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Judging Entrepreneurial Ideas

Most entrepreneurs constantly come up with new ideas. Whatheare working on another project,
driving, or lying in bed, their minds are constantly chongnout new products, services and ways of doing
things. For these entrepreneurs, the startup challenge fsbift coming up with ideas to choosing which
idea to execute.

There are three initial factors that entrepreneurs nargtider when judging their ideas. These factors
include the following:

1. Size of opportunity: A good first question for entrepreneurs to answer islvenghe opportunity is
big enough for them to get an appropriate return on thasiment of time, energy, money, etc. If the
opportunity is too small, it's probably not worth pursuing.

2. Complexity of opportunity: A second question to ask is how complex the opportunity is
Specifically, how difficult will it be to execute on the opporty? Will it require the cooperation of other
people or companies who may or may not buy on? Will it reqgeveral “moving parts” to function in
perfect harmony? If the opportunity is too complex and/or seeyniagldifficult to execute, in most
cases a different opportunity should be sought.

3. Amount of funding and resources required: An opportunity must be judged with regards to how
many resources are required to execute it. Cleatlgeibmount of resources is too much, the
entrepreneur may not be able to accumulate the resoundfes the return on investment will be reduced.

For example, an idea for a new-and-improved theme park mayteat idea, but the hundreds of
millions of dollars and thousands of employees needed toixietypically exceeds the resource
potential of an entrepreneur or small company. Such ideas @an only be implemented by large pubic
companies.

Constantly coming up with exciting ideas is the hallmarinoét entrepreneurs. Choosing the right one
takes careful consideration, and is critical in thgteatly influences whether the ensuing venture is
successful or not.
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Goals and New Venture Creation

More and more corporate workers are leaving their jolsgatd new ventures. When taking this leap, it is
important that the goals of these entrepreneurs are aslitiese goals may ultimately determine the
success of the new venture.

Unfortunately, many new entrepreneurs have motivationsitvat naturally lead to long-term success.
Some of these motivations include:

» Being sick and tired of the same old corporate routine,
* Being dissatisfied with the way their corporationus think bureaucracy)
* Feeling they are underpaid or under appreciated in thegntyabs.

While these goals will be fulfilled when launching a new uesitthey should not be the core reason to
start one. Core goals should be deeply engrained ambtitianill drive you to succeed in the face of
adversity. For instance, the goal of building a companywiietruly make a difference in the people’s
lives that it serves can motivate not only the founder, impi@yees in both the short and long-term.
However, the core goal need not be so ambitious or wholesome.

Having goals such as:
* Doing things better than they are currently done
* Proving that you have what it takes to launch a new business
* Becoming wealthy

Are all goals that will motivate you in the long-ternmstacceed. Moreover, it is this extra motivation that
often is a determining factor between success and failure.

When considering leaving a corporate position to launclwaveature, it is important to review your
personal goals and make sure they merit taking the leagprépeeneurship. If your goals are not worthy,
you might find yourself in a position down the road where youdsi@ee not fulfilled and your venture is
faltering. However, if your goals are such that they altg €ngrained within your body, soul and mind,
you will find yourself highly motivated and willing to do whit takes to launch and grow your new
venture in the face of any adversities that comes your way.
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Four Steps to Entrepreneurship

As more and more people start or consider starting ¢t business, it is important that they understand
the core steps that are required to launch successitures. These steps include spotting, assessing,
selecting and executing upon opportunities.

Spotting Opportunities

The first step to entrepreneurship is identifying opportwifidne entrepreneur must be able to spot an
unmet need. Oftentimes this need is seen through arcieeffy in the market — something that doesn’t
work quite the way the entrepreneur would like it to. Aesault, the entrepreneur figures out a potential
solution and the opportunity is born.

Assessing Opportunities

Many entrepreneurs keep a journal that details the mgfiagportunities they come across each day.
While it takes a creative skill set to identify opportiesf it takes an analytical skill set to assess them
Each opportunity should be assessed to, among othersnohetdts likelihood of success and the
financial and human resources required to execute upon it.

Selecting Opportunities

One of the biggest risks in selecting the wrong opportunityportunity cost; that is, the cost of having
to forego another opportunity that may have been wildégsssful. Entrepreneurs should assess their
potential opportunities and come to a firm decision regandimgh one to execute upon. Once selected,
the entrepreneurs cannot second-guess themselves. To dolddessen their focus and drive towards
the selected opportunity, both of which are criticaldhiaving success.

Executing Upon Opportunities

Execution, or the ability to generate the most value oahaipportunity, requires a unique combination
of creativity, passion, persistence, focus, responsipititglligence, planning and energy. The
entrepreneur needs to know what tasks must be accomplishbd #melmain driver in seeing that these
tasks are completed in an appropriate manner.

Understanding the four steps to entrepreneurship enables enéwasré better understand the path that
they are embarking upon. It is a path filled with potémialls, but also filled with tremendous
excitement, satisfaction and potential to build enorsnalue.
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Critical Entrepreneurial Skills

To succeed, entrepreneurs must have many skills that thilowto conceive, launch and grow new
products, services and/or companies. This article desaumes of the most critical skills that an
entrepreneur must possess.

Focus: Entrepreneurs must focus. They must focus on goals to g¢hatitbey are reached, customers to
ensure that they are satisfied, and employees to mia&é¢trey are motivated.

Vision: Entrepreneurs must have a vision of where they wantdbeipany to be in the future. In
addition, the entrepreneur must be able to communicate thig Wisan exciting manner to employees
and investors, so that they share the vision and areatexdito help achieve it.

Leadership: Rarely can entrepreneurs make a company succeed by thesndddis is much like the

fact that the greatest athlete doesn’t ensure thattdaen will win if the other players cannot perform. As
such, entrepreneurs need to be able to identify staffirdsnegpertly fill them, and lead the team to
success.

Persistence & Passion:An entrepreneur must be passionate about what they mg timyaccomplish.
Likewise, they must be willing to commit whatever is needfettiem. They must persist through trying
times, since there are always bad times, and figitiuech as needed to achieve the goals they have set.

Technical skills: While entrepreneurs may not need to have the greatestasicskill sets in their
organizations; they need to be savvy enough to lead¢heital team. They need to understand the
technical team’s language and have a general understandirggatfailenges they face in order to
effectively lead them.

Flexibility: Successful entrepreneurs understand that the world aedtlenment in which they
operate are constantly changing. While they must focikeoand game, they must adapt their strategies
and offerings to meet changing market conditions.

There has often been debate regarding whether entrepr@pezas be taught. For instance, can you
really teach persistence or passion? Even if you daninderstanding the importance of skills such as
these, entrepreneurs can focus on these skills and bring tate what is needed to succeed in their
entrepreneurial endeavors.
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Entrepreneurial Vision

Entrepreneurs must have a vision of where they want thepaayrto be in the future. In addition, the
entrepreneur must be able to communicate this vision in@tingxmanner to employees and investors,
so that they share the vision and are motivated to lchip\e it.

Unlike a business plan, a vision doesn’t provide a specific rapdan a business. Rather, a vision paints
a picture of what the organization strives to become ifiutioee. A leader with a strong vision motivates
the team to achieve this picture, regardless of the actiontipat will be employed.

Vision provides motivation to both the leader and employegsies employees something that they can
believe in and rally around. While it doesn't tell the emplsy@hat to do to achieve it, having vision
instilled in them helps positively mold their decision-makiviten problems must be solved that don'’t
have clear answers.

A strong vision combined with a strong business plan isalito the success of a growing venture. The
vision motivates everyone to achieve success, while the pldeggtiiem to where they need to go. In
addition, the plan is significant in that it documentsuisen. By “cementing” the vision on paper, the
team gains more confidence that the vision will notdssly changed and that the organization is truly
committed to achieving it.
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Entrepreneurial Leadership

Rarely can entrepreneurs make a company succeed by them$aigas much like the fact that the
greatest athlete doesn’t ensure that their team willifthe other players cannot perform. As such,
entrepreneurs need to be able to identify staffing nesgertly fill them, and lead the team to success.

Leadership is the process through which an entreprenebieitoanfluence employees to achieve the
objectives of the organization. To be an effective leaaieentrepreneur must

e Build trust and confidence among employees
» Communicate effectively with them

Leaders can build trust in many ways. They can achidwewitorking hard, maintaining a constant
message and/or being available to solve employees’ probleorggasthers. By showing employees that
they are fully committed to achieving the vision, entrepuenéleaders build trust and confidence in
employees. This in turn yields high employee satisfa@m@hcommitment.

Effective communication is equally critical to succastfadership. If employees are unclear about the
company’s vision, and/or receive mixed messages over ti@ewill be unable to focus all of their
efforts on achieving the company’s goals. Conversely, by délgene company’s vision and goals, and
reinforcing them over time with the same message, the congpgoals become engrained in its
employees.

In addition to building trust and effective communicationeepkeys to entrepreneurial leadership
include the following:

Seeking self-improvementa great leader always seeks to become even better.

Possessing technical skill3Vhile the leader may not need to have the greatest tetBhkilts in their
organizations, they need to be savvy enough to lead the team

Accepting responsibility for actions:Leaders and companies always make mistakes. Great |dadérs
place blame on others.

Making decisions: Good leaders must make good and timely decisions.

Being a role model:A leader must set an example to employees and guide thexdb
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The ability to effectively lead is a crucial factortire success, or lack thereof, in entrepreneurial ventures.
By understanding and embodying what it takes to lead efédgtientrepreneurs can maximize their
chances of success.
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Keys to Entrepreneurial Success

Over the past several years, Growthink has had the oppgrto@issess the successes and failures of
numerous entrepreneurs. In doing so, several lessons l@radapparent that can often make the
difference between success and failure in entrepreneenélres. Here is a review of the top four
lessons.

1. Focus, focus, focus, focus, focushe word “focus” simply cannot be said enough. When lamngc

and growing a venture, tons of opportunities and obstaikes &ntrepreneurs that succeed are typically
the ones that see the forest from the trees. They rdamised on the prize. They consider new
opportunities, but also note that pursuing them often takesakay from accomplishing what they set
out to do.

2. Hire smart. Companies succeed based on the people that comprise tinerally/all people in a
small, growing entrepreneurial company make key decisions kadtdions that can significantly
impact the success of the venture. As such, the peopla¢haited must be hired with care. They must
be intelligent, responsible, and equally importantlyehdgne enthusiasm to succeed and the ability to
work in a fast-paced, rapidly changing entrepreneurial envieahm

3. Communicate. So, you've followed the first two lessons. You have setpaog goals and remain
focused on achieving them. You have hired great people. N@nmportant to effectively
communicate. The laser-sharp focus and goals must be cooatedhio the great team. Management
must share information, instill company values and visi@tuds each employee’s performance with
them, and make employees feel that they are the companyadridgltompany is them.

4. Win. Entrepreneurship, like basketball or football, is a gamereTéme winners and losers. There are
narrow victories and landslides. There are Davids an@tBsl Competition should be hard work, but it
should also be fun. The company should be instilled @athpetitive spirit and be committed to winning.
Winning may take many forms, such as hitting sales goalgming a profit by a set date. Regardless of
how winning is defined, it should be clearly articulated everyone in the company should have a
competitive, winner spirit instilled within them.

The above four lessons can help entrepreneurial ventures edbeioabmpetition and enjoy the
financial and emotional success that such ventures pablesof generating.
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Challenges for College Students and First-Time
Entrepreneurs

More and more students, both in undergraduate and gradstiigtions, are deciding to launch their own
ventures upon graduation rather than taking the traditroné of working for another firm. Likewise,
more and more individuals are leaving their jobs to fulfidlir entrepreneurial dreams.

While these ventures may ultimately be very successful (@apgle and Microsoft were both launched
by students), they face certain challenges in their busntesss and capital raising processes. The
foremost challenge is overcoming the lack of experienceeofrianagement team. A classic chicken-and-
egg problem presents itself — the management team hastmmopaany successes to point to, and can't
prove itself unless given the opportunity to launch the busiivéise this problem is nearly always the
case for graduating students, it also presents itsetbtoy entrepreneurs, particularly those who are
launching their first ventures.

To overcome this challenge, these ventures must represesiefiesnas having a great team by attracting
a stellar management team and/or advisors. By atigagtquality management team, even if the team
will not start until after financing, it gives investoreat confidence that the plan will be properly
executed. It also proves that the entrepreneurs have titye tabisell” others on their vision. The
management team need not be complete before seeking camhdditional members will most likely
be added after capital is raised. For instance, staftdy Google raised capital from Sequoia Capital and
Kleiner Perkins Caufield & Byers, Omid Kordestani left®émpe to accept a position as vice president of
business development and sales, and Urs Hdlzle was kegdfieom UC Santa Barbara as vice president
of engineering.

Attracting high-quality advisors builds great credibilityc if respected individuals are willing to risk
their reputations by taking an advisory position, the vertwst have some merit. Advisors can also help
with the execution of the business and sometimes willmlsade the needed capital. In Google’s case,
when no major portal was interested in partnering witfunding the company, Larry Page and Sergey
Brin were able to convince Andy Bechtolsheim, one of the fosnafeBun Microsystems, to become an
advisor and investor. Bechtolsheim contributed the initial $D000 the company.

Even if the venture is able to attract quality manageneamis and advisors, it will always be at a
disadvantage versus other ventures headed by entrepreneursvelibeen there, done that”
successfully in the past. To compensate for this, thegares must really know their customers, know
their market and know their competition. By possessing depth knowledge of the external factors that
will effect the company’s success, the entrepreneurs carclezte a solid business strategy and
convince investors that an opportunity really exists. Ifojygortunity truly exists, then investors know
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that even if the venture is initially mismanaged, they @ hire additional managers later to put it back
on course.

In summary, when students or first time entrepreneursn lalegieloping their business strategies and
plans, they must compensate for the management defici¢hejepossess versus established
entrepreneurs. By doing this and showing a comprehensive knowletiggr oharket, these ventures can
level the capital raising playing field. Fortunately, thesetures can point to a long list of other
successful companies that were launched by students ans¥¢infe entrepreneurs, most notably Google
and Microsoft.
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An Entrepreneur’s Biggest Cost

When launching a new product or company, an entrepreneur mustecdheir biggest cost - the
opportunity cost. Opportunity cost is an economic termithdéfined as the cost of passing up the next
best alternative when making a decision. For instanes #&sset such as capital is used for one purpose,
the opportunity cost is the value of the next best purposelfiah the asset could have been used. In the
entrepreneur’s case, this asset typically includes thepeatreur’s time and money.

For an individual currently working in a corporate positiine, opportunity cost of launching their own
venture is typically the financial security that theirpmmate position affords. Fortunately, this security
could be mitigated by attaining funding for the venture setting the same salary as the prior position.
However, if the venture fails, the individual may have thstopportunity to return to the corporate
position and/or does not realize the steps up the corgadater that they may have made had they stayed
in their prior position. Likewise, if they chose to pursue eniepreneurial opportunity rather than
another, the individual may have lost the opportunity toardganch the other opportunity.

Opportunity cost is related to the risk/reward tradéwdt is implied in entrepreneurship. The risk/reward
tradeoff implies that the higher the risk, the higher the pialeetvard. Opportunity cost comprises a
large part of the “risk” in the risk/reward tradecifthough it doesn’t include many intangible factors
such as potential embarrassment caused by taking dapitefriends and family and having the venture
fail.

Each entrepreneur has a different opportunity cost suttte @snount of their salary should they currently
be employed elsewhere. Likewise, companies have differenttapggrcosts when determining whether
to launch new products, services, etc. Identifying the opptytoosts, analyzing them, and then making
the optimum decisions is a critical process for entreprrsrend small and large companies alike, and can
be a critical factor in the long-term success of a ventur
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The Ideal Length of Your Business Plan

How long should a business plan be? A business plan needs tatewvevhiength is required to excite the
investor, prove that management truly understands the mamkletietail the execution strategy. From
surveys of investor needs, Growthink has found that 15 to @&spaf text is the optimum length in which
to accomplish this. Any more and the time-constrained inveslidoe forced to skim certain sections of
the plan, even if they are generally interested, which dealdithem to miss essential elements. Any less
and the investor will think that the business has not hegrthought through, or will simply not have
enough information to make an investment decision.

Many management teams feel that their company is too cergbescribe in 15 to 25 pages. While this
is sometimes true, the business plan is not meant theelihole story. Rather, the company must be
“boiled down” into its essential elements. If the invessanterested, there will be plenty of additional
time to tell the whole story.

Business plans, like other marketing communications documéntddsoe visually appealing and easy-
to-read. This can be accomplished by using charts amdigs and by formatting the plan for readability.
Effectively using these techniques will enable the invastonore quickly and easily understand the
company'’s value proposition within fewer pages.

While the body of the business plan should be 15 to 25 pages, thadippan be used for supplemental
information. The Appendix should include a full set of finanpi@ljections, and as appropriate, technical
and/or operational drawings, partnership and/or customeesmgnts, expanded competitor reviews, and
lists of key customers among others.

If the Appendix is long, a divider should be used to sepératen the body of the plan, or a separate
Appendix document should be prepared. These techniques ensuhe tinzestor is not handed a thick
business plan, which will make them queasy before evamrap# up.

To summarize, the goal of the business plan is to craatesh — not to have an investor write you a
check. In creating interest, the full story of your compaeed not be told. Rather, the plan should
include the essential elements regarding why an investotdsimvest and spend more time examining
the business opportunity. The shorter length does not medayothidbusiness plan should take less time
to prepare. Rather, it will take more time. As Mamain once said, “If | had more time, | would write a
shorter story.” Likewise, condensing your business plan tmeis® compelling document is challenging
and time consuming. Fortunately the rewards are significa
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Two Types of Business Plan Executive Summaries

Companies seeking capital often ask how long the Executive Synofrlaeir business plan should be.
The answer depends upon the use of the summary, mainly oheteyih

1. It precedes the full business plan
2. It will be used as a stand-alone document

When the Executive Summary precedes the business plan, tts $éyogild be short, typically only one to
two pages and certainly no longer than three pages. Tiiesagise the Executive Summary is not meant
to tell the whole story of the business opportunity. Rathersummary must simply stimulate and
motivate the investor to learn more about the company ibdtg of the plan.

The second type of Executive Summary is a stand-alonerdwtuThat is, it is given, by itself, to
investors for their initial review. If interested, the ist@ will then request the full business plan. A
stand-alone Executive Summary is often used to limitldve 6f information. That is, if an investor is
not interested in the general opportunity that your summasepts, you don’t want to reveal to them
intimate details of your plan.

Regardless of which type of Executive Summary you are digvig), the summary must included the
following critical elements:

1. A concise explanation of the business
2. A description of the market size and market need for thedsssi
3. A discussion of how the company is uniquely qualifieditfillfthis need

In addition, a stand-alone Executive Summary should indudenaries of each essential elements of the
business plan. This includes paragraphs addressing edehfoflowing:

Customer Analysis: What specific customer segments the company is targetthtipein demographic
profiles

Competition: Whom the company’s direct competitors are and the company'sokepetitive
advantages

Marketing Plan: How the company will effectively penetrate its targetkaar
Financial Plan: A summary of the financial projections of the company
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Management Team:Biographies of key management team and Board members

The Executive Summary is the most critical element obtieness plan. If it does not grab the investor’s
attention, the investor will neither read nor request twlidtisiness plan. As such, spend time developing
the best possible summary; create two versions (&gd-alone and full plan predecessor) as
appropriate, and work to get it in the hands of the iighgstors.
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How to Size an Emerging Market in Your Business
Plan

In developing their business plans, companies of all sizedli@achallenge of determining the size of
their markets. To begin, companies must present the stheiofrelevant market” in their plans. The
relevant market equals the company's sales if it weraptuie 100% of its specific niche of the market.
Conversely, stating that you were competing in the $lomilll.S. healthcare market, for example, is a
telltale sign of a poorly reasoned business plan, asithacecompany that could reap $1 trillion in
healthcare sales. Defining and communicating a credit#east market size is far more powerful than
presenting generic industry figures.

The challenge that many firms face is their inabilitgitee their relevant markets, particularly if they are
competing in new or rapidly evolving markets. On one handattig¢hat the markets are new or evolving
is the reason why there may be a large opportunity tblesstahem and become the market leader.
Conversely, investors, shareholders and senior managereasitar skeptical to invest resources
because, since the markets do not yet exist, the marketsemiay dmall, or not really exist at all.

Growthink has encountered the challenge of sizing emergargets numerous times and has developed
a proprietary methodology to solve the problem. To begingittisal to understand why traditional
market sizing methodologies are ill equipped to size emgnmgiarkets. To illustrate, if a research firm
were to use traditional methods to size a mature matkit as the coffee market in the United States, it
would consider demographic trends (e.g., aging baby boomershaogsaphic trends (e.g., increased
health consciousness), pastles trends and consumption rates, price moveneamtgetitor brand
shares and new product development, and channels/retaneng athers. However, conducting
such an analysis for emerging markets presents a apaléenseveral of these factors (e.g., past
sales, demographics of the customer when there are rmtcaustomers) don'’t exist because
the markets are presently untapped.

The methodology required to size these new markets requwoespiproaches. Each approach will yield a
different approximation of the potential market size, aftein the figures will work together to provide a
solid foundation for the market’s potential. Growtho#@dls the first approach “peeling back the onion.”

In this approach, we start with the generic market (#hg.coffee market) that that company is trying to
penetrate, and remove pieces of that market that inailtarget. For instance, if the company created an
ultra high-speed coffee maker that retailed for $600oitld/initially reduce the market size by factors
such as retail channels (e.g., mass marketers woultthngtthe product), demographic factors (lower
income customers would not purchase the product), etc. @ygdack the generic market, you
eventually will be left with only the relevant portion af it

The second methodology requires assessing the market froml sengtes to approximate the potential
market share, answering questions including:
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Competitors: who is competing for the customer that you will be serwivitat is in their product
pipeline; once you release a product/service, how long wélké them to enter the market, who else may
enter the market, etc.

Customers:what are the demographics and psychographics of the custyponensll be targeting; what
products are they currently using to fulfill a similaedgsubstitute products); how are they currently
purchasing these products; what is their degree of loyattyrtent providers, etc.

Market factors: what other factors exist that will influence the madigé — government regulations;
market consolidation in related markets, price changes¥o materials, etc.

Case Studieswhat other markets have experienced with similar teangitions and what were the
customer adoption rates in those markets, etc.

While these methodologies are often more painstaking thditibmal market research techniques, they
can be the difference in determining whether your company haexhéod or the next Edsel.
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Analyzing Customers in Your Business Plan

The Customer Analysis section of the business plan asskesrsstomer segments that the company
serves. In it, the company must

1. Identify its target customers
2. Convey the needs of these customers
3. Show how its products and services satisfy these needs

The first step of the Customer Analysis is to define dxadtich customers the company is serving. This
requires specificity. It is not adequate to say the comataygeting small businesses, for example,
because there are several million of these types of custoR@ther, the plan must identify precisely the
customers it is serving, such as small businesses wiih 3@ @émployees based in large metropolitan
cities on the West Coast.

Once the plan has clearly identified and defined the compaafget customers, it is necessary to explain
the demographics of these customers. Questions to be adsweude:

1. How many potential customers fit the given definition arttiiss customer base growing or
decreasing?

2. What is the average revenues/income of these customers?

3. Where are these customers geographically based?

After explaining customer demographics, the plan must dbaiheeds of these customers. Conveying
customer needs could take the form of past actions (X%haebased a similar product in the past),
future projections (when interviewed, X% said that theyil purchase product/service Y) and/or
implications (because X% use a product/service whiclpmduct/service enhances/replaces, then X%
need our product/service).

The business plan must also detail the drivers of customisiatemaking. Sample questions to answer
include:

1. Do customers find price to be more important than thétgud the product or service?

2. Are customers looking for the highest level of reliabilitywat they have their own support and just
seek a basic level of service?
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There is one last critical step in the Customer Analystowing an understanding of the actual
decision-making process. Examples of questions to be egbwere include:

1. Will the customer consult others in their organization/fainéfore making a decision?
2. Will the customer seek multiple bids?

3. Will the product/service require significant operatiotiznges (e.g., will the customer have to invest
time to learn new technologies and will the product/serviaseather members within the
organization to lose their jobs? etc.)

It is essential to truly understand customers to devetyzeessful business and marketing strategy. As
such, sophisticated investors require comprehensive profilesompany’s target customers. By
spending the time to research and analyze your target custome will develop both enhance your
business strategy and funding success.
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In Business Planning, Competition is Good

When developing the competition section of your business @iampanies must define competition
correctly, select the appropriate competitors to anae explain its competitive advantages.

To start, companies must align their definition of competiwih investors. Investors define competition
as any service or product that a customer can usditbthd same need(s) as the company fulfills. This
includes firms that offer similar products, substitutedoicts and other customer options (such as
performing the service or building the product themselves). Uhdebrtoad definition, any business plan
that claims there are no competitors greatly undermirgesrédibility of the management team.

In identifying competitors, companies often find themseines difficult position. On one hand, they
want to show that they are unique (even under the invesit@ad definition) and list no or few
competitors. However, this has a negative connotation. d¢f fiew companies are in a market space, it
implies that there may not be a large enough customertaeeghport the company’s products and/or
services.

Business plans must detdifect and, when applicabléndirect competitors. Direct competitors are those
that serve theame target market witlsimilar products and services. Indirect competitors are thage th
serve thesame target market witldlifferent products and services, odiferent target market witlsimilar
products and services.

After identifying competitors, the business plan must diesdtiem. In doing so, the plan must also
objectively analyze each competitor’s strengths andkmesses and the key drivers of competitive
differentiation in the marketplace.

Perhaps most importantly, the competition section mussirithe the company’s competitive advantages
over the other firms, and ideally how the company’s business|mi@dges barriers to entry. “Barriers to
entry” are reasons why customers will not leave onceiaztju

In summary, too many business plans want to show how uniqueéméire is and, as such, list no or
few competitors. However, this often has a negative catinat If no or few companies are in a market
space, it implies that there may not be a large enousfiormer need to support the venture's products
and/or services. In fact, when positioned properly, ooly successful and/or public companies in a
competitive space can be a positive sign since it imglasthe market size is big. It also gives investors
the assurance that if management executes well, the véasiseibstantial profit and liquidity potential.

Page 19



The Marketing Plan and the Four P’s

The Marketing Plan section of the business plan demonsh@atea company will penetrate the market
with its products and services. The Marketing Plan shiogldde “the four P’s” — Product, Promotions,
Price, and Place.

Products and/or Services

The first “P” stands for Product, but includes all pratdiand services that the company offers. This
section of the business plan should detail all the featfitee products and services, how they work,
their unique/proprietary attributes, etc. For productsdha patented and/or technical in nature, drawings
and backup materials should be presented in the Appendix.

Most growing companies offer certain products and serwozks/ but expect to offer more in the future.
It is important to mention both current and future patsiiservices here, but to focus primarily on the
short-to-intermediate term horizon.

Promotions

Promotions include each of the activities that induce amestto buy the company’s products and
services. Promotional activities could include advertigidplic relations (PR), free samples, discounts,
direct mail, telemarketing, partnerships, etc.

This section of the business plan discusses which promotidrisewised and how they will be used. For
instance, if partnerships will be used to secure new cestrtne plan must explain which companies are
partners, how they will be able to provide new customers, heartnership will work (from

operational/ financial standpoints), etc.

This section must be as specific as possible, particidariyrelates to discussing future promotions. To
say that a company is going to generate PR in trade magagisimply too vague. Rather, the plan must
explain the type of article/feature that may be writibout the firm and why, which specific trade
journals that will be targeted and/or the projected putiicalates.

In discussing how the company will promote itself, it is inb@ot to discuss how the company will
position itself. This positioning statement details thekattes that customers will assign to the company,
its products and services. The choice of promotional #ieBvnust support this positioning. For example,
discounts might not be consistent with a desire to badenesl an upscale brand.
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Price

This section of the plan should detail the price poira{syhich the company’s products and services will
be sold. If the products/ services are sold as bundleg #imuld be detailed in this section. Rationale for
the pricing should be given when applicable (e.g., why the compasichosen an initiation fee plus
monthly membership fees versus a one-time lifetime mernipeiese).

Place

The final “P” refers to “Place” or “Distribution” aneikplains how a company’s products and/or services
will be delivered to customers. This section is cruciabloge if customers cannot access products and
services, they cannot purchase them.

This section is especially critical for high-growthpital-constrained companies. Attaining profit-
effective distribution channels is often the most vexindglehge for these businesses. Examples of
distribution methods include retail locations, website, distdrs, wholesalers, direct mail catalogs, etc.

Many companies have multiple distribution methods to deliver ineatucts and services to customers
and each should be detailed here.

Detailing the “the four P’s” in the marketing plan is @dtiiin proving to investors that your company
will be able to efficiently and effectively penetrate inarket.
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Effectively Completing the Operations Plan Section
of Your Business Plan

The Operations Plan is a critical component of any busplassas it presents the Company’s action plan
for executing its vision. The Operations Plan must detail

1. The processes that are performed to serve customersoayefghort-term processes) and
2. The overall business milestones that the company must attaénstaccessful (long-term processes).
Everyday Processes (Short-Term Processes)

Every company has processes to provide its customers with g@hatservices. For instance, Wal-Mart
has a unique distribution system to effectively move produmts its warehouses to its stores, and finally
to its customers’ homes. Technology products manufactureespnacesses to convert raw materials into
finished products. And service-oriented businesses have pescesidentify new areas of customer
interest, to continually update service features, etc.

The processes that a company uses to serve its customaintsaditransform a business plan from concept
to reality. Anyone can have a concept. And more importaintestors do not invest in concepts -- they
invest in reality. Reality iproving that the management team can execute the conceptthatteanyone
else, and the Operations Plan is where the plan provdsytdistailing key operational processes.

Business Milestones (Long-Term Processes)

The second piece of the Operations Plan is proving thataine will execute the long-term company
vision. This is best presented as a chart. On theidigff there should be a list of the key milestones that
the Company must reach, and on the right, the target deaehmving them. Sample milestones include
expected dates when:

* New products and services will be introduced to the madaspl

* Revenue milestones will be attained (e.g., date whea séllesurpass million dollar mark)
» Key partnerships will be executed

» Key customer contracts will be secured

» Key financial events will occur (future funding rounds, IR@,)

» Key employees will be hired
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Additional text should be used, where necessary, to sughoprrojections laid out in the chart.

The milestone projections presented in the Operationsmiahbe consistent with the projections in the
Financial Plan. In both areas, it is important to ¢grassive but credible. Presenting a plan in which the
company grows too quickly will show the naiveté of the manageteam, while presenting too
conservative a growth plan will often fail to excite gaential investor who will require a high rate of
return over a relatively short time period.

* New products and services will be introduced to the madatpl

* Revenue milestones will be attained (e.g., date whea sédllesurpass million dollar mark)
* Key partnerships will be executed

» Key customer contracts will be secured

» Key financial events will occur (future funding rounds, IfR@,)

» Key employees will be hired

Page 23



The Management Team Section of the Business Plan
— Don’t Just Include Resumes

Even the best new concept or existing plan will fail if exed poorly. The Management Team section of
the business plan must prove to the investor why the key compesonpel are "eminently qualified" to
execute on the business model.

The Management Team section should include biographiey #é&m members and detail their
responsibilities. It is important that these biographresnat merely resumes that include the educational
backgrounds and previous job titles and responsibilitiéseofeam members. Rather, biographies should
highlight the most relevant past positions that the indiv&bave held and specific successes in each.
These successes could include launching and growing new lsesrmesmanaging divisions of
established companies.

Team member biographies should be tailored to the compgoyish stage. For instance, a start-up
company should emphasize its management's success launutigipaing companies. A more mature
company should emphasize how team members have succesptriiyed within the framework of
larger enterprises.

Depending upon the stage of the company, key functional areasenmaigding from the team. This is
acceptable provided that the plan clearly defines the twd¢ghese individuals will play and identifies
the key characteristics of the individuals that will betiirHowever, it is generally not favorable if
personnel are missing for ultra-critical roles. For examnplplan that is fundamentally a marketing play
should not seek financing without a stellar marketingitea

The Management Team section should also include biograpfiiles company's Advisory Board and/or
Board of Directors. While having well-known advisors/boas@mbers adds credibility to the business
plan, it is highly effective to explain how these advisaitdirectly impact the company through
strategic advice and/or providing conduits to key clierdginers, suppliers, etc.

In summary, the Management Team section of the business @aropportunity to prove to investors
that your company has the necessary talent to succedwr if@n waste this opportunity by merely
showing employee resumes, which could be included in the Appeheigection should be used to
explain precisely how the team is uniquely qualified tacatethe venture in its present state.
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Developing Realistic Financial Assumptions in Your
Business Plan

Many investors skip straight to the financial sectiothefbusiness plan. It is critical that the assumptions
and projections in this section be realistic. Plansghaw penetration, operating margin and revenues per
employee figures that are poorly reasoned; internally sistant or simply unrealistic greatly damage the
credibility of the entire business plan. In contrast, saleli;reasoned financial assumptions and
projections communicate operational maturity and credibilit

For instance, if the company is categorized as a netmgikfrastructure firm, and the business plan
projects 80% operating margins, investors will raiseddlegy. This is because investors can readily
access the operating margins of publicly-traded networkiingstructure firms and find that none have
operating margins this high.

As much as possible, the financial assumptions should bd basectual results from your or other firms.
As the example above indicates, it is fairly easy to lo@k@tblic company’s operating margins and use
these margins to approximate your own. Likewise, the businessiptauld base revenue growth on other
firms. Many firms find this impossible, since they bek they have a break-through product in their
market, and no other company compares. In such a caseebeasea growth on companies in other
industries that have had break-through products. If yoaaxp grow even faster than they did (maybe
because of new technologies that those firms weren’t alapdoy), you can include more aggressive
assumptions in your business plan as long as you explain thmtigxt.

The financials can either enhance or significantlyrhgour business plan’s chances of assisting you in
the capital-raising process. By doing the research to dexeddiptic assumptions, based on actual results
of your or other companies, the financials can bolster fponis chances of winning investors. As
importantly, the more realistic financials will alsmvide a better roadmap for your company’s success.
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“Why You, Why Now” - A Critical Component of a
Winning Business Plan

Business plans continue to be an essential element chpital-raising process. They must convince
investors to take notice - investors that are shrewdarytdde to the ups-and-downs they have
experienced over the past few years.

Adding to the financing challenge is the plethora of highiguebmpanies, both public and private, in
which investors can choose to invest. In this environment, enaienore investors are asking companies
seeking capital the question "Why You, Why Now"?

The question seems simple at first, but has many caitipte The management team must clearly
delineate what it is about the business opportunity that magesh a good investment now. Should this
investment have been made a year ago to cement a neadtetdhip position? Or, is the venture before
its time - will slow market adoption cause slow sales tdvemnext few years, and as such, should the
investment wait. Questions like these, based on investménefafrom the past few years, continue to
surface and must be addressed by the management teain lousirgess plans.

Likewise the team must address what it is that makes timquely qualified to succeed. Does the team
have proprietary (and protectable) technology, management dalémexperience that competitors do not,
long-term strategic partners? According to Growthink presjdzae Lavinsky, "Management teams
must prove to investors why they are unique and why they watleed. They can't just state how
wonderful they are - they need to prove it through detailinggastesses and unique qualifications."

A business plan that fails to address the "Why You, Why'Npestion, is most likely a business plan
that will remain in the stack of "not now" business planssiBess plans must present a compelling
argument as to why the investor should invest and in otsp&aed world with unbelievable opportunities
and opportunity costs, why investors should invest now.
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Perfecting the Elevator Pitch

Last week | had the opportunity to attend a trade shafortlinately, at many booths, particularly those
of startup companies, | left without a full understanding of vimaexhibiting company really did.

The experience reminded me of the challenges of putting togetjoedeelevator pitch. An elevator pitch
is a brief description of a business idea. It is termeslials since it usually must be delivered within the
time that you spend with an investor in an elevatojysira few minutes. Much like an entrepreneur
seeking capital, the exhibitors at the trade show weréealgad with giving an elevator pitch that would
get their target audience to write them a check.

Most of the new ventures that exhibited did not have cemmishes. They used lots of words, but never
clearly explained what they offered. Conversely, several ventures had pitches that were interesting
and encouraged prospects to learn more. Each of thetseesgelevator pitches shared the following
three characteristics; characteristics that entngones should incorporate in their pitches when seeking
capital, partners and/or employees:

1. Offering a concise definition of tHeenefits of the company’s products and/or services. No
one really cares about how good a widget is; rather theyndaethe benefits of the widget
are to them.

2. Using examples of other companies. New companies, partictiase offering new
products or new ways of doing things, often have a diffibuk explaining what they do
since they focus too much on details of how they do what theRatber than describe these
details, companies should start by mentioning a well-known cayripat the
investor/customer/other individual knows. They should then exfieaipositive differences
between the well-known company and their organization. Tlowsthe prospect to quickly
grasp what the company does, the benefits it offers, andventages over others.

3. Stressing competitive differentiation. A new company exeftsifill an unmet need. That
unmet need is the result of competitors not providing anuadegproduct or service to
customers. In their elevator pitch, companies shouldsstves they differ from competitors
and how this allows them to fulfill the unmet needs. Siryl companies can discuss
similarities between competitors, since rarely areptitors all bad.

The elevator pitch is crucial for companies who seek @gqpiistomers, partners or employees. Perfecting

the elevator pitch can thus have a significant impachersticcess of a new venture.
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Realism vs. Optimism in the Business Plan

The most important function of a business plan is to erieé¢rest among investors so that they write a
check. In achieving this goal, business plan writers aem ahallenged by determining the proper level
of optimism in their plan. That is, they must creat®mpelling story to investors while maintaining
credibility.

Optimism shows investors that a company is confident aboutdheet opportunity, its ability to execute
on the opportunity, etc. Over-optimism, however, leads invegstdsslieve that the management team
does not fully understand the opportunity or the tough road aAsaglich, business plans must be sure to
limit over-optimism and show investors they are realestid credible.

Realism, the opposite of over-optimism, should be used indsssplans to portray sobriety and
credibility to investors. Realism should manifest itgelinanagement team bios that tell the actual
accomplishments of managers, rather than fluff. lukhmanifest itself in credible market forecasts and
sober assumptions of the company’s growth.

While business plans must excite investors so they takenaiftibey are too optimistic, investors will
discount their merit. Conversely, if they are too sobmtestors may not feel they will get an adequate
return on their investment. As such, business plans should peesemipelling, optimistic picture, but
continuously refer to hard facts and realistic assumptiomuild credibility and genuine excitement.
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How to Use Graphs and Charts in Your Business Plan

Many people ask how many graphs or charts they shoulditahveir business plans. As with most other
business planning questions, the answer is “it depends.’afticie discusses the key factors influencing
the number of graphs and charts to include in your bugness

To begin, the key point to consider in developing your businessiplthe time restraints of your
audience. If your audience is a retired angel investamayhave few obligations and can spend an hour
reviewing your business plan. However, the more likely sceimathat a venture capitalist, corporate
investor or loan officer will review your plan while sitgj at a desk topped with fifty other business plans.
As such, it is critical that your plan conveys its keynpoguickly and easily — this is where graphs or
charts come in.

In determining whether to use a graph or chart, consiéenltl adage, “a picture is worth a thousand
words.” The point here is that the picture should savewstml words. That is, the graph or chart should
supplement the text; it should not be explained ad nasetlra text, or that defeats its purpose.
Likewise, the graph or chart must be relevant and sugmstekt, rather than detract from it.

In addition to respecting the time constraints of the acdighe business plan must respect the
audience’s energy level. That is, after reading seven lasspians, an investor is likely to skip a page
with 400 words of straight text. Even if no charts areiagple to support the page, Growthink suggests
using appropriate spacing and/or callout boxes (e.g., kepleases highlighted in boxes) to make the
page more readable.

Clearly, technical drawings and operational designs rebd visually presented in the business plan.
Without them, huge volumes of text are often needed to exghaitively simple processes. Importantly,
when the text references these charts, the chartdshewasily accessible. That is, the chart should be
on the same page as the text, rather than forcing the aedeeoontinually turn to an appendix. If the
chart is referenced on numerous pages, each page shoulthshmece of the chart that reflects the text,
with the full chart appearing only once in the plan.

Finally, if the business plan is being presented to onenomfeestors, the amount of graphs and charts
should reflect the wants, needs and sophistication of feeseeaders. For instance, if the plan is being
presented only to strategic investors who understand the mandwet graphs may be appropriate to
convey information for which these investors already have bagikg knowledge.

Conversely, always keep in mind that the plan is node glfesentation, and too many graphs and charts
may position the company as one that is too lazy to conpleterocess of developing a formal business
plan.
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To summarize, the amount of charts and graphs used lusi@ess plan must reflect the audience for the
plan; an audience that is usually time and energy consttatl he charts and graphs must complement the
text, enable the audience to quickly and easily digest themat@mn, and as always, interest the audience

in taking the next step (e.g., scheduling an in-person nggeti the investment process.
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Documenting Partnerships in Your Business Plan

Forging partnerships to improve market penetration has beconmeagtace, particularly for “new
economy” businesses. And, most companies proudly mention taeir partnerships in their business
plans.

The fact is that, regardless of whom the partnershiptis partnerships by themselves are meaningless.
What are meaningful are the terms of the partnershipnBtarice, while it sounds great to have a
partnership with a Fortune 500 company, the details of thequahip are what investors find important.
For instance, investors will look poorly upon a partnerghiphich the Fortune 500 Company earns 90%
commissions on customers it refers. On the other hand, ansegbuld look favorably upon a more
equitable partnership.

As such, be sure to detail the specifics of the partnershifis includes factors such as how the
partnership will work, payment terms, contract lengtmimum and/or maximum guarantees, the type of
customer leads expected from each partner, timing of patgnetc. In addition, if partnerships are a key
part of the business plan, expect prudent investors to ietethie partners and scrutinize partnership
contracts.

Partnerships can be a major factor in the success ofrgg@empanies, providing leads, sales, capital
and/or other critical benefits. However, ventures shoulchbeful not to place too much emphasis on any
one partner in their business plan. Partnership agreemkatstHer legal agreements, can be breached,
and if the venture positions any one partner as critiagéd guccess, this will become a risk factor to
investors.

Overall, partners can provide a great boost to growinguvesit Business plans should not only discuss
who the partners are, but detail the terms of the paripsrahd how they will benefit the company.
Finally, the business plan must not place too much emphaaisyoone partner in order to convince
investors that the business is capable of success even without
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Documenting the Exit Strategy in Your Business Plan

All investors greatly desire and are motivated by argedure of a company’s exit strategy, or the
timing and method through which they can “cash in” on tineestment. This picture best comes into
focus when the key valuation and liquidity drivers of the comaayclearly delineated. An excellent
method to accomplish this is through descriptions of coafparfirms that have had successful liquidity
events, either through acquisition, merger, of initial mubiferings (IPOs).

It is helpful to show other companies in your market, oflamcompanies in other markets, who have
successfully exited, and how and why these companies weressfidc For instance, were they
successful since they acquired a large customer base@r®they successful since they accomplished
fast growth or high profit margins? It is also impaoit#o tie their success to their exit price. Was the exit
price based on earnings or the number of customers thadumt the time? The business plan should tie
these metrics (e.g., exit price of $X per customer) to thiméssto determine its future price.

The most common exit strategies in business plans arediP&zsjuisitions. While the method of exit is
not always crucial, the investor often wants to see tbiside to better understand the management
team’s motivation and commitment to building long-term valtiacquisition is the selected exit path,
then the business plan should detail potential companiesiigiat want to acquire the firm in the future
and why. Likewise, if an IPO is expected in the futune,llusiness plan should document the financial
metrics of the company that make it ripe for this typexat.

In most cases, investors only make money when the busimedesea successful exit event. As such, it

is critical that business plans explain the expected detihil why this exit was chosen and validate a
realistic exit price.
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Incorporating Investor Feedback into Your Business
Plan

Investors, like the rest of us, have different tastes.i@mstor may love a concept and/or business plan
while the next may hate both. It is important to understaisdas business plans are working documents
and are always undergoing iterations.

Management teams must not rush to incorporate eachtjbiavestor’'s comments. Instead, have
several investors, partners and other business colleagyiew the plan and provide feedback. Then
incorporate common concerns and probe other commenttetonilee if they are valid.

Always try to understand the rationale behind an investorisments. For instance, an investor may poke
holes in a business plan if it doesn’t have enough funds toffultythe opportunity. In this case, the
investor’s criticism is solely for them to save face.

However, if you are hearing the same feedback from multipletor it is probably valid. In such
cases, be humble. Tell investors that you appreciatefé@eiback and modify your strategy and plan
appropriately. You may then be able to re-approach thesstangevith great success.

Many investors have significant operating and investing épez and can quickly and expertly find
potential flaws in a business plan. Seek out investors ahe $uch experience, and be open to their
suggestions. Just don't take one point of feedback and blioithyvftheir advice. It is also important to
note that even the most successful and largest public corapeavie Boards that provide similar
feedback and advice, so don't take criticism and feedbmeksgn that something is wrong with your
venture. Rather, use it as a launching pad for an evargstrbusiness.
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Updating Your Business Plan

Business plans are not static documents. Rather, thelymsaenic documents that change often. Keeping
your business plan up-to-date can be a critical factor myamir ability to raise capital and your ability
to execute on the opportunity at hand.

There are many parts of a business plan that need parfmthtes. Sections that most commonly need to
be modified include the milestones, competition, managementdad financials sections.

Milestones: What milestones has your business achieved since the Isisinvef the business plan was
prepared? Showing investors that your company continues to exectite opportunity and meet
milestones is a key way to gain an investment.

Competition: Particularly in emerging markets, the competitive laageachanges rapidly. It is common
for new ventures to enter the market and established coragaregtend business lines into it. Updating
the competitive section of the business plan is criticadtt;mb management and investors understand the
new landscape and adapt accordingly.

Management team:As companies add management team members, it is imptwiapdate the plan
with their bios. A fuller management team is a positige $o investors that the company is poised for
success.

Financials: Business plan financials often have a plethora of assomspguch as customer penetration
rates, prices, margins, etc. As a company begins to exatuite opportunity, it is able to replace the
assumptions with real figures. Making these substitutiotizeifinancial model is critical in
understanding the cash flow needs of the venture. Misunderstdimdingial needs is a key reason why
some companies fail.

Strong management teams know the importance of their bsigifeesand update their plans constantly to
make sure their focus and action plan is always crystat.cLikewise, they recognize the importance of
sharing their updated plans with investors and managenantritembers to keep everyone in synch.
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Small Business vs. Venture Capital Business Plans

What is the primary difference between a venture calpitsiness plan and a small business or other
business plan? The answer is typically risk. Venture ablpitsiness plans have much more risk than
other plans, and as a result, the potential rewardsdgumtess are much higher.

When preparing a plan for venture capitalists, it isaaitio try to mitigate the risks inherent in the
venture. To mitigate the risks, the plan should stressamnevhich the venture excels. This will give the
investors validation that their chance of success is Highesiccomplish this, the plan must, among
others, stress the qualifications of the management fane that the size of opportunity is formidable,
show competitive advantage, and detail the operations plawithallow the venture to effectively and
efficiently go “from here to there.”

When venture capitalists read a business plan, they constaktiyvhat if.” By giving them the
confidence that the team, the opportunity, and the strateglasound, answering the “what if”
guestions positively becomes easier. This in turn puskestithe next step, which is typically to meet
with the management team and assess whether it is théeagh to execute the venture.

When developing a venture capital business plan it is atgmatthat the plan be properly edited. Most
venture capitalists have advanced degrees and have spsntmaany years in school. As a result, they
naturally spot typos and other inconsistencies, whishaaegative light on the venture. Likewise, since
venture capitalists must review so many plans per wegkingnghem visually appealing enhances their
impact.

In summary, venture capitalists are a sophisticateajpgoo investors that “swing for the fences.” To

attract their funds, companies must prepare grammatsauigd, visually and verbally appealing
business plans that highlight their strengths and mitigsis. r
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Raising Capital for Your Business - How Long Does it
Take?

Most companies vastly underestimate the time commitmenssegeto successfully complete a
financing. In actuality, a company seeking financing s¢edudget between 500 to 1000rk-hours to
the capital-raising process, spread out over a 6-9 niimnéhperiod.

The key processes in the capital-raising process include:

1. Perfecting the business plan, offering memorandum, and aihgrany due diligence materials
2. Developing a comprehensive, targeted prospective invedtor lis

3. Contacting this list and responding to investor due diligeaqgeests

4. Negotiating the transaction

Completing the business plan typically requires at least @06 lof work. This time is dedicated to
conducting the market research to validate the opportunig)afEng a comprehensive financial model,
determining the most effective way to lay out the businieategy, and actually writing and proofing the
business plan.

The next step, developing a comprehensive, targeted prospagiseor list is also very time

consuming. There are thousands of potential investors,cgaehich has very different tastes regarding
the types of ventures that interest them. Some invest yetrgector (e.g., healthcare vs.
telecommunications), stage (seed stage vs. later) stggraphy, or a combination of these. Many hours
must be dedicated to determine which investors are the itifiit your venture. This process involves
creating a master investor list, visiting each investeebsite to view investment criteria and past
investments, and determining who is the right contact dtrthe

To see how easily the time adds up, consider that only @b&titof prospective investors who show an
initial interest in a transaction actually progresdétailed company due diligence. Only about 10% of
this 25% actually progress to a bonafide offer of funds,le€kvonly 25% of these actually result in an
investment transaction. So completing a financing traiosaequires, on average, contacting
approximately 160 pre-qualified prospective investors.

The due diligence process, where investors scrutinize thetmeet, can also be very time consuming for
the company. Investors often request many documents, Somtéch can be easily retrieved from files
(e.g., prior tax returns), while others may take mone to prepare (e.g., additional market analysis,
customer lists with past purchases, contact informagian). Finally, negotiating a transaction can take a

Page 36



significant amount of time depending upon the complexity ofrdmesaction and number of parties
involved.

Too many companies fail to raise capital since theyinasvare of the significant time requirements to do

so. Those firms who understand these requirements and budgediagly are the ones most likely to
persevere and end up with the capital they need.
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Venture Capital Financing: Is It Within Your Reach?

Many firms dream of the day that a venture capitahitivag occurs. This is the day when they are handed
a check for millions of dollars and told to go fulfitidir entrepreneurial dreams. Unfortunately, for most
this remains a dream. But this doesn’t necessarily twalve the case. Securing a venture capital
financing can be a reality under the right conditions.

Perhaps the most important condition is that the firm dggeh winning business plan. The business plan
is the initial piece of information that venture capitaliseview, and if it doesn’t compel them to take
action, the journey towards venture capital financing endspéipr

Assuming that the business plan is flawless, what glssguired of the management team seeking
venture financing? The answer varies from firm to fibmt most venture capital firms want to see
proprietary intellectual property, a large market sizenagament team members with expertise and
experience, and a current valuation that allows for a getodn on investment.

A final challenge in securing a venture capital financindesitifying the right venture capital firm.
Venture capital firms typically have preferences that revatound their location, sector preferences,
stage preferences, partner backgrounds, other portfotipansies, and total assets held by the firm.
Ventures seeking capital should make sure to find venturetistsitwhose preferences match what they
have to offer.

Raising venture capital is challenging, but fortunately, ésealts can far outweigh the hardship of
overcoming the challenge. For firms that properly plan fdrragthodically approach venture capital
financing, results are often within their reach.
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Identifying the Right Venture Capital Firm Partner

Venture capital firms are comprised of individual partnérgese partners make investment decisions and
typically take a seat on each portfolio company’s BoRedtners tend to invest in what they know, so
finding a partner that has past work experience in your indisstery helpful. This relevant experience
allows them to more fully understand your venture’s valopgsition and gives them confidence that
they can add value, thus encouraging them to invest.

Fortunately, most venture capital firm websites listrtpartners with great pride. Each partner typically
has a bio that includes their educational credentialspnéssiaccomplishments and investments that they
have made. In identifying the right venture capital partneotwact for your company, try to find the
partner that, from their background, will truly grasp theartunity and can really add value.

Once you have identified the most appropriate venture cggitaler, it is important to figure out how to
contact them. As partners are often inundated with busjlass, having a personal connection and/or
introduction is often the difference between getting heactinot getting heard. For instance, if you
attended the same university or worked at a company #atitl, call or email them and use this as the
introduction. If not, it is important to network. Cpkople that may have been associated with the partner
and ask for an introduction.

Getting the partner’s attention is the first key hurdleaising venture capital. The second hurdle is
getting them to believe in the opportunity, and finallyirgg them the enthusiasm and information
needed to convince other partners in their firm that imvg& your venture represents a sound
investment.
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Describing Intellectual Property in Your Business
Plan

Most companies that are worthy of raising venture cap#aé proprietary Intellectual Property (IP). In
fact, the quality of the IP and the management tearoftee the two most important aspects of a venture
capitalist’s investment decision. The challenge that mantuves face, however, is that most investors
will not sign non-disclosure agreements (NDAs), and NB#scritical to maintaining the proprietary
nature of the IP. This article details the appropriatdeqly for addressing proprietary IP in your business
plan in order to attract investor attention while m@tag the confidentiality of your inventions.

Focus on the Benefits of and Applications of the IPThe business plan should not discuss the
confidential aspects of the IP. Rather, the plan shoutdisisthe benefits of the IP. Remember that even
the most amazing of technologies will not excite investorassnt has tangible benefits to customers.

The business plan first needs to discuss the producteaides into which the IP will be integrated. It
then must detail the benefits that these products and eeihéwe to customers and differentiate them
from competitive products. When applicable, it is helpfuhtdude non-confidential drawings and
backup materials of the products and services in the Appendix.

Focus on Customer Needs and the Relevant Market SiZ€he business plan must also discuss how the
benefits of the IP fulfill a large customer need. To accahphis, the plan needs to detail customer
wants and needs and prove that the company’s offerings spligifiteet these needs.

Secondly, the plan needs to discuss the marketplace in veid¢R is offered and the size of this
marketplace. Critical to this analysis is determinimg televant market size. The relevant market size
equals a company’s sales if it were to capture 100% of itsfispaiche of the market. For example, a
medical device’s market size would not be the trillion ddilealthcare market, but rather the sales of all
competing medical devices.

Focus on Competition and Competitive Differentiation:Your business plan must also prove that your
IP is better than competitive inventions. In identifying cetitprs, note that listing no or few competitors
have a negative connotation. It implies that there may natldee enough customer need to support the
company’s products and/or services. On the other handdsthane be too many competitors, then the
market may be too saturated to support the profitabilityreva entrant. The answer -- any company that
also serves the customer needs that you serve should beéecedsa competitor.

The business plan should detail both the positive and megegpects of competitors’ IP and
products/services and validate that your offerings anereguperior in general, or are superior in serving
a specific customer niche.
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Prove that you can Execute on the Opportunity’As importantly as proving the quality of the IP and
that a vast market exists for its applications, the busipkesy most prove that the company can
successfully execute on the opportunity.

The plan should detail the company’s past accomplishments, inglddscriptions and dates when prior
funding rounds were received, products and services were laljmelienue milestones were reached,
key partnerships were executed, etc.

When a company is a complete start-up, and no milestones éavebcomplished, the plan should
focus on past accomplishments of the management team as atoindfche company’s ability to
execute successfully.

Results: Getting Investors to Sign the NDA: If you are able to corevihe prospective investor that the
IP is integrated into a product/service which yieletsl customer benefits in a large market, then the
investor will take the quality of the invention for grantelden reviewing the plan. Later, during the due
diligence process, the investor will review the actual technoldgthis point, a discussion regarding
signing an NDA would be appropriate.
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The Term Sheet’s Role in Raising Venture Capital

Entrepreneurs and companies who are seeking venture cag@tahefotiate with one or more venture
capital firms on a number of important issues. Themsgsinclude the amount of capital to be raised, the
investment terms, etc. The document, which summarizes teems, is known as a "term sheet."

The term sheet is similar to a letter of intentf ibait is a nonbinding summary of the key points of the
transaction. These points are later covered in det#ile Stock Purchase Agreement and related
agreements signed at the time of execution of the tramsact

The value of the abbreviated term sheet format is tispegds up the process of consummating a
transaction. Specifically, it allows the parties to agva the general terms of the transaction rather than
having to debate less important details. In addition, uszed is not binding, it allows the parties to take
their discussions to the next level without the danger of catimmioo much. Note, however, that some
parts of a term sheet may be binding. Typically the bindspgets only refer to confidentiality and
disclosure issues.

Venture capital firms, and not the companies seeking catypadally prepare the term sheet to include
the terms under which they are willing to invest their tedpAlternatively, when seeking capital from
angel investors, firms typically create their own tatmeets for the angels to review. This fact tells a bit
about the balance of power in an investment transactionuiéecapital firms are often more
sophisticated and have more power than the companiesgeakital. Alternatively, angel investors are
typically less sophisticated and have less power, anthare prone to consider the investment terms as
laid out by the company seeking capital.

Getting to a term sheet is a key milestone in the dapiging process. Although not all term sheets result
in a transaction, the term sheet shows that both par&dsgitimately interested in executing a
transaction. It is then up to the investor and company &eagyon the details.
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Finding a Venture Capital Firm

Many ventures are faced with the challenging task efrmgiventure capital. The first part of this process
is finding the right venture capital firm (VC). While this yneeem simple, it isn’'t. There are thousands of
venture capital firms in the United States alone, and gdtegthe wrong ones is one of the most
common reasons why companies fail to raise the capitahtsy.

When seeking a venture capital firm, there are six keyablas to consider: location, sector preference,
stage preference, partners, portfolio and assets.

Location: most venture capital firms only invest within 100 miles of tbéfice(s). By investing close to
home, the firms are able to more actively get involved anith add value to their portfolio companies.

Sector preference:many venture capital firms focus on specific sectors aadiealthcare, information
technology (IT), wireless technologies, etc. In most cas&s) if you have a great company, if you fall
outside of the VC's sector preference, they'll pass ompportunity.

Stage preferenceVCs tend to focus on different stages of ventures. Btamee, some VCs prefer early
stage ventures where the risk is great, but so areothat@l returns. Conversely, some VCs focus on
providing capital to firms to bridge capital gaps before th@public.

Partners: Venture capital firms are comprised of individual partnEhgse partners make investment
decisions and typically take a seat on each portfoligpemyis Board. Partners tend to invest in what
they know, so finding a partner that has past work experiengour industry is very helpful. This
relevant experience allows them to more fully undersyand venture’s value proposition and gives
them confidence that they can add value, thus encouragingahamest.

Portfolio: Just as you should seek venture capital firms whose patiaee experience in your industry,
the ideal venture capital firm has portfolio companies in yeldot as well. Portfolio company
management, since they are industry experts, often ad¥@@esas to whether the company in question is
worthwhile. In addition, if your venture has potential synesgvith a portfolio company, this
significantly enhances the VCs interest in your firm.

Assets:Most companies seeking venture capital for the first Wileequire subsequent rounds of
capital. As such, it is helpful if the VC has “deep pockdtst is, enough cash to participate in follow-on
rounds. This will save the company significant time andreifomaintaining an adequate cash balance.

Finding the right venture capital firm is absolutely crititatompanies seeking venture capital. Success

results in the capital required and significant assistangeowing your venture. Conversely, failing to
find the right firm often results in raising no capitab# and being unable to grow the venture.
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Angel Investors: Who They Are & When Are They
Appropriate

Angel investors are individuals who invest in emerging business esntingels typically provide both
capital and know-how to companies who are in either theirgaot expansion phases. To reflect the
increased risk of investing in such firms, angels sewglzer rate of return versus traditional public stock
investments.

Angel investors fulfill the financing need that exists betwegpital provided by friends and family and
capital provided by venture capitalists. Individual angel itorssoften write checks from $25,000 to
$100,000. Recently, angel investing has become more organizkdngel groups often invest from
$250,000 to $500,000 at a time to deserving ventures.

Angel investors often have similar financing criteriavasture capitalists. They want to see proprietary
intellectual property, a large market size, managemant teembers with expertise and experience, and
a current valuation that allows for a good return on investm

In identifying and attracting an angel investor, companiesldhseek angel groups that are located in
their region. For instance, the Tech Coast Angels have funded5 Southern California-based
companies since 1997. When seeking individual angel invest@ gritical to network in order to create
a personal connection between yourself and the angel. Alsty ideaindividual has experience within
your specific field so he/she can provide industry contactoparational expertise in addition to capital.
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Alternative Venture Finance: Federal Grants and
Loans

While most companies seeking venture capital initially tlaib&ut angel investors and venture capitalists,
a large alternative source of financing is federaltgrand loans. The two largest federal grant programs
are run by the Small Business Administration (SBA), andrglBBusiness Investment Companies
(SBICs).

An SBA loan, regardless of whether it is a direct lam the SBA, or, as is more common, a bank loan
guaranteed by the SBA, is essentially a bank loanb€&hefit of it versus a traditional bank loan is the
rate. SBA rates are typically much less than traitidusiness loan rates.

In most cases, in a guaranteed SBA bank loan, the SBragtees 90 percent of the loan will be repaid to
the bank. As such, banks are at much less risk thanghatiger loans, and are a bit more flexible with
regards to who they offer these loans. However, the SBAllysequires the founders of the company to
personally guarantee the loans, which makes them riskydsti@ilzenture collapse.

Alternatively, Small Business Investment Companies (SB¥@sprivately organized corporations that
are licensed and regulated by the SBA. Small or emgfgisinesses, which qualify for assistance from
the SBIC program, can receive equity capital and/or tengrloans from these companies. Essentially,
these companies provide their own capital, which is supplembwtedieral funds, to the companies they
fund.

Interestingly, U.S. taxpayers benefit from the SBIC prograitaarevenues generated from successful
SBIC investments have more than covered the cost of thespnogikewise the program has created
hundreds of thousands of jobs.

In summary, SBA and SBIC financing are viable altexastito financing from angel investors and
venture capitalists and should be considered in the capisailg process. Similarly to angel and VC
financing, companies seeking SBA and SBIC financing ne@w@agsmanagement team and value
proposition, and a highly professional and compelling busiplessin order to raise the capital they need.

Page 45



Alternative Venture Finance: Shell Corporations

A shell corporation is a company that is incorporated bsinbssignificant assets or operations. These
corporations may be formed as an alternative ventuaeding mechanism.

Shell company financing works in two ways. In many ca$esshell corporation is created from scratch.
The purpose of these shells is to raise money and to geblzen of shares outstanding into the public’s
hands. In most cases, the shares are sold in unitsisT lize shares are sold as one share of common
stuck plus warrants at the current offering price.

The “empty” shell is then merged with the operating compahg. merged companies begin to report
operating results and when the results are good, existiokhstiders exercise their warrants and provide
needed capital into the company.

A second type of shell corporation is formed when the comnpaeking capital identifies an existing
shell or inactive public company (IPC) as a candidate feverse acquisition. This typically occurs after
a public company emerges from bankruptcy. At this time it mayoltbof assets other than cash. In fact,
the principal asset of the IPC is often its public registneaind a roster of shareholders from which new
capital may be raised.

Shell corporations are a quick and cost effective waglohg a company public and raising public
capital. However, typically bridge capital is requiredit@ance the process and take the company to a
point where investors are interested in exercising tipiois.
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Venture Capital Negotiating Issues

When companies enter into negotiations with venture capitad,fthere are several issues that need to be
defined and agreed upon. This article describes the kegsiss

Valuation. Valuation is the most prominent negotiating issues. Valuadithe price of the company in
which the venture capitalist invests. Valuation determineg pér@ent of the company the investor is
buying for their capital.

Timing of the Investment. Many investors will commit a large amount of capitak Wwill contribute that
capital to the companies in installments. Often, thedaliments are only made when pre-designated
milestones are met.

Vesting of Founders' StockLike capital, investors often prefer that stock is gitkenompany founders
and key employees in installments. This is known asnggsti

Modifying the Management Team.Some investors insist that additional or substitute manageme
employees be hired subsequent to their investment. Mas givestors additional security that the
company will execute on its business model. An important tesnegotiate with regards to modifying
the management team is the amount of stock or optiansvith be issued to new management team
members, as this will dilute the holdings of the founders.

Employment Agreements with Key FoundersVenture capitalists typically do not want companies to
have employment agreements that limit the circumstaumoesr which employees can be fired and/or set
compensation and benefits levels that are too high. ®#yeemployment agreement issues to be
negotiated with venture capitalists include restrictions @t-pmployment activities and employee
severance payments on termination.

Company Proprietary Rights. If the company has an important product with intellecpuaperty (IP),
investors will want to ensure that the company, and notrgpany employee, owns the IP. In addition,
investors will want to ensure that new inventions begassi to the company. To this end, investors may
negotiate that all employees must sign Confidentiality anchiimwes Assignment Agreements.

Exit Strategy. Investors are very focused on how they will “cash outhefr investment. In this regard,
they will negotiate regarding registration rights (both @edand piggyback); rights to participate in any
sale of stock by the founders (co-sale rights); and pgssibght to force the company to redeem their
stock under certain conditions.

Lock-Up Rights. Venture capitalists may require a lock-up period atéhm sheet stage. The “lock-up
period” is typically a 30-60 day period where the investors Hawexclusive right, but not the
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obligation, to make the investment. Investors typically condue diligence during this time without fear
that other investors will pre-empt their opportunity to inweshe company.

Each of these issues are critical when raising venapigad, since the outcome can significantly impact
the success of the venture and the wealth potential abthpany founders and management team.
Because venture capitalists are very knowledgeable regardimgiskass, and have great skill in
negotiating on them, companies who are raising venture capdald seek advisors who also have this
experience and expertise.
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Pre-Money vs. Post-Money Valuation

When a company decides that it must raise capital, a ksyigu¢hat must be answered is how much the
company is worth. For example, if the business needs $500,000starget and/or grow, how much of
the equity in that company should $500,000 command? Once thisoquissinswered, the company will
go out and try to find investors. When doing so, a key quresfien arises as to whether the valuation is
“pre-money” or “post-money.”

“Before the money" or “pre-money” and "after the money" or tpoeney” denote simple concepts.
However, these simple concepts can even confuse even theoplustisated analysts at times. If a
company is valued at $1 million on Day 1, then 25 percent afahgpany is worth $250,000. However,
there may be an ambiguity. Suppose the company and the inagsteron two terms: (1) a $1 million
valuation, and (2) a $250,000 equity investment. In this taseompany may offer the investor 250
shares for $250,000. Immediately there can be a disagreerherinvestor may have thought that equity
in the company was worth $1,000 per percentage point, in whseh$@50,000 gets 250 out of 1,000
shares or a 25% equity position. Conversely, the companyhanaybelieved that the investor was
contributing to the enterprise that was already worth $lomi Under this rationale, the $250,000 would
give the investor 250 shares out of 1,250 shares or a 20% pqsityn.

The critical issue was whether the agreed value of $ibmio be assigned to the company was prior to
or after the investor's contribution of cash (pre-money) st-pmney.

In the above case, a pre-money valuation of $1 million and anpasty valuation of $1.25 million were
equivalent. Because mixing up the terms could signifigamtrease the cost of capital raised, companies
must be sure to understand the two metrics and agreemugstors to the metric that raises them the
capital at the appropriate price.
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The Use of Common Stock in Venture Capital
Transactions

When raising capital for a business venture, a company canraitbe debt capital, equity capital or a
combination of the two. Debt capital is money loaned to ¢tinep@any at an agreed interest rate for a fixed
time period. Conversely, equity capital is money investedvinyers (shareholders) for use in business
operations that need not be repaid. Combinations include rtildesecurities which may be debt that
can be converted into equity at some point in the future.

The simplest form of equity capital is common stock. Ceamistock has many distinguishing factors as
follows:

» Common stock is not convertible into another type of sgcur

» Each share enjoys one vote

* Dividends are payable without limit but only when declaretheyboard of directors
* In liguidation, common stock holders are the last fiyido which to distribute assets

In venture capital transactions, there may be two tgpesmmon stock that are issued. The first is Class
A common stock, which is like preferred stock without thecsal voting rights, which some statutes
require in shares labeled "preferred."” A second typmofmon stock is junior common stock. While this
type of stock is not used very frequently, it allows conigmto get cheap stock into the hands of key
employees at minimal tax cost.

Determining what type of capital to raise and how tocstire the financing transaction is of critical
importance to growing ventures. As such, it is crudalriderstand the key terms and consult the
appropriate legal and business advisors when embarking oagite@-caising process.
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Issuing Warrants to Investors

When raising capital for a business venture, warrants esenenon form of equity that is given to
investors. A warrant is like an option — it gives the holHerright to buy a security at a fixed or
formulaic price, which is known as the "exercise" orikst' price.

Warrants are often confused with options. Options, asinse venture capital space, are typically long
term (up to 10 years). They are also typically issuesriployees versus investors. Conversely, warrants
act like short-term options and, unlike employee optionsbeanaded as an independent security.

In general, neither the issuance of warrants nor theicisee(at least by non-employees) is a taxable
event. In fact, in 1984, Congress reversed the earligiqosi the IRS that the expiration of a warrant is
a taxable event for the issuer. However, whenever a debitgeutin warrants attached is issued as a
package, original issue discount problems are invited.

One type of warrant that once popular as a financing amesim for emerging ventures is contingent
warrants. These warrants become exercisable if and tivbdrolder does something for the issuer, for
example buys a certain level of product. Contingent wareaetao longer used often since the SEC ruled
in favor of current and periodic recognition of expense tastheer.

Like an option, a warrant is considered a "common-stockvalpnt” for accounting purposes. And, if the
warrant has been "in the money" (i.e., the exercise @icelow the market price) for three consecutive
months, it is deemed to impact earnings per share undsoteled treasury-stock method. That is, the
warrants are considered exercised, new stock is isHiibe exercise price, and the proceeds to the issuer
are used to buy in stock at the market price.

Warrants are a common financing mechanism and compsee&ig venture capital should consider and
become knowledgeable about this type of equity device.
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Business Plan Software

Business Plan Software can greatly assist in strearglaccelerating the strategic business plan
development process. Growthink recommends Palo Alto SadtsvBusiness Plan Pro Premier 2006,
the best-selling strategic business planning software pragrdra world.

Via this handbook, you are eligible for a special price of £Ab&@0% discount - $40 off
the normal $199 price) on Business Plan Pro Premier 2006. BuBiaesBro Premier
2006 includes over 500+ sample plans and has been recommendetbg,chers,

Inc. Magazine, The Wall Street Journal, and Yahoo Small Business.

= o PRO

To learn more and/or to purchase the software, pleaseick here
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