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Introduction

This book is about building businesses.

There are plenty of books about creating a lean startup and building the perfect product. But there are no books that will provide you with a step-by-step guide on how to choose the best funding strategy, pitch investors, and build the perfect deck, as well as tell you how to avoid the most common pitfalls that often kill new businesses.

At the outset, we’d like to state the obvious. Creating a successful, cash-positive business requires a lot of work, a lot of luck, and a lot of passion. Yet, even if all the stars align, even if you have the greatest idea of all time, the chance of your business not getting funded (or even failing) is very high. We should know.

Between us, we have built 10 businesses and made or raised $30 million. I (John) have written about more than 8,000 small businesses for TechCrunch, many of which followed a traditional funding model and lived or died by their bank accounts. I (Eric) have spent more than 20 years working with entrepreneurs and Fortune 500 executives on go-to-market strategies, as well as preparing them for public speaking, media interviews, investor meetings, and more.

According to research firm Fundera, 20 percent of small businesses fail in the very first year. What is the number one reason these businesses fail? Almost half of all startups close up before they are ever able to find a viable market for their product or service. In the beginning, the primary source of most cash flow is going to be through funding. But if the business runs out of funding before it can begin making its own positive cash flow, then everything will stop.

This is why many people will tell you that starting a business is crazy. But if you are anything like us or the many entrepreneurs we know, then you probably have an idea that you are truly passionate about. You want to do something amazing, something useful, something that might just change the world (or perhaps a small corner of the world in which you live). And there is not a damn thing that’s going to stop you. If this is how you feel, then please keep reading.

So, yes, starting a business takes heaps of work, a lot of luck, and passion—but it also takes funding.

HOW TO THINK ABOUT STARTUP FUNDING

When we say “funding,” we mean any money that keeps a business alive. This money can come in any of a bewildering variety of forms from myriad sources subject to a vast number of considerations. There’s debt, there’s equity, there are angels and VCs and convertible notes. There are dilutions and valuations and crowdsourcing and initial cryptocoin offerings. There are rounds and “raises,” Series A, Series B, Series X-Y-Z, venture debt, and Small Business Administration (SBA) loans. Not to mention the perennial favorite “friends and family” cash. If you don’t come to this process with a strong background in Startup Speak, it can seem overwhelming.

Two things are certain: Every source of funding comes with strings attached, explicitly or implicitly. And if a deal sounds too good to be true, it is.

Get funded the right way, and, with a lot of hard work (and a little bit of luck), your business will prosper, you’ll prosper, and your investors will too.

Get funded the wrong way, and you may lose it all. Far too often founders either watch their businesses fail or thrive from the sidelines, after their investor “friends” have pushed them out the door.

So how do you navigate this maze? We’ve got you covered.

HOW TO THINK ABOUT STARTUP INVESTORS

We can’t emphasize enough how critical it is to understand investors, who come in as many varieties as businesses do. Only when you understand what motivates them, what they’re looking for, what they have to offer, what your rights are when dealing with them, and what their rights are when it comes to you and your business, only then can you determine what kind of funding model is best for you.

Every investment is a transaction. That means that both parties give something, and both parties get something. Even if your mother gives you a wad of cash with “no strings attached,” it would be prudent to assume that there are strings of the invisible kind (that is, don’t spend it all at the track). When dealing with other kinds of investors, you may need to be especially vigilant about looking for those invisible strings. That doesn’t mean you should go into the process with fear in your heart, wary of everyone you meet. It just means you always need to be thinking in terms of a transaction. “What am I giving up? What am I getting? What is my investor giving up? What are they getting?” Make sure you know the answers to these questions before you sign on the dotted line.

There are many types of investors, with many motivations and expectations. Some investors need to know only that the founders are smart, highly motivated, and full of integrity. Others will need to see a detailed prospectus, with budgets and contingency plans, for your first five years of operation. Depending on your circumstances, either one of these might be the best fit for your business.

It goes without saying that if they’re investing in your startup, they’ve got a propensity for risk taking. A very high percentage of startups fail, and when they do, investors get nothing. All competent investors know this. Investors who are risk averse buy Treasury notes or municipal bonds, not stakes in startups out to change the world. But just because investors know there’s a good chance that they’ll lose the money they invest in you doesn’t mean that they don’t want to write a check. It’s your job, first, to do all the preparation necessary to increase your odds of success and, second, to explain exactly how and why your new business is going to beat the odds and succeed.

We’ll make sure you know what your investor wants and needs to know, and we’ll teach you how to communicate clearly.

HOW TO DETERMINE THE RIGHT FUNDING MODEL FOR YOUR BUSINESS

Too many first-time founders stumble into their financing. This is understandable. If you’re starting, say, a business selling gourmet ice cream that you make in your kitchen and sell from a tricycle, like Peter Angevine, cofounder of the successful Little Baby’s Ice Cream, you may be understandably more concerned with the chemistry of ice cream, food safety regulations, and bicycle maintenance than you are with debt-to-equity ratios.

But if your business takes off like a rocket ship, and we hope it does, it would be better to have given some thought to those ratios. Otherwise you may find yourself in what entrepreneur Keith Teare calls the Startup Valley of Death—at the very threshold of success, without a dollar in the bank. In that situation you may take the first deal that comes along . . . and wind up losing everything you have built.

Here are the steps we recommend before signing any agreement and taking any money from any investor:

•   Make sure you understand your options.

•   Decide what you’re willing to give up for investment.

•   Choose the kind of investor you want.

•   Devise scenarios from best case to worst case.

•   Find potential investors, and talk with them without pitching them for money.

•   Run your plan by disinterested third parties whom you trust.

•   Decide what’s best for you and your business.

•   Design a timeline that will allow you to raise as much money as possible to support your goals.

All of those bullet points lead to one simple activity: we want you to think about your bank balance. If you’re not thinking about your funding strategy and how it’s connected to your business, you’re going to lose.

HOW TO GET FUNDED AND (HOPEFULLY) PROSPER

One of the complaints we’ve heard from first-time founders is that it’s hard—nearly impossible—to even find the people who might be willing to invest in you. TV shows like Shark Tank and Hollywood movies push the narrative that finding an investor for your young business, no matter how wonderfully it’s managed or how brilliant its strategy, is a magical event that turns your life around, and the investor is a fairy godmother waving a magic wand of money.

In our experience, that’s just not true. The problem, often, is that there’s a mismatch between the story you’re telling and the kind of potential investor you’re telling it to. Early investors don’t want to hear a pitch suited for institutional investors looking for a later funding opportunity. And vice versa. Giving the wrong pitch only communicates that you don’t really know what you’re doing—which, we hardly need to say, is not the impression you want to give people when you’re asking them for money.

Preparing Your Story

Everyone’s heard of the Elevator Pitch: the narrative about your startup that’s so pithy, persuasive, and short that you could tell it to somebody over the course of a typical ride in an elevator and win them over. We agree that you need an Elevator Pitch, and we’ll show you how to craft yours. But an Elevator Pitch isn’t going to get you a check for a million dollars. For that you need a story that has a little more meat on its bones.

It’s important to understand that human beings everywhere are wired to respond to stories. You can’t just throw facts and figures at people and expect them to be blown away. You need to tie everything together in a way that has forward movement and emotional power. We’ll teach you how to do that.

Delivering Your Pitch

Some startup founders come from an engineering background; some come from product development or the IT department. Some were line chefs who made it big. Others were history majors who lucked into a financial job. In other words, you may not have much experience delivering a pitch tailored for each audience you address, answering questions (which may be “forceful”) on the fly, or dealing with the inevitable rejection you’ll encounter. For some, making the pitch is one of the scariest parts of being a founder. But it doesn’t have to be. We’ll tell you exactly how to prepare and practice so that you become completely at ease.

Learning to Listen

Communication is a two-way street. You need to be open to what the market is telling you. We don’t mean how to give people the impression that you’re listening while you’re really planning your next step. No, we mean, you really need to develop the capacity to accept feedback, especially from people who like much of what you have to say but tell you no anyway. Believe us. We speak from experience.

Closing the Deal

OK, you’ve found an investor, made your pitch (perhaps several times), gone over preliminaries—you may even have a “handshake” deal. But always remember the old expression: a deal isn’t done until the ink is dry. What are those final finishing touches you need to move from “agreement in principle” to “money in the bank”? Let’s explore.

Building to Win

Building a business is hard. It’s not for everyone.

As an entrepreneur, you are the captain of your own ship. You will look at working for others differently. You will understand how to act decisively and without malice or confusion. And you will also come to appreciate the freedom of building your own business in a very real sense. No one can take that away from you.

In fact, you may become spoiled. The entrepreneurial life is very exciting, and the up-and-down thrill of building, failing, and building again is addictive. And within that lies another problem: your failures will probably outnumber your successes. What happens then is a deeply dangerous period of self-doubt. Entrepreneurs are often highly ambitious and are used to winning. Odds are that you will lose and perhaps lose spectacularly.

The end game for the entrepreneur is growth. It’s change. It’s a refusal to give up. It’s also an understanding that your idea might not be good enough, that being an entrepreneur won’t make you enough cash to survive and is therefore a drain. And you might break yourself or something you love to try to meet your goal.

The entrepreneur’s ultimate goal is to fix something that’s broken. All great businesses start with that premise. If you’re building something just to make money or if your expectations are out of whack, you will ultimately lose. In a sense, this whole book is a meditation on that idea. By learning to think clearly about funding, you will learn to think more deeply and more clearly about your goals and dreams, about why you’re starting a business in the first place.

HOW TO READ THIS BOOK

Too many businesses fail because they lack financial resources.

There is a vital difference between financial resources and material resources. You can have an enviable collection of comic books to sell, a warehouse full of hamburger buns, or a complete set of dog grooming tools. If you want to grow past a single-person business, you need financial resources to put those material resources to work. Getting funded shouldn’t be just an afterthought. It should be your first thought, even as you sling your first comics at a flea market, fry up your first burgers for friends, or shave your first Shih Tzu.

To do more, you need financial resources. This book is about how to get those resources as quickly and as painlessly as possible.

This book is broken into three parts.

Part I, “Startup Funding Basics,” contains an overview of the types of funding available to founders of new businesses and explains key concepts, such as valuation and dilution, that you need to understand before you decide on a strategy.

Part II, “Finding the Right Funding Model for Your Business,” explains the criteria you should use and the process you should follow to devise your preferred funding plan.

Part III, “Communicating Your Story,” contains a series of exercises that will help you better pitch your story to investors. This includes the terrifying startup monster, “The Pitch,” as well as basic advice most seasoned entrepreneurs had wished they had known before starting their businesses.

Let’s get started.
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PART I

STARTUP FUNDING BASICS
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The goal of an early stage startup is to survive and become an actual business. Many founders believe that getting funded is the primary goal. It’s not. The founder’s real goal is to create a business that makes money for herself and her investors.

There are many competing views on when to raise startup funding, but most investors won’t look at a project until it is a real, cash flow-positive business. In Part I we’ll explore everything you need to understand regarding funding.
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CHAPTER 1

WHAT IS A STARTUP?

A startup is a small business with global ambitions.

That is the simplest way to describe anything from a taco truck to a software as a solution (SaaS) service for e-commerce funnel growth. If you’re building a business, your goal should be to grow it as big as possible. But this doesn’t mean every hot dog stand has to be part of an organization that is as big as McDonald’s. Your goal is to find a blend of value, quality, and growth that allows you and your business to thrive. Some businesses will hit the Goldilocks point where everything is just right but not much is growing. But at some point, fundraising may become an important part of growth.

An entrepreneur is a scientist. Your goal is to test a hypothesis. Your app or restaurant or store is a hypothesis testing machine: you think that people will want what you are selling. In order to test this hypothesis, you must be as pragmatic as possible and produce results that prove, without a doubt, that you are on the right track.

FIRST, THE BAD NEWS: STARTUPS FAIL. A LOT

Before discussing funding, it makes sense to explore some of the statistics associated with startups. According to Small Business Trends, “A bit more than half of all startups actually survive to their fourth year, while the startup failure rate at four years is about 44 percent.”1 Fast-forward two more years and 56 percent of startups have failed. Statisticians estimate that 90 percent of all startups ultimately fail, which means they don’t stick around to gather growth funding, go global, or get bought.

Some startups barely get past the domain name registration stage. Many won’t make it off the ketchup-stained napkin after a brainstorm. And even more die in our heads as we get more and more frustrated by the realities of building a business.

Startups fail all the time, and often it is no one’s fault. Timing, trendiness, and luck often factor into the failure of a business as much as skill, experience, and cash. The original Ben and Jerry hit a wall trying to sell ice cream in the middle of a Vermont winter, a decidedly inauspicious way to begin. They began their business in May 1978 with $12,000 in seed money. They sold ice cream during the summer, but the business suffered from October to February. Faced with failure, they created Free Cone Day the next May to remind their summer customers why they loved the brand in the first place. The result? A huge uptick in sales all summer and, thanks to the founders’ very unusual ice-cream-making style, people kept coming back for the shop’s “secret sauce.”

In fact, Ben & Jerry’s succeeded only because one founder, Ben Cohen, had severe agnosia. That meant he had no sense of smell and nearly no ability to taste food. Because of this he found texture to be of the utmost importance, and he discovered how to mix huge chunks of chocolate or fruit into the ice cream in order to satisfy himself. In an era when it was far easier and cheaper to mix in syrups or tiny pieces of chocolate, Ben & Jerry’s was a mouth-watering experience. But if they had not nearly failed during their first winter and learned from that experience, they would never have succeeded.

Why Things Fail

According to Small Business Trends, the top 10 causes of small business failures are, in order of prevalence, the following:

1.   Lack of product-to-market fit

2.   Running out of cash

3.   Team problems

4.   Competition

5.   Pricing and/or cost issues

6.   User experience problems

7.   No business model

8.   Poor marketing

9.   Bad customer communication

10.   Market timing2

Product and/or market fit, as we see, is the most important part of a business. Product and/or market fit happens when what you’ve built is in heavy demand. Ben & Jerry’s owned one of the few ice cream parlors in Burlington, Vermont. This meant that their audience—hungry college students—was almost captive. Now imagine the same situation in a place like New York or Chicago. Not quite the same. In Burlington, the product and/or market fit was local, and then, when the rest of the world discovered the value of their ice cream, the product and/or market fit went global.

Finally, 40 percent of small businesses are profitable, 30 percent break even, and 30 percent lose money over time. Often entrepreneurs keep going long after it’s time to quit.

We’re offering this list not to scare you but to create realistic expectations. Ignoring the serious challenges that await you is a plan for failure. You and your team must be extremely vigilant to avoid any of the pitfalls we mentioned as you move through the process of building your business.

Not everyone can be a Michael Dell, who started his global empire by hand building computers in his garage, which eventually led to his building a billion-dollar company. The truth is that the early stage visionary with the big idea isn’t always the right person to run the day-to-day aspects of a business. Investors aren’t going to look at just your strengths. They are also going to determine whether you can see your own blind spots. Our goal is to help you see those blind spots before anyone else does.

THE GOOD NEWS

Now that we’ve brought you down with the scary statistics, we have some really good news. You’re an entrepreneur! That’s amazing!

You are building a startup. You have a great idea, the will to create something, and an understanding of your market that no one else has. You have the guts to take risks, to hunt down capital, and to build something people want to use. And you are experiencing the deep joy that comes with creating something bigger than yourself.

Sure, not all of this might be true yet, but let us assure you: it will be. Eventually you’re going to look back and appreciate these efforts in a unique and joyful way. And you’ll be happy you took the risks.

Look at the flipside of the most pessimistic statistic we offered. If 90 percent of startups fail, then 10 percent of startups survive. Of course, the odds are against you. So what? You have a fighting chance of making something that you can be proud of. Further, remember the simple adage: we learn from failure. Even if you don’t break through to the other side, your experience is invaluable. The bottom line is that you should think of building your business as a continuum. Perhaps your first idea wasn’t quite the winner. Your next one will be better . . . and your next one . . . and your next one after that.

Building a startup is a surprisingly rewarding experience. Would you rather be in a cubicle working for someone else, or would you rather work on your own terms, at your own pace, and for your own benefit? For entrepreneurs, the choice is abundantly clear.
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CHAPTER 2

FUNDING OPTIONS

This chapter is our Startup Funding 101 introductory course. You may find the discussion a bit elementary, but bear with us, we’re establishing a framework for the discussion that follows in the rest of the book. First, let’s explore the different kinds of funding available to entrepreneurs.

DEBT VERSUS EQUITY VERSUS A MIDDLE GROUND

The perfect company doesn’t need investment. The perfect company doesn’t exist. Therefore, at some point you’ll be walking the halls at investor haunts in Silicon Valley or knocking on your banker’s door. But what are your options? What should you ask for? Let’s explore the various mixes of debt and equity that are available to modern entrepreneurs.

Debt

Debt funding is, quite simply, a loan.

Loans come from many sources, including friends and family (F&F), government agencies like the Small Business Administration (SBA), banks, and private investors. A debt can be secured by some kind of collateral (a car is collateral when you take out a car loan) or unsecured, in which the only thing the investor gets is a note—that is, your legally binding promise to repay. Many entrepreneurs like the idea of funding their startup with debt because they believe that they’re not giving up any ownership in the business. But as we’ll see, things aren’t always that simple. In fact, they seldom are.

There are a number of methods used by investors to offer loans, including convertible notes—that is, loans that can be converted to equity under certain conditions. Such notes allow entrepreneurs to default and potentially fail without facing undue pressure. In many countries, however, debt funding is quite difficult to acquire simply because the investors are risk averse or the legal system does not allow debt funding that can collapse into bankruptcy.

Debt isn’t a bad word. Many of the funding options we describe in this book involve debt instruments. You should be ready to take on some debt as you grow your business, but you also need to be prepared to face the consequences should you be unable to pay back a loan.

In most funding scenarios, even with loans that are nominally unsecured, you should consider cash received as a loan with part of your company as collateral. For every dollar you receive, you give up a little more of your freedom.

Equity

Equity means ownership. People who have an equity stake in your business own part of it. Equity funding allows you to sell part of your business to an investor. Because it’s not a loan, you don’t have to worry about repaying it. However, granting equity turns the investor into the equivalent of a cofounder early on, a cofounder whose only input is usually cash—that is, not work. Because of this, you must be certain that the investor is someone you want on your team.

If you own your business outright and sell part of it to an investor, by definition you will then own less of it. You started out owning 100 percent of your business, and now you own less than 100 percent. The more investors you take on, and the more their terms of investment vary, the more complex the matter of dilution becomes. We devote all of Chapter 7 to this concept.

Equity investments require your company to exist outside of the idea stage. Equity investors usually want access to your technology, your profit stream, and your team. Equity investors could also resell their shares to someone else or could, in theory, purchase your entire company. A good equity investor is solid gold. A bad equity investor is a time bomb.

Good equity investors want to help you grow or at least want to stay out of your way. Bad equity investors are vocal about your failures and expect you to treat their every thought as solid gold. Investors who force you to listen to them rather than offer advice are toxic to an organization because, in short, they become the CEO for the CEO. The resulting dichotomy can sink your company.

Equity investors should want to be part of your organization. Choose them as carefully as you’d choose a date or even a life partner. A good investor can change your world. A bad one can ruin it.

The Middle Ground

You should not be afraid of mixing debt and equity over time. Focusing on one funding type—convertible notes, say—while avoiding dilution through an equity sale is a surefire way to end up without cash in the long run. Some investors want to offer loans. Some want part of your business. Still others are happy just to help. Finding a mix of those types of investors is imperative.

A NEW UNIVERSE OF FUNDING MODELS

In traditional finance, there’s debt, there’s equity, and there are blends of debt and equity. That’s it, that’s the entire universe of funding. But in the new age of universal Internet, cryptocurrencies, community-supported ventures, and the like, there are other ways to access funds, ways that involve neither debt nor equity. Powered by new entities such as Kickstarter, Indiegogo, Patreon, and GoFundMe, new fundraising methods offer a sense of belonging, participation, and fun in exchange for money. And it works—to the tune of billions of dollars per year.

Entirely new financial models based on blockchain and cryptocurrency technologies are revolutionizing early stage funding, bringing with them a whole new language.

We’ll explore all of these avenues (see Figure 2.1) and help you figure out which path is best for you.

Figure 2.1 The Universe of Funding
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MICROFUNDING VERSUS MACROFUNDING

To simplify the discussion, we’re introducing the terms microfunding and macrofunding, which we will discuss in greater depth in Chapters 4 and 5. For now, some definitions:

•   Microfunding includes bootstrapping, gifts or loans from friends and family (F&F), and crowdfunding through Patreon, GoFundMe, Kickstarter, or some other source.

•   Macrofunding includes loans and grants plus any kind of equity stake and/or big commitment including angel investors, venture capitalists (VCs), accelerators or cauldrons, and cryptocurrency sources like initial coin offerings (ICOs) and initial exchange offerings (IEOs).

Depending on where you’re starting and where you’re hoping to go, you may approach the rest of this book in any of several ways.

If you’re in a microfunding situation, you don’t need to worry about valuations and dilution and how to pitch to VCs. But you may have to worry about how to make a successful Kickstarter video or how to market a Patreon launch. Although some startups have used platforms like Kickstarter to raise millions, they’re typically used to raise smaller amounts. They don’t offer debt or equity, but only “premium” rewards or future products. Many such arrangements are informal, based solely on good faith.

If you’re in a macrofunding situation, on the other hand, your world is much more formal. You’ll be signing contracts, some of them quite complicated. You’ll need to worry about valuations and dilution, your “deck,” how to prepare and practice your pitch and your body language, and all that other good stuff. In addition, you’ll also need to be aware of all kinds of hazards that could wind up costing you your business. So, on top of everything else, you’d better make sure you have a lawyer you trust to advise you before you sign anything.

Of course, many companies make the transition from micro to macro. Airbnb and Little Baby’s Ice Cream are good examples, both of which we describe in later chapters.
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CHAPTER 3

STAGES OF TRADITIONAL FUNDING

Funding comes in stages. Understanding these will help you know when and where to go for funding at each stage of your business. Further, it will help you communicate with funders more precisely. What you think when you hear “seed funding” and “A rounds” might be different from what investors think. You both need to be on the same page as you move forward.

EARLY MONEY STAGE

The first stage is early money, when cash is invested in exchange for large amounts of equity. This cash, which ranges between $1,000 and $500,000, typically, comes from the three Fs: friends, family, and (we don’t like this nomenclature) fools. The last-named folks are essentially “giving” you cash, and these investors are well aware that you will most likely fail—hence, “fools.”

Your earliest investors should reap the biggest rewards because they are taking the most risk. The assumption is that, ultimately, you’ll make good or improve their investment. The reality, they understand, is that you probably won’t.

Your first money may come from bootstrapping or F&F, and your first big checks may come from an accelerator that pays you about $50,000 for a fairly large stake in your company. Accelerators are essentially greenhouses—or incubators—for startups. You apply to them. If accepted, you get assistance and a small amount of funding.

Why do investors give early money? Because they trust you, they understand your industry, and they believe you can succeed. Some are curious about what you are doing and want to be close to the action. Others want to lock you up in case you are successful. In fact, many accelerators have this in mind when they connect with new startups.

At its core, the funding landscape is surprisingly narrow. When you begin fundraising, you’ll hear a lot of terminology including descriptions of various funding categories and investors. Let’s talk about them one by one.

Bootstrapping

As the old saying goes, if you need a helping hand, you’ll find it at the end of your arm. With that adage in mind, let’s begin with bootstrapping.

Bootstrapping comes from the concept of “pulling yourself up by your own bootstraps,” a comical image that computer scientists adopted to describe how a computer starts from a powered-down state. In the case of an entrepreneur, bootstrapping is synonymous with sweat equity—your own work and money that you put into your business without outside help.

Bootstrapping is often the only way to begin a business as an entrepreneur. By bootstrapping, you will find out very quickly how invested you are, personally, in your idea.

Bootstrapping requires you to spend money or resources on yourself. This means you either spend your own cash to build an early version of your product, or you build the product yourself, using your own skills and experience. In the case of service businesses—IT shops, design houses, and so on—it requires you to quit your day job and invest, full time, in your own business.

Bootstrapping should be a finite action. For example, you should plan to bootstrap for a year or less and plan to spend a certain amount of money bootstrapping. If you blow past your time or money budget with little to show for your efforts, you should probably scrap the idea.

Some ideas take very little cash to bootstrap. These businesses require sweat equity—that is, your own work on a project that leads to at least a minimum viable product (MVP).

Consider an entrepreneur who wants to build a new app-based business in which users pay (or will pay) for access to a service. Very basic Apple iOS and Google Android applications cost about $25,000 to build, and they can take up to six months to design and implement. You could also create a simpler, web-based version of the application as a bootstrapping effort, which often takes far less cash—about $5,000 at $50 an hour.

You can also teach yourself to code and build your MVP yourself. This is often how tech businesses begin, and it says plenty about the need for founders to code or at least be proficient in the technical aspects of their business.

You can’t bootstrap forever. One entrepreneur we encountered was building a dating app. She had dedicated her life to this dating app, spending all of her money, quitting her job to continue to build it. She slept on couches and told everyone she knew about the app, networking to within an inch of her life. Years later it is a dead app in an app store containing millions of dead apps. While this behavior might get results one in a thousand times, few entrepreneurs can survive for a year of app-induced penury, let alone multiple years.

Another entrepreneur we knew was focused on nanotubes. He spent years rushing here and there, wasting cash on flights and taking meetings with people who wanted to sell him services. Many smart investors told him that he should go and work internally at a nanotube business and then branch out when he was ready. Instead, he attacked all angles for years, eventually leading to exhaustion. He’s still at it, however, which is a testament to his intensity.

Both of these entrepreneurs should have been ready to cut and run after two years of backward momentum. Ideas, even ideas that exist in reality, are worthless unless they bring in money. These entrepreneurs bootstrapped for far too long.

We’ve seen all types of founders, and we’ve bootstrapped plenty of failed ideas. Trust us: don’t waste valuable time chasing a dead product.

Before you bootstrap, write down your one- and two-year goals. Say you want to make enough to hire a single programmer in year 1 to help build the app. Then your business must make at least $100,000. Then, in two years, assume you will be working full time on the app. Expect the app to be making $300,000 or so, depending on your current salary. Anything under these targets is reason to quit.

Again, these numbers are potentially alarming but also realistic. Realism is the antidote to many of the poisons of passionate entrepreneurship— namely, self-delusions.

Bootstrapping is not a suicide pact. By setting a time limit and budgeting for your bootstrapping effort, you can prevent burnout, starvation, and failure. And you will fail if you don’t set limits.

Bootstrapping is far harder with brick-and-mortar businesses, but at least with those you can see, feel, and even visit your vision. In the documentary 42 Grams, the restaurateur Jake Bickelhaupt spent years running a small dinner club out of his living room before opening what became a well-known and much-lauded restaurant of his own. He started small—he dedicated every inch of his apartment to the dinner club—and grew from there. Start small and grow big is the bootstrapper’s credo.

Bickelhaupt later closed his restaurant. Sometimes even passion can’t sustain you against the outrages of fate.

Bootstrapping in the Danger Zone

How can you hack the bootstrapping process? One of the most obvious—and most dangerous—methods, popularized by Brian Chesky of Airbnb, involves credit cards. Lots of credit cards.

In a frequently retold tale, Chesky paid for many of Airbnb’s early bills with credit cards he kept in a baseball card storage folder. Author Cole Schafer wrote:

Brian Chesky and the lost boys (his cofounders) stumbled upon the idea of Airbnb after finding themselves unable to pay rent on their pricey San Francisco apartment.

They did what most sane individuals strapped for cash would do — blew up three air mattresses in a spare bedroom, served breakfast, and rented them out to complete strangers.

Hence the name, Airbed & Breakfast (Airbnb).

Well, to everyone’s surprise, three guests showed up, shelled out $80 a piece and boom-shocka-locka! Brian and the lost boys had their rent money and didn’t have to live in a box on the street.

Fast-forward several months and the overzealous entrepreneurs found themselves $20,000 in debt — they literally filled a binder with dozens of credit cards and maxed them out to build the beginnings of Airbnb.1

In order to pay off this debt, Chesky and his partners, who were trained as designers at the Rhode Island School of Design and other prestigious specialty schools, created cereal boxes—Obama O’s & Cap’ McCains—and sold them online. They made $30,000 after expenses, allowing the company to live to fight another day.

You’ll note that while they did spend their own money, in the form of debt, they were able to get what amounted to a very expensive loan. Further, rather than pour more cash into a business that was nearly failing, they used their other talents to crack the debt into pieces.

That’s right: one of the biggest startups in the world survived not by doing what they built it to do but because they sold some generic cereal. Chesky himself credits this move with getting them a spot in the well-known accelerator Y Combinator, simply because their product was unique.

This story teaches us a few things about bootstrapping:

1.   When your business works—that is, when it gets its first few customers—you should consider your bootstrapping efforts a success and invest more of your own time and cash into the business. Throwing good money after bad results, however, is never the right move. Chesky’s case is unique in that he repaid his debts with an ancillary product related to his skills.

2.   Credit cards, home equity loans, and personal loans are a dangerous trap for many entrepreneurs, and you should use them with care to fund your business. Chesky and his friends saw that the idea had legs; they just didn’t know what to do to make it work. The credit cards bought them a few months to explore. They were also in Silicon Valley, the capital of cheap capital. Even if they ran up credit cards, they had an opportunity to pay them off with a single check. This is rarely the case when it comes to situations or places less conducive to fast investment.

3.   Be ready to make money any way you can. Chesky and his friends were designers, not coders, so they used their skills to make physical products to make a product that they could sell. Too many entrepreneurs say, “I quit my job and won’t do anything else in order to build my startup.” That’s a recipe for disaster. The startup needs cash to survive, as do you. You must do everything in your power to ensure that cash keeps coming in. A regular infusion of cash defines a business. You need that cash to grow your idea. You need to keep working for pay, not just subsisting off of the fumes of entrepreneurial passion.

Without a steady source of income, your company lives on borrowed time. When what little money you bring in comes directly from your pocket, the appreciation of your predicament becomes even clearer. Therefore, you should be ready to pull the plug if you discover that the bootstrapping isn’t working.

What about companies like Amazon and Tesla? Amazon didn’t make a profit immediately, and Tesla may never reach that point. These companies are unique in that they received and continue to receive massive influxes of cash from their founders and then even bigger influxes from investors. They would not have survived long on bootstrapping alone.

As a bootstrapper, you should be well aware of how much money you have and how much you and your cofounders will invest in the idea. One of the benefits of going all in is the clarity of purpose it engenders. If you put everything on the line—your job, your house, your ability to feed yourself—you definitely will feel encouraged to build your business. Some of us need this kind of push to succeed. But don’t be foolish with your time, your prospects, and your cash. If it doesn’t make sense in year 1, it definitely won’t make sense in year 5, and, by that time, your opportunity costs will be huge.

While difficult, bootstrapping is not impossible. In fact, it’s the method we recommend first when it comes to building a business.

The takeaway here is simple: create a document that describes your intended burn rate, and stick to it. One entrepreneur I spoke to in DC gave himself a year to break even on his business and gave himself the same deal over and over again — for 20 years. He agreed with his wife that he would quit the instant the business cost more to run than it made, and he has been pleasantly surprised for two decades.

We recommend writing out a simple business plan like the one in Table 3.1 with all of the expected costs laid out per month. As you can see from the table, we’ve assumed very basic costs and fairly ambitious projected income after launch. Most of the things are regular, repeating costs including hosting and accounting software, and if you are building an app, you will need a great deal of marketing, even before launch. The result? You’re bootstrapping a money-losing business by the end of the year, especially if your income projections are incorrect.

TABLE 3.1 Sample Business Plan
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Friends and Family Rounds

Perhaps you’ve bootstrapped and succeeded. Perhaps your business is taking off, but it needs an afterburner to take it out of the stratosphere. What can you do next?

“I’ve met many investors, but in the end it’s friends and family who helped me get back on my feet again after losing almost everything,” said one founder we talked to during our research.

You turn to people who know you and trust you. One of the most common funding strategies early startups use to get off the ground is friends and family (F&F) funding.

You may be thinking that getting a few hundred dollars from a friend or family member to start a business isn’t going to be enough, but take a moment and consider these examples:

•   J. A. Albertson borrowed $7,500 from his wife’s aunt to help cofound Albertsons grocery stores.

•   Brothers Dan and Frank Carney borrowed $600 from their mother and opened a pizza restaurant called Pizza Hut. When they sold their business for $300 million to PepsiCo in 1977, Pizza Hut had over 4,000 locations.

•   In more recent history, Steven Yang, a former senior engineer at Google, borrowed $400,000 from his mom to start Anker. Today, Anker is the world’s most popular mobile charging brand with over $1 billion in annual revenue.2

Before going down this funding path, however, you need to understand that borrowing money from friends and family could mean lost friendships and strained relationships with relatives. Be honest with your friends and family about the inherent risks of investing in a startup and tell them that there is a very real chance your business—along with 90 percent of startups—will fail. Be careful, and make sure you take money only from people who can afford to lose it.

There are several ways you can structure friends and family funding, each with its own pros and cons, as well as tax and legal implications.

Cash Gifts

You may have people in your life who want to help sponsor your business simply because they want to support you. In this scenario, and based on the 2019 IRS tax code, they could provide you with a one-time, tax-free gift of up to $15,000 in a calendar year. They could of course give more, but both you and that individual might be required to pay taxes on that money.

Before going down this path, seek the advice of a professional accountant or tax attorney.

Loans

Of all the friends and family funding options, this is the one you really need to think through. That is because regardless of whether your business succeeds or fails, you will still need to pay back the loan. A loan with structured monthly payments can be a great way to make friends and family feel more comfortable about helping you fund your business.

You can find a personal loan agreement online easily enough, but we suggest getting your funder to agree to a third-party loan management service such as Loan Back (loanback.com) or Zimple Money (zimplemoney.com). These services will not only provide all the legal paperwork but will also act as an intermediary to collect monthly payments. Positioning this proactively to someone who might be willing to loan you money could go a long way.

The key factors you must assess with your investor before borrowing money are these:

•   Amount: As with any loan, you need to ensure that you pay back the loan, especially if your business is in very early stages and isn’t making income.

•   Interest rate: This may not be applicable, but when borrowing money from friends or family members, particularly if they are taking money out from their own investments, it would be a good idea to add an interest rate to help offset the costs of lending you the money.

•   Repayment terms: This isn’t going to be a traditional bank loan, so you decide on the terms. It could be monthly payments over a period of months or years or a lump-sum payback on a specific date.

•   Contingencies: There is no telling where your idea will end up and you may go bankrupt. You should probably work with your friends and family to create a payment plan that will reflect this. Some angels will forgive your debt; others will hold it over you like the sword of Damocles.

F&F Equity Investment

If you have friends or family members willing to provide a significant cash investment (more than $10,000), and you feel comfortable giving them an ownership stake in your company, then this might be a good option to secure financing. Unlike a loan, you do not have to pay back this money until you make a profit or sell the company. However, there are valuation and legal implications you must consider before going down this path:

•   Valuation: Investors, whether friends and family members or angels, are giving you money for shares in your business. At the friends and family stage, you should be creating a smaller valuation of between $250,000 to $1 million. This means in later stages, as you target outside investments from angels and others, you will have room to increase the valuation and make your business an attractive investment.

•   Securities: This may be surprising, but if you are promoting an investment opportunity—even to family members—this activity is regulated by both state and federal agencies. When it comes to smaller friends and family investments, there are a number of exemptions that should make things easier, but you do not want to violate securities law. We strongly suggest seeking out legal advice before accepting any investment funds.

•   Investors’ role: One of the most frustrating things for many founders is getting unsolicited advice. This will be especially true from people who give you money. You need to make sure everyone is clear on what their role will be. Will they be part of the management team? Will they be silent partners? Clarifying this up front will go a long way in keeping the drama to a minimum later on.

Friends and family (F&F) rounds are often the first money an entrepreneur will take after building an MVP and making a small amount of revenue. What if you just have a good idea? Then you’d better have some good friends. Unless you are making cash or your idea is a sure thing—that is, you are on the cusp of a massive technological or societal breakthrough—then expect to be turned down again and again for F&F rounds until you are able to make money.

Crowdfunding and F&F

At the F&F stage, we often find that founders like to try techniques like crowdfunding or donations to raise cash. John and Molly Chester wanted to create a farm where they could grow pesticide-free delicious foods. In 2011 they found a plot of overworked land and created a simple presentation they showed to friends and family, and they also crowdfunded online. The resulting influx of cash allowed them to buy the farm and begin their mission. Now the farm is world famous, and their biodynamic methods were outlined in the movie The Biggest Little Farm. In short, the Chesters realized they wouldn’t be able to raise enough money from F&F alone so they cast their net wider to grab more “fools” who loved delicious food.

Angel Investment

Angel investors are people who can truly change your life. These investors are independently wealthy and act independently. They have cash to spend on investments, and if you find these investors, we encourage you to consider them as good as gold. They are, in short, the people who write big checks when the risks are high and your chances of success are low.

Angels come in many forms. Some are friends or family, and others are coworkers who made it big and are now trying to pay it forward. Many cities have angel groups that meet once a month to hear about new deals. These groups are made up of wealthy individuals who both feel that they can give back to their community through investment and can probably make a little cash in the process.

Angel investors will often ask for decidedly unique terms on their investment. For example, we’ve seen some deals that culminated in an investor owning half a company for about $100,000 in cash. These deals are predatory and often the last resort for founders who have tried everything else. If you fall into one of these deals, you’re stuck. For this reason, some angel rounds can actually damage a startup before it begins.

That said, good angels are a treasure. These folks will give you the runway you need to win, and if you fall into trouble, they’ll be there when you need them. A good angel is just that—an angel.

Angel money usually comes before an actual product has left the workshop. You use this cash to build the prototype necessary to take to investors or, say, fund a pop-up shop to test your product in the wild.

One thing to consider is what kinds of businesses will receive early money and what won’t. Apps and web services typically don’t receive angel money. At this point, investors don’t see the benefit of giving cash to support the idea of an app before that app has proven itself. You can easily get a web app built for under $10,000 and try to spread the word with another $5,000 in marketing money. Most founders bootstrap.

Angel money is rare. When you access it, cherish it. Don’t expect it to arrive when you need it. It will be there for you only when effort, interest, and excitement come together in the head of a person with money.

SEED STAGE

The next stage, the seed stage, comes when a product is developed or launched. This money comes when you’ve proven that the world wants your product and is willing to pay for it. Many startups can’t even get to this point.

Many entrepreneurs believe that seed funding is for untested ideas. After all, the idea of a seed is simple: you don’t know what will grow until you give it resources. Unfortunately, most investors want to see the seed sprouting and even bearing fruit before they’ll sign a check.

Seed investors are looking for monthly recurring revenue, a solid team, and active users. Again, there are exceptions to this rule, but expect to talk to seed investors when you have cash in the bank. Interestingly, many startups avoid seed funding entirely because the little cash coming in from actual customers helps offset the cost of operation.

How should you understand the seed stage investors? Assume they are looking for a real return on investment.

There’s a very important scene in the Coen Brothers movie Inside Llewyn Davis. The star of the movie, a folk singer in 1960s New York, goes to a club in Chicago in hopes of getting a gig. He plays a heartfelt rendition of “The Death of Queen Jane,” a beautiful song that Davis pours his heart into. The club owner listens and then shrugs.

“I don’t see a lot of money here,” he says.

Seed investors expect their investments to grow by some multiple, and they are placing money into a company to help it grow, not build it outright. Seed investors expect a minimum viable product before they will consider investing, and many even expect some kind of revenue, a horrible catch-22 for most founders. After all, if you have revenue, you are probably past the point where seed funding is necessary.

The seed stage is the point when most startups fail. Having and building a great idea is just the start, and you begin falling prey to various traps as you begin expanding. Without a solid infusion of cash at this point, you are almost always doomed. You should begin seed fundraising as soon as you start gathering revenue and have a clear explanation for why you need the cash at this stage. Better yet, we recommend working hard to raise revenue and even profit at this stage in order to avoid raising capital entirely. The choice, however, is yours.

At the seed stage your company raises money to grow and then enters the next stage.

STARTUP VALLEY OF DEATH

As you move through fundraising, you will find yourself in dire straits many times. But there is one situation that could shut you down sooner than you expect. Say you’ve raised a small round from friends and angels. You can even raise millions. You can have solid revenue. You can be successful on paper. But every business can exist just long enough to fail. This point of failure is what investor Keith Teare called the Startup Valley of Death. Every founder in every industry will face it. We want you to be ready.

The Valley of Death can occur at any time between launch and true growth, but it usually happens after you’ve built your product and have had some success selling it. In many cases, entrepreneurs raise enough to fail. Teare uses the drawing shown in Figure 3.1 in his presentations, and we think it’s sufficiently frightening to re-create here.

Figure 3.1 Keith Teare’s Startup Valley of Death
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What’s worse is that the current fashionable startup model encourages this. Because founders are told to build a minimum viable product and then test for product-to-market fit, they often spend thousands on a preliminary product that isn’t ready to scale outside of their very specific use cases.

Product-to-market fit is, quite simply, a found need in a market for your product. The product-to-market fit of cream is easy— people who like coffee love it, and you can sell it if you make it. The product-to-market fit of an asteroid-mining company is far harder to find. This requires vision and courage. And it requires asteroids to contain something that the general market wants.

If you have product-to-market fit, then you will start moving slowly into the valley of death. Here’s what to expect.

The first part of the valley of death, the approach, involves all the feel-good aspects of founding a company. You and your core team begin to incubate the idea, and you work toward further funding. Each step is a joy because it looks like you’re moving forward. In reality, though, you’re on borrowed time.

Then comes the valley. In this period, the founding team might split up, an investor might try to buy out the idea, and your equity is diluted beyond recognition. Because of the earlier investments you’ve raised, you can’t raise any more. You’ve raised so much that your current investors don’t want to put any more in. It is at this stage you can realistically lose your business through a sale—also called an aqui-hire—because it’s the only way forward. You could also face a shutdown even if revenues are strong.

One company, Zirtual, faced this valley at the height of its success. The founder, Maren Kate, wrote a fascinating description of the experience on a public Medium post. In short, the company burned through more money than it could make:

Burn is that tricky thing that isn’t discussed much in the Silicon Valley community because access to capital, in good times, seems so easy. Burn is the amount of money that goes out the door, over and above what comes in, so if you earn $100 in a month but pay out $150, your burn is $50.

Zirtual was not flush with capital—for as many people as we had, we were extremely lean. In total we raised almost $5 million over the past three years, but when we moved from independent contractors (ICs) to employees, our costs skyrocketed. (Simple math is add 20 to 30 percent on to whatever you pay an IC to know what it will cost to have them as an employee.)

And at the end of the day . . . “burn” is what happened to Zirtual.

The reason we couldn’t give more notice was that up until the eleventh hour, I did everything I could to raise more money and right the ship.

After failing to secure more funds, the law required us to terminate everyone when it became clear to us that we wouldn’t be able to make the next payroll.3

An outside company bought Zirtual’s assets and started it back up. By reformulating the product and changing the business model—something that could be done only when the company was completely shut down—they were able to escape the valley and continue to grow.

The Startup Valley of Death means different things to different startups. To Zirtual it meant a discount sale and a relaunch. To Freemit, a startup I (John) founded, it meant bankruptcy. To many others it means turning into a ghost of a company without customers or a product. In the end, it takes a very skilled or lucky founder to escape the valley.

There are exceptions to this model, of course. But it’s best to assume that you’re not one of them. Amazon didn’t turn a profit for decades while Uber and Lyft, two startup darlings, have been burning cash like coal. No one would claim that those companies should have been shut down. Instead, they negotiated the valley of death and made it to the growth capital stage, a lovely position for any founder to be in.

GROWTH STAGE

So, you’ve survived the Startup Valley of Death. Good job. Now the real fun starts.

After you’ve built your business and it is running comfortably, you will enter the growth stage. This stage involves raising money to do very specific things in order to achieve the following:

•   Be interesting to buyers

•   Expand your customer base

•   Hire to make more money

•   Expand geographically

•   Expand your technology

This capital gets you from profitability—or revenue—to an initial public offering (IPO) or a sale, and these investors expect returns in multiples of 10 times their initial contribution. Growth capital providers are looking for a big payoff from a solid idea. This capital comes in tranches—Series A, Series B, Series C, and so on—and investors chip away at parts of the company by taking more and more equity.

A company that passes through this stage and receives growth capital is usually safe for the foreseeable future. Unfortunately, many companies come out of growth stage very differently from what they looked like when they went in.

Many growth stage companies have lost some of the founders along the way. The people who started the business—the team of dreamers who turned an idea into reality—are often cast aside as the company grows and changes.

What happens in the growth stage? One founder who built his first 3D printer by hand in a Brooklyn workshop described a strange scene to us a few years ago. After raising millions of dollars and hiring hundreds of people to build, sell, advertise, and support his product, he looked around the office and found that everyone knew him, but he knew none of his employees. He had been so removed from the day-to-day operations of his company that it was now full of strangers.

For many, this situation is a dream come true. For others, it is a nightmare.

There are also various other stages including bridge raises—raises in which you gather more cash at a similar valuation as before—in which the valuation does not increase. Further, you can experience a down round in which you raise at a lower valuation in order to attract investors. Entering into deals in which the valuation falls or remains the same is risky and often results in a lack of investor confidence. In other words, try to avoid these stages of venture capital funding if you can.

At this stage you usually approach venture capitalists for help.

VENTURE CAPITAL STAGE

Venture capital (VC) is what everyone thinks of when they imagine fundraising. Venture capitalists (VCs) are investors who write larger checks for companies in various stages of growth in order to get a large portion of the company early on. Most VCs will offer between $500,000 and a few million dollars, but some will write smaller checks “just to be part of the deal,” as they say. Some won’t get out of bed for less than $10 million.

Nearly anyone can claim to be an investor. Only a few can claim the mantle of venture capitalist. A venture capitalist is, according to Investopedia, “an investor that provides capital to firms exhibiting high growth potential in exchange for an equity stake. This could be funding startup ventures or supporting small companies that wish to expand but do not have access to equities markets.”4 This means that VCs think like equity investors: if they see a profit and massive returns in a business, they will often write big checks to get access to that potential.

What that means in practice is that by the time you’re ready to enter into a deal with a VC, you’re probably already making money. This never stops beginner entrepreneurs from pitching to countless VCs over and over again long before they are ready. Our advice is to approach VCs only once you have revenue and, potentially, profit.

This does not mean you shouldn’t approach investors for advice. As we mentioned before, the best investors were also operators. They will find the holes in your story faster than anyone. They will also want to hear what you’re working on and follow up when you’re ready for their help. Interestingly, by the time investors are interested in funding you, you often won’t need funding.

Where do you find VCs? You should look for them at industry events like Launch or TechCrunch Disrupt, or, if you’re in Europe, Web Summit. Many of these events have dedicated networking subevents that allow you to come into contact with investors. You will also see investors walking the halls of these events, and there is no reason not to corner them and offer them your two-minute pitch.

Now for the bad news: VCs rarely invest. Many VCs see hundreds or thousands of pitches, but they have room in their portfolios for, at maximum, 10 startups. That means the chance of being picked is tiny. Further, because VCs are interested in solid opportunities that offer massive returns, they often write huge checks in the multi-million-dollar range. It makes perfect sense for investors to say no far more than they will ever say yes.

VCs want a sure thing or at least a version of a sure thing they are comfortable supporting. Many VCs style themselves as operations assistants, and they want to believe that the startups they fund will become partners in a multiyear adventure. This is mostly true. However, don’t expect much help from VCs after the check clears unless they consider you completely clueless and are worried about their investment.
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CHAPTER 4

MICROFUNDING

You don’t always need a million dollars or euros to start a business. According to CNBC, 25 percent of small businesses started with less than $5,000, 58 percent began with less than $25,000, and 77 percent of startups funded with themselves with bank loans.1 Angel investors, friends, and other investment avenues made up less than 10 percent of total sources for initial capital.

We call gathering cash from smaller sources of capital microfunding. In this chapter, we’ll explore a few popular methods.

The types of funding you can gather on a microlevel include loans, grants, and microdonations. We’ll discuss some of the perks and problems associated with each. At this point in the funding game, we are entering a world of equity crowdfunding as well as unique systems designed to ensure maximum return on minimal investments. That said, the old ways still work, so we will run through those as we move into more tech-centric solutions.

They say nothing in life is free. But there are actually numerous federal, state, nonprofit, and corporate entities that offer “free” startup capital. In addition, there are many programs exclusively offered to veterans, minorities, and women. Here we’ll discuss strategies for getting grants. Be sure to check the Get Funded! website where you’ll find an up-to-date list of resources and targets.

LOANS

Loans are often a source of “cheap” money. They give you an influx of cash when you need it the most and allow you to pay them back when you need money the least. For startups, they often come from the government and allow you to build your company without giving up equity. The downside? They often require lengthy and complex applications, a concern for entrepreneurs that are strapped for time.

Getting microloans isn’t easy, but there are a number of new platforms that can help small businesses, especially brick-and-mortar spaces in underfunded areas, get small loans they can pay back using unique means, including cryptocurrencies.

SBA

The US Small Business Administration (SBA) is a lifeline to entrepreneurs and small business owners across the country. Founded during the Eisenhower administration, the SBA has expanded and contracted over the intervening decades, but it now stands as one of the most popular sources of early stage funding for nontech businesses.

With a main bureau in Washington, DC, lenders associated with the governmental organization are located nationwide. These lenders help secure financing through banks and nonbank creditors for small businesses looking to launch or expand.

The federally funded agency ensures a significant proportion of the loan, freeing creditors from the potential risk of default and opening the possibility for major banks to provide marginal lines of funding.

There are a number of advantages of getting funded through the SBA. Unlike more traditional sources of financing, the capital from an SBA loan can be put toward a variety of business projects, from expanding inventories to purchasing land or refinancing previous debts. Also, these government-guaranteed loans often have favorable term periods with comparatively smaller monthly payments.

The SBA works with a wide range of business types in nearly all nonspeculative industries.

What the SBA defines as a “small” business depends on where it’s based and the industry it’s a part of. Generally, any independently owned, for-profit (though there are exceptions) enterprise that is not an industry leader would pass muster for one of the agency’s programs, but an oil drilling business probably won’t.

The SBA also sets different size standards for companies, either based on the number of employees or the average sales volume of the business. For instance, an agricultural business must not exceed $500,000 in annual revenue to be considered small, whereas small construction firms are those with less than $9.5 million in yearly receipts.

However, qualifying for an SBA loan can be a daunting process. Because borrowers need to be approved by both the SBA and the creditor, there is double the bureaucratic red tape, as well as hefty fees involved.

Creditors will ask for prospectuses detailing future projects and past performance. They’ll examine the business’s balance sheet for positive cash flow and increasing revenues, its bank accounts for consistent deposits, and two or three years of tax returns.

Both the business’s and owner’s personal credit ratings may factor into the equation. There’s also the Fair Isaac Corporation (FICO) SBA loan credit score, which many startups might fail.

For some businesses, banks may ask for collateral nearly equal to the size of the loan. Any asset could be posted, alongside the operator’s personal collateral.

The SBA provides a number of different loan types—including 7(a) Loan Guarantees and 504 Certified Development Company loans—to small businesses in nearly every industry.

7(a) Loan Guarantees

The 7(a) Guaranteed Loans are some of the most flexible ways to get funded. These loans provide a means for budding businesses to fund just about any growth plan. Whether it’s working capital to renovate a shop, cash to buy fixed assets like new machinery, or seasonal lines of credit, you can easily find a use case for 7(a) loans. The only catch is that borrowers have to have two parties to present their plans to: the SBA and the creditor.

The 7(a) loan will max out at $2 million, and the SBA will guarantee 75 percent of that loan. The repayment terms are 25 years for the purchases of real estate, gear, and other machinery and 7 years for simple working capital.

It’s not hard to get a 7(a), but you must be a small business by SBA definitions, and you must operate inside the United States. You must also have invested your own assets into the business, and you must prove that you will use the cash for your business and not for any outside purposes. Finally, you can’t have defaulted on other US debt obligations, including student loans.

You can get a 7(a) for almost any kind of business except for obvious multilevel marketing or pyramid schemes, lending companies, and real estate speculation.

During the formal application process, a loan application goes through several stages of review. First, you present your plans to a lender. If the lender is swayed, the second step is for you to submit a letter of intent to the SBA. This letter, along with the application, will then be reviewed by the SBA. If the project is realistic and creditworthy according to SBA standards, the agency will forward the materials back to the lender for another spot check. At this point, the lender will either commit to fund the project or not. If it commits, the lender will send the application back to the SBA for final approval. After the fourth favorable review, you will get funded.

Along the way, both parties probe the borrower’s business plan, credit history, tax returns, outstanding debts, balance sheet, life cycle of assets, income projections, résumé, collateral, projected cash flows, and personal equity stake in the business. Not that this is unusual for funding requests, but it bears repeating that it happens twice in this case. New entrepreneurs with “nothing to hide” shouldn’t be worried, but an SBA loan might be out of the question if you have ever declared bankruptcy.

The final disbursement can have a flexible repayment schedule of up to 25 years. Additionally, interest rates can be either fixed or variable, depending on the lender and borrower’s preference. Interest rates are pegged to going market rates, but—because the loans are government guaranteed—they are affordable. The highest a lender can charge to fund your project is no more than 2.75 percent over the lowest current US prime rate. For loans with shorter lifelines than seven years, that percentage drops to 2.25. That’s not a bad price for money!

LowDocs

Under the umbrella of 7(a) loans are a number of specialized tracks, for specific uses and needs.

For those in urgent need of a capital injection, the SBA has developed the LowDoc.

Relative to the standard 7(a) application requirements, the Specialized 7(a) LowDoc process is quick and efficient. The application is a single page, and a response is guaranteed within 36 hours of submission. Both long- and short-term loans are available. But greater efficiency comes with a price, as loans are capped at $100,000.

Websites like Fundera offer assistance with these sorts of loans, and they should be considered sources of nearly last resort.

CAPLines

7(a) CAPLines are designed for short-term business improvements. They are only given to fund projects that fall under the working or operating capital lines of a balance sheet.

CAPLines are also further demarcated as follows:

1.   Contract lines of credit are taken out to finance contracts or subcontracts or purchase orders granted by governments or consulting projects. The maximum maturity is set at 10 years, for up to $5 million, though the SBA only insures up to $3.75 million.

2.   Seasonal lines of credit are granted only for upswings in the business cycle, and they enable borrowers to finance accounts receivable, purchase inventory, and pay wages. Borrowers are prohibited from using their seasonal CAPLines to operate their businesses in slower seasons. It has similar loan terms as above.

3.   Builder lines of credit can be put toward only those direct expenses related to construction or renovation of properties intended for resale. In addition to labor, supplies, permits, and inspection costs, up to 20 percent of the loan can fund the purchase of land. The loan terms for this line of credit are more stringent. Complete repayment—with a maturity capped at five years—is expected within 36 months after completion of the project or at the time of sale, whichever is sooner.

4.   Standard asset-based lines of credit are borrowed against a business’s existing assets in order to finance recurring, though nonseasonal, capital needs. Although they are backed by the SBA, these loans have stricter repayment schedules that usually demand a business liquidate its short-term assets to service the lender. Small asset-based lines of credit are similar, but they are less stringent in the repayment cycle. They do not exceed $200,000.

The collateral and credit requirements for all the lines of credit are similar. An interesting attribute of CAPLines is that they allow borrowers to collateralize the goods purchased with the loans. Otherwise, creditworthy borrowers are deemed so for all the reasons applicants of a standard 7(a) are: because they demonstrate the ability to convert assets into cash, they have a head for business, their business has a positive cash flow and a feasible operating and growth plan, and they are sufficiently staked in their business.

International Trade Loans

Also under the control of the multifaceted 7(a) series are Specialized 7(a) International Trade Loans. These loans are designed to make domestic businesses more competitive. They are granted only to those who are looking to expand into an export market or who are currently hindered by competition from imports. Under these conditions, the SBA will guarantee as much as $1.25 million for working capital expenses.

504 Certified Development Company Programs

In contrast to the 7(a) Guaranteed Loans that are made for quick liquidity, 504 Certified Development Company (CDC) Program loans are geared toward long-term, fixed-rate financing of major assets. The program is explicitly designed to create jobs and develop economic areas through the expansion or modernization of small businesses.

According to the most recent numbers, nearly $50 billion of loans have been granted through the program, leading to the creation of more than 2 million jobs. In fact, businesses that receive 504 loans must create at least one job per $65,000 guaranteed by the SBA.

The 504 CDC loans are granted through nonprofit Certified Development Companies or community-based partners, working alongside the SBA and private sector lenders. There are approximately 260 CDCs operating across the nation.

Generally, the SBA will provide up to 40 percent of the projected costs, with 50 percent coming from a participating lender. The borrower will contribute the remaining sum, sometimes up to 20 percent. The SBA will guarantee loans up to $1 million.

Loans are capped at a $5 million debenture. Interest rates are tied to the market rate for 5- and 10-year US Treasuries, and maturities are set at 10 or 20 years.

Under this program, a small business is defined as one not exceeding a tangible net worth of over $15 million and annual net incomes of $5 million for the preceding two years before application. Additionally, the SBA will not grant loans to passive, speculative, or nonprofit enterprises.

Collateral is usually tied to the assets purchased with the loans, but the SBA also requires that 20 percent be personally guaranteed by the owners.

GRANTS

An SBA loan can be a great way to secure startup capital for your business, but there are also ways to receive free capital that you will never have to pay back. Startup grants are sums of money awarded by government agencies, nonprofits, corporations, and sometimes even individuals to businesses or nonprofits to help them get off the ground.

Grant Resources

Here are just a few resources you can use, as well as some specific SBA and women- and minority-owned business grants you can research.

Grants.gov

The federal government generally provides grants only to nonprofits; however, you can check to see if there are any available opportunities for your business.

NASE Growth Grants (nase.org)

The National Association for the Self-Employed (NASE) provides grants of up to $4,000 each. You will need to become a member to apply (about $120 annually), but there are great member benefits such as discounts, advice, and more. According to the NASE, “Past recipients used their growth grants for computers, farm equipment, to hire part-time help, marketing materials, website creation, and more.”

FedEx Small Business Grants

Each year FedEx awards 10 small businesses prizes in printing and small business services. It’s open to US-based, small for-profit businesses who have fewer than 99 employees and who have been in business over six months by the time the contest starts.

Idea Café Small Business Grants

Idea Café is not only a great resource for small businesses but it also has its own grant program. Visit their site, become a member for free, and fill out their super simple grant application.

Girlboss Foundation Grants

In 2014, Girlboss launched a bi-annual grant that has awarded over $130,000 to female-identifying entrepreneurs.

Amber Grants for Women

Launched in 1998, each month, the Amber Foundation awards one winner a $2,000 grant. One of those 12 winners will receive an additional $25,000 ($27,000 total) by the end of the year.

Regional Grants

In addition to everything already mentioned, we strongly suggest researching grant opportunities offered by local nonprofits, as well as your state and local government agencies.

How to Apply for Grants

Grants are highly competitive and require a tremendous amount of work (and paperwork), but if you have a business that aligns well with a specific grant program, you may want to take the time to apply. Below are a few tips that just might give you that competitive edge—or keep you from wasting your time.

Evaluate Each Opportunity

Your business isn’t going to be a good fit for every grant opportunity. Review the requirements for each carefully. Look up past winners to get an idea of the types of businesses that have won in the past. And make sure it’s the right time to apply for a grant. It might be better to wait until you have hit a few more milestones.

Follow Directions

This may sound obvious, but grant-giving organizations say that missing information is the number one reason an application is passed over. In fairness, grant applications, especially government grants, can read like stereo instructions. If they don’t provide a checklist of what you will need, make one yourself and ensure that you include everything and that all the information you provide is accurate.

Avoid Jargon and Write Simply

Whether you are a restaurateur, tech innovator, or daycare center operator, there are words you use in your business that the outside world isn’t going to understand. Write in a way an average person will understand what you’re saying. Avoid flowery language, and stick to the facts: who you are, what you do, and why you’re the best person to build this business and raise this capital.

Tell a Story

People don’t win grants because they filled out all the paperwork really well. People win grants because they got others really interested in their business or idea. Refer to Chapter 13 on how to build a deck. You can apply much of that process to grant writing.

When in Doubt, Ask for Help

In our experience, most grant-giving organizations want to set their applicants up for success. Follow the instructions and look for tips. If you have a contact at the grant office, see if you can set up a call to discuss any questions you might have. If applying for a large, competitive grant, you may want to hire a consultant to help you write the grant proposal.

MICRODONATIONS

Microdonations are small contributions to a project. Those contributions from a number of people are pooled together as a way to raise needed capital. Using microdonations has become an increasingly legitimate and stable form of financing. A microdonation platform like GoFundMe or Patreon is an easy way for serial creators to get quick cash monthly and fund small, ongoing projects. With more than 2 billion people online, this decentralized form of funding allows entrepreneurs and creators to raise capital across the globe. In fact, because each donation is so small, you can raise money from people anywhere in the world. If their credit card works, you’ll get their donation.

According to the Massolution 2015CF Crowdfunding Industry Report, the most up-to-date publicly available data, approximately $1.6 billion was raised over online crowdfunding platforms in 2014. Still in the early stages, this process is sure to develop further.

Entrepreneurs and creators may look to a microdonation campaign as an easy way to raise funds while maintaining their independence. Often, winning microdonations is less about the viability of the project than it is about tapping into crowd economics. At the most fundamental level, microdonations are a way of leveraging social networks for capital. Prior to the use of the Internet, the practice took the form of a hat or basket that was passed around in church basements for the down-on-their-luck family next door. But like all other human relations, the Internet has disrupted the practice of microdonations as well.

If in the past, microdonations were granted based on a combination of proximity and emotional pull, platforms like GoFundMe and Patreon have shrunk the distance between people and amplified their emotional pleas.

A successful microdonation campaign will often tap into the ill-defined behavioral economic concept of “pent-up demand” in an effort to capture the crowd’s imagination and go viral. Many entrepreneurs build success over time and rely on transparently interacting with an audience and creating demand for their work. These entrepreneurs are often creatives who build a business out of their art or their writing. You can use these same tools to fund retail shops, video game studios, or restaurants, but your results may vary without the viral pop of artistic endeavor.

Furthermore, while there are viral campaigns, many successfully funded campaigns are only noticed by those who share an affinity for the project and participate in that micro-economy.

Here are ways to leverage some of the most popular sites.

GoFundMe

GoFundMe is a platform for individuals to petition the World Wide Web to fund personal projects. It is mostly used in emergencies — say you are unable to pay for a hospital bill — but you can also request cash for nearly everything, from paying for PhDs to breast augmentations (really!).

Should you use GoFundMe? If you think your network will help you raise enough to, say, rent your first bakery or help you buy your first food truck, then by all means, give it a try.

Remember: Successful campaigns require virality. Virality comes from the repeated exposure of your audience to your message. You will have to get hundreds if not thousands of people to see what you’re selling if you plan on raising anything more than a few hundred dollars.

We recommend a multiple-pronged approach. The first step is to gather a complete list of all of your friends and family. Begin by e-mailing them your story, with a link to your GoFundMe page. Explain in careful detail what you are doing and why you need money. Explain what they get in return (a free hot dog when they open, a free massage). E-mail them once every three days for the duration of the campaign even if they’ve already donated.

Many entrepreneurs don’t want to “bother” their friends and family for donations. Here’s the bad news: you have to. Without creating a constant and annoying presence in their minds, you won’t get their donations. If this sounds unpalatable to you for any reason, then you might need to rethink this strategy.

Next, prepare a full-court press on social media. Reach out to anyone with a following, and ask for a retweet or a share. Explain your cause and your goal, and hope they appreciate it enough either to donate or spread the word. Understand that social media has a terrible conversion rate. The possibility of getting a single donation from a thousand shares is miniscule, so you have to keep at it. Again, like regular fundraising, GoFundMe is a full-time job for a brief period.

Patreon

Patreon founder Jack Conte was a touring musician who saw how hard it was for artists to make money. He and a friend created Patreon as a way to supply monthly cash to creators around the world. It worked.

As with GoFundMe, you depend on your friends, family, and fans to support your mission. Many popular podcasts use Patreon (Figure 4.1). For example, Chapo Trap House, a politics podcast, nets $136,000 a month in donations from listeners who donate monthly.

Figure 4.1 Patreon is a great way to fund a creative business.
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A successful Patreon campaign requires you to have many, many fans. It is best for businesses that produce media or art. It can be a great way to raise a monthly income for a creative business.

Some Patreon best practices include clarity of mission and a unique offer available only to supporters. For example, the producers of the QAnon Anonymous podcast offer two different podcast tiers. If you donate to their Patreon account, they will allow you to listen to all of the episodes, including subscriber-only episodes. Further, they tease listeners by offering excerpts of subscriber-only content. They also offer wacky goals like getting the letter Q tattooed somewhere on their bodies if they reach a subscriber number. This sort of personal attention to the listener is key to their model (Figure 4.2).

Figure 4.2 Being successful in crowdfunding is about matching incentives with audiences.
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Virality

When it comes to microdonation services, be very careful about what you’re selling. If you’d like to run a GoFundMe campaign to open a restaurant, for example, be ready for a lot of supporters to ask for free food when the doors open. Further, without a wide-ranging network, it is very difficult to get a microdonation campaign off the ground.

Writer Kevin Kelly believes that you need 1,000 true fans to get something like this to work. A “true fan” is defined as “a fan that will buy anything you produce.” Kelly wrote:

These diehard fans will drive 200 miles to see you sing; they will buy the hardback and paperback and audible versions of your book; they will purchase your next figurine sight unseen; they will pay for the “best-of” DVD version of your free YouTube channel; they will come to your chef’s table once a month. If you have roughly a thousand true fans like this (also known as “super fans”), you can make a living—if you are content to make a living but not a fortune.

Here’s how the math works. You need to meet two criteria. First, you have to create enough each year that you can earn, on average, $100 profit from each true fan. That is easier to do in some arts and businesses than others, but it is a good creative challenge in every area because it is always easier and better to give your existing customers more than it is to find new fans.

Second, you must have a direct relationship with your fans. That is, they must pay you directly. You get to keep all of their support, unlike the small percent of their fees you might get from a music label, publisher, studio, retailer, or other intermediate. If you keep the full $100 of each true fan, then you need only 1,000 of them to earn $100,000 per year. That’s a living for most folks.2

The concept of true fans is not difficult to appreciate, but it is very difficult to find true fans in the wilderness of online ideas. Bootstrapping in this sense means creating content for free that is beloved by readers or viewers and then, slowly, monetizing that content. Barring that, you can use crowdfunding to fund “dream” projects—that is, hardware or software products that people actually want to buy and are willing to give up a little cash for. That said, getting people online to send you money is difficult if you have nothing to sell.

If you’re the kind of entrepreneur who can collect true fans in this manner, then by all means, give this a go. There are a number of other metrics floating around—for example, some believe you need 100,000 e-mail subscribers or 100,000 Twitter followers. What you truly need is a population that will support you to the tune of thousands of dollars, a proposition that could be daunting to first-time entrepreneurs. This doesn’t mean, however, that you shouldn’t try.

Crowdfunding

Product crowdfunding is one of the most popular ways to get a creative product, be it a piece of hardware or a book, off the ground. Crowdfunding works by giving your audience perks for preordering or otherwise supporting your work.

There are a number of crowdfunding sites dedicated to particular industries. Bandcamp has grown to fund albums developed in bedrooms and studios alike. Entrepreneurial efforts can find crowd support on websites like Crowdfunder, Indiegogo, or AngelList.

The best products to crowdfund are finite items like comics, musical CDs, or devices. A crowdfunding campaign allows you to raise enough money to produce a limited run of these products and ship them. In the case of a Kickstarter or Indiegogo campaign, crowdfunding usually aims for a specific amount of funding for a set number of products.

This book is focused on funding businesses, so how can you use a crowdfunding campaign to get this done? Interestingly, it’s become more and more simple thanks to new techniques.

First, if you just want to produce a single product—a bike light, for instance—and then sell it online, then a standard crowdfunding campaign is more than enough.

Crowdfunding has become the de facto way to fund many high-profile and exciting projects, but there is a definite trick to figuring out how to raise money and build a business at the same time.

Crowdfunding Rules

There are few basic laws to crowdfunding that you must remember. Breaking any of them puts you at risk:

1.   Create the prototype. Build the thing you promised to build. Maybe it’s a smartwatch or a comic book. Do most of the work before you crowdfund. You can fake videos and images of your product, but funders are getting more and more savvy. A campaign without a finished, working product to show is sunk.

2.   Obsess over the page. Create an amazing crowdfunding page with an amazing video. Spend some money on a designer if you don’t feel comfortable creating it yourself. Your crowdfunding page is the first and last place your funders will interact with you. It has to be amazing.

3.   Cherish (and bother) your early backers. Early backers are wonderful. Reward them with praise and thanks . . . and then ask them to spread the word and possibly donate more.

4.   Contact, collect, repeat. Create a mailing list, and contact everyone on it three times a week until your campaign is over. This sounds like spamming, and it is. But it is the best way to create virality or, barring that, exasperation.

5.   Update constantly. Add updates to your crowdfunding page almost every day. Are your suppliers helping you build? Take a picture and post it. Are you suffering a setback? Write about it. The crowdfunding process allows regular people to experience the thrill of creation. Don’t hold back.

6.   Ship on time. When you promise to ship something, ship it. You don’t always have to ship exactly on time, but there is nothing worse than not shipping at all.

Equity Crowdfunding

Equity crowdfunding is probably one of the most promising systems for raising funds available today, yet it is still the most misunderstood. Thanks to decades of financial fraud and crowdfunding failures, investors and entrepreneurs look at equity crowdfunding as a dangerous if not illegal activity. But it works, and it’s worth investigating.

First, remember that equity crowdfunding is very similar to product crowdfunding. The rules we offered above apply here, and in a way, they are even more important.

Separate from the process of fundraising for pet projects, equity crowdfunding enables you to raise a small amount of financing to supplement a business’s cash needs. In the United States, this amount is limited to about $1 million for first-time crowdfunders, but there are a number of opportunities for overseas companies to take part and raise much more. First, a little background.

JOBS Act

Beginning in 2012, with the bipartisan passage of the Jumpstart Our Business Startups (JOBS) Act, US securities regulations slowly relaxed for entrepreneurial efforts. In 2016, the Securities and Exchange Commission (SEC) published specific guidance regarding opening investment securities to the hungry masses—that is, those not only accredited investors.

Remember that in the past most investors had to be accredited. According to securities law, an accredited investor is a person with an annual income exceeding $200,000, “with the expectation of earning the same or higher income in the current year.”3 Further, you can become an accredited investor if you have a net worth of over $1 million, which means your income can be minimal as long as you have a stash of cash in the bank.

This is important because, beginning in the go-go 1980s, so called boiler rooms sold investments over the phone to unsuspecting folks who were usually retirees. These began as bond sales and ended up, in the 1990s, as organized crime groups selling penny stocks—so-called pink sheet equities that were traded outside of SEC purview—to unsuspecting buyers. Whether or not we go back to those days is still to be seen, but the rise of crowdfunding in general has made equity crowdfunding a far more interesting option than it was in the past.

The bottom line? Through a qualified third-party intermediary, such as an online crowdfunding portal or registered broker-dealer, startup businesses are granted the option to raise capital from nearly anyone.

Although the range of possible investors has expanded, the SEC still has regulations regarding how much a particular class of investor can stake in a project. For instance, there is a cap placed at 10 percent of an investor’s net worth or annual income, if both are equal to or more than $107,000. At the lowest level, the SEC limits investments to $2,200 for investors with a net worth below $107,000.

However, the SEC allows a business to engage in simultaneous crowdfunding in securities and nonsecurities investments.

The term security refers to promissory notes, common and preferred stocks, and equity interests in a number of business arrangements. Whatever the investment vehicle, however, the SEC limits the amount a company can raise to $1,070,000 through crowdfunding offerings.

The players in equity crowdfunding include WeFunder, StartEngine, and SeedInvest. Indiegogo, the product crowdfunding platform, also ran equity crowdfunding for a few years, but it has pulled out recently. Expect to pay a fee to one of these platforms to begin your process.

Now for the bad news: equity crowdfunding is expensive. The average equity crowdfund will incur about $40,000 in legal and accounting fees simply to begin to access the platform. This is not always set in stone, but historically this is a singular barrier to entry into the crowdfunding world. In Europe you are able to raise much more, but the same holds true: you’ll need money to raise money.

What are you paying for? Primarily the legal and accounting documentation required by each platform to ensure that yours is a valid investment.

Equity crowdfunding offers several benefits to both companies and investors. For founders, equity crowdfunding gives you more control over your own company. Because you are working with a number of investors, no single investor can take full control. Further, there is very little dilution. Investors see the equity crowdfund as very useful. For a small investment, they can achieve an acceptable or even lucrative return.

That said, equity crowdfunds are also considered highly risky by companies and investors alike. At this point in the funding game, only the riskiest companies take part in crowdfunding, and they are often considered bottom-of-the-barrel investments when compared to venture capital. Whether or not this is true is entirely subjective, but memories of brokers selling junk stocks to mom-and-pop investors linger.

Most equity crowdfunding investors know what they are getting into. As in product crowdfunding, there is always the possibility that their investment will see zero returns. Therefore, you should consider this a seed or angel round and eventually pursue a more formal round as necessary.

Equity Crowdfunding Prospectuses

As in each of the previous funding systems, you must create an equity crowdfunding page or prospectus. The format is similar to a VC deck, but it is obviously far more forward looking and optimistic. To convince the world to invest in your product, whatever it is, you must discuss the upside for small investors who may give you only a few hundred dollars.

The Abstract

This is usually a bulleted list of everything you’ve done. This list should include your funding to date, the revenue thus far, and your user base. As we noted before, the equity crowdfunding round assumes that you already have some sort of investment in place. We recommend addressing the following points:

1.   Your reach and user base. Real numbers, not memorandums of understanding or potential downloads. For many startups this is a showstopper.

2.   Awards or quotes from influential people in the space.

3.   Total current funding.

4.   Future goals and milestones.

The Team

The team is often the most important part of the equity crowdfunding process. You should discuss every aspect of the team’s skill and experience. Offer actual numbers and real achievements. If you don’t have anything worth crowing about, be honest. University degrees and pertinent experience are also very important.

Explain why you and you alone are the team to pull this off. People like to understand that the team they are backing has the skill and ambition to complete their mission. Their initial investment depends on that fact.

One product we looked at on an equity crowdfunding site told a very interesting story that can serve as a model for yours. Be sure to check out other projects online and see what you’re competing against. Here is their answer to “Why us?” The company is called Vampr, and they were raising a portion of their planned funding using equity crowdfunding:

There is no better team in the world equipped for this challenge. Everyone at Vampr has enjoyed a career in the creative arts. Literally everyone, including our developers.

We understand inherently that people will spend money to further their career, because we all spent a boatload of hard-earned cash to further our own. Our CEO Josh Simons has worked with everyone from Travis Scott to Keith Urban, racking up tens of millions of streams along the way. Cofounder Baz Palmer is a Hall of Fame musician. His band Hunters & Collectors reached 12 times Platinum sales and toured the world for more than 20 years.

Investors from our last fundraising round include Nick Feldman of 80’s pop band Wang Chung, and our advisory board includes former Beatport CEO and Native Instruments CDO Matt Addell.

Many of us at Vampr started off playing the club circuit and would eventually graduate to theatres and ultimately arenas. As part of that journey we had the opportunity to work with phenomenal creative minds across so many fields, from graphic designers to audio technicians, from lighting experts to marketing gurus.

We understand a creative person’s requirements at every step of the journey. We translate this to Vampr. We didn’t have to learn how to “find our audience,” to use tech speak—we just spoke directly with them.4

Notice what the team has done here. Because they are popular in the electronic music scene, they offer up their bona fides in that world. Many outside investors might not consider a successful electronic dance music (EDM) DJ a potential fit for a startup CEO so the team instead targeted their base of fans for investment. Taking a similar approach might allow you to sidestep the “social proof” aspect of an investor’s reluctance to invest.

You should also mention some prominent investors, including anyone who can convince others to hop on board.

The goal of crowdfunding is to offer enough social proof that you are exactly the team to do exactly this project for investors to feel comfortable with giving you their money.

The Product

Describe your current product, warts and all. Most crowdfunding projects are still in the prototype stage so anything past that stage is a true plus. Further, you should be willing to talk about setbacks and problems. Explain why you are raising equity, and explain why you need the help of countless investors. This goes a long way to making investors feel comfortable with your mission.

Describe all the ways you will make money, as well, even if monetization is still far out on the timeline. That said, we don’t recommend going to crowdfunding until you have revenue coming in from the current product or a bit of angel investment.

Also describe current traction and any patents and defensible aspects of the company. What is your secret sauce? Explain it as simply as possible, and tell the world why you’re the ones to deploy it.

The Story

The story is often the most important part of the prospectus. If your crowdfunding site allows for graphics and unique layouts, we recommend hiring a graphic designer and copywriter to produce this. Do not skimp on the tale you tell investors, and always include images and videos.

Again, we turn to Vampr to understand how to formulate your story:

In early 2015 musician Josh Simons called his longtime colleague and fellow musician Baz Palmer to discuss a perpetual issue facing the music industry and which had plagued the early years of both men’s careers. Whilst technology was making it easier than ever to record music, publish music, and build a fan base, it hadn’t yet solved the problem of networking and fast tracking resulting opportunities for fledgling creatives.

Sure, there were some solutions (we’ll get to that in a bit) but nothing elegant and simple. This problem needed solving, and their respective firsthand frustrations provided the requisite fuel to get things moving.

Vampr was born.

Fast-forward a few years and Vampr is now one of the fastest growing and most active networks of its kind in the world. With just one swipe our app lets musicians connect and collaborate anywhere on the planet.

Half a million people have now joined Vampr in 198 countries with our largest bases in North America, India, Brazil, and Europe. Our community has made over 4 million connections and produced hundreds of thousands of new songs along the way.

This story has it all: the origins of the team, the origin of the idea, and a promise for the future. This is exactly the sort of thing all crowdfunders must consider before they begin. Most crowdfunding efforts absolutely depend on a coherent and approachable story. Think of your startup as a superhero and this story as your origin story. Without something compelling, you’ll lose the investor almost immediately.

The Ask

This is the part where you ask for investment. Explain what you will do with the cash. Explain your burn to date—how much money you have spent—and how much you expect to spend in the future. Explain why you can be trusted with their investment.

The Risks

Finally, be realistic about the risks you are facing. These risks can include a potential crash in the markets—maybe you’re working on a fintech or cryptocurrency play—or you could be facing a massive competitor who can easily wipe you out. Also explain what has happened thus far to prevent you from completing outside equity investment. Don’t be too cynical, but also don’t gild the lily. Your investors need to know the risks associated with your company.

The FAQs

Use this section as an opportunity to lay to rest any doubts investors may have. Answer these questions and any others that come to mind. Make your answers as clear and simple as possible:

•   What does your company do?

•   Where will your company be in five years?

•   What is your exit strategy?

•   Why will you make money?

•   Can I, an investor, make money?

•   What is your market size?

•   Why do you need money?

•   How much equity will I get for my money?

•   How will you beat [major competitor]?

•   Why should I invest in you?

Finding Investors

Equity crowdfunding is, at its core, an angel investment. You cannot raise more than a few million using these platforms so you should be ready to reach out to everyone in your contact list for investment. Further, you should be ready to raise far less than you would in a traditional equity round. Crowdfunding rounds often offer about 10 percent of a company at a seed or angel valuation, which means you could potentially be giving up quite a bit on the short term. Many companies that begin with crowdfunding continue with it over time, going back for more investment as necessary. This may be your path as well.

The easiest way to raise? E-mail. E-mail your friends, your family, your former coworkers, your mentors. Never raise a crowdfunding round while working a full-time job. Your investors need to know you are 100 percent committed to your project. E-mail and e-mail again, reminding them that you will be offering them initial shares in a very promising company. There are also many micro-VCs who will write small checks for crowdfunding efforts, but the best sources of cash are successful members of your industry who are willing to work with you to build your product. Vampr, for example, worked with a number of classic rock musicians who made an investment of a few hundred thousand dollars.

Product Crowdfunding

Product crowdfunding has become an incredibly popular way for entrepreneurs to fund projects. But with its popularity comes a fight for eyeballs and wallets. Furthermore, many large well-known tech companies are now using crowdfunding to market their new projects. It can be a bit depressing to see some of these large companies getting millions and millions of dollars in backing—especially when you know these companies are also spending tens of thousands in advertising to connect with backers.

A product crowdfund usually involves building and selling a single product. This can include a book or movie, a board game or toy, or a technical product. People have crowdfunded farms and ice cream shops and some of the biggest products in the world. The Pebble smartwatch and many popular computer accessories, including gaming devices and 3D printers, received funding through product crowdfunding.

You should consider product crowdfunding a finite process. You raise funds, build your product, ship it, and then build your next product. You will only very rarely build a business out of a product crowdfunding effort, but you will be able to raise a sufficient amount to stay in business. You use a product crowdfunding campaign to raise just enough money to survive to fight another day.

The best thing? The cost of product crowdfunding is usually dependent on the amount raised. This means you pay for only the amount of money raised, usually about 4 percent. The two popular platforms, Kickstarter and Indiegogo, have streamlined the process. There have been thousands of successful campaigns on both platforms, which means supporters feel comfortable using them.

Product Crowdfunding Page

You must include amazing graphics, videos, and prototype renderings on your product crowdfunding page. Try to imbue your ask — your call to action or call for investment—with emotion, and explain to the world why you need its help. Don’t be afraid to ask again and again for what you need, and be prepared to stop and restart a campaign if you find it’s not working to your satisfaction.

You will need to spend a few hundred dollars on your crowdfunding page. If you are not a skilled web designer, hire one.

The Product

Describe what you intend to build. Don’t post computer-generated images of a product. Post physical prototypes. Tell people what they’re getting, show them in two-minute videos, and then prove to them that the product already exists.

Are you funding something that doesn’t quite exist yet? Paint a picture of the product in words and images. Show your inspirations, explain your goals, and express your desires. Why do you want to build this? Answer that question using multiple media.

The Perks

Offer tiered perks, while keeping in mind the psychology of pricing. Offer big discounts on the expected manufacturer’s suggested retail price (MSRP), even if the pricing hasn’t been officially set. Rather than $300, sell a perk for $275 or $299. Offer perks that unlock when enough people join the crowdfunding campaign. All of this encourages backers to invest and potentially invest again.

The Team

Explain why you and your team are the best people to build this product. We recommend recording a video to introduce the team at this stage. If you’re a lone creator, you’ll need to showcase your previous work and your skill at your art. Be prepared to create a few videos and blog posts to describe your skills and experience.

The Story

Describe why you decided to crowdfund this product. Explain to the world who you are, why you want to build this product, and why investors should trust you. We love to see funny or quirky graphics and videos for products. Be ready to link to outside work if you’re crowdfunding, say, a book or comic. People need to know you are capable of doing what you set out to do.

The Risks

Again, be realistic about the risks your investors face. Maybe it will be hard to build what you want to build. Maybe component prices will go up over time, or parts may become scarce. Be ready to explain why you could fail. Be honest.

Dos and Don’ts for Marketing Your Crowdfunded Idea

What follows are a few bonus suggestions for crowdfunding projects. We’ve seen a lot of products succeed— and even more fail— so your best bet is to treat a crowdfunding project like a full-time job until it is complete.

Avoid Crowdfunding Promotional Scams

When you publish your crowdfunding page, you will be e-mailed by dozens of companies promising to help drive backers. In almost all these cases, it’s either a scam, or they are just doing simple things you can easily do yourself. There are some companies that offer distribution, a plus when it comes to creating a physical product. Consider using them to gather your funders and ship to them if you find the prospect of boxing up thousands of products in your garage daunting.

Avoid Press Releases

The press release tactic is probably on every list of the top 5 to 10 ways to promote your crowdfunding campaign. We respectfully disagree. First, press releases are a fairly outdated method of reaching out to journalists. In more recent history, some of the larger press release companies have had distribution deals with some online news media. But almost no one reads press releases, and Google’s search algorithms ignore them, so there is little to no search engine optimization (SEO) value. In short, we believe they are a waste of time and money.

The best way to contact a journalist? Find a journalist who might be interested in your product and tell that person about your project. Be realistic. Explain why you will succeed. Explain why you want coverage. Many journalists refuse to cover crowdfunded products. If you find one of those, move on.

Leverage Your Video

Look at the most successful crowdfunded projects online, and you will see that almost all of them have a video. Kickstarter says that 33 percent of successful campaigns didn’t include a video. But that increased to 66 percent when a campaign used a video. If you don’t have the equipment or skills to create your own, or you don’t have any filmmakers you can ask for help, invest in outside help. A couple of great places you can look for help include ProductionHUB and FilmLocal. In most cases you can find a video person who can also handle lights, sound, and even editing.

Get Your Friends and Family to Invest First (and Fast)

The faster a crowdfunding campaign is funded, the better the chance that the crowdfunding site may feature it on its front page. Use social media, where you can add your crowdfunding page link to reach out to everyone you are connected to.

One trick some crowdfunders pull is a sort of switcheroo. They ask people with a little spare cash lying about to donate a few thousand dollars to a campaign with the expectation that they will be paid back as soon as the campaign is over. This gives the perception that the campaign is fully funded quicker than expected and could encourage people who actually want to purchase the product to trust the campaign a bit more. While this isn’t exactly completely fair, it is ethical in that it offers social proof to your viewers that the campaign will be fully funded.

Ask Friends to Promote on Their Pages

As part of your personal campaign, ask your friends—even those who won’t invest—to share your campaign on their feeds. You may have 200, and those 200 friends have friends, and so on and so forth. Facebook is the best place to spread the word with Twitter a close second.

Ask Backers to Promote Your Project

If someone has organically backed your crowdfunding campaign, then they are going to be super incentivized to help make it a success. Try and communicate, if not daily, weekly with your backers. And when you do, remind them that their support is crucial to the success of your campaign.

Create an Affiliate Reward Program

Crowdfunding affiliate marketing is a sales and marketing strategy in which you encourage others to promote your crowdfunding campaign in exchange for getting access to your funders. There are a number of services such as Kickbooster.me that make it very simple to set up an account and include affiliate links you can share. Send these affiliate links to your friends, family, and even those who have already backed your campaign.

Maintain Constant Contact

Be prepared to be annoying. Contact all your investors, and then contact them again even after they invest. Explain that you need their help to spread the word. Reach out to networks of like-minded individuals, and explain what you’re doing. Are you writing a book? Talk to writing groups around the world. Building a music product? Talk to musicians. Scour your contact list for potential investors, and never stop until they offer at least some sort of support, including but not limited to social media amplification, reposting, affiliate marketing signups, and good old-fashioned cash infusions.
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CHAPTER 5

MACROFUNDING

The most common and most commonly depicted form of funding is macrofunding. By macrofunding we mean large checks above $10,000 coming from institutions, organizations, or investors whose job it is to buy large parts of new companies. Macrofunding is what you think of when you see huge “raises” in the business press, and for many entrepreneurs it is the primary way forward to build large, complex projects. But, as you can imagine, it’s not the only way forward. Let’s explore a few macrofunding options.

Macrofunding methods usually have no ceiling when it comes to total potential investment, but they are often far harder to complete for first-time entrepreneurs. You may find yourself frustrated or even exhausted by macrofunding efforts, but this is part of the process, and, while tiring, these are tried-and-true sources of funding for countless entrepreneurs over the past few decades, if not centuries.

ACCELERATORS AND INCUBATORS

Accelerators are one of the most interesting ways to get funding. Designed as business bootcamps, they allow budding entrepreneurs to enter into a funding ecosystem with very little risk.

The differences between accelerators and incubators are so minor that, for the purposes of this book, we will treat them as synonymous.

In the theater of entrepreneurship, accelerators are like off-off-Broadway theaters or improv groups. Many are run by local investors who want to grab equity in young companies, and even more are run by corporations that are looking for talent and acquisition targets.

The first step in joining an accelerator is to create an F6S account at F6S.com. This site is similar to AngelList in that it features startup listings and potential investors. It also has a great number of accelerators listed. Most accelerators require startups to have an F6S page to submit an application. For example, the page shown in Figure 5.1 features Boomtown, an accelerator in Boulder that runs multiple cohorts including groups for web startups and hardware. F6S is funded in part by major corporations who see it as an opportunity to access companies in their infancy.

Figure 5.1 Accelerator: An MBA in a Box
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What Are Accelerators Looking For?

Accelerators often focus on a single vertical: fintech, biotech, construction, retail, restaurant, and so on. In most cases, however, accelerators are looking for something they haven’t seen before. Take a very close look at an accelerator’s current and past cohorts and see where your startup fits. If the accelerator you’re looking at has already run through a similar business, it will be vitally important to distinguish your startup from that potential competitor.

Like all investors, accelerators don’t want to pit similar startups against each other. This means you will have to differentiate yourself. In a vertical accelerator, there are only a certain number of potential problems to solve. However, the more you differentiate yourself—by playing up your “unfair advantage” or “secret sauce”—the better.

Cauldrons

Cauldrons are accelerators run by major corporations—Quicken Loans in Detroit runs one, for example. They are designed to capture young entrepreneurs and feed them into the corporation. Startups that enter through a corporation’s cauldron learn to use corporate tools and technology, become familiar with the employees, and, if their startups fail, can easily be folded into the corporation. The benefits are clear: for a small investment, the company gets its pick of a set of entrepreneurial, excited, and suddenly jobless accelerator participants.

Many accelerators are funded by big corporations, but corporations house cauldrons in their own headquarters, offer them their own HR, IT, and even catering services. The “guest” companies—local entrepreneurs who want to try something new—are given ready access to the employees of the big corporation, and then when the funds run out and all looks bleakest, key employees are recruited to work for the corporation. Many take the offer.

While this isn’t necessarily a terrible situation, it is a bit of a bait and switch. For a small price the corporation gets an injection of new ideas and talent, while the entrepreneur gets just enough cash to fail. Barring some stroke of luck, the average entrepreneur in a cauldron will have just enough fun to get sick of being a poor entrepreneur and go rushing back to the cubicle.

Should you avoid the cauldron? Perhaps not. One set of entrepreneurs we met in a midwestern state joined an interesting state-sponsored cauldron accelerator that gave out $100,000 checks. The only requirement? They had to live and work inside the city for a one-year period. The hope was that they would stay and add to the tax base. At parties the entrepreneurs would crow about how happy they were to be in that city and how amazing the people, the resources, and the town itself was. When they spoke to each other, however, the entrepreneurs had a not-so-sly plan: they would leave as soon as the term of duty was up. After all, they couldn’t hire the people they wanted in that city, and making the connection to the halls of finance in Silicon Valley and Wall Street was difficult. Ultimately, they escaped the cauldron. The state-run accelerator learned a thing or two about the effects of cash on entrepreneurs, and both parties have a story to tell. Many startups don’t escape with their skins intact, however.

Why Join One?

Accelerators are like an MBA course in a box. You will learn almost everything you need to know about building a startup, and you will meet a group of people who are on the same journey as you are. Further, they offer training and resources, which will allow you to access a network of business mentors who will help you grow from zero to minimal viable product (MVP) in a few months. Most accelerators require you to be on their premises during the program, so you should look for one that is local or in a city where you’d like to move. Many entrepreneurs use accelerators as a way to fund a move from one part of the country to another or even to jumpstart a move overseas.

You can also accelerator-hop—that is, you can jump from one to the next and get the benefits—and giving up the equity—of each experience. We’ve seen many startups do this, raising $75,000 to $100,000 per accelerator, bringing them that much closer to their goal. The downside, unfortunately, is the tendency of accelerators to ask for 10 percent or more of the company at the seed stage. This means you’ll be selling a stake in your business for far less than you normally would with a normal investor.

Why Avoid Them?

We have seen enough accelerators to know that there are a few good ones and a lot of bad ones. While we don’t want to suggest that accelerators are never a good idea—they are an educational opportunity unmatched in the startup world—we suggest choosing an accelerator in a major startup city like San Francisco, Chicago, New York, or Berlin. There are a number of smaller accelerators around the world, and you may even have an accelerator in your town. While we won’t recommend avoiding them entirely, we do have some warnings.

Accelerators promise a great deal to startups, and every few times they deliver. What this means is that your results may vary. We have also found that accelerators in smaller cities often don’t offer much in the way of funding opportunities. As we noted before, geographic location matters when it comes to fundraising. While it’s great to meet like-minded folks in your local startup ecosystem, don’t expect much in the way of funding if you go to an accelerator in Columbus, Ohio, or Nice, France, versus first-tier accelerators like Y Combinator, TechStars, and Alchemist.

Our advice? If you’ve never been to an accelerator, pick one close to home and negotiate a smaller percentage for the cash they offer. This contradicts our earlier statement, but consider it a trial run. Accelerators aren’t for everyone, and it doesn’t pay to uproot yourself and move to a big city to see if you like one.

Try out a local one, see what it’s like, and see if you enjoy the experience of working with like-minded people on big hairy problems. Accelerators usually ask you to join on a demo day at the end of the program, and you can learn how to pitch your startup onstage and to investors via this experience. You will give up some equity, but the experience of working on a product for a dedicated time is priceless.

Once you have built a product and are ready to expand, then you should reach out to accelerators outside of your city and even outside your country. We recommend applying to almost every accelerator you can find on F6S, and always shoot higher than you expect. Y Combinator startups, for example, are often considered the top of the heap when it comes to VC funding, and anyone who goes through the program usually ends up in a solid place—just ask companies like Airbnb, Stripe, Coinbase, and Dropbox.

How to Pitch to Accelerators

Pitching to accelerators is very much like pitching to early investors. Your goal is to convince them you have something unique no one has ever seen before and that by funding and bringing you into the group, they will get a piece of a big opportunity. Some accelerators also act as release valves for frustrated startup founders, allowing them to try something new with very little risk. Finally, accelerators are also ways for cities to lure in innovators, something that Pittsburgh and Boulder have learned by creating very powerful and wide-ranging accelerator networks.

Think of an accelerator as a dress rehearsal for a real business. You must be ready to take on the long, hard job of working on your startup. For many, this is a golden opportunity to try and fail multiple times.

THE POWER OF MENTORS

Finding and interacting with mentors can make the difference.

A mentor has seen it all before. Most business ideas, in theory, are the same. You are producing a product at a certain price and selling it for a little bit over cost. But within that simple equation is a galaxy of choices.

How much profit should you take? Where can you get the cheapest ingredients, be they sausages or programmers? Where do you set up shop, and whom can you trust to lease you the best possible warehouse? Whom can you trust to do your accounting? Who will sit with you for a beer after work and understand the stress you’re under?

The answer, quite simply, is your mentor. Mentors can help you in the following ways:

•   Expand your social network

•   Open doors to funders and deals

•   Recruit talent

•   Offer practical real-world advice

•   Cheerlead as you grow

Unfortunately, some mentors do none of those things. Many mentors who have already made their fortunes are quite hesitant to put themselves out there for others. We dealt with one mentor who was able to line up a number of partnerships with friends but wouldn’t go as far as ask his network for investment. Why? We weren’t ready, and he was worried he would be embarrassed. Don’t get frustrated, however. Take what you are given.

Where do you find a mentor?

Accelerators

Most accelerators have a mentorship network that is second to none, especially in the context of your local tech scene. At the Alchemist Accelerator, a blue-ribbon organization run by Stanford professor Ravi Belani, we had access to a number of mentors, including investors who made their millions and simply wanted to stay in the game. One memorable mentor was a brash software guy who ran us through the wringer. Each week he would hammer home his point: we needed customers.

“How many do you have?” he’d ask. We’d mumble in response.

“How many?”

His mentorship drove home an important point that we had missed: an investor jumps on a speeding train but wants nothing to do with one that is idling in the station.

Further, the mentors at accelerators know they’re getting a cut of your equity and so are happy to help. Having access to a top salesperson at IBM while you’re just starting out is expensive. At an accelerator, they come with the program.

Unfortunately, mentors are only as good as their network. While it sounds mercenary, mentors can help best by reducing the number of connections needed to get discounts on products or software, and they can make introductions to investors. If your mentor has no network, he or she might not be the mentor for you.

SCORE

The Service Corps of Retired Executives (SCORE) is a wonderful source of mentors. This organization, founded in 1964, pairs up retired entrepreneurs with new entrepreneurs. The organization is free to join, and it’s an opportunity for retired execs to keep their minds sharp.

What’s the best way to interact with them? Treat them like friends, and ask them about their lives and experience. Ask how they solved various problems. Humans love talking about themselves—and executives, as you might know, are humans. Prepare a set of questions for your first meeting. Give them the opportunity to open up.

Meetups

Meetups can be hit or miss, but they are important if you’re looking for fellow entrepreneurs who are in the same situation you are. Many of these entrepreneurs won’t have much more to offer than a shoulder to cry on, but in many cases that’s all you need. One of the best meetups we found was a group of CTOs in Boulder, Colorado. They met in an Indian restaurant every week to enjoy the buffet. There they talked shop and even swapped employees if they were cutting head count. It was such an amazing group that we recommend that entrepreneurs build their own CTO network locally.

Mentors are often quite simple to approach. As business owners, we have reached out to countless CEOs and business personalities, all of whom have been deeply generous with their time. One of the best ways to network is what we call value-added networking. One young practitioner of this skill we know will spend hours with important people at conferences, taking them to lunch, helping them find souvenirs, and even running errands for them. The result? He’s connected with hundreds of important people from around the world, including Steve Wozniak and Elon Musk.

Mentors can be extremely helpful. Connect with them, drink a beer (or soda water) with them, but don’t expect them to solve all of your problems. That’s on you.

VENTURE FUNDRAISING

We can’t count the number of times we’ve been asked for “VC introductions” at the events we’ve attended. In this section we’ll explore the nature of venture capital and what motivates VCs to invest.

A Few Things to Know About VCs

Here are a few things you need to understand as you begin trying to raise VC funding.

VCs Are Looking for a Sure Thing

Understanding this core truth will go a long way in preventing frustration and anger. All hope isn’t lost, however. Even if your business isn’t “running,” telling a VC a story that persuades them that you can succeed and they are sure to make money will suffice.

Imagine a potential restaurant investor. You should go to that investor at two times during your life cycle. If you are a new chef on the scene, the first time you should approach the investor will be after you have a going concern—after you’ve slung your one thousandth pizza or served your one thousandth beer. The investor will see that you are small and growing and will give you cash to help you grow further.

The second time an investor will write a check is if you’re a famous chef and you want to start a surefire eatery. But beware: if you approach the investor with an idea that is clearly outside the realm of your experience and skill, you’ll probably find yourself leaving empty-handed.

It is very rare for VCs to fund new businesses at the idea stage. Barring locations like New York and San Francisco, you will find it is far easier to build a revenue-generating business than raise money from a VC. Venture capitalists often have a narrow range of focus, and they prefer companies that are familiar to them. Your goal then is to search for a VC that matches your business and not match your business to a VC.

Many VCs You Will Meet Can’t Make Decisions

You will find yourself in multiple meetings with VCs who will sit quietly with you, nod, ask a few questions, and then, a few days later, say no. Here’s how modern VCs work.

There are two types of investors in a fund. There are general partners (GPs) who operate the fund and take a management fee of 2 percent from the other partners called limited partners, as well as a 20 percent cut of the profits. Limited partners (LPs) put money into the fund, but they are hands off. They expect the general partners to do all the hard work.

General partners often hire associates who are the ones who take all of the meetings. These associates are most likely the people you’ll be talking to. Every Monday or Tuesday all of the general partners and their associates come together to decide on investments. Associates will bring forward their list of interviews, pitching each one just as you would have pitched them. But, like a game of telephone, the energy you initially shared with the associate is filtered through the eyes of the jaded GPs. They will ask if all the boxes are ticked off—a running business, a sure thing, a big name—and they’ll become more and more bored as they listen to the pitches. Then the next associate brings her startups, and the next, and the next . . .

The chance of surviving that filter is miniscule. Barring a direct interaction with a high-up GP, you’re almost guaranteed a no. In fact, if you do meet with GPs, they will send you back down to the associates. This leads back to our main point regarding VCs.

VCs Have an Agenda

VCs know you’re a first-time founder, and they have ideas about how to staff and even sell your business. VCs are looking for deals—that is, situations that will make them the most money. This means that if they meet someone who is in need of your services, they will pitch you to that person. Further, if they see a way to sell your company to another portfolio company, they’ll probably try to organize the deal. VCs, except in certain situations, are out to maintain their fiduciary responsibility to their investors.

You’ll Get VCs When You Don’t Need Them

The awful thing about building a business is what happens after it’s running. You’ll have suffered for months or years, building and rebuilding. You’ll have fights with partners, mornings spent groveling for investors, and exhausting nights staying up wondering where your next meal is coming from. Then, when you reach that elusive turning point and start getting real attention and revenue, you’ll find yourself inundated with VC requests.

At that point, you can play VCs off of each other. Don’t be afraid or ashamed to do this. After all, they weren’t there when you needed them most.

If it seems we’re being needlessly harsh, it’s because of our experience and multiple interviews with founders around the world. We’ve learned that VC contacts are usually less valuable than they seem to beginning entrepreneurs. There is no benefit in alienating VCs early in your journey, but they deserve far less interest than the current tech and business press gives them. By the time the average VC—and we mean the average VC outside a certain group of visionary investors who are playing a long game with founders and technology—gets around to writing a check for your company, you’re probably already in a position to call the shots.

Finding a VC

Our dire warnings probably won’t stop most of you, so here’s a bit of information on finding and contacting VCs. The first step in finding a VC is to check out AngelList, a website that offers a detailed listing of investors, from angel to seed to institutional. These investor listings include interests and experience, and it behooves you to find investors who have founded companies similar to your own because this will ensure that they will understand your pitch when it comes over the transom.

Create your own list of 10 VCs with whom you’d like to speak. E-mail them from your business e-mail, and simply ask for a moment of their time. Repeat this process three times, and then scratch them off your list if they don’t reply or they reply that they aren’t investing at the time. Interestingly, many people add themselves as investors on AngelList simply to hear about new ideas.

Many accelerators also offer lists of VCs who are friendly to founders. Do not spam these lists. Do your research. Sit down with your cofounders, and look up every name on every list. Understand whom they’ve invested in because many won’t invest in competing companies to those already in their portfolio. Having to explain why you’re different or better than a competitor never works as well in an investor pitch. Finally, understand what stage they prefer. Angel investors are rare but exist, while any company with a Sand Hill Road office—or your city’s equivalent—is looking for a company already in the growth stage.

One founder we spoke to created a simple spreadsheet, shown in Table 5.1.

TABLE 5.1 A Simple Spreadsheet to Keep Track of Information About Investors
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This spreadsheet holds most of what you need to know about an investor. The important field here is the ask—that is, the amount you asked for at the end of the meeting. This ask can be your entire raise or just a portion, but don’t forget—ask. Too many founders squander VC opportunities by being too shy to ask for cash.

Other founders prefer to create detailed dossiers on investors, and, if you find a good mentor, many founders will share those dossiers. But remember, VCs are humans, just like you. They don’t want to be placed into boxes or treated like numbers on a spreadsheet. Raising is equal parts analysis and salesmanship.

SAFE Notes

Many investors will ask for a simple agreement for future equity (SAFE) note. SAFE notes act as loans that can eventually be turned into equity at a discount. You should be familiar with these notes as you move through the process.

We are not lawyers. Every startup will eventually need a lawyer to manage contracts with employees, owners, and investors. That said, every founder should understand the SAFE note as it pertains to basic fundraising.

A simple agreement for future equity note is a version of the convertible note, which is a type of contract that converts an investment into equity at a set time. The SAFE note, created at Y Combinator, is aimed at allowing startups to take in investment without much negotiation. SAFE notes have no negotiable aspects except the valuation cap. The notes can eventually convert into equity shares, and they do not accrue interest, thereby saving founders cash in the long run.

SAFE notes usually include a discount, which is a percentage that the investors will receive off of their converted capital investment. The notes also include a valuation cap, which further controls the investors’ upside.

Finally, SAFE notes feature a 2X payout as well as an equity conversion if the startup is sold.

A SAFE note requires you to file as a C corporation rather than as a limited liability corporation (LLC). Consult your lawyer regarding the differences in responsibility and taxation. Filing as a C corporation could stop some startups that began life as a simple LLC.

The legal site UpCounsel cites a number of reasons for picking a SAFE note, including simplicity, general acceptance, and flexibility.1 It is a very useful vehicle for beginning startups to raise money.

VC Decks

Decks are the lingua franca of the startup world. We recommend sending a 10-slide deck that we will show you how to create in Chapter 13. We don’t recommend sending a longer deck to “brand-name” investors because they often make their decisions quickly, accepting or passing based on the first few slides.

Use a service like DocSend to store your decks and to send links to decks to potential investors. DocSend lets you see who is reading your deck, how many slides they looked at, and what parts they found particularly interesting. This data helps you refine your deck.

When contacting a VC, send a link to your deck only after making initial contact. Never include the deck in an e-mail. Many spam filters will stop them. And never send a deck before your first meeting. Never embed a deck in an e-mail unless you’re certain the VC is computer savvy.

Funding Pitfalls

Funding can eventually destroy a founder’s equity in her own company. As VC investors come aboard, they will try to get the best deal possible for their investments. This means they will argue about valuations, and, in some cases, they will take nearly half of your company in exchange for their early, potentially paltry investments. If this doesn’t sound fair, then you’re probably looking at the wrong kind of investment.

We’ve seen multiple situations in which founders have angered VCs by pivoting or changing direction and as many situations in which investors asked—and sometimes forced—founders to pivot. Investors who believe they have control over your business are dangerous to you and your cofounders and definitely dangerous to your company.

Go slow. Finding a VC is like finding a life partner. The good ones will have your interests at heart; the bad ones are distant or are in it for the money.

INITIAL PUBLIC OFFERINGS (IPOs)

There is some opportunity in the initial public offerings (IPOs) space that is worth exploring. While we don’t want to go too deeply into this model, some businesses can literally go from zero to IPO in a few months, thanks to new laws in countries like Australia and Canada.

These quick-starting IPOs are primarily for companies with low capitalization, and many involve “backing into” a company that is on the stock market but is not actually running. For example, a software company can back into a logging company in Toronto, take up its listed shares, and resell them as its own. This gives the logging company some liquidity, and it gives the software company access to the equity markets.

Again, this process is far less common than any of the other techniques we outline here, and you should consult both a lawyer and a listing partner in the country in question before proceeding. Because it is a rarely used method, we do not recommend it for beginning entrepreneurs, but if you’ve tried everything else, it could be useful as a last resort fundraising effort.

INITIAL EXCHANGE OFFERINGS (IEOs)

We’ve been talking about a number of very traditional funding ideas, but the most interesting—and newest—involves cryptocurrencies. Like crowdfunding, token funding or token sales—aka initial coin offerings (ICOs) aka initial exchange offerings (IEOs) aka security token offerings (STOs) aka token sales—is often the most deeply misunderstood. However, we would wager this funding idea is the most important.

Why?

To begin, let’s define these things as what they truly are: token sales. Tokens are units of cryptocurrency that can be transacted at any time, similar to equities. We’ll describe these things in this section, but also understand that the name initial exchange offering (IEO) could change at some point, and the process could change in the next few years if not the next few months.

These methods have all the hallmarks of equity investments yet are fungible. This means that investors can remain liquid at all times, buying and selling what are called tokens on the open market. Like stocks before them, tokens entitle the owner to certain privileges. This can include equity or access to a special function within your company or even part of a real estate transaction. Imagine being able to sell a millionth of your company or one square foot of a building, and you get the general idea.

Cryptocurrencies have recently made quite a splash in the startup world, but, as with any new well-hyped trend, there is a great deal of noise and not much signal. However, we believe that security tokens, created in the form of initial exchange offerings, are the future of startup funding.

There have been hundreds of IEOs around the world, and we believe IEOs are the best method for raising cash outside of the major tech and business cities. Like crowdfunding methods, IEOs require networking and persistence, but they can help raise more than enough seed capital to keep you afloat.

Further, the number of IEOs is growing. But, like all new funding models, there are a lot of moving parts and many, many caveats.

But they are working.

“ICOs have proven to be a valuable new funding method especially for early stage tech projects,” according to entrepreneur Lars Olsson. “In fact, as the numbers show, ICO funding has recently overtaken the traditional Angel and Seed Venture Capital business. In the first quarter of 2018, ICOs raised over $6 billion from investors compared to a volume of $2 billion from early stage venture capital.”2

There is a lot to unpack here, we know. Let’s take it one step at a time.

What Is a Cryptocurrency?

To begin, let’s talk about cryptocurrencies. Cryptocurrencies are unique, cryptographically generated objects that hold value. Bitcoin, the simplest of the cryptocurrencies to understand, is a user-generated banking system. Just as banks have networks, accounts, and ATMs, the Bitcoin Network re-creates all of these aspects of modern banking but without governmental oversight or control.

Imagine a network of you and your friends. All of you hold special computer files that can be separated into small chunks and e-mailed across town or around the world. Each chunk is worth something, say, a single penny. But every time you send a penny to another friend in your network, the rest of the world has to trust that you and your friend actually made the exchange. Some of these friends might not trust you two, after all. Some of these friends act as supervisors on the network, and they perform the job of confirming that your collection is now smaller and your friend’s collection is now bigger. If enough of these confirmations go through, all of the friends are satisfied with the transfer.

To be clear, the banking industry performs many of the same roles as just described for cryptocurrency. But in the banking industry, there is implicit trust, or at least the suggestion of trust. If a bank goes rogue and starts faking bank account information, the world has no way to know instantly that the bank has done so. If a friend in our network goes rogue, everyone knows immediately.

Cryptocurrencies exist outside of the traditional banking system. Banks are using them in order to experiment in this new space, and the technology, blockchain, is being actively used to confirm transactions around the world. But cryptocurrencies are a thoroughly modern and bank-resistant technology.

Now imagine that those chunks are not pennies but pieces of equity in a company or a square foot of real estate or a megabyte of storage space. The value of these chunks—called tokens —can go up or down depending on profits. In some cases, the chunks can act as poker chips within a company, allowing customers to trade with each other without using the banking system. Imagine a shipping company that needs to pay multiple vendors around the world but doesn’t want to deal with exorbitant money-wiring fees and you get the idea.

Tokens can also act in a special function within a company. Maybe they are used to pay for advertising space or to connect two buyers and sellers. Or maybe they are used to keep track of winnings in an online game. In any case you can see some sort of usability, or utility, in these tokens.

Because token sales are brand new— the first tokens were quite literally minted in 2014—they have only recently become mainstream. Further, a massive boom in late 2017 led to a crash in 2018 that made the concept unfashionable. However, thanks to advances in regulation and technology, they have finally become interesting again.

We will admit freely that this section of the book is deeply untested and constantly evolving. While we wish there were a simple method for running a token sale, thus far every startup has had to essentially go it alone. That said, we have researched the current IEO market, and we hope that this information helps you springboard your token funding efforts.

Token sales are, quite simply, a process of generating and selling a new cryptocurrency. These used to be called initial coin offerings (ICOs), and they took place outside of the exchange ecosystem. Because tokens can be created and destroyed at will, users often created millions of them and sold them to speculators who worked hard to drive up the price until they could exit. We’ve met a few entrepreneurs who tried this method, and the results, while often spectacular, were short-lived either due to regulation or the vagaries of the market. Companies that “raised” $40 million overnight are now worth hundreds of thousands.

Now, however, there are initial exchange offerings (IEOs). These are sales backed by an actual cryptocurrency exchange, which means that the tokens you buy are immediately available for sale on the partnering exchange. Note that this often costs a large percentage of your tokens. As one token creator said, it takes $5 million to raise $10 million. Think about “going public” on an exchange—the Nasdaq or NYSE—but instead of a bell ringing and other financial fanfare to announce your arrival, you simply pop into existence on a participating exchange.

By connecting the best of crowdfunding with the simplicity of token sales, IEOs can raise cash in seconds and even massively pump up current token offerings. Sergey Baloyan wrote about IEO secondary markets for Hacker Noon:

At the same time, the excitement among investors and traders is understandable — after the token is publicly traded, a huge number of those who did not manage to buy them during IEO begin to buy them on the secondary market, which often sends the token to the long forgotten “to the moon.” One of the latest examples is the TOP token, which at the time of listing on the Huobi exchange after IEO (on Houbi Prime platform) reached a profit of about 250 percent of the price during the first sale round (which ended, by the way, in 7 seconds).3

While the details change from startup to startup, the minting process involves building a smart contract on the blockchain and then generating and ultimately selling the resulting coins. The process usually involves legal fees, qualified investors, and a final public sale on an exchange that agrees to “launch” your token onto the market.

Legalities

As we mentioned before, equity crowdfunding is legal up to a point. The token economy, however, rarely looks to regulation unless the SEC is knocking on its door. That said, we are going to assume you wish to remain on the right side of the law. If you don’t, you risk helping destroy one of the most promising funding platforms in history.

In the United States, IEOs must be registered. The SEC’s associate director of the Division of Corporation Finance and senior advisor for digital assets and innovation, Valerie Szczepanik, has noted the following:

Most obviously, cryptocurrency trading platforms seeking to list these tokens for a listing fee or bring buyers to the table for issuers are probably engaging in broker-dealer activity. . . . If they are not registered, they will find themselves in trouble in the United States, if they have a US issuer or US buyers, if they are operating on the US market.4

What does this mean? In short, it means that exchanges will have to begin doing the heavy lifting associated with getting licensed to sell tokens online. Binance, for example, created the LaunchPad platform to do just this, and they have estimated that they organized over $175 million in IEOs in 2019 alone.

Tokens must pass or fail what is called the Howey Test. This test, created in the 1940s, states that a token is a security if an investor “(1) invests their money; (2) in a common enterprise; (3) with an expectation of profits; (4) based on the efforts of the promoter or a third party.”5 Therefore, most tokens would be considered securities, and securities law is far more stringent and protective than cryptocurrency law.

Before doing anything, even with a reputable partner, you will want to reach out to your local SEC office to discuss what you are building. The paperwork alone can be enough to exhaust most entrepreneurs. In short, the SEC sees a token sale as the equivalent of running an IPO but without the benefit of big-pocketed bankers. Further, there is very little clarity about IEOs in Europe and Asia, so many entrepreneurs are simply letting fly with their best efforts. The result? Some successes and many more failures.

How to Run an IEO

An entire industry has grown up around the process of token sales. This means there are plenty of people willing to take your money or tokens in exchange for white paper writing, token creation, and marketing and PR. You should take them up on their offer.

IEOs are expensive. They require a team to pull off correctly, and simply hoping that your IEO will work without outside influence is very dangerous. At best it will be a dud, and at worst you will run afoul of securities law. Here are a few high-level steps to prepare your IEO.

Think Like a Crowdfunder

The IEO is very much like a crowdfunding project, but instead of offering equity or stock, you are offering tokens. This means that this equity is fungible and salable on multiple markets around the world as soon as it launches, allowing people in Asia to invest in companies in Belarus and Canadian companies to dump cash into a French company. Therefore, you have to think about what best represents a project that global backers would support.

Describe Your Product

Your product must be a tech product. It is wildly difficult to tokenize an ice cream stand or a restaurant. It is not impossible, but we wouldn’t recommend it.

Most tokenized companies use the tokens as an internal system for paying debts within the organization. Gaming companies, for example, have created tokens that act as both investment vehicles and virtual poker chips, and the price of these tokens goes up or down based on the vagaries of the markets.

What products work best? We’re sad to say that the most complex and strangest products, at least from a financial standpoint, are the ones that get the most attention. While there are plenty of “simple” IEOs out there, the projects that aim to solve a big problem in finance, inequality, or economics usually wins. Further, high tech usually trumps all other comers. Don’t try to create an IEO for a dating app, in other words, unless you can somehow connect it to quantum computing.

Gather Your Team

As with crowdfunding campaigns, your team must be top-notch. The social proof associated with an experienced CEO, PhD-laden CTO, and financially minded COO is absolutely key. Further, you must show growth and traction before launching your IEO. Having a “test net” or beta version available to show off to potential investors — and a presentation to go with it— is key to gaining global interest. IEOs attract the highly technically savvy. You have to exhibit a similar level of savvy or you will be sunk.

Outline Your Financials and Tokenomics

Baloyan offers an interesting look at how much you can raise in an IEO. Gone are the days of $40 million seed raises while jetting around the world. Instead, Baloyan believes $5 million is the new cap, and most entrepreneurs should heed this:

Now the average hard cap of projects that go to IEO rarely exceeds $5 million. And with the increase in the number of projects willing to raise investment in this way, this figure will decrease. Any figures (both soft cap and hard cap) need a very clear and understandable rationale. In addition, we mustn’t forget that tokens are often sold in combined rounds, and only a certain part is allocated for IEO, the remaining parts will be sold in private and public rounds, which must be calculated and reflected in the tokenomics of the project.

At its core, tokenomics is simply the dispersal of tokens based on various aspects of the sale. For example, you can mint 5 million tokens and set a valuation of $5 million. You can then sell 3 million tokens for $1 each in an IEO—a high number, to be sure—and keep 2 million for founders, employees, and company requirements. If the token price goes up due to demand or improvements in the tech or revenue, then you can either create and sell more, just as you would equities, or keep the current tokenomics forever, hoping that the price won’t fall below the initial price.

Engage in Marketing and PR

IEOs exist in a strange middle realm between crowdfunding and equities. The SEC has a number of rules for IPOs, including rules calling for a quiet period during which the company cannot sway the market with marketing or commentary. IEOs have no such rules . . . yet.

You must market your IEO. Unfortunately, this is extremely difficult right now simply because the big players in online advertising have shied away from that sort of advertising. The reason is that IEOs are often too risky, and, because you are advertising a financial product, marketing it could put the advertiser in legal danger. As a result, marketing is usually focused on content creation sites like Medium and press outreach. This means you need a content marketing plan in addition to some form of user and developer outreach.

Don’t try to do it on your own. Hire a PR company for your IEO. There are a number of solid ones that have spent decades in the tech industry. Be ready to pay five figures a month for a good PR team that understands the IEO concept.

Write a White Paper

IEOs usually require white papers rather than decks. White papers resemble scholarly documents in some ways, and they are akin, to a degree, to financial prospectuses. The goal of the white paper is to outline the following points:

•   Problem: What is the problem you are trying to solve?

•   Solution: What is your solution?

•   Business model: How will you make money?

•   Competitors: How will you beat the competition?

•   Tokenomics: How will you lay out your token sale?

•   Team: Who built this product? Why are they special?

•   Advisors: Who are offering you advice and marketing help?

•   Q&As: These are frequently asked questions about the product or project.

•   Conclusion: Why should someone invest?

Modern white papers are getting more and more graphics heavy, so be ready to spend some time designing a paper that looks more like a presentation than a scholarly document. That said, these prospectuses are what can make or break your project. Investors, especially the tech-headed ones, will read your white paper and poke holes in it online. Be sure to run it by your advisors, spreading it far and wide.

Because white papers are so long, we are unable to walk through one in this book. That said, you can easily find many white papers for ICO, STO, and IEO projects online. Use them as a basis for your own. We recommend working with a professional white paper creation group as they have probably been writing these in some form since 2014.

Prepare Collateral

You will also need a website, a one-pager, and a pitch deck. A one-pager is simply a brochure about your offering. We recommend building something like the example shown in Figure 5.2.

Figure 5.2 Sample One-Pager for GoToDoc
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You may include your tokenomics in this one-pager, and be sure to feature your entire team prominently.

Seek a Legal Opinion

Finally, you need a legal opinion. This isn’t quite as simple as a get-out-of-jail-free card, but it is darn close. Basically, it is a lawyer’s statement that finds that your sale is consistent with SEC regulations and says that the exchange you are working with has maintained stringent controls. An IEO without a legal opinion is a ticking time bomb. Expect to spend six figures on this documentation.

The Bottom Line

Please be careful. The value of IEOs—or whatever they will be called in the next few years—is clear. In a world of self-driving cars, for example, tokens will be passed between robotic vehicles to buy faster access to the roads. In the world of gaming and gambling, tokens are already being used as alternatives to game chips, and these chips can actually be spent in real life. And every day, countries like the United States, Japan, and South Korea are creating new ways to raise funds via token sales.

That said, this is still an experimental process, and you should ensure that everything is legal and aboveboard. Further, if you expect to fail for any reason, stop right now and try another method. The exit scam—the process of shutting down a company and stealing all of the token cash—is fairly common, and it stains the vision of the token sale completely. Governments regulate to protect investors from crooks.

Whatever your opinion on the crookedness of those regulators, it’s still a framework in which we must work.

Ultimately, we wanted to share this concept with you because it might be of use. How you use it is entirely up to you.




[image: images]

CHAPTER 6

VALUATION

When you’re talking to investors, you need to be prepared to answer two simple questions:

1.   What is your business worth now?

2.   What is it going to be worth in the future?

The answers to those questions determine what is called the valuation for your business.

The newer your business is, the fewer tangible metrics you’ll have with which to compute present and future values, which means that you’ll necessarily be in the realm of estimating and guessing. But that doesn’t mean that your answers can be arbitrary or wishful thinking.

Many factors come into play, including the type of business, your geographic location, and the experience of the founders. Startups in Silicon Valley have bigger valuations than startups in Wheeling, West Virginia, and many factors pull down European and Asian valuations well below expected numbers. Investors, if they’re savvy, will look at businesses the same way they look at watches in a duty-free shop: the real bargains are found further from the streets of power and prestige, and there are plenty of diamonds in the proverbial rough. You’ll also note that this is good news if you have a great business in a place where valuations are desirable.

In this chapter we’ll examine three different ways of estimating valuations and show which method is best for your method of fundraising.

GEOGRAPHICAL FACTORS

Let’s begin with some baseline valuations that investors like to assign to startups in various places. For example, Alchemist Accelerator in Palo Alto suggests offering a valuation of $8 million as soon as you join the accelerator. Why? Because all of the other companies that went through the program set their valuations at that point. Investors have come to expect that number immediately, and this number— which is wildly high for a startup — is one of the perks of joining the accelerator.

Other parts of the world have different valuations. If you’re not familiar with startup valuations, then these numbers will be quite alarming. Rest assured that you will probably never have to worry about these numbers after initial investment. If you’re successful, you will receive bigger and bigger valuations—prices at which investors believe you will sell to make them rich. Valuations also might be different for businesses like restaurants and nontech endeavors, and, more important, investors will expect more for less money.

Table 6.1 is a very rough estimate of recent valuations, as well as a ballpark figure for a business with no revenue—that is, a company that is just an idea and not currently selling anything.

TABLE 6.1 Rough Estimate of Recent Valuations for a Business with No Revenue
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Remember, these numbers are just estimates and will change. Valuations tend to rise over time, and there are often periods of rapid rise during particularly cash-rich years.

The way to use Table 6.1 is to assume that this is the base valuation for your area and that you can add or subtract amounts based on various factors including founder experience, product readiness, and revenue.

HELPFUL VALUATION METHODS

These three methods of startup valuation are important because they will be used against you. By understanding these methods, you can understand how VCs see you in the aggregate. In person, they may claim to love your vision and your idea, but when they meet during their partner discussions, you become a number on a scale. Increasing that number gives you a better chance of raising capital. Further, these methods show the valuations an investor will expect versus the valuation you have assigned.

When you use these methods, we encourage you to be realistic with your assessments. In the first method, for example, you are asked to compare your “score” with other companies in the space. If you have an amazing founding team with extensive experience in the space, you should aim high. If you know, however, that you are lacking in any one thing, be sure it is reflected in your assessments. It will engender trust in investors.

There are other valuation methods in startup land, but these are the ones we found most helpful.

Scorecard Method

The Scorecard was created by Bill Payne in 2001. It is also called the Benchmark Method.

You begin by ranking, against 100 percent, a startup’s traits:

•   Strength of the management team: 30 percent

•   Size of the opportunity: 25 percent

•   Product and/or technology: 15 percent

•   Competitive environment: 10 percent

•   Marketing and/or sales channels and/or partnerships: 10 percent

•   Need for additional investment: 5 percent

•   Other factors (customer feedback, and so on): 5 percent

Say, for example, the company has a great management team (150 percent over the norm) but poor technology (75 percent compared to competitors). You can fill out all of these, giving rankings above and below 100 percent. Then you chart them out and multiply them by the weights. After that, you add up the factors. Table 6.2 shows an example.

TABLE 6.2 Scorecard for the Benchmark Method
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Assuming a regular, expected premoney valuation is, say, $3 million in a certain city, we get a valuation of $3,352,500, which is $3 million multiplied by 1.1175.

The Scorecard Valuation is useful because it shows you all the holes in your plan. Is your team unprepared? You get hit. Is your technology amazing? You get rewarded. You should run your business through the scorecard whether or not you know if your investors will be using it. It will show you what you may have missed along the way.

Berkus Method

The Berkus Method by Dave Berkus is a checklist-style valuation system that takes into consideration the most important factors for a startup.

“Years ago, confronted with the same conundrum, in the mid-1990s I came up with a method of assessing the value of critical elements of a startup without having to analyze the projected financials, except to the extent that the investor believes in the potential of a company to reach over $20 million in revenues by the fifth year of business,” wrote Berkus. His method is surprisingly basic. It assumes five factors can each add up to $500,000 to a company’s prerevenue value, as shown in Table 6.3.

TABLE 6.3 Dave Berkus’s Valuation System Checklist
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For example, a company with no prototype would fare far worse than a company with a prototype, and some companies with poor management teams would fare worse than companies with solid teams.

You may note that this method gives a maximum valuation of $2.5 million. You may add this, depending on your location, to the average valuations in that area. For example, a startup in Columbus, Ohio, has a baseline valuation of $3 million. Using this method, you may add, say, $1 million if your company has a good management team and a solid prototype (which are worth $500,000 each).

Risk Factor Summation Method

The Risk Factor Summation Method is another Bill Payne solution that takes into account risk factors associated with startups:

•   Management

•   Stage of the business

•   Legislation and/or political risk

•   Manufacturing risk

•   Sales and marketing risk

•   Funding and/or capital raising risk

•   Competition risk

•   Technology risk

•   Litigation risk

•   International risk

•   Reputation risk

•   Potential lucrative exit

The system rates each risk as follows:

•   +2 very positive for growing the company and executing a wonderful exit

•   +1 positive

•   Neutral

•   −1 negative for growing the company and executing a wonderful exit

•   −2 very negative

Add $250,000 for every +1, and subtract that amount for every −1. A neutral assessment changes nothing. If the average valuation in an area is $3 million and this method nets $750,000, then the valuation would be $3.75 million.

Because this considers risks versus rewards, it is a more efficient method for risk-averse investors. It also casts a hard, bright light on your startup, something you should be doing regularly.

A FINAL WORD ON VALUATIONS

For most startups, valuations aren’t real. You won’t be able to sell your company for $3 million as soon as you start it any more than you’ll find an investor at a valuation of $10 million on day 1. Valuations keep things fair for both parties and allow for businesses and investors to communicate about their goals using generally accepted and reasonable benchmarks.
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CHAPTER 7

DILUTION

Fundraising is the process of selling parts of your company. For example, it lets investors take part in the profits of a company not by becoming an active, day-to-day partner but instead by letting their money do the work. Raising money will reduce the amount of money you make from a business in the long run, and it will reduce the amount of money you get when you sell the business to an interested buyer.

“This is a subject near and dear to entrepreneurs, maybe the dearest subject of them all. Founders start out with 100 percent of the company, and every time they raise capital and/or issue stock and options to their management team, that number goes down,” said Union Square Ventures’ Fred Wilson.

SELLING EQUITY

The process of selling equity (or shares) results in dilution. For example, when you start a company with a cofounder, you usually split it equally—50/50, say. When you are ready to raise money, you each sell a percentage—20 percent or so at a certain valuation, which should be $8 million if you’re in the Valley, and far less if you’re elsewhere. This means you are selling 20 percent of your company for $1,600,000.

Each time you sell parts of the company, you lose a percentage of equity—unless your valuation goes up. If your valuation goes up, then your equity and that of your investors and the owners is diluted based on the rise. What’s the easiest way to think about it? Here’s a simple example.

When you and your partner start your business, you have 1,000 shares. Each of you receives 500, and, at this point, these shares are worth nothing except your limited valuation of, say, $1 per share, which makes your equity worth $1,000. Table 7.1 shows a sample capitalization table, or cap table, at $1.

TABLE 7.1 Sample Capitalization Table at $1 per Share
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Fast-forward a few months. You and your partner have received a valuation of $10,000 from an investor who is excited about the company. Those $1 shares are now worth $10. At this point we have two options.

You can sell some shares from your own piles—say, 100 each—and get $2,000 in capital for the company. The number of shares you and your partner own has fallen, but they are worth much more. Table 7.2 shows your cap table now at $10 per share.

TABLE 7.2 Updated Capitalization Table at $10 per Share
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Instead of giving up shares, however, you can issue twice as many. This means the per-share price goes down to $5, but it is still more than you started with. The founders now own 25 percent of the company each, but their shares are worth more, as shown in Table 7.3.

TABLE 7.3 Updated Capitalization Table at Twice as Many Shares at $5 per Share
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Creating and maintaining a cap table is a key skill for any entrepreneur. Understanding exactly when an investor came into the business and at what price will help reduce headaches down the line, especially when you sell the company. Further, understanding the right dilution strategy is also an art in which you should become exceedingly strong.

Now let’s do something a little more interesting. Imagine a scenario in which you’ve laid out your business in a way that investors like to see. This means setting aside 50 percent for investors and 20 percent for future employees. Your cap table will look more like the screen from OwnYourVenture.com, shown in Figure 7.1.1

Figure 7.1 Most cap tables start out simple with a few founders.
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We then move into a new round where $7 million has been invested and the valuation has risen to $17 million, as shown in Figure 7.2.

Figure 7.2 As valuations grow, a founder’s equity is worth more.

[image: Images]

You’ll notice the founders each own less of the company and investors own far more. Further, the options pool is shrinking, which means future employees will get less of the company when they are hired. At the end of the road, a company is often owned more by investors than by founders. This is why dilution is so important.

Assuming a company can be sold at this valuation, the founders will walk away with $1 million each, and the investors will make their money back and then some, as shown in Figure 7.3.

Figure 7.3 Cap tables change over time as founders lose more equity.
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Failing to plan for it could allow the founders’ equity to shrink even further.

HOW TO PLAN YOUR FUTURE

Many founders will be offered shares for employees or later cofounders. Our rule of thumb is simple: in that case, the equity comes out of the original founders’ (or multiple founders’) allotment.

We recommend creating a cap table that looks something like Table 7.4.

TABLE 7.4 Recommended Capitalization Distribution
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Notice we’ve added advisors to this mix. Advisors will usually work for or with you for a small amount of equity. We recommend maintaining this percentage over time, although later you will need less equity for advisors. You’ll also notice that the founders retain 50 percent—increase it to 51 percent if you’re worried about losing complete control—and you should offer new high-level employees about 1 to 2.5 percent each and C-level hires about 3 to 5 percent.

These aren’t hard-and-fast rules, and they will dilute your stake. That said, it’s common practice in startup funding.

Fear not: when it’s time to start diluting, you’ll get plenty of advice from lawyers, investors, and cofounders. Ultimately, dilution “embiggens” the total pie available to split among the founders and investors. That said, some investors may push back. For example, consider this, from Barclay Palmer on Investopedia:

Many existing shareholders don’t view dilution in a very good light. After all, by adding more shareholders into the pool, their ownership of the company is being cut down. That may lead shareholders to believe their value in the company is decreasing. In certain cases, investors with a large chunk of stock can often take advantage of shareholders that own a smaller portion of the company. . . . But it isn’t always that bad. If the company is issuing new stock as a means to boost revenue, then it may be positive. It may also be doing so to raise money for a new venture, whether that’s investing in a new product, a strategic partnership, or buying out a competitor.2

For further information on dilution, we’d recommend reading Brad Feld’s Term Sheet Series on FeldThoughts (feld.com). Feld is a long-time investor, and he breaks down this complex idea to its component parts. That said, experience is often the best teacher, and, whenever you feel lost or concerned, double-check the term sheet math with someone you trust.
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PART II

FINDING THE RIGHT FUNDING MODEL FOR YOUR BUSINESS
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Businesses are as unique as snowflakes, but we hope they don’t disappear quite as quickly. Some businesses require up-front capital—resources like supplies, stoves, plates, and drink dispensers—and some businesses can bloom in your spare time. Some businesses eat up your entire day, and some take a few hours every night. Some businesses generate cash automatically, like magical ATMs. Every business is different, and it helps to have a broad understanding of every type of funding vehicle available to you. While venture capital (VC) is the most popular model, there are plenty of other ways to raise cash.

Defining your business will define your funding model. In this part of the book we will explore the various models and what resources and information you need to help you make a good choice.
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CHAPTER 8

UNDERSTANDING YOUR NEEDS

In order to figure out what funding plan works best for you, let’s take a look at your goals, your time frame, and your resources. All of these are important aspects in assessing your funding style.

WHAT ARE YOUR GOALS?

“If we could first know where we are, and whither we are tending, we could better judge what to do, and how to do it,” said Abraham Lincoln in 1858, and he’s not far off when it comes to startups.

We’re going to take some time now to emphasize that you cannot devise an optimal funding strategy until you know where you’re starting from and what you’re trying to accomplish. Taking a serious, sober look at your goals is a vitally important part of getting funded.

Whether you are starting Fitbit for Dogs or a hot dog cart or the first company to mine gold from asteroids, your ultimate goal should be to grow outside of your little corner of the globe and expand. Some businesses—restaurants or shops, for example—don’t necessarily want to leave their neighborhoods. In that case they will want to bring the globe to them through an attention to detail and a focus on excellence.

We may sound fairly mercenary in saying that businesses are all about making money. But we say this because we’ve seen far too many ideas die on the vine because the creators were thinking too much about their passion and their desire to share their creation with the world and thinking too little about building a business. To create and lead a successful startup, you have to love what you do. When you take stock of your starting resources, you will notice that most of them relate to your doing something you love. You didn’t go into cooking or art or robotics because you thought you’d make the big bucks. You built your career because you felt a deep and abiding passion for those things. But passion is not enough. You first need to know, in Lincoln’s words, where you are, and whither you are tending.

So let’s talk about your goals.

Why are you building this business? Do you want to create a lasting institution that you can pass on to your children? Do you have an amazing idea that you can commercialize? Do you believe strongly that your idea can change the world—or maybe just your corner of it?

In defining your goals, we encourage you to think in broad, world-straddling ways. Instead of saying “I want to open a restaurant,” describe your dream. Describe what the world looks like after you’re done:

“We hope to create a cozy, hometown hot dog spot for families and teens that thrives and grows over 50 years.”

Or:

“We want to build the world’s best dating site for people who have a hard time approaching people in real life.”

Or:

“We want to create a method to 3D print metals without expensive heating elements and pollution-causing chemicals.”

This is your opportunity to use the language of entrepreneurship to define what you want to accomplish. You know all those Facebook posts that feature a beautiful sunrise and “Waking up to take on the world” written underneath? Those pieces of entrepreneurial theater are silly but vitally necessary. An entrepreneur’s day is a roller coaster, ranging from utter despair to absolute joy. Having a clear goal in mind every morning is the best thing you can do for yourself and your business. Some goals are big: “To build the premier speaking bureau on the East Coast.” Some goals are small: “To make it through the day without wanting to cry.” The best way to avoid despair is to remind yourself of your goals daily.

Your primary goal is called your Big, Hairy Audacious Goal—your BHAG. It is your driving force and should be behind your every move. Make a banner featuring your BHAG. Tattoo it on your wrist. Skywrite it over your office. Just don’t forget it. Your BHAG is your end zone, and it should always be top of mind. But don’t let it overtake all of your subgoals.

Everything else is subservient to this BHAG. The unfortunate thing is that in the midst of building your business, you may become so overwhelmed with daily crises that you lose sight of your BHAG. That’s why it’s imperative that you keep it close at hand. It is what will get you through the tough times when the next paycheck is months away. And, alas, sometimes a serious consultation with your BHAG will help you realize that it’s time to pack things up.

THE ROLLER COASTER

As you define your goal, you must create subgoals. A subgoal will be familiar to you if you’ve been in a corporate setting, and sometimes it is called a key performance indicator (KPI): “a measurable value that demonstrates how effectively a company is achieving key business objectives.”1 You can call subgoals whatever you want in your business; just make sure you write them out. Imagine a new startup. You need to market your product to 100,000 to get 1,000 orders. You need to cold-call 100 times. You need 10 customers to keep the lights on. Be brutal.

Grab your whiteboard and your cofounders, and write down your goals. If it’s just you, then you should pour a cold glass of wine or seltzer and figure out what you, as a solo founder, can do. Here’s a sample goal sheet.

The list should include your BHAG and a set of subgoals. Write them down on a whiteboard or poster board, and consult them when you get lost.

Here are two examples:

BHAG: Create the best hot dog restaurant in the world.

Subgoals

•   Find and support the best local suppliers of meat, bread, and condiments.

•   Make people smile every day.

•   Create an amazing place people want to visit daily.

BHAG: Make and sell pizzas using robots.

Subgoals

•   Create a method for robotically preparing pizzas.

•   Create a distribution model.

•   Build a business that does good and does well.

•   Give back to the local community.

•   Teach employees how to operate pizza robots and serve customers.

Here’s a general template for your BHAG and subgoal formulation:

BHAG: Our startup wants to change the world using our unique advantage over our competitors.

Subgoals

•   Raise $1 million to roll out European arm of the company.

•   Market to 1,000 potential customers through lead generation.

•   Sell 100 products per month to maintain cash flow.

•   And so on.

Pick about five goals or fewer. Anything more will overwhelm you.

Now, decide what you need to complete these goals. The first goal requires macrofunding and extensive pitching. The second goal doesn’t require any funding at all and involves bootstrapping and sweat equity. Then the third goal might require crowdfunding a product and then selling it on the crowdfunding platform. Some of these subgoals require your full attention. Some require only a few hours a day.

Take our original list. Here are the fundraising options for each goal, now in order of attainability:

BHAG: Our startup wants to change the world using our unique advantage over our competitors.

Subgoals

•   Market to 1,000 potential customers through lead generation.—boostrapping/accelerator

•   Sell 100 products per month to maintain cash flow.—crowdfunding

•   Raise $1 million to roll out European arm of the company.—VC raise

As you work on these goals, you’ll experience the entrepreneurial roller coaster. If you attack the third subgoal—raise $1 million— you’ll find yourself in endless meetings with investors, and if you don’t have a certain amount of revenue, you might not have much of a chance. If you crowdfund and try to achieve the second goal, you might fall short one month and get lucky the next. There’s a reason the old cartoon shown in Figure 8.1 is so popular with startup founders.

Figure 8.1 The Roller Coaster Life of an Entrepreneur
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Keep your BHAG in mind as you work toward your individual goals. In the end, the methods you used to get to your end goal will fade into the background as the company grows and changes. What worked when your product was young will not work when it is older. The good news? Maybe, in the end, you might find you never even need to fundraise at all.

As Joshua, the sentient computer in WarGames once said, “A strange game. The only winning move is not to play.”

WHAT IS YOUR TIME FRAME?

Timing is everything when it comes to early, innovative startups. Start too soon and you’ll burn cash before you can make a profit. Start too late and you’ll find endless hordes of competitors who entered the Golidlocks zone of “just-right growth.”

Further, your time frame matters in the physical world. If you’re starting a hot dog stand in a temperate zone—Green Bay, Wisconsin, for example—then surely you’ll want to be operational by the time the nice weather arrives in mid- to late spring. If you’re just starting the funding process in late February, then you’re already behind the eight ball, and speed becomes a driving consideration. If, on the other hand, you’re starting up a company to mine gold on asteroids, a few weeks’ or months’ delay won’t matter. Your time frame is years, maybe decades. Most startups fall in between these extremes. You will need a preliminary road map for at least the first two years of your business, not just for your own internal gyroscope but to explain your plan to investors. Further, you’ll need some sort of moneymaking prospect in order to stay in business and be ready for the moment you actually touch down on an asteroid.

Create a list of time blockers, as shown in Table 8.1. Each one of these will keep you from moving forward if you can’t find the cash for them. If you can’t feed your family, you can’t continue. Don’t quit your job until you have cash coming in, or you’ll bump up against this blocker. Assess the easiest funding method—including bootstrapping and a friends and family round—to solve this. Need to hire a programmer? Dip into your savings, bootstrap, and keep working your nine-to-five job while your developer works. At each stage, assess the funding type you might need.

TABLE 8.1 Sample Time Blockers, at Different Stages of a Business
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We wish we could say that there will be a time when you won’t have to think about these blockers, but startups are full of implied time limits. In many cases joining an accelerator can give you a solid year of growth before you have to generate revenue. Further, you should also remember that investors are generally amenable to the founders’ paying themselves between $5,000 and $8,000 a month out of their early funding, especially if it means the difference between shutting down and continuing. You should always discuss this with your investors, however, as many investors prefer to pay for actual development and not marketing, sales, or other nondevelopmental salaries—including executive cash.

That said, if you can’t survive on savings, then many blockers can be canceled out by the need to work a day job. In this case you’ll want to raise F&F cash and bootstrap because no investor—angel or otherwise—will ever invest in a founder who is still working a full-time job.

Take a look at the ideal fundraising methods to avoid each of these blockers. Keep in mind that you can fundraise to build a business—there is nothing that says you have to ship a physical product. That said, you should offer your backers something, or you should consider equity crowdfunding—that is, the process of selling parts of your company to many individual backers for small amounts of money (Table 8.2).

TABLE 8.2 Ways to Avoid Sample Time Blockers
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This in turn brings up another important point: make sure your investors know your timeline, and make sure they are available to help you complete it. Investors shouldn’t just want to write checks unless you are raising Series A funding or beyond. Instead, use your investors as an engine toward success. Ask them to help you raise further rounds. Ask for their support in crowdfunding efforts. And ask them to support you in the nondevelopmental aspects of your business so you can focus on the more important process of product creation. If they are unable to help, don’t get frustrated, but in the future find better investors.

WHAT RESOURCES DO YOU HAVE?

Once you understand your goals and your time limits, it’s time to understand your resources. The best way to think about these resources is through the lens of opportunity costs. What will you gain from building a business? What will you lose? Should you quit your job? Should you try multiple startups at once? Should you quit all other projects to focus on one?

You need to address the opportunity cost associated with deciding to build this business. Will doing this preclude doing something more lucrative? Then you will need to price your product high enough to match your current monetary needs. There is no shame in living on ramen in a shared house, but most entrepreneurs would prefer to sip the occasional latte. When it comes to business, suffering for your art is silly. Just because countless college dropouts claim to have done it (and most of them didn’t really do it) doesn’t make it a badge of pride. Further, if your business will not eventually make you more money than you make now, then it’s probably not worth starting. Barring a creator with a passion project and independent wealth, a startup that does not soon supply you with monetary gain is a hobby, not a business.

We will say this again and again: the best businesses take off immediately. This means you will have a client on day 1 whether that client is buying your product or services. When I (John) founded a company called Freemit, we had plenty of interest, but nobody who wanted to use the service Freemit offered. Freemit didn’t have a finished product to sell, but it did have a very basic formula for making money on day 1. It also had a few potential customers who thought they understood the idea and asked to use the service to move some money. Freemit could have been a nice B2B business if we had taken that route, and that service-based business could have helped finance the product-based company we were trying to launch. But many obstacles, including government regulations and limitations in blockchain technology, kept preventing us from making that first dollar. When your product is unable to launch, you’re pretty much sunk. Although we didn’t recognize it at the time, that inability to make the first dollar was a screaming neon warning sign telling us that something was wrong with our model.

Sure, there are startups that have a difficult time making that first dollar. Our hypothetical asteroid-mining company falls into that category. But most often, those non-moneymaking startups are called “passion projects,” and they aren’t ready for public consumption.

There is another way, however. If you haven’t taken in funding, you should use your collective skills to make money, thereby reducing the opportunity cost. Countless entrepreneurs quit their jobs, maintained a steady cash flow via consulting, and plowed that cash back into the product business until it took off. Some investors don’t like to see this on a business plan, but given that a business goal is to bring in revenue on day 1, it’s definitely something to consider.

Your resources aren’t just material. They are your fortitude, your dedication, and your drive. When entrepreneurs talk about “passion,” they don’t mean they have some deep-seated love for making a better marketing funnel. They mean they have a passion for something that isn’t a typical nine-to-five grind. Sure, there are some founders out there who want to—and will—solve world hunger. The vast majority won’t. You internal drive to escape the day-to-day drudgery of a corporate job is your biggest and most important resource, and everything you do—from your fundraising to defining your BHAG to your first sale—should be focused on forward momentum.

How Much Are You Worth?

Once you have defined your business, you can move to pricing. Pricing and selling a product are the ultimate forms of fundraising, whether that product is a box of cereal like the Airbnb crew’s cereal or it’s your services as a consultant. Pricing your products requires a bit of guesswork and a deep understanding of your market . . . and even then, you’ll be wrong. That said, you will want to consider all aspects of your product as you decide on pricing.

    Your variables include these:

•   Staff costs

•   Rent

•   Product costs or bill of materials

•   Web server costs

•   Development costs

•   Marketing

•   Equipment purchase or rental

•   Opportunity costs

•   Taxes and fees

As you can see in Table 8.3, we assume a great deal of capital spending up front—say, $40,000 for hardware and software development—and slow growth in staff.

TABLE 8.3 Sample Estimates of Various Costs over Time
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When investors ask for a “business plan” or cost estimates, your costs document that resembles Table 8.3 is what they are looking for. In fact, we recommend attaching this document to your follow-up e-mails to investors who have expressed interest in your business. Many founders include it in their decks as well, although we recommend adding it as a separate document so you can update it as necessary.

Price your product so that you can make money. Pricing yourself too low or giving away your product is never a way to win, and, increasingly, investors will not write checks for companies that have no revenue. The first rule of a business is to make money. Ignore it at your peril.

There are exceptions to this including businesses that depend primarily on virality. For example, if you create a popular app, a competitor might want to buy it in order to fold your customers into their solution. In this case, some investors might be willing to invest in your progress, but you should understand their motives: they probably already have a buyer lined up for your app. That said, current funding models rarely reward companies without revenue although, as we’ve said again and again, your results may vary.

The Bill of Materials (BOM)

If you’re building a hardware product, you’ll need a bill of materials (BOM). This is similar to the cost analysis above, but it is also a tool you will use to plan and manufacture your product. This section is important, especially if you’re planning to crowdfund a physical tech product, and it should be old hat to founders who have studied engineering. That said, let’s explore how to build a BOM, especially if you’re not familiar with the concept.

Let’s say you’re building a DIY robot that teaches kids to code. You and your cofounder are working without pay nights and weekends, so you don’t have staff costs. You have found a manufacturer in Asia to build the product, and that’s going to cost money. But how much money? That’s where cost analysis comes in.

The place to start is with a bill of materials. Your bill of materials can be based on previously manufactured products. We’ll use a BOM from an open-source Cube Robot project as an example, as shown in Table 8.4.

TABLE 8.4 Sample Bill of Materials from the Cube Robot Project
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This robot will cost $111 if you purchase all of the parts at retail pricing. This BOM does not include manufacturing and shipping. If you and your cofounder are handling the shipping yourselves, you’ll need to assess the pricing for buying boxes and postage, or you can outsource the shipping to an outside logistics supplier. Either way, you should expect to add about 30 percent to the cost. You can reduce that cost by purchasing these parts wholesale, which you will do once you are ready to mass produce.

Further, you need to assess if this pricing is palatable to your market. You should always do research into what others in the space are doing, including comparing the pricing for similar products. If it turns out that $111 is too expensive, you’ll need to take your BOM to a wholesaler to find out if he or she will give you a discount on these products bought in bulk. In fact, you can also approach a manufacturer who would be able to spec out a final product using custom parts that are available at wholesale prices. This service, called sourcing, will cost a percentage of your sales.

In this example we’re looking at a BOM for a manufactured robot. But the idea of the BOM can be applied to any kind of business. The BOM might be a list of ingredients needed for your hot dog stand or, if your project is virtual, the costs of building and maintaining the product. Prepare a BOM for anything you do, be it a retail store or a STEM toy. Create a BOM for the worst-case scenario—you’ll need to go down to the grocery store to buy hot dogs—versus the best-case scenario in which you’re able to negotiate a bulk purchase price. After all, in the beginning of your business, you won’t have nearly enough customers to warrant a big distributor giving you a break in price.

A BOM is also helpful when approaching investors. By asking them for input on your list, you can endear them to the project. Showing them a good-faith estimate for a product that they are familiar with can encourage them to give you contacts who might be able to get you a discount. Ultimately, expect to pay a lot for supplies when you’re small—and price accordingly—and prepare to change pricing as your business grows.
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CHAPTER 9

BUILDING YOUR FUNDING MODEL

Before we start figuring out how to pitch, we’ll figure out when to pitch. Your fundraising experience is a continuum, not a finite process. Fundraising is a full-time job for a founder, and there have been multiple instances of executives burning out during the fundraising phase . . . even before building the business.

When assessing a fundraising option, investor and coach Matt Ward suggests looking at 11 factors.1

1. DECISION SPEED

Is your selected option fast? Do you need to raise before a set time limit? A crowdfunding event takes about three months from start to finish, including the 48-day or shorter window of time when you are actually accepting funding. An angel round can be instantaneous—you can sign a deal over drinks. A meeting with an angel group—a small coterie of investors in your hometown— can take months including multiple dinners with the investors. Therefore, be ready to find an investment format that matches your timeline.

2. INVESTMENT SIZE

Friends and family can supply only a limited amount of cash while angels can give you up to and over a million. Approach these groups differently at different stages of growth with different expectations. We’ve also seen many companies raise small amounts from multiple parties, including one company that raised $2 million in $10,000 checks.

3. VALUATION

A VC wants as much of a company as possible for as little money as possible. Crowdfunders want little more than to see their portion of the company go up or to receive a product in return for early support. Therefore, you must assess what and when to set an outside valuation of your company in exchange for investment. Once your company is “priced”—given a value by an outside investor whose goals might not match yours—you begin the slow process of losing control. According to Ward, “Raising at too high of valuations can hurt downstream financing opportunities. No one wants to have a down round.”

4. CONTROL REQUIREMENTS

How much control will you have to give up for each fundraising method? A lone investor giving you a few thousand dollars might become a thorn in your side while going with an accelerator early on could saddle you with advisors who did little to help in your early months, yet still expect a cut of the company. In the end, define your fundraising tactics by how comfortable you are having an outsider know your business. Remember that VCs have a deep fiduciary responsibility to their own funders, and they often want the most control including information rights—access to the facts and figures inside your company.

5. OUTSIDE HELP

Another benefit of plugged-in investors is the value of their network. As we said before, investors can help with developmental projects like marketing and HR, and plugged-in investors can be a boon. Crowdfunding is also an important source of outside help simply because it creates a ready-made community that is invested in helping you grow. Both individual investors and groups can help your company in ways you didn’t originally imagine.

6. INDUSTRY EXPERIENCE

The knowledge and social network of funders who come from inside your industry can be helpful. This is particularly important when it comes to service companies or companies inside a certain geographical area. A funder who has ties with a specific industry can help get you your first clients, which, in turn, can help you expand outside of your city. This process of leapfrogging from place to place works best when investors have a deep roster of contacts within your industry.

7. ABILITY TO FOLLOW ON

Can an investor give you more cash if you need it? Can you run another crowdfunding round? Can you create another token? Remember, funding is not finite. There may be a moment when you need to do it again. Having investors and using techniques that offer easy follow-on are of vital importance.

8. BUREAUCRACY

How many times do you want to call an investor to close the deal? How many lawyers do you want to hire? How many times do you want to get close to closing and find the way blocked? If any of those activities sound frustrating, then you should also consider the amount of bureaucracy associated with any particular fundraising method. Some methods have no bureaucracy. A friends and family round is usually a cakewalk while an angel round is also quite pleasant. The slow pace of most syndicates should give you absolute pause, and VCs—unless they’re truly excited about your company— will often spend months inking a deal. Be prepared.

9. LIQUIDATION PREFERENCES

Liquidation preferences are the definitions of the terms by which investors define how and when they will be paid. Most angels don’t have many opinions on liquidation preferences, but VCs definitely do. According to Ward: “Venture capitalists are the toughest on terms and liquidation preferences. Most will fight the hardest to secure their investments, often with additional icing on the cake in the form of multiples (2X multiple: invest $1 million and receive $2 million) or participation rights (double dipping—receiving money back, plus an equity percentage of leftover capital). . . . As a rule, avoid participation rights, especially pre-Series A. These terms can cripple startups’ ability to raise and [they can] leave founders out to dry.”

10. COMMON PROBLEMS

Crowdfunding campaigns can face community backlash and unforeseen costs that torpedo a product delivery. Angel investments can turn sour if the investor isn’t sufficiently savvy. VCs can require nondilution clauses and force you to grow at all costs. All of these are problems that may appear at various stages of fundraising—or they may never appear. Handling these problems isn’t simple, and many will require legal counsel. Take on only the amount of fundraising risk that you can handle without paying big legal bills because, ultimately, if these problems arise, you will need a startup lawyer to smooth things over.

11. HELP WITH FUTURE FUNDRAISING

Most angels won’t be much use in future fundraising. While they know that they have the most to lose, they are usually working in an ecosystem that does not give them access to channels for follow-on capital. VCs, on the other hand, have a vested interest in ensuring that you get follow-on capital. Therefore, you’ll be working with an angel investor in a vacuum. In contrast, a VC investor should and will often recommend future investors as you grow.

CONCLUSION

As in all monetary investments, creating a basket of sources is ideal. As Ward has said, “Having good investors in different classes of venture is recommended—don’t put all your eggs in one basket.”

Now let’s measure each of these methods based on a single criterion—founder friendliness. Founder friendliness, in this case, means getting the most value for the effort. For example, if an investment requires months of preparation, it isn’t particularly founder friendly.

We’ll also add a “nonissue” status to the mix, which means it shouldn’t be a concern . . . but could be in the future. Table 9.1 illustrates what this mix of sources might look like.

TABLE 9.1 Founder Friendliness Toward Investment Sources
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Each of these methods will become useful at different times, and each of the criteria we describe here will become more or less important over time. A token sale is a modern way to unlock massive investment, but the bureaucracy and potential problems could outweigh the benefits. An IPO performed in a foreign country could get you a massive influx of cash, but the problems of being a public company could eat it all over time. Bootstrapping for years is a way to grow, but you will soon find yourself in a position where further capital is harder and harder to find.

You will most likely begin with microfunding—the first few entries in our table—and close with some form of Series A funding. Sometimes you won’t get far enough along the continuum to raise much more than a friends and family round, and sometimes you will run into a brick wall when you hit VC funding and find yourself returning to crowdfunding.

If you’re trying to compare two methods, simply see which two are the most founder friendly. By assessing this, you can figure out the best way to raise for your particular situation.

Ride the entrepreneurial roller coaster, and be ready to take the lows with the highs. Fundraising is a continuum, and if you’re not raising money today, you’ll definitely be raising money tomorrow. By understanding and preparing for all of these possible fundraising methods, you can be ready to work with any of these approaches.
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PART III

COMMUNICATING YOUR STORY
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Pitching to investors is one of the hardest things an entrepreneur has to do, and there is both an art and a science to a good pitch. In the next several chapters we will give you insights on how to locate and connect with investors, as well as some basic tips for making a good first impression.

We will also give you the tools you need to thrive in a fundraising environment. We will use a fictitious business called GoToDoc throughout the exercises in these chapters to help better illustrate how to write the perfect elevator pitch, build a killer pitch deck, and prepare for the actual pitch, including how to deliver key messages in a meeting and how to answer even the toughest investor questions.

Our imaginary company is a subscription healthcare app designed to help older consumers meet their healthcare, fitness, and dietary needs. It’s a great idea (if we do say so ourselves), but it comes with a number of key challenges. We’ll explain those challenges in the next few chapters and show you how to avoid confusing investors.
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CHAPTER 10

BUILDING A DIGITAL PRESENCE

Are you a social butterfly online, or do you limit your social interactions to just close friends on Facebook? Does your startup have a website, and can you find information about it with a simple Google search? Do you have a place where people can e-mail you, and do you have a way to send a well-designed deck?

Why is this important? Because the likely first thing any investors will do, either before or after a meeting, is search you and your business online. What will they find?

In this chapter we will provide a simple-to-follow plan to help you build both your personal and business personas through social media, as well as provide some simple PR and marketing tips to increase the visibility of your business online.

CREATING AN ONLINE PERSONA

When word starts to get around that you’re starting a new business and may be looking for investors, the first thing people do is look you up online. Nowadays cybersleuthing is the way most of us make first contact.

In entrepreneurship, many of the rules of decorum have changed. The founder is expected to have an outsized, outgoing personality that allows her to become a subject matter expert. After all, many investors invest in founders, and, if you are an expert in your field, they feel they can hedge their bets: if you can’t make your startup work, then maybe you can help run another one in their portfolio.

We understand your reticence to put yourself on the Internet. It is, in short, a dangerous place. Women and people of color face bias and outright abuse online, and many programmers who don’t fit the “bro” mold can be attacked for simply stating opinions. However, this should not stop you.

If you don’t go online, you can’t be a startup. After all, a startup is a small business with global ambition, and the easiest way to access the globe is via the Internet.

As an entrepreneur, there is no way to truly separate your personal and public personas online. In fact, the more you put your business or idea out there, the easier it will be for people to find you. Before you start actively courting investors, it’s a good idea to take some time to “clean up” your social persona online.

If you are really concerned about your social past, you might consider a service such as Scrubber (www.scrubber.social), which has both free and paid tools that use software (not humans) to go through all your personal social sites and flag anything that could be potentially embarrassing. We aren’t saying you can’t be you, but if you are going after someone else’s money, you should understand that if investors don’t like you or the person online they see, then they may simply pass on investing in you,

Over the long term, the best way to “sanitize” and optimize your social media persona will be by flooding the Internet with content that you want the world—and investors—to see. This includes any material that makes it clear that you are a subject matter expert or thought leader in your space. Flood the net with your own commentary and your own story.

Social Media Basics: Getting Online

Over 70 percent of Americans are online today using social media. They are using social media not just to connect with friends and family but to research and interact with brands. If you have a business, you need to be online. Investors are consumers too, and they will use those very same tools to research you. The following section will provide some basic tips on how to better present yourself online.

LinkedIn

If you don’t already have a personal LinkedIn account, create one today. You will need to build a business page on LinkedIn because it is the first place investors will go to research you and your team. They will review your background, see if you have mutual connections, and look for how many recommendations you have. LinkedIn is also prioritized by Google search engines when looking for a person’s name online.

If you already have a LinkedIn profile, then this is a good time to make sure your work experience and education profiles are up to date. Refine the personal biography on your profile page so that it calls out the key things you want investors to read about you. If you are building your business or product on the side and can’t disclose those details at this time, that is fine. Just verify that your profile information is up to date, and where you can, appropriately “tune” the information you give so that it relates to your business. Your team should be going through this exercise as well.

There are some founders who won’t put their startup on LinkedIn out of fear that someone—an employer, a competitor, a significant other—will find it and judge them unfairly or try to steal their idea. This is silly. If you’re building something, put it on your LinkedIn page. That said, put it on your LinkedIn when there is something to actually sell or offer.

LinkedIn notifies your connections automatically when your résumé changes so you can use any additions to your profile as cheap and easy advertising opportunities.
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Ask former colleagues, employers, and partners to give you recommendations. These are visible on your LinkedIn page and give your profile greater credibility. You should also invest in a professional headshot to add to your LinkedIn profile.



Twitter

Of all the popular social media platforms, Twitter is often the most misunderstood and most underutilized. It’s also potentially the most dangerous because Twitter is an open platform on which your entire tweet history is available to anyone at any time to read. If you are just starting out, make sure your personal tweets aren’t going to turn off potential investors or future customers. If you already have an account, then you should immediately go through old tweets and delete anything questionable.

We recommend setting up a service like TweetDelete.net to delete all of your tweets every month. Why? Because tweets are public communication, and you never know how they will be used. While we’re sure you’re offering up some real zingers on Twitter, no one will read them after a few days except your competitors.
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For the entrepreneur, Twitter is a great tool to find and follow potential investors to see what they are saying or sharing online. This can be an invaluable tool to get to know your investors before you meet them one-on-one.



Facebook

The advice is simple here. As Facebook is a closed platform, make your profile private, and set your privacy settings so that only friends can see your posts. As an added bit of protection, uncheck the box (as shown in Figure 10.1) that allows your profile to turn up on search engines. If you want to get really private on Facebook, you can also develop a list of specific, close friends who see your posts. This means you can still be friends with your large list of people, but you can choose who gets to see your personal posts.

Figure 10.1 Facebook Sample Privacy Settings and Tools
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Crafting a Social Media Strategy

As founder, you are expected to have a big and outgoing personality and be a clear subject matter expert related to your startup. With your social media websites in place (and scrubbed of any embarrassing content), it’s time to think about how to use these channels to start building your new social profile online.

The first thing you need to do is pick one primary social platform to focus on. Building a social persona online takes time, and you will be more efficient focusing that time on one channel.

Of all the social sites being used today to connect with investors, we believe Twitter remains not only the easiest platform on which to build your brand but also the best place to “listen” to what others are talking about. This includes your competition, potential investors, and industry experts such as media and analysts who touch some aspect of your business.

Be Prepared to Talk to Yourself

Even though you may have few followers, you need to start developing a Twitter history so that when people do come, they see you are engaged. Post daily, even if the posts will be deleted over time.

Just Start

Developing an online voice takes time. You want to be authentic and post items that come from your heart, but you can’t forget that you are doing this for a reason—to position yourself as a savvy, smart, and trustworthy vehicle for investment. The only way to find your voice is to jump in and start posting. You’ll learn by doing. But keep in mind that it’s easy to be misunderstood, so be cautious.

Create a Content Strategy

The most successful content strategy includes a mix of your own content and content from other relevant sources. Entrepreneur and investor T. A. McCann coined his 5:3:2 rule for building your social brand online. Simply put, for every 10 posts:

•   Five posts should be content from others, relevant to your audience. This is called aggregation. For example, write a 200-word post on a story someone else has written about your ecosystem and link to that writer’s story.

•   Three posts should be content written by you, relevant to your audience (and not directly selling your products).

•   Two should be personal, something not work related, to humanize yourself and/or your brand.

Tweet, Tweet, and Tweet Some More

There have been numerous studies done on posting frequency, and they have found that each social media platform has its own rules. For Twitter, 15 posts a day is ideal, with about 7 of these being retweets or curated content. If you are starting out and you are presumably busy with life and work, we’d suggest beginning with a minimum of two and no more than five posts every day, with about 80 percent being content from other relevant sources.

Identify and Follow Influencers

The people you follow on Twitter will play a big role in building your personal social brand online. They will be a key source of content you will share (or retweet) on your own account. They will also be the people, such as VCs and other entrepreneurs, who routinely post advice and tips that can be invaluable to early stage companies.
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Many of the people you follow will notice when you share or comment on their tweets. This is a great way to get them to “follow you back.”



CREATING YOUR BUSINESS PERSONA

Investors are also going to want to see that you are savvy enough to have at least a basic digital strategy for your business. In the following section, we outline what you need to have in place before you set your first investor meeting.

Get a Domain

This is the easiest thing to do for any entrepreneur and also the hardest. Choosing a domain is like choosing a name for your firstborn. If you have a good idea, head over to NameCheap or another service and register your domain. If you’re having trouble finding a good name or you discover that all the good names are taken, pull a trick many entrepreneurs have used before you—add “the,” “get,” “app,” or “site” to the beginning or end of your domain, and select an unpopular but cool domain. Not every site has to be a dot-com. We like new top-level domains like .site, .cc, .co, or .io. Can’t get exactly the name you want? Add “get” or “app” to the beginning or end of your domain—that is, getclucked.io or cluckedapp.cc. After all, Facebook started out as TheFacebook.

Build a Website

We are deep into the age of social media and mobile apps, which is perhaps why we often get asked if having a website for a business is still important. It is. A website is still the top place customers go to learn more about a business. If you want to be found in a Google search, you will need a website. If investors want to learn more about your company, then you are going to want to have a basic website where they can get additional information.

Your website doesn’t need to be complex. In fact, we recommend creating a simple landing page that collects e-mail addresses for future customers. There are hundreds of these sorts of services available online, some of which are free. Create something that best represents your brand. For example, you can use a service like Squarespace to make something surprisingly simple, as shown in Figure 10.2.

Figure 10.2 Simple Website Concept for GoToDoc.org
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Because nearly everything is available as a service, you might be able to get away with creating the simplest web page possible. Say you’re starting a restaurant. Find a very simple template that allows you to upload your logo, menu, and contact information. Creating a web store? Use a service like Shopify to build and market it using social media and other channels. You could also create a Kickstarter page to prepare a crowdfunding campaign. Then, when you are ready to contact investors, you will have a great deal of collateral available to show them regarding your product.

We have seen many startups create a simple private website where visitors can request a username and password to gain access. We also like websites where entrepreneurs have embedded their pitch decks into hidden pages using an app like DocSend. These tools are easy and cheap, and they will even notify you when someone is viewing your documents. As we noted before, don’t just publish your deck. Your deck needs context, and by offering it up to all comers, you risk losing the opportunity to sell your vision.

You might not be a web designer or have the funds to hire one. The good news is that, thanks to a number of online tools, building a website is easier than ever. Our two favorite online tools for building quick, professional-looking websites are Squarespace and Wix. These sites will help you get your website domain name, they offer hundreds of great looking templates with very simple click-and-paste designs, and they provide access to tools like SEO, mailing lists, and even e-commerce. They will also help you set up a company-branded e-mail solution for you and your team.

Register a Business E-mail

This may sound obvious, but you are going to need to create business cards, and those business cards are going to have four critical pieces of information: your name, phone number, e-mail address, and website. If you are rocking the Gmail account, you are going to need to level up and make sure you have a company-branded e-mail address. But to get that from Google, you will first need to secure a web domain.

It may be premature to build a full website at this point, as you may still be working at another job or just not ready to expose your big idea to the world. However, we suggest getting the domain name for e-mail and building a simple, static web page.

Secure Your Business Social Media Names

Even if you don’t plan to use them right away, the moment you have a name for your business, you should immediately secure your social media names on Facebook, LinkedIn, and Twitter.

Facebook

Go to https://www.facebook.com/business/pages/set-up, and follow the directions for creating a business or brand page. You don’t have to make your page public at this time. You can choose to keep the page unpublished. But at least you will have the name secured.

LinkedIn

From your personal home page, move the cursor over “Work,” select “Create a Company Page,” and follow LinkedIn’s instructions for creating, presumably, a Small Business. Note, LinkedIn doesn’t allow you to keep your company page unpublished. However, you can limit the details you put on the page.

Twitter

More than 70 percent of Fortune 500 companies use Twitter to connect and communicate with customers. However, at this stage you may want to simply secure the Twitter handle for future use and focus on building your personal Twitter handle.

BASIC MARKETING TIPS FOR YOUR STARTUP

Because you are a startup, we are going to assume that your budget will be limited. The good news, whether you are looking to increase potential investors or drive traffic to your crowdfunding page, is that there are a number of no-cost and low-cost ways to get the word out about your company or product. The better news, if you have followed the advice in the previous two sections, is that you are already starting to take advantage of some of these tactics!

Participate in Social Media

Get your game face on and start posting relevant content every day. And make sure you’re following key influencers.

The value of organic nonpaid social media marketing is surprisingly low. Barring paying thousands or even hundreds of thousands for ad space on Facebook, most of your social media marketing will have a limited return on investment. Our advice is to create a community through social media, but don’t expect that community to convert in the short run.

Start a Blog

The easiest way to get your message out is to write it. Blogging is the fastest way to connect your name with your brand and your business. It is also the best way to establish yourself as a subject matter expert in your field. By posting and sharing expertise, you become a valuable part of your industry, whether you’re selling sausages or software. Build a personal blog through a platform like WordPress (wordpress.com), or integrate it directly into your business website.

Become a Creator on Medium

Medium is a relatively new site that practices something called social journalism. It includes both exclusive content produced by professional writers and essays from amateur contributors (or creators). Becoming a creator is easy. Simply join and start writing. If readers find your content interesting, they “Clap” (a positive vote) as well as share your content on their social channels.

Why Medium over your own blog? Medium is for posts that you think will be widely shared or even go viral. The sharing features of Medium are unique in that you can get thousands or millions of hits with a little effort. Medium posts shouldn’t be about your business per se; instead, they should be connected to your business in some way. In fact, we recommend simply adding a line at the end of the post about your business. Why at the end? Because few people will ever click on your bio at the top of a post, but they may finish the entire post and read it to the end.

  Posts that work on Medium include these:

•   How-tos or recipes

•   Essays

•   History lessons about your field

•   Personal stories

•   Founder advice

Be an Expert on Quora

Quora is a free Q&A site where people ask questions and the Quora community responds. The answer that gets the most “upvotes” from the community—usually the best and most relevant one—will be the first answer listed under a question. Marketers and social media experts have been using Q&A sites successfully as a no-cost way to help promote their businesses. But there are some rules. Focus on being helpful and providing relevant answers. Never blatantly promote your business or product unless asked.

Write an Informative Article or Op-Ed

Almost every major market in the United States has a local business journal—for example, Crain Communications (Crain.com) and Business Journals (bizjournals.com). And almost every business vertical has one or more media outlets. These media outlets are constantly looking for good content to publish from experts like you. These articles can’t be advertisements about your company; they need to be relevant to the reader.

Using the GoToDoc example, we might pitch an op-ed to Modern Healthcare (modernhealthcare.com) on how the industry can leverage apps and online portals to connect with today’s tech-savvy senior citizens. These are PR tactics used by paid PR agencies all around the world to get their clients more credibility. The good news is you can do it yourself. Most of these sites will have details on how you can pitch and contribute stories.

Register on Startup Listing Sites

This tactic will not only help focus what investors see when they run a Google search for your company, but it will also proactively increase visibility for your business or product online. These listing sites are all free and will allow you to publish information about yourself (the founder) and your business. If you run a search for startup listing sites, you will see pages of advice on where to focus. More is not necessarily better here, so in the beginning we suggest focusing on a few top sites:

•   Crunchbase (crunchbase.com): founder profile

•   AngelList (angel.co)

•   VB Profiles (vbprofiles.com): founder profile and startup profile

•   Reddit (https://www.reddit.com/r/startups/)

Invest in SEO

Every tactic we’ve discussed has the additional benefit of improving your Google search ranking. The more active you are with these tactics, the better your chances are that the first-page results for any Google search will help position you as an industry expert and thought leader— which is what you want your potential investors to see.

Network

Go to events. Go to lots of events. Not just events related to your business, but also local events focused on startups, entrepreneurship, and mentoring. If you live in a place where there aren’t a lot of events, take a trip and attend a conference in another city. There are a number of great resources online for finding events, including Startup Calendar (startup-calendar.com) and Meetup (meetup.com).

That said, “networking” is one letter away from not working. We recommend going to events after you have produced your product and have something to sell. At that point, we encourage you to go to as many pitch-off events as possible in order to hone your networking and presentation skills.

Pitch the Media

When I (John) was the East Coast editor at TechCrunch, I received more than 5,000 e-mails every day—most from people I didn’t know—pitching me about a new company or product. No one has time to go through 5,000 e-mails. So I deleted the majority of these e-mails. For the most part, if you don’t know the media person you are pitching, or you aren’t pitching a giant, well-known brand, the media are going to ignore you. This is one of the reasons companies hire PR agencies and consultants—because these agencies have preexisting relationships with the media. If you are an early stage startup, our advice is to wait until you have real news to pitch (say, when you get $20 million in funding!) and the budget to bring in an agency or consultant.

Buy Online Ads

Print is not dead, but when it comes to advertising, online advertising is where the majority of money is being spent. A big part of this is because you track in real time and can quickly fine-tune an online campaign. However, if you don’t know what you’re doing, it’s also a great way to lose a lot of money, very quickly. If you are an early stage startup, focus on the no- and low-cost tactics for now. And when it’s time to start promoting your business, hire an expert to manage your online marketing.
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CHAPTER 11

YOUR SHORT PITCHES

As an entrepreneur, it is imperative that you are ready to pitch your business concept anytime and anywhere. In this chapter we explore some simple techniques to better prepare you for every pitch moment.

THE 1-MINUTE PITCH

All businesses need a good founder. And those founders have to be ready to tell their stories at a moment’s notice.

“I’m always looking for the right founder,” said noted angel investor Jason Calacanis. “I don’t need to know if a company is going to succeed. I just need to know if the founder is going to succeed.”

When you approach an investor, you are selling your business, but, more importantly, you are selling the idea that you can make your business a success. You know the adage for writers to “write what you know”? Well, founders should build what they know. Don’t go into an investor pitch with limited experience in your chosen field and expect to win. Go into a pitch with a deep understanding of your ecosystem, your environment, and all the major players. Dazzle investors with your deep knowledge of the space. Then—and only then—will you win.

And the 1-Minute Pitch is how you define yourself as a founder.

Our favorite way to define a business while noting your value as a founder is to fill out this Mad Libs:

Hi, I’m [Name]. I run a new [startup/restaurant/shop] called [your startup]. We [what you do] for [your audience] or [number of people in your audience] using our [proprietary/unique/special] [secret sauce].

Those two sentences will save you endless amounts of pain down the line when people ask you to define what it is you do. Here are some examples:

Hi, I’m Zhang. I run a new startup called WriteManager. We offer simple document management solutions to the 200 million small business owners and employees using our unique machine learning and categorization algorithms.

Hi, I’m Maria. I run a new restaurant called Far Sight. We offer the Wicker Park Neighborhood in Chicago fresh, farm-to-table soups and sandwiches with an American flair, featuring amazing savory pastries I learned to make in Torino.

Hi, I’m Kamala. I run Winston Robotics. We offer the 70 million school-age children worldwide access to advanced robotics kits made out of inexpensive but high-quality renewable and recyclable plastics and metals of our own creation. I have a PhD in materials science and applied engineering, and I’ve built robotic exhibits for the Carnegie Museum in Pittsburgh.

Hi, I’m Paul. I run Paul’s Boutique. We offer Downtown Brooklyn a one-stop shop for everything Beastie Boys related, including rare vinyl, posters, and books. I originally ran the world’s most popular Beastie Boys blog.

Note that these openers offer a few things: they identify you, they identify your business, and they tell your listener what you’re selling and to whom. They also talk about your secret sauce: “Why are you—and only you—the person to build this business?” This last point is vital. Anyone can have a great idea, but if you are unable to deliver on this idea then it stalls.

Try it now:

Hi, I’m [Name]. I run a [startup/restaurant/shop] called [your startup]. We [what you do] for [your audience] using our [proprietary/unique/special] [secret sauce].

This simple formulation is the easiest way for someone to get to know your business. It defines how you’ll make money. It’s also a way for you to home in on the story you’re trying to tell investors.

THE ABCS OF A RESPONSE

Before you build a key message, it’s important to understand the anatomy of a response (see Figure 11.1). This is how you will handle every question a potential investor asks:

Figure 11.1 The ABCs of a Response
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•   The question: This is what the investor will ask.

•   The answer: Not every question has an answer, but at the very least, the question must be acknowledged.

•   The bridge: This is a simple technique you can use to move from any question to whatever key messages you want to deliver. “I am not sure about that, but what I can say is. . . .” “Before I answer that, I think it’s important to first talk about. . . .”

•   Communicate: This is where you will deliver your key messages.

THE ANATOMY OF A MESSAGE

Every message you deliver should be concise, believable, relevant, and retainable. And every message should contain three things (in no particular order):

•   A statement

•   Proof points

•   A soundbite (In PR, it’s called a “phrase that pays.”)

THE ELEVATOR PITCH

An Elevator Pitch is a three-minute short story you tell when someone asks, “What does your company do?” It should be short enough to be delivered during an elevator ride. It’s usually one paragraph that introduces your business, what you are selling, whom you are selling it to, the key problems you are solving, and why you will be successful.

One of the most difficult requests for information an entrepreneur can field is this: “Tell us about your company.” It’s a simple question, and in your response, you’ll need to be careful not to overcomplicate matters. When speaking to investors your job isn’t to wait for the right question. Your job is to deliver the right message regardless of the question. This is because every question they ask is related to the same question: “Why should I care?”

Let’s start with the most common question you will get: “Tell me about your business”:

Bad response: GoToDoc is an amazing app that will revolutionize healthcare for senior citizens.

Why is that bad? Because it tells the investors (or consumers, for that matter) nothing about the service or why they should care.

Let’s try again. And remember, we aren’t waiting for the perfect question. We will use facts and figures to deliver our key messages, regardless of what the investors asks.

Here’s our open:

Better response: To understand GoToDoc, you first need to understand the state of healthcare in the United States for people 65 and older.

In that response, we have acknowledged the question and bridged to something we want to talk about:

People aged 65 and older often require two to three times more healthcare services than younger people do. More than two-thirds of these healthcare services are subsidized by the government. And this trend is accelerating. By 2030, the number of people 65 and older will increase by 55 percent. Insurance companies’ only way of dealing with these rising costs is by increasing premiums, while the government is raising taxes. Neither of these options is a long-term or scalable solution.

In that response, we have added some strong and relevant facts to prove there is a problem. Continuing:

GoToDoc is a supplemental, health membership service that will connect all of an individual’s curative, diagnostic, and preventative healthcare in a single location, where a trained GoToDoc medical practitioner (or advisor) will design a unique 360-degree health and well-being strategy for its members.

At GoToDoc, our goal is to help people achieve longer, healthier, and happier lives, while reducing healthcare costs for consumers.

In the second part of our response above, we have not only answered what GoToDoc is but we’ve also quickly addressed the opportunity.

Putting these three concepts together will result in a cogent and memorable pitch that you can use to help investors understand exactly who you are immediately. Practice this pitch until you can reel it off without thinking. You will need it in many situations, including during events when you’ll repeat it hundreds of times.

THE 10-MINUTE PITCH

Trial lawyers have an old saying: “You should never ask a question you don’t already know the answer to.” Getting an unexpected answer when examining a key witness in front of a jury could be disastrous. Likewise, for the entrepreneur, never go to a pitch without knowing (and preparing for) the questions you will be asked. This Q&A happens in the 10-Minute Pitch, a longer Elevator Pitch coupled with time for your investors to begin asking questions about your startup. You’ll usually present the 10-Minute Pitch in a boardroom where you have about 30 minutes to make the people in front of you give you a check.

Remember: In a pitch, there are no bad questions, just opportunities to communicate your key messages.

Turn on the news today, and take some time to see how politicians answer questions from the media. In most cases, you will see that it doesn’t matter what question they are asked. They are there to deliver their key messages. You may not be running for office, but your goal is the same. That doesn’t mean that you should ignore or deflect questions. That’s just rude; people will see right through it, and it won’t help your case. But when answering questions, even aggressive or rude questions, your response should always contain a key part of your message.

THE 10 KEY QUESTIONS

In our experience, regardless of the question investors may ask, they are interested in learning three things:

1.   Does your business fit into their current investment portfolio?

2.   Can your business make them money?

3.   Does your team have the right background and experience to be successful?

Keep in mind that investors will be using their time with you in a meeting for the following purposes:

•   To gauge your personality and temperament

•   To see if you listen and can take advice

•   To judge whether you are someone they would actually like to work with

The following is a list of 10 questions you should be prepared for, as well as tips on what investors are really looking for. Use the ABC and message-building techniques to formulate your answers on paper. Remember that each of your messages (answers) should be concise, believable, relevant, and retainable.

1. What Unique Thing Does Your Company Do?

What does your company do? What makes your idea unique? How will it work? If you hear variations of this question over and over, it’s a pretty good sign that your answers aren’t giving the investors the information they need.

If you sense this happening, try flipping the script and ask them questions: “I’ve told you about our business model, our core audience, and how we will make money. What are your thoughts on this? Anything you think we might be missing?” This can be an effective way of getting any issues or concerns they have out in the open. This is also a good reminder that your job isn’t just to answer their questions.

2. What Is the Total Addressable Market?

The total addressable market is often smaller than you think. Selling hot dogs? Your market is every meat-eater within a five-mile radius of your planned location. Find out how many people that is. Building a recipe app? Find out how many users competing apps have, and, if you’re brave, add 5 percent. This assumes you will be slightly more successful than your competitors.

Using the GoToDoc example, although the potential market for its services would be anyone over 65, the truth is that it will be only a fraction of this number. We would eliminate individuals with no disposable income or technical skills and focus only on those markets where, say, senior citizens are more active. Think this through. It doesn’t need to be scientifically vetted, but it does need to be logical and well reasoned.

3. Who Is Your Customer?

This is slightly different from your addressable market. Who will use your product? Why? Who are they, in real terms? Are they entrepreneurs in a certain city or industry? Are they foodies with a penchant for craft beer? When you explain your startup to investors in these terms, you draw a picture in their minds. You create a world into which they can populate themselves among these exciting potential customers.

For example, with GoToDoc, we see two primary customers: (a) healthy, fitness-focused, and middle-class consumers aged 65 and older who will pay subscription costs and (b) healthcare providers and practitioners who will pay to be listed as part of our network.

4. How Will You Market to Acquire These Customers?

It’s possible you already have customers, so dig into what you’ve learned and how you plan to scale this. If you haven’t launched your business or product yet, then you need to be prepared to address what you will be doing to find customers. One warning: Investors do not want to see their money being used to market an idea. Get a loan if all you need is money to market. They want to invest in ideas, build products, and in some cases, provide strategic support. The best ideas in the beginning are low cost or no cost and easy to scale. For one startup I (John) created, I reached out to the chambers of commerce in various cities so that we could speak to many companies at once. Yelp had salespeople call countless businesses around the world in order to sell profiles. Both of these methods were time-consuming, but they didn’t require large marketing budgets.

Note: It’s also important to be prepared to address a secondary set of questions here: “What will be the cost to acquire each new customer (CAC)?” A company’s CAC is the total sales and marketing cost required to earn a new customer over a specific time period. If you aren’t a marketing person, or you don’t have a marketing person on board, we strongly recommend spending some time building a plan and then addressing it briefly and honestly. You can then have more detail in your pitch deck’s appendix for those investors who want to dig into this in more detail.

5. What Are Your Biggest Challenges?

Talk about a loaded question! Investors obviously want to vet your business for any risks that might affect their investments. But they also want to see how you and your team think. If you don’t have an answer to something you feel is a legitimate concern, it’s OK to say something like this: “Honestly, this is not something we have spent a lot of time thinking about. I’d love to take some time after this meeting, get with the team, and be able to provide you with a more thoughtful response. Would that be OK?”

In the case of GoToDoc, they might ask about regulatory issues, legal and liability concerns, and of course technology risks. Use the SWOT analysis in Chapter 12 to think through the major risks and threats and to outline what your team is doing to prepare for and mitigate them.

6. Who Is Your Competition?

The best advice here—even if you’ve truly invented something never before seen on planet Earth—is to never answer this question with “None.” There is almost always a competitor or two in any space. It could be the imperfect solution your potential customers are already using. It could be a large, well-funded corporation that might just like your idea enough to enter the market.

In our GoToDoc example, it’s perfectly logical that an insurance company could add these health-monitoring features to make additional revenue with its customers. Look at Uber: when it launched in 2009, it was a one-of-a-kind play. But today, Uber is competing with several ride share companies such as Lyft, Via, and Juno.
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The goal isn’t to win by showing you have no competition. The goal is to show you are smart enough to see the obvious and not-too-obvious competitors in your space.



7. Who Is on Your Team?

There are a million great ideas, but only a few people will have the skill of turning an idea into a successful, cash-positive business. This is why investors may put more weight behind your team than your idea. We assume you will cover the basics of your team in the pitch deck to prove that you have the right background and experience to successfully run the business, but you should expect to be challenged here. Think about how you will answer questions like these:

•   What are some of the things that motivate the founders?

•   Who will ultimately be in charge (investors won’t want to deal with more than one person)?

•   What key holes do you have in your present team makeup?

•   What are some of the things your team is good at and not good at?

•   What are your hiring plans over the next 12 months?

8. How Will You Use the Money You Raise?

There are generally three things outside investments will be used to accomplish: hires to help you build your products, hires to help you acquire customers, and general costs to run the company. The answer to this question should be, quite simply: build technology, hire key team members, buy supplies, or purchase or rent real estate.

Never say you will use investor cash for marketing. Barring the lone investor who doesn’t care where the cash is going as long as your business is moving forward, admitting that you will use the investors’ cash for marketing is very dangerous. Why? Because marketing is a sunk cost. Spending their investments on marketing is akin to throwing it away, at least in their eyes. They want you to use their money to build something valuable that they can sell and possibly recoup their investments on. You can’t sell marketing at auction. If marketing dollars are the only thing you need, then you may want to consider other funding methods.

9. What Is Your Company’s Premoney Valuation? And Why?

Although this question tends to make entrepreneurs uncomfortable, it’s going to be asked. But keep in mind, this question is really being asked to make sure this investment is a good fit for the investors or their firm. Most investors are going to have a target for the number of early stage companies needing seed funding versus later stage deals. So, in the end, as great as your idea may be, it may just not be the right time to invest.

This question is aimed at seeing if your team and key shareholders (both in place and soon to be in place) will have enough financial upside to stay around long enough to make this business a success. If you are reading this book—and outside of some friends and family investments—this is probably your first investment pitch. We suggest you follow the directions in Chapter 6 on valuation and keep this answer simple, transparent, and honest. And be prepared for a deeper discussion.

10. What Will You Do in Five Years?

As we’ve noted, almost every question the investors will ask will be focused on revealing how they will make money with your idea and if you are the right person to do it. So, when they ask you this question, and they will, they aren’t just asking for business reasons. They are asking to get a better understanding of your personality. They want to know the following:

•   Do you have a long-term vision for the business?

•   Are your goals realistic?

•   Do you really understand the risks (to their money)?

This is an excellent way to deliver your proof points again. It’s OK to say you are in the business for the long term, and it’s equally OK to say that in five years you would like to sell your business. In the end, you will need to be successful to execute either of these strategies, so remind them of your key milestones, any revenue you’ve made, and your plans to get to one of those two places in five years.
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CHAPTER 12

BUILDING THE CASE

Before you create a pitch deck and talking points, you first need to outline all the critical issues that might stand in the way of your company’s success and all the unique opportunities that may help it flourish. To do this, use a simple technique called the SWOT analysis.

THE SWOT ANALYSIS

The acronym SWOT stands for strengths, weaknesses, opportunities, and threats. It’s a tool that is used in multiple business scenarios, and it is especially useful in building a case for funding. Why? Because it reduces the risks associated with asking for money.

You may be familiar with the SWOT analysis and perhaps you have done one to align your overall business plan. The Get Funded! SWOT analysis is a little different. We designed it to help you build your pitch story—your deck and your pitch script—and prepare for any tough questions investors might have about your business model, competition, and market.

The SWOT analysis is where you take a long, hard look at your business and ask the tough questions (Figure 12.1). You need to be honest—brutally honest—about you and your business. Because your investors are going to have questions. Lots of questions. And the best way to deal with any question is to plan for it before it has ever been asked.

Figure 12.1 How the Average Startup Founder Feels
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In short, the goal of the SWOT analysis is to show your investors that you have plans in place to achieve the following.

Take Advantage of Your Key Strengths

Strengths are the positive factors that are internal to your business. These are the attributes that you can influence and should build on. These include intellectual property, unique technology, customer satisfaction scores, your management team, and your sales figures.

Eliminate Any Internal Weaknesses

Weaknesses are the negative factors that are internal to your business. You can also influence these. These are all of the disadvantages that your company faces. You have to minimize these factors before they become a real problem. These include poor branding, lack of product readiness, technical challenges, corporate finance issues, and missing-link team members.

Exploit Key External Opportunities

Opportunities are the positive factors that are external to your business. You cannot influence them, but you can take advantage of them. These include things like market trends, competitors’ shortcomings, and technological or retail trends.

Reduce or Avoid External Threats

Threats are the negative factors that are external to your business. In most cases you cannot influence these threats, and they could pose a number of problems to your business. These include lack of suppliers, tariffs, regulatory issues, and laws.

Table 12.1 shows our SWOT for GoToDoc.

TABLE 12.1 Sample SWOT Analysis (Strengths, Weaknesses, Opportunities, and Threats) for GoToDoc
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FACTS, FIGURES, AND ANECDOTES

Now that you’ve outlined this long list of positive and negative items that will affect your business, you next need to focus on whittling this down to the top three. See Table 12.2 for an example based on the GoToDoc business development plan.

TABLE 12.2 Top Three Items in Each SWOT Category for GoToDoc
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CHAPTER 13

PREPPING YOUR DECK

To paraphrase Winston Churchill, PowerPoint is the worst tool for presentations, except for all the others.

Most of us have had the misfortune of sitting through long and painful PowerPoint presentations. They usually consist of dozens of slides packed together with bad clip art, complicated graphs, and long, unedited copy—accompanied by a speaker who is simply reading the very words we can see on the screen. This style of PowerPoint presentation is what we call corporate PowerPoint (CP), and it is quite difficult to break the CP habit once you start. PowerPoint decks are often used as crutches in corporate life, a way to prepare for a meeting without memorizing or understanding your topic.

In truth, PowerPoint is supposed to be a simple and effective tool for presenting complex ideas. It is a great memory aid, allowing you to move from topic to topic by giving you cues. It is also one of the easiest ways to visually represent your ideas without having to use complex graphic design tools. But while it may not demand a lot of technical skill to use, it does require some planning and discipline for it to be an effective pitch tool.

Remember, to get funding for a business or idea, you will need to accomplish both of the following:

•   First, show there is a need for that business or idea.

•   Second, prove you are the one to do it.

Pitching isn’t all about spreadsheets and financials. It’s also about getting others to become emotionally connected to your idea. In the end, you want people—whether they directly invest in your business or not—to come out of the pitch rooting for you. Even if you can’t get your listeners to invest, you can get them to tell others about you and perhaps connect you to other potential investors.

If this sounds like theater, that’s because it is. And it’s your job to pitch a story with real villains, likable heroes, and a happy ending that makes people want to see more.

Every year there are countless pitch-offs in hundreds of cities. These events, usually held by accelerators or meetups, are essentially entrepreneurial community theater. You should attempt to attend every single pitch-off you can. Why? Because by pitching and watching others pitch, you will learn a great deal about your own shortcomings and, more importantly, how to look better than the person who is about to pitch after you.

As with any theatrical performance, you need to be prepared for the reviews, both good and bad.

Pitching is also not just for when you are seeing investors. It’s also useful for finding clients and partners. If you can explain your business in a few words and then close with your “How can I . . . ?” question, you are likely to get an answer that results in a good outcome.

This advice isn’t just for an in-person pitch with a venture capital firm. It is equally important when thinking through how you will write your crowdfunding pitch or fill out a grant application. You won’t be there to answer questions when someone is reading about your company, so you will need to proactively think through the potential questions and make sure you address them in your written pitch.

But before you pitch, you need to get your story straight. This will inform your e-mail pitch, your pitch deck, and even how you answer investor questions.

WHY DO YOU NEED A DECK?

A deck is the new business plan. As we said before, the deck is the lingua franca of modern startup investment, and people will ask for it constantly. Be prepared to deliver it.

Your deck is your calling card. You wouldn’t randomly send your business card in the mail to strangers. When you share your deck with someone, it means you expect a call back, a second look, a chance.

Now you are ready to take all that information and start building your 10-slide presentation. Wait, what? Ten slides? Yep, and that includes the title—so technically, nine.

We recommend creating two decks—one that includes your succinct 10-slide “focused presentation” and another longer deck that includes financial targets, budgets, and the like. The second deck may also include fawning descriptions of your entire team and whatever else you think an investor with more time and patience would be interested to read. This longer deck has an appendix and is designed only for those investors who require more information after seeing your first deck.

A few years ago, marketing guru and venture capitalist Guy Kawasaki wrote an article called “The 10/20/30 Rule of PowerPoint,” which states that a presentation should contain no more than 10 slides, should last no more than 20 minutes, and should contain font no smaller than 30 point.1 Although he wrote this rule back in 2005, his advice about presentations being short and concise should be something you take to heart whenever building a PowerPoint presentation.

CREATE A WINNING 10-SLIDE PRESENTATION

There are a number of theories and best practices on how to build the perfect PowerPoint presentation, but these are usually focused on business meetings with colleagues or potential customers and partners. These presentations may require more slides, more graphs, and more information. But when you are asking potential investors for money, the biggest mistake would be to throw a giant haystack at them. Your job is to hand-deliver the needle.

If an investor chat is like a date, then the deck is your Tinder profile. It sets the stage for what is to come and becomes a road map for the interaction.

We encourage you to have your investor deck professionally designed. What does this mean? It means a designer should create a visually pleasing template using specific fonts and images. Decks with lots of pictures stand out in a sea of gray text, and decks that are arrestingly readable are far superior to decks that look like you used the default formatting found in PowerPoint or Keynote.

Find designers online at Fiverr and other art services. Expect to pay a few hundred dollars—more if it’s a longer, appendix-laden document. Don’t go crazy though. Chances are your global design will evolve over time—even your business name and logo may change.

“I’ve seen people raise $250,000, and give $100,000 or $150,000 to a web developer, and give another $100,000 to a designer, and $50,000 to a PR person, and then they come back for more money,” said Jason Calacanis, an angel investor.2 He warns against wasting too much money on design.

Ultimately, a presentation is less a script and more a guide to how you will structure the conversation. This of course assumes the meeting flows in a linear fashion. More than likely, it won’t. You should expect questions, interjections, and possibly not having enough time to get through all your slides. This is why it’s imperative that you front-load your presentation with the most important information.

DEVELOP THE OUTLINE

A winning pitch deck proves three key factors in every meeting:

1.   Market opportunity: Make them believe in the opportunity.

2.   Your solution: Make them believe you (and your team) can win.

3.   Their opportunity: Make them believe they can win investing in you.

Open a blank PowerPoint document. Don’t worry about design at this stage. Just create the slides and add the titles below. These are just placeholders to remind you of the purpose of each slide:

1.   The Title Page

2.   The Problem

3.   The Solution

4.   The Product Demo

5.   The Revenue Model

6.   The Challenges

7.   The Team

8.   The Financials (and the Ask)

9.   The Opportunity

10.   The Road Map

11.   The Appendix (optional)

CREATE THE CONTENT

Using our fictitious healthcare technology company GoToDoc as an example, we will demonstrate how to fill in the content for each slide in your presentation.

Slide 1. The Title Page

The simplest slide you will ever create. Add your company name (and logo), your name, and your contact information. (We like to add a cool photo on the first page if we’re doing a public pitch, but investor pitches can be far less flashy.) That’s it. Only nine slides to go! See Figure 13.1.

Figure 13.1 Sample Slide 1: The Title Page
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Slide 2. The Problem

Often referred to as “setting the stage,” this is arguably the single most important section of your presentation. Whether you are looking for people to crowdfund your food truck or a VC to invest in your healthcare app, if you fail to make them believe in the problem, then you will never get them to invest in the opportunity.

Using both facts and relevant anecdotes, you must answer these two key questions:

•   What are the key pain points? Your goal here is to get the investor to quickly agree to a simple, factual narrative. Using our GoToDoc example, we will address how the national physician shortfall will make it harder for aging Americans to access basic, nonemergency medical services. This is very simple to understand.

•   What is the real market opportunity? You got them to agree to the problem, but do these issues affect enough people or businesses to create a real opportunity (to make money)? Use facts and figures that quickly illustrate the size of the market you are going after. This is where you begin to create the fear of missing out (FOMO).

Figure 13.2 shows a sample of what Slide 2 might look like.

Figure 13.2 Sample Slide 2: The Problem
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Note: If you have a meeting with investors, you should assume they have done some basic due diligence about your space. Use your time wisely, and make sure every fact you place on this slide is there only to set up your specific solution.

Slide 3. The Solution

Using simple language, state your company mission, and then briefly describe how you will accomplish it. Keep in mind that you are not writing a script here. You will have different talking points for each slide. Keep this slide simple, and use it primarily as an introduction to the next slide: The Product Demo. Figure 13.3 shows an example of Slide 3.

Figure 13.3 Sample Slide 3: The Solution
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Slide 4. The Product Demo

This section of the presentation will depend on your company or product offering. If you have a taco truck, you might have photographs of the truck and copies of your menu, and you might actually bring food. If you have a new invention, you should consider sharing 3D renderings or unveiling a physical sample or prototype during the meeting. The key here isn’t to overwhelm investors, but to leave them wanting (and asking for) more. You also still have six more slides to go, and you don’t want to use up all of your time.

Since we haven’t yet finalized the GoToDoc mobile app, we will share some mockups of how the interface will look. We aren’t showing everything—just screenshots that bring to life the most powerful aspects of the app. See Figure 13.4.

Figure 13.4 Sample Slide 4: The Product Demo
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Slide 5. The Revenue Model

This slide answers two simple questions: How will you make money? And how much money have you made thus far? This slide should explain how you make money better than your competitors do and what your “secret sauce” is in terms of building the business. If yours is a more traditional business, a simple outline of your current and expected revenues should be sufficient. See Figure 13.5.

Figure 13.5 Sample Slide 5: The Revenue Model

[image: Images]

Some founders like to add information regarding their current investment and valuation, but don’t be too hasty in sharing these numbers. Many investors will want to set their own terms for early rounds. Create a deck that you can easily modify, or create one version with your current valuation and one version without.

Slide 6. The Challenges

Let’s be honest. If it’s obvious enough to you that this opportunity exists, then it’s perhaps obvious to others. So why isn’t this opportunity being addressed? Why are others failing?

Going back to your SWOT analysis, it’s time to be “strategically transparent.” We say “strategically” because this isn’t a therapy session at which you will reveal all of your issues. The goal here is to show your potential funder that you have a real grasp of the internal and external challenges to your business and how you plan to deal with them. See Figure 13.6.

Figure 13.6 Sample Slide 6: The Challenges
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Slide 7. Your Team

Creating a team slide might not seem particularly challenging, but this will be one of the most critical parts of the presentation. Investors invest in two things: people and opportunities. This slide should make the investors feel confident that if they give you money, it will be well managed.

The goal of any successful team introduction slide is to showcase a successful combination of education, real-world experience, and good old entrepreneurial spirit. If you didn’t graduate from an Ivy League school or previously helm another successful startup, you will need to double down on showing you and your team’s entrepreneurial spirit.

Using the chart in Table 13.1, we have outlined some of the most common scenarios and suggested strategies for presenting you and your team. See which scenario best describes your team.

TABLE 13.1 Four Scenarios to Consider When Describing Your Team
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What to put on a team slide? Remember that you are going to speak to this slide, so keep it simple and stick to the basics:

•   Name

•   Title

•   Role at company (because saying “CMO” may not always be enough)

•   Current and/or past relevant experience

•   Education

Core Team Slide

In this scenario, focus only on those key team members who will prove to investors that you have the talent in place to not only run your business but also deal with the critical challenges you previously laid out in your presentation. Add photos; they have a humanizing effect.

Figures 13.7(a) and 13.7(b) show two examples of slides describing the team.

Figure 13.7(a) Sample Slide 7: Your Team, Represented by Your Founder
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Figure 13.7(b) Sample Slide 7: Your Team, Represented by a List of Your Core Team Members
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Slide 8. The Financials

Feature your projected three-year financial model. This slide is a classic case of damned if you do, damned if you don’t. If you don’t put this slide in your pitch deck, they will ask for it. If you do put it in the deck, chances are they won’t believe the numbers. So, include it, but keep it simple.

For example, Figure 13.8 is a standard revenue model for a new startup that aims to gather cash via à la carte and subscription sales. As you can see, nearly everything is accounted for including service space, legal fees, and marketing. Also important are founder salaries. In our decks we like to add founder salaries at about month 6, thereby ensuring that the investors know that they won’t be paying you out of pocket for your work.

Figure 13.8 Sample Slide 8: The Financials

[image: Images]

If this seems like a lot of data, you can easily simplify this and add a more detailed spreadsheet to the appendix. If you’re worried you don’t have this data, don’t be. Simply make your best guesses based on your experience in the industry. We’ve created a sample version on our website for you to download and use.

Slide 9. The Opportunity (and the Ask)

Many refer to this slide as “The Ask.” This is where you explain how much you are raising and how much you are asking for. Figure 13.9 shows an example.

Figure 13.9 Sample Slide 9: The Opportunity (and the Ask)
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As we discussed earlier, there are many reasons people invest in early stage startups, and in most cases, it will not be altruism. It will be because they see an opportunity to make money. Or it will be out of a fear that if they don’t invest in your company or service, they will lose out on a future opportunity to make money.

This also establishes your valuation—the amount you are “pricing” your company at in the beginning. For example, you can say, “We are looking at a $2 million investment at an $8 million premoney valuation,” which simply means you want to sell a fourth of the company. You can then explain how you’d like to raise it. In most cases you will say, “We will raise on notes,” which means you will use the SAFE note we described in Chapter 5.

Ask a startup mentor to help you with the ask. If you leave an investor meeting without an ask, then you are most likely going to get good advice and no check. At least have an ask ready to go when you are sitting at the conference table.

Slide 10. The Road Map

At this point in the presentation, you need to discuss where you are in the process of launching (or expanding) your product or service. Figure 13.10(a) and 13.10(b) show a couple of ways to present that.

Figure 13.10(a) Sample Slide 10: The Road Map, Flowchart Presentation
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Figure 13.10(b) Sample Slide 10: The Road Map, Calendar Presentation
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YOU HAVE TO LOOK GOOD

Looks aren’t everything, but they are important. We aren’t talking about physical beauty, poise, or sartorial splendor. We’re talking about design.

My (John’s) wife was looking for a job. At that time, we were living in Warsaw, Poland, and she was sending her résumé to a number of agencies. But she was sending her old résumé, a European-style curriculum vitae (CV) that looked like a cross between a report card and stereo instructions. Being a budding designer, I created an American-style résumé with classy graphical elements and a strong, bold use of fonts.

In retrospect, I will say that it looked awful, but she was called in again and again for a simple reason: they loved the uniqueness of her résumé. It stood out in a pile of gray pages. It piqued the HR person’s interest.

Everything you do as an entrepreneur has to have that same effect. Over the years we’ve seen thousands of pitch decks, and we can immediately spot the decks from people who came from the corporate world. Their decks are text heavy and poorly designed with clip art that looks like it came out of the early 2000s.

If you are serious about your business, spend a few hundred dollars on good design. Beyond the deck, invest in a beautiful, well-designed website. The key is to think about design early, before all of the founders have invested all their efforts into technology and HR.

BE BRIEF, BUT CARRY A BIG APPENDIX

The key to a good presentation is to be concise and brief, but you may find yourself failing by not being prepared for the follow-up questions. This is why it’s a good idea to be ready with extra slides in your appendix. We can’t tell you specifically what would be relevant for your particular idea or pitch, but based on our own experiences, here are some thought starters:

•   More detailed financials

•   List of current customers (B2B)

•   Media quotes and press review highlights

•   Quotes from key customers

•   Examples of marketing collateral

•   Photography, video—anything that brings your idea to life

•   Detailed competitive audits

•   Detailed bios of each team member

CREATE PRESENTATION TALKING POINTS

A pitch meeting is a terrible place to be improvisational. But even the best-prepared presenters can lose their train of thought—especially when an investor interrupts to ask questions. This is why you will create a series of talking points for every slide in your deck. This will keep you on track and the meeting moving forward no matter what happens.

Deck talking points can be written as a series of bullet points or even brief scripts. But consider this: assuming you have an hour to present, your presentation should be no longer than 20 minutes, with the remainder of the time spent in dialogue with the investors.

Investors will not remember everything you say in a meeting, so it’s important to distill your talking points down to the most impactful and retainable details.


Before beginning this exercise, take a moment to visit our website youcangetfunded.com. Click Book Exercises on the main screen, and download the Deck Outline document.



Building a slide deck is like creating a play or a movie: each part is important. See the GoToDoc example shown in Table 13.2.

TABLE 13.2 A GoToDoc Example of a Slide Deck
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CHAPTER 14

PREPPING TO PRESENT YOUR PITCH TO INVESTORS

We could write a whole book on pitching and public speaking. Some say it’s an art, but we say it’s a skill that requires lots and lots of practice. There are people—Steve Jobs comes to mind—who may seem naturally gifted at being on stage and presenting, but let’s be clear: there is nothing natural about being onstage.

If you are serious about improving your public speaking skills (which you should be if you plan to pitch!), we recommend reading the book The Art of Public Speaking, by Stephen Lucas.

We would also suggest watching others. TED Talks are a great resource for some truly inspirational presentations (www.ted.com/talk).

In this chapter we would like to focus on a set of techniques and best practices aimed at making your investor pitch more successful and ultimately less stressful and awkward for you (and the investors).

BE CONFIDENT

A great entrepreneur isn’t always a great salesperson, but every great salesperson can become a great entrepreneur. The key? Confidence.

Confidence isn’t swagger or bravado. It’s not a firm handshake and a piercing stare. Confidence comes from knowing exactly what you want and why you need it.

The kind of confidence that successful investors look for is a fire in the belly that comes from absolute certainty. I’ve met founders who have walked into meetings only to be shot down immediately by investors because they didn’t have the right facts, figures, and concepts at their disposal. One founder we spoke to recommended creating a list of anything anyone has ever asked you. If you are asked something you don’t know, make a note of it, get the answer, and follow up with the investor. Then keep that information in your back pocket for your next pitch.

This is part of being confident: being able to recite the pertinent statistics about your industry in a moment.

Confidence also comes from skill. If you are able to code all night and can explain complex ideas simply, investors will trust you. You must have the communication skills necessary to explain your topic precisely and quickly. If you’re having trouble with investors, the culprit might be your inability to communicate your idea. Consider bringing on someone to help you pitch, like a dedicated CMO or a public speaking coach.

It’s not merely deep knowledge that wows investors. It’s the ability to explain this knowledge to them. This is called technical communication, and it is a skill all founders must work on.

Confidence comes from lived experience. Can a founder fake his way into an investment? Absolutely. But most investors can sniff out an unprepared founder. As the old adage goes, show, don’t tell. In this case, talking about a passion for nanotechnology wasn’t enough. What was important was the ability to show results.

Confidence comes from knowing what you want. Everything else is just preparation for the goal. In some cases what sparks an investor’s imagination is as simple as a button that calls a black car. In other cases, it’s as complex as a machine-learning algorithm that you trained yourself over many years. It might be the culmination of countless pop-up dinners that you held at your home until you felt ready to prepare a restaurant menu. Whatever it is, by the time you present your plan to investors, you need to be intimately familiar with all aspects of your vision. An investor can see that confidence in your demeanor, your behavior, and your communication. Cultivate it.

ALWAYS BE PITCHING

When should you pitch? The short answer is, “All the time.” In truth, you should read the room and assess when it is a good time to approach an investor. One journalist friend recalls being pitched while he was at a urinal. This is a no-no.

Otherwise, you should always be pitching, and you should begin pitching when you’ve completed your MVP. There are many benefits to meeting with investors. Money may be the primary goal of a meeting, but investors can also help connect you to other investors, potential sales leads, talent, and more. They can also provide you with advice that might help you focus your business strategy and your next pitch.

There is an entire industry dedicated to helping executives pitch, and we’re here to say that most of them are charlatans selling snake oil. Further, there are companies dedicated to making introductions for a fee. We tell our friends and fellow entrepreneurs to never pay these fakers. Please never pay anyone to pitch for you or to act as a matchmaker. While some of these organizations are legitimate, most of them aren’t. We once paid $500 to meet five Indian investors over Skype. The result? Five investors who were annoyed to talk to us and who passed almost immediately.

Not everyone needs to pitch in person, but it helps to understand when and why to pitch. We’ve spoken to hundreds of entrepreneurs who have pitched hundreds of people, from VCs to customers to family members. They follow the Always Be Pitching (ABP) model, a technique that ensures that you will always be ready to pitch at a moment’s notice.

Master the Demo

There are many methods you can use to give a demo in a pitch meeting. But if you are going to do a demo that requires a lot of technical things to go right, you’d better have a backup plan.

Preparing a video of your demo ahead of time means you will always have it ready to go. Embed it in the presentation in case the live demo fails.

If you’re building an app, use screenshots. In this scenario, because the app isn’t finalized, this is the best, safest, and most engaging way to showcase the product. If you have a restaurant, this could be a menu, photos of food, or a rendering of the future restaurant space.

Nothing will ever beat a live demo. If you have a final product or a working prototype (that you trust), make sure to practice giving this one- to two-minute demo over and over before bringing it to an investor meeting.

Fine-Tune Your Presentation

Sadly, most people spend more time creating a presentation than they do actually practicing. Don’t make this mistake. You will need to practice, practice, and practice some more.

Step 1. Read, Refine, Time

When you are done building your deck, put your slides in presentation mode on your computer or tablet, and read through your notes out loud, switching slides as you go. Once you’ve done this a few times, you may find yourself changing things, which is fine. It’s normal to find that certain words written aren’t going to work when spoken. Once you feel you have it where it needs to be, time it.

The average person speaks about 80 words a minute. Some speak more slowly, some more quickly, but at this point, just run through it a couple of times to see if you can get to under 20 minutes while speaking at your normal pace. If it’s way too short, you may want to add some additional talking points. If it’s too long, then cut back.

Step 2. Memorize and Time Again

Keep delivering your presentation over and over until you can do it without reading your notes. Make any changes as needed. When you feel you have your final talking points memorized, time the entire presentation again to see if you are still coming in at around 10 minutes or whatever timing feels most comfortable.

There are cases in which you will need to create a three-minute presentation for a startup event. Use the same technique: write out your presentation, memorize it, and time it. As you become more comfortable with your script, you may start speaking faster. You may need to try slowing down a bit at this point. While speaking, try looking at different objects in the room—a picture, a chair, your dog! This will come in handy later when we discuss the importance of eye contact.

Step 3. Record Yourself

Whenever possible, put yourself in the audience’s shoes. A great way to do this is by simply hearing and seeing yourself giving the presentation. It’s easy to just focus on the sound of your voice; don’t worry about that. In this exercise you should be (1) listening, really listening, to the content of your presentation and (2) looking for behaviors that are distracting (unnecessary hand movements, awkward posture, ums and ahhs, and so on). Make the necessary corrections, and deliver (and record) the presentation again. Repeat this process until you are satisfied with what you see.

Step 4. Practice with Distractions

During a presentation, there may be many distractions. People coming in and out of the room, phones going off, and even people who may seem less than engaged. All of this can throw off the best public speakers. For this exercise, turn on both the radio and TV, and do your presentation. Have friends or family bother you during your presentation, asking aimless questions or asking for clarifications. Create difficult situations when you practice, and you’ll be ready for them in real life.

Rehearse Your Final Presentation

When you feel you have the presentation and talking points where you want them, the next step is to deliver the pitch in front of a friendly audience.

Practice in Front of Others

Speaking in front of a mirror or an empty room will never prepare you for presenting to investors. So, gather two to three friends and family members in a room around a table, and deliver your presentation. Do one sitting and one standing up. Most of us feel most comfortable presenting while standing—the range of motion is freeing. However, you will often be presenting in closed rooms where you can’t get the advantage of standing. You want to practice in both situations.

Getting honest reactions and feedback from people you trust will allow you to bulletproof your presentation. It’s also good to be aware of things you may have done (both good and bad) when speaking in front of others that you didn’t do when delivering the presentation alone. Make sure to time and record yourself presenting. When you’re nervous, you may speak faster. If you or others notice this, do it again and slow down. You will also want to use these videos later in this chapter to spot any other issues.

Leave It Alone for a While

Take a few days and forget about your presentation. Then practice some more. With new eyes, you may find yourself changing a few words here and there, and that is OK. Just make sure you are staying within the 20-minute mark. Practice your presentation at least twice a week to keep it fresh in your mind.

Prep for the Investor Q&A (or the 10 Key Questions)

Investors aren’t going to base their decision to invest in your business on a great presentation. They are going to make decisions on how well prepared you are and how fast you think on your feet. They will do this by asking you questions. You should absolutely expect to be interrupted during your presentation and getting questions about issues you might have planned to speak about later. Under no circumstances should you avoid answering (or at least acknowledging) tough questions or telling investors that you will get to their question later in the presentation. They are asking questions because they are engaged, and you are there to win them over. If you are in the introduction part of your presentation and they would like to know about the team, go to the team slide. When done, go back to where you were and keep going.

To prepare, refer to the answers you’ve created to the 10 Key Questions (Chapter 11), and practice using the same process you did for the presentation.

Step 1. Read and Refine

Grab the 10 Key Questions in Chapter 11. Ask yourself each question in your mind, and then state your answer out loud. Once you’ve done that, you will probably find yourself tweaking your answers. Go through each question until each answer you have prepared sounds (and feels) right.

Step 2. Record Yourself

Record yourself answering each question out loud. Make any changes you feel are needed.

Step 3. Practice in Front of People

Gather some friends and family members, and give each of them questions to ask during the presentation. Ask them to interrupt you in a natural way, once you’ve completed a thought. But let them choose when and where to do that and what questions to ask. Turn on your timer and record.

This is one of the most important skills to learn in an investor pitch, so if your friends and family are game, do this several times.

SKILL UP

Almost no one is a natural speaker. The good news is that pitching and presenting always get better (and less nerve-racking) with practice. Here are some basic tips to improve your delivery.

Study the Videos

It’s time to go back to the videos of you presenting to your friends and family. See if you can spot any of the following:

•   Did you seem stiff?

•   Did you wave your arms and hands around too much?

•   Did you use a lot of filler words and sounds like “um,” “ahh,” or “you know”?

•   Did you make eye contact with people in the room?

•   Did you speak for long periods of time, without taking a breath?

Avoid Filler Words and Sounds

We have all seen speakers who can’t stop saying “um,” “ahhh,” “like,” or “well” during a presentation. It’s not only super distracting, it also makes the speaker seem unprepared. Why do we use filler words? It’s a natural defense mechanism, and it gives our mind time to search for the right words or answers to questions. As you watch the video, note which filler words you use.

Recognize not only which filler words you use but also when you are using them. Answer these questions: Were you nervous, unprepared? Did it happen during the presentation, or mainly when you were answering questions? If nervous, then it should have gotten better as you went along. If unprepared, then perhaps you need to practice your presentation and Q&As some more.

As you go through your day speaking to people, every time you notice yourself using a filler word, give your leg a tap. As you become aware of when and where you are using them, you will start catching yourself before they come out of your mouth. When you do, take a breath, pause, and then continue speaking without the filler word.

Practice in front of your friends and family. When you find yourself about to use a filler word, pause and make eye contact with someone for a brief moment. You may find that looking into someone’s eyes makes it much harder to use filler words.

Keep it up. Once you are aware of filler words, you can over time work to eliminate them.

Make Eye Contact

Eye contact is part of everyday communication, and in a presentation it is a critical way to “check in” with the people in the room to make sure they are listening and taking in what you are saying. Eye contact also makes people feel more connected with a speaker. When you practice your speech with friends and family, make sure to shift your focus around the room and not fixate on one person. Staying too long on one person can have the opposite effect and make that person uncomfortable. Make sure everyone in the room gets a few seconds of eye contact from time to time.

Use Dramatic Pauses

Combining eye contact and pauses when you speak is one of the most powerful tools in connecting with your audience. You should use pauses to accomplish the following:

•   To make sure you are speaking slow enough for the audience to take in what you are saying

•   To make a point when something is really important

•   To give people time to reflect on what you have just said

Go through your presentation notes and add written pause marks where you think they belong. Then, try practicing using these techniques. Record and also time your presentation again to see if you are still coming in at 20 minutes. Chances are you may need to cut back on some words again when adding pauses.

Optimize Body Language

While practicing in front of your friends or family, you have probably noticed how you suddenly don’t know what to do with your hands. Like filler words, when speaking publicly, our hands express our nervousness. Watch other presenters on stage to see what techniques others are using, then borrow what you like. You will develop your own technique over time, but as the saying goes, fake it until you make it.

Public Speaking Versus Pitching

If you are going to speak onstage or in a large room filled with a lot of people, you should always stand. This puts you in a position of power and gives you the ability to see everyone. Make periodic eye contact with everyone in the room

However, if it is just you, a few people on your team, and one or two investors, it is more likely that you will be sitting when you pitch your deck. These meetings should be more conversational.

Tips when standing:

1.   Stand up straight.

2.   Never cross your arms or put your hands in your pockets.

3.   Keep your hands either in a neutral position by your side, with palms open, or in the classic steeple position when you don’t need them.

4.   Use your hands like a verb or an adjective—meaning, don’t use them all the time, but only when you really want to emphasize a point.

5.   Move around. Don’t stand in one place too long. Time your movement to new thoughts or transitions in your presentation.

6.   Start your presentation with a smile, but don’t smile the whole time. Keep your face supple, not stiff.

7.   Look around the room and make eye contact. Never stare too long because doing so will make people uncomfortable. Just a heartbeat.

Tips when sitting:

1.   Sit up straight but lean in slightly to convey interest and engagement.

2.   When you aren’t using your hands, keep your wrists on the table (never your elbows).

3.   When you don’t know what to do with your hands, use the “steeple” shown in Figure 14.1.

Figure 14.1 The Steeple Hands
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When It Comes to Technology, Prepare for the Worst

You have the killer presentation ready to go. You have practiced it and feel pretty confident. But you find that when you get to the investors’ office, the Wi-Fi doesn’t work, the projector is down, or they would rather just have a printed copy of the slides and have you casually walk them through the presentation at their desk.

In most cases, you are going to have a very brief amount of time to speak with investors, and the last thing you want to do is squander that dealing with technical difficulties. Bring several printed copies of your presentation with you, and be prepared to go with the flow.

Now, if you have a very technical demo that requires you to show a video or animation or even connect to the Internet, then have that prepared on your laptop. If it’s a small group of people, using your laptop should be fine. If it’s a large room and you feel you are doing your pitch a disservice and cannot deliver that killer presentation, ask if you can reschedule.

Assume that you won’t be able to connect to the office projector or even connect to your website. Have a local copy of the website and application on your laptop, and, if the Internet doesn’t work, you’ll be able to fire up your app without connecting to the network.

Also be ready to pitch without your deck. In some cases, you won’t have access to a projector, or the investors won’t want to see your deck and instead will want you to “talk.” Be ready to offer a completely deck-free pitch when necessary.

TechCrunch Disrupt is the biggest and arguably most important startup event in the world. Dozens of startups take to the Disrupt stage in Startup Battlefield where they talk about their mission, their business, and their technology. And every single one of those startups begins with a pitch that won’t get them $5 let alone $500,000.

Although startup founders often understand implicitly the value of a good story, many of them fail to pitch investors with those stories. Say the company makes baby monitors. These monitors could be cheaper, better, and clearer than competitors’ models. They could look cooler, last longer, and even lull the baby to sleep with synthetic noise. But putting all that on a deck makes the baby monitor seem more like an alien object than like something you would trust to put in your baby’s room. The answer, then, is a story.

Say the founder, Jane, had a young baby, and she was constantly and needlessly worried. She bought the normal baby monitors and installed them, but each one failed spectacularly. One ran out of battery charge during movie night, and the baby was left crying for an hour. Another gave a false alert that suggested the baby wasn’t breathing. Still another was hijacked by kids who had a basic walkie-talkie, and they were making weird noises into the baby monitor. All of these stories add up to something new parents understand implicitly and respond to emotionally.

Then Jane talks about her journey. She connected with an old friend who went to MIT. She and her husband sold a sports car to build the first prototypes. They made the first models to look like a toucan so the baby would have something colorful to see. “After all,” says Jane, “you want a baby monitor that will make your little one laugh.”

All of this results in a narrative that anyone with a brain and a heart can follow. If Jane had talked about milliamp hours and the security systems built into the monitor, the audience would have fallen asleep. If she had described an amazing new baby monitor that any new mom would love to own, then the audience would have gotten a different feeling and a different energy.

The deck has to match that energy. Maybe there is one page in the appendix that features the speeds and feeds for the new monitor. But the first few pages of the deck should relate the story to the viewer. Every time we speak to a founder, we ask for a story. What caused this idea? What was life like before the idea became real? What does the world look like after everyone accepts the idea? This story—the hero’s journey, if you will—is integral to any startup’s pitch.

REMEMBER, INVESTORS ARE PEOPLE TOO

Entrepreneurs are often blindsided by failure and success. Investors—VCs and angels—often know a great deal about your industry because they have either failed or succeeded in that same industry. Both types of investors will ask hard questions about topics they learned on the road to the top or bottom. You must be prepared.

For example, if investors have run a consumer-facing business, their first question will be, “How will you get customers?” Why? Because they have tried (and most likely failed) to get customers themselves. They know how hard it will be. If they failed, they will be particularly adamant about the point. If they succeeded, they will ask pointed questions to confirm that your ideas fit into their view of success.

This is why it’s imperative to learn as much about your investors before you meet them. Do your due diligence. This is much easier in the age of social media. A little premeeting sleuthing will help you better prepare for the questions they might ask.

Finally, remember that investors are human beings and are going to have good days and bad days. If you catch them on a bad day and their questions seem pointed or even aggressive, keep your cool, stay focused on your presentation, and answer their questions as best you can.
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CHAPTER 15

MORE TIPS AND TRICKS

In all likelihood, if your idea works, you will make a little money at first without the help of investors. This is to be expected. Barring some unique business idea, there are very few investors who will write a check based on an idea alone. They need to see something tangible.

Again, this is a very important point to understand: Investors don’t fund ideas. They fund businesses. There are some exceptions to this—for example, you might have a prototype hardware product that needs to be mass-produced—but in general, you must have a product ready and visible before anyone will hand you any cash. Sure, a PhD in astrophysics with the plans for a rocket car might get millions of dollars without having a working prototype—because investors understand that without a few million, the rocket car will never get built. But a dating app for fishing enthusiasts is going to require less of an upfront investment and a lot more proof.

Investors write checks for ideas for the following reasons:

•   They like you or you are related to them.

•   You’ve worked with them, and they trust your skills.

•   They’ve offered you an idea and want you to run the business.

•   They understand the industry you’re in and feel they can make money on your idea.

•   You are already making money, and they believe that some of their money will give them access to more of yours.

Nearly every investment decision is motivated by one of those points or a permutation of a few points. Perhaps your uncle knows the web design business and wants to fund your app. Maybe your ex-boss knows you can deliver on your currently profitable chicken-wing restaurant.

An investor with no experience in medical devices (or lots of experience and little trust in your ability to deliver) won’t write a check for a new type of clinical baby thermometer. An Italian chef-investor with little experience in French food will probably not fund a creperie.

Understanding these motivations is imperative to getting your first check.

THE WORDS OF PITBULL

The poet Pitbull once said, “Ask for money, get advice. Ask for advice, get money twice.” There is real wisdom in this quip. What did he mean? If you ask for money outright, you’ll get pushback. Everything your potential investors will bring up in the form of advice will push you further from your goal of a check. If you ask for advice, however, you can plant the seed in an investor’s mind that will almost always lead to an investment.

Remember the parable of the blind men and the elephant. Three blind men approach an elephant. One feels the strong legs and thinks they are touching a tree; another touches the tail and thinks they are touching a rope; and a third touches the trunk and says they have found a snake. Each is right in his own way, but, in the end, they haven’t identified the actual object.

In the same way, individual investors see what they want to see in your business. If you approach them asking for, say, $1,000 to buy beans for your chili factory, they will explain that they don’t like beans in chili and that their sainted aunt used only meat and tomatoes. If you ask them for advice—and then take their chili recipe under advisement—you are far more likely to break through their indecision.

Asking for advice can become frustrating because you often know exactly what you want to build and when you want to build it. But don’t give up. By taking information “under advisement,” you are showing that you are willing to take criticism and use it. Many investors feel they have to offer insights before they write their first check. Let them.

BUSTING STARTUP MYTHS

Building a business doesn’t happen in real life the way it happens in the movies. In fact, there are two common tropes used by films and TV shows that show how entrepreneurs “win.” In one case, the beleaguered inventor works tirelessly to build a prototype or product and wanders endlessly from important person to important person until, one day, she finds the internal fortitude to build a giant business. This vision—see Jennifer Lawrence in Joy—shows us a founder who is almost crazed by the vision of a business burning behind her eyelids. As she tells her story, people begin to look at her a little warily, and ultimately, it’s up to her—her fortitude and her great sales techniques—to become successful.

In another Hollywood trope, the intrepid entrepreneur meets a cryptic “money person” who sees the brilliance in the founder’s idea and gives him a massive check, setting off a chain reaction that makes him successful. We saw this most recently on the TV show Silicon Valley, where one character, a sleaze ball who made his money putting “radio on the Internet,” asks the show’s nerdy hero what he wants to build. A few big words later and the original entrepreneur signs on the dotted line for “vaporware”—something that doesn’t and won’t ever exist.

The TV show Shark Tank is the worst of the lot. It is built on a few premises that are not only wrong but harmfully deceptive. First, Shark Tank suggests that there is a secret cabal of money people who, if you can access them, will give you cash. It also implies that a person who was successful in one realm—say, food or clothing—will automatically be successful in another. This is rarely true. Finally, it shows a preference for low valuations that cheat founders—a few hundreds of thousands of dollars for a quarter of a company, for example.

The real story, however, is far simpler and far more mundane. If your idea is good—that is, it’s a moneymaker—it usually takes far less time for people to see its potential. If hundreds of people refuse to take you seriously, there could be a fatal flaw in your vision.

Trying and failing to get funding over and over, no matter how hard you network? You need to listen to what the marketplace of investors is telling you. It means you should be ready to pivot when you sense that the world doesn’t want—or isn’t ready—for your idea. Sure, it’s possible for the market to be wrong. But it’s not a good strategy to bet on it.

Now, if investors give you a million dollars for your idea, then you’re probably going to end up working for them in the long run, ensuring their vision—and not yours—comes to fruition. Again, there are exceptions to this rule. San Francisco is awash in investors who will take a flyer on a newly minted founder straight out of Stanford University. However, all of the factors associated with startup success in Silicon Valley must align, including the right idea at the right time with the right team and the right investors. It’s the entrepreneurial equivalent of a lightning strike.

The key, then, is to find a happy medium: don’t wear yourself out pounding the pavement with an idea nobody likes. On the other hand, don’t expect to sell your business to the first person to come along with a little cash. Instead, be prepared to try and try again until the right combination of factors come together.

REACHING OUT TO INVESTORS

Some of the best advice we’ve seen for reaching out to investors comes from Eden Shochat, an investor at Aleph. He created a spreadsheet of Israeli investors and media for his companies and then shared it online—you can check it out at http://bitly.com/ViewIsraeliAngels. He began the document with a few rules of etiquette:

1.   Before pitching, do your research. Understand your market, and search the list for those investors who have shown interest in your market.

2.   Personalize your e-mail pitch to the investor to show why you think he/she would be interested in this opportunity.

3.   Don’t “spray and pray.” Spamming the list will just make you a bad name. Remember we are in Israel and everyone knows everyone.

4.   All things being equal, people prefer to do business with people they know. Even if all things are not equal, they still prefer to do business with people they know.

5.   The chance of you getting a meeting without a personal referral is much smaller. So do your research and find out who can connect you. LinkedIn and Facebook are your friends.

6.   Investors are people just like you. Don’t waste their time. Be prepared with answers why you think they are a good fit, before you send the first e-mail. Like said above, do your research.

7.   Get your name out there, so when you contact an investor, there is a good chance he has heard about you.

8.   Go to meetups (there are a few every week). Talk to people, help other startups, in sum “get your name out there.”

9.   Above all, be honest. No one likes to invest in people who don’t tell the truth, and at the end of the day that is what the investor is doing—investing in people.

Some other rules of thumb include never requesting that an investor fill out a calendar request app like Vyte or Calendly and never, ever asking an investor to sign a nondisclosure agreement (NDA).

Finally, remember that fundraising is a full-time job. Reach out almost daily to investors who are on the fence, and make sure to cross off everyone on the list before you stop hunting for funding. This is one of the hardest processes you will experience in your entrepreneurial journey but also one of the most rewarding.

NEVER SEND THE DECK. DELIVER THE PITCH

One thing many founders forget to do is put their pitch in a place where it is easily accessible. The best way to deliver a pitch deck is in person—you never want investors to see your deck without context—but once they are sitting in front of you, you should send them a pdf file of your deck. Further, services like DocSend are perfect for delivering a pitch deck to an interested party, It allows you to track opens when the funders pass the deck around.

Do not track your deck by requiring an e-mail address to open it, and never ask funders to sign a nondisclosure agreement before they look at your pitch. Asking investors to signs NDAs is a sure sign that you’re an amateur. Why? Because ideas are a dime a dozen, and your investors know that your idea is probably like one of many they’ve seen that week, if not that day. Therefore, they are primarily judging you on the ability to execute, and, if they see an NDA, they will immediately suspect that you don’t have enough skill or experience to build a business. Is this always the case? No, but in the vast majority of situations, an NDA is a sure sign that you’re new to fundraising.

Reaching out to an investor is simple. Send an e-mail like this one:

Hello, [Name],

I’m [your name] from [your startup], and we think you’ll appreciate what we’re building because of your experience in [general industry, not a specific startup name].

[Paraphrase your one-line startup description.]

Can we set up a time to talk? We are free on the phone at [certain time], and we will be in your city in [time frame] if you’d like to grab a coffee.

Don’t include a deck. Don’t include a link to your calendar. You’ll also notice that we recommend saying that you’ll be in their city. If you get a meeting, you should fly to that city if you’re not already there. Investment goes much more smoothly when it’s face-to-face, and it’s worth spending a few hundred dollars on a plane ticket if an in-person interview will reduce friction. Tell the investors you will be in town within a week, and if they confirm a time, then head over to see them. It’s helpful to schedule a few of these visits per trip, but sometimes you will fly for just one meeting.

Do not send your deck to every investor you meet. Wait until they ask. Interestingly, some VCs don’t use or want decks anymore, something that has changed the face of the startup ecosystem in the last few years. Many prefer to see a finished product—an MVP—before considering an investment.

Finally, don’t send your pitch deck out via mass e-mail. Your pitch deck is a very special thing. It outlines your vision, but it needs you to provide the context and bring the full story to life. While, in theory, a deck should stand on its own merit, in practice this is rarely the case. Therefore, it is imperative that you control it and its delivery as much as possible.

LEVERAGING GEOGRAPHY

Here is a sad truth: the majority of startups that receive VC funding are based on the coasts. This is why an entrepreneur in Boise, Idaho, is going to have different challenges than a San Francisco-based startup. Here are some tips to overcome these challenges.

First, if you’re in a place without much of an investment scene, you should build a business that is self-sustainable. This means it must make cash—and profit—immediately. Are you in a chicken-wing town? You’d best open a chicken-wing restaurant. Do you have a ready workforce of international call center experts? Consider something in the call center world. Use your geography to your advantage.

Obviously, this is not always ideal. Maybe you want to build a surfing business in a landlocked state or a distillery in a city that loves beer. In that case you’re going to need lots of luck. But if you know that your particular area needs something—a restaurant guide or a tour guide booking service or a food delivery service—and the big players aren’t interested in expanding into your area, then you will have a hole to fill. Maybe your city is known for being particularly personable or cool or unique or all of the above. Build a business that takes advantage of that.

We’ve seen many entrepreneurs use geography to their advantage. One developer, Jack Deneut, created a visual guide to Prague in the Czech Republic. In the years before Foursquare and Google Maps, Deneut was looking for something interesting to do in Prague and could find only limited resources online. He knew that Google and others were quickly catching on to the benefits of mapping, but he knew that Prague, a tourist town with a dense, walkable center, would probably be ignored by the massive company. He developed his own mapping software and hired students to walk around Prague, taking pictures of almost every single building and business. Overnight he had a searchable database that, for a time, became the biggest guide to Prague in the world.

Deneut saw a few holes. He knew it would take years for Google to settle in the Czech Republic. He knew how to code, and he knew where to find cheap help. Most importantly, he knew the geography, and he used his knowledge to his advantage.

As we said before, a startup is a small business with global ambitions. But you must first thrive as a small business. How? You begin by taking into consideration what your particular geographic location does best.

Take Groupon, for example. That company began in Chicago and spread through the Midwest before creating a nearly global force of retail salespeople. But it began in Chicago because the concept of group coupons took hold in that large city before it hit in New York or San Francisco. Could Groupon have worked in New York or San Francisco? Perhaps, but in New York the workforce necessary to reach out to tens of thousands of merchants would have been prohibitively expensive. And in San Francisco it would have been far too easy to clone the idea. Like Goldilocks’s porridge, Chicago was just right.

Geography also affects the possibility of investment. Many small markets have only one or two investors, and we’ve often visited VCs in small cities who have seen every deal in town many times over. “I’ve seen that one,” is a common refrain, and when VCs start talking about the deals they’ve ignored, then founders should rethink their career choices.

Many entrepreneurs we’ve spoken to have gone to San Francisco or New York to raise money, and even more have stayed. The luckiest entrepreneur is one who is able to raise money on the coasts and then come home to a small city where real estate, food, and talent is much cheaper.

An entrepreneur from Chicago created a 3D-modeling company in a city that is famous for the Merchandise Mart—a huge, multistory building that once held hundreds of furniture and home goods merchants. His project, however, dealt with “manufacturing” objects in code, which turned out to be something the Windy City couldn’t get behind.

He found it wildly difficult to raise money in his city, and eventually he found he needed to move—something that happens to countless entrepreneurs who discover their geography is hampering their growth.

Further, the small market investor often doesn’t understand what you’re doing. Small market investors think in terms of what they’ve done in the past. Here is the honest truth: if investors in a small city don’t know what you do or how you do it, they will not invest. The vast majority of investors in small markets made their money in a few ways—outsourcing, banking, software development, natural resources, or retail. Therefore, if you do not fit in one of those buckets, you will be ignored.

Rest assured Pitbull is right: always appeal to the investors’ vanity before you appeal to their checkbook. Approach investors with a question: “How do we grow this business?” Take the advice, and then ask them another question: “How do we do it without money?”

AVOIDING BIAS

There is bias in the startup world. This bias may not be overt, but it is often present. This is a deep problem and one that the industry is currently addressing. But it is imperative you look for it and avoid it.

First, there is a self-selecting bias associated with funding, and funders are often white males. This is changing as we speak, and there are many wonderful funding opportunities that are both sex and color blind. Moreover, many communities are catering to people of color. One such spot in Chicago, Blue Lacuna, offers an amazing coworking and office space that gives classes in entrepreneurship and offers a safe, quiet space for founders to learn and grow.

Women are also getting their own VCs, funds, and accelerators, although you will now find that many popular accelerators have an almost 50/50 ratio of men to women.

Venture capitalists used to be part of an old boys’ club. No longer. Recent scandals have blown that world apart, and the former “rock star” VCs have been laid low. Your mission is to find someone who understands you and can work with you.

The past decade has wrought amazing changes in the startup community. From the availability of cash for unique small businesses to the MeToo movement, the old ways are being cast aside and a new energy is growing. Embrace it. If you see bias, say something. Vote with your feet and make your voice heard. Venture capitalists cannot afford a bad reputation. Make them earn your respect.




Conclusion: A Final Word

“When should I quit my day job?”

“Why won’t VCs answer my e-mails?”

“How can I build my product?”

The list of important questions entrepreneurs ask goes on and on. In this book we’ve tried to answer all the questions we’ve gotten about funding over the years. We hope we covered your question. If we didn’t, we hope we pointed you in the right direction and offered resources to help you find the answers on your own. Ultimately, that’s the entrepreneur’s lonely path, one where more questions than answers arise and where success isn’t always clear.

That said, here are a few final thoughts.

GETTING FUNDED IS NOT THE GOAL

We don’t believe that your ultimate and final goal should be “getting a check.” One of the biggest issues in startup literature and reporting these days is the dedication to the “raise.” A startup doesn’t seem to win if it doesn’t announce that it has raised millions of dollars after seemingly doing little more than putting together a PowerPoint deck.

Business journalism is doing founders a disservice by bringing up the “raise.” Many startup sites, TechCrunch included, need a news peg on which to hang a story. Therefore, if a company has been covered already—in an early profile, for example—the “raise” is the next obvious point of coverage. Interestingly, some investors require their raises to be written up in the startup press as a stipulation of their funding. Why? It helps them get better deals down the line, and it is free advertising for their fund.

A reported raise is only 1 percent of the total story, however. Startup coverage ignores all the money spent to raise that cash. One (luxury-loving) founder told us that it cost him $1 million in outreach, events, airline tickets, and event tickets to raise $5 million. And it ignores the time and effort wasted in chasing down cold leads.

And what happens when you raise that cash? All your troubles — business and personal — are solved, right?

Wrong. Raising millions is often the start of a founder’s problems.

Remember, when founders take huge checks, they are actually selling part of their company. Ultimately you have to imagine that they have taken on massive debt in hopes of growing or selling their companies for much more than that debt cost them. In fact, many founders quickly realize that their fundraising efforts leave them with a smaller and smaller piece of the company, ultimately leading to their losing it entirely.

So, don’t get frustrated if you don’t join the ranks of the paper millionaires. Our goal is to get you to a position where your idea has enough cash to survive until it makes enough cash to thrive.

AVOID BAD INVESTORS

Your business has to be able to make money at the outset. This is not optional. How much you make, whether it is a few dollars a day or a thousand dollars a minute, will change how VCs gauge your startup. If you are in a city with low tolerance for risk, however, you might be out of luck. Investors in those markets don’t want risk that they don’t understand. For example, an investor who started a consulting firm will look at other consulting firms, assess the value, and put in about half as much as she can expect to get back out. You’ll notice we didn’t say she’ll put in as much as she can expect to lose. That bet goes to your family and friends, the people who give you enough money to begin making money.

Therefore, you have to minimize the risk in every aspect of your business. When an investor asks if you’re working full time on the business, you should be ready to say you are. When an investor wants to see your bank statements, you should be prepared to cough them up. And when an investor hems and haws her way through multiple meetings, coffees, and dinners without making a call, you should be prepared to walk away.

That’s right: you don’t want investors you don’t trust and, more importantly, investors who don’t trust you. Raising capital is like dating. It takes a long time, lots of discussion, and plenty of missed connections. And sometimes there’s good reason to pull the plug on the deal.

We met one entrepreneur who had been promised a million dollars for a hardware idea by an odd character who lived in the Baltics. This character was rich—he had multiple houses around the world—and he loved the product, which was a music stand with a built-in tablet for orchestras. The investor kept promising the check but also kept asking for more and more onerous requirements—multiple bank accounts in multiple countries, contracts that promised far more equity than originally implied, strange phone calls in the middle of the night to talk about strategy. As the days turned into weeks and the weeks into months, it became clearer that this investor would never write the check. But the lure of that million dollars—enough to truly get the business off the ground in a year—was strong enough to string the founders along for months, wasting one of their most precious resources: time.

In the end, very rich people tend to stay very rich by doing one simple thing: never letting their money out of their sight. In fact, many Silicon Valley VCs hold this as a truism. They like to be within biking distance of all their investments and will rarely let their cash venture very far from its wellspring. In the end, investors who expect more from you than you are willing to give are not investors you want in your cap table. In fact, those investors will often go feral on you in the end, confusing the power of their money with their power over you. We’ve heard plenty of horror stories about investors who called entrepreneurs with ultimatums, including requests to sell growing businesses and hire inept people, just because they wanted to have a person inside the organization. These tactics obviously minimize the risks for the investors but rarely help the entrepreneur.

AVOID GIMMICKS

In 2005 a pair of Dutch founders needed attention so they could get funding. They were “wacky” founders, thinking outside of the box at all turns. One morning they wanted to talk to a man, Michael Arrington, who could get them in front of investors, so they decided to drive to his house with lattes early in the morning.

Arrington didn’t like to wake up early. In fact, he spent hours online overnight, pounding out content. So when these founders got to his house at 8 a.m., they rang the bell and waited.

And waited.

And waited.

Then they tried the door. It was unlocked. They walked into the house, down his hall, and into his bedroom.

Arrington, for his part, was surprised and angry. He almost called the police. Those founders? They were successful for a time, but their story—a gimmick that amounted to breaking and entering—lived on as a cautionary tale.

There are hundreds of ways to “hack growth” short of real hacking. Sadly, many founders try gimmicks that, in the end, harm them more than help. One investor told the story of programmers who hacked his outgoing voice mail message to invite callers to mention the programmers’ startup when the investor called them back. Another founder once started his e-mails to investors with “Hey, assholes,” a move that got him barred from Silicon Valley VC firms. Gimmicks don’t work.

How do you know what’s a gimmick versus a good idea? If it’s designed to generate a negative reaction rather than a positive one, then you’re probably trying a gimmick. If what you’re doing could get you arrested rather than thanked, then it’s likely a gimmick. If what you’re trying is silly for silly’s sake, then it’s a gimmick.

WHEN SHOULD I QUIT MY DAY JOB?

The answer to that burning question keeps founders up at night—literally. Coming home after a full day of work to build another product is exhausting, and not many people can maintain the pace. But entrepreneurs with families, at least in the United States, need insurance and a steady paycheck. The mortgage won’t wait for your success.

Quitting your day job is a difficult decision. Here are a few guidelines to remember.

First, you need to assess your business in terms of potential earnings. Will you make more if you spend more time on your business? This is called scaling, and the first point of contact with scaling happens when you, the founder, pour yourself into the work. Perhaps try it for a week, spending a few vacation days focused only on your startup. Are you making anything at all? What’s holding you back? What is the opportunity cost? If you are wasting away in a cubicle doing nothing all day, maybe there is good reason for a change.

The benefit of quitting your job is the clarity of purpose it provides, This is a fancy way of saying it scares you into action. Like drunks and babies, entrepreneurs who quit their jobs often survive the ordeal without a scrape. And, often, it is the act of quitting your job that kicks the startup into high gear.

I think the best example of this is the story of Rod Canion, Jim Harris, and Bill Murto. These three men were senior managers at Texas Instruments. In 1982, they talked about starting a chain of Mexican restaurants, but, after some thought, they realized their skills would be better put to use in building what, at that time, was a miracle product: a portable computer.

Each invested $1,000 of his own money, and a designer named Ted Papajohn sketched out the first design on a napkin in a pie shop in Houston.

The three founders named the company Compaq. Each quit his job—they had wives and families, so the prospect was frightening—and they took their fledgling idea to the equivalent of an angel investor who gave them $1.5 million to build their first computer. At the same time the concept of the personal computer was gaining steam, and Compaq came out with the first truly portable—or luggable—machines. These machines were also unique in that they were fully IBM compatible, a feat that required Compaq programmers to develop compatible software without seeing or understanding IBM’s own software. In other words, they forced their dream into being after quitting their jobs at a place that gave them the dream in the first place.

Is your idea as revolutionary as Compaq’s? Do you have decades of experience in the industry and a Rolodex of investors you can contact for funding? Do you have a certainty that you will be able to build a going concern in months, not years? If you can answer these questions with the affirmative, then it’s time to quit your job.

If any of those answers are still iffy, you should consider staying put.

Many entrepreneurs maintain their day jobs until they get into an accelerator or incubator. This means they’ve received a small amount of angel cash, and they may be on the road to success.

Still others quit to build while consulting on the side, ensuring a steady stream of income until the startup starts paying off.

Finally, others quit just because they want to. After all, you can always get another job in a cubicle, but it’s not every day you can build something for yourself.

Quitting your job is like going into free fall. If you’re like most people, your work is a defining trait, a place to go where you can be successful, make money, and hang with like-minded people. In other words, it is your tribe. It’s scary to lose that tribe. Interestingly, with a startup, you rebuild a new tribe in your own image, a process that is as exhausting as it is exciting.

Countless ideas have fizzled on the launchpad because of timid founders. One of the problems at Freemit was the failure to commit by two of the founders. They loved the idea of cash and insurance versus uncertainty and penury. This is natural. But it helped kill the company.

When should you quit your job? You should quit your job when your startup is cooler than your job. And only you, the entrepreneur, can know when that moment comes.

LUCK—OR TIMING—MATTERS

“The race is not to the swift or the battle to the strong, nor does food come to the wise or wealth to the brilliant or favor to the learned; but time and chance happen to them all.” This quote from Ecclesiastes should be on every founder’s bedroom wall.

Luck is a key part of every startup, and it is absolutely imperative that you accept this at the outset. Passion can’t save you if everything—from timing to skill to investor interest—is not aligned.

If you don’t believe in luck, then at least accept that there are clear indicators for success but also external forces outside of your control that can shut all of those indicators down.

Two founders sat on stage with me in Salt Lake City. They were talking about the rise and rise of their venture-funded marketing startup. I had an important question:

“When did you feel like you should quit? Why didn’t you?”

They paused for a moment, smiles falling from their faces. They were young and powerful, and their startup was making millions.

These two founders said they never felt like they should quit. Their idea was so solid, their implementation so novel, their cash so green, that the idea didn’t cross their minds.

“But remember, we were lucky,” said one of the founders. “Really lucky.”

He wasn’t smiling.

He didn’t mean that he believed in literal luck. He wasn’t clutching a four-leaf clover or a rabbit’s foot. Instead, he knew that everything aligned in exactly the right way at exactly the right time.

Most successful startups take off in the first few months or weeks. Five Guys, the burger chain, was popular on day 1, something that the founder Jerry Murrell attributed to having the right idea just as the concept of “fast casual” was changing the face of fast food and picking the right location. In fact, Murrell was surprised how easy it was to open the restaurant with his family. “Something was telling us it was the right thing to do,” he said. “I was amazed how the kids jumped into it.”

Murrell described the first day on the How I Built This podcast. “When we first opened up at 11 o’clock, there was no business at all until quarter ’til 12,” he said. “Then one person finally walked in, and by 12:30 we were almost packed.”

Most successful entrepreneurs fall into this “lucky” category. Their ideas appeared at just the right time and captured a mass audience very quickly. If you open your doors and people come flooding in—even trickling in—then you’ve probably struck that vein of luck. But on the Internet, numbers can be deceiving.

A few hundred users, for example, is considered a failure in most Silicon Valley VC offices, and even a few thousand is seen as lacking. Several dozen sales of a book, a piece of software, or a gadget is a good start if it happens over a week. It’s a bad start if it happens over a year. At some point you may see that your product is stagnant. You’ll realize that the business isn’t making money. Any good entrepreneur knows that, at that point, it’s time to pull the plug.

Some founders create business after business, shutting each one down as they fail and opening another one right after. In this game of cosmic darts, the lady who throws the most wins.

It is not our intent to bring you down or to disappoint you. It is to offer some very hard truths: Sometimes there is no way to raise funds. Sometimes a good idea is ahead of its time; sometimes it’s too late. Sometimes the market isn’t ready for your genius, and sometimes your competitors have already filled the holes you are trying to fill. Sometimes luck just isn’t in your corner.

It is rare to come up with a fundable idea that the rest of the world believes is amazing. But when you do, you’ve truly won because powerful, fundable ideas are the engine of the global economy and among the most satisfying endeavors anyone can undertake.

SHUTTING DOWN

Many startups will reach an unfortunate and gut-wrenching moment when they will have to shut down. This is inevitable in most cases, and it is a situation that is as familiar to repeat entrepreneurs as the sunset. But for first-time founders, it is awful.

When should you shut down? When you’re out of money and no more is coming. When your product is clearly not interesting to your intended audience. When the world isn’t ready for your creation. When the cost of staying in business is more than the money you’re bringing in. When cofounders quit and you’re unable to replace them without paying someone far too much to do far too little. In short, you have to quit when it doesn’t make sense to build your business any further.

You will know it’s time to shut down when you don’t want to go to work in the morning. You’ll feel unable to get out of bed. You’ll dread spending time with your cofounders. You’ll feel awful when trying to raise more money.

All of these signals are physical symptoms of one simple fact: you need to stop. Many founders ignore these symptoms, but they do so at their own peril. The worst thing a founder can do is keep a startup running long after it’s proven that it is unworkable. While it may seem awful, quitting is often the best thing you can do for yourself, your investors, and your cofounders.

How should you quit?

1.   E-mail your investors. Tell them the truth. Say that you are out of money and explain what you would do with more money, if offered. This allows them to react and potentially invest more in your business. Please note this technique rarely, if ever, works.

2.   Inform your contractors and employees. If you rented an office, be prepared to spend hundreds or thousands of dollars getting out of your contract. If you have employees, especially in Europe, you will need legal counsel on the best way to lay them off without facing extreme penalties.

3.   Inform the world. Write a farewell letter, and post it on a platform like Medium or Twitter. One of the best “farewells” we’ve seen was by one of the founders of FairX. He posted a simple explanation on Twitter (see Figure C.1).

Figure C.1 A FairX founder turns to Twitter when they close up shop.
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And then he changed his website. He didn’t belabor the point. He didn’t complain. He told the truth and then shut things down. If you visit the FairX (https://fairx.io) website today, you’ll be greeted by a tiny smiley face . . . a final good-bye from a dedicated founder.

No one is happy that you’ve shut down your startup. In fact, many founders will come out of the woodwork to congratulate you on a job well done. Failure isn’t a four-letter word anymore, and a failed startup is akin to a notch on your belt. It proves you were in the arena, that you played the game, and despite your best efforts, you lost.

For entrepreneurs, there will always be a next time.

You want to know a secret?

There are a few magic words in an entrepreneur’s lexicon. It’s a set of words that turned a small ice cream shop in Vermont into a global powerhouse. It’s what turned a baseball card case full of credit cards into a massive success. It’s what turned a love of food into a restaurant.

“Wait a second. I’ve got another idea . . .”

The flipside of getting funded isn’t failure. The flipside is the opportunity to keep going, to try something new.

The hardest thing about getting funded is actually the easiest: It’s the decision to try to create something amazing. It’s the decision to put everything else aside and start to build. And that decision is what drives the entrepreneur into the breach again and again. It’s what brings them back up when they’re down.

Sometimes you lose a battle.

Sometimes you win, but not on terms that make you happy.

And sometimes you look back on everything you gained, everything you lost, and everything you learned, and you realize that it wasn’t a battle after all. It was a process that you and a million men and women like you go through to create something new. You’re a founder and you got funded.
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Bad investors:

angel investments as, 27

avoiding, 216–218

with equity, 11

Baloyan, Sergey, 83, 86

Bandcamp, 50

Banking industry, 81

Bank statements, 217

Beatport, 55

Belani, Ravi, 71

Benchmark Method, 94–96, 95t

Ben & Jerry’s, 6–7

Berkus, David, 96

Berkus Method, 96–97, 96t

Berlin, Germany, 93t

Best friends teams, 179t

Beta versions, 86 (See also Demos)

BHAG (Big, Hairy Audacious Goal), 111

Bias, 214

Bickelhaupt, Jake, 18

The Biggest Little Farm (film), 26

Bill of materials (BOM), 120–122, 121t

Binance, 84

Bitcoin, 81

Blockchain, 81

Blogs, 145

Blue Lacuna, 214

Body language, 200

Boiler rooms, 52

BOM (bill of materials), 120–122, 121t

Boomtown, 66, 66f

Bootstrapping:

about, 16–21, 128

founder friendliness toward, 128t–129t

and time blockers, 115

and true fans, 48–49

Bridge (ABCs of response), 154

Bridge raises, 33

Builder lines of credit, 40

Building digital presence, 135–149

business personas and, 141–144

marketing tips for, 145–149

online personas and, 135–141

Bureaucracy, 125–126

Burn, 30, 57

Business cards, 143–144

Business journals, 147

Business personas, 141–144

Business plan:

bootstrapping and, 21

and cost estimating, 120

sample, 22f–23f

CAC (costs to acquire each new customer), 159

Calacanis, Jason, 151, 172

Calendly, 209

California, 93t

Canada, 79

Canion, Rod, 219–220

Capitalization table, 100–101, 100t, 101t, 102f, 103f, 103t

CAPLines, 39–40

Carney, Dan, 22

Carney, Frank, 22

Cash flow, 20, 117–118

Cash gifts (F&F funding), 23–24

Cauldrons, 67–68

C corporations, 77

Challenges:

discussing, 159–160

PowerPoint deck slide for, 178, 178f, 189t

Chapo Trap House (podcast), 47

Chesky, Brian, 18–20

Chester, John, 26

Chester, Molly, 26

Chicago, Ill., 93t

Churchill, Winston, 169

Closing the deal, xiv

CNBC, 35

Coen Brothers, 28

Cohen, Ben, 6

Collateral:

for CAPLines, 40

for IEOs, 88

for SBA funding, 37

and secured vs. unsecured debt, 10

Columbus, Ohio, 93t

Communication:

during crowdfunding, 64

importance of listening, xiv

and social media (see Social media)

technical, 192

when shutting down business, 223–224

Compaq, 220

Competition, 160

Confidence, pitch, 192–193

Construction firms, 37

Conte, Jack, 47

Content strategy, 140, 173–184

Contingencies (F&F loans), 25

Contract lines of credit, 39

Control requirements, 124–125

Convertible notes, 10, 77

Copywriters, 56

Core team slide (PowerPoint deck), 180, 180f, 181f

Corporate elite teams, 179t

Corporate PowerPoint (CP), 169

Costs:

to acquire each new customer (CAC), 159

estimating, 119–120, 119t

opportunity, 117

CP (corporate PowerPoint), 169

Credit:

CAPLines requirements of, 40

lines of, 39–40

Credit cards, 20

Crowdfunder, 50

Crowdfunding, 49–64

about, 49–50

common problems with, 126

effective, 61–64

equity, 51–59

friends and family funding and, 25–26

as outside help, 125

pitches for, 170

product, 59–61

rules for, 50–51

speed of, 123

Crowdfunding affiliate marketing, 63

Cryptocurrencies, 79, 81–83

Customers, acquiring, 159 (See also Marketing)

Debt funding, 9–10

Defining customers, 158

Dell, Michael, 7

Demand, pent-up, 45

Demos:

in pitches, 194

PowerPoint deck slide for, 176, 177f, 188t

Deneut, Jack, 212

Design, PowerPoint deck, 171–172, 185

Digital presence, building (see Building digital presence)

Dilution, 99–104, 100t

and equity investors, 11

and planning for future, 103–104

selling equity, 99–103

Discounts, 60–61, 77

Discussing challenges, 159–160

Distractions during pitch, 195

DocSend, 78, 143, 210

Domain names, 141–142

Dramatic pauses, 199–200

Early money stage, 15–27

about, 15–16

and angel investments, 26–27

bootstrapping in, 16–21

friends and family rounds in (see Friends and family funding)

Eisenhower administration, 36

Elevator Pitch, xiii–xiv, 154–156

E-mail:

equity crowdfunding and, 59

personalizing, 209

reaching investors through, 210–211

registering business, 143–144

for shutting down businesses, 223

Entrepreneurial characteristics, xv

Equity:

about, 10–11

pink sheet, 52

selling, 25–26, 99–103 (See also Equity crowdfunding)

sweat, 16–17

Equity crowdfunding, 51–59

about, 51

finding investors for, 58–59

founder friendliness toward, 128t–129t

and JOBS Act, 52–54

prospectuses for, 54–58

Equity investments (F&F funding), 25–26

Europe:

equity crowdfunding in, 53

IEOs in, 84

laying off employees in, 223

Exit scam, 90

Eye contact, 199

Facebook, 139, 139f, 144, 209

Failure, 5–8

causes of, 6–8

learning from, 208

prevalence of, ix, 5–6

and shutting down, 224

FairX, 224, 224f

FAQs (equity crowdfunding prospectuses), 58

Federal funding, 36

FedEx, 42

Feld, Brad, 104

Feldman, Nick, 55

FeldThoughts, 104

F&F funding (see Friends and family funding)

Filler words, 198–199

FilmLocal, 62

Financial slide (PowerPoint deck), 181, 182f, 183, 189t

504 CDC (Certified Development Company) Program loans, 41

Five Guys, 221–222

Fiverr, 172

5:3:2 rule, 140

Follow-on, 125

“fool” investors, 15

42 Grams (film), 18

Founder friendliness, 127, 128t–129t

Freemit, 31, 117–118

Friends and family (F&F) funding:

cash gifts, 23–24

crowdfunding, 25–26, 62–63

crowdfunding promotion and, 63

equity investments, 25–26

founder friendliness toward, 128t–129t

and GoFundMe, 46

loans, 24–25

F6S.com, 66

Fundera, ix, 39

Funding options, 9–13, 12f

and building funding model, 123–127

choosing, xii–xiii

debts vs. equity, 9–11

microfunding vs. macrofunding, 12–13

new avenues of, 11–12

Future fundraising, 127

Gambling, 89

Gaming companies, 85, 89

General partners (GPs), 74

Geographical considerations:

for accelerators, 69

in valuation, 92–94, 93t

Gimmicks, 218–219

Girlboss Foundation grants, 43

Goals, 18, 109–114

GoFundMe, 44, 46

Google, 23, 62, 144, 147, 148

GoToDoc (fictitious example), 172

creating digital presence, 147

defining competition, 160

defining customers of, 158

Elevator Pitch, 154–156

one-page, 89f

PowerPoint deck, 173–184, 187t–190t

SWOT analysis, 166f, 167t–168t

total addressable market, 158

website, 143f

GPs (general partners), 74

Grants, 41–44

applying for, 43–44

founder friendliness toward, 128t–129t

pitches for, 170

regional, 43

resources on, 42–43

Grants.gov, 42

Graphic designers, 56

Groupon, 212–213

Growth stage (traditional funding), 31–33

Hacker Noon, 83

Harris, Jim, 219–220

Home equity loans, 20

Howey Test, 84

How I Built This (podcast), 222

Hunters & Collectors, 55

IBM, 220

ICOs (initial coin offerings) (see Initial exchange offerings (IEOs))

Idea Café small business grants, 42

IEOs (see Initial exchange offerings)

Incubators (see Accelerators)

Indiegogo, 50, 53, 60

Industry experience, 125

Influencers, 141

Initial coin offerings (ICOs) (see Initial exchange offerings (IEOs))

Initial exchange offerings (IEOs), 79–90

about, 79–80

cryptocurrency and, 81–83

legalities of, 83–84

steps to running, 84–88

Initial public offerings (IPOs), 79, 87, 128, 128t–129t

Inside Llewyn Davis (film), 28

Interest rates:

for F&F loans, 24

for 504 CDC Program loans, 41

for SBA loans, 39

International Trade Loans, 40

Investment size, 124

Investopedia, 33, 104

Investors:

accredited, 52

decision-making power of, 74

follow-on of, 125

“fool,” 15

importance of, xii–xii

10 key questions of, 157–162

learning about, 203–204

motivation of, 205–206

pitch Q&A with, 196–197

reaching out to, 208–209

role of, in F&F equity investments, 25–26

and shutting down, 223

in small towns, 213

and timelines, 116–117

tracking, 76–77, 76t

and venture fundraising, 73–74

IPOs (see Initial public offerings)

Jargon, 44

Jobs, Steve, 191

JOBS (Jumpstart Our Business Startups) Act, 52–54

Journalism, social, 146

Journalists, contacting, 62

Jumpstart Our Business Startups (JOBS) Act, 52–54

Kansas, 93t

Kate, Maren, 30–31

Kawasaki, Guy, 171

Kelly, Kevin, 48–49

Key performance indicators (KPIs), 111

Kickbooster.me, 63

Kickstarter, 13, 50, 60, 62, 142

KPIs (key performance indicators), 111

Launch (event), 34

LaunchPad, 84

Lawrence, Jennifer, 207

Lawyers, 77, 88

Laying off staff, 223

Letter of intent, 38

Limited liability corporation (LLC), 77

Limited partners (LPs), 74

Lincoln, Abraham, 109

LinkedIn, 137–138, 144, 209

Liquidation preferences, 126

Little Baby’s Ice Cream, xii, 13

LLC (limited liability corporation), 77

Loan Back, 24

Loans, 36–41

and debt funding, 9–10

504 CDC Program loans, 41

founder friendliness toward, 128t–129t

from friends and family, 24–25

home equity, 20

personal, 20

and SBA, 36–37

7a Guaranteed Loans, 37–40

London, UK, 93t

Los Angeles, Calif., 93t

LowDocs, 39

LPs (limited partners), 74

Lucas, Stephen, 191

Luck, 221–222

Lyft, 31

Macrofunding, 65–90

accelerators and incubators, 65–70

defined, 65

IEOs, 79–90

IPOs, 79

mentors and, 70–73

microfunding vs., 12–13

venture fundraising, 73–79

Mailing list, crowdfunding, 51

Market, total addressable, 158

Marketing:

for building digital presence, 145–149

crowdfunding affiliate, 63

funding for, 161

for IEOs, 87

Market opportunity, 174

Massolution 2015CF Crowdfunding Industry Report, 45

McCann, T.A., 140

Media, social (see Social media)

Medium, 30, 146, 224

Meetups, mentorship, 72–73

Memorizing pitches, 195

Mentors:

accelerators and, 68

and “The Ask,” 184

macrofunding and, 70–73

Merchandise Mart, 213

Message anatomy (short pitch), 154

MeToo movement, 214

Microdonations, 44–64

about, 44–45

crowdfunding, 49–64

GoFundMe, 46

Patreon, 47

virality of, 48–49

Microfunding, 35–64

grants, 41–44

loans (see Loans)

macrofunding vs., 12–13

microdonations (see Microdonations)

Micro-VCs, 59

Minimum viable product (MVP), 17, 28

Missing-link teams, 179t

Murrell, Jerry, 222

Murto, Bill, 219–220

Musk, Elon, 73

MVP (minimum viable product), 17, 28

NameCheap, 142

NASE growth grants, 42

National Association for the Self-Employed (NASE), 42

NDA (nondisclosure agreement), 209–210

Needs assessment, 109–122

about, 109–111

examples, 111–114

Networking, 72–73, 148

New York, N.Y., 93t

Nondisclosure agreement (NDA), 209–210

Nonprofits, 41

Notes:

convertible, 10, 77

unsecured debt, 10

Olsson, Lars, 80

1-minute pitch, 151–152

One-pagers, 88, 89f

One-person teams, 179t

Online advertising, 149

Online personas, 135–141

Opportunities (SWOT analysis), 165, 166f, 167f

Opportunity, market, 174

Opportunity and ask slide (PowerPoint deck), 183–184, 183f, 190t

Opportunity costs, 117

Pain points, 174

Palmer, Barclay, 104

Palmer, Baz, 55, 57

Papajohn, Ted, 219

Paris, France, 93t

Passion, 110, 118, 221

Patreon, 13, 44, 47, 47f, 48f

Payne, Bill, 94, 97

Pebble smartwatch, 59

Penny stocks, 52

Pent-up demand, 45

PepsiCo, 22

Perks, 60–61

Personal loan agreements, 24

Personal loans, 20

Personas:

business, 141–144

online, 135–141

Pink sheet equities, 52

Pitbull, 206, 214

Pitch(es), 191–204

for accelerators, 70

and Always Be Pitching model, 193–197

confidence in, 192–193

delivering your, xiv

demos in, 194

fine-tuning, 194–195

importance of tailoring, xiii

and investor Q&A, 196–197

PowerPoint decks for, 169–170

public speaking vs., 200–201

recording, 195, 197–198

rehearsing, 196

short (see Short pitches)

skills for, 198–201

technology in, 202–203

Pitch-offs, 170

Pizza Hut, 22

Planning for future, 103–104

PowerPoint decks, 169–190

slide 1: title page, 173, 174f, 187t

slide 2: problem, 174–175, 175f, 187t

slide 3: solution, 175, 176f, 187t

slide 4: product demo, 176, 177f, 188t

slide 5: revenue model, 177–178, 177f, 188t

slide 6: challenges, 178, 178f, 189t

slide 7: team, 178–180, 179t, 189t

slide 8: financial, 181, 182f, 183, 189t

slide 9: opportunity (the ask), 183–184, 183f, 190t

slide 10: road map, 184, 184f, 190t

slide 11: appendix, 185–186, 190t

avoid sending, 210–211

design of, 171–172, 185

importance of, 169–171

outline for, 172–173

talking points, 186

technical issues with, 202–203

for venture capital, 78

Premoney valuation, 161–162

Presentation skills, 198–201 (See also Pitch(es))

Press releases, 62

Pricing, 118–122, 119t

Privacy, social media, 139, 139f

Problem slide (PowerPoint deck), 174–175, 175f, 187t

Product crowdfunding, 59–61

about, 59–60

founder friendliness toward, 128t–129t

page for, 50, 60–61

Product demo slide (PowerPoint deck), 176, 177f, 188t

Product description:

on crowdfunding page, 60

in equity crowdfunding prospectuses, 56

for IEOs, 85

Product development, 28

ProductionHUB, 62

Product-to-market fit, 7, 29–30

Promotion, crowdfunding campaign, 63 (See also Marketing)

Promotional scams, 61–62

Prospectuses:

for equity crowdfunding, 54–58

for IEOs, 87–88

for SBA funding, 37

Prototypes, 50

Public speaking skills, 198–201 (See also Pitch(es))

QAnon Anonymous (podcast), 47

Quicken Loans, 67

Quitting day jobs, 115, 117, 219–221

Quora, 146–147

“raise,” 215–216

Realism, 18

Recording pitches, 195, 197–198

Regional grants, 43

Regulations:

for F&F equity investments, 25

SEC (see Securities and Exchange Commission (SEC))

and token economy, 83–84

Repayment schedule:

for F&F loans, 24

for SBA loans, 38–39

Resources, assessing, 117–122

Return on investment, 28, 145

Revenue model slide (PowerPoint deck), 177–178, 177f, 188t

Rhode Island School of Design, 19

Risk:

and bad investors, 216–217

on crowdfunding page, 61

of early investors, 15–16

of equity crowdfunding, 53

in equity crowdfunding prospectuses, 58

and startup investors, xi

Risk Factor Summation Method, 97–98

Road map slide (PowerPoint deck), 184, 184f, 190t

SAFE notes, 77–78

San Francisco, Calif., 93t

SBA (US Small Business Administration), 36–37

Scaling, 219

Scams, 61–62, 90

Schafer, Cole, 19

Scorecard Valuation, 94–96, 95t

SCORE (Service Corps of Retired Executives), 72

Scrubber, 136

Search engine optimization (SEO), 62, 148

Seasonal lines of credit, 39

SEC (see Securities and Exchange Commission)

Secured debt, 10

Securities and Exchange Commission (SEC), 52, 83–84, 87

Securities law, 25

Security, defined, 53

Security token offerings (STOs) (see Initial exchange offerings (IEOs))

Security tokens, 80

SeedInvest, 53

Seed stage (traditional funding), 27–28, 128t–129t

Self-selecting bias, 214

Selling equity, 99–103

SEO (search engine optimization), 62, 148

Service businesses, 17

Service Corps of Retired Executives (SCORE), 72

7a Guaranteed Loans, 37–40

about, 38–39

CAPLines, 39–40

International Trade Loans, 40

LowDoc, 39

Shark Tank (TV show), xiii, 207–208

Shochat, Eden, 208–209

Short pitches, 151–162

and ABCs of response, 153–154

Elevator Pitch, 154–156

key questions to answer in, 157–162

and message anatomy, 154

1-minute pitch, 151–152

10-minute pitch, 156–157

Shutting down business:

indications for, 223–225

when bootstrapping, 17–18

Silicon Valley, 20, 30, 91, 208

Silivon Valley (TV show), 207

Simons, Josh, 55, 57

Size standards for SBA funding, 37

Skills, pitching, 198–203

Small businesses, defined, 37, 41

Small Business Trends, 5–6

Social journalism, 146

Social media:

basics of, 137–141

and crowdfunding, 62–63

and GoFundMe, 46

marketing through, 145

securing names for, 144

strategy for, 139–141

Solution slide (PowerPoint deck), 175, 176f, 187t

Sourcing, 122

Squarespace, 142, 143

StartEngine, 53

Startup funding, defined, x

Startup listing sites, 147

Startups, 5–8

defined, 5

failure in, 5–8

myths of, 207–208

Startup Valley of Death, xii, 29–31, 29f

Storytelling:

on crowdfunding page, 61

in equity crowdfunding prospectuses, 56–57

in grant applications, 44

preparing your, xiii–xiv

STOs (security token offerings) (see Initial exchange offerings (IEOs))

Strengths (SWOT analysis), 164–165, 166f, 167f

Subgoals, 111–112

Subject matter experts, 136

Sweat equity, 16–17

SWOT analysis, 163–168, 166f, 167f

Szczepanik, Valerie, 84

Talking points, PowerPoint deck, 186

Teams:

on crowdfunding page, 61

defining, to investors, 160–161

in equity crowdfunding prospectuses, 54–55

for IEOs, 86

slide for, in PowerPoint deck, 178–180, 179t, 189t

Teare, Keith, xii, 29

TechCrunch, 148, 215

TechCrunch Disrupt, 34, 202

Technical communication, 192

Technology, in pitches, 202–203

TechStars, 69

TED Talks, 191

10 Key Questions, 157–162, 196–197

10-minute pitch, 156–157

“The 10/20/30 Rule of PowerPoint” (Kawasaki), 171

Term Sheet Series (Feld), 104

Tesla, 21

“test net,” 86

Threats (SWOT analysis), 165, 166f, 168f

Tiered perks (crowdfunding), 60–61

Time blockers, 115–116, 115t, 116t

Timing:

assessing, 114–117

and fundraising speed, 123–124

and luck, 221–222

for pitches, 194–195

and time blockers, 115–116

Title page (PowerPoint deck), 173, 174f, 187t

Token funding (see Initial exchange offerings (IEOs))

Tokenomics, 86

Tokens, 80–82

Token sales (See also Initial exchange offerings (IEOs))

about, 128

founder friendliness toward, 128t–129t

Total addressable market, 158

Traditional funding:

early money stage (see Early money stage)

growth stage, 31–33

seed stage, 27–28

stages of, 15–34

and valley of death, 29–31

venture capital stage, 33–34

True fan, 48–49

Trust, 217

TweetDelete.net, 138

Twitter, 138, 140–141, 144, 224

Uber, 31

Unsecured debt, 10

UpCounsel, 78

US Small Business Administration (SBA), 36–37

Valuation, 91–98, 93t

about, 91–92

and “The Ask,” 183

and dilution, 100

for F&F equity investments, 25

and funding options, 124

geographical factors in, 92–94

methods of, 94–98

premoney, 161–162

Value-added networking, 73

Vampr, 55–57

VCs (see Venture capitalists)

VC (venture capital), defined, 33

Venture capitalists (VCs):

common problems with, 126

and control over business, 124–125

decision-making power of, 74

defined, 33

finding, 75–77

founder friendliness toward toward, 128t–129t

and future fundraising, 127

liquidation preferences and, 126

micro-, 59

and PowerPoint decks, 211

Venture capital stage (traditional funding), 33–34

Venture capital (VC), defined, 33

Venture fundraising, 73–79

about, 73–75

decks for, 78

and finding a VC, 75–77

pitfalls in, 78

SAFE notes and, 77–78

Videos, crowdfunding, 62

Virality, 46, 48–49

Vyte, 209

Wang Chung, 55

Ward, Matt, 123–124, 126–127

WarGames, 114

Warsaw, Poland, 93t

Weaknesses (SWOT analysis), 165, 166f, 167f

Website design, 142–143, 143f

Web Summit, 34

WeFunder, 53

White papers, 87–88

Wilson, Fred, 99

Wix, 143

WordPress, 145

Wozniak, Steve, 73

Yang, Steven, 23

Y Combinator, 19, 69–70, 77

Yelp, 159

Zimple Money, 24

Zirtual, 30–31
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Add Itto the
IfThis Exists: Company Value Up To:
1. Sound idea (basic value, product risk) 500,000
2. Prototype (reducing technology risk) 500,000
3. Quality management team (reducing executionrisk) $500,000
4. Strategic relationships (reducing market risk and competitive risk) 500,000
5. Product rollout or sales (reducing financial or productionrisk) 500,000

Source: Adapted from Dave Berkus's Valuation System Checklist
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Near-Term Blockers Middle-Term Blockers Long-Term Blockers
Care and feeding of family | Building an office Need to expand outside
of ity
Hiring a programmer Manufacturing first products | Need to expand outside of

country
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The Using the key points In the healthcare and insurance industries, the
Challenges | you previously outlined | twomain types of issues we will need to deal
inyour SWOT analysis with are compliance and /egal. The good news is
(Chapter 12), lay out that we havea seasoned team that is handling
your key challenges, the major requirements we must have in place
and be prepared to to legally play in this space. We also don't want
briefly discusshow you | to get saddled with countless malpractice
will deal with them. lawsuits, so in addition to maintaining our
Thiscanalsobeusedas | own malpractice insurance, we are looking for
agreattransitiontothe | creative ways to passliability on to our partner
nextslide becauseyour | service providers. The other key challenge will
team has the skills to be getting insurance companies to see the
manage these issues. long-term value n our service. We want them
tosee us asa useful partner, not a competitor,
orworse, too complicated to partner with. The
good news is that we have anumber of smaller
partners interested in using our service to
differentiate themselves with their corporate
customers.
TheTeam Thisslide may seem We have covered alotin the last few slides, but
simple, butit'scritical. | we all know that our success here will require
Use this time to that we have we have the right team in place to
convince them thatyou | take advantage of this major opportunity and,
have the experience perhaps even more importantly, deal with all
to lead this business the unique legal and compliance challenges
and that you have the the healthcare industry brings. John Biggsis
key teamin place to anexperienced founder and understands the
take advantage of all realities of a bootstrap development cycle.
the opportunities and EricVillines has run his own business, has held
deal with all the key executive positions at major firms, and has
challenges. spentthe last 20 years working with startups,
Fortune 500 companies, and everything in
between. He brings a true 360-degree skill set
inmarketing, from PR and branding to social
media and grassroots campaigns. And we've
hired a core team to focus on the most critical
issues and opportunities. We have a number of
open positions, but in our current beta stage,
we want to keep things lean and fast.
The Show how much you We've already raised $100,000. That's been
Financials | haveraised, sold, enough to build our minimal viable product

burned. Detail your
‘monthly (or projected
‘monthly) expenditures
and profits.

(MVP), and we won $10,000at a startup event
inour hometown. We are looking to raise
another $2 million to complete our offering.
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;- falirx @fairxio - Jul 19, 2019

Replying to @aircio
On atechnical level, also taking a step back from the crypto

ecosystem in general. | think it’s appropriate to wait and see how
things start to shape up and identify opportunities to make a great
product, that solves actual problems, that creates a sustainable
return.

< fairx

b @fairxio

TL;DR: couldn’t fundraise, need to switch directions, we're really

sad about it, some of us need a well-deserved break and time

away from the industry to collect thoughts. C'est la vie.

Q15 4:16 PM - Jul 19, 2019

& See fairx's other Tweets

Source: Twitter
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Internal External
Strengths Weaknesses Opportunities Threats
Whatis your What are some What market Whatare some
company really things that your trends or needs or external factors—
good at? teamis not very demographicscan | competitors,
good at? What do you take advantage | consumer

:’Z?;Jr'?e‘fggl“ ets | YOUr competitors of? demand, economic
doyouhave? dobetter than conditions—that

¥ i you? What could could makeit more
Whatadvantagesdo | youimprove on difficult for your
you have overyour | right now? Are you team tosucceed?
competition? missing key assets or

staff tomove things
forward?

« Team withstrong
backgroundin
healthcare, fitness,
mental health,
and pharma

« Core tech solution
completed

« Nocurrent solution
inmarketplace

« Missing core
business
development and
sales executive

- Limited
backgroundin
governmentaffairs
and healthcare
laws

« Inability toscale
quickly

- Aging population
thatis living
longerand more
healthy lives

« Aging population
withstrong tech
background

- Aging population
and increased
healthcare costs
creating a critical
problem for
privateinsurance
companies,
government, and
consumers

« Numerous federal,
state, and country
healthcare and
privacy laws to
navigate (HIPAA)

- Insurance
companies’
adopting similar
programs

« High legal costs of

healthcare-related
initiatives
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Jan.2020 | Feb.2020 | March2020 | April2020 | May2020

Staff Costs $3,000 $3,000 $3,000 $6,000 $9,000
Rent $500 $500 9500 $500 9500
Product Costsor Bill | $30,000 $1,000 $1,000 $1,000 $1,000
of Materials

Web Server Costs $100 $100 $100 $100 $100
Development Costs |  $10,000 $1,000 $1,000 $1,000 $1,000
Marketing $500 $500 9500 $500 9500
Equipment $500 $500 $500 $500 $500

Purchase or Rental
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Growth
Incubate Capital

Series A
Crunch

Acqui-hire

Bloodbath
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Owner Shares Value
You 500 $2,500
Your partner 500 $2,500
Investor 1,000 95,000
Valuation 2,000 $10,000
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Source: Patreon.
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First year revenue for B2B, B2G, and B2C customers

B2B/B2G
TARGETS

Insurance ($10B)
Hospitals ($2B)

Providers ($100B)

$112B

Addressable
Market

B2B/B2G
REVENUE

Sponsored
Content
Listing Fees
In-App Ads
Email (EDM)

Referral Fees

B2C
REVENUE

$588

I per user

Iyear ‘ .

$17.5MM
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GoToDoc

SECURE LoaiN

SECURE VIDEO.

INSTANT AGCESS T0 ALL HEALTHCARE NEEDS
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Jan. Feb. March April May June July Aug. Sept. Oct. Nov. Dec. Jan.
Hosting 960 960 960 960 $60 $60 $60 960 960 $60 $60 $60 $60
Development 3,000 3,000 3,000 3,000 3,000 100 100 100 100 100 100 100 3,000
Marketing 500 500 500 500 500 500 500 500 500 500 500 500 500
Accounting Software 69.99 69.99 69.99 69.99 69.99 69.99 69.99 69.99 69.99 | 69.99| 69.99| 69.99| 69.99
Insurance 100 100 100 100 100 100 100 100 100 100 100 100 100
3730 | 3730| 3730 3730| 3730 830 830 830 830 830 830 80| 3730 28,190
Projected Income $0 $0 $0 $0 $0 $100 $200 $300 $500 | $1,000 | $2,000 | $2,500 | $3,000 $9,600
Loss | (518,590
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We are looking for 12 months of funding to reach $17.5M in revenue

40K

$2MM

Angel Round Subscribers
/ !
Initial Investment 4000
Opportunity Advertisers
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Target

Comparison Factor Range (%) | Company (%) | Factor
Strength of the management team 30 125 0375
Size of the opportunity 25 150 0375
Product and/or technology 15 75 0.1125
Competitive environment 10 75 0.075
Marketing and/or sales channels and/or partnerships 10 80 0.08
Need for additional investment 5 100 0.05
Other factors (customer feedback, and so on) 5 100 0.05
Sum 11175

Source: Adated from Bill Payne.
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The Product
Demo

This s probably the
mostimportant part of
the entire presentation.
You have addressed
the problem; now
bring yourideatolife.
Ifyou have a product
demo, then your notes
here canalso be the
steps you will take.
Ifyouare opening a
new restaurant, bring
samples of your food or
yourmenu.

Iwant to tell you a true story about a dlient of
ours. Martha is 62 years old. Sheis ateacher in
Seattle, Washington. She has two children and
three grandchildren. She likes to hike on the
weekends with her hushand, John, and her dog,
Max. Martha was recently diagnosed with type
2diabetes and told she needed tolose weight
and make some pretty major changes to her
lifestyle. Martha also suffers from mild, general
anxiety, which has been triggered by this
diagnosis and the decisions she needs to make.
What does she donext?

Martha’s doctor suggests she join GottoDoc. She
goes home and signs up using GoToDoc Quick
Connect, a fully HIPAA-compliant process that
brings together all of her insurance and medical
records. She makes an appointment to speak on
the phone with a GoToDoc who has reviewed

all of her records. On the call he goes over a
meal plan and some simple exercises she can
do at home. He also helps her find alocal type 2
diabetes group, so she can meet others dealing
with this diagnosis.

Martha and her advisor agree ona plan, and it’s
added to her GoToDoc app, where they can both
track progress. They also agree to reconnect for
15 minutes once every two weeks to check on
Martha’s progress.

Today, Martha has lost over 35 pounds. Her
blood glucose levels have decreased, and she
feels confident and happy.

The
Revenue
Model

You have explained your
idea and given them an
incredible demo. Now
itstime to show them
how it will make money.

GoToDoc will make money two ways: (1)
through monthly or annual subscription

fees paid by the consumers, and (2) through
advertising including sponsored e-mails,

listing fees for service providers, and events.
Our consumer surveys show over 68 percent of
aging consumers would consider paying for this
service. And already we have over 80 vendors
onboard for our listing services.
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The Thisis the moment of As you can see, we are ready to make money
Opportunity | truth:atthis pointyou | and we want you on board. Can we put you
(and the aregoingtomakethe | downfora $25,000 check?
Ask) case for your business
andliterally ask foran
amount of money. Do
this in every pitch.
The Road Investors like to think Thisis a giant industry with giant problems.
Map about the future. Tell We're ready to take it on. Our team is solid, our
them whatyou'lldoin | product works, and we need your help to take
the next fourquarters, | usto the next level. We expect tosee profitin
especially if you raise twoquarters, and similar companiesin this
the money. space have been profitable n year 1.
The Wait for Isee you have some questions. Can | show you
Appendix postpresentation some of our research?
questions. Review the
“Be Brief But Carrya
Big Appendix”section

forideas on what
you might consider
including.
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Yay,
customer lunch
went great!

coming throught

Let's get

this done! Jime

for bed

This
awfull

Oh no, 2 Contract:
someone oh man
quit! they reduced
10 $75K!
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Strengths

Proof Points: Facts, Figures, and Anecdotes

1. Strong team.

Core team comes with 20+ years of healthcare and pharma
expertise, including both compliance and patient-centered services.

2. Core solution
completed.

HIPAA- and HITECH-compliant solution already in place; appisin
beta.

3. No current solution
inmarket.

Insurance companies have attempted to add proactive healthcare
elements, but there is currently no solution managed by the
consumer to take control of all their healthcare needs.

Opportunities Proof Points: Facts, Figures, and Anecdotes
1. Aging populationis | By 2030, the number of people aged 65 and older is expected to
living longer. increase by 55 percent. These seniors often require two to three

times as many healthcare services. This makes GoToDoc an easy-
to-use potential lifeline that will help seniors take control of their
healthcare needs.

Additionally, by 2030, there will be a shortage of between 40,000
and 100,000 physicians in the United States. Today, finding a
new physician or healthcare provider can be a difficult process.
GoToDoc will not only be able to find a physician who takes your
insurance but make appointments.

2. Senior citizens are
more tech savvy.

Three-fourths of adults 65+ go online every day, and almost 50
percent say the Internet and new technology has vastly improved
their lives (PEW).

3. Aging population
andincreased

« By 2027, government (federal, state, and local) will finance 47
percent of national health spending, according to the CMS.

?;Zl:i?fgaiiﬂ?gfre « Taxes and insurance premiums are increasing. There must be a
problem forboth stronger focus on preventative healthcare.
privateinsurance « Seniors report spending $22 billion from savings to cover
and thegovernment | healthcare costs.
ge(gﬁml, stateand |, For GoToDoc, we need to prove we can lower costs on all sides:
§ B2C, B28, and B2G.
Weaknesses How Will You Deal (or Are You Dealing) with This?
1. Missing key business | Thisis a major hole in our current team makeup, but it will require
development or funding to cover base salary.
sales executive.
2. Missing core We have a number of senior individuals excited in our solution and
government affairs | interested—but they are awaiting funding rounds and proper
team. evaluation before committing. For now, we are hiring ona part-

time consulting basis.

3. Inability to scale
quickly.

Due to the incredibly long sales cycle of healthcare, our focus
has been on third-tier and local insurance companies. With beta
tests finalized and a key team in place, we will be able to begin
targeting larger insurance teams.
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‘GoFundMe, Kickstarter, Patreon
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Module Number Function Price
Microduino-Core 1 Coreboard (Joypad) $6
Microduino-Core+ 1| Coreboard (Robot) $10
Microduino-USBTTL 1 Program download 59
Microduino-nRF24 2| Wireless communication $10
Microduino-Joypad 1 Remote controller $20
Microduino-TFT 1 Screen display $10
Microduino-Motor 1 Motordriver $13
Microduino-Robot 1 Driver connection board $12
Frame for the cube robot car 1 Body structure 85
Screw 18 | Fixation §1
Nut 8 | Fixation §1
Micro-USB cable 1 Program download 31
Wheel 1 Body structure $5
Motor 1 Wheel driving $3
Battery 1 Power supply $5
Total $111

Source: The open-source Cube Robot Project, Bill of Materials, https://wiki.microduinoinc.com/Cube_RobotéBill_of Materials.
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CREATE ON YOUR
OWN TERMS

In the words of our creators

Source: Patreon.
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Team

John Biggs - CEO

Former East Coast Editor of
TechCrunch. Involved in
cryptocurrencies since 2010,
Extended experience in analysis,
company grading, and investigative
accounting,

Eric Villines - CMO.

Award-winning communications.
expert with 15 years of experience
‘with major corporations like
Microsoft and Samsung,

site: gotodoc.com
Email: team@gotodoc.com

GoToDoc is a supplemental health membership
service for people 65 and older that connects its
members curative, diagnostic, and preventative
healthcare in a single location, where a trained
GoToDoc medical practitioner (or advisor) will help
design a unique 360 health and wellbeing
strategy. At GoToDoc, our goal is to help people
achieve longer, healthier, and happier lives while
reducing healthcare costs.

WHY Us
John Biggs is an experienced founder and
understands the realities of a bootstrap development
cycle. Eric has run his own business, has held
executive positions at major firms, and has spent the.
last 20 years working with startups, Fortune 500
companies, and everything in between. We've hired
core team to focus on the most critical issues and
opportunities. We have a number of open positions,
but in our current Beta stage we want to keep things.
lean and fast.

HOW IT WORKS
GoToDoc will make money two ways: 1) Through a
monthly or annual subscription fees paid by the
consumer, and 2) through advertising including
sponsored emails, listing fees for service providers
and events. Our consumer surveys show over 68
percent of aging consumers would consider paying
for this service. And already have over 80 vendors on
board for our listing services.

TOTAL TARGET SALE: $750,000

Initial Token Sale to launch on Binance in 2020.

* $750K worth of DocCoin available to investors. $2
million DocCoins will be minted and kept in a trust.

* Planned airdrop will seed community.

= Coins will be used to allow sellers to connect with
customers.

* DocCoin i not a security.
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Owner Shares Value
You 500 9500
Your partner 500 9500
Valuation 1,000 $1,000
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Owner Shares Value
You 400 94,000
Your partner 400 $4,000
Investor 200 $2,000
Valuation 1,000 $10,000
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Founders 50%
Investors 25%
Employees 15%
Advisors 10%
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PARTNERSHIPS
+ Healthcare
providers.

LEGAL

+ Malpractice « Insurance
COMPLIANCE lawsuits companies
. HIPAA + Malpractice

. ACA insurance
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Source: Equity Investment Simulation, lllustrating Dilution (Beta), copyright Own Your
Venture, 2008, httpss//ownyourventure.com/equitySimhtml.





OEBPS/f0174-01.jpg
UV
PAVES
!\
GoToDoc

John Biggs. Eric Villnes
iohn@gotodac.com eric@gotodoc.com
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John Biggs, Founder

Experienced entrepreneur and app developer

Founder of Freemit com, Jaywalk, Typewriter plus

Current News Editor at Coindesk.com
Former Editor-In-Chief Tech Crunch
- Former Editor-In-Chief Gizmodo

Education:
8S, Management Information Systems, Carnegie Mellon University
Masters, Business and Economic Journalism, New York University
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Threats

How Will You Deal (or Are You Dealing) with This?

1. There are numerous
federal, state, and

Our solution will always be subject toregional and federal laws;
however, we will have experienced teams in place to stay up to

country healthcare | date onany changes that might impact our business.
and privacy laws

tonavigate (for

example, HIPAA).

2. Insurance We will be working with Medicare and Medicaid and private
companies could insurance companies, creating a system that ultimately lowers
adopt similar their costs, while avoiding additional legal liability, something
programs. GoToDoc will manage.

3. Legal costs of
healthcare-related
initiatives will be
high.

GoToDoc will be affected by a patchwork of policies related
tomedical licensure, privacy and security protection, and
malpractice liability. We will maintain strong liability insurance, as
well as make sure our service provider partners are vetted and also
covered by their own liability insurance.
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Today

Finalizing app development
Securing certifcation
Finalizing insurance providers.
Securing partners

Year 1

+ 2 major insurance carriers

+ 100 partners

+ 50,000 paid users

+ 55 millon in annual revenue

Acquisition Strategy

Co-marketing with insurance
provider (exclusive at launch)
AARP partnership

Focused marketing program
Targeted pubiic relations.

Year 2

- 250,000 paid users
b 50 milion in annual revenue






OEBPS/f0164-01.jpg
Yotako -y WAL pLHRRITT
4oty N 2y Y2 ggo
R T A

INOTHER WORDS, DON'T KNOW

Salifce: Cartaors Rasouifts. Shiitibrstork shtterstork comialEatooneics.





OEBPS/f0187-01.jpg
Slide Slide Goal Your Key Messages (GoToDoc example)
TheTitle Introduce yourselfand | Everyonein thisroom is expected to live 25
Page set the stage for the percent longer than our grandparents. We need

entire deck. You want preventative healthcare that is personalized
potential investors to and can be designed around each of our unique
seeimmediately that lifestyles.

this presentation is

relevant to them.

The Problem | You have two goals in People are being told to eat a certain way,
thisslide: (1) convince | exercise aspecificnumber of times a week, and
investors that there meditate to reduce cortisol levels, and that’s
isreal problem that just the beginning. Every day we are faced
needs to be solved, with somuch information that it becomes
and (2) therefore, impossible to know where tostart. On top
convince them that ofthat, we have a rapidly growing aging
thereisareal business | population and no paradigm to manage the
(ormoneymaking) new issues that are developing as they live into
opportunity forthem to | their eighties and nineties and beyond.
investin.

The Solution | This is where you putall | GoToDocisa supplemental health membership

the previous exercises to
good use. You need now
tosay out loud what you
are building and how it
will solve all theissues
you've outlined in the
previous slide. Keep the
slideand talking points
simple—and use

the demo toget more
granular.

service for people 65 and older that connects its
members’ curative, diagnostic, and preventative
healthcareinasingle location, where a trained
GoToDoc medical practitioner (or advisor) will
help design a unique 360-degree health and
well-being strategy. At GoToDoc, our goal is
tohelp people achieve longer, healthier, and
happier lives while reducing healthcare costs.
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Source: Equity Investment Simulation, lllustrating Dilution (Beta), copyright Own Your
Venture, 2008, https

lownyourventure.com/equitySim.html
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Location Valuation Reasoning
SanFrancisco | $5.1million— | San Francisco is a wild outlier in the startup world. Companies
$8million thatstart there tend to get funding faster than companies
anywhere else, and often the investors are far less risk averse.
This doesn't mean the Valley is paved with gold—just thatit's
far easier to launch there with a good idea.
Many top acceleratorsin the area recommend that startups
offer $8 million valuations to investors upon graduation. This
skews things significantly.
We donot recommend looking for funding outside of San
Francisco at this valuation. While you wont be “laughed out of
the room,"we've found that investors who look at SF valuations
in, say, Chicago, will drop outimmediately.
NewYork $5million— New York valuations rise the closer you are to media or financial
$6million technology. Itis very difficult to gain traction with anything else
there, and, given the massive population, your startup could
live and die within the confines of Manhattan.
Many valuationsin New York are similar to valuationsin San
Francisco simply because many startups begin in New York and
raise funds in San Francisco.
Los Angeles $5million— Like New York, startups are valued slightly less here, but Los.
$6million Angeles supports a wider ecosystem. This areais full of gaming
businesses as well as media, making ita good place tosetup a
design shop orsimilar servce provider.
Further,itis easy to start up in Los Angeles and geta San
Franciso valuation. Many Silicon Valley investors see Los
Angeles as a connected part of their coverage area.
Austin, Texas | $3million— | Austinis known forits high concentration of networking
S4million companies. High tech rules here as does marketing, B2B sales
solutions, and other less consumer-facing ideas.
London $3million London, like New York, sees a great deal of fintech and
international banking innovation.
The remainder of these cities are here for comparison purposes only. In Europe, for example,
avaluation over $3 millionis quite high, and the investment terms are far more conservative
thaninvestmentsin the United States. That said, smaller cities in the United States have similar
valuations.
Chicago $4.5million
Kansas $44million
Warsaw $44million
Paris $34million
Berlin $3.1 million
Columbus,OH | $3.1 million

e
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One-person team

Thisis the most challenging scenario for any entrepreneur.
Assuming the investors love your idea, they will now be looking for
relevant experience and a successful track record in your previous
roles. They will also be looking closely at your personality and
whether you're passionate enough to keep things moving forward
in the bleakest of times and pragmatic and ethical enough to make
the tough calls.

Best friends team

Many great business ideas have been hatched over a beer oralong
dinner with friends or a significant other. But investors don't want
to deal with a many-headed Hydra or have an entire investment be
putatrisk because of a breakup. In this scenario you will need to
show that one person is ultimately in command of the day-to-day
aspectsof running the company. You may also need to prove that
there arelegal contingencies in place that protect the businessin
the event of personal fallouts.

Missing-link team

Ifyou are missing some key players on your team, don't try to hide

this. You can either wait until you have the right people in place to

take a meeting, or you can let them know that some of the funding
will actually go to filling these critical positions.

Corporate elite team

Working at a startup is much different from being employed as an
executive or middle manager at an established company. Startups.
aremessy and scrappy, and they require a smaller team working
longer hours with fewer resources and astrong probability of
failure. Inshort, it’s not for everyone. If your team’s experiences.
come only from established companies, you need to make sure
youare highlighting key initiatives and successes that bring their
scrappy, entrepreneurial spirit tolight.
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Source: Equity Investment Simulation, lllustrating Dilution (Beta), copyright Own Your
Venture, 2008, httpss//ownyourventure.com/equitySimhtml.





