Areyou ready for venture investors? Youll have to prove it first

/7 any early-stage com-
_ panies seek outside
2 & Uinvestment capital
in order to grow the com-
pany through additional in-
frastructure - both physi-
cal and human resources. I
have met many companies

through the years that ea- THE
gerly sought funding and RECTOR
could explain why they de- FACTOR
served funding,

Passion is admirable, but Bruce
regardless of how passion-  Rector
ate you might feel about
the opportunity the com-

pany is addressing, there are several criteria
that management should consider in assess-
ing the probability that they will actually be
successful in attracting outside capital. Re-
member that any outside investor is going to
take a very hard look at facts before decid-
ing to invest. What are some of the facts they
will consider?

i The quality of the management team.

It really doesn’t matter how wonderful
your product or technology is — you could
have invented the wheel - if you don’t have a
robust management team, or at least a credi-
ble plan for building one. Many investors will
pass on the opportunity. Why? Companies
simply cannot outgrow their management
team. If they are not credible and able to ex-
ecute, nothing else really matters. It is the
most fundamental issue that needs to be ad-
dressed by the founders. I have heard more
than one investor say “T'll take a ‘C” business
idea with an A’ management team any day
over the opposite.” Never let your wonderful
technology or business idea blind you to this
critical need.

f A plan for getting to revenue quickly if the
company is pre-revenue.

If the company is not generating revenue,
then management needs to be able to rea-
sonably characterize the timeframe for rev-
enues to happen. Many investors will pass
on pre-revenue companies; most will pass if

ANY QUTSIDE investor is going
to take a very hard look at facts
before deciding to invest. What
facts will they consider?

management cannot explain when revenue
should begin.

2 An understanding of the costs of building
out and developing the business.

This is basic blocking and tackling, but
necessary. The founders and management
must understand exactly what it’s going to
take to get the business to where it needs to
be. This includes the most accurate charac-
terizations that they can provide to set ex-
pectations with regards how much capital
is needed, and how it will be used. Working
through this will take major effort on the
part of the founders, but is a necessary exer-
cise quite apart from any aspirations of rais-

ing capital. You need to understand how you
expect to build the business.

i All corporate governance documents are
in order.

Again, this is really basic, but really impor-
tant. Founders must ensure that sharehold-
er/operating agreements are appropriately
documented and executed. If these are not
in order, there will be no deal, as legal due
diligence is a very basic part of any transac-
tion. If you need a clearer understanding of
what these documents entail, I would en-
courage you to contact competent corporate
counsel to get guidance.

Successfully executing each of these steps
is critical to the proper functioning of the
business. Putting them in place will help en-
sure the company’s success, and increase the
probability of a successful capital raise if that
is also managements intent.
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