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'RESOURCE REQUIREMENTS

It’s almost like you see too much, because when it happens for real, everything
flies at you so fast, you never get a sense of the ice and where everyone is at
that one moment.

Steve Yzerman

Upon completion of this chapter, you will be able to:

2. |dentify the important issues in the selec- lease not buy, control rather than own).

1. Describe the successful entrepreneur’s 3. Articulate decisions about financial
unique attitudes about and approaches resources.
to resources—people, capital, and

4. Appreciate th i i
other assets. pp e ways in which entrepreneurs

turn less into more (e.g., bootstrapping,

tion and effective utilization of outside
professionals, such as advisors, board
of directors, lawyers, accountants,

and consultants.
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THE ENTREPRENEURIAL APPROACH TO RESOURCES

Resources include (1) people, such as the management team, the board of directors, lawyers,
accountants, and consultants; (2) financial resources; (3) assets, such as plant and equipment;
and (4) a business plan and other intellectual property. Nick Bontis of McMaster University
sees knowledge and know-how in people and processes as the key ingredient for a new venttré,
to survive and ultimately thrive. Successful entrepreneurs view the need for and the ownership
and management of these resources in the pursuit of opportunities differently from the way
managers in many large organizations view them. This different way of looking at 1eSOuICes
is Fgﬂected in a definition of entrepreneurship given in Chapter 1—the process of creating o
seizing an opportunity and pursuing it regardless of the resources currently controlled.!

Successful entrepreneurs have a unique approach to resources.? The decisions of what
resources are needed, when they are needed, and how to acquire them are strategic
decisions that fit with the other driving forces of entrepreneurship. Entrepreneurs seek to
use the minimum possible amount of all types of resources at each stage in their ventures
growth. Rather than own the resources they need, they seek to control them.
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Entrepreneurs with this approach reduce some of the risk in pursuing opportunities,
including:

. Less capital. The amount of capital required is simply smaller due to the quest for
prudence. The financial exposure is therefore reduced and the dilution of the founder’s
equity. As Michael Dunleavy with the business law firm LaBarge Weinstein in Kanata,
Ontario, admonishes: don’t give away too much equity too early—otherwise there is
damage to be undone in order to capture the interest of later investors.

. Staged capital commitments. The capital infusions are staged to match critical objectives
that will signal whether it is prudent to keep going, and thus infuse the second stage of
capital, or abort the venture. Both the founder’s and investor’s financial exposure, and
dilution of equity ownership, are thereby reduced.

« More flexibility. Entrepreneurs who do not own a resource are in a better position to
commit and decommit quickly* One price of ownership of resources is an inherent
inflexibility. With the rapidly fluctuating conditions and uncertainty with which most
entrepreneurial ventures have to contend, inflexibility can be a curse. Response times
to evaluate quick changes and take action need to be short if a firm is to be competitive.
Decision windows are most often small and elusive. And it is extremely difficult to
predict accurately the resources that will be necessary to execute the opportunity. The
entrepreneurial approach to resources permits iterations or strategic experiments in
the venture process—that is, ideas can be tried and tested without committing to the
ownership of all assets and resources in the business, to markets and technology that
change rapidly, and so forth. For example, Howard Head says that if he had raised all
the money he needed at the outset, he would have failed by spending it all too early on
the wrong version of his metal ski. Consider also, for example, the inflexibility of a company
that commits permanently to a certain technology, software, or management system.

. Low sunk cost. In addition, sunk costs are lower if the firm exercises the option to abort
the venture at any point. Consider, instead, the enormous upfront capital commitment
of a nuclear power plant and the cost of abandoning such a project.

. Lower costs. Fixed costs are lowered, thus favourably affecting breakeven. Of course,
the other side of the coin is that variable costs may rise. If the entrepreneur has found
an opportunity with forgiving and rewarding economics, then there still will most
likely be ample gross margins in the venture to absorb cost increases.

+ Reduced risk. In addition to reducing total exposure, other risks, such as the risk of
obsolescence of the resource, are also lower. For example, venture leasing has been
used by biotechnology companies as a way to supplement sources of equity financing.

While some might scoff at the practice, assuming erroneously that the firm cannot
afford to buy a resource, in fact not owning a resource can provide advantages and options.
These decisions are often extremely complex, involving consideration of such details as the
tax implications of leasing versus buying, and so forth.

Bootstrapping Strategies: Marshalling and Minimizing Resources

Minimizing resources is referred to in colloquial terms as bootstrapping or, more formally,
as a lack of resource intensity, defined as a multistage commitment of resources with a
minimum commitment at each stage or decision point* When discussing his philosophy
on bootstrapping, Greg Gianforte (who retired at the age of 33 after he and his partners
sold their software business, Brightwork Development, to McAfee Associates for more
than $10 million) stated, “A lot of entrepreneurs think they need money. . .when actually
they haven't figured out the business equation.’ According to Gianforte, lack of money,
employees, equipment—even lack of product—is actually a huge advantage because it
forces the bootstrapper to concentrate on selling to bring cash into the business. Thus, to
persevere, entrepreneurs ask at every step how they can accomplish a little more with a
little less and pursue the opportunity (see for yourself by trying the online exercise “How
Entrepreneurs Turn Less into More” at www.mcgrawhill.ca/ olc/timmons).
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As was outlined in Exhibit 1.3, the o i i ; },
3 pposite attitude is often evident e : : . e '
that usually are characterized by a trustee or custodial viewponi:1 tItZ o "etitution el A0 entrg nceprinislstifinoliing il nctietiiog s i |
it sesh b Tive ok wilip enough conmitied tesonpees for‘th anagers in Jargyy friends, classmates, and advisors, thf: human touch enhances the relationship between {1
A0 SR g e € task at hand py the entrepreneur and the venture’s advisors. Accuracy in social perception, skill ‘
at impression management, skill at persuasion and influence, and a high level of social ‘

adaptability may be relevant to the activities necessary for successful new ventures."' Paola i |
Dubini of the University of Bocconi, Italy, and Howard Aldrich of the University of North LU

Mustering Resources at Genuwin
e Cel
lars Inc. Carolina have contributed to the growing body of knowledge about how these “social }

g;)l:b ll?enoglmecb(l)l-ifotmded Genuwine Cel.larswithwoodcraftSman Lance Kingma, ass‘ets.” may benefit t'he bgFtom line of a new venture; see Exhibit 8.1 for the strategic Hl | “ ‘
y have been building custom-made wine cellars for high-end hotels, bysi principles they have identified. However, a handful of studies have failed to demonstrate \ {1
moguls, and celebrities worldwide. From their base in Winnipe 1\:[ b the effectiveness of networking activities on the performance of ventures.' i
the}’ do their own manufacturing—something that sets them ap argt’ £ anitoba, There are many examples of controlling people resources, rather than owning them. In real i l
_ Petlt"r?' Having necessary resources in-house settles well with c;om sl estate, even the largest firms do not employ top architects full-time but, rather, secure them I
: importing additional components from Asia cuts costs. Genuwine Clel;l N on a project-by-project basis. Most smaller firms do not employ lawyers but obtain legal assist- '
se? up a design office in Latin America for reasons of efficiency an de o ance as needed. Technical consultants, design engineers, and programmers are other exam-
skilled professionals. BDC awarded Robb a Young Entrepreneyur of Kcess g ples. An illustration of this approach is a company that grew to $20 million in sales in about fill
Award and noted that in addition to lean manufacturing and an organi . .Year 10 years with $7,500 cash, a liberal use of credit cards, reduced income for the founders, and i
structure that incorporates sales, design, and manufacturing fun Cﬁinr;lf;_t[lﬁ;ﬁ hard work and long hours. This company has not had to raise any additional equity capital. i

an outs.ide business consultant, who has become Robb’s mentor, also helped.”
Robb gives much credit to a great team of talented people. But do:es note thpiti1 |
tg;(;:;e:;f (;h:;lltlaﬁ hef:ll:'as;;xced as proprietor came a few years ago when hi ha: biceads: ool o | |

of his 50-person team because the i |
stated, “We always felt we needed every warm body, irte:?t:: :l'ld::l vav:t:'d‘? R(;:)b
to do more with less people. I was shocked to learn that.” Robb ;lso ael:fla -
edges the value of learning vicariously through the experience of othersC g

Founded by three Bachelor of Computer Science graduates (two from the Uni- L1
versity of New Brunswick and one from the University of Windsor), the company i
provides software product development for large and small organizations in
20‘,‘!(931 BD_C “2008 YEA Winners” BDC etc., January 2009; Daryl-Lynn Carlson, “Outlook 2009: Gen Y Takes Recession e e E“fOPe~ ]')ltHeads :fd‘aylhas i “}am.’ . wlhom ‘
tride,” National Post, December 29, 2008 - Canadian Newswire, “Genuwine Celars Capfivates Disci akes Recession in have learnt?d programming skills 'at tec nica co.llege. I:‘or orgamz.atlons arge i
e Cellars Captivates Discriminating Tastes— or small, bitHeads provides a flexible solution—immediate help with software ; ‘,% l
[
|

Robb Denomme Wins BDC's You itoba ” :
ng Entrepreneur Award for Manitoba,” www.newswire.ca (accessed October 21, 2008). programming, project management, or even development mentorship. It allows
an organization on-demand access to resources they might not need again in the

Using Other People’s Resources : future. bitHeads specializes in VoIP, wireless, Internet, enterprise software, and | |
more recently game development with the acquisition of a RndLabs, an inde- : ,
pendent game studio added to HeadGames, a division of bitHeads. fl

.1 Obtaini ; V
: Stagelsn;r;gatl;znﬁe of .other people’s resources, particularly in the start-up and early growth
= :
5 Virtualele, 1sHan important approach for entrepreneurs. In contrast, large firms Source: wiww.bitheadscom. i
g g ya resourf:es have to be owned to control their use, and decisions centre | 1t
W these resources will be acquired and financed—not so with entrepreneurs. |

¥
i Having the use : 1
b | of the resgource ar:igf;i?:iﬁ:gf tt;::r;)geable e control or inﬂu?nce the deployment An example of the opposite point of view is a proposed new venture in the iPhone ‘
i to see everything unfolding quickly and sen;gimm}?g Of the chapter illustrates being gble applications software industry. The business plan called for about $300,000, an amount i
; place. Scott Nichol founded 6N Silleon in S ilg bOW it all comes together and ﬁts. into that would pay for only the development of the first products. The first priority in the | i |
| metallurgy to tackle the purification of sili ep f(-‘.'m er 2006 bringing his own ex[.)grtlse‘:n deployment of the company’s financial resources outlined in the business plan was to ‘ :(‘h 1
| el o Cansdas okl sltecsings icon for solar power. He located 6N Silicon “in buy outright office equipment and sign a one-year lease on space costing approximately i ’% ’
‘ processing industry, surrounded by Canada’s extensive meta $150,000. The founders refused to consider other options, such as renting the equipment i | f‘

| rocessin, i ‘
I g)n i S{,I rim(c)):;rlledge. 6N has benef%ted from access to considerable industry experience i
1 g other metals and applying collective skills to refine the 6N solution.” |
| Other people’s resources can include, i ‘

il | st nclude, for example, money invested or lent by friends, rela-
i men; Rt mz;zu'itﬁ’ or other investors. Or resources can include people, space; equip-
| ; rial loaned, provided inexpensively or free by customers or suppliers, or

EXHIBIT 8.1

Effective entrepreneurs are more likely than others to systematically plan and monitor network activities.

: |

Hypotheses Concerning Networks and Entrepreneurial Effectiveness I ’1 |
| |
!

secured by bartering future servi i

| rvices, o i i i ’ . il . -

% o s beneﬁt?npo;tumnfes’ SHETRETRE, Tr Tict-nsing-atdias people's + Effective entrepreneurs are able to chart their present network and to discriminate between production and symbolic ties.

: '} published by many of the Big Four a g from free book!ets and pamphlets, such as those + Effective entrepreneurs are able to view effective networks as a crucial aspect for ensuring the success of their company. i
i ccounting firms, or using low-cost educational programs + Effective entrepreneurs are able to stabilize and maintain networks to increase their effectiveness and their efficiency. ‘ 1‘,

or go - g
of fh;;i?gfgtsi‘iﬁigsd rrflanaggment a§51stance programs. Extending accounts payableis oné
‘ Hey tisou 2 :\Iorkmg CaPltal_ for many start-ups and growing firms. Effecti e : ; : in mi
| o it o entrepreneur begin to tap into these resources? Howard Stevenson g ect!ve entrepreneurs set aside time for purely random actwmes——thmgs done with no specific problem in mind. _ ‘ hil|
man suggest that you have to do “two seemingly contradictory things + Effetive entrepreneurs are able to check network density, 50 as to avoid too many overlaps (because they affect network efficiency) while il

seek out the best advisors—specialists if you have to—and involve them more thoroughly; still ttaining solidarity and cohesiveness.

i
, ' and at an earlier stage, than you have in the past. At the same time, be more skeptical of « Effective entrepreneurs multiply, through extending the reachability of their networks, the stimuli for better and faster adaptation to change. = |

Effective entrepreneurs are more likely than others to undertake actions toward increasing their network density and diversity. i

their credentials and thei ice.”
r advice.” i ital, i : | |
having an established busi ice.” A recent study found that social capital, including Source: Adapted from Paola Dubini and Howard Aldrich, “Personal and Extended Networks Are Central to the Entrepreneurial Process,” Journal of Business Venturing 6,n0.5 i |
siness network and encouragement from friends and family, is HAets-313 , ‘
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or working from home with what they had. The company was unabl

capital, even though, otherwise, it had excellent prospects. The $150 00% to'attrac
mal private investors was not enough money to execute the opportu’n't ov.
decided to give it back and abandon the venture. A more entrepreneul‘yi
figured out a way to keep going under these circumstances. 5

U ventuge

om infoy.
and the founderg

team woylq have

The Right Stuff—Does Canada Have What It Takes?

Sorfle CQntend that Canada is too conservative, resistant to innovation and risk
on its history of natural resources for competitive advantage. Michael Treac s, a'n;i p
E}:fzneuF and strategy expert, knows that trade-offs have to be made to catch 311, zn:jl s
ings in a knowle"dge—based economy. “The only way to keep attracting V»Ir)ori(l e
suppressing wages, Treacy reasons, “is to improve productivity, and that means 'Wlth(')ut
uzl innovation. Knowledge talent will be the only basis of real, sustainable coxii] b
a . ”13 . - iti
: vanltadge over tlme: AcFord{ng to Treacy, Canada is not prepared for a worldpﬂ;]twe
fr?ﬁw edge .rules. This he finds in sizeable contrast to the U.S. where innovation tt:v' -
: at malslswe, consumer-driven culture opens up a world of opportunity for new ve tr o
Aec;u;e the market recognizes and warmly receives the value of a new product or sn -
nS the pheople who'can provide early-stage financing are willing to back it.”* i
. ome have questioned whether or not entrepreneurship is the same everywhere, |
]ap:rfi, eiltrepl;feneurs are more often part of the “corporate” establishment Wherea; i
network” entrepreneurs rely on the organizati i ; :
ganization of industry. The “informal”
" . . > y )
f;:l;itlrr characte.rlz;s the entrepreneur in Africa and parts of Asia. The western noti(r:;rzf
epreneur is that of an individualist with competitive insti :
: ! petitive instincts not i
as 1:,1 other regions where trust may be more prominent.'s P
g o8 tohs; .cortl.ttem'i thzlit entrepreneurial attributes are more universal than idiosyncratic
institutional environment that drives e i ivi 5
conomic activity and latent behavi
For example, recent resear . e CapitdiiN
ch has shown that Labou
Aiaip r Sponsored Venture Capital C
porations “crowd out” other t i one gl
ypes of venture capital funds, clearl i
i S ; s, clearly frustrating one of the
goals of this program.'® These vehi
; cles for new ventur i
supposed to foster additional financi et
. ing (expand the aggregate pool of risk capi i
place it! It is most probable that it i i i Bttt
s the incentive structures th i instituti
at arise from institutional
arrangements that produce entre i i
preneurs. Finally, it should be noted that di i
entrepreneurial activity are often ithi : e
greater within a country (e.g., Québ
tha,;l between countries (e.g., Texas vs. Alberta). N
i 5 e A
preneursyltc\)(?/rlllcltljdes with t‘hat critical question about the future supply of Canadian entre-
: at are we doing to nurture them, and what are we doing to keep them here?”

OUTSIDE PEOPLE RESOURCES

Build Your Brain Trust

Buildin i
e youg \?eﬁzzlr:: it:;S;_a group Of close gdvisors selected for their various expertises—
Ak o ot rew:g; %lqrt of imptoving the “fit” vis-a-vis the Timmons Model, and
matters” conveys the mre iy adage it's not just what you know, it's who you know that
connections divi ssage. While networking for its own sake is ill-advised, making
cised i pays dividends—some of these payoffs may be delayed, options to be exer-
in the future. e PP NGRS
5 (‘;\it;; l‘;:iegsstlﬁg E?le r:enture I\e;[nd entrepreneur’s background through a basic “Gap Analysis’
TER G R adrclim;? dOd'el to the venture, it becomes clear what is missing and
Aydin Mirzaee foum‘lere f IIDIZ)Kurmg e ereion, Hidich, did BKIE S
s hdd Mi(,:hael CowO T ?YStEmS and author of the business plan in Chapter 4, W5
access to their knowled ep ta}:1 ~oftafe iz a Taromto:V . to-his brain Gl Aydin gained
Besive it ge, their relevant and extensive experience, and their contacts with
pools and capital. It was then up to Aydin, through his entrepreneurial energy

Board of Directors
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promise, and salesmanship, to capture their interest, gain their confidence, and tap into
their talent. When this all comes together, drawing on the considerable strength of oth-
ers, a better venture opportunity can be realized. The key is getting investors and directors
to recognize high potential and see how they could personally make a large impact on the
odds of success because they know what to do and how to do it in order to add value to this
specific opportunity. The “Build Your Brain Trust,” exercise at the end of this chapter will
walk you through the key issues and tasks necessary to assemble a brain trust that can add
maximum value to your venture.

The right advisors and brain trust members are very important parts of your extended
team and provide critical value to your venture. The most successful entrepreneurs think
this through before they launch. They know what they need to fill in the gaps that exist on
the team, and they ask themselves what they don’t know. They focus on identifying indi-
viduals with the know-how, experience, and networks who have access to critical talent,
experience, and resources that can make the difference between success and failure. Spend
enough—but not too much—time planning and looking before you leap. James Chrisman
of Mississippi State University, and Ed McMullan and Jeremy Hall both of the University of
Calgary studied new ventures that had outside advisors; their research showed that start-
up counselling assistance was positively related to a ventures growth up to a point where
more help adds less and less value (marginal returns to outside assistance), eventually adding
no value and ultimately reaching a point where guided preparation was actually detri-
mental.”” Jean Lorrain of the Université du Québec & Trois-Rivieres and Sylvie Laferté of
Télé-université du Québec find that the support needs of young entrepreneurs are unique:
“young entrepreneurs experience serious personal problems. . . feel at a particular loss with
respect to self-management issues, including stress and time management.”’®

Initial work in evaluating the need for people resources is done when forming a new venture
team (see Chapter 6). Once resource needs have been determined and a team has been
selected, it will usually be necessary to obtain additional resources from outside the venture
in the start-up stage and during other stages of growth as well.

The decision of whether to have aboard of directors and, ifthe answer is yes, the process of
choosing and finding the people who will sit on the board are troublesome for new ventures."”

The Decision The decision of whether to have a board of directors is influenced first
by the form of organization chosen for the firm. If the new venture is organized as a
corporation, it must have a board of directors, which must be elected by the shareholders.
There is flexibility regarding a board with other forms of organization.

In addition, certain investors will require a board of directors. Venture capitalists almost
always require boards of directors and that they be represented on the boards.

Beyond that, deciding whether to involve outsiders is worth careful thought. This decision
making starts with identifying missing relevant experience, know-how, and networks, and
determining if the venture has current needs that can be provided by outside directors. Their
probable contributions then can be balanced against the resultant greater disclosure to out-
siders of plans for operating and financing the business. Also, since one responsibility of a
board of directors is to appoint officers for the firm, the decision whether to have a board also
is tied to financing decisions and ownership of the voting shares in the company.

Boards are dominated by company executives and venture capitalists.™ At least half of a

board’s members should be outside directors in order to provide independent, outside view-

points. When Art Spinner of Hambro International was interviewed by INC., he explained:

Entrepreneurs worry about the wrong thing. . . that the boards are going to steal their companies
or take them over. Though entrepreneurs have many reasons to worry, that’s not one of them.
It almost never happens. In truth, boards don’t even have much power. They are less well

equipped to police entrepreneurs than to advise them.*"
bring to a venture, at a price it can afford,
tors. A board can play a crucial role, so it is impor-

The expertise that members of a board can
can far outweigh any of the negative fac

e
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tant to intentionally choose a board by focusing on “holes” that need to be fi i

to noted business writer, David Gumpert, “The board continually ch.etllengﬁ(ﬂie i-sf_\jflotrdmg
of tactics, strategy and overall business philosophy.” These challenges benefited wtheerms
ture by (1) preventing dumb mistakes, (2) keeping us focused on what really matter df’en-
(3) stopping us from getting gloomy.* ol

Selection Criteria: Add Value with Know-How and Contacts Once the decisi
have a board of directors has been made—and remember that it may not be o tior?nl t_0
may be a legal requirement—finding the appropriate people for the board is a chgllen s ;t
is important to be objective and to select trustworthy people. Most ventures typicall %e‘ IE
to personal acquaintances of the lead entrepreneur or the team or to their lawyers ba)r;koo
accountants, or consultants for their first outside directors. While such a choice,mi htelrgs,
the right one for a venture, the process also involves finding the right people to fill thg ;
discovered in the process of forming the management team. <dhig
This issue of filling in the gaps relates to one criteria of a successful management t
intellectual honesty; that is, knowing what you know and what you need to know eIam’
study of boards and specifically venture capitalists’ contribution to them, entre re;l i
seemed to value operating experience over financial expertise.” ’ e
Defining expectations and minimum requirements for board members might be a good
way to get the most out of a board of directors. A “wish list” of attributes and areis f
knowledge may be constructed or alternatively if a list of candidates is identified, pros ar:)d
cons for each individual may be tallied. Again, one must be mindful that the V:fll:ole th
sum of the individuals, is the goal. These individuals must work together. i
A tog-notch outside director usually spends at least 9 to 10 days per year on his or her
responsibilities: Four days per year are spent for quarterly meetings, a day of preparation
for each meeting, a day for another meeting to cope with an unanticipated issue, plus up to
aday or more for various phone calls. Yearly fees are usually paid for such a cor’nmitmre’nt
Quality directors most often become involved for the learning and professionai
deyelogment opportunities, rather than for the money. Compensation to board members
varies widely. Fees can range from as little as $500 to $1,000 for a half- or full-day meetin
to $10f000 to $30,000 per year for four to six full-day to day-and-a-half meetz,n S lugs
flccesmbility on a continuous basis. Directors are also usually reimbursed for their e)f(;p’erljses
1nc5urred in preparir.1g for and attending meetings. Shares in a start-up company, often 2
ngaszrdc;err;’ztz:‘;ptlons, for 5,000 to 50,000 shares, are common incentives to attract and
As a director of 11 companies and an advisor to two other companies, Art Spinner
suggested the following as a simple set of rules to guide you toward a producti\;e relationship

with your board:

v Treat your directors as individual resources.
v Always be honest with your directors.

v/ Set up a compensation committee.

v/ Set up an audit committee.

v Never set up an executive committee.?*

New ventures.are ﬁnc;ling that, for a variety of reasons, people who could be potential board
members are increasingly cautious about getting involved.

Liability Motl\{ated by an apparent wave of corporate fraud scandals that many felt
could lead to a crisis of confidence in the capital marketplace, in 2002 the U.S. government
passec} Fhe Sarbanes-Oxley Act (SOX). SOX requires companies to file paperwork with the
Securities and Exchange Commission faster, create a more transparent means of collecting
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it conflicts with Canadian regulations. “Canadian firms make up the single largest group
of foreign firms listed on U.S. stock exchanges.”” But there are some stark differences
between Canada and the U.S.:

/ Securities regulation is not under federal control in Canada.
/ A greater proportion of Canadian firms have a controlling shareholder.
/ Many Canadian public corporations have relatively low market capitalizations.

While start-ups are usually not subject to the technical requirements of the act, the
spirit of the law and emerging case law create higher disclosure standards for even small
and growing firms. Audit committees sitting on start-up boards, for example, could have
real SOX-like exposure.

As well, directors of a company can be held personally liable for its actions and those
of its officers. A climate of litigation exists in many areas. For example, some specific
grounds for liability of a director have included voting a dividend that renders the corpora-
tion insolvent, voting to authorize a loan out of corporate assets to a director or an officer
who ultimately defaults, and signing a false corporate document or report. Courts have
held that if a director acts in good faith, he or she can be excused from liability. However,
it can be difficult for a director to prove that he or she has acted in good faith, especially
in a start-up situation. This proof is complicated by several factors, including possibly an
inexperienced management team, the financial weaknesses and cash crises that occur and
demand solution, and the lack of good and complete information and records, which are
necessary as the basis for action.

One solution to liability concerns is for the firm to purchase indemnity insurance for
its directors. But this insurance is expensive. Despite the liability problems noted above,
few enterprises report difficulty in recruiting board members. In dealing with this issue,
new ventures will want to examine a possible director's attitude toward risk in general and
evaluate whether this is the type of attitude the team needs to have represented.

Harassment Outside shareholders, who may have acquired shares through a private
placement or through the over-the-counter market, can have unrealistic expectations
about the risk involved in a new venture, the speed at which a return can be realized, as
well as the size of the return. Such shareholders are a source of continual annoyance for

boards and for their companies.

Time and Risk Experienced directors know that often it takes more time and intense
involvement to work with an early-stage venture with sales of $5 million or less than with
one having sales of $25 million or more, and the former is riskier. But the rewards—which

may never be measured financially—are often substantial. The thrill of seeing others succeed or

even simply navigate away from catastrophe can be satisfying. And we know that the initial

break-in period for a start-up is crucial. Monica Diochon of St. Francis Xavier University,
Teresa Menzies of Brock University, and Yvon Gasse of the Université Laval report that
“sustainable operating ventures can be distinguished from others according to the activities
undertaken during start-up.” “Outsider assistance during the early stages of a venture’s devel-
opment can influence its subsequent development.”” James Chrisman and Ed McMullan
both of the University of Calgary found that ventures receiving such help “had higher than
expected rates of survival, growth, and innovation.” The online exercise “How Entrepreneurs
Turn Less into More,” on the Online Learning Centre at www.mcgrawhill.ca/ olc/timmons,

is a great place to start.

Alternatives to a Formal Board

and posting financial data, maintain volumes of data, and test their procedures for posting
accyrate, ‘Flmely information. The potential consequences of running afoul of this law are
ominous, including prison time and huge fines for the company’s chief officers. According
E) Tara hGray, -of the Ecor}omics Division of the Parliamentary Research Infor;‘nation and
mesearcc: S(iir.vme,' Canada s response to SOX has been to emulate it. Particularly given that

any Canadian firms are listed on U.S. exchanges and must comply with SOX even when

e ' s

_boards can be a useful alternative to having a formal board
ot legally required.” A board of advisors—which may
designed to dispense advice, rather than make deci-
sed to personal liability. A firm can solicit objec-
dvisors. Such informal boards can bring needed

The use of advisors and quasi
of directors—assuming a board is n
complement a board of directors—is
sions, and therefore advisors are not expo
tive observations and feedback from these a
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expe'rtise, without the legal entanglements and formalities of a regular board: Also, th
posmbl.e embarrassment of having to remove someone who is not serving a useful rolej ca::
be avoided. Informal advisors are usually much less expensive, with honorariums of $500
to $1,000 per meeting common. Remember, however, the level of involvement of these
advisors probably will be less than that of members of a formal board. The firm also does
not enjoy the protection of law, which defines the obligati ibiliti
! gations and responsibilities

of a formal board. : b

An informal group of advisors can also be a good mechanism through which a new venture
can observe a number of people in action and select one or two as regular directors. The

entrepreneur gains the advantages of counsel and advice from i i
outsiders without bei
legally bound by their decisions. ot

The Decision Nearly all companies need and use the services of lawyers, and newly created
ventures perhaps more than most. Since it is critical that entrepreneurs fully understand the
legal aspects of any decisions and agreements they make, they should never completely out-
source that responsibility to their lawyer. Leslie Charm, a partner in the firm Youngrr)llan &
tharm, put it this way, “You must understand the meaning of any document you’re consider-
ing as well as your attorneys do. That'’s because at the end of the day, when you close that deal
you are the one who has to live with it, not your lawyers.” In addition, Charm noted tha;
lawyers should be viewed as teachers and advisors; use them to explain legalese, articulate
risk and ramifications; and in negotiations, use them to push to close the deal. ’

Var.ious authors describe the importance of choosing and managing legal counsel. B
following some legal basics and acquiring appropriate legal services, companies can achievz
better legal health, including fewer problems and lower costs over the long term.” Some
of the legal work can be done by entrepreneurs who do not have law degrees by us-ing self-
help lggal guides and pre-printed forms. However, one should not rely exclusively on these
materials. Factors to consider in choosing a lawyer include availability, comfort level with
the lawyer, experience level and appropriateness to the task, cost, and whether or not the
lawyer knows the industry and has connections to investors and venture capital

.]ust how lawyers are used by entrepreneurial ventures depends on the needs of ti‘le venture
at 1t.s p?rticular stage. Size is also a factor. As company size increases, so does the need for
advice in such areas as liability, mergers, and benefit plans. Contracts and agreements were
almost uniformly the predominant use by entrepreneurs, regardless of the venture’s size.

Entrepreneurs will most likely need to get assistance with the following areas of the law:

o Incorporation. Issues such as the forgivable and non-forgivable liabilities of found-
ers, officers, and directors or the form of organization chosen for a new venture are
important. As tax laws and other circumstances change, they are important for more
established firms as well. How important this area can be is illustrated by the case of
a founder who nearly lost control of his company as a result of the legal manoeuvring
of the clerk and another shareholder. The clerk and the shareholder controlled votes
on the board of directors, while the founder had controlling interest in the shares of
the company. The shareholder tried to call a directors’ meeting and not re-elect the

founder presid,ent. The founder found out about the plot and adroitly managed to call
a shareholders” meeting to remove the directors first.

Fr:czlnc:tsmg and ligensing. Innumerable issues concerning future rights, obligations,
and w aF happens in the eyent of non-performance by either a franchisee or lessee or
a franchisor or lessor require specialized legal advice.

C(;ntmcts and agreements. Firms need assistance with contracts, licences, leases, and
ot er such agre.emepts such as non-compete employment agreements and those gov-
erning the vesting rights of shareholders.

Formal litigation, liabil‘ity protection, and so on. In today’s litigious climate, sooner or later
most entrepreneurs will find themselves as defendants in lawsuits and require counsel.
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. Real estate, insurance, and other matters. It is hard to imagine an entrepreneur who,
at one time or another, will not be involved in various kinds of real estate transactions,
from rentals to the purchase and sale of property, which require the services of a lawyer.

« Copyrights, trademarks, patents, and intellectual property protection. Products are
hard to protect. But pushing ahead with product development before ample protection
from the law is provided can be expedient in the short term but disastrous in the long
term. For example, an entrepreneur—facing the loss of a $2.5-million sale of his busi-
ness and uncollected fees of over $200,000 if his software was not protected—obtained
an expert on the sale, leasing, and licensing of software products. The lawyer devised
subtle but powerful protections, such as internal clocks in the software that shut down
the software if they were not changed.

+ Employee plans. Benefit and share ownership plans have become complicated to use
effectively and to administer. They require the special know-how of lawyers to avoid
common pitfalls.

o Tax planning and review. Too frequently the tail of the accountant’s tax avoidance advice
wags the dog of good business sense. Entrepreneurs who worry more about finding
good opportunities to make money, rather than tax shelters, are infinitely better off.

« Federal, provincial, and other regulations and reports. Understanding the impact of
and complying with regulations often is not easy. Violations of federal, provincial, and
other regulations often can have serious consequences.

« Mergers and acquisitions. Specialized legal knowledge is required when buying or sell-
ing a company. Unless an entrepreneur is highly experienced and has highly qualified
legal advisors in these transactions, he or she can either lose the deal or end up having
to live with legal obligations that can be costly.

o Bankruptcy law. Many people have heard tales of entrepreneurs who did not make
deposits to pay various federal and provincial taxes in order to use that cash in their
business. These entrepreneurs perhaps falsely assumed that if their companies went
bankrupt, the government was out of luck, just like the banks and other creditors.
They were wrong. The owners, officers, and often the directors are held personally
liable for those obligations.

+ Other matters. These matters can range from assistance with collecting delinquent
accounts to labour relations.

. Personal needs. As entrepreneurs accumulate net worth (i.e., property and other
assets), legal advice in estate, tax, and financial planning is important.

Selection Criteria: Add Value with Know-How and Contacts In a survey of the factors
that enter into the selection of a law firm or a lawyer, 54 percent of the respondents said
personal contact with a member of the firm was the main factor. Reputation was a factor
for 40 percent, and a prior relationship with the firm for 26 percent. Equally revealing was
the fact that fees were mentioned by only 3 percent.

Many areas of the country have lawyers who specialize in new ventures and in firms
with higher growth potential. The best place to start in selecting a lawyer is with acquaintances
of the lead entrepreneur, of members of the management team, or of directors. Recom-
mendations from accountants, bankers, and associates also are useful. Other sources are
partners in venture capital firms, partners of a leading accounting firm (those who have
privately owned and emerging company groups), or a provincial bar association. To be
effective, a lawyer needs to have the experience and expertise to deal with specific issues
facing a new venture. Hooking up with the vast resources of a large law firm or national
accounting firm may be very beneficial, but we do not necessarily advise that strategy. You
can usually get reasonable tax or estate-planning advice from a big law firm merely by picking
up a telephone. The trade-off is that, if you are a small company and they have a dozen
General Electrics as clients, you may get short shrift. One- or two-person firms can have
an excellent network of specialists to refer to for problems outside their bailiwick. Use the
specialist when you have to.”

As with members of the management team, directors, and investors, the chemistry also
is important. Finally, advice to be highly selective and to expect to get what you pay for is
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sou_.md. It is also important to realize that lawyers are not leaders of entrepreneurial

prises and that they do not usually make business judgments. Rather thep S kurla entler—
perfect or fail-safe legal protection. o o

Most lawyers are paid on an hourly basis. Retainers and flat fees are someti i

u'sually by larger ventures. The amount an enterprise pays for legal services emes =
rises as the firm grows. Many law firms will agree to defer charges or initiall tXpectefﬂy
services at a lower than normal rate to obtain a firm’s business. Accordin yt Ohi;lfOVlde
Dunleav?f of LaBarge Weinstein, it's a good sign if your lawyer will defer pa rr%en(; lFlhael
venture is thriving. If your lawyer wants fees paid up front or charges maZket Untl. ’the
sign that she’s less confident in your start-up’s viability. —

Bankers and Other Lenders

Accountants

Thf: Pecision Deciding whether to have a banker or another lender usually invol
lc)lectlons abﬁut {mw to finance certain needs. Most companies will need the sel)',vizl(‘els0 c:/fe :
anker or o i isi i
Al Ste rire ::jsrailtv ?:(:.1_6 time. The decision also can involve how a banker or other
.As .with other advisors, the banker or other lender needs to be a partner, not a difficul
minority shareholder. First and foremost, therefore, an entrepreneur shoul& caref‘ulll Ic'ul:
tl'le I.‘lght banker or lender rather than just pick a bank or a financial institution altli, plCh
plc‘kmg the bank or institution is also important. Different bankers and lenders I;av b
tations ra_nging from “excellent” to “just OK” to “not OK” in how they work with ster[;epu_
and growing gnterprises. Their institutions also have reputations for how well the wo?k -ufli
er?trepreneurlal companies. Ideally, an entrepreneur needs an excellent banke¥ or | W(;
Yvntl} an excellent financial institution, although an excellent banker or lender with ; etn Oiz
institution is preferable to a just OK banker or lender with an excellent institution g

For an entrepreneur to know clearly what he or she needs from a lender is an important

sta?iilr}g pOiI:lt. Some will have needs that are asset-based, such as money for equipment
fac;}[me's, or mvgntory. Others may need working capital to fund short-term opetil’atfons ’
prs al;/mg a business plan is 1nvaluabl<? preparation for selecting and working with a lenrzier.

0, because a banker or other lender is a “partner,” it is important to invite him or her to see
the company in operation, to avoid late financial statements (as well as late payments and over-
drafts), and to be honest and straightforward in sharing information—ever}: if it’s bad news.

lSelectlon Criteria: Add Value with Know-How and Contracts Bankers and other
ende.rs are knovs./n to other entrepreneurs, lawyers, accountants, and venture capitalists
Starting with their recommendations is ideal. From among four to seven or so ossri)bilit'e .
an entre1:>7reneur will find the right lender and the right institution i e

Today’s banking and financial services marketplace is much mlore competitive than in
the past. There are more choices, and it is worth the time and effort to shog around

The Decision The accounting profession has come along way from the “green eyeshades”
s.tereotype one hears reference to occasionally. Today, virtually all the l;gr er aZcountin
firms h_ave' ('ilscovered the enormous client potential of new and entre renegurial venturesg
ami\ a significant part of their business strategy is to cater specifically tlc)) these firms ,
activ;:tci:::?;aa?flsc :()fltle;r;aiie mahgne’d, especially after the fallout of ethical scandals. The
e s engage in have? grown and no longer consist of solely counting
; ers. ccountants who are experienced as advisors to emerging companies can
II;ro.wde vaIugble servicesi in addition to audits and taxation advice. An exgerienfed general
C:;;;?;ﬁ;:ﬁ; can be invaluable il"l .hleping to evaluate strategy, raising debt and equity
r ; e g mergers and acquisitions, locating directors, and even balancing business
ons W'lt important personal needs and goals. In fact, when Prescott Ensign’s wife
was launching a venture her accountant advised her on much more than the simple tax

Consultants
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questions she initially inquired about. She was given advice on partnership arrangements
(and why they often don’t work), incorporation, cross-border shipping, and monitoring
expenses and cash flow. Accountants and others may not have “lived it”—but their second-
hand experience relayed by a multitude of clients may cut across industries and stages of

the venture’s lifecycle.

Selection Criteria: Add Value with Know-How and Contacts In selecting accountants,
the first step is for the venture to decide whether to go with a smaller local firm, a regional
firm, or one of the major accounting firms. Although each company should make its own
decision, many entrepreneurs prefer working with smaller regional accounting firms,
because of lower costs and better personal attention.” In deciding on an accountant, you
will need to address several factors:*

. Service. Levels of service offered and the attention likely to be provided need to be
evaluated. Chances are, for most start-ups, both will be higher in a small firm than a
large one. But if an entrepreneur of a higher potential firm seeking venture capital or a
strategic partner has aspirations to go public, a national firm is a good place to start.

. Needs. Needs, both current and future, have to be weighed against the capabilities of the
firm. Larger firms are more equipped to handle highly complex or technical problems,
while smaller firms may be preferable for general management advice and assistance
because the principals are more likely to be involved in handling the account. In most
instances, those companies in the early stages of planning or that do not plan to go
public do not require a top-tier accounting firm. However, one exception to this might
be those start-ups that are able to attract formal venture-capital funds from day one.”

. Cost. Most major firms will offer very cost-competitive services to start-ups with
significant growth and profit potential. If a venture needs the attention of a partner
in a larger firm, services of the larger firm are more expensive. However, if the firm
requires extensive technical knowledge, a larger firm may have more experience and
therefore be cheaper. Many early-growth phase companies are not able to afford to
hire a leading national accounting firm and therefore a smaller local firm is best.
However, these firms should tell you when you are ready to move on to a larger firm
that provides more extensive services.®

+ Chemistry. Rapport and personal interaction always is an important consideration.

The recent trend in the accounting market has lead to increased competition, spiralling

capital costs, declining profit margins, and an increase in lawsuits.” Entrepreneurs should
shop around in such a buyer’s market for competent accountants who provide the most

suitable and appropriate services.
reference for accountants; trade groups may also provide recommendations.

Sources of reference for good lawyers are also sources of

Once a firm has reached any significant size, it will have many choices. The founders of
one firm, which had grown to about $5 million in sales and had a strong potential to reach
$20 million in sales in the next five years and eventually go public, put together a brief
summary of the firm, including its background and track record, and a statement of needs
for both banking and accounting services. The founders were startled by the aggressive
response they received from several banks and major accounting firms.

The accounting profession is straightforward enough. Whether the accounting firm is

small or large, it sells time, usually by the hour.

3 Consultants are hired to solve particular problems and to fill gaps not

The Decision
killed consultants who can be of invaluable

filled by the venture team. There are many s .
assistance and are a great source of “other people’s resources.” Advice needed can be quite

technical and specific or general and far-ranging. Problems and needs also vary widely,
depending upon whether the venture is just starting or is an existing business.

Start-ups usually require help with critical onetime tasks and decisions that will have last-
ing impact on the business./Consultants are employed by start-ups for the following reasons:




:
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v To compensate for a lower level of professional experience.
v To target a wide market segment (possibly to do market research).
v To undertake projects that require a large start-up investment in equipment.*

These tasks and decisions might include assessing business sites, evaluating lease ang
rental agreements, setting up record and bookkeeping systems, finding business partnan
obtaining start-up capital, and formulating initial marketing plans. -

Existing businesses face ongoing issues resulting from growth. Many of these issy
are so specialized that rarely is this expertise available within the venture team. Issues esf
obtaining market research, evaluating when and how to go about computerizing bus(?
ness tasks, deciding whether to lease or buy major pieces of equipment, and determini 1
whether to change inventory valuation methods can be involved. o

While it is not always possible to pinpoint the exact nature of a problem, sometimes
a fresh, outside view helps when a new venture tries to determine the broad nature of its
concern, such as whether it involves a personnel problem, manufacturing problem, or
marketing problem, for example. ’

Karl Bayer, of Germany’s Institute for Systems and Innovation Research, reported that
the use of consultants had a negative effect on sales three to five years later. Additionally, his
research found that “the work delivered by the consultants. . . [was] inadequate for the tasi< i
He suggests that the entrepreneur can most likely find and adequately prepare a consulte;nt
so that gaps are filled and the firm benefits in the long run, but it takes diligence.

Selection Criteria: Add Value with Know-How and Contacts Unfortunately, nowhere
are the options so numerous, the quality so variable, and the costs so unpredictable as in
Fhe area of consulting. The number of people calling themselves management consultants
is large and growing steadily. More than half the consultants were found to work on their
own, while the remainder work for firms. In addition, government agencies employ con-
sultants to work with businesses; various private and non-profit organizations provide
management assistance to help entrepreneurs; and others, such as professors, engineers,
and so forth, provide consulting services part time. Such assistance also may be provided
by other professionals, such as accountants and bankers. A new and vital arena concerns
Web_ presence. For example, Couple of Chicks e-marketing provides Internet marketing,
dlstrlbution, and revenue measurement. The “chicks,” Alicia Whalen of St. Catharines,
Ontario, and Patricia Brusha of Mississauga, Ontario, use their expertise in search engine
strategies and online metrics to boost Web site performance (www.acoupleofchicks.com).
Again, the right chemistry is critical in selecting consultants. One company president
wlllo was asked what he had learned from talking to clients of the consultant he finally hired
said, “They couldn’t really pinpoint one thing, but they all said they would not consider
starting and growing a company without him!”
. As unwieldy and risky as the consulting situation might appear, there are ways of limit-
ing thet choices. Consultants tend to have specialties; while some consultants claim wide
expertise, most will indicate the kinds of situations they feel most comfortable with and
skillful in handling. In seeking a consultant, consider the following:*

v Good consultants are not geographically bound; they will travel and can work via
electronic means.

v The best referral system is word of mouth. This point cannot be stressed enough.

v/ Always check references carefully. It is important to look at the past solutions
consultants have utilized.

v People skills are essential and therefore should be assessed when interviewing a consultant.
v Ask about professional affiliations and call them to verify the person is in good standing.

Three or more potential consultants can be interviewed about their expertise and
approach and their references checked. Candidates who pass this initial screening then
can be asked to prepare specific proposals.

{\ written agreement, specifying the consultant’s responsibilities and objectives of the
aSS}gnment, the length of time the project will take, and the type and amount of compen-
sation, is highly recommended. Some consultants work on an hourly basis, someé on 2

CHAPTER 8 Resource Requirements 229

fixed-fee basis, and some on a retainer-fee basis. Huge variations in consulting costs for the
same services exist. At one end of the spectrum are government agencies, which provide
consultants to small businesses without charge. At the other end of the spectrum are well-
known consulting firms that may charge large amounts for minimal marketing studies or
technical feasibility analysis.

While the quality of many products roughly correlates with their price, this is not so
with consulting services. It is difficult to judge consultants solely on the basis of the fees
they charge.

FINANCIAL RESOURCES

Analyzing Financial Requirements

Once the opportunity has been assessed, once a new venture team has been formed, and once
all resource needs have been identified, then is the time for a new venture to evaluate what
financial resources are required and when. 6N Silicon Inc., which “makes silicon that can be
combined with scrap from the chip manufacturing industry to make crystalline silicon,”
was able to obtain federal funding from Sustainable Development Technology Canada and
get money from Ontario’s Innovation Demonstration Fund. 6N raised $6 million in its first
round of venture funding in July 2007, $20 million in second-round funding in April 2008,
and in early 2009 another $5 million was found for equipment lease financing.

As has been noted before, there is a temptation to place the cart before the horse. Entre-
preneurs are tempted to begin their evaluation of business opportunities—and particu-
larly their thinking about formal business plans—by analyzing spreadsheets, rather than
focusing first on defining the opportunity, deciding how to seize it, and then preparing the
financial estimates of what is required.

However, when the time comes to analyze financial requirements, it is important to real-
ize that cash is the lifeblood of a venture. As James Stancill, of the University of Southern
California, has said: “Any company, no matter how big or small, moves on cash, not profits.
You can’t pay bills with profits, only cash. You can’t pay employees with profits, only cash.””
Financial resources are almost always limited, and important and significant trade-offs need
to be made in evaluating a company’s needs and the timing of those needs.

Spreadsheets Computersand spreadsheet programs are tools that save time and increase
productivity and creativity enormously. Spreadsheets are nothing more than pieces of
accounting paper adapted for use with a computer.

The origins of the first spreadsheet program, VisiCalc, reveal its relevance for entrepre-
neurs. It was devised by business school student Dan Bricklin. Faced with analyzing pro
forma income statements and balance sheets, cash flows, and breakevens for his cases, he
was asked the question: “What if you assumed such and such?”

The major advantage of using spreadsheets to analyze capital requirements is having
the ability to quickly examine different scenarios. {This takes on particular relevance also
when one considers, as James Stancill points out, “Usual measures of cash flow-net income
plus depreciation (NIPD) or earnings before interest and taxes (EBIT) give a realistic indi-
cation of a company’s cash position only during a period of steady sales.”

Take cash flow projections, for example. An entrepreneur could answer a question such
as, What if sales grow at just 5 percent, instead of 15 percent, and what if only 50 percent,
instead of 65 percent, of amounts billed are paid in 30 days? The impact on cash flow of
changes in these projections can be seen.

The same what-if process also can be applied to pro forma income statements and
balance sheets, budgeting, and breakeven calculations. To illustrate, by altering assump-
tions about revenues and costs such that cash reaches zero, breakeven can be analyzed.
Thus, for example, return merchandise authorization (RMA) assumptions could be used
as comparative boundaries for testing assumptions about a venture.

An example of how computer-based analysis can be of enormous value is the experience
of a colleague who was seriously considering starting a new publishing venture. His analysis
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;)fl (;hceo?]ll)[io;::::tybwas encouraging, and important factors such as relevant exper;
| y the lead entrepreneur were there. Assumptions ab o
Earlable costs, market estimates, and probable start-up resource requirgmOllt et
t oeedr:3 ?esrs;lrir;b;lemd.OXhat ngeded to be done .next was to generate detailed montﬁ?tiah;d o
: precisely the economic character of the venture, includi . o
of the quite seasonal nature of the business, and to determine the am;)unt of e
;(:) La:;n::l?et;e;:;sm.ess and the amount and timing of potential rewards. In ln;s(;nt;y e
,th ptions about revenues and expenditures associated with th oo
entered into a computer model. Within another two hours, he was abl " ses il
venture Would look like financially over the first 18 months ,and then t o See'What .
several different what-if scenarios. The net result was that the new Vento See';he s
dor};}(‘i because the amount of money required appeared to outweigh th;l r;olteiiiwlas e
i ; :zzegi:}}‘ gf uthl)’lm[’),ugm;—based analysis is also a source of problems for entr:[;reneurs
el e ‘e:ith (seoo:rela?ye rff;\tinAs thi quote ffom Yzerman at the start of the
perceptions about an opportunity is most 1%1(2?; ts(; ligilgilsuzzzt "

INTERNET IMPACT: RESOURCES

Extending Your Network

:éleig:‘;[::fgii: cfz? ngfiit}lly ri?:;;atse Iliis or her ‘rlez;)cl:h for resources via the Internet. The Web
Plaxo, Jigsaw, and Spoke). Nick B(())r(l)tiss aizet:l‘;aglieef (szg‘alrilerg(edln’ o e
' ‘ ) ge Officer of Knexa,
11(1) Olé??)ﬁ;:; o?(lililesauc:ll(;n lior'knowledge. 'Knexa evolved to provide knowledg: ef((;i[;iegi
s Venturesgandpt hzin : lii etin boards mlght also be a source for answers to challenges
And if you are short of i:iee:; (?lisecflii)euizlg);ir?;f'htspark ar;ld ;nnovati‘)n .
by . vl ise.com, which “scans the globe fi
Eic;?;xstll-rllg business ventures, ldE?.ls, and concepts.”® Springwise is the br§inchil§rg?§$§:
» the creator of Trendwatching.com, a site devoted to spotting and tracking “th
pr f)If:l:glﬁ;onsurr.ler trends, insights, and related hands-on business ideas.”* gl
e ,lo\?e;% zlrteileztlgsl ]:esources the Web provides access to physical and financial
ity ;l a,n bl ? & and,Tradekey). Whether sourcing capital or equipment,
ol rglt o Ce ounl(li with some patience and a systematic search. Whether
S g arwash, used appllanFes and tools can readily be found. It is now
o pitch your idea and broadcast it on the Internet (e.g., Under the Radar).

Fund-raising for Nonprofits

A dynamic onli i

thei); fund-rai;;egszzlézf Océill has emerged that is changing the way nonprofits conduct
chiafteable Going e i j arity auctions, which account for millions of dollars in
high-quialityiteris Bk a afd(.thep attract high-income individuals and freely donated,
lenge, particularl 'Sincecoolr inating and staffing' those venues has always been a chal-
workforce each ti)r,ne an aﬁz(c)t}mte:er S of a majority of the
e o 1c1n is held. In addition, physical auctions are typically catered
Willisinis 'of Vidtoria BriZ’ Oﬁléa smal.l percentage of an organization’s support base. Tom
fund-raising pages aI; d Serlse olumbia, has started GiveMeaning.com, a site that hosts
to make online donations Cflrel1 5; E’Stem fOr_charities seeking support and those wishing
cuti He Browsed unidors m;mb 4 ? elps.org is a donation portal for 83,000 charities that
o eIi'O lcategories. It was created in 2000 by Queen’s University
costs AR aTiivest s . n ittle, a'n_d Aaron Pereira to help charities reduce overhead

s inception, it has facilitated $60 million in donations.
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1. Successful entrepreneurs use Inge¢
strapping approaches to marshalling and
minimizing resources.

9. Control of resources rather than ownership of 5. Selecting outside advisors, directors, and other pro-
resources is th fessionals boils down to one key criterion: Do they
strategy- add value through their know-how and networks?

3. Entrepreneurs are also creative in identifying other 6. Today, access to financial and non-financial
people’s money and resources, thereby spreading resources is greater than ever before and is increasing
and sharing the risks. because of the Internet.

ingenious boot- 4. Building a brain trust of the right mentors, advisors,
and coaches is one of the entrepreneur’s most
valuable “secret weapons.”

e key to a “less is more” resource

...............................................
............

1. Entrepreneurs think and act ingeniously when it 3. In selecting outside advisors, board, consultants,
comes to resources. What does this mean and why and others, what are the most important criteria,
is it so important? and why? :
9. Describe at least two creative bootstrapping
examples you know of.

9. It is said that money is the least important part of
the resource equation and of the entrepreneurial
process. Why is this so?

................................

1. Many successful entrepreneurs and private inves-
tors say it is just as bad to start out with too much
money as it is too little. Why is this so? Can you

find some examples? 3. Within the first six months of start-up, which
strategies will enable the entrepreneur to conserve

cash and stretch resources?

EXERCISE Build Your Brain Trust

This exercise is intended to provide a framework and key
steps in thinking through your requirements and developing
a brain trust for your ventures.

Building a cadre of mentors, advisors, coaches, and directors can
be the difference between success and failure in a venture. Build-
ing this brain trust will require your professionalism, thorough-
ness, salesmanship, and tenacity. You gain the trust and confi-
dence of these mentors through your performance and integrity.

Part I: Gap and Fit Analysis vis-a-vis the Timmons Model

. Who are the smartest, most insightful people given
what we are trying to do?

. Who has the most valuable perspective and networks
that could help the venture or in an area that you know
least about?

1. Ateach phase of development of a venture, different
know-how and access to experience, expertise, and
judgment external to the founding team are often
required. A key risk-reward management tool is the gap
and fit analysis using the model.

+ Who has access to key know-how and resources that
we do not?

« What is missing that we have to have to obtain a very

. Core opportunity: I they are not on your team now,
who are the people who know more than anyone else

P el on the planet about: the revenue and cost model, and
underlying drivers and assumptions; how to price, get
sales, marketing, customer service, and distribution;
IT and e-business; the competition; the free cash flow
characteristics and economics of the business?

- Who can add the most value, insights, and solid
experience to the venture now, in the next two years;
and how?

2. Breakdown the Timmons Model to focus on each dimension.
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- Resources: Who can help you get the necessary knowl-
edge of and access to people, networks, money, and
key talent?

Team: Who has 10 to 20 years more experience and

scar tissue than you do in building a venture from
ground zero?

Part II: Identify and Build the Brain Trust

PART IV Financing Entrepreneurial Ventures

. (?ontext: Who understands the context, chan
timing of the venture in terms of the ca’pital nies, b,
any key regulatory requirements, and the inte .
drivers of the industry/technology/market? e

3. Cpnclusions: What and who can make the biggest
difference in the venture? Usually just one to three k
people or resources can make a huge difference "

1. Once you've figured out what and who can make

the greatest difference, you need to arrange for an

|.ntroduction. Faculty, family, friends, roommates, and the
like are good places to start.

If you can’t get the introductions, then you have to go
with your wits and creativity to get a personal meeting.
+ Be highly prepared and articulate.

- Send an executive summary and advance agenda.
Know the reasons and benefits that will be most
appealing to this person.

Follow up and follow through: send a handwritten
note, not just another email.

3. Ask for blunt and direct feedback to such questions as:
+ What have we missed here? What flaws do you see in

our team, our marketing plan, our financial requirements,
our strategy, etc.? ’

CASE

WANT BEVERAGES

« Are there competitors we don’t know about?
+ How would you compete with me?

« Who would reject and accept us for an investment? Why?
« Who have we missed? y'

« Who else should we talk with?

You will gain significant insight into yourself and your
venture, as well as how knowledgeable and insightful
the potential brain trust member is about your busines
from the questions he or she asks, and from your own ;

You will soon know wheth isi
er the person is intere
and can add value. e

Grow the brain trust to grow the venture. Think two years
ahegd and add to the brain trust people who have already
navigated the difficult waters you expect to travel.
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Preparation Questions

1. In terms of resources, what are Want Beverages’
strengths? What resources are missing?

2. Evaluate the financial situation of Want Beverages

3. What goals do Bill and Angela Moffat have for Want

Beverages? Can they go after competitors like RedBull?
If so, how?

In July 2006, as Bill and Angela Moffat looked back at the first
year of operations for Want Beverages (www.wantbevera
corr%) and looked ahead to their plans for the coming year ties.
realized that there were many decisions that needed toybe r;la;z
The owners of the Burlington, Ontario-based beverage com‘
pany could clearly picture where they wanted the compan t’
be several years in the future, but the path to get there »Iz/asyn (;
as clear. What should they do in the upcoming year to incre )
sales to a level that would ensure success in achieving their lo;lse
term goals? Due to the dynamics of the industry they felt thf '
needed to move quickly but a lack of resources, both people ang
money, was limiting their growth potential. So far they had fi
nanced Want from personal savings and lines of credit but the-
now needed more secure financing arrangements. They werz

not sure what would be the best source of funds but they were
sure thgt any lender or investor would want to see a detailed
marketing plan for the next two or three years.

Background

For years the Moffats had represented a number of clothing
and shoe comp.anies, calling on stores throughout Ontario.
They called their business Spellbound. While Spellbound was
very successful, Bill and Angela felt there was an opportunity
for them to build a company of their own. The companies they
; epresented sold some of the most popular lines of clothing and
OOt.wear targeted at the action sports market but the Moffats
realized that their personal chances for long-term success were
dependent on those companies. This had become more obvious

discussion.

This case was written by David Ros
e i i ilfri
Hugh Munro, and Lisa Giguere of Wilfrid Laurier University, Business & Economics, for purposes of classroom

s where a manufacturer had made decisions
ght have been best for the company but were not in the
best interests of Spellbound. The Moffats’ goal was to have Want
become a strong profitable business that could support them
and their young family without depending on Spellbound.

Since Spellbound's target market was young, action sports
Jovers Bill and Angela had developed a strong relationship with
Ontario who served this market. They could

retailers across
see an opportunity to develop a beverage brand to appeal to

this market. According to Bill:

tothemina few case

that mi

The average teenager only buys two or three shirts a year, but the
same person buys 24 beverages per month. If we can become the
beverage company that the young action sports crowd can call
their own, we have an opportunity to build a very large market.

Using the insights that they had gained from their Spell-
bound experience, the Moffats launched their new company,
Want Beverages, in June 2005. Their first product was a Berry-
flavoured energy drink but they were determined to be a
beverage company that targeted the 14 to 24-year-old, action
sports crowd, rather than an energy drink company. In May
2006 they launched two new energy drink flavours, Lemon-
ade and Lemonade Lite, as well as bottled water. Retailing for
$1.00 per bottle, including tax, the bottled water would not
provide the same profit margins for Want or the retailers, but
the Moffats thought it was important to have it as part of their
product offering. Now, Joyal consumers in the target market
could drink Want products more often than just the one or
two energy drinks they would consume in a day. In the future
they still planned to add an electrolyte drink and perhaps other
beverages that would appeal to the target audience, for example,
iced tea. They dreamed of becoming the brand that the target
audience, throughout North America, would think of when-
ever they reached for a beverage. A critical component of the
Want brand would be the commitment to give 15 cents from
every bottle Want sold' to support action sports, for example,
local skateparks, snowboard hills, and BMX trails.

Sales to early July were encouraging, with revenue of
$35,000 so far in 2006, representing sales of 1,200 cases of
energy drinks and water. These sales occurred mainly in a six-
week period, as sales had been minimal in March and April
due to a lack of inventory while Want was getting production
underway for the launch of Lemonade and Lemonade Lite.

The Energy Drink Market

DISTRIBUTION The first retailers to carry Want Bever-
ages were stores that catered to the action sports crowd. Skate-
board and snowboard shops were the primary targets in the
first year. Want provided these retailers with a Want branded
counter-top refrigerator along with promotional materials.
Since this was the only beverage carried in most of these stores,
the store employees were frequent buyers of Want products
and in many cases became advocates for the brand.

Selling through outlets that did not traditionally sell beverages
was not without problems. Some retailers would not carry the
Want product because they did not feel they could control the
disappearance’ of the product. As one store owner remarked:

If [ put a Want refrigerator on the counter, I know that each of
my ‘staff will have one bottle each day. At the end of the week
I will have no product left in the refrigerator, but I am pretty

| Ki
In orderto keep the retail price at $1.00, Want was only able to donate five cents per bottle of water sold.
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sure I won't have as much money as I should. It will be a big job
to figure out who is paying and who isn’t.

Another issue that resulted from distributing through
these non-traditional outlets was the different markups and
payment terms that were common in the snowboard and
skateboard accessory business. While convenience stores were
accustomed to paying for their beverages on short terms or
even COD, other retailers were used to receiving 30 or 60-day
terms. As well, 50-percent margins were not uncommon in
clothing and shoe stores while convenience stores were accus-
tomed to 20 to 35 percent margins.

West 49, the largest Canadian action sports retail chain
with close to 100 stores located in malls across the country,
had just recently decided to carry Want beverages in all loca-
tions, instantly giving Want national distribution. Want bever-
ages had been available at 16 West 49 locations in 2005 on a
trial basis. Based on the results at these test locations, they had
decided to stock Want in all of their stores in 2006. While Want
had to provide a refrigerator for each West 49 location, the
retailer committed to an initial order of 10 cases per store and
West 49 looked after distribution. Want only had to deliver the
refrigerators and product to West 49’s warehouse in Burlington,
Ontario, just minutes from Want’s Burlington warehouse.

Bars were also becoming an important part of Want's
distribution, given the popularity of energy drinks mixed
with alcohol, usually vodka. In busy bars, where the staff was
actively promoting Want, sales could be in the seven or eight
cases per week range. Bill attributed Want’s success in bars to
the unique flavour, a much Jower price than for other energy
drinks, and a good relationship with bar staff. This last point
was important, according to Bill:

I the staff isn’t pushing our product, it hurts both Want and
the bar. If a customer asks for a ‘Red Bull and Vodka’ and the
bartender says ‘We only have Want' the customer will likely
switch to another drink, for example beer or wine. But if the
bartender is positive about Want, there is a good chance the
customer will be very pleased to pay a lower price for Want.

Eor all of the Ontario stores, Bill personally delivered the
product, often in conjunction with calling on Spellbound’s
accounts. So far, the vehicle expenses were paid through Spell-
bound rather than Want, unless the trip was only for Want
business. This arrangement was very convenient in the begin-
ning but Want would eventually have to start paying the
distribution costs as the Want business increased and Spell-
bound stayed the same or declined.

MANUFACTURING Want's products were bottled by a
contract manufacturer, based on a recipe developed and strictly
controlled by the Moffats. This bottler had been selected
because they were willing to produce batches of as few as five
pallets (585 cases) and they had a flexible production schedule
so an order could be produced with as little as two weeks lead
time. However, in exchange for the low volume requirement,
the bottler charged $7.25 per case and insisted on being paid
in advance. Since the Moffats were ‘hootstrapping’ the Want
operation, attempting to operate without any external financ-
ing, the lack of credit terms created cash flow issues, particu-
larly since most retailers were demanding 30 or 60-day terms.
There were other, cheaper manufacturing options. The
Moffats knew of several bottlers who would produce the
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product for $2.50 per case, and would probably give at least
30-day terms, but their minimum quantity was usually 40,000
cases per batch. That was a lot of product to commit to buy-
ing, considering that total Want sales in 2005 were only 750
cases. There were also storage constraints given the 6,000 case
capacity of the new Want warehouse. Finally, there was also a
question of reliability. As Bill pointed out:

The other bottlers are all reputable companies but we have
never dealt with them. When I place an order with our cur-
rent supplier I am very confident that the order will arrive on
time. Right now I am focusing on building brand awareness
and increasing distribution. Sure, it would be cheaper to deal
with other bottlers, but right now I just don'’t have time to be
worrying about whether the order will arrive on time or not.

(See Exhibits 1 and 2 for Want Beverages Inc. financial
information.)

Promotion

The Moffats felt that Want's market strength would come from
the fact that they focused on the Canadian action sports indus-
try. They were convinced that action and extreme sports in
Canada had only been slightly targeted by other beverage com-
panies, all of which were U.S. based, and none of those compa-
nies were ‘giving back’ to the industry in the way that Want was
doing with the 15 cent per bottle donation. Want was very
grassroots, sponsoring up-and-coming athletes and participat-
ing in small, community events. Much of Want's advertising
and promotion activity involved participating in sporting
events including wakeboarding, skateboarding, and snow-
boarding functions. In 2006 more emphasis was also being
placed on mountain biking, with Want sponsoring the Ontario
Cup Downhill Mountain Bike Race series as well as sponsoring
one of the downhill racing teams. By being present at local
events, Bill and Angela felt they had direct access to their tar-
get market and could get a good grasp on what their ultimate
consumer liked and disliked. As Bill and Angela explained:

A number of bar promotions had been held and more were
planned. At these events, Bill and/or Angela would set up a
sampling area in the bar. They would bring their own Want
product but had to buy vodka from the bar, at a cost of any-
where from $80 to $150 per bottle, depending on the bar. Us-
ing 15 ml. (one-half ounce) shots of vodka allowed them to
serve 80 samples from an 1140-ml (40-ounce) bottle of vodka.

Staffing

The Moffats felt that a big part of building the Want brand
involved getting out to places where the target market could
be found. In summer 2005 they participated in 15 large, action
sports events where they would set up a tent and spend an entire
day. At the events, the Moffats were careful to control costs as
much as possible. Rather than give away full bottles of product,
they only gave one or two-ounce samples. They knew that other
companies had teams of samplers who were hired specifically to
attend events, but they often saw them putting little effort into
their sampling and giving away far too much free product. Bill
was certain that he needed to be at each event to control costs
and to make sure that maximum value was reaped from the
event, even if it meant limiting the number of events that could
be sponsored. At many of these events they also met retailers
who were interested in carrying their product.

The Moffats were considering whether they should hire addi-
tional sales staff and how they should pay them. They were con-
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sidering hiring a full-time sales representative with knowledge
of the industry, who they felt might cost about $50,000 per year
including salary, a small commission based on sales and trave|
expenses. The new sales representative would be expecteq
attend sporting events and bar promotions either with or insteaq
of the Moffats. This would allow Bill and Angela to focus more
on other areas of the business including manufacturing, dist.
bution, finance, and strategic planning. They also wondered if
a better plan would be to have a number of sales represent.
tives working on a straight commission basis. For example, they
might get $50 for setting up a new retail account with a refriger-
ator and an initial order of five cases of product, and then $3,09
per case for all subsequent orders that they sold and delivered,
Bill and Angela wondered if there were more people operating
Spellbound-type businesses who would be interested in selling
Want beverages in addition to their other product lines.

Finance

Since the Moffats were still operating Spellbound, they had not
taken a salary from Want yet and had used their personal savings
to pay for Want expenses that were over and above sales rev-
enues. They were now at the point where a lack of cash was lim-
iting their growth opportunities. Each time a new store agreedto
begin selling Want products, except for convenience stores and
bars, the store was given a counter-top refrigerator at no charge,
provided they purchased at least 10 cases of product. The refrig-
erators originally cost $250 each, including Want logos, and the
Moffats had to pay for the refrigerators six weeks before they
were scheduled for production. For 2006, they had modified the
design of the refrigerator and logos, and they had negotiated a
better arrangement with the manufacturer so they were now
paying only $150 per refrigerator with payment due on delivery.

The Moffats were uncertain about what the best financing
source might be. Securing a bank loan would be an attrac-
tive option. However, the company had few assets that could
be used to secure a loan and no track record of profitability
so it would be difficult to convince a bank to lend Want the
necessary money. The interest on a loan would also increase
the company’s breakeven point. An equity investor might bea
better idea, but Bill and Angela were reluctant to have a part-
ner who might not share their vision for the company. If they
did decide to look for an equity investor they wondered what
sort of investor they should be looking for and how much of
the company they would need to give up. It was difficult to
calculate a value for a start-up with limited revenues and no
profits, as the value of the firm was really dependent on future
activities. One approach could be to estimate the value of the
firm at some point in the future and then calculate the net
present value (NPV) of that figure at the time the investment
was received. The amount of the required investment could
then be converted to a percent ownership. The discount rate
used to calculate the NPV would depend on the return that the
investor wanted to achieve. In the end, the value would depend
on negotiations between what the investor would be willing to
offer and what the Moffats would be willing to accept.

The Future

Bill and Angela were concerned about the future of Want Bever-
ages. Although they were still operating Spellbound and did not
currently need to take a salary from Want, they hoped to be able
to do so in the future. As they considered all that had happened
so far, they wondered what the best plan would be to build Want
into the profitable business that they knew it could be.
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EXHIBIT 1 Want Beverages Inc.

Gross Sales
Cost of Goods Sold

Gross Profit

Expenses

Advertising

Amortization

Bank Charges & Interest

Fvent Fees & Equipment incl. trailer

Miscellaneous

Promotional Supplies e
Promotional Cases for Events (used as event admission)

Promotional Cases for Team Riders

promotional Cases for Sampling

Rent

Supplies

Telephone & Utilities

Travel, Meals & Entertainment
Total Expenses

Net Income (Loss)

ASSETS

Current Assets

Accounts Receivable
Inventory
GST

Capital Assets

Refrigerators (Less accum. amortization)
TOTAL ASSETS

Current Liabilities

Demand Loan and Overdraft
Accounts Payable: Spellbound
Accounts Payable: Suppliers

TOTAL LIABILITIES

EQUITY

Capital Stock
Retained Earnings

TOTAL LIABILITIES & EQUITY

INCOME STATEMENT
4/12/05-12/31/05

BALANCE SHEET
Asat 12/31/05

235

(Canadian Dollars)

18,610.46
13,042.19

—_

5,568.27

500.00
1,847.00
1,145.68
10,162.01
846.72
2,689.77
5,087.62
3,963.74
2,123.18
4,565.16
1,274.97
2,069.07
2,597.59

38,872.51
-33,304.24

(Canadian Dollars)

7,930.20
11,133.90
2,865.04

-

21,929.14

15,005.52
36,934.66

40,996.53
15,617.03
13,625.34

70,238.90

2.00
-33,304.24

36,934.66

Source: Want company records. Figures may have been disquised for confidentiality.
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EXHIBIT2 Want Beverages Inc.’s Price and Cost Information

Suggested Retail Price (including tax) — ve
Selling Price to Retailer $30.00 zji
Production Costs: -
Bottling Fee $7.25 0
E:;:ES §3.84 20?2
Ingregients 21 Z o
Donations 53:60 22?2
Total Production Costs $17.67 $0 .73
Gross Margin $12.33 $0.52

b

Source: Want company records. Figures may have been disquised for confidentiality.

Find more great exercises and additional
study tools on the Online Learning Centre at

www.mcgrawhill.ca/olc/timmons

Online ,
LearningCentre

CoH+A#PsTE+R

FINANCING THE VENTURE

Happiness to an entrepreneur is a positive cash flow.

Fred Adler
Venture Capitalist

Upon completion of this chapter, you will be able to:

a 1. Describe critical issues in financing new 4. Understand the capital markets food :
G ventures. chain and its implications. 2
Wl 2. Discuss the difference between 5. Identify informal and formal investment o7
; entrepreneurial finance and conventional sources of equity capital. wn
ul managerial or corporate finance. 6. Learn how to be vigilant in finding, m
ﬂ 3. Appreciate the process of crafting financial contacting, and dealing with equity >.é
- and fund-raising strategies and the critical investors. m
\:t,a variables involved, including identifying 7. See how venture capital investors make 2
I&J the financial life cycles of new ventures, decisions. l'Ui'l

a financial strategy framework, and
investor preferences.

NG: THE ENTREPRENEUR’S ACHILLES’ HEEL

VENTURE FINANCI

There are three core principles of entrepreneurial finance: (1) more cash is preferred to

less cash, (2) cash sooner is preferred to cash later, and (3) less-risky cash is preferred to
fore-risky cash. While these principles seem simple enough, entrepreneurs, chief execu-
tive officers, and division managers often seem to ignore them. To these individuals, finan-
cial analysis seems intimidating, regardless of the size of the company. Even management
teams, comfortable with the financial issues, may not be adept at linking strategic and
financial decisions to their companies’ challenges and choices.

Financial Management Myopia: It Can’t Happen to Me

f self-delusion and just plain not under-

Financial management myopia is a combination o
een financial management and business

standing the complex dynamics and interplay betw
strategy. Why is this s0?
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