PostIdea.com  Forum

Attracting Venture Capital Interest

Every successful new business starts the same way, - with a great idea and funding.  Understanding the way venture capital funding works can help entrepreneurs attract the right funding to ensure a success.

By: Alec Mirkovic

What attracts venture capitalists (VCs) to fund certain start-ups and entrepreneurs, and not others? In general, VCs look for three characteristics when analyzing a start-up's potential: 

· Sizable market opportunities. 

· Products and technologies that address unmet needs in innovative ways. 

· Management groups with deep experience, strong management skills, and the ability to build teams. 

Entrepreneurs always start with what they hope is a great idea. From there, they build a company around it by developing not only products but also a sound business model. They research key questions about how the company will compete in the market, make money, and build value. The answers are then reduced to a plan that outlines the company's strategy for a VC. 

Venture capitalists are professional investment managers who specialize in investing in new companies with high return potential. They raise money from institutional investors including pension-fund managers, charitable foundations, and wealthy individuals. 

VCs collaborate with entrepreneurs to help develop their business model and build value in the business. They have a broad network of contacts for fund raising and recruiting, as well as substantial experience with start-up companies, and will typically invest over time in several rounds of a company's development. 

But first, entrepreneurs have to attract a VC's interest in their company. There are a number of potential questions VCs will ask when they evaluate a company. 

· How big is the market opportunity? How large is the market for this product, and how compelling is the need? How fast will the market grow? Generally, potential market size must be at least $350 million to $500 million per year—and preferably more than $1 billion—to justify the returns VCs are seeking. Do many competitors with similar products or solutions already exist? Can the start-up be clearly differentiated? Does the start-up have an effective distribution strategy for its targeted customer group? 

· How original is the technology or product? Is the technology practically feasible? Does the entrepreneur have a prototype or other means to prove the concept? VCs generally look for a new product platform that makes a dramatic improvement over existing technology, not just additional features and benefits added to a current product category. Is the idea unique? Is it protected by a strong patent position to dissuade copycats and competition? 

One frequent misunderstanding common among entrepreneurs is the notion that patents or the technology comprise the major value of the company, and that the work of bringing a product through development and adoption by customers is "just details." The reality is that technology by itself can't produce cash flow. The value of a company increases dramatically only if its innovative technology is developed into a viable long-term entity with multiple sources of ongoing revenue and a good reputation with customers. 

· How solid is the team? What is the experience and track record of key management team members? Because it reduces risk, VCs are especially attracted to a team that has individuals who have already "been there and done that" successfully in their specific roles at a previous company. Is the team complete? Early-stage companies needn't have all positions filled, but VCs like to see that the company can recruit strong candidates as the business progresses. VCs are especially interested in entrepreneurs who have a special advantage in a particular market sector because of their skill set or experience. 

· How realistic is the business model? How does the company plan to make money? Is the pricing and reimbursement strategy realistic? Are the margins high enough to support the research and development, clinical trials, and distribution costs associated with the device industry and still make an attractive return within an intermediate time frame? How will the company manufacture and distribute the product and support customers? How will the start-up compete with companies that have more resources? 

The reality is that a VC or other private investor is not just investing in your idea, they are choosing to invest in you, and your business model.  Thus, these points become extremely important during your pitch and within your business plan, regardless of industry.  Starting and growing a business can be a consuming process, but when executed and supported properly, it can deliver tremendous gratification and rewards.
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