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Despite the downturn
in the economy, the
prospects for those
looking for investors or
business angels have
rarely been better.

ENTREPRENEURSHIP « BUSINESS ANGELS «

INVESTORS « PRIVATE EQUITY

ith the
financial
crisis
now en-
teringits
seventh
year and
only in-
termittentlightat the end of the tun-
nel, this may not seem the best mo-
ment to embark on risky ventures.
And yet this is an extremely good
time to be an entrepreneur. Private
investors are frustrated with the low
returns they are getting on their fi-
nancial assets. When the economy
was going well, there was less money
around for entrepreneurs because
people could still get good returns on
other activities, such as real estate.
Now real estate is going nowhere
and thereturn on government bonds
isbarely keeping pace with inflation.
As aresult, the perception of entre-
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preneurs has improved and the will-
ingness to invest in new ventures is
higher than it has been for 10 years.
Increasingly, the family offices of
wealthy families, for example, are
looking for people to partner with or
tomentor.

If you are looking for partners,
mentors orinvestors to take youridea
tothenextlevel, there are anumber of
thingstobearin mindand rules tofol-
low that will increase your chances of
success. However, let’s first define our
terms, as the label entrepreneur is of-
tenapplied to people who don’tfit the
bill. For example, justbecause yourun
a small business, that doesn’t make
you an entrepreneur. Small business
ownerswhohave noambition to grow
theirbusiness and are playing defense
rather than offense should notbe con-
sidered entrepreneurs.

Secondly, it is completely false to
think that if you’re in a salaried cor-
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I DEAS

ASANENTRE-
PRENEUR YOU
SHOULDN'T
TEAM UP WITH
THEFIRST
BUSINESS ANGEL
THAT COMES
YOUR WAY JUST
BECAUSETHEY
HAVEMONEY

porate jobyou can never be an entre-
preneur. Recently, what we have seen
isthat people with full-time jobs with
plenty of managerial responsibilityin
typical hierarchical organizationsare
launching side projects outside the
office. This is partly because they
feelinsecure in their corporate roles
and are thinking of going indepen-
dent and this is the first time they’ve
thought of being entrepreneurs.
Now even people who don’t like risk
are setting up side projects. Indeed,
people with salaried jobs are now
among the most active groups ex-
ploring entrepreneurship, although
many have yet to take that step into
the abyss that defines the true entre-
preneur. Riskis at the heart of entre-
preneurship.

There is also some confusion
about the role of business angels
and venture capitalists. A business
angel is typically someone willing
to invest €100,000-€500,000 in any
given project over several years. They
may start small but thisis essentially
apersonwhois working for his or her
own profits. AVCwill be part ofanin-
vestment company and has to raise
funds from others to make bigger
deals for a bigger return. AVC firm’s
mainactivityisidentifyingnew com-
panies and investing in order to re-
turn money to its own shareholders,
who may be institutional investors.

However, not everyone who in-
vests in small concerns is a business
angel. Abusiness angel tends to stay
involved in the invested companies
over a number of years. This is not
someone who shows up, hands over
some money and then comes back a
fewyearslater expectinga profit. Re-
cently, there have been a number of
“false” business angels who are not
in it for mentorship or active advice
but are merely frustrated with the
low rates of return on financial mar-
kets. This is a passive investor pro-
file. If you’re not providing contacts
or directly useful, industry-specific
information to the entrepreneur,
you are not a true business angel.
Being a business angel implies tak-
ing someone under your wing. The
defining characteristic of both entre-
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preneurs and business angels is the
beliefin an idea and the willingness
to take risks to take that idea to the
nextlevel.

THE BIG IDEA
@ _ Some ideas are easier to pitch
® than others. Convincing some-
one in the bow and arrow business
of the usefulness of a gun shouldn’t
be too difficult. Persuadinginvestors
that the bar code will revolutionize
the world of retail may be a bit more
of a stretch. The first question an
entrepreneur should askis “Is there
anyone qualified to help me on this
project?” This doesn’t necessarily
mean cash but someone with indus-
try- or product-specific insights. As
an entrepreneur you shouldn’t team
up with the first business angel that
comes your way just because they
have money. It’s better tohold out for
someone with specific expertise even
if they are offering less money. The
market value of this expertise is very
high and entrepreneurs often don’t
notice this till too late because they
typically prioritize the moneyaspect.
But people who put the most money
on the table sometimes turn out to
be worst sources of support because
they can’t hold your hand to take you
to the next level via their contacts.
So, while money seems to be the key,
what really matters is not doing the
wrong thing with your project.
Anyone with a good idea runs the
risk that someone will steal it. Ideas
are notoriously hard to patent. With
anideayoucan’t even enforce anon-
disclosure agreement because varia-
tions of theidea could make theirway
into the board meeting of another
company and they would be able to
do something close to but notidenti-
caltoyouridea. Youneed to see what
level of development you can take
theideatoasaproductor service de-
sign. Any of those components can
be patented by the time you reach
prototype stage. This is where busi-
ness angels come in. They are there
to support you to this point where
you establish the project’s technical
viability and are then able to expose
it to outside feedback.
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When it comes to selling your
idea, remember that it’s not the idea
they’re buying - or not just the idea -
i’syou. Typically the investor evalu-
ates the personbefore theidea. Their
first question is, why are you leaving
your previous job? Why do you want
to do something new? Is it because
you’re unhappy or is it because this
business opportunity is going to be
very big? If you’ve just lost your job,
are you casting around desperately
for ideas? You need to anticipate
these questions. You need to be able
to explain that you’re not just trying
to survive but have alonger-term ob-
jective. Once the investor stops ques-
tioning your motives, the discussion
will take a more positive turn.

Put your money where your
mouth is. Many entrepreneurs
make the mistake of telling inves-
tors that with your money and my
labor we can make this work. From
pastexperience investors have come
to expect more from the entrepre-
neur. They want toknow whatis the
minimum and maximum financial
commitment you can make to the
project. Why haven’t you invested
your own money and, if the idea is
so good, why haven’t you been able
to raise funds from family, friends
and “fools”? Even if it’s a symbolic
amount, it’s essential to put some-
thing of your own in before you start
asking strangers for money.

You also need to create a virtuous
cycle of supporters. In general inves-
tors don’t want to be the only one in-
volved. No one wants to be the only
one who sees value in something
new. People want to feel that oth-
erswant it too, and that makes them
want it more. An investor wants to
feel he or she is competing for the
investment and if they win they will
be more proactive and supportive. If
you have a business partner, the in-
vestor will want to see that you and
your partner have addressed the
tough questions together such as
roles and ownership stakes. Inves-
torsare aware that conflicts between
foundersis perhaps the number one
reason why projects launched by
multiple people go bankrupt.
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Another common mistake is to
end the pitch with a take it or leave
itproposition. If you say, “Thisis the
deal—are you in or out?” they will
probably walk away. Don’t sell an
idea as if it were a product. You’re
not asking for a yes or no, you’re
asking “How can you help me with
this project?” Don’tassume they can
only help you with money or con-
tacts. Always end the pitch with an
open question thatinvites the other
party to contribute.

You also need to neutralize the
skeptics, people who broadly agree
with you but have doubts about
the specific steps required. These
people will ask detailed and difficult
questions about the project. Thisisa
good sign because it means they are
interested, but youneed to get some
sense inadvance of the sort of issues
theyare likely to raise or have raised
in similar projects. You need to col-
lectalist of potential sticking points
in your presentation. And if your
idea is highly technical, be aware of
your audience. Ifitis a non-special-
ized audience, if youbombard them
with formats and acronyms, you’ll
lose them.

BALANCING CHARITY WITH PROFIT
@®_ And finally,aword of advice for
@ social entrepreneurs. Here at
IESE we have been training social
entrepreneurs in partnership with
the Fundacié la Caixa, which has so
far donated €25,000 each to 40 so-
cial entrepreneurial projects. These
are social business projects that are
for profit but with an emphasis on
social objectives. We went through
the participants’ venture pitches
and noticed a pattern: they often
created the impression that the
project was just for charity when
reallyit was about a long-term busi-
ness vision. Even though you have
social objectives you need to put
equal emphasis on the business ob-
jectives and show that the project
is sustainable and can scale up over
the long term. After all, however
worthy the cause, you're still asking
the investors to put their hands in
their pockets.

ANINVESTOR
WANTS TO FEEL
HEORSHEIS
COMPETING FOR
THEINVESTMENT
ANDIFTHEY

WIN THEY
WILLBEMORE
PROACTIVEAND
SUPPORTIVE
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