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From the Innovative Business Models Judging team 

Introduction to financing your innovation and attracting an angel investor 

Startups have a number of early financing sources. Most states and cities have 
startup/entrepreneur programs that provide research capital, mentors and business planning 
resources. These programs will provide the necessary advice and capital to give you the highest 
probability of success raising a private round of capital. Aside from friends and family, angel 
investors are the most likely first source of private capital. For the first round of outside capital, 
Venture Capital (VC) invests only 1-2% of the time. Going after VC money before you are ready 
will waste a great deal of time and energy. Below are highlights from a recent angel investor 
presentation to an MBA class of entrepreneurs. 

1. What are angels looking for? 

a. Warm intro: Don’t cold call, find a networked way in through friend, attorney or 
business colleague. Unsolicited plans frequently don’t get read. 

b. Entrepreneur commitment: Angels understand deals are early but still not 
interested in risking capital when the entrepreneur hasn’t got skin in the game. 
That’s what home equity lines of credit, friends and family or grant funding is for. 

c. Evidence of a real problem: Almost half of all startups fail because there is no 
market need (42%). Investors need some evidence this entrepreneur is 
addressing a real problem, not something that is just nice to have. 

d. Interest validation: Need some indication from market/customers that they will 
adopt this idea if taken to market. This interest is validated by a proof of concept 
pilot program, lots of validating customer feedback, etc) 

i. Angels want to fund a proof of concept pilot or the growth after, not 
research or product development. 

e. Willingness to grow the business: Engineers frequently don’t have successful 
sales or startup CEO skills. Recognition by a founder that you will likely need a 
professional CEO business person and professional sales people to build an 
investable business that grows large enough to have a profitable exit (sale or 
acquisition) for an investor to get their money back with desired return on their 
investment. Nothing wrong with a founder CEO running a smaller and profitable 
lifestyle business but don’t ask investor to fund it. 

f. Proper messaging: investors, like customers don’t want to hear a bunch of 
jargon. describe your innovation using the 3 C’s: in a clear (understood by your 
parents), concise (understandable by an attention deficit teenager), and 
compelling way (so the listener/reader is interested in having a follow up 
conversation, call or meeting). 

g. Repeatable success: Angels look for businesses that are profitable, repeatable, 
sustainable and scalable. 

i. Customized solutions are not usually scalable business models. 

h. No NDA requirement: Rarely do investors sign Non-Disclosure Agreements 
(NDA) because they see so many deals. Investors are not looking to steal 
businesses, but provide the capital for somebody else to make businesses grow. 
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If you can’t tell me about the business without an NDA, you likely will have 
difficulty telling prospects or others. 

 

 

2. Red flags- if the angel investor sees more than one of these red flags, he/she will usually 
stop reading. 

a. Unrealistic growth projections: If entrepreneur says all they need is 1 or 2 or 5% 
of market, they really don’t understand how to sell it or to who. Instead, 
demonstrate you really understand who the customers are by projecting who the 
first 10 or 20 prospects are and listed by company, department and entry point. 
Then describe how many customers will be acquired in the second and third 
year, describe the sales process of a sample customer acquisition and the cost 
of each customer acquisition. 

b. Don’t bury the headline: Tell the story like a newspaper article. First there is a 
headline, then a one paragraph summary and then the story which goes into 
more detail. Use this method when writing, talking or presenting your startup. 

c. No competition: A claim of no competition means you haven’t looked hard 
enough. Even the first typewriter had competition from the traditional pencil and 
paper. Demonstrate you know the competition and how you compare by building 
a table that clearly define your top 5 benefits and how you compare with the 
status quo, competitors and alternatives. 

d. Muddy IP: Before wasting an investors time, make sure the intellectual property 
(IP) is clearly defined and owned by the entrepreneur…..not a university or 
previous employer where you may have developed this property. 

e. No proof of concept: If company is pre-revenue, you really need a pilot or proof of 
concept lined up to prove the product works and that a customer is willing to try 
it. Ideally, get the customer to agree if the pilot meets certain metrics it is deemed 
a success and they will purchase it after the pilot. Getting this kind of customer 
onboard as a strategic partner or even investor will make raising money much 
easier. 

f. Understand the hurdles: be able to tell the angel investor how long it is going to 
take to get to success and what are the critical milestones (hurdles). How long is 
the race (time), and how many hurdles (challenges or milestones)? Is it a three-
hurdle race or 10-hurdle race. Are these hurdles easily crossed? What are the 
hurdles…. finding talent, raising more capital, creating demand in new market, 
manufacturing, raising more capital, distribution, etc. Do we need 100 customers 
or a million to break even? And how big is the purse? Are we playing for pile of 
pennies or pot of gold? 

g. Minimum Viable Product: Demonstrate you understand MVP, cost to test/prove 
concept and the cost to scale. Even if each product is $5m per install, there must 
be a way to test it in a scaled down version though a pilot to prove the concept 
for a few hundred thousand dollars. What is the cost and required outcomes to 
prove the concept? 
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3. Show me the Money 

a. Investors don’t want investment capital going to pay for research and polishing 
cannonballs. That’s what research grants or other grants as well as friends and 
family are for. Investment capital is to fund customer acquisition and growth. 
Similarly, investors do not want to fund big salaries, repay debt or pay off 
previous investors. 

b. Realistic valuation and investment vehicle 

i. No friends and family shareholders with crazy non-dilutive terms. 

ii. Speaking of friends and family, investors are scared off when friends or 
relatives are on the team/board but do not have relevant experience. 

iii. A Convertible Note is probably best investment instrument to avoid 
valuation issues. 

c. Expect the investment to be traunched to specific milestones. Once you reach a 
milestone, money is traunched/released for the next milestone. You don’t get a 
big pile of money all at once…..If asking for $1m, the first milestone might be the 
closing that first customer which may require only $200k traunche. Once that 
milestone is reached, the next milestone might be the acquisition of strategic 
production machinery for another $150k. 

d. Skin in the game- investors are much more comfortable when they see the 
founders have put their money where their mouth is by quitting their jobs and 
doing this full time, putting in tens or hundreds of thousands of their own money, 
using their credit to get capital with home equity lines or credit cards, etc. Asking 
investors to front the whole risk will not work. Not working on this project full time, 
not putting more than a few grand into it, etc. are usually deal killers. 

e. How are you going to make money? Is it government contracts which are long 
sales cycles or is it private sector with funding in place? If there are 4 or 5 
different stakeholders in the business ecosystem, make sure you know exactly 
who is going to pay and how. Is it repeatable? Is it monthly? 


