for $75,000 plus a 10% equity stake
 90% of customers will pay up-front w/credit cards
 Our products w/x/y/z will sell in a 25/35/30/10 distribution
 26 of 32
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Key Financials:GourmetWich Example
 2014 2015 2016 2017 2018
 # of Sandwiches
 32,000 48,000 64,000 80,000 96,000
 Revenues $248,000 $408,000 $604,800 $796,000 $1,051,200
 COGS $108,400 $178,500 $261,300 $358,700 $472,800
 Gross Profit $139,600 $229,500 $343,500 $437,300 $578,400
 Expenses $175,300 $220,800 $233,800 $266,300 $371,500
 EBITDA ($35,700) $8,700 $109,700 $171,000 $236,900
 Financial projections are preliminary and unaudited
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The Team Who is the team?
 ◦ Founders
 ◦ Officers
 ◦ Directors
 ◦ Advisors
 ◦ Strategic partners
 ◦ Investors
 ◦ Legal/accounting
 What information is appropriate – keep it to what is impressive!◦ Experience
 ◦ Training
 ◦ Motivation
 ◦ Commitment (financial & personal)
 ◦ Coverage (are all necessary domains covered?)
 ◦ Cohesive (will team work together well?)
 Usually what fits on one slide
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Tell Audience How They Can Get a Piece of it
 How much money are you looking for?
 What will you do with it?
 What are you offering?◦ Equity?
 ◦ Loan? Convertible?
 ◦ Terms
 ◦ What is negotiable?
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What do you need to do to convince others that your
 idea is great?
 • Who are these investors?• What do they expect?• How to get ready for them?
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Are You Ready?
 Investor criteria: 1. Team 2. Market/problem/pain 3. “Deal” 4. Uniqueness of solution
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