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Top 11 Things NOT To Tell Angel Investors
By Bob Norton

I am not writing this to create a list of things not to say so people can hide the facts or in
any way mislead potential investors. On the contrary I personally believe you must be
100% upfront with any potential investors, and even volunteer some weaknesses to be
credible. I am writing it to help entrepreneurs and CEOs “design” these issues out of
their business so they never have to say them. Although there are certainly many
exceptions to these, as a general rule there are many good reasons why all of these things
should not be part of your company, if you are looking for outside investors. I have
discussed some of the logic why, but this should not be considered a comprehensive
discussion of the reasoning behind each item. You should also realize some of the
reasons are a function or perception, of the market. I would never say they all make

sense all the time. Each situation is always different.

Most entrepreneurs greatly underestimate the difficultly and time required to succeed at
this task. They also underestimate the opportunity cost to their business while they are
“away” focusing on something else. You only want to raise outside capital, if you really
NEED to have capital to grow. I am recommending to many CEOs I coach and mentor
today that because it is so difficult to raise money today, and valuations are not great, it
would be a far superior alternative to spend the same amount of time selling, or adding
value to your business in other ways, than to spend six to twelve months chasing
investors. In many cases spending the same amount of time and effort selling your
products, or service, could generate just as much money and not dilute your ownership
and subject you to the whims, regulations and covenants of bringing in outside capital.
This does not, however, mean you should not develop a complete business plan. This
process will greatly increase your chances of success whether you are raising outside

capital or not.
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1. I have not invested my own cash in

Getting angel investors is both much

harder and more important than any

time in recent history. Few venture sweat equity. Experienced investors know

capitalists are investing in very early-
stage businesses without “traction”

(no matter what they tell you). highs and lows. They want founders to

the business, but have only put in lots of
that a start-up is a roller coaster ride of both

Rk e Ul bar e her prove their commitment by investing their

and also the expectations for a own money to the point where it will
SOTRENT S GOUE GO LA, REALLY hurt if they walk away during
tough times. Skin in the game is your vote

of confidence, so don’t expect others to invest if you don’t. This does certainly not

have to be all your personal net-worth, but it must be a significant portion. You

can take out a home equity loan, borrow or withdraw from retirement funds, or just

invest personal savings. In the end this will pay off, if you do it right, because it

will make you more efficient with capital usage and allow you to bring in investors

later, after you have created some value and increased your company valuation.
Ultimately, if you are successful, you will likely own more of the company as a

result.

2. This (or that) market research firm said this market will be a $2 billion
market in five years, so all we need is 5% of that market to build a $100
million company. Counter institutively this is basically saying you have NOT
done your homework, and do not really know who your customers will be. This is
“top-down”, not “bottom-up” market research. Besides most of these analysts
firm’s lost huge credibility when the bubble burst and people realized some
projected numbers beyond what the population of the entire planet for Internet
users. You need to describe, if not actually list, the exact customers where you can

win in most cases and why. Research says that 32% of angels site weak market
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analysis and analysis of the competition as the most critical mistake entrepreneurs
make in their business plan. You must design your launch strategy around a
particular customer profile and offer something that that customer cannot get
elsewhere. Smart investors would prefer an unfair advantage in a smaller focused
market, because the marketing and selling costs will be lower (concentrated) and
the sales close rate higher. This also shows you know what you are out to

accomplish and are focused on a smaller market you understand well and can win.

3. My spouse (or any immediate family) will be our other senior officers. —
Or we are going to use my brother’s company for distribution (or anything
else). Investors do not like nepotism and also know that a divorce could destroy
the company. They are taking enough risk already, so why should they add another
layer of risk with the divorce rate at 50%? Why should they believe out of all the
management in the world your brother is the best qualified? Also, there can be no
conflict of interest issues with “deals” that could be perceived as favored or the
result of nepotism. This allows for shifting of costs and revenue in ways that are
totally legal, but at the same time unfair to the investor due to subjective factors.
This is fine in a wholly owned private company owned by a single individual (a
lifestyle company), but should not really ever happen with outside investors.
Enron, Adelphia, Worldcom and Tyco are perfect examples, and these have made
everyone more aware of how easy it is to abuse executive positions. It is even
possible that in the future institutional investors who allowed this could be
perceived as violating their fiduciary responsibilities and have liability. After the
fact, if something went wrong and the company shut down, the perception could
be that things were done improperly. The room for interpretation on the
dissolution of assets could easily be perceived as improper, even when it is done
right, due to the wide room for judgement on the value of the remaining assets of

any company that is closing. Since this is effectively a fire sale prices will be well
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below “fair market value”. In short, avoid any and all conflicts of interest, whether

real or perceived.

4. I am going to also be doing some consulting to cover my expenses because
of my low salary. Or I have other businesses to run also. Or anything else I
invent I will personally own the rights to. These are all variations of the same
theme. You are not fully committed to the business you want them to put their
money in. This might work for Donald Trump, but for anyone who has not made
his or her first $25 million don’t expect that kind of latitude. Investors want and
deserve your full-time attention as soon as they invest. This might be OK while
you are pulling together your plan and don’t have outside investors yet, but
investors are buying YOU lock, stock and barrel and want your full-time attention
and focus. This not only means your time at the office, but as a CEO, or any
senior executive really, it also means they want to own your thinking in the car and

shower, and all your ideas that are a result of your work.

5. We have it all figured out. The fact of the matter is that the only guarantee
you can make is the plan will evolve and change and the business plan is pretty
much guaranteed NOT to happen. Only naive investors would think you are going
to do everything that the plan says and not make changes as you go. If they really
believe this, you probably do not want them as investors anyway. If you say this,
you are basically saying you are wet behind the ears or unrealistic. Besides, if you
really had it all figured out and proven, you probably would not even need their
money, you would be “bankable” and pay prime rate instead of twenty to fifty

percent per year to get equity dollars.

6. We have everyone we need on board in management to be successful. If
this were true, you are either spending WAY too much money on staff, or you do

not understand the skills you will need to bring on as the business grows and
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evolves. This is never true and saying it is like waving a flag saying I am an
amateur. All investors assume you will need to hire other key players and set

aside a stock option pool for that purpose.

7. We are going to sell this product to everyone (even in a single industry),
because everyone can use it. This worked during the bubble for a while when
$30 million was being dropped (foolishly) at a pop to fund some broad horizontal
plays. Today, the smart money is mostly funding companies going after niches,
and maybe some verticals (with top management teams, ideas and markets).
Virtually every company today needs a market entry strategy that is narrow and
focused to establish them as the “go to company” for a particular problem or
solution. You NEED to be the big fish in a small pond first because small fish in
the ocean get eaten alive more often than not. You can add niches, products or
expand to an entire vertical later after proving every element of your business in a
single niche. By the time you get there so much can change it is usually even a
waste of time figuring out what that order will be in advance. Markets and

technology are too dynamic today.

8. We have no competition. This is virtually never true, as people are doing
something to deal with the problem you solve today. If you are a restaurant then
the grocery store across the street is your competition. You can almost never view
a market that narrowly, unless you just got the patent on nuclear fusion, even then
coal, oil, hydroelectric and solar are still competition. Besides you really can’t
know who else might be working on the problem and if it is an attractive market
you will clearly have followers. So you need to articulate how you will stay ahead

of competition either way.

0. Only our management team is qualified to develop and execute this

business. This is about as false, naive and arrogant a statement as anyone can
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make, so don’t even come close. To say you are the only people in the world who
can do this is not only terribly unlikely, it is in FACT something you can not
possibly know for sure, because you don’t actually know everybody else do you?
So it is always a false statement and shows overconfidence. It is better to err on
the side of saying something like: “we know there will be competition and here is

how we will be cheaper, different, better and/or faster.”

10.  Our projections are very conservative. This is the most overused expression
of the lot and I would guess it gets said in more than ninety-percent of investor
presentations. The fact is that entrepreneurs are always optimistic; they wouldn’t
be entrepreneurs if they were not, as they are certainly fighting the odds. Any
good investor is going to make their own judgements on the ramp rate of sales and
expenses anyway, so this is better left unsaid. The fact is you never know because
you never know if there are fifty other companies working in stealth mode on the

3

same idea. According to research 32% of angels site “unrealistic financial

projections” as the number one mistake made by entrepreneurs.

11. We don’t know how much money we need, or we can do it on anything
between $500K and $10MM. Investors want to know you have a solid plan.
They also all have a certain amount they want to invest. Do your homework and
understand exactly who you are talking to. You should know exactly what you are
asking for before you go in and have a business plan with a financial plan that
matches this. Asking for the wrong amount is as good as blowing the presentation
entirely. Although you may be able to execute a business plan more slowly, yet
successfully on less capital, and you may have a couple of scenarios figured out

(you should), you can really only show one plan to any particular investor.
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Level of Management Team Needed

Getting investors today requires a strong team, idea and market (not the same as idea).
What level of team do you need to have a good likelihood of obtaining angel financing?
Here is a chart of the level of management team you will likely need and you can
interpolate between these levels. Currently, you will likely need to reach level five to
bring in any angel investors and probably a level 8 to get any money from VCs. This
also assumes you have an attractive, and large, potential market, some barriers to entry

and a good head start or patent protection.

Conclusion

You need to pull out all the stops today to obtain angel financing. This means getting
further on less money than ever before. Which in turn means better focus and using
virtual company techniques to get much further on your OWN personal resources, and/or
friends and family money. It also means pulling together a team of people that address
all the major risks in the business. This requires creative deals to bring people in and
probably not be paying them, certainly not full-time, while you are creating real value in
your business. Investors want to invest in something that already has value built in, not

an idea or business plan with a “one-man show” today.

The most common mistake made today made by entrepreneurs is going out looking for
money before they are ready. The competition is fierce out there, so don’t burn your best
personal contacts by approaching them with an incomplete or undeveloped business plan
or company. If you have not successfully raised money before, get help from someone

who has. C-Level Enterprises offers a complete financing review and critique that is
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guaranteed to improve your chance of obtaining financing. Go to

www.CLevelEnterprises.com/pricing.htm for further information.
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Books, CDs and Videos For CEOs, Entrepreneurs and C-Level Executives To
Help Grow Your Businesses More Rapidly and Develop Long-term Competitive
Advantage

These products were all developed by Bob Norton, a serial entrepreneur for over 25 years and a CEO for
more than 15 years. Mr. Norton is one of the leading authorities in the world on entrepreneurship,
intrapreneurship and growing businesses rapidly. He has participated in eight startup companies, grown two
to over $100 million in sales and several have dominated their respective markets. He has also worked for
two multi-billion dollar corporations running product development efforts. His experience goes across all
size companies, and many types of businesses in various industries. During his career Mr. Norton has helped
created over $1 billion in new shareholder value just while at those companies. Mr. Norton provides
expertise on growing small and medium size companies more rapidly using eleven different proprietary tools
and methodologies for business design, development and optimization, which he has developed over the last
fifteen years. Many ideas are also contributed from over 1,000 business books in his personal library. He
also runs the premier CEO and Entrepreneur Boot Camp in the U.S. today, which is design to cut years off the
learning curve of CEOs and entrepreneurs and turn them into world-class CEOs. This exclusive event
teaches practical business design and optimization systems in an intensive 3-day training program for any
CEO or entrepreneur.

Mr. Norton has appeared in Inc. magazine, on CNBC, Good Morning America and many other regional and
national media. He mentors and provides advice to entrepreneurs and CEOs through consulting, speaking,
writing and seminars. He frequently speaks at corporations, associations, and universities on business topics.

These books are targeted at particular problems and stages of development where early-stage ventures
commonly encounter critical issues while moving from raw startup with an idea to becoming an established
company. They are guaranteed to improve any business’s chances of success dramatically. They can be
downloaded immediately and the ideas and systems put into action the same day. Unlike hardcover books,
that need to be a certain size to justify the printing, distribution and retail markups, these books will not have
lots of redundant information, essentially showcasing the same basic ideas five different ways. They are
packed with totally unique content that comes from the experience of a real serial entrepreneur, not just an
author who did some academic research, but practical advice and systems for CEOs and entrepreneurs
proven to work over two decades. The philosophies and systems used in each are compatible so that, as a
set, they will create a framework for successful and rapid business growth.
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The Startup Manual includes all four books plus our proprietary business design
tools CD-ROM.
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CEO and Entrepreneur Book and CD Order Form

For fastest service order online at www.CLevelEnterprises.com/products.htm

Books & eBooks o
Save a tree and some gas by getting instantly downloadable L Printing & .
ebooks. These are provided as PDF files. Add $8.95 shippingand | Unit Price | Shipping |Quantity | Total
handling for each physical book only if you want a physical hard copy (eBooks Free)
printed and shipped to you.
Designing a Startup For Rapid Growth and Profit $44.00 $8.95
Roadmap To Launching A Successful Company $44.00 $8.95
Hiring The Best People At Early Stage Companies $27.00 $8.95
How to Manage a Business For Rapid Growth $44.00 $8.95
The Startup Manual
Set Of All 4 books above in a 3-ring binder with a CD of Business
Design and Optimization Tools. $129.00 $10.95
Save 20% when all are purchased together.
Audio Seminars With Slides
Raising Angel Financing (2 CDs + Slides) $39.00 $6.95
Bootstrapping (2 CDs + Slides) $39.00 $6.95
Save even more buying the entire set of books and tapes
The Ultimate Startup Manual
All 4 of the above books plus both audiotape programs. This
product comes in a three ring binder with over three hours of $179 $11.95
audio on Raising Angel Financing and Bootstrapping. It is a
complete system for starting an early stage company from
original idea to first outside financing. It should save or make
you many tens of thousands of dollars.
(You may deduct $1.00 for each shipping and handling charge after the
first item)
SHIPPING SUBTOTAL.: >
Massachusetts residents add 5% sales tax.
Grand Total With Shipping:

To save trees and energy, and keep shipping costs down audios may be shipped with a hardcopy of slides, or
you may receive a PDF file by email, at our discretion to print off on your computer.

See Our complete product catalog for CEOs, entrepreneurs and Senior Executives at
www.CLevelEnterprises.com/products.htm.

© 2004 C-Level Enterprises, Inc. www.CLevelEnterprises.com (508) 381-1450 Fax: 801 672-9640



http://www.startupdesign.com/
http://www.launchingastartup.com/
http://www.startuphiring.com/
http://www.managingforgrowth.com/
http://www.startupmanual.com/
http://www.raisingangelfinancing.com/
http://www.startupbootstrapping.com/
http://www.ultimatestartupmanual.com/
http://see our complete product catalog for ceos, entrepreneurs and senior executives at www.clevelenterprises.com/products.htm.
http://see our complete product catalog for ceos, entrepreneurs and senior executives at www.clevelenterprises.com/products.htm.

The Secrets Of A Serial Entrepreneur™ 2 CLEVEL ~
Series | ENTERPRISES

Rapid Growth by Design™

Entrepreneur and CEO Training DVD Order
Form

This is the premier training program for both entrepreneurs and experienced CEOs in the U.S. today. Almost 12 hours of video
documenting a complete CEO and Entrepreneur Boot Camp weekend available by subject, or as a complete set. This is some of the
best material available today on launching startups and growing early-stage businesses, because it is from someone who has done it
many times. You can replay them and share them with your entire team, which multiplies the power and impact on your company many
fold. Each video comes with instructions to get a PDF file by email to print a hardcopy of all slides. Call For CEO and
Entrepreneur 3- Day Boot Camp Seminar Dates and Locations. See video testimonials at our web site
www.CLevelEnterprises.com/CEOBootCamp.htm.

The CEO Boot Camp DVDs Unit | eine 2™ |Quantit| Total
The Art and Science of Business Design Price |(eBooks Free) y

1. Roadmap to a Vision For Startup Companies — The 11
Required Elements of a Successful Corporate Vision - Included free with $44.95 $6.95
any other DVD ordered here. Plus our Risk Assessment & Management ' '
tool and CEO Training Preview.

2. Market Research For Startups and New Products — Marketing $69.95 $6.95
Steers The Enterprise — A Process for Validating Your Business Venture. ) )

3. Competitive Strategy, Market Entry and Positioning For
Startups — Differentiating and Beating Bigger Competitors - (also $89.95 $6.95

includes the Risk Management business optimization system everyone needs but
often does not know they do)

4. Startup Marketing —Entering New Markets Successfully For
Entrepreneurial Companies and Small Businesses (Includes bonus $89.95 $6.95
“Branding” video below)

5. Superior Product and Service Development System For
Startups — Getting Products Out Faster and Cheaper Using Proven $89.95 $6.95
Skunkworks Strategies

6. Managing The Sales Process For Startups and Small $89.95 $6.95
Businesses — A System For Superior Results Using a Direct Sales Force ’ ’

7. Practical Finance, Financing and The Financial Plan For

Startups and Small Businesses — Systems For Success $89.95 $6.95

8. Hiring and Developing Your Team For Startup Success —
The Skill Set Matrix, Management Methods and Employee/Organizational |$89.95 $6.95
Development System

9. Operations and Customer Service For Startups — Developing $89.95 $6.95
Your Corporate Dashboard For Superior Customer Service and CRM ) )

10. How To Hire Sales Winners For Startups and Small

Business — Avoiding The Usual Fifty Percent of Sales Hires That Fail $89.95 $6.95

11. Branding Strategy For Startups and Early-stage

Companies —Leveraging 10 Million Years of Evolution $49.95 $6.95

Save Over 20% By Ordering All Eleven Videos Above: $699. FREE

Massachusetts residents add 5% sales tax. |ToTAL:

Grand Total With Shipping:
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FAX and Mail Order Payment Form

For fastest service order online at www.CLevelEnterprises.com/products.htm

Card

Circle one: Visa Master Card Discover
Type

Cardhold |
ers Name:

Credit Card |
Number:

Expiration ‘

Date: MM/YY

Cardholders ‘
Signature:

Ship To: ‘

Street ‘
Address,
Apt. #

City/State/Zi |
p Code

Country (if ‘
outside US)

Daytime ‘
Phone

E-Mail ‘

Address (Please print clearly)

Four easy ways to order:

1. FAX Order and Payment Form To: (801) 672-9640

2. Call (508) 381-1450

3. Order online at www.CLevelEnterprises.com/products.htm (fastest)

4. Mail to C-Level Enterprises, Inc. 68 Whitewood Road, Milford, MA 01757

For questions contact customer service at mailto:info@CLevelEnterprises.com
Note: All orders outside of the United States: Add five dollars for each video,
nine dollars for each physical book, above reqular shipping costs.
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