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R aising money for a startup firm is like getting your 
first date—it can seem like an impossible task, it is 
hard to take the first step, and it is the start of an 

effort you must continue for the rest of your (company's) 
life in order to be successful. Just like that first date, the 
attitudes, strategies, and personal abilities you take into 
the effort will be instrumental in determining your ulti
mate degree of success. 

The financial guidance a new high technology company 
may receive will be imprecise and inconsistent. There have 
been successful companies that have financed themselves 
every way imaginable. However, there are certain things 
one should pay attention to in order to maximize a com
pany's chance for success. What follows is one entrepre
neur's reflections on where to look for the problems and 
the opportunities. So let us start at the beginning. 

T H O M A S H. B R U G G E R E is president and chief executive 
officer of Mentor Graphics Corporation, Beaverton, Ore
gon. He founded the company in 1981 to produce prod
ucts for the electronics portion of the computer-aided de
sign industry. 

Getting up the nerve 
Most would-be entrepreneurs worry about one ques

tion: what product should I build? The question of raising 
money is usually not addressed until after the decision is 
made to strike out on one's own. Because of the optimistic 
and confident nature of an entrepreneur, it is often just 
assumed that financing will be available. 

At this stage, the individuals are mostly concerned with 
getting out of the nest of their existing company. A great 
deal of energy is put into the product technology because, 
after all, that is the hinge point for success, is it not? And, 
hence, that is what will bring the financial world to the 
door, is it not? 

Not necessarily. A good product is certainly important, 
but it is not the most important thing to consider when 
starting the company. People are the most important in
gredient at this or any other stage. Investors put their 
money into people, people, people and finally, product/ 
market matches. Good people will make a mediocre prod
uct successful, while poor people will fall short with even a 
vastly superior product. Remember, if you really do have a 
good product idea, you are going to have competition. 
Also, regardless of your experience or success, you will 
face difficult problems. Your ability to successfully meet 
the competition and to overcome these problems will de
pend upon the quality of your people. 

So, good people are what will make the company suc
cessful, and investors know this. If you want to make it 
easier to finance the company, pay attention to the people 
in the company from the beginning. If you are having 
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trouble raising money initially, take a hard, introspective 
look at the people in the company. You may need to make 
some changes. 

Asking the question 

Now that you have your product idea refined and good 
people committed, you are almost ready to ask for the 
money. First, however, you must decide what to ask for, 
and whom to ask. 

What to ask for 

A business plan wil l be needed which will include pro 
forma financial statements indicating how much money 
you will need to make the company profitable. You must 
decide how much of that money you want to raise now, 
and how much of that money you are willing to raise later, 
hopefully at a higher price. A typical financial plan calls 
for $50 million in sales in five years with 10% after tax 
earnings. 

The general financial stages of a startup company are 
prototype development, product development, successful 
marketing, and expansion. Obviously, the further along 
your company is, the less business risk an investor is tak
ing, and the greater the price you can charge for your 
stock. Most high technology companies raise enough 
money in their initial financing to take them through the 
product development stage. This strategy allows the com
pany to prove that the product can be built and that some
one will buy it. 

It is not uncommon for a company to run out of money 
before the product development is completed. For this rea
son, you should try to get investors in the first financing 
who can and will put up more money if things do not go 
as planned. You should also raise more money than you 
think you need in order to give yourself a buffer. A good 
rule is to always take 50% more money than you think 
you need to achieve your plan. 

Whom to ask 

The sources of money for the startup company are al
most everywhere. Personal finances, relatives, banks, indi
viduals, investment banks, venture capitalists, and many 
other sources may be available to you if you just know 
where to look. But, all money is not created equal, so you 
must know what to look for. 

Any time you bring an investor or group of investors 
into your company, you should ask yourself (and them), 
"What will they bring to my company?" The answer may 
be guidance, prestige, contacts, high valuation, etc. Make 

certain that there is a good match between what your 
company needs and what the investors bring. And always 
get the highest quality investors you can attract. Top quali
ty investors will attract other investors to your company 
and provide a much smoother financing plan. 

How can you tell a quality investor? There are some 
simple tests, and they all attempt to determine how the 
investors will help you. Ask in whom else they have invest
ed: if they have a very successful track record of investing, 
they probably can help you be successful too. Find out 
how well known they are; the financial community is very 
close knit, and reputations are often well deserved. 

Determine how long they stay invested in a company; 
you want early investors with "deep pockets" who can 
continue investing in subsequent financings. You don't, 
however, want someone with "short arms" who will not 
reach down into those pockets to help you in rough times. 
Finally, ask how they have helped other companies. This 
will give you some idea of how they might help your com
pany. 

Next, you should try to match the type of investor to 
what your company needs. For example, a startup compa
ny usually needs consultive help from venture capital 
types, to adequate lines of credit at the bank. The follow
ing priority ranking of what a company needs is broken 
down by its financial stage. 

• Prototype/Product Development 
Company Need: Active participation in guidance, 
product strategy, recruiting contacts, management 
team development 
Best Investors: Venture capital, knowledgeable indi
viduals 
• Successful Marketing 
Company Need: Customer contacts, prestige, sales 
strategy, sales recruitment, less price sensitivity 
Best Investors: Venture capital, investment bankers, 
large funds 
• Market Expansion 
Company Need: Low price sensitivity, customer con
tacts, prestige, credibility 
Best Investors: Large funds, general public 

Venture capital investors are the most popular source of 
initial capital. Good ones will help nurture a company by 
providing counseling, insights learned from previous in
vestments, access to potential employees, prestige, and of
ten customer contacts. They are, however, often the most 
price sensitive: a typical initial funding is $1 million to $5 
million for 30% to 60% of your company. 

Beware of the plethora of inexperienced venture capital
ists. A number of venture capital funds are managed by 
people who are either inexperienced in helping a company 
or spread too thin to have the time to provide help. A l -
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ways ask what the venture capitalists will bring to your 
company besides money, and what other companies they 
have been involved with — both as investors and as board 
members. 

Investment banking firms can provide a limited private 
or public offering for your company. This can be an easy 
way to raise money by selling stock to relatively sophisti
cated institutional or individual investors who will proba
bly not take an active role in the company. This group of 
investors will generally pay a higher price than a venture 
capitalist but will usually contribute little or no operating 
experience to the company. 

For initial financings of the company, this method of 
financing is less attractive than venture capital unless the 
company already has significant operating experience. As 
with venture capitalists, investment bankers span a wide 
range of capability, prestige, and experience. Always ask 
about their most recent offerings and be concerned about 
the type of investors with whom they will try to place your 
stock. Unsophisticated or impatient investors may not be 
very supportive if your company stumbles. 

Banks will loan you money if you pledge assets as col
lateral. If the company has assets (inventory, accounts re
ceivable, etc.), bank debt is an excellent way to generate 
cash. If, however, you are just getting started, your only 
assets may be your house, etc. While many companies 
have gotten started this way, banks are not venture inves
tors (they currently cannot even own stock), and may not 
be patient when things don't go as planned. In general, it is 
best not to use banks to finance your startup other than 
through traditional leases and debt. However, it is impor

tant to develop a close, supportive relationship with a 
good bank from the beginning. 

Family, friends, and personal finances have started 
many high technology companies. You certainly should 
plan on a personal investment, however small. If you do 
finance your company this way, remember two things: 1) 
growing the company too slowly because of inadequate 
capital may cost market share and ultimately the long 
term viability of your company, and 2) friends and rela
tives probably don't bring operating experience or ac
countability to the company. You must, then, get these 
elsewhere. 

One example 
Mentor Graphics is a public company in the fast grow

ing computer aided engineering (CAE) industry. It was ini
tially funded in 1981 by three venture capital firms: Venrock 

Associates, Greylock Management, and Sutter Hi l l 
Ventures. It received three private rounds of financing to
taling $10 million before raising $52 million in a public 
offering in January 1984. The diagram below shows the 
stages of funding for Mentor Graphics as an example in
cluding the price paid per share by the investors and the 
total dollars raised. 

Building the relationship 
Plan on an ongoing effort to raise money. If your com

pany is successful, you will need capital for expansion. If it 
is not, you may need it for survival. In any event, you 
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should have a long term financing plan. And don't hesitate 
to raise money just to have a reserve. These "war chests" 
have caused many companies to survive rough times while 
their undercapitalized competition failed. 

Also, because financing your company is an ongoing 
process, you should always be working at it. Don't wait 
until you need money to go out and tell your company's 
story. The more informed investors are about what you 
do, the better able you may be to raise money. (And be
sides, the best time to raise money is usually when you 
don't need it.) 

For example, there are numerous financing seminars 
you can participate in whether your company is public or 
private. And because information on the financial "grape
vine" travels quickly, a little exposure goes a long way. 
Also, always keep in mind that the better you tell your 
story (form and substance), the more attractive your com
pany may be to an investor. 

If the goal is to go public, you should plan your investor 
strategy accordingly. A l l else being equal, the strongest ini
tial public offerings will come to companies with the most 
prestigious backers. (Of course, a strong sales/earnings 
story will always get people's attention in an initial public 
offering (IPO). 

With either strategy, pay attention to your investors (es
pecially bankers). Keep them regularly informed of pro
gress (at least quarterly), and treat them as an asset of the 
company. Their support in subsequent financings will be 
important to you. 

The marriage 

The climax of your financing efforts may be a public 
offering or being acquired. Investors will look for these 
goals in your plan because that is the way they will get 
their investment back. This is when it is most important to 
have a good investment banker and a supportive group of 
previous investors. 

There are a variety of reasons why a company should 
go public. A public offering wil l provide a significant 
source of lower cost capital for the company. It may also 
enhance the credibility and prestige of your company in 
the eyes of customers and employees. And it will give early 
investors and employees some potential liquidity. Besides, 
the "war chest" of money you raise may give you an im
portant edge over competitors. 

On the other hand, being a public company will place 
new stresses on the company. It wil l focus you on manag
ing for quarter to quarter increases in earnings, often at 
the sake of long term strategy. There will be a significant 
draw on management's time to deal with the financial 
community. And you may no longer have inexpensive 

stock to offer employees. In addition to all these problems, 
you will also have to begin to satisfy the paperwork re
quired for public reporting results. 

So it's very important to evaluate when you should take 
your company public. Your company should be growing 
in a market that is growing. It is also best to be at a signifi
cant sales level and to be profitable so you will be taken 
seriously by investors. Always try to do an offering when 
the stock market is strong or you may be in for some dis
appointments. Most important, be certain you have the 
infrastructure within your company to manage a public 
company. 

The amount of money you raise during an offering will 
depend largely on your company's need for cash. Howev
er, you will also want to consider your competitors' re
sources since they will probably be trying to outpace you. 
Also, the price of the stock will be a factor since it will 
determine the overall dilution of the offering. Finally, lis
ten to the advice of your investment bankers since they 
will have a good measure on what is possible in a given 
stock market. 

If you have done everything right, many of your existing 
investors, especially the later stage ones, will show their 
support by increasing their investment at the public offer
ing. The worst thing you can have is existing investors 
selling most of their stock at the initial public offering. 
Naturally, potential new investors are unsettled when they 
see the people who know the most about the company 
selling out. However, if you have gotten good investors all 
along, you will be in good shape at the public offering. 

The process of going public may seem so confusing and 
expensive as to be formidable. But with a good investment 
banker, it can be an easy and rewarding pinnacle for your 
company. 

Summary 

In summary, there are two important lessons that most 
successful high technology companies have learned about 
financings: 

1. A continuing supply of funds will be needed, so it is 
important to have a planned investment strategy 
that brings in investors who will continue to support 
the company through both good and bad times. 

2. Investors are backing people more than anything 
elese, so it is important to be very introspective 
about the strengths and weaknesses of the key peo
ple in the company and to make changes when nec
essary. 

With these lessons in mind, financing your high technol
ogy company should be approached with enthusiasm and 
confidence. Now is always the right time to get started. 
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